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Foreword
t the threshold of the 21st century, the Asian Development Bank
(ADB) has set as its overarching goal the reduction of poverty in
Asia and the Pacific. The region contains some of the most
dynamic world economies, but also 70 percent of the world’s poor.

A lesson learnt from the last decades of the 20th century is that growth alone
does not reduce poverty. A consensus has emerged nationally and
internationally that developing the region implies eradicating poverty. To
achieve this goal, the region should promote pro-poor sustainable economic
growth, social development, and good governance. These are the three pillars
of the ADB poverty reduction strategy. This book focuses on the second—
social protection to diminish vulnerability to risks, generate employment, and
improve productivity and working conditions in Asia and the Pacific. Social
protection aims to assist individuals to transform the vicious cycle of poverty
into a positive cycle of opportunities, security, and human development.

The new century starts with profound changes. Globalization is shifting
trade, capital, technology and information flows, changing values and social
structures. The increased opportunities resulting from access to new ideas,
goods, services and technology are also accompanied by increasing risks.
Interdependence may lead to possible economic shocks and downturns; if no
social safety net mechanisms are in place, countries may experience mounting
unemployment, poverty, marginalization and conflict. To ensure that the new
century achieves economic and social progress, social protection is a central
element of the world’s forward-looking development agendas. Investing in
children, people of working age, and reducing vulnerability of people at risk,
will assist countries to develop their human potential, reduce poverty, achieve
sustainable growth by enhancing production, and create opportunities for
individual self-reliance.

This volume reflects the work and findings of the ADB Working Group
on Social Protection since 1998, in close consultation with the ADB’s member
countries and aid agencies. The contributors present the theoretical
background and project options of the five core social protection topics: labor
markets, social insurance, social assistance, micro and area-based schemes and
child protection. Studies on three specific social protection interventions—
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6 Foreword

pension, disaster preparedness and investment in child protection—were
included to further document and enlighten the social protection debate. All of
the studies were presented at the Asia and Pacific Forum on Poverty held in
Manila in February 2001.

Shoji Nishimoto Hans J. Springer
Director, Strategy and Policy Director, Agriculture and

Department Social Sectors Department (East)
Asian Development Bank Asian Development Bank

13883-Asia.book  Page 6  Tuesday, December 11, 2001  11:37 AM



Acknowledgements
ny publication is always a result of teamwork and the list of
acknowledgements is long and necessary. However, in this case,
two persons deserve special recognition. This volume would not
exist if it were not for the unconditional support and guidance from

Shoji Nishimoto, Director, Strategy and Policy Department, and William M.
Fraser, Manager, Education, Health and Population Division of the
Agricultural and Social Sectors Department (East), ADB.

Though ADB had developed different types of social protection
interventions over the years, from labor training and institution-building
projects to community-based and child programs, it was only in the second
half of the 1990s that a strategic approach to social protection became
necessary. In 1998 an Interdepartmental Working Group (IWG) was set to
coordinate an integrated and systematic approach. IWG members were very
active in providing inputs and support; since 1998, members included
A. Bauer, D. Bucher, I. Bhushan, M. Collette, C. Edmonds, T. Goodstein,
D. Green, K. Kriegsmann, W. Liepach, M. Pal, E. Pernia, S. van der Tak,
Y. Uehara, C. Vandenabeele, and X. Yao. Particular acknowledgments have to
be given to P. Moser, former Senior Advisor to Vice-President East ADB,
L. Thompson, D. Lindeman and J. Blomquist, who assisted the IWG in
drafting the first text for consultations.

The bulk of the work was developed in 1999–2001 thanks to the ADB
RETA 5987 Strategies for Improved Social Protection in Asia and the Pacific.
Directed by the IWG, the technical assistance aimed to provide a solid
background on the options for social protection interventions, theoretical
approaches, earlier experiences, advantages and disadvantages of different
policies, to assist developing member countries (DMCs) and the ADB to
identify optimal interventions. K. Thompson and S. Westergaard assisted in
coordination and management, supported by A. Burgos and K. Rosario. This
book compiles the studies prepared by the team, incorporating the comments/
suggestions received from consultations. Draft papers were presented at the
Social Protection Workshops of the Asia and Pacific Forum of Poverty, held in
Manila in February 2001. Appreciation is extended to the whole team who
worked under pressure to meet deadlines and consolidate complex requests.
Also special thanks have to be given to P. I. Crawford, who assisted in editing,
and to A. Burgos, who has become my right hand.

A

13883-Asia.book  Page 7  Tuesday, December 11, 2001  11:37 AM



8 Acknowledgements

External consultations were initiated in September 1999, including
specific country missions and meetings with other donor agencies. The list of
people met is too long to be included in this preface; however, I would like to
extend my sincere gratitude to all those individuals and institutions that helped
and contributed to the IWG work. Specifically, a note of thanks has to be
extended to the dedicated staff of the Ministries of Labor/Employment, Social
Security and Welfare of the governments of Indonesia, Mongolia, Sri Lanka,
Tajikistan, Thailand and Viet Nam, and other government agencies such as the
Offices of the Prime Minister, Departments of Finance and Agriculture,
Poverty and Development Boards/Agencies for the all the support and
guidance they provided to the ADB.

Consultations were intensified in 2001, when a draft ADB Social
Protection Strategy (Working Paper) was formally submitted to the
governments of ADB’s fifty-seven member countries, for official discussion at
ADB Headquarters on 14 June 2001. A note of gratitude is extended to the
ADB Board of Directors and officials at the Ministries of Finance, Treasury,
Economy, Development, and/or External Affairs of the ADB member
countries: Australia; Austria; Azerbaijan; Bangladesh; Belgium; Bhutan;
Cambodia; Canada; Cook Islands; Denmark; Federated States of Micronesia;
Fiji Islands; Finland; France; Germany; Hong Kong, China; India; Indonesia;
Italy; Japan; Kazakhstan; Kiribati; Kyrgyz Republic; Lao People’s Republic;
Malaysia; Maldives, Mashall Islands, Mongolia; Myanmar; Nauru; Nepal;
Netherlands; New Zealand; Norway; Pakistan; Papua New Guinea; People’s
Republic of China; Philippines; Republic of Korea; Samoa; Singapore;
Solomon Islands; Spain; Sri Lanka; Sweden; Switzerland; Taipei,China;
Tajikistan; Thailand; Tonga; Turkey; Tuvalu; United Kingdom; United States;
Uzbekistan; Vanuatu; and Viet Nam. Their suggestions and constructive
comments were fully taken into consideration for the elaboration of the ADB
Social Protection Strategy (Recommendation Paper), unanimously approved
by the fifty-seven ADB country constituencies on 13 September 2001.

R. Holzmann, Director Social Protection, and S. Jorgensen, Manager
Social Protection, of the World Bank, deserve special acknowledgment for
their continuous advice and cooperation; likewise, K. Marshall and E.
Jimenez. With them, A. Drouin, D. Dror and W. van Ginneken from the ILO,
A. de Haan and S. Conlin from DFID, T. Conway and A. Norton from the UK
Overseas Development Institute (ODI), P. Whiteford from the OECD, P.
Heller from the IMF, W. Nuqui from UNESCAP, N. Suzuki from the
International Confederation of Trade Unions (ICFTU-APRO), K.
Piriyarangsan and M. Laporte from Save the Children Fund, G. Suwannarat
from the Ford Foundation, J. Roberts from HelpAge Asia, K. Kishore from the
Asian Disaster Preparedness Center, and a long list of people and institutions,

13883-Asia.book  Page 8  Tuesday, December 11, 2001  11:37 AM



Acknowledgements 9

including national NGOs, employers’ confederations and trade unions, that
assisted with their suggestions, comments, and cooperation.

Additionally, this is to thank all of those who organized and participated
in conferences/forums where the ADB IWG work on social protection could
be debated, such as the ADB-WB Manila Social Forum (November, 1999),
APEC (New Zealand, November, 1999), the DFID Inter-Agency Meeting on
Social Protection (London, March 2000), the ADB Social Protection
Workshops of the Asia and Pacific Forum on Poverty (Manila, February 2001),
ADBI’s Workshop on Social Safety Nets (Tokyo, March 2001), OECD
Workshop Towards Asia’s Sustainable Development: The Role of Safety Nets
(Paris, March 2001). The amount of work that goes in the preparation of such
events is normally unrecognized. Without this assistance, the IWG could not
have consulted the relevant parties and disseminated its work.

Finally, to J. P. Verbiest, Manager Strategy, Planning and Policy
Coordination ADB, and K. Sandilya, former Manager of the ADB Poverty
Reduction Unit, for their careful review of documents and their continued
support.

Isabel Ortiz
Manila, Philippines

13883-Asia.book  Page 9  Tuesday, December 11, 2001  11:37 AM



13883-Asia.book  Page 10  Tuesday, December 11, 2001  11:37 AM



About the Authors

Jorge Abada

Jorge C. Abada (Philippines, 1936) is a Senior Consultant specializing in
agricultural and crop insurance. J. Abada holds two master’s degrees in
business administration from University of the Philippines. He was the former
Executive Vice-President (1981 to 1986) and later President and Chief
Executive Officer (1987 to 1996) of the Philippine Crop Insurance Corporation,
which is now known internationally as a model of a viable crop insurance
scheme for a developing country. In 1994, he worked for the ADB conducting
a comprehensive study for a possible introduction of a crop insurance scheme
in Nepal. In 1995, J. Abada served as Crop Insurance Specialist for FAO to
assist the Nigerian Agricultural Insurance Corporation in reforming its
existing crop insurance program for small farmers (January to March 1995).
He is recognized as being one of the main experts in his field and was one of
the 10 international experts on crop and livestock insurance invited by
UNCTAD to a Round Table Discussion in Geneva (1993) on the subject. He
served as Chairman of the 3rd Experts Consultation on Crop Insurance in Italy
(1992) and as resource speaker for numerous international fora such as the 4th

(Morocco, 1984) and 8th Third World Insurance Congress (India, 1991); and
the Seminar on Agricultural Insurance in Japan (1985).

Alan Abrahart

Alan George Abrahart (Australia, 1941) is a Senior Consultant on social
protection, labor markets, employment and training. A. Abrahart graduated
with a Bachelor of Science from the University of Sydney and a Master of
Education from the University of Wollongong (Australia). He has worked on
creating social safety net systems for Central Asia and devising social
protection strategies for East Asian countries in the wake of the financial crisis
of 1997/1998. From 1994–97 A. Abrahart served as a World Bank staff and
developed country strategies to improve labor and employment legislation and
promote active labor market programs. A. Abrahart has worked in a variety of
countries—transition economies (Armenia, People’s Republic of China,
Kazakhstan, Kyrgyz Republic and Russia), countries in economic crisis

13883-Asia.book  Page 11  Tuesday, December 11, 2001  11:37 AM



12 About the Author

(Indonesia, Republic of Korea), post-conflict countries (Bosnia and
Herzegovina, Cambodia, Lesotho) and other developing countries (Egypt,
Jordan, Tanzania, Trinidad and Tobago). He has written numerous papers
focusing on labor market issues, including Indonesia: The Necessity for
Reform – Labour Legislation and Social Protection (with G. Betcherman and
M. Ogawa, 1999); East Asia Region: Labour Market Strategies – Preliminary
Directions (November 1998); Kazakhstan: Vocational Education and Training
– Benign Neglect, a Policy Option (with Z. Tzannatos, 1996); and China:
Labor Redeployment (1994).

Andrew Batkin

Andrew Charles Batkin (United Kingdom, 1953) is a Senior Economist
specializing in development economics and poverty reduction, who has
worked extensively on social funds. A. Batkin graduated with honours in
Cambridge (UK) and has an M.A. from Cambridge and an M.Sc. from the
University of London (UK). He has wide experience in formulation, appraisal,
management and evaluation of projects, particularly in social funds,
microfinance, small and medium enterprise development and rural welfare. A.
Batkin has worked in projects funded by international agencies such as ADB,
World Bank, UNDP, European Commission (EU), USAID, SIDA, DANIDA,
etc. and has been Team Leader of numerous projects. He has worked
extensively in the Asian region including transition economies (Mongolia,
Laos, Viet Nam), South Asia (Bangladesh, India, Sri Lanka) and South East
Asia (Cambodia, Indonesia). Additionally, A. Batkin has also worked in
Africa and Eastern Europe. He has recently been involved in the GOM/UNDP/
SIDA/WB Poverty Reduction Social Fund Evaluation and new Project
Formulation in Mongolia, and a UNCDF international evaluation of UN
Capital Development Fund projects in Africa and Asia, including drafting of
the country reports and final recommendations.

Peter Crawford

Dr. Peter Ian Crawford (United Kingdom, 1955) is an Associate
Professor of the Department of Social Anthropology at the University of
Tromsø. He graduated with a B.A. and Ph.D. in Social Anthropology (Aarhus
University, Denmark). Since 1980, he has worked in numerous child
protection projects, including a Save the Children Fund Child Rights Project
in Kenya (1999) and another similar project in Mozambique (1994). In 2000,
he was Team Leader for a mid-term review of a programme concerning street
children in Uganda. From 1995 to 1997, he served as Programme Manager for

13883-Asia.book  Page 12  Tuesday, December 11, 2001  11:37 AM



About the Authors 13

the Solomon Islands Christian Association’s (SICA) Village Education
Programme, funded by DANIDA. P. Crawford also assisted in the
development of the youth desk of SICA and a UNICEF-funded breastfeeding
program in Honiara. In addition, he conducted a study of children and youth
in Danish development aid for DANIDA and leading Danish NGOs (1998 to
1999), the outputs of which was a report on children and youth in Danish
development aid and a handbook on working with children and youth in
development. P. Crawford has written more than 50 papers, reports and
publications which include, among others: Gulu Support to Children
Organization (GUSCO) with E. Jareg and P. Okuma; the Manual for Danish
NGOs Working with Children & Youth in Development; and the Database
Covering Eighty Danish NGOs Work with Children & Youth in Development
Aid.

David Gent

David F. T. Gent, OBE (United Kingdom, 1936) is a Senior Social
Security Expert. He has wide experience in lecturing on social security
systems for the European Union, the ILO training center in Turin, and a variety
of countries including Albania, Bulgaria, PR China, Czech Republic,
Hungary, Korea, Mongolia, Poland and the Slovak Republic. From 1966 to
1989 he worked for the UK Social Security Department, and since 1982
performed as Head of the Policy Section. D. Gent has also been involved in
various internationally-funded projects including the World Bank’s social
insurance system in Romania (1999–2001); the EU Coordination of the Social
Security Schemes in Czech Republic, Hungary, Poland and Slovak Republic
(1997–1998); the ADB Administrative Reform of Social Insurance in
Mongolia (1996–1997); the ILO-UNDP Support for Social Insurance
Legislation Project in PR China (1994); the World Bank/International Social
Security Association (ISSA) initiative for the Reconstruction of the Albanian
Social Security Scheme (1993–1995) and the UK Know-How Fund reform of
the Bulgarian Unemployment Benefits System (1992). D. Gent has written and
presented numerous papers in his career, such as “The UK Unemployment
Benefits System: History, Current Structrure, Financing and Operation” (in
Unemployment Insurance Systems in Selected Countries, Korean Labor
Institute, 1993).

Fiona Howell

Fiona Howell (Australia, 1961) is a Senior Social Security Expert with
wide experience in social protection and welfare policies in Asia and

13883-Asia.book  Page 13  Tuesday, December 11, 2001  11:37 AM



14 About the Author

Australia. Her background includes graduate certificate and diploma in
Management and a Master in Business Administration from the University of
New England (US). She is currently working for ILO EASTMAT (Bangkok).
From 1998 to 2000 she was the ILO Chief Technical Advisor for the Social
Protection Development and Training Project in Vietnam, which focused on
the development of a comprehensive social security system including social
insurance, social assistance, health and unemployment insurance. From 1996
to 1998 she served at the Commonwealth Service Delivery Agency of
Australia in various capacities in the Senior Executive Service, for government
programs for social security, employment, job services, health, education,
vocational training and apprenticeships, career guidance and family benefits,
covering the West Area of New South Wales (Australia). From 1992 to 1995,
she acted as Senior Manager (International Branch) for the Department of
Social Security National Administration in Canberra, liaising with the ILO,
International Social Security Association (ISSA), UN, and Ministries of Labor
and Social Security of the Asian and Pacific region. She has conducted
seminars in Thailand, People’s Republic of China, Papua New Guinea, Japan
and Fiji. F. Howell also coordinated the ISSA 12th Regional Training
Conference attended by more than 80 delegates from various social security
organizations in Asia and the Pacific.

Joseph Hunt

Dr. Joseph M. Hunt (United States, 1943) is a Senior Health and Nutrition
Economist at Agriculture East Department, ADB. He graduated with an M.A.
in International Public Administration (Syracuse University, US) and a Ph.D.
in Food and Agriculture Economics (Massachusetts Institute of Technology,
US). He has taught and lectured at MIT, Wesleyan University, and Harvard
University in the US. His wide exposure in the field of public health, nutrition,
and ecological management brought him as advisor, researcher, consultant and
program manager/administrator to many developing countries in Asia and
Africa, among them, Azerbaijan, Bangladesh, Biafra, People’s Republic of
China, Fiji, Kazakhstan, Kyrgyz Republic, India, Indonesia, Nigeria,
Philippines, Sri Lanka, Thailand and Viet Nam. At the ADB, he has led early
childhood development, and communicable diseases projects, and was the
author of the ADB’s Population Policy (1994). He is currently working on the
ADB Nutrition Policy. Recent publications include the following: Hunt, J. and
Heaver, R, 1995: Improving Childhood Development: An Integrated Program
for the Philippines (Washington D.C. The World Bank-ADB); Hunt, J. and
Quibria, M. (eds.) Investing in Child Nutrition in Asia; double issue of Asian
Development Review Volume 17, Nos. 1–2, Manila; Manila Forum 2000:

13883-Asia.book  Page 14  Tuesday, December 11, 2001  11:37 AM



About the Authors 15

Strategies to Fortify Essential Foods in Asia and the Pacific (Manila, ADB,
Micronutrient Initiative and International Life Sciences Institute): and Hunt, J.
2001: “Develop a Child, Develop a Nation” theme chapter in ADB Annual
Report 2000 (Manila, ADB).

Isabel Ortiz

Dr. Isabel Ortiz (Spain, 1965) is a Senior Economist (Poverty Reduction)
at the Strategy and Policy Department, ADB. She graduated with a Master’s
degree and a Ph.D. from the London School of Economics (UK). Her
background includes strategy work (ADB’s Social Protection Strategy, 2001;
ADB Poverty Reduction Strategy, 1999), country poverty assessments, and
project work in poverty reduction, social development and social protection/
social safety nets. Since 1995, I. Ortiz has been Team Leader of social sector
loans, several technical assistance projects, and Chair of the ADB Working
Group on Social Protection. She has field experience in transition economies
(Lao PDR, Kazakhstan, Kyrgyz Republic, Mongolia, Uzbekistan, Tajikistan,
Viet Nam), developing countries of Latin America (Argentina, Chile) and Asia
(Bangladesh, Indonesia, Philippines, Sri Lanka, Thailand). During 1993–1995
she worked as a researcher/lecturer at the Department of International and
Development Economics of the High Council of Scientific Research (CSIC,
Spain); in 1992–1993 at the European Commission (DGI, Latin America); and
in 1991 at the UN Economic Commission for Latin America (ECLA
Argentina). She has been a resource speaker in numerous international forums
and conferences. Recent publications include “Reforming Social Protection in
Asia”, in Towards Asia’s Sustainable Development, edited by P. Whiteford,
Paris: OECD; and the forthcoming (2001) Handbook for Poverty and Social
Analysis (with N. O’Sullivan, S. Price, et al., Manila: ADB).

Lawrence Thompson

Dr. Lawrence H. Thompson (United States, 1943) is Senior Fellow at the
Urban Institute in Washington D.C. L. Thompson has extensive experience in
the analysis and operation of income security programs. He graduated with an
M.B.A. from the University of Pennsylvania (US) and a Ph.D. in Economics
(Labor and Public Finance) from the University of Michigan (US). His
professional background includes senior positions with both executive and
legislative branches of the US government, including Principal Deputy
Commissioner of the US Social Security Administration (1993–1996),
Assistant Controller General of the US for Human Resources Programs,
General Accounting Office (1989–1993), Chief Economist of the US General

13883-Asia.book  Page 15  Tuesday, December 11, 2001  11:37 AM



16 About the Author

Accounting Office (1983–1989) and Director of Social Security Planning,
Office of the Secretary, US Department of Health and Human Services (1977–
1978). Since 1996 L. Thompson’s work at the Urban Institute has led to
multiple international assignments, mostly with the World Bank, on the reform
of the retirement income system in the Philippines, Russia, People’s Republic
of China and Eastern Europe. Some of his numerous publications are:
L.Thompson, 1998: Older and Wiser: The Economics of Public Pensions
(Washington DC, The Urban Institute Press); “The Social Insurance Approach
and Social Security” in Kingston and Schulz (eds) 1997: Social Security in the
21st Century (New York, Oxford University Press), and “The Advantages and
Disadvantages of Different Social Welfare Strategies” in International Social
Security Review, vol. 48, 1995.

Paolo Verme

Dr. Paolo Verme (Italy, 1965) has worked extensively on labor market
and poverty assessments as an independent consultant for various
internationally funded projects. P. Verme has a Ph.D. degree from the London
School of Economics (UK), a M. Phil. from University of Sussex (UK) and a
BA degree in Economics from University of Turin (Italy). He is currently
working in Russia for a labor market project commissioned by the EU. In 1999
he contributed to the World Bank’s Social Protection Reform Adjustment
Loan in Kazakhstan. In 1998 he became a resident member of the World
Institute for Development Economics Research, United Nations University
(UNU-WIDER) in Helsinki (Finland) for the research on “Labor Markets and
Health in Transition”. From 1996–1998 P. Verme was the labor market advisor
for the EU-TACIS technical assistance to Kazakhstan and Ukraine, in parallel
to contributing to USAID’s support to the Kazakhstan Institute for
Management and Economic Research. In 1994 he served in various capacities
at the UN High Commissioner for Refugees (UNHCR, Switzerland) and in
1990–1992 was the Economist and Country Representative of CISV, a
Burundi-based NGO. Recent publications include ’The Choice of the Working
Sector in Transition’ (The Economics of Transition, Vol 8, No. 3, 2000) and a
forthcoming book on Transition in Kazakhstan (“Transition, Recession and
Labor Supply in Kazakhstan”, Ashgate, 2001).

Suvit Yodmani

Dr. Suvit Yodmani (Thailand, 1942) is the Executive Director of the
Asian Disaster Preparedness Center (ADPC) in Bangkok, Thailand. He holds
a master’s degree in Administration of Higher Education from Boston

13883-Asia.book  Page 16  Tuesday, December 11, 2001  11:37 AM



About the Authors 17

University (US), and Ph.D. in Community Development (with distinction)
from Boston University (US) and Massachusetts Institute of Technology (US).
Dr. Suvit has more than 30 years of experience working with high-level
national, regional and international institutions. Prior to joining ADPC he
worked with the United Nations Environmental Program (UNEP) where he
served as the Regional Director for Asia and the Pacific from 1994 to 1998.
Earlier, he was the Vice President of the Asian Institute of Technology from
1992 to 1994. Dr. Suvit has held many high offices in the Royal Thai
Government including Prime Minister’s Adviser on Environmental Affairs,
Chairman of the National Environmental Awareness Committee, Government
Spokesman, and Founding Director of the National Identity Board.
Additionally, he has served either as chairman, director or member of over
thirty Thai Government, UN, and NGO committees and foundations, among
them: Chair of the Thai-Canada Economic Cooperation Foundation; founder
and Director of the Thai National Identity Board; Chair of the Bangkok
Metropolitan Governor’s Advisory Council on the Environment; Chair of the
Association for Life and Environment; and Chair of the Green Leaf
Foundation.

13883-Asia.book  Page 17  Tuesday, December 11, 2001  11:37 AM



13883-Asia.book  Page 18  Tuesday, December 11, 2001  11:37 AM



© 2001 Asian Development BankSocial Protection in Asia and the Pacific

Table of Contents
Foreword 5

Acknowledgements 7

About the Authors 11

Table of Contents 19

List of Boxes 29

List of Figures 32

List of Tables 33

Acronyms and Abbreviations 37

CHAPTER 1 – INTRODUCTION

I. Ortiz

Labor Market Policies - Social Insurance - Social Assistance -
Protecting Communities: Micro and Area-Based Schemes -
Child Protection - Conclusion: Social Protection in Asia and
the Pacific

42

CHAPTER 2 – LABOR MARKET POLICIES: THEORETICAL BACKGROUND

A. Abrahart and P. Verme

A. Introduction 59

B. Labor Market Policy Models 59

The Global View - The Asian Experience - The Multilateral
Agencies Approach

C. Key Issues in Labor Market Policy Designs 66

Labor Market Policies and Poverty Reduction - Public and
Private Sectors - Urban and Rural Areas - Formal and Informal
Sectors - Economic Sectors - Gender Policies - Managing a
Crisis - Financial Considerations

D. Discussion on Selected Labor Market Policies 76

13883-Asia.book  Page 19  Tuesday, December 11, 2001  11:37 AM



20

Labor Legislation: Core Labor Standards, Industrial Relations
Policies, Wage Determination, Job Security Provisions, Working
Conditions - Skills Development: Education and Pre-
employment Training, Employment Retraining and Skills
Upgrading - Labor Demand Policies: Support to Enterprises,
Apprenticeship Programs, Defensive Restructuring - Labor
Supply Policies: Public Works, Microfinance for
Microenterprise Development - Labor Market Programs and
Services: Job Brokerage, Training Programs for the
Unemployed - Unemployment Compensation Schemes:
Affordability and Sustainability, Equity and Coverage,
Administrative Issues - Labor Migration: Internal Migration,
External Migration

E. Summary of Key Issues 110

CHAPTER 3 – LABOR MARKET POLICIES: PROJECT AND PROGRAM
ISSUES

A. Abrahart and P. Verme

A. Regional Aspects 113

B. Labor Market Analysis 117

Economic Framework - Demographic Structures - The Structure
of the Market: Labor Supply, Labor Demand - Institutional
Framework: Labor Market Legislation, Existing LMPs--
Administrative Structures, Stakeholders

C. Policy Analysis 125

Institutional Reforms - Financial Reforms - Related Policy
Fields: Education Policies, Social Protection Policies

D. Project Design 129

E. Labor Market Information Systems 130

CHAPTER 4 - SOCIAL INSURANCE: THEORETICAL BACKGROUND

D. Gent

A. Introduction 133

B. The Design, Financing and Administration of Schemes 133

Old Age Pensions - Death Grants and Survivor’s Pension -
Unemployment Benefit - Sickness and Disability Benefits -
Maternity Benefits - Work Injuries and Occupational Diseases -
Health Insurance - Microinsurance

C. A Discussion of Approaches 158

13883-Asia.book  Page 20  Tuesday, December 11, 2001  11:37 AM



21

Old Age Pensions - Provident Funds - Introduction of an
Unemployment Benefit Scheme - Sickness and Disability
Benefits - Maternity Benefits - Health Insurance

D. Key Issues 172

Governance - Social Insurance Administration - Training of
Staff - Communications - Scheme Coverage - Pension Reform -
Health Insurance - Unemployment Benefit - Gender Issues -
Disability Assessment - Macroeconomic Linkages - Fiscal
Impacts

CHAPTER 5 – SOCIAL INSURANCE: PROJECT AND PROGRAM ISSUES

D. Gent

A. Introduction 183

B. Identification of Program Operational Issues 183

Extension of Coverage - Contributions - Introducing
Unemployment/Disability Insurance - Prioritizing Social
Insurance Interventions - Administrative Capacity -
Governance - Sustainability - The Informal Sector

C. Strategies for Each Subregion 192

Transition Economies - South Asia - Southeast Asia - The
Pacific

D. Options for Programs and Projects 197

Institutional Capacity Building - Contribution Collection - Enforcing
Compliance - Reforming Social Protection: First Pillar Pension
Scheme, Provident Funds, Building Multipillar Systems, Second Pillar
Pension Schemes - Migrant Labor - Unemployment Benefits -
Assessing Disability and Incapacity - Microinsurance Schemes -
Independent Appeals System - Institutional Structure - Benefit
Payment

E. Developing Policy 219

Evaluation of Options - Professional Analytical Support - Resources -
Implementation - Finance and Policy - Assumptions - Technical
Support - Full Year Costs - Winners and Losers - Evaluating Policies
- Initial Planning - Evaluation Plan - Administrative Procedures -
Setting Objectives - Administrative Costs

F. Other Donor Agencies 233

CHAPTER 6 – OPERATION OF PENSION SYSTEMS: PUBLIC OR PRIVATE?

L. H. Thompson

A. Introduction 235

B. The Reform Debate 235

13883-Asia.book  Page 21  Tuesday, December 11, 2001  11:37 AM



22

C. The Debate Over Advance Funding 237

D. The Debate Over Private Management 240

E. The Debate Over Defined Contribution 243

F. Private Management Models 245

The Latin American Model (also Adopted, with Variations, in
Poland, Hungary and Kazakhstan) - The United Kingdom -
Sweden - Switzerland - Thrift Savings Plan - Singapore

G. Interaction with the Minimum Pension 248

H. Constructing a Pension Reform 251

Annex: Requirements for Reduced Pension Contribution Rates 252

CHAPTER 7 - SOCIAL ASSISTANCE: THEORETICAL BACKGROUND

F. Howell

A. Introduction 257

Forms of Social Protection - Regional Trends: Demographic
Trends, Urbanization Trends, Migration Trends, Employment
Trends, Poverty Trends, Scientific and Technological Trends -
Subregional Issues for Social Assistance - Vulnerable Groups
within the Region: Children and Youth, Disabled, Gender,
Elderly, Poor in Asia - Summary of Characteristics of
Vulnerable Groups

B. The Role of Social Assistance 275

C. Designing Social Assistance Programs 277

Human Rights to Social Assistance: Government Commitments,
Role of the State - Social Assistance Programs for Vulnerable
Groups: Vulnerability Profile, Categories of Vulnerable Groups -
Delivery of Social Assistance - Financing and Costs of Social
Assistance Schemes and Programs: Financing, Priorities of
Social Assistance within National Budgets, Costs - Targeting
Mechanisms

D. Approaches to the Design and Financing of Social Assistance
Programs

291

Design of Social Assistance Schemes and Programs - Twin
Functions of Social Assistance Programs - Discussions of
Approaches - Key Issues: Equity and Efficiency, Service
Providers – Government or Nongovernment? Types of Benefits:
In-kind versus Cash Benefits, Monitoring and Evaluation,
Decentralization, Projects versus Programs

E. Summary of Issues 304

13883-Asia.book  Page 22  Tuesday, December 11, 2001  11:37 AM



23

CHAPTER 8 - SOCIAL ASSISTANCE: PROJECT AND PROGRAM ISSUES

F. Howell

A. Introduction 307

Why Social Assistance? - Common Components of Social
Assistance Programs

B. An Approach to Assessing the Need for Social Assistance Programs 310

Vulnerability Analysis - Social Expenditure Review -
Generating Options - Developing Social Assistance Program
Responses - Financing Program Options - Policy Challenges

C. Social Assistance Institutions 327

Legislation - Social Welfare Institutions - Equity - Evaluation of
Existing Programs - Program Evaluation - Program
Opportunities - Program for the Unemployed - Program for the
Elderly - Subsidies - Programs for the Disabled - Housing -
Microfinance - Public Works - Program for Ethnic Minorities -
Natural Disasters

D. Financing Mechanisms 336

E. Program Operational Issues 337

Governance - Administration

F. Strategies for Social Assistance in Asia and the Pacific 341

Common Challenges, South Asia, Southeast Asia, Transition
Economies, Post-Conflict Societies - Some Good Practices -
Summary of Social Assistance Subregional Needs -
International Lending Institutions - Project Design Issues:
Capacity Building Projects, Policy Monitoring, Improving
Opportunity and Access for Vulnerable Groups, Implementation
of Social Assistance Programs and Projects, Project
Management, Creating Linkages to Market Institutions - Policy
Reform and Policy-Based Lending, Project Lending,
Mainstreaming Assistance to Vulnerable Groups and to Other
Sections, Partnership Approaches

CHAPTER 9 - MICRO AND AREA-BASED SCHEMES: THEORETICAL
BACKGROUND

J. Abada

A. Background 365

The Poor of Asia - The Vulnerability of the Poor to Shocks

B. Social Protection for the Informal Sector 366

C. Micro and Area-Based Instruments of Social Protection 367

13883-Asia.book  Page 23  Tuesday, December 11, 2001  11:37 AM



24

Agricultural Insurance: Vulnerability towards Climatic Risks,
How Rural Communities Manage Climatic Risks, The Concept
of Insurance, Benefits of Agricultural Insurance, Subsectors in
Agriculture and the Applicability of Agricultural Insurance,
Different Designs and Approaches to Agricultural Insurance,
Financing Requirements of Agricultural Insurance, Reinsurance
Support for Agricultural Insurance - Microinsurance: Concept
and Characteristics, Where the Scheme is Best Suited - Farm
Subsidies and Price Support Schemes - Sustainable Livelihood
Programs: The New Framework, An Approach to Sustainable
Livelihood Implementation - Social Funds: Historical
Background of Social Funds, Characteristics of Social Fund
Operation - Disaster Prevention/Preparedness - Other Measures

D. Key Issues: Discussion of Advantages and Disadvantages of Micro
and Area-Based Schemes

396

CHAPTER 10 - MICRO AND AREA-BASED SCHEMES: PROJECT AND
PROGRAM ISSUES

J. Abada

A. Introduction 407

B. Key Issues and Options 407

On Agriculture Insurance: Effectiveness of Agricultural Crop/
Insurance; Viability and Sustainability of Public Sector Crop
Insurance for Small-Scale, Traditional and Subsistence Farmers;
Coverage of Crops and Scope of Cover, Subsidized Agricultural
Insurance Schemes for Small-Scale, Traditional and Subsistence
Farmers; Use of the Area Approach versus the Individual
Approach in Compensating Losses; Voluntary or Compulsory
Scheme; The Role of Government; Reinsurance and the Use of
Global Capital Markets to Address the Issue of Catastrophe
Risks in Agriculture; Proposed Agricultural Insurance Model for
the Poor - Microinsurance: Practical Advantages of
Microinsurance; Operational Issues - External Support from
Government and Donor Agencies - Sustainable Livelihood
Programs: Developing Sustainable Livelihood Programs;
Sustainability, Trade-offs, and Other Issues - The Operation of
Social Funds: Some Practical Advantages in the Operations of
Social Funds; Decentralized Implementation and Sustainability;
Targeting - Agricultural Input Programs: Objectives, Structure,
Benefit Levels, Coverage, Costs and Targeting; Disadvantages
of Agricultural Input Programs - General Food Price Subsidies:
International Experience, Benefits, Coverage, Costs, and
Targeting; Disadvantages of Food Subsidies - Disaster
Prevention/Preparedness

13883-Asia.book  Page 24  Tuesday, December 11, 2001  11:37 AM



25

CHAPTER 11 - SOCIAL FUNDS: THEORETICAL BACKGROUND

A Batkin

A. Introduction 429

Public Works, Infrastructure Development and Social Funds -
Social Funds in Asia - Approaches to Social Fund Design -
Social Fund Financing

B. Key Issues, Options and Alternatives 438

Problem Contexts - Alternative Objectives - Policy and
Institutional Issues - Social Funds and Poverty Reduction -
Targeting - Participation Analysis - Sustainability - Social
Funds and Social Protection

CHAPTER 12 - SOCIAL FUNDS: PROJECT AND PROGRAM ISSUES

A. Batkin

A. Introduction 461

A Common Methodology - Different Continents, Different
Histories - Projects Rather than Programs - Multiple Problem
Contexts - Combination of Objectives - Policy and Institutional
Issues - Social Funds and Public Administration/Governance
Reform - Social Funds and Poverty Reduction: Labor
Opportunities; Social and Economic Infrastructure; Non-
Infrastructure Income Generation; Construction Industry
Development; Building Social Capital; Decentralization -
Targeting: Geographical Targeting; Women and Children; The
Poorer of the Poor; The Poorest of the Poor - Sustainability:
Social Funds; Financed Schemes - Social Funds and Social
Protection

B. Future Support to Social Funds: Identification and Formulation Stage
Issues to be Addressed

470

Problem Situations - Applicability in ADB “Subregions” -
Institutional Capacity - Social Fund Objectives - Trade Offs
between Objectives - When are Social Funds not Appropriate? -
Governance, Structure and Staffing - Financing - Community
Participation - Targeting - Eligible Schemes - Proposals,
Approval and Finalization - Scheme Contracting - Future
Operation and Maintenance

CHAPTER 13 – DISASTER PREPAREDNESS AND MANAGEMENT

S. Yodmani

A. Introduction 481

B. Paradigm Shifts - From Relief and Response to Disaster Risk
Management

481

13883-Asia.book  Page 25  Tuesday, December 11, 2001  11:37 AM



26

C. Poverty and Vulnerability 483

D. Integrating Poverty Reduction Programs with the Disaster
Management Sector: Some Approaches

485

Recognizing the Vulnerability Context of the Poor within the
Development Framework - Community-Based Disaster
Management - Risk Transfer and Finance

E. ADB’s Role in Disaster Management and Mitigation 492

F. Community-Based Disaster Risk Reduction Process 493

Initiating the Disaster Reduction Process - Community Profiling
- Community Risk Assessment - Formulation of Disaster Risk
Reduction Plan - Implementation and Monitoring - Evaluation
and Feedback

G. Community-Based Disaster Risk Assessment 498

Disaster Risk Assessments - Purpose and Components of
Community-Based Disaster Risk Assessments

H. Conclusion 502

CHAPTER 14 - CHILD PROTECTION: THEORETICAL BACKGROUND

P. I. Crawford

A. Introduction: Child Protection: Cost or Investment? 503

B. Role of Child Protection in Poverty Reduction: A New Paradigm? 510

C. Childhood in a Changing Asian and Pacific Region 513

Demographic Trends - Child Health: Reproductive Health; Early
Childhood Health; Child with Disabilities; School-aged
Children and Adolescents - Child Protection Issues in
Education: Child Work; Formal Education; Nonformal
Education; “Informal Education” and Intersectoral Linkages;
Vocational Training - Traditional Child Protection Systems and
the Challenges of Social and Economic Transformations:
Informal Support Systems; Families in Transition, AIDS
Orphans, Street Children and Child Abuse

D. Child Protection and Labor Market Issues 538

E. The Child Rights Approach 540

F. Mainstreaming Child Protection 543

G. Conclusion 544

13883-Asia.book  Page 26  Tuesday, December 11, 2001  11:37 AM



27

CHAPTER 15 - CHILD PROTECTION: PROJECT AND PROGRAM ISSUES

P. I. Crawford

A. Background for Program and Project Design 545

Child Protection as a New Paradigm? - Integrated and Country
Specific Approaches - Child Data and Indicators - Typical Child
Protection Issues by Age Category - Scope of Interventions

B. Child Protection: The Asian and Pacific Case 552

C. Child Protection: Program Issues 556

Project Design and Preparation - Specific Project Interventions:
Child Labor; The Girl Child; Youth; Street Children; Children
with Disabilities (CWD); Children Affected by Armed Conflict;
Child Prostitution; Children from Ethnic Minorities - An
Example of an Integrated Approach to Child Protection: Early
Childhood Development Programs: Delivering Services to
Children; Training Caregivers and Educating Parents; Promoting
Community Development and Assisting Women in
Development Objectives; Strengthening Institutional Resources
and Capacities, Strengthening Public Awareness and Demand

CHAPTER 16 - INVESTING IN CHILDREN: CHILD PROTECTION AND
ECONOMIC GROWTH

J. Hunt

A. Why Invest in Children? 581

B. Economic Costs of the Status Quo 583

Mortality - Productivity - Macroeconomic Impact: Depression of
Growth

C. Costs and Benefits of Sustained Nutritional Improvement 587

Cost Effectiveness - Returns on Nutrition Investments - An
Investment Bargain: Fortifying Essential Foods Consumed by
the Poor - Summary: Economic Benefits of Fortification
Programs

D. Benefits of Integrated Investment in Early Childhood 594

Synergies among Nutrition, Health and Education - Illustrating
ECD Program Benefits from the Philippines

E. Social Returns from Investments in Primary Education 597

F. Conclusion 598

13883-Asia.book  Page 27  Tuesday, December 11, 2001  11:37 AM



28

CHAPTER 17 - CONCLUSION: SOCIAL PROTECTION IN ASIA AND THE
PACIFIC

I. Ortiz

A. Introduction 599

B. Overview of Social Protection 601

Social Risks and Social Protection - Characteristics of the Asian and
Pacific Region - Components of Social Protection: Labor Market;
Social Insurance; Social Assistance; Protecting the Informal Sector -
Micro and Area-Based Schemes; Child Protection - Social Protection
in the Asian and Pacific Region - The Experience of the Asian
Development Bank and Other Aid Agencies

C. Priorities for Social Protection 623

Identifying Country Priorities: Country Needs; Available Resources;
Existing Institutions; The Political Economy of Reform - Strategic
Principles for Social Protection Interventions: Coverage; Targeting
Vulnerable Population and Gender Issues; Sustainability and Good
Governance; Integrated Approach to Social Protection

D. Conclusion 638

APPENDIXES

1 Summary of Selected Social Protection Policies 645

2 Glossary of Social Protection Terms 657

3 Statistical Tables 663

SELECTED BIBLIOGRAPHY 675

INDEX 691

13883-Asia.book  Page 28  Tuesday, December 11, 2001  11:37 AM



List of Boxes

CHAPTER 2 - LABOR MARKET POLICIES: THEORETICAL
BACKGROUND

Box 1. Trade Unions in Korea and Indonesia in the 1990s 81

Box 2. Skills Development in Thailand 88

Box 3. The Maharashtra Employment Guarantee Scheme 99

Box 4. The Grameen Bank 100

Box 5. Penang Skill Development Centre (Malaysia) 104

CHAPTER 4 - SOCIAL INSURANCE: THEORETICAL BACKGROUND

Box 1. Pillar 1—Pay-as-You-Go—Public and Mandatory 136

Box 2. Pillar II—Funded Pillar 136

Box 3. A Communications Strategy 175

CHAPTER 5 - SOCIAL INSURANCE: PROJECT AND PROGRAM ISSUES

Box 1. The United States Thrift Savings Plan 207

Box 2. An Example of an Unemployment Benefit Scheme 209

Box 3. Example of an Incapacity and Disability Benefit Scheme 211

CHAPTER 7 - SOCIAL ASSISTANCE: THEORETICAL BACKGROUND

Box 1. The Coop-Life Mutual Benefit Services Association, Inc.
(CLIMBS) Philippines

296

CHAPTER 8 - SOCIAL ASSISTANCE: PROJECT AND PROGRAM ISSUES

Box 1. Reform of Land Laws in West Bengal, India 327

Box 2. Bank Rakyat Indonesia 334

Box 3. The Differences between the People's Republic of China
and India are conspicuous

343

Box 4. Community-Based Social Assistance: The Mahallas in
Uzbekistan

347

Box 5. A Regional Social Assistance Initiative: The Case of the
SAPAP

350

13883-Asia.book  Page 29  Tuesday, December 11, 2001  11:37 AM



30

CHAPTER 9 - MICRO AND AREA-BASED SCHEMES: THEORETICAL
BACKGROUND

Box 1. Microinsurance in the Past: The Role of Mutual Societies
in Europe

384

Box 2. The SEWA Integrated Social Security Scheme for
Informal Workers, India

385

Box 3. Fishermen and Fish Dealers 391

CHAPTER 10 - MICRO AND AREA-BASED SCHEMES: PROJECT AND
PROGRAM ISSUES

Box 1. A Model for Small Farmers Crop Insurance Scheme 417

CHAPTER 11 - SOCIAL FUNDS: THEORETICAL BACKGROUND

Box 1. Post-Conflict Poverty Reduction and Community
Building in a Former Command Economy

439

Box 2. Responses to Economic Dislocation 440

Box 3. Advantages and Disadvantages of Independent Project
Management Units (PMUs)

443

Box 4. Social Funds or Public Administration Reform? 443

Box 5. Social Fund Lessons from Latin America 445

Box 6. Infrastructure Quality and Institutional Development 447

Box 7. Piloting Participatory Methods in a Transition Economy 448

Box 8. Social Fund Methodology and Decentralization 450

Box 9. Targeting Options in Remote Ethnic Minority
Communities

451

Box 10. Refugee Resettlement, Targeting and Building Social
Trust

452

Box 11. Achieving Women's Participation 453

Box 12. Protecting the Poorest of the Poor 454

CHAPTER 13 - DISASTER PREPAREDNESS AND MANAGEMENT

Box 1. Bangladesh Urban Disaster Mitigation Project 489

Box 2. Community-Based Flood Mitigation Project in Cambodia 490

Box 3. Kathmandu Valley Earthquake Risk Management Project 491

Box 4. Strengthening Disaster Management in Uttar Pradesh and
Uttaranchal

493

13883-Asia.book  Page 30  Tuesday, December 11, 2001  11:37 AM



31

CHAPTER 14 - CHILD PROTECTION: THEORETICAL BACKGROUND

Box 1. Prevention versus Cure 504

Box 2. The Benefits of Investing in Children 506

Box 3. Noninvestment in Children: Microlevel Outcomes 509

Box 4. The 3Ps of the CRC 511

Box 5. Breast-feeding in the Solomon Islands 518

Box 6. Correlation between Education and Health 524

Box 7 Reaching Out to Those Out of Reach: The BRAC Success 576

CHAPTER 15 - CHILD PROTECTION: PROJECT AND PROGRAM ISSUES

Box 1. Supporting Children during the Asian Financial Crisis 553

CHAPTER 17 - CONCLUSIONS: SOCIAL PROTECTION IN ASIA AND
PACIFIC

Box 1. APEC Finance Ministers Recommendations on Social
Safety Nets for a Globalizing Asian and Pacific Region

607

Box 2. Components of Social Protection—Intended Clientele -
Targeted Vulnerable Groups

608

Box 3. Mass Lay-Offs and Retrenchment Plans 610

Box 4. The SEWA Microinsurance Scheme, India 613

Box 5. Post-Conflict Poverty Reduction and Community-
Building: The SZOPAD Social Fund, Philippines

614

Box 6. Expansion of Social Protection Coverage in Japan 631

13883-Asia.book  Page 31  Tuesday, December 11, 2001  11:37 AM



List of Figures

CHAPTER 4 - SOCIAL INSURANCE: THEORETICAL BACKGROUND

Figure 1. Pillar I - Pay-As-You Go 135

Figure 2 Pillar II - Mandatory Funded Scheme 135

Figure 3. Pillar III - Voluntary Funded Scheme 135

Figure 4. Provident Fund 144

CHAPTER 6 - OPERATION OF PENSION SYSTEMS: PUBLIC OR PRIVATE

Figure 1. Flat Minimum Pension 250

Figure 2 Fill the Gap Minimum 250

CHAPTER 13 - DISASTER PREPAREDNESS AND MANAGEMENT

Figure 1. Evolution of Human Poverty and Risk Management
Paradigms

484

Figure 2. Community-Based Risk Reduction Planning Process 490

Figure 3. Community Risk Assessment 499

CHAPTER 17 - CONCLUSIONS: SOCIAL PROTECTION IN ASIA AND THE
PACIFIC

Figure 1. Demographic Trends for World Population, 2000-
2015 ('000)

605

Figure 2. Demographic Trends for Age Group 0-14/0-19, 2000-
2015 (Percentage of Total Population)

605

Figure 3. Demographic Trends for Age Group 15/20-64, 2000-
2015 (Percentage of Total Population

605

Figure 4. Demographic Trends for Age Group 65+, 2000-2015
(Percentage of Total Population)

605

Figure 5. Labor Force by Sector of Employment and Gender
(M/F), Developing Asia, 1992-1997

606

Figure 6. Impact of Disaster by Geographical Region, 1972-
1996

615

Figure 7. Social Protection – ADB Lending by Year (1986-2000) 622

13883-Asia.book  Page 32  Tuesday, December 11, 2001  11:37 AM



List of Tables

CHAPTER 5 - SOCIAL INSURANCE: PROJECT AND PROGRAM ISSUES

Table 1. Staff Pay and Allowances 230

Table 2. Other Staff Costs 230

Table 3. Accommodation 231

Table 4. Travel and Subsistence 231

Table 5. Information Technology 231

Table 6. Publicity 232

Table 7. Other Costs 232

CHAPTER 6 - OPERATION OF PENSION SYSTEMS: PUBLIC OR PRIVATE

L. H. Thompson

Table 1. Comparative Strength of Different Funded Account Models 247

Table 2. Allocation of Responsibilities under Different Funded Account
Models

248

Table 3. 1997 Minimum Benefit as a Percentage of 1997 Average
Manufacturing Wage

249

Table A1. Comparison of Investment Returns and Wage Growth Rates,
Four Major Economies, 1953-1994

253

Table A2. Administrative Charges under Individual Account Plans
(Percentage Point Reduction in Rate of Return)

254

CHAPTER 7 - SOCIAL ASSISTANCE: THEORETICAL BACKGROUND

Table 1. Forms of Social Protection 276

Table 2. Example of Design Option Matrix 278

Table 3. Vulnerable Groups 283

Table 4. Targeting Methods for Vulnerable Groups 290

Table 5. Twin Functions of Social Assistance 292

Table 6. Advantages and Disadvantages of Approaches 293

CHAPTER 8 - SOCIAL ASSISTANCE: PROJECT AND PROGRAM ISSUES

Table 1. Country Vulnerability and Risk Assessment 312

13883-Asia.book  Page 33  Tuesday, December 11, 2001  11:37 AM



34

Table 2. Major Causes of Vulnerability/Risk Per Region 312

Table 3. Sample Matrix for Policy and Program Analysis 314

Table 4. Sample Matrix for Comparative Assessment 316

Table 5. Social Assistance Program Assessment Guide 318

Table 6. Advantages and Disadvantage of Allowing Communities to
Allocate Benefits

340

CHAPTER 9 - MICRO AND AREA-BASED SCHEMES: THEORETICAL
BACKGROUND

Table 1. Financial Performance of Public Crop Insurance in Seven
Countries

380

Table 2 Options for Intervention in Aquatic Resources 392

CHAPTER 11 - SOCIAL FUNDS: THEORETICAL BACKGROUND

Table 1. World Bank Social Funds in Asia 432

Table 2 Social Funds: Participation Analysis 456

CHAPTER 13 - DISASTER PREPAREDNESS AND MANAGEMENT

Table 1. Tools of Community Risk Assessment 488

Table 2 Community-Based Disaster Mitigation: From A Management
Perspective

497

Table 3. Example of Hazard, Vulnerability and Capacity Assessment of an
Upland Community in the Philippines

501

CHAPTER 14 - CHILD PROTECTION: THEORETICAL BACKGROUND

Table 1. Regional Comparisons of Basic Child Indicators Compared to
Government Spending

505

Table 2. Child Dependency Ratios (Age 0-14), 2000-2015 505

Table 3. Old-Age Dependency Ratios (65+), 2000-2015 506

Table 4. Estimates of Excess Mortality Attributable to Malnutrition (in
thousands)

508

Table 5. Child Relevant Demographic Figures, 1998 515

Table 6. Child Health Indicators and Basic Economic Indicators, by
Region

516

Table 7. Primary and Secondary School Enrolment Ratios by Gender 523

Table 8. Common Differences Between Rights-Based and Needs-Based
Approaches to Child Protection

542

13883-Asia.book  Page 34  Tuesday, December 11, 2001  11:37 AM



35

CHAPTER 15 - CHILD PROTECTION : PROJECT AND PROGRAM
ISSUES

Table 1. Sample Indicators for Sectors Directly or Indirectly Linked to
Child Protection

549

Table 2. Typical Child Protection Issues in Different Age Groups 550

Table 3. Typology of Risks Intervention according to Age Groups 551

Table 4. Selected Key Areas and Estimates of Child Issues by Sector 555

Table 5. Analytical Framework for Child Protection Program Design 558

Table 6. Responsibilities and Constraints in Child Protection 564

CHAPTER 16 - INVESTING IN CHILDREN: CHILD PROTECTION AND
ECONOMIC GROWTH

Table 1. Estimates of Excess Mortality Attributable to Malnutrition 583

Table 2. Improving Vitamin A Status in Asia: Saving Lives, Eyesight, and
Health Care Costs

584

Table 3. Estimates of Productivity Costs of Malnutrition in Selected
Countries, as Percentage of GDP

587

Table 4. Cost and Benefit - Cost Ratios of Iron Supplementation Schemes
and General Iron Fortification Programs

588

Table 5. Cost-Effectiveness of Some Vitamin A Interventions 589

Table 6. The Cost-Effectiveness of School-Based Nutrition and Health
Services

589

Table 7. Returns on Nutrition Investments 590

Table 8. Approximate Unit Costs of Interventions with Effects on
Nutrition

591

Table 9. Valuation of Economic Benefits of Fortification Program 594

Table 10. Early Childhood Development Project--Philippines Annual
Earnings and Savings from Improvement in Nutrition for 1999

597

CHAPTER 17 - CONCLUSIONS: SOCIAL PROTECTION IN ASIA AND
THE PACIFIC

Table 1. Social Risks--Risk Assessment and Risk Reduction Measures 603

Table 2. Programs by Country 618

Table 3. ADB Social Protection Priorities by Subregion 619

Table 4. Typical Advantages and Disadvantages of Social Protection
Service Delivery Mechanism

636

13883-Asia.book  Page 35  Tuesday, December 11, 2001  11:37 AM



13883-Asia.book  Page 36  Tuesday, December 11, 2001  11:37 AM



© 2001 Asian Development BankSocial Protection in Asia and the Pacific

List of Abbreviations and
Acronyms

ACLEDA Association of Cambodian Local Economic Development Agencies

ADB Asian Development Bank

ADPC Asian Disaster Preparedness Center

ASEAN Association of Southeast Asian Nations

ASEM Asia-Europe Meeting

AUDMP Asian Urban Disaster Mitigation Program

AusAID Australian Agency for International Development

BAAC Bank for Agriculture and Agricultural Cooperatives

BFI Baby-Friendly Hospital Initiative

BRAC Bangladesh Rural Advancement Committee

BUDMP Bangladesh Urban Disaster Mitigation Project

CARP Comprehensive Agrarian Reform Program

CBDM community-based disaster management

CBFMP Community-Based Flood Mitigation and Preparedness Project

CBO community-based organization

CEDEC children in especially difficult circumstances

CWD children with disabilities

DALY disability-adjusted life year

DANIDA Danish International Development Agency

DFID British Department for International Development

DMC developing member country

ECD early childhood development

ECIP International Program for the Reintegration of Returnees

EPI Expanded Program on Immunization

ESCAP Economic and Social Commission for Asia and the Pacific

13883-Asia.book  Page 37  Tuesday, December 11, 2001  11:37 AM



38 List of Abbreviations and Acronyms

EU European Union (formerly European Community)

FAO Food and Agriculture Organization

FDI foreign and domestic investment

FSU former Soviet Union

GDP gross domestic product

GNP gross national product

GTZ German Agency for Technical Cooperation

HEPR Hunger Eradication and Poverty Reduction Program

HIPC highly indebted poor countries

HIV/AIDs human immunodeficiency virus/acquired immunodeficiency syndrome

IADB Inter-American Development Bank

ICN International Conference on Nutrition

IDA International Development Association (World Bank)

IDA iron-deficiency anemia

IDD iodine deficiency disorders

IDGs International Development Goals

ILO International Labour Organization

IMF International Monetary Fund

IMR infant mortality rate

INCAP Regional Central American Institute of Nutrition

IPEC International Programme on the Elimination of Child Labor

IQ intelligence quotient

IRC International Red Cross

IT information technology

JFPR Japan Fund for Poverty Reduction

JSDF Japan Social Development Fund

LF labor force

LG local government

LMIS labor market information system

LMPs labor-market policies

MEGS Maharashtra Employment Guarantee Scheme

MNLF Moro National Liberation Front

NDC notional defined contribution

NGOs nongovernmental organizations

NORAD Norwegian Agency for International Development

13883-Asia.book  Page 38  Tuesday, December 11, 2001  11:37 AM



List of Abbreviations and Acronyms 39

NPAC National Poverty Alleviation Committee

NPAP National Poverty Alleviation Program

NSO national statistical office

NTBs national training boards

O&M operation and maintenance

OECD Organization for Economic Cooperation and Development

OHS occupational health and safety

PAYG pay-as-you-go

PCC pensions control commission

PEM protein-energy malnutrition

PES public employment services

PMU project management unit

PRC People's Republic of China

PROST pension reform options simulation tool-kit

RIDEF Rural Infrastructure Development Fund

RIDU Rural Infrastructure Development Union

SAPAP South Asia Poverty Alleviation Programme

SEWA Self-employed Women's Association

SF MU social fund management unit

SIDA Swedish International Development Agency

SOEs state-owned enterprises

SPARC Society for Promotion of Area Residence Centres

SPPs social protection policies

SZOPAD Special Zone of Peace and Development

TA technical assistance

TAF Targeted Assistance Fund

TASIF Tajikistan Social Investment Fund

TVET technical and vocational education training

U5MR under-five-years mortality rates

UA unemployment assistance

UI unemployment insurance

UN United Nations

UNCDF United Nations Capital Development Fund

UNCRC United Nations Convention on the Rights of the Child

UNDP United Nations Development Programme

13883-Asia.book  Page 39  Tuesday, December 11, 2001  11:37 AM



40 List of Abbreviations and Acronyms

UNESCO United Nations Education, Scientific and Cultural Organization

UNHCR United Nations High Commission for Refugees

UNICEF United Nations Children's Fund

US United States

VAD Vitamin A deficiency

WAP working age population

WB World Bank

WFP World Food Program

WHO World Health Organization

WSC World Summit for Children

13883-Asia.book  Page 40  Tuesday, December 11, 2001  11:37 AM



© 2001 Asian Development BankSocial Protection in Asia and the Pacific

Chapter 1 – Introduction
I. Ortiz

he overarching mission of the Asian Development Bank (ADB) is to
help its developing member countries (DMCs) achieve accelerated
and irreversible reductions in poverty. Social protection, as an
analytic concept and lending activity, is an integral component of

that mission, through its aim to make growth more equitable and reduce risks
to the population. Well-designed social protection policies contribute to
economic growth by helping labor markets allocate workers to their most
productive uses, encouraging farmers and workers to expand economic
activity which might otherwise have proved risky, facilitating investments in
human capital, and increasing labor productivity. If designed well, social
protection helps societies make growth more equitable by smoothing income
fluctuation and broadening access to human capital development and
employment opportunities. Social protection aims to assist individuals to
transform the negative cycle of poverty into a positive cycle of growth and
human development.

Social protection is defined as the set of policies and programs designed
to reduce poverty and vulnerability by promoting efficient labor markets,
diminishing peoples exposure to risks, and enhancing their capacity to protect
themselves against hazards and interruption/loss of income. Accordingly, the
proposed definition of social protection contains five components:
(i) Labor market policies and programs designed to facilitate employment

and promote the efficient operation of labor markets;
(ii) Social insurance programs to cushion the risks associated unemployment,

health, disability, work injury, and old age;
(iii) Social assistance and welfare service programs to provide subsistence

to the most vulnerable groups with no other means of adequate support;
(iv) Micro and area-based schemes to address risk and vulnerability at the

community level; and
(v) Child protection to secure a healthy and productive development of the

future workforce of the Asian and the Pacific region.

T
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Of the five components, the first three (labor markets, social insurance
and social assistance) are included in any social protection strategy anywhere
in the world. Given the characteristics of the population in Asia and the Pacific,
two new components have been added to support children and communities.
In the DMCs of the region, 60 percent of the population live in rural areas, 30
percent is poor and 40 percent below 19 years old. Asia is a young, rural, poor
continent. Social protection programs and policies should be built to respond
to the specific needs of the region. Structured social insurance, labor market
policies and universal child protection programs will reach households in the
formal sector. Those in the informal sector are more likely to be reached by
other labor market policies, social assistance, child protection, microinsur-
ance, social funds, and other community-based programs.

This publication reflects three years of research and consultations at the
ADB and its DMCs, to build strategies for effective social protection in Asia
and the Pacific. The volume provides a menu of interventions and the ways to
prioritize them. Ten background papers (see Chapters 2, 3, 4, 5, 7, 8, 9, 10, 14
and 15), corresponding to the five elements of social protection, first assess
theoretical approaches to building proactive social protection systems and/or
restructuring existing ones and, secondly, provide tools for designing
operational alternatives to assist households mitigate risks and reduce poverty.
Additional papers (Chapters 6, 11, 12, 13 and 16) were developed for areas of
special interest. However, not all policies and programs are adequate
everywhere. Country priorities differ substantially given that the needs,
available resources and delivery mechanisms vary in each national context.
The final Chapter 17 presents a synthesis of the social protection approaches
and criteria for the evaluation of the country needs, financial and institutional
resources for optimal social protection, presenting a framework on how to
prioritize social protection interventions. Finally, Appendixes 1, 2 and 3
provide a summary of selected social protection policies, a glossary of social
protection terms and statistical data, respectively.

Labor Market Policies

A. Abrahart and P. Verme open the volume with two chapters on labor
markets. Labor market policies (LMPs) are considered to be key elements of
a social protection strategy. That is because it is only through work, not
assistance, that people gain the capacity to provide for themselves and their
families, acquire the right to make their own choices, and eventually become
active members of the society in which they live. Enabling people to provide
for themselves is the best recipe for social protection as well as for
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strengthening human rights and contributing to allocate economic resources
more efficiently and equitably.

Chapters 2 and 3 explore LMPs under a social protection perspective and
in the light of the current macro problems that affect labor markets in Asian
developing economies today. Chapter 2 looks at theoretical issues and
discusses in broad terms a number of selected LMPs. The experiences on
LMPs worldwide and in Asia are first briefly described. This is followed by a
discussion of some important issues related to specific labor market segments.
Highly segmented labor markets characterize Asian developing economies;
such segmentation operates along and across many interrelated sectors such as
the formal and informal sectors. Shifting LMPs from their traditional role of
assisting the unemployed to a more comprehensive social protection role
implies expanding LMPs into new segments and identifying new target groups
and new policies. The chapter also discusses a comprehensive set of LMPs,
identifying their advantages and disadvantages to facilitate social protection
policy decisions.

Chapter 3 offers a methodology for analyzing labor markets and for
implementing projects that are intended to improve labor market operations on
four main areas: (i) regional aspects; (ii) labor market analysis, including the
country specific situation and policy analysis to generate policy prescriptions to
overcome identified problems; (iii) the design and implementation of projects,
covering time frames, project management, monitoring and evaluation, and
auditing; and (iv) labor market information systems.

The portfolio of LMPs available to policy makers is rather vast but can be
condensed into six main areas of intervention: labor legislation, skills
development, labor demand policies, labor supply policies, labor market
programs and services, and labor migration policies. Each of these
intervention areas has different implications for social protection. Labor
legislation is mainly concerned with human rights issues such as the “core
labor standards” (freedom of association, abolition of forced labor, equality,
and elimination of child labor), industrial relations policies, wage
determination policies, job security provisions, and working conditions. Skills
development is concerned with developing the skills of a nation by improving
pre-employment education and on-the-job skills training with the purpose of
facilitating job access and job retention.

Labor demand policies look at enterprises and at means for alleviating the
pressure caused by economic downturns. This is to minimize the impact on
labor while maintaining productivity and competitiveness. Labor supply
policies focus on the unemployed with the aim of preventing this group from
falling into poverty and destitution, particularly during economic crises. Labor
market programs and services act in between demand and supply and attempt
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to improve matching between the two sides of the labor market. Labor
migration policies target immigrants or emigrants, recognizing that these
groups are particularly vulnerable when it comes to violation of labor
standards and norms.

In light of the revival of interest for social protection that emerged during
the 1990s, the chapters contribute to be re-thinking of LMPs in the context of
social protection for all. By redefining LMPs as a fundamental mechanism to
assist populations at risk, labor markets are a critical element for effective
social protection in Asia and the Pacific.

Social Insurance

In the chapters on social insurance, D. Gent sets out strategies for
improving the sustainability of national schemes and for the extension of their
coverage to those in the informal sector. Important questions on the traditional
design of programs to meet the risks of illness, disability, unemployment, old
age and early death are discussed, together with administrative obstacles to the
collection of social insurance contributions. Gent also discusses the
advantages and disadvantages of microinsurance schemes aimed at meeting
the choices of small and poorer communities without health insurance. The
options for projects to improve the administration, design and performance of
social insurance schemes are examined with the tools required to achieve
success. The great majority of Asian and Pacific developing countries have
social insurance schemes that can form the basis of a developed national
system. With assistance, it should be possible over time to construct
sustainable systems that meet the needs of whole populations.

Designing Social Insurance Schemes. First pillar pension schemes that
are generally redistributive have the advantage of creating solidarity when
coverage is near universal. However, in the longer term, such schemes can be
unsustainable due to demographic change and other factors. This can be
altered if the political will is present to bring about a reduction in expenditure,
for example, by reducing the age at which pensions become payable. Second
pillar or “defined contribution” schemes, under which assets of individuals are
invested, can diversify risk and at the same time assist in the growth of capital
markets. Third pillar private or occupational pension schemes are best suited
to higher paid workers and like second pillar schemes require a strict
regulatory regime and a good financial infrastructure. The option of converting
a first pillar scheme to a Notional Defined Contribution scheme is one that
could keep mandatory contributions at an affordable level. A country
considering a move to a multipillar scheme may need to consider options for
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funding its existing pension obligations. The issue is further explored by L.
Thompson in Chapter 6.

Unemployment benefit schemes can assist the working of labor markets
with their dual purpose of partly replacing earnings and meeting the cost of job
search. New systems should be developed during times of growth to ensure
sufficient contributions. Care needs to be taken when operating a new scheme
to ensure that the costs of restructuring state enterprises do not bear too heavily
on scheme finances.

The poorest members of society see illness and disability as the risks to
which they are most vulnerable. To ensure the sustainability of the insurance
system, it is necessary to control benefit expenditure by applying strict criteria,
particularly when assessing claims for a disability pension. The number of
claims tends to rise beyond expectations when entitlement criteria are vague
and family or hospital medical officers make the assessments. The
“functional” method of assessment, based on what a claimant can do, tends to
be successful in restricting pensions to those who are truly unable to work, and
in identifying rehabilitation needs.

Where health insurance coverage is limited due to cost, the use of
“capitation fees” is probably the cheapest option for paying providers.
Microinsurance provides an option for excluded communities prepared to
contribute to a local scheme offering a limited range of health and other social
insurance benefits. The cost of collecting health insurance contributions can be
reduced where these are collected with other social insurance contributions. A
mandatory scheme with several choices, as to the level of contribution and
services, could replace subsidized and non-subsidized health cards.

In Chapter 6, L. Thompson presents the main points of the debate about
the most effective structure for these institutions. The debate pits social
advocates concerned about income adequacy against financial sector
specialists concerned about growth, and supporters of private management
against those for the public sector. The debate has caused social and political
discord in many developed, developing, and transition economies. The chapter
describes the issues involved in the current debate and summarizes briefly the
current knowledge about each

Most participants in the debate agree that a pension system should rest on
at least three different pillars. One is a program that guarantees a minimum
income to pensioners, if not to all aged citizens. The second is a mandatory,
earnings-related program that supplies a retirement income scaled to each
worker’s pre-retirement earnings and/or previous contributions. The third is a
voluntary program that offers the opportunity for all workers, but particularly
higher-wage workers, to supplement their mandatory benefits. It is generally
accepted that the first pillar should be operated by the government and
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financed on a pay-as-you-go basis, and that the third pillar should be operated
by private sector firms and financed on an advance funded basis. The major
controversies involve the structure, management and financing of the second
pillar.

The traditional approach to the second pillar has been a government-
managed, defined benefit program, financed on a pay-as-you-go basis.
Advocates of a new paradigm in pension provision suggest changing to a
system that is privately managed, with defined contribution, and financed on
an advance-funded basis. What is often ignored is that these two models are
not the only options available. The issues of financing strategy, benefit
structure and program management are separable.

Under the right circumstances, advance funding of pension obligations
can produce lower pension contribution rates, spread the burden of pension
finance more broadly across the economy, force average and lower-wage
earners to increase their savings, help improve the efficiency of capital
markets, and give workers a more secure claim on future retirement benefits.
None of these impacts is assured, however, if the environment is not favorable
and the reform is not constructed carefully. On the other hand, advance
funding is not likely to reduce the costs of dealing with an ageing population
or give workers a higher rate of return on their pension contributions.
Moreover, advance funding has the disadvantage of imposing substantial
transition costs on countries that already have mature pay-as-you-go systems,
and can cause major delays in providing adequate retirement benefits in
countries that have not yet built a retirement program.

All mandatory retirement systems are created and supervised by the state
and the state ultimately bears the responsibility for their successful operation.
Use of private managers to operate the system has, however, several
advantages. If organized carefully, a privately managed system can: offer
greater insulation of program and investment decisions from short-term
political interference; provide higher quality service and more efficient
operations; and offer workers a wider range of choice about service providers.
Private management has been a problem, however, where regulatory oversight
was insufficient and has produced excessive marketing costs where relatively
open competition has been allowed. In recent years, as described in the
chapters on social insurance, a variety of private management models have
been developed in an attempt to find an attractive balance between worker
choice, political insulation and a reasonable level of administrative costs.

Shifting from the defined benefit approach to a defined contribution
approach has the advantage of allowing decentralization of management
without creating portability problems, facilitating competition for pension
business, and reinforcing political insulation in the pension system. The
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defined contribution approach suffers from several major shortcomings,
including: introducing substantial variance into actual pension benefits
received, creating additional contingent liabilities for the government budget,
and greatly complicating the challenge of paying benefits in the form of
lifetime annuities adjusted for changes in price and wage levels after
retirement. Defined contribution plans tend to force a close linkage between
contributions paid and benefits received. Defined benefit plans can be
designed to have just as close a linkage, if that is desired, but can also be
designed to incorporate certain transfers considered socially desirable. The
most common of such transfers involves increasing the benefits of women to
compensate for their tendency to have lower earnings and interrupted work
careers.

Pension reform debates often focus so intensely on the structure of the
second pillar that they overlook the implications of the interaction with the first
pillar. Societies in different parts of the world, at different stages of economic
development, and with different economic systems, have shown a common
tendency to assure that long-term participants in their pension programs
receive benefits no lower than 25 to 30 percent of the average wage. Since the
two pillars combined often supply no more than 45 or 50 percent of the
average wage, the structure of the first pillar becomes an important constraint
on the structure of the second pillar. Depending on how the first pillar is
structured, it may eliminate for as much as half of the population any labor
market or savings incentives that designers thought they were building into the
second pillar program. It may also cause some of the options for private
management of the second pillar to become inappropriate.

Chapter 6 closes by outlining a suggested pension reform decision
sequence. The sequence reduces the chance that decision makers will opt for
a reform package in one portion of the system, which is inconsistent with the
decisions they are making with respect to other elements of the package.

Social Assistance

Social assistance has often been overlooked as a social policy program
because of the fear that it may create dependency among the poor and
vulnerable; it may erode the familial system of support in Asian and Pacific
countries; and, particularly, that developing countries cannot afford to use
scarce budgetary resources to provide social assistance at the expense of
programs designed to stimulate economic growth. However, F. Howell, in
chapters 7 and 8, shows how many social assistance programs have been
implemented in Asian and Pacific nations, and have proved to be effective in
addressing both the immediate short-term and emergency needs of the most
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vulnerable, as well as providing the stimulus for poor and vulnerable groups
to become producers and consumers, thus contributing to the socioeconomic
growth of their countries. Social assistance programs should be viewed as
investments in poverty reduction that create growth through the economic
participation of vulnerable groups.

The design of social assistance programs needs to be carefully considered
as part of a nation’s total social protection strategy. Social assistance programs
can be narrow or broad depending upon the other components of a social
protection strategy. If a nation has well-functioning labor market programs,
social insurance schemes that provide good coverage of the labor force, as well
as child protection policies and incentive programs in the health and education
sectors for vulnerable groups, then the need for social assistance programs is
reduced—reduced but not eliminated.

The range of categories of vulnerable persons has increased dramatically
from those initial groups comprising widows, orphans, the severely disabled
and elderly without any family support. As a result of the changes occurring in
the region, such as urbanization, smaller household sizes, dangers of further
financial crises, education and health services being privatized, continuing
devastation from natural disasters, civil conflicts, and increasing levels of
unemployment, there is an increasing domestic demand for social policies.
Vulnerable groups now include migrants, ethnic minorities, HIV/AIDS-
affected persons, refugees, young unemployed, rural underemployed, drug and
substance abusers, and many other people who have no assets or funds and
who are unskilled, illiterate, homeless and without support.

As the range of vulnerabilities has increased, so has the assortment of
program designs. Social assistance encompasses cash transfers, in-kind benefits,
subsidies and services. Social assistance programs may include cash
allowances, food stamps/coupons, food subsidies, domestic shelter, public
housing, energy subsidies or life-line tariffs, health subsidies or fee
exemptions, in-home nursing care services, community-based social services,
mobile health and education services, community-care grants, and public
works.

Governments must consider the advantages and disadvantages, financing
mechanisms, institutional structures, targeting methods, and opportunities for
partnerships within each policy instrument. Policy makers should consider the
benefits of integrating different social assistance policy instruments to provide
a comprehensive response to the prevention, reduction or mitigation of the
effects of vulnerability and poverty. No single social protection policy
instrument on its own is enough.

In order to do this, the programs must be appropriately designed, targeted
and delivered. Self-targeting programs have been used effectively to prevent
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leakage (inclusion errors) to non-poor or non-vulnerable households or
individuals. Proxy means testing can be cost-effective as an alternative to
separate geographic, income and assets testing, and categorical targeting
mechanisms. Delivery models used within the region have included more
public and private sector partnerships, including nongovernment organizations,
local governments, central government, and private providers. The selection of
the best institutional delivery mechanisms should be based on a transparent
selection process with pre-determined costs for service delivery and agreed
time frames and outcomes.

Social assistance must aim to achieve a balance between help and
dependency. Given the number of people in need in the Asian and Pacific
region, prioritization of interventions is essential. Evaluating the multiple
needs of the poor and vulnerable groups and the effectiveness of current social
assistance programs is the first step. Social assistance programs must therefore
be designed to provide opportunities for employment, prevent poverty and
vulnerability; and improve economic and social well-being.

Protecting Communities: Micro and Area-Based Schemes

Close to 900 million poor, 70 percent of the world’s poor, live in Asia and
the Pacific. Recent estimates show that almost one out of every three Asian is
poor and many of them can be found in rural communities. Rural communities
are exposed to many forms of risks. At times, whole communities have to
contend with natural disasters, civil conflicts, and economic downturns.
Specific households could experience crop failures, unemployment, illness,
accident, disability and death or old age of the major breadwinner. When these
events occur, these households slip into poverty or sink deeper into it. People
in rural areas have always devised various ways and means to manage and
limit the adverse effects of many of these risks. Still, their efforts fall short of
expectations.

Modern society has gone a long way towards instituting a variety of risk
reduction mechanisms to mitigate the effects of risks. Many instruments
dealing with most of the risks, particularly individual or idiosyncratic risks
have been developed over time. Examples are social insurance instruments,
like old age pension plans, health insurance, unemployment benefits, and other
forms of social assistance. Yet, despite these developments, the majority of
those in the rural areas are not being reached because many of the measures
favor only the formal sector. Thus, the necessity to examine more closely other
forms of social protection instruments, especially those that are micro and
area-based, and to explore further their adaptability to the informal sector in
rural communities, assumes greater significance. These include agricultural
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insurance for small farmers, microinsurance, sustainable livelihood programs,
social funds, agricultural input subsidies, price support schemes, and disaster
prevention and preparedness programs. These topics are first explored by J.
Abada in Chapters 9 and 10.

Microinsurance is a mechanism that also pools both risks and resources
of whole groups to provide protection to all members of a scheme against
financial consequences of mutually determined risks. The small-scale nature
of operation forces a scheme to simply help its members meet the
unpredictable out-of-pocket expenses. The goal of microinsurance is to
provide coverage to members of the population who are excluded from
existing social insurance schemes. Microinsurance schemes are able to
effectively adapt their operations to the living and working conditions of the
people in rural communities or urban informal sector. The scheme may cover
a variety of risks such as loss of crops and property, illness, disability, or death,
depending on community needs and priorities. It can be operated at a low cost
since its operation is anchored on simplicity because of the nature and
requirements of its membership. The decision-making process allows for
quick adjustments of the scheme. Therefore there is more flexibility in
addressing the needs of the members, which are matched against available
resources. It is less vulnerable to the usual insurance problems of moral
hazards, adverse selection, free riding or under-insurance because of peer
pressures. However, issues concerning low participation, uneven income
stream of rural community members, and presence of co-variant risks may
pose some operational problems. Reinsurance of microinsurance schemes is a
promising area of development.

Agricultural Insurance for Small Farmers. Agricultural insurance provides
a mantle of protection to farmers against natural risks that are usually beyond
their control. This is achieved by pooling together farmers’ risks and resources
so that the burden of loss can be distributed. Because of the protection offered,
this measure in theory encourages farmers to apply the appropriate investment
mix in their farms, and promotes the adoption of modern production
technologies that bring about increased productivity. The scheme allows for a
better targeting and a more rational way of providing subsidy to poorer
farmers. Issues such as moral hazards, adverse selection, poor participation,
high administration costs, multiple and catastrophic risks affect the program
especially designed for small farmers. Chapter 9 summarizes some of the
available remedies to combat such problems and make the scheme an effective
instrument of social protection.

Sustainable Livelihood Programs. A sustainable livelihood approach
draws on a new understanding of poverty, alongside with other traditional
streams of analysis, relating to households, gender, governance and farming
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systems, bringing together relevant concepts to make poverty more holistically
understood. The new sustainable-livelihood framework looks at people’s
livelihoods as the central goal of development efforts in order to eradicate
poverty. Sustainability is viewed in a wider spectrum to include natural
resource management, physical stocks of assets, and sustainability of
institutions underpinning sustainable livelihoods.

Farm Subsidies and Price Support Schemes. During times of extreme
price volatility, or in the aftermath of a major natural disaster, governments
may set direct price subsidies for critical agricultural farm inputs to spur
production and to hasten recovery. Price support, price intervention or price
stabilization measures are also launched to prevent farmers’ produce from
falling below certain price levels due to external or internal factors which can
drastically cut farmers’ income. General food price subsidies tend to favor the
urban population since rural households typically produce a higher share of
their food consumption. Once in place, however, food price subsidies are
sometimes difficult to reduce or eliminate, as each change of prices or
elimination of subsidy can trigger protest actions. They also distort the market
and tend to be very expensive to sustain over time. For these reasons, the policy
is only advisable if the phasing out of subsidies is firmly negotiated.

Social Funds are quasi-governmental agencies that provide finance for
small-scale projects, normally infrastructure schemes, proposed, and often
implemented, by communities, NGOs or local government. A. Batkin, in
Chapters 11 and 12, presents the rationale for social funds. Initiated in Latin
America in the mid-1980s in response to economic and post-conflict
dislocations, the principal reason for the rapid growth of social funds has been
their perceived “ability to deliver” in terms of making a relatively visible,
quick, participatory and efficient impact within poor communities. The
majority of financed schemes have been school, clinic and water
rehabilitations. Economic infrastructure, small-credit, training, employment,
agriculture, HIV/AIDS, and welfare schemes are also common. Social funds
are government-sponsored, but structured outside the normal administrative
machinery of line ministries and local government, often through a board,
commonly under the Prime Minister’s or President’s office. This enables
social fund management units to operate with considerable independence,
largely exempt from civil service rules and procedures, and commonly
including staff drawn from within and outside the civil service.

The benefits of social funds in terms of introducing participatory
methodologies, renewing infrastructure and poverty alleviation within poorer
communities are firmly established. However, the financial and institutional
sustainability of social funds remains to be significant issues of concern. Apart
from three Latin American funds, social funds are heavily donor-dependent to
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date, and continue to have strong project characteristics. The provision of
infrastructure and services by new institutions parallel to line ministries and
local government, raises difficult issues about sectoral planning, budgeting
and future recurrent cost provision. The ability of a parallel organization to
attract substantial government and donor financing, tends to provoke
resentment from within the national administration. In sum, it is premature to
say whether social funds will develop into permanent features of social
provision or whether they will remain as temporary and donor-dependent
interventions, principally designed to by-pass failing public services.
Increased use of social funds, carefully linked with decentralization efforts, is
thus one option for countries in Asia and the Pacific who are anxious to
mitigate the impact of a variety of economic, social and environmental crises.

Chapter 12 provides a comprehensive checklist of issues for
consideration in formulating new social funds. The underlying challenge for
all developing countries is to strengthen institutions and improve the
efficiency, effectiveness, accountability and transparency of mainstream
public agencies. The chapter suggests that, rather than creating traditional
parallel social fund style structures, an alternative approach would be to
develop ways of locating social fund style financing and methodologies within
local government or line ministries, as a means of introducing new incentives
for systems development and reforms to make existing government services
more participatory, pro-poor and sustainable.

Disaster Prevention/Preparedness Programs. Over the past four decades,
there has been an exponential increase in human and material losses from
disaster events. However, there is no clear evidence that the frequency of
extreme hazard events has increased. S. Yodmani, in Chapter 13, argues that
the increase in injured victims is related to the rise in the vulnerability of
people. This increase in vulnerability has not been uniform; there are large
variations across regions, communities, and socioeconomic classes. Examples
on how the same hazards (e.g. earthquakes of a determined magnitude)
produce different numbers of victims, depending on whether they occur in a
developed or developing country, are striking. About 80 percent of the world’s
injured victims from natural disasters are in Asia, and this is due to the
vulnerability of its population. To address this excessive exposure to risk, a
comprehensive approach to disaster risk management has emerged in recent
years. This approach, which is more closely integrated with the ongoing
development process, has three distinct but inter-related components: hazard
assessment, vulnerability analysis, and enhancement of management capacity.
It is the mismanagement of physical, social and economic risks that leads to
the large number of casualties and injuries in Asia and the Pacific. Disasters
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are no longer viewed as extreme events created entirely by natural forces but
as unresolved problems of development.

The mentioned schemes and programs are examples of possible micro
and area-based measures for protecting rural and urban communities. The list
of instruments is not exhaustive. In the years to come, the developing
community will likely discover new schemes to reduce vulnerabilities at the
community level. If well-designed and implemented, the four types of
schemes analyzed in this volume (microinsurance, agricultural insurance,
social funds, and disaster preparedness and management) will assist
households to mitigate risks and furthermore prevent them from falling into
poverty. The success and sustainability of their operations, however, may
depend also on the support, partnership, and catalytic influence of the public
sector and donor agencies.

Child Protection

Given that children and youth constitute 40 percent of the population in
Asia and the Pacific, investing in child protection is of profound significance
to the development of the region. The realities of child deprivation are
alarming in Asia and the Pacific, which holds three quarters of the world’s
stunted, underweight children. Malnutrition and poverty damage health, cause
death, harm reproduction, reduce intelligence, and lower productivity and
opportunities for the future adult. The human costs of this shortfall are infant
and early childhood deaths, educational wastage and the lifelong
disadvantages and lowered productivity that result from childhood
malnutrition. Additionally, as defined in the UN Convention on the Rights of
the Child, society, through good governance, must provide the protective
measures needed to ensure that the child is protected from all forms of abuse
and exploitation.

P. I. Crawford, in Chapters 14 and 15, shows evidence of how
interventions in developing countries have far too often been based on a
childhood model derived from Western theory and practice. The chapters pay
particular attention to the fact that children are perceived in developing
countries as resources rather than dependents; a major theoretical change in
the last decade or so has thus been a focus on children’s resiliency rather than
merely on their vulnerability. Children are now seen more as active
participants in their own development than passive recipients of outside
support. Chapters 14 and 15 look into possible areas of public and private
interventions in health, nutrition and education, as well as in specific areas
concerning children living in adverse conditions, such as children with
disabilities, children affected by armed conflict, child labor, child prostitution,
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and street children. While specific problems may need specific interventions,
in general a holistic approach involving families and communities is best to
ensure effective child protection. Traditional child protection systems in many
parts of Asia and the Pacific are increasingly coming under pressure from
trends in the development process. The break-up of family patterns, extreme
poverty, and forced migration are all taking their toll, undermining the support
systems provided by the extended family and kinship ties. In countries where
national policies on child protection and the accompanying formal support
systems are not yet in place or developed, children in adverse conditions are in
a sense falling between two stools. They have access to neither traditional
systems nor modern public systems. There is, therefore, an urgent need to
implement child protection strategies throughout the DMCs to ensure that new
generations are adequately integrated into and benefit from the mainstream of
development.

Child protection, as an integrated part of social protection, is an efficient
means to reduce poverty, increase productivity and foster growth. Poverty hits
children hardest. It has a disabling impact on their physical and mental
potential and, thereby, perpetuates poor human development and weak
economic performance. Poverty reduction is best sustained when the lives of
young children are transformed. Enriched human development investment for
children may reduce poverty more sustainably than any other strategy. Well-
developed children will be more productive, contributing citizens.

J. Hunt, in Chapter 16, argues that investment in the early and primary
school years yields long-run benefit streams to individuals, families and
economies. Coordinated health and nutrition interventions to mothers and
young infants protect the young child’s biological integrity, and reduce
mortality, morbidity, and disability. Focused programs that integrate food,
health and care for the young child ensure proper brain development, raise
educational levels, school achievement, and, later, wages and family incomes,
while reducing the child’s vulnerability to illness and premature death in
midlife. These investments have a preventive character, because they add
efficiencies in the state’s use of resources in public education, public health,
and protecting the social welfare of the poor. Child-centered investments are
most cost-effective when they are poverty-targeted, and contribute to equitable
and sustained economic growth.

The ADB, in collaboration with UNICEF, analyzed the costs of
malnutrition and the benefits of improved strategies to eliminate malnutrition
in nine countries in Asia. The effects of malnutrition over the life span of a
child are estimated to typically cost a low-income country at least three to four
percent of the annual gross domestic product. Nutrition interventions are
among the most cost effective interventions, ranking alongside immunizations
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and some of the best primary health care services. From a cost/investment
perspective the ADB/UNICEF study clearly demonstrates the advantages of
interventions in the area of nutrition and early childhood development.

Conclusion: Social Protection in Asia and the Pacific

The Asian and Pacific DMCs face four major challenges in social
protection: (i) the effects of demographic explosion; (ii) the levels of poverty
and size of the informal sector; (iii) the inadequacy of most existing social
protection mechanisms; and (iv) the impacts of globalization. Given the
characteristics of the Asia and Pacific DMC population, 60 percent rural, 40
percent children and 30 percent poor, the ADB has developed a definition of
social protection based on labor markets and small-scale agriculture, which
links with the ADB’s role of reducing poverty in Asia and the Pacific.

Most DMCs have some form of institutionalized social protection
system. However, programs have low effectivity due to limited coverage,
insufficient funds, and inadequate instruments. The majority of informal
employees are unable or unwilling to contribute a relatively high percentage
of their incomes to financing social protection benefits that do not meet their
priority needs. In general, the informal sector prioritizes more immediate
needs, such as health or maintaining employment or the source of livelihood.
In addition, people in the informal sector may not be familiar with and/or
distrust the way statutory social protection schemes are managed. As a result,
various groups of workers outside the formal sector have set up schemes that
better meet their priority needs and contributory capacity. There are also a host
of factors that restrict access to the statutory social protection schemes, such
as legal restrictions, administrative bottlenecks, and problems with
compliance. Reforming existing social security systems to secure protection to
the majority of citizens in Asia and the Pacific is a critical priority.

Improving national social protection systems is a major topic all over the
world. However, the motivations and approaches to reform differ dramatically
from one country to the other. In much of Asia and the Pacific, the debate is
dominated by concerns about expanding coverage and identifying financing
mechanisms to fight poverty and serve the majority of the population, 40
percent of which are children and youth, who remain largely unprotected. In
transition economies, adjusting programs and institutions to reduced budgets
under a market economy is the priority. Many Latin American reforms are
motivated by a desire to insulate social protection systems from political
interferences. Finally, the reform debates in North America, Japan and
Western Europe tend to focus disproportionately on dealing with the costs of
ageing societies. Policymakers should be aware that country priorities differ
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substantially, and the problems/solutions of one area are not applicable to
others.

Given the broad variety of reform priorities and possible interventions
(labor markets, social insurance, social assistance, area-based schemes and
child protection), Chapter 17 sets the parameters to prioritize investments,
based on the principles of reducing poverty and vulnerability; strengthening
country focus; enhancing strategic alliances and partnerships with
development agencies, private sector and civil society; and taking a medium/
long-term approach to promote effective social protection systems in Asia and
the Pacific. The selection of approaches will require an evaluation of the
country needs and available resources, including optimal delivery
mechanisms. The country assessments should include:
(i) Country needs. Based on quantitative data and qualitative evidence, a

vulnerability profile and labor market analysis will assist in prioritizing
the country’s top social protection needs. The summary vulnerability
profile will identify the main causes of vulnerability and social risks,
and quantify affected population by age group, geographical area, and
other relevant criteria. A summary labor market analysis will critically
review the capacity of the labor market to absorb new entrants and
provide recommendations to ensure efficient and inclusive development
patterns. Such an analysis is a key element in the poverty assessment’s
strategic link to economic growth.

(ii) Available resources. The resources available for social protection
programs will be assessed in social expenditure reviews. Social
expenditure reviews evaluate the capacity of current support programs in
assessing the effectivity of current allocations to reduce poverty and
vulnerability, including distribution issues. Many existing social
protection systems and programs are underbudgeted or their benefits
mistargeted to upper/middle income groups. The level of resources
available for social protection will influence a country’s social
protection choices.

(iii) Existing institutions. Evaluating (a) the efficiency and coverage of
existing social protection programs, and (b) the possible roles, and risks
involved, in using public and market-based and civil society/NGO
mechanisms for new social protection programs.

(iv) Political economy of reform. Social protection strategies are complex
undertakings in which some groups may benefit more than others—
reforms should be articulated in an integrated manner and discussed
with all relevant stakeholders.
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Once the country priorities have been determined, any of the selected so-
cial protection interventions should ensure:
(i) Adequate Coverage. Formal social protection systems should be built

with the ultimate objective of ensuring effective protection for the
majority of the population so poverty and vulnerability are effectively
reduced. This is a top priority in the Asia and Pacific as most citizens are
excluded from any formal social protection system.

(ii) Targeting Vulnerable Population Groups and Gender Issues. Where
allocated public funds are limited and country needs are large, public
programs will likely be unable to provide adequate coverage. Resources
should be targeted to those most in need. Priority vulnerable groups
would have been identified and prioritized in the country’s vulnerability
profile. Given the status of women in the region, gender development,
including positive discrimination policies, deserve particular attention to
ensure inclusive societies.

(iii) Sustainability and Good Governance. Sound financial management,
good governance and adequate institutional arrangements are essential
to secure effective administration and minimize charges and impacts on
the budget. Evaluating the distribution impacts and cost-effectiveness of
interventions will further assist in determining priorities and economic
and social benefits.

(iv) Integrated Approach. Establishing or consulting existing National
Commissions for Social Protection is the best institutional mechanism to
ensure consistency across programs, appropriate prioritization of in-
country social protection needs, and adequate sequencing of reforms.

The proposed social protection policies should complement each other
and help countries to accomplish their international commitments for poverty
reduction and social development (e.g., International Development Targets,
Basic Social Services 20:20, international conventions and laws).

Social protection has been perceived by some as a concern for developed
wealthy nations, which constructed sophisticated social security systems to
protect their populations. It is conventionally accepted that welfare systems
have not been a priority for most Asian policy-makers. Social protection has
been largely neglected, or addressed with inadequate tools and insufficient
funds. However, a closer look at the economic history of different countries
show that the most advanced economies of the region—Japan, Republic of
Korea, Taipei,China, Hong Kong, China, Singapore—built social policies
through active public (or public/private) interventions in medical care, social
and housing assistance, minimum retirement levels, and education. Investing
in social protection was an essential part in the modernization programs of
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these wealthier societies at their earlier stages of development. Precisely,
higher levels of security allowed high productivity gains in the workforce,
expanded domestic demand, and increased economic growth.

As experienced during the recent East Asian crisis, globalization, while
increasing the opportunities for growth, may also increase a country’s
vulnerability to external shocks, and the risk of increased unemployment and
poverty. Most of the political reaction against globalization is a result of the
absence of adequate social protection systems, given that populations may
have to pay the costs of liberalization in the short term. Globalization requires
the development of effective social protection systems. The world’s forward-
looking development agendas give social protection a primary role to sustain
growth and well-functioning markets.
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Chapter 2 – Labor Market
Policies: Theoretical Background
A. Abrahart and P. Verme

A. Introduction

n recent years, there has been a renewed interest in social protection due
to the increasing financial, economic, environmental and social
instability experienced by many of the poorest countries in the world.
These adversities often affect people through the labor market. Losses

of work or assets providing subsistence are often the first shocks that leads to
poverty and destitution. Hence, labor markets are central mechanisms for
rehabilitation programs when adversities occur, to reverse the spiral of poverty.
This understanding of the role of the labor market has encouraged multilateral
and bilateral donors to include labor market policies (LMPs) and programs
into social protection strategies. This is in recognition of the fact that labor
markets have important implications in people’s ability to cope with
adversities.

The chapter starts with a general introduction to LMP experiences in the
world as well as to the recent experiences of the major multilateral agencies
operating in Asia. Following this, some important design issues are identified,
including the formal and informal sectors, gender issues, financial
considerations and some notes on crisis management. Finally, a discussion on
selected demands and supply LMPs is presented, reviewing a possible
“portfolio” of policies suitable for social protection.

B. Labor Market Policy Models

1. The Global View

Very broadly, labor market policies across the world have developed
following what we may call the Japanese, the European, and the American
models. These are not recognized and accepted categories in a strict sense but

I
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simply reflect different types of approaches to labor market policies. Various
countries may well fall in between this categorization. The purpose of this
section is simply to highlight different approaches to LMPs developed by
industrialized countries at the end of the 20th century.

The Japanese model, at least until the early 1990s, relied on the principle
of full-employment intended mainly as a value to be preserved in a stable
society. Labor market imbalances were perceived as a major problem but one
to be addressed at the company level rather than in the open market.
Enterprises had hierarchical structures and protected their workers; in turn,
employees remained faithful to the company. Job separation preferably
occurred when alternative employment was available while costs experienced
during economic downturns were absorbed within the enterprise and with the
help of the government. In the Japanese model, the emphasis was on the
“internal” labor market within the enterprise as opposed to the “external” labor
market outside the enterprise. When difficulties arose and restructuring was
needed, firms were supported by the government in skills upgrading and
training programs so as to preserve employment and find production
alternatives suitable for the changing market. In this context, LMPs were
perceived to be part of the wider group of economic and industrial policies to
be managed by the ministries of economy and industry. It is an enterprise
centered and industry driven form of labor market management. In this
context, LMPs may be considered as social protection intended in the form of
employment protection. The Japanese model remained for long the main
model for many Asian economies.

A European model accepts market laws and the existence of
unemployment as a necessary temporary condition to facilitate and maximize
the allocation of labor. Government intervention to support enterprises in
difficulties is expected to be limited and the government role is mainly to
support the unemployed with income maintenance and training schemes so as
to facilitate job seeking and placement. The European model is based on the
acknowledgement that market failures exist, and at times there are divergences
between public and private interests—particularly in areas such as public
goods, externalities, and information asymmetries. Governments mediate to
correct these failures of the market and mitigate possible economic and social
losses in the short term. The main labor policy objective is to reduce labor
market rigidities, and favor matching the supply and demand of labor.
Unemployment support is often generous and meant to provide adequate
income maintenance. Responsibility for LMPs normally lies with the
ministries responsible for labor and social protection; however, governments
may directly support enterprises on temporary basis, if adequate for the public
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interest—for instance in times of crisis or for regional development purposes.
It is a mediating, public interest driven labor market management style.

The American model focuses on the demand side of the labor market by
limiting government intervention to a great extent. The main objective is to
maximize labor contribution to growth. Enterprises are relatively free to
dispose of labor according to economic fluctuations while the government
attempts to maximize mobility of workers and minimize labor market rigidities
such as hiring costs and mismatching of the supply and demand of labor. The
unemployed may be supported but are expected to be very active in job seeking
or employment generation. Strict rules are applied to unemployment duration
and compensation. This dynamic, individualistic approach needs a parallel
dynamic court system to solve labor disputes, inexistent in other areas of the
world.1 In the Japanese model, labor conflicts have traditionally been very low,
given the high degree of social cohesion and loyalty within the company;
workers are protected by the enterprise and in the ultimate case by the
government. In the European model, unions and local stakeholders rely on the
government as a mediator between the interest of workers and enterprises.
In the US model, labor disputes are perceived as a civil dispute between
individuals; workers and consumers have access to a large pool of lawyers
ready to sue companies in case of abuse, exploitation or malpractice. The
American model arises from an individualistic perspective; the underlying
philosophy is that growth eventually reaches all those in need and that short-
term investment and growth targets will naturally achieve long-term
employment objectives through the market. This is a form of liberal, market
driven labor market management system.

2. The Asian Experience

The Asian experience has been rather diverse according to the factors and
events that most influenced the development of LMPs. The Central Asian
republics were part of the Soviet Union until 1990 and then underwent
transition reforms during the 1990s. Mongolia followed a similar path, though
not formally part of the Soviet Union, while the People’s Republic of China
and Viet Nam are going through market reforms with an intact single
communist party. Other countries in East and Southeast Asia, such as the
Republic of Korea, looked at Japan as the general model of development and
formulated LMPs accordingly, while South Asia experienced heavy state
intervention until the important reforms of the 1990s.

1. Except in American influenced countries, such as the Philippines.
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Among Asian transition economies, the Central Asian republics were
part of the Soviet system where labor markets did exist but were heavily
planned, where unemployment was officially unknown though existing in
many areas, and where large portions of the labor force were underemployed
and employed in technologically obsolete large enterprises. The post-1989
central issue in these countries has been privatization and restructuring of state
owned enterprises (SOEs). This largely failed and resulted in growing
unemployment and underemployment, and a severe slump in output and
wages. In the 1990s these economies experienced a process of informalization
and fragmentation of the labor market. Recovery became a very arduous task.
The dismantling of the Soviet labor market system has paved the way for the
introduction of a more liberal system. In theory, the labor market framework
adopted is similar to the European model. In practice, however, the slow pace
of real privatization and real restructuring hampers the application of such a
model. Unemployment in the Former Soviet Union (FSU) remains a demand
deficit problem due to limited economic activity rather than a labor market
flexibility issue.

For the People’s Republic of China and Viet Nam, the transition to a
market economy started from agriculture. These societies were mainly rural
and households already had a certain degree of control over the land. When the
first reforms allowed households to keep the fruit of their productions,
productivity started to increase dramatically. This eventually freed large
quantities of human resources for the growing industrial coastal cities. Rapid
changes in the economy led to changes in regulation on labor mobility,
housing and residency, the establishment of support mechanisms for the
unemployed, and also for the employed in SOEs that faced major restructuring
challenges. These countries can now count on substantial growth patterns and
budget revenues. However, they are facing major unprecedented challenges in
terms of rapid urbanization and mass unemployment that growth alone cannot
address.

There is an interesting parallel to be made here between the Soviet Union
on the one hand and the People’s Republic of China and Viet Nam on the other.
The Soviet Union has often been described as a fast reformer in comparison
with to China. That is because privatization, price liberalization and trade
liberalization occurred over a relatively small period of time. However, real
changes in enterprises and the economy at large have been very slow indeed.
The great majority of the populations of the former Soviet Union have yet to
enjoy any degree of participation or benefit from the reforms. By contrast,
China and Viet Nam are usually described as slow reformers referring to the
pace of reforms. Yet, such reforms have been made for the most to enjoy, and
they have been subscribed and supported by populations eager for change.
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Changes in the real economy have been tremendously fast, in fact too fast for
governments to cope. While both groups of countries today face large
unemployment and difficulties in dealing with SOEs restructuring, China and
Viet Nam have a definite advantage in having a buoyant economy that can
better afford to cope with such problems.

Some Southeast and East Asian countries have traditionally looked at
Japan as a role model for LMPs. The Republic of Korea, until the early 1990s,
had adopted a very similar approach to the Japanese model by encouraging
large enterprises to maintain labor and managing the labor market from the
demand side. Firms were encouraged to manage fluctuations in aggregate
demand with internal labor restructuring. The role of trade unions until the
1990s was severely restricted and a general tight control was exercised from
the state on the labor market. In this respect, countries like Singapore and
Malaysia have shown similarities. They preferred to keep a tight control over
employment in enterprises, discourage workers’ associations, and focus on
growth and productivity by heavily investing in technology, education and
training. The success of these countries in achieving long-lasting growth and
full employment in the early 1980s encouraged governments to maintain the
labor market approach and the double target of full employment and sustained
growth.

During the 1980s and 1990s, increased levels of education coupled with
continued dissatisfaction with restrictions on freedom of association and
minimum wages, led to increased social unrest and, eventually, some
concessions on the part of governments. Moreover, the financial crisis of the
late 1990s hit these economies hard and exposed some structural deficiencies
in labor and financial markets, creating an unemployment problem of an
unknown dimension. These factors are now leading some East Asian
economies to reconsider their labor market approach.

The countries of South Asia emerged from the colonial period with great
expectations. The newly established states drove the economies with large
investments in state companies that eventually became the driving force of
production. With the advent of globalization and international competitiveness
during the 1980s it became increasingly clear that labor laws and regulations
were too restrictive. SOEs were burdened by over-manning and poor
competitiveness. Budget deficits contributed to the realization that reforms
towards stabilization and liberalization had to be undertaken. Stabilization
reforms initiated the process with restrictive consequences on the economy
and the deepening of labor market problems. Although privatization and
liberalization measures followed increased competitiveness, they also added to
the masses of retrenched workers. As a reaction, governments were forced to
introduce social protection mechanisms such as the National Renewal Fund in
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India. Today South Asia is benefiting from sustained growth but many of the
problems related to SOEs, retrenched workers and unemployment remain
unsolved.

The countries of the Pacific benefited more than any other region in Asia
from substantial aid flows for a long period of time. In addition, the region has
traditionally benefited from favorable trade agreements with the major trading
blocks such as the United States and the European Union. Returns to such aid
and trade facilities have been disappointing. Most economies have not been
able to develop and diversify so as to become valuable competitors on the
international scene. In addition, a dependency on aid had developed in some
economies, which, together with increased levels of social instability, is
hampering further changes. Yet, needs and expectations cultivated by
populations exposed to globalization have grown. This contributed to attract
many people, especially the young, from remote areas to urban centers. As a
consequence, urbanization has become a new phenomenon that fragile
ecosystems such as islands have obvious difficulty in sustaining, particularly
if the urban economy is not able to provide adequately for all new comers.

3. The Multilateral Agencies Approach

Many development agencies operate in Asia but three of these deserve
closer attention given the experience on social protection: the International
Labour Organization (ILO), the World Bank, and the Asian Development
Bank (ADB). ILO is the oldest of the multilateral donors and a pioneer in
many aspects of labor market policies. The agency has been the cornerstone
for the development and implementation of international labor legislation and
the great bulk of activities has been within this area. However, during the
1990s the agency experienced a process of internal restructuring based on the
Active Partnership Policy approach designed to better respond to the needs of
the beneficiaries. This framework generated a re-organization with a focus on
decentralization, which has fostered an expansion of activities towards social
protection and poverty issues.

Within the social protection framework, ILO has developed an “In-Focus
Programme on Socio-Economic Security”. The program is based on the
concept of basic security for all. Its main objective is “… to work towards
developing a sound knowledge base and policy framework, contributing to the
founding of a just society that provides work-based security to all”. The
strategy is based on seven pillars:
(i) Labor market security—Adequate employment and work opportunities,

through high levels of employment ensured by macro-economic policy;
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(ii) Employment security—Protection against arbitrary dismissal, and
employment stability compatible with economic dynamism;

(iii) Occupational security—A niche designated as an occupation or
“career”, the opportunity to develop a sense of occupation through
refining competences;

(iv) Work security—Protection against accidents and illness at work, through
safety and health regulations, regulated limits on working time,
unsociable hours, and a reduction in stress at work;

(v) Skill reproduction security—Widespread opportunities to gain and retain
skills, through innovative means as well as apprenticeships and
employment training;

(vi) Income security—Provision of adequate incomes;
(vii) Representation security—Protection of collective voice in the labor

market, through independent trade unions and employer associations
and other bodies able to represent the interests of workers and working
communities.

ILO is currently very active in Asia through the International Program on
the Elimination of Child Labor (IPEC). Labor market interventions are wide
ranging including employment promotion and poverty alleviation, human
resources development, migration policies, industrial relations policies,
international labor standards, workers’ protection, labor administration and
statistics. ILO acts mainly as an advisor to local governments while various
sponsors, usually bilateral or other multilateral development organizations,
support funding.

The World Bank has been working intensively during the year 2000 to
develop a new social protection framework. The agency has a relatively long
history in supporting social protection projects. It has been calculated that
labor components alone during the 1990s were present in about one fourth of
all projects between 1992 and 1998. Public works has been the most common
component followed by support to micro-enterprises, training and support to
labor market information and monitoring systems. The lending volume on
social protection in 1999 was US$3.76 billion, 13 percent of the total. (Dar and
Tzannatos, 1999). The World Bank approach revolves around the notion of
Social Risk Management. According to the agency, “The concept of social risk
management asserts that all individuals, households and communities are
vulnerable to multiple risks from different sources whether they are natural
ones (such as earthquakes, floods and illness) or man-made ones (such as
unemployment, environmental degradation, and war)”. As a consequence of
this new approach in the area of labor markets, this implies risk reduction and
risk mitigation strategies such as assisting governments to make labor markets
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more equitable and inclusive, enhance pre- and in-service skills building,
eliminate harmful child labor, improve income security and provide for
appropriate unemployment benefits (Holzmann and Jørgensen. 2000).

Since its establishment in 1966, ADB has invested solidly in Asia and the
Pacific region in the area of LMPs, mostly through: (i) human capital
development, technical and vocational education, and skills development of
the labor force; and (ii) microfinance and self-employment schemes. The latter
often appear as subcomponents of non-social protection related investment
loans. Since the 1990s, ADB has expanded its scope of social protection
intervention and LMPs to areas such as child labor, strengthening employment
statistics, labor retrenchments and legislation.

ILO, World Bank and ADB have placed labor market policies at the core
of their social protection strategies. Most bilateral and multilateral agencies
operate in Asia. Many have labor related projects particularly in the field of
child protection, which is an area currently attracting considerable funding.
Conditionalities regarding labor aspects are sometimes visible not only in
World Bank lending but also in International Monetary Fund (IMF) packages
or bilateral donors’ aid. The question of coordination of interventions is
perhaps one important issue that is emerging as a consequence of changes
among development agencies in the fields of social protection and labor
market policies. Such coordination necessarily emanates from a common
understanding of labor markets and a common philosophical approach to
policies that, at the moment, are not clearly visible among donors. This is a
major challenge for the years to come if the risk of contradictory policies at the
local level is to be minimized.

C. Key Issues in Labor Market Policy Design

The labor market in developing countries, including Asia and the Pacific,
is typically segmented along many different lines. Workers have difficulty in
moving from one labor market segment to another because of barriers such as
distance from alternative markets, entry requirements, education and skills
requirements or discrimination based on status or ethnic group. For instance,
workers that start their career in the public service rarely move to the private
sector later on, mainly because of the different skills they develop during their
working career. Workers in heavy industry rarely move to the service sector
during their working life because they do not usually have the professional
qualifications required by the service industry.

It is easier for workers to move from the formal to the informal sector or
from wage employment to self-employment because both the informal sector
and self-employment do not usually have significant entry barriers. However,
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the transition between these different status often implies a “hard” choice such
as deciding to move residency or deciding to pay taxes. These hard choices are
effective barriers to labor mobility, making labor segmentation a common
feature of any developing economy. This phenomenon is less acute in
industrialized countries because the division between rural and urban areas is
less marked, the formal and private sectors are larger, and workers usually have
more opportunities to move, study and generally adapt to different labor
market specificities.

It is important to understand labor market segmentation when we
approach the issue of LMPs. While one of the general aims of LMPs is to
reduce barriers between segments in the labor market, it is also necessary at
times to target certain segments rather than others. And policies in this case
should be segment specific and respond to specific needs. In the following
sections some of the characteristics of various labor market segments are
explored.

1. Labor Market Policies and Poverty Reduction

By definition, LMPs address labor market problems and are not
necessarily concerned with the most disadvantaged or those most exposed to
risks in society. From an economic perspective, the primary objectives of
LMPs are to facilitate a proper allocation of labor resources and to develop the
necessary human capital so as to maximize the labor contribution to growth.
This vision stems from human capital theory and more recently from advances
in growth theory where human capital has formed part of theoretical models.
By contrast, if we have to identify the primary objective of social protection,
we would probably emphasize the aspect of protecting all individuals from
adverse risks such as economic crises, wars, disability, old age, discrimination,
unemployment or poverty. The primary objectives of LMPs and social
protection are somehow conceptually different.

Thus LMPs do not fall into social protection by virtue of definition or
content but they can be brought under such a strategy if they properly target
groups in need of social protection. The question is which LMPs best serve the
primary objective of social protection. One may discuss the benefits and
disadvantages of a particular wage policy for a certain economy but for the
purpose of social protection the relevant debate is about benefits and
disadvantages, not only for the economy at large, but for those most vulnerable
to risks. This is a significant shift in the debate. LMPs designed to target the
unemployed incidentally target a share of the poor, although not all poor are
unemployed and not all unemployed are poor. Again, if we look at LMPs
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through a social protection lens, their design and implementation may be quite
different from the traditional approach.

Multilateral agencies have placed LMPs at the center of their social
protection strategies. Bringing LMPs under a social protection strategy implies
the consideration of LMPs as part of a risk management framework. Risk
management includes the consideration of cyclical variations, such as
economic and agricultural cycles, as well as non-cyclical events such as
natural disasters or conflicts. These are macro risks that may affect entire
countries or regions. They have a great influence on income and labor. Also,
together with these macro risks, a risk management strategy needs to consider
micro risks that affect individuals during a life cycle. Loss of income due to
loss of jobs, crops, or markets is an example; others could be risks associated
with injuries and disabilities, or the loss of a breadwinner in a family.

It is generally agreed that governments should care not only about
macro risks but also about micro risks affecting households and individuals.
Hence, the search for mechanisms that would protect people from ordinary
and extraordinary risks. LMPs can supplement other social protection
mechanisms. Education and training can be valuable tools to facilitate
reemployment and alleviate the pressure on unemployment insurance. Public
works is sometimes the only concrete help from the government that the
unemployed receive in times of deep recessions. While the primary objective
of LMPs remains the contribution to growth via human capital and labor
market development, the secondary function can be understood as enhancing
individuals’ abilities to confront adverse risks and protect against poverty and
destitution. In fact, the secondary function of social protection can, at times,
become a primary function depending on the needs of any country at any
particular time. In this case, LMPs have to be seen in a new light. Designing
policies to target the poor implies equipping the policymaker, such as the
ministry of labor, with proper tools to understand, measure, analyze and target
the poor or the most vulnerable.

A distinction should also be made between anti-poverty measures and
social protection. While these two classes of policies are often taken
interchangeably because they often target the same population, this is not
always the case. Social protection concerns all individuals, including the non-
poor. The poor are obviously more exposed to risk and usually less covered by
social protection, which should make them a primary target group. However,
social protection will still have to cover all income groups in society. In fact,
one important function of social protection is to prevent people from falling
into poverty as well as lifting people out of poverty. In the case of LMPs, while
a microcredit scheme may be targeted for the poor, a wage policy is likely to
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affect mostly the non-poor and yet it can be an effective social protection
measure.

Summarizing, LMPs, social protection and anti-poverty measures
overlap to a great extent. An LMP can provide social protection as well as
contribute to reduce poverty, just as an anti-poverty measure may turn out to
improve labor market functioning. This is the reason why many countries
merge LMPs, social protection and anti-poverty measures under the
responsibility of one ministry. However, historically this has not always been
the case worldwide, since different underlying philosophies have shaped
LMPs.

2. Public and Private Sectors

The distinction between private and public sectors is relevant for LMPs,
particularly in transition economies. In Central Asian countries, most policies
including LMPs are geared or should be geared towards private sector
development in an attempt to reduce employment in SOEs from the quasi-
totality of employment as it was in 1989. In the People’s Republic of China
and Viet Nam, employment in the state sector at the beginning of reforms was
much smaller, around 20 percent, because of the much larger share of
employment in small-scale agriculture. While these latter countries also face a
problem with dismantling large SOEs, the more important issue is the
absorption of excess labor from agriculture. In the Central Asian economies,
LMPs face a much more important task in trying to facilitate enterprise
restructuring. The growth prospects of these countries are almost entirely
dependent on enterprise restructuring.

There is also a need for designing LMPs for the public sector. This has
two aspects. One is the reform of public administration and the other is the
privatization of SOEs. The reform of public administration has an important
impact on labor markets in countries where the formal wage sector is largely
constituted by the public sector. The public sector in poor countries is often
one of the few employers of university graduates. Broad restructuring of public
administration encouraged by donors and budget deficits implies the lay off of
large numbers of highly educated people. In poor countries, there are often few
alternative options for university graduates given that the private enterprise
sector is small and usually requires low skills. The experience in Latin
America has shown that the creation of a pool of highly educated and
unemployed workers can have serious negative consequences on social
stability. It is obviously costly to maintain a large public administration but it
may be more costly to maintain retrenched and highly educated workers with
no obvious alternative in the open market. Instead, it is always possible to
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expand the functions and workload, not the staff, of public administration and
provide a better qualitative and quantitative service to the population. This
potential for expanding the output of existing public administrations is an
aspect that has received little attention.

The privatization of SOEs is currently an important issue not only in the
transition economies but also in countries traditionally characterized by large
state sectors such as India or Bangladesh. A period of sustained growth, such
as the one that India is experiencing, is obviously the moment for proceeding
with privatization. This, however, requires an important effort in re-training
and often re-location which is likely to exclude older workers. This adds to the
already persistent problem of youth unemployment restricting further labor
force participation at the two tail ends of the working age spectrum. The issue
at stake in this case is how to include and not exclude groups at risk during
privatization process.

3. Urban and Rural Areas

LMPs sometimes ignore differences between areas. For instance, when
labor market exchange systems are set up, these tend to be equally distributed
in the country and assigned similar functions and resources countrywide. This
often turns to be a major drawback in rural areas where infrastructure and
transportation are more limited and where the distinction between employed
and unemployed persons or formal and informal activities are somehow
blurred. Rural employment services become in this way redundant, over-
staffed, ineffective or unable to serve the purpose they were designed for. In
fact, in countries where the rural population is still the majority of the
population and where villages constitute the backbone of society, a more
effective way of delivering LMPs is through village organizations or
community services and not through provincial or district employment
services.

There are also labor market problems that are typically either urban or
rural. Youth and female unemployment is usually prevalent in urban areas
because in rural areas young people and women in need of a job occupy
themselves with various types of agricultural or household duties appearing in
statistics as employed or economically inactive rather than unemployed.
Seasonal labor is typically a rural phenomenon and policies designed to
support seasonal workers have to be rural based. Intra-household income
distribution is also typically different in urban and rural areas. Offering
training or public works to households in urban or rural areas can have very
different repercussions over household income. A simple but often overlooked
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point is made here. When designing an LMP strategy, a proper way to start the
planning is by separating policies for urban and rural areas.

4. Formal and Informal Sectors

Despite worldwide efforts to define what the informal sector actually is,
the most internationally recognized definition of informal sector, produced by
the ILO’s 15th international conference of statisticians, leaves much to be
desired in terms of applicability. This is probably due to the nature of the
subject and to the multiplicity of ways in which different people think about it.
In relation to social protection policies (SPPs) and LMPs, the concern is
whether policies effectively reach not only those who are at risk in the visible
and formal economy but also those who are less visible and operate in more
informal activities and are therefore less likely to be registered in social
security schemes.

This concern may not be well served if we categorize the population
according to formal and informal status for three reasons. Firstly, as noted, a
clear definition of the informal sector is hard to find. Therefore implementing
LMPs along this categorization is arduous. Secondly, even if we had a clear
definition, the distinction would be very much blurred in rural areas due to the
very nature of agricultural work, constantly varying from farming to animal
raising, home production and products’ marketing. Even during the same day,
an agricultural worker may be moving from formal to informal activities,
assuming we had a clear definition of the subject. Finally, many workers in the
formal and even government sector hold two or more occupations. In many
South, Central and Southeast Asian economies, it is openly recognized that
public wages are insufficient for living and public employees compensate with
secondary informal occupations.

For the purpose of social protection, it is important to find a definition
that separates the people in the labor force who usually benefit from social
protection and those who do not. This purpose may be better served by
defining employment in terms of wage and non-wage sectors. The wage sector
is regulated by contractual agreement; i.e. the sector where formal employees
are. In economies largely rural and with an important informal urban economy
the wage sector is quite small. Public sector employees—including the civil
service, the military, medical and educational personnel—and employees in
private enterprises formally registered and with a certain number of employees
(basically large and medium enterprises) are the core of the wage sector and
those who also contribute to the various social contributions and taxation. In
Southeast Asia, for instance, the share of wage employment over total
employment is typically between 10 percent and 15 percent.
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The wage/non-wage distinction applies to employment. However, the
unemployed can also be divided following a similar approach. The registered
unemployed (registered at employment services) typically look for wage
employment while those not registered may look for both wage and non-wage
employment. While the first group is assisted by labor market policies, the
second falls out of the social protection net unless voluntary contributions
schemes are in place.

A classification along wage and non-wage sectors also allows for better
addressing redistribution issues between those typically assisted by social
protection schemes and those who are not. LMPs are generally financed by
levies on both employers and workers belonging to the wage sector. As a
consequence, where the will to offer LMPs to the non-wage sector exists, the
wage sector is called to “subsidize” the non-wage sector. Hence, the big
challenge for the expansion of LMPs coverage is how to target the non-wage
sector such as the self-employed and individual farm labor by minimizing the
burden on the already weak wage-sector.

Hence, in terms of LMPs coverage and delivery, the distinction between
wage and non-wage labor seems more useful and applicable than the
distinction between formal and informal sectors. The wage sector in
developing countries is quite clearly defined. It is easy to measure and clearly
distinguishes itself from the nonwage sector because of its social contributions
and taxes. It is also the sector that normally benefits from LMPs.

5. Economic Sectors

The main distinction between economic sectors is typically between
primary (natural resources and agriculture), secondary (industry) and tertiary
(services) sectors. This distinction is useful for LMP purposes because it
identifies sectors with clearly different needs, capacity and potential in terms
of employment. Moreover, historically there has been a close association
between economic development and the development of the different sectors,
with export of raw materials coming first followed by the development of
industry and services.

The classification according to sectors is useful to keep in mind during
the planning stage of an LMP strategy. However, especially in the case of
Asian economies, industry needs a closer attention. The transition from a rural
to an industrialized economy occurs principally via manufacturing. Excess
labor in agriculture is typically low skilled and it can be properly reemployed
only in simple and often repetitive tasks. Also, the manufacturing sector has
the potential to quickly employ and absorb the largest number of people.
Countries that have successfully managed to reach and maintain full-
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employment did so by developing manufacturing first. Special attention to the
manufacturing sector therefore needs to be paid in LMPs. What is the
industrial plan for the country? What are the manufacturing sectors that offer
the best potential for growth and employment? What policies could encourage
investment in such sectors? Who is going to gather and channel the necessary
investments? What skills are needed in emerging manufacturing sectors?
These are some of the questions that need to be addressed before an LMP plan
can be drafted.

6. Gender Policies

Gender issues are critical when it comes to LMPs. There is worldwide
evidence that there is a bias against women when it comes to education,
employment and wages. However, there is little evidence of a lower
productivity of women in employment. Some policies that target women only
have proved to be effective in improving labor markets and alleviating poverty.
Policies that focus on the improvement of girls’ school for instance, attendance
have proved to ameliorate the health and welfare of future households and to
increase the probability of escaping poverty.

One of the central issues here is how to encourage female participation
and equal gender opportunity in the world of work without upsetting cultural
values, family life and social stability. The route for the formal and urban
sector may be to alleviate the task of motherhood for working mothers by
establishing proper support mechanisms at work and at home such as
kindergartens or maternity leave legislation. By contrast, in prevalently rural
economies, LMPs may not be the best means to improve equal gender
opportunities in the labor market. In some cases, water and sanitation
infrastructures can do more for women than a kindergarten by reducing the
time needed to collect water where this is a traditional female task.

Other than the human rights argument for equal gender opportunities
there is also a valid economic argument. Bringing women into full
employment at equal wage increases the potential for growth of any economy
and allows exploiting at best local labor as opposed to immigrant labor.
Countries such as Singapore have been trying hard to encourage women into
work so as to keep internal labor supply up to demand requirements and to
avoid massive immigration.

A gender perspective should not be limited to women issues only. In
some cases, such as during the transition to a market economy in Central Asia,
men have suffered more than women in areas such as labor market and health.
Men have shown to be more vulnerable to psychological shocks induced by
loss of work, income and status. They show higher statistics in unemployment
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(when measured including job-seekers and discouraged unemployed),
morbidity and mortality among working age populations.

Problems related to men are rarely addressed because, in popular
imagination, men are wrongly perceived as not being vulnerable. While this is
an issue that deserves some attention, it needs not to be in contrast with
policies aimed at addressing the existing and more acute discrimination
against women. Male unemployment is a recognized cause of male depression,
alcoholism, and domestic violence against women and children. It is not
simply by using coercive methods to stop alcoholism and violence that these
issues can be tackled effectively but also by trying to address the psychological
impact of unemployment on the male character. This entails an open
recognition that males are actually more psychologically vulnerable than
women when it comes to loss of work and loss of status. LMPs have an
important role to play in addressing this complex gender aspect.

7. Managing a Crisis

An additional aspect to be considered in LMP design is whether the
country needs to respond to a particular crisis—war, natural disaster, economic
slump—or if it needs to set up long-term institutions to be better equipped for
labor market management. In the case of many Asian economies affected by
the recent crisis, the understanding is that the crisis exposed social protection
systems that were simply neglected during the good years and incapable of
responding during the first major economic downturn. The crisis has in fact
sparked a debate and a reconsideration of social protection policies in Asia.
Many countries are now equipping themselves with more comprehensive
social protection systems.

However, the question that arises is whether the labor market problems
generated by the crisis will persist in the years to come or whether it is merely
a temporary phenomenon. During the Southeast Asian crisis, many countries,
such as Thailand and Viet Nam have come to the conclusion that an
unemployment benefit system is a necessity. However, because of the very
crisis, a comprehensive unemployment benefit system will not be introduced
for some years to come. This means that the system will come too late to
provide for the victims of the first crisis. On the contrary, once the system is in
place, it will be a costly administrative structure to maintain. Southeast Asian
economies may well show that unemployment will persist in the years to come
(therefore justifying an unemployment benefit system). But the question of
timing and choice of LMPs in response to such crises needs to be addressed.

From a financial perspective, the obvious consequence of an economic
crisis is the double effect of reduced budget revenues and increased
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expenditure needs. As most governments in poor countries act under budget
constraints, a decline in budget revenues turns forcibly into expenditure cuts.
And, in times of crisis, expenditure cuts have to be made in sectors that absorb
a great deal of resources such as health, education and labor programs. In other
words, a government budget undergoing severe difficulties can hardly cope
with the emerging needs determined by the economic crisis in the social
sphere.

This issue is likely to remain unresolved unless budget management
becomes a long-term activity where budget surpluses are run in good times to
save for the bad times. This is notoriously an arduous task for democratic
governments who struggle to stay in power. Although this is one way of
confronting crises, a government could more pragmatically prepare itself with
a cost reduction plan that puts at its core the most vulnerable in times of crises.
For instance, automatic cuts in defense expenditure or sale of non-strategic
assets in order to maintain social expenditure levels. The menu options can be
many. But the point here is for governments to be prepared with a budget crisis
plan made of budget cuts and reallocation, to be easily and promptly
implemented when needed.

8. Financial Considerations

A first general consideration concerns the status of LMPs. Labor policies
often suffer from a “second class” stigma that leads governments to allocate a
relatively small portfolio to the ministry of labor. Though this is less true for
health and pensions, social protection is often not the favorite area of
intervention of poor governments. An institutional reorganization will need to
address this problem by rendering the ministry responsible for social
protection measures a strong ministry vis-à-vis the ministry of finance. This is
necessary to guarantee a sustained flow of resources for social protection
measures.

LMPs can be financed from: (i) the general budget and therefore from
general taxation; (ii) direct levies from enterprises, workers or both; and (iii)
in the case of services (e.g., education and training), the provision of user’s
fees.

Financing from the general budget can come from a wide range of budget
lines depending on the policy under consideration. Given that different
policies are often the responsibility of different ministries, policy financing
can also be at the discretion of each ministry. In this case, it is rather difficult
to monitor LMPs as a whole and coordination of interventions across the
ministries becomes a central issue to be addressed.
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LMPs that fall under the ministry of labor and target the unemployed,
such as unemployment benefits, training and job brokerage, are often financed
through an employment fund where contributions are levied from employers
and workers and expenditures are channeled through the employment services.
This choice has the advantage of making clear what is spent for what while the
fund ensures that there is no over-spending unless the government intervenes
with fresh funds. It is also easier to monitor and evaluate single policies while
employers and workers understand more precisely what the contributions are
meant for.

However, a fund type of management is vulnerable to crises when
enterprise contributions forcibly diminish while expenditure needs increase
due to the rising number of unemployed. A system that prefers fund
management to budget allocations needs therefore to have mechanisms in
place that allow cost-saving, better targeting and generally a better use of
resources in times of crisis. A system that uses most fund resources for
administrative purposes is clearly more vulnerable than a system that employs
resources more equitably between administration and active LMPs.

Users’ fees are a possible way of financing or contributing to finance
education and training schemes. These are more indicated for employed
workers who intend to undergo retraining in order to change profession or job.
In this case, workers can normally afford the fees and may be willing to
contribute. On the contrary, users’ fees for training provided to the
unemployed should be discouraged given that by definition the unemployed
have no income,s and that the majority would be unwilling to pay. A different
case may be that of retrenched workers where former enterprises may be
willing to contribute to the users’ fees to facilitate workers dismissal. Workers
may also receive either severance pay or lump sums paid at the end of the
contract, and may be willing to invest in some retraining to increase their
chances to find alternative employment.

D. Discussion on Selected Labor Market Policies

LMPs are often classified into groups of policies according to different
criteria such as the type of beneficiaries, the purpose of the policies or the
instruments used. Traditionally, LMPs are classified as active or passive
depending on whether they actively contribute to put people back into work or
not. Passive LMPs are typically unemployment benefits schemes while active
LMPs could be on-the-job and off-the-job training, self-employment and start-
up business support such as micro-credit schemes. Other classifications may
be: demand LMPs and supply LMPs, depending what side of the labor market
is the main target; employment or unemployment policies, depending on what
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group of individuals is targeted; macro and micro policies, depending on the
degree of LMPs’ impact on the wider economy; ordinary or extraordinary
policies, depending of whether they are policies designed to be short or long-
term. The choice of one classification over another should be determined by
the need for emphasizing particular features of the particular labor market
under study. For the purpose of this paper a classification between labor supply
and labor demand policies is made.

Different LMPs or groups of LMPs may also be managed by different
institutions and organizations. The ministry of labor may be the principal
organization responsible for LMPs but it is by no means the only one.
Ministries of industry, economy, education, finance, interior and more are
often involved in one way or another in the design or implementation of LMPs.
Trade unions, employers’ organizations, NGOs, local administrations and
village autonomous organizations are only some of the stakeholders which
may be involved in the design and implementation of LMPs. An LMP country
strategy needs very much a “who does what?” preliminary assessment in order
to assure that implementation and division of responsibility issues are
addressed from the start.

A word of caution may also be voiced about what LMPs can really
achieve. Employment growth worldwide and historically is principally
determined by output growth. If managed well, LMPs can facilitate the process
of employment generation and even contribute to growth through human
capital formation. They should not, however, be seen as a replacement for
growth policies. The scope and capabilities of LMPs are limited. Reviews of
LMPs in member countries of the Organization for Economic Cooperation
(OECD), transition economies or developing economies almost always
conclude that the evidence is mixed with good results for some policies in
some places and bad for others elsewhere. Overall, there seems to be no
conclusive evidence that LMPs alone reduce unemployment permanently or
increase employment substantially by creating new long-term jobs.

LMPs are more seen and accepted by governments as an effective way to
facilitate matching the supply and demand of labor, especially in highly
segmented labor markets. They provide some form of assistance to the
unemployed as a form of social protection as discussed in previous sections.
Job brokerage and training can contribute to matching the unemployed with
vacancies while microfinance and other measures aimed at assisting the self-
employed can be effective in creating new jobs. However, the overall effect on
the economy is usually marginal. Therefore, it is important to have the correct
expectations towards LMPs and invest in monitoring and evaluation,
especially for new experimental measures, in order to keep possible waste of
resources to a minimum. The establishment of costly systems such as

13883-Asia.book  Page 77  Tuesday, December 11, 2001  11:37 AM



78 Chapter 2

employment service networks should be carefully reviewed before
introduction.

In this section, a number of selected LMPs will be discussed. Far from
being exhaustive, the range of policies examined may be considered as an
initial LMPs “portfolio” available to policy makers. There is also a large
number of macro and sectoral policies that have great effects on labor markets
such as demographic, education, industrial, tax, price and trade policies. In
fact, almost any economic policy has repercussions on the labor market. The
discussion offered below should be understood as an introduction to some of
the important LMPs issues that may be relevant to Asian and Pacific
economies today.

1. Labor Legislation

Labor legislation represents the institutional setting that paves the way
for LMPs. It is a vast area where the ILO and other international organizations
have played an important role over the post-war years. This is an area which is
the responsibility of legislators, but which involves a large number of
contributors, from the drafting process to the implementation phase. Trade
unions, employers’ associations, various ministries or inter-ministerial bodies,
parliamentary committees, international organizations, NGOs and others, can
all have a say in labor legislation at some stage. This is what makes labor
legislation such a lengthy and difficult process for many countries. Three
important aspects to be addressed in labor legislation are the actual intention
of the legislator, dissemination of information and implementation and
enforcement.

Concerning the intention of the legislator, legislation can be looked at in
two ways: as enabling or legalizing specified actions and practices; or as
disabling or outlawing specified actions and practices. The distinction is
important. In some countries the lack of legislation covering particular
practices may mean that they are effectively illegal. Legislation may be
required to authorize them. This is especially relevant in countries in transition
to market economies although it is not limited to them.2 On the other hand,
legislation may be necessary to outlaw activities commonly regarded as
undesirable, but still widely practiced. One example is child labor, which is

2. Until recently in the Republic of Korea, for example, there was little legislation covering the
hiring of workers through worker-leasing companies (companies hiring out temporary
workers). Such companies did exist but, in practice, their activities were constrained by the
Ministry of Labor, which took the view that the lack of legislation meant that the companies
were not authorized to move into certain industries and occupations.
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difficult enough to prevent even with appropriate legislation but may be
impossible otherwise.

The intention of the legislator also needs to be carefully considered
regarding possible vested interest of government agencies, especially in labor
legislation requirements. Legislation may have as much to do with protecting,
promoting or expanding a particular government agency, or domestic
producers, as it does with ensuring the well being of the labor market.

The dissemination of information concerning labor legislation is also
important. It is too often assumed that by legislating a particular issue the
problem is solved. Once legislation is passed, legislators move on to other
issues and those responsible for implementation are not given the means or the
power to implement the legislation. Very few employers or workers follow
labor legislation closely in developing countries and compliance can hardly be
left to individual initiative. The first task of the implementing agency is
therefore to make sure that both employers and workers are informed well
about legislation. This can be done through trade unions and employers’
organizations while control mechanisms should be in place to make sure that
people are effectively informed and understand the meaning of the legislation.
To this end, legislation should be clear and use a simple vocabulary understood
by most.

The issue of implementation and enforcement is perhaps the most
complex. Most employers think of legislation as an impeding rather than a
facilitating mechanism. It takes time to read, understand, and apply, and is
often costly. Therefore, traditional employer-workers relations tend to
continue until there is a clear threat of penalty. Hence, implementation cannot
possibly rely on the initiative of individuals but has to rely on an effective
control mechanism. A labor standards inspectorate is one solution to the
problem but an active role on the part of trade unions and employers’
organizations is also important.

a. Core Labor Standards

The ILO identifies four core labor standards and regulates them with
eight conventions that it calls “fundamental conventions on labor standards”.3

These core labor standards are the following:
(i) freedom of association and the effective recognition of the right to

collective bargaining;
(ii) the abolition of all forms of forced or compulsory labor;

3. See www.ilo.org
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(iii) equality or the elimination of discrimination in all aspects of employment
and occupation; and

(iv) the elimination of child labor.

The core labor standards stem, first of all, from a human rights principle.
Freedom of association and equality are recognized as fundamental human
rights while forced and child labor are perceived as violations of basic human
rights. The need for the conventions regulating labor standards historically
emerged as a need to protect mainly workers from exploitation and
discrimination.

While few would dispute the importance and necessity for the core labor
standards, the achievement of such standards presents some important
dilemmas for countries committed to comply. The application of the core labor
standards can have beneficial effects on the functioning of the labor market by
strengthening social dialogue, increasing workers’ productivity, expanding the
size of the labor force and encouraging children’s participation in schools.
However, in the case of child labor for example, it is often found that the
arbitrary abolition of child labor in the absence of additional household
supporting mechanisms can have very negative consequences on the welfare
of poor households. Child labor often emerges as a survival strategy rather
than as a parental exploitation of children.

b. Industrial Relations Policies

Industrial relation policies refer to legislation aimed at regulating
relations between social partners in industry, i.e., government, enterprises and
workers. These include legislation on the formation of employers’ associations
or trade unions, rules on tripartite negotiations, regulations on labor disputes
and settlements or the establishment of labor courts.

In Asia, governments and employers often argue in times of growth that
the benefits are being shared ‘naturally’ with workers and that any claim for a
greater share could even jeopardize that growth. These broad generations
should be avoided, analyzing issues in the country context. While there is
evidence that increased wages may lead to productivity gains, a strong trade
union movement may not be essential in achieving high growth. A union’s
position may well be more critical during times of crisis (Box 1). In some
Southeast Asian countries the easing of trade unions regulations has paved the
way for the birth of a large number of small unions that substantially
fragmented the trade union sector and impoverished its capacity to operate on
a national scale and contribute to the tripartite dialogue.
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Freedom of association of employers also needs to be considered. It is
impossible to avoid all connections between political parties and unions or
employers, or even necessary to do so. However, problems arise when the
government is closely linked with either employers or unions. There are two
interesting examples outside Asia. In Egypt, each employer association is
subject to oversight by the ministry with responsibility for the relevant
industry. The independence of the two bodies is thus compromised. In South
Africa, it is the union movement that is closely linkedwith the government. In
this case, restrictive labor legislation is being developed which will inevitably
lead to some form of labor market rigidity.

The experience of East Asia during the financial crisis showed that
freedom of association is a desirable core standard but that it needs to be
interpreted in a practical way. Collective bargaining must take place in a
constructive manner, which is impossible if unions or employers are
themselves poorly organized, or the reverse, if they become too aggressive and
confrontational. There needs to be a distinction between the role of unions and
employers in industrial negotiations and their roles and associations with
governments or political parties in general.

c. Wage Determination

The primary consideration is probably the question of minimum wages.
While views on the advantages or disadvantages of minimum wages may
differ, perceptions depend greatly on the circumstances of individual

Box 1. Trade Unions in the Republic of Korea and Indonesia in the 1990s
In the Republic of Korea, trade unions were not especially powerful during many years of
economic growth. Legislation governing their activities has now been relaxed. The change
was important during 1997/1998 when economic restructuring rather than growth was the
focus of government policy. Unions were asked to share in making decisions on industry
restructuring; decisions that lead, at least in the short term, to considerable difficulties for
their members. Unions thus became a powerful voice in the Republic of Korea. Similarly, in
Indonesia until around 1997 there was only one recognized trade union. As the political
reforms engendered by the financial crisis gave rise to an explosion in the number of
political parties, so, too, the rules for establishing and recognizing unions were eased
dramatically. Unions were sanctioned based on religious affiliations (e.g., union of Moslem
workers), political affiliations (all major parties are expected to have a union arm) and
geographic regions. Unfortunately, this “reform” in Indonesia resulted in difficulties for
workplace bargaining by effectively undermining the workplace rationale for trade unions.
Freedom of association cannot therefore be taken to mean a lack of rules or guidelines for
unions or a lack of control on how unions may operate. In Indonesia, some controls will
have to be reestablished, and some retightening of the rules for registration will be
necessary.
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countries. The World Bank’s 1995 World Development Report noted that the
ratio of minimum wages to GNP per capita tended to be higher for poorer
countries, almost as if governments try to legislate away poverty by insisting
on wage levels that are not easily affordable. In part this is because they usually
set the minimum wage with reference to a minimum consumption basket. Yet,
virtually by definition, average wages in poor countries (and certainly low
level wages in those countries) cannot be that much higher, if at all, than the
minimum consumption basket. The 1995 World Development Report also
observed that real minimum wages (particularly compared to average wages)
tend to fall during periods of crisis. This has proved true in developing
countries during periods of economic or financial crisis, and in countries in
transition to market economies. Finally, it can also be said that minimum
wages, like other pieces of labor legislation, are not especially enforceable.

Movements in the level of legislated minimum wages are sometimes used
as an index for government transfers such as pensions or unemployment
benefit. This sort of indexation imposes restrictions on government policy
during periods of difficulty and is one reason why minimum wages are allowed
to fall during these times. The nexus between minimum wages and other
government policies related to social security need to be understood and would
normally require breaking.4

A minimum wage can contribute to poverty reduction, boost aggregate
demand and improve productivity but this depends very much on the specific
country context. In large informal and rural economies the wage sector is very
small and minimum wage regulation affect a small share of the workers and,
directly, few of the poor workers. The effect may be to further restrict access
to wage employment. However, productivity and domestic demand are likely
to rise following an increase in wages. Better-paid workers tend to be more
productive and boost internal demand. Such understanding is what pushed the
big automobile manufacturers such as Ford (US) and Fiat (Italy) to pay
workers above national standards. For Ford it was a question of how to
improve workers’ productivity beyond what the national average wage could
offer while, for Fiat, in particular during the 1960s, it was a matter of how to
build a car that its workers could afford. Boosting internal demand is important
for all countries but countries with large populations and limited export may
put more emphasis on this aspect than a country such as Singapore with a small
population and high-tech export oriented production. If wage determination
policies are used to improve productivity and domestic demand, it has to be
done in coordination with employers and all labor-related government

4. This is clearly evident in the FSU where such nexuses were well established during the
Soviet Union and are still maintained by many of the successor states.
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departments. The adequate wage level should be determined balancing all
social contributions/benefits, taxes, and the employers profit share. All three
social players—employers, unions, and government—can have major gains if
they manage to consolidate an agreement in which productivity and economic
gains are maximized.

Minimum wages are not only relevant from a developmental point of
view but also from a human rights perspective. During deep recessions or in
conditions of large excesses of labor supply, such as during transition towards
a market economy or transition from a rural to an industrialized economy,
employers find themselves in a very strong position indeed. The experience in
these cases is that employers can obtain labor at salaries as low as the value of
one daily meal even if productivity criteria would allow for paying higher
wages. That is because the alternative for workers may be starvation. It is
obvious that minimum wage legislation can and should prevent such abuses
but also that enforcement becomes the cornerstone of such a policy. Without
proper enforcement, the minimum wage would simply drive out of the market
compliant employers with obvious repercussions on workers in the formal
sector. The problem with minimum wages is the fact that there is always an
enterprise prepared to ignore legislation or a neighboring country prepared to
have a lower minimum wage or not have it at all. The argument is similar to
the abolition of slavery. Although it has been argued that slavery ended for
economic reasons (when slaves’ productivity could no longer be improved), it
is also true that slavery would have continued for a long period if legislation
prohibiting it had not been passed and enforced. The fact that slavery
disappeared without obvious consequences on profitability or growth shows
that wages can increase without necessarily damaging the economy. The
problem is enforcement by all competitors and, in a global economy, the global
rules that would be needed.

Generally it remains difficult to fully appreciate the extent of the effect of
minimum wage legislation in developing economies. In countries exposed to
frequent and sudden price changes, the minimum wage has very little effect
unless tripartite agreements are negotiated very frequently or the work on
minimum wages is given to a wage commission. Exchange rates policies can
have important effects on global competitiveness, rendering the effect of
minimum wage policies on enterprises ability to compete abroad irrelevant.
The tax regime exchange rate policy, transaction costs (including hidden
transaction costs such as red tape and corruption) in any developing country
are probably more important for multinational investors than the actual
minimum wage.

Other wage determination mechanisms include set ceilings to increases
or mechanisms to index wages to inflation. One of the greatest concerns of
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trade unions is how to maintain the real value of wages. Employers, worried
about labor costs, and governments, worried about inflation, often find
themselves on the same side when it comes to wage increases in tripartite
negotiations. Wages fully indexed to inflation generate an inflationary spiral
not acceptable to governments. When indexation mechanisms are established
they tend to be lower than inflation. Also, automatic wage increases do not
take into consideration productivity levels and international competitiveness.
This is why some Asian countries, such as Singapore, have a national wage
board very much concerned about maintaining good levels of productivity and
international competitiveness.

In conclusion, the balance between wage increase, productivity and
competitiveness is probably found in the determination of a proper share of
revenues among the government, employers and workers. This is done by
carefully reviewing not only wages but also social contributions, taxes and
employers’ profits share. The final objective should be maximizing economic
returns while minimizing income inequality.

d. Job Security Provisions

Legislation on job security provision includes legislation on recruitment
and separations such as compulsory contractual clauses, rules on recruitment
procedures, regulations on dismissals and unpaid leave, as well as legislation
on job brokerage. Legislation covering employee recruitment and separation
requires employers to sign or, de facto, to recognize employment contracts that
limit their ability to hire and fire. Labor market regulations in Europe and the
USA highlight the differences of opinion there can be about the value of this
policy.

In its simplest form, legislation on recruitment should prohibit
discrimination and is therefore covered by core labor standards. However, the
legality of other recruitment practices may not always be so clear. The civil
service in many countries, for example, offers the most secure employment.
Civil service regulations, though, may specify certain restrictions on
recruitment or give preferential treatment to certain groups (e.g., under
represented minorities, women, people from lower castes, etc.). Trade union
restrictions may prevent enterprises from hiring people other than union
members. It becomes a moot point whether labor legislation should be used to
outlaw such practices or legalize them, or be silent.

Legislation may be used to prevent employers from treating employment
contracts in an arbitrary manner. Employers may be required to sign formal
contracts or to pay social insurance contributions on behalf of employees.
Occupational health and safety legislation may require them to maintain
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adequate facilities. However, the cost of complying with employment
contracts implicit in labor legislation may make it unattractive to be in the
formal sector altogether. Not only may employers feel this way but employees
as well. Both may prefer to negotiate their own wages and conditions
irrespective of what the government may think.

Legislation on separations usually imposes costs on employers and is
likely to generate rigidities, leading employers to avoid change and disruption,
and eventually leading to decreased labor market mobility and flexibility.
Nevertheless some legislation is usually warranted. Employers may be
required to give a legal period of notice, to meet minimum severance
conditions, or to negotiate large-scale retrenchments with unions and help
displaced workers to recover their outstanding legal entitlements such as wage
arrears.

Employees may have the right of appeal against dismissal. In many
countries in Asia and the Pacific, such as Indonesia, legislation has been
particularly poor in this respect. Employers have not been able to dismiss staff
without approaching the Ministry of Manpower for approval. In the case of a
disputed dismissal, the mechanisms for mediation and appeal had given rise to
lengthy backlogs and employers finding alternatives (such as increased
severance pay) to buy workers’ agreement to voluntary separations. Some
employers, as they did in Central Asia where there are huge wage arrears have
also engaged in more dubious practices to force workers to quit voluntarily.

A number of countries impose restrictions on job brokerage. Some
require all vacancies to be lodged with the public employment services (PES).
Others prohibit private employment agencies or restrict their activities in
various ways. Although some of these restrictions can be justified on the
grounds of consumer protection (particularly where the consumer is an
unemployed person), regulations on job brokerage, unlike legislation on
working conditions, are not so defensible. The most common ways of hiring
workers, in any country, are through newspapers, word of mouth or through
contacts. Employers find ways to avoid restrictions imposed by governments.

ILO conventions require countries to provide a free job brokerage service
to workers. This can be interpreted to mean simply that an information service
is in place, providing details of jobs known to the PES or that an advisory
service provides career information to young people. In many OECD
countries, the PES have grown large over the 25 years or so since the mid-
1970s when unemployment increased significantly in most member states.
PES are the vehicles for: (i) administering systems of unemployment benefits
or insurance; and (ii) implementing labor market programs. Even so their
record has not been unambiguously successful. One country, Australia, has
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now moved to privatize much of its PES while leaving only one public core
structure, largely to implement the unemployment benefit system.

Exactly what sort of PES, if any, may be required, is therefore an open
issue. There has been some attempt to establish and strengthen PES in Eastern
Europe but whether the same thing is required in Asia is doubtful. The
Republic of Korea has a PES that seeks to emulate those of many of its OECD
partners. Even under the financial crisis, Republic of Korea had sufficient
strength to consider implementing labor market programs and would naturally
see the PES as the implementing agency. However, there is no reason to entrust
labor market programs exclusively to the PES as various ministries may
participate in a national plan or private providers may successfully operate in
conjunction with public ones. In fact, any institution or organization able to
meet the set standards should be encouraged to offer services such as job
brokerage, training or microcredits. The role of the state is prevalently to
monitor standards, fill the gaps left vacant by other providers and provide for
those groups typically exposed to market failure such as the disabled.

e. Working Conditions

Working conditions cover issues such as:
(i) Occupational health and safety (OHS): This includes safety equipment

and clothing, working in dangerous or onerous conditions, lighting and
ventilation, and the general safety and protection in workplaces—hand
in hand with OHS go considerations of insurance against injury such as
workers’ compensation schemes;

(ii) Working hours: This includes maximum weekly hours, weekend work,
piece-time, casual employees, part-time work, holiday periods, and
breaks during work-time; and

(iii) Age limits on employment: This includes age limits on entry to work (a
core labor standard) and age limits on retirement.

Each of these issues is difficult to cover in broad legislation. It is usual to
set broad parameters for each in national legislation, with more detailed
collective agreements between unions and employers covering individual
industries and occupations.

Working conditions may be difficult to administer. Legislation must
include the need for inspectors, whose roles are as important as the legislation
they are dealing with. Inspectorates are often understaffed, even in industrial
countries, and may be ineffective. Inspectors may be underpaid and there is a
risk of rent seeking (one reason why minimal legislation is desirable), leaving
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most of the “enforcement” to be done through collective agreement at
workplace or at industry level.

Although OHS issues may be second-order compared to core labor
standards, failure to address them can result in increased poverty for
individuals who become unable to work or in increased social protection costs
for governments, which are forced to provide safety nets to overcome
deficiencies in OHS provisions. Unfortunately, part of the attraction of poor
countries to investors (local or foreign) is not only the low wages but also the
low overheads that go with it—low social insurance costs and the low cost
associated with maintaining poor conditions of work. The fact that the true
costs arising from poor working conditions are borne by individuals or by the
government may not be a great concern to employers or may even be viewed
positively by them.

Improving OHS is arduous and can be subject to more frequent and more
intense industrial disputes than wage disputes. Unions regard OHS as a major
area of concern and the role they have played has done more to improve
conditions than enforcement through legislation. The same is likely to be the
case in Asia and the Pacific in the longer term.

Working hours are second-order problems. Again, the attraction of low-
wage countries is the low hourly wage being accepted by workers, and workers
accepting longer hours for a poor weekly wage. Legislation on working hours
can make foreign workers more attractive to employers as they are willing to
forego the legislative benefits. Piecework may be unrestricted or supervision
may be low or impossible. Homework, for example, is common among
migrant workers (especially those who are illegal) even in industrialized
nations. In Southeast Asia workers migrate from lower to higher income
countries. Malaysia, for example, will continue to attract Indonesian workers;
Thailand will attract workers from Cambodia.

Apart from standard weekly hours, legislation often includes details
related to holiday periods such as setting minimum annual leave entitlements
or additional benefits such as long service leave, maternity leave, sickness
leave or penalty payments for weekend work. While these are legitimate
workers’ rights, the capacity of employers to pay these benefits must be taken
into account.

2. Skills Development

Skills development is a national objective and priority for most countries.
It stems from the economic theory that human capital contributes to growth as
well as physical capital, and that investment in human capital should lead to
economic returns. In this respect skills development should be part of the
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national economic plan and objectives in this area should be elaborated on the
basis of labor projections by sector of economic activity.

Skills development is a vast area that stretches from early childhood to
old age. Research has shown that the ability to learn is the result of heritage,
social, health and educational factors that can be traced back as early as the
first year of life. Poor science content in primary education, for instance,
restricts students’ ability to learn technical subjects later on. Hence, every step
in education and training throughout life is relevant for skills development.

Skills development can be
broadly divided into two areas: ed-
ucation and pre-employment train-
ing; and employment retraining
and skills upgrading. Traditional-
ly, education and pre-employment
training is the responsibility of the
ministry of education while em-
ployment retraining and skills up-
grading fall more often under the
responsibility of the ministry of la-
bor or, occasionally, the ministries
of education or industry.

Skills development programs
can be generally designed by gov-
ernments and delivered by both
private and public sector. These
programs exist in most countries
of the Asian and Pacific region.
Many of them, however, suffer
from:

(i) Supply-driven training programs. Government agencies are financed
with little or no account taken of emerging needs of the labor market.
Performance criteria are rarely used to judge systems, which have with
little incentive to adjust to labor market demand. Curricula have often
been devised over many years and left un-reviewed.

(ii) Limited involvement of the private sector. There is usually little
interaction with employers or unions, even in an advisory capacity.

(iii) Lack of student choice. Students may be streamed towards technical and
vocational education and training from a young age. Few students are
able to change streams or progress to post-secondary education. Higher
education may retain features of elitism with graduates employed in
government positions but ill equipped for private sector enterprise.

Box 2. Skills Development in Thailand
Thailand has long realized that its labor force
is under skilled as compared to competing
neighboring countries. The country now has a
large department dedicated to skills
development under the Ministry of Labor
rather than under the Ministry of Education.
The department coordinates the activities of
62 training centers throughout the nation,
providing more than 100 different kinds of
specializations. Currently, about 200,000
trainees are trained each year and
approximately 81 percent of these find an
occupation after training. Information on
courses is provided to school students through
the Ministry of Education. Financing of the
courses is determined on a case-by-case basis
depending on the capacity of the trainee and/or
the sponsoring institution. Government
budget, private institutions, grants and fees can
all contribute to financing the courses.
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These failures lead to a lack of labor market credibility in skills
development. Employers have doubts about the quality of graduates and, more
often, about the certificates that are issued by schools and technical or
vocational training centers. Training also lacks credibility in the general
community and among students. Technical and vocational education and
training (TVET) is perceived as a second-class form of education and training
when compared to general education and governments often finance and
administer the sector accordingly.

a. Education and Pre-employment Training

Education and pre-employment training include basic skills (literacy and
numeracy—primary, secondary and non-formal education), vocational skills
(vocational schools, technical colleges, apprentice/dual systems), professional
and para-professional skills (community colleges, polytechnics), and profes-
sional skills (higher education). Education and pre-employment training is
probably the priority concern for most governments. Although this is a policy
area largely under the responsibility of the ministry of education, it remains the
fundamental basis for supplying good workers to the labor market. Yet, educa-
tion is mainly perceived as the school for good citizens, the place where chil-
dren learn about their country, history, culture and the world outside. It is the
place where intergenerational knowledge transfer occurs. Course curricula are
usually strongly influenced by political factors because education is perceived
as the institution that eventually shapes political ideas. While these aspects of
education are certainly the most important for nations worldwide, they over-
shadow the more practical function of supplying good workers to the labor
market. Also, the divisional responsibility between the ministry of labor and
the ministry of education contributes to the fracture between formal education
and the labor market.

In terms of skills groups, the field generally covers:
(i) Preparatory occupations, which are usually entry-level jobs for young

people, often in service occupations such as retail trade;
(ii) Skilled operators such as plant and machinery operators, and drivers;
(iii) Trade skills such as mechanics, electricians and others;
(iv) Post-trade skills such as basic business management or bookkeeping;
(v) Technicians and para-professionals such as dental technicians,

electronics technicians, para-medical staff, nursing aides; and
(vi) Professional skills usually implying higher-level education skills

although many occupations can be described as “professional”.
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A country may be pursuing many objectives through its skills
development policies, encompassing elements of labor market policy,
education policy and social policy. Some countries seek to improve
participation in higher education by streaming students, at an early stage, into
vocational or academic schools. Vocational students have their access to
higher education and wider opportunities severely restricted. Yet this
streaming may still give rise to poor quality vocational schooling to the
detriment of labor market needs. Other countries, concerned about youth
unemployment, use vocational training centers as a social safety net. The
training, however, often turns out to have minimal labor market relevance and
it is debatable whether the policy achieves even social objectives let alone
labor market ones.

In countries where the general education system reaches the
overwhelming majority of the population, and where average years of
schooling is around 10 years or more of education, the difference between
education and work is less of a problem. That is because people with tertiary
education normally have good learning skills and capabilities and can be easily
retrained in different professions, while lower educated people need more time
to be reoriented or to access new professions. Hence, a proper objective for the
general education system is normally to keep children as long as possible in
education and to increase as much as possible the learning capabilities rather
than the professional skills.

The drawback of such a strategy in a developing country is the risk to
create a pool of unemployed with tertiary education. Many Asian economies
are facing such problems because education systems have progressed faster
than industry. New graduates simply do not want the jobs available in industry,
while services and the public sector are unable to absorb the totality of tertiary
graduates. This is a problem that some developed nations, such as Italy, are
facing because the tertiary education system has been traditionally open to
everyone and is free of charge. This has encouraged many people to undertake
university studies while the job market still required many more vocational
and technical skills. Other countries, such as Germany, have instead built a
more diversified educational system with many more options available to
students in the vocational field. They have kept a closer eye on developments
in the labor market so as to reorient the education system accordingly.
Especially in an early stage of industrial development, the labor market
applicability of skills learned at school should be closely monitored.

Hence, proper planning implies finding the right balance between
educational output and labor market needs with an emphasis on flexible skills
rather than overspecialized ones. The educational system in the Soviet Union
was a typical example, where the nature of the plan allowed making clear
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projections on professional skills needed and where education could be
tailored accordingly. With the transition to a market economy, FSU countries
faced enormous problems with large number of workers disposing of obsolete
and highly specialized skills and low capacity to learn new skills.
Paradoxically, one of the best educational systems in the world proved ill
prepared for changes in labor demand. One of the lessons learned from this
experience is that the basic and compulsory educational system is better suited
to train capable and flexible individuals with good learning abilities rather than
overspecialized technicians. Technical and professional skills should be more
the responsibility of the employment training and skills upgrading system.

b. Employment Retraining and Skills Upgrading

Economies in most developing countries are usually notable for the
dominance of smaller enterprises, often in the informal sector, which are
usually reluctant to undertake training except to meet the most immediate and
limited needs. Even larger enterprises may be unwilling to commit themselves
in establishing training centers of their own. Most employers complain about
trained staff being “poached”.

Pre-employment training is therefore usually in urgent need of
development. Existing workers need retraining or skills upgrading. Even
though much of this should be the responsibility of industry, there are reasons
for government assistance. Industries that are restructuring and changing (for
example as a result of privatization) already have a substantial investment in
their workers. In-service training offers a more effective and cheaper way of
upgrading their workforce. Government intervention, however, should be
geared to fostering greater industry expenditure rather than replacing private
expenditure with public expenditure or creating infrastructures to manage the
process. The reforms needed are essentially financial.

Studies into the reform of training systems usually concentrate on
institutional issues and tend to ignore the financial changes that should be an
integral part of reform. Many training systems argue that their main problem
is a lack of resources; poor equipment, and inadequate training materials and
supplies. This is often not the case, and institutional reforms should normally
be implemented before capital investments. The reforms should therefore have
two aspects: financial and institutional.

Financing should be designed to make systems more demand-driven and
outcome-oriented and to develop greater pre-employment training in the
economy. Reforms should focus not just on increasing the expenditure on
training but on ensuring that existing expenditures are more effectively spent.
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There are three main sources of funds to finance training:
(i) Government budgets: typically through individual ministries; the most

frequent case is where the ministry of education is the major supplier of
technical and vocational education and training and budgets are
provided through normal education funding;

(ii) User fees: typically student fees or fees for employers on a fee-for-
service basis; and

(iii) Special funds: often financed from payroll tax levies and used to finance
post-employment training as well as pre-employment education;
ministries of labor are often involved, if not in collection (which may be
left to the tax collecting agency), at least in the disbursement of funds.

Many developing countries, or countries in transition to market
economies, apparently suffer from inadequate financing of Technical and
Vocational Education and Training (TVET). However, much of this can be
traced back to the fact that they rely on direct employer contributions as their
main source of finance. These are invariably inadequate, as avoidance by
employers is high. Industrialized nations, on the other hand, can usually rely
on significant employer contributions through the direct participation of
employers in training, either apprenticeships or direct involvement in skills
upgrading.

The imposition of training levies leads to the same problem as with any
tax. Compliance is low and most likely to fall on those already undertaking
training, such as larger enterprises and multinationals. Taipei,China and the
People’s Republic of China abandoned their schemes and the Republic of
Korea has changed them often. In Singapore the disbursements were lower
than collections and the Malaysian scheme was unduly complicated. In OECD
countries, such schemes have a lower place. There are no such schemes in
Germany; and Australia, which flirted with a scheme in the mid-1980s, gave
it up in the face of evidence that employers were undertaking more than
enough training without being subject to a further government impost.

TVET undertaken in the education system is not necessarily financed in
the same way as other education sectors, such as higher general secondary
schooling or higher education, even where they can all be considered to be
post-compulsory education. Student fees are more likely to be charged in
TVET than in other education sectors. Even so, the fees do not cover any more
than a fraction of the real cost. TVET institutions are also more likely to
undertake the sale of goods and services produced by them than other
educational institutions. However, there really seems little reason to
distinguish the financing of educational institutions on the basis of the type of
course offered. It would seem preferable to distinguish only on the basis of

13883-Asia.book  Page 92  Tuesday, December 11, 2001  11:37 AM



Labor Market Policies: Theoretical Background 93

age, tying government funding to its obligation to provide compulsory
education but leaving post-compulsory education open to a more diverse
source of funding.

At least at the level of the post-compulsory education and training, the
financing of institutions is also closely tied to the extent to which private
providers are allowed to operate. Private providers in skill levels often
concentrate on areas where lesser capital investment is required, such as
secretarial skills, computer studies (especially at a lower level), and hospitality
training (for example, hotel staff and restaurant waiters). More expensive
training (such as electrical and automotive mechanics) is more likely to be
financed by governments.

Even though all governments finance training to this, some extent, does
not necessarily mean they also have to provide all the training. Some
governments (for example, Sweden) allow non-government providers, such as
private enterprise and profit or non-profit NGOs, access to government
funding, usually on a competitive basis. NGOs can include industry or
workers’ associations. The government agency responsible for financing
training should not also be responsible for delivering training. Delivery
agencies should be asked to compete for government finance along with the
nongovernmental providers.

Institutional arrangements should be designed to establish a system of
accreditation and standards for the vocational training system. While some
may conclude that the priority for reforms is to upgrade classrooms,
workshops, staff, equipment, materials and so on, this is not often the case.
Rather, the priority is to ensure that training standards are relevant to the
economy and that credentials are meaningful at a number of levels.
Recognizing this, a number of countries are beginning to adopt qualifications
frameworks that establish training standards based on occupational
competencies agreed with industry. The frameworks include appropriate
systems for assessment of training and for certification of skills attained.

Some care has to be taken with these developments. Countries like South
Africa are adopting frameworks that are very comprehensive and complicated.
It is doubtful if this sort of development is warranted. Cambodia is reforming
its TVET system with the help of the ADB and is also contemplating the
adoption of a formal qualifications framework. In theory, this may make sense
but in practice other needs of the system are so much greater, and a detailed
and formal qualifications framework cannot really be afforded.

Nevertheless, reforms should be designed to establish a system of
accreditation and training standards, especially for the pre-employment
training. Strong industry involvement, even to the extent of domination by
industry, is essential. Private training providers could also be invited to seek
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accreditation. Funding (e.g., through support for students paying fees) might
be dependent on private providers obtaining accreditation but they should not
be coerced or forced by legislation to be accredited. Nongovernmental
providers generally fail or succeed on the basis of their outcomes and how they
choose to operate is at their discretion.

The role of industry associations varies considerably from country to
country. They are usually strong in developed countries, operating as the voice
of one of the social partners and being parties to industrial agreements. In
developing countries, their voice is frequently muted. In some cases,
associations have been closely tied to political structures, making their
independence suspect, while in others government ministries oversee them.
The independence of the associations should be beyond question.
Nevertheless, in most countries, industry associations have the potential for
considerable strength and are at the forefront of reforms toward market
economies.

Not surprisingly, the role of industry associations in TVET is strongest in
countries that already have well-established market economies. In countries
such as Germany and France, employers’ associations are active in setting
standards, undertaking assessment of training, and providing certification. In
many countries they are active in setting standards through industry-specific
tripartite mechanisms. Nevertheless, the emphasis on training remains with the
larger companies, and associations must work hard, along with government, to
encourage training among small enterprises.

Government intervention may result in ad hoc structures being
established. The most notable example is in the United Kingdom where the
government has established a variety of bodies over a long period. Each of
them has been tripartite, supported by government funding, with strong
bureaucratic involvement in their management. Other countries, such as
Germany and France, also support the idea of using employers’ associations
as integral elements of any national training policy. Their role includes
involvement as equal partners in national tripartite structures, and involvement
as the dominant partner in developing standards, assessment and certification.

National Training Boards (NTBs) offer one mechanism for coordinating
training although their emphasis is generally on training outside the education
system. A tripartite board in particular offers the best way of maintaining
cohesion between government agencies and industry in meeting labor market
objectives, especially if it is seen more as an industry body than just as another
government agency. NTBs are being proposed or developed in many countries.
Malaysia has had a board known as the National Vocational Training Council
since 1989. There are now proposals to give it greater legal authority to
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coordinate training, bringing it closer in line to Singapore’s Vocational and
Industrial Training Board.

3. Labor Demand Policies

Labor demand policies mean policies that target the enterprise with the
specific purpose of protecting, encouraging and upgrading labor in enterprises.

a. Support to Enterprises

Support to enterprises should be understood as a family of policies aimed
at reducing enterprise costs or increasing profits via non-market mechanisms,
i.e. with government intervention. For example, an import tariff is a subsidy to
local producers vis-à-vis foreign producers and so is a tax cut. Reductions in
social contributions to be paid by enterprises may also be understood as a form
of subsidy as well as a price policy that supports certain producers at the
expense of others. There are also other forms of subsidies meant to support the
enterprise to achieve particular objectives such as cash subsidies for
technological or skills upgrade or simply training offered free of charge. The
European Union, for instance, supports enterprises in disadvantaged areas of
the union with a number of subsidies schemes aimed at boosting production
and employment. In economies undergoing rapid structural changes, such as
in transitional economies, subsidies may be channeled for restructuring of
SOEs or for encouraging the creation of new private businesses.

Subsidies to enterprises are perhaps the least popular means among
analysts. They are generally accused of distorting product markets, favoring
malpractice and misallocating resources. In effect, in an economy or in a well-
developed product market with a significant number of competitors and clear
competition rules, the intervention of the state in favor of one producer or
industry is obviously an unfair practice and an obstacle to growth.

Yet, in developing economies dominated by few domestic oligopolists or
multinational monopolists, where anti-monopoly commissions are not in place
or easily lobbied, and where competition rules are sketchy or nonexistent, the
state may be called to protect some industries from unfair competition. This
has been argued in the past in the so-called “infant industry” literature. The
argument is that a newly born manufacturer in a developing country cannot
possibly survive the competition of a multinational giant unless some form of
protection is granted by the state. This is an argument that received harsh
critique, particularly during the 1980s and early 1990s, but still maintains a
certain vitality in the light of the fact that all countries, including the United
States, resort to protecting industries from foreign competition when a serious
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threat to local producers emerges. Even a low tax regime is in fact a state
subsidy for domestic producers vis-à-vis foreign producers.

Infant industry argument apart, other cases may be suited for a
reconsideration of state intervention. One of the important unresolved issues
in transition and developing countries is the restructuring of enterprises.
Restructuring remains a problem for a variety of reasons including the fact that
a viable financial system is not in place, and because large and medium credits
are simply not available for large and medium enterprises. In Central Asia as
in Russia, banks charge interest rates that are far too high for local producers.
Banking is still a very cumbersome activity, highly risky, and burdened with
bureaucratic requirements. In other words, borrowing for most entrepreneurs
is not an option. Foreign investors have been either disappointed by bad
experiences or fearful of the unstable political climate. Bad or poorly skilled
management has also contributed to impede reforms and enterprise
restructuring creating the current impasse in production.

It seems that private institutions have not automatically filled the role left
vacant by the state with the transition, which de facto leaves to the state the
burden of the consequences, such as high unemployment and low budget
revenues. The question is not so much whether state subsidies are good or bad
but who benefits, for how long, and what is done with them. In other words,
the real urgent question is not about economics but about governance. The
process of industrialization of post-war Europe, Japan and the Republic of
Korea has largely been based on state subsidies and public enterprises. What
contributed to the successful development of these countries were a vision and
a government driven industrial strategy. While anyone would recognize that
private enterprises in a market economy with proper competition employ
resources more efficiently, the government still has an important role to play
in a very early stage of development to create the conditions for a market
economy.

b. Apprenticeship Programs

Apprenticeship programs are designed to bridge the gap between the
educational system and employment. Employers prefer experienced workers
and often find the cost of employing a new graduate too high. That is because,
even when the salary remains low, social contributions have to be paid and the
total cost of the worker remains high. Apprenticeship programs have proved
effective tools to encourage enterprises to hire new graduates. However, the
drawback is that schemes are often so convenient for enterprises that when the
apprenticeship program is finished (periods from 3 to 24 months are usually
covered by such schemes), employers dismiss the newly trained workers only
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to start with other trainees. This is often the case in countries such as Italy
where social contributions are a heavy burden indeed and enterprises find
apprenticeships programs as a way around high labor costs.

On the contrary, many Asian economies are less keen on apprenticeship
programs because of the risk of “poaching” once the training period is
finished. In this case the problem relates to the scarcity of valuable skills rather
than to high labor costs. Therefore the success of these programs is linked to
the “fine tuning” of government contributions. These should be just enough to
fill the gap between what an enterprise would be willing to invest in a new
untrained recruit and the actual cost of such training.

c. Defensive Restructuring

In times of crisis, the enterprise is faced with the choice of shedding
labor, hence shifting the burden on the employees and ultimately on the
government, or undertaking a number of measures aimed at reducing costs
without necessarily shedding labor. These measures can be called “defensive
restructuring” and include various forms such as work-sharing mechanisms,
working time reductions, wage cuts and early retirement.

Work-sharing programs simply split a job place between two or more
persons. This scheme is not very easy to implement because it is difficult to
coordinate different people on the same tasks or attribute responsibilities when
problems emerge. For these reasons, enterprises do not usually look very
favorably at these schemes. However, assuming that the beneficiaries are
willing to split salary and benefits, the scheme has the advantage of
maintaining two people with the same capacities with the possibility of
backing up each other or quickly expand production when needed. The scheme
also suits categories with particular necessities, such as mothers with children
or people who need recurrent health care. It is in fact a form of part-time labor.

Reduction in working time allows enterprises to save on wages without
shedding labor during economic downturns. The hope is that the crisis is
temporary and that production will pick up again. In this case, it is less of a
cost for the enterprise to keep labor on part-time than shedding labor first and
then re-hire later. This attitude may be encouraged by the government by
allowing companies to save temporarily on contributions other than wages. If
the crisis persists and is limited to the enterprise, then such policy may turn
against both the enterprise and the labor market and should therefore be
discontinued.

Cuts in real wages tend to occur during crises by default rather than as a
policy. That is because a crisis usually implies high inflation and wages are
quickly eroded. The case of Central Asia during the first half of the 1990s and
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the case of Southeast Asian economies during the last crisis are obvious
examples of such a process that contributed to maintain a relatively high level
of employment during a major economic downturn. Such a phenomenon
allows enterprises to survive during economic slumps with relatively small
social frictions, given that inflation is usually understood and accepted as a
common disease during a crisis.

Early retirement schemes are traditionally one of the most popular
schemes for enterprises undergoing restructuring. This is a good exit route for
both workers and firms but may leave the burden of pensions on the insurance
scheme, especially in societies that are ageing very fast. The government
should decide whether the short-term benefits compensate for the long-term
effects and bad governance impacts on the pension scheme.

4. Labor Supply Policies

Labor supply policies mean policies aimed at targeting the part of the
working age population not fully employed and in need of an occupation.

a. Public Works

Public works programs offer one means of providing assistance to the
unemployed and other groups in need of an occupation. They are perhaps the
programs that come closest to social protection, as the main objective is
income maintenance. The key to their effectiveness is self-selection. Effective
self-targeting depends, in turn, on setting the conditions of the program,
particularly the wage, so that only the most needy apply.

A scheme could have the following features:
(i) There would be no prescribed selection criteria, for example by

directing the program to different age or gender groups. It is to be by
self-selection. The wage determines the market response.

(ii) There should be an appropriate wage level. Setting an appropriate level
for public works wages is clearly a key determinant of how the scheme
operates. Wages should be set high enough for public works to be a
better option (at least for some) than not working at all but low enough
not to attract any but those in real need. Since the budget for public
works will often be limited, the wage needs to be set a level that brings
the demand and supply more or less in balance. The basic idea is that
public works is a “poverty-related” program. The key parameters to set
the wage are the poverty level, the real level of the minimum wage in the
economy, the minimum consumption basket and the level of social
assistance (i.e., cash assistance) provided to poor families.
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(iii) Substitution effect should be minimized. Work should be additional to
what is already undertaken by the public and private sectors. This is
difficult to achieve in any situation and is one good reason for having
public works financed by a specific subsidy from the national budget.

(iv) The program should normally be administered at a regional level.
Typically, the work would be low level, unskilled labor. Management
groups may be local governments or social fund agencies or non-profit
organizations, but not private employers.

b. Microfinance for Microenterprise Development

Credit schemes for small and medium-size enterprises and self-
employment are some of the most popular means to generate employment. The
schemes arise from the necessity to support mainly small activities with a loan
otherwise inaccessible in the formal financial system. The lack of access to
credit in the formal financial system may be due to the non-existence of small
retail finance/banking services non-affordable interest rates, severe collateral
requirements or discriminatory bank practices against categories such as
women or the poor. Microfinance schemes normally attempt to by-pass these
obstacles by keeping minimal interest rates, relaxing collateral requirements,
reaching the poor where they live, mobilizing local savings and providing
equal opportunities to all those in need.

Microfinance experiences throughout the developing world are countless
and vary a great deal in success. The Grameen Bank in Bangladesh is perhaps
the most widely acclaimed system in Asia but there are many other examples.
In Viet Nam alone there are at least six different forms of microfinance
programs delivered under different institutions, including the bank of the poor,
the employment promotion fund, the cooperative alliance, the women’s
association, trade unions and state banks. The purpose of all these credit

Box 3. The Maharashtra Employment Guarantee Scheme
This scheme in India is perhaps the most renowned public works program in Asia. The
program had an impressive record in terms of numbers with 875 million person-days of
work created in 1991 alone. An evaluation of the program showed that the targeting was
good with more than 70 percent of the beneficiaries below the poverty line and that it
effectively contributed to contain the adverse consequences of droughts. One of the key
elements of the success has been attributed to the fact that the wage rate had been set at a
level below the minimum wage and that this, in turn, allowed for proper self-selection. The
scheme also had a visible effect on Indian infrastructure, particularly the irrigation system
that has been an important factor for the consequent expansion of agricultural output. The
scheme has more recently come under criticism as its records have been declining but it
historically remains a major example of an effective public works scheme.

13883-Asia.book  Page 99  Tuesday, December 11, 2001  11:37 AM



100 Chapter 2

schemes is employment generation and poverty alleviation but the means to
achieve these objectives vary according to the type of beneficiaries.

Microfinance involves more than simply microcredit; it addresses
banking and non-banking services to the poor—very importantly, savings
mobilization and microinsurance, in addition to the microcredit products.
Some of the characteristics of a good microfinance scheme should be:
(i) Close to the beneficiaries. Many small branches are better than few large

branches. Services must be available to people in their surroundings,
otherwise transaction costs (e.g., transport) will limit the number of
beneficiaries.

(ii) Designed so that collateral requirements are in reach of the target
group. If the target group is the very poor with no available guarantees
by definition collateral should be minimal. Work can also substitute as a
form of payback mechanism. Sometimes a bank of time can substitute
for a credit scheme. The principle behind a bank of time is exchanging
hours of work across different professions. This may be an alternative
solution where cash is scarce.

(iii) Low interest rates. Microfinance schemes should not compete with but
complement the formal banking system. They should be designed to fill
a gap existing for the poorest. Hence, interest rates have to be as low as
possible. That is why cooperative or community forms of schemes tend
to be the most popular. Successful microfinance schemes sometimes
evolve into proper banks and naturally start competing with bigger
banks losing their original function. While this could be a positive
development and a sign of improved conditions, it can also create a
vacuum for a real need of low interest credits. In this case, either a new
scheme is set up or a restructuring of the scheme is needed.

(iv) Small and frequent repayments. This allows verifying customers’
repayment abilities and possible problems early on so that the credit
does not become difficult to manage for both the bank and the customer.
Poor people tend to be less literate and have more difficulties in dealing
with numbers and money. They are also often concerned and worried

Box 4. The Grameen Bank
The Grameen Bank of Bangladesh is probably the largest and most renowned experiment
of microfinances for the poor in Asia. Today, the Grameen Bank counts 1,118 branches,
reaches more than 38,000 villages, has almost 2.4 million members and has disbursed
more than US$2.5 million in credits. The bank lends to individuals or self-constituted
small groups and does not ask for collateral. Control is within the group. The scheme has
been monitored and evaluated by several institutions and it has been shown that
participants and villages where the Grameen Bank is present regularly outperform non-
participants and other villages in terms of income and welfare.
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about not being able to meet the debt because they do not feel in control.
With small repayment there is a better opportunity to familiarize with
the system and gain confidence.

(v) Group pressure. An internal control mechanism based on trust managed
by members for the members. Microfinance schemes for the poor are
often community based. They rely on a close network of people who
know each other with different levels of trust. Therefore the best people
to decide about responsibilities and tasks within the scheme are local
communities that can design appropriate methods of control suited for
local customs and traditions.

(vi) An external control mechanism based on financial criteria and managed
by a supporting institution (the government, NGOs or multilateral
donors). Credit schemes are often initiated and financed by donors.
While one aim of these schemes is long-term sustainability and
autonomy, a role for the donor could still be to assist the institution with
an external control based on financial criteria. With time this function
can be passed on to the beneficiaries but these often need a learning
period and technical assistance should be phased out over a sufficiently
long period.

5. Labor Market Programs and Services

Labor market programs mean programs that aim at facilitating labor
market functioning by reducing mismatching and labor market rigidities, and
by increasing information and placements. Policies aimed at these objectives
include job brokerage, labor information systems, training, housing programs
for labor mobility, psychological support for the unemployed, and other
programs aimed at mobilizing the discouraged unemployed. These programs
are usually managed by the employment services under the ministry of labor.
Two areas of interventions are described: (i) job brokerage, and (ii) training
programs for the unemployed.5

a. Job Brokerage

Job brokerage is perhaps the most important function of employment
services. Especially in economies with underdeveloped labor markets, where
communications means are limited and where information is difficult to
acquire, employment services can be the proper place where labor demand

5. The unemployment benefit system is treated under the chapters on social insurance.
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(vacancies) and labor supply (job seekers) in the wage sector meet. Among the
services that can be considered are the following:
(i) Accepting and then displaying or advertising job vacancies;
(ii) Screening of applicants;
(iii) Automatic (computer) matching;
(iv) Referrals and placements; and
(v) Self service operations.

Job brokerage includes a number of services tailored for job seekers and
enterprises. Job seekers are assisted by first being registered and then with job
offers and other offers such as training, psychological support, and job clubs.
If none of the activities lead to a job, job seekers are registered as unemployed
and, if eligible, offered benefits. Enterprises, on the other hand, are offered the
opportunity to advertise their vacancies at the employment services. When
candidates who meet requirements are found, they are sent for an interview at
the enterprise. Services may be provided free to unemployed jobseekers.
Services to employers may be free of charge or may attract a fee depending on
the service offered. The Public Employment Services (PES), for example, may
display vacancies for free but charge for screening applicants. Services may
also be provided to employed jobseekers (looking to upgrade their jobs),
perhaps at a fee. Services may be provided through the PES or be contracted
out to private providers.

The emphasis in government services is to provide assistance to
unemployed jobseekers. In addition, the PES may be required to administer a
work test, requiring unemployment beneficiaries to accept work offered to
them, at least under certain conditions (for example, beneficiaries may be able
to reject offers outside their designated occupation or outside a certain distance
from home).

Job brokerage services are expensive to operate, more so if there is no
cost recovery, and poorer countries need to consider carefully whether they are
worth having. On the other hand, many countries are reluctant to let private
agencies operate freely. They worry about jobseekers being defrauded by
private agencies: typically by advertising non-existent vacancies and then
charging fees to conduct job searches; or by offering jobs tied to training
courses that attract a course fee. Governments prefer, at least, to license private
providers and sometimes refuse to let them operate at all.

Job brokerage is obviously a necessary and valuable function. However,
there are a number of problems, which often emerge with employment
services. Firstly, the rules for registration as job seekers or as unemployed are
determined by law and are often quite strict. These usually include the
possession of certain documents such as a residency permit, a workbook or
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payslips. Some among the most disadvantaged may not have the requirements
and are the first to fall out of the system. Moving from job seeking to
unemployment registration to entitlement for benefits increases the number of
requirements such as: not having refused job offers a certain number of times;
not having refused training; not having been registered as unemployed during
the previous six months; or not fulfilling some income criteria. The result of
these requirements is that many who approach the employment services for
help fall out of the system by default. Usually, these people are the most
disadvantaged and tend not to re-apply because the first experience has been
disappointing.

Secondly, the number of the unemployed who actually approach
employment services is usually small in developing countries. The reasons are
several and include excessive distances from employment services, transport
costs, poor expectations, poor services provided, little or non-existent
unemployment benefits. Employment services often complain that they cannot
reach their customers.

Finally, the number of enterprises that actually uses the employment
services to advertise vacancies is usually small. This is so even when
advertising is compulsory. The reason seems to be that enterprises prefer to
advertise vacancies in newspapers and elsewhere, because they believe that
employment services can only provide unemployed people with low skills and
motivation. This is partly true but it is this kind of self-fulfilling prophecy that
makes employment services inadequate. Enterprises do not trust employment
services and, as a consequence, good workers know that employment services
do not advertise good job. The labor market takes place outside employment
services. This may not be a big handicap in well-functioning labor markets,
where private employment agencies play a major role and where many
newspapers and other means of communications have job sections. However,
it is more of a problem in developing countries where the government is often
the sole entity with the necessary resources to set up an effective job brokerage
system. In this case, it is important that employment services gain the
credibility they need to fulfill an existing need.

Governments are usually more informed, at least quantitatively, about the
labor market than most employers, workers or jobseekers.6 They have access
to data (from statistical collections or administrative data) that are not widely
known. One of the most important services they can provide is to make this
information widely available through the employment services, through
educational institutions, and though publications and advertising.

6. Although it is worth mentioning that communities are well informed qualitatively, often
better than many analysts.
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b. Training Programs for the Unemployed

Training for the unemployed by the employment services is usually
offered after a period of job search. When job seekers approach the
employment services, they are offered a vacancy list or a number of interviews
with enterprises. If the job search does not come to a result during a certain
period, the job seeker is offered some retraining opportunities. These can be
training courses organized by the employment services but also training
offered by other institutions, private and public, and paid for by the
employment services or other budget sources.

The relevant issues concerning training are the quality and relevance to
the labor market. Quality is the first priority of any training course and, as any
other course, this can only be guaranteed if a proper method of evaluation is in
place. Relevance to the labor market is obviously important but very often
training courses turn out to be not very relevant. This is partly due to the fact
that employment services grow to become big machines with heavy structures
where curricula are fixed and reformed rarely. Training for trainers is under-
financed and outsourcing training is expensive. The result is that the training
offered is of little interest to both job seekers and enterprises. Nevertheless,
governments often continue to maintain poor systems because it keeps the un-
employed away from the unemployment roster and because they can always
be justified on an employment assistance basis. A typical attitude is to think

that any training is good because
it keeps people busy and mentally
active. While this may be true, a
good training course is the one ca-
pable of responding to a real de-
mand serving both employers and
workers best.

The private sector can also
contribute effectively to the train-
ing of the unemployed. There is a
clear interest, at least in certain
economic sectors, to train techni-
cians who are in scarce supply
and many industries may be will-
ing to contribute to the training
process. This is useful not only
from a financial perspective but
also from a labor market perspec-
tive. Enterprises are in the best

Box 5. Penang Skill Development Centre 
(Malaysia)

This is an example of social partnership for
training in the electronics industry, which is
based on a partnership between the state,
private enterprises and academia. The center
was established by multinational enterprises
and the Penang State Government and is
managed as a business by a management
council composed of public and private sector
representatives. The state provides cash grants,
trainers, equipment, training materials and
premises. The private sector supplies
financing, equipment and trainers. The center
is used both by the Government and the
private sector. There are user fees for courses
and membership fees. (Quoted from Mitchell,
A. G. (1998), ‘Strategic Training Partnership
between the State and Enterprises’, ILO,
Employment and Training Papers, No. 19).
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position to evaluate which skills are needed and when, and the commitment to
finance training is a guarantee that the acquired skills will lead to a permanent
job.

6. Unemployment Compensation Schemes

Financial assistance to the unemployed may be provided through contrib-
utory schemes (Unemployment Insurance or UI), or non-contributory schemes
(Unemployment Assistance or UA). Either way, the schemes should be:
(i) Financially affordable and sustainable at various stages of economic

cycles;
(ii) Equitable among different groups of unemployed, and fair when

compared to other forms of social assistance available to those in need;
and

(iii) Administratively feasible.

a. Affordability and Sustainability

In unemployment compensation schemes, claims increase as
contributions decrease—as unemployment rises, compliance declines.
Enterprises disguise payrolls and employees are willing to receive cash
payments in return for work. Part-time and casual work increases, much of it
in the informal sector. The contributing sector thus declines faster than the
overall level of employment.

Affordability and sustainability are achieved by adequately balancing the
levels of expenditure on unemployment compensation, and the source of
revenue to pay for it. Decisions on the one affect the other. All schemes set
limits on entitlements. These may be limits on the duration of compensation,
which imposes a brake on expenditure at times of higher than usual
unemployment when the length of unemployment tends to increase. Waiting
periods can also be introduced, the impact of this being noticeable no matter
the level of unemployment. Setting the wage-replacement rate is also a critical
factor; high replacement rates tend to increase the level of unemployment by
lengthening its duration, the unemployed are able to undertake longer job
search as they can afford to wait for a better opportunity to come along. It does
not matter whether or not the scheme is insurance-based.

UI schemes, described in Chapters 4 and 5, appear more self-contained;
however, governments are prone to increase the levels of compensation
beyond a point that the levels of contributions can sustain. Subventions from
government budgets are common. Even UI schemes should therefore be seen
as inevitably having significant budgetary impacts. The issue is clearer with
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non-contributory schemes; UA is a line item in a government’s annual budget,
and so it is more clearly recognized as competing for limited government
resources.

b. Equity and Coverage

One question is whether financial assistance to the unemployed is a labor
market or a social welfare program. UI schemes are surely the former—they
assist people who, by virtue of their contributions, are entitled to make claims
for assistance. UA schemes may also be considered labor market programs
provided only those unemployed persons with a work history are eligible for
assistance. Both schemes apply work tests to ensure that claimants are willing
and able to work. When schemes distinguish between claimants by using
income tests or means tests they become social assistance programs.

Coverage of the schemes is a critical topic for equity considerations.
Insurance-based schemes rarely cover the whole country. By definition their
coverage is limited to those who are contributors, that is to those in the formal
sector and, even there, compliance may be low. Non-contributory schemes can
have wider coverage but if eligibility still depends on a claimant demonstrating
a work history then the informal sector will again be excluded. If work history
does not have to be demonstrated then the schemes are general social
assistance programs.

For many governments, serious questions of equity and fairness are
raised with respect to UI and particularly UA—is it fair that some unemployed
people should receive more benefits while others in worse plights may receive
nothing? The coverage of unemployment insurance schemes is often low,
particularly in countries with large informal sectors. In addition, UA schemes
may not be easily affordable. In any case, administrative difficulties arise when
it becomes necessary to assess people’s need for assistance. Schemes may
require assets or income tests to be applied, extremely difficult at the best of
times but perhaps impossible in countries with poor administrative records and
administrative systems. In cases where both coverage and government’s
administrative capacity is low, public works programs offer one means of
providing assistance, given that they depend on self-selection from among the
unemployed as the means of targeting the program.

c. Administrative Issues

Revenue for UI schemes, the collection of payroll levies, is not an easy
task in DMCs with significant informal sectors. In transition economies, for
example, it is reported that payroll levies are even being paid in-kind,
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according to the produce available from the enterprises involved. Additionally,
corruption is a common leakage of revenue in many DMCs, starting at the
collection point. The first priority, then, is an effective collection system;
irrespective of whether the revenue is for an earmarked fund (such as a UI
fund) or for general revenue. Generally, unless a country has a reasonable tax
collection system, contributory schemes will fall considerably below
expectations.

It is also important to decide whether the system should keep individual
accounts. Single funds are certainly simpler to design and administer,
however, if funds are collected into general revenue then there is no guarantee
they will be used for the purpose they were collected for in the first place. For
instance, at the end of the 1990s the Kyrgyz Republic government collected all
social contributions into a single social fund but then spent those funds
according to other priorities. Since all payments from the funds were in
arrears, and since the government regarded old-age pensioners as priority, UI
contributions were diverted. But individual accounts are an option much as
they are in pension schemes. Accounting and administration thus becomes
more complex.

A fast and direct payment system needs to be set to effectively cover the
risks of the unemployed. Payments in arrears, however, are very common in
the region. There may be questions about the banking system, or the postal
system or the use of payment agents, even where the payment agent is the
government’s own social protection or employment department. In many
transition economies, under-the-table payments by petty bureaucrats with very
low salaries have been documented. This should be taken into account before
designing any unemployment compensation system.

7. Labor Migration

Given the relative disadvantages suffered by rural areas in most Asian
countries, such as lack of work opportunities and high levels of poverty, labor
migration is an important factor in Asia and the Pacific labor trends. Migration
can be internal (predominantly from rural to urban areas) and external (both to
and from foreign countries). In both cases, the main reason reported for
migration is lack of good employment opportunities. Other, secondary, causes
for migration, especially among the poor and the unskilled, include:
(i) Landlessness, which is a major reason for the migration of rural

workers;
(ii) Seasonal opportunity, especially in areas that produce only one major

crop a year;
(iii) Higher wage rates, and
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(iv) Perception of higher living standards of the earlier migrant workers.

Workers who are more skilled (graduates, for example, or technicians and
skilled crafts workers) are more likely to seek long-term or even permanent
migration and will continue to do so as long as the opportunities in their
national labor markets offer inadequate opportunities.

a. Internal Migration

The main reasons for internal migration from rural to urban areas are
clear. Migrants may be: in search of employment; displaced; moving because of
marriage; transferring their work place; avoiding natural calamities or seeking
greater physical security; or improving their educational opportunities.

Bearing in mind the risks associated with illegal external migration, it is
reasonable to assume that internal migration to the city will be the favored
movement for most migrants. Seasonal movement, based around an annual
agricultural cycle, may also become a significant feature of internal migration
to urban areas generally as it has been the case in the People’s Republic of
China, even though the costs and distances may be significant. Urban-rural
migration is less common but frequent in times of crisis such as during the
transition in Central Asia or during the financial crisis in Southeast Asia. In
these cases, migrants move in search of subsistence activities, self-
employment and generally lower living costs.

The proportion of people who migrate is likely to be younger than the
population in general. The age structure of the labor force in the cities is
therefore also likely to be younger, bringing with it its own problems. This can
be expected to continue, with the inverse impact on the rest of the country.
Internal migration, at least in the short-term, may well have an impact not only
on the respective growth rates of urban and rural areas but also on their
demographic structures.

The government attitude towards internal migration can either be in terms
of encouraging or discouraging such flows. When regional mismatch exists
governments should support migration flows with housing policies and other
policies aimed at facilitating the insertion of workers and their families in the
new working environment. Enterprises are usually unable to sustain housing
and relocation costs. When a supporting government policy is missing
collateral phenomena develop such as shantytowns and ghettos for migrant
labor.

These typically urban developments, visible across Asian cities, become
in the long run a substantial cost for governments in terms of rise in
criminality, low schooling and generally poor human development. As a
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response to such phenomena, governments may turn to try to discourage rural-
urban migration by emphasizing regional and rural development. However,
development in rural areas is a lengthy process and the attraction of a large
metropolis for rural labor has proved to be a very strong force difficult to stop
or even slow down. Therefore, while long-term policies may focus on rural
development, short-term policies have to necessarily address urban
settlements and infrastructure problems.

b. External Migration

External migrants face higher costs than in-country immigrants.
Migrants may have to borrow money to finance their migration or sell assets
for the same purpose, especially for long-range migration. Naturally, the costs
can be higher for illegal migration. The lower cost of near-border migration
therefore tends to attract the very poor. The near-border Cambodian migrants,
for example, are more inclined to undertake seasonal work and work at day-
rates in agricultural occupations.7 Long-range migrants undertake work in
fields such as construction or in manufacturing and food processing. One way
or another, the considerable majority of the work taken up is unskilled daily
work.

External migration is also subject to significant risks when it is illegal.
The widely reported movement of illegal Asian migrants to Europe, North
America and Australia demonstrates very poor labor and transport conditions,
including harassment and exploitation. Expatriate workers are more likely to
be paid less than locals, do not benefit of any form of social protection, and are
less likely to be assisted by the local judiciary system. Vulnerability for
migrant workers also increases as a result of abandoning the place of origin for
a certain length of time. For example, workers who returned to Cambodia as a
result of the Asian financial crisis in Thailand could find themselves landless,
short of assets, or lacking family support.

As a result of such precarious situations, countries that rely extensively
on foreign remittances, such as the Philippines, have equipped themselves
with social protection mechanisms for migrant labor that function mainly
through public bodies or certified private organizations. These mechanisms
can take various forms such as providing legal assistance in case of labor

7. It has been estimated, for example, that Cambodians working in Thailand represent the
fourth sector in terms of employees after agriculture, retail and wholesale trade, and public
administration and defense. Most Cambodians arrived as refugees, fleeing Cambodia in
earlier years, but the rationale now is almost exclusively economic. Cambodians living in
areas neighboring Thailand have simply resorted to selling their labor at a better price
outside the country.
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disputes, facilitating migration by means of welcoming organizations in
charge of helping migrants with housing, work or other administrative
consultations, or establishing compensation schemes for pension and other
social contributions. These organizations emerged partly as a response to open
human rights violations, and partly as an institutional support to large
migration flows determined by economic reasons. They usually operate
through the local embassies and are likely to be encouraged by host countries
because they facilitate the control and regulation of immigration as well as
offer a valuable interlocutor for any sort of problem that may emerge in
relation to migrant workers.

External migration may be a significant source of foreign income.
Migrants from South Asia and the Philippines are a noteworthy part of the
labor force in Saudi Arabia and the Gulf States. Countries such as Indonesia
and the Philippines also have official policies to foster the placement of their
workers, especially their skilled workers, overseas while other policies restrict
the immigration of labor. In some cases, though, the latter restrictions should
be more properly regarded as a source of revenue for labor departments.

Finally, labor migration has important implications for the size and
composition of the local labor force. For some countries, such as Indonesia and
the Philippines, emigration tends to be low skilled and governments tend to see
the phenomenon positively and even encourage it. For other countries, such as
India, emigration turned out to be an important brain drain with highly skilled
workers fleeing to wealthier countries. This is the case for example of highly
skilled workers in the software industry. India is currently able to produce a
great number of technicians in this area and the rising global demand for these
skills has encouraged a massive emigration of this type of workers with
obvious negative consequences for the local labor force. In the past, India has
experienced a similar emigration in sectors such as health with doctors and
nurses migrating abroad. This phenomenon has proved to be permanent rather
than temporary. Moreover, it is usually the younger that migrate affecting the
intergenerational composition of the labor force.

E. Summary of Key Issues

This chapter has offered an overview of issues related to labor market
policies when these are considered in a social protection context.
Summarizing:
(i) The global experience in managing labor markets is rather diverse and

stems from fundamentally different conceptual approaches. These
approaches are exemplified in the simple categorization of the Japanese,
European and American models.
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(ii) While the Japanese model influenced some Asian countries, it can be
argued that most Asia and Pacific countries had not followed any
approach to labor market management. An important consideration
when dealing with labor markets in developing countries is their
segmentation along different lines. LMPs, while they should facilitate a
reduction in such segmentation, they should also pragmatically address
segment specificities such as those found in the rural or in the informal
sectors.

(iii) A labor market strategy aimed at contributing to social protection needs
a reorientation from its natural objective of improving labor market
flexibility and human capital towards a more comprehensive approach.
Targeting has to be reconsidered in the light of social protection groups
not traditionally targeted by LMPs. Organizations responsible for LMPs,
such as the ministry of labor, need to be equipped with adequate skills
able to manage the new target groups. Financial resources need to be
secured.

(iv) Labor legislation can typically be either too much or too little. While not
every aspect of labor needs to be regulated, some particularly in the
human rights sphere, are in urgent need of regulation and enforcement in
the Asian and the Pacific region.

(v) Wage determination programs should be evaluated in the country
context. The balance between wage increase, productivity and
competitiveness is probably found in the determination of a proper share
of enterprises’ revenues between the state, employers and workers. This
is done by carefully reviewing not only wages but also social
contributions, taxes and employers’ profits share. The final objective
should be maximising economic returns while minimising income
inequality.

(vi) The disparity between the educational system and the labor market in
come countries needs to be addressed by developing a proper system of
vocational education easily accessible, relatively inexpensive for the
majority, and relevant to labor demand needs. While the government has
the important role of designing a strategy in this area, private sector
enterprises have to be heavily involved in the identification process of
labor demand needs and delivery of programs.

(vii) Public works and microfinance are active LMPs. These policies are self-
selecting and usually open to anyone in need. Experience in these fields
is vast and the record worldwide is rather positive. Public works are easy
to implement and can be discontinued quickly when no longer relevant.
However, they have very limited long-term impact. Microfinance is one
effective way to mobilize local resources where a financial system is not
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in place or out of reach. It has a large impact on longer-term poverty
reduction but it requires careful implementation.

(viii)Labor exchanges/services are important instruments to monitor the labor
market and assist the unemployed. Job brokerage is the primary function
of labor exchanges and one that needs to be provided by government in
poorly developed labor markets where private intermediation is either
non-existent or of an exploitative nature. Labor exchanges could become
the focus point for a social protection strategy, assisting the matching of
supply and demand of labor while protecting the vulnerable.

(ix) Labor migration is perhaps the most significant phenomenon in Asia and
the Pacific. Migrants are among the most vulnerable groups in society
because they usually lack the basic family support mechanisms, legal
status or protection of any kind. Some countries are equipping
themselves with mechanisms to assist citizens who migrate abroad for
work but a lot needs to be done in the field of labor protection for
immigrants. Labor migration occurs in response to labor imbalances and
is beneficial for the economy as a whole. It needs to be assisted with
adequate social protection schemes.
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Chapter 3 – Labor Market
Policies: Project and Program
Issues
A. Abrahart and P. Verme

he chapter offers a methodology for analyzing labor markets and for
implementing projects that are intended to improve labor market
operations in four main areas:

(i) Regional aspects;
(ii) Labor market analysis, including the country specific situation and policy

analysis to generate policy prescriptions to overcome identified problems;
(iii) The design and implementation of projects, covering time frames, project

management, monitoring and evaluation, and auditing; and
(iv) Labor market information systems.

A. Regional Aspects

The Asian Development Bank (ADB) covers a vast region of the world
and the countries of that region are extremely diverse. Labor market policies
(LMPs) should be designed to country specific needs. Yet, the advantage of a
multilateral and regional organization such as the ADB is precisely to have a
regional vision that is likely to be more comprehensive and objective than any
of its member countries. Such a vision is particularly important for LMPs
concerned with issues such as migrant labor. Hence, a country strategy may
start by looking at some general characteristics of the sub-region in which the
country under consideration operates. The following are some broad priorities
concerning labor markets in four subregions of the continent: Southeast Asia,
South Asia, transitional economies and the countries of the Pacific.

Southeast Asia is the region that has been characterized by fast growth
over the period 1960–1996 and has experienced a sharp contraction during the
1997 crisis. The crisis has produced high unemployment and exposed
structural problems related to social protection, particularly for the

T
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unemployed. Most countries lack the most basic labor market institutions such
as labor exchanges or labor services. They have little experience in assisting
the unemployed and do not have the financial means to reform the labor
protection system because of the negative economic cycle sparked by the
crisis.

In such a situation, the labor market approach has to be developed along
two lines. The first is a short-term approach able to cope at best with the
consequences of the crisis. Emergency programs such as public works may
help in reducing the effect of the crisis while contributing to building
infrastructures necessary to re-establish growth. The second is a long-term
approach designed to equip countries with labor market institutions to deal
with sharp employment fluctuations as the one recently experienced. This
second approach begins with proper legislation and consolidates with the
establishment of permanent structures such as labor exchanges/services
networks and unemployment insurance schemes.

However, it should be kept in mind that many of the countries in the
region are very much split along the rural-urban sectors with a modern urban
and industrialized sector and a backward rural agricultural sector. LMPs
should adapt to such a division while helping to close the gap. Traditional
LMPs implemented through labor exchanges alone, such as training and
unemployment benefits, would hardly reach those living in rural and remote
areas. In this case, labor market interventions would be better channeled
through local communities and organizations or public bodies that are already
present in rural areas. The rural population usually has difficulties in reaching
labor exchanges that are typically located in urban areas. Their job offers are
typically urban and unsuited for agricultural workers.

An additional important aspect that will greatly shape the future labor
markets in Southeast Asia is migration. Indonesia and the Philippines have
pioneered migration policies to cope with large emigration flows. Remittances
are an important source of revenue for both countries and migration policies
became with time a very sensitive political tool. The issue is two-fold. On the
one hand, policies that address nationals emigrating abroad, such as assistance
in host countries in terms of housing, social and legal protection, should be
continued and encouraged. Host countries often welcome these because they
allow for a stricter control of immigration. On the other hand, countries can do
more to register and assist immigrants. This effort should not only be in the
direction of control mechanisms but also in the direction of assisting
immigrants with social protection schemes agreed with the countries of origin.
Harmonizing social protection mechanisms across countries can be an
important tool to discourage informal practices and reduce the risk for migrant
labor.
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South Asia has enjoyed unprecedented growth in recent years based on
competitive exports in the manufacturing sector. The region is undergoing a
process of industrialization that will change its social structure. The state still
occupies an important position in terms of employment, and state enterprises
still employ excess labor that will eventually need to be dismissed. But the new
private sector is vigorous and has a valuable potential for growth in many
different sectors. The reserve of skilled labor is large and competitive though
human capital flight is on the increase and threatens local growth potential.

Past experiences such as the Grameen Bank in Bangladesh and the
Marahasthra Public Work Scheme in India are obviously the answer to reach
large numbers of people in need with understandable and affordable means.
However, as the decline in the Marahasthra scheme shows, shifting towards
more urban and industrialized societies will require different means. First of
all, legislation will need to keep pace with changes, labor protection in
particular. The role of industrial relations will increase and so will the effect of
the minimum wage on the economy. The growing informal urban sectors will
need to be contained and formalized, and labor reallocation will need to be
facilitated through labor exchange offices. The existing gap between the urban
and rural sectors will need to be reduced.

Transition economies include the post-Soviet economies of Central Asia
and some East Asian economies (People’s Republic of China, Viet Nam,
Cambodia). The transition process in these two groups of countries has
followed a very different path, partly for political reasons and partly for the
former economic situations of these countries. However, a common trait to all
transition economies, apart from the fact that they are all moving towards a
market economy, is that birth rates have collapsed and populations are ageing.
During the 1990s, the population below the age of 14 has declined in almost
all countries and will continue to decline over the next fifteen years. This will
be reflected in an expansion of the population in the working age (15-64). In
terms of labor market, this can be beneficial as more people will be working
and less will need to be supported but labor market policies have to be
designed to expand employment quickly in labor-intensive industries. This is
where the countries of Central Asia and the East Asian transitional economies
will need a different kind of approach.

In the transition economies of Central Asia the biggest challenge for
labor market development remains privatization and enterprise restructuring.
Privatization has occurred nominally with large enterprises changing
ownership but not management or strategies. There has been hardly any
investment in restructuring and, where there has been, managers have tended
to extract personal gains rather than use the resources productively. This has
created very difficult living conditions not only for those who had to leave the
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enterprises, and are now struggling to make a living in self-employment or
unemployment, but also for those who are still in enterprises and suffer from
meager salaries or wage arrears. LMPs cannot only focus on the unemployed
but necessarily have to look at employment creation and the enterprise in
particular. Even agriculture was managed in an industrial manner during the
Soviet times, and the transformation of agriculture requires a lot of support for
those new individual farmers who do not have the skills or the means for small
farming. Reactivating production is a major challenge in Central Asia today.

The People’s Republic of China and Viet Nam also face serious problems
in terms of restructuring of SOEs but this challenge is greatly supported by fast
growing economies. Perhaps the greatest challenge for LMPs remains the
transition from a rural to an urban life. The fast growing coastal and
industrialized regions have attracted and are still attracting millions. The
construction of proper infrastructures to host such numbers cannot possibly
cope with the speed of the phenomenon, generating an urbanization process
difficult to control. Labor market policies are required to provide some order
in the process. Town and village enterprises have been an important initiative
to encourage people to remain in their surroundings but have by no means
stopped the internal migration flows. Labor exchanges/services have the
potential to contribute to allocating resources more efficiently and provide the
necessary information to forecast labor flows and design measures to support
such flows. Hence, the key issue is not how to foster production and growth
but how to manage the social consequences related to production and growth.

The Pacific has benefited from large flows of aid and favorable trade
conditions on the part of the European Union and the United States during the
past decades. GDP per capita is generally higher than in developing Asian
DMCs and poverty has never reached dramatic levels as seen elsewhere in
Asia. However, during the 1990s, growth has been modest, urbanization has
increased together with urban poverty; and environmental degradation is
taking its toll on very fragile ecosystems. The region also has poor
infrastructures hampered by distances that make trade expensive, even within
the region. Pacific islands generally produce few items in large quantities for
export and rely to a great extent on imports.

In such a context, the establishment of a labor exchange/service network
and the formal registration of the unemployed are less urgent problems as
opposed to employment generation activities centered on self-employment
and small business development. Legislation related to industrial relations,
while important, is less relevant than the urgent problem of infrastructure and
housing for the new urban dwellers. In other words, in a context where natural
conditions and kinship networks allow for households to survive without the
necessary intervention of the state, the latter can afford to focus more on
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boosting productivity and growth, two areas where the Pacific islands are
lagging behind other developing areas in Asia. Hence, the key aspect for the
Pacific seems to be diversification and export-oriented small business
development.

B. Labor Market Analysis

The starting point for considering labor market issues would normally be
a country-specific situation analysis. The key information required includes:
(i) Economic framework,
(ii) Demographic structure,
(iii) The structure of the labor market, (supply and demand),
(iv) The institutional framework (labor market legislation, administrative

structure, social stakeholders), and
(v) Policy analysis.

1. Economic Framework

The first purpose of the situation analysis should be to determine if the
necessary conditions are in place for various labor market policy initiatives to
be considered and, if not, to identify the circumstances that would have to be
achieved before sustainable policy development could take place. Assessing
the economic framework should include, but not be limited to:
(i) Historical data on output, employment and productivity by economic

sector, determining the leading sectors and the development pattern of the
country;

(ii) Current macroeconomic framework (output, budget, inflation);
(iii) Sector analysis (urban/rural; formal/informal, public/private);
(iv) Domestic and foreign investments (FDI) prospects and projections by

economic sector; and
(v) Growth projections in the medium and long-term by economic sector.

The assessment should briefly identify in which direction the economy is
moving, which sectors will be central to economic development, and what role
does the private formal sector play in this development. Economic
development and the government financial capacity will ultimately rely on the
growth of the formal private sector and the prospects in this sector have to be
monitored to understand how LMPs can contribute to such growth.

Sources of information are the ADB, World Bank and IMF country
reports, central statistical offices publications, central bank bulletins and
UNDP National Human Development Reports.
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2. Demographic Structures

Many Asian and Pacific countries have fast growing populations. Their
economies must therefore grow particularly fast if they are to develop
employment in the formal sector. Without that development, employment is
confined to the informal, even subsistence economy, and these countries have
an impossible task in reducing their poverty levels.

The important consideration, of course, is labor force growth. While it is
obviously linked to population growth, it may differ, for example, with regards
to cultural differences, such as commonly accepted roles of women in the labor
force or attitudes towards schooling. More importantly, there is a lag between
changing population growth and its impact on the labor force; and it will be
many years before the impact of any declining birth rate is reflected in
declining labor force growth rates. The age structures of the population as well
as the growth pattern must also be established. On the other hand, increasing
retention in school and in pursuit of further education may result in slowing
labor force growth and reducing participation rates, especially among the
young.

Indicators to monitor are:
(i) Demographic structures by major age groups: children and youth, 0-14 or

0-18; working age population 15-60/65 or 19-60/65; elderly 60/65+;
(ii) Birth, death and natural growth rates;
(iii) Migration flows;
(iv) The size, structure (male/female; urban/rural; age; education) and

projections of the Working Age Population (WAP = Men 15-60/65 +
Women 15-60/65);

(v) The size, structure (male/female; urban/rural; age; education) and
projections of the Labor Force (LF = Employed + Unemployed).

The obvious primary source of information is a population census. It is in
fact best to identify the last population census and use the official data and
projections made by the central statistical agencies. Secondary sources of
information are the various UN population statistics, though these sources tend
to be outdated by at least two or three years. World Bank data may be an
additional secondary source. A statistical appendix at the end of this volume
presents some summary data for the Asian and Pacific Region.

3. The Structure of the Labor Market

The main purpose of the analysis is to identify labor market imbalances.
This can be done by analyzing the demand and supply for labor separately, and
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by identifying the major sources of imbalances such as geographical, skills,
education or gender factors. The first part of this analysis may look at labor—
supply—the human capital available in the nation. The second part may look
at labor demand—the human capital needs of the private and public sector.
Labor supply typically looks at people while labor demand looks at institutions
and organizations, particularly large enterprises. This allows identifying
imbalances and mismatches in the supply and demand of labor that can be
addressed later in the policy analysis phase.

a. Labor Supply

An analysis of labor supply should be comprehensive. The vision should
expand beyond the current labor force and to all able-bodied individuals in the
nation, including the economically inactive. Especially during deep economic
changes, substantial flows of workers occur between the economically active
and economically inactive pools.

Following a typical ILO classification of the population according to
labor categories, the following statistics should provide a comprehensive
picture of labor supply:
(i) Employment by industry, occupation, gender, age, education, urban/rural,

formal/informal and public/private sectors;
(ii) Underemployment including part-time work and unpaid leave;
(iii) Unemployment by gender, age, education and urban/rural sectors;
(iv) Economically inactive population by group (housewives, students,

discouraged job-seekers and others), age, gender and education;
(v) Labor migration (internal and external) and impact on the structure of the

labor force;
(vi) Literacy rates, average years of schooling and changes in the education

system affecting school retention; and
(vii) Changes in the pension system affecting retirement age.

These data are “stock” measures and they should include historical trends
as well as future projections over a significant period of time, not less than ten
years. Projections will necessarily make use of the population statistics
mentioned in the previous section as well as additional data that may influence
the distribution of people among the different labor categories.

Many Asian and Pacific countries have a small labor force compared with
their total population, particularly Muslim societies with limited access to
formal work for women. Considering that this is the potential tax base for a
country, both for general government revenue and social taxes, countries in
this position would seem ill placed to develop social protection policies.
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Hence, one important objective for any nation is how to expand labor force
participation.

Concerning education and training, it should be kept in mind that
statistics can be misleading or inadequate when they are used to assess labor
market skills. Longitudinal or tracer studies are rarely available to assess the
impact of education and training of graduates at any level. Qualifications and
skills, even basic literacy, can be exaggerated, especially through collections
that require self-enumeration such as a census.

Differences in the participation of men and women in education and
training need to be understood and eventually aligned with labor market
realities. Gender differences, although evident everywhere, vary greatly from
place to place. While it is difficult to assess the effect of cultural or social
differences on the way girls are educated, the particular reasons for any
disparity between the education of girls and their participation in the labor
force need to be understood.

The primary sources of information for labor data are household budget
surveys and labor force surveys. The most valuable way of dealing with such
data is to obtain the database and then carry out analysis according to the
specific information sought for the particular project under study. However,
this is a rather time-consuming process and requires statistical skills that are
not always available. If data analysis is not possible, an alternative is to rely on
secondary data compiled by international agencies or the central statistical
office. The central statistical offices do normally have additional primary
sources of information such as reports from enterprises and surveys.

b. Labor Demand

The basic characteristics of the labor demand that need to be assessed
include:
(i) Industrial structure;
(ii) Economic structure (national and regional);
(iii) Wage levels and earnings;
(iv) Relationship between the formal and informal sectors;
(v) Relationship between rural and urban sectors;
(vi) Size, structure and educational profile of the public sector; and
(vii) Size, structure and potential for private sector development.

Countries with a significant shortfall between the economic growth rates
and the population growth rates are bound to have substantial informal sectors.
A country with a labor force growing at three percent a year is going to need
something like a six percent economic growth simply to maintain formal
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sector employment opportunities. Otherwise, employment growth is
essentially supply-driven with excess labor being occupied in the informal
sector.

Assessing labor demand, especially at a detailed industry or occupation
level, may be difficult to determine except in general terms. For most policy
prescriptions, this proxy may be sufficient. For example, income statistics may
not give accurate levels of individual earnings; reveal disguised income, and
seasonal or intermittent patterns of earnings.

The quantification of the informal sector requires substantive work in
terms of (i) its definition and, once a definition is agreed, (ii) estimating its
size. The formal sector may be defined in terms of business registrations but
this would not allow for employment estimates to be made. It could also be
defined in terms of those responsible for paying social taxes. However, tax
avoidance can be high, so that the resulting figures may not be accurate. A
most accepted definition is to describe the formal sector in terms of wage
earners. Naturally this limits the sector to employment in the public sector and
in private enterprises covered by relevant statistical collections. Consequently,
this definition tends to equate the formal sector with employment in firms
above a certain size. However, collections might miss a significant number of
workers, especially if the nominal survey coverage extends to smaller firms,
which come and go rapidly. In addition, total employment can be disguised,
again to avoid taxes. Social taxes, based on payroll assessments, can be
avoided by disguising total salaries or by breaking income into taxable and
non-taxable components, sometimes legally sometimes not.

Whatever estimates are finally made, they have to cover two elements of
the informal sector. The first is rural informal employment. Many economies
in Asia and the Pacific are still largely rural-based and will be so for many
years; with less than a third of the population living in urban areas.
Employment in family enterprises or farms is high and workers may be
engaged only intermittently or seasonally. While there are surely large
productivity gains to be made in the agricultural sector, this does not mean that
significant employment increases will follow. Growth is more likely to occur
in surrounding industries in rural areas, such as in building and in service
industries, and in associated industries such as agro-business. A steady drift
away from agriculture is inevitable although it might not necessarily take place
very quickly.

The second feature of informal employment relates to urban areas. In all
countries, internal migration is leading to a growth in urban populations that
outstrips the growth of the formal sector. Informal employment in urban areas
takes place in the service sectors, particularly transport (taxis, bicycles,
rickshaws and the like), retail services (including itinerant trade) and tourism
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(restaurants, stalls and so on). The problems for these sectors relate to lack or
limited access to social protection programs, which, more or less by definition,
are confined to the formal sector.

The scope for the development of a manufacturing sector, and the type
and level of the sector, depends on a variety of factors such as accepted wage
levels and the skills of the labor force. Typically, countries at the lower end of
development gain immediate improvements in incomes as a result of direct
foreign investment into manufacturing. The gains, however, are limited unless
there is a longer-term movement towards higher-level manufacturing
involving greater skills. Services cover a wide range of sectors, notably
tourism and commerce. These sectors are noted for numerous small
enterprises and for informal employment in general. Tourism is usually seen
as a growing industry in DMCs but a great deal depends on the nature of the
country in question—on its openness, perceived levels of corruption, potential
for civil unrest, natural or historical sites and quality of infrastructure.

The primary source of information for labor demand is enterprise
surveys, usually those conducted on a national level by the central statistical
office. Some countries require enterprises to provide quarterly or annual
reports but this is usually a less reliable source of information. Information on
companies is also often available in labor force surveys and even household
surveys where questions are asked about employers. The central statistical
office is likely to be the main source of all statistics on labor demand though
other organizations, such as the ministry of industry, employer’s organizations
or chambers of commerce and industry, may independently collect valuable
information. Some countries have enterprise rosters kept at tax offices or in
other government organizations that, if updated, can be a valuable source of
information.

The final stage of the structural analysis of the labor market will be to
compare the current and projected demand and supply to isolate the major
constraints to matching and labor market development. These constraints can
then be looked at in the light of the LMPs framework.

4. Institutional Framework

The labor market institutional framework includes labor legislation,
administrative structures and the various stakeholders that are involved or have
an interest in the labor market.
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a. Labor Market Legislation

While all relevant legislation should be analyzed, the major concern is
direct labor legislation, which includes:
(i) Legislation on core labor standards, which cover (a) freedom of

association, (b) abolition of forced labor, (c) equality, and (d) elimination
of child labor;

(ii) Industrial relations legislation, which covers issues related to employer
and employee associations, collective bargaining and the resolution of
industrial disputes;

(iii) Wage policies, which include legislation on minimum wages and wage-
setting procedures outside collective bargaining processes;

(iv) Job security provisions, which cover the recruitment and the separation
of employers;

(v) Working conditions, which cover issues such as working hours, leave
provisions, and occupational health and safety; and

(vi) Vocational and technical training, which covers rules on the recruitment
of skilled workers, and the accreditation and certification of skilled
workers.

Other relevant legislation could include regulations controlling labor
mobility (for example, internal passports); enterprise-based forms of social
protection such as pensions or housing; and wider-based social protection
policies (pension systems, unemployment benefits, maternity leave and the
like).

The form the legislation can take will vary substantially from country to
country but the issue has less to do with form than with substance. In all cases,
the primary goal is to identify legislation that acts to restrict the operations of
the labor market. While it is not always possible to say that any such legislation
is wrong or unnecessary in principle, it certainly warrants specific
justification.

b. Existing LMPs: Administrative Structures

The analysis should include:
(i) Existing LMPs (number and types of policies/programs);
(ii) Organizations responsible for implementing LMPs including

coordination between organizations;
(iii) Sources of finance of LMPs, including flow of funds from central to local

units and cost recovery procedures, if any; and
(iv) Target groups and the programs’ effectiveness.
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The analysis will be based on the sources of data mentioned in earlier
sections, plus budgetary and program sources available at the ministries of
labor, education, industry and finance. The quality of management is no less
important and should be judged by assessing the extent to which it is
concerned with labor market relevance and with outputs, for example skills
testing, accreditation and standards. Many administrations, particularly those
covering training institutes and public employment services, are concerned
with inputs rather than outputs, especially if there are no performance criteria
that allow outputs, let alone outcomes, to be measured adequately. There is a
high risk of making poor policy decisions when labor market operations are
solely the responsibility of government or where employers are unwilling or
unable to get involved. Investments will also be unwise where there is an
unclear division of responsibility between government agencies, for example
in the field of training.

As part of managing quality issues, governments may choose to
introduce inspection functions. The need for inspections, for example to
protect consumers or employees from unscrupulous private providers, can be
the main justification for much labor legislation. But whether inspections can
be performed adequately or honestly is open to question. This falls into the
wider problem of governance and the capacity of the public administration to
deliver services in an effective and transparent manner. Poorly paid civil
servants have strong incentives for rent-seeking and the establishment of an
inspectorate can turn out to be more of a problem than a solution.

c. Stakeholders

Poor investments in labor market programs are most likely because of a
failure to properly understand the interests of all stakeholders. These include:
governments; individual ministries (economy or finance, labor and education,
social affairs); Parliament and political stakeholders; employers (both public
and private sectors); students and trainees; unemployed; women, and age
groups; special target groups; non-governmental agencies such as NGOs or
private entrepreneurs that provide training or employment services.

The analysis should depict the political economy of reforms, identifying
winners and losers, singling out those whose vested interests in established
structures is so great as to be potential inhibitors to change; or those whose
possible future vested interests would be so great as to warrant their
involvement in institutional developments.
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C. Policy Analysis

Earlier sections concern making a first assessment of the mismatch of the
demand and supply of labor and whether the current LMP framework responds
to labor market needs. The following section provides guidance on how to
address uncovered problems in the labor market, taking into account that
policy reforms may sometimes address obvious symptoms, usually
unemployment, without recognizing the underlying causes. Retraining
programs for the unemployed, for example, may be ineffective where the
major cause of unemployment is lack of labor demand. Similarly, the
development of Technical and Vocational Education and Training (TVET)
systems may not be justified if the underlying basic education system is
adequate. From the ADB’s point of view the objective is to improve the
outputs and, more importantly, the outcomes of labor market policies. From
the point of view of labor market authorities the objective more often is to
improve inputs.

The primary purpose of policy development should therefore be to
change, if necessary, the way that central, provincial or local authorities
manage the labor market, the way it is administered, the way it is financed and
the types of interventions made by governments. The changes that will be
required will invariably involve both institutional and financial reforms.

1. Institutional Reforms

Institutional reforms involve either legislative actions or some form of
administrative changes. Given the inclination of most authorities to want to
extend their control, the underlying policy objectives that are likely to be
pursued in this way often run against the grain of government inclinations. In
this respect, the role and attitudes of stakeholders must be taken fully into
account.

The basic issue for institutional reforms lies with the legislative
framework being used to govern the labor market. As the earlier discussions
showed, there can be a wide divergence of opinions even in developed
countries on acceptable labor market legislation. Legislative change requires
negotiation with many stakeholders, particularly the social partners. It has to
be accepted by a country’s legislature and it requires the cooperation of the
authorities. It is easier to implement another labor market program or invest
further money in labor market programs or infrastructure rather than change
legislation.

The second issue for institutional reform involves the administrative
arrangements for governing the labor market. Many of the administrative
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arrangements that need changing may well be defined in legislation. Many
ministries may be involved, especially in training, while the social partners
may not be involved at all. Tripartite mechanisms may be difficult to arrange
even though they should be an integral part for many, although not all,
administrative arrangements. It should be noted that reforms to administrative
arrangements affect structures and legislative requirements not only of
government authorities but also social partners.

Reforms to institutional arrangements also involve capacity building—
among all three main social partners: government, entrepreneurs and
employees. Reforms of this type are normally more acceptable to stakeholders
because they involve investments in their own human resources and in their
physical infrastructure. However, sustainability needs to be addressed. Any
investment in the training of government authorities, for instance, must have a
reasonable prospect of delivering a return, which is not necessarily the case if
there may be a high turnover in the public sector. A third issue is the timing
and scope of institutional reforms. Some labor interventions have a very broad
scope and can have long time frames; they need to be planned addressing long-
term labor market weaknesses. Skills development policies, in particular, are
a special case. Other interventions such as training for the unemployed or
public works programs have far shorter timeframes; in terms of their long-term
impact and their effectiveness, these are probably the least important.

2. Financial Reforms

Finance can come from four main sources: government budgets, special
off-budget funds, cost-recovery, and donors. Because of budgetary restraints,
governments may well be inclined to favor the use of off-budget funds,
typically financed by employers, payroll-based levies and employee levies.
After all, when dealing with labor market issues it may seem obvious to obtain
financing from the labor market participants. Employer levies may be justified
but they run the risk of becoming just another source of revenue and being
sequestered for other purposes. The distinction between different levies and
the way they are managed can also become hazy. Multiple levies may be
imposed for related purposes (such as paying income support through
unemployment benefits or to finance retraining programs). If an off-budget
fund is to be used, it will be important that it is complemented, preferably with
a system of governance that would act to protect it as a matter of course. In this
respect, ownership of the fund becomes an important issue and can be
contentious.

The capacity to finance labor market policies, whether through budget or
off-budget funds, depends on a country’s tax base. It is difficult to collect
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significant amounts of either income taxes or employer-based taxes in
countries with large informal sectors. Careful decisions have to be made on the
use of limited revenue. Cost-recovery may also be an important source of
finance. The most important case is probably the use of student or trainee fees
for TVET. Cost-recovery can be used even where it is known that some of the
fees or charges will be levied on other government agencies, for example for
training. In many countries, cost-recovery procedures usually have exemptions
applied. Governments often find it unacceptable to levy charges on the
unemployed or other target groups. However, exemptions often expand to
meet the needs of different interest groups and they should really be introduced
only on clearly exceptional grounds.

3. Related Policy Fields

Labor market policies cannot be considered in isolation from related
policy issues. Many of the issues that affect social protection policies can only
be determined in the light of a good understanding of the labor market. Also,
the characteristics of the labor market are determined significantly by the
outcomes of the education system. Changes in the one reverberate in the other.
The relationship of the labor market to both these policy fields must therefore
also be analyzed.

a. Education Policies

The analysis should show where labor market policies, especially those
concerned with technical and vocational training, fit in with education
priorities; and whether these priorities are or should be directed towards basic
education or towards adult reeducation and retraining. In countries with large
rural sectors the priority would probably be to improve literacy through
primary education. A priority for vocational education would be clearer in
countries in transition to market economies where levels of primary and
secondary education are usually already high but where there is a need to
redefine entry-level training requirements and to retrain older workers.

The structure of post-compulsory education and its effects on vocational
outcomes should be analyzed. While some evidence suggests that the returns
to general education are greater than returns to more specific investments in
vocational education, this may say just as much about excessive costs and the
poor structure of vocational education systems as it does about the subsequent
benefits to students.

Investments in vocational schools may further entrench poor systems.
Streaming of students in secondary education should generally be regarded as
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inefficient on vocational grounds. If governments intend to persist with these
policies, investments in vocational schools should be designed to lead to at
least the same level and scope of educational attainment that would be
achieved through general education.

Where vocational schooling is an alternative to general education, the
analysis should show how the alternatives differ as regards cost structures and
the schooling or the characteristics of the students involved. The latter may
influence the likely rates of return to the respective forms of education.
Investments in vocational schools could be designed to influence these
characteristics in order to increase the likelihood of greater returns.

b. Social Protection Policies

Most governments tend to use labor market programs to correct broader
social problems, particularly when the problems are seen to be associated with
unemployment. When they do this, there is usually a high risk that their
interventions will not be relevant in labor market terms and, therefore, poorly
directed either to the needs of the target groups or to the needs of the labor
market. Long-term employment is an example. The best measure of labor
market inequity is duration of unemployment. The longer the unemployment,
the greater the disadvantage (except where unemployment is regarded as an
attractive option, for example, where there is a relatively high level of
unemployment benefit). However, labor market programs cannot ameliorate
all causes of long-term unemployment. Older workers who have been
suffering from long-term unemployment want more immediate returns from
any investment in labor market programs. A retraining program is less likely
to give them this as that compared for example, to assistance through a wage
subsidy program or through a public works program.

Participation in labor market programs may not be so different to other
gainful activities that the target group may become involved with, such as
extended secondary education, community service work, or even military
service. In some cases, the objective may be as limited as encouraging work
discipline or, in its worst form, establishing “parking bays” for disadvantaged
groups. For that reason the cost of programs needs careful consideration. They
are rarely cheap and alternatives may be preferable.

LMPs should be based on two assumptions. Firstly, that the primary
purpose, however poorly achieved, will be to actually reduce inequities in the
labor market, and, secondly, that the costs of the programs should be
minimized. For example, using community groups and training centers that do
not depend on massive investments in capital could be far more cost-effective
than investing large sums in public sector institutions (e.g., teacher training or
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materials and equipment). The latter is a high-risk investment when the main
problem is to solve social problems.

D. Project Design

The choice of LMP: The choice of policy/program derives from the
country specific labor market analysis. A selection of major LMPs was
presented in Chapter 1 and a detailed matrix describing the basic principles
and characteristics of selected LMPs can be found in Appendix 1.

Type of loan: Policy lending is more suitable for conditionalities focused
on labor legislation. Project lending is instead by definition the most suitable
instrument to host most labor market policies. Skills development, labor
demand and supply policies, labor market programs and labor migration
policies can all find a place and a justification for institutional development
and capacity building.

Project Management and Coordination. The essential features of labor
market projects should always be concerned with achieving successful labor
market outcomes. These might be improved labor market operations, such
as reducing unnecessary rigidities through less restrictive legislation,
employment gained through training or self-employment generation, or job
placements arranged through counseling and job brokerage. The identification
of the right counterpart is crucial for the success of the loan. The criteria for
selection of project management should be strictly based on past
performances. An open competition based on curriculum and project
proposals may be the right approach to the problem but consultations at the
local level with interested parties should also be an important part of the
selection process. Project management should be seen as part of the project
development and part of the reform process. Projects should be handled by the
counterpart authority but with specific technical assistance being provided,
especially in the early stages. A primary goal is to work towards skills transfer
with the management of the project eventually passing completely to the
counterpart authority.

Monitoring and evaluation components should be included in projects
(standard projects or adjustable lending projects) as integral parts of the
reforms. Monitoring information should be published regularly and
evaluations conducted on an on-going basis. The evaluations should be used to
update the situation and the policy analyses that have been discussed. The
criteria used for monitoring and evaluation are policy specific. The evaluation
of training normally requires a micro study of a group of unemployed trainees
to be compared with a control group of untrained unemployed. A post-training
increased likelihood of finding employment on the part of the trainees would
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prove the effectiveness of the training course. Public works are better
evaluated by verifying that the target beneficiaries (geographical areas and
individuals) are those most in need, by verifying the increased level of income
and by verifying the amount and quality of the actual work performed.
Microcredit schemes can be assessed on the basis of financial criteria such as
repayment rates and turnover but also by checking whether the beneficiaries
are those originally intended, and whether collaterals required for lending are
proportionate to the target group.

Auditing would eventually be the final stage of the project. This needs to
be conducted by a foreign firm hired but the identification of a local partner to
conduct such auditing is also necessary to guide auditors in their searches.
When fund embezzlement occurs, it is likely to be in some sort of government
apparatus. A simple task like gathering the necessary information may become
impossible if the government is not committed to auditing in the first place.
Thus, such commitment has to be sought first. Auditing covers the financial
disbursement of funds, the correct allocation according to plan, and does not
have any particular specificity for LMPs as compared to any other type of
project.

E. Labor Market Information Systems

The section is devoted to describe the statistical bases for Labor Market
Information Systems (LMIS) given this is a field of critical importance in Asia
and the Pacific as the foundation of later LMPs. Most collections should be
conducted by the National Statistical Office (NSO) and should include:
(i) National census of households;
(ii) Household surveys, to collect basic labor force data and other data on

individuals and households;
(iii) Surveys of employers (establishment surveys), to collect basic data (for

example on hours and earnings of employees) on employment; and
(iv) Administrative data (such as the operations of a national employment

service).

Frequency of data collection: A census should be held every five years if
possible. Ten years between censuses make most data worthless for long
periods. Basic labor force surveys should be quarterly, given that this reflects
seasonal activities, and it can monitor employment cycles during recession.
Other household surveys may be conducted less frequently. The establishment
surveys and administrative data should be collected frequently and regularly,
often monthly but at least quarterly.
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The coverage of collections: All data collection should ensure national
coverage, particularly the census and household surveys. Household surveys
should be properly structured to ensure that national extrapolations from the
survey results are statistically valid; the size and sampling method should also
enable statistically valid conclusions to be drawn for major regions of the
country but would not necessarily ensure that all data would be available at all
levels. Establishment/company surveys should cover the formal sector in all
parts of the country; the NSO should be responsible for drawing the sample
surveys and maintain the databases—databases usually depend on the
availability of administrative registers already held by other government
agencies, such as registers of payroll tax payers or licensed businesses. The
informal sector also needs to be covered, for this, surveys have to be
undertaken on a geographical basis, such as selecting discrete districts (say
specific labor force survey units in urban areas or specific villages in rural
areas) for case studies, using household survey techniques such as
interviewing respondents. The scope of more complex and infrequent surveys
must be geared to what is administratively feasible, containing costs, and
taking into account issues such as the capacity of respondents to provide the
information (e.g., low levels of education of some households, or tax-evading
employers refusing to provide information).

Costs of LMIS: Collecting labor force information can be costly. Less
developed countries can afford only more rudimentary collections. The critical
issue is not only to develop LMIS, but also to maintain them running collecting
data. If surveys have to be prioritized, it is advisable to develop first
quinquennial censuses and household surveys.
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Chapter 4 – Social Insurance:
Theoretical Background
D. Gent

A. Introduction

ocial insurance systems have developed in developing member
countries (DMCs) in various forms. In the transitional economies,
there are comprehensive schemes now in the process of being
reformed to meet market economy conditions. In countries affected by

the 1997 Asian economic crisis, improvements to social insurance systems are
being introduced to reduce many of the risks to which populations are
exposed. Other countries have evolved schemes according to their concept of
priorities among risks that their workforce faces. The extent of social
insurance coverage in a country is determined by the kind and age of the
system, and the degree of economic development.

B. The Design, Financing and Administration of Schemes

1. Old Age Pensions

Old age pensions are designed to meet the risk of poverty in old age when
an individual’s capacity for work declines to the point where he or she is
unable to earn sufficient for self-support. Contribution rates vary considerably
between national schemes as does the level of pension that can be received
after a full working life.

In a publicly managed, unfunded, or first pillar pension scheme, also
known as a Pay-As-You-Go (PAYG), the contributions of the current
generation of workers pay the pensions of current pensioners. There can,
however, be problems in the long run with such schemes. Many countries
across the world with PAYG schemes have introduced, or are planning to
introduce, a mandatory privately-managed, fully-funded, and defined-
contribution second pillar pension scheme, providing individual accounts. In

S
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addition, many countries, through income tax concessions encourage, so
called third pillar pension schemes comprising voluntary private or
occupational pensions.

There is considerable variation between schemes in fixing the minimum
age at which workers can claim a social insurance retirement pension. The
extent of coverage within the national workforce and the forecast of the
pension contribution collection rate are also important factors to be taken into
account when designing or re-designing a pension scheme.

Policy issues for designers are the relative importance of savings during
the lifetime of a worker aimed at smoothing out the usual and expected
different levels of income between working years and retirement, the extent of
the redistribution element whereby one scheme member can receive income
from another, and the amount of insurance against, for example, a down-turn
in the economy, inflation, poor investment performance and a very long life
with diminishing resources.

The three pension pillars will normally have different objectives. The first
pillar is re-distributive while the second and third pillars allows for broad
diversification of savings. For the purposes of definition the three pillars are:
(i) Pillar I: Contributory public defined-benefit scheme
(ii) Pillar II: Mandatory individual accounts in defined-contribution schemes
(iii) Pillar III: Voluntary private or occupation schemes

The three pillars can be complimentary. While some countries avail of
only one or two of the pillars (either Pillars I and III or Pillars II and III), there
are several advantages of adopting multipillar systems. Figures 1–3 show the
main features of the three pension pillars. These figures are followed by boxes
that contain common features of the different pension pillars. In a partially
funded scheme a small part of the contributions income is used to establish a
small floating fund to assist in meeting the cost of contingencies.

First pillar schemes pay a benefit after a fixed number of years during
which contributions have been paid. Such schemes involve a direct transfer of
resources from the current workforce to those in receipt of pensions. Most
PAYG schemes will have no form of funding while some will rely on partial
funding. When the burden of meeting current pension liabilities is projected to
become heavier, there are a number of reforms that could be applied in many
countries to remedy the situation in the short and longer term. These include
increasing the retirement age, reducing the value of pensions, increasing
contributions, lengthening the contributory period required to gain entitlement
to a full pension, changing the rules on indexation, and making it more difficult
to retire early with a pension.
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Figure 1. Pillar I - Pay-As-You-Go 
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Figure 3.  Pillar III  - Voluntary Funded Schemes
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Many DMCs with first pillar schemes could achieve comprehensive
pension reform by making changes to the existing schemes. It has, however,
been pointed out that reform involving small changes that benefit future
generations but adversely affect the current population of workers is unlikely
to be popular with politicians (Holzmann, 2000). Countries moving towards a

Box 1. Pillar I—Pay-as-you-Go—Public and Mandatory

1. Positive impact on poverty through income transfer to poorer workers

2. Funded from employee and employer contributions

3. Pensions paid from current contributions

4. Corrects personal myopia about survival in old age

5. Permits integrated contributions covering all social insurance benefits

6. Works well when economy is growing

7. Works well when contributors well outnumber current pensioners

8. Can be subject to political risk leading to reduced entitlement

Box 2. Pillar II—Funded Pillar

1 Contributions collected by government and transferred to private fund managers

2 Assets owned by individual contributors and invested in financial markets

3 Possible to diversify risks; ultimately may require a percentage of investments in
international capital market

4 Not directly subject to demographics

5 Encourages personal responsibility

6 Assists in the growth of capital markets

7 Administrative charges of private fund managers may be high

8 May need a government minimum pension guarantee, which may have high cost to
the government in case of a recession in the capital market.

9 Does not transfer resources to poorer workers

10 Requires a strict regulatory regime

11 Annuities and/or lump sums paid at retirement
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multipillar pension scheme are likely to be concerned with the limited
coverage of their present schemes, gender issues, including the generally
lower and less regular incomes of women, administrative costs including high
set-up costs, the national financial infrastructure and whether this is
sufficiently well established and strong, the availability of annuities and the
variation in their cost, governance within both public and private institutions,
and financial market regulation and supervision.

First pillar pension schemes can only be sustainable over the longer
period if the system “dependency ratio”, that is the ratio of pensioners to
contributors, is such that current contributors can afford to pay social
insurance contributions at a level that will support current pension
expenditure. Reports on system dependency ratios in East Asia have
highlighted the deterioration in the coming decades in some DMCs, leading to
the conclusion that, if opportunities for reform are to be taken, they are best
taken earlier rather than later when PAYG pension schemes will have passed
their early years. In the early years of a PAYG scheme, when the number of
beneficiaries is low, the scheme will appear as a cheaper option than a funded
scheme. However, this advantage will disappear as the number of pensions in
payment rises and the implicit pension debt begins to increase.

However, the system dependency ratio, sometimes referred to as the
“support ratio”, tends to understate the extent of the sustainability problem. In
practice, the proportion of people of working age who are actually employed
has been falling in many countries. An increasing number pursue higher
education. In some countries the number of unemployed has risen and in
others the “informal economy” has grown as workers dropped out of the
formal sector and ceased to contribute to social insurance schemes. The
number of employees taking early retirement has also risen. The increasing
proportion of women entering paid employment has only partly offset these
factors. As a result, the ratio of people at work to those above the state pension
age is already low in some Asian countries. The fact that those over pension
age are living longer, due to better health care and living conditions, also has
important implications for both state and private pension schemes. However,
it would be unwise simply to extrapolate past trends into the future. The state
of the world economy will clearly affect unemployment levels and can also
have an impact on levels of early retirement and the number of women seeking
paid employment. So, the proportion of persons between 15 and 65, who are
at work, may not continue to decline or, if they do, it will be at a slower rate
than in the past.

A major element in assessing the cost of a pension scheme is clearly the
age at which a pension becomes payable. Many states have faced the decision
of whether and, if so, how to equalize the state pension age for men and
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women. In many countries across the world women have the same pensionable
age as men. However, in many others, women are entitled to a retirement
pension at an earlier age than men. This largely reflects the fact that wives tend
to be younger than their husbands, thus making it possible for couples to retire
at about the same time. This differential age has become harder to justify
because women increasingly play an equal and more independent economic
role. It is also a fact that women on average live longer than men. It may,
therefore, be regarded as odd to award women, say, five years more pension
before men retire, as well as five years more after men are dead. Most countries
that have moved towards the equalization of state pension ages for men and
women aim to achieve equality by equalizing upwards with gradual changes
over 20 years or more. The financial cost of reducing men’s pension age to that
of women may prove too great a burden for future contributors. Most countries
faced with the problem of equalization have found it virtually impossible to
justify allocating a large sum to grant pensions to men under 65 regardless of
their means, employment or employability.

Several countries, where men and women already have the same state
pension age, are raising the age or considering such a change. The main
argument used against raising the state pension age is that it will lead to higher
unemployment. As older people stay on longer in their jobs, it is argued they
will leave fewer jobs for younger people. In the longer term at least, this will
probably be a false analysis for most countries. It is based on the assumption
that there is only a fixed number of jobs to be shared out, while the historical
evidence worldwide shows that over the medium to long term, the number of
jobs grows broadly in line with growth in the numbers of people seeking work.
The retirement age in most Asian and Pacific countries is probably lower than
the international average. As the average life expectancy at retirement is
projected to increase, this will result in pensions being payable on an average
of 15 and 20 years; a considerable burden given the sometimes short
contributory period necessary to gain entitlement to a full pension.

It will generally be the case that the lower the age at which an insured
person can receive a retirement pension, the greater will be the cost to the
pension fund or social insurance scheme. Due to high levels of unemployment
and a lack of job opportunities for older workers in DMCs, the pensionable age
in many countries has been kept low. Several countries with transition
economies still allow certain groups that have been employed in particularly
stressful occupations or in hazardous or arduous work to retire early. The
actual average retirement age in these countries is often found to be
considerably lower than the stated minimum because receipt of other benefits,
such as a disability pension, can often be converted to an early retirement
pension. This pattern can provide an unintended incentive for older workers to
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claim disability pensions resulting in substantial and unintended costs for the
social insurance budget.

An important choice for first pillar schemes is between pensions that are
earnings related and those that are flat rate and perhaps means-tested. Earnings
related pensions call for higher contribution levels and can often mean that
workers with higher salaries receive a better deal than their lower paid
colleagues. Flat rate pensions are more likely to be acceptable to contributors
where there is a fully developed private or occupational pensions industry and
better-paid workers do not have to rely upon a flat rate pension. The same
applies to means-tested pensions that can only be operated where the
assessment of personal incomes and perhaps capital holdings is feasible on
grounds of cost and public acceptance.

The extent to which a pension should replace a person’s earnings can be
decided using several bases. The pension may be a percentage of a final year’s
salary or based on the average salary in one or more recent years. The gross or
net salary may be used. It can also be based on the average wage of all workers
in the scheme. Probably the most common practice is to award a pension that
represents around 50 percent of an individual’s final gross wage. While this
level of income would be acceptable to most higher income workers, there
may have to be some additional margin for workers where this percentage
would place their pension below a poverty threshold.

Some DMCs operate partially-funded first pillar pension schemes. In
their early years, these schemes can afford to pay generous pensions from
investments. In the longer term, however, it is possible that they will face the
depletion of reserves and experience the same problems as many PAYG
schemes with rising benefit costs.

Most existing pension schemes provide inadequate protection for the
pensioners because benefits are rarely indexed. There is also a difference
between countries in the way they index pensions. Some index by reference to
prices and some to wages. A link to prices means a pension retains its real
value and that contributors must contribute more even if their wages do not
also keep pace with price inflation. With an earnings link pensioners share in
any rise in workers’ earnings but may suffer in times of any wage standstill or
reduction. Another option is to index by reference to a combination of price
increases and wage increases, thus producing an equitable solution for both
contributors and beneficiaries. Clearly, if pensions are not indexed to retain
their value in times of inflation, this can sometimes lead to extreme poverty in
old age.

If a decision is made to move from a first pillar to a fully-funded defined
contribution second pillar pension scheme, it will be necessary to consider
how best to pay for old pension obligations. Younger workers entering a fully-
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funded second pillar scheme may have to forego some first pillar pension
expectations while the government may need to borrow or otherwise find the
means of funding these existing obligations. Some countries have used
“Notional Defined Contribution” (NDC) accounts to control and reduce first
pillar liabilities.

Second pillar pension schemes or defined contribution schemes, in which
contributions are placed in individual or group funds, could be managed either
by private sector pension companies or in the public sector, usually as
provident funds. They do not bring about a redistribution of income but can
improve capital markets and be good for the economy. In order to achieve an
effective administration and operation of a second pillar pension scheme, it is
likely that many of the following subjects will have to be covered by
legislation. Such a scheme could well take one of several forms. The following
outlined provisions, aimed at ensuring good governance and effective
supervision, are given merely as illustrations:
(i) Contributions to be mandatory for all contributors to an existing state

PAYG scheme with more than 20 years to run before they reach the state
retirement age, but voluntary for those with more than 10 years but less
than 20 years before reaching that age. Employees and employers to
contribute an equal amount to a fund (e.g., 5 percent each) while self-
employed workers contribute an amount equal to the sum of the
employer’s and employee’s contributions. Fund members to be permitted
to transfer their savings to another fund of their choice after giving notice
of their intention. Contributions to be sent to funds from the state
collection service must notify that a worker has asked for contributions to
be allocated to another fund. Contributors who have failed to nominate
the pension fund to receive their mandatory contributions will be
allocated a fund (this could be done by lottery or by reference to the
individual’s social insurance number). If a fund member ceases to
contribute to a fund, membership will continue.

(ii) A Pensions Control Commission (PCC) to be established to oversee the
scheme, protect the interests of fund members, and license pension
companies, pension funds and annuity providers. The PCC should have
an independent chairperson and a board comprising representatives from
each participating pensions company. The PCC should also have powers
to investigate any matters relating to the functioning of any fund that it
may administer if the license of a pension company is withdrawn. The
PCC should also require each pension company to contribute to a
national pensions guarantee fund. A fund member may make a complaint
to the PCC against a pension company, which the chairperson must
answer within a fixed time limit. A fund member may appeal to the courts
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if the PCC has not provided a satisfactory answer to a complaint. The
PCC shall publish an annual report on the operation of the pension
scheme legislation which discloses the fees charged by each pension
company and its managed funds. It may lay down the minimum number
of members that must have joined a fund in, say, the first two years after
its establishment. Each pension fund should have an elected council of
members to represent it in its dealings with its managing pension
company.

(iii) When marketing a pension fund, no special benefits may be offered to
persuade a person to join a particular fund. If the PCC finds statements
relating to future investment performance of a pension fund to be
misleading, it may ban their publication and order a correction to be
issued. The PCC may issue regulations specifying requirements in
relation to the marketing of funds.

(iv) The principles for valuing fund assets and liabilities to be detailed in
regulations should be issued by the PCC. The valuation dates should be
published at least once a month. The contributions paid to a fund shall be
converted into accounting units and the total value of accounting units of
a fund shall be equal to the total value of the fund’s net assets.

(v) A member retiring from a fund shall use the amount standing to his credit
to purchase an annuity. There is no right to receive any sum until
retirement and a member may not retire from a fund earlier than the date
on which the member becomes eligible to receive a state pension. The
beneficiary of a deceased fund member may purchase an annuity for life,
or elect to receive monthly payments for a period of a minimum number
of years. A fund member has the option of postponing the purchase of an
annuity for up to five years after the date of retirement. If the amount
standing to the credit of a fund member is less than an amount to be
specified in the PCC regulations, the credited amount shall be paid in a
lump sum.

(vi) The PCC shall license companies to provide annuities. A fund member
will be free to choose from any licensed annuity provider. Types of
annuity on offer shall include:
• a single life annuity;
• a single life annuity guaranteed for a period of at least five years with

any outstanding payments on death paid to beneficiaries nominated by
the annuitant;

• a survivor’s annuity payable for the life of the annuitant and then to the
spouse for life;

• a survivor’s annuity for the life of the annuitant and then to a spouse
for life with a guarantee of five years. If the annuitant or spouse dies
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within five years, the outstanding payments under the guarantee are to
be paid to nominated beneficiaries; and

• any other type of annuity specified in PCC regulations.
(vii) All annuities in payment shall be required to increase in value annually

when price inflation exceeds a percentage specified in PCC regulations.
The annuity provider shall publish its annuity rates and make these
available to any fund member who requests them. A company providing
annuities may not impose any special terms or rates on the grounds of
health, gender, race or any similar criteria. The annuity provider shall use
and invest the amounts transferred to it only for the benefit of the persons
receiving annuities. If the fund member can purchase any annuity, which
together with a state pension provides a sum equal to a monthly income
specified in the PCC regulations, the member may take any excess in the
fund as a cash lump sum or in installments.

(viii)The reporting and disclosure obligations of funds shall include the
publication of a prospectus showing the names and addresses of the
shareholders of the controlling pension company with details of their
shareholding. A pension company shall also provide the PCC with
audited accounts, showing details of the shareholders and their
shareholding. Each fund member shall be issued with a six-monthly
statement showing the assets standing to the member’s account.

(ix) A pension company will finance its activities by deducting a specific
percentage from contributions paid into pension funds and by deducting
a specific percentage of the value of the managed net assets. The
percentages will be determined in the PCC regulations.

(x) The investment of pension fund assets shall be solely for the benefit of
fund members and each pension company shall issue a statement of
investment principles setting out the types of asset in which the fund may
invest and the persons responsible for investment decisions. A pension
fund may only invest in the following classes of assets:
• bank accounts and deposits with licensed banks;
• bonds, bills and other securities issued by the national bank or

government;
• bonds, bills or other securities issued by local government

organizations within the national borders;
• shares and securities listed on the national stock exchange;
• bonds and securities issued by joint stock companies incorporated in

the home nation; and
• state bonds issued by foreign governments, as well as foreign indexed

funds, which have an international rating approved by the PCC.
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(xi) The PCC may specify the maximum proportion of a fund to be held in any
of the investments classified above as i) to vi), also the maximum to be
invested in any one company’s shares. The assets of a fund may not be
invested in:
• real estate;
• physical assets, the values of which are uncertain, including, for

example, antiques, works of art, or motor vehicles;
• shares, bonds and other securities issued by any shareholder of the

pension company; and
• such other assets specified by the PCC.

(xii) A pension company may delegate the management of fund assets to asset
managers with their registered offices in foreign countries, which are
entitled to conduct such activities according to the laws effective in those
countries and have a minimum paid up capital of an amount specified in
the PCC regulations.

(xiii)A pension company must appoint a single depository as custodian of the
assets of any fund it governs. The depository may be a bank authorized
to operate by the national government and the PCC. A depository bank
may not hold shares in the pension company it serves, nor may it lend
money to or borrow from such a fund or pension company.

(xiv) If an annuity provider fails to make annuity payments within three
months, an annuity shall be paid from the state budget under the
guarantee provisions. The PCC shall apply a factor to each contribution
made to a fund to reflect consumer price inflation between the date of
payment and the date of retirement with a notional deduction to reflect
average fees deducted by funds. If the figure calculated is greater than the
amount standing to the account of the fund member, a sum equal to the
difference will be credited to the account from the state budget.

(xv) The pension companies shall pay a fixed penalty for each day of delay,
providing the PCC with the full information as requested. Non-
observance of the legal provisions on private pensions is to be considered
as a civil offense. Organizing and operating a private pension fund
without the authorization of the PCC constitutes an offense punishable by
a term of imprisonment or a fine.

Third pillar pension schemes take the form of occupational pension
schemes run by an employer for the benefit of employees or private pension
schemes. These pension schemes are an option for better-paid workers who
may be given tax incentives to transfer out of state earnings related schemes.
They can lack any element of redistribution, and occupational schemes can
restrict the mobility of workers in the absence of legislation to promote
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portability. In the absence of any guarantee, workers can also suffer losses if
their employer’s business fails or the employer acts fraudulently. There is also
the difficult question of charges by the fund managers. If these are kept low by
law, the service provided may not be of the highest standard, with the best
performing companies not willing to compete for regulated funds. The best
option is probably a statutory requirement for all pension funds to publish their
charges in a form that can be understood by all contributors.

It is probably true of many DMCs that their market and regulatory
capacities limit their choices at present for the establishment of mandatory
personal savings schemes with privately-managed funds. Their workers may
not be sufficiently experienced to make meaningful choices as to the most
suitable private fund while regulatory machinery may not be in place to protect
contributors when private funds begin to advertise for clients.

Several DMCs have savings schemes based on the public provident fund
model. These are essentially compulsory savings schemes in which employers
match regular contributions withheld from the wages of employees. The prime
purpose has always been to provide a lump sum payment on retirement but
there is often no provision to ensure that savings are not withdrawn and used
for other purposes during a working life. In fact many provident funds allow
for premature withdrawals for a fixed number of reasons, such as family
weddings or spells of unemployment. There is also a weakness in that while
some provident funds give beneficiaries the option of a pension, many funds
pay only lump sums and make little provision for survivors. Even when final
lump sum payments are substantial they are not protected against the erosion
of value through inflation (Figure 4).

The disadvantages
associated with many
provident funds in
Asia and the Pacific
are that governments
tend to require them
to invest in low risk
public sector securi-
ties, which are se-
cure but may not of-
fer high returns.
Provident funds

have no element of redistribution to lower paid members and tend only to
cover workers in the formal sector of the labor market. Private funds can give

Figure 4.  Provident Fund 
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Employer
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Low-risk Securities

Lump Sum
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contributors a choice of fund management and may be expected to give better
returns than government-controlled provident funds.

2. Death Grants and Survivor’s Pension

The early death of a breadwinner can leave a dependent family in extreme
poverty. Most social insurance schemes cover this risk first with an immediate
payment towards funeral costs and then with a survivor’s pension linked to the
earnings or pension rate of the deceased. It is usual in a social insurance
scheme to find a death or funeral grant payable, which is related either to the
salary of the deceased, the contributions the deceased and the employer paid
into the fund plus interest, or a fixed sum paid to the survivors of all insured
persons.

For survivors to be eligible for benefits, it is a requirement in some
schemes that the deceased has been a pensioner or at least has contributed to
the scheme for a given number of years. The amount of the survivor’s monthly
pension and sometimes its duration may be linked directly to the number of
years during which the deceased contributed, for example, 20 years of
contributions would earn twice the pension paid after 10 years of
contributions. The surviving spouse and orphans may also not be eligible
unless they can meet certain conditions, such as an age requirement. The
number of children who can receive a survivor’s benefit may also be limited,
for example, to the first two. A surviving husband may not be entitled to a
survivor’s pension unless he is incapable of self-support and there will
occasionally be an earnings rule that prevents a survivor from receiving a
pension when earning more than a fixed monthly sum.

For those uninsured workers who make up the majority of the workforce
in most DMCs, the provision of a lump sum on death can only be arranged
through some form of microinsurance. At present in most DMCs, help with
funeral expenses is probably available from the extended family when the
personal savings of the immediate family of the deceased are inadequate. The
options available to those excluded from social insurance schemes who wish
to cover the risk of the early death of a breadwinner are considered under
“microinsurance”.

3. Unemployment Benefit

The risk of unemployment faces all workers and the benefit has to be
designed to meet that risk. By transferring the risk from the individual to the
community of scheme contributors, unemployment insurance enhances the
welfare of the community as a whole. The intended purpose of an
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unemployment benefit scheme is usually seen as two-fold. First, it will provide
those who have lost an income from work, through no fault of their own, with
a measure of compensation that is sufficient to meet their needs in the short-
term. Secondly, this same income should allow them to meet the costs of
searching for work over the period required by the current state of the labor
market. The essential role of unemployment benefits can be said to be the
provision of income security during spells of involuntary unemployment,
thereby contributing to consumption smoothing both at the individual and
macroeconomic levels.

In addition to promoting efficient job search, the benefit also facilitates
structural changes and a better match between supply and demand in the labor
market. In principle, the contingency of short-term and frictional
unemployment can be considered as random and therefore amenable to
protection under social insurance. Most schemes allow for fortnightly or
monthly payments subject to attendance at an employment office to confirm
continuing entitlement. Other schemes provide a lump sum payment from
either the employer or a government agency. Employers can be required to pay
a severance payment to discharged workers that in the absence of an
unemployment benefit scheme is often linked to years of service. Payment of
the benefit is usually earnings related, but can be flat rate, and subject to a
number of conditions. Unemployment benefit schemes have generally
preserved their financial viability by a variety of mechanisms such as defining
the contingency and coverage in precise terms. Since the state of being
unemployed cannot be defined without reference to a list of qualifying
conditions and conditions of entitlement, it is inevitably a difficult and
expensive benefit to design and administer.
(i) A contribution condition—this requires that a claimant has paid a given

number of contributions to the social insurance scheme over a period that
is recent enough to show that claimant is still connected to the labor
market. Examples are a period of the preceding tax year with a
requirement that at least half the due contributions were paid, or the
period might extend to two years with a requirement that at least half the
due contributions were paid in one of those years. Since many
unemployed claimants will be in need at the time they make their claim,
a contribution condition must presuppose that an individual’s
contribution record can be readily accessed at the office where the claim
is being made. An alternative to a contribution-based scheme is one
funded from general taxation in which a recent employment record will
obviate the need for a contributions database.

(ii) An availability condition—clearly unemployed people have to be
available to take employment if they are to receive benefit. This is a
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fundamental condition for the receipt of unemployment benefit and one
that is often difficult to test. The onus should be on the claimant to show
that he or she is available to accept and take-up new employment within
a reasonable time. A reasonable time might be by the next working day,
if that period is the normal practice within the labor market. A person
would not be treated as available for work if, for example, home
commitments inhibit employment. If the person has made arrangements
for someone else to take on these home commitments within a short time
of a job offer, then the availability condition has been satisfied. Another
approach is to require claimants to be available for work for a given
number of hours in any one week. Claimants are permitted to choose the
number of hours they wish to be available for work and provided the
labor market can give them reasonable prospects of finding employment
within their stated hours, they can satisfy the availability condition. The
claimant must also take all reasonable steps to draw attention to his or her
availability. At the time the claimant is required to make regular visits to
an employment or social insurance office, the claimant shall make a
written declaration confirming continuing availability for work. These
mandatory visits are an important control mechanism within all schemes.
A claimant, who fails to declare earnings received while unemployed,
will find it difficult to leave work and report to the employment office at
required precise signing times.

(iii) A capability condition—claimants cannot claim unemployment benefit if
they are incapable of work. The rule presents few difficulties when the
claimant has the option of claiming an incapacity benefit as an alternative
to unemployment benefit. On occasions, however, it will be necessary to
have the claimant examined by an appointed medical officer in order to
establish the claimant’s fitness for work.

(iv) An actively seeking work condition—persons claiming unemployment
benefit must actively seek work, if the labor market is to perform
efficiently. All claimants should be told in writing that it is their
responsibility to take steps each week to seek work and that they will be
required to show what action they have taken to find work if there is a
doubt that active job search has not been carried out. If a claimant cannot
show that all reasonable steps to find work have been taken, then benefit
can be withdrawn.

(v) An earnings rule—unemployment benefit is principally intended for
those who are wholly unemployed and has traditionally been subject to a
number of earnings rules. A weekly or daily earnings limit can be set, and
if an unemployed person earns above that limit, unemployment benefit
for the week or the day is not payable. An earnings limit is a simple and
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logical test of a person’s employment status. It needs to be set at a fairly
low level but not below a point at which claimants would be forced to
give up small part-time jobs that they can easily undertake when in other
full-time work.

(vi) A severance pay rule—a person, who receives a compensation payment
from the employer for a period after the termination of a contract, may
not be entitled to unemployment benefit for the period covered by that
payment. The treatment of terminal payments can vary between
payments that are clearly in lieu of a statutory or contractual notice period
and those that are compensation for the loss of a job. The former will
result in loss of benefit whereas the latter will not normally affect
entitlement. It is always advisable to list in legislation those
compensation payments from former employers, which do not affect
entitlement to unemployment benefit.

(vii) The voluntary unemployment rule—the benefit is meant for people who
are out of work for reasons beyond their own control. If claimants have
brought about, or in some way contributed to, their own unemployment,
it is unfair to other contributors to the unemployment insurance fund to
pay them. It has always been a feature of unemployment benefit schemes
that people who are voluntarily unemployed suffer a benefit penalty. This
will take the form of disqualification for receiving benefit for a number of
weeks following the termination of employment. Periods of
disqualification can be for a fixed and short number of weeks or flexible
with a fixed maximum penalty. With a flexible penalty, the period of
disqualification has to be decided in the light of the circumstances
leading up to the loss of employment.

Other questions that have to be considered when designing an
unemployment benefit scheme are:
(i) The number of waiting days before benefit becomes payable. It is

generally considered that benefit should not be paid for the first few days
as many people will find work quickly and very short-term claims would
overburden the claims administration. It is also felt that most people have
enough resources to meet very short spells of unemployment.

(ii) The maximum duration of benefit—this will usually be decided in the
light of the insurance contributions that have to be paid in order to qualify
for benefit and can range from 3 months to over 18 months. Maximum
duration can be linked to both the length of insured employment and the
age of the claimant. Duration can also have a significant effect on job
search incentives.
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(iii) Re-qualification—claimants, who have received the maximum number of
days of benefit and exhausted their entitlement, have to have worked and
paid a number of contributions before they can re-qualify for benefit. At
the date of a claim that follows exhaustion of benefit, the normal
contribution conditions have to be satisfied.

Compared with the costs of meeting other risks covered by social
insurance, the financing of unemployment benefit schemes is subject to a
greater degree of uncertainty, particularly in the early years of a scheme when
the pattern of claims over an economic cycle has not been established. If a
scheme is funded on a PAYG basis, it will usually have provision for some
degree of support from the state budget to meet expenditure at points in the
economic cycle when the number of claims is high and their duration extended
beyond the average. In existing schemes, the combined rate of employer and
employee unemployment insurance contributions can range from two percent
to around five percent. The level of contribution will be determined by the
assumptions made as to the number of contributors, the contribution collection
rate, the size of the average contribution, the level of successful claims, the
average duration of claims and, of course, the amount of the average benefit
payment. In some countries contributions are experience-rated to encourage
employers to assist employees in avoiding the need to claim.

Unemployment benefit replacement rates tend to be lower than those
applied to other social insurance benefits in order to maintain incentives. The
average will be around 50 percent of previous earnings. If the insurance fund
is to finance labor market programs, such as training and employment
subsidies to the internal labor market, then these additional costs will need to
be added in the estimates of the appropriate contribution level (Yoo and
Ziemek, 1993). A PAYG scheme will call for regular reviews of the level of
contributions and legislative provisions with powers to increase contributions
at short notice. Some schemes are based on an unemployment insurance
savings account that pays a lump sum in the event of job loss. In such schemes,
the longer-term unemployed person may face the risk of poverty; while those
who can find work quickly will enjoy a bonus.

Many countries with developed schemes meet the cost of labor market
programs such as vocational training from the state budget and not from their
PAYG or funded unemployment insurance schemes. An alternative is to
require employers to pay a training levy based on their payroll numbers. In
some schemes, employers pay the whole cost of unemployment benefits and,
in others, governments subsidize the scheme to a fixed limit, or meet the cost
of benefits paid beyond the normal duration to certain groups of workers. With
a means-tested scheme, the government can be expected to meet the full
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expenditure from tax revenue. A funded scheme will fix contributions at a
level that will allow for the build-up of a reserve fund of not less than about
one and a half times the 12-month aggregate benefit expenditure. The size of
the fund can be adjusted in the light of expenditure experience at the most
costly points in the economic cycle. In many countries, the government will
assist in financing a funded scheme because, as with a PAYG scheme, the cost
of unemployment benefits during an economic crisis can be more than an
insurance scheme with affordable contribution rates can accommodate.

An alternative for governments is to rely entirely on a social assistance
scheme to meet the risks and costs of unemployment. The provision of a
replacement income during unemployment through an individual savings
account has the disadvantage that without the pooling of risk it is likely that
those in less secure jobs will be unable to afford adequate cover for their own
unemployment. The administrative cost of operating an effective
unemployment benefit scheme is high compared to other social insurance
schemes. The costs normally fall under two headings: first, the taking and
processing of claims and the making of payments; and second the labor market
actions required to ensure claimants find employment. The former, which can
amount to 10 percent of contributions, are usually met from scheme income
while the latter are usually met from the state budget. If the operations are
combined in one office, the cost can be around 15 percent of contributions
income.

To operate an efficient and effective unemployment benefits system, it is
necessary to have a national network of local employment offices where
claimants can make their initial claims and can attend at fixed and regular
times to renew their claims. Those who live beyond a certain distance from the
employment office are normally excused regular attendance and their renewal
claims can be dealt with by post. After making a written declaration of their
availability for work and any changes in their circumstances, a payment of
benefit can be authorized. The employment office staff should be trained in the
procedures to be followed in taking a claim and in checking whether the
conditions of entitlement to benefit have been met. They should also
understand how to apply the control procedures that play an important part in
any unemployment benefit scheme. These same staff, or their colleagues in the
same office, should ideally have access to all the available information on the
local labor market and be in a position to advise each claimant on suitable job
vacancies, training opportunities, government programs for the unemployed
and methods of job search. Without a network of well-equipped local
employment offices with staff trained in a range of labor market related skills,
there will always be a danger that any unemployment insurance scheme will
fast become little more than a system for distributing cash aid to those who
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declare themselves to be unemployed. Social insurance offices and
employment placement service offices need to have a close working
relationship and in some organizations this has led to all unemployment
benefit work being merged in each local employment office. Some DMCs are
in the process of planning for the introduction of unemployment insurance
schemes within the next five years, while at least one DMC has a scheme in
place paying benefit for a limited period of three months with some provision
for vocational training costs.

4. Sickness and Disability Benefits

The poorest members of society see illness and disability that prevent a
person from earning a living as risks to which they are highly exposed and
vulnerable. There are a number of social insurance benefits that have been
designed to cover the risk of sickness in the short-term and during longer-term
disability. For short-term sickness, an insured worker will receive an income
replacement benefit on production of medical evidence of incapacity to follow
normal occupation. Some schemes limit the duration of sickness benefit by a
link to the claimant’s contribution record. In the absence of a long-term
disability benefit, this can result in hardship and poverty for a very vulnerable
group. When a claimant has been sick for some months, it will normally be
appropriate to seek further medical evidence on the question whether the
claimant is capable of taking up other forms of work or is likely to be incapable
of all work for the foreseeable future. In the latter event, a disability benefit or
pension can be payable, subject to periodic review where it is felt by the
medical examiner that there is some prospect of the claimant re-entering the
labor market. It is usual for the medical criteria used in the assessment of
disability to be defined by legislation.

The incidence of sickness and disability benefit claims should not vary
significantly except during epidemics when short-term claims to sickness
benefit will peak. A problem in terms of financing incapacity benefits arises
when the average duration of claims increases for no apparent reason and more
claimants move from short-term sickness to the point where they can claim to
be permanently incapable of work and entitled to a disability pension or
another form of long-term incapacity benefit. The most common form of
financing for short-term sickness benefits is through contributions to a social
insurance fund with benefits designed as income replacement for a limited
period of up to a maximum of about six months. However, in some schemes
the period of entitlement is determined by the individual’s contribution record.
Employers are sometimes required under social insurance or labor law to pay
sickness benefits from their own resources for a limited period or to meet the
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cost and then deduct the amounts paid from their monthly liability for social
insurance contributions. Several developed countries have found that when
employers are made responsible for payments, the incidence of short-term
sickness among employees falls significantly. The full cost of disability
pensions can be met under a PAYG pension scheme or a dedicated social
insurance fund to cover all incapacity benefits. Benefits designed to meet the
additional costs of care and mobility for seriously handicapped or disabled
people are more often funded from the state budget in developed schemes but
are also often part of the state pension scheme.

The control on expenditure that can be built into an incapacity benefits
scheme is firstly the control of new claims through checks on the duration of
spells of sickness. This can be achieved by comparing periods of incapacity
against the maximum length expected for claimants with a particular condition
and taking up any large discrepancies with the certifying medical officer.
Secondly, the application of strict criteria in the assessment of long-term
disability that ensures that only those who are truly incapable of all forms of
work are awarded a disability pension. These forms of control call for a team
of well-trained medical staff, employed either by the responsible ministry or
agency, to work in medical assessment centers, or private medical contractors
where providers exist who can offer such support services. A common
problem with all social insurance benefits subject to medical examination and
certification is that hospital doctors and those working in local clinics tend to
be over-sympathetic when faced with a patient’s request for a medical
certificate confirming entitlement to a social insurance benefit. It is perhaps
not surprising that the patient/doctor relationship tends to take precedence over
the need for objectivity in these situations.

In many DMCs, coverage for sickness is limited to insured workers in the
formal sector of the labor market with benefits that are often paid for a very
limited period. The small numbers in receipt of a disability pension suggest
there is often no automatic assessment at the end of that period to establish
whether there has been a total or partial loss of work capacity. Where further
treatment is required after exhaustion of entitlement to sickness benefit, this
treatment can be provided together with a partial replacement income but
sometimes only if the claimant is suffering from a disease listed as requiring
long-term treatment.

5. Maternity Benefits

Maternity benefits are designed as an essential part of social security
schemes to ensure that women have a replacement income when in the
interests of their own and their child’s health it is wise for them to abstain from
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work. The period of payment and the contribution conditions that must be
satisfied will vary between schemes. Using social insurance pooling to pay
cash benefits as opposed to labor law for maternity provision has been found
to reduce discrimination against female workers who can refer complaints
more easily to local social insurance offices.

Like short-term sickness benefit, this benefit is paid in DMCs to insured
workers in the formal sector and is usually funded from contributions to the
mandatory social insurance scheme. Payment is usually in the form of a cash
lump sum paid on confinement and an income replacement benefit paid for a
period before and after the birth. There is some evidence that not all employers
in DMCs are aware of the benefits payable to pregnant women or, if they are
aware, avoid their responsibility for initiating claims at the appropriate time.
This may indicate the need for a program of employer and trade union
education.

In many countries, maternity care includes prenatal, obstetric, and
postnatal care that is provided by the health services. When medical benefits
are provided for insured workers, these benefits may be provided for their
wives and children or may be limited to the families of those workers who have
purchased a health card. It is often open to other uninsured workers and their
families who cannot afford to purchase a health card to apply for a free card
on grounds of poverty. In the discussion on microinsurance, the option of cover
for maternity services is included.

6. Work Injuries and Occupational Diseases

This class of injury has traditionally attracted more favorable treatment
in most social insurance schemes because governments have decided that
society owes a significant debt to those who face the risk of injury or disease
in the course of their work. Also, it was felt there were often inadequacies in
the legal means of obtaining compensation from employers. There are often
links to rehabilitation with injured workers having the costs of a program met
by the social insurance fund. The usual requirement under labor law for
employers to record work accidents is another provision aimed at reducing
work injuries to a minimum.

Work injury benefits can take the form of cash payments for a temporary
disability lasting for up to one year to be replaced by a permanent disability
benefit where a medical examination confirms that a degree of disability will
continue. An important decision for all schemes is whether to treat commuting
accidents as work accidents. A traditional approach has been that a work
accident must be one that arises out of employment and during the course of
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employment. This definition excludes accidents that happen during travel to
work. A more recent trend in social insurance is to include such accidents.

The cost of work injury benefits in DMCs is usually funded from a small
employer contribution but may also be funded from mandatory contributions
to a general social insurance fund. The trend in social insurance legislation,
unlike that in private insurance, has been almost wholly against relating
contributions to the degree of risk. There is, however, an argument in relation
to work injury that employer contributions should be related to the pattern of
claims, at least in relation to those hazards that can be avoided by more careful
health and safety management. This argument, that employers’ contributions
should be “experience-rated”, is gaining in acceptance and several schemes
now require employers to pay a level of contributions related to the frequency
of claims from their workforce.

Countries that require employers to rely on private insurance to insure
their employees against accidents usually find that the premiums charged by
private insurance companies vary according to the past experience of work
accidents in different types of employment. DMCs appear to be fully
committed to covering the risk of work injury but not always with payments
sufficient to meet long-term needs. The lump sum payments made under some
schemes in Asia and the Pacific will often be inadequate to meet the extra
lifetime costs arising from a person’s disabilities.

7. Health Insurance

In countries where the state does not meet the full cost of a national health
service and levies charges for personal health services, it is usual to find some
form of health insurance system that is designed to provide cover for all or part
of health care costs. A common situation in DMCs is where workers in the
formal sector of the labor market, making up only a minority of the nation’s
workforce, are covered by a mandatory health insurance scheme for personal
health services. The dependants of these workers may or may not be included
within the scheme.

The international organizations concerned with the provision of health
care have recognized the difficulty for most low and middle-income countries
in achieving universal coverage through governmental health systems. An
option for poorer communities is that of an insurance-based scheme limited to
a small local community and providing a minimum of primary health care.
There are also schemes in DMCs under which certain categories of
disadvantaged people are allocated health cards that give them access to health
care at both primary and higher levels. Village committees can be given the
task of distributing free health cards to those who meet the stipulated criteria.
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An insured worker’s contributions may not provide cover for dependants but it
may be possible to obtain cover for them through the purchase of a health card.
Government may heavily subsidize the sale of health cards with the sale price
representing only a third of the actual cost of the health cover provided.
Anyone using health services is often required to pay part of the fee-for-
service determined by the government. This can amount to 20 percent of the
service charge. Poor people who are not insured and have not purchased a
health card may receive free primary health care and may be referred for free
hospital treatment if their local clinic approves the admission. The two main
methods of paying providers are:
(i) Fee-for-service—a system of health care provider reimbursement in

which payment is made for each service provided to a patient, regardless
of who finances the payment. It can be that an agreement on the services
that can be provided and their cost is reached between the health
insurance fund and providers or is set by government order

(ii) Capitation-fees—a system of health care provider reimbursement in
which payment is made for each patient on the roster of the provider
regardless of the frequency of visits or types of services received by the
patient.

The fee-for-service arrangement tends to lead to an escalation of costs as
hospitals add new services to the list each year and can argue around
definitions and descriptions. The capitation fee is more straightforward and
should in general be a means of restraining costs. Health schemes tend to work
with the World Health Organization (WHO) list of approved drugs that again
can prevent the escalation of costs.

The central health authorities that operate a quite separate collection
regime from that administered by the social insurance agencies often collect
health insurance contributions. This can lead to a great duplication of effort
within government, particularly when both health and social insurance
schemes may be given wider coverage in the future.

8. Microinsurance

One definition of microinsurance is “an autonomous enterprise,
independent of external operators or of permanent financial lifelines”. Another
is “a voluntary group self-help scheme for social health insurance” (Dror and
Jacquier, 1999). If one considers the history of local self-help societies that
have sprung up in various parts of the world from the desire of local
communities to insure against life’s risks at minimum cost, it can be seen that
success and long-term sustainability has come to those groups who have
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combined in regional, industry wide, or national organizations. Such
organizations have often drawn up rules that their membership was content to
apply at local community level. These rules often required members to live
very responsible and sober lives free from activities that left them vulnerable
to many of life’s risks. Eventually, governments found it necessary to legislate
for the proper management of such organizations but generally allowed for
wide discretion in their operation.

The interesting and important question for DMCs is whether local
communities, or groups of persons, such as members of cooperatives or
occupational associations, that are currently excluded from government social
insurance schemes (including health insurance), are able and willing to join
and operate microinsurance schemes or similar schemes to provide protection
against all or some of the risks they regard as most threatening. These might
include, among others:
(i) Primary health care,
(ii) The cost of health care drugs,
(iii) Hospital in-patient treatment,
(iv) Payment during short-term sickness,
(v) A death grant sufficient to meet funeral expenses,
(vi) A maternity grant, and
(vii) Hardship payments in the event of crop failure or cattle disease.

This list could be extended if a community felt it could afford additional
cover but it is suggested as a possible starting point. However, it is difficult to
see any scheme that covers the risk of crop failure operating over an area
smaller than a province or without a sufficient number of agricultural member
communities to spread the risk over a wide area, preferably with a good spread
of diverse crops. Chapters 9 to 10 cover crop insurance and explore the options
for local and national crop insurance schemes.

The history of local mutual help societies suggests that in the event of
hardship arising from such catastrophes as fire and flood, periodic payments
to alleviate hardship are the most that local contributions can support. It may
be that microinsurance in Asia and the Pacific would be limited in this respect
and that in the event of a major crop failure covering a wide area, local funds
could be used to fill gaps left by any government emergency aid program.
Where crop failure is on a very limited scale, then the local committee
controlling disbursement for the microinsurance scheme could be expected to
use their discretion to assist in cases of hardship arising in the families of
individual farmers. Such schemes call for specially tailored sets of rules drawn
up after full consultation with the potential members. Governments could be
asked to keep a national record of such schemes, provide free banking facilities
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at government banks and an advice service. It is tempting to suggest that
governments should provide an independent arbitration service to deal with
complaints that cannot be resolved at local level but this would take decision
making power from the local community where it is better left if all scheme
members are to feel they can play a part in the resolution of disputes. The
greater the number of microinsurance schemes that belong to a national
federation of such schemes, the better will be the options for mutual support.

A microinsurance scheme may also be able to afford a single premium to
provide life insurance for all scheme members at a favorable rate that could
pay a lump sum to a survivor or at retirement age. The problem of adverse
selection could arise if less than a substantial majority of a community were
signed up as scheme members. The history of health insurance in Japan
provides an interesting model of how community insurance can provide
people with access to health care and grow into a national health service. This
model could well be very suitable to the needs of smaller communities in
several DMCs.

The reasons for seeking an expansion of health insurance in Japan in the
early 1930s were to lower the impact of health care costs on agricultural
households and to improve the medical facilities available in rural villages.
While membership of insurance societies representing the same trade or
business, or a particular community was voluntary, it could be made
compulsory when two thirds of a target population had joined. The
membership unit was the household, all of whose members were insured.

A National Health Insurance Act of 1938 granted insurance societies the
freedom to set their own contribution rates and methods of collection. Local
districts were encouraged to start an insurance scheme by the offer of a
government subsidy for the first year of operation with a reducing annual
subsidy thereafter. A nationwide network of over 2,000 societies was in
existence after only four years with a system of organization that had been laid
down in the 1938 Act. The Act had few provisions regarding benefits and
while each society was required to provide care in the case of sickness or
injury other benefits such as maternity and funeral grants were left as optional
extras to be provided if society members decided they required this form of
cover. Most societies provided maternity benefits while very few opted for
funeral grants. Each society was left free to decide the scope and duration of
the medical care to be provided and could enter into contracts with providers
of medical care. Some societies could afford to employ public health nurses
and could take advantage of special government subsidies available to those
societies who took measures to promote the better health of its members. The
Japanese government also granted subsidies to cover part of the cost of
constructing new medical facilities that were owned and directly managed by
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insurance societies. By the 1940s the number of societies numbered 10,000
and were eventually to be the foundation upon which a national health system
was built.

The Japanese experience suggests that success in expansion of coverage
to address poverty reduction came from having a local district as the unit of
scheme administration with some degree of government subsidy to
supplement the funds raised at local level. It is also interesting that primary
health care was the first priority with other social insurance type benefits as
optional add-ons. Clearly, success in one district acted as a spur to adjoining
districts.

C. A Discussion of Approaches

1. Old Age Pensions

The case for pension reform is being debated in most countries with a
social insurance pensions scheme. The general international standard is for all
workers to have a pension that represents at least 40 percent of their previous
earnings.1 The important question for those countries with a PAYG scheme,
whether or not partially-funded, is whether it will provide this level of pension
in the longer term.

First pillar schemes paying earnings-related pensions combine elements
of saving, insurance, and redistribution in the one scheme and can be said to
have the advantage of achieving popular support by closely linking
contributions and benefits. The counter argument is that higher paid workers
may be encouraged to evade paying their required high contributions or may
simply move into the informal sector. Another important disadvantage for
women is that their wage rates are generally lower than those of men and their
contributory periods shorter, so resulting in lower pensions and the risk of
poverty in very old age. A flat rate pension scheme can reduce administrative
costs and has the advantage of providing relatively more of pensions
expenditure to the lower paid. Means-tested pensions can significantly reduce
overall benefit costs by eliminating pensions for high-income groups but only
with high administration costs and the danger of social division. Contributors
faced with means testing will also have fewer incentives to save for their old
age. A big advantage of a first pillar scheme is that it contributes to reduce
income disparities and poverty in societies in which coverage is near universal.
While it is difficult, if not impossible, to estimate the economic effects of such

1. ILO Social Security (Minimum Standards) Convention (no.102) 1952 stipulates 40 percent
for a man and his wife after 30 years of insurance.
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solidarity, it can probably be accepted as having a beneficial effect on
industrial relations and, hence on, worker productivity.

With most countries having a mainstream pension program, compulsory
only for wage and salary earners, constructed as a conventional PAYG scheme
for old age, disability and survivor’s pensions, an important question is
whether any particular national scheme is due for reform. To put a first pillar
scheme on a sound footing, it is necessary as a first step to ensure that the
“system dependency ratio” or “support ratio” is improved to the greatest
possible extent. A low ratio will be the main reason for a high contribution rate.
If this low ratio is attributable to population ageing then this may call for
mandatory payments to a new “second pillar” pension scheme linked to an
acceptable degree of intergenerational solidarity. In the longer term, the
introduction of saving towards “second pillar” pensions should lead to a
stimulus for capital markets.

Throughout the world, more people are living long enough to enjoy
retirement. In 1990, there were 300 million aged over 65 in the world. By the
middle of this century, there will be more than a billion. However, birth rates,
particularly in industrialized countries, have been falling over recent decades
with the result that support ratios are declining. Ageing of populations in Asia
in the period to 2050 is expected to result in the pensioner dependency ratio
tripling and in the more immediate period to 2015 there will be a significant
increase in the proportion of the population aged over 65.

In considering the advantages and disadvantages of first pillar schemes
that are not funded, the following points can be made:

Advantages:
(i) They are true social insurance schemes with all the strengths and

advantages of risk pooling and intergenerational support.
(ii) They are secure; unlike funded systems, PAYG schemes are not

vulnerable to capital market fluctuations in the stock market.
(iii) Shortfalls in income can be corrected quickly through increases in

contribution rates.
(iv) A system for awarding contribution credits can ensure that contribution

records are maintained at a minimum level during periods of sickness,
maternity, unemployment and the care of dependents.

(v) Administrative costs are normally low.
(vi) National schemes with one provider have the advantage of scale in the

processing of claims and the delivery of pensions.
(vii) They contribute effectively to eradicate old-age poverty by providing a

minimum income at retirement, that can be supplemented by other
voluntary saving schemes for higher income groups.
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Disadvantages of these schemes include:
(i) They may not be sustainable in the longer term if the system dependency

ratio reaches a point where workers can no longer afford to support
existing pension liabilities or are very reluctant to do so.

(ii) Migrant workers and others who are unable to complete a minimum
contributory period may not receive a pension.

(iii) Governments may manipulate the scheme to achieve short or long-term
goals unconnected with pensions policy.

(iv) The number of contributors, and hence revenues, can be reduced
significantly by workers moving into the informal labor market.

(v) In times of poor economic performance employers may fail to pay all
contributions due.

(vi) If coverage is low the cost of ensuring compliance by employers and the
self-employed can be high.

(vii) The public investment required for a modern computerized system of
record keeping can extend administration costs in the short-term.

Such first pillar schemes tend to have an early period following their
introduction when the system dependency ratio is low. During this period, the
contribution rate can be kept low and pensions can be generous for those who
do not have a long contribution record. At a later date, when the original
scheme membership starts to retire, a strict control of contributory periods may
need to be applied or contributions may have to be increased to meet rising
expenditure. This rising expenditure could be met temporarily if coverage was
extended to groups of younger/migrant workers in the informal sector who
would again improve the system dependency ratio. In developed societies,
with low fertility rates and long life expectancy, the growing pension liabilities
have normally meant higher contributions that are politically unpopular, may
generate incentive for tax evasion and may adversely affect economic growth.
However, there are ways of making such schemes more sustainable. These
include raising retirement ages and changing methods of indexation.

In the case of first pillar schemes that are partially funded in DMCs, the
effects of an adverse system dependency ratio will not have the earlier impact
that could be experienced by pure PAYG schemes, particularly where the
return on investments is at market levels. The start date for paying pensions
can be delayed when a new first pillar scheme is mandatory only for younger
workers. This allows for the accumulation of reserves to provide partial
funding at least in the early years of the scheme. The management of the
reserves in the early years of such a scheme can present difficulty for fund
managers in some DMCs where the deposit or investment options are very
limited, with some funds invested in government banks at fixed low rates of
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interest. The same remedies are open to these first pillar schemes and, subject
to the willingness of politicians to introduce unpopular reforms, these schemes
could well remain sustainable in the longer term.

For most countries it is difficult to move to second pillar pension schemes
that reduce the burden on first pillar or PAYG schemes. Often the PAYG
contribution rates are already as high as workers and employers can afford.
The experience in South American countries is often quoted. Assuming it is
acceptable to workers, with at least 20 years of employment before retirement
age, and their employers, to pay the equivalent of e.g. five percent of gross
earnings each, as a contribution to a funded scheme, then it should be possible
to build up sufficient funds to purchase an annuity at retirement. For this group
of workers, the annuity would supplement the pension they receive from the
first pillar scheme. There is, however, the question of risk and who bears it. In
the Chilean model, the investment risk during the accumulation period, and
during the payout period, if a “with-profits” annuity is purchased, can be borne
by the individual contributor. Successful implementation requires a developed
domestic capital market, a reliable banking system, and supervisory boards
with effective supporting legislation. Some lessons from the Chilean
experience are:
(i) Each contributor welcomes an account book that can be updated each

month to show the current value of investments.
(ii) Government funds should be used to top up a contributor’s savings where

these do not provide a minimum pension (this additional guarantee is
provided as a lump sum at the point of retirement. However, guaranteeing
a minimum income may create large contingent liabilities and high costs
to the public budget).

(iii) Effective supervision of pension funds is vitally important to retain the
confidence of contributors.

(iv) It is best to set out in law the conditions to be met by pension companies
and allow a free market for establishing funds subject to very close
supervision.

(v) If the minimum capital holding for pension companies is set too high this
will restrict the number of funds to those provided by a few large financial
institutions and have an adverse effect on competition.

(vi) Administrative and marketing costs are normally high.
(vii) Regulations should encourage a good spread of investments to diversify

risks (ideally, up to 40 percent in international markets; however,
investing savings from developing countries in stocks from developed
countries may prove difficult to accept politically and not fully justified
from a domestic development perspective.
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On the other hand, the advantages of a second pillar scheme with
mandatory defined contributions and individual accounts in a private fund of
the contributor’s choice can be summarized as follows:
(i) If no financial downturns occur, invested contributions should grow at a

rate above the level of inflation.
(ii) Having an identifiable stake in the capital markets can motivate workers.
(iii) Increased investment in industry and commerce can improve job

prospects and national development.
(iv) Individual contributors can be given a choice in where and how their

contributions are invested.
(v) Contributors can be given the freedom to adjust the risk element in their

investment by choosing between degrees of growth and security.
(vi) Flexibility can be provided in the timing of annuity purchase.
(vii) Contributors can be given a choice in whether to take a percentage of

invested savings as a lump sum on retirement.

The disadvantages of a second pillar pension scheme can be:
(i) The risk of a poor performance by investment fund managers is borne by

the individual contributor.
(ii) Inadequate supervision of funds can lead to corrupt practices.
(iii) Inadequate or misleading information on fund performance or the

workers’ lack of financial knowledge can lead to wrong choices by
contributors.

(iv) Does not contribute to reduce poverty.
(v) Interest rate changes affecting the level of annuities at the time of

retirement can lead to lower than expected retirement income.
(vi) In the event of fund failures, poor performance or recession, the burden

becomes public, requiring the government to meet its liability for
guarantees.

(vii) High administrative and marketing costs.

If a DMC has a PAYG system, an ageing population in the short/medium
term and has decided to review and reform its first pillar pension scheme, it is
unlikely to face the problem of long-standing pension liabilities found in more
developed countries as its pension scheme is likely to be relatively immature.
In changing to a scheme with individual accounts in approved investment
funds, care will be needed in the drafting of the new pensions legislation and
in the choice of pension companies permitted to manage investment funds.
The other very important elements in such schemes are the availability of the
necessary financial infrastructure to provide for the proper investment and
management of funds and the establishment of regulatory bodies to ensure the
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participating pension companies and fund managers operate within the
legislative guidelines. In some developing countries and most transition
economies, where the financial markets are not yet fully developed, a second
pillar pension scheme could be introduced on voluntary basis, with the
intention in the longer term to make the scheme mandatory. This approach
would give time for government institutions and financial markets to adjust to
the new requirements of fully funded-pensions. It may be possible for
countries with state-owned enterprises to use the proceeds of privatization to
fill any gap created by obligations to those in current first pillar PAYG pension
schemes when new fully-funded schemes are introduced. Other options would
be to borrow over a lengthy period, so spreading the cost over more than one
generation of workers, or to finance the change from general taxation if this is
an option. A further option is to reduce the level of pension entitlement in the
first pillar scheme to what the nation can afford.

A transitional system, found in some Eastern and Western European
countries, has a first pillar PAYG scheme that has been converted into a
“Notional Defined Contribution” (NDC) first pillar scheme. This makes
explicit the implicit actuarial mathematics of any PAYG system. PAYG
contributions are recorded in individual accounts. The law provides for these
to be converted each year into pension points and given a value within a
maximum of e.g. three points per annum. Three points will be earned by those
who have contributed at the upper earnings level while one point will be earned
if gross earnings are equivalent to the national minimum wage, or another
fixed wage level. Points are given a value in the published state budget and the
contributor is notified each year of the total number of points earned. It is
intended that this annual notification will encourage participation in the social
insurance scheme by people who will recognize more clearly that they have a
stake in a scheme that they can assess in terms of pension points. In placing a
value on pension points, the government will have regard, for example, to the
growth in prices and wages and the ability of the state to meet its obligations
to pensioners and contributors. In adjusting state pension entitlement in this
way, it should be possible to keep contributions to the first pillar scheme at a
level consistent with the growth in the economy and the ability of younger
workers to pay the combined pension contributions to first and second pillar
pension schemes. However, in the face of changing demographics, it is argued
that even the NDC approach demands the creation of a first pillar “buffer
fund”, as a partial reserve (Holzmann, 2000).

If a country lacks the financial institutions and capital markets to invest
and manage pension funds, it may allow foreign companies of international
standing to compete with domestic companies in the recruitment of fund
members. Such competition within a properly regulated environment should
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ensure that the governance of funds is kept at an acceptable standard and that
fund members’ interests are treated as of paramount importance.

Market fluctuation and risk will need to be explained to fund members,
probably by persons unconnected with the pension companies that manage
their funds. The demographic and political risks found in first pillar schemes
are rarely understood or recognized by contributors who will nevertheless be
alarmed when notified of downward trends in the value of their second pillar
fund holdings. A recent development seen in the USA is the move towards a
flexible investment policy for funds under which the contributor has options to
invest in high, medium or low risk securities. Younger people who can afford
more risk than those approaching retirement age will tend to look for higher
growth while older workers can be expected to be more interested in securing
the current value of their investments.

The advantages of a multipillar pension system are that the strengths of
each pillar, can in combination be expected to overcome a temporary weakness
in a particular pillar. Poor investment performance in a second pillar pension
fund will not reduce the guaranteed first pillar pension. A shortfall in a first
pillar pension due to a low contribution collection level could well be made up
by a higher than average return on a second pillar investment fund. Countries
with a first pillar scheme that have the necessary financial infrastructures to
introduce a second pillar scheme see this as an essential move to obtain the
advantages of a multipillar pension system.

2. Provident Funds

Provident funds have stood the test of time in many Asian countries,
which suggests they have advantages for many people. These include:
(i) A ready access to savings in times of real need;
(ii) Contributions that cannot be lost, as in many pension schemes, when a

person can no longer afford to contribute;
(iii) Portable savings for migrant workers;
(iv) A lump sum payment may allow a disabled beneficiary to start a small

business to provide a means of livelihood;
(v) A lump sum payment on retirement can purchase land or a house to

provide a retirement income.

However, provident funds in Asia and the Pacific have had a mixed
success in meeting the risks of old age, not least because of low returns on
investments. Also, a fund which allows participants to withdraw savings to
meet risks occurring before retirement age is unlikely to achieve a significant
reduction in poverty in old age, particularly where social assistance is not
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available to cover these risks. The alternative of investing in a fund with long-
term investment aims and choices for the individual member should provide a
better hedge against poverty. An option to purchase an annuity from a
company governed by effective state regulation would also be much more
beneficial than the payment of a lump sum on retirement but this assumes that
a market exists for the purchase of annuities. Reportedly, the majority of
provident funds in Asia are invested in low risk, often low yield securities with
the result that the credit balances of members remain low with reduced
terminal payments. The provision for survivors can also be less than adequate,
particularly when a terminal lump sum is small without protection against
inflation. Provident funds have been in force for many decades and have
clearly failed to provide retirement security except where a compulsory
annuity rule has been introduced. Conversion into social insurance schemes
has been considered in several DMCs and at least one DMC has made the
change to a dual pension and provident fund.

3. Introduction of an Unemployment Benefit Scheme

With the experience of the 1997 Asian financial crisis, and with the
transition economies facing the need to shed labor from state-owned
enterprises, it is perhaps not surprising that some DMCs are planning to
introduce an unemployment benefit scheme. The advantages can be stated as:
(i) A temporary replacement income for redundant workers will facilitate

the restructuring of state enterprises (but it is unlikely that unemployment
insurance funds can meet the full cost of redundancies).

(ii) Better control of the unemployed will improve the workings of the labor
market.

(iii) The payment of an income replacement benefit will reduce the risk of
social unrest.

(iv) The employment service will have the opportunity to improve its service
to employers by offering a greater range of skilled workers.

The disadvantages include:
(i) The cost in additional social insurance contributions for employers and

workers;
(ii) The increased cost of contribution collection and compliance action;
(iii) The cost of additional staff in employment offices and local social

insurance offices;
(iv) The high implementation costs of computer networks, staff training and

a new payments system;
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(v) The marginal loss of incentive for unemployed workers to find work
quickly; and

(vi) The need for extensive anti-fraud measures if the unemployed are not to
abuse the scheme by working in the large informal labor market when in
receipt of benefit.

In planning an unemployment benefit system DMCs shall have to decide
whether to focus entirely on the external labor market or provide some support
to those enterprises with surplus workers through an employment adjusting
subsidy. This follows the Asian traditional approach to threatened
unemployment, which is to avoid it by paying employers to retain surplus
workers until they can be retrained and absorbed back into the enterprise. The
employer will normally pay reduced wages that are supplemented by
payments from the insurance fund.

The advantages of an employment-adjusting subsidy are:
(i) The surplus workers do not join the ranks of the unemployed.
(ii) They receive in-house training from their employer.
(iii) Workers receive a higher income during training than when in receipt of

benefit.

The disadvantages of such an approach are:
(i) It is difficult to decide whether an enterprise will be in a position to

absorb all its surplus workers at the end of their re-training period.
(ii) The subsidy may have the effect of assisting lame duck companies on the

verge of bankruptcy or in need of urgent restructuring.
(iii) Smaller and perhaps more efficient companies may be denied access to

the skilled workers they require in order to expand.
(iv) If an unemployment insurance fund is to bear part of the cost of

restructuring state-owned enterprises there is a risk it will become non-
viable.

There is also the question whether training costs should be met from the
unemployment insurance contributions of workers and employers or from
employers alone in the form of a training levy. An alternative is to meet these
costs from general tax revenues. The argument against meeting the cost of
training from social insurance contributions is that not all unemployed workers
will be able to have equal access to training, and that training costs will rise
significantly in times of high unemployment when scheme funds are unlikely
to be sufficient to meet both training and benefit costs.

At present, several DMCs use forms of severance pay to cushion the
effects of unemployment. Unfortunately, a number of employers will be
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unable to pay redundant workers at the time of dismissal and government
guarantee funds that should take over responsibility when an employer
defaults can have inadequate resources to meet the demand. An unemployment
benefit scheme need not remove the need for severance pay but clearly a
severance payment will no longer be required as a substitute for an income
replacement benefit. Severance payments are usually seen as compensation for
the loss of a job and related entirely to the employee’s contractual relationship
with the employer. The labor law, rather than social insurance law, is normally
the area of law governing severance pay.

The employment services in DMCs will probably require a considerable
input of new resources if they are to be ready for the introduction of an
unemployment benefit system. As explained above, an unemployment benefit
system is an essential part of a modern industrial economy that will always
require an efficient and active labor market. However, with a high percentage
of DMC workforces in the informal sector, employment services will need to
design very effective control mechanisms if abuse of the system is to be kept
at a tolerably low level. A network of local employment offices is required for
public access and to operate an efficient data collection service with modern
computer systems. DMCs will have little option but to invest in a
comprehensive staff-training program preparatory to introducing
unemployment benefit schemes.

There is legislation in some DMCs requiring employers to recruit a small
percentage of employees from those who are disabled. Unfortunately, this
legislation is not always enforced due to lack of ministry resources. Although
the number of the long-term sick who receive a disability pension is generally
low, the employment service could be expected to take on a supporting role for
disabled people by employing specialist staff to assist in the resettlement of
disabled workers.

4. Sickness and Disability Benefits

Sickness is a risk that is covered in some form in most DMC social
insurance schemes. However, the duration of benefit is limited in many
schemes and is not always followed by payment of a disability pension or
benefit in cases where there is little prospect of the claimant returning to work
in the foreseeable future.

In the provision of disability pensions the principal objectives should
ideally include:
(i) Control of expenditure so that it is focused on those people with sickness,

disability or handicaps that render them incapable of all work or leave
them capable of less than full-time work;
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(ii) Delivery of comprehensive systems of rehabilitation, retraining and
guidance that effectively return disabled people to work or keep them in
work; and

(iii) Provision of support for people with severe disabilities that make them
incapable of work and in need of additional care from other people in
respect of the activities of daily living.

In times of high unemployment, it will be common for those countries
with state provision for disability pensions to see a rise in the number of
successful claims. Very often, the methods used by medical experts to assess
disabilities are purely clinical and based on laboratory and investigative
measures. Experience shows that general medical practitioners tend to be over-
sympathetic towards patients with minor disabilities who, due to their age and
the general employment situation, have poor employment prospects. In several
countries, the annual increase in successful claims to a disability pension has
given rise to a review of the system for assessing disability.

The “functional” approach to disability assessment has proved successful
in restricting benefits to those who are truly unable to work. This functional
model of assessment focuses on what a person can and cannot do in the context
of work-related activities. It is based on the proven fact that diagnosis and
staging of disease progress in an individual person are not measures that reveal
that a person cannot or should not perform a certain function. Disabled people
with the same diagnosis and the same stage of disease progression measured
by reference to clinical and laboratory indices may have the same or very
similar test results but exhibit considerable differences in functional abilities
related to day-to-day self-care, or workplace activities. Countries using the
functional model based on the effects of impairment show that it is much more
appropriate in determining functional capacity than the clinical approach.
Functional assessment of disability also better enables the determination of
abilities that a disabled person may still retain, and provides a firm basis for
deciding the potential for rehabilitation and retraining.

Rehabilitation is an expensive but essential part of any industrial injuries
scheme or a more broadly based disability pensions scheme. Ideally, all
disabled people who can benefit should have access to a rehabilitation program
that gives them the opportunity of returning to work or becoming self-
sufficient. Such programs can be provided through the health care agencies or
by special centers that aim to return disabled people to the workforce. If
employers are left with the responsibility for rehabilitation, they often have
little incentive to ensure programs achieve results. The cost to the social
insurance budget of providing for disabled workers will clearly be reduced if
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there is health and safety legislation that is properly enforced in the case of
employers with a poor record of industrial accidents or diseases.

A social insurance based disability benefits scheme will require a
national team of medical experts to assess new claims and undertake the
review of existing claims. If the system has to rely on local general
practitioners and family doctors, the benefit costs could in the long run exceed
the administrative costs of a social insurance medical assessment organization
operating at the district level.

Some schemes pay a lump sum for proven disability. While this may be
attractive to a poor person, enabling investment in a suitable means to earn a
living, it will not take account of any future deterioration in that person’s
physical or mental condition, leading in many cases to a total incapacity for
work. The effects of giving disabled people less than a reasonable replacement
income plus some compensation to cover the additional costs arising from
their disability are:
(i) They may not be able to follow programs of rehabilitation designed to

return them to the labor force.
(ii) They may become an expensive drain on the resources allocated to

medical services.
(iii) Workers will become very reluctant to undertake work in hazardous

occupations.
(iv) The wrong message will go from government to the nation’s workforce

regarding its concern for the welfare of workers and their families. This
could affect workers’ commitment to high productivity.

(v) The status and public image of the national social insurance scheme can
suffer with an adverse effect on compliance.

It is relatively easy for a disability or invalidity benefit system to be
abused by employers in an attempt to facilitate the retrenchment of workers.
Where there has been evidence of this practice it is a good indication that a
country requires a reform program for its disability assessment system.

5. Maternity Benefits

In some enterprises, not all women who are entitled to maternity benefits
will receive their full legal entitlements. One of the essentials of a maternity
benefit scheme is that both employers and employees understand their
obligations and that employers do all they can to ensure that pregnant women
are given all that the social insurance scheme provides. The advantages for the
employee, the employer and for the health of the future generation are obvious
if women are given the required time off from work and claim their maternity
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benefits at the appropriate time. Any educational program on social insurance
provisions for employers and trade unions could be expected to feature the
proper operation of the statutory provisions on maternity rights and benefits.

6. Health Insurance

Three major issues of concern for those operating a health insurance
scheme are firstly, the quality of the health care provided to contributors,
secondly, the cost to the fund of administration and the purchase of medical
services and, thirdly, the expansion of its contributing population to ensure the
greatest possible spread of risk while avoiding adverse selection. In developing
an efficient service, the following list of options may be considered:
(i) Collecting health insurance contributions from employers with other

social insurance contributions so that the cost of collection can be
reduced to a minimum;

(ii) A mandatory scheme for all citizens, with exemption from paying
contributions for the young and very poor;

(iii) Subsidized health cards to be issued to the poor;
(iv) Non-subsidized health cards to be available to all who wish to purchase

them;
(v) The identification of the poor to be made at low cost by community

committees; and
(vi) The price of health cards to the self-employed to be at the level of

contributions paid by insured employees plus 50 percent of any
contribution paid by employers.

The arrangements under which people receive health care in some DMCs
are complex and variable. Insured workers in the formal sector will normally
have access to a hospital of their choice. They may have to pay an additional
fee for treatment at a private hospital or even for special treatment at a
government hospital. In general, these workers can take advantage of the best
available treatment. This is not always the case with those who have purchased
a health card or been allocated a free card on grounds of poverty. A health card
will give access to primary health care but may limit access to hospital services
to those who receive approval from the primary health care provider, and then
only at a designated government hospital. Many workers choose to pay the full
cost of their health care and drugs as private patients in order to receive
treatment at the place of their choice. For DMCs where present arrangements
are roughly as described above, and where there are plans to extend coverage
into the informal sector of the labor market, the following simplified system,
with three levels of contribution, may serve as an example. It could be a
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mandatory scheme with two or more levels of service determined on the basis
of the available medical facilities:
(i) Contribution level 1 (lowest level of contribution): Free primary care—

patient pays for essential drugs—if hospital treatment is approved at
primary care level the patient pays a percentage of hospital fixed charges
(say 30 percent) at a designated hospital.

(ii) Contribution level 2: Free primary care plus free drugs with access to
hospital services at a designated hospital without prior approval at
primary care level. Patient to pay a percentage of fixed hospital charges
(say 20 percent).

(iii) Contribution level 3 (highest level of contribution): Free primary care
with free drugs and access to a hospital of choice without prior
approval—Patient to receive free hospital treatment.

(iv) Exemption from contributions on grounds of low income. Free primary
care—free drugs—no hospital charges if entry to a designated hospital is
approved at primary health care level.

It may be useful to consider an alternative, where health insurance is
made a national mandatory scheme with exemption from contributions only
for the poor, the sick, the disabled, the unemployed and the old. Those who are
active in the labor force could pay a contribution that gives access to free
health care for themselves and their dependants while the government
provides a subsidy to cover the lost contributions of the disadvantaged. This is
again near the proposals in some DMCs where it is planned to move to
universal coverage of the health insurance scheme. Some of the advantages
and disadvantages of such a scheme are listed as follows:

Advantages:
(i) There would be immediate universal coverage and a quick impact on

poverty reduction.
(ii) One level of free service could be provided for all citizens.
(iii) The administrative difficulties of several different systems of payment

would be removed.

Disadvantages:
(i) The cost for the government and for insured workers might be too high if

the collection rate for contributions in the informal sector is very low.
(ii) The health care services might not be able to meet demand.
(iii) The selection of applicants for exemption could lead to a high rate of

abuse.
(iv) The cost of information technology systems to create a large database

could be high.
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D. Key Issues

1. Governance

The governance of social insurance schemes in developing countries has
generally been disappointing for a number of reasons. The objectives of good
governance should include the establishment of government institutions which
are accountable to contributors and beneficiaries for the proper
implementation of social insurance law, and whose decisions can be properly
challenged within an independent appeals system and before the courts. Civil
servants who advise ministers on the formulation of policy need to be fully
informed on the views of those who contribute to the various national social
insurance schemes and be required to publish annual financial statements and
business plans for public scrutiny. None of these objectives can be achieved
without effective and efficient administrative machinery operated by well-
motivated, well-trained and adequately paid staff.

In any social insurance scheme, those who receive benefits or pensions
should feel confident that they could challenge the decisions on entitlement
made by the decision makers by taking their case before an independent
appeals tribunal or the courts. Without such confidence, it is unlikely that the
scheme will find a reasonable degree of acceptance with the general public and
may indirectly affect coverage and the contribution collection levels.

In many countries where the courts are the first tier of the appeals system,
there has been a general reluctance, in particular on the part of pensioners, to
use the appeal procedures because of delays and sometimes the cost of
bringing an appeal. Civil courts tend not to specialize in social insurance law
and their judgments often reveal a limited knowledge of the finer points in a
field of law that is generally not popular with lawyers. Most developed
schemes refer appeals to independent social insurance tribunals chaired by a
local lawyer of some years standing assisted by two lay members representing
people with knowledge of working conditions in the locality. The chairperson
is usually appointed by the Minister of Justice, and the lay members by trade
unions and employers’ organizations. Almost invariably, a further right of
appeal is available on a point of law to the high court or to a judge who
specializes in this branch of the law. An appeals system does not preclude an
administrative review of all appeals when first received at the local social
insurance office. If, following an administrative review, the appellant cannot
be given all that is requested, the appeal papers should be forwarded to the
tribunal with an explanation of how the decision in the case was reached. This
explanation should be copied to the appellant to assist him or her with
argument before the tribunal.
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The high cost of setting up a network of independent tribunals in
locations that can be reached by appellants, without excessive traveling, has
caused some developing countries to rely exclusively on administrative
reviews while paying lip service to appeal rights. The long-term effects on a
scheme without proper and independent arrangements for handling and
hearing appeals can lead to poor working conditions for staff who deal directly
with the public, the generation of much unnecessary correspondence, and the
general disruption of work for both local and senior staff in the social
insurance organization. This is quite apart from what should be every person’s
human right to a fair and independent hearing of a genuine complaint affecting
the standard of living.

Appeals against decisions given by officials on claims for social
insurance benefits are usually dealt with in DMCs, first by administrative
review and then, if the claimant is still not satisfied, by a review committee.
The number of appeals received suggests that not all claimants are aware of
their rights and require more information on the subject. The review
committees tend to be chaired by officials or retired officials and cannot
therefore be regarded as in any way independent of the social insurance offices
or the organization that made the original benefit decision.

The establishment of autonomous bodies to administer social insurance
schemes could lead to improved governance if these bodies were managed by
tripartite boards and required to operate in a transparent manner. Consumer
representation is generally seen as essential for the good governance of public
schemes.

2. Social Insurance Administration

In designing or reforming a social insurance scheme, particularly with
regard to unemployment and incapacity benefits, the first consideration is
whether the existing administrative machinery is sufficiently resourced and
efficient to operate in the new environment. In assessing the capacity of the
administrative regime, one needs to know the numbers of staff, their
experience and how far they are assisted by new technology. It is also
important to know where staff members are located and the means by which
they communicate with the public. The turnover of staff in the organization is
very relevant when considering the experience base and the need for training
programs. The policy makers at headquarters level must have sufficient
support from analytical services staff such as economists and statisticians if
they are to properly monitor the performance and efficiency of a national
social insurance scheme. An actuarial center is essential within a social
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insurance policy directorate for actuarial evaluation of programs and options
as part of the preparations for reform.

Policies cannot be developed, managed or monitored without reliable
management and financial information. Institutions in many developing
countries lack this basic information and are therefore unable to properly
monitor the effects of policy changes or control benefit expenditure. Social
insurance law needs to be kept under review at all times and amended to cater
for changes in social behavior and to avoid or curtail unintended expenditure.
This, again, is particularly true of pensions, unemployment, and incapacity
and disability benefits. An annual or six-monthly family expenditure survey
can be designed to provide reliable statistics on the living standards of those
on benefits and those families, which appear to be entitled but have failed to
take-up their entitlements. A labor force survey can inform policy makers on
the state of the labor market and the number of unemployed who are not
registered or receiving benefit, possibly because they are not currently seeking
work. Such a survey can establish the number of unemployed using the
internationally recognized method of counting.

A social insurance scheme cannot operate effectively if those who pay for
the scheme and the recipients of benefits are unaware of the rules governing its
operation. All developed schemes rely heavily on published leaflets explaining
to employers, employees, and the self-employed their obligations as
contributors and to those who believe they could be entitled to a benefit or
pension, how entitlement is determined under the law. This need for good
communications can lead to significant expenditure on published materials but
is essential if the public is to be informed of their rights and a good take-up of
benefits is to be guaranteed. In the context of coverage, it will be important to
inform workers in the informal sector of the advantages of a particular social
insurance scheme before attempting the collection of mandatory contributions.

3. Training of Staff

A national social insurance scheme cannot operate efficiently or
effectively without well-trained staff. Training requires resources in the form
of a dedicated training team at central level equipped to produce training
modules and keep them up-to-date. At least one central training center that is
properly equipped with training aids and computers will be required if staff are
to be offered courses to improve new technology skills. A team of trainers is
required to deliver training to new recruits and provide refresher courses when
needed by existing staff. The quality and the impact of training courses need
to be monitored by the central training directorate who should ideally have the
power within a fixed training budget to buy-in training if this is available from
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outside private contractors. At times of major reforms, the need for a training
plan, and an efficient organization to implement it, has been found to be a
crucial factor that can mean the difference between success and failure for the
reform program.

4. Communications

Women in particular may not receive all the benefits they are entitled to
under some DMC social insurance schemes. This may also be true of other
groups including the disabled. There would appear to be a need for a
communications strategy aimed at educating the insured population and
employers on social insurance rights and obligations. This will be an essential
part of any move to extend coverage to the informal labor market where
suspicion of government services is a large obstacle that has to be overcome if
success is to be achieved. If the law needs to be changed there could be a
requirement for a prolonged communications exercise before a consensus is
reached in the target population.

5. Scheme Coverage

There are several definitions of “the informal sector” of the labor market.
For purposes of this chapter, it means those workers who are currently outside
the scope of national social insurance schemes as non-contributors. In some
DMCs, this will mean workers in enterprises with less than 10 employees.
These workers will not normally be subject to the national labor laws or be
income tax payers. A further definition of the informal sector refers to the
position of the owner of enterprises; “the owner is personally liable for gains
and losses as the enterprise is unincorporated, and the absence of full and
written accounts: and the enterprise has less than 10 continuous employees.”
(Ginneken van, 1999).

Box 3. A Communications Strategy

Government issues a statement outlining its proposals. Ministers and officials on the
proposals brief television, radio and newspaper reporters. Members of the public are invited
to send comments on the proposals to government. The required draft law is presented to
parliament and passed. Government communications staff prepares short information spots
for television, radio and other mass media. Ministers make public statements. Leaflets and
posters are drafted in the Social Insurance Ministry and printed. Leaflets and posters are
distributed to post offices and other public buildings. After the law has been in force for six
months a survey of customers’ views is undertaken to establish the success or failure of the
strategy.
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Many DMCs have plans to extend the coverage of their present social
insurance schemes. Most schemes in the world grew from smaller schemes
covering special groups often concentrated in particular industries with strong
trade union representation. Clearly, the ideal for any scheme is that it should
cover all citizens and treat them as equal members. This cannot always be
achieved quickly when there is a large disparity in incomes between formal
sector workers and a large informal sector with a tradition of resisting
interference from central government. Schemes in Asia have tended to focus
on employees in larger companies where the workforce is fairly stable, and
then to move gradually in steps to embrace employees in smaller companies.
With the increasing mobility of labor and the more frequent failures, take-
overs and mergers of even large companies in the global economy, the
problems facing social insurance schemes with restricted coverage will
increase. In many Asian and Pacific countries, there is a regular movement of
workers from the informal to the formal sectors of the economy, and vice
versa, and from the agricultural to the industrial sectors. It may be possible to
extend social insurance coverage with a communications strategy aimed at
informal sector workers linked with more simple methods of contribution
collection. An alternative is to develop lower cost schemes for the informal
sector perhaps, with flat rate benefits.

All countries with a large informal sector face the difficult decision of
how to encourage this part of the workforce to participate in reformed social
insurance schemes. If membership is made mandatory, an important question
is whether it will it be possible to collect the necessary contributions and afford
the information technology to create a database of personal contribution
records. Ensuring compliance in the informal sector, can be beyond the means
of many schemes that lack a sufficient number of local inspectors to follow-up
non-payment by visits to both large and small employers and the self-
employed. An option in some countries is to construct local schemes with
smaller computer systems but if coverage is not nationwide these smaller
schemes can pose problems for migrant workers.

The citizens of most DMCs carry a personal identity card with a personal
number issued by the ministry of the interior. Given a developed computerized
system for collecting contributions and locally based teams of well-trained
inspectors with powers to enter employers premises, the important question is
whether it would be possible to ensure reasonable levels of compliance.
Without extended coverage to at least the employees in smaller urban
enterprises, it is difficult to see how the planned unemployment benefit
schemes can be administered without the risk of serious abuse. Many workers
in the informal sector will have had little contact with government bodies. For
example, in one DMC with a large informal sector, just two percent of the
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workforce pay income tax. Without a pilot project, it will be very difficult to
judge the scale of the problems for those faced with the collection of
contributions from informal sector workers. Without extended coverage social
insurance cannot, by definition, play a part in alleviating poverty where it
exists in the informal sector. Voluntary participation in schemes has not been
generally successful and extended coverage must remain the key to poverty
reduction through social insurance.

6. Pension Reform

In several DMCs, pension schemes are being used to fund early
retirement programs as part of the effort to reduce manpower levels in state-
owned enterprises. Where second pillar pension schemes with individual
investment accounts are an option these should allow for the reform of first
pillar schemes. This should also provide more scope for extended coverage to
the informal sector including the self-employed. The financial infrastructure in
DMCs will clearly benefit from pension fund investment but will probably
need to be developed if local pension companies are to compete with
international providers. In this context, if workers now within the informal
sector can be given access to multipillar pension schemes, thereby increasing
the overall number of contributors, this should give fund managers a better
opportunity to lower their management costs.

When considering second pillar schemes, governments will be concerned
that fund managers may impose high charges that could nullify much of the
advantage to be gained from investing in the financial markets. This problem
has been addressed by some governments through the imposition of a statutory
limit on charges, or by withholding an approval rating from those pension
companies who exceed a recommended level. Both methods of control run the
risk that the more successful funds will not find it sufficiently profitable to
compete for the business. Clearly, a government would need to fix a limit at a
level where it was confident of attracting a representative group of companies
while knowing that it will always be possible for very successful fund
managers to obtain high charges for their services. The answer for second
pillar schemes might be for governments to publish periodic comparative
tables showing the performance of all participating companies after charges
have been taken into account. It will then be for individual contributors to
make their own informed choice, ideally with an absence of penalties for the
transfer of their holdings.

For DMCs with PAYG schemes that appear unsustainable in the short or
longer term, and with little immediate prospect of developing a second pillar
scheme, the options are to introduce some or all of the cost cutting measures
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mentioned earlier and then consider the conversion of the PAYG scheme into
an NDC scheme. This will allow for the proper monitoring of pension
liabilities and the further option of limiting pension expenditure growth to
what the country can afford. The introduction of a safety net to PAYG schemes
in the form of partial funding is another option where such funding does not
already exist.

7. Health Insurance

Several DMCs are attempting, in a step-by-step process, to extend
coverage to the whole of the population. The financing of health care from
health insurance funds is difficult since there is very little control over the
charges for services provided by hospitals where the fee-for-service system of
charges operates. The option of microinsurance schemes to provide against the
risk of illness in poor communities will depend very much on the services the
local population is prepared to pay for in the form of premiums and the
availability of suitable local organizations or leaders prepared to organize and
run such schemes.

8. Unemployment Benefit

The introduction of new schemes, as proposed in at least two DMCs, will
present the architects with complex decisions on the design of the legislative
provisions and on the implementation in a national network of offices. It will
be important to ensure that these schemes are not overwhelmed by calls on
funds to support the restructuring of state-owned enterprises. A more
developed and active labor market is also a prior requirement for these
schemes to be effective. It will be helpful to the sustainability of new schemes
if contributions are collected for a period before claims can be made and
benefits become payable so that some partial funding is available to meet
periodic increases in the number of benefit claims.

It can be argued that unemployment insurance is inappropriate for most
developing and transition countries where (i) economic shocks tend to affect
large numbers at the same time, (ii) there is negative growth, (iii) the informal
sector is large, and (iv) the administrative capacity of the employment and
social insurance offices is low. The experience of the 1997 Asian crisis has
persuaded some DMCs to plan for the introduction of unemployment benefit
schemes and, while a great deal of capacity building has to be completed
before these can function efficiently, the benefits for labor markets should pay
dividends in the longer term. The alternative of means-tested benefits for the
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unemployed is probably out of the question due to the high administrative
costs and the adverse effect on incentives to save.

9. Gender Issues

Social insurance schemes have in the past tended to include areas of both
direct and indirect discrimination against women and to a lesser extent against
men. The European Court of Human Rights has considered a large number of
appeals over the past 25 or more years and the European Commission, by
issuing special EU directives, has ensured the removal of all instances of direct
discrimination from the social insurance legislation of member states. It is
much more difficult to recognize when legislation discriminates in an indirect
way.

Mention has been made on the benefit entitlement of contribution credits
and the lower earnings level at which liability for payment of contributions
starts. It is now common practice in all EU Member States for social insurance
policy staff to check with legal experts when new legislation is drafted to
ensure that it does not directly or indirectly discriminate against any particular
group in society. For example, a training scheme for unemployed people might
be offered to a woman with dependent school children and she may be unable
to attend the course, due to the inconvenient schedule. If unemployment
benefit were to be disallowed on the grounds of her refusal, she might well be
able to argue that she had been the subject of indirect discrimination in that
most men could have attended the course without difficulty.

Where employers have the responsibility for the payment of maternity
benefits, this can result in discrimination against female workers if they are
refused work or dismissed by reason of pregnancy. The transfer of
responsibility for benefit payments to the national social insurance fund may,
at extra administrative cost, overcome such discrimination. In some schemes,
where employers have this responsibility and refuse to pay, a woman has the
right under social insurance law to receive payment from a central fund where
officials will take up the question of non-payment with the employer.

Given the traditional role of women in childcare, insured workers with
low and intermittent earnings are more likely to be women than men. For this
reason, women will often fail to qualify for benefits or pensions which have
qualifying conditions requiring contributions to have been paid over a given
number of months. A system for awarding contribution credits to insured
workers, perhaps based on the national minimum wage or an appropriate wage
level, for periods spent in caring for sick or dependent children, would allow
more women to qualify for benefits for which they have contributed. In the
case of a person whose marriage ends in divorce, the income history will often
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show a wide discrepancy in earnings from those of the ex-spouse. An ex-wife
is more likely to have had the lower average earnings over the period of the
marriage. In some social insurance schemes, a divorced person can ask to be
awarded the social insurance contributions record of the ex-partner if this is
more favorable than their own. For example, a person may use the record of
pension qualifying years of their former spouse instead of their own if their
basic pension does not reach the full rate. Any failure to provide in legislation
for a means of compensating for such disadvantages experienced by many
female workers will inevitably lead to an increase in the number of women
who fall into poverty after pension age.

10. Disability Assessment

The assessment of sick people’s capacity for work and the award of
disability benefits has been a failure in several DMCs. This is due to the use of
medical experts, who are unconnected to the social insurance administration,
in the assessment process. These medical general practitioners tend to assess
claims without agreed criteria that must be used when reaching an opinion on
the claimant’s work capacity. The result has been over-generous awards
leading to the abandonment of schemes, or a very reduced success rate for
disabled claimants. Poverty will often stem from earlier disablement where a
social insurance scheme fails to provide adequate compensation for the
permanently disabled.

11. Macroeconomic Linkages

If the cost of social insurance places too high a burden on employers, this
could affect inward investment if competitors in other countries have lower
wage costs. High costs could also restrict the ability of employers to compete
in the export market. Against such considerations must be placed the economic
costs to a nation of not having a fully developed social insurance scheme. A
modern industrialized economy cannot function efficiently unless both
employers and employees know there is some guarantee to cover income in
periods of sickness and unemployment and eventually retirement. Without
social insurance to spread these risks, industry will tend to experience more
unrest among workers when the economic cycle is at its lowest point and may
find it more difficult to make surplus workers redundant. Any large-scale
redundancies could more easily lead to social disorder in the absence of
arrangements for some form of income replacement.

In many DMCs, the workers displaced from formal jobs have had little
choice but to be absorbed by the urban informal sector or return to their village
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of origin to take up subsistence farming. Most will have experienced a large
drop in income and many will have fallen into poverty. This growth in poverty
will have delayed a resumption of economic growth by reducing domestic
consumption and savings. The extension of social insurance coverage should
have the effect of smoothing consumption at the macroeconomic level so
facilitating structural changes for the better in society. Labor market flexibility
should ideally be enhanced by a developed unemployment social insurance
scheme with appropriate built-in controls. However, the coverage of both
unemployment benefit and pension schemes can affect labor mobility,
particularly where different schemes have been developed to meet the special
needs of separate industries or groups, as workers will be reluctant to change
employers where accrued rights are not fully portable.

Pension systems are not normally created to improve macroeconomic
performance but can, of course, help to promote the development of an
economy. In countries where the state has provided generous pensions linked
to past earnings under a PAYG system, the potential cost for future generations
of workers can affect the future stability of the currency. This is particularly so
where the system support ratio will become less favorable with an ageing
population. The governments of several DMCs have recognized that a self-
financed social insurance scheme will lead to economic development through
improved productivity and more harmonious labor relations. While purely
private pension arrangements, which do not include the sharing of insured
risks, cannot strictly be regarded as part of a social insurance scheme, it is clear
that pensions development across the globe is moving strongly towards funded
schemes with individual investment accounts. Private pension funds have
become a major policy option for many DMCs where they are seen as a means
of strengthening capital markets.

When a pension scheme allows workers to retire early, this will clearly
have an impact on labor supply. Many of the transition economies have used
early retirement policies to assist in industrial restructuring but at considerable
cost to their pension schemes. The resulting need for increased social
insurance contributions from workers could at some point reduce work
incentives. Increasing the age at which pensions become payable will
generally mean that more older workers stay in employment but, as seen in
several developed social insurance schemes, this can lead to an increase in
claims to long-term incapacity and disability benefits at very high cost.

Where employees were compelled to withdraw monies from their
provident fund holdings during the Asian financial crisis, the absence of a
developed social insurance scheme is likely to lead in the longer term to
government expenditure on poverty alleviation programs for those who have
made no provision for old age, unemployment or sickness.
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12. Fiscal Impacts

Wage levels, and hence revenue receipts, will probably be lowered as
social insurance contributions are increased beyond a certain point. This point
will be closely related to the pensioner’s support ratio in those countries where
the ratio is high.

If benefit rates are set at a level where they affect the incentive to work,
then clearly social insurance funds will be faced with higher than appropriate
benefit costs and the government with lower revenues. If benefit rates are set
too low this could affect the government’s income from indirect taxation to a
marginal extent and have knock-on effects for government expenditure if
large-scale poverty is a result.

A particular fiscal impact of social insurance schemes can be the creation
of undesirable incentives for individuals to stay out of the formal sector of the
labor market. High social insurance contribution rates are not the sole reason
for these negative incentives but they play a large part in denying government
the revenues it should expect from a large section of the workforce.

Consumer spending and revenues from indirect taxation are likely to be
marginally higher where people can be more relaxed about their income in
time of need. On the other hand, personal savings could be reduced in that they
will not be required to the same extent to meet some of life’s contingencies.
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Chapter 5 – Social Insurance:
Project and Program Issues
D. Gent

A. Introduction

n designing any new social insurance program or reforming an existing
system, it is necessary, as a first step, to collect all the available data on
the sector of the population at which the program or reform is directed.
It is usually advisable to conduct special surveys to ensure that all data

is current. In forecasting the cost of a new program, it will almost always be
essential to call upon the services of professional analysts, statisticians, and
actuaries with whom it will be necessary to agree on assumptions on a number
of issues, for example, the expected rate of take-up of a new benefit.

There will be no point in designing a social insurance program that the
available administrative machine will be unable to implement at the time of the
planned date of introduction. Administrative costs are an increasing and
significant factor in the design of modern social insurance programs that need
to be calculated with care. A set of simple social insurance benefit rules, which
allow for conditions of entitlement to be clearly set out in legislation, can be a
tremendous advantage to those faced with the task of drawing up procedures
and providing specifications for computer software. The amount of staff time
required to design a program, explain its effects to ministers, the social
partners and the general public, make all the necessary preparations for its
launch, and ensure its introduction according to the agreed timetable, can
easily be underestimated.

B. Identification of Program Operational Issues

1. Extension of Coverage

The operational issue of reforming the social insurance organizations in
developing member countries (DMCs) or introducing new schemes are many

I
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and complex. Most of them spring from the existence of the two distinct labor
markets, namely, the formal sector embracing workers in the larger
enterprises, and the informal, embracing workers in smaller urban and rural
enterprises and those in the agricultural workforce. The informal sector can
account for around 80 percent of the national workforce. Some DMCs have an
agreed timetable for extending mandatory social insurance schemes to the
employees in smaller enterprises while other DMCs see an extension of
coverage as desirable and lacking only a government decision for the change.

One major problem in extending coverage is the limited capacity of
social insurance administrations. Many of the institutions are not well-
equipped to collect contributions and ensure compliance in the formal sector
and would require substantial investment in staff development and new
technology before taking on these tasks in the informal sector. There will be
no point in deciding to extend coverage or design new schemes to meet the
special circumstances of workers in the informal sector if the result will be
noncompliance on a large scale due to lack of enforcement staff. This problem
and other associated difficulties are summarized into advantages and
disadvantages as follows:

Advantages:
(i) Will provide insurance cover to those currently exposed to the risks of

poverty and ill health,
(ii) Will improve productivity through the better use of labor and the

improved health of workers,
(iii) Will increase the income of the social insurance funds,
(iv) Will make for better social cohesion,
(v) Is an essential step towards universal coverage,
(vi) Will improve the mobility of labor, and
(vii) Will facilitate anti-fraud measures when unemployment insurance is

introduced.

Disadvantages:
(i) Will require significant investment in new staff, staff training and new

technology if there is to be any prospect of compliance being at
reasonable levels;

(ii) Fluctuations in income may be difficult to accommodate without
special legislative provision;

(iii) Low incomes may call for a disproportionate administrative effort in
operating necessary contribution exemption provisions;

(iv) Will require long-term pilot exercises to determine the appropriate
legislative and administrative responses to these potential areas of
difficulty; and
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(v) The additional cost of contributions could have some initial negative
impacts on the development of smaller enterprises.

2. Contributions

An important question, which DMCs and other countries in the process
of reforming their social insurance schemes face, is whether the collection of
contributions should be the responsibility of one agency dedicated to the task.
Present arrangements in DMCs tend to favor separate collections for health
and social insurance. A single system of collection is much easier for
employers and should show significant savings in administration.

Evasion or under-payment of social insurance contributions are
problems faced by all contributory schemes to a greater or lesser extent.
Dedicated agencies with the responsibility for ensuring compliance with the
law relating to social insurance contributions can have operational
responsibility for collecting contributions, maintaining a national database of
contribution records and providing an advice service on contributions to other
parts of the social insurance system, the business community and members of
the public. The agency can appoint inspectors with powers under social
insurance legislation relating to entry to premises and the inspection of
documents. Inspectors are usually based in all local areas and make follow-up
visits when the central database staff inform them that individual employers or
the self-employed have a deficient contribution record over a past given
period. While inspectors have the power to take civil proceedings or criminal
proceedings for specific offences listed in social security legislation, the vast
majority of enquiries are completed without recourse to these powers that are
used only as a last resort.

Without such a network of inspectors, and a headquarters contributions
directorate to give them support and advice, experience has shown that there
is little prospect of maintaining collection rates at a high enough level to meet
benefit and pension costs. In collection and compliance administrations
throughout the world, the collection rates can vary from below 50 percent to
over 95 percent, with those in the lower range facing the serious prospect that
in the absence of large state subsidies their social insurance scheme will
collapse.

The classification of contributions means that in most schemes, the law
defines when a person is liable to pay as an employed person or a self-
employed person, and whether they can join the scheme as an unemployed
voluntary contributor. Countries that have moved recently from a payroll based
collection system to one with individual contribution records are beginning to
meet the problem of classification or categorization. If there is an advantage in
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terms of a lower mandatory contribution rate, say, for low wage earners or the
self-employed, this can result in the expenditure of much administrative effort
in investigating wage levels and the terms of a person’s contract and finding
out whether the person is employed or self-employed.

Workers with very low earnings are usually exempt from the liability to
contribute. The threshold is usually supplied by a statutory lower limit that is
kept under review by government. An upper earnings limit is also usually
found in the law and again is reviewed and changed as necessary, following an
annual review. The fixing of these lower and upper limits is important for the
administration of the scheme while the level of the lower limit has poverty
consequences for those with regular low earnings. The question of an
appropriate lower earnings level could be an important one for any DMC that
plans to extend coverage into the informal sector and to the self-employed.

In long established social insurance schemes, it is usual to find a system
of crediting contributions designed to assist those who are already insured
under the scheme. However, for reasons beyond their control, they are unable
to continue to make the requisite contributions. Credits are usually awarded for
periods of sickness, maternity, and unemployment when benefits are in
payment, to those caring full-time for invalids and to those caring for
dependent children. The latter two categories will usually be women who have
traditionally lost pension and other benefit rights when acting as caregivers.
Credits can also be awarded to those in full-time education or undertaking a
period of approved training. To the extent that crediting is permitted, other
contributors are subsidizing the beneficiaries. Without a form of credits, the
sick and unemployed, and particularly women with dependent children, are
penalized and will lose benefits because they are unable to satisfy conditions
of entitlement which call for a minimum number of contributions paid over a
given number of months or years. For example, unemployment benefit
qualifying conditions might well require contributions to be paid for at least
10 months in the 15 months ending 3 months before the claim. Such a rule
could conceivably require a credits provision if it is to be seen by insured
workers as fair. As a poverty alleviation measure, the awarding and funding of
credits could be seen as justifying central government expenditure as an
alternative to leaving the extra financial burden for scheme contributors.

Some DMCs record the social insurance contributions paid by individual
contributors using a national or regional database. A national database is
probably essential if the social insurance contribution collection system is to
be used to collect mandatory contributions that can be sent quickly to a private
pension fund selected by the individual contributor. DMCs that see a second
pillar pension scheme as having a part to play in the future of their social
insurance schemes will need to consider the issues of collection, transfer and
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allocation of contributions and whether their existing computer systems need
to be enhanced or replaced. A national database of social insurance personal
records will also be essential when schemes expand and participating workers
become more mobile in more efficient labor markets.

3. Introducing Unemployment/Disability Insurance

The introduction of unemployment insurance will present DMCs with
many operational tasks before their schemes can begin to function in an
efficient and effective manner. The first benefit payments will become
available to claimants after the payment of at least one year of contributions.
The preparatory tasks can be summarized as follows:
(i) The education of senior policy makers regarding the experiences of

countries with a long history of operating unemployment benefit
schemes;

(ii) The drafting of legislation suited to the national labor market;
(iii) A survey of local employment and social insurance offices to establish

whether they have the necessary facilities to operate the scheme;
(iv) The development of local labor markets;
(v) A survey of the new technology available to the employment service

and social insurance organization and required to process claims and
exercise effective control of claims;

(vi) A survey of the current contributions collection and recording
administration to establish its future size and organization;

(vii) The establishment of a database of all the known employer contributors
to the scheme;

(viii) A survey of existing staff complements and office organizations to
determine their future size and form;

(ix) The drafting of software specifications and proposals for the
procurement of hardware;

(x) The design of any necessary pilot exercises and their implementation
(xi) The production of procedural manuals and training modules;
(xii) The training of trainers of staff in employment and social insurance

offices;
(xiii) The recruitment of new staff;
(xiv) The training of those who will manage the unemployment benefit fund
(xv) The arrangement of training programs and training locations;
(xvi) The drafting of publicity leaflets for the new scheme;
(xvii) The drafting of a communications strategy covering workers,

employers, employer’s organizations, trade unions and the general
public; and
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(xviii) The design and production of printed forms for distribution to local
offices.

One major problem in introducing any new social insurance scheme is
the timing of the various operations to ensure that everything is in place on the
start date. Project planning may be an area where DMCs would welcome
assistance and advice.

It is evident from the experience in assessing disability claims that there
is a need for a cadre of well-trained medical staff in the social insurance
administrative machine that can ensure expenditure is focused on claimants
who are truly unable to work. The same medical staff would be responsible for
drawing up and supervising rehabilitation programs designed to return
disabled people to the workforce. The first requirement, however, is to have in
place legislation that lists the criteria to be applied when assessing a claim. The
medical equipment required to make an assessment using a functional method
is simple and inexpensive. However, that required for clinical tests used by
many medical examiners tends to be expensive and found only in hospitals.
The question for DMCs with methods of assessment, is whether they have the
resources to recruit and pay a number of part-time or full-time doctors to
perform this essential work. Another option would be to contract the work out
to an organization with qualified medical staff on a “fee for examination” basis
and to carefully monitor that organization’s performance.

4. Prioritizing Social Insurance Interventions

The key issues facing the designers of social insurance projects and
programs in the DMCs can be placed in the following rough priority order, but,
of course, priorities will be affected by national preferences and differences:
(i) Extension of health insurance;
(ii) Introduction of microinsurance or other local insurance self-help

schemes in poorer communities;
(iii) Improvement of governance where required, including the

establishment of independent appeals systems;
(iv) Capacity building in social insurance institutions;
(v) Provision of new technology to assist in the extension of coverage, the

introduction of reformed pension schemes and unemployment benefit
(vi) Improvement of data collection, management and financial information

systems;
(vii) Provision of staff skills training;
(viii) Development of a public communications strategy;
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(ix) Improvement in the workings of the labor market machinery to ensure
that the employment services are able to exercise effective control of
claims when unemployment benefit is introduced;

(x) Improvement of the social insurance contributions collection service to
give it improved prospects of collecting contributions when coverage is
extended;

(xi) Design of reformed pension schemes where existing schemes are not
sustainable in the longer term;

(xii) Design of any proposed unemployment benefit scheme;
(xiii) Training of staff in the operation of an unemployment benefit scheme
(xiv) Improvement in disability assessment and rehabilitation systems;
(xv) Review of equal treatment and gender issues in current legislation and

practice;
(xvi) Development of financial institutions able to manage pension funds for

reformed pension schemes;
(xvii) Improvement of the investment performance of provident funds
(xviii) Development of benefit delivery systems.

5. Administrative Capacity

When considering the social insurance projects that might be helpful to
DMCs in reforming present systems, a most compelling question must be
whether the capacity of government and private financial institutions is
sufficient to implement and then administer the proposed reforms. A second
and equally important question is whether the governance of those institutions
is such that members of the public will trust them to hold and manage their
lifetime contributions and savings. A third question is whether the existing
social insurance schemes in DMCs should be reformed in a way that would
make them sustainable in the longer term and, at the same time, more attractive
to excluded members of the workforce. Following from that third question is
whether changes to social insurance systems can persuade the workforce in the
informal sector of the labor market that social insurance offers them a better
means of covering insurable risks than the traditional support available from
personal savings and the extended family. Another question is whether
separate schemes should be designed to meet the social insurance needs of
those local communities too poor to participate, as yet, in national social
insurance schemes.

The complements and capacity of some DMC government social
insurance offices appear to be limited when compared to the standards of
ministries and national agencies that manage more developed schemes. Even
where the complement is adequate, staff work can be handicapped by a lack of

13883-Asia.book  Page 189  Tuesday, December 11, 2001  11:37 AM



190 Chapter 5

reliable data and insufficient numbers of professional support staff. Computer
systems are not always suitable or large enough for the tasks required of them.
While single projects can help to improve performance through
reorganization, data collection, training and the installation of modern
computer systems, it will be for DMCs to decide how much they can afford to
invest in building viable organizations. The administration costs borne by
social insurance schemes vary widely across the world but an acceptable level
of costs should be sufficient to maintain a complement of well-trained and
efficient staff that is also effective in scheme management. However, if there
is a need for major improvements in staff numbers, buildings and computer
systems, before scheme administration can be improved, this will clearly call
for funds that are unlikely to be available from current social insurance
revenues.

6. Governance

Governance is a key issue for social insurance schemes. Without
openness and public confidence in the management of funds and the decision
making processes, it is unlikely that schemes will survive in the longer term.
If the public has reason to think that even a small minority of civil servants or
private managers of pension funds are likely to be corrupt it will be almost
impossible to keep participation in a scheme at a level that guarantees its
sustainability.

Where governments see the need for improvement in the management of
human resources in the public service, it should be possible to offer assistance
in establishing an effective service with clear job descriptions, a culture that
allows for the proper delegation of responsibility, and with increased
transparency in the management of financial resources. Autonomous bodies
with proper customer representation can improve accountability and
transparency. All of this must rest on a sound legal and regulatory framework
in which both public servants and members of the public know their rights and
obligations and where both can take complaints and appeals to an independent
adjudication service.

A first step towards good governance can often be the reform of existing
legal institutions followed by a new legal system that has public confidence. In
the absence of a sound legal system, it is difficult to see how a sound business
investment climate can be created or how social insurance schemes can be
developed beyond a very basic form. Several DMCs have begun to delegate
more responsibility for the administration of government programs to local
districts and provinces. With rules that require more transparency and
accountability, such delegation should lead to greater public interest and better
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governance. However, the scope for delegating parts of the administration of
national social insurance schemes to local levels is somewhat limited by the
requirement that schemes should be consistent in the treatment of both
contributors and beneficiaries.

7. Sustainability

Given that their social insurance institutions have acquired the necessary
capacity, efficiency, and degree of good governance, there is no reason to
believe that DMC social insurance schemes cannot be improved to provide
beneficiaries with better safeguards against insured risks and at the same time
show greater scheme sustainability. However, a DMC without sound private
financial institutions will not be able to develop a pensions system that takes
advantage of private fund management. If a DMC is contemplating the
introduction of a second pillar pension scheme, with individual accounts held
and managed by private sector companies, it will need to consider whether
there are a sufficient number of national companies with the capacity,
management skills, and resources to offer contributors a choice of safe and
well-managed funds in which to invest for a pension. There are alternatives of
fund management either by a government agency or by foreign companies
with or without locally registered companies. State managed funds have not
shown good returns for Asian provident fund investors, while investment in
foreign funds managed by foreign companies could present political difficulty.
Whether DMCs with limited scheme coverage can reform their present
systems to attract workers from the informal sector of the workforce is
probably a question that can only be answered after pilot studies have obtained
the views of these excluded workers on the risks they regard as priorities for
cover and the premiums they are prepared to pay. When this information is
available in a reliable form then the design process can begin.

8. The Informal Sector

Informal sector workers will probably require a great deal of persuasion
before they are convinced that their priority needs will be met within a national
social insurance scheme. There will be great advantage in any scheme that has
simple rules and probably a flat rate guaranteed form of payment. A large-
scale communications campaign will be an essential precursor to the
successful launch of such a scheme with leaflets, posters, television
advertising, radio discussions and press coverage. Politicians will need to give
such a campaign their full support while social security staff at local level will
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require training before they are ready to deal with enquiries on the proposed
scheme.

The experience of some DMCs with voluntary pension schemes for
farmers and workers in rural areas has shown that price fluctuations of
agricultural products has caused some schemes to collapse. Younger farmers
tend to have wider perceptions and see their future prosperity and security in
old age coming through migration to urban areas and work in industrial
enterprises rather than as members of rural pension schemes. It is possible that
those in the informal sector would prefer to make flat rate contributions to a
scheme with defined flat rate benefits. Their requirements may not extend
beyond cover for the risks of disability and early death. For such a scheme to
attract volunteers, it would probably have to offer regular monthly payments
to disabled people and the same to a worker’s surviving family after one year
of membership. The problem of an effective and fair system of disability
assessment would remain in several DMCs, although improvements are
possible.

Schemes for relatively poor communities could offer a number of choices
and will probably have to be treated as pilot projects for their first few years of
operation. While it will be for each community to choose an appropriate
microinsurance program to suit its particular needs, it may be helpful to local
deliberations to have a menu of risks provided by outside advisers with
estimates of cost per head against each. If support can be obtained from the
private insurance industry, this will make the task of estimating premium rates
much easier. As with other parts of the informal labor market, it will probably
be necessary to conduct a survey of community wishes before deciding on a
menu of options. Adverse selection will be one problem to be faced and it is
most probable that a microinsurance or mutual assistance scheme will only be
viable if a very high percentage of community members (say 75 percent) are
willing to join a scheme. The question of reinsurance is important to the
success of any microinsurance scheme. A scheme cannot plan to meet the
costs of exceptional and unexpected losses and will need to carefully assess the
extent of the normal and expected losses that it can meet from its members’
contributions.

C. Strategies for each Subregion

The number of common challenges facing all DMCs committed to
reforming their social insurance systems makes it difficult to identify separate
strategies for each of the regions of Asia. There are, however, some distinct
sets of circumstances that distinguish the tasks in transition economies, in
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South Asia and in those Southeast Asian economies most affected by the 1997
Asian financial crisis.

1. Transition Economies

In the transition economies, the social insurance structures are often well
developed but need reforms to meet the demands of a market economy. Some
have always been near achieving national coverage with only a small part of
the workforce engaged in self-employment. The number of the self-employed
is now growing and they are not always interested in joining the current
statutory schemes. One challenge is how to design schemes that meet the
requirements of these workers. The introduction or improvement of
unemployment benefit schemes is planned in several of the transition
economies. Their success depends very much on the development of the labor
market and the effectiveness of local labor exchanges. Pension schemes tend
to be first pillar-defined benefit schemes and could be in need of reform where
the process has not already been started. The restructuring of state-owned
enterprises (SOEs), with the prospect of redundancy facing a large number of
workers in the formal sector of the labor market, implies that governments may
consider improvement of the labor market as a priority, with an emphasis on
re-training and resettlement. If some SOEs are sold, the proceeds could be
used to meet the cost of reforming the existing social insurance structures. The
possibilities for the use of such funds are:
(i) Developing the employment services to provide a national network of

offices capable of handling benefit claims from the unemployed and
applying the labor market tests so essential to the efficient operation of
an unemployment benefit scheme;

(ii) Providing retraining grants to redundant workers, or, with an
unemployment benefit scheme in place, funding exceptional benefit
costs to provide for the extended duration of benefit payments where
the level of local job vacancies is low;

(iii) Subsidies to assist in the transition of current pension schemes where
first pillar schemes will in the longer term be unsustainable given
existing and future pension liabilities. Where a second pillar scheme
can be introduced, the subsidy will probably be required until this fully
funded scheme is able to give younger workers a more sustainable
combined pension; and

(iv) Improving the capacity of social insurance institutions in preparation
for an extension of social insurance cover to the informal workforce.

13883-Asia.book  Page 193  Tuesday, December 11, 2001  11:37 AM



194 Chapter 5

The transition economies have several options for improving the
generally well-developed state of their social insurance systems. In summary
the suggested priorities are to:
(i) Design schemes that meet the special needs of the self-employed;
(ii) Consider publicity campaigns to persuade the self-employed to join

social insurance schemes;
(iii) Develop labor markets prior to introducing or improving

unemployment insurance schemes;
(iv) Review first pillar pension schemes with a view to improving their

long-term sustainability;
(v) Improve the capacity of labor exchanges prior to the introduction or

improvement of unemployment insurance schemes;
(vi) Improve the capacity of offices engaged in the collection of

contributions, compliance and enforcement;
(vii) Build capacity and improve governance in social insurance institutions
(viii) Improve the capacity of financial institutions that could undertake the

management of second pillar pension funds;
(ix) Extend the coverage of social insurance schemes to the employees of

smaller enterprises where this has not been achieved;
(x) Develop improved benefit delivery systems;
(xi) Extend the coverage of health insurance where this is not universal;
(xii) Consider pilot exercises to test public choices and options for micro-

insurance schemes; and
(xiii) Review current legislation to ensure the absence of both direct and

indirect gender discrimination.

2. South Asia

In the South Asian economies a large part of the population has
traditionally relied to a large extent on informal risk management. The social
insurance schemes are either geared to individual savings accounts that pay out
lump sums to cover the risks of old age, early death, disability and periodic
unemployment, while employer-financed funds cover the risks of employment
injury and sickness, or are based on a dual pension and provident fund system.
The restructuring and development of the existing programs into schemes that
provide contributors with better returns and payments is necessary to cover the
risk of poverty in old age and the premature death of a breadwinner. Many of
these schemes will have the potential for conversion to second pillar defined
contribution retirement plans but may require greater transparency to gain
contributors’confidence.
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Consideration may be given to transferring fund management to the
private sector where this is a viable option and where the rate of return on
investments will improve. Current schemes tend to have limited coverage with
private sector workers and public servants the more usual participants. The
existing capacity of social insurance administrative structures will need
strengthening if coverage is to be extended with an effective system of
contributions collection and enforcement. As in all regions of Asia, the
extension of insurance coverage is a major challenge and the further
encouragement of self-help schemes in poorer communities will probably
show good returns for a relatively small investment. In summary, the suggested
priorities for the South Asian economies are to:
(i) Improve the governance of social insurance institutions and linked

financial institutions;
(ii) Strengthen social insurance administrative structures;
(iii) Extend coverage to the employees of smaller enterprises;
(iv) Conduct pilot schemes to test public choices and options for viable

microinsurance schemes;
(v) Convert provident funds into second pillar pension schemes;
(vi) Improve the management and investment performance of provident

funds;
(vii) Consider a change from a system of lump sum payments to one of

pensions that better cover the risk of poverty in old age;
(viii) Improve financial infrastructures; and
(ix) Develop pension companies that can offer annuities.

3. Southeast Asia

In the Southeast Asian DMCs worst affected by the 1997 Asian financial
crisis the movement of workers out of the formal sector workforce, and the
need for them to withdraw savings from provident funds, had quite serious
repercussions for the national social insurance schemes. The priority is now to
rebuild individual funds and encourage compliance and new savers by better
investment returns. There has probably been a certain loss of confidence in
social protection schemes that can only be overcome by offering a better range
of benefits to be provided from long-term and secure investment. A public
awareness campaign could be a useful and effective means of educating
potential contributors to improved social insurance schemes.

Some countries have social insurance institutions that lack the capacity to
improve enforcement procedures. The private sector could perhaps offer to
manage funds or even act as agents in the collection and control of
contributions. This, of course, assumes that the private sector has the capacity
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or inclination to take on these tasks and enjoys more public confidence than
the state institutions. Governance improvement in both sectors is probably
something that must be achieved before major reforms of social insurance can
be successfully completed. In summary, the suggested priorities for Southeast
Asia are to:
(i) Improve the governance of social insurance institutions and any linked

financial institutions;
(ii) Improve the coverage of health care insurance;
(iii) Extend coverage to the employees in smaller enterprises;
(iv) Consider pilot exercises to test public choices and options for viable

microinsurance schemes;
(v) Rebuild the financial resources of provident funds;
(vi) Improve the rate of return on provident fund investments;
(vii) Improve compliance and enforcement capacities;
(viii) Consider the private management of pension and provident funds;
(ix) Consider private agencies for the collection of contributions;
(x) Introduce greater transparency into schemes so that contributors know

when employers have not paid contributions;
(xi) Improve the assessment of claims for disability benefits.

4. The Pacific

The Pacific DMCs tend to have developed social insurance schemes
using the provident fund model. This model provides coverage for selected
groups of employees with the option of voluntary participation by others in the
workforce. The benefits usually include old age pension, disability benefits,
work injury benefits and a death grant. This is true of the larger counties while
some of the smaller countries have yet to introduce schemes. The essential
question for the provident funds is whether they provide an investment income
sufficient to meet current and future pension obligations. Microinsurance for
the more isolated communities could be an option where the local population
favors this approach in the absence of a government scheme.

In all the Asian subregions, there are DMCs with pension plans open only
to government employees, military personnel and others. These plans tend to
be much more generous in their final payments than any scheme available to
members of the general public. If national pension schemes are to be made
sustainable in the longer term, there must be a good argument for bringing all
citizens within one scheme and providing separately for the additional
pensions of occupational groups.
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D. Options for Programs and Projects

1. Institutional Capacity Building

There are various social insurance policy instruments (see Appendix 1).
With the possible exception of microinsurance schemes, all require efficient
and effective administrative machinery to be in place if they are to play a full
part in the elimination of poverty. Many DMCs will need to improve their
social insurance administrations. In a capacity building program for DMC
social insurance organizations, the following projects would seem to be
practical options:
(i) A review of present methods for collecting social insurance data with

recommendations for any necessary improvements in the methods used
to collect management and financial information and in conducting
special survey.

(ii) The follow-up to (i) might be:
• the offer of any necessary new technology required to operate a

management information system and a financial management system,
• the offer to develop MIS and FIS and write the software

specifications; and
• the offer of assistance in the construction or improvement of national

and local survey programs.
(iii) The development of a communications strategy to inform the public or

target populations about:
• their rights, obligations and entitlements under existing social

insurance schemes; and
• details of new schemes and whom they will affect.

(iv) The development of a training unit for a social insurance headquarters
office to include:
• a team trained in the techniques for conducting social insurance

technical training courses; and
• a team trained in the production of social insurance training modules.

Special training centers outside a headquarters office are not
recommended. Experience suggests that they are usually under-used and that
social insurance training courses can be held equally well in government or
private premises at less cost. Training courses can be divided between
technical training for those who will operate the social insurance benefit, and
financial procedures at local or regional levels and training for senior
management. The courses may include the following subjects:
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(i) Strategic Management and Planning
(ii) Organizational Change
(iii) The Policy Environment
(iv) Parliamentary Business
(v) Advising Ministers on Options
(vi) Social Insurance Law
(vii) Public Expenditure and Government Accounting
(viii) Objective Setting and Performance Measurement
(ix) Project Management
(x) Management Accounting
(xi) Investment Appraisal
(xii) Senior Negotiating Skills
(xiii) Media Skills
(xiv) Management Theory, Tools and Techniques

2. Contribution Collection

The biggest problem facing any DMC planning to extend the coverage of
its social insurance scheme to the informal sector is how to collect
contributions from employers and the self-employed who have few
connections with the current government bureaucracy. A survey in one DMC
showed that two percent of the population paid income tax. In another the
income tax authorities had income data on only 23 percent of the urban self-
employed. It is unlikely that the present methods used to collect contributions
in the formal sector can be applied in the informal sector without some radical
simplification. It was found in one DMC that farmers and fisherfolk reported
incomes that on average were less than half their actual income. While pilot
projects to determine practical, simplified and efficient methods of collection
in the informal sector will have to cater for the difficulty of workers moving
into and out of the pilot area, it will probably be essential to run such pilot
projects in areas where there is minimal migration.

It may be necessary to introduce simplified methods of collection that
meet the special work patterns in the informal sector and that make the task of
enforcement less onerous. An example might be a system based on four levels
of income such as:
(i) Those with gross earnings, or profits from self-employment, below the

national minimum wage (or a set minimum income in the absence of a
national minimum wage);

(ii) Category 1. Gross earnings, or profits, between the national minimum
wage (or a set minimum income) and twice the national minimum
wage;
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(iii) Category 2. Gross earnings, or profits, between twice the national
minimum wage and three times the national minimum wage (or a set
minimum income); and

(iv) Category 3. Those with gross earnings, or profits, of more than three
times the national minimum wage (or a set minimum income).

In the absence of profit and loss accounts, it will be necessary for
inspectors to use their judgment and discretion when deciding whether to
challenge the stated income of self-employed and casual workers. Inspectors
working in a locality should, however, over time, be able to build a fairly
reliable picture of the true incomes of contributors. Many self-employed
workers would no doubt claim to have profits of less than the set national
minimum. If the social insurance legislation provided that the onus was upon
the contributor to prove that profits were below the level considered realistic
by an inspector, this would tend to increase the number of self-employed
workers liable to make contributions and increase the effectiveness of
enforcement. The employed earners and the self-employed with gross
earnings or profits below the set national minimum would be exempt from
making contributions for so long as their gross earnings or profits remained at
that level. These workers would be given certificates of exemption. The fact
that employed workers were found to be earning less than a national minimum
wage would, in the normal course, lead to enquiries under the labor law. Those
with exemption certificates would not be building an insurance record and
could, therefore, lose entitlement to benefits under the scheme unless they
resumed or started to pay contributions at a later date. The workers with
exemption certificates would, however, be recorded and their stated earnings
and profits reviewed periodically given sufficient staffing resources within the
social insurance organization. The advantages in having broad earnings and
profits bands are:
(i) Employers or the collection office need not, in the main, record minor

changes in income levels during the year.
(ii) The self-employed can declare their profits to be within a particular

band and if this is seen as reasonable and acceptable by the compliance
inspector there will be no need for the inspection to proceed further.

(iii) The assessment of exact profit margins would be virtually impossible
and cause insurmountable problems for inspectors in the early years of
collecting contributions from those currently in the informal sector.

(iv) Professional workers and others with large incomes or profits would
not normally be assessed on the basis of their full incomes and with an
upper limit fixed at three times the national minimum could be
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expected to accept this as reasonable and contribute without the need
for disclosure of income details.

The method of recording workers’ contributions from the informal sector
will depend to a large extent on the specific social insurance. For example, a
simplified system of contribution records based on pension points could assist
DMCs without a fully developed national recording system. At the end of each
accounting year each contributor would be notified of the points earned. A
person with fully paid contributions on earnings in Category 1 could be
allocated one pension point. Category 2 workers could earn two points and
Category 3 workers three. At the end of subsequent years, the annual
notification would give the cumulative points earned. If a person had paid
contributions for less than a full year or the year included periods when
contributions were not paid, any fraction of a pension point would be carried
forward to the following year. In some DMC transition economies, workers
still have personal workbooks or social insurance booklets that record when
contributions have been paid but the employer usually holds these. A big
advantage for workers under this proposal would be that an annual notification
informs insured scheme members of instances when their employer has failed
to pay contributions on their behalf. This is currently a problem in some DMCs
where workers can discover at a later date that, unknown to them, a former
employer has failed to pay contributions. If contributions have been deducted
from an employee’s wages and not paid to the social insurance collection
service this constitutes fraud and should immediately be taken up with the
employer by an inspector.

With this system, the storage of personal contribution records can be
limited to the number of points a person has to their credit. Social insurance
law would need to provide that any insured person who has been sent an annual
statement has a limited time, say three months, in which to challenge the
accuracy of the statement. Otherwise the record will stand and cannot be
amended. When a pension is claimed, the points earned can be divided by the
years of the contributory period and the pension calculated by reference to the
average number of points earned and revaluations that have been made over
that contributory period.

A pilot project based on this or a similar simplified system of collection
and data storage, would seem to be a practical way of approaching the problem
of an extension of coverage. The pilot exercise would need to take into account
how a simplified scheme could be integrated with existing social insurance
schemes. Existing schemes currently operating in the formal sector could
perhaps be adapted to form part of a more simplified national scheme or could
run in parallel with schemes for the informal sector on a permanent or
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temporary basis with legislation providing rules governing the situation of
workers who move from one scheme to another. However, it is doubtful if any
scheme could promise to provide many workers in the informal sector with a
benefit or pension as a fixed percentage replacement income when their
working income fluctuates to a great extent. Mention was made earlier of a
scheme designed for workers in the informal sector offering cover for the risks
of disability and early death with flat rate contributions. Such a scheme with
flat rate contributions could also be a possible subject for a pilot exercise to test
the effectiveness of collection procedures in the informal sector.

It is doubtful if all DMCs planning to extend social insurance into the
informal sector have sufficient storage space on their computer systems to
accommodate the anticipated new population of insured persons and
individual contribution records. It is always possible to underestimate the
information technology (IT) capacity required for any social insurance scheme
and it is likely that DMCs that have not already arranged to do so would
welcome a review of their existing IT systems with advice on whether they are
able to take on the anticipated amount of additional data. The first tasks facing
IT teams when a scheme is extended are to:
(i) Create a database with details of all known employers;
(ii) Enter the names and identification number of all employees with a

cross-reference to their employer; and
(iii) Enter the names and identification number of the self-employed.

This can be a major task calling for the recruitment on a temporary basis
of many data-input staff. If information on workers in the informal sector is
unreliable, as may well be expected in many DMCs, the task of collecting and
recording essential data could present special problems with which outside IT
specialists could assist. The whole task could alternatively be out-sourced to
the private sector with built-in guarantees as to confidentiality and
performance.

3. Enforcing Compliance

Few DMCs employ sufficient compliance inspectors to ensure that
employers comply with their obligation to collect social insurance
contributions at the correct rate and pay them at the right time. A possible form
of assistance to DMCs would be a project aimed at increasing the efficiency of
inspectors or the introduction of an effective system for compliance. Such a
project could cover the following areas:
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(i) An examination of the existing powers of inspectors to enter
employers’ premises and inspect records, with recommendations for
legislative change where necessary;

(ii) The drafting of a compliance manual, with the help of local
counterparts, which provides guidance for newly appointed inspectors.
This manual will need to be based on the current law but may cover all
the actions to be followed when visiting an employer’s premises
including:
• action when an employer fails to pay monthly contributions for all

employees;
• action to follow when a company ceases to trade;
• how to take a case for civil proceedings in the courts and the

procedures in the event that criminal proceedings are appropriate;
• how to examine any available accounts of the self-employed or arrive

at a best estimate of profits;
• how to organize and conduct surveys of districts to establish whether

there are unregistered enterprises that are not paying contributions.
(iii) The production of training modules with help from counterparts. These

modules to be based on the material in the inspector’s compliance
manual; and

(iv) The provision of one or two weeks training courses for inspectors.

4. Reforming Social Protection

a. First Pillar Pension Scheme

Several DMCs are reviewing their current first pillar pension schemes
with the intention of extending coverage and revising key parameters such as
pension ages and provisions on early retirement. Others are considering
introducing second pillar schemes with individual accounts. Whether
individual or collective responsibility is the more important in pension
schemes is often not such a fundamental question as it appears. In practice,
most states take both lines of approach to pension scheme design in the
expectation that one will complement the other. A universal scheme introduces
collective responsibility and shared risk, whereas a scheme with individual
accounts imposes the discipline of the marketplace and encourages self-
reliance. Each country’s public pension program operates in a particular and
unique institutional, social, political and economic environment. The pension
approach ultimately adopted must balance programmatic preferences to
accommodate environmental realities (Thompson, 2000). Governments and
social insurance staff involved with these tasks may welcome some assistance
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with the planning of reforms and the acquisition of new skills. The following
technical assistance projects are suggested:
(i) Training for actuaries, statisticians and economists in social insurance

analysis techniques;
(ii) Training on how to determine whether a national first pillar pension

scheme or partially funded first scheme is sustainable in the longer term;
(iii) Assistance in the drafting of private pension scheme legislation;
(iv) Advice on the options for simplifying present first pillar PAYG

schemes where this appears desirable on grounds of operational
efficiency or sustainability;

(v) Training for social insurance staff on the operation of second pillar
pension schemes;

(vi) Investment training for managers of provident funds;
(vii) A review of pension schemes to examine whether contribution credits

could be introduced and the cost to schemes in the short and long term;
(viii) Assistance to establish and operate appropriate and effective

supervisory and regulatory boards. Individual contributors need to be
confident that their pension contributions are being invested wisely
with national or international pension companies with good investment
records. There will clearly be much scope for projects offering training
in how these bodies can best operate.

The pension reform options where a first pillar defined benefits pension
scheme is unsustainable in its present form over the longer period include:
(i) Raising the retirement age. If retirement ages are low an option is to

raise the minimum age of retirement, say, to 60 or 65. A decision by
government to raise the pension age will normally be preceded by a
consultation period with a government paper explaining to the public
why it is necessary to consider this option. Male and female retirement
ages can be equalized on the grounds of equal treatment and the right
of women to retain their jobs until the common age for retirement. This
should prove popular in those DMCs where there has been a campaign
by women’s groups to equalize retirement ages. Any change is best
introduced gradually to avoid distortions in the labor market and to give
workers time to adjust to longer working lives.

(ii) Raising the upper earnings limit for contributions. This change will
give an immediate increase in revenues but in the longer term will
benefit higher income groups, who tend to maintain earnings levels
better into their later years of employment and live longer at the
expense of lower paid workers; a regressive effect. If equity is to be
maintained and sustainability not compromised, it will be necessary to
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adjust pension formulae in favor of lower paid workers by calculating
pensions from career earnings. Another option would be to limit the
maximum pension to say, twice or three times the rate of that payable
to someone with a national minimum wage.

(iii) Raising the level of contributions for employees. Lower paid workers
will feel the effect more than higher paid workers and may be tempted
to move out of the formal sector of the labor market so reducing scheme
income.

(iv) Raising the level of contributions for employers. If employer
contributions are already at or above the levels found in the pension
schemes of countries that are competitors, the increase will reduce a
home country’s international competitiveness and could lead to job
losses in the longer term. Employers could also reduce manning levels
in the shorter term to cut their labor costs.

(v) Reducing pension levels for higher paid workers only. As mentioned
under the option of raising the upper earnings limit, this option
increases the distributive effect and, if linked with the introduction of a
second pillar pension scheme, could be more acceptable to higher paid
workers.

(vi) Removing the cost of disability pensions from a retirement pension
scheme. The cost of disability cover is high where workers have been
able to seek early retirement via a disability claim. The cost of
disability benefits for those under pension age could be covered by
increased contributions towards both short and long-term sickness with
more effective controls on the assessment of disability claims. Another
option is for survivors’ benefits for those below pension age to be paid
from a separate fund.

(vii) Reducing opportunities for early retirement. In some pension schemes,
workers in hazardous or arduous occupations can retire early. The
concession could be removed on the grounds that these workers are
generally paid higher wages as compensation for their work or the cost
could be met from their increased contributions.

(viii) Changing the method of indexation. Indexation can be linked to
changes in prices or wages or a combination of both.

(ix) Reducing the replacement rate of pensions if replacement rates are
high. It may be possible only in the case of higher paid workers if low
paid workers are to avoid poverty.

(x) Bringing public service pensions into the state scheme. This will help
increase the income of a national scheme but may call for an additional
occupational scheme for government workers.
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Non-contributory old age pensions feature in some social insurance
systems for citizens who are outside the scope of the social insurance pension
scheme because they are too old to have had any chance of contributing. There
is every likelihood that these citizens will suffer poverty in advanced old age
in the absence of family support. A relatively cheap method of targeting help
to the very old is to introduce a noncontributory old age pension that may be
claimed by those with income and capital below certain levels. The rate of
pension would normally be at the subsistence level for a single person and paid
following a simple written declaration of means. The cost will be offset to
some extent by savings from the expenditure on the residential care of the
elderly. Another important side effect is that workers in the informal sector
who have been supporting their aged parents will not face the double financial
burden of parental support and contributions to their own pension if they move
to the formal sector or join a scheme designed for the informal sector.

b. Provident Funds

DMCs with mandatory savings into provident funds that do not give
competitive returns may consider moving these funds to one or more private
fund managers. At the same time, consideration could be given to creating two
separate accounts. A pension fund account for each individual saver would be
aimed at achieving long-term growth. A second savings account would be a
common fund available to cover the pooled risks of disability and
unemployment. The pension account would be used to purchase an annuity at
retirement age or provide a survivor’s benefit in the event of earlier death. The
second common account would be available to make lump sum payments to
disability claimants and the unemployed. However, if governments were able
to provide a guarantee, such a common account might allow for a limited
number of flat rate monthly payments during a spell of unemployment and
similar payments until a disabled person reached pension age with a
guaranteed minimum pension from the individual’s pension account
thereafter.

c. Building Multipillar Systems

DMCs without a state pension scheme and a limited capacity to
administer a pension system could consider two options. First a mandatory flat
rate first pillar defined benefit scheme for younger workers. The flat rate
contributions would build up partial funding over a period of more than 10
years. Scheme rules would need to ensure that the scheme was sustainable in
the longer-term. Second, a voluntary scheme with a choice of three flat rate
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contribution levels for investment in individual savings accounts. Pensions
from individual accounts would be better used to purchase annuities. This
were not possible a lump sum could be paid at retirement age, or periodic
payments made from the savings accounts. The first option would allow for
coverage to extend to workers in small enterprises and require a minimum of
enforcement, but the limit for coverage would have to be carefully drawn in
the light of national industrial and labor market conditions, especially if
contribution collection rates are to be at an acceptable level. If the take-up of
the voluntary scheme were sufficiently large and capital markets were
sufficiently developed, this could be converted at a later stage into a second
pillar mandatory scheme.

A social insurance scheme that might encourage participation by workers
in the informal sector beyond the low take-up figures usually experienced in
this sector is one focused purely on the risks of disability and early death
leading to destitution for survivors. The scheme would probably have to start
as voluntary with a well-planned publicity campaign to inform potential
participants of the guaranteed benefits in the event of disability or early death,
and the guaranteed pension at a fixed pension age. The problem of adverse
selection could be overcome to some extent by imposing a qualifying period
of e.g. one year before benefits were payable. The contributions would
probably have to be at a standard flat rate that took account of a crude actuarial
assessment of risk. Government would almost certainly have to be prepared to
provide a guarantee of the benefits.

d. Second Pillar Pension Schemes

Developing a new second pillar scheme will be an option where this list
of options does not provide an acceptable political agenda for improving the
sustainability of a first pillar scheme. The introduction of a second pillar
scheme that complements first pillar pensions may allow for more flexibility
in the adjustment of the first pillar pension levels of the higher paid. A second
pillar scheme is seen by many as a means of reducing the possibility of
political interference in pension management and investment policy. The
advantages and disadvantages of developing a second pillar mandatory defined
contribution scheme are:

Advantages:
(i) Contributions should yield higher returns in a funded scheme.
(ii) Second pillar funds should improve financial markets.
(iii) Macroeconomic effects can be beneficial.
(iv) A reformed scheme could absorb existing low yielding provident

funds.
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(v) Will not be affected directly, like a first pillar scheme, by the ageing of
the population.

(vi) Diversified investments can reduce risk of loss.
(vii) Introduces private competitive management of funds; reduces the

options for political involvement.
(viii) Introduces more choices for workers.

Disadvantages:
(i) Take time to develop.
(ii) Requires public confidence in national financial institutions.
(iii) Requires increased contributions.
(iv) The transfer and allocation of contributions to funds can be

administratively difficult.
(v) There may be political objections to international investment that could

lead to over-reliance on the national economy.
(vi) Investment returns may need a government guarantee to gain public

acceptance.
(vii) Fund managers could impose high administrative and marketing charges.
(viii) Requires close regulatory supervision.

The US thrift savings proposals are particularly interesting as a means of
reducing the impact of market costs. Those countries that have introduced the
private management of individual accounts are generally exploring ways of
limiting such costs. The UK is introducing a new second pillar pension scheme
aimed at lower paid workers in which the management fees of private fund
managers must not exceed one percent of income. The scheme is to be based
on pension funds that have contracted with employers to provide an investment
service at a given cost. It is envisaged that this will remove the need for
expensive marketing and leave employers in a strong position to negotiate
reasonable fund management fees.

Box 1. The United States Thrift Savings Plan

Workers will have the opportunity to invest regular contributions into one or more index
tracker funds that track the performance of domestic and international equities, corporate
bonds and government bonds. The government will contract with private companies able to
ensure that worker’s assets match the performance of the chosen indexes. Workers will
have a choice of indexes but not of fund manager. The government will be responsible for
all scheme actions apart from asset management and the payment of annuities by a
government selected annuity provider. The plan is aimed at reducing administrative costs to
a minimum for privately-managed funds and is considered to have the potential to reduce
these to one-half or one-third the level under the Latin American model.
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5. Migrant Labor

Migrant workers who move across national boundaries can often be
required to pay contributions to a pension scheme that are then of no value
when they return to their country of origin. This can be a major cause of
poverty for an increasing number of workers in some Asian countries. Some
Asian countries that export workers have special arrangements for the
payment of contributions to the national pension scheme by absent workers.
An alternative is for countries at the same stage of developing their social
insurance systems to make reciprocal agreements that allow social insurance
contributions made in one country to count in another.

6. Unemployment Benefits

As unemployment benefit is at the planning stage in most DMCs, it
would appear an appropriate time to consider what might be done to assist in
its introduction. The following projects are suggested for the period until the
start of a scheme:
(i) Training of employment office staff in modern methods of job

placement and other labor market skills;
(ii) Equipping of employment offices with any new technology required to

operate within a modern labor market;
(iii) A survey of employment offices to establish whether the network of

offices is of sufficient size to provide for the local registration of the
unemployed and that space is available for both reception and
interviews;

(iv) Assistance in refurbishing or extending local offices;
(v) Assistance in the training of staff in employment offices and local

social insurance offices who will be required to administer the benefit
provisions;

(vi) Provision of new technology in social insurance offices required to
access contribution records and exchange information with
employment offices on claims; and

(vii) Training of local staff in control and anti-fraud measures.
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7. Assessing Disability and Incapacity

Disability assessment, that is the method used to assess a claimant’s
entitlement to disability benefit, has presented many countries across the
world with difficulty. Either medical staff has been too lenient and successful
disability pension claims have increased to the point where they have begun to
undermine national pension funds or the number of awards has been so low as
to suggest medical experts used the wrong criteria. When the level of
unemployment is high and increased numbers of claimants exhaust their
entitlement before they find work it is not unusual to find a high incidence of
claims to disability benefit from this same group. DMCs that have experienced
these difficulties may welcome assistance in overcoming their problems. Once
the assessment of claims has been put on the right footing, in countries with
hospitals that have little spare capacity, the question of rehabilitation is often
raised together with the most efficient way to organize it. DMCs may welcome
projects in some of the following areas:
(i) Drafting of legislation with the criteria to be used in assessing the work

capacity of those who claim disability benefits and pensions;
(ii) Help in establishing a network of medical examination centers where

social insurance claimants attend for examination;
(iii) Help in drawing up a form of contract for use in contracting out medical

examinations to private contractors who would be required to apply
agreed criteria with provision for close monitoring;

(iv) Training of medical staff in applying a functional method of disability
assessment;

(v) Review of the present facilities available to the disabled for
rehabilitation programs and make recommendations for any necessary
improvements;

Box 2. An Example of an Unemployment Benefit Scheme

Earnings related contributions to be paid for six months in the last 18 months before benefit
is payable. Benefit is not payable for the first four days of claim. Flat rate benefit paid at 80
percent of the national minimum wage for up to six months, provided the claimant is
available for and actively seeking work. After six months unemployment, the claimant is
offered a choice of training or work-experience at the national minimum wage. If the
claimant refuses the offer, no further benefit is payable. Claimants are disqualified for
receiving benefit if they are voluntarily unemployed or lost employment due to their
misconduct. Disqualification for six weeks follows the refusal of a job offer. When
unemployed, a claimant may earn up to 10 percent of the national minimum wage without
penalty.
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(vi) Assistance in establishing a network of rehabilitation centers geared to
getting disabled people to rejoin the labor force or, if this is not
possible, helping them to manage the tasks in daily living; and

(vii) Assistance in the design and operation of effective rehabilitation
programs.

The functional method of assessing disability uses functional descriptors
to test the degree to which a person can perform physical and mental activities
associated with the capacity to work. An example is the test of the ability to
walk. The “activity” is described as “ Walking on level ground with a walking
stick or other aid if such aid is normally used.” The descriptor has the
following range and it is for the medical examiner to decide after examining
the claimant, questioning about lifestyle, and examining any available medical
records, to decide which description best fits the claimant’s situation:
(i) Cannot walk at all.
(ii) Cannot walk more than a few steps without stopping or severe

discomfort.
(iii) Cannot walk more than 50m without stopping or severe discomfort.
(iv) Cannot walk more than 200m without stopping or severe discomfort.
(v) Cannot walk more than 400m without stopping or severe discomfort.
(vi) Cannot walk more than 800m without stopping or severe discomfort.
(vii) No walking problem.

Each of the above statements is given a number of points and after
deciding the appropriate description for each of 18 activities, the total points
earned decide whether the claimant is incapable of work and entitled to a
disability pension. An example of an activity test for mental disability is
“coping with pressure.” The descriptor is divided into six statements as
follows:
(i) Mental stress was a factor in making the claimant stop work
(ii) Frequently feels scared or panicky for no obvious reason
(iii) Avoids carrying out routine activities because of conviction they will

prove too tiring or stressful
(iv) Is unable to cope with changes in daily routine
(v) Frequently finds there are so many things to do that the claimant gives

up because of fatigue, apathy or disinterest
(vi) Is scared or anxious that work would bring back or worsen the claimant

illness

Medical experts in several Western European countries and in the United
States developed these functional descriptors and the system of disability
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assessment based upon extensive research. Their application in these countries
has halted the previously regular annual increases in the number of successful
claims to disability benefits. The system is now used by both in-house social
insurance medical assessors and by private medical contractors under contract
to social insurance institutions, and facilitates the task, allotted to social
insurance medical directors, of monitoring the quality of decision making.

8. Microinsurance Schemes

It is probably not feasible for microinsurance or self-help schemes based
on local communities to cover, from their own resources, many of the major
risks normally covered by a social insurance scheme. The most that might be
expected is that those who can afford to pay only small premiums from their
marginal income will receive small lump sum payments when in need as a
result of some easily identifiable cause. Exceptionally, locally-based schemes
might provide periodic payments to families in more long-term poverty. The
following projects suggest themselves as preparatory steps towards the
introduction of viable microinsurance type schemes:
(i) To conduct a survey in representative areas of DMCs where people do

not have access, or have only limited access, to social insurance or
health insurance. Local communities would be invited to express views
on the establishment of a community-based microinsurance scheme
and indicate the risks they would like to see covered. The project would
need to be able to offer advice on the type of risks that can be covered
and the probable rate of premiums for risks that can only be covered
through the available insurance industry;

(ii) To assist local communities in drafting a set of rules governing the
operation of schemes;

(iii) To conduct pilot exercises to establish and monitor schemes covering
agreed risks;

Box 3. Example of an Incapacity and Disability Benefit Scheme

Earnings related contributions must have been paid for six months in the last 18 months
before benefit is payable. Employer pays a flat rate sickness benefit for the first month and
reclaims 80 percent from the government. Thereafter, benefit is paid by government for up
to the end of six months of sickness. After six months of sickness, the claimant is given a
medical examination. If found capable of some work the claimant is required to register as
unemployed and given help in finding work. A disability pension is paid if found that the
claimant is incapable of all work. The disability pension will be reviewed after a given
period when the claimant has prospects of recovery. All disability pensioners who can
benefit from a course of rehabilitation are required to attend.
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(iv) To review the working of schemes after a period of six months and one
year;

(v) To assist in establishing an advice service where local communities
could obtain information on the management of microinsurance
schemes; and

(vi) To provide training in the management of a microinsurance scheme for
local committee members.

The main problem of a community in launching a microinsurance
scheme is probably where to find individuals to work as scheme or committee
officials. The officials should be prepared to give their time, and risk the
displeasure of their neighbors. The work involves collecting contributions,
keeping records of those who have paid, and those who have not, managing
funds, perhaps seeking temporary loans, hearing the pleadings of those in need
and using discretion within a committee to decide when and how much to pay
out. It is likely that many schemes will fail after a few years when committee
members find the work too time consuming or too demanding. A better option
might be to find an existing organization that has the trust of local communities
and the capacity to take on scheme administration. Trade unions, trade co-
operatives, NGOs, or even subdivisions of local government could be willing
and able to at least help with the administration by offering the use of an office
and its facilities. Such assistance might put a scheme beyond the usual
understanding of microinsurance but it is difficult to see a scheme having a
guaranteed future without substantial long-term help from an existing
organization.

The collection of contributions from community members who have
fluctuating incomes from agriculture or other self-employment will mean that
at certain times of the year scheme income could be insufficient to meet
outgoings. The scheme may have to borrow to meet its commitments and in an
ideal situation will have a promise of a short-term loan should this be needed.
It is perhaps doubtful whether commercial banks would be prepared to make
a loan to tide over a temporary shortfall in income. Banks would know that a
high percentage of microinsurance schemes have a short life span and would
only consider a loan if a guarantor could be found.

One episode of a low-risk, high-cost event can result in a household
moving from poverty to destitution. To spread such risk, one obviously needs
to recruit enough contributors to a microinsurance scheme to ensure that the
small contributions of scheme members can meet the cost of these exceptional
calls on scheme funds. There will, however, be a limit to how many
exceptional episodes any microinsurance scheme can stand. An option for a
scheme is to consider outside insurance. This should be fairly straightforward
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for easily verifiable events such as the death of a member but more difficult
with events such as the need for hardship payments following crop failure or
costly spells of hospital in-patient treatment.

Regardless of who initiates group-based health insurance (NGOs,
governments or international bodies) it needs the political, moral, technical
and financial support of governments (Dror and Jacquir, 1999). This was true
of the Japanese experience described earlier. Clearly, it would give more
stability to a scheme if governments were willing to provide some form of
limited financial guarantee for commercial loans to cover temporary
reductions in scheme income.

A lesson from the growth of mutual aid organizations in Japan during the
1930s is that those based on a municipality or a group engaged in the same
trade or business were much more likely to succeed than other groups that
lacked managerial know-how. Most of the successful local societies operated
their own medical facilities with help and support from government. It is
perhaps understandable that a local society dependent on the support of the
community would more easily retain that support if it could point to e.g. a
newly built clinic with medical staff, drugs and equipment available to all
scheme members. This advantage was helped in the Japanese case by
government subsidy in a society’s first year at a fixed rate per insured person
reducing in subsequent years. This form of initial financial support to
supplement a local society’s own money while leaving choices and decision-
making at the local level would appear a good recipe for success. With
affordable primary health care as the traditional priority for poorer
communities in Asia, it would seem that any microinsurance scheme would be
best advised to have health care at the core of its business.

For a community that has ready access to primary and secondary/ tertiary
health care, a microinsurance scheme will be attractive if it can guarantee a
good standard of service and provide insurance against low risk, high cost,
events. Even where government subsidizes health care, low-income families
can find the normal charges for drugs and treatment make up a significant part
of their spending and these families can be expected to think of a good service
as one with low costs. The size of membership for any such a scheme is
probably critical to its success. It is suggested that 1,000 families might be near
the minimum and 3,000 families the maximum membership of a scheme that
is financially viable and yet at the same time not so big that the membership
would feel remote from its leadership and unable to influence decision
making. In its negotiations with health care providers, the scheme could look
for primary care from private practitioners and government-funded services
for a capitation fee to include the free supply of drugs. The problem for
providers is that such an open-ended agreement could lead to excessive
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demand. Some form of rationing would probably have to be incorporated into
the agreement such as a limit on the number of free calls per family with a fee-
for-service at agreed rates to operate thereafter. This, of course, calls for a
system of record keeping. In some schemes, the members are issued with cards
to record the services they have received. This is perhaps the simplest method
of controlling access when rationing is necessary.

Beyond health care, a microinsurance scheme is likely to find that the
membership will look for financial help to cover the risk of early death and
payment towards the costs of childbirth. A death benefit that gives the
maximum affordable support to survivors will probably be a priority with a
maternity grant as a second requirement. Both births and deaths are events that
can be easily verified and the administration of the insurance arrangements
should present few problems. There might be a need for the scheme to reinsure
or arrange a temporary loan facility against the possibility of an above average
number of births or deaths in any one accounting year but this should not be
beyond its budget.

Microinsurance is strengthened when it is part of a network of schemes
in that the opportunities for pooling of risks are enhanced. Also, as part of a
larger group, the written or unwritten rules governing the management of
schemes are more likely to be applied in a consistent manner. If a network is
to provide mutual support to groups, the rules for achieving this need to be
accepted by all as fair. Area based schemes run by (local) government in
collaboration with a wide variety of possible social security partnerships could
be extended to other areas in relatively short periods, because governments
would be able to replicate the schemes on the same conditions (van Ginneken,
1999). The Self-Employed Women’s Association of India is an organization
that has provided an existing administrative structure for a network of
microinsurance schemes.

Some microinsurance schemes have related contributions to the income
of members. This would appear to depart from an obvious requirement that
schemes should be kept simple. In the interests of simplicity, it will be better
if all members are required to sign-up for the same complete package of
benefits and pay a standard flat rate contribution. The issue of who will pay the
contributions of those with a very low income is an important one because for
a close-knit community to give a scheme its wholehearted support, it will need
to feel that membership will continue for all, irrespective of their future
earning power. Governments in many Asian countries issue free health cards,
giving access to free primary health care to the poor and other designated
groups such as the disabled. It would be a considerable stimulus to a scheme
if central or local government were to agree to pay the contributions of these
very low-income groups. The alternative of exemption for low-income groups
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is a question that would need to be decided by a community at the launch of a
microinsurance scheme. It is probably more realistic to view the very poor as
outside the scope of microinsurance and to see them as recipients of social
assistance or other poverty alleviation schemes. Another difficult issue for all
microinsurance schemes offering health care or health related benefits is that
of potential members with prior medical conditions. The generally accepted
view is that it would be too complicated and costly for any scheme to attempt
to distinguish between these applicants and others.

9. Independent Appeals System

An independent appeals system is probably the most effective means of
achieving good governance and an improved service to the public in a social
insurance organization. Few appeals systems exist in DMCs and it is suggested
that pilot exercises should be run to establish appeal tribunals in selected areas.
These could include the following steps:
(i) Draft legislation to establish an independent social insurance appeals

system to run pilot exercises in designated areas where the necessary
legislation is not in place.

(ii) With counterparts, produce an appeals manual covering all aspects of
appeals processing and produce a training module based on the manual.

(iii) Train legally qualified chairpersons and lay members from trade unions
and employers’ organizations in the workings of the tribunal system

(iv) Train selected officials to act as clerks of tribunals.
(v) Train social insurance decision makers to present appeals at oral

hearings before a tribunal.

Appeal hearings are best held in premises unconnected with the social
insurance local office. Appellants can be asked if they wish to attend in person
or are content for their appeal to be decided on the papers. Each appellant
should have been given the opportunity to put the grounds of appeal in writing
to the tribunal clerk before the date of the hearing. Hearings can be open to the
general public unless the tribunal agrees otherwise, and appellants should be
free to bring a friend or representative to speak for them. Trade unions are
often prepared to represent their members at oral hearings. The clerk to the
tribunal will be responsible for meeting appellants, explaining the procedures
and paying travel expenses. The decision of the tribunal can be related to the
appellant immediately after the hearing or sent by post. The notification of any
adverse decision should inform the appellant of any further right to appeal to
the courts.
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10. Institutional Structure

Social insurance delivery mechanisms should facilitate benefit delivery
that minimizes transaction costs while achieving good governance. They must
take into account administrative capacity and the circumstances of the
populations they serve. Governments can deliver as the sole service provider
with a centralized system controlling all aspects of a scheme. They can use
autonomous agencies with full operational responsibility or a decentralized
system delegated to the local level.

The more common approach in fully developed national systems is for
central government to retain responsibility for setting policy objectives and
budgets, while delegating to agencies the authority to manage their operations.
Executive agencies will normally be established by statute with a duty to
deliver benefits efficiently and effectively within a fixed budget and to
performance targets agreed with ministers. Open competition from candidates
with good management skills and a proven record of good service in either the
public or private sectors usually appoint the chief executive of each agency.
The chief executive and agency staff have to work within the national social
insurance law but have wide discretion in how best to achieve targets within
their budget allocation. The targets set by ministers can relate, for example, to
the collection rate for contributions, the accuracy of payments, the time
between the receipt of a claim in a local office and the issue of a decision on
benefit entitlement, the overall quality of customer service, the detection of
fraudulent claims and the recovery of overpayments. The chief executive is
responsible for ensuring that appropriate arrangements are made for the
internal audit of the agency and its management information systems and that
quality assurance is maintained within the network of local offices. External
auditors then audit agency accounts with reports going to ministers and
parliament. Agencies are sometimes allowed to generate revenue from
activities consistent with the role of a publicly-funded service provided
ministers have approved the activities. Such activities might include offering
employers a personnel selection service.

The delegation of social insurance administration to local or district
levels may provide an efficient and cost-effective public service if the controls
are in place to ensure consistency of treatment between providers. Private
providers, such as insurance companies and commercial banks, manage
pension schemes in various parts of the world. Other specialist companies
could no doubt manage employment exchanges and local social insurance
offices. One method of ensuring that benefits law is applied accurately, fairly
and consistently by private providers is to provide them with support in the
form of government paid adjudication officers whom they are required to
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contact if there are any doubts about a claim. This form of support from a corps
of well-trained adjudication staff in a central office linked by good
communications with the offices of providers should ensure consistent
treatment. Providers would have little excuse if government auditors found
they had wrongly decided claims that had not been referred for advice to the
adjudication service. It could be expedient for governments to retain a
proportion of local social insurance offices under their direct control when
contracting out others to the private sector. This would provide some insurance
against the failure of a contractor and also leave open a means of comparing
the performance of offices.

A pivotal question for any social insurance benefits system is whether it
is more cost-effective to process claims at local offices or at a single large
central office. This will be an important decision for DMCs that have not yet
developed a network of local offices or have very limited facilities in a
restricted number of offices. Apart from unemployment benefit claims, all
other social insurance benefit claims could be processed at one central office.

Claims are normally made on a claim form obtained at a post office or
other official outlet but in some systems, the claimant’s employer initiates the
claim. The claim form is forwarded to the nearest local office where the
information is checked and verification action taken as necessary. An essential
early check in the claims process is that which establishes whether the required
number of contributions have been paid to meet the benefit qualifying
conditions. The decision on the claim is sent to the claimant and a payment
authorized if there is entitlement. The whole claims and payments system is
usually subject to several percentage checks by supervisors and management
and an annual audit.

A central office placed close to a national computer center holding all
social insurance records on its database may have some clear advantages in
terms of the speed at which it can access contribution records and so process
claims. However, in making any comparison with local offices, it would be
necessary to know the quality of the communication links between local
offices and a national computer center and the efficiency of the postal service.
If communications and postal services are poor, it may be more efficient to
process claims at local offices and post instruments of payment from there.
Any option would need to be carefully costed. Even when claims are processed
at a central office, it will always be helpful to the public to have a local social
insurance advice center at which information can be obtained. As the coverage
of a scheme expands, the immediate access to a national computerized record
center becomes essential for all staff dealing with new claims. The claims
officer will need to confirm that no other claim is extant in another part of the
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country, and that the claimant’s personal details, as stated on the claim form,
are the same as those held on the central database.

11. Benefit Payment

The delivery of benefit payments presents some social insurance
institutions with high costs. Some systems are not customer-friendly with
outlets only in main cities, requiring pensioners and others to travel some
distance to draw their monthly awards. The method of delivering payments
will depend very much on the efficiency of the postal services, the number of
local social insurance offices and their coverage of the more remote parts of a
country. If the postal services are able to guarantee delivery to the homes of all
beneficiaries, it will be usual for the ministry or agency with responsibility for
making social insurance payments to negotiate a price for delivering payments
on more favorable terms than the normal postal charges. In countries that have
a network of local post offices where checks can be cashed, the checks can be
prepared in a central social insurance office and dispatched in envelopes to the
central post office for home delivery. If pensioners have bank accounts they
can choose to have payments made directly to their account by automatic
credit transfer.

The history of social insurance payment procedures shows that many
countries had early schemes in which payments were generally made in cash
at local social insurance offices. Order books containing up to six months of
orders were issued to pensioners. These could be cashed at a local post office
of the claimant’s choice. The post office returned all paid orders to a central
social insurance office where reconciliation action was taken. For short-term
benefits a single postal order was prepared for each payment due and posted
by the local office to the claimant’s home. Any claimant who could not attend
a post office by reason of poor health or disability could nominate another
person to collect the payment. In countries without a network of easily
accessible post offices, it is still common to find that cash is delivered by the
postal service to a claimant’s home where a receipt is obtained for return to the
central social insurance office. This tends to be an expensive service for social
insurance administrations and can only be operated in areas where postal
delivery staff can be sure of their own security.

The latest thinking on payment delivery focuses on payment through cash
machines, at bank premises or in other retail outlets such as supermarkets that
can be accessed by smart cards. Information on entitlement is held on central
computer systems that can trigger the correct cash payment as and when the
claimant uses the card after the due date for payment. The new technology
required for these payment systems has a high capital cost and calls for a well-
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trained team of in-house technicians to ensure its efficient operation, or the
contracting out of the work to the private sector. Due to the high cost, several
developed social insurance systems continue to use the cheaper option of
delivery through the postal system. In very remote areas, such as smaller
islands, agents are often appointed to hold cash on behalf of the nearest social
insurance office and make monthly payments as indicated on a schedule
posted to them from that office. As the options in each DMC will vary in line
with the available facilities for making payments, each institution must
consider the method that offers the most secure and cost-effective service best
suited to the needs of social insurance beneficiaries.

A project to examine current methods of producing and delivering social
insurance instruments of payment with a view to establishing a system that
could embrace additional claimants when schemes are extended, could be a
useful exercise if it provides planners with a blue print giving options on the
types of equipment that might be required.

A project to improve the policy monitoring and evaluation skills in social
insurance institutions could be of value to DMCs faced with the difficult task
of reforming their existing social insurance systems. Officials and staff
engaged in project work could find it helpful to have the following guidance
on how those responsible for monitoring and evaluating social insurance
policies operate in more developed systems.

E. Developing Policy

Before one can monitor or evaluate social insurance policies, it is
necessary to know how each particular policy was developed. Policy issues
usually arise because someone sees a problem with present arrangements. The
first essential is to be very clear what the problem is and what governments
would like to achieve. Is the problem, for example, the underlying policy, the
way it is being implemented, or the way it is being presented or perceived? It
will always be helpful to have a written list of the objectives that the policy is
attempting to meet. These can include the provision of a particular benefit or
service at minimal cost, with maximum value for money, ease of
administration and reduced vulnerability to fraud and abuse.

Governments will have a number of general objectives in the social
insurance field that need to be taken into account when considering policy
issues. The various objectives will often appear to conflict and it may be
necessary to decide which are the most important. Any list of objectives and
their relative priority should reflect the views of government ministers. If there
are any doubts on this point, ministers or senior civil servants should be asked
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to clarify. When developing a new policy or a change in policy the following
key issues should be considered:
(i) Need to accurately direct benefits to the target group,
(ii) Effect on incentives to work and self-reliance,
(iii) Cost to public funds and to business,
(iv) Effects on expenditure of demographic, economic or other national

developments,
(v) Effect on families,
(vi) Wider economic, financial or social effects,
(vii) Size and distribution of gains or losses experienced by individual

beneficiaries,
(viii) Vulnerability to fraud and abuse,
(ix) Accessibility and quality of service to the public,
(x) Impact on administrative efficiency, and
(xi) Information needs of target groups and media presentation.

1. Evaluation of Options

The next step is to consider options for action and their advantages and
disadvantages. Appendix 1 gives a summary of selected social insurance
policies. Among the factors to be considered when evaluating options are:
(i) Effect on beneficiaries—who will lose and who will gain and by how

much
(ii) Operational feasibility—operational and computer staff should be

asked if the proposed policy change is practical; what the costs of
implementation might be; what aspects of the proposed approach
would be particularly difficult or easy to administer; how vulnerable
the policy might be to fraud

(iii) Benefit cost—costing is not something to be done after an option has
been chosen; relative costs are an important factor in making a choice

(iv) Legal powers—whether a proposed change involves primary or
secondary legislation

(v) Timing—primary legislation takes time assuming there is space in the
parliamentary program. There may be a need to consult outside bodies;
computer systems may have to be developed, staff trained and new
accommodation acquired. Options that involve substantial delay will
usually be less attractive to governments.

Other points to consider are transitional arrangements. Once the
approach to be adopted has been decided, it can be considered how to get there.
A first question is often what should happen to beneficiaries with live claims
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at the point of change. If transitional protection is given, it has to be decided
how long it should last and whether a change should be brought in at once or
be phased in. Success will sometimes be dependent upon the presentation of a
change in policy. Questions are how and when should it be announced and how
positively can it be presented. Behavioral changes often occur after social
insurance benefit rules are changed. People can and will change their behavior
to take advantage of whatever rules are made. Detail is important because most
of the political backwash and complaints from policy changes come from the
small percentage of anomalous cases rather than the 99 percent of typical
cases.

2. Professional Analytical Support

In evaluating policy options, it will often be necessary to obtain help from
whatever professional quantitative and analytical support is available.
Specialist statisticians and economists should be available to help in
estimating both the benefit costs and administrative costs of policy changes. It
will always be helpful to have statistical information from any available
database with trends that have been identified. Regular surveys of household
income and expenditure can also be very helpful in monitoring the effects of
policy initiatives.

3. Resources

All proposals for policy changes will normally require a fully worked out
program with administrative costs or savings, including staffing changes. This
should be explored in consultation with the appropriate social insurance
finance directorates, and other directorates concerned with implementing the
changes. For publicity program costs, the civil servants with responsibility for
communications with the mass media should be asked to provide estimates.

4. Implementation

Although methods of implementing policy will vary depending on the
nature of the changes involved, it is essential to have:
(i) A list of all steps necessary to ensure implementation
(ii) A timetable for carrying them out
(iii) A clear allocation of responsibility to a named person for ensuring that

each of the steps is carried out as scheduled
(iv) An identified person with a specific responsibility for co-coordinating

action, ensuring that others are discharging their responsibilities as
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planned and taking corrective action if the timetable seems to be
slipping

(v) An overall approach to presentation with a named point of contact in
the office responsible for public relations and communications with the
media

5. Finance and Policy

Policy changes can arise from a number of sources including political
programs, public pressure, deliberations of officials, and other government
offices of which the ministry of finance is the most prominent. Whatever their
source, the principles and procedures to be followed are essentially the same
and are equally true of proposals to increase expenditure, or to reduce it. For a
policy proposal that involves additional expenditure, it is essential to know if
the resources are available. Policy proposals are evaluated against each other.
Accurate and consistent costing is, therefore, very important.

6. Assumptions

It is very important to indicate what assumptions have been made in
reaching an estimate of both benefit and administrative costs. Normally there
will be a unit in government administrations with the necessary skills and
information to assess the administrative costs of any new proposal. In
assessing staff costs, it is very useful, if not essential, to have an agreed list of
staff unit costs by grade of official. The staff unit cost will include the overhead
costs in employing each grade of official, including the average salary, social
insurance contributions, accommodation costs, telephone costs, stationery
costs, etc. It will then be necessary to decide on the grade of officer to
undertake each task and the time each task will take to complete. Costing
policy proposals can never be an exact science but it will be necessary to strive
for as much precision as possible. It is crucial that the assumptions underlying
a particular costing are always recorded and made available to all officials
dealing with the issue. It is best to keep an “Assumptions Sheet” for each
policy proposal listing all the assumptions made about numbers and costs,
which can easily be amended if a fresh costing is made. This will assist in
justifying the policy and ensure that the same basic assumptions are used for
costing both the program (benefit) and the consequential administration
expenditure.
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7. Technical Support

Senior social insurance policy staff will find it helpful to maintain
estimates of current and planned spending levels on all social insurance
benefits for three years ahead and a definitive list of spending figures for all
benefits in past years. These figures will be useful for quick costing of non-
structural changes in benefits, such as changes in benefit levels. Historical
spending figures, which include caseload figures, will always be of use. There
is no point in costing administrative proposals or changes that cannot be
implemented or could only be implemented within an unrealistic timetable.
The relevant operational staff should be able to advise on the administrative
practicalities and discuss these with one or more local offices.

With increased reliance on computerized systems, it is important to take
information technology implications into account. Technical capacity may
limit the scope for change, or policy changes may involve significant
operational penalties in terms of cost or complexity. Any change involving
new or modified computer systems should be discussed in detail with the
appropriate information technology experts who should be asked for an
estimate of the cost of new technology and the likely timetable for its
introduction. For some major changes, particularly in the pensions field, it will
be necessary to consider the effects on expenditure of population trends, with
projections to provide the numbers affected by a particular measure. Research
institutes with mathematical expertise can provide this form of help in many
countries.

8. Full Year Costs

The key element in any estimate of full year costs must be the numbers
affected by the change when it has been fully implemented. The estimate is
then adjusted for years in which the change affects only part of the year, in
which transitional arrangements apply, or in which any other factors operate to
mask or alter the full effect of the change. The basic formula for calculating
the full year program costs of a benefit proposal is straightforward. It is: The
number of beneficiaries at a point in time affected by the change x average
monthly benefit increase x 12 (months in year) = full year cost. The full
costing is affected by a number of additional factors, though not every one
necessarily applies to every case. These factors include:
(i) Take up (the number who will claim as opposed to the number who

could claim a benefit);
(ii) Behavioral effects (for example, will the change lead people to give up

work or to look for work);
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(iii) Indexing policy (how many times per year, and by how much will
benefits be increased);

(iv) Build up of expenditure/phasing (will costs increase over time as more
people become entitled to the benefit);

(v) Transitional protection (how long will this last and how slowly will the
numbers affected decrease);

(vi) Start date (this may be delayed, for example, to await primary or
secondary legislation);

(vii) Actual gainers and losers (the number of existing clients who will gain
financially, and the number who will lose money);

(viii) Structural gainers (those who can claim the benefit who would not have
been able to claim but for the proposed change);

(ix) Structural losers (those people who will not be able to claim following
the change who could have claimed had it not been introduced); and

(x) Characteristics of affected population (age, married, single, number of
dependants, etc.).

9. Winners and Losers

Governments will often be interested in not only the number of people
who will gain or lose from a policy change but also the extent of gains or loses.
It is therefore helpful, when possible, to estimate and record both the average
gain or loss, and the range in individual cases. Even a very small number of
“hard cases” may be very important in reaching decisions about a policy
change.

10. Evaluating Policies

Policy evaluation ensures that government policy is properly managed
and that officials are accountable for assessing its effects. This is an important
part of good governance. Evaluation is the process of finding out what has
actually happened since a particular policy was introduced and assessing
critically the extent to which the objectives of that policy have been achieved.
Evaluation should not be confused with monitoring. Monitoring is the routine
checking of information or statistics against a plan. It plays a very important
part in the evaluation process but is not a substitute for evaluation.

Evaluation should be built into all new policy initiatives and all proposals
arising from policy reviews. It is good practice to draw up an evaluation plan
for all major social insurance policy proposals with financial implications.
Evaluation is a learning process that may sometimes expose difficult issues
that may be uncomfortable for policy managers and ministers. However, these
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need to be examined if decision-making is to improve and policies are to meet
changing circumstances. Evaluation is not about attributing blame for errors or
medals for successes. It contributes to future policy development by:
(i) Helping policy managers to plan ahead;
(ii) Identifying problems at the earliest opportunity;
(iii) Providing information on what has actually happened instead of what

should have happened;
(iv) Providing lessons from past successes and failures;
(v) Identifying best value for money and the most successful method of

achieving the policy intent, and
(vi) Highlighting which parts of the policy are ineffective to allow the

policy to be fine-tuned.

11. Initial Planning

Social insurance policy directorates are in the best position to plan and
execute the policy evaluation for which they are responsible. Once a policy
decision is taken it is important to plan the evaluation, taking account of the
agreed policy and financial objectives. It is important to plan the evaluation at
this stage because:
(i) The policy manager is aware of the important issues and can ask the

relevant questions to appraise the policy;
(ii) The extent of the evaluation appropriate to that particular policy can be

assessed and the necessary resources identified;
(iii) Arrangements can be made from the outset to commission research to

obtain the appropriate information and statistics;
(iv) It may be possible to set up a “before and after” study of the policy; and
(v) Meetings with local office staff can be established to help undertake the

evaluation.
Drawing up a plan at the outset does not mean it is set in stone. The

outside world will change, the objectives may be modified and even the policy
amended. Having a plan means that these changes can be noted explicitly and
taken into account in the evaluation.

12. Evaluation Plan

The complexity of each plan depends on whether the policy is a major or
minor change. This depends on:
(i) How much the cost/savings are?
(ii) How many people are affected?
(iii) What the impact is on each individual?
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(iv) How high profile the policy change is?
(v) Are special groups of people adversely affected?

In considering the timing and number of any evaluation reports, it can be
expected that major changes in policies will take time to fully take effect and
evaluation might not be appropriate for at least a year. However, in the
meantime, interim reports may be useful to evaluate progress and measure
intermediate objectives. If the policy is minor and not sensitive, a full
evaluation report is unlikely to be necessary. Instead a short paper gathering
together any regular statistics and other monitoring information with some
evaluative comment should be sufficient. The plan and subsequent evaluation
papers should be kept on file to provide an audit trail.

13. Administrative Procedures

It is essential when evaluating policy to bring the staff that operates the
scheme into discussions. One way to do this is to establish joint committees
comprising officials from the relevant directorates, officials from a local office
and relevant computer staff. Quarterly meetings should be sufficient to allow
all interested parties to examine in detail how the policy on a particular benefit
is operating in practice. An on-line statistical data service, incorporating
information from financial and management systems, and bringing together
information from both clerical and computerized systems, will be an essential
tool for evaluation.

14. Setting Objectives

Setting clear objectives for the policy, including financial ones, is
fundamental to good evaluation. Ideally, objectives are ranked in order and
included in early proposal papers. Sometimes governments wish to define their
objectives in general terms only and the evaluation plan has to take this into
account.

In order to discover whether objectives have been achieved, the following
questions should be asked:
(i) What effect the policy is having?
(ii) How is it operating?
(iii) What has actually happened since it was introduced?
(iv) To what extent have the objectives been achieved?
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It is important to distinguish between the fundamental aim of the policy
and the mechanism by which it is to be achieved. For example, the overall aim
of a policy might be “to encourage state pensioners under 65 to take part-time
work.” There are many ways of achieving this, for example, by introducing
pension increments which can be earned from working up to 20 hours per
week or by reducing pension rates for those under 65. Either option could be
bad value for money by increasing claims for social assistance or causing an
increase in unemployment through the displacement of other workers. It
would therefore be better to have a more specific objective along the lines of
“to encourage state pensioners under 65 to work without increasing
dependency on social assistance or producing an increase in the national level
of unemployment.” This would focus the attention on other ways of achieving
the aim such as publicity for special incentives to encourage employers to find
additional part-time jobs for pensioners. The mechanism for achieving the
latter objective might be to “improve work incentives for state pensioners
under age 65.” However, incentives could be increased without any increase in
the number of pensioners entering work. So evaluating just the mechanism
would not give the full picture, nor would it assist policy development.

The sub- or intermediate objectives expand on the overall aim. They may
also reflect various stages in policy implementation and operation. They often
relate to customer service, time limits, performance at operational levels, and
financial objectives. Wherever possible, these objectives should be quantified.
For example, “every fit pensioner under the age of 65 should have the work
incentives and pension increments explained to them in a clear, simple and
factual way at an interview.”

All policies have financial objectives. These will normally be the costs/
savings, both administrative and program, originally calculated and agreed to
when the policy decision was made. These must be stated explicitly in the
evaluation plan. The costs or savings split between administration and
program should be quoted for the first three years following implementation.

Evaluation criteria are the questions that establish what has actually
happened since the policy was introduced and what needs to be known to
assess the extent to which policy objectives have been achieved. The criteria
must relate not only to all the policy, financial and other intermediate
objectives but also to the overall policy aim. Time and resources are not
unlimited so it will be necessary to determine the most important questions
and the best way to obtain the information.

Some of the most important areas to be addressed are:
(i) Base case or situation
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(ii) Deadweight
(iii) Additionality
(iv) Gearing and the multiplier effect
(v) Displacement or substitution

The base case, sometimes called the counterfactual case, is what would
have happened if the policy had not been made. It is established before
comparison with what has actually happened. One of the simplest base cases
is the continuation of existing policy. Statistical analysis and projection is
usually needed to provide a true comparison. The important aspect is not what
happened in the last year of the old policy but what would have happened in
the current year if the old policy had continued. It is also necessary to review
the base case to take account of significant and unpredictable changes. For
instance, a policy initiative aimed at reducing the number of claims to
disability pension could be affected by an increase in the level of
unemployment. It is necessary to know the extent to which disability claims
have been affected by this unpredictable change. The difference between the
actual change in the number of disability claims and the number which would
have been made had unemployment remained at its original level is the
“additionality” produced by the policy initiative.

Deadweight is when behavior is not influenced by the policy, and what
has happened would have occurred anyway without government intervention.
For example, a policy aimed at persuading employers to reduce their debts to
the social insurance fund, could appear to be effective if a general and
concurrent improvement in the performance of the national economy was not
taken into account. There is inevitably some deadweight in all policies but it is
important to consider it when assessing the effectiveness of the policy and
value for money.

Additionality is the extent to which a policy has actually influenced what
has happened. An example would be the number of people who take up
employment as the result of a policy initiative who would otherwise have
remained unemployed.

Gearing is the extent to which government expenditure is enhanced by
private sector or other funds. For example, if government were to invest a sum
x 100 in a project, on condition private companies invested the same sum x
400, the direct gearing ratio is 1:4, provided there is no deadweight or
displacement or substitution. The multiplier effect is a closely related concept.
It refers to the level of economic activity resulting from an injection of
expenditure. For a benefit injection of y in terms of money, the recipients
might be persuaded to work to produce y x five.
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Displacement or substitution is when a policy generates a beneficial
effect in one area but causes losses in another. For example, if a policy gives
single parents who receive benefits an incentive to take up employment, they
may cause others in the workforce to become unemployed.

If computer systems are used to collect a special selection of statistics, it
will be necessary to draw up a specific user requirement some months before
they are needed to give time for the required software package to be written.
Statistics alone will not be enough to evaluate most policies and other research,
internal or external, will generally be necessary. Researchers will also need to
be consulted early, particularly if a base case study is to be undertaken, to
establish the position before a policy change. It may be possible to call on the
services of an outside research institute to undertake all or part of the required
research. The early stages of the evaluation work are likely to concentrate on
management and financial targets. The later stages will look in more detail at
what the policy change has achieved.

15. Administrative Costs

Some social insurance institutions have found that because manpower
and the associated salary costs are the key in nearly all administrative costing
exercises, these should form the base for any costing system. Other
administrative costs, as shown from the most recent annual accounts, can be
allocated across the existing complement, by staff grade, to give the real cost
of each employee. Normally, the more senior the grade, the higher will be the
allocation of costs. For example, the allocation of expenditure on
accommodation should take account of the fact that senior officers will
normally occupy more space than their junior colleagues. Once costs have
been allocated by grade, a table can be constructed for use when changes in
social insurance programs are contemplated or new programs designed. Where
salary or other costs differ widely between parts of a country, there may be a
need for more than one costing table to take account of these variations. It will
usually be the responsibility of a social insurance finance directorate to keep
the costing table or tables under review and issue annual updates to those
operational staff charged with producing administrative costs. The following
set of issues enumerated in Tables 1–7 will be needed in calculating the cost
of a particular change.
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Table 1. Staff Pay and Allowances

Issue Remarks

Location Where the work will be carried out, as there will be different
salaries and costs according to location.

Grade of officials Is it appropriate to use the existing grading and management
structure, or does the nature of the change suggest that these
should be looked at afresh?

Seniority Will existing staff be used, many of whom may be at the top
of the scale; or new staff recruited?

Allowances Will particular skills be required, e.g., automatic data
processing? Will there be any shift work?

Employers’ Social
Insurance

Include employer’s social insurance contributions in any
estimate of staff costs.

Staff Pensions Take as pension costs a percentage of the basic salary costs
for the grades of official required.

Table 2. Other Staff Costs

Issue Remarks

Overtime or Casual Staff Will overtime be necessary? Will temporary or casual staff be
required on short-term contracts?

Training The cost of training new recruits, as well as the cost of training
existing staff. The cost of travel etc., for trainees.

Common Services These include the headquarters staff units providing
Personnel, Audit, Finance and Policy services and support to
local offices.

Local Office These include the cost of archivists, typists, etc.

Common Services

Retention of Staff A high turnover of staff means higher than average
recruitment and training costs.

Consultants May be especially relevant when developing information
technology.

Other Specialist Staff For example medical staff within medical centers or the cost
of services purchased from an outside institution.

Any Staff Savings? If so, there may be savings in other areas, for example,
accommodation costs, or telecommunications.
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Table 3. Accommodation

Issue Remarks

Grades/Functions of Staff Space requirements depend on the grade of staff and any
special functions e.g. cashier.

Existing Office Space May accommodate the extra staff.

Visits by the Public Will the change require more space for interviews?

New Buildings If new buildings are to be acquired an investment appraisal is
required and the cost of the building applied over its likely
useful life. Generally, purchasing a building, rather than
leasing, provides better value for money over time if the
capital cost can be found.

Rent Local enquiries should be made to establish local rental levels.

Fuel/Utilities Fuel and lighting costs etc.

Fitting Out Work that must be done before furniture can be put in place,
for example, the installation of computer cables.

Furniture Is special furniture needed? Include both the initial purchase
price of furniture and replacement costs in later years.

Building Maintenance Seek advice on the cost of contracts for maintenance.

Archive Space There may be a requirement for more storage space for paper
files.

Table 4. Travel and Subsistence

Issue Remarks

Staff Travel Apart from travel costs for training how much other travelling
will have to be done and what is the overall cost?

Table 5. Information Technology

Issue Remarks

Existing IT systems Can the present systems accommodate the proposed changes?

New IT systems IT experts assisted by accountants should carry out a formal
investment appraisal.

Residual Value When it is proposed to purchase new equipment—computers,
office machines, furniture etc—or buildings, an investment
appraisal of its expected life may be needed, and of its
residual value, if any, at the end of its life.
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Table 6. Publicity

Issue Remarks

Leaflets and Posters These will need to be costed for internal or external
production.

Press Coverage might be needed in both local and national
newspapers/magazines.

Radio/TV Free publicity may be available, or there may be costs for any
publicity campaign.

Launch Events If both local and national events are required these will have a
cost.

Table 7. Other Costs

Issue Remarks

Stationery New forms—the number required for an initial launch and the
annual user figure.

Postage What will be the average weight of postal items? And how
many will there be each year? Have special rates been
negotiated with the post office?

Telecommunications Additional staff will need telephones and the average annual
cost of their calls should be assessed.

Minor Office Machinery List the additional items required.

Official Vehicles If these are to be purchased both capital and running costs
should be estimated.

Timing Make sure the costs are allocated to the correct year. Delays
may result in extra costs in some parts of the project but
savings in other areas.

Price Protection A forecast of future rates of annual inflation is usually made
by finance ministries and needs to be taken into account for
future costing.

Other Government Offices Many changes in social insurance will have an impact on the
businesses of other government offices and it will be
necessary to ensure that these other ministries/offices are
signed-up to the need for the transfer of funds between
budgets. In the event of one ministry providing services to
another, the question of repayment arrangements will arise.

Costs to Business Many social insurance policy or operational changes will have
an impact on business. Governments may decide against a
proposal that would place extra burdens on businesses and
bring complaints from business leaders that the change would
reduce their efficiency.

13883-Asia.book  Page 232  Tuesday, December 11, 2001  11:37 AM



Social Insurance: Project and Program Issues 233

F. Other Donor Agencies

In the social insurance field, the World Bank has by far been the major
player in the development of projects to improve and reform national systems.
It is probably true to say that, until now it has concentrated on reforming
pension schemes in the transition economies. The introduction of
unemployment benefit schemes and modern labor markets, where none had
previously existed, has also been a priority. Now that many countries in Asia
are well on the way to establishing multipillar sustainable pension schemes
with computerized databases, the emphasis is moving towards improving
health insurance schemes and facilities for the rehabilitation of disabled
people. Closely linked to these social insurance projects are other projects to
improve the administration of social assistance schemes. The two types of
projects will often develop a new common national computer system.

The World Bank has designed a sophisticated tool-kit for use in deciding
whether an existing PAYG pension scheme is likely to be sustainable in the
longer term. This is known as PROST or “Pension Reform Options Simulation
Tool-kit.” The system software requires the input of a range of national
statistical data. In some countries this data may not be available in a
sufficiently reliable form. For the analysis of the long-term fiscal/financial
sustainability of a pension scheme, the user needs to specify a time and age-
frame for PROST to operate and calculate the implicit pension debt. The
number of years covered is usually around 75. The input information needed
includes:
(i) A population projection
(ii) A life table showing life expectancies for each age
(iii) Life expectancy changes over the years
(iv) Demographic structures
(v) Numbers of contributors and beneficiaries
(vi) Projections of the labor force and employment levels
(vii) Length of employment at retirement
(viii) Macroeconomic trends including GDP growth
(ix) Contribution rates and collection levels
(x) Wage levels
(xi) Pension levels

Communication strategies have been funded by the World Bank in
countries where there has been a lack of knowledge of social insurance
schemes on the part of the general population, and where a new scheme
required effective publicity. These projects require the design of publicity
materials and short presentation pieces for television and radio.
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Chapter 6 – Operation of
Pension Systems: Public or
Private?
L. H. Thompson 

A. Introduction

ost countries either have or are evolving toward retirement
income systems that contain three basic elements:

(i) Programs that assure a minimum adequate income to the aged;
(ii) Mandatory programs that provide retirement benefit scaled either to

prior earnings or previous pension contributions; and
(iii) Programs that encourage voluntary supplementation by individual

workers and their employers.

The relative size of these various components and their reach throughout
society vary widely, but the basic strategy to have three conceptually distinct
elements has widespread appeal.

The underlying financial strategy and management approach of the first
and third elements are not particularly controversial. Most of the controversy
involves the second element. Programs supplying minimum incomes are
invariably financed on a Pay-As-You-Go (PAYG) basis and are operated
entirely or primarily by the public sector. Voluntary programs through which
employers and individuals provide supplementary retirement incomes are
almost always operated by the private sector and are usually financed on an
advanced-funded basis. Mandatory earnings-related programs are more
varied. They can be either publicly managed or privately managed and can be
financed on either an advance funded or PAYG basis.

M
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This chapter focuses on the debate about private management of these
mandatory, earnings-related programs. The debate arises most frequently in
the context of proposals to shift from a publicly managed, defined benefit
program financed on a PAYG basis to privately managed, individual defined
contribution accounts, financed on an advance funding basis. The chapter first
reviews the motives for reforming earnings-related retirement programs and
the types of reform proposals being discussed. It then explores the issues
surrounding current privatization and individual account proposals, including
the merits of advance funding, private management and defined contribution
accounts.

A number of different approaches to managing individual accounts have
evolved around the world. They involve differences in philosophies about the
role of the state, the role of the social partners, and the importance of worker
choice. They also illustrate different ways that responsibility can be divided
between the public and private sectors. The chapter reviews the various
approaches to give a sense of the range of options that a country might
entertain. The options realistically available to a particular country are
constrained by both fiscal and structural considerations. How the size and
structure of the first element of a retirement income system, the minimum
income portion, influences decisions about how the second element might be
structured is then examined. The chapter closes with a suggested analytical
approach to designing pension reforms.

B. The Reform Debate

It seems that almost every country in the world is currently in the process
of reforming its pension system, but the motivations for reform and the
particular avenues that it takes differ dramatically from one country to another.
In much of Asia, pension reform debates are dominated by concerns about
broadening coverage and improving benefits. In the economies in transition
from socialism, the reforms are largely motivated by the need to adjust pension
programs and administering institutions to a market economy. Many Latin
American reforms are motivated in part by a desire to insulate the pension
system from political interferences and to improve the quality of service to
pension system participants. Reform debates in North America, Japan and
Western Europe, on the other hand, tend to focus disproportionately on dealing
with the costs of an ageing society.

Reform proposals are sometimes characterized as being one of two types,
parametric and systemic. Parametric reforms concentrate on changing key
parameters that control the size and scope of the pension system. These
involve extending coverage to additional industries or occupations, changing
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the age at which benefits first become available, altering the average benefit
paid and adjusting contribution rates. By contrast, systemic reforms
concentrate on changing the basic structure of the pension system. In recent
years, the most common systemic reform suggestions involve moving to a
system that is: (i) advance funded, (ii) privately managed, and (iii) individual
defined contribution accounts. What do we know about the advantages and
disadvantages of each of these three features?

C. The Debate Over Advance Funding

The advance-funding concept is commonly associated with private
pensions, where it allows enterprises to match revenues and costs more
accurately and provides assurance that pension promises will be met even if
the firm that made them is no longer in existence when the worker retires.
Neither objective is a particularly compelling reason for advance funding in a
mandatory program sponsored by the central government. Rather, advance
funding of public pension programs is advocated for a variety of different
reasons, ranging from improving the macroeconomic environment to
providing workers with higher returns on their pension contributions.

Economists and pension analysts generally believe that, under the right
circumstances, advance funding of pensions can:1

(i) Allow a given pension benefit package to be financed with a lower
contribution rate. Contribution rates will be lower under a funded
approach than under a PAYG approach, provided that the rate of return
earned on pension assets, net of administrative expenses, exceeds the
rate of growth of earnings covered by the pension system. (If net returns
are below the rate of growth of covered earnings, the contribution rate
will be higher under the funded plan). The link to the net rate of return
underscores the importance of minimizing the risk of poor investment
performance and avoiding excessive administrative charges when
organizing a funded pension program. (The administrative costs found
under some approaches to individual accounts are compared to some
measures of the historic gap between wages and prices in the Annex;
the margin is not as large as some people seem to think).

(ii) Spread the cost of financing retirement income more broadly. PAYG
plans typically rely for their financing almost exclusively on taxes
levied on labor. Advance funding shifts a portion of the financing
responsibilities to capital, broadening the base of support for retirement
incomes. (The lower contribution rate found in advance funded plans—

1. See Thompson 1998 for a longer discussion.
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under the right circumstances—does not mean that the total cost to
society for operating the plan is less. It just means that the costs have
been allocated differently).

(iii) Increase national savings. To the extent that an advance funded plan
forces participating workers to save more than they would otherwise
want to, it will raise personal savings. Increased personal savings are
likely to come predominantly from average and below-average earners,
since higher income households are able to adjust the rest of their
portfolios to offset any excess saving that the mandated pension
contributions would otherwise produce. Whether an increase in
personal savings translates into an increase in national savings depends,
in part, on how the transition costs are financed. Obtaining a positive
effect on national savings also requires that the financial markets
channel the funds accumulating in the pension accounts into increases
in investment rather than increases in consumer lending. (Both the
United States and the United Kingdom have traditionally had low
national savings rates notwithstanding their immense stocks of pension
assets, presumably because many of the pension assets are being
recycled into consumer lending.)

(iv) Help improve the efficiency of capital markets. Where capital markets
exist but are not fully developed, funded pensions can help to improve
their efficiency and the economy grow more rapidly. The
improvements are thought to occur through encouragement of
institutional reforms and creation of deeper markets for capital
instruments. On the other hand, where financial markets barely exist at
all, regulatory institutions are absent or ineffective, or corporate
governance standards are weak, advance funded pensions may be a bit
risky.

(v) Give workers an increased claim on future benefits. Advance funding
may reduce the odds of future benefit cutbacks by giving workers a
moral claim to the benefit promise. The benefit claim is particularly
strengthened when advance funding is combined with individual,
defined contribution accounts.

Discussions in the popular press about pension finance often suggest
additional impacts of advance funding that, in fact, are unlikely. In particular,
advance funding of pensions is not likely to:
(i) Reduce the costs of an ageing population. In any given year, the retired

population must be supported out of that year’s national income and
their support will use resources that could otherwise be used for another
purpose. Intelligent macroeconomic planning may make the total sum
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larger, but if the retired are to be allowed to share proportionately in the
general increase in living standards, the share going to their support
will not change, no matter how pensions are financed. Also, funds
invested abroad might allow a country to consume more than it
produces (i.e., run a trade deficit) for an indefinite period of time, but
the use of such a surplus to support the consumption of the retired
population still denies its use for other purposes. Reducing the cost of
supporting an ageing population requires parametric reforms—changes
in the retirement age or in the relative living standards of the retired
population. Systemic reforms—changes in the structure and financing
strategy of the retirement income system—are unlikely to have a
significant cost effect unless they are accompanied by parametric
changes.

(ii) Increase the rate of return that workers realize as a result of the
operation of the retirement income system. If an advance-funded
pension system can operate with lower contribution rates than a PAYG
system, workers will experience a higher rate of return on their pension
contributions. As a group, however, they may be no better off, since the
higher returns on pension contributions are likely to be offset by
changes in the costs of other activities. For example, unless a change in
pension financing strategy produces significant macroeconomic
benefits, the added cost of financing a transition from a PAYG to an
advance funded system will exceed the savings from the lower pension
contributions.2

Advance funding has two major drawbacks that have discouraged some
countries from using it at the time their pension systems are organized or
shifting from PAYG financing once their systems have been operating for
some time:
(i) Transition costs. Where a PAYG system is already operating, shifting to

advance funding is likely to involve substantial transition costs. These
funds must be raised through additional taxes, cutbacks in spending on
other government programs or borrowing from the capital markets. To
the extent that the transition costs are covered through additional
borrowing, the change to advance funding will have a net negative
impact on national savings. The funds accumulating in the pension
plans will simply be loaned back to the government to finance the
transition, leaving society worse off by the amount of the administrative
costs involved in the transactions. The Finance Ministry in Chile

2. This point is developed more fully in Geanakoplos, J. et al., 1998.
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recently estimated that over the period 1981-96, the cost to the
government of their pension reform averaged 5.7 percent of the GDP.
They also estimated that, over the same period, pension funds
experienced accumulations at an average annual rate of 2.7 percent of
the GDP, suggesting a negative impact on national savings equal to an
average of 3.0 percent of GDP per year (Arenas de Mesa, 1999).
Countries debating a switch from a PAYG system to a funded system
should carefully assess the size of the transition problem. The evidence
suggests that in the past, countries have tended to underestimate the
costs of transitions and overestimate their ability to cover the cost
through fiscal adjustments.

(ii) Slow phase-in. Advance funded pension plans—particularly those that
take the form of individual, defined benefit accounts—are not a
particularly adequate response to current deficiencies in a country’s
retirement income system because they take so long to mature. Three or
four decades will elapse between the inauguration of a system of
individual, funded accounts and a significant change in the economic
status of the retired population.

D. The Debate Over Private Management

If there is to be advance funding of a pension plan, many analysts believe
that the financial assets should be managed by the private sector. It is generally
believed that private sector management will help secure higher (gross) returns
and produce better service. To be specific, the advantages of private
management are seen as:
(i) Providing more effective insulation from political involvement in

pension investment decision-making. Studies suggest that privately
managed pension funds generally earn a higher rate of return than do
publicly managed funds (Iglesias and Palacios, 2000). Several factors
seem to account for the difference. First, where public agencies are
given fairly wide latitude in their investment activities, their portfolios
become inviting political targets. They may be required: to purchase
government bonds at below market rates in order to facilitate
government finance; to purchase particular securities to help people
who are well connected; or to provide direct investment in projects that
have greater political than economic appeal. Second, in order to avoid
both unwarranted political interference in the investment decisions and
also unwarranted influence over the private economy by the pension
fund’s investment managers, the investment activities of many national
pension systems are restricted. For instance, the pension fund may be
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required to hold all assets in bank deposits, government bonds, or
housing bonds. Restrictions such as these tend to produce lower returns
than would be earned by a portfolio more representative of the entire
financial market. Canada recently changed the investment policy
governing funds held by the Canadian Pension Plan, a government
managed, defined benefit system. In the past, these funds were invested
exclusively in government bonds. In the future, they will be invested in
a portfolio that more closely reflects the average portfolio held by
private pension fund managers. It remains to be seen whether this
allows Canada to earn investment returns equal to those earned by
private managers without incurring the costs associated with
decentralized, private management.

(ii) Improving the quality of service offered workers and pensioners.
Where public agencies have failed to provide a decent level of service,
a shift to private management is an attractive alternative to dealing with
an unresponsive, monopoly bureaucracy. Relative service quality of
public and private institutions varies widely from place to place, as will
the applicability of this particular argument for private management.3

(iii) Greater operating efficiency. It is also assumed that a private firm will
often be a more efficient operator of pension programs, in that it will
have more incentive to cut costs and be better positioned to implement
technological improvements and streamline work practices. The
impact of such efficiency gains needs to be weighed against the higher
marketing costs incurred by private firms. Also, managing pension
accounts is an activity with substantial scale economies. Particularly in
a small country, the scale economies involved in monopoly public
management may exceed the operating efficiencies to be expected from
competing private firms.

(iv) Worker choice of provider. Many recent systemic pension reforms
provide workers with a choice among competing fund managers
(though not necessarily among investment strategies). Worker choice is
seen as an attractive feature in its own right and is possible only when
competition is allowed among a variety of private sector firms. Many
view such competition as providing further insurance against political
interference in investment decisions.

The experience of other countries suggests that private management of
pension funds also has some drawbacks. Perhaps the two most important are:

3. A study that compared the quality of telephone service among major US financial institutions
in the mid-1990s ranked the public pension agency first.
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(i) Excessive marketing cost.4 Where countries have implemented private
management of individual accounts, they have found that the
competition to acquire clients has produced substantial marketing
costs. High marketing costs lead to high administrative charges, offset
the social gain from greater operating efficiencies among private sector
firms, and reduce the rate of return that would otherwise be earned in a
funded pension plan. Administrative charges for fund management
average around 18 percent of pension contributions in most Latin
American countries and 25 percent of contributions in the United
Kingdom. Fees for converting fund balances into annuities add another
10 percent of the account balance. All together, then, administrative
charges in these countries are consuming some 25 percent of total
contributions, and reducing the net rate of return on pension assets by
some 1.2 to 1.5 percent per year.5 It is not unusual for aggregate pension
benefits provided under a mature national pension plan to amount to
some 6 to 8 percent of the country’s GDP. If this level of benefits is
produced by a pension system in which administrative expenses run 25
percent of contributions, the total bill for administering the pension
system will be between 2.0 and 2.5 percent of the GDP.

(ii) Need for effective regulation. The Latin American pension reform
model relies on close regulation of a limited number of specially
licensed pension fund managers. In Chile and Argentina, for example,
the pension regulator has approximately ten employees for every
licensed pension fund. Laws and regulations specify the allowable
investment mix, the terms under which accounts can be switched from
one manager to another, and many of the internal operating procedures
of the pension agencies. Close regulation is seen as a necessary
protection both for individual workers and the government as a whole.
The United Kingdom initiated a program of decentralized management
of individual accounts without adequate consumer protection
regulations. The result was a major “miss-selling scandal” and
additional costs to consumers estimated to average another 15 percent
of contributions from termination and transfer fees.

4. Whitehouse, E. 2000, explores asset management fees in general and Murthi, M. et al., 1999,
examine the full range of administrative charges in the United Kingdom.

5. By comparison, administrative costs for the publicly managed, defined benefit old age
pension program in the United States average 0.6 percent of benefit payments and 0.5 percent
of contribution income.
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E. The Debate Over Defined Contribution

The funded accounts introduced in recent pension reforms have almost
always been defined contribution accounts. Pension programs typically
operate either on the basis of defined benefits or defined contributions. Under
a defined benefit system, retirement benefits are calculated from a formula that
sets a specific monthly payment that may be a uniform amount for all
recipients or may reflect the average pre-retirement earnings and work history
of the individual retiree. Under a defined contribution system, the contribution
rate is specified but the retirement benefit is not. Rather, the pension benefit is
simply the annuity value of the amounts that have accumulated in the worker’s
account.

The defined contribution approach has several important advantages in a
system that relies on private management and advance funding, including:
(i) Facilitating portability. Decentralization of responsibility for

managing pensions will create portability problems under a defined
benefit system, but not under a defined contribution system.

(ii) Facilitating competition among fund managers and choice about
investment strategies. The defined contribution approach is a necessary
corollary to any system that offers worker choice, either as to fund
management or investment philosophy.

(iii) Reinforcing political insulation. Despite limited evidence many believe
that average workers will be more reluctant to allow political
interference in pension investment decisions when they understand that
poor returns on their portfolio mean lower retirement incomes.

The defined contribution approach has several drawbacks, however,
including:
(i) Requiring workers to assume greater risk. Retirement benefits are

much less predictable under the defined contribution approach. This is
because they depend both on the long-run relationship between average
wage growth rates and investment returns, which can not be known at
the time the contribution rate is set, and on the particular path of year
to year changes in wage levels and investment returns over the course
of a work career. Variation in the wage growth-investment return
relationship can easily cause actual retirement benefits to be either one-
half of or twice what was expected when a work career started.6 Even
in the unlikely event that average wage growth and investment returns
over a worker’s life are predicted perfectly, the actual pattern of year-to-

6. See Thompson, L. 1998, especially Chapter 9.
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year variation in each introduces a random element into the pension
calculation. Studies based on the historic experience in the US find that
under the defined contribution approach, the standard deviation of the
pension awarded a particular birth cohort is about one-quarter of the
expected mean value (Alier and Vittas, 1999). This implies that a
defined contribution pension system, designed to produce benefits
equal to 50 percent of pre-retirement earnings, will actually produce
benefits of either below 38 percent or above 62 percent of pre-
retirement earnings for some one-third of the retirement cohorts, even
if average investment returns and wage growth rates over the working
life of the worker are predicted perfectly.

(ii) Contingent liabilities for the government. Where the government
guarantees a minimum income level, such variations in pension
amounts can create contingent liabilities. Depending on how the
minimum is organized, the government may find that payments for
minimum pensions will rise whenever an unlucky cohort reaches
retirement age. In these situations, the government’s fiscal commitment
is asymmetric, however, since lucky cohorts are not required to help
finance the subsidy to the unlucky cohorts.

(iii) Difficulties in providing annuities. Defined contribution accounts must
be converted into life annuities in order to provide assurance that the
retirement incomes will last the lifetime of the recipients. Such
conversions raise two major policy questions: (1) Should annuity
amounts vary by gender? (2) Should annuity providers be required to
adjust them to reflect price or wage changes after retirement? Annuities
sold on a gender-specific basis, will provide women with substantially
lower monthly incomes than men. Forcing unisex pricing, however,
will require close regulation of the insurance market to avoid marketing
abuses. If the government wants to require adjustment of annuity
benefits for inflation, it will probably have to issue price-indexed
bonds, because unanticipated inflation is not an insurable event in the
private sector. Even a retirement system based on individual funded
accounts must rely on PAYG financing for inflation protection.

One characteristic commonly cited as an advantage of defined
contribution plans is the fact that retirement benefits are more closely linked
to lifetime contributions. In fact, however, a defined benefit plan can be
structured to produce just as tight a linkage between benefits and
contributions. In practice, the linkage is likely to be looser in a defined benefit
system because departures from the close linkage are easier to implement and
because most societies do not want the benefit-contribution linkage to be
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absolute. Many favor particular departures from a strict benefit-contribution
linkage, such as gratuitous credits for years spent in school, in the military,
unemployed, or raising small children. Awarding benefits strictly according to
previous contributions also can seriously reduce the benefits of women, who
tend to have lower average earnings levels while working and are more apt to
have interrupted work careers.

F. Private Management Models

A variety of individual account models have evolved in the last quarter
century, illustrating different ways to divide responsibilities between the
public and private sectors, select asset managers, and give workers a voice in
their account management. The descriptions here illustrate the range without
attempting to cover all of the approaches that have developed.7

1. The Latin American Model (also adopted, with variations, in
Poland, Hungary and Kazakhstan)

In this model, workers select one of a limited number of authorized
pension fund managers. Any worker can select any manager and is free to
change managers from time to time, moving the entire account balance from
the old to the new manager. For a variety of reasons, all pension fund managers
hold similar portfolios, so that workers are selecting managers rather that
investment philosophies. In many countries, the government collects
contributions and allocates them among the pension asset managers, but in a
few countries (e.g., Chile) collection responsibility is decentralized also. The
pension funds are responsible for maintaining account records. At retirement,
they either pay benefits by allowing periodic withdrawals or transfer the
account balance to insurance companies to finance the purchase of annuities.

2. The United Kingdom

In the United Kingdom, workers have the option of setting up a personal
pension in lieu of either the state-managed plan or their employer’s plan. They
may also opt back into the state system after having opted out. They are
allowed to select from a wide array of personal pension providers who offer a
variety of different pension investment instruments. They may also change
providers each year and can leave their previous account balance with their old
provider. The government collects contributions and allocates them to the

7. These are further elaborated in Thompson, L. 1999.
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personal pension providers that the individuals have selected. Personal
pension providers are responsible for maintaining the account records
thereafter. Accounts must eventually be converted into annuities, which may
be sold by the personal pension provider or by a separate insurance company.

3. Sweden

Sweden developed an approach designed to offer a wide selection of
investment instruments while keeping administrative costs well below those
found in Latin America or the UK. The system has not been fully implemented
yet, however, owing to delays in developing the sophisticated computer
software systems that will be needed to manage it. Funded, individual
accounts in Sweden are based on a relatively small contribution rate (2.5
percent of wages) and supplement a rather more generous system run by the
state on a PAYG basis. Any firm licensed to sell mutual funds is allowed to
participate in the mandatory funded account system, provided they agree to a
schedule of rebates of their normal administrative charges. Workers select one
or more funds from the list of those eligible to participate, currently
approximately 400 funds. The government collects the contributions and also
assumes responsibility for maintaining all of the individual accounts.
Participating mutual fund managers will know the aggregate volume of
business coming from the state pension system, but will not know the identity
of the individual workers whose investments are being managed. There is hope
that this feature will eliminate the marketing costs found in other individual
account models. At retirement, all accounts are to be converted into annuities
through one or two insurance companies selected by the state after competitive
bidding.

4. Switzerland

Switzerland requires employers to contribute at specified rates to
industry-wide pension funds. The funds are managed jointly by worker and
employer representatives and pay benefits in the form of annuities at
retirement. Workers do not have a direct choice of pension funds or investment
philosophies. Other than general policy oversight, all aspects of the operation
are privatized, including contribution collection, account maintenance, asset
management, and pension payment.
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5. Thrift Savings Plan

The United States government developed a thrift savings plan for its
employees that has provided an attractive institutional model for many pension
reform advocates. The plan has not yet been instituted on a national basis, but
variations are being discussed in several Eastern European countries. In this
model, the government selects a few market indexes that are calculated by
private sector firms. The indexes track the performance of domestic and
international equities, corporate bonds, and government bonds. The
government contracts with other private sector firms to manage asset
portfolios with the objective of matching the behavior of each index. Workers
are allowed to allocate their account balances among the various funds. They
have a choice of investment philosophy but not of fund manager, the exact
opposite of the choice offered workers in the Latin American model. The
government is responsible for all functions except actual asset management
and payment of annuities, although the government selects the annuity
provider. The major attraction is the potential to reduce administrative costs to
one-half or one-third of the level under the Latin American model.

6. Singapore

Traditionally, workers in Singapore were required to contribute to a
centrally-managed provident fund. All the provident fund’s assets were
invested in special issue government bonds and each worker’s contributions
earned interest at a rate equal to the interest rate paid on deposits at major
Singapore banks. Recently the government has added an element of choice by
allowing workers whose balances exceed a specified level to invest a portion
of the excess in private equity markets.

The various approaches out-
lined here are compared in
Tables 1 and 2. Table 1 rates
each approach on three at-
tributes: ability to insulate
investment decisions from
political interference; degree
of choice offered to individ-
ual workers; and level of ad-
ministrative cost. No single
approach is the best on all
three dimensions.

Table 1. Comparative Strength
of Different Funded Account Models

Political Worker Low
The approaches Insulation Choice Cost

• Latin American �� �

• United Kingdom �� ��

• Switzerland � � �

• Sweden � � � �

• Thrift plan � � � �

• Singapore � � �

• (Canada) � �
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Table 2 shows how the various responsibilities are divided between the
government and the private sector under each of the models. In many cases,
the particular strategy for dividing responsibility is linked directly to the
relative strengths and weaknesses of the particular model. In particular, it
appears possible to develop models that insulate the funds effectively without
having high administrative costs, provided one is willing to sacrifice worker
choice (e.g., Switzerland). Alternatively, it is possible to offer worker choice
and low costs, provided one is willing to allow the government to play a major
role in selecting investment options and maintaining worker accounts (Sweden
and the Thrift Plan). Finally, it is possible to insulate the government and offer
wide choice, but the result may be high administrative costs (e.g., the United
Kingdom).

Those interested in in-
troducing funded, indi-
vidual accounts into a
particular pension sys-
tem will need to consider
carefully the situation in
their own country. Is the
institutional environment
more conducive to the
successful implementa-
tion of one of the models
than the others?

Which of the possible objectives are the most important ones to pursue in
designing an approach?

G. Interaction with the Minimum Pension

A common mistake in pension reform discussions is to ignore the
relationship between the earnings-related element and the minimum income
support element of the pension system. Depending on its structure, the
minimum income guarantee can substantially narrow the range of realistic
options available for structuring the earnings-related benefit, effectively
eliminating an approach that otherwise appears attractive. It may also override
many of the labor market or compliance incentives that designers thought they
were designing into the earnings-related element of the system and expose the
government budget to significant contingent liabilities.

Table 2. Allocation of Responsibilities under
Different Funded Account Models

LA UK CH SE TSP

Set policy G G G G G

Collect contributions * G P G G

Maintain records G P P G G

Manage assets P P P P P

Pay benefits P P P G G

G=government; P=Private; *=varies from one country to another;
CH=Switzerland; LA=Latin America; SE=Sweden; TSP=Thrift Savings Plan;
UK=United Kingdom
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Most countries develop some form of minimum income guarantee for the
population as a whole and many have a minimum pension guarantee directed
specifically at those contributing to the pension system. The minimum income
guaranteed to pension system participants typically falls in the range of 25 to
35 percent of the average wage in the economy (See Table 3). In effect, the
earnings-related element of the pension system differentiates pension benefits
only within the range between the minimum income guarantee and the
maximum pension benefit produced by the mandated system. Other things
equal, the lower the total amount of the mandatory contribution that a given
country is willing to impose, the less room it has for an earnings-related
element.

Source: Except as noted, U.S. Social Security Administration, 1997 and 1999.
aAs a percent of the average wage under social security.
bSource: Queisser, 1998.
cAs a percent of the 1994 wage.
dAn additional benefit is available for spouses, but is subject to an income test.
eSource: Asian Development Bank, 1998.
fSource: Cholon, Gora and Rutkowski, 1999.

Where the coverage of the pension system is substantially less than the
population as a whole, a minimum benefit financed from the general budget
should be available to all citizens. A minimum, available only to pension plan
participants, should be financed virtually exclusively from pension
contributions. Otherwise, persons outside the pension plan, who frequently
have lower average income than those in the plan, will be subsidizing pension
plan participants.

Most countries adopt one of two approaches to providing minimum
pensions. One is to provide a flat benefit to all citizens, or at least all pension
system participants. The flat benefit provides a universal base. The earnings-
related element is in addition to (i.e., rests on top of) this universal base.

Table 3. 1997 Minimum Benefit as Percentage of 1997 Average Manufacturing Wage

Country Singles (percent) Couples (percent)

Belgium 40 50

Chilea,b 25 25

Francec,d 42 42

Kazakhstana,e 25 25

Polanda,f 33 33

Spain 27 32

United States 24 36
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The other approach is
a minimum that fills the
gap between the benefit
otherwise available and
the minimum income
level. This minimum is
purely a supplement,
and is offered only to
those whose benefits
would otherwise be too
low. The two approach-
es are illustrated in Fig-
ures 1 and 2.

The “fill the gap” or
targeted approach has
two major advantages
over the universal flat
benefit. First, it is a
cheaper mechanism for
guaranteeing a mini-
mum income because it
is paid only to those
who would not other-
wise have a sufficient
income. In contrast, the
universal benefit goes to
everyone, rich and poor
alike. Second, the tar-
geted approach leaves
room for a much larger

earnings-related program because the earnings-related portion has to be large
enough to produce the entire desired mandatory benefit for those with average
and above average pre-retirement earnings. Many of the options for organizing
a system of funded individual accounts are impractical if the earnings-related
component is relatively small due to prohibitive administrative costs. Ap-
proaches similar to the Latin American or UK model are probably not practical
where the mandated contribution is not at least five percent of wages.

The targeted approach has, however, several major drawbacks, the main
of which is that the minimum pension completely dominates the earnings-
related element for anyone whose pension would otherwise be lower than the
minimum. Countries using this approach often find that over half of the

Figure 1. Flat Minimum Pension
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women and a third or more of the men participating in the earnings-related
system will qualify for a minimum pension. For these people, benefits in
retirement are unrelated to their previous earnings; they receive essentially
nothing in return for their contributions. Any positive incentives to work and
contribute are lost, and the rate of return they receive on their pension
contributions is zero.

The graph in Figure 2 is drawn as if the minimum guarantee is reduced
by the full amount of any earnings-related benefit. The impact on incentives
and implicit returns can be ameliorated somewhat by reducing the guarantee
by something less than 100 percent of the earnings-related benefit, but this
increases the income level at which the minimum finally phases out. A higher
phase-out point increases program costs and exposes more people to the
disincentives introduced by this kind of minimum. A minimum that guarantees
an income of 25 percent of the average wage and is reduced by one-half of the
amount of any earnings-related benefit will not phase out completely until the
earnings-related benefit is half of the average wage.

A second major drawback to the targeted approach is that it creates an
uncertain future liability for the government. This is a particular problem
where the earnings-related element is based on funded, defined contribution
accounts, owing to the less predictable pension amounts that such a system
generates. Too often, calculations of the impact of pension reforms ignore the
cost to the government of this kind of minimum income guarantee. It is one of
the major reasons that analysts frequently underestimate the costs of
transitioning to a system of funded, individual accounts.

Targeted approaches are more difficult to administer than universal
benefits, particularly if the payment is based on the difference between the
minimum income guarantee and the total current income of the recipient. The
difficulty is in verifying each individual’s assets and other sources of income
in order to calculate the minimum pension payment correctly. Several
countries get around this problem by defining the gap to be filled as the
difference between the guarantee and the earnings-related benefit, which
raises the cost of the program, but makes effective administration easier.

H. Constructing a Pension Reform

Most retirement income systems contain multiple elements that are
financed through different mechanisms and are designed to achieve different
objectives. Moreover, there are various ways to organize and finance each of
the elements. The optimum role for the private sector in managing the
mandatory, earnings-related portion of this system depends on how the various

13883-Asia.book  Page 251  Tuesday, December 11, 2001  11:37 AM



252 Chapter 6

elements are put together, the particular institutional environment in which the
system is to operate, and the relative importance of different values.

Questions of public or private management are best addressed by
systematically addressing the entire set of important design options. This
could be done, for example, by answering the following questions:
(i) Do we want to finance the mandatory, earnings-related component of

our system on an advance-funded basis? If so, why?
(ii) What level of minimum income do we want to guarantee to the retired

population as a whole and to participants in the mandatory, earnings-
related portion in particular?

(iii) What is to be the structure of this minimum income guarantee?
(iv) What retirement age average pension can we afford in the mandatory

system?
(v) Given the answers to (ii), (iii) and (iv) how much room is left for an

earnings-related benefit? What realistic organizational arrangements
are available?

(vi) If we want advance funding, do we also want it to be achieved through
individual, defined contribution accounts? If so, how should the system
be structured?
• how important is worker choice and political insulation?
• how can government contingent liabilities be minimized?

(vii) How would a transition to advance funding be financed and managed?

Pension reformers need to strive for a consensus on each of these issues
before the reform moves forward so that the result of the reform process is a
system with policy and operational consistency and integrity. Decisions about
allocating responsibilities between the public and private sectors should only
be taken within this broader context.

Annex: Requirements for Reduced Pension Contribution Rates

A common argument for shifting from PAYG to advance funding of
pension commitments is that the change will produce a higher rate of return on
pension contributions, thereby offsetting the impact of population ageing. The
argument is valid, given the right economic and administrative relationships.
It could become invalid, however, with a relatively modest change in economic
trends or inadequate attention to keeping the administrative costs of funded
arrangements under control. Moreover, while lower contribution rates have
political appeal, they do not necessarily mean that the economic cost of
supporting the aged will be lower in the future. In fact, advance funding can
actually increase the economic cost of supporting the aged.
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Whether advance funding produces higher or lower contribution rates
than PAYG financing depends on the relationship between net investment
returns (i.e. returns net of administrative expenses) and the growth rate of
aggregate wages. When net investment returns are higher than aggregate wage
growth rates, advance funding produces lower contribution rates; when net
investment returns are lower than aggregate wage growth, advance funding
requires higher contribution rates.8

Table A.1 shows the relationship between average annual wage growth
rates and average gross investment returns for four major economies over the
period 1953 through 1995. Three points emerge from these data. First, the
historical experience of the United States is not typical and should probably
not be used as a predictor of likely developments in other countries. Over the
years since World War II, the gap between investment returns and average
growth rates was more than twice as large in the US as in Germany, Japan and
the UK.9

a10-year government bonds
b50 percent bonds and 50 percent equities,
Source: Thompson, L. 1998.

Second, outside of the US, a portfolio invested entirely in ten-year
government bonds would not have experienced returns high enough to exceed
wage growth trends. In these countries and over this period of time, obtaining
returns in excess of the wage growth rate required holding a mixed portfolio
of bonds and equities. The particular mixed portfolio analyzed in Table A.1 is
half equities and half government bonds.

8. This point is developed in more detail in Thompson, L. 1998.

Table A.1. Comparison of Investment Returns and Wage Growth Rates, Four Major
Economies, 1953-1994

Average Annual
Growth/Return Rate

Investment Returns
Less Wage Growth

Wage Growth Bond Yielda Mixed Portfoliob All Bonds Mixed Portfolio

Germany 4.8 3.9 6.3 (0.9) 1.4

Japan 5.0 3.8 6.6 (1.2) 1.5

United Kingdom 3.6 1.8 5.6 (1.7) 2.0

United States 1.0 2.2 5.6 1.3 4.6

9. Goetzman and Joroin (1997) find that over the last 70 years equity returns in the US averaged
2.45 percentage points (245 basis points) higher than in the average of all of the other major
equity markets in the world.
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Third, except in the US, the gap between the average investment return in
the mixed portfolio and the average rate of growth of wages was not
particularly large, averaging 2.0 percent per year in the UK and 1.5 percent per
year in Germany and Japan.10 Administrative charges must still be accounted
for.

Sources: Whitehouse, E., 2000 (accumulation phase, all except the US); Murthi, M., et al., 1999
(additional charge for annuities); Mitchell, O.S., 1996 (US 401(k) plans); James, E., et al., 1999 (US
Mutual Funds and Thrift Plan).

10. The figures shown here are an average over the entire 1953-1995 period. The gap between
returns on the mixed portfolio and wage growth was larger in the latter half of that period than
in the first half, owing largely to the slowing of wage growth over the two decades beginning
with the mid-1970s. For example, over the 1953-1973 period, average annual returns in the
mixed portfolio exceeded wage growth by only 0.6 percent and 0.3 percent respectively in
Germany and Japan, and trailed wage growth in the UK by 0.4 percent. In contrast, over the
period 1974-1995, the mixed portfolio returned an average of 2.2, 2.7, and 4.4 percent per
year respectively in Germany, Japan and the UK.

Table A.2. Administrative Charges under Individual Account Plans
(Percentage Point Reduction in Rate of Return)

During Accumulation
Phase Only

Accumulation plus
Annuity

Australia 0.5-1.9 1.0-2.4

Latin America 0.6-1.4 1.1-1.9

Poland 0.8-1.0 –

Sweden 0.2-0.4 –

United Kingdom

-- Personal Pensions 1.2-1.3 1.7-1.8

-- Stakeholder Pensions 1.0 1.5

United States

-- 401(k) plans 0.8-1.9 1.3-2.5

-- Mutual Funds 1.4 1.9

-- Thrift Savings Plan 0.1 0.6
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The data in Table A.2 indicate the approximate impact of the fees charged
in different funded, individual account systems. By way of comparison, it also
shows the average fees in three different individual account arrangements used
in the United States and the range likely to emerge in the new Swedish funded
pillar.11

Annual administrative fees during the accumulation phase of most of the
systems of funded accounts seem to fall in the range of 0.8 percent to 1.2
percent of the account balance, reducing the rate of return realized by
pensioners by a like amount. Certain arrangements in Australia (the “master
trusts”) and some of the 401(k) plans in the United States are the most
expensive, running just under 2.0 percent of assets each year. The average
administrative charge for a retail mutual fund in the United States is similar to
the charge levied under the most expensive of the Latin American mandatory
individual account systems (Mexico), some 1.4 percent per year. Of the
examples shown in Table A.2, the industry plans in Australia are the most
efficient model currently operating.12 Two other approaches have the potential
for further reducing costs at the accumulation state, the model being
implemented in Sweden and the model developed for the US government
employee Thrift Savings Plan.13 The former is still being implemented,
however, and the latter has never been applied to the entire workforce of a
country.

Insurance companies levy additional charges when account balances are
converted into annuities. In the United Kingdom, which probably has the best-
developed market for individual annuities, these charges average some 10
percent of the amount being converted. That is roughly the equivalent of a
reduction of 0.5 percentage points in the rate of return on investments.14

11. The most of the cost estimates shown here exclude brokerage fees and other trading costs that
are typically rolled into the price received or paid for a security. Since these can easily
represent one-half of one percent of the value of the security (both when it is bought and when
it is sold), they can have a significant impact on the rate of return in a portfolio with high
turnover.

12. The sources available do not have information on administrative costs under either the Danish
or Swiss systems, each of which could well be below the Australian figure shown here.

13. For more information on the various models for organizing advance funded, individual
accounts, see Thompson, L., 1999.

14. Estimates of the cost of producing annuities in the United States are almost twice as high, but
they apply only to annuities provided in the voluntary market (see Mitchell, O.S., et al.,
1997). No estimates of annuity charges are shown for Sweden and Poland because each
envisions using group annuities to obtain lower costs. It is too early to know how successful
this will be. In actual practice, individual accounts in Australia and the United States are
rarely converted to annuities.
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The figures in Tables A.1 and A.2 suggest that lower contribution rates
are far from a guaranteed result under advance funded, individual account
approaches. Many of the arrangements for managing these accounts involve
administrative charges that all but eliminate the historic gap between
investment returns and wage growth rates. If population ageing causes
investment returns in the future to fall, a common finding in studies of the
likely impact of population ageing, the gap could easily be reversed.

Countries that are considering introducing funded accounts need to
consider carefully how to organize their systems to minimize the
administrative charges. They also need to analyze the likely impact on future
benefits taking into consideration all of the administrative charges that are
likely to be levied.

13883-Asia.book  Page 256  Tuesday, December 11, 2001  11:37 AM



© 2001 Asian Development BankSocial Protection in Asia and the Pacific

Chapter 7 – Social Assistance:
Theoretical Background
F. Howell

A. Introduction

very society has people who are vulnerable because of age, illness,
disability, or suffer from the effects of natural disasters, economic
crises or civil conflict. Social assistance schemes comprise programs
designed to assist the most vulnerable individuals, households and

communities to meet a subsistence floor and improve living standards. These
programs encompass all forms of public action, government and non-
government, that are designed to transfer resources to eligible vulnerable and
deprived persons, such as war victims, orphans and disabled persons, whose
vulnerability warrants some form of entitlement.

Social assistance is customarily defined as a benefit in cash or in-kind,
financed by the state (national or local) and usually provided on the basis of a
means or income test. Social assistance can include universal benefit
schemes—those financed by tax but without a means test such as family
allowances. It may include a range of subsidies encompassing housing, energy,
food, education and health. It can also apply to other forms of non-state
assistance, such as services and relief provided by charities, religious
institutions and NGOs.

Social assistance schemes in Asia and the Pacific have developed as part
of a determined effort to reduce poverty for the most vulnerable groups in
society, maintain social order and help communities recover from the effects
of natural calamities and conflicts. In many ADB developing member
countries (DMCs), vulnerable groups comprise a large proportion of the
population and will continue to do so as countries undergo transition,
structural adjustment, and other necessary reforms to overcome the effects of
economic, political, social, and natural crises.

In DMCs where social assistance schemes and programs have been
implemented, they have often been severely under-budgeted and unable to

E

13883-Asia.book  Page 257  Tuesday, December 11, 2001  11:46 AM



258 Chapter 7

meet the needs of all vulnerable groups. Formal social assistance programs
have generally been poorly developed and vulnerable groups have had to
depend on informal networks and family support. The poorest households in
poor countries rely very heavily on transfers from a range of non-state sources
(kin, religious and charity organizations, etc.) for survival rather than being
able to benefit from any state support.

This chapter explores ways to assist DMCs in utilizing social assistance
programs to reduce the adverse effects of the range of crises; assist the mostly
vulnerable to access opportunities and encourage self-reliance; and prevent
larger proportions of their population from living in poverty. A common
dilemma faced by DMCs is to provide more effective social assistance with
constrained resources, requiring a shift in policy design of programs that are
primarily geared toward expanding people’s opportunities. Social assistance
can make a significant contribution to equitable growth. How to achieve this is
one of the most critical challenges.

1. Forms of Social Protection

No form of statutory social protection covers most of the population of
DMCs, neither insurance nor non-insurance based. Where schemes do exist,
social assistance programs have been used to fill the more obvious and serious
disparities for the most vulnerable groups.

Social assistance programs have been used to achieve other social
objectives, for example the provision of free school meals to encourage poor
families to keep their children in education (especially girls) as well as
providing basic nutritional needs to meet health objectives. However, the
education or health sectors may now incorporate this kind of program, rather
than include the program as part of a social assistance scheme. Social
assistance in the region includes public works programs that provide a way to
meet the dual goals of creating infrastructure and providing a minimal wage to
the destitute or unemployed. Labor Market Programs (LMPs) may now offer
employment support in the form of public works programs to the unemployed
or poorest families. State intervention to support the prices of goods produced
by the poor, or subsidize the commodities they require for subsistence (for
example food staples), can smooth income and consumption for the poorest.

The need for social assistance depends on the characteristics of
vulnerable groups, the range of social protection programs available, and the
categories of beneficiaries able to access these programs. It is therefore critical
to ensure that the range of social protection programs are integrated in their
design and delivery. The programs must work together to achieve the primary
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goals of poverty reduction and providing access to opportunities through
targeted program design and cost-effective delivery.

The Asian and Pacific region is diverse, making it very difficult to make
generalizations about past or current social assistance schemes or programs. A
high degree of variation exists within the region, between sub-regions, nations,
and specific areas and vulnerable groups within nations. The economic
situation of DMCs can affect the type, size and effectiveness of social
assistance schemes. More comprehensive social assistance schemes have been
developed in some countries including Singapore; Japan; Republic of Korea;
Hong Kong, China; Malaysia; Viet Nam; and Sri Lanka. For example, Japan’s
central government funds 75 percent and local governments fund 25 percent
of social assistance programs for the destitute elderly, including livelihood aid,
unemployment aid, medical aid services and treatments, homes for those with
low incomes, nursing homes, home helpers, short stays in institutions, welfare
centers, and rest homes. Malaysia funds monthly allowances for the homeless,
destitute and those over 60 years of age through its central government. Viet
Nam uses central government funding for monthly allowances paid to the
homeless, elderly without support, street children, and severely disabled. The
Republic of Korea, through central government funding of 80 percent and
local government funding of 20 percent, provides livelihood protection (65
years and over); old age allowance (70 years and over); aid for disabled
veterans; health care for low-income persons; and disaster relief.

However, some of the wealthiest countries are also home to some of the
poorest and largest numbers of people living in poverty. In general, social
assistance coverage is low in the Asian and Pacific region. Most countries have
implemented some type of social assistance programs, but rarely on the basis
of free, universal access.

2. Regional Trends

The current need for social assistance programs, as well as future
demands, can be explored by assessing the major trends. These include
demographic, urbanization, migration, employment, and poverty trends.

a. Demographic Trends

Children, defined as persons between 0 and 14 years old, comprise 30
percent of the Asian population (World Population Prospects, 1999). Youth,
defined as persons between the ages of 15 and 24, comprise around 19 percent
of the total population of the region. Together, children and youth, make 50
percent of the population. However, there are differences between subregions.
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East Asia has seen a decline in the youth population, while in the South Asian
subregion the youth growth rate has remained high. For example, the youth
population is growing at a rate of more than 3.5 percent per annum in
Bangladesh. Some countries in the region have large youth population ratios,
including Bangladesh (21 percent), Indonesia (21 percent), Thailand (21
percent), and Viet Nam (20 percent). The People’s Republic of China and the
Republic of Korea have a little less than 20 percent due to the decline in their
birth rates in recent years. Some countries in the region have national
definitions of youth that further increase the proportion of youth in their total
national population. In the case of Thailand, for example, all those aged up to
25 years are considered as youth, comprising 52 percent of the total Thai
population.

The size of the youth labor force in the Asian region is expected to
increase to 2.3 percent per annum between 1985 and 2015. The number of
youth entering the labor force will increase sharply in countries with high
fertility rates, such as Bangladesh, Pakistan and the Philippines. While in other
countries, such as the Republic of Korea, Singapore and Thailand, there will
be a small decline.

While children and youth are first priority, the populations of Asia are
also ageing relatively quickly as fertility rates fall and life expectancy
increases. By 2015, 8 percent of East Asia’s population, 6 percent of South
Asia’s population, 6 percent of Central Asia’s population and 4 percent of the
Pacific population will be aged over 65.1 The proportion of the People’s
Republic of China’s population aged 65 years and over is expected to reach
approximately 9 percent in 2015, or nearly 132 million people. India will have
almost 78 million people aged over 65 in 2015. Currently, most of the older
persons in Asia live in rural areas, with the exception of those in Hong Kong,
China and Japan. It is likely that, with the urbanization trend, the numbers and
proportions of older persons residing in urban areas will increase. In the
Democratic People’s Republic of Korea and Viet Nam, the gender ratio for
older persons exceeds two, while it is less than one in Pakistan and Nepal, as
a consequence of high maternal mortality in the past.

In the Asian region older persons usually live with their children in
extended families. The average household size is four to six in most societies,
although there are lower corresponding figures in developed societies, such as
three in Japan. As the extended family system and traditions disintegrate,
support provided by family structures will be unavailable to many older

1. By 2020, the population of older persons will almost double to 603 million, representing 13.1
percent of the total population of the region.
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persons in the region. The trend is also for more older persons, and especially
women, to be living alone.

Even though countries are at different levels of development there are
some common demographic trends in ageing in the region and consequent
demands that DMCs will have to confront in the near future:
(i) People are living longer, mortality rates are declining, and so the number

of aged persons is increasing.
(ii) Fertility rates are decreasing, so the proportion of older persons will

continue to rise, affecting dependency ratios.
(iii) Urbanization and changes in family formation mean that more elderly

people will be living alone, especially women, and mainly in urban areas.
(iv) There will be an increasing demand for caregivers.

Generally, older persons provide for their living costs by utilizing their
current income, personal savings or private insurance arrangements. When
these resources have been exhausted, older persons will turn to their family
network for support. If the family is unable to support them, older persons
finally resort to government assistance or on charity from the nongovernment
sector.

Older persons tend to make greater demands on social and health
services, and to experience varying degrees of disability, for which society
needs to make arrangements. Health concerns dominate the lives of older
persons, particularly those over 80 years. With the decline in family support,
older persons will require assistance for their housing and living standards.

For the well being of older persons it will become progressively more
important that DMCs prepare social assistance policy and program responses
to the trends and issues related to ageing.

b. Urbanization Trends

In 1997, 37 percent of the population in the region resided in cities.
Urbanization has continued in many countries and is expected to continue. The
urban population has been estimated as growing at 2.9 percent, compared with
1.3 percent for the regional population as a whole. The average annual urban
population growth rate between 1995-2000 is estimated at 3.8 percent for
South Asia, 3.5 percent for East Asia, around 1.0 percent for Central Asia and
2.9 percent for the Pacific.2 Most of this growth rate is attributable to internal
rural to urban migration. The consequence of this urbanization trend is to

2. Population Division of the UN Secretariat, World Urbanisation Prospects: The 1999
Revision.
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deprive rural populations of their youth and their better-educated people,
which significantly impacts upon the economic and social development of
rural areas. Simultaneously, urban centers develop slums and other poor
settlement areas with unacceptable living conditions. Urban migration tends to
alleviate poverty in rural areas. Migrants to the cities, however, are less likely
to integrate into urban economies.

Urban migration is impossible to prevent and requires a range of policies
to respond to its consequences. Continued urban migration places increased
pressure on the service delivery systems, especially of health and education;
public facilities, such as water, sanitation and power; and, employment
opportunities. These circumstances intensify poverty and there is often a
related increase in crimes of violence, substance abuse, prostitution and the
incidence of sexually transmitted diseases and HIV/AIDS.

c. Migration Trends

Most internal migration in the region is due to inadequate employment
opportunities in rural areas, forcing people to migrate in search of work.
Migration has also resulted from the relocation of people due to government
policy, such as the construction of dams. Another cause of internal migration
has been natural disasters or environmental degradation.

International migration is also a significant trend in the region, including
a large migrant worker movement. This creates conflict in some countries
between the demand for labor and an apprehension about allowing large-scale
immigration. International migration has occurred via the movement of
refugees (political and economic) across national borders. The demands on
governments to provide for national interests in these circumstances often
cause inadequate protection for migrants.

With increased mobility, the average size of household becomes smaller.
Most of these smaller households will either be without the support of
extended families or geographically distant from extended family members.
Smaller households also mean fewer people to generate income and provide
support. Care of young children and older persons becomes more difficult.

d. Employment Trends

Employment creation is a key concern of every DMC as part of plans to
alleviate poverty and provide opportunities for vulnerable groups. Many
DMCs are facing significant levels of unemployment and underemployment,
making it more difficult for the most vulnerable to find work opportunities and
become independent. Agricultural and non-agricultural employment creation
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in rural areas is of prime importance in this region as the majority of people
reside in rural areas, including vulnerable groups. The United Nations
Economic and Social Commission on Asia and the Pacific (ESCAP) has
estimated that 36 percent of the rural labor force in Asia is employed in non-
farm activities. The shortage of arable land, the seasonal nature of most
agricultural work, and the effects of persistent natural calamities mean that the
proportion of non-farm employment must grow.

The formal sector has been expected to provide job growth in many
DMCs. This sector, however, relies on large-scale investment and trade, and
has a propensity to emphasize technology over labor. DMCs need more labor-
intensive employment so it is inappropriate to rely on the formal sector alone.

The more significant sector for job creation in this region, including
employment for vulnerable groups, has been the informal employment sector.
The informal sector is characterized by its low technological requirements,
labor intensity, small scale operations, common family base, ease of entry, and
insecure low returns. However, these conditions also make it less capable of
providing sufficient and secure livelihoods. The pressure on the informal
sector to absorb an increasing number of unemployed, and the failure of the
formal sector to generate the number of jobs required, suggests limited
opportunities for vulnerable groups to be able to find long-term employment.

Some of the emerging vulnerable groups include unemployed youth, a
serious problem in much of the region, with the level being as high as four
times above the levels for adults. Unemployment is also usually higher among
women than men. Women’s employment rates have been gradually improving
in many countries but have not been happening in some subregions. In South
and Central Asia, women’s employment rates have been falling from what was
already a low figure. Not only are women more likely to be unemployed but
they also tend to be paid less than men, and to be concentrated in low
productivity jobs in the rural and informal sectors. When they do obtain
employment in the formal sector, little allowance tends to be made for their
continuing family and home responsibilities. The large population with
various forms of disability has limited access to employment. This continuing
trend minimizes prospects for disabled persons with any level of capability in
the employment market.

Ethnic or indigenous minorities face high levels of unemployment—
often as high as 80–90 percent (ESCAP, 1998). This is a reflection of the social
exclusion experienced by these people, with serious ramifications for their
economic and political participation levels. In Asia, ILO estimates that 152
million children between 5 and 14 years of age are employed, often in health-
destroying conditions, and deprived of schooling (Ashagie, 1997).
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e. Poverty Trends

Most of the poverty in the region is rural-based, although urban poverty
is increasing. More women than men live in poverty and it is increasingly a
condition found among older persons. Social divisions of a class, caste, ethnic
or racial nature are often intensified by differing poverty levels. Recently
arrived immigrants tend to be poorer than others, indicating that social
exclusion is a contributing factor in causes of poverty. Issues of equity,
employment trends, migration and urbanization, and life stages contribute to
poverty. Levels of economic growth and related changes in inequality require
a redistribution of the benefits of growth, as growth in itself has not
automatically had a positive impact on inequality or poverty.

For the most vulnerable with low levels of capability, social assistance
schemes are needed to support capability development. At the center of a lack
of social integration are ethnic conflicts and communal strife, the alienation
and marginalization of some groups, continuing poverty, migration and
displacement, changes in family and community support systems, an increase
in the occurrence of fundamentalist trends, and increased violence and crime
in society. These adverse impacts are a long-term cost to individuals,
communities and governments. They retard growth and reduce levels of
foreign investment. Social assistance programs can reduce or avoid these
adverse impacts, more than covering their costs.

f. Scientific and Technological Trends

While advances in communications afford potential to contribute to the
lives of people with disabilities, older persons and those who are
geographically isolated, this has not transpired in most countries. Advances in
the health field may assist the many millions of vulnerable persons who suffer
from disease, or the consequences of ageing, but they can exclude the most
vulnerable due to the cost of these more advanced health care services.
Technological developments, particularly those that upgrade labor intensive
and export-oriented industries (such as textiles), also threaten workers’ jobs,
further exacerbating unemployment.

3. Subregional Issues for Social Assistance

Countries within the subregions of Asia are often based on geographical
proximity as well as some common characteristics, such as context or cultural
characteristics. In considering the demands for, and responses to, social
assistance within subregions, it is important to identify the circumstances
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faced by their vulnerable groups. The countries of East and Southeast Asia are
still recovering from the effects of the regional financial crisis and high levels
of unemployment. These countries are continuing on a development strategy
to become more export and less domestic market-oriented, and to move from
an agricultural to a technological and industrial based economy. The emerging
and newly industrialized countries in the region have begun the process of
diversifying their economies, establishing trade, and providing some limited
social assistance programs to vulnerable groups. These countries have rapid
levels of urbanization, and declining rural development.

The Central Asian republics, along with Viet Nam and the People’s
Republic of China, and to a lesser extent Cambodia and Lao PDR, share the
characteristic of being economies in transition. Existing state funded and
controlled social assistance schemes are being dismantled, reformed or
replaced. This has resulted in the loss of previously acquired rights or social
position for state workers, creating a new group of vulnerable and socially
excluded persons. In addition, the situation for the previously marginalized
groups—those who suffered from livelihoods that were insecure and
inadequate, or a complete lack of opportunity for employment—is getting
worse during the transition period. Large-scale retrenchments of workers are
creating larger groups of unemployed. The transition to a market economy has
seen many reforms including the introduction of “user pays” systems, and
privatization of state enterprises. In addition, countries have often reduced
expenditure on social assistance schemes in an attempt to balance budgets. The
effect has been to increase poverty, insecurity and social exclusion for many
vulnerable groups. Some of the economies in transition are also least
developed countries, faced with the enormous task of breaking up economic,
social and political structures that vulnerable groups still depend on. During
these recovery and transition processes some economic and social indicators
have fallen.

South Asian countries have large proportions of their population living in
rural poverty with high levels of illiteracy. The social exclusion characteristics
of vulnerable groups in relation to region, rights, gender, caste and tribal
affiliation are particularly significant in South Asia. The region’s least
developed countries have few investment prospects for external investors and
small levels of domestic savings, and so are reliant on official development aid.
State funded social assistance schemes are almost non-existent and programs
operated by NGOs are limited. Conflict after reunification or democratization
has created increased demands for government support. Large numbers of
returnees, high unemployment rates and the transformation of a traditional
society to a democratic market economy combine to create additional burdens
on the state, and new vulnerable groups. Vulnerable groups in many countries
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face displacement from employment and lack of access to social support,
which in turn can result in high levels of uncertainty, and risks social unrest.

4. Vulnerable Groups within the Region

a. Children and Youth

An average 40 percent of the Asian population is below 19 and
constitutes the largest vulnerable group of developing Asia (see chapters on
child protection). Among the youth, young girls and young women, and rural
youth comprise the most vulnerable. Young women are often denied the same
opportunities as men for training and paid employment, and so are prevented
from maximizing their individual development and participation in society.
The majority of the youth population in the region is made up of young rural
people whose roles in the development of their societies are particularly
important. Simultaneously, the problems that rural youth face are often more
acute than those which confront their urban counterparts because of the
predominant urban-rural gap. Poverty, exploitation, lack of access to land,
illiteracy, lack of stable work, isolation, unsanitary conditions and little
participation in the decision-making processes characterize the situation for
rural youth. Many of these young people will continue to live in rural areas for
the foreseeable future.

Some rural youth are being uprooted from their families and
communities because rural-urban migration is more likely to take place among
youth than any other population group. The ratio of the youth population living
in urban areas is steadily increasing and, according to United Nations
projections, will reached 53.2 percent by the year 2000. Youth from
disadvantaged and low-income groups are more likely to have problems
associated with urban migration, including substance addiction, prostitution,
and HIV/AIDS.

The inability of many parents in developing countries to send their
children to school is made more difficult by lack of educational opportunities
for the more disadvantaged subgroups of youth: girls and young women,
migrants, refugees, displaced persons, street children, indigenous youth
minorities, young people in rural areas, and young people with disabilities.

In South Asia the literacy rates are only 37 percent for women aged
between 15 and 24 years. Gender imbalances in the levels of literacy are also
found in Cambodia and Lao PDR. Youth unemployment in the region is very
high, with some estimates being on average four times higher than non-youth
unemployment. Among youth, unemployment affects both the educated and
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the uneducated, with the uneducated less likely to be able to access
employment opportunities due to lack of capability.

A specific cause of youth unemployment is the mismatch between the
education and skills levels of young entrants to the labor market and the
requirements of employers, brought about by high drop-out rates from primary
and secondary education, and poor links between vocational training and labor
market needs. This leads to an unskilled workforce that cannot meet existing
or new job requirements and future demands of employers.

Unskilled young job seekers are less likely to be able to find employment.
Rural youth, who have migrated to the urban areas and are unsuccessful in
finding employment, are left isolated from the traditional family and
community support systems. Unemployed or underemployed out-of-school
youth are more likely to resort to violence, crime and substance abuse as they
face continuing economic difficulties. More children and youth are lured into
the commercial sex industry and other illegal activities.

Nearly 80 percent of women and 40 percent of men in South Asia, and
some 50 percent of women and 30 percent of men in Southeast Asia are
married by the age of 24. This creates significant economic problems for
young unemployed households with children.

The advent of HIV/AIDS infection places more young people at risk as
they are less likely to be adequately informed or provided with services to
protect them from harm. More than two million people are reported as infected
with HIV in the East and Southeast Asian subregions, although this is
considered to be an underestimation as screening and reporting are low in
many countries.

Large-scale child prostitution has been identified in many countries of
Asia. Brothel-, bar- and street-based prostitution are prevalent, in many
countries. Child pornography, though less common, is also widespread,
particularly in Japan and Thailand. Trafficking of children for sexual purposes
across borders is also rampant in the region. Children and adolescents are sold
into the sex trade by families or friends, sometimes knowingly, and sometimes
through the mistaken belief that the children will become domestic servants or
otherwise earn money for the family. Sometimes the children are kidnapped,
trafficked across borders or from rural to urban areas, and moved from place
to place so that they can never be found.

State resources and services for these most vulnerable sub-groups of
youth are negligible, small at best and are mostly supported by NGO projects
or local community initiatives on a fragmented basis. Rehabilitation is
necessary for youth suffering from disability, mental impairment from drugs
and alcohol abuse, lack of family support, criminal behavior and continued
criminal offences.
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b. Disabled

Persons with disabilities are probably the most marginalized group in the
region and the most under-reported. Women and girls with disabilities are
often overlooked in “mainstream” gender equality programs. Children and
young people with disabilities face tremendous barriers to participation in
education and skill development programs. Most disabled persons are poor,
but few programs include specific provisions for their participation.

Many persons with disabilities are multiple-handicapped by social,
economic, and physical conditions. Other barriers include the stigma of
disability, poor understanding of the abilities of disabled persons, and lack of
rehabilitation services. The Agenda for Action for the Asian and Pacific
Decade of Disabled Persons will conclude in 2002. The majority of the
countries have begun considering the requirements of their disabled
populations, but few have implemented comprehensive programs in response
to these needs.

Disability data are seldom collected, or not collected at all. The region
has a wide variation in disability rates based on different definitions of
disability used, which either expand or limit the disability groups covered in
the survey. The majority of the region’s persons with disabilities live in the
rural areas. However, by 2020, more persons with disabilities will be in urban
areas. This will be especially true of Bangladesh, People’s Republic of China,
India, Indonesia and Pakistan. It is, therefore, important that social assistance
responses to the needs of disabled persons address short and long term issues
for both rural and urban areas.
(i) Malnutrition. Many countries in the region suffer from nutrition-related

disabilities (stunting of mental and physical development) associated
with food shortfalls. Common micronutrient deficiencies that cause
disabilities include: vitamin A deficiency (blindness); vitamin D
deficiency (rickets—soft and deformed bones); iodine deficiency (slow
growth, learning difficulties, intellectual disabilities, goiter); and iron
deficiency (anemia, which impedes learning and activity and is a cause of
maternal mortality). The greatest numbers of chronically undernourished
people are found in South and Southeast Asia. It is estimated that by 2010
there could be 680 million chronically undernourished people whose
disabilities were caused by micronutrient deficiencies. Those most
vulnerable to inadequate diets will be female children, women and older
persons.

(ii) The effects of conflicts. The disabilities caused directly by conflicts are
both immediate and long term. War veterans often receive forms of
assistance from the state. The long-term consequences for conflict-
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affected communities, however, are often unrecognized. The large-scale
deployment of landmines is a significant cause of disability in the region.
Civilians, mostly children and women in poverty, and not combat
soldiers, constitute the vast majority of the region’s mine victims. Many
landmines are designed to disable rather than to kill. Buried mines can
remain active for over 50 years. In parts of the region (e.g., Cambodia),
they will continue to maim in the future. Some of the chemicals used in
war have also caused a variety of health problems for generations (e.g.,
ongoing claims of war-inflicted disabilities in Viet Nam and Lao PDR).

(iii) Urbanization. Road traffic accidents in the region are anticipated to be
the third leading cause of disability as well as deaths. Quadriplegia,
paraplegia, brain damage and behavioral disorders are some of the
disabilities common among survivors of traffic accidents. Most at risk in
those accidents will be men aged 15 to 44. Road accidents have been
estimated to cause annual losses to the economies of the developing
countries of the region in the order of US$20 billion per year. With
increases in the number of vehicles, road connectivity and populations
throughout the region, the number of road accidents could reach 450,000
road accident deaths per year in the next decade, with millions more
disabled from injuries each year. Mental disabilities, such as depression,
alcohol dependence and schizophrenia, found in cities in many developed
countries, are becoming more prominent in the region due to significant
under-reporting of cognitive and mental disabilities in the past.

(iv) Ageing. Disabilities associated with increasing longevity will increase as
the population ages. Ageing-related disabilities include blindness,
deafness, muscular-skeletal diseases, and mental disorders. Most
chronic, degenerative, non-communicable diseases are diseases of the
second half of human life. Family and community-based care of older
persons with disabilities needs support from the state. There will be a
continuing demand for day-care centers, home-help services and respite
care. Temporary residential care arrangements will become more
important, so that family caregivers have the opportunity to have periods
of rest. Women are the main caregivers, providing long-term care of older
dependents with disabilities.

(v) Rehabilitation. A common problem in all DMCs is the shortage of
rehabilitation personnel. The few available may be unwilling to work in
the service of people and communities with a limited ability to pay.
Services for persons with disabilities tend to be separate from the full
range of services normally provided to all citizens of a country. This is
because services for persons with disabilities are largely regarded as
charitable provisions rather than as entitlements. Many of the NGOs
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which help meet the need for services are registered charities. Persons
with disabilities and their families are seldom consulted as equal partners
in a problem-solving approach to rehabilitation. The common pattern of
rehabilitation service provision is an uneven one. More visible disability
groups are likely to receive better services. In most of the region, there are
few services for persons, especially children, with multiple disabilities.
Most services are still urban and institution-focused, although some
efforts are being made to improve rural access, with a stronger emphasis
on community-based and family-centered services.

(vi) Employment. Most countries in the region use quota measures to promote
the employment of persons with disabilities. However, those countries
with quota systems do not have effective enforcement mechanisms. Some
countries have established sheltered workshops to provide disabled
persons with employment. People with disabilities tend to stay in them
once they enter, often with poor prospects of learning new skills in line
with market changes, or receiving adequate labor protection. Extensively
disabled persons are seldom employed, most employers preferring
instead to employ people with mild disabilities. More recently
employment services have been provided on a limited basis for disabled
people. An emerging trend is to provide opportunities of self-
employment for disabled people.

(vii) Education. Many countries have long established “special schools”, for
example blind and deaf schools, mainly for single, physically disabled
children and young adults. They are generally available only in urban
centers. Most special schools have limited coverage in terms of
participation or curriculum. Policies and programs that attend to the
education and vocational training needs of all children and youth with
disabilities are still limited in most developing member countries of the
region.

c. Gender

Life expectancy for the region is 65 years for males and 68 years for
females, but there is variation across the subregions. For example, in Southeast
Asia the short life expectancy in Myanmar, Cambodia and Lao PDR is in
contrast to the longevity of the populations in the richer and more developed
countries. However, in South Asia life expectancy figures do not favor
women—notably in India, Bangladesh, and Nepal. These countries, along
with Pakistan and Bhutan, have sex ratio statistics that indicate a severely
disadvantaged position for women and girls, especially among the poor. This
is a problem also in the People’s Republic of China, partly due to its one-child
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population policy. Maternal mortality rates are exceptionally high among the
low-income countries such as Bhutan, Bangladesh, Myanmar, Cambodia, Lao
PDR, and Nepal. They are also above the regional average in Indonesia.

The growing number of older women living alone, especially those over
80 years, has created a demand for housing that has yet to be met. A related
issue is their access to family and other resources, particularly in countries that
prevent women from inheriting housing and land from their parents, thereby
making older women more insecure and vulnerable. Laws and cultural
practices may also prevent women from holding property. Despite the fact that
the majority of women in Asia are involved in agriculture, few women own or
control land. This makes them vulnerable to destitution in times of human
tragedy or natural disaster. Lack of access to land is especially critical for the
estimated 17 percent of rural households in Bangladesh and India that are
headed by women as a result of widowhood, desertion or male migration.

Unmarried elderly women and female-headed households are more
likely to be in poverty. Households maintained by women may include male
members where the male is unemployed or disabled and the woman is the sole
or principal breadwinner. Females may temporarily be the household head due
to cyclical employment migration patterns of either the male or female
members of the household. More than half of older women in Bangladesh,
Cambodia, People’s Republic of China, India, Indonesia, Republic of Korea,
Malaysia, Myanmar and Pakistan are widows. Where widowhood is a source
of deprivation, this would justify the targeting of widows and of female-
headed households for social assistance. Divorce rates are expected to rise in
Asia, which will contribute toward higher rates of female-headed households
that are financially vulnerable.

Other gender issues in the region include: domestic violence; trafficking
of women; rising unemployment of women; and inadequate programs to
support working mothers and encourage shared family responsibilities. These
issues combine to put women at a disadvantage, by impeding their
development, and denying women the opportunity to participate as full and
equal participants in the globalization process.

The Central Asian republics and some countries undergoing transition to
a market economy had previously achieved higher levels of gender equality
under socialist regimes. For example, Viet Nam reached good indicators in
women’s access to health care, literacy, education, and employment during the
period of central planning, but progress has slowed during the transition
period. Living standards have declined for women maintaining households
alone in countries undergoing the transition to a market economy. The
reduction or cessation of state subsidies for housing, education, energy, food
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and income appear to have contributed to the feminization of poverty in these
countries.

The majority of women and girls in the low-income countries of
Bangladesh, Pakistan, India, Nepal, Bhutan, Cambodia, and Lao PDR are the
most vulnerable. South Asia has the most people affected by poverty (about 40
percent) and the highest adult illiteracy rates (at about 50 percent).

Throughout Asia and the Pacific region, the majority of illiterates are
women and there are more male than female students in most countries. In the
low-income countries of Bangladesh, Bhutan, India, Lao PDR, Nepal, and
Pakistan, the illiteracy rates of adult women remain extremely high, ranging
from 62 to 85 percent. School enrolments remain very low in Bhutan and Lao
PDR, and gender gaps in schooling are very wide in Bangladesh, Nepal,
Pakistan, Sri Lanka, and Indonesia. Girls’ schooling is almost non-existent in
the refugee camps of Peshawar, Pakistan. However, this is not a uniformly true
picture. For example, in India, Kerala has managed to achieve very good social
indicators for the status of women relative to its income levels.

Adult female illiteracy is extremely low in most of the transition
economies: under one percent in 1995 in the Kyrgyz Republic, Kazakhstan,
Uzbekistan, Tajikistan, and Turkmenistan due to the emphasis on education
and equality during the communist era. Among other low-income and middle-
income countries, adult female illiteracy is low in Viet Nam (8.8 percent),
Thailand (8.4 percent), and the Philippines (5.7 percent) (UNESCO, 1995).

Aggregate data for Asia indicate that women comprise about 40 percent
of the labor force, but this includes rural women engaged in agricultural work.
Most women in the agricultural sector work as unpaid family laborers on land
that often legally belongs to a male household. Women’s involvement in non-
agricultural employment is the more significant indicator of their access to
income. The trend is for more women to enter urban employment in industrial
activities in either the private or public sectors. However, social policies, labor
legislation, and the urban infrastructure have not kept up with the large-scale
entry of women into urban labor markets. Where they existed, maternity leave
provisions, childcare facilities, and affirmative-action programs to encourage
the employment of women have been reduced as enterprises attempt to reduce
costs. Apart from the harm done to children and families, these reductions
limit women’s ability to participate fully in market activities and to compete
fairly with men in the labor market.

Unemployment rates are not available for all countries, and they are not
always gender-disaggregated. Unemployment, however, has been reported as
higher for women than for men in Pakistan, the Philippines, Sri Lanka, Viet
Nam and in the Central Asian republics. During periods of structural
adjustment and transitions, women are often the first to be laid-off. Many
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women are forced to return to their villages and small towns, where there is
little capacity to reabsorb them in an agricultural economy. A pool of
unemployed female labor may become a target for the trafficking of women.
Unemployment or deteriorating real incomes can force women in some
countries to enter into prostitution.

Various programs and institutions have developed to support women’s
rural and urban entrepreneurship with credits, loans, and training. Most
notable among them are the Grameen Bank in Bangladesh, the Self-Employed
Women’s Association in India, the Kupedes-Simpedes programs of Bank
Rakyat Indonesia, and the Marvi Welfare Association in Pakistan. In Japan,
the Asian Women Workers’ Center studies and promotes the rights of women
workers throughout East and Southeast Asia. Greater efforts are needed to
ensure that expanded opportunities are available to vulnerable females in the
region.

d. Elderly

Economic insecurity is the main concern for older persons, whether they
are agricultural wage laborers, employed in the urban informal sector or in
small-scale enterprises, or self-employed. Most of these people are not able to
save sufficiently for their old age. Due to poverty, a large proportion of elderly
people have to continue working, even at subsistence wage rates, because they
cannot afford to retire.

The forms of social security operating in Asia are either contributory
social insurance or provident funds. They were designed to assist workers
employed in the formal sector, not to attend to the problems of those living in
poverty or working in the informal sector. For those older persons who end
their working life without savings or pension entitlements, the assistance of
family members will become increasingly awkward. While a few countries
have attempted to expand social security coverage to the agricultural and
informal sectors, the programs are extremely limited. The economic prospects
of older persons in poorer developing countries are therefore limited. If
families are unable to provide for them, many will be left in an impoverished
state. Most DMCs have relatively low retirement ages (an exception is Japan)
that cause elderly persons to vie for jobs in the labor market, often in the
informal sector, with new entrants.

e. Poor in Asia

The majority of the poor in Asia are unemployed, landless laborers,
small-scale fishermen and low-income earners struggling to survive in rural
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areas. Many live in the economically backward remote, non-arable, desert or
mountainous regions. Many are seasonal workers engaged in subsistence
farming, itinerant farm and non-farm work and dependent on the vagaries of
agricultural output or informal wage earnings. At least half of them are
women; belonging to large families; are malnourished, illiterate or have low
literacy levels; lack access to health care services, safe water and sanitation;
and have few employable skills. Most lack income, land, access to credit and
other productive assets.

The incidence and intensity of poverty varies within each subregion and
country. In the People’s Republic of China, more poor people are concentrated
in the poorer western and central regions as well as in the mountainous and
arid/desert areas of the middle and eastern regions compared with the richer
coastal region. In India the head count index for poorer Madhya Pradesh is
higher than for Kerala. In Indonesia, the poverty incidence is much higher in
the poorer East Nussa region than in Jakarta.

While rural poverty is widespread and serious, poverty is also becoming
severe in the urban centers that support the fastest growing populations in
many countries. In the future, poverty is expected to be more intense in the
urban areas as a result of the rapid growth and concentration of urban
population due to mass rural-urban migration. Therefore, pressure increases
on living conditions in urban slums and settlements. Where the concentration
of urban growth has been unplanned and occurred within a short time span,
considerable stress will be exerted on the capacity of urban infrastructure and
social services. Few of the rural-urban poor own any assets such as land or
have access to funds, job skills or opportunities for training, making them less
equipped to survive well in an urban setting.

f. Summary of Characteristics of Vulnerable Groups

Disparities in income and human poverty exist among vulnerable groups
due to age (children, youth and older persons), religion, caste, ethnic or
cultural attachments, and intellectual or physical disability. For example, in the
People’s Republic of China, India, and Viet Nam, ethnic minorities and
indigenous people suffer proportionately more from poverty. People at high
risk to poverty also include older persons, who will constitute an increasing
proportion of the population in Asia. In many countries, including Bangladesh,
India and Thailand, children bear the burden of poverty through child labor,
which supplements family income of poor families. The rate of growth and
accompanying change in inequality affect absolute poverty and suggest that
efforts to reduce poverty should focus on both growth and distribution
(ESCAP, 1998). The unemployed poor are less able to access available jobs
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because of their lack of resources to move to areas where new opportunities
for employment can be found.

New groups of poor have been created, particularly in the transition from
socialist to market-oriented economies. The rural and urban poor are
especially affected where wages do not keep pace with the price increases or
subsidies on essential items are removed without consideration of the
consequences for vulnerable groups. Long periods of high inflation
disproportionately affect the poor most.

The poor in Asia often inhabit exposed and difficult environments. The
populations of remote mountainous regions (e.g., the Himalayas, Southwest
China, the uplands of mainland and island Southeast Asia) are invariably poor.
Often they live at subsistence levels, on land with low water supply, steep
slopes and thin soils. They have limited opportunities for finding alternative
forms of livelihood.

B. The Role of Social Assistance

In response to regional trends and demands, and the complex needs of
vulnerable groups, many different forms of social assistance have been
developed. Social assistance programs have usually been designed to help
people cope with their difficulties and sudden crises or shocks. However,
social assistance may be more cost-effective in the long-term if it were focused
on the prevention and reduction of these shocks and as an investment in
increasing the capabilities of vulnerable groups to avoid or manage any future
adverse effects unaided.

Countries may decide quite different and discrete roles for social
assistance programs, or a variety of interventions to be used in them. This will
depend on the socio-economic situation of the country and the particular
causes of vulnerability of their population. Social assistance programs are
closely linked with poverty reduction and alleviation measures due to their
often over-lapping target groups. The depth and breadth of programs are
frequently determined by the existence and effectiveness of other forms of
social protection, namely social insurance, labor market programs, agricultural
insurance and rural development, and child protection. Social assistance
programs may be primarily designed as the final formal safety net in a
hierarchy of social protection measures.
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This approach often assumes that the targeted beneficiaries are passive
recipients unable to benefit from other forms of social protection. The target
beneficiaries would usually include the traditional groups of frail elderly,
permanently and severely disabled, orphans and widows. However, this
narrow identification of the most vulnerable in a society does not fully
encompass the citizens within societies that need some form of support to
become self-reliant. Programs need to cope with new groups of vulnerable and
disadvantaged persons (e.g., those suffering from HIV/AIDS, migrants, ethnic
minorities, unemployed youth). Social assistance policies and programs are
needed to overcome the significant potential for social fragmentation that will
in turn retard growth.

Social assistance programs can be designed to reduce the vulnerability of
the poor. They can be targeted towards those groups or certain areas that suffer
from persistent poverty. The programs should focus on investments to be made
in the most vulnerable or disadvantaged persons, so that their opportunities to
pull themselves out of poverty are expanded. Social assistance has a role in
reducing inequalities, redressing social exclusion, and promoting
independence for the most vulnerable in societies. Social assistance should
thus be designed as an investment in poverty reduction and the creation of
growth through the economic participation of vulnerable groups.

Social assistance programs operating within DMCs vary significantly in
their purpose and components, as indicated in Table 2. The programs can
include long-term, regular, income support payments that are designed to help
identified vulnerable groups cope with existing difficulties, and survive. Some
elderly care programs operating within the region seek to provide a minimum
level of income to the very old, while others provide institutional care for the
bedridden and chronically ill, and some include nursing care at home for the
elderly who are looked after in some way by their families.

Table 1. Forms of Social Protection

Form of Social Protection Intended Beneficiaries

Labor Market Programs Active labor force, including new entrants, laid-off workers of
state-owned enterprises

Social Insurance Employed and their dependents facing loss of income

Micro- and Area-Based
Schemes

Employed in the formal sector, rural and urban communities

Child Protection Soon to be new entrants into labor market

Social Assistance Most vulnerable groups (disabled elderly), poorest, unable to
participate in labor markets, multiple disadvantaged, affected
by crises, socially excluded
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Other forms of social assistance include temporary emergency programs
designed to reduce the effect of sudden and severe shocks often caused by
natural disasters such as earthquakes, cyclones, floods, etc. The social
assistance provided in these circumstances is usually in-kind and may be in the
form of emergency housing or food for affected households. The aims are to
mitigate or reduce the effect of the shock and prevent households from falling
further into poverty. However, these programs are most effective when
combined with longer-term disaster preparedness programs as described in
Chapter 13.

It is important that social assistance is seen not only as dealing with
residual problems of human welfare, but also as a means of achieving equality
of opportunity. Programs with this objective have a preventive role. For
example, a family allowance payment can help to prevent children within a
poor household from losing the opportunity to attend school, due to the
financial difficulties of the family. In-kind services such as school scholarship
programs above basic levels for children of poor families can contribute to
break the cycle of poverty and vulnerability.

Social assistance programs within the region also include services for
vulnerable groups. The types of services available are usually targeted to the
specific needs of particular groups. They are often provided through
community-based services for poor households including family support (such
as respite care, child care, counseling, home visiting, domestic violence
counseling, alcohol treatment and rehabilitation), or support for people with
disabilities (such as inclusive education, sheltered workshops, rehabilitation,
technical aids). Other services include help for the elderly (senior citizens
centers, nursing home visits) and orphans such as out-of-home placements
(foster care and adoption).

C. Designing Social Assistance Programs

The aims or objectives of social assistance programs should dictate the
type of assistance provided. Policy makers must consider various program
design options for each vulnerable group based on their needs. The period for
which the program is offered and the type of support to be provided will vary
according to the needs of each vulnerable group.

The role and design of social assistance programs must be balanced
between measures designed to (i) prevent shocks which will have a negative
impact on the poor; (ii) reduce their impact when they occur; and (iii) help
vulnerable groups to cope with shocks once they happen. The remaining
challenge is to incorporate program interventions that develop capabilities in
the most vulnerable to enable them to more fully participate in society.
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1. Human Rights to Social Assistance

Article 25 of the Universal Declaration of Human Rights specifically
addresses the needs and rights of vulnerable groups:
(i) Everyone has the right to a standard of living adequate for the health and

well-being of himself and of his family, including food, clothing, housing
and medical care and necessary social services, and the right to security
in the event of unemployment, sickness, disability, widowhood, old age
or other lack of livelihood in circumstances beyond his control.

(ii) Motherhood and childhood are entitled to special care and assistance. All
children, whether born in or out of wedlock, shall enjoy the same social
protection.

The majority of countries in Asia and the Pacific region have recognized
the need to provide more social assistance for their citizens. Many have ratified
the major international human rights conventions demonstrating their
commitment in principle to providing social support to vulnerable groups.
However, the capacity of DMCs to design and implement appropriate and
cost-effective social assistance programs appear to be limited. There is a
considerable workload ahead for countries in the region if they are to be able
to meet these commitments.

a. Government Commitments

DMCs have agreed, as part of the ESCAP Agenda for Action on Social
Development (1995), that they will:

Table 2. Example of Design Option Matrix

Aim Vulnerabilities Time Span Type of Support

To cope with
difficult
circumstances

Disability, severe illness,
neglect, age,
unemployment,homeless,
ethnic minority, single
mother

Fixed length Cash (regular payments, lump
sums); in-kind: subsidies (food,
education, health, housing),
goods (food for work; and
services (health care)

To mitigate the
effects of
negative events

Natural disasters: flood,
earthquake, drought

Short-term In-kind: subsidies (food,
education, health, housing),
goods (food for work; and
services (health care)

To prevent
decline in living
standards

Poverty, lack of
education, lack of assets,
economic shocks

Long-term In-kind: subsidies (food,
education, health, housing),
goods (food for work; and
services (health care)
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(i) By 2000, formulate an overall policy framework that will accord priority
to social protection for all, in accordance with the prevailing standards of
society within available resources;

(ii) Broaden coverage of formal social security systems or appropriate
alternatives, especially for informal sector workers;

(iii) Provide people with disabilities with education, health care, training and
employment, and other social services;

(iv) Establish social security and support services to bring elderly people into
the economic and social mainstream; and

(v) Provide fiscal and other incentives in support of the family as the basic
provider of social protection to its dependent members.

This demonstrates a commitment to build up social assistance programs
for all vulnerable groups. These programs would be more than income support
and provision of basic minimum needs. Some countries have considered
excluding the vulnerable groups from indirect tax liabilities, user fees and
other payments for goods and services, including primary education and basic
health care. DMCs still need to ensure that adequate funding for social
assistance programs is provided to meet the commitments.

b. Role of the State

The state has the major responsibility for the allocation of resources and
distribution of revenue on behalf of its citizens. Distribution of revenue can be
converted to a more equitable basis through fiscal levies, labor laws, minimum
wage regulations, training programs, and inheritance laws (such as female
ownership of land), among others. The nature and extent of the re-distributive
system, its capacity to correct inequalities and failures of the primary
distribution system depends on the size and nature of the state revenues (fiscal,
state enterprises) and the nature of the “social pact” that exists between the
state and civil society.

Regular budget spending and investment, if only in infrastructures such
as housing programs and public social services, are part of social assistance
policies inasmuch as they affect the distribution of public goods to vulnerable
groups and address regional inequalities. These programs are also investments
in the building of individual education and health assets to increase the human
capabilities of disadvantaged persons. Governments have the responsibility to
protect all of society, including the most vulnerable. However, it is often
necessary for governments to convince the general public of the benefits of
directing scarce resources to the poor, especially during a period of crisis. This
could include explaining that by paying for employment programs in rural
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areas, there is less likelihood of urban migration, which increases the number
of unemployed, slums and consequent crimes.

2. Social Assistance Programs for Vulnerable Groups

A brief review of social assistance schemes in the region shows that,
while the transition economies had inherited a substantial amount of programs
for vulnerable groups, they are finding it difficult to implement them. This is
mainly due to negative or moderate economic growth rates, limited public
resources, as well as having to contend with major problems arising from their
structural adjustment programs. Some other countries are relying on rapid
growth to provide social protection for vulnerable groups, with the state
having a limited role, relying first and foremost on the informal social security
mechanisms contained in their traditionally strong community and family
structures.

Traditional support systems and safety nets have been important coping
mechanisms for the poorest and most vulnerable groups in difficult periods.
These support mechanisms include transfers by individual households and
community based systems. There are new and increasing demands on families
to provide support in the midst of regional and national trends, such as greater
mobility of its members for employment, increased participation of women in
the work force, and mounting inflation.

The capacities of communities and families to continue to care for their
dependent, older persons and the sick have been stretched as they try to recover
from financial crises, war and civil conflicts, natural disasters and
unemployment. At the same time, public support systems and social assistance
schemes have not expanded sufficiently to compensate for the decline in the
traditional systems. The negative impact of the recent financial turmoil on
households in East and Southeast Asia is likely to further reduce the size of
transfers to the most vulnerable. The state is then confronted by increased
demands for relief and assistance by the families and communities struggling
to maintain basic living standards. Properly designed social assistance
programs can support communities and families to meet their obligations, as
well as improve the living conditions of the most vulnerable groups.

Some of the key issues to be determined in designing the appropriate
social assistance scheme or program include identifying: (i) the vulnerable
groups needing assistance, (ii) the type of assistance to be offered (cash, in-
kind or services), (iii) the method of delivery, and (iv) the costs and sources of
funding.
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a. Vulnerability Profile

Vulnerable groups suffer from both human poverty and income poverty.
Human poverty is defined by impoverishment in multiple dimensions—
deprivations in a long and healthy life, in knowledge, in a decent standard of
living and in participation. Income poverty is defined by deprivation in a single
dimension—income. The latter suggests that income is the only hardship that
faces vulnerable groups, or that any hardship can be reduced to a common
monetary amount. Vulnerabilities are also caused through social exclusion,
particularly those suffering from multiple forms of social disadvantages such
as economic, civil, political, cultural and religious. Social assistance programs
include adequate income as an important factor, but not the only factor.
Vulnerabilities are multidimensional encompassing health, education,
employment, housing, social ties, community participation, income,
consumption levels, legal rights and material possessions.

From a human poverty perspective, ill health and lack of income are
closely interlinked. It is difficult to address one without also addressing the
other. Many categories of vulnerable groups suffer from both forms of
deprivation, which continue to limit their opportunities for self-reliance. The
elderly who are ill are also unable to participate in any income-generating
activities. Major health epidemics, such as malaria and HIV/AIDS, continue
to threaten many developing countries within the region. The poorest
households are often those whose breadwinners do no have the ability to work
any more and who have no alternative resources. These households may
include divorced women, widows with many children, the chronically sick or
disabled, and the elderly. The role of “caregiver” can fall to a previously
economically active household member. An additional disabled or elderly
person in the family can be a cause of poverty if that person is unable to work
and needs special care. The family loses two potential wage earners—the ill or
disabled person and the caregiver. Alternatively, this caregiver may be a child
who has to drop out of school as adult women are forced to become the main
breadwinner for the survival of their family.

People that are seriously ill often need specialized health treatment
requiring household members to mobilize assets to pay for these treatments by
borrowing funds, finding second or alternative jobs or street hawking. Illness
and injury have indirect costs, such as transport, food, medicines, and costs of
care; as well as the direct costs of loss of income through reduced labor. Poor
households are often forced to live with ill health because the costs of
treatment are simply not affordable.

Loss of a spouse causes immediate and significant problems for the
surviving spouse. Elderly widows are often unable to work, have little assets
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and so fall into poverty very quickly. Living standards decline as disposable
income resources are reduced and increased funds are needed for food,
housing, health care, as well as other usual living costs.

Households without land cannot feed themselves by growing small crops
to provide some form of sustenance. They have no assets to sell or use as
collateral for loans. They are unable to build a shelter for their family. Many
landless poor travel from one town or village to another in search of
employment, making it difficult for their children to attend school. Children of
poor households are more likely to be poor themselves as they will suffer from
similar deprivations. Low education leads to lowly paid and unstable jobs,
which often leads to debt problems, which frequently leads to poverty.

Communities destroyed by natural disasters urgently need basic
provision of shelter, food, clean water and clothing to survive. They are also
vulnerable to the threat of disease if the disaster is widespread, causing delays
in the provision of medical services. Depending on the severity of the calamity,
households may need to be relocated to safety. A rebuilding program is needed
to help re-establish infrastructure, markets, employment and livelihoods.
Civilians and communities try to readjust and rebuild following the ravages of
war that often destroy valuable infrastructure as well as communities and
families.

The young, unskilled unemployed are desperate to find employment in
urban centers already struggling with high levels of unemployment, slums and
scarce public resources. Migrants also have to find shelter and employment in
order to survive in their new environment, without the assistance of their
customary networks. Ethnic minority groups struggle to understand the
changes occurring as they are forced to adapt to a new environment and
compete for ownership of traditional lands and resources. Comprehensive
social assistance programs can help to maintain the living standards of poorest
and most vulnerable households as well as sustain the levels of social services
needed to prevent both income and human poverty.

b. Categories of Vulnerable Groups

Vulnerable people can be generally grouped into three broad categories:
(i) The destitute, with no assets and little hope for change (including

orphans, HIV/AIDS sufferers, mentally ill, elderly widows);
(ii) The very poor, with few productive assets and usually socially

disadvantaged (including the ethnic minorities, refugees, physically
disabled, war invalids, long-term unemployed, landless poor, rural
poor—especially women); and
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(iii) The majority of the poor3, (often clustered just above national poverty
lines) with some resources and actively seeking to escape poverty
(including the working poor, unemployed youth, migrants).

Social assistance programs have to be tightly targeted and focused to help
the destitute; relatively targeted to reach the very poor; but with broader and
more flexible targeting for the majority of the poor and relying more on self-
help interventions. Traditional and newly emerging categories of vulnerable
groups in DMCs that require social assistance appear in Table 3.

3. Delivery of Social Assistance

One of the on-going difficulties and costs of a social assistance program
is in its delivery. More vulnerable groups are often to be found in rural and
remote areas, increasing program delivery costs. Access to social services is

3. International poverty lines based on less than $US1 per day are often significantly more than
national poverty lines.

Table 3. Vulnerable Groups

Type Vulnerable Groups

Traditional Groups Elderly poor, disabled, orphans, widows

Victims of war: war veterans, released soldiers and displaced
populations

Low status caste

Women who suffer from domestic violence

Mentally ill

Rural poor

Single-parent households

Emerging Groups Migrants—internal to the country or international

Refugees—internal to the country or international

Working poor in the formal sector and the growing number of urban
poor, particularly in transition economies

Unemployed youth; workers, affected by restructuring or privatization of
public enterprises

Ethnic minorities

HIV/AIDS sufferers

Drug and substance abusers

Street children
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often limited and the poorest and most vulnerable are often without any means
of transport. A further difficulty is in locating the most vulnerable and ensuring
they are fully informed of their entitlements. In many instances the most
vulnerable have low levels of literacy, and minimal access to public
information media such as television or radio. Take-up rates of programs may
be low as the targeted groups are unaware of their existence. This can also lead
to program leakage as the non-poor access the services available.

Traditional government social assistance programs were delivered
through state institutions at the local level. Various forms of social assistance
were delivered by local and international non-governmental organizations.
The private sector has generally not been involved in the provision of social
assistance programs, as the opportunity for profit is very limited given the
characteristics and risks of the potential beneficiaries. Government can
increasingly utilize the private sector in the provision of government services
including the delivery of social assistance.

4. Financing and Costs of Social Assistance Schemes and
Programs

a. Financing

The World Social Summit 20:20 compact calls for 20 percent of national
budgets and 20 percent of aid budgets to be allocated to the provision of basic
needs. However, most countries in the region have yet to reach this
commitment. By the year 2000, the five-year review point of the social
summit commitment, bilateral donors have averaged only 8.5 percent4. The
Fifth Asian and Pacific Ministerial Conference reconsidered the international
development targets set at the World Social Summit in 1997, and another set
of strategies and targets were agreed specifically for this region. These goals
for poverty reduction included reduction of absolute poverty to half the 1990
level by the year 2000. This, however, did not take into account the effects of
the regional crisis. Developing countries certainly need faster growth to
generate the resources to finance the eradication of human poverty. But
economic growth alone is not enough. Economic growth needs to be
accompanied by policy reforms that channel funds to poverty reduction and
human development, including appropriate social assistance programs. One of
the areas offering potential for governments is to reconsider its allocation of
spending and redirect funding from areas of little development impact (e.g.,
military) to those areas that contribute to the social and economic development

4. Spending is only 7.7 percent in the Philippines and 9.1 percent in Viet Nam.
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of the country, including social protection. It is interesting to note that
countries that reduced their military spending levels have also made significant
inroads into poverty reduction. Perhaps less military expenditure would be
required if there were greater social cohesion, reduced income inequality, and
greater opportunities for participation by the most vulnerable in society.
Developing countries face large social needs but have limited budgets.
Government expenditures need to be prioritized to ensure social development
and economic opportunities for all citizens. Government spending on social
assistance and other forms of social protection need to increase during crisis
conditions and to decrease during economic prosperity. Developed countries
respond to pressures around economic uncertainty by more social spending,
while developing countries tend to respond by reducing budgets. The capacity
to implement efficient social welfare programs in developing countries is still
insufficient. Many government programs are designed in response to the
regional crisis; but there are no long-term commitments to continue services,
or allowances for vulnerable groups.

Many social safety net interventions were funded through loans and
consequently are financially unsustainable for the government. These
programs are therefore quickly scaled down and replaced by smaller and more
targeted interventions. For example, some governments often do not plan for
the integration of large-scale employment opportunity programs with long-
term policies for employment or infrastructure development. The programs are
designed as a short-term response to significant reductions in the demand for
labor during a crisis or transition period. Scholarship programs, implemented
during the regional economic crisis, were a short-term response to prevent a
rise in school dropouts but there are no long-term financial commitments by
governments to continue scholarship funding at current levels.

Countries now need to consider a shift from crisis response to sustainable
social assistance programs. DMCs also have to plan for opportunities for
greater revenue during periods of economic growth and ensure corruption
levels are significantly reduced, so that precious resources can be allocated to
social assistance programs. It may be possible in the longer term to utilize
family relationships as a complement to social assistance programs through
the provision of tax incentives or other legal frameworks, as the prosperity of
families increase. In the short and medium term, funding from the government
is needed to ensure poverty levels do not increase, creating more vulnerable
groups.

The World Bank estimates that the cash social assistance programs which
operate in a few Asian countries account for no more than one percent of their
GDP. Social assistance is usually perceived to be a cost-only program that does
not provide any returns to budgets. It is also often considered to have negative
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effects on self-provision and economic participation. When designing
programs it is necessary to consider whether there are any unintended effects
of the program at the household or individual level with respect to work
incentives. For example, is the amount of the benefit creating disincentives so
that fewer working age members of the household now work? However, well
designed social assistance programs can also reduce expenditures in other
portfolios such as health, if elderly and ill people have sufficient funds to seek
early treatment for illness rather than wait for chronic symptoms and diseases
before seeking medical assistance.

b. Priorities of Social Assistance within National Budgets

In many countries the ministries of labor and social affairs have been
responsible for assisting vulnerable groups and more recently poverty
reduction, because of the traditional view that poverty is primarily a social
issue. Other ministries, such as the ministries for finance or planning,
agriculture, telecommunications, and trade, usually exceed the power and
influence of the social sector ministries. Consideration of the impacts for
vulnerable groups of other programs must be given higher priority by other
government departments.

Long-term financial and institutional commitments depend on support
from the powerful ministries in government and consistent monitoring of all
policies proposed for their effects on vulnerable groups, and therefore
contributions to the development of their country. These effects may either be
negative or positive—infrastructure projects that are not going ahead can have
a direct or indirect cost for vulnerable groups. Deciding not to build a school
or health care center has significant impacts for the community, including the
most vulnerable members such as elderly or disabled not having access to
health care, or children of single mothers not being able to go to school,
resulting in the mother being restricted in her opportunities for employment.

As was previously discussed military spending in this region increased
during the period 1988 to 19975, forfeiting the opportunity for expenditure in
human development and social security. By redirecting some of this
expenditure into the urgently needed areas of health, education and other
poverty reduction programs, countries have much greater opportunities to
reach their targets for poverty reduction and in turn, economic development.

5. According to the Stockholm International Peace Research Institute Yearbook 1998, military
expenditure increased by 27 percent in East Asia and the Pacific, and in South Asia by 22
percent; in ASEAN countries military expenditure increased by 52 percent in real terms
between 1988 and 1997.
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Earmarked taxes are one of the best ways to maintain a steady flow of
resources to the most vulnerable, especially in times of crisis. This approach
has been used within the region (for example in India an employment tax in
urban centers was used to fund the Maharashtra Employment Guarantee
Scheme) and in developed countries (taxes on cigarette sales are often used to
supplement health budgets.

c. Costs

Administrative expenditures are to be considered in the design of social
assistance programs. It is important to contain administrative costs to ensure
that the largest possible amount of resources goes to the beneficiaries.
Administration includes delivery modes, monitoring, reporting, and recurrent
costs such as public information and infrastructure, and program evaluation.
Social assistance programs also need to be evaluated across sectors, especially
in health, education, labor markets and infrastructure development, to
crosscheck cost structures in different sectors. It may be more cost-effective to
mainstream social assistance in the programs of other sectors. Alternatively, it
may be more cost-effective to integrate various programs for vulnerable
groups within different sectors into a single social assistance program, where
this would provide better service for the intended beneficiary and offer cost-
neutral or cost reductions in service delivery.

The cost effectiveness of a social assistance program should evaluate the
costs of failing to provide social assistance. Productivity, capacity for savings
and investment and development of domestic markets are significantly
reduced due to the poverty of vulnerable groups. Within poor communities, as
households fail to earn sufficient income to purchase food or services, the
families that provide these services and sell food also become poorer. The
living standards of the whole community fall and increased migration occurs
as families are forced to leave to find employment in order to survive, starting
a mutually reinforcing cycle of vulnerability. Social unrest has been seen to
rise dramatically when greater proportions face sudden drops in living
standards. The reform programs necessary to undergo a transition to new
economic structures rapidly lose support where there are extended periods of
economic difficulties, such as hyperinflation, high levels of unemployment
and greater numbers of poor. This has also resulted in changes in government
and delays in reforms. Without properly designed social protection programs
the overall growth of an economy can stagnate or decline, creating greater
demands for social expenditure as more of the population demands assistance
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and the level of assistance needed increases. These longer-term benefits are
often overlooked when justifying investments in social protection.

5. Targeting Mechanisms

The major choices in mechanisms for targeting social assistance include
categorical, geographical, universal, self and means testing (including proxy
means testing). Means testing requires decisions as to whether an individual,
family or household assessment will be eligible for assistance. It can be based
on income levels only or on a combination of income and assets. The income
and assets of households or individuals can be assessed on a monthly or annual
basis, depending upon the period of eligibility. Different types of assets may
be used for rural versus urban households. Income and assets levels may be
adjusted according to changes in living standards every five years.

Proxy means testing uses only one or two criteria as a basis for
determining eligibility, rather than detailed assessment against many criteria
(for example, all landless persons living in rural areas, all families living in
houses with earthen floors). Targeting assessments that are household based
can be further refined to only certain groups or individuals within all the
households that live below a poverty line. Targeting can be tapered, rather than
using a fixed threshold for income or the value of assets. Targeting methods
can therefore include provisions for encouraging income generation so as to
alleviate poverty above the subsistence threshold. This would usually equate
to an “income test or assets free area”, perhaps up to 25 percent of the benefit
level, or excluding a house as an asset. Tapering can encourage more active
responses from beneficiaries to improve their well being, such as undertaking
part-time work while still receiving some form of social assistance, such as
health care. Generally, the more detailed the criteria included as part of the
targeting mechanism, and the more complex formulae used to determine
eligibility, the costlier it is to administer the program.
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Specific categories are commonly used for targeting where persons with
a common characteristic are considered to be most in need of social assistance,
such as disabled persons, young unemployed, refugees, families with young
children, ethnic minorities, elderly widows, etc. Categorical targeting can also
be combined with means testing where there are large discrepancies between
living standards of identified categories of vulnerable groups.

Geographical targeting is effective when regions or communities have
been identified as most in need, such as those severely affected by natural
disasters or recovering from the effects of conflicts. There may also be
geographic “pockets” of extreme poverty where all households would be
entitled to social assistance. This information may be available from a
National Census, and poverty or living standards surveys.

Self-targeting is another mechanism used to ensure the specific
categories of vulnerable persons receive the assistance provided under the
programs. The approach assumes that only the poorest, most in-need persons
will participate in the social assistance program due to its very low wages or
very specific kinds of services. This can include services designed specifically
for expectant mothers provided at health clinics, or below minimum wages
paid for working on public works programs.

In some countries the poor live so close to the subsistence threshold that
even a small shock, such as an illness, will push them into survival crisis.
Household strategies are therefore focused on mitigating risks. These
strategies may help the poor to remain trapped in poverty, accepting
exploitation and/or settling for low productivity in return for some livelihood
security.

Targeting mechanisms must consider the issue of distribution of social
assistance within the household. It cannot be automatically assumed that
resources and responsibilities are distributed fairly among adults, (men and
women), children, and older people. Policies designed to provide support to
livelihoods need to analyze household dynamics with care between gender and
generational groups.

Targeting mechanisms must monitor and respond to program leakage by
checking if any non-poor or non-vulnerable households or individuals are
receiving social assistance. Programs must also ensure there are no errors of
omission, so that no vulnerable groups are excluded. Table 4 provides an
example of the different targeting methods that can be used for certain
categories of vulnerable groups.
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Table 4. Targeting Methods for Vulnerable Groups

Vulnerable
Groups

Geographical Category Means testing Self-targeting

Victims of
natural
disasters

Areas affected Children, elderly,
single-parent
families; all
households

Poorest
households

Providing basic food staples and clean
water

Disabled Rural, urban,
poorest regions
province, district
and village levels

Blind (percentage
incapacitated for
work), children,
elderly, homeless

Earning below set
income level;
living below the
poverty line; living
alone;
institutionalized

Medical services for specific
categories of disability; rehabilitation
and aids for specific disabilities (for
example wheelchairs, reading Braille,
learning sign language); assistance
linked to participation in education or
vocational training

Elderly Rural urban -
Poorest regions
Province, district
and village levels

Widows over 70,
ill and old,
homeless

Without support,
living alone; living
below the poverty
line; not working

Benefit levels set low; assistance
linked to regular monitored health
checks; food/meals provided

Orphans/
street
children

Rural urban -
slums province,
district and village
levels

Under 14 years of
age, separate
programs for girls
and boys

No relatives
available to
provide support;
not able to reunite
with family or
other relatives

Services for children offering health
care, food, shelter, education,
vocational training; assistance linked
to participation in education or
vocational training

Chronically
ill

Rural urban HIV/AIDS, drug
addicts long-term,
terminally ill,
hospitalized,
institutionalized

Unable to earn an
income; no other
forms of support

Specific rehabilitation and medical
services; assistance linked to
participation in education or
vocational training

Unemployed Rural urban levels
of unemployment
in community

New entrants to
labor force,
retrenchedworkers,
long-term
unemployed,
female or male age

No income or
savings; able to
earn up to a certain
limit to encourage
labor force
participation

Public works paying subsistence
wages; vocational training in specific
skills that are in demand; job search
activity

Migrants Internal
international
returnees, urban
settlers, rural
settlers, forced
resettlements

Male or female
skilled or unskilled
single or with
dependents

Family support
savings

Language or skills training; subsidies
linked to job search activity; public
works paying subsistence wages and
providing in-kind benefits

Ethnic
Minorities

Remote, rural,
forced
resettlements

Age, size of
households,
severity of poverty
female or male,
health condition

Landless,
unemployed,
subsistence living
standards

Public works programs providing in-
kind benefits; schooling subsidies
provided with food nutrition
programs; health subsidies provided
with regular health checks; language
skills training

Drug and
substance
abusers

Urban, rural,
community,
province, district
and village levels

Type of
addiction—
alcohol, drugs;
homeless, age,
gender

Support from
relatives,
employment,
savings

Rehabilitation clinics counseling
services, skills training, health care
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D. Approaches to the Design and Financing of Social Assistance
Programs

1. Design of Social Assistance Schemes and Programs

Informal family support still remains an important form of social
assistance in Asia and the Pacific. Transfers within the family have long-
standing historical and cultural roots, and have proven their effectiveness
during the recent regional economic crisis (for example unemployed urban
workers returned to rural villages and rejoined their extended families for
support). Nevertheless, social assistance programs are essential to ensure that
the most vulnerable segments of the population have reasonable access to
minimal income and basic social services, including health and education.
Most countries define their most vulnerable groups as those needing or
deserving of social assistance. However, the limited social assistance
programs available are increasingly failing to meet the dynamic and complex
demands of these vulnerable groups. This is partly due to the nature of the risks
faced by different segments of the population, for example seasonal poverty
related to pre-harvest shortages or natural disasters, particularly in rural areas.
People can become trapped in vicious cycles of vulnerabilities where some
forms of deprivation, such as ill health, reinforce others forms, such as lack of
income; or forms of social exclusion such as lack of land rights which
reinforces lost opportunities for self-provision. Social assistance programs
must therefore be flexible enough to address multiple needs within each of the
vulnerable groups. Fundamentally, social assistance programs must provide
access to the basic services necessary in society.

2. Twin Functions of Social Assistance Programs

Social assistance programs must be designed to address short-term
emergencies that occur rapidly and affect larger proportions of the population,
often those living just above national poverty lines. They must also provide
long-term support for the destitute and persistently very poor groups. An
example of the different design and characteristics of these programs follows.
The characteristics have important implications for the implementation of
programs. Some programs have been developed by governments specifically
to maintain and stimulate basic livelihood of vulnerable groups of the
population. Other schemes emerged as a response to a crisis: economic,
natural, or conflict-related, and were usually considered to be necessary for
only a short period. As more unexpected changes and crises have occurred,
countries have made a choice between designing and implementing a new
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scheme, or extending or supplementing existing schemes. Examples of using
these two approaches for social assistance programs are:

Social assistance programs are commonly considered as rescue efforts
for poor and vulnerable groups for food supply, labor and employment,
scholarships, health maintenance schemes and income generating activities.

3. Discussion of Approaches

Table 6 provides examples of different approaches to designing and
implementing social assistance programs according to the different categories
of vulnerable groups and the different policy instruments available.

Table 5. Twin Functions of Social Assistance

Characteristic Emergency Assistance Social Assistance—most
vulnerable groups.

Type of Assistance In-kind (goods or services such
as food, shelter, clothing, safe
drinking water)

Cash and on-going services (such
as small allowances and health
care)

Time Period Short term Long term

Entry Once only Continuous

Eligibility Geographical—defined area Targeted—income and assets
testing

Financing Government, community, non-
government organizations,
overseas donor aid

Government budgets—usually
central and some local financing

Provider Nongovernment organizations
and local governments. (May
include some national
government resources)

National government with some
support from local government
(delivery) and non-government
organizations (services)

Program base Local/geographical National

Risk strategy Coping with sudden risks Mitigation of effects of
vulnerabilities
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Table 6. Advantages and Disadvantages of Approaches

Policy
Instru-
ment

Most suited to Advantages Disadvantages Main costs Options for cost
reductions and
overcoming
disadvantages

Food
Subsidies

Female members
of poorest
households; poor
rural households in
pre-harvest period;
most vulnerable
groups including
widows, elderly,
disabled, orphans
and street children,
refugees; landless

Prevents
malnutrition; can
be used to
purchase food
produced in
poorest local areas,
thereby
redistributing
income from
government to
poor communities

Can reduce the
incomes of local food
producers unable to
receive a suitable
price for the food
stuffs; can lower food
prices by government
bulk purchases;
availability of food
from other regions

Delivery
mechanisms to get
the food to where
it is needed;
targeting food
subsidies

Provide food staples
through schools (to
encourage
education) and
health clinics
(especially for
pregnant and
lactating mothers) to
encourage overall
nutrition education;
include food
subsidies as part of
public works
programs

Public
Housing

Urban poor
families, squatters,
migrants, refugees,
rural landless

Basic standards of
shelter provided;
Reduces risk of
ever-increasing
slums and unsafe
housing

Targeting to poorest
difficult as non-poor
perceive new housing
to be more attractive
than their current
living conditions;
corruption problems
with quality of
materials used and
construction
according to
specifications
availability of land;
high demand and low
supply

Materials for
construction,
contracting costs,
servicing land and
purchase of land to
use for housing;
on-going rental
from high-risk
groups

Develop low-cost
public housing using
private contractors
that must employ a
percentage of
intended
beneficiaries to
develop skills and
earn an income;
include safe play
areas; close to
schools and health
centers

Health
subsidies
or fee
exemp-
tions

Ill, disabled,
elderly, children,
poorest families,
unemployed

Can help prevent
malnutrition
through early
diagnosis;
encourages earlier
treatment of health
conditions, or
more regular
health treatments,
so as to prevent
more chronic
illnesses

Most costly group for
health treatments;
health services not
necessarily nearby to
identified target
group; subsidized
health care not
accepted by health
center located in poor
communities as
unable to meet costs;
microinsurance
unsustainable—
needs wider pooling
of risks

Medical
treatments,
equipment and
services; locating
health care
workers in rural
and remote areas
without health
centers; training of
community
members

Increase health
insurance for
families and labor
force; central
government to
provide adequate
funding for rural and
remote health
centers; provide
community based
trained health care
workers—trained in
needs of the
community; train
other community
members in health
care in local
language
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Public
Works
programs

Rural unemployed
during pre-harvest
period; poorest
households
without a
breadwinner;
unemployed;
youth; migrants;
refugees; long-
term unemployed
in urban areas

Subsistence
income provided;
build sustainable
rural infrastructure
that provides
benefits to poor
communities
(roads providing
access to markets,
schools, health
centers; irrigation
channels, weirs);
build sustainable
urban
infrastructure that
benefits poor and
non-poor (public
housing, safe
pedestrian areas—
over railways,
main roads,
disabled access,
parks)

Temporary option to
long-term rural
unemployment; often
excludes women;
leakage—can attract
members of
households that are
not among the
poorest; using
contractors external
to the poor
community does not
build marketable
skills; maintenance
of infrastructure not
included in program
costs; no long term
job training provided

Targeting to
poorest
households; non-
labor cost
components;
privatecontractors;
equipment for
large projects

Subsistence wages
combined with food
staples encourages
self-targeting;
provide childcare
facilities so women
can participate;
include skills
training for workers;
incorporate
maintenance
components in
projects to be
implemented by
local communities
using unemployed
and other vulnerable
groups

Cash
allow-
ances

Persons unable to
participate in labor
market including:
elderly; disabled;
widows; children
of poor families;
long-term
unemployed

Provides a regular
source of income
sufficient to meet
basic needs

Long-term cost to
government budget;
does not include
active approach to
self-reliance

Cost of benefit
payments;
targeting is
administratively
costly for means
testing and no
alternative support
mechanisms

Increase social
insurance options
for larger proportion
of labor force.
Include employment
options to increase
living standards

Micro-
credit

Poor households
with land and/or
assets; and basic
education;
migrants; refugees;
women

Provides credit for
small landholders
and businesses to
increase income
through expansion
of operations.
NGOs actively
offering micro-
credit for poor
families

Can create debt spiral
of continuing to
borrow to repay
interest on loans
unsustainable in
long-term as no link
to normal credit
institutions, loan
amount usually
small; no insurance
against business
failures

Subsidized loans
from government
revenues or social
funds;
administration of
microcredit
schemes difficult
requiring training

Proportion of loan
used to buy
agricultural, health
and some form of
life insurance,
provides security for
lender and
protection for
borrower and family,
provide credit
through existing
financial institutions
using successful
participation in
microcredit scheme
as collateral

In-home
nursing
care
services

Elderly disabled
chronically ill

Access to
treatments; regular
treatments
provided; reduces
the burden on main
caregiver within
the family

Irregular visits if
under-funded; unable
to provide full range
of treatment
immediately

Salaries of health
workers,
infrastructure of
health clinics,
travel to vulnerable
groups

Train local
unemployed or
under-employed to
provide basic care
(for example
massage for stroke
victims), supported
by qualified health
workers

Table 6. (Continued) Advantages and Disadvantages of Approaches

Policy
Instru-
ment

Most suited to Advantages Disadvantages Main costs Options for cost
reductions and
overcoming
disadvantages
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Social assistance programs are often influenced by the effectiveness of
other forms of social protection. For example, the extension of coverage of
social insurance retirement programs reduces the requirement for social
assistance programs to support so many of the elderly. An effective labor
market program, which includes unemployment insurance, vocational training
and employment opportunities for vulnerable groups, reduces the need for
cash allowances to be paid. Crop insurance may provide the necessary relief
for farmers and their families, whose livelihoods are destroyed by natural
disasters, reducing the need for emergency social relief.

Sudden crises, such as a natural calamity, the illness or death of the main
breadwinner, crop failure or animal disease, have significant impacts for rural
vulnerable groups. The costs of preventative actions—health care, animal
vaccinations, proper nutrition, pest control, are often beyond their means.
Vulnerable groups are the least likely to be able to afford risk prevention
measures. Social assistance measures are desperately needed in the absence or
during the development of other social protection programs.

The development of social insurance programs in the region has been
slow to offer alternative sources for social protection for workers outside the
formal state sector. The majority of the labor force comprises rural workers
and self-employed, not covered by existing social insurance schemes. Many of
these workers may be able to contribute small amounts on a regular basis
towards their preferred social benefits, such as assistance for funerals, sickness
and injuries, rather than the longer-term and larger contributions for old-age

Mobile
health and
education
services

Remote
communities.
Ethnic minorities

Access to services;
More regular
treatments
provided;
opportunity to
educate
community about
nutrition and
disease prevention;
improve
communication
through literacy in
national language

Difficult to provide
services in ethnic
minority language;
Irregular visits if
under-funded; unable
to provide full range
of treatment
immediately; difficult
to provide access for
remotest
communities to
education
opportunities

Salaries of health
and education
workers; Mobile
equipment; travel
to vulnerable
groups; curriculum
in local languages

Train ethnic
minority and remote
community
members in basic
health care services,
train ethnic minority
and remote
community
members in
nutrition feeding
and monitoring of
health status of
infants, elderly, etc.
train ethnic minority
and remote
community
members in literacy

Table 6. (Continued) Advantages and Disadvantages of Approaches

Policy
Instru-
ment

Most suited to Advantages Disadvantages Main costs Options for cost
reductions and
overcoming
disadvantages
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pensions and permanent disabilities. Microinsurance schemes offering fixed
contribution rates and fixed benefit amounts may be more attractive to
communities and encourage greater participation rates, with greater
opportunities for risk pooling. Health insurance programs, which are now
being developed, may allow participants to more easily afford health care over
the long-term. Microinsurance schemes have been implemented so as to be
responsive to community needs with community ownership and affordable
costs. However, they have suffered from high levels of membership from low-
income groups with unstable income sources, and consequently low and
irregular contribution rates. There have also been problems of adverse
selection, where the more seriously and more likely to be ill have joined the
scheme. This creates limited opportunities for risk pooling and affects the
long-term viability of the microinsurance schemes (usually three to five years).
Family-based health coverage is often more attractive to poor households and
can encourage greater risk pooling from the entire population.

There are limited opportunities for vulnerable groups to diversify their
health risks, apart from an investment in the prevention of disease and injury.
Programs need to be designed to encourage access to health services by
vulnerable groups such as ethnic minorities, migrants and refugees. These
groups can also be linked with other forms of assistance such as housing and
employment as part of the total social assistance program. Food, housing,
education and health subsidies, as well as small cash benefits tied to
attendance at vocational training courses or participation in public works
programs may, for example, be part of a total integrated program for an

Box 1. The Coop-Life Mutual Benefit Services Association, Inc. (CLIMBS)

CLIMBS provides protection services to members of cooperatives in the Philippines. Set up
in 1971, its objective is to develop cooperative banking and insurance services. Starting with
six members, it has grown to 173 cooperatives with 66,569 members. Its programs and
services, especially loan protection and savings plans, have benefited some 630 families
throughout the country.

One service is the Members’ Protection Plan, an optional insurance program for members
with premiums depending on age and amount of policy. In the event of a death, beneficiaries
receive the amount of policy coverage. The plan includes optional comprehensive personal
accident coverage. For death or total disability, CLIMBS pays an additional US$250. When
hospitalized due to an accident, the insured are also entitled to medical reimbursement of
US$2 per day for a maximum of 31 days. For ordinary sickness the reimbursement is
US$1.20 per day for a maximum of 45 days, plus US$15 for miscellaneous expenses.

Source: Fernandez, M.A.Z. 1994: A Case Study of the Coop-Life Mutual Benefit Services Association, Inc.:
Implications for Social Protection in the Informal Sector (Bangkok, ILO Subregional Project on Rural Women
Workers in the New Putting Out System, 1994).
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unemployed youth suffering from HIV/AIDS. These programs may have
better success rates and outcomes than several small separate programs.
However, they may also be more costly.

Social assistance programs that are designed to prevent risks for future
vulnerable groups are more cost-effective in the long-term. Keeping orphans
and disabled children, as well as the children of ethnic minorities, migrants
and refugees, poor families and single mothers, in school and healthy are the
best interventions for increasing their chances of escaping poverty and actively
participating in the labor market in the future. Including crop and agricultural
insurance as part of microcredit for poor farmers offers some security for loan
repayment and protection of income for the farmer. Health insurance and
education savings plan could also be included as part of the microcredit
schemes, encouraging farmers to diversify their own risks and begin savings
plans.

Social assistance programs, through for example family allowances,
education vouchers, or scholarships, can improve the quality of the labor force
and enable children to continue education. Better education offers better skills
in the labor market and a reduced likelihood of falling back into poverty. Poor
families receiving some form of social assistance, through access to temporary
unemployment benefits, food vouchers, or public works programs, are able to
maintain nutrition and consumption levels (and therefore purchasing power in
local markets) during economic crises, temporary periods of unemployment or
poverty (such as pre-harvest periods in rural areas). Social assistance can also
help to create a cohesive and secure society less prone to civil unrest and more
supportive of transitions being implemented.

4. Key Issues

a. Equity and Efficiency

Many government programs do not adequately address inequality.
Implicitly, they assume that rapid growth will take care of poverty and any
exclusion of certain groups, along with some investments in social services
such as education, health care, water and sanitation. Unfortunately, for the
most vulnerable in society, their country’s economic growth often has little
positive impact on their lives.

Governments also face financial constraints as they try to minimize
national budget outlays and more closely control financial expenditure by
identifying the most critical needs to be met, including those for social
assistance programs. This has led to targeting as a mechanism to ensure that
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those most in need receive government support, while others able to support
themselves are excluded from government assistance.

This is not always the case for some groups receiving social assistance.
For example, the severely physically disabled are often exempted from income
testing and means testing to receive cash benefits and in-kind services.
However, poor single mothers that earn the allowable income thresholds are
excluded from any other forms of social assistance such as subsidized school
fees. As a result, a single, employed blind person may have an adequate living
standard, while a single mother faces debts and cannot afford health care,
education for her children or childcare while she works. Program designs can
cause some very mixed results.

Sometimes targeting is carried out not by trying to reach a certain group
but by using a certain type of intervention—such as providing basic social
services, microfinance or physical infrastructure. These interventions are
common components of national poverty programs, which assume that the
poor will benefit most when these resources and services are offered to all.
Thus they also benefit the non-poor. But even programs that successfully focus
resources in poor areas may not reach the most disadvantaged social groups—
refugees, widows, disabled, ethnic minorities, and low-status castes
(particularly in South Asia).

Targeting mechanisms must cope with increasing complexity; not just at
household levels, but also at the level of groups of individuals. Without this
approach many social assistance and poverty reduction programs do not reach
the poorest people in communities. Special interventions are usually needed.

Social assistance programs may not focus on gender inequality and
women as a major target group—despite evident gender differences in human
poverty. Programs for women are usually limited to small-scale interventions
(for example microfinance) for tackling women’s poverty, downgrading it, in
effect, to a minor problem.

Public works schemes are designed to be self-targeting. They offer
employment at or below the statutory minimum wage for unskilled manual
labor. Only those willing to accept very low wages—the poorest—are likely to
enroll in the scheme. However, only few women have been beneficiaries,
despite intentions to target them, due mainly to the lack of a childcare
component of the scheme. An example of a successful public work scheme is
the Maharashtra Employment Guarantee Scheme that estimates that 45-65
percent of its workers are women. This high participation rate has been
achieved with the help of childcare services provided near the workplace and
the contributions of labor and political organizations in mobilizing
communities, building awareness and ensuring accountability for women’s
participation.
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b. Service Providers: Government or Nongovernment?

Restructuring and improving social assistance programs requires careful
consideration of services delivery systems. Family, community, religious
bodies, NGOs, savings and credit groups, burial societies are just some of the
different nongovernment groups involved in delivering programs and
services. Collective arrangements at the local level provide assistance to both
the long-term poor and people in situations of temporary crisis. Many
countries see NGOs’ involvement in the delivery of programs as more cost-
effective. This can work effectively when there is a clear understanding by
both parties of the requirements; and standards of accountability and
transparency have been established and are closely monitored. While NGOs
are combined together as a sector, it is important to remember that they are not
homogenous.

There may be some programs or services that NGOs are better able to
provide, while government may deliver other programs more effectively. For
example, government service delivery may be the primary mode for social
assistance where regular monthly cash payments are made to significant
numbers of widows, elderly, and disabled persons. However the payment
system may be supported by the provision of services to these groups through
the private sector.

Local governments are also suggesting that they are better placed to
decide and deliver the programs, and to identify the services needed, as they
are more closely located to the intended beneficiaries. Where there is joint
funding of social assistance programs by central and local governments, local
government may meet these resource commitments by taking responsibility
for service delivery cost components. Where communities are responsible for
service delivery, some vulnerable groups may be excluded from their
entitlements. For example, depending on the cultural context, communities
may provide support to widows but not abandoned wives, assistance to the sick
but not congenitally disabled. Exclusion from community support
mechanisms may be one of the primary definitions of the very poor. Kinship
or community support mechanisms may collapse due to the effects of a
generalized crisis that throws large numbers of households into destitution.
Local communities can find themselves able to cope neither with the demands
from the numbers of persons affected, nor meet the variety of demands being
made.

Government may be preferred based on its expertise, available facilities
and resources, or to more closely control financial expenditure. In many
instances, in order to deliver consistent mechanisms, government may be the
only national network available. Government may also be preferred by the
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vulnerable groups as the most impartial organization to deliver the services.
Relative costs have to be weighed along with advantages and disadvantages of
the alternatives available. Primary focus needs to be on the effect that the
service delivery mode will have on program outcomes.

The private sector appears to have a limited interest in program delivery,
perhaps due to an unwillingness to adapt its processes to meet the particular
needs of specific vulnerable groups, or perhaps because it is simply
unprofitable. Programs involving access to credit may offer more incentives
for private sector involvement. Social assistance programs that focus on
employment creation and income generation offer better opportunities for the
private sector to play a greater role in developing the capacities of vulnerable
groups.

Government may also become the purchaser of services delivered by
NGOs, private sector and community organizations, but designed by
government. This introduces a competitive basis for delivery of programs that
must be closely monitored and evaluated to ensure cost-effectiveness. What
may work better is a more complementary system of delivering services
between the various providers to encourage greater cooperation between the
different service providers. This is likely to involve a slower process of
institution building for strengthening government and its relationships with
local development partners.

Programs that are part of a response to sudden crises are often
implemented as a matter of some urgency. In the haste to set up new quick-
disbursing mechanisms to deliver goods and services directly to the poor and
vulnerable, little thought is given to sustaining a long-term commitment.

Family or community support mechanisms may, as noted, collapse due to
the effects of a generalized crisis that forces large numbers of households into
destitution. Community participation contributes to a more appropriate and
cost-effective design, lower costs from using local labor, timely purchases of
material, the elimination of commissions and the avoidance of cost overruns.
Local communities can find themselves unable to cope with the demands from
persons affected. NGOs are usually limited in their operational structures and
rarely provide full national coverage. Relying solely on these organizations for
the delivery of social assistance programs is inadvisable over the long term.

A combination of delivery modalities should be utilized so that expertise
and resources are used effectively. Mixed delivery systems are normally most
effective in the provision of social protection programs.
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c. Types of Benefits: In-kind versus Cash Benefits

Social assistance programs usually contain a mixture of both in-kind and
cash benefits. Cash benefits levels are difficult to set. They can relate to
subsistence levels of food consumption, a “basket-of-goods” price or a
percentage of the minimum wage. They cannot be set too high, encouraging
people to remain on social allowances rather than look for opportunities for
self-improvement. They cannot be set too low, failing to provide the basic level
of support needed to live. Cash benefits also risk losing their relevance and
failing to meet social assistance objectives if they are not adjusted for the
effects of inflation. However, social assistance allowances, even though very
low, are highly valued as guaranteed, stable sources of income.

Cash benefits may need to be structured to meet the different needs of
vulnerable groups. They may therefore receive different levels of cash benefits
depending upon the nature of their risk. This creates complexity in
administration of the program and increases costs for its implementation.

Food subsidies have existed for more than 40 years in countries within
the South Asia region. The three main program types are general subsidies,
quantity rationing and food stamps. Food stamps may enhance welfare more
than price subsidies or quantity rationing. Food stamps are less distortional as
they allow the consumer the widest choice of purchases. However, food
stamps also risk choices being made that do not meet nutritional needs.
Quantity rations of specific food staples may be more effective in delivering
nutritional outcomes, but may cost more per transaction. Transport costs and
local monopolies may prevent isolated communities from operating
competitive markets in staple food. Food distribution and food-for-work
programs may therefore be necessary.

Food stamps programs are usually more efficient than general food
subsidies. An example is in Sri Lanka where a universal ration programs for
households in poverty, particularly in rural areas, cost 5 percent of GDP in
1979. Sri Lanka then changed to food stamps that are now estimated to cost
only 1.3 percent of GDP.

General subsidies for housing and energy are more common in
transitional economies. Subsidies are either provided as low-cost public
housing constructed using government funds, or as subsidized loans and rent
reductions. Experience has shown that housing subsidies are regressive,
benefiting the few at the expense of many, with many people on lengthy
waiting lists for public housing. Targeting that includes means testing
mechanisms is needed to ensure subsidies are going to the most vulnerable.
More innovative approaches have been used to encourage self-support through
access to credit for women, such as The Self-Employed Women Association
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in Gurajat, which provides collateral free loans to vulnerable women to make
housing repairs, improve roofs or add home-based workplaces. The Society
for Promotion of Area Residence Centres (SPARC) provides housing for
rehabilitating homeless women.

Energy subsidies need careful analysis of the energy consumption
patterns of vulnerable groups or they risk benefiting the non-poor. For
example, vulnerable groups more frequently use kerosene than petroleum.
Urban vulnerable groups, particularly those with permanent dwellings, will
benefit most from this kind of subsidy. Rural and isolated vulnerable groups
do not often have access to energy. Energy access is particularly important in
harsh climates such as in Mongolia and Tajikistan.

d. Monitoring and Evaluation

A general weakness with social assistance monitoring systems is that
they rarely exist. Basic information is collected regarding the number of
beneficiaries and costs of the program. However, they often do not
disaggregate data to include gender, age distribution, number of dependents,
household characteristics, or other data needed for detailed analysis.
Evaluations of policies and programs are generally not undertaken to assess
their effectiveness in improving the quality of life of vulnerable groups and
their dependents. There is little systematic verification of which policies
work—and which policies do not. This is perhaps due to the perception by
government that not much can be done for these vulnerable groups in any
event, particularly given the low levels of cash allowances provided.

Subsidy and in-kind benefits have more recently been monitored in
assessing school retention rates, or reduced dropout rates for children of poor
families. Often individual projects (such as microcredit, public works,
vocational training) are evaluated in isolation from the range of other social
assistance support mechanisms provided.

e. Decentralization

Decentralization has different meanings. Is it based solely on the de-
concentration of functions? Or does it also include the devolution of political
authority? Early experiments with decentralization focused on de-
concentration, on the administrative delegation of responsibility from the
headquarters of a ministry to a district office or even to a representative officer.
The main purpose was to increase efficiency in the delivery of government
services. A downward transfer of authority is not necessarily part of
devolution, however, since the district office remains accountable primarily to
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the ministry and not to the public. While greater efficiency in delivering
services is likely to benefit the vulnerable groups, the impact may not be
substantial or lasting if the public accountability of local government offices is
not improved.

Greater participation by members of vulnerable groups in designing and
implementing social assistance programs has yet to be supported by
government, and is largely left to NGOs for small scale projects. Participation
by the target beneficiaries may produce greater cost-effective outcomes for
government and greater quality of life outcomes for beneficiaries. However, if
beneficiaries are able to determine their own needs and the responses to these
needs that they require, a more flexible definition of “equity” may be needed.
This requires a change in approach, from equity meaning the “same”
entitlements and services provided to everybody. More innovative programs
can be developed relevant to local circumstances.

Nonetheless there still remains a role for government in guiding the
process, including indicators that should be used to identify needs—this can
assist in bringing together the notions of equity and flexibility by using some
common measures of living standards and needs, with different responses. The
other notion of equity is in setting targets for monitoring and evaluating the
effectiveness of responses, and measuring cost-effectiveness. These targets
should be within the context of overall national targets, but related to local or
community circumstances. Health, literacy and income levels may fluctuate
according to the services available and the types of vulnerable groups. For
example, a remote community with many ethnic minority members may have
priority needs in health services and education. However, the flexibility may
be needed in providing a mobile health service starting with midwives and
nutrition. A mobile education service may be provided to teach the main
national language to adults as well as develop curriculum in the ethnic
minority language for children so that the ethnic community can participate
more fully in society.

States face the difficult task of designing nationally coherent social
assistance policy instruments in a context of political decentralization.
Decentralization cannot escape accountability to the public for expenditures
and outcomes. Government can assist in the transparency and accountability
of programs through legal requirements for local communities, government
agencies and NGOs to publicly report annually and for auditing of financial
management practices.
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f. Projects versus Programs

Micro-projects and pilots are needed to launch innovative approaches to
social assistance. Many NGOs and community organizations, as well as local
governments, are able to diagnose the needs of vulnerable groups and provide
a variety of responses to meet these needs during a two to five year period.
However, micro-projects are not generally accepted because they are
dispersed, of short duration, sporadic and without a common sectoral or
geographic focus—all of which reduce their potential to promote sustained
development efforts. In addition, micro-projects often do not include
comprehensive monitoring and evaluation systems and so do not facilitate
useful analysis of lessons based on their experiences.

What is needed is a mechanism to evaluate the diversity of projects
implemented, against clearly defined evaluation criteria that can be developed
in part by the range of organizations involved in these micro-projects.
Programs implemented at the local or community level need to be built into
coherent policies. The relationship between macro policies and individual
outcomes requires further research so that meso-level strategies or
interventions can be developed to better link them together. Following this
evaluation, if there are continuing needs of vulnerable groups, the projects
need to be extended or mainstreamed with funding from local communities
and governments in the first instance, with state funding provided for projects
that are to become national programs.

E. Summary of Issues

There are a significant range of social assistance policies and
mechanisms that can and have been utilized in the various regions and sub-
regions. As discussed earlier, it is important to understand the current forms of
social assistance available and for whom they are designed. The identification
of vulnerable groups, including the types of vulnerabilities and the severity of
the problem, must be determined before any programs are considered.
Categorization of vulnerable groups according to needs and locations helps to
determine policy options and strategies for the delivery of programs. It is also
important to avoid policy overlaps and ensure gaps are covered.

The problems associated with the economic dimension of globalization
have been compounded in Southeast Asia by the financial crisis that began in
the latter part of 1997. The crisis has resulted in slower or negative economic
growth, with associated effects on employment, incomes, household well-
being, and social development. Social assistance spending from national
budgets has declined, resulting in the reduction in employment support and an
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increase in unemployment, especially for women. In the transitional
economies, serious unemployment has been experienced due to ongoing
market-oriented reforms, privatization of state enterprises and downsizing in
the public sector. This has been offset somewhat by new opportunities in the
private and informal sector, although the full potential has been held back by
a lack of entrepreneurial skills and human resources capacities in some
countries. The employment intensity of growth has been an important factor
influencing the job opportunities and unemployment levels in some Asian
countries. Structural adjustment programs for economies in transition have
had a negative impact in some countries on the health, nutrition and quality of
life of the most vulnerable members of society. The financing of social
assistance systems and programs needs to be examined in light of the issues
such as the fiscal deficit, increased tax revenues, reallocations of existing tax
revenues, fees for service, and the use of resources from international donors.
There is a need to understand the economics of providing different kinds of
social assistance and how to ensure the programs are effective. However, in
many DMCs, social spending has increased through international donor loans
and grants, particularly as part of “social safety net” programs. Access to
social assistance is therefore not determined by a system of rights but more and
more by external budgetary decisions.

Targeting has limitations as an instrument for poverty alleviation if it is
individual rather than family based or community focused. However, inclusion
errors can occur if households are the basis for eligibility. There are risks of
exacerbating inequalities by differentiating between social assistance for the
poor and the rest of society, while targeting vulnerable groups may become too
costly. Targeted and universal policies should complement each other as they
serve different purposes, have different mechanisms and require distinct
organizational frameworks.

Policies pertaining to rural social service delivery are critical areas for
action in rural development. A degree of urbanization is both inevitable and
desirable, so policies are most likely to be effective when they accept and
respond to existing trends rather than try to reverse them. For example, giving
migrants the opportunities to develop creative responses to their needs so they
are able generate their own employment, access services and education and
live in satisfactory housing.

Governments, both local and state, continue to be mainly responsible for
the design and monitoring of social assistance schemes, and frequently the
delivery of programs. Increasingly NGOs are developing and implementing
social assistance projects for specific vulnerable groups using a range of policy
instruments. More information is needed for adjusting programs and
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interventions as a means to increase effectiveness, efficiency and
accountability in all social assistance programs.
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Chapter 8 – Social Assistance:
Project and Program Issues
F. Howell

A. Introduction

ountries in different stages of development are searching for the right
mix of social policies and programs to accelerate effective poverty
reduction. Economic growth has not equally benefited all groups of
society. Often, vulnerable groups have been excluded from

development processes. Many governments are now reengineering their
sectoral programs to ensure that all sectors contribute to poverty reduction,
provide essential services, and create income and employment opportunities in
locations or among communities where poverty is disproportionately high.

Social assistance programs that are designed to further human
development through public investment in social services to the poorest and
most vulnerable, and provide employment opportunities and encourage self-
reliance, are still needed to ensure equity for vulnerable groups and progress
in growth. Rather than the traditional passive receipt of transfers, social
assistance programs should be designed to provide an expansion of
opportunities to enable vulnerable groups to get out of poverty.

Countries within the different subregions have implemented a wide range
of social assistance programs based on their specific political and economic
circumstances. Many countries have achieved differing levels of equity and
poverty reduction goals for vulnerable groups. Each country has adopted
particular programs to meet the local conditions and needs of these groups.
However, there are also some common themes and some useful lessons to be
learned from their different experiences, both positive and negative, which can
be considered by all countries in their future development of schemes and
programs. There are sufficient experiences to demonstrate that social
assistance schemes can support growth with equity and bring about success in
poverty reduction for vulnerable groups.

C
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1. Why Social Assistance?

Poverty reduces the productivity of vulnerable groups and lowers their
capacity to save or invest. Lower productivity reduces income and therefore
opportunities for future investment. The lower income of vulnerable groups
translates into reduced purchasing power, which then limits market
opportunities for other producers. Social assistance programs, either in the
form of cash transfers, subsidies or in-kind benefits, can help maintain
purchasing power and, if linked to more active instruments, increase the
productivity and output of vulnerable groups.

Social assistance programs should be seen as contributing to economic
well-being as well as improving livelihoods. Social assistance can help
vulnerable individuals, households, and communities maintain their
livelihoods when they are confronted by economic, political downturns,
environmental and health shocks. Programs should have a longer-term
perspective that is aimed at reducing the likelihood of these shocks occurring.
The levels of consumption and living standards of vulnerable groups can be
raised through well-targeted programs. Social assistance can promote equity
by ensuring access to human development opportunities that create a skilled
and productive workforce and contribute to levels of social cohesion that assist
in long-term economic development. Social assistance can support vulnerable
groups to adapt and adjust livelihood strategies as their environment changes.

Generally, countries that have failed to redistribute social and economic
opportunities to vulnerable groups have the lowest growth and continued
instability. Many countries have followed the traditional response to various
crises or challenges by reducing budget allocations for vulnerable groups
rather than investing in the creation of opportunities.

Throughout the region, public investment in health and education has
brought human development gains that have contributed to declines in poverty
as well as raising productivity and extending opportunities among vulnerable
groups. Countries that have emphasized labor-intensive growth have also
provided more opportunities for self-reliance. Redistribution patterns within
countries are critical to the social and economic outcomes for vulnerable
groups. For every US$1 in wealth generated by economic growth in Brazil, the
poorest 10 percent of the population receives less than 1 cent—one-seventh of
counterparts in countries such as Indonesia and Viet Nam (Oxfam, 1997).
Countries without well-designed redistributive systems have to grow much
faster to achieve the same income gains for the most vulnerable in their society.
Countries that have emphasized redistributive rural development programs
have created opportunities for vulnerable groups to take advantage of market
access.
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A larger proportion of vulnerable groups has been able to participate in
economic growth, and to share benefits more equitably as a result of improved
levels of literacy and advances in public health. It has enabled groups to
contribute to growth through improved productivity and adaptability. Social
assistance programs should be seen as an important component of growth
policies.

Access to land, credit, and marketing infrastructure are essential
prerequisites for rural-based vulnerable groups to become productive and
invest in their own development. Employment creation programs for urban
vulnerable groups are a significant mechanism for reattachment to the labor
market and for skills development. Poor, female small-landowners have been
able to become self-supporting and productive through access to land not
previously available to them. They have also contributed to economic growth
within their community.

2. Common Components of Social Assistance Programs

Social assistance programs must be developed within a coherent policy
framework. They should also ensure they include some basic prerequisites,
principles and characteristics:
(i) Self-reliance, not dependency, so that resource usage (human and other

resources) can be optimized and assistance can be available in any
location.

(ii) Effective use of taxation is earmarked for social assistance programs.
(iii) Sufficient budget allocations for social assistance programs must be

provided for the medium-term to meet the core resource and
administration costs needed, especially service delivery.

(iv) Private sector, community-based and NGO participation should be
included in the program design. National and local governments will
continue to have a facilitative role, particularly in coordinating various
stakeholders and monitoring program implementation and outcomes.
NGOs and the private sector have important roles in service delivery.

(v) External aid for social assistance programs will be necessary for most of
the countries in the region in the medium term. This aid may be restricted
to technical assistance or be a more significant component, depending on
the individual circumstances of the country. Both the overall amount of
the aid and the areas to which it is channeled will be important for
vulnerable groups.
The objective of any social assistance program is to contribute to high

growth and high equity. Some countries have succeeded in high growth levels
but with corresponding high levels of inequity. The majority of Southeast
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Asian “tiger economies” has aptly demonstrated this following the regional
financial crisis. In South Asia, countries have relatively low levels of
inequality and low growth. Post-conflict countries are most at risk of low
growth levels and high inequality.

Future social assistance programs should be designed so that they enable
vulnerable groups to participate in growth as producers and investors, rather
than as passive beneficiaries of income transfers from the top down.

B. An Approach to Assessing the Need for Social Assistance Programs

1. Vulnerability Analysis

A simple approach can be taken to determine the demands for a social
assistance program, based on several phases of analysis.

Within a country, the nature of the difficulties being faced must be
identified to determine the vulnerable groups within the population and assess
their characteristics. This initially involves identifying those persons or
households living below the poverty line—using both national and
international measures of poverty. Social protection programs aim to enhance
the welfare of society by directly reducing poverty. Social assistance policy
development therefore occurs within a framework of government response to
poverty. However, policy development usually involves many different
ministries, often operating in isolation and using incomplete and sometimes
conflicting data. It also involves many local government and nongovernment
agencies in service delivery. Countries, therefore, need an integrated
perspective on social protection policy, a cohesive set of policies, and an
effective information database.

Policy makers then need to identify households and individuals that are
already receiving assistance from either existing social assistance programs or
other social protection programs. It is relevant also to identify population
groups receiving other forms of assistance from other sectoral programs, e.g.,
those receiving a food subsidy from a social assistance program, those
involved in an active labor market program of skills training, or those receiving
an education allowance. Based on these findings, the outcomes can be sorted
according to common characteristics that should primarily be based on causes
of vulnerability. By concentrating on causes, a more appropriate response can
be developed rather than a response that addresses symptoms or
characteristics. Further analysis is then required to determine the causes,
circumstances, characteristics and risks faced by each vulnerable group. The
extent of the information required would depend partly on the specific group,
but would generally include income levels, assets, number and types of
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dependents, levels of expenditure, demographic, geographical and social
status features. Poverty data may or may not include information about
emerging vulnerable groups within countries. The disaggregation of data may
not be to the level required for developing program responses (e.g., surveys
may not differentiate between internal or international migrants, or refugees;
or does not provide age data for disabled, or separate levels of rural and urban
youth unemployment).

It is important to ensure that accurate data is used as a basis for
developing policy responses. Otherwise the programs risk becoming
ineffective, and it may encourage program leakage. However, it is rare that all
data exists in a complete form, so a policy will often be based on the best
available data. Trends and sample analysis methods can help to fill in data gaps
and provide a more reliable basis. Living standards surveys and household
censuses provide a wealth of information and should be made available to all
policy makers so that a common baseline can be used to measure the
effectiveness of policies implemented.

A common agreement on the poverty line to be used will be important to
identify eligibility and entitlement for social assistance programs. Government
must decide on the acceptable levels of deprivation and vulnerability and the
appropriate expectations of social assistance to meet minimum living
standards. The poverty line drawn, for example, by the Indonesian government
is extremely low (US$0.55 cents a day for urban areas, and US$0.40 cents a
day for rural areas), so that many people surviving on less than US$1 a day are
defined as not being poor.

During this phase of research and analysis, social assistance programs
may have been developed without being accessible or known to vulnerable
groups. Furthermore, existing programs may not have been sufficient to
address the causes of vulnerabilities.

Several key questions should be asked at this stage. These include:
(i) What is the range of vulnerabilities affecting the population?
(ii) How severe are these vulnerabilities?
(iii) Are they frequently occurring, persistent, or preventable?
(iv) What are the different types of difficulties those affected must face?
(v) What is the effect of doing nothing?
(vi) What would be the objectives of a social assistance program?

This short analysis can reveal gaps in coverage and the possible
requirements for developing social assistance programs. This approach
generates a reasonably comprehensive list of needs, or demands, of all the
identified vulnerable groups, usually quite long and large. It may not be
exhaustive, however, as this will depend on the data available, and there would
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be a need for cross-validation of the vulnerable groups identified and the
causes of their vulnerabilities. Tables 1 and 2 are sample complementary
matrixes to assist in the identification of vulnerable groups.

Table 1. Country Vulnerability and Risk Assessment

Table 2. Major Causes of Vulnerability/Risk Per Region

Many types of data are required in order to undertake a comprehensive
analysis and the areas mentioned below are not meant to be extensive or
conclusive. These areas indicate a minimum level of information required,
reflecting the relatively fragmented types of data available in different
countries in the region.

Initially socio-economic indicators for the particular country and sub-
region should be gathered and considered in light of subregional and global
trends. The prospects for growth in the short-term, medium-term and long-
term are needed, and may have to be estimated if they are not readily available.
An assessment then needs to be made as to whether there are any positive or
negative impacts for the variety of vulnerable groups identified. Two key
questions need to be asked:
(i) Are there opportunities for vulnerable groups to receive any of the

benefits of growth?
(ii) Will the vulnerable groups be adversely affected by further declines in

economic growth?

Age Groups Number Percentage
Population

Of which
Percentage

poor

Main Risk Risk
Indicators

Sensitivity Coverage
Gaps

Age 0-5

Age 6-14

Age 15-24

Age 25-65

Age 65 +

Causes of Vulnerability

Geographical
Regions

Life Cycle (hunger,
illness..)

Economic
(unemployment,

price increases…)

Environmental
(drought, flood…)

Social/Governance
(exclusion, crime,

corruption…)

Region A

Region B

Region C

Country Survey
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Further questions may be necessary depending on the extent to which
foreign investment affects specific vulnerable groups (for example, foreign
investment may have a strong correlation with employment opportunities for
migrants, refugees, and the urban unemployed). What are the current and
projected levels of investment? Are there any indicators or trends that might
affect this level of investment? Are there any structural changes that will
advantage or disadvantage vulnerable groups?

At the macro level, there is a need to evaluate the impact of economic
growth on equity and the impact of macroeconomic policies on the
effectiveness of social policies. Consideration then needs to be given to the
national budget, in particular budget allocations for poverty reduction, social
services, and social protection. Information is needed beyond current
expenditure plans. Information on allocations for the short-term are essential,
but would preferably be supplemented with medium-term estimates, similar to
the information provided for growth and investment. Budget allocations in
sectors related to the causes of vulnerabilities are particularly interesting. For
example, have increased budget allocations been planned for the health, or
education sectors? Are there specific programs designed to address health
services for HIV/AIDS sufferers or drug abusers? Are there specific labor
market programs targeted to unemployed youth in urban areas? Is there a land
distribution program envisaged for poor rural communities? Generally, it will
be necessary to consider the revenue side of the national budget to see where
taxation and user charging have been introduced, or are planned, in order to
increase revenues. This could include user fees for water access, previously
provided through a state enterprise and now in the hands of the private sector.
Are there any protections for vulnerable groups in the form of exemptions or
subsidies? How can social assistance programs be reformed to the new
circumstances of globalization and regional integration in a way that responds
better to the demands of changing labor markets and family structures?

The analysis then needs to consider the areas and levels of external aid
activities. Many programs associated with poverty reduction will need to be
assessed for their impact on identified vulnerable groups. There may be
specific interventions for particular kinds of vulnerabilities, or there may be
more comprehensive “social safety net” programs that could be accessed by
certain vulnerable groups. Are there other lending programs outside the social
sector that will affect vulnerable groups, in particular areas related to the
causes of their vulnerability? For example, there may be cutbacks in housing
and education subsidies as part of the transition to a market economy. Are
there any existing programs for vulnerable groups that were previously funded
from external aid but are no longer to be funded, and have not been included
in the programs to be continued by the government?
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2. Social Expenditure Review

The next phase involves comparing the various policies and programs
affecting vulnerable groups in the short and medium terms. A matrix-like
Table 3 could be used, to present a concise summary.

The causes of vulnerability could be reviewed to assess whether
determined government policies are a contributing factor, or are potentially
creating more difficulties for vulnerable groups. The winners and losers of
these policies should have been identified when the policies were formulated.
However, they may have not considered secondary affected groups. Extension
of road networks to open up markets and improve access, for example, can also
displace small landholders and ethnic minorities. Is there any form of
compensation included as part of the policy or program? There may also be
opportunities for vulnerable groups to become direct recipients of the benefits
of these policies, rather than simply be disaffected. What are the employment
prospects for resettled families?

Table 3. Sample Matrix for Policy and Program Analysis

Sector

Funding
Source $

Macro-
economic,
Financial

and
Industry

Environ-
mental,
Agri-

culture

Transport,
Communi-
cation, and
Technology

Water
Supply

Energy Educa-
tion

Health Housing
and

Municipal
Services

Social
Protec-

tion

National
Government

Local Gov-
ernment

External Aid

Private Sector

Community

NGO

Sectoral Impact on Vulnerable Groups

Impact on X
Vulnerable
Group

Impact on
Vulnerable
Y Group

Impact on
Vulnerable
Z Group
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There is a risk that there will be overlaps between social assistance
programs and other forms of social protection, e.g., emergency relief, food
security, or price supports. However, the linkage between social assistance and
broader poverty reduction objectives is necessary to ensure all the needs of all
vulnerable groups are met.

A social expenditure review, including an analysis and prioritization of
expenditures in different fields—social protection, health, education, and
housing—must be undertaken before a program is developed. The analysis
needs to consider whether it is more cost-effective to include measures
specifically designed for vulnerable groups within other sectors, or whether a
specific social assistance program is needed. What opportunities are there for
cost-sharing partnerships? Would partnerships support greater sustainability
within the community?

3. Generating Options

There are three main approaches that can be followed at this point. One
is to identify those causes of vulnerability or policy changes, which will
adversely affect the most vulnerable, that could be countered through policy or
program adjustments (such as subsidies) within the sector, or as part of a loan.
This approach would be to ‘mainstream’ interventions for vulnerable groups.

The second approach is to identify activities within the poverty reduction
or social protection sector that can be modified to meet the needs of vulnerable
groups. As an example, this could include public works projects as part of
labor market programs which could include a quota for specific vulnerable
groups, such as rural unemployed youth, the disabled or HIV/AIDS sufferers.

The third option is to develop a specific social assistance response to the
needs of vulnerable groups. This could involve a new program or the
modification of an existing program. An example would be payment to a
family caring for a severely disabled child or chronically-ill and elderly
relative.

When considering these approaches it can be useful to make a
comparative assessment of the advantages and disadvantages of each approach
and the relative costs, as well as the opportunities created.
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Table 4. Sample Matrix for Comparative Assessment

The full cost for each option should be included wherever possible,
including the direct and indirect costs of programs. Indirect costs should
include information processes to explain entitlements to vulnerable groups,
operational costs, delivery mechanisms, facilities, training of human
resources, and others related to the specific program design (e.g., equipment,
professional services).

Based on the analysis of options at this phase, the modifications can be
recommended for other programs in other sectors, or further research can be
undertaken for the design of social assistance programs that meet the needs of
the most vulnerable groups.

4. Developing Social Assistance Program Responses

A variety of social assistance interventions can be used to provide support
and opportunities for vulnerable groups. There are also some important
principles that should be followed throughout program design and
development.

Mapping different instruments to different benefit groups—some may
benefit from two different forms of social assistance, while many others would
benefit most from one form of social assistance—can help policy makers
identify policy instruments that meet a broad range of vulnerabilities for
different groups. A comparative study in India, for example, found that, at the
margin, public work programs benefit the poorest quintile the most, while
credit programs benefit the second and third poorest quintiles the most (World
Bank, 2001).

Policies should be demand-driven to the extent that they meet the short-
term needs of the target groups. Vulnerable groups should be provided with the
opportunity to participate in determining the policies and programs required.
Where possible, opportunities for participation by beneficiaries in
implementation of the program should be explored. The private sector should

Mainstream Poverty
Reduction

Social
Protection

Social
Assistance

Advantages

Disadvantages

Costs

Opportunities created

Effectiveness
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be encouraged to participate in creating employment opportunities, which are
also good business opportunities, for vulnerable groups.

However, policies must also consider the long-term needs and emerging
trends for different groups within the population. Policies, programs and
legislation must be flexible enough to be able to respond to rapidly changing
scenarios and emergencies but tight enough to ensure that program leakage to
unintended beneficiaries is minimized.

The matrix in Table 5 and Appendix 1 are designed to assist those
designing or advising on a social assistance program to identify the range of
elements that need to be considered. Financing mechanisms for these
programs can be from one or several sources: state or central government,
local government, private sector, NGOs, social funds, or international
development aid.

Key principles that maximize and ensure equity of coverage are
fundamental to the development of a social assistance program:
(i) Responsive to the needs, realities and conditions of livelihood of

beneficiaries;
(ii) Affordable in the context of short and medium term budget planning for

the public budget—and in terms of not placing unreasonable burdens on
households and communities;

(iii) Sustainable, both financially and politically—with a requirement on
government to ensure that the state’s role in social protection reflects an
adequate level of public support for interventions to assist the poorest;

(iv) Mainstreamed institutionally within sustainable structures of governance
and implementation whether within state or civil society structures;

(v) Built on a principle of utilizing the capabilities of individuals, households
and communities and avoiding creation of dependency and stigma; and

(vi) Flexible—capable of responding to rapidly changing scenarios and
emergence of new challenges (e.g., impact of HIV/AIDS), and of
supporting individuals through the changing demands of the life-cycle.
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5. Financing Program Options

Whether the government is adopting a pro-poor pattern of public
spending is a critical question? Governments need to make commitments to
fund social assistance programs adequately and over a long-term period (more
than annual allocations).

Financial constraints faced by many governments usually prohibit a
wide-ranging role for social assistance. Therefore a narrower subdivision of
the poorest and most vulnerable is needed. This is usually done via targeting
mechanisms and establishing minimum objectives, such as improving the
welfare of the poorest quintile, or allocating more funding to programs for the
young, rural unemployed. Program leakage is higher in programs using price
subsidies and quantity rationing, modest under food stamps schemes, and
lowest in programs combining food for work.

Inevitably, public spending cutbacks have undermined the quality of
service provision. The burden has fallen most heavily on poor people, who are
unable to finance access to private sector providers. In the health sector, per
capita spending cuts are some times introduced when increasing poverty, HIV/
AIDS, and the emergence of more deadly strains of infectious disease are
raising the demands made on a shrinking health system.

An increasing number of governments are attempting to generate
revenues for health and education by charging for services—including, in
many cases, the most basic services. Insufficient attention has been paid to the
social consequences of this cost-recovery. Poor households are frequently
forced into selling productive assets in order to finance their health care.

A partnership approach to financing may offer the best opportunities for
the design, implementation, and sustainability of social assistance programs
and projects.

Each of the stakeholders has a social responsibility to the community and
society. Stakeholders also bring different assets, opportunities and skills
needed for the most vulnerable to participate economically and socially, and
they can best do this by working together. For example, the government can
provide opportunities through a policy framework for developing the
capacities and abilities of vulnerable people. This framework can include
offering tax incentives to businesses that become involved. Government can
also provide assets through land, infrastructure or finances. The private sector
can provide skills in business development, income generation methods,
marketing and processing techniques. It can also provide assets including
equipment for business production, and perhaps some finances. NGOs bring
their skills and knowledge from working in communities and with the most
vulnerable to identify opportunities for government and the private sector to
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become involved. NGOs can bring assets such as microfinance to socially and
economically excluded groups.

6. Policy Challenges

Globalization. Economic integration, international labor force mobility,
capital flows among countries, and areas of economic integration such as the
Association of Southeast Asian Nations (ASEAN)—will make it necessary to
adapt social assistance systems to circumstances that fall outside national
boundaries of influence. The situation becomes particularly complex because
these external pressures on convergence and harmonization of policies
coincide with efforts to reduce social costs while expanding protection. Who
should pay for these costs of social reform in the context of globalization and
simultaneous domestic constraints? Should the onus for adaptation be put on
the individual, the family, and the community, or should it be the international
system, including the business sector and the state?

Globalization in Asia has created winners and losers. Trade liberalization
has seen an increased growth of world production, but has also widened the
gaps in living standards and created greater social inequalities. Globalization
can make populations more vulnerable by increasing risks of economic
insecurity, such as the instability of financial markets and exchange rates, risks
of financial crises, and the restructuring of enterprises. High inflation and
unemployment reduce opportunities for the most vulnerable in society. Social
protection is increasingly necessary to compensate for some of the social costs
of globalization. Many countries that have open trade policies also have high
levels of public expenditure to protect their populations against risks (e.g.,
Sweden and the Netherlands).

Social protection reform should aim to build partnerships between
statutory systems and private sector and household or community based
insurance and assistance mechanisms, paying as much attention to regulation
and facilitation as to direct provision.

Appropriate social assistance policy advice requires that special attention
be given to issues such as social inequities, social participation, social
conflicts, the perceptions of the agents involved, ethics and the needs of the
more affected groups.
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Rural development: Specific in-
terventions have included invest-
ment in marketing infrastructure
and services, the creation of rural
credit and savings facilities, pro-
tection against cheap imports,
and price stabilization. Access to
land is one of the most basic re-
quirements for participation in
growth. Another is access to mar-
kets. Poverty is often concentrat-
ed in areas where inadequate ac-
cess to rural feeder roads and
poor storage facilities restrict
livelihood opportunities. In most
cases, investment in marketing
infrastructure is concentrated
around commercial (usually irri-
gated) farm areas, while more
marginal (usually rain fed) areas

are bypassed. The same applies to public investment in agricultural research.
Access to capital can act as another constraint on production. Institutional fi-
nance is unavailable to around 80 percent of rural households in the region.
Small farms employ more people per hectare than large farms. Growth of out-
put on these farms therefore tends to generate more employment per acre.

C. Social Assistance Institutions

1. Legislation

DMCs have made international declarations and commitments to the
protection of the poor and most vulnerable in their societies. They have also
ratified international conventions relating to social protection for their citizens.
Based on these commitments, DMCs are required to develop legislation,
policies and programs, collect and report data, and allocate funding to reduce
poverty and increase social development. Policy makers need to assess the
level of protection offered to the weakest and most vulnerable groups of
society by the legal and judiciary system. What opportunities does it offer
them to improve their quality of living through claims and progress of their
social and economic position?

Box 1. Reform of Land Laws in
West Bengal, India

In West Bengal, the implementation of land
ceiling laws resulted in land transfers to 1.4
million people. Another 2.1 million tenants
benefited from Operation Barga, a legislative
program launched in 1978 to fix the share of
the crop that could be claimed by landlords,
provide security of tenure, and end arbitrary
evictions. Nearly 50 percent of all
households in West Bengal benefited from
the reforms—over 40 percent of the total
number of beneficiaries in India. Effects on
production have been positive. Central to the
success of West Bengal’s program was
popular participation in the implementation
of reforms. Village panchayats, or councils,
played a vital role in supporting and
administering the program by registering
claims and titles by small farmers and the
landless poor.
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Low priority is still often assigned to disability issues. Matters
concerning disabled persons are seen as the direct responsibility of the welfare
ministry rather than a cross-sectoral matter, e.g. urban planning, which ensures
that new transport mechanisms include access for people with disabilities.
Many issues faced by persons with disabilities are consistent with broader
issues common to all marginalized groups.

2. Social Welfare Institutions

Includes, for example, social funds, ministries of social affairs, and health
insurances. What kind of social and political philosophy are they based on?
How do they draw the line between charity, insurance and the right for
assistance and to a dignified existence? How do they enact these principles?
Which rules and regulations exist concerning access and selection (sorting out
the poor)? What kind of control do they exert on beneficiaries?

3. Equity

Equity entails the distribution of income and wealth as well as the
creation of opportunities for health, education and production. Social
assistance and other programs should consider vulnerable groups as active
participants and as producers of wealth. Investment in the creation of
opportunity for vulnerable groups has produced individual human
development gains and served as a basis for their economic success, releasing
their productive potential.

4. Evaluation of Existing Programs

What are the administrative costs as a percentage of total program costs?
This is especially relevant for targeting mechanisms that can become complex
and difficult to administer. There are several key questions to be asked in each
of the administrative areas. Are the delivery modes effective in reaching all or
most of the intended beneficiaries? What are the most cost-effective modes
used? Has there been any leakage of program benefits to non-target groups?
What is the unit cost of the intervention? What are the administrative costs for
transferring the benefit amount of social assistance to one household or one
target group?
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5. Program Evaluation

The extent of policy integration and implementation at the micro level is
a critical area to evaluate. Crucial aspects to consider are: the institutional
capacity for program coordination and carrying out of social programs; the
alternatives for more effective and efficient program delivery; the coordination
modalities within local nongovernmental organizations and the private sector;
and the alternatives for civil society participation in the policy process.

The most urgent evaluation need from the supply side is the assessment
of policy coordination at the central government level and the development of
capacity for policy execution and integration at the local level. From the
demand side, an evaluation priority at the micro level is to assess the
performance of policies at the individual, family, household, and community
level by focusing on the participation and satisfaction levels of users, and the
outcomes achieved. Has the program provided opportunities for employment
of vulnerable groups? Has the program reduced or prevented poverty and
vulnerability? Has the economic and social well being of individuals,
households and communities increased?

6. Program Opportunities

There is an opportunity for social assistance programs to take a longer-
term perspective and take advantage of the opportunities available to directly
link equity and growth. Housing policies integrated with appropriate
community formation, and family support strategies that provide child care
facilities to allow parents—especially a single parent—to work, will be
increasingly important. Home-based or domestic services will assist many
older persons, allowing them to remain in their own homes, and thus reduce
the cost of institutional care. Targeted programs for poor households with
children that transfer support in cash or in-kind, on the basis of children’s age,
school attendance, or participation in a health care program, can also prevent
the long-term damage that occurs when households respond to vulnerabilities
by underfeeding their children or withdrawing them from school to work.
They therefore serve the dual objectives of poverty reduction and human
development.

7. Program for the Unemployed

Unemployment insurance, the traditional means of mitigating the risk of
job loss, is not appropriate for most developing countries because of the low
administrative capacity and large informal sectors. Better options for assisting
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the unemployed are means-tested social assistance and public works
programs. Public work programs are useful instruments for reaching poor
unemployed workers and developing their skills. They can more easily be self-
targeting by paying wages below market rates.

Providing poor households with income helps them avoid costly and
damaging strategies (selling assets, reducing food intake). A longer-term
program may be needed to train and provide other forms of skill development
for the unemployed in preparation for future labor shortages. The rural
unemployed youth, unemployed migrants, refugees, and ethnic minorities are
typical potential beneficiaries of programs that develop skills and provide
services in rural and remote areas. There is already a shortage in many
countries for caregivers, teachers, health workers and other social services in
rural areas. Home attendants and caregivers, providing basic care for the most
disadvantaged, can be trained at a relatively little cost.

Nurses and teachers require more specialized education. A scholarship
program, paid for by the national government, encouraging unemployed
persons to attend specific education for vocational skills and qualifications,
could be considered. The cost of education could be recovered from the wages
of the qualified student, or could be repaid by the student through placement
in a rural or remote community for a two-year period to provide the services
needed.

Private sector support to create businesses in rural areas offers greater
continuing opportunities for the unemployed. Rural areas need development to
reduce the burden on cities due to urban migration. Private sector businesses
can develop sustainable business skills in communities. Government can
support through the allocation of land needed for the business.

8. Program for the Elderly

Programs can provide assistance to families that care for live-in elderly.
Retraining and workfare programs adapted to older workers can make it easier
for them to continue working. Social assistance or social pensions should
cover the poorest and the very old (categories that frequently overlap) and
those without family support. Widows will often make up a large part of this
group. When developing programs for vulnerable elderly there are several
trends to consider. In the future, elderly people are less likely to be in
institutional than in home care. However, if housing conditions are poor,
rehabilitation will not be effective. Elderly patients will shuffle between the
hospital and their home because their conditions deteriorate during their stay
at home. National and local governments may consider the opportunity to
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stimulate the housing construction industry by programs for constructing or
renovating housing for the elderly.

Greater independence for the elderly is encouraged. Many elder care
programs were created from a supply side perspective in which relevant
ministries, local governments, and welfare agencies decided to whom, how
much, how long, and in what way, services should be provided. The
requirements on the demand side should be respected more in return for
payment for services. Decision-making by the elderly themselves should be
emphasized. Decentralization of government has meant that local
governments are taking more responsibility for health and welfare services for
the elderly. Increased privatization can reduce costs, offer greater choice to
participants and create employment opportunities by selling goods and
services that promote the health and welfare of the elderly, such as
wheelchairs, lifts, special beds for nursing care, home care services, and
retirement homes. However, for those who are unable to afford private service
delivery, government assistance is necessary. The unit of service is changing
from a household basis to an individual basis, meaning that eligibility for
receiving services or payments is based on individual needs, income and
assets. This may be a longer-term option for some DMCs but is the emerging
trend in Japan, Singapore and the Republic of Korea.

9. Subsidies

Changes are needed in financial institutions so that the most vulnerable
are able to access credit through existing financial mechanisms. Credit should
not be subsidized—banks and other lending institutions should charge market
interest rates and then provide adequate outreach and savings facilities for the
poor. More sources of credit need to be made available.

Subsidies for energy, housing, health and education find more ground
given the positive impact of these goods/services on poverty reduction..
Insufficient financial resources are provided to improve the services and
opportunities provided to vulnerable groups. Redirecting some of the existing
government subsidies (for instance, in credit) can bring substantive start-up
funds into these other sectors—equipment, new or upgraded facilities, and
additional training for health workers and teachers.

10. Programs for the Disabled

As of December 1997, over half of the 35 signatories to the Proclamation
on the Full Participation and Equality of People with Disabilities in the Asian
and Pacific Region had formed national coordination bodies on disability.
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Preventative programs that keep simple diseases from becoming chronic
disabilities are especially important for children. War and civil conflict have
also caused many disabilities. Land mine accidents have increased sharply
over the past 15 years. Most people with disabilities depend on their families
for support and cannot increase their labor supply in response to income crises.
One study found that 61-87 percent of land mine victims went into debt to pay
their medical bills, and 12-60 percent had to sell assets.

Prevention and better health care hold the key to reducing disabilities in
the future. Those who are already disabled need community-based
rehabilitation programs and public transfers to the families that provide care
(World Bank, 2001). Services for the rural disabled can be achieved by
providing funding support for community mobilization, in-service teacher
training, resource support and removing physical barriers. Special
consideration should be given to the education of women and girls with
disabilities, especially in the rural areas. More cross-disability organizations
and programs should be encouraged to develop program options for funding
by local government. There has been a greater focus in the region on providing
programs and resources to disabled persons with physical impairments. There
may need to be an external stimulus to educate stakeholders of non-physical
disabilities through external funding of specific programs that include
appropriate screening, therapy and training for service deliverers.

There are two major approaches to employment promotion used by
countries in the region, whose people with disabilities are predominantly rural-
based. One approach emphasizes inclusion in poverty alleviation projects for
the rural poor. The other approach targets government loans directly for the
rehabilitation and poverty alleviation of persons with disabilities.

In the inclusive approach, the policy measures usually specify that rural
persons with disabilities must be the beneficiaries of a fixed percentage of
funding resources and benefits in major schemes for skills development,
revolving loan assistance on group and individual bases, wage employment
and housing. Voluntary rural development organizations have also begun to
provide skills training and related support services to disabled persons who
would otherwise have been excluded from rural poverty alleviation programs.
Private sector can support employment opportunities for disabled persons by
identifying local business opportunities and training the disabled persons in
business skills.

11. Housing

Adequate housing is especially important for self-employed women and
home-workers as a place of business as well as shelter. It is also critical for
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many refugee and migrant families living in urban slums. Housing that
includes nearby access to community services, including health and education,
day-care centers, and nursing homes, can support local full or part-time
employment for many unemployed women otherwise unable to participate in
the labor market. Adult literacy programs can be delivered within the
community, as well as skills training.

12. Microfinance

Vulnerable groups need ac-
cess to microfinance, not just
microcredit. Financial institu-
tions that operate in local and
national markets can mobilize
local savings and provide cred-
it through arrangements adapt-
ed to meet the needs of the
poor. Operationally and finan-
cially sustainable microfi-
nance institutions are needed
so that they can cover all oper-
ating costs, and the costs of
capital. One route to sustaina-
bility is to become a more for-
mal institution. When a micro-
finance institution becomes li-
censed, it can borrow from the
larger capital market and be
authorized to offer savings ac-
counts to mobilize more funds
for loans or to seek its own eq-
uity financing. Licensing is be-
ing used by a microcredit
scheme, Microstart, in Mongo-
lia.
Nongovernment agencies

have become extensively in-
volved in credit provision. Per-
haps the best-known example
is that of the Grameen Bank in
Bangladesh, which provides

Box 2. Bank Rakyat Indonesia

The Bank Rakyat Indonesia (BRI), a state-
owned commercial bank, began operations in
rural areas during the 1970s where little
attention was paid to the mobilization of
savings, which restricted the funds available
for lending. Most loans went to the local select
few, who were considered low risk, while the
vast majority of the rural poor borrowed on
informal markets at far higher interest rates.
Arrears and losses were high, bringing the BRI
to the verge of collapse by the early 1980s.
From 1983, the focus shifted from credit
delivery to financial intermediation. New
savings programs were developed to provide
services to small savers who required a
combination of security and easy access. In
1998, BRI had 13 million deposit accounts
holding US$2.4 billion. Over half of these
savers have deposit accounts of less than
US$12, underlining the success of the BRI in
providing services relevant to the poor. By
successfully tapping these rural savings, BRI
has been able to increase its lending
operations, although loans account for less
than one-fifth of savings deposits—a fact that
underlines the importance of savings outlets
for the poor. Interest rates are far lower than
those charged on informal markets but linked
to market rates. Once again, most loans to
individuals are small and for short terms of 10-
12 weeks. Over one-third of the BRI’s
borrowers have incomes below the poverty
lines. In addition to individual loans, the BRI
also capitalizes 5,000 village-level banks.
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credit to two million people, most of them women who would otherwise be
excluded. At the other end of the scale is a wide range of small-scale
initiatives. Small revolving credit funds with between ten and fourteen female
members have been successful in enabling women farmers to borrow at
subsidized interest rates to purchase seeds, tools and other necessities.
Repayment rates have been high, suggesting that the credit has been turned
into productive investment. These credit funds have been particularly effective
in areas where there are many households living in poverty, and where formal
credit is largely absent. Expanding the client base to poorer households
remains a challenge. The very poor may well be more effectively helped with
targeted cash transfers. Combining microcredit with savings and insurance
products so that clients would not have to take out loans to cope with illness or
death would increase program effectiveness. Bank Rakyat Indonesia and Safe-
Save in Bangladesh demonstrate the potential of combining microcredit with
savings. Other microfinance programs have successfully introduced life
insurance, at low rates and with limited benefits (burial costs and repayments
of debts) (World Bank, 2001).

13. Public Works

Public works programs for vulnerable groups can effectively target rural
unemployed, migrants, refugees, elderly, female headed poor households, and
people with mild disabilities. The Labor-Based Rural Infrastructure Rehabili-
tation and Maintenance Project in Cambodia started in 1992 and is supported
by UNDP and the International Labour Organization. It has generated more
than three million workdays, mostly for the socially and economically disad-
vantaged in rural areas. Its new focus is on female heads of household and the
disabled. The project employs people to upgrade, construct and maintain rural
roads and irrigation works—providing temporary jobs, improving people’s ac-
cess to markets and social services and expanding the coverage of irrigation to
restore agricultural livelihoods. Similar projects could be employed in other
regions, as a cost-effective way to address both rural poverty and infrastructure
development.

Workfare programs can improve their effectiveness by adhering to
several principles:
(i) The wage rate should be determined by the local market wage for

unskilled labor, not by the program’s budget. If resources are insufficient
to meet demand, the program should target areas with a high
concentration of poor people. Matching grants, social funds and private
sector financing opportunities should be fully explored. Using additional
eligibility criteria should be avoided.
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(ii) Wage schedules should be gender neutral. Women can be encouraged to
participate through suitable project selection, decentralized work sites,
and the provision of childcare.

(iii) Labor intensity should be higher than the local norm for similar projects.
(iv) Communities should be involved in project selection to maximize the

capture by the poor of indirect benefits of the infrastructure created.
(v) To get the most risk mitigation, the program should be available at all

times, expanding automatically during crises as the demand increases.

14. Program for Ethnic Minorities

The displacement of small farmers to make way for development
projects, the violation of the land rights of indigenous groups and ethnic
minorities in the interests of domestic and foreign investors, and relocations of
urban squatter settlements have unfortunately often accompanied the push for
growth. The result has often been that vulnerable communities have been
evicted from their land. Communities have suffered from forced displacement,
the loss of land, and loss of access to communal resources in forests. This is
occurring in places such as Cambodia through contracts being given to foreign
logging companies.

Ethnic minorities need support from many sectors, including education
that enables them to learn in their own culture and language, as well as learn
sufficient communication skills to participate more fully in the national
language and services.

Increasing energy demands created by rapid industrialization pose
additional threats. In the People’s Republic of China, the dam system on the
Yangtze River will flood 140 towns and thousands of villages, displacing large
populations and destroying a vast area of fertile agricultural land. It is unclear
what compensation displaced communities will receive and whether they will
be provided with alternative sources of livelihood.

15. Natural Disasters

Natural disasters are another common cause of vulnerability faced by
most countries in the region every year. Public and private support programs
that provide subsidized basic goods and services, and adequate shelter are
applied on a universal basis to all affected households. Following this
immediate disaster response, development programs must address the needs of
vulnerable groups in rebuilding their community. In disaster-prone areas, it is
helpful to establish a capacity to fund employment schemes for building
infrastructure which can be trimmed down to operate at a base level during
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normal times, providing relief to the chronic poor, while building assets with
reasonably high economic returns. During difficult times, the scheme can be
rapidly expanded, and reduced when there are less demands for social
assistance support for employment generation. DMCs need to allocate
adequate resources so that they are able to respond quickly in an emergency.
This is clearly an area where preventative programs can help to reduce costs in
the longer-term. Cyclone and flood resistant housing can be built, including
storage areas for grain and other food stocks and safe water. Boats that can be
used to rescue stranded communities are an investment for the next disaster.
There may be possibilities to collaborate with neighboring countries that suffer
from similar natural disasters.

D. Financing Mechanisms

The financial resources required to meet the objectives of social
assistance programs for vulnerable groups usually include:
(i) Direct transfers from public budgets
(ii) Direct transfers from the private sector
(iii) External aid via grants or soft loans as part of program loans for other

sectors (e.g., energy, education, health)
(iv) Earmarked funds from government revenues (e.g., additional income

from unexpected increases in petroleum prices for oil producing
countries, increased prices for exports products)

Some key issues that underpin these principles are the political and
administrative capacity for expanding tax collection and fiscal resources.
What groups would be most likely to be affected and what type of compromise
may be required to implement tax reforms? Specific taxes can be developed to
mobilize funds for social assistance programs. For example, the Republic of
Korea levies a small tax on interest and dividends to finance part of
government spending on education.

Before resources are shifted between or within programs, as a means to
reallocate resources among vulnerable groups, the potential negative impacts
on programs and groups from which resources are reallocated must be
assessed. When a new social assistance policy or program is required, the
potential impact of restructuring financial incentives and the potential role for
the private sector in financing social services should be considered. What are
the financial payoffs of reforming and privatizing social assistance programs?
Can privatization expansion include delivering services with fiscal funds? Is it
more appropriate to encourage participation of the private sector if it implies
greater effectiveness?
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Promoting efficiency should also consider what impact efficiencies have
on program effectiveness. Service to remote and isolated areas for a relatively
few vulnerable groups should not be disbanded because they are not efficient.
They may be made more efficient by delivering more combined services and
training local remote communities to deliver some of the services. It is
necessary to consider under what circumstances and to what extent greater
efficiency is conducive to achieving the best policy results?

Incentives in the financing may encourage more efficient behavior on
both sides of the market, the suppliers and users of services. An example is the
delivery mechanism for public cash transfers to the working poor and
employable people on social assistance, tied directly to incentives, training and
work effort. These types of mechanisms may avoid reinforcing dependence on
social assistance as a welfare program by facilitating access to new work
opportunities.

Greater emphasis should also be placed on prevention rather than simply
an ameliorative or remedial approach. The financing of social assistance
policies should contribute to the sustainability of social service delivery by
creating more responsibilities for beneficiaries, mutual obligations and active
rather than passive program participation.

Financial devolution can create inequalities where poorer regions are less
able to be self-funding. Ad hoc funds from external organizations can offer
short-term interventions for vulnerable groups, such as emergency relief
following natural disasters, but are rarely suitable for programs designed to
support the most vulnerable in societies.

E. Program Operational Issues

1. Governance

Governance encompasses the responsibility of increasing public
awareness of the costs of social assistance schemes and programs, emerging
vulnerable groups, poverty and insecurity, and the costs of reductions in
opportunities for young people.

Government must also ensure that the legal rights of its citizens are
protected, that the laws are equal and observed consistently. Legal systems
must not create obstacles for vulnerable groups. They must be able to appeal
to the state where instances of corruption, lawlessness, discrimination or other
offences have prevented them from accessing their entitlements. Vulnerable
groups therefore must understand their entitlements and be provided with legal
services. Financial probity is needed at local levels. Safeguards must be
developed, and the necessity for them explained. Government must model
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transparency so that there are no surprise audits, just a fair and clear set of
guidelines and rules that apply to everyone.

Accountability in the use of public funds is crucial to social assistance
efforts. Vulnerable groups pay a high price for corruption. Programs that target
resources are less likely to be bankrupted by the administrative costs of
identifying and reaching the poor than by the diversion of a large amount of
these resources into other hands.

The use of public funds is crucial to social assistance efforts. Social
protection success depends on effective administration and good
implementation of adequately designed programs. Common operational
problems among government agencies include corruption, cronyism and
favoritism; inadequate information processing, storage and retrieval systems;
and organizational cultures that are hostile to customer service. Where
implementing organizations already have these kinds of problems, the
development of an organizational reform strategy will be just as important as
the development of a program reform strategy. In some instances, the best
approach may be to delegate operational responsibility to NGOs or other
private sector institutions. Governments that delegate operational
responsibility must maintain sufficient internal capacity to be able to regulate
private enterprises and/or supervise NGOs and other contractors effectively.

In the Philippines, a Comprehensive Agrarian Reform Program law
(CARP) was passed more than a decade ago. Its express purpose was to
enhance smallholder access to land. This is an imperative for poverty reduction
in the Philippines, where 36 percent of land is controlled by two percent of
producers. Yet, ten years on, less than one-third of the land earmarked for
redistribution has been transferred, pointing to a failure of political will.

Decentralization. There is a new and increasing role for local government
in the development and delivery of social assistance programs, as well as the
role of information and communication to all participants, including
vulnerable groups, NGOs and the private sector. The local level is where
policies and programs come together and where their interactions and
outcomes can be measured. Inadequate preparation or resources at the local
government level can have significant consequences for programs, and
negative impacts for vulnerable groups.

In 1998, the World Bank provided Thailand a US$300 million social
investment project to fund job-creation for the poor and unemployed through
existing labor-intensive government programs. The Thai social fund was
meant to create jobs, but most investment projects did not meet the criteria.
Paibul Wattanasiritham, president of the Government Savings Bank, said that
only 12 out of 836 projects had passed the first round of applications in
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September 1998. He said that many communities wanted to use the loans as
operational funds but were prevented from doing so.

2. Administration

An effective social assistance program, including a system of cash and in-
kind benefits, subsidies and targeting mechanisms, requires a capable and
accountable administrative system of considerable complexity. Such systems
are primarily associated with high and middle-income countries (particularly
economies in transition), and are very rare in low-income countries.1

The government, and therefore public administration, must be involved,
since it is responsible for the welfare of all its citizens. It cannot avoid these
responsibilities by out-sourcing social assistance to the private sector, local
government or NGOs. A social assistance policy framework is the
responsibility of the state as are efficient, accountable and responsive
programs. The state can establish decentralized apparatus that ensure broad
participation by local government and communities in determining the priority
needs of vulnerable groups. Decentralization works well where it has been
designed to improve the responsiveness of government to beneficiaries,
enables them to participate in the development process, and is accountable to
them at the local level. Local knowledge offers the opportunity for programs
to respond to local needs, priorities within these needs, and at the same time to
be more cost-efficient. The delivery mechanisms should encompass a range of
opportunities for the private sector, community-based and NGOs to be
involved based on their efficiency and effectiveness. The government is still
accountable for the programs and must therefore monitor and evaluate the
performance of the program.

Government can introduce consistent and transparent criteria to evaluate
the effectiveness of different delivery. Codes of conduct for all delivery agents
can be developed with the participation of beneficiaries in determining
standards to be achieved and ethics to be maintained. Government can
introduce benchmarks, such as not more than five percent of total funding to
be spent on administration. Government can review performance on an annual
and/or program basis. Agencies can bid for the delivery tasks for a fixed
period, for example three to five years. Government can establish a set fee for
statistical reporting by all agencies involved in program delivery, so that a

1. The World Bank estimates that the cash social assistance programs, which operate in a few
Asian countries, account for no more than 1 percent of GDP. In Latin America and Asia such
transfers are “negligible”: Ezemenari, K., et al., 1997.
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consistent and coherent set of data can be collected and used by government
to monitor the impact.

This does not mean that only government-funded programs can be
delivered. Local government and NGOs can always provide their own funding
to offer more opportunities for vulnerable groups. Likewise communities can
raise their own funding to create services and income support opportunities for
the most vulnerable within their community. International NGOs may receive
their finances directly from western governments providing aid and relief to
developing countries Western governments often provide aid through NGOs
because it is some times cheaper, more efficient, and more appropriately
designed to meet specific local needs than direct official aid.

Government can help to create support-groups comprised of vulnerable
individuals, which can perform part of the evaluation and monitoring. Such
groups may also suggest improvements to current programs, or advise of any
discrepancies or inconsistencies.

Subsidies towards or exemptions from fees for state services may be
more common channels of social assistance in low-income countries, as are
programs which target cash or in-kind benefits to children in school (e.g. the
Bangladesh Food-For-Education). The effective application of exemption
from user fees on the basis of poverty criteria is a major administrative
challenge—and the experience in the health field in poor countries is not
encouraging.

Central government provides funds and sets the eligibility criteria,
ostensibly guaranteeing equal treatment across the country. But local needs
may vary across the country, and benefits may leak to ineligible households to
varying degrees. In an effort to improve targeting, an increasing number of
programs rely on communities to determine eligibility rules and identify
beneficiaries. The success of this approach depends, in part, on the degree of
social cohesion in the community, and whether the community can be
effectively mobilized in a consultative process to allocate benefits.

Table 6. Advantages and Disadvantages of Allowing Communities to Allocate Benefits

Advantages Disadvantages

• Better information is available on needy
households.

• Allocation criteria are adapted to local
needs.

• Decentralized administration is more
efficient.

• Community mobilization may build social
capital.

• Program may be used to serve interests of
the elite.

• Participation of community leaders may
have opportunity cost.

• Allocation rules may cause increased
divisiveness in the community.

• External aspects across communities may
not be taken into account.
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F. Strategies for Social Assistance in Asia and the Pacific

1. Common Challenges

The objective throughout the region in the short to medium-term should
be to prevent the erosion of economic gains and social progress achieved by
the poor and the vulnerable groups in recent decades. The options in countries
currently facing economic declines, as well as most of the countries of South
Asia and the transitional economies, should focus on at least sustaining
economic growth and social sector support to these groups. Post-conflict
societies rely on external funds to rebuild their societies and need to re-
establish basic social services for all citizens, as well as income support, health
services and employment opportunities for the most vulnerable groups. The
two major issues across all subregions are the inequalities between rural and
urban areas and the inadequacy of social assistance programs.

Urban and Rural Gaps: Poverty assessments have shown a consistent
widening gap between growth rates, income and asset levels, access to social
services, and most human development indicators in rural and urban areas. In
Viet Nam, one-third of aggregate economic growth has occurred in Ho Chi
Minh City alone. At a provincial level, 14 out of 53 provinces, containing
almost one-fifth of the population, experienced negative per capita income
growth. The health, education and income gap between the wealthier
provinces and the poorest regions, including the central highlands and remote
provinces, is widening rapidly. Minority groups in particular are being left
behind. In Thailand rapid economic growth has been centered almost entirely
on Bangkok, where the manufacturing industry and the focus of growth is
heavily concentrated. Average per capita incomes in Bangkok are now twice
the national average and 15 times the level in the northeast of the country,
where poverty is most concentrated. While the benefits of growth have been
overwhelmingly urban, the majority of the population, and an even larger
majority of the poor, is rural.

Difficulties in Program Design and Implementation: Other common
difficulties encountered in all subregions include the lack of time for program
design and preparation, compounded by incomplete and inaccurate data.
Countries have similarly experienced inadequate preparation for
implementation, failing to accurately estimate resource costs for service
delivery and public education of programs, such as explaining ’active’ social
assistance concepts to communities. Programs should be assessed for their
preventative, coping and mitigation objectives for targeted vulnerable groups.

Better quality information is helping some governments and research
institutes to develop better policies, and enhance public understanding of the
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constraints and trade-offs to be made between sectors, policies and programs.
This information can help to create social consensus on national priorities and
performance expectations.

The use of indicators needs to be focused more on revealing the roles and
impacts of other actors in addition to the government, so that a more complete
assessment can be made. At the local level, analysis needs to focus on the
important influences (both positive and negative) that households,
communities, private sector, civil society and government have on the lives of
vulnerable groups. Gender specific indicators are needed to assess whether
women who might benefit disproportionately from some programs (such as
food distribution systems), are not excluded from others (such as public works
schemes). Differences in the way projects affect men and women should be
taken into account in designing project components (such as incorporating day
care for the children of women employed in infrastructure projects) or in
emphasizing advocacy and participatory roles (such as supporting disabled
women’s organizations to make sure that women’s interests are represented).

Corruption, collusion and nepotism continue to cause problems in the
region. Governments have been quick to handover social assistance programs
to NGOs and civil societies as part of “restructuring” in order to address, or
perhaps avoid, some of these problems.

Lack of integration is a general weakness of programs in the region. Part
of the problem is that they are seen primarily as a set of targeted
interventions—a series of small-scale projects not integrated with national
policies. This often occurs because of the habit of thinking sectorally about
policies and programs, resulting in a narrow definition of the problem and
policy response. Government departments are also organized along sectoral
lines, with sectoral budget allocations. Vulnerability is often a multisectoral
problem that does not fit neatly into any one department or ministry.
Government systems may thus create difficulties in trying to arrange cross-
sectoral responses. A typical reaction has been to establish interministry and
departmental committees that delay decisions and argue over priorities and
small budgets. Program strategies containing concrete content, such as public
works or subsidies, need to be well integrated so as to avoid disincentives or
reduce outcomes in either other sectors or programs. A promising
development, resulting from improved multisectoral collaboration between
ministries and NGOs, has been program links between the training of persons
with disabilities in income-generation skills, and training and support aimed at
social mobilization and local group formation. Such synergy in program
support will greatly enhance prospects for equalizing the training and
employment of rural persons with disabilities.
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The artificial divide between economic and social policies is another part
of the problem. Programs that focus on making growth more pro-poor, target
inequality and emphasize support for vulnerable groups are needed. Economic
policies are not made pro-poor, while social services are assigned the burden
of directly addressing poverty. This has been a legacy of old-style structural
adjustment programs that only addressed vulnerability, negative impacts and
poverty after the fact or as a residual social issue.

Changes need to be made to financial institutions so that the most
vulnerable are able to access credit through existing financial mechanisms.
Credit should not be subsidized. Banks and other lending institutions should
charge market interest rates and then provide adequate outreach and savings
facilities for the poor. More sources of credit need to be made available, not
more subsidized credit. Health and education services should be subsidized—
not enough financial resources are allocated to improve the services provided
to vulnerable groups. This does not have to be an additional cost if government
invests the subsidy now used for credit into health and education to provide
new equipment, upgraded facilities, additional training for health workers and
teachers. Government can use incentives to encourage health workers and
teachers to work in remote areas or to recruit and train local populations to
become health workers and teachers in their communities.

2. South Asia

Countries in South Asia suffer from high proportions of the population
living below the poverty line. They also have high levels of illiteracy and poor

public health, with large gender
disparities. The majority of
vulnerable groups is excluded
from growth. Most social sector
programs are biased towards
urban development over rural
provision.

High levels of military
spending in some countries
appear alongside low social
indicators. India spends more on
military capacity than it does on
health—and Pakistan spends
more in this area than on health
and education combined. In

Box 3. The Differences between the
People’s Republic of China and India are

Conspicuous
• Life expectancy in India today is 12 years

shorter than in the People’s Republic of
China—and five years shorter than it was
in the People’s Republic of China three
decades ago.

• Around half of India’s population is
illiterate (rising to 70 percent for women
in some states).

• The People’s Republic of China's infant
mortality rate is one-third of India's. In
India, one-half of children suffer chronic
malnutrition, which is five times the
incidence in the People’s Republic of
China.
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Pakistan, the ratio of military personnel to doctors is 9:1. In India the ratio is
lower, but still over 4:1.

Many countries in South Asia have large numbers of economic and po-
litical refugees continuing to flow into their countries, for example, Tibetan
refugees in India and Afghan refugees in Pakistan. This places an increased
burden on governments to provide basic social services and prevent outbreaks
of disease in refugee camps. Local government and NGOs have largely fi-
nanced social assistance programs in the subregion, with national governments
concentrating on food security and providing emergency assistance following
natural disasters such as drought and flooding. International donors including
UN Agencies, World Bank, international NGOs and bilateral donors have con-
centrated on funding basic social services in rural areas, with support for im-
proving rural livelihoods and employment generation, and some limited pro-
grams for cash transfers for the destitute. Many NGOs are providing innova-
tive programs on a fragmented basis, offering an opportunity for extension of
successful programs nationally (e.g., providing day care centers at worksites
that allow breast-feeding mothers to continue working and provide necessary
care for their children).

3. Southeast Asia

Unemployment and inflation continue to be the major concerns for
countries in this region following the effects of the regional economic crisis.
In Indonesia the growing numbers of the unemployed, coupled with the
continued arrival of migrants, has caused significant social unrest. The number
of jobless has risen in Jakarta and more people from other cities and islands
have migrated to Jakarta in search of a livelihood. The crime rate increased by
10 percent in 1998. Many millions of people, who were already quite poor
before the crisis, had to cope with significant falls in their living standards.

In Thailand, the economic crisis caused an increase in the number of
street children aged 3-15 nationwide at 20,000, with 4,000 in Bangkok. NGOs
reported an increase in child labor, child prostitution, and child beggars. About
150,000 of a total of one million students had dropped out of school in 1998.
Nearly 5,000 people (a doubling in the number of suicides) killed themselves
in 1998.

More recently, there is evidence of a skills shortage acting as a constraint
on growth in both Indonesia and Thailand. This points to a wider problem for
the region. As economies move up the technological ladder, school leavers and
adults with only a basic education will have reduced prospects of finding work
in faster-growing and higher-wage sectors, with the wages of the unskilled
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falling further behind those of the skilled. These problems are already evident
in Thailand.

Multilateral, regional, and subregional bodies, as well as the governments
concerned, have all acted in response to the crisis. The international
community has provided considerable funding, including large amounts of
bilateral aid from Japan. The international lending agencies supported a range
of in-kind and cash assistance programs to prevent school dropout rates,
promote public works, and provide price subsidies to alleviate hardships faced
by poor families. In Malaysia, for example many poor families were facing
increased food prices, as much of their food is imported, so price subsidies for
items such as cooking oil were introduced. Rice was subsidized in many
countries in the region, as well as being provided directly by bilateral donors.
The IMF program in Indonesia included minimizing price increases for
kerosene and certain fuels, cuts in import tariffs for food, and continuing the
government’s monopoly on rice marketing to ensure cheap rice. In Thailand,
the World Bank provided funding support for the implementation of
employment generating programs in the rural areas where it was expected that
many jobless would return.

4. Transition Economies

The existing social assistance systems in transitional economies, of
which many run through state enterprises rather than government, were not
designed to cope with poverty and unemployment resulting from the transition
to the market. Central government resource allocations to programs are
severely under-budgeted, with local governments expected to meet any
shortfalls, including meeting delivery costs. As a result, the number of
vulnerable persons actually receiving some form of social assistance is only a
small percentage of those entitled. This has created enormous demands by
traditional vulnerable groups that had expected continued state support, as
well as increasing needs from new vulnerable groups. The structural
adjustment programs have mainly focused on the needs of pensioners and
excluded other important groups, particularly those not covered by social
security, most notably ethnic minorities. The cessation of state subsidies and
the introduction of user-pay principles as part of the transition processes, have
had significant impacts.

The People’s Republic of China’s rural cooperative health system, for
example, covered about 85 percent of the population, with a clinic in almost
every village. There were about 1.6 million “barefoot doctors” in place, or one
to every 400 rural inhabitants, a ratio comparable with many developed
countries. The availability of basic medical care, immunization, and a strong
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emphasis on preventative practice, contributed significantly to improvements
in public health. Services were variable in quality and often unresponsive to
public need, especially the needs of women. However, the cooperative health
system was disbanded along with many cooperatives as part of transitional
reforms in the country.

In Viet Nam, cost-recovery has been introduced for government clinics,
which are being financed increasingly by patient contributions and drugs
charges. One result is over-prescription, as clinics seek to maximize revenue;
another is the exclusion of poor people, who are facing difficulties in meeting
costs. There is an added danger that the gradual shift towards more market-
oriented systems of social sector financing will erode the access of poor people
to basic services, leading to a widening health and education gap. The
government of Viet Nam has sought to reduce poverty and maintain
livelihoods through a series of social protection programs under its Hunger
Eradication and Poverty Reduction Program (HEPR) that has operated since
1992. The HEPR program encompasses access to credit and low-interest loans
through the Bank for the Poor (established in 1996); free health insurance
cards; and school fee exemptions or reductions for poor students.

Decentralization of government programs has further exacerbated
regional disparities and rural-urban gaps as poorer regions with larger numbers
of vulnerable groups have less resources to fund social assistance programs.
More responsibility is being given to local government to identify the most
vulnerable that can receive the capped allocations of social assistance. Mass
organizations, enterprises and communities are being encouraged to find ways
for self-provision. NGOs are encouraged to take an active role in providing
social assistance.

Mongolia has now established a “National Program for Households
Livelihood Capacity Support” for the period 2000-2005, as a follow-up to its
National Program for Poverty Alleviation that operated from 1994-2000. This
new program includes access to health, education and employment for the
poor, elderly, disabled and children. It also includes water safety and
microcredit schemes. Its objectives are to reduce the number of households
below the poverty line by 20 percent at the end of 2003, and a further 20
percent reduction by the end of 2005. It is unclear as to the level of financial
support guaranteed by the state but very clear that Mongolia is requesting
support from NGOs, charity and religious organizations, enterprises,
international donors individual citizens and communities.2 With one of the
lowest population densities in the world, the Asia-Pacific Development
Information Program established a citizen information service center in

2. Resolution 93 of the Mongolian Government, 21 June 2000.
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remote provincial towns, including in the Gobi Desert, to supply residents with
news, connect them to the central government and offer basic training in
computing.

Transitional economies have yet to resolve the problem of spreading
opportunities more widely to marginalized areas. Regional planning,
redistributive public spending policies to favor poorer regions, increased
investment in health, education and marketing infrastructure, and incentives
for investors to create employment opportunities away from current growth
zones, are among the options available. However, most governments have been
unable to achieve any significant advances. External agencies have
concentrated on structural adjustment programs, with some lending agencies
also supporting poverty alleviation programs in rural areas, mainly through
non-farm employment generation projects and microcredit schemes.

5. Post-Conflict Societies

Due to the nature of the shocks and the breakdown of society during
periods of conflict, the need for basic social services and provision of in-kind
and cash payments of social assistance and health schemes would seem to be
the initial short-term priority. The population needs are for social stability and
well being, essential food, shelter, clothing and water. In the longer term,
countries can introduce more comprehensive social security systems.

Social assistance programs are primarily designed for risk coping as
vulnerable groups are helped to deal with a range of risks that have occurred.
A broader range of social protection programs would generally be
implemented with the purpose of risk-reduction followed by risk-prevention

Box 4. Community-Based Social Assistance: the Mahallas in Uzbekistan

In Uzbekistan the “Mahalla” social assistance scheme comprises cash benefits provided
for three months and targeted to families most in need. Local community groups
administer the program using guidelines developed by the ministry of labor that identify
poverty indicators based on the labor status, income and assets and access to agricultural
land of each household. Households can either apply or be recommended for assistance by
the Chairman of the local “Mahalla”. Low welfare households are between seven and
eight times more likely to receive assistance than high-welfare households. The main
recipients of the program have been children, farmers and poor households. However,
some vulnerable groups, such as single mothers, have not been welcomed by all
communities due to discriminative and conservative values in rural areas. Overall the
Mahalla system proves to be an efficient provider of social assistance; however, there are
some setbacks that need to be taken into account when encouraging community-based
social assistance.
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strategies. Private transfers and family support mechanisms collapse due to the
effects of conflict that force large numbers of households into destitution.

Countries recovering from the effects of conflicts face a multitude of
competing, interrelated issues, where the majority of the population can be
classified as a vulnerable group. The immediate effects are a dramatic
shrinkage of the national economy (over 80 percent in Tajikistan) and a
dramatic reduction in the number of employed workers (a 33 percent decrease
in Tajikistan). Government revenues decrease drastically and its ability to
provide basic social services becomes severely constrained. It is easy, then, to
understand the pressures that are placed upon the state’s ability to provide
adequate social protection for all persons who require it. Any benefits that
were previously available are severely eroded by inflation. Hundreds of
thousands of people can be the displaced from their homes and sources of
livelihoods. Many children will have lost one or both parents. The number of
disability-related injuries as a result of conflicts rises dramatically.

Most countries in this situation need external funding to rebuild the basic
social service infrastructure, rebuild factories and employment, repair roads
and other transport systems, re-establish communication systems, and try to
attract necessary qualified staff to work in the social sector fields. Social
assistance programs can at best be minimal in these circumstances, in as much
as the average benefit for vulnerable households is insufficient to cover
minimum household expenses. The resources devoted to in-kind support or
compensation are spread thinly and the financial support provided is
insufficient.

Tajikistan has undergone poverty shocks as both a low-income transition
economy and a country subjected to a series of external and internal conflict
crises since gaining its independence in 1991. Due to the civil war, the
estimated poverty rate in Tajikistan is 80 percent (ADB, 2000) and the existing
social safety nets remain inadequate and poorly targeted. Data is weak and
unreliable but should improve following a household poverty survey that was
undertaken in August 1999, which should provide the basis for a more
comprehensive reform of the existing social safety net.

Vulnerable groups include unemployed from inactive state-owned
enterprises with underemployment high also in rural areas. Unemployment
includes repatriation of refugees from Afghanistan and demobilization of
opposition fighters. Some estimates are that unemployment is around 30
percent of the labor force. As a consequence of the civil war, vulnerable groups
include 700,000 refugees and 55,000 orphans. All are facing drastic
deteriorations in living standards. A comprehensive social protection program
is needed, including social assistance programs that are designed to help cope
with the post-conflict crisis conditions.
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6. Some Good Practices

There are many examples of different types of social assistance
programs implemented within the region. The examples below are illustrative
only and do not represent a comprehensive review of the variety of programs
to be found. However, the examples included have been operating for longer
periods (more than five years) indicating a greater likelihood of sustainability,
and have reached a large number of vulnerable groups, indicating their
effectiveness.

Established in 1972, the Self-Employed Women’s Association (SEWA)
is a registered trade union for women in India’s informal sector. SEWA’s
220,000 members are hawkers, vendors, home-based workers, and laborers).
In addition to its conventional labor union functions (ensuring minimum
wages and work security), SEWA provides legal aid and operates a bank and
social security scheme. The bank offers savings accounts and loans to
members. The social security scheme, which insures about 14 percent of
SEWA members, covers health, life, and asset insurance. Slightly more than
half the cost of the insurance program is covered by premiums. The rest is
financed by SEWA and a public subsidy. SEWA views this arrangement as a
first step toward increased contributions by members and self-sustainability.
The combination of banking, insurance, and union services has helped
increase SEWA’s membership and raise the incomes of its members. SEWA
now plans to expand health benefits and add a pension component.

Well-established microcredit programs can also be effective following
the impact of natural disasters. The Grameen Bank, for example, provided
relief services, emergency loans, rescheduled loans and allowed withdrawal of
savings after disastrous flooding in 1998 in Bangladesh. It was also used to
channel funds and international aid from donors, relief agencies and the
government. The Association of Cambodian Local Economic Development
Agencies (ACLEDA), supported by UNDP, reached financial self-sufficiency
in five years and now serves more than 62,000 poor clients with a portfolio of
a little over US$10 million.
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Some innovative ap-
proaches have combined
service demands and deliv-
ery needs with unemploy-
ment problems. For exam-
ple, Bangladesh created a
pool of paramedics by
training local young people
and also reduced youth un-
employment in rural areas.

Food-for-education pro-
grams have more recently
been implemented in Indo-
nesia and Thailand in re-
sponse to the effects of the
economic crisis with the as-
sistance of donor funds and
soft loans. Consideration
can be given to using food
for education as part of an
on-going program within
the education budget based
on country specific indica-
tors for rural areas. The tar-
geting mechanisms do not
have to be complex and
some form of self-targeting
will occur. This approach
may have greater benefits
where there are lower pro-
portions of girls to boys at-
tending school. The Food
for Education Programs
(FFEP) was implemented

in Bangladesh in 1993. Enrolled children are required to attend 85 percent of
the total classes every month and receive an amount of wheat, depending on
the number of school-age children in their household. The targeting criteria
used are broad enough to enable most poor households to participate, many of
which are not covered by other food programs. The results have shown signif-
icant increases in school attendance; 63 percent in 1993 to 77.6 percent in
1994, and declines in dropout rates, from 18.5 percent to 10.9 percent respec-

Box 5. A Regional Social Assistance Initiative:
The Case of the SAPAP

The South Asia Poverty Alleviation Programme
(SAPAP) began in 1996 in Bangladesh, India,
Maldives, Nepal, Pakistan and Sri Lanka. It has a
budget of US$31 million for its seven-year
operation. The program uses community groups as
the primary means to focus activities on the needs
and priorities of poorer community members,
especially poor women. The initial steps involve
building the community’s financial capital by
encouraging regular saving, and training villagers
in vital skills, particularly leadership skills
necessary for their community’s activities. It has a
consistent emphasis on participatory decision-
making throughout all stages of development
projects. SAPAP projects provide seed capital to
start community credit schemes and promote
community links with government line ministries
and financial institutions. Once villagers are well
organized, they are more able to secure access to
public services and formal financing. Members of
the community credit groups often prefer to
provide larger loans to fund more significant
economic activities for a few poor households
rather than split up the available credit into many
small loans. In India, 4,000 self-help groups have
been established, 94 percent comprise women
only. All self-help groups are meeting their
operating costs from the interest on loans to
members. The program ensures the poorest of the
poor have access to knowledge, skills and
technology as well as providing credit. The
SAPAP example demonstrates that effective
programs can be supported and sustained. A
similar program for Southeast Asia may be
appropriate.
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tively. Dropout rates for girls declined by nine percent, compared to six percent
for boys. Leakage of wheat to the non-poor is estimated at 6.5 percent.

Employment guarantee schemes have been introduced to provide
employment in public works programs for targeted categories, especially those
in rural areas. The Maharashtra Employment Guarantee Scheme (MEGS) in
India has been relatively successful in reaching the rural poor, particularly
when the wage rate was less than the minimum wage. This program is flexible
in that a wider program is offered during the agricultural pre-harvest, or
“slack” season. More than 70 percent of the person-days used have been used
by the poor, and more than half are used by the landless and socially deprived
communities (castes and tribes). The severity of poverty has fallen from 5.0
percent to 3.2 percent. The annual wage income of EGS households was
higher than non-EGS households. Rural unemployment was reduced by
between 10 and 35 percent in different areas.

In Japan, the Ministry of Health and Welfare is planning to introduce a
new social insurance system for elder care, “public insurance for elder care”.
Both central and local governments will fund half of the system. The premium
of those over 65 will automatically be deducted from their pension, and those
aged between 40 and 64 will have the premium deducted from their salary,
together with the premium for health care insurance. The recipients will pay
10 percent of the cost of services they receive. The employers’ association is
strongly against the proposed system, because employers have to be
responsible for a half of the premiums of their employees. This premium is in
addition to the premiums they currently pay for pensions, and penalties they
have to pay if they do not hire a certain percentage of elderly workers (over 55)
and disabled workers. However, the concept behind elder care insurance may
be attractive in other countries that do not have expensive social insurance
schemes, and meet their needs for providing elderly care with increased self-
reliance.

7. Summary of Social Assistance Subregional Needs

Economic reforms involving large-scale unemployment, low or declining
economic performance, high inflation, and budgetary constraints, strongly
suggest the need for social assistance programs that ensure vulnerable groups
access to limited labor market opportunities.

There is a need for programs to be developed to meet the immediate
short-term survival needs of the most vulnerable groups, as well as provide
access to opportunities. More information about newly emerging vulnerable
groups is needed, as well as an analysis of programs in other sectors. In
addition, programs are needed for the medium-term to develop relevant skills
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within vulnerable groups, and programs that provide incentives for self-
reliance. In the long term, programs that prevent vulnerabilities are needed.

Programs that offer secondary incomes for vulnerable households, for
example through public works or the creation of part-time, casual and
temporary employment, may be more effective in the longer-term in removing
the causes of vulnerability. The creation of part-time and casual jobs in service
provision, such as home care for elderly and disabled and childcare, can
directly provide services to those unable to participate in the labor market as
well as provide employment opportunities for those able to participate in the
labor market.

8. International Lending Institutions

The World Bank is increasingly influential in the development of social
protection approaches with lending in social protection activities growing
rapidly during the 1990s (increasing to US$3 billion, or 13 percent of total
lending, in 1998). The Social Protection Sector was established in 1996,
linking social protection policies with an overarching emphasis on poverty
reduction. Social assistance activities have been limited to short-term projects
or soft loans to meet emergency situations, rather than developing a
comprehensive country program for vulnerable groups.

The World Bank has established short-term and long-term social
protection strategies and programs for the region. The short-term objectives
are to combat hunger, malnutrition, disease, and school dropout rates using
targeted interventions such as public work programs, cash and in-kind
transfers, and price subsidies. The World Bank increasingly seeks
participatory processes involving community participation and NGO-
partnerships for social assistance interventions. Concurrently, the World Bank
has sectoral policies and programs designed to improve labor market
conditions; provide increased coverage through unemployment insurance and
other forms of social insurance, pension reforms; and expanded social safety
nets. Program and policy reforms are also seeking to improve governance by
increasing transparency and reducing opportunities for corruption.

The World Health Organization (WHO) is supporting the establishment
or reform of health insurance schemes in numerous countries, while primarily
concentrating on preventative mechanisms, including education for young
people about HIV/AIDS and drug abuse.

The International Labour Organization (ILO) has been involved in a large
number of social security reforms and projects that primarily concentrate on
social insurance but may have some social assistance interventions. The ILO
‘STEP’ program has been implemented mainly in Africa but may offer

13883-Asia.book  Page 352  Tuesday, December 11, 2001  11:46 AM



Social Assistance: Project and Program Issues 353

opportunities in Asia and the Pacific. ILO has a labor focus mainly connected
with labor market programs and employment generation through public
works.

The European Union, through its PHARE and TACIS programs, has
developed expertise in social protection reform issues particularly in relation
to transitional economies (for example Mongolia) but has limited experience
with other forms of social assistance in this region. Many countries within the
region have received assistance from the ASEM Trust Fund to provide a range
of social protection programs and projects. These include:
(i) Indonesia: Preparation, management and monitoring of the distribution

of the scholarship funds, the establishment of a labor network to increase
women’s employment opportunities.

(ii) People’s Republic of China: retraining of labor for service sectors, and
for the creation of micro and small enterprises.

(iii) Republic of Korea: enhanced income support for the elderly; and
improved transparency and efficiency of pension fund management.

(iv) Thailand: assistance with the development and implementation of
policies and programs to mitigate the social impact of the crisis on the
most vulnerable segments of the population; identification of family
strategies of coping with the costs of education; and the design of
intervention strategies.

(v) Viet Nam: (a) analysis of labor market impact of economic slowdown and
state owned enterprise reform; (b) design of severance packages and
training for retrenchment; (c) mobilizing of donor funding for social
safety net.

UNICEF has specific interests and expertise in relation to vulnerable
children and is involved in programs on the Convention on the Rights of the
Child, including some forms of social assistance in related sectors of education
and health sectors.

The Government of Japan established the Japan Social Development
Fund (JSDF) in 1997 at the World Bank and the Japan Fund for Poverty
Reduction (JFPR) at the ADB in 1999 for US$90 million each. JSDF/JFPR
provides grants in eligible countries to support activities that directly respond
to the needs of the poor and vulnerable groups, enhance their capacities and
strengthen their empowerment and participation in the development process.
The JSDF favors community-driven approaches to social development;
“demand-driven” proposals that have included consultation with community
groups; and partnerships with local/international NGOs.

ADB has implemented a variety of social assistance interventions to (i)
mitigate possible adverse effects of lending, and (ii) to proactively contribute
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to poverty reduction. Some interventions were designed to cushion the impact
of the Southeast Asian Crisis, such as the Indonesia Social Protection Loan,
for US$300 million or the Thailand Social Sector Loan for US$500 million;
including support to maintain access to health, nutrition, education and
employment for vulnerable groups. ADB has also worked solidly in transition
economies and developed social security programs in Mongolia and
Tajikistan, among others. ADB has also contributed to the strengthening of
decentralization of local governments’ managerial support in most countries at
the Asian and Pacific Region, with special focus on the delivery and finance of
municipal and social services.

The World Food Program (WFP) has extensive experience in the region
in providing food relief for poor families. More recently WFP has developed
a strategy that gives food aid an “enabling” role in poverty reduction and
identifies five key activities that WFP will focus on:
(i) Alter households trade-offs in favor of adequate nutrition for young

children;
(ii) Alter trade-offs in favor of education of girls and women;
(iii) Make it possible for poor families to gain and keep assets;
(iv) Mitigate the effects of natural disasters, in areas vulnerable to recurring

crises of this kind; and
(v) Enable households, which depend on degraded natural resources for their

food security, to make a shift to more sustainable livelihoods

The International Red Cross (IRC) has specific interests in natural
disasters, conflicts and disease, as well as impoverished families. It has many
grassroots programs operating in most countries in the region. Since the IRC
operates with local Red Cross or Red Crescent societies, it has a national
network in which to implement programs and monitor outcomes. Within the
region, the IRC may be a possible partner to consider in developing and
implementing social assistance programs.

There are a multitude of international and national NGOs, civil societies,
charities and community groups providing a range of interventions that have
varying degrees of success in reaching vulnerable groups and in improving
their living standards. Among them are CARE, Handicapped International,
HelpAge, Save the Children Fund, etc.

9. Project Design Issues

There are several key areas where technical assistance is required to
improve the current levels of expertise available in countries in relation to the
design and development of social assistance programs. There are also
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opportunities for funding specific pilot projects that are designed to increase
equity and promote growth. Integrated and comprehensive program
development is needed, requiring a combination of technical assistance and
soft loans that would in the long-term become internally sustainable.

A set of objectives are suggested for any social assistance activities
implemented:
(i) To improve the capacity of public institutions to effectively identify

vulnerable groups and their needs;
(ii) To design service delivery mechanisms that effectively deliver assistance

to vulnerable groups and involve the private sector, NGOs and
community organizations where it is most cost-effective to do so;

(iii) To improve processes and opportunities that enable vulnerable groups to
participate in identifying their needs and design responses to those needs;

(iv) To increase institutional administrative capacities and transparency in the
public sector so that social assistance transfers fully reach the intended
vulnerable groups;

(v) To provide mechanisms to support cross-sectoral approaches that provide
effective and efficient forms of assistance.

a. Capacity Building Projects

The capacity of governments, institutions and organizations to develop
and implement social assistance programs has expanded recently through the
need to cope with the effects of the regional economic crisis, economic
transitions, and the emphasis on poverty reduction by international
organizations. Program development translates into the existence of a
specialized body of professionals (public servants or otherwise) who are in
charge of deciding who is entitled to a specific support, to follow up on
implementation of regulation and commitments, to forward monetary or in-
kind transfers, and report on outcomes. Technical assistance from
development agencies needs to be related to an improved capacity of policy
developers to analyze social protection within a holistic treatment of issues of
economic growth, governance and public policy.

Policy development should start from the needs, realities and priorities of
the groups intended to benefit from social assistance, a development in which
many factors are involved. Critical to these are issues of governance,
transparency and information. Project needs in relation to capacity building
include:
(i) Establishing an information base on issues of poverty and deprivation of

vulnerable groups, including qualitative aspects that illustrate the
realities, and disseminating this information to inform social debate.
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(ii) Ensuring that policymakers have an adequate understanding of the
various non-state forms of social protection operating to provide
insurance and assistance to poor people,

(iii) Supporting the development of local groups that enhance the livelihood
security of vulnerable groups through appropriate regulation and
programs. Particular attention should be paid to the variations in
vulnerabilities and needs by gender, social status and age. Such
institutional arrangements may include savings and credit groups,
informal mutual aid and insurance groups, user groups for managing
common property resources, etc.

Public policy for social protection needs to include a balance between
measures designed, firstly, to prevent shocks that will have a negative impact
on the poor (through appropriate trade and macro policy, protection against
floods, primary health care to prevent epidemics etc.). Secondly, those ex ante
measures that reduce the impact of such shocks when they happen (for
example, by promoting diversified income sources for the poor); and, finally,
those post facto policies that help those affected cope once shocks have
happened. As argued in this volume, public policy in many cases needs to
strengthen the content of interventions for prevention and reduction of shocks
rather than merely rely upon policies to assist people to cope afterwards.

Measures to strengthen the capacity of public policy to help the poorest
(those who suffer from persistent rather than transitory deprivation) are a
priority in many developing countries. This is a challenging area as it requires
sophisticated institutional capacity to deal with both identification of groups
needing special assistance, and the development of complex and differentiated
policy responses.

To make social assistance policy information systems accessible and
useful to potential users two basic issues need to be addressed. Firstly,
information systems should be based on the identification and use of strategic
social indicators and on the timely gathering of data to improve the capacity
for targeting policies. The data available has increased as more national
statistics have collected more household data that includes the poorest and
more vulnerable groups. Gender disaggregated data is more widely available,
however, age disaggregation is not as readily available. A second issue is that,
in addition to the production, gathering and retrieval of information, the users
of information must be able to easily access the data. This can involve access
to new software and hardware by grassroots and civil societies involved in the
delivery of services. Equipment, data delivery methods and training in the use
of these resources would be required.
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Training on policy issues should generate the capacity to assess the social
and political context; to get acquainted with the local, national and global
trends that condition policies; to collect and analyze information; to
understand the criteria for choosing priorities; and, to understand the costs and
economic implications of social assistance programs. Training in financial
analysis of policy options and consequent impacts for national budgets should
be provided, including the opportunity cost of social assistance measures in
terms of other state expenditures.

Pilot projects involving NGOs, local government, communities,
beneficiaries, and national central governments are useful methods for
developing models for participation, cooperation and collaboration. The
objectives of these projects should be clearly established, indicators agreed,
evaluation mechanisms determined and monitoring timeframes identified so
that outcomes can be measured and recommendations used for extension or
modification of the project design. Any projects considered should be demand
based and linked to the equity and growth principles discussed earlier.

b. Policy Monitoring and Evaluation

Timely feedback mechanisms on the sudden needs of new groups of
vulnerable persons have been tested in some countries and need to be
evaluated for general use within the region. For example, methodologies for
micro-impact assessments and rapid assessment to identify localities and
population groups that are most affected by a crisis—economic, transitional,
naturally occurring disasters or civil conflicts.

Often the results of social assistance programs and other forms of social
protection are difficult to isolate from other related sector programs such as
health, general poverty reduction efforts and local initiatives by community
organizations and NGOs. Conversely, all programs can have made
considerable progress but are unable to achieve their targets or results due to
external factors such as the escalation in oil prices, changes in government,
sudden unforeseen crises due to natural disasters. However, programs that
have been able to respond to these situations and continue to meet the majority
of the needs of the poor may offer best practice designs. An opportunity exists
for more detailed interregional and subregional assessments and evaluations to
be made by policy and program developers and deliverers. A common set of
criteria and indicators could be developed that relate to the poverty reduction
targets agreed by DMCs in the Manila Declaration on “Accelerated
Implementation on the Agenda for Action on Social Development in the
ESCAP Region”.
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Models and options for social protection in the ASEAN region can be
produced in detail including best practice results for different approaches. The
cost-effectiveness of design options can be measured against agreed criteria
for different vulnerable groups. The economic feasibility and sustainability of
the programs can be appraised and monitored. The degree of cultural relevance
and appropriateness within regional countries can also be assessed. Specific
information should be collected through living standards surveys, labor force
statistics, censuses and other data collection methods.

As a response to training needs, the Statistical Institute for Asia and the
Pacific (SIAP) has incorporated disability statistics as a topic in its six-month
general training course on practical statistics. A similar general role may be
performed by SAPAP in South Asia, and some functions of ESCAP may be
repeated, requiring more consultation with similar institutions and DMCs to
define the current capacity development needs and available methods to meet
those needs. However, it provides an opportunity for collaboration between
countries and lending institutions, and could assist in more equitable,
responsive and cost-effective programs being developed.

c. Improving Opportunity and Access for Vulnerable
Groups

Addressing equity and access issues for vulnerable groups through
interventions in other social protection programs is achievable, for example by
supporting the extension of social insurance coverage to informal and rural
sectors. Health insurance is the more immediate need for the most vulnerable,
along with funeral benefits. In the short to medium-term microinsurance
schemes that encourage wide participation, such as family based membership
with flat rate contribution and benefit rates based on the size of the family, may
be the more effective form of insurance.

Another approach would be to combine microcredit programs with health
insurance for members and families. In this situation, the borrower would have
a reduction in the total loan amount that would be used to buy health insurance
for the term of the loan, or every year or every six months. The health
insurance could be purchased from an existing public health insurance system,
private health providers, or a microinsurance scheme could be established as
part of the microcredit scheme. This allows the borrower, and their family
members, to receive necessary health treatments during the period of the loan.
It also provides some protection should the borrower or family member
become seriously ill (especially difficult for women borrowers with children
or elderly dependents). It encourages a behavioral change for the borrowing
members to invest in health insurance after the term of their loan. This health
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insurance approach should be in addition to savings practices, not instead of
savings.

Alternatively, encouraging greater preventative health practices so as to
reduce the incidence, frequency and severity of ill health may also have large
impacts on vulnerable groups. This approach would fit better in the health
sector program design. Health sector programs, however, must ensure they
specifically measure, monitor and service the most vulnerable groups.

Labor market programs can be designed to provide opportunities for
vulnerable groups through the provision of childcare facilities, modified
equipment and even literacy and language training as part of vocational
training programs. These programs provide greater opportunities to actively
participate in the labor market. Language and literacy training for ethnic
minority peoples of working age, for example, enables them to speak the main
language used for everyday life, to understand the laws and regulations and
their entitlements and, finally, increases their opportunities to find
employment.

Social assistance and poverty reduction programs often contain the same
target groups, implying that social assistance can become a mechanism within
a poverty reduction program. There may be overlaps between interventions,
for example where a poor household receives income support and access to
microcredit and food and health subsidies at the same time. This is more likely
when there are several organizations involved in the delivery of small poverty
projects. However, the funding for the social assistance component may also
become tied to poverty programs, often on a short-term or annual basis. There
is a risk that once the poverty targets have been reached (now earning the
equivalent of US$1 per day) the funding is stopped, resulting in the most
vulnerable immediately falling below the poverty line again. Without specific
funding, the most vulnerable may be excluded from opportunities to
participate as they represent only a minority compared to more vocal poor
groups.

d. Implementation of Social Assistance Programs and
Projects

Projects and programs must be designed so that they are operationally
feasible and with consideration of the effects on beneficiaries. It is important
to consider the relative experience and capacities of the institutions that will be
involved in the development of policies and the implementation of programs.
Does the private sector have the necessary technical knowledge and
experience? If not how will this be overcome? Is the research institute able to
provide the data required? Can the local government accommodate the
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increased staff and computers? Is the power supply sufficient and regular, or
will a generator be required? Does the ministry have specialist staff or will
technical assistance to transfer knowledge and capabilities be needed?
Ownership of programs needs also to be clarified. Program or project
implementation is at risk where there are disputes of ownership. Who is
responsible for outcomes? Are adequate resources committed? Is there
sufficient senior political support?

A careful consideration of the need for a legislative basis should be made.
Is there, for example, any existing legislation for social assistance or social
protection? How will the program affect existing policies and programs? Will
the program have an impact on other legislation? Does the country have a
system of enabling legislation that is necessary before any new programs or
policies can be implemented (Viet Nam, for example, requires legislation to be
passed by the National Assembly to change existing laws). Does the minister
have the power to approve new policy and receive associated resources from
the central budget?

The timing of the project or program must be considered in the light of
other reforms being undertaken within the country, such as decentralization of
government. Subregional, regional and global trends may affect the program
in the medium-term, either directly or indirectly. It is also important to
consider timing in terms of the period of support, given that the sustainability
of a project or program is an important objective. It is difficult to assess
sustainability in less than a five-year timeframe. Whether the program is
seeking to change the behaviors of vulnerable groups must also be considered.
Behavioral changes are less likely to occur within a short timeframe.

However, where an immediate response is required to an emergency, such
as a natural disaster, it is important to utilize lending instruments and design
projects that enable the funds to be made available quickly and without
excessive bureaucracy. A social fund arrangement, established outside the
government but with close independent monitoring to avoid corruption and
leakage, may be an appropriate implementation mechanism.

Cost-benefit analyses can be made of various implementation options
based on the policy or program objectives. A risk assessment should be made
for each of the implementation options and should include suggestions for
strategies for managing the risk.

Implementation plans should include mechanisms and processes to
address transitional arrangements for all stakeholders. Transitional
arrangements will occur at the beginning of implementation and at the end,
when the project or program is finalized. There may be other transitional
arrangements specifically designed as part of the project or program, such as
transferring responsibility for service delivery to the private sector.
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e. Project Management

Project management is needed to ensure that the intended objectives are
achieved in the manner foreseen. Project management may also be necessary
to ensure that related reforms, for example decentralization to local
government or exemptions for health services in the health sector, are
implemented. This may require specific staff. The difficulty with this approach
is that it diminishes opportunities for skills transfer unless there is a carefully
planned process included in the program design. Skills transfer is an essential
feature of ensuring sustainability of the reforms once the program has been
successfully implemented.

An alternative is for the project management to be undertaken entirely by
the counterpart authority, a ministry of welfare or, for example, an NGO. This
is the approach favored by UNDP as part of its “national execution” strategy
for technical assistance projects. The main difficulty is finding adequate levels
of technical and project management experience.

As a general principle, projects should be managed by the counterpart
authority but with specific technical assistance being provided, especially in
the early stages. Technical assistance should not be concerned solely with
issues such as procurement and disbursement, but with the program objectives
and the relative success of the various mechanisms used.

Monitoring and evaluation phases should be included as important
feedback mechanisms on the impacts of the reforms, and should be designed
to include participation by all stakeholders, in particular beneficiaries.
Monitoring information should be assessed regularly to enable required
adjustments. Evaluations should be conducted annually, according to expected
targets. The evaluation results should be used to reassess the situation for
vulnerable groups and review the policy assessments used at the inception
stage. It is important to allow for some flexibility in design, so that necessary
adaptations can be made in response to environmental changes unforeseen at
the start of the project or program.

f. Creating Linkages to Market Institutions

Once projects have been successfully completed, or have run out of
funding, there is often a lack of bridging systems that are needed to enable the
vulnerable groups to access the normal market institutions, such as banks or
educational institutions. Rather than the separate programs and facilities being
lost with the project, more sustainable processes should be developed,
preferably during the project operation. Vulnerable groups that have been able
to access microcredit, for example, and have a proven ability to successfully
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manage the loan repayments, may be given a credit rating or certificate from
the microcredit scheme under certain conditions (e.g., repaid medium-size
loan within the three years, no defaults, no late payments). This certificate or
credit rating should then be used as collateral by the financial institutions to
enable further borrowing to occur.

As to educational institutions, vocational training provided to vulnerable
groups should be recognized as educational achievement towards higher
education studies. This may be from secondary to tertiary education levels, or
for specific vocational training certifications required within industry sectors.

g. Policy Reform and Policy-Based Lending

Policy based lending is conditional to institutional reforms, for example
legal, financial or administrative reforms, being implemented.

Public social services can be restructured to benefit the poorest so that
access is ensured, coverage is expanded and/or per capita social expenditure
decreases during periods of fiscal crisis, but is increased for the poorest. It can
often be more politically and administratively expedient to set up short-term
programs using external funds, with revenue funding being phased in over a
period of three to five years, through earmarked taxes or based on other
programs that achieve greater revenue collection.

An adjustment program provides a coherent policy framework in which
one can identify and protect vulnerable groups. This may be very difficult in a
haphazard policy framework, where macroeconomic distortions and high
inflation erode real income levels. The poorest tend to be those least able to
protect themselves against the costs of inflation, while the wealthy are better
positioned to pursue strategies such as sending assets abroad.

With the implementation of adjustment programs in many countries, the
policy framework has shifted from short-term safety nets to more appropriate
macroeconomic policies coupled with longer-term investments in health and
education. Investment in longer-term social assistance policies, education in
particular, has positive effects on growth and therefore on poverty reduction.
The effects on growth of transfers are mixed and seem to depend more on the
nature of the transfers and how they are allocated.

Social assistance short-term programs can play an important part in
transition periods. Programs must complement rather than contradict general
direction of macroeconomic reforms. They should not create fiscal deficits or
create labor market distortions.
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h. Project Lending

Social assistance project lending is usually designed to enhance the
capacity of government institutions to provide social protection benefits or
services directly, or to regulate interventions mandated through the private
sector. Project lending involves shorter timeframes and should therefore be
used to meet short-term objectives. This could involve pilots of new service
delivery models, the development of better data collection and social
indicators for vulnerable groups, or developing skill levels in government
departments to enable a more comprehensive analysis of policy options and
the drafting of new policies and programs.

i. Mainstreaming Assistance to Vulnerable Groups and
to Other Sectors

Collateral components can be developed even if social assistance policy
is not the direct objective of the sector. An example is the price liberalization
of energy and water, which may have negative impacts for vulnerable groups.
Appropriate measures can be included to mitigate price increases for
vulnerable households.

Urban development interventions can include low-cost housing
opportunities for the urban poor, migrants, refugees, unemployed youth and
other vulnerable groups, and integrate health, education, employment services
and elderly support services. Systematization and regularization of previously
illegal connections to public water systems have brought down the cost and
improved the delivery of water to vulnerable groups in shantytowns and urban
slums in some countries (e.g., the Philippines). They have also generated
additional revenue to the public utility agency. Access to housing has often
been identified as a crucial element in expanding the water supply and
sanitation services to vulnerable groups, apart from providing a roof for the
homeless. Recently, some countries in the region have experimented with
housing assistance, including community financing for low-income groups in
both urban and rural areas with mixed results. The more effective programs,
which did not distort housing prices, should be further evaluated for inclusion
in future urban redevelopment programs.

International organizations are increasingly involved in social protection
projects, programs and reforms. They are increasingly focusing their activities
in the struggle against poverty, often strengthening their moral image more
than emancipating the poor from personal dependency ties. In this context,
they can be seen as “competing for the poor” for the establishment and
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consolidation of the destitute clientele by means of developing various social
services.

j. Partnership Approaches

Any DMC government could further develop strategic partnerships with
other institutions that have expertise in social protection fields, such as the
ILO, WHO, WB, ADB, FAO, WFP, UNDP and other UN agencies, to
complement efforts in poverty reduction and social protection, rather than
duplicate projects within countries. A Social Protection Research and Training
Institute, which directly involves the expertise of these international agencies,
could be established in the region. It could involve national experts to provide
training to policy makers and program designers, as well as undertake research
into such topics as cost-effective forms of social assistance within the region,
the linkages between social protection and economic development, and
community-based models of health insurance and microcredit. Study exchange
programs could be jointly sponsored by the participating organizations to help
countries with less experience. Given the frequency of natural disasters, a
regionally-based disaster recovery service can be financed by DMCs,
multilateral lending and UN Agencies, international NGOs and governments.
Warehouses of essential items, equipment and goods, as well as trained
personnel can then respond rapidly within the region. Vulnerable groups
within the region could produce the items needed and represent a contribution
from every country.
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Chapter 9 – Micro and
Area-Based Schemes:
Theoretical Background
J. Abada

A. Background

1. The Poor of Asia

t has been estimated that close to 900 million of the world’s poor, who
live on less than US$1 a day, live in the Asian and Pacific region. Almost
one out of every three Asians is poor.1 While it has been observed that
the proportion of people below the poverty line has been declining, the

trends in poverty reduction have recently worsened for a number of reasons,
including the impacts of the last Asian financial crisis. Population growth is
also creating pressure and has been responsible for the increase in the absolute
number of poor. South Asia, which is one of the poorest subregions in the
world, now has more than half a billion poor people, an estimated 450 million
of whom are in India. The People’s Republic of China accounts for about 225
million poor, and Southeast Asia for some 55 million. Many people in the
Central Asian republics have been impoverished as a result of the economic
disruptions of the transition from a command to a market economy. The
smaller island countries in the Pacific, in spite of their relatively higher per
capita income, remain vulnerable because they are remote, prone to natural
disasters, and have limited capacity to deal with external economic shocks.

1. ADB, 1999: Fighting Poverty in Asia and the Pacific: The Poverty Reduction Strategy of the
ADB (October 1999)

I
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2. The Vulnerability of the Poor to Shocks

The poor are very vulnerable to shocks and stress that may arise from a
variety of risks. This is because they have fewer assets, reserves, or other
opportunities to rely on. In many developing countries in Asia, the majority of
the poor live in rural areas (see Table 9 in Appendix 3). Many of them may be
characterized as follows:
(i) Subsistence or traditional farmers cultivating small farms not much larger

than a hectare of land, with their scale of operation being marginal;
(ii) Informal farm workers who rely on seasonal farm labor;
(iii) Small-scale fishermen in coastal villages; and
(iv) The unemployed in rural communities.

Rural communities are exposed to many forms of risks. At times, whole
communities have to contend with natural disasters, civil conflicts, and
national economic downturns. Specific rural households may experience crop
failures, unemployment, illness, accidents, disability and sometimes death or
old age of the main breadwinner. When these things happen, the entire
household sinks deeper into poverty.

B. Social Protection for the Informal Sector

Modern society has gone a long way and has learned to institute a variety
of risk reduction mechanisms to mitigate the effects of risks. Many instruments
dealing with most of the risks, particularly individual or idiosyncratic risks have
been developed over time. Examples are social insurance, such as old age
pension plans, health insurance, unemployment benefits, and other forms of
social protection. Yet, despite this development, many people in rural areas are
not being reached by social measures, which mainly cover only the formal
sector of society, and therefore have limited coverage.

Other forms of social protection instruments, especially those that are
micro and area-based, need to be examined to supplement existing social
assistance to the rural communities and explore further their adaptability to
rural areas. Among these micro and area-based schemes are:
(i) Agricultural insurance
(ii) Microinsurance
(iii) Recent approaches to sustainable rural livelihood
(iv) Social funds
(v) Agricultural input subsidies
(vi) Price support programs
(vii) Other micro and area-based schemes
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To achieve a systematic, orderly and sustainable growth in the rural
sector, a comprehensive package of developmental policies, programs and
support services have to be put in place alongside measures to lessen the
vulnerabilities of the rural poor. A single scheme would not be effective.

This chapter will discuss the various issues and practical aspects of
agricultural insurance, microinsurance, sustainable rural livelihood programs,
social funds, and other forms of area-based support measures, and examine
how best they can benefit those who may otherwise be prone to the risks of
poverty.

C. Micro and Area-Based Instruments of Social Protection

1. Agricultural Insurance

In most Asian developing countries, agriculture remains to be the major
sector. It represents a larger share of their gross national product and is still the
primary source of employment. Moreover, agricultural products either
represent a particular country’s main staple, and are therefore vital for food
security, or an important export item. As has been the case in most
industrialized countries, productivity gains in agriculture are necessary for
industrialization.

Agriculture is also the sector where the incidence of poverty is highest.
And yet, in spite of the importance of the sector, various initiatives taken to
further develop it have often failed to deliver the full benefits. Low levels of
income, low capital-labor ratios, and the overall precariousness of agricultural
production in general still characterize the sector. There is often a wide gap
between the urban and rural sectors of the economy, not only in terms of
technology but, more importantly, in terms of access to various services such
as transportation, health and educational facilities, credit and insurance.

a. Vulnerability Towards Climatic Risks

Unlike the other sectors of the economy, the agricultural sector is more
prone to the unpredictable patterns of weather. This vulnerability to climatic
risks has often placed it at a tremendous disadvantage and impeded its access
to various services such as transportation, credit, insurance, and marketing.
Natural disasters create havoc in rural communities and have reduced many of
them to abject poverty. The region still accounts for nearly two-thirds of the
chronically undernourished in the world. The Food and Agriculture
Organization (FAO) has estimated that by the year 2010, the region will still
account for about a half of the world’s malnourished population.
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b. How Rural Communities Manage Climatic Risks

Farming communities have always devised various ways and means to
manage or to limit the adverse effects of natural risks through for example:
(i) Crop rotation and crop diversification
(ii) Intercropping
(iii) Use of low-yield but hardy varieties
(iv) Tillage systems
(v) Share tenancy
(vi) Development of nonfarm incomes or other livelihood programs
(vii) Socio-cultural practices which spread risks to the extended family
(viii)Informal financial arrangements

While these measures continue to be helpful, the problem of residual
risks remains. Moreover, the farmers are subject to the common risk of a
catastrophe and the aggregate group risk has still to be confronted. The
insurance industry can play a major role here and, together with other rural
development measures, considerably strengthen the security of rural
communities.

c. The Concept of Insurance

Insurance has been defined as a financial mechanism that aims to reduce
the uncertainty of loss by pooling together large number of uncertainties, so
that the burden of loss can be distributed. Agricultural insurance therefore is
merely extending the concept of insurance to the different agricultural
undertakings, be it production of food crops, fruits, flowers, industrial crops,
plantation crops, livestock, or even fish.

In highly industrialized economies, and in many developing economies
too, insurance has proved to be an effective instrument of risk management and
is being widely used by the commercial and industrial sectors. While it is also
being employed in agriculture nowadays, it is still not fully developed. There
are a couple of reasons why agricultural insurance has lagged behind
compared to, for example, other forms of nonlife insurance, such as fire,
property, marine, or casualty insurance. Perhaps it is influenced by the general
perception that insuring natural perils is a very risky venture because of the co-
variability and catastrophic effects of weather-related risks. The other reason
is that most insurance companies often lack the necessary skills or the
expertise to evaluate and underwrite agricultural risks.
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In any event, there is a need to enhance the presence and employment of
agricultural insurance as a financial instrument to manage the more severe and
uncontrollable risks in agriculture.

d. Benefits of Agricultural Insurance

Agricultural insurance or its common example, crop insurance, is
normally expected to have the following benefits:
(i) It protects farmers from unexpected losses arising from adverse climatic

risks and other forms of natural perils thereby smoothening income
fluctuations.

(ii) It enhances access of the insured to formal sources of credit since the crop
insurance policy can serve as an alternative security for the loan, and thus
free the farmer from usurers. Similarly, banks would be more willing to
lend to farmers despite the absence of hard collateral.

(iii) It promotes the adoption of modern farming technologies promising
better or higher yields, as this would normally be required by the insuring
entity.

(iv) It would make the farmers more aware of appropriate risk management
techniques and practices as the insuring agency will insist on this.

(v) It encourages the insured to invest the appropriate levels of inputs that
bring about higher productions. Poorer farmers are often highly risk
averse and are reluctant to engage in the high-risk, high-return activities
that could lift them out of poverty. They fear that one slip could sink them
deeper into poverty.

(vi) It will help preserve farmers’ self-respect as they will not appear as
beggars asking for help whenever they suffer losses after a natural
disaster, since claiming loss reimbursement from the insurance entity will
be a matter of right.

(vii) To a certain degree, it relieves the state from administering ad hoc
disaster relief programs, which are definitely more expensive than
agricultural insurance inasmuch as only the state is contributing to it,
unlike the latter where much of the payment is financed from premium
funds pooled among several insured parties. The savings that government
may derive from such a decision may be used to fund other schemes more
dedicated to alleviate poverty.

Agricultural insurance thus serves to protect farmers from certain
uncontrollable risks and help them cope with the adverse effects of these risks
via a formal risk sharing mechanism. It can also be a tool to enhance
productivity in the farms, a necessary ingredient for development and uplifting
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the welfare of the poor, through the promotion of more profitable crops,
adoption of modern farming technology, and employment of appropriate risk
management practices.

e. Subsectors in Agriculture and the Applicability of
Agricultural Insurance

In discussing the subject of agricultural insurance or crop insurance in
particular, it is helpful to classify agriculture broadly into different sub-sectors
mainly on the basis of organizational patterns and the extent of
commercialization:
(i) Traditional or subsistence agriculture
(ii) Semicommercial and emerging agriculture
(iii) Commercial agriculture
(iv) Specialized production systems

It should be pointed out that these subsectoral groupings are not exclusive
and that overlaps may occur. An agricultural unit may share the characteristics
of more than one group. Moreover, agriculture in any given country may not
necessarily be characterized by this classification; there may be two or three of
these different groupings. It is also possible for an agricultural unit to fall into
a different group in different countries. Even within each group, diversity
arises due to variations in agricultural cycles, crop patterns, climatic
conditions, and landholding and institutional patterns. Nonetheless, a
conceptual classification of agriculture into these four categories will facilitate
the discussion of agricultural insurance.

Traditional or subsistence agriculture. A large segment of agriculture in
many countries of the Asian region is being conducted by what may be
described as subsistence, or tiller-farmer, or communal farmers. The salient
features are that the production is mainly for subsistence, the size of the farm
is small (averaging less than a hectare), and the extent of commercialization is
minimal. The technology is simple, productivity low, and marketing of output
after consumption is limited. There are no uniform international criteria for
identifying farmers or peasants belonging to this group—definitions differ
from country to country. It is common knowledge though that it represents a
significant part of those engaged in agriculture in the developing world.
Because of their number, their interests cannot be ignored, neither politically
nor from human, social, and economic points of view.

When agricultural insurance is discussed in the context of developing
countries, it is usually with reference to this particular grouping. The problem
of insurance in this sector is that the farmers are usually below the “threshold
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of insurability” for the products offered. Consequently, the schemes are not
commercially viable and private sector insurance, without assistance from the
public sector, is unable to play a role.

Schemes are usually carried out by government through a state-owned
organization or through a private sector organization or farmers’ organization
with very heavy subsidization. Risks covered are wide and almost on an “all-
risk” basis. This is being justified on the ground that a limited peril cover will
not be of sufficient interest to small farmers dependent on a small farm.
Premiums are kept as low as possible and often subsidized. Although some
form of actuarial calculation is being made as the basis of premium
calculations, no margins are kept (or loading factor provided) or, when they
are, the margins or loadings are insufficient. It is often argued that since the
purpose is to help a deprived section of the community, issues such as reserves,
margins for fluctuation, and impurities in data, do not fit in. Furthermore, the
farmer in this category is perceived as unable to pay the commercially rated
premium. Often the government, or a bank or some other organization,
subsidizes a part of it, although the extent and manner of subsidization may
differ. The number of farmers involved is large, and they are often widely
dispersed and illiterate. It is therefore difficult to pay attention to loss control
measures. Agricultural insurance for this group is seen as an instrument of
government policy and implemented on a welfare basis rather than as a
commercially viable business venture. The end result is that a substantial
deficit accumulates and has to be funded by the state.

Semicommercial and emerging group. This group is composed of small
and medium-scale farmers who are in transition from subsistence farming to
semicommercial farmers. These farmers generally have access to better
technology, inputs and irrigation facilities, as well as credit. Sometimes they
have close links to processing units. Examples of this group are sugarcane
growers supplying their output to sugar mills, tobacco farmers supplying raw
materials to a tobacco plant, or individuals keeping a number of livestock or
poultry supplying their respective marketing boards or food processors. As in
the case of the rapidly growing middle class in developing countries, the
semicommercial farming sector is expanding quickly and has an important
role in achieving productivity gains in agriculture. Opportunities exist for
extending and gradually expanding insurance services to this sector.

In some countries, public sector or state-operated and state-subsidized
insurance schemes may also extend to the semicommercial group due to the
overlap of boundaries with the subsistence farmer group. However, the
schemes that are operated in conjunction with the traditional or subsistence
farmers relate only to one or two crops produced by the semicommercial
group. There is still a wide potential to be tapped by extending cover to other
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crops produced by the semicommercial group. Moreover, because of the pre-
occupation with the needs of administering welfare-oriented schemes for the
subsistence sector, the schemes for the commercial or specialist production
sector (which could be viably sustained) have not been adequately addressed.

Linkage of the semicommercial farmers with formal credit sources and
with multinational firms that supply agricultural machinery and inputs could
lead to savings in operating costs for the implementing agency of the
agricultural insurance. Banks can help in the extension of insurance to their
borrowers, while the assistance of the multinationals can be sought for
developing greater awareness in loss prevention and promoting the concept of
insurance among farmers.

Since the semicommercial or emerging group is not fully
commercialized, some problems of subsistence agriculture may still be present
here as well. Although trade is commercialized, many semicommercial
farmers still have low-income levels and may still find it difficult to pay the full
premium for a comprehensive cover. Providing either a restricted peril cover
or a cover with high franchise could therefore make a start. The premium for
such a cover would consequently be low without entirely discarding insurance
cover where it would matter most—which is protecting the insured from
higher levels of loss or catastrophic losses.

The commercial farming group. Farms in this group use modern
technology, rely on financing, buy services of various types, and utilize
marketing channels. The distinguishing feature compared to the first two
groupings is that the produce is entirely for the market. The scale of operation
is large. Examples are tea, coffee, cocoa, oilseeds, oil palm and rubber
plantations, large food grains or cash crop farms, and dairy and poultry farms.

In many developing countries in the Asian region, this particular group
has not received much attention, in an organized way, from the private
insurance industry. This could be explained by the fact that the insurance
industry often lacks knowledge of the subject and have limited skilled and
trained manpower and are therefore hesitant to venture into unknown areas. It
will take some time to change this but effective steps to correct these
shortcomings must be initiated. Given the size of the farms in this group and
the linkage with banks and various marketing channels, economies of scale
can easily be achieved and implementation of a commercial type of
agricultural insurance is possible and sustainable. With some efforts,
enterprising private insurance companies could create a market niche for
themselves.

Specialized production systems. This group represents a further stage of
commercialization, using capital-intensive and information-based processes,
and advanced technologies. Production consists of non-traditional or
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specialized items, often for export. Large aquaculture farms, greenhouses,
horticulture, hydroponic vegetable production, and production of fruits and
flowers under strict quality control for exports are some examples. In many
developing countries, these activities are fast increasing and becoming a
source of foreign exchange. Governments and the banking sector are
supporting the growth of this group. In many instances, private insurance
companies have provided the necessary cover with reinsurance backing.
However, considerable untapped opportunity still remains.

Further discussions on agricultural insurance in this chapter will focus on
traditional or subsistence agriculture as well as on the semicommercial sub-
sector, inasmuch as they are the main focus of social protection efforts directed
at the rural poor.

f. Different Designs and Approaches to Agricultural
Insurance

The design for agricultural insurance schemes may depend on the
different factors to be considered and approaches to be applied:
(i) Nature and characteristics of the traditional or small farmer groups
(ii) Coverage of crops
(iii) Scope of cover
(iv) System of indemnifying the insured
(v) Assessment of loss (individual or area approach)
(vi) Voluntary or compulsory schemes
(vii) Subsidized or nonsubsidized schemes
(viii)Role of government
(ix) Involvement of other agencies

Nature and characteristics of the traditional and small farmer groups. As
explained earlier, different groups of farmers have varying capacities, outlooks
and inclinations to insurance. The traditional and subsistence agriculture sub-
sector for instance, and perhaps the semi-commercial and emerging
agriculture subsectors too, may have difficulty paying market-dictated
premiums. Yet, many of them are more inclined to opt for an all-risk type of
insurance cover, which costs more, compared to a specific risk or named peril
type of insurance coverage.

Generally they tend to be risk averse in their approach to production in
that they try to hold back on higher farm investment, promising higher returns,
for fear that they might be worse off when their crop fails. This may affect their
decision to buy insurance, which is an added cost.
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The number of farmers in these two groups is large, and are often widely
dispersed. Also, many of them are not literate and may encounter difficulties
in understanding the complexities of insurance.

A practical design of agricultural insurance should take the
characteristics of this particular group of farmers into account. Where certain
aspects of the design run counter to some of the observed characteristics of the
group, concerted efforts should be made to educate and explain the benefits to
them.

Coverage of crops. Which crop or crops will be covered by an
agricultural insurance scheme will depend upon the importance of these crops
to a particular country. Most often the choice covers the following:
(i) Crops that are farmed by a greater number of the farming population
(ii) Staple foods or those vital to the food security of the country
(iii) Export crops
(iv) Crops that are being promoted by the government
(v) Other crops where the stability of the cultivation system has been

established.

Scope of cover. Losses from war, civil disturbance and nuclear-related
risks are usually not included in the insurance contracts.2 This also applies to
agricultural insurance. Financial losses due to price fluctuations are likewise
not insurable. Loss of quality is also generally excluded. However, for certain
crops where quality is of great importance, insurance may be extended only
after the insuring entity is convinced that a methodology for assessing the
extent of a loss in quality can be established. Examples are insurance programs
for flowers and oranges.

The most common perils to which crops are exposed are: fire (including
lightning), hail, frost (including snow), windstorms (hurricane, typhoons or
tropical cyclones, tornadoes), rainstorms, floods, droughts, damages by birds
and wild animals, vandalism, earthquakes, landslides, avalanche, volcanic
eruptions, pests, insects and plant diseases. Some of these perils are
manageable while others are simply beyond the farmers’ control. When
damage occurs at an identifiable time and is of short duration, such as fire, hail,
and earthquakes, the perils are manageable. Frost, windstorms, rainstorms and
floods are the intermediary categories of risks, where the cause of loss or the
proximate cause is still determinable but the farmer has an influence on the
extent of loss. Pest infestation, with the exception of locust attacks, plant
diseases and damage by birds and animals, show up gradually and it its
difficult to establish whether the farmer has taken sufficient care to avert the

2. Except in the case of political risk insurance.
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damage. Risk of drought or prolonged dry spells, although important from the
point of view of the farmer, is difficult to insure due to its wide-ranging effect
in terms of area and random events.

The main issue in this particular criterion is whether the crop insurance
to be designed should follow a single-peril (or named-peril) model, in which
one or a few identifiable perils are insured, or the multiperil or all-risk model,
in which compensation is provided whenever the yield falls below a specified
point and a large number of perils are insured.

Setting the premium rate. The determination of the appropriate premium
rate is of paramount importance in the design of crop insurance. While
sufficient revenues have to be generated to meet the payment of claims, the
premiums to be charged should be perceived as reasonable and affordable.
This has been the rule of thumb followed by many in designing a sustainable
crop insurance scheme.

Premiums are normally computed actuarially based on historical data of
losses modified according to changes or improvements in farming
technologies or climatic changes. This will then be adjusted to incorporate
loadings for several factors, which can be broadly grouped into two categories:
those that relate to the risk; and those that provide for administrative expenses
and a margin for profit. The first element in the risk category is the actual
distribution pattern of losses. It is usually hypothesized that as the size of
individual losses increases, the probability of their occurrence declines. Thus,
a normal distribution pattern around the average yield is presumed. But this
may not necessarily be the case, and loading may have to take the
asymmetrical distribution into account. Secondly, loadings may be necessary
to meet the problems of moral hazards and adverse selection. These problems
can be countered by providing partial insurance, or by keeping the threshold
yield for entitlement of indemnity low, or by reimbursing only a part of the
input costs. Thirdly, a loading is required to set up reserves to answer for
catastrophic losses, and impurities in the statistical data. It should be
emphasized that it is important to keep the loadings as modest as possible. The
general perception is that overly generous and substantial loadings are being
made, which result in high premiums that are unfavorable and
disadvantageous to the insured. The issue in this case is whether such an
approach should be discarded and a nominal premium rate simply be defined
if and when a crop insurance program is to be designed for the subsistence or
traditional farming sector.

Many experts hold the view that the actuarial approach to premium
setting should be maintained at all times. Should the resulting rates grow
beyond the affordability of traditional or subsistence farmers, they should be
maintained at realistic levels. However, other arrangements can perhaps be
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explored (such as the public sector subsidizing part of the premium costs) so
that the traditional and subsistence farmers can participate. This is vitally
important to the future evaluation of the actual performance of a program,
where costs can be compared with revenues from actuarially determined
premiums and investment income. This type of information might be of
interest also to prospective private investors, who may decide to take over the
operation of such a program or enter into partnership with the public sector.

System of indemnifying losses. There are two principal systems of
indemnity under crop insurance. The first is if the yield falls below a stipulated
level due to an insured peril (which can be single, multiple or all-risk). The
insured farmer is indemnified for the value of the shortfall in the yield. In this
case, it becomes necessary to wait until the crop cycle is complete to assess the
shortfall in yield. While waiting for the final outcome of the harvest,
management of the farm is crucial and can influence the result of the yield. The
problem of moral hazard therefore assumes key importance. The second
approach is to indemnify the farmer on the basis of the amount of investment
or costs of production inputs already put into the insured farm at the time of
occurrence of the insured peril. Hence, it may be necessary to have a matrix of
costs at different stages of the insured crop to provide the basis for calculating
the amount of indemnity. The composition of these costs may differ depending
upon the practice in each particular country. A cost-based system of
indemnifying the insured provides a lower indemnity and hence the premium
is lower and more affordable as compared to the yield-based system.

In agriculture, minor fluctuations in yields occur even in normal years.
Quantification is always a problem. It is therefore necessary for crop insurance
schemes to exclude small recurring variations in yield or not entertain claims
of this nature. The situation is somewhat similar to a stop loss reinsurance
contract, in which the reinsurer does not step in to stop the loss until the
insured company has borne the loss up to a specified extent. A cut-off point is
therefore stipulated, which has to be reached for claims to become payable.
This principle of a cut-off point can be applied to both the input-based and
yield-based indemnity systems. The insurance company may also employ a
deductible (a part of the loss which must be borne by the insured) or a
franchise (loss expressed in amount or as a percentage of total loss which must
be attained before the insurer becomes liable to pay). These are employed to
control moral hazards and avoid small, recurring claims that eventually turn
out to be costly to both the insurer and the insured.

Assessment of loss. In all classes of insurance, the efficiency of the
system used to quantify the extent of loss is critical. The existence of a proper
loss assessment mechanism is of paramount importance. The perception of
farmers that the assessment of their losses is fair and just will make the
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program popular and acceptable. Otherwise the credibility of the program is
diminished. A proper system of loss assessment is also vital to maintaining
financial viability of the insurance scheme. No amount of actuarial study can
address the financial bleeding caused by an unreliable and dishonest loss
assessment set-up. There is always this danger in agriculture inasmuch as the
areas are large and widely dispersed and there are many points where leakages
can occur, particularly because accounts and record keeping may not be up to
the desired standards.

There are generally two approaches in assessing losses: (i) the individual
approach and (ii) the area approach. In the individual approach, losses are
assessed on an individual or per insured farm basis. At a certain point in time,
a loss adjuster or a team of loss adjusters visits each insured farm individually
and determines the extent of loss in each. In the case of the area approach,
losses are determined collectively for all the insured farmers in the area taken
as a unit; irrespective of the farmers’ own yield. There are several advantages
and disadvantages to each of these two approaches. The adoption of either
approach will depend much on the social norms and the environmental
peculiarities of a specific country.

Voluntary or compulsory schemes. Reaching the traditional sector
farmers individually is not only difficult but also impractical because the costs
of delivery and servicing are likely to be prohibitive. For practical
considerations therefore, it may be advisable to make a program obligatory or
automatic, either by means of legislation or by mandating all those who get
directional credit (often under soft or liberalized credit terms).

There has been considerable debate as to which system is more desirable.
The discussion usually focuses on the ideological issue of individual rights and
freedom. What is sometimes described as compulsory or obligatory is often an
arrangement for an automatic insurance cover for a group of farmers, such as
banks requiring insurance whenever credit is given to that group. At any rate,
in the context of the traditional farmer sector and perhaps for the
semicommercial or emerging sector too, making insurance obligatory for the
purposes of having a wide base to insure the sustainability of the program may
be regarded as being in the interest of the majority and should therefore have
little objection.

The role of government. Studies show that public sector involvement in
multiperil insurance has failed for several clearly identifiable reasons. These
include very high administrative costs and political inability on the part of
government to charge market-rated premiums and enforce impartial loss
adjustments. In regard to small farmer insurance schemes, however, the
options seem to be very limited. Most often the private sector is unable to cover
or unwilling to cover farmers, as a result, the public sector is called upon to
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implement the programs. Many small farmer crop insurance schemes are
being delivered by governments through some of its line ministries or by a
parastatal institution created for the purpose. Governments also provide
premium subsidies and reinsurance support in cases where the private sector
reinsurance market is not able to do so.

The role of governments may be regarded as developmental, pioneering
and demonstrating to the private sector the prospects of viability of the scheme
and its long-term sustainability. Governments should not crowd-out private
investments and thus should be ready to privatize their programs once the
private sector acknowledges the business potential. In this regard, some form
of inducements, like offering tax holidays, subsidizing part of the costs of
operation, as practiced in the US crop insurance scheme, and providing long-
term credits at nominal interest rates and guarantees, may be able to draw in
private investors.

Involvement of other agencies/entities. The actual implementation of the
crop or agricultural insurance can be linked with the operation of a bank
providing credit to rural communities. Government can be responsible for
undertaking extension services, for the marketing board that is handling the
gathering and marketing of the produce, while other agencies or entities may
perform some kind of services, to the farming communities, e.g., cooperatives
and trade unions. This kind of arrangement can be undertaken on a quid pro
quo basis in which all may do something for the other and vice versa, without
much additional effort on the part of either party. Banks, for instance, can
perform some kind of underwriting work on behalf of the agricultural
insurance entity, issuing insurance policies to the insured and collecting
premiums from them. In return, the insuring agency may be responsible for
indemnity payments to farmers through the banks upon prior arrangements
with them, ensuring that part or the entire amount of the indemnity should first
be utilized to settle loan obligations with the bank. Similar arrangements can
be established with the other agencies and institutions. Moreover, there is
always an advantage if insurance is offered as part of a package of services to
the farming community. Not only will the cost be reduced via the various
linkages with other programs but marketability of the insurance product is also
enhanced if the program (such as credit) to which it is attached is badly needed
by the prospective client.

Sometimes, agricultural insurance can also be linked with disaster relief
programs, each program complementing or reinforcing the other without
necessarily being at odds with each other. The Government of France
implemented a policy by which a higher level of disaster relief assistance was
given to those who had earlier enrolled in crop insurance schemes, based on
the principle of favoring those who tried to help themselves first. This appears
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to be a good developmental experience, given that where two programs are not
closely linked to each other, disaster relief measures tend to undermine the
operation of crop insurance and reduce its attraction to farmers, considering
that they would be receiving some form of assistance anyway, with or without
the insurance.

g. Financing Requirements of Agricultural Insurance

As in any other form of insurance business, the financing requirements
for establishing an agricultural insurance scheme may involve the following:
(i) Capital funds large enough to meet a catastrophic loss when it happens;

and
(ii) Operating funds to answer for current routine claims and operational

expenses when there are time gaps between receipt of premiums and
payment of expenditures.

The amount of capital needed to answer for catastrophic losses can be
calculated by looking into past loss experiences or loss patterns covering a
considerable period of time (preferably not less than 10 years) by analyzing
what would have happened had the insurance scheme been in operation at the
time. For a new scheme, this is a prerequisite since a reinsurance arrangement
for a large loss usually cannot be arranged otherwise. Also, there should be a
provision in the capital funds to take into account the time gap between
receipts of revenues and payments of claims and operating expenses.

As emphasized earlier, agricultural insurance schemes targeted at small,
traditional and subsistence farmers may require premiums and administrative
expenses to be subsidized, as well as funding of the deficits accumulated by
the program. Schemes implemented so far in the developing countries have not
been particularly successful and some have had to be discontinued or
substantially modified.

The World Bank (Hazell, 1992) summarizes the experience with public-
sector crop insurance programs in seven countries as follows:
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Table 1. Financial Performance of Public Crop Insurance in Seven Countries

I:P—Ratio of indemnities to premiums; A:P—Ratio of administrative costs to premiums;
NA—Not available
Source: Hazell (1992)

Note that in all cases, the loss ratio (ratio of indemnities plus
administrative cost to total premium) exceeds 2. Two extremes are noteworthy.
In Brazil, the ratio of indemnities to premiums is very high at 4.29:1, while the
administrative cost was relatively low at 0.28:1. In Japan (1985–89), the ratio
of indemnities to premium was barely below 1 while the administrative cost
exceeded premiums at 3.57:1. Another lesson to be drawn from these
examples is that one must invest a great deal in expensive administrative and
monitoring structures before having a crop insurance program that will be
actuarially sound. In the countries presented above, the farmers are better off
with insurance since there is a net transfer in their favor as shown by the fact
that indemnities paid to them far exceeded the premiums they paid.

Since agricultural insurance, especially for traditional and subsistence
farmers, is usually not commercially viable, and the private sector insurance
industry is not able to play a role, it now appears that official intervention by
government is inescapable. Perhaps the state may regard such interventions as
support measures under social protection programs for the poor.

This is why most agricultural insurance schemes for small, traditional
and subsistence farmers in the world, including those being implemented by a
few developing countries in the Asian region, are being funded and subsidized
by the public sector. In some schemes however, they are able to distribute the
premium burden, which is supposed to be paid by the insured farmers, with the
banks lending to these farmers, or marketing associations, and government
bearing portions of it. In instances where budgetary appropriations are not

Country Period I:P A:P (I+A):P

Brazil 1975–81 4.29 0.28 4.57

Costa Rica 1970–89 2.26 0.54 2.80

India 1985–89 5.11 NA NA

Japan 1947–77 1.48 1.17 2.60

1985–89 0.99 3.57 4.56

Mexico 1980–89 3.18 0.47 3.65

Philippines 1981–89 3.94 1.80 5.74

USA 1980–89 1.87 0.55 2.42

13883-Asia.book  Page 380  Tuesday, December 11, 2001  11:46 AM



Micro and Area-Based Schemes: Theoretical Background 381

enough, some governments impose taxes or levies on users or buyers of the
products.

h. Reinsurance Support for Agricultural Insurance

By means of reinsurance, primary carriers of insurance business can have
access to the underwriting capacity and capital of the world market. However,
such a facility can be made available only to fully developed and technically
viable insurance businesses. At the present time, the majority of the
reinsurance business involves property, casualty and marine insurance lines.
The agricultural insurance business has lagged behind compared to the other
lines.

Through reinsurance, the risk of loss can be spread globally. It is an ideal
financial mechanism to address the problem of catastrophic losses, which,
because of their covariability, can adversely affect an entire country. A
reinsurance facility can spread this burden of loss across national boundaries
and at times can be a major source of precious foreign exchange for a country
suffering from a national disaster.

In agricultural insurance, the exposure to covariant catastrophic risks is
more pronounced. The need for reinsurance support to address the problem
therefore is critically important. The problem, however, is that many
developing countries, facing high risks of natural catastrophic exposure, have
had neither the market access nor the industry collaboration required to tap
into the world reinsurance market. Access is only possible if the reinsurance
market has trust and confidence in a country’s agricultural insurance program.
This can be achieved only if reinsurers believe in the objectivity of loss
estimations and payment process, absence of moral hazards or adverse
selection, independence from political influences, and the spread, size and
sustainability of the country’s program.

Of the countries now implementing an insurance program, only a few are
known to have a tie-up with the international reinsurance market. Most of the
reinsurance facilities being provided are of the “excess of loss” type of
reinsurance. Other countries have to be content with some form of reinsurance
arrangement being provided by their respective governments.

2. Microinsurance

a. Concept and Characteristics

The use of the prefix micro refers to the ability to handle small-scale cash
flows (by way of revenue and expenditure) and not really to the size of a
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scheme. Microinsurance is thus a mechanism to pool both risks and resources
of whole groups, to provide protection to all members against financial
consequences of mutually determined risks. Because of the small-scale nature
of their operation, the primary aim of microinsurance is usually to help
members meet the unpredictable burden of out-of-pocket expenses.
Microinsurance schemes do not aspire to provide comprehensive insurance
cover, still less to pay income-replacement benefits, as is usual in ordinary
commercial insurance business. Perhaps a more apt description of the concept
is voluntary group self-help schemes for social insurance.

The main background for microinsurance is that populations have not
been covered under existing social insurance schemes. The level of exclusion
is high among rural communities in view of their informal situations. For
example, in the case of exclusions from health services (1990–1995), it is
estimated that 20 percent of the total population in all developing countries and
51 percent in the least developed countries are excluded (Dror and Jacquier,
1999). Insurers, in general, have done little to include these particular
segments of society because of the unattractiveness of this market and high
administrative costs. Another factor is that most rural residents have foregone
claiming access because of their lack of empowerment. In theory,
microinsurance can overcome these factors by effectively adapting its
operation to the living and working conditions of the people, which are usually
area- or trade-specific, in order to be attractive to the excluded population.
Effective adaptation can materialize if people can express their needs and
priorities, and if they can forge a receptive public opinion towards insurance.
The process requires trust-building measures to mitigate the public’s criticism
of up-front payments in return for a future benefit.

Usually affiliation to a scheme is voluntary. It is therefore important to
have a thorough understanding of what motivates most individuals to join. The
underlying motivation for joining a microinsurance unit is assumed to be
economic, a motivation driven by the desire to seek reciprocity in sustaining
risk-sharing arrangements among equally interested individuals. A second
motive is perhaps people’s desire to improve their status by mitigating risks
and controlling the conditions under which they live and work. In general,
people do not try to isolate themselves. They have a deep-rooted need to seek
voluntary and repeated interactions with others. Persons who are formally
employed transfer part of their attachments from the family and the immediate
wider community to the workplace in return for the rewards gained through
employment. The informal sector cannot do so because of lack of access to a
workplace or social protection that is available through it. The alternative
source of support is the community. Community members rely on each other
in many ways, and refer to each other in a context of roles, values, habits and
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customs, to satisfy moral and material needs. These links can help to improve
the conditions of life, provided that individuals adhere to collective objectives.
Members may also join microinsurance schemes in response to group
cohesion pressures.

The ultimate test of affiliation is payment of premiums. Microinsurance
can be relevant if it is able to smoothen income fluctuations due to large
temporal variations in the flow of income, which is typical for rural and poor
populations.

Another characteristic of microinsurance is the choice of risks that are
covered. There is no standard model for the design of the package of benefits
that microinsurance may provide. The choice of the risks to be covered and the
benefit package to be provided actually depends on the amount of reserves
accumulated and the specific perception of the community as regards priority
risks and benefits. Microinsurance is structured to harness group dynamics
through a process of autonomous decision-making. Hence, the process of
defining the risks is not only consultative but also consensus seeking. Also,
this decision-making process supports acceptance by individual members of
the priorities of the group, and sustains self-interest by enabling individuals to
influence the group’s choice, something that is not present in formal insurance
schemes.

b. Where the Scheme Is Best Suited

Insurance units may serve well in specific risk situations in view of their
limited scope of area-wise operation and community-based nature. Covariant
risks may be detrimental to such schemes unless microinsurance units having
similar operations are replicated in several areas, extending beyond regional
boundaries and operating at a higher level, so that reinsurance or cosharing of
risks can take place. The use of microinsurance as protection hedge against
certain agricultural risks is not widely known and is rarely described in the
literature.

In the Philippines, certain farmers’ cooperatives, because of their
disillusionment with the government’s national crop insurance program,
experimented on insuring their members against the usual risks covered by the
national program. With the aid of the bank providing them credit, the
cooperative would collect an amount, which will constitute the insurance fund,
from the proceeds of their member-farmers’ loan, and deposit the amount in
the bank for safekeeping. Any member suffering a loss was to be compensated
from the insurance fund. For a short while the scheme was running smoothly
but after barely two years the members realized that many of the risks they
were covering were covariant, so that when there was a loss, almost everyone
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in the area was affected. As the funds could not cover all the payouts, the
scheme died a natural death.

The latter example demonstrates the danger of operating a
microinsurance scheme that covers only a very limited area, as you are not able
to spread risks spatially—even more so when covariant risks are involved. The
need to operate at the national level is therefore imperative so that risks can be
spread across regions and over a wider area. The former example shows how
microinsurance can be used for specific risks that are independent of others, as
in the loss of a livestock except during times of epidemic.

Several rural microinsurance schemes, however, covering certain types of
health care, death and disability benefits, have withstood the test of time and
have grown through the years. An example is presented in Box 2 (Lund and
Srinivas, 2000).

The SEWA example shows that not only can social security provision
exist for informal economy workers, but also that workers are willing to pay
increasing amounts, as long as the service is appropriately designed and
sensitive to their needs. Most importantly, it demonstrates a first step towards
significant government and nongovernmental participation in a scheme for
informal economy workers, which is comparable to government involvement
in statutory social security provision for the formal economy.

Box 1. Microinsurance in the Past: The Role of Mutual Societies in Europe

J. Y. Nouy, has shown that in the French provinces, at the beginning of the twentieth
century, a small community of livestock farmers (local mutual) agreed to compensate
anyone who suffered loss of livestock. A chairman, who presided in a general meeting held
quarterly, headed the mutual. In these meetings, those who had suffered a loss made it
known to the other members. The chairman would then collect the necessary funds from
among the members and compensate the victims on the spot. Any leftover cash was
redistributed to the members. The operation was thus extremely simple and transparent
because all the farmers, who discovered insurance as a new form of solidarity, witnessed it.
Operating costs were very low, and the members, who were aware of the reality of the loss,
could attest to the good faith of all concerned. The farmers were thus made responsible for
their own insurance, individually and collectively.

Nouy, J. Y. 1985. The Function of Insurance in Agricultural Development Programs.
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It is estimated that in localities where they exist, microinsurance schemes
usually attract about 25 percent of the targeted population. The only schemes
that manage to achieve higher penetration rates (between 50 to 100 percent)
are those in particularly closely-knit communities or groups such as trade
unions or professional associations. The percentage, though far from
satisfactory, is much higher than that achieved by social insurance schemes

Box 2. The SEWA Integrated Social Security Scheme for Informal Workers, India

The Self-Employed Women’s Association (SEWA) is a registered trade union working
mainly with women in the unorganized sector. Since 1972, its struggle has been to ensure
that the minimum wage is obtained, to provide legal recourse where necessary, to target
overall work-security, and to ensure democratic representation at every level of the
organization. Membership in the trade union is almost a quarter of a million. They are
mostly hawkers and vendors, home-based workers and laborers. SEWA’s Integrated Social
Security Program is the largest comprehensive social security scheme for informal workers
in India today, and presently ensures 32,000 women workers. The scheme covers health
insurance (including a small maternity benefit component), life insurance (death and
disability) and asset insurance (loss of damage to housing unit or work equipment). SEWA
members can choose whether to become members of the scheme (at present, approximately
14 percent of all SEWA members are insured). The asset and health components come as a
package and life insurance is an option. The total premium is approximately Rs. 60 (or
US$1.5) per annum for the combined asset and health insurance package and an additional
Rs. 15 (US$0.38) provides life insurance as well. Premiums and benefits are presently
being restructured. Membership and claims processing is done through the SEWA Bank,
along with considerable field presence and grassroots organizing from SEWA Bank staff
and SEWA Union staff. Mobile services are also available for premium collection, which
are normally associated with microfinance deposits and loan repayment collections. The
scheme components have been developed on a purely demand-driven basis over 25 years of
close involvement with members. Bureaucratic hurdles are addressed through claims
handling with the partner insurance committee (composed of members), which hears
petitions for claim rejections and suggestions for future improvements. One-third of the
premium is financed through interest paid on a grant provided by the German Technical
Development Agency (GTZ); one-third through the direct contribution by women workers;
and one-third through a subsidized package scheme provided by the Life Insurance
Corporation of India and the United India Insurance Company. The Indian Ministry of
Labor has been actively involved in the negotiations with SEWA and provides a subsidy
through the Life Insurance Corporation of India. SEWA has also designed the payment of
the premiums to suit different income groups among the very poor. A fixed deposit scheme
of Rs. 500 (US$12.50) and Rs. 700 (US$17.50) is available to those who can make a one-
time payment for life membership of the insurance scheme. The interest on their deposit
goes towards paying the premium. Annual payments are also available, as are monthly
payments, although the latter require higher transaction costs and greater monitoring to
prevent members from leaving once benefits are used. During the more than two decades
that the SEWA has been in operation, many women members have been achieving rising
incomes. SEWA hopes that the social security program will further protect and boost
women’s income and assets.
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open on a voluntary basis to all self-employed. This is perhaps due to the fact
that insurance contributions are much lower and the scheme’s focus on
providing only those benefits that are perceived by people as most necessary.

Inasmuch as most of the microinsurance schemes remain fairly small, it
is vital to determine what mechanisms and under what form of partnership
their coverage can be expanded. One option is for similar microinsurance units
to form organizations to achieve various objectives, such as stronger
negotiating power in relation to government as well as various providers (e.g.,
health), sharing of knowledge, and greater financial stability through
reinsurance. Another option is to devote more efforts to the marketing of
microinsurance, since a large percentage of the target population is still not
well informed of the benefits that insurance can provide.

Linked to this is the need to strengthen the credibility of microinsurance.
Subsidizing a program will no doubt expand its coverage, but this entirely
depends on the capacity of the government to finance. In its absence, donors
could provide this cofinancing/subsidy to microinsurance programs. Other
forms of partnership may also be necessary. As in the SEWA example, such
schemes may team up with or receive support from larger organizations in civil
societies, like cooperatives and trade unions. They may also seek to involve
private companies and social security agencies that already have well-
functioning administrative structures.

Experiences with scaling-up efforts show that two kinds of changes are
needed changes in; the culture and organization of participating institutions; as
well as in the linkages and forms of collaboration between institutions (van
Ginneken, 2000). The role of government is also critical for the successful up-
scaling of schemes.

At the local level, there is need for experimenting with area-based social
insurance schemes, which aim at full coverage within an area and are mainly
run by local government in collaboration with a wide array of possible
partnerships. Compared to occupation-based schemes, the area-based schemes
have the advantage of low administration costs, and that local participation and
control can be included in the design of the project. This is most suitable for
social healthcare financing, since it can take into account the provision of not
only curative but also preventive and promotional activities. Besides, coverage
could readily be extended to other areas because it would be easy for
government to replicate the schemes under similar conditions.

At the national level, governments are in the best position to ensure that
particular experiences can be replicated to also cover other occupations,
sectors and places. It can also create an enabling environment within which
microinsurance schemes can develop.
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3. Farm Subsidies and Price Support Schemes

Farm input subsidies. The subsidy may vary depending on the kind of
input being subsidized. Often they take the form of price subsidies extended
by government for the cost of seeds, fertilizers or farm chemicals, which are
provided during emergencies or during times of extreme volatility of prices of
these inputs. Or they may take the form of indirect subsidy in the form of
public support for research and technology development, producing vastly
improved seed varieties that are high yielding, resistant to pests and diseases,
and adaptable to local conditions, and making these improved seed varieties
available to farmers at affordable prices. Another example is the widespread
immunization of livestock undertaken by state agencies either for free or at
very nominal prices to prevent the incidence of epidemics.

Price support, price intervention or price stabilization measures. The
idea behind these measures is to prevent prices of farmers’ produce from
falling below a certain price level in times of highly fluctuating prices due to
internal or external factors, which can drastically result in negative income for
farmers. This may take the form of the government buying the produce directly
from farmers through any of its agencies or providing subsidies to big traders
to procure or buy agricultural produce at government-dictated prices.

4. Sustainable Livelihood Programs

a. The New Framework

Until recently, poverty has mostly been measured against income and
consumption criteria. The sustainable livelihood concept of poverty also
includes people’s insecurity or vulnerability; lack of a sense of voice vis-à-vis
other members of their household, community, or government; levels of
health, education; and access to assets.

It is on the basis of this new understanding of poverty that the British
Department for International Development (DFID) has developed a new
framework for sustainable livelihood, among several options to combat
poverty. It considers livelihood as comprising of the capabilities, assets (both
material and social resources) and activities required for a means of living. A
livelihood is sustainable if it is able to withstand the stresses and shocks of the
environment in which it operates and still maintains or enhances existing
capabilities and assets both now and in the future, while not undermining the
resource base.

The framework identifies five types of capital (human, natural, financial,
social and physical) upon which people may draw to pursue a variety of
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activities. These activities are driven in part by people’s own preferences and
priorities. However, the types of vulnerability, shocks, overall trends or
seasonal variations also influence them. The choices are also affected by the
structures (roles of government and the private sector) and processes
(institutional, policy and cultural factors), which people face. On the whole,
these conditions determine their access to assets and livelihood opportunities,
and the way in which these can be converted into desired objectives. The
objectives or outcomes may come in the form of increased income, increased
well-being, reduced vulnerability, improved food security, or more sustainable
use of the natural resource base.

In a broader perspective, sustainability may not just refer to natural
resources or to stocks of physical capital. For certain specific livelihoods to be
maintained, the institutions underpinning them (whether traditional,
government or commercial) need to be sustained. This would imply, for
example, that state subsidies, or any other intervention in response to market
failure, should be sustainable.

b. An Approach to Sustainable Livelihood
Implementation

The implementation of a sustainable livelihood approach suggests that it
helps to bring together various viewpoints on poverty and integrate the
strategies to eliminate poverty. It makes the choices and possible trade-offs in
planning and examining different development activities more explicit and
helps identifying constraints and problems, and the means of overcoming
them. Finally, it helps to link a better understanding of poverty into policy and
institutional change processes. The approach also identifies some practical
difficulties in:
(i) Understanding how conflict over access to resources impinges on

livelihood choices, and what can be done to address it;
(ii) Developing cost effective modes of livelihood analysis, which ensure that

the needs of the poorest are prioritized;
(iii) Identifying appropriate in-country partners, and developing collaborative

approaches to understand the complexity of poverty and integrating that
understanding into a common livelihood frame; and

(iv) Understanding how, in practice, to handle trade-offs, for instance
between local measures (e.g., for increased short-term income or better
infrastructure) and wider concerns about resource sustainability and
national-level policy considerations.
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A recent article on aquatic resources may help illustrate the discussion
(Townsley, 1998). The role of aquatic resources in sustainable rural livelihoods
is characterized by diversity in the resource base, habitat/environment, the
resource-users and the ways in which they exploit these resources and
incorporate them into their individual strategies. The variations in the aquatic
resources as well as their habitats require different approaches to exploitation.
Culture technologies of a wide range of relative sophistication can either make
use of the existing aquatic environment or create new or artificial ones. The
levels of investment and also the user groups may shift considerably as a result.

The fishery business may be categorized into: capture fisheries,
aquaculture, enhancement fishery, and post-harvest fishery.

Fishing communities exploiting open-water fisheries have distinctive
social and cultural features, marked by stratification between the owners of
productive assets and labor, and dependent relations between producers and
trader/financiers who link them to markets. They live in clearly demarcated
and physically separate communities and have culturally defined links with the
surrounding communities. This group is often identified as being the “poorest
of the poor”, and fishing communities are characterized by overcrowded living
conditions and inadequate services, low levels of education and lack of the
skills and assets, which would permit diversification of their livelihoods.

Aquaculture has more in common with agriculture production. The entire
mode of production is more akin to livestock husbandry than fishing. Different
types of aquaculture have different resource demands. Some require access to
land and to water supply for ponds, both of which may not readily available to
some sections of the rural poor. But aquaculture integrated with other
agricultural activities can also improve the productivity of small and marginal
farms or areas of land, which cannot be used for traditional agricultural
activities.

Stock enhancement in freshwater areas is a relatively new option, which
involves increasing and/or diversifying the biomass in existing water areas.
Some traditional means of aggregating aquatic resources can also improve
habitats for naturally occurring fish. In marine areas, artificial reefs can be
used to improve aquatic habitat for reef fishes and discourage destructive
fisheries such as trawl fishing.

The highly perishable nature of aquatic products means that relatively
well-developed and efficient marketing systems are critical. Fish marketing
and support systems can fulfill numerous other important functions, notably
credit provision and communications in rural areas. Where aquatic resources
cannot be sold fresh, they generally require rapid processing—by drying,
salting, smoking or fermenting. This generates further opportunities for
employment and income generation in resource-adjacent communities.
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Opportunities for women in processing and marketing are important in parts
of Asia and particularly in West Africa, where the entire postharvest sector is
dominated by women.

Open-access fisheries and other forms of aquatic resource-use are
fallback options for the rural poor when loss of land or failures in access to
other rural activities threatens their livelihoods. They can therefore constitute
an important stabilizing element in rural livelihoods for those households most
vulnerable to changes in land-based activities.

Most aquatic resources are common pool resources. Growing
populations and the attraction of the cash income potentiality generated by
fisheries constitute a threat to unsustainable levels of exploitation unless some
forms of control are introduced.

Lack of regulation of access can have particularly negative impacts on
those with more exclusive dependence on aquatic resources. Groups of
fishermen often have limited alternative livelihood options and this makes
them particularly vulnerable to changes in the condition of, and access to, the
aquatic resources on which they depend. From their point of view greater
control is advantageous as long as they themselves are included among those
with access rights. However, such controls can often result in the exclusion of
a larger group of rural people in favor of a limited community of more
intensive resource users.

The state generally continues to play an important role as steward of
aquatic resources, deciding how resources should be allocated and when they
should be preserved. At times, the institutions governing aquatic resources
rarely represent the complete range of users involved in the use of those
resources. This has been the case in “participatory” models of resource
management. Rights to participate in decision-making are often granted
according to one’s level of investment in resource use. This can lead to the
domination of the process by a relatively small number of gear and craft
owners to the exclusion of the far larger group of fishing laborers, whose
relative dependence on the fishery for their livelihood may well be greater.

Many aquatic resources (fish in particular) are commodities that are
widely in demand and not easily substituted. Hence, they enjoy very buoyant
market conditions. However, relations between traders and resource users are
often marked by dependence and exploitation, although it should be noted that
marketing links often channel credits and goods, which would otherwise not
be available, into rural households (see Box 3). The need for constant
replacement of fishing equipment often makes the dual function of fish trader
and credit provider especially important.
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The culture of aquatic organisms introduces new problems, including
uncertainties, about the impact on local aquatic ecology and biodiversity in the
event of escape. Of even greater concern is the potential impact of the spread
of disease from cultured species to the wild.

Aquatic resources may also be affected by trends in economic liberalization,
restructuring and retrenchment, decentralization, and urbanization.

Developing aquatic resources under a sustainable rural livelihood (SRL)
approach would require three areas of intervention:
(i) Actions to ensure the sustainability of the existing contribution of aquatic

resources to livelihoods;
(ii) Actions to increase the contribution of aquatic resources through

appropriate forms of culture and resource enhancement; and
(iii) Actions to promote an enabling environment for the above (see Table 2).

Box 3. Fishermen and Fish Dealers

The widespread perception that fish dealers generally exploit fishermen has had an
important influence on fisheries development. In particular, it has encouraged efforts to
establish fisheries cooperatives, which have met with mixed success. Cases where
individual dealers or cartels of fish traders actively limit fishermen’s choices of where to
sell and at what prices are not uncommon—marketing channels for some high-priced
resources such as shrimps in remote areas of Southeast Asia are an example. But fish
dealers are generally as dependent on fishermen as vice versa, and cases of monopolistic
control are probably less common than is thought. Fishermen often enter into dependent
relations with dealers by choice in order to access flexible credit and services that are not
otherwise available. Many dealers are themselves fishermen, who may move from one
occupation to the other according to season and catches. In Bangladesh, many traditional
fishermen have themselves turned to fish trading as an alternative, when competition on the
fishing grounds with more traditional fishermen has become too fierce.
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Table 2. Options for Intervention in Aquatic Resources

Types of action Interventions Impacts on SRLs and
Related Issues

Actions to ensure
aquatic resource
sustainability

Support to community-led
approaches to resource
management

+ for local communities
possibly
– impacts on other user groups

Innovative forms of
management

Varies

Strengthening of institutions
governing aquatic resources:
Institutional skills in consultation
and conflict resolution.

+ if attention paid to
integration of poor into
consultative processes

Reduction of exclusive
dependence on aquatic resources

+ but possibly short-run
– if alternatives not provided

Integrated management +

Actions to enhance
aquatic resource
contributions

Identification of niches
available to poor for practice of
aquaculture

+ if possible conflicts with
other users are resolved

Appropriate support
mechanisms and skills for pro-
poor aquaculture integrated into
agricultural extension

+ if resources for effective
extension are available

Appropriate post harvest
technologies to reduce losses
and increase values

+

Actions to improve
policy environment

Promote vertical and horizontal
linkages in policy-making

+

Support to decentralized
institutions controlling natural
resources

+ if poor participate in new
institutions

Legislative reforms to enhance
community-level rights and
responsibilities

+ but possible opposition from
institutions and government

Legislative review to clarify
tenure of and access to aquatic
resources

+ if attention paid to
integration of needs of poor

Support to forums for
management of international
resources

+ if needs of poor are taken
into account

Support to application of Code
of Conduct for responsible
fisheries

+, – for users of destructive
small-scale gears
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In the rural areas, where the prevalence of poverty is high, diversification
of agricultural activities and operation of sustainable rural livelihood projects
that reduce dependency on the farm and promote off-farm or non-farm
activities would make farmers less vulnerable to stresses and shocks posed by
a variety of risks.

Examples of livelihood programs are, to name a few, small backyard
livestock projects (piggery, poultry, goat raising, cattle raising, small dairy
farms, etc.), backyard fishery projects, handicrafts, furniture shops,
woodcarvings, small and microenterprises, processing units, and food
processing ventures.

To enhance the growth of livelihood programs, there is need for the
public sector to implement policy reforms that would create equal access to all
and remove the barriers that constrain development.

It will necessitate some key actions that include:
(i) Creating the appropriate environment for enterprise growth;
(ii) Expanding rural credit in support of rural livelihood programs;
(iii) Promoting private sector partnership in the development of off-farm

employment;
(iv) Strengthening vocational schools and skills development in rural areas;

and
(v) Reviewing and improving incentives and regulatory frameworks as well

as institutional frameworks for industrial development.

5. Social Funds

Social funds (see also Chapters 11 and 12) are usually informal funding
agencies that are maintained at the level of the Office of the President or of the
Prime Minister in a country that finances small-scale projects based on
demand from poor communities and other local groups. Usually, social funds
appraise, finance, and supervise selected projects but do not implement them.
It is the private sector or the communities themselves that carry out the work.

a. Historical Background of Social Funds

The first known social fund was established in Bolivia in 1987. Now there
are more than 50 countries with agencies that are called social funds or share
many characteristics of such funds. Their objectives include building social
capital, providing services and infrastructure, and supporting decentralization
and income generation. They were first conceived in order to provide low-
wage employment on small-scale social infrastructure and economic
infrastructure projects (e.g., schools and clinics, or roads and irrigation canals)
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under conditions of structural adjustment. The original focus of the social fund
approach was thus essentially that of a public works program, but one in which
the participants—the “community”—get to choose which works they would
do, on the basis of the local priorities (Conway, J. et al., 2000). Subsequently,
social funds have also been used to support investments in productive
undertakings (e.g., community-owned tractors or fully stocked agricultural
input stores), and more recently, microfinance operations.

b. Characteristics of Social Fund Operation

The employment of social funds are seen as “demand-driven”, making
grants to communities to implement small-scale projects chosen by the
community members themselves from a menu of options. The fund agency is
typically outside the established administrative structures of line ministries,
and is given freedom from normal governmental regulations and control (on
salaries, recruitment of staff, and procurement) all of which are seen to give
them the power to attract resourceful individuals from the private sector, and
to disburse funds more rapidly. The nature of the projects undertaken are
decentralized and partially privatized in that project design and
implementation are delegated to local actors (community organizations,
private firms, NGOs and local governments, or combinations of these).
Moreover, the projects undertaken are supposed to be owned by the local
community, whose members commit to contribute (labor, materials or cash),
implement and operate, and maintain the projects. The members’ commitment
help sustain the success of a given project.

6. Disaster Prevention/Preparedness

Disaster prevention programs (see also Chapter 13) may refer to
infrastructure investments that have an important bearing on the development
of the economy and on what opportunities are available to the poor. An
example is the construction of roads between isolated villages and market
towns, which reduce the vulnerability of villagers by making it easier for
people to trade goods, migrate, and access services of financial institutions.
Other examples could be irrigation projects that reduce risks in agriculture
when rainfall is unpredictable, or dams that prevent flooding in agricultural
and residential areas.

Disaster preparedness may take the form of coordinating and integrating
various activities and emergency measures that must be carried out upon the
onset and happening of natural disasters. These activities and emergency
measures may cover disaster forecasting, information dissemination or early
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warning signals, conduct of training and disaster drills and exercises,
evacuation activities, and provision of relief services.

Protecting the rural poor and making them less vulnerable to natural
disasters is facilitated if government is able to organize some sort of a disaster
prevention or preparedness center at the national level with corresponding sub-
agencies at the level of local government in towns and communities. The
center can be made responsible for systematizing and integrating the activities
of agencies involved in disaster forecasting, dissemination of early warning
signals, conducting disaster drills or training in first aids, and provision of
post-disaster relief work from the national level down to the provincial and
village levels.

The personnel and facilities of the military or the police force, the
forecasting capabilities of the weather bureaus, the broadcasting network of
radio and television companies, the services of the local officials of the
province and villages, and the local chapter of the Red Cross must all work
together to ensure that the delivery of services is efficient with a minimum of
overlapping.

7. Other Measures

Other measures that prevent, mitigate or help cope with the various
agricultural risks, like infrastructure projects, measures that enhance access by
the poor to formal credit, zoning and land use programs, and improved
agricultural extension services, are all equally important.

Public investments in rural infrastructure projects such as farm to market
roads, flood controls, irrigations, drying and storage facilities have played a
positive role in reducing the impact of adverse effects of climatic risks to farm
incomes. They also result in positive gains in many cases. Infrastructure
development programs therefore ought to be given a high priority in any
national rural development plan.

Access to formal credit by the rural communities is a perennial problem
because of low-income levels, lack of collateral, and the high-risk nature of
farming. To address these issues, some countries in the region have set up
agricultural loan guarantee schemes to encourage formal lenders to lend to
targeted small-scale farmers. The guarantee at times goes up to 80–85 percent
of the loan, which means that the lender is assured of getting back 80–85
percent of the unpaid loan from the guarantee fund in the event the farmer is
unable to pay due to certain specified reasons covered by the guarantee. The
guarantee serves as a variant to the crop insurance program, which can also
serve as an acceptable collateral or security to a loan. The latter, however, is
far superior from the standpoint of the farmer-borrower because, under the
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guarantee program, he still has to make good in some future time the fund paid
in on his behalf by the guaranteeing institution. This is not the case in the crop
insurance program. By simply buying a crop insurance policy and paying the
corresponding premium, the insured farmer, in the event of an insured loss, can
have his bank loan paid by the insuring agency from out of the proceeds of the
insurance claim. If the amount of the claim is substantial and can cover the
outstanding obligation, the farmer holds no liability.

The operation of microfinance at the grassroots level may also serve to
enhance the access of poor rural households to formal credit institutions as this
can provide credit records normally required by banks.

Much can be gained through a committed, highly professional and
efficient agricultural extension service. The agricultural extension workers
can pass on new developments in agricultural research and technology to
farmers, and these can mean higher yields and better product quality, and
therefore higher farm income. They can also provide advice in the areas of
product storage, processing and market information, which also translate into
higher monetary returns.

D. Key Issues: Discussion of Advantages and Disadvantages of Micro
and Area-Based Schemes

Key Issue No. 1—Is agricultural insurance, especially for small-scale
farmers and usually operated by the state, an effective instrument for a risk
transferring mechanism and as one of the strategies for rural development?

As explained earlier in this chapter, agricultural insurance offers several
benefits to several parties:
(i) To the insured farmers—smoothens income fluctuation by protecting

them from losses arising from insured risks; reaps the benefit of higher
yields brought about by the adoption of modern technology, employment
of the appropriate investment-mix in the farm, and proper risk
management techniques.

(ii) To the banks lending to farmers—strengthens the security for bank loans
and increased the chances of loan recoveries.

(iii) To the government—provides an option for funding expensive disaster
relief programs for the farming communities in favor of a more
systematic and orderly delivery of financial assistance in the form of
insurance where the contributions come mainly from the participants to
the program.

(iv) To the consumers and general public—steady supply and availability of
vital agricultural commodities and stability in the prices of these
commodities.
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While agricultural/crop insurance promises many advantages that are
vital to the growth and development of the agricultural sector, FAO’s Experts’
Consultation on Crop Insurance, held in Rome in 1991, had a contrary
scenario—in particular concerning state-run multiperil programs. The
Consultation noted that there was a growing literature demonstrating that
public sector multiperil schemes “had been an expensive failure.”

The developing volume of named-peril commercial schemes being
operated by the private sector stands in marked contrast to the state-run multi-
peril hail insurance schemes being operated in western societies, provide an
example which has lasted for many years, perhaps because the private sector
finds it profitable over a considerable period of time, and therefore sustainable.
This shows that moving from multiperil coverage in favor of specified or
named-peril may work to the advantage of the traditional or subsistence
farmer. Firstly, a named-peril coverage, focusing on a risk to which the
traditional or subsistence farmers face the greatest danger, is relatively cheaper
in terms of premium cost and therefore to the farmers’ favor. Secondly, relying
mainly on the multirisk type of coverage, it creates a moral hazard issue in the
sense that the insured farmers may pay no more attention to certain risk
mitigating activities, which are well within their control. If such risks can be
controlled by practicing good husbandry, their inclusion in the insurance
coverage is superfluous and an unnecessary expense.

Public sector involvement in multirisk crop insurance has failed mainly
because of very high administrative costs, and the political inability to charge
market-rated premiums and enforce impartial loss adjustments. This situation
applies to both developed and developing economies. Although the more
developed economies are able to afford expensive programs that produce no
measurable positive results, the current situation bothering many DMCs, and
severely straining their national budgets, makes these programs doubly
questionable.

The available literature now often holds the view, that while natural risk
in agriculture is an entirely different problem, it is still manageable when
approached on a limited peril basis by an insurer structured differently from
that of a typical government program. In addition, several studies have shown
that comprehensive or multiperil programs are usually not suited to the
specific circumstances of many small-scale, traditional and subsistence
farmers, as underlined by the fact that few of them would voluntarily buy such
programs as a means of managing natural risks. The fact that comprehensive
covers would also answer for losses that are usually due to normal yield
variations has encouraged poor husbandry, and given farmers an easy way out.

Although highly subsidized, and designed to be compulsory for certain
classes of farmers, the public sector multiperil scheme in actual practice covers
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only a small part of the total farming population. It has also been manipulated
by a few but very vocal elements in the farming community. There is little, if
any, evidence to demonstrate welfare gains, which are assumed or claimed to
accrue. Furthermore, it has been established that the adoption of better
technologies or an attempt to manage risks more effectively has been
facilitated by insurance.

Key Issue No. 2—Should support be provided for market-oriented
agricultural insurance schemes for commercial and plantation farms?

As mentioned earlier, there is a large potential crop insurance business for
the commercial and specialized farming group, and enterprising commercial
insurance companies may find a niche for themselves in this area. However, in
many DMCs commercial insurance for crops and other agricultural products
has not developed to the same extent as other commercial insurance. The
reason given is that private sector insurance still does not possess the
knowledge and skills in the area of agriculture. The private sector is therefore
rather hesitant when it comes to venture into new areas. It should be
emphasized that the development of commercial and specialized farming is
vital to the overall growth of the entire rural community. Its development has
many trickle-down effects. More jobs will be created alongside with the
development of related services in the rural communities. It is for this reason
that both the public and private sector should collaborate closely to promote
awareness among the various players (insurance industry, the banking sector,
and the commercial crop growers). In addition, assistance to enhance the
technical skills of the insurance communities, to evaluate, rate, and write
commercial insurance coverage for agricultural crops, could be provided with
full support from government and from the organization of private insurance
companies.

Key Issue No. 3—Should coverage of crops be limited only to those crops
that constitute the bulk of agricultural activity of a country and those that are
important to its economy?

Limiting the number of crops to be covered will minimize the amount of
capital needed to run the program and specialization will be made easy. On the
other hand, such a decision will affect the issue of targeting other farmers who
may need insurance protection. There is also the disadvantage of not being
able to spread the risk among several crops (some crops, for example, may be
drought resistant, some not). Others hold the view that the occurrence of
natural disasters affects all crops and, if there are variations in the degree, they
are not significant when it comes to cross-subsidization among the various
crops.
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Key Issue No. 4—What risk or risks should be covered? Multiperil,
limited, or named-peril?

There is no question that multiperil or comprehensive crop insurance
would suit farmers well and would be met with easy acceptance. As
demonstrated by many earlier studies and country papers, such a scheme is
very popular, especially among small-scale and traditional farmers. Getting
many farmers to participate in the program provides another advantage of a
wider base with which to spread risks.

On the other hand multiperil schemes are very expensive to operate and
many have failed because of this. These programs usually require very high
premiums to cover the various risks of loss. Many farmers cannot afford it
unless it is subsidized by the state. The argument that they are popular and can
easily achieve a wider base is thus being countered by cost consideration.
Multiperil programs destroy farmers’ initiatives to better manage risks that
they can control and, in that sense, they are therefore counter-productive. The
traditional and subsistence farmers are better off with named perils coverage
that focus on the major risks, which are beyond their control and cause great
hardship. Such schemes, as earlier noted, are much cheaper than the multirisk
or all-risk coverage, both for the farmers and the public sector, which provides
support for such programs.

Loss is another area of concern in regard to this issue. Those in favor of
multiperil schemes argue that it is difficult to attribute the loss of the crop to a
particular risk in crop insurance, or the degree of loss to be attributed in the
case of a combination of two or more risks happening during the growing
period of the insured crop. They claim that the limited peril program may end
up paying a loss that it has not covered. The multiperil scheme is not faced
with this problem of loss attribution. To a certain extent, this claim is true. But
trained loss adjusters, who are agricultural experts, would be able to segregate
the effects on the yield, when two or more risks combine to adversely affect
the crop.

Key Issue No. 5—Should agricultural insurance, especially for small-
scale and traditional farmers, be subsidized?

Compared to the commercial and the specialized farming group, the
traditional and subsistence farmers occupy the bottom end of the income scale.
They are also the most vulnerable group when disaster strikes, as their level of
savings, if any, is very thin. Equity therefore dictates that they should deserve
first priority in accessing available risk management measures in rural areas.
Ironically, measures like crop insurance are far too costly in comparison to
their income. Obviously, a social security aspect is involved in this case. It is
to be emphasized that the public sector has the moral obligation to guarantee
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a minimum standard of social protection for the poorest section of society. It
must, therefore, adopt policies and implement measures to insure that a
minimum standard of protection is met. In the case of poor farmers wanting to
make use of the protection offered by agricultural insurance, the state is
justified in providing subsidies in their favor. However, the subsidies may be
given only after carefully examining all avenues to reduce costs and avoid
extraneous charges. It should also be pointed out that in the absence of rural
insurance programs, the state usually runs a disaster relief program targeted at
the poor. In both situations, the public sector will be spending money, although
perhaps less when it comes to structured agricultural insurance.

Key Issue No. 6—Which approach is better: The area approach in
compensating losses or the individual approach?

In general terms, under the area approach, the crop yield for a given
district is insured and all insured farmers in that district pay the same premium
and receive the same indemnity. Indemnities are paid whenever the average
yield falls below a defined level irrespective of the actual yields obtained by
individual farmers. In contrast, the individual approach would focus on the
average yield guaranteed for each farm or category of farms (e.g., irrigated,
rainfed or upland) and a loss would be recognized if the actual yield falls
below that level.

There has been much debate as to which of the two approaches is better.
After examining more closely the reasons why certain programs fail, it appears
that the area approach, or some innovations derived from it, like the Area Index
Insurance, is the more successful. A number of valid arguments have been
advanced in support of the area approach:
(i) It eliminates the danger of moral hazards—moral hazards arise when the

insured can alter the way the crop is cared for to increase the probability
of obtaining indemnity from the crop insurance policy. This is not
possible in the area approach because the payment of indemnity is not
based on individual farm production;

(ii) Low administrative costs—unlike the individual approach, there are no
individual contracts to write, no costly on-farm inspections or loss
adjustments to undertake, and therefore less overall costs;

(iii) Transparent and standardized structure—the policy contracts could be
sold as simple certificates like travelers’ checks or lottery tickets, and
presenting the certificate would be sufficient to claim payment when it is
due;

(iv) Availability and negotiability—the insurance can be sold to anyone, the
buyers need neither be farmers nor even to live or work in the region;
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(v) Private insurer involvement—it would be easy for the private sector to
run and might even provide opportunity for the private insurers to tack on
insurance riders or wrap individual coverage around a policy to cover
other individual risks unique to the holder.

Those that support the individual approach argue that since the level of
per unit indemnity is the same for everybody, it puts certain claimants at a
disadvantage whenever they suffer losses much higher than the district
average. Of course, the counter argument is that they may also be paid more
on other occasions, when their loss is much lower than the average or when
there is no loss at all.

Key Issue No. 7—Voluntary or compulsory?
The underlying consideration for the choice of these two approaches is

the insurance principle of “spreading the risk”. Making a crop insurance
scheme obligatory will definitely guarantee a wide participation and therefore
lead to a wider spread. From the perspective of the insuring entity, this
approach saves a lot of administrative costs for the delivery and servicing of
the insurance product. It also reduces anti-selection since the participants are
compelled to enroll in the program in contrast to the voluntary scheme, where
there is greater danger of only the high risks farms applying for coverage.

From the perspective of the insured, the use of compulsion is
unacceptable, especially in democratic communities. Insuring entities running
a compulsory scheme are not challenged to offer better services and are often
lulled into a false sense of security by virtue of the “captive” nature of the
market. In contrast, the implementer of the voluntary scheme has constantly
been able to respond to the nuances of the market.

For the traditional farming group, it might be advisable to pursue a
compulsory scheme mainly because of the cost. It is simply too costly and
uneconomical to service each and every farm, which are widely dispersed and
very small. However, if a survey shows a representative cross-section of them
responding positively to a voluntary choice, this course of action should be
preferred, or some form of approach making their participation less
compulsory, such as making enrolment “automatic” when taking out loans.

Key Issue No. 8—What is the role of government?
The role of government in the implementation of agricultural insurance

should be clearly defined and accepted. The guiding principle is that where the
private sector is willing and able to play a role, government should stand aside.
In areas, however, where agricultural insurance programs are not viable, and
the private sector is unwilling to venture and bear the responsibility,
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intervention by government is inescapable. It is the responsibility of the state
to provide assistance to the most vulnerable segments of society.

Given the above premises, existing crop insurance schemes, targeted at
small-scale and traditional farming groups, are usually run by government,
either thru its existing agencies or thru a parastatal body. The schemes of Sri
Lanka, Bangladesh, India, the Philippines, the People’s Republic of China,
Iran, and Nigeria, to name a few, are examples. In other schemes, where the
state itself is not operating the program, government serves as a reinsurer of
last resort, as in the case of the Japanese scheme.

Key Issue No. 9—What is the importance of reinsurance in addressing the
problem of catastrophic losses in agriculture?

It is obvious that the only way to solve the problem of covariant risks,
such as natural catastrophes that are of countrywide proportion, is by
developing some form of financial instruments that would transfer part of
those risks across national borders. A reinsurance treaty is one such financial
instrument. Access to this, however, is not easily provided, as reinsurers have
first to gain familiarity and confidence with a country’s specific program.
Concerns about objectivity in loss estimations and payments, adverse selection
or moral hazards, viability and sustainability of the program, and
independence from political interference, are all important issues.

Multilateral institutions could perhaps help support the development of
broader risk pooling schemes, with supporting credit enhancements to provide
actuarially cost-effective arrangements, to manage catastrophic risks while
promoting efficient markets.

The solution to the catastrophic risk problem cannot be accomplished
without assuring sufficient capital and stable long-term capacity.

Key Issue No. 10—Is it worthwhile to explore further the practical
effectiveness of microinsurance in the light of the absence of empirical
experiences on the subject?

Microinsurance offers some very practical ways of managing many
forms of specific risks in an informal setting. It provides opportunity for many
rural communities to share and finance the risks among themselves where
formal insurance providers are hesitant or unable to play a role.

The dynamics involved in the decision-making process of
microinsurance schemes enables a group of people to act as a cohesive social
unit, which can fulfill a role no one else can do better when it comes to relating
needs and priorities to prevalent activities, location-specific conditions, the
level of resources, etc.
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Because of the profile of the informal economic sector, microinsurance,
which is designed primarily to service this particular segment of society, can
be sensitive to three specific requirements: the need for simplicity,
affordability, and convenience. In other words, it must be located close to the
members.

Microinsurance is the enterprise of the community. The democratic
process of the group jointly defining the risks to be covered and the benefits to
be provided is in itself unique. It reinforces self-management, which is not
only cost saving, but also relates to rights. Self-management promotes
transparency (thus reducing the risk of corruption) and cohesion around social
objectives (hence, creating a climate that discourages abuse of the system).
Reducing anonymity raises self-control. Closeness between the members
creates intangible but real links that augment acceptance of the redistribution
of benefits according to the need rather than to individual utility (Dror and
Jaquier, 1999).

The development of microinsurance schemes should be fully supported
by the public sector. It might be worthwhile for governments and multilateral
institutions to encourage the growth of microinsurance via the provision of
certain incentives for its rapid development. These may take various forms
such as, using legislation, to create enabling environments upon which
microfinance may grow unimpeded, promoting linkages with existing benefit
providers, providing subsidies or guarantees, replicating successful
microinsurance units in other communal areas, and providing reinsurance
support.

Key Issue No. 11—Are rural livelihood projects equally important to
address rural risks? If so, what level of support is necessary to promote its
growth?

Livelihood projects involving off-farm activities generate extra income
for the farm household and lessen dependence on the farm. Thus, when natural
disasters occur, farm households become less vulnerable and are able to cope
with the adverse effects of reduced income from the farm. Besides, livelihood
projects are wealth-creating ventures and do not lead to inflationary situations,
unlike other relief programs. With these arguments alone, these projects
therefore deserve the support from the state in terms of providing the proper
environment for growth and avenues for skills development; disseminating
marketing trends, market information and opportunities; and showcasing—
and replicating success stories. It should be stressed, however, that the
promotion and development of livelihood programs should be based on
sustainability.
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Key Issue No. 12—Are social funds effective in terms of providing those
most in need of social protection with the right kind of protection? Are they
affordable and sustainable?

In general, social funds perform well in terms of targeting, cost
efficiency, speedy response to shocks, reaching previously unserved areas and
groups, and in the participation of community organizations and residents.
Although they started out in funding public works programs with an emphasis
on risk-coping, they have now moved into more community-managed projects
with an emphasis on investments that lead to risk reduction, such as preventive
health care, water supply, and basic education.

On the other hand, empirical data show that targeting in social funds is
often less effective than other schemes. Poorer communities are ill prepared to
receive and absorb the information required to make an informed choice of
projects (Conway, J. et al., 2000). Compared to better-off communities, they
are often less organized, less likely to be able to submit project proposals, and
less likely to exert the pressure that may be required in order for their proposals
to be accepted. When the poor or isolated communities do submit proposals,
these are often prepared by an outsider (a private firm, a local politician, or a
government agency) on the basis of what the outsider can provide, regards as
most feasible, or generally believes is the right thing for the community. The
problem, however, is that politicians often submit proposals that tend to
increase their own political stock at the expense of the real needs of the
community. The key role played by project design companies in initiating and
developing project proposals is another reason why remote or isolated
communities are not benefiting from social fund projects. Understandably,
these companies would rather concentrate their efforts in areas (provinces or
towns) that are near their offices to minimize costs.

In terms of job creation and increasing income for the poor, social funds
have had mixed successes. The original rationale for the fund was to finance
community-driven and community-led public works and projects to generate
employment opportunities for community members. Reviews of donor
evaluation reports have estimated that only 30 percent of total expenditure is
accounted for by labor costs, and conclude that social funds have “created
relatively few jobs”. Moreover, jobs provided by social fund projects have
been temporary, of low quality, and provided no training. As such, social funds
emerge as slightly more effective, and sometimes less effective, compared to
traditional “supply-driven” employment creation schemes.

In terms of sustainability, the extent to which social funds are now funded
by national governments varies, but it is lower than expected. A review of
social funds noted that most Latin American governments have financed less
than 20 percent of their social fund costs, and that ten years after they were
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started, most social fund-supported projects are still dependent on donor
funding. At the micro level, it seems that a high proportion of social fund-
supported projects are not particularly sustainable. The assumption that
community choice of project automatically guaranteed ownership (and along
with it, a commitment to meet recurrent costs) should have been tested and
validated first, or additional measures taken to reinforce this. Perhaps part of
the problem is that the “choice” available to communities has in some cases
been severely circumscribed.

Key Issue No. 13—How should expensive farm input subsidies and price
support measures be treated?

Subsidies for critical farms inputs, price support or price intervention
mechanisms, do not often attain their objectives, as discovered by many
DMCs. In Thailand, some people found that these programs are not very
meaningful as the subsidies were not enough to influence price and to meet its
social objectives. The same is being reported in Viet Nam. In Indonesia, a
certain degree of stability in prices has been achieved through the operation of
subsidy programs. In terms of the welfare gains that accrue to farmers,
however, few in the farming sector have benefited because the government
imported food to flood the market instead of buying from farmers. The general
observation is that subsidy programs require huge budgetary outlays and even
so funds are inadequate to significantly influence prices. In most cases, they
lead to market distortions, which in the long run is also harmful. The programs
are also open to all sorts of corruption, which further increases costs. Hence
based on experience, this type of program should be given low priority.

FAO does not recommend such programs. Instead, FAO suggests giving
farmers more freedom to respond to market signals, including options to shift
from one farming activity to another, depending on where the money is. In this
regard, support for farmers in terms of providing timely information on current
market prices and past trends is being advocated. This way the farmers would
be able to evaluate their risks better and take the necessary precautions.

Finally, providing farmers with the necessary facilities for savings that
offer remunerative interest rates above the inflation rate, would give farmers
the opportunity to preserve their income and plan their expenditure pattern
better, thus addressing also the problem of fluctuating income streams.

However, there are certain types of farm input subsidies that do not seem
to distort the market and are successful examples of such measures. A case in
point is the utility value of mass inoculation of poultry or livestock to prevent
the occurrence of an epidemic. Another case is the subsidy for the production
and wide distribution of improved seed varieties that can bring about increased
yields in farms.
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Key Issue No. 14—What is the utility value of disaster prevention/
preparedness programs and other rural development programs as social
protection measures?

Being caught unaware and unprepared in the face of a natural disaster is
probably the worst thing that could happen to anybody. Many lives and
property have been lost on account of this. It is vital that both the public and
the private sector should strive to formalize an organization that will handle the
various functions of disaster prevention and disaster preparedness programs.
The involvement of government is critical because it has the military and the
police units that can readily be mobilized to help in the evacuation of people
to safer areas. They can also provide the human resources to extend relief
operations to the affected people. The assistance of the community members
at the village level is equally important, because they are more familiar with
their own place and can therefore easily identify problems or disaster prone
areas.

Investments in programs for infrastructure developments have helped
rural households deal with many risks. The expansion of irrigation projects to
cover wider areas of hitherto unirrigated land, for example, has resulted in
increased yields and income for farmers, and helped them minimize losses
caused by drought. The construction of farm to market roads has facilitated
farmers’ access to trading centers where they get better prices for their produce
and increase their income due to lower spoilage losses and storage costs. It is
said that welfare gains for this type of programs are positive. Such programs
should therefore rank high in the priorities of social protection.
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Chapter 10 – Micro and Area-
based Schemes: Project and
Program Issues
J. Abada

A. Introduction

mprovements in social protection are important elements in furthering
social and economic development, a measure for poverty alleviation.
Social protection, in the context of many developing countries in Asia
and the Pacific particularly the informal sector where the incidence of

poverty is greater, exhibits a growing interest in micro and area-based schemes
as effective instruments to prevent, mitigate or cope with a variety of risks
affecting rural communities.

The provision of appropriate social risk management instruments is
important to reduce the vulnerability of the poor and to assist them to rise out
of poverty. This requires governments and development organizations to strike
the right balance between alternative social risk management arrangements
(informal, market-based and public arrangements) and strategies (prevention,
mitigation and coping strategies), and to ensure that the instruments match
what is needed and what can be supplied.

This chapter attempts to discuss issues relating to schemes considered to
be micro and/or area-based, as they are now being implemented in various
countries, and to provide the ADB with a menu of options and practical
frameworks or models.

B. Key Issues and Options

As presented in Chapter 9, the so-called micro and area-based schemes
include a variety of interactions to assist rural or urban communities in the
informal sector: agricultural insurance, microinsurance, integrated livelihood
programs, social funds, disaster preparedness, and other support schemes.

I
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1. On Agricultural Insurance

A number of key issues and problems are involved in the introduction and
implementation of an agricultural/crop insurance program:
(i) Effectiveness of agricultural/crop insurance as a risk-transfer mechanism

and as an instrument for rural development;
(ii) Viability and sustainability of public sector agricultural/crop insurance

for small scale, traditional and subsistence farmers;
(iii) Coverage of crops and scope of cover;
(iv) Subsidized agricultural/crop insurance schemes for small scale,

traditional and subsistence farmers;
(v) Use of the area approach in compensating losses vs. individual approach
(vi) Voluntary or compulsory scheme;
(vii) Role of government; and
(viii)Reinsurance and the use of the global capital markets to address the issue

of catastrophic risks in agriculture.

a. Effectiveness of Agricultural/Crop Insurance

Farming communities face a variety of risks. Although they have learned
to live with these risks by employing various devices to prevent, avoid,
mitigate or cope with them, there is still the problem of residual risks. These
are the catastrophic types that human intervention can neither prevent nor
mitigate. The damage they cause to lives and property cannot be
underestimated. In such situations, agricultural insurance may prove useful.

It has been claimed that agricultural insurance or crop insurance is an
effective financial risk instrument that not only protects farmers from losses
due to insured risks, but also create the desirable environment for promoting
higher yields in the farms. Many studies confirm the many benefits of
agricultural insurance, such as:
(i) Agricultural insurance protects farmers from losses caused by insured

natural perils and smoothens their income flow;
(ii) It improves farmers’ access to formal credit as the insurance policy can

serve as collateral for a loan;
(iii) With an added security for the loan, banks will be more inclined to lend

to farmers;
(iv) Agricultural insurance promotes the adoption of modern farming

technology and appropriate risk management techniques, as the insuring
entity would require them as a precondition to insurance coverage, thus
increasing yields and income for the insured;
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(v) Insurance does away with the risk averse nature of poor farmers, thus
encouraging them to invest the appropriate levels of inputs (despite the
higher cost) that result in increased yields and higher net income;

(vi) With the increase in yield that agricultural insurance helps to bring about,
consumers and the general public also benefit in the form of a steady
supply and availability of agricultural commodities, as well as stability of
prices;

(vii) It relieves the government from administering expensive ad hoc disaster
relief operations for the farming sector; and

(viii)Unlike disaster relief assistance, where the government is the main the
source of funding, several parties may contribute to the insurance fund in
crop insurance in the form of, for example, the capital of the insuring
agency, subsidy from the state, and premium contributions from farmers.

While it is an accepted fact that insurance in general has facilitated the
growth of industries and commerce, it has lagged behind when it comes to
agriculture. Several explanations have been given: private sector insurance is
hesitant to cover climatic risks because of their covariability; the lack of
technical skills within the individual insurance companies to assess and
evaluate agricultural risks; and the general perception that many of those in the
agricultural community, especially the small-scale, traditional and subsistence
farmers, are beyond the threshold of insurability. Perhaps demonstrating the
manageability of many of the natural risks and, at the same time, limiting the
operation of insurance to only a few named perils can reverse these negative
perceptions. The hail insurance business in developed countries, which has
proved successful, may be worth replicating for other major climatic risks.
There is also a need to upgrade some of the skills of the technical staff of many
insurance companies and eliminate biases against agricultural risks. Closer
collaboration between the public and the private sector in these areas will
provide the necessary impetus for the development of insurance in agriculture.

b. Viability and Sustainability of Public Sector Crop
Insurance for Small-Scale, Traditional and Subsistence
Farmers

In the studies and country papers on agricultural or crop insurance, there
are many examples of crop insurance schemes, run by government or a
parastatal entity, that have failed. Most of these schemes are targeted at small-
scale, traditional and subsistence farmers.

Two DMCs, Thailand and Viet Nam, ran pilot programs several years ago
but had to discontinue after suffering losses. In Thailand, where a pilot scheme
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for cotton and maize was run by the Department of Agricultural Extension in
the 1980s, the program was terminated due to high administrative costs, low
premiums to cover claims as a result of inadequate actuarial data, and low
participation of farmers in the pilot areas due to lack of understanding of
insurance principles and negative views on insurance. The recent pilot crop
insurance scheme for rice in Viet Nam, which was implemented in five
provinces by BaoViet (the state-run insurance company), had to be
discontinued after only three years due to high loss ratios ranging from 110
percent to more than 300 percent in certain provinces. The pilot program also
suffered from adverse selection inasmuch as the five provinces (out of 61
provinces), which volunteered to do the pilot scheme, are all situated in high-
risk areas.

Despite these setbacks, both countries are again considering the
introduction of crop insurance in their respective agricultural sectors, perhaps
learning from the mistakes in the past. In Thailand, the Bank for Agriculture
and Agricultural Cooperatives (BAAC) has engaged the services of private
international consultants to conduct new feasibility studies and to draw up the
operating guidelines and procedures for a new crop insurance scheme. The
Thai Parliament has passed the enabling law for this and the program is
planned to commence in January 2001. Viet Nam has asked the assistance of
the Food and Agriculture Organization (FAO) to conduct technical and
feasibility studies for a new crop insurance scheme for their rice farms. The
government is currently analyzing the results of these studies.

According to a FAO study, other Asian countries such as Sri Lanka,
Bangladesh, the Philippines, and India are now implementing crop insurance
schemes. However, with the possible exception of India, where an area-based
approach in indemnifying losses is implemented, all are encountering high
loss ratios and high operational costs. In Japan, where crop insurance is
implemented by the farmers’ mutual organization, it is noted that in spite of
the favorable loss ratios for several years, the government still subsidizes from
50 to 80 percent of the premium paid by the farmers and the administrative
cost. Additionally it provides reinsurance support in case of catastrophic
losses. The high cost of operation and servicing small-scale or subsistence
farmers located in a widely dispersed area are several of the reasons why
private insurance groups are hesitant to offer crop insurance. At the same time
due to the small scale or subsistence scale of operation, farmers’ profits are low
or negative. Hence crop insurance is neither attractive nor considered a priority
to them. In most cases, farmers are not predisposed to crop insurance due to
lack of information.

DMC governments, given their responsibility to reduce poverty and
mitigate risks to vulnerable populations, often pressure government-run
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insurance companies to keep premiums low, disregarding actuarial data.
Alternatively the government heavily subsidizes the premium to a level
affordable by the farmers. Despite the low premium and/or the subsidy being
provided, farmers are still reluctant to join such insurance schemes. In the case
of voluntary schemes, only those who think they are at great risk of losing their
crop will buy insurance. There is now an element of anti-selection or adverse
selection, which defeats the viability and sustainability of an insurance
business.

When crop losses occur due to insured risks, claims will have to be
assessed by loss adjusters. Because of the dispersed nature of farms, heavy
operating costs will again be incurred. Because of the numerous small claims,
the quality of loss assessment may suffer due to pressures to finish the job as
soon as possible. There is also the issue of the integrity of the loss assessment,
which is difficult to detect when dealing with many small and widely scattered
claims. Sometimes a government-run scheme may be induced (again for
political reasons) to inflate compensation of losses to make certain politicians
popular within the farming community. In insurance parlance, these are called
moral hazards.

A number of situations thus affect the viability of a crop insurance
scheme:
(i) Low premium income brought about by low farmer participation;
(ii) Smallness of the insurance business per unit;
(iii) Low affordability levels of farmer;
(iv) High operating costs for delivering insurance product;
(v) Political influence that affects premium rating and loss calculations;
(vi) High operating costs for loss adjustments;
(vii) Incidence of anti-selection; and
(viii)Incidence of moral hazards.

In spite of the seemingly insurmountable odds against government-run
multiperil crop insurance programs for the small scale, traditional or
subsistence farmers, there is a growing number of specialists who believe that
a modified crop insurance scheme for small farmers can be developed and
implemented in a viable and sustainable manner. They are looking at a host of
options that will address the various problems presented above. To achieve a
wider base for insurance, for example, they suggest that it be implemented on
a compulsory basis or, if this is not possible, make it a pre-condition for
eligibility to other programs and benefits, such as credit and membership in
marketing services. With regard to the issue of operating costs, linking the
program to the operation of banks catering to farmers or marketing boards, the
adoption of an area approach in compensating losses will save on costs. The
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area approach will also help minimize moral hazards and to a certain degree
anti-selection. If the private sector is still unwilling to play a role, despite such
developments, some suggest that the course of action for government to take
is to create a parastatal entity to run the scheme; provide it with adequate
capital ex-ante; make it autonomous and free from political interference;
subject it to regular monitoring and review with regard to compliance of its
objectives; and make it accountable for the funds entrusted to it.

c. Coverage of Crops and Scope of Cover

Agricultural insurance should be able to cover crops that are important to
a country’s economy and vital to its food security. To be meaningful as an
instrument for social protection, it should cover crop or crops that are farmed
by a large number of farmers in the rural sector.

Limiting the number of crops to be covered also limits the amount of
capital to be provided. But limiting it too much may lose the social aspect of
protecting a large number of the rural population. A proper balance should be
continually sought.

What risk or risks to cover is another vital issue to be addressed with
extreme care, as it could determine the success or failure of a program. Multi-
peril or all-risks schemes are very popular to small-scale farmers, many of
whom would probably insist on such a scheme if a crop insurance product
were offered to them. In view of the numerous risks, the cost for such a cover
is usually high. In contrast, commercial and industrial farms, which practice
strict risk management, would usually choose limited peril cover, to address
only the risk that they cannot control, enabling them to keep premium costs at
a minimum.

Several specialists hold the opinion that multiperil agricultural or crop
insurance schemes do not work and do not serve the purpose of the small-scale
farmers. Therefore, most of the present crop insurance schemes may have to
be modified or redesigned to avoid the pitfalls that had caused them to be
unsustainable. The ADB can play a catalytic role by helping to offer the
insurance product to the most needy. The modification will have to be done in
a manner that will keep the premium low and within reach of ordinary farmers
while still protecting them from disastrous losses.

d. Subsidized Agricultural Insurance Schemes for Small-
Scale, Traditional and Subsistence Farmers

Advocates of the free market frown on the use of subsidies in any form
because they create some degree of distortion in the market. But when the most
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vulnerable segment of the farming community is being reduced to abject
poverty, due to the repeated occurrence of natural disasters, subsidies may be
justified. If agricultural insurance is the best option, after thoroughly
examining all other alternatives, the operation of such a measure can perhaps
be supported by subsidies, for example by cofinancing part of the premium. It
might be worth remembering that before a decision to subsidize is taken, a
comprehensive study should be made to bring down the cost of premium to a
minimum, without unnecessarily reducing insurance benefits to the insured to
a point that it becomes meaningless. Subsidies may also extend to shouldering
portions of the operating costs of the insuring agency, putting up a reinsurance
facility, or providing reserves for catastrophic losses.

It is not uncommon to see agricultural insurance schemes for farmers in
both developed and developing economies being heavily subsidized by the
state. The crop insurance programs in the USA, Mexico, Costa Rica, Japan,
India, Sri Lanka, Bangladesh, the Philippines, Iran, and Nigeria are all, at
varying levels, subsidized by their respective governments.

e. Use of the Area Approach versus the Individual
Approach in Compensating Losses

In small farmer crop insurance schemes, assessing losses by individual
farm units has contributed to high operating costs. Conscious of this problem
some countries, like India and Sweden, have adopted the area approach in the
assessment of loss. Thailand, which is contemplating to reopen its crop
insurance program, intends to adopt the same approach. This approach to loss
assessment has received some criticism for not reflecting individual loss
experiences since it is based purely on averaging, a problem which can be
overcome once people get used to it. The overriding consideration is the cost
saving feature, making it a practical method for designing a viable crop
insurance program for small farmers. It may, therefore, be worth considering
by countries in the process of modifying their respective crop insurance
programs for small farmers.

f. Voluntary or Compulsory Scheme

This issue is related directly to the insurance principle of spreading the
risk or achieving a wider base with which to spread risk.

The compulsory scheme will ensure a wide participation and lead to a
better spread of risks. Since everybody is compelled to take insurance, the
element of adverse selection is minimized, if not eliminated. This is in sharp
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contrast to the voluntary scheme, where there is always the danger of only
higher risk farms applying for insurance coverage.

Compulsory schemes may, however, be placed in the same category as
monopolies. There is a tendency on the part of management to be complacent
and less effective in view of the captive nature of its clientele. In contrast, the
management of voluntary schemes would always be alert to customers’
complaints and customer satisfaction to preserve their market.

From the standpoint of the insured, making coverage compulsory may
meet with strong resistance in societies where the democratic spirit is strong.
It may be advisable to explore other areas where some form of automatic
coverage for crop insurance can be achieved, for instance by establishing links
with banks lending to farmers, marketing boards, or other forms of farmers’
organizations rendering some form of service to their members. Countries like
India, Sri Lanka, the Philippines, the Dominican Republic, and Venezuela
have linked their respective schemes to credit. Israel and Mauritius have theirs
linked with the marketing boards which make insurance mandatory for their
members.

g. The Role of Government

The role of government in agricultural insurance should be clear and
unequivocal. Where private business is not able to play a role, the government
could step in, if the provision of agricultural insurance is necessary for the
larger interest of society. In such a case, the government may play a pioneering
role and invite prospective investors from the private sector to join into
partnership. The government should be ready to step aside and privatize its
holdings if the private sector is interested to invest in agricultural insurance.
Even while doing this, it may still continue providing a supervisory role,
including subsidy support to the program if the continuation of such subsidies
is justifiable. Governments may also limit their role as a reinsurer of last resort,
as in the case of the US program.

h. Reinsurance and the Use of Global Capital Markets to
Address the Issue of Catastrophic Risks in Agriculture

The covariability of most catastrophic risks poses a severe problem for a
specific country program on agricultural insurance. The way to address it is to
spread the risk beyond national boundaries. Reinsurance is an instrument to
realize this. A World Bank report (2000a) concludes that with key institutional
changes, catastrophe losses can be better absorbed by markets, with resulting
financial benefits to local industries, domestic insurance companies,

13883-Asia.book  Page 414  Tuesday, December 11, 2001  11:46 AM



Micro and Area-based Schemes: Project and Program Issues 415

households, international reinsurers and governments, through the use of more
optimally structured risk sharing arrangements. It further states that market
arrangements (both domestic and international) can better channel and fund
these risks, with government and multilateral institutions supporting the
development of viable and sustainable structures. The development of self-
sustaining financial structures may, however, need some initial funding
leverage to build up the necessary reserve base for ensuring self-sufficiency.
Governments and multilateral institutions can play a role as funding agencies
or facilitating necessary credit arrangements to serve as back-ups.

Accessing reinsurance facilities requires some form of discipline. Re-
insurers tend to be very selective, especially when it involves agricultural
insurance. Only the well-developed and technically viable ones are able to do
so. It might be necessary to restructure existing country programs to gain the
confidence and trust of international reinsurers. Governments and multilateral
agencies can play a pivotal role in this area.

Alternatively, the global capital markets, which have an estimated capital
50 times that of the international reinsurance market, may also be able to
absorb some of the risks and financial payouts generated by catastrophes.
Various financial market instruments have evolved in this regard. One example
is the catastrophe bond, also known as “cat bonds”, for securitizing insurance
risks. The cat bonds are issued publicly to worldwide investors at attractive
interest rates much higher than the usual market rates. Proceeds of the bonds
are placed with a trustee to be used only when catastrophe losses occur.
Meanwhile, the proceeds are invested in risk free securities and the earnings
thereof, plus the premiums paid for the insurance cover, are used to service the
amortizations on the bonds. Under this arrangement, some primary risk
carriers (borrowers) are discovering that the net cost to them is reduced
substantially and approaches that of traditional reinsurance. At the other end,
recent innovations, such as basing disaster payouts on objective hazard
intensity measurements (such as wind velocity or earthquake intensity with the
use of satellites and other sensing devices), give investors more confidence in
the fact that the borrower and/or the insured cannot manipulate underlying
damage assessments. Such bonds, which are linked to events that are unrelated
to the usual risks being faced by traditional financial markets, provide
investors some form of portfolio diversification protection. In addition, the
actuarial probability of default in such bonds is found to be generally lower
than similarly rated investment securities being actively traded in the capital
markets.

It has also been reported that some governments in the developed
economies of Europe and the US have already observed the “exit” of some
insurers from private markets prone to natural catastrophes. This has prompted
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them to establish public and private collaborative schemes to insure
catastrophic cover through risk pooling, coupled with group reinsurance
arrangements and last-resort credit back-up. Capital markets have been willing
to provide stand-by credit support for insurance purposes, because they are
finding out that projections of future premiums and other charges can suffice
to secure servicing such debt, if utilized. In this way, the capital market is able
to increase insurance capacities without straining the balance sheets of
insurers and reinsurers alike. Multilateral institutions for developing
economies facing high vulnerability may possibly catalyze similar support.

i. Proposed Agricultural Insurance Model for the Poor

It is obvious that one cannot design a single crop insurance model to
apply to all farmers. It would be best to design one model suitable to small
farmers and another to conform to the needs of commercial and specialized
farms. In the former group, an element of welfare may be necessary while, in
the latter, the model can operate on its own, based on market conditions.

The model below will avoid most of the causes of failures observed in
many small farmer agricultural insurance schemes. The emphasis for a private-
led implementing agency, especially by a farmers’ organization, will develop
a sense of ownership among members and will therefore encourage them to do
whatever is necessary to preserve and maintain it. The proposed compulsory
scheme or linkage with banks and other institutions aims at achieving a wider
base and significant savings in underwriting costs. The use of the area
approach in compensating losses attains the same cost-saving feature. These
savings in costs will have a significant impact on the premium, since the
loadings to cover these costs can be substantially minimized. Moreover, anti-
selection and moral hazards will be reduced to a great extent.

Limiting the perils covered, to those that are really beyond the control of
the farmers or those that cannot be managed by any other means, will result in
a further lowering of the premium. The same effect can be attained through the
introduction of a sizable deductible or franchise. All these approaches, which
result in the lowering of the premium, may end up with a rate well within the
level that many small farmers can afford, thereby minimizing, if not
eliminating outright, the need for subsidies. Suggestions on the role of
government and how it should conduct itself may minimize political
interference in setting premium rates and adjusting losses. The combined
effects of all the suggested approaches in the model will ensure viability and
sustainability of an agricultural insurance scheme for small-scale farmers.
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Box 1. A Model for Small Farmer Crop Insurance Scheme
Implementing Unit: Any private insurance company; or farmers’ organizations such as
cooperatives, marketing boards. If the private sector is unwilling to do so, government should
handle the implementation, preferably by creating a parastatal entity to do this with a certain
autonomy to operate the program without political interventions.
Crops covered: Crops that are vital to the economy of the country or those that are farmed by a
greater number of farmers targeted by the program will have priority depending on how many
crops can be carried given the capital of the program.
Sum insured: The amount of insurance is pegged to cost of production. The insured farmer
should be compensated only up to the level of his investment and exclude the unrealized profit.
Scope of cover: A limited peril or named-peril scheme should be applied, limiting the risk to
only one or two that cause disastrous loss to crops. Possibly limited only to climate-related risks
and excluding other risks that can be managed or avoided via other means. A deductible or
franchise of not less than 30 percent of sum insured is suggested to keep premiums low. The
important thing is that the insured farmers are protected from very large losses that can upset
their finances.
Premium rate: Should be based on the market rate, that is, it should be calculated actuarially
based on past statistics and trends in yields and losses and loaded to cover cost of administration,
impurities in statistical data, and reserve for catastrophic losses. If the resulting figure is way
beyond the reach of the poor farmers, it is important that the actuarially computed rate must be
maintained if only to have a basis for a future evaluation of the program. To give the poor access
to the program, the government should be ready to subsidize the premium cost. The subsidy may
possibly be shared between government and private interest groups (banks, marketing boards,
consumers groups, etc.) and possibly kept to a minimum. The grant of premium subsidies may be
targeted to the poorer group of farmers identified through a means test or by the size of their
farms (say, one hectare or less). Premium rates should vary by area (district, municipalities, or
province) depending upon the variation in risks in these areas.
Voluntary or compulsory: If there is no heavy objection, it is preferable to make the program
compulsory to all farmers to achieve a wide base with which to spread risks. Local political
officials and community leaders can be invited to explain and convince farmers of the benefits to
be derived with the attainment of such a wide base in agricultural insurance. Otherwise, linkage
with the banks providing credit to farmers or with the marketing boards is necessary for
voluntary schemes. Nationwide schemes operated by the farmers’ cooperatives are also ideal, as
insurance can be provided simultaneously with other services offered by the cooperatives to their
members.
Assessment of loss: The use of the area approach in loss assessment is preferred; meaning that
the compensation for claims within a defined area will be based on the average, say per hectare
loss, in that area. The amount of compensation per hectare or a fraction thereof would be the
same for everybody, regardless of the degree or absence of the loss in each individual farm unit.
Some innovations to this scheme can be introduced, such as the area index approach coupled
with a trigger system to further refine it.
Role of government: Where the private sector is unwilling to take an active role, government
should serve as a pioneer by implementing the program through a parastatal entity vested with
responsibility and accountability and operating with a certain degree of autonomy. When
circumstances warrant it, government should be prepared to provide subsidy for the operating
costs in case the private sector is operating the program in a situation where the premiums are
kept low for the benefits of clients. Lastly, it should operate a reserve fund or provide reinsurance
support in the event of catastrophic losses.
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2. Microinsurance

a. Practical Advantages of Microinsurance

Microinsurance in rural communities can be, as earlier mentioned, a
practical alternative to other established forms of insurance such as
agricultural insurance, social insurance, and health insurance. It is perhaps one
of the few alternatives by which the excluded population, consisting mainly of
the rural communities and the poor, can have access to an insurance
mechanism as a means of social protection. It has the advantage of being
operated cheaply and its operation is based on simplicity because of the nature
and requirements of its membership. Moreover, its activities are conducted in
a more transparent manner because it operates in a small circle of membership;
and it fosters the spirit of self-reliance, cooperation and solidarity among the
members of the community.

One major advantage of microinsurance is that it is less vulnerable to the
classical insurance problems of moral hazards, adverse selection, free riding or
under insurance. The closely knit relationship of members in microinsurance
schemes inhibits the occurrence of moral hazards. Moreover, the fear of being
expelled from the group as penalty, and the shame or stigma that it carries,
shield the system from overutilization or abuse of benefits. Adverse selection,
which can occur only when those with greater exposure to risk will participate,
is to a certain extent minimized in microinsurance units. This is due to its
qualitative advantage in the form of being intimately acquainted with its client
base, something that is not the case with other types of insurers. Adverse
selection arises from incomplete or inaccurate disclosure of information by the
applicant, thereby misleading the insurer in assessing the insured risk. Free
riding can exist only as long as the free rider can hide the advantage from
others, and particularly from the insurer. This is difficult to do in a community-
based microinsurance scheme. The same holds true for under-insurance.
Moreover, microinsurance schemes tend to practice and offer their client an
“all-or-nothing” package, which is simpler to administer and more consistent
with its collective nature.

b. Operational Issues

The empirical basis for looking into aspects of the operational viability
and sustainability of microinsurance is limited. Most of the discussions related
to the subject have been mainly theoretical. There is a concern regarding the
safe handling of funds due to the informality of the structure. However, this is
not seen as a problem because the accountable officials are familiar with the
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rest of the membership and the fear of expulsion from a group of self-
interested individuals shield the system from such kinds of hazard. The
uniqueness of the decision-making process in microinsurance schemes
reinforces self-discipline and self-management, qualities that make its
operation fairly cheap. The process also allows for quick adjustments of the
scheme and therefore more flexibility in addressing the needs of the members
matched against availability of resources.

Microinsurance is very vulnerable to covariant risks in view of its limited
area coverage. Empirical evidence indicates that microinsurance schemes
subsist for longer periods if they confine their coverage to specific risks only,
as in the case of illnesses, accidents or deaths. Catastrophic and co-variant
risks, like climatic risks, can only be covered if there are a number of similar
community-based microinsurance units covering the same risks. This requires
that they have formed a higher organizational structure with which these risks
can be co-shared by all units. Alternatively both the public and private sectors
can arrange a reinsurance arrangement at the national level.

c. External Support from Government and Donor
Agencies

The role of government and multilateral bodies is important in promoting
the growth of microinsurance units and up-scaling their operations so that
eventual linkage and partnership with established providers of services and
formal social insurance agencies may be forged. By means of regulation,
government can clarify the relationship between the role of microinsurance
and that of the compulsory social insurance system, in order to prevent
contribution evasion and in order to promote, in the longer term, closer links
between the two. In the case, for instance, of health insurance, governments
can fulfill the following functions (van Ginneken, 2000):
(i) Promoting health insurance through recommendations on design and

setting up of a management information system;
(ii) Monitoring and regulating microinsurance, possibly within the context of

legislation on the efficient and transparent administration of the scheme;
(iii) Improving and decentralizing the public provision of health care, which

is essential pre-requisite for the development of microinsurance in many
countries;

(iv) Undertaking and organizing training programs focused on the above; and
(v) Cofinancing the access of low-income groups to health insurance,

possibly through subsidies or matching contributions.
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3. Sustainable Livelihood Programs

a. Developing Sustainable Livelihood Programs

It may be fruitful to adopt the British Department for International
Development’s (DFID) approach in developing sustainable livelihoods. It is
based, first of all, on a new understanding of poverty. A sustainable livelihood
approach draws on this new outlook on poverty, alongside with other
traditional streams of analysis, relating to households, gender, governance and
farming systems, bringing together relevant concepts to make poverty be more
understood holistically. The new framework looks at people’s livelihoods as
the central goal of development efforts in order to eradicate poverty. It
recognizes that livelihood is a mixture of capabilities, assets and activities
employed by people to make a living. It is sustainable if it can withstand the
shocks and stresses without diminishing capabilities and assets, and without
undermining the natural resource base.

The application of sustainable livelihood concepts is usually based on
certain core principles, such as a focus on people. The approach to sustainable
livelihood is thus people-oriented, indicating that practical applications of
concepts would need to:
(i) Analyze people’s livelihoods and how these have been changing over

time;
(ii) Involve people, and assist them in realizing or achieving their own

livelihood goals;
(iii) Focus on the impact of varying policies and institutional arrangements on

people’s livelihoods; and
(iv) Influence these arrangements so that they promote the concerns of the

poorer members of society.

The sustainable livelihood approach is holistic. The sustainable
livelihood concepts should be able to identify livelihood-related opportunities
and constraints regardless of where they may be. It is non-sectoral and applies
to all social groups. It should recognize the multifaceted influences on people
and seek to understand better the relationship between these influences. It
should be able to recognize also the various strategies that people adopt to
secure their livelihoods. The approach should be able to identify outside
interventions and support that can be initiated in response to opportunities or
needs, even within subsectors or small areas, and then gradually expanded.

Gathering information on people’s assets and aspirations in relation to
identifying sustainable livelihoods, for instance by means of participatory
rural assessments, are micro in orientation. On the other hand, many factors
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that affect livelihoods of people have very distinct macro characteristics.
Capitals can be affected or influenced by policies on environment concerns,
policies on rural credit and rural finance, and policies on rural health care and
sanitation. A thorough sustainable livelihood analysis seeks to understand
what these policies are, and why they operate well or not in practice, and then
to identify how the structures and processes through which they function can
best be improved. The holistic nature of sustainable livelihood analysis lends
itself to identifying priority areas for policy interventions and improvement. In
actual situations, opportunities for influencing policies may be transient and
vary substantially from one setting to another. Some kind of location-specific
strategies may be developed to exploit opportunities for policy leverages.

b. Sustainability, Trade-offs, and Other Issues

Sustainability, as earlier mentioned, should be viewed in a wider
perspective to include natural resource management, physical stocks of assets,
and the sustainability of institutions underpinning sustainable livelihoods. As
people develop their capacity to switch from one activity to another, they may
substitute one type of capital for another. In so doing, they may be confronted
with choices with regard to maximizing short-term income versus responding
to concerns about longer-term environmental sustainability, in other words,
achieving individual livelihood objectives without compromising the
livelihood opportunities of others.

The sustainable livelihood approach recognizes these trade-offs but so far
cannot offer any suggestion as to how they may be resolved. In any event, the
solution will be context-specific and much more practical experience is
required to develop general guidelines.

Experience suggests that some kind of participatory rural assessment
(PRA) exercise, as well as conventional tools, are needed to assess changes in
livelihoods. The new approach to sustainable livelihood, although more
realistic in the complexity it depicts, is more difficult to quantify compared to
money-based approaches to poverty.

The support and catalytic influence of multilateral institutions and donor
agencies in the adoption of this new framework of sustainable livelihood
development could go a long way in fighting poverty in the rural areas and
empowering the poor to have equal access to capital assets.
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4. The Operation of Social Funds

a. Some Practical Advantages in the Operations of Social
Funds

The concept of social fund agencies within the public sector structure is
relatively new but the projects they tend to support through financial infusion
are not new at all. Social funds have been conceived in the first instance to
finance small-scale infrastructure and economic infrastructure projects and
public works programs with the primary objective of providing temporary
low-wage employment opportunities to poorer members of the community.
Nowadays, they cover a wide host of projects not only involving
infrastructures but preventive health programs, education, microfinance, and
many others addressing the needs of the poor. The novelty of such a program
is that the “community” is able to choose a project or public works program
on the basis of local priorities. Moreover, the social fund agency is typically
outside the established administrative structure of line ministries and is given
freedom from normal governmental regulations and bureaucracies. They are
therefore able to attract resourceful individuals from the private sector and to
disburse funds more rapidly.

Social funds are best suited for abetting community level development
efforts; especially those centered on small-scale interventions rather than long-
range program support. They are appropriate to consider when existing
supply-driven programs do not reach poor communities and vulnerable
groups, in cases where a social protection strategy includes building longer-
term capacity at the community level in crisis situations (e.g., emergency and
post-conflict reconstruction efforts), or as a means of testing innovations in
program designs and operating procedures.

b. Decentralized Implementation and Sustainability

Implementations of projects and programs funded by social fund
agencies are usually decentralized manner and partly privatized. The design of
the project and actual implementation are usually delegated to local actors
(community associations, private firms, NGOs, and local government units, or
combinations of these various groupings). The process is seen to create greater
transparency in the implementation of the program and foster good
partnerships between the public sector and the community.

In a sense, the issue of sustainability may also relate to the flow of
financial support to projects and programs funded by social funds. In this
context, social funds have the ability to attract incremental external resources
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from established donor agencies and other foreign governments for projects
that are targeted to poor and vulnerable groups and communities. Also, since
projects and programs supported by social funds are really community-
initiated, they are generally seen as projects “owned” and operated by the
community. The theory is that ownership carries with it a commitment to meet
recurrent costs of maintaining them over time.

c. Targeting

To ensure that poor communities and the poor within better-off areas have
access to social fund programs, social funds have prepared a broad range of
solutions for reaching remote areas and marginal/excluded groups, including
information and education campaigns (often in indigenous languages), setting
up regional offices to reduce transaction costs of applying for funding, limiting
the menu of interventions to public goods more likely to be used by the poor
(e.g., primary health care and education), and financing communities’ access
to technical assistance to prepare project proposals. As a result, social funds’
geographical targeting has consistently improved over time.

Employment benefits tend to be less well targeted compared to
employment schemes, which use below-market wages by social fund
supported projects. Evidence from Peru shows that 57 percent of workers in a
social funds program were poor and 36 percent extremely poor. In the case of
Bolivia, about 70 percent of workers were in the lowest half of welfare
distribution. In terms of household incidence of investment benefits, 40
percent of social fund resources in Honduras went to the lowest two deciles of
household income distribution. In Peru, 52 percent of education investments
benefited households in the lowest 40 percent of the income distribution, with
40 percent of noneducation-related resources reach the lowest quintile. In
Argentina, over 80 percent of beneficiary households rated “poor” using basic
needs indexes. Leakage generally occurs in cases of:
(i) Income heterogeneity within the community (when better-off households

can not be excluded from communitywide benefits);
(ii) Certain types of investment (sewerage and small enterprise investments

are often less able to reach the poorest); and
(iii) In the ability of the more capable communities (usually not the poorest

and most remote) to successfully organize and submit proposals as well
as lobbying for their acceptance.

13883-Asia.book  Page 423  Tuesday, December 11, 2001  11:46 AM



424 Chapter 10

5. Agricultural Input Programs

a. Objectives, Structure, Benefit Levels, Coverage, Costs,
and Targeting

A program may entail subsidizing the cost of agricultural inputs via the
issuance of input coupons or direct distribution of agricultural inputs to
targeted farmers. The objective is usually to increase agricultural production
and farm incomes rather than to provide assistance.

Programs are typically operated by the Ministry of Agriculture in
collaboration with local governments (for the identification of beneficiaries),
the private sector (suppliers, banks and transport) and other agencies (for the
distribution and redemption of coupons).

Subsidies are provided to farmers whenever they buy agricultural inputs
needed for their production activity. Starter packs containing fertilizer and
seeds are sometimes distributed for free or at a significantly reduced cost.

Coverage may vary depending on the design of the program. Typically,
all households with landholdings of a certain size are qualified for coverage.

In terms of logistical aspects, input coupons could be likened to food
stamp programs. Administrative costs for input distribution programs are more
costly to implement compared to coupons programs. Transporting, storing and
distributing food in bulk is much more expensive than moving coupons
around, even taking into account the need to set up an administrative
machinery for retailers to reclaim cash from the government in exchange for
food stamps they accept.

This program is not usually targeted. However, it can be regionally
targeted, as in cases where seeds and fertilizers are distributed to rural
households in regions hit by droughts or severe floods. There is also an
element of self-targeting when the transfer of benefit is small.

b. Disadvantages of Agricultural Input Programs

Transfers in the form of fertilizer or seeds might promote reliance on a
limited number of crops (often different from the traditional local crops) and
limit the diversification of production, which is otherwise an important
poverty alleviation strategy. They also create dependence on fertilizer, which
makes their withdrawal harder and might harm the environment. Uniform
distribution of inputs could prove to be wasteful if farmers have different
agricultural needs, depending on their landholdings, soil quality or agro-
ecological areas (distribution of coupons can increase the flexibility of input
choice). The distribution of animals and improved agricultural technologies
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does not always lead to improvement since many animals are actually sold or
killed to face immediate needs for food, and since some of the technologies are
not compatible with local conditions (e.g., some crossbred cows can have a
higher yield of milk but be more susceptible to disease or require more feed).
Programs concerning subsidies for critical farm inputs, although also useful to
the beneficiaries, usually require huge outlays, which many governments in
the region can ill afford. With limited funds, its impact on price may be
minimal. The usual complaint is that many farmers are not benefiting from
such programs. Besides, subsidizing prices of commodities distorts the market
and in the long run may prove costly.

6. General Food Price Subsidies

a. International Experience, Benefits, Coverage, Costs,
and Targeting

General food price subsidies were once quite common throughout the
world and very well studied. Many such programs have been discontinued as
part of liberalization and structural adjustment reforms. They often cover
fewer commodities or at lower levels than in past decades. Food subsidies have
also been used in the aftermath of financial crises to prevent declines in living
standards, which has been the case in Indonesia. Price subsidies usually range
from 1 percent to 20 percent of the cost of the basic staple.

Typical programs encompass all purchases of the covered food items.
Depending on the commodity, this can be nearly universal, e.g. for cooking oil
or sugar. For commodities that can be produced at home (e.g. tortillas or corn),
the poorest and the most remotely located may not take advantage of the
subsidies. Some countries limit the quantity of subsidized food for each
household (with ration cards).

The cost of administering the program is regarded as quite low in the case
of universal subsidies, but there is a lack of adequate quantitative data to
support this.

The subsidized commodities should reflect the normal food basket of the
poor. Geographic targeting of the poor areas is possible when the subsidized
food is distributed through state outlets and when the placement of such outlets
is denser in poorer neighborhoods. However, this is limited to commodities,
which are sold through that channel, and not applicable to those sold through
the private commercial distribution chain. Alternatively, self-targeting can be
achieved by applying differential subsidies to different qualities of the goods
(concentrating on the type of goods the poor are more likely to consume) and/
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or by differentiating products—for example through special packaging. Food
price subsidies are best suited for the urban and working poor.

In many countries and for most commodities, the rich buy more than the
poor, so that even with well-chosen commodities, the absolute benefit for the
rich is greater than for the poor. An example is cited in the case of India where
less than 20 percent of the transfers reached the poor in the centrally
administered public distribution system. In a few cases, commodities that are
consumed more by the poor in absolute terms can be used for targeting. In
general, price subsidies are fairly expensive and fiscally difficult to sustain,
and have been replaced or are being replaced by targeted programs in a number
of countries like Bangladesh, Honduras, Jamaica, Mexico and India.

b. Disadvantages of Food Subsidies

Price subsidies are often financed indirectly through multiple exchange
rates, through restrictions on imports, or through regulation of local prices, all
of which can have significant impacts on incentives, trade and production.
Price subsidies tend to favor urban populations since rural households
typically produce a higher share of their own food consumption. As observed
in some countries, overly generous subsidies have been found to provide
disincentives to work. Similarly, they can have adverse effects on agricultural
production. Once in place, food price subsidies are quite difficult to reduce or
eliminate, as each change in prices or elimination of subsidy can start protest
actions. They therefore not only distort the market but tend to be very
expensive to sustain. While they may be useful as a social protection measure
for a short period of time, and strictly as an adjunct to a disaster relief
operation, such programs should be discontinued as soon as the emergency has
passed and the situation has returned to normal.

7. Disaster Prevention/Preparedness

Almost all countries of Asia and the Pacific have some form of
organization that has the responsibility of implementing disaster prevention or
disaster preparedness programs (see Chapter 13). Usually an interministerial
or interdepartmental committee under the office of the President or the Prime
Minister is formed for this purpose. Such committees can have access to
military and police assistance, linkage with the weather forecasting bureau,
with the print and broadcast media, and with various local donor and relief
agencies like the Red Cross. They also maintain a presence at the provincial
and district levels with the involvement of local officials. Normally, the
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committee is responsible for issuing clear guidelines and procedures to be
followed in times of natural disasters.

Early warning signals provided by a program may spell the difference of
saving or losing lives and property for many in disaster prone areas. For many
people in the rural and agricultural areas, early warning signals about the paths
of typhoons or storms and when landfall will happen can provide farmers an
alternative to harvesting their crops earlier or alter the planting and harvesting
calendar of their crops to avoid losses. Similarly, flood prone area residents
can make an informed decision whether to evacuate their assets and other
possessions to safer ground, long before the actual flooding occurs. The
existence of clear guidelines and procedures for the distribution of relief
services and goods helps to ensure the delivery of benefits to disaster victims.
Emergency programs to help disaster victims often attract extensive donations
from foreign donors. The existence of a structure that takes charge of
delivering relief aid to victims would go a long way to provide assurance to
foreign donors that their relief aid will be put to good use instead of falling into
the wrong hands.

Generally targeting could be a problem, since the focus of the program is
usually regionwide where the national catastrophe occurs. However, some
geographical targeting can be achieved in particularly identified disaster-prone
and isolated areas where most of the poorer members of the community are
found.

Due to the difficulty of forecasting of natural disasters precisely, and the
irregularity of their occurence, organizations charged with the responsibility of
implementing relief operations are often organized in an informal and ad hoc
manner. This fact usually accounts for considerable leakage in the provision of
relief goods to victims of natural disasters.
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Chapter 11 – Social Funds:
Theoretical Background
A. Batkin

A. Introduction

ocial funds are agencies, based in government, which provide finance
for small-scale projects, normally infrastructure schemes, proposed by
local government or community organizations. These were initiated in
Latin America in the mid-1980s, mainly in response to economic and

post-conflict dislocations. The principal reason for the rapid growth of social
funds has been their perceived “ability to deliver” in terms of making a
relatively visible, quick and efficient impact on living standards in poorer
communities.

The terms “social fund” and “social investment fund” are normally
applied to the 108 loan projects that the World Bank (WB) has approved since
1987, mainly in Latin America and Africa.1 However, many projects assisted by
other donors have identical or similar characteristics to the WB social fund
concept in that they establish funds, which canvass proposals for small-scale
schemes from local government and/or community organizations. They usually
operate in defined target areas, appraise the proposals in terms of the particular
objectives of the fund, and provide finance for the proposers to implement the
works themselves, or through contractors, normally with some degree of local
financial contribution. This chapter reviews the experience to date of such
social fund-type projects in the four Asian subregions (Southeast Asia, South
Asia, the transition economies and the Pacific)—rather than just those projects
officially termed “social funds” and financed by the WB.

In terms of their locus within social protection interventions, social funds
can be seen as a recent variant of the public works approach to providing
employment for the chronic poor or communities hit by economic or other

1. All social funds have been established with donor support, and most continue to be heavily
reliant on donor finance. They therefore tend to have strong “project” characteristics.

S
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disasters. However, while short-term employment creation is typically seen as
the principal contribution of social funds to social protection strategies,
different funds embrace five other objectives: upgrading social and economic
infrastructures; developing civil society and social capital; promoting private
sector contracting, developing non-infrastructure income generation; and
supporting national programs of decentralization. The relationship between
these objectives, and the inevitable trade-offs among them, are central issues
for social funds. How well social funds select priorities from among these
competing objectives; how well they manage the diverse expectations people
have of them; and the efficiency and effectiveness of fund management in
maximizing performance towards its priority objectives, are the principal
determinants of the role of social funds within social protection and the wider
field of social risk management.

1. Public Works, Infrastructure Development and Social Funds

The use of loan-financed public works as a policy instrument for tackling
chronic or acute unemployment and poverty has a long history. In 1886,
Liberal and Conservative members of the British House of Commons
advocated publicly funded prison, road, harbor and house building programs
to supplement the perceived inadequacies of Poor Law relief in tackling
unemployment and avoiding the threat of civil disturbance. In 1924, John
Maynard Keynes proposed tackling post-great war unemployment through
public works, financed by borrowing and delaying debt-repayment—a decade
before either his theoretical synthesis or the adoption of public works as a
mainstream response to the interwar depression in Scandinavia and the Unitted
States. All states in India have made extensive use of public works, normally
targeted to the very poor, of which the Maharashtra Employment Guarantee
scheme is perhaps the best known. In Bangladesh, food-for-work schemes are
now a regular public policy intervention, and provide essential income support
over the summer months before the summer (amon) rice crop is harvested.

The distinction between public works programs and normal infrastructure
investment is that the prime objective of public works schemes is the creation
of short-term, wage-labor opportunities; the quality, longevity and benefits of
the infrastructures created are a secondary consideration.2 Within mainstream
infrastructure provision, the International Labour Organization (ILO) has done
important work to demonstrate how the labor content of road-construction and

2. In extreme cases, the impact of the infrastructure formed may even be negative: over-building
of earth roads, which disrupt water flow and increase monsoon flood damage have been a
common criticism of some food-for-work schemes in South Asia, for example.
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similar schemes can be increased and the import-content reduced without loss
of quality. The prime objective remains the social and economic benefit of the
road or embankment created rather than the immediate social protection
benefit accruing from the labor content of the scheme.

The social fund concept differs from the public works tradition in three
ways. First, the social fund is a financier not an implementer. It is responsible
for canvassing, shortlisting and selecting schemes proposed by local agencies,
in line with the fund’s specific conditions. The finance for the scheme is
transferred to the proposing agency, which is then responsible for
implementation. The fund is responsible for ensuring that works are properly
completed, but it does this through specifying procedures, monitoring and
supervision, rather than through direct implementation. The effectiveness of
principal-agent arrangements is therefore much more significant in
determining the performance of social funds, rather than the issues of public
administration efficiency which dominate in public works programs. Second,
short-term labor creation is commonly not the priority objective in social
funds. The expected linkage between the fund’s activities and poverty
reduction may be through upgrading social and economic infrastructure or
local capacity building, for example, rather than through the creation of labor
opportunities alone. Third, the role of participation, local choice and control,
and the benefits these are expected to induce, are fundamental: a social fund,
which identified schemes from its head office and implemented them itself,
would not be a social fund. The social fund approach is thus the obverse of
typical line ministry operations. Rather than sector-specific interventions
centrally selected, social funds finance priority schemes from a variety of
sectors that are locally selected.

2. Social Funds in Asia

Social funds are much newer and less common in Asia than in Latin
America or Africa. Table 1 sets out the approved and planned World Bank
social funds in Asia as at September 1999.3

Four points are significant from Table 1. First, the total WB commitment
to social funds in Asia to date is just 11.7 percent of its global total, and over
two-thirds of that is accounted for by the large post-crisis project in Thailand.
Second, other than Thailand, the rate of donor cofinancing is very low. In Latin
America, bilateral financing of social funds is about the same size as the WB’s
Inter-American Development Bank (IADB) funding is twice as large. Third,

3. The WB does not officially classify the International Development Association (IDA)
Vulnerable Group credit for Mongolia, mentioned in this chapter, as a social fund.
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and again excluding Thailand, the average fund size of US$18 million is an
order of magnitude smaller than the average US$240 million in Latin America.
Fourth, most of the funds are very recent, and there is little to draw upon by
way of evaluation evidence. Although social funds remain a relatively minor
public policy instrument in Asia to date, they, and the projects with social fund
features, provide important and interesting evidence about the potential role of
such interventions in the future.

Table 1. Social Funds in Asia
Planned Investment (in US$ millions)

Country Fiscal
Year

Project Name WB ADB
and

Other
IFI

Bilateral
ODA

Domestic Total

Armenia 1996 Social Investment
Fund

12.0 0 3.4 5.5 20.9

Armenia 2000 Social Investment
Fund II

10.0 0 5.0 3.0 18.0

Cambodia 1995 Social Fund 20.0 0 0 2.2 22.2

Cambodia 1999 Social Fund II 25.0 0 0 2.8 27.8

Kyrgyz
Republic

1998 Social Services 13.5 4.9 18.4

Philippines 1998 Szopad Social
Fund

10.0 0 0 5.3 15.3

Sri Lanka 1991 Poverty
Alleviation

41.2 0 3.5 12.5 57.2

Tajikistan 1997 Poverty
Alleviation

12.0 12.0

Tajikistan 1999 Poverty
Alleviation II

15.0 15.0

Tajikistan 1999 Social Sector
Relabilitation

20.0 5.0 25.0

Thailand 1999 Social Investment
Project

298.0 0.4 121.5 38.1 458.0

Uzbekistan 2000 Social Fund 15 15.0

TOTAL 458.2 33.9 133.4 79.3 704.8

13883-Asia.book  Page 432  Tuesday, December 11, 2001  11:46 AM



Social Funds: Theoretical Background 433

3. Approaches to Social Fund Design

All social funds and social fund-type projects share three basic
characteristics:
(i) They finance small-scale schemes, typically social and economic

infrastructure, but often including microcredit, business start-up funds,
agricultural development etc.

(ii) The schemes are proposed by local government or local organizations,
which are also responsible for organizing the implementation, and
commonly contribute to the financing and future operation and
maintenance (O&M).

(iii) Specially created institutions, outside the government’s established
structure of administration, usually manage social funds.

These three characteristics define a method of operation. What makes
social funds particularly interesting is: first, the wide variety of country
contexts to which this methodology has been applied; and second, the way in
which different combinations of objectives have been adopted to fit different
country circumstances. In other words, although the method of operation is
broadly common, the perceived linkage between the activities of different
funds and the goal of poverty reduction over the short or long-term varies
substantially.

These design specifics have been adapted to target different groups of
people across the full range of crisis situations: economic reform and
transition; conflict and refugee resettlement; chronic and acute poverty; and
natural disaster. Social funds incorporate different combinations of the
following six objectives:
(i) Short-term labor opportunities. This objective, shared by probably all

social funds, places them within the scope of social protection
interventions. In many funds, wages are set at or below the national or
local minimum wage, to promote self-targeting and increase the
likelihood of reaching the poorer sections of the poor. However, because
a significant proportion of scheme investment (up to 80 percent in several
studied funds) is for materials (cement, bricks, roofing, piping etc.),
skilled labor, design costs etc., the share of investment reaching the poor
as short-term labor opportunities is much less than in a well-targeted
social assistance scheme or a well-managed public works scheme. Where
a social fund has been created in response to economic crisis or natural
disaster, rapid disbursement to create work for people is a priority, and
this inevitably tends to be at the expense of other objectives.
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(ii) Infrastructure creation and rehabilitation. In many schemes, the
dominant objective is poverty reduction through improving economic
and social infrastructure: drinking water supplies, irrigation, the
condition of schools and clinics, access roads, etc. While the local poor
are engaged to provide unskilled manual labor, the emphasis is on the
selection of essential social and economic infrastructure, the quality and
efficiency of works, and future O&M responsibilities and financing.

(iii) Non-infrastructure income generation. To increase the sustainability of
benefit for the poor, some social funds have moved beyond infrastructure
formation into direct income generation activities including
microfinance, small business start-ups, agricultural extension and
investment, food banks, etc. Such activities are commonly in high
demand within local communities, but they pose more difficult public-
private interface questions, including ownership, skill, and sustainability,
than upgrading public infrastructure.

(iv) Private sector promotion. Where there is a long tradition of force account
(direct labor) construction, and where the private sector is new or weak,
increasing opportunities for construction firms to become involved in
public sector contracting is often an important social fund objective. This
commonly requires interventions to strengthen, organize and train the
private construction sector and establish procedures within government
and the fund in relation to design standards, skill levels, competitive
tendering, supervision and enforcement.

(v) Civil society strengthening. For some funds, strengthening social capital
and the ability of communities to organize, plan, implement and manage
is central. The investment funds provided are seen as a means to catalyze
more organized, self-determining and vocal communities. This objective
requires significant investment in the software aspects of community
outreach, participatory methods, building social trust, etc.

(vi) Decentralization. In countries which have a strong commitment to
decentralizing government administration and strengthening local
governance, incorporating social fund-type methodologies into local
government has become a significant means of piloting how
decentralized scheme selection, planning, financing, and implementation
might operate. The emphasis here is on developing new governmental
systems for planning and managing resources, institutional capacity
building, staff training, testing of manuals and procedures and promoting
community involvement. The prime objective is building good local
governance rather than social protection.
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All social fund designs incorporate more than one of these objectives—
and the most ambitious decentralization initiatives include all six. While there
is no right or wrong approach, two points stand out in the literature reviewing
the experience of social funds to date. First, the different objectives and the
relationships and priorities among them are not always clearly distinguished at
the design stage. Second, there are unavoidable trade-offs among these
objectives. If these are not explicitly examined and recognized in the initial
design, the fund is doomed to be seen as having under-performed in one
respect or another.

The following illustrate some of the trade-offs between objectives which
have been an issue for different funds and which social fund designers have to
confront:

Trade-off 1: Quick disbursement vs. other objectives. A short-term social
protection objective, normally in the wake of an economic or natural crisis or
conflict, always entails pressure to disburse quickly. The priority is to provide
work for people without delay. Such time pressure makes it very difficult to
launch a major program of community discussion and organization, of
contractor training, or local government systems reform in advance. The input
to preparing communities for scheme selection or future O&M responsibility
will inevitably be limited; existing contractors rather than nascent firms will
have the advantage; poverty-mapping and outreach to women, vulnerable
groups, the poorest, least accessible and least vocal communities will be
patchy; appraisal of schemes for maximum social or economic benefit will be
rough and ready. The design can attempt to address these aspects at the margin.
But if the priority is to maximize the number of people involved in work as
rapidly as possible, there is an inevitable trade-off against other objectives.
Even in non-emergency situations, social funds are constrained by prescribed
project financing periods, and pressure to disburse will always tend to
constrain the extent to which other objectives can be achieved.

Trade-off 2: Incomes from labor vs. other benefits. A fund determined to
maximize social protection through the creation of labor opportunities would
restrict scheme eligibility to different kinds of manual earthwork (as do typical
public works schemes.) All other objectives progressively reduce the local
labor content of a given quantum of investment and the number of person-days
of social protection available in the short term. Water points, schools, clinics,
bridges and culverts require cement, iron rods, rock, bricks, roofing,
equipment and design and supervision expenditure. Even labor-intensive road
construction requires hiring manual compactors, providing and transporting
laterite or culvert pipes; community motivation and organization requires staff,
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training and logistics; decentralization objectives impose heavy investments in
systems development, training and supervision. For all social funds, how the
use of available finance is balanced between short-term labor creation and
other objectives is a key design-stage issue. It also raises significant conceptual
issues over the role of funds in providing social protection as a short-term
coping mechanism as against investments that reduce risk and vulnerability
over the longer term.

Trade-off 3: Parallel structures vs. public sector reform. Social funds are
normally established as quasi-independent agencies, commonly under the
President or Prime Minister, and parallel to existing line ministry and local
government structures. An important reason for this has been the desire to by-
pass existing institutions that are variously seen to be incompetent, corrupt, or
otherwise ineffective. Batch evaluations have found that all successful funds
have managements with autonomy, flexibility (exemptions from existing
government purchasing, contracting, and employment regulations), well-
qualified staff (usually paid at private-sector rates), good management systems
(an effective management information system, and simple, rigorous and
transparent operational protocols) and a significant degree of political support.
The growth of social funds with these characteristics is thus to a considerable
extent at the expense of government and donor attempts to reform existing
public sector institutions.

In view of the demand-driven nature of social fund investments, there are
clear problems in making a single line ministry responsible, since sectoral
ministries do not have the remit to canvass and finance multisectoral schemes.
On the other hand, social infrastructure has high current cost requirements
(teachers, nurses, drugs, equipment, etc.) and liaison with line ministries and
national budget planning is essential. Local governments and governors do
have multisectoral responsibilities but except in projects with a strong
decentralization objective, they are largely bypassed in decision-making.
Creating new structures for social funds, largely outside the rules and
traditions of the public sector, has been positive in terms of fund performance,
but the trade-off is that poorly performing line ministries, parastatal bodies and
local government are left unreformed. The parallel social fund structure also
poses significant questions about institutional and financial sustainability in
the longer term.

Trade-off 4: Public, private and civil sector involvement. One attraction
of social funds is that all three sectors of society have an opportunity to be
involved. But there are unavoidable trade-offs in how this should occur. For
example, some fund designers see communities (civil society) as taking prime
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responsibility for construction management and future O&M, as well as for
scheme identification. Other fund designs have communities responsible for
identification. But contractors, following tendering managed by the fund,
undertake construction work. Ownership of the new facilities rests with the
local department of education or health. There are many combinations and
alternatives, depending on local circumstances and the fund’s chosen
objectives. The important point in terms of fund design is to achieve clarity
over objectives and therefore over institutional responsibilities and
implementation alternatives at the outset.

These four trade-offs, whether made explicit in the fund design or not, are
common to all social funds. The boxed examples below illustrate the diversity
of objectives different funds have adopted, and the difficult trade-offs that
implementers have had to balance in practice.

4. Social Fund Financing

Social funds are heavily dependent on donor financing. In 16 countries in
Latin America, the average fund size is US$240 million, with a range from
US$31 million in Paraguay and US$44 million in the Dominican Republic up
to US$890 million in Peru and US$1.25 billion in Colombia. For 12 of the 18
IADB-assisted social funds in Latin America, donor assistance accounts for
over 80 percent of the total value of the fund. In three funds (Chile, Colombia
and Guatemala) the national contribution is over 85 percent, but these are very
much the exception. In Asia, the average size of WB-assisted funds is just
US$23 million (excluding the post-crisis Thailand fund which is over twice the
size of all the others put together). The average national contribution to the
Asia funds is just 10 percent. Although social funds are historically associated
with WB loan finance, other donors are highly significant sources of
cofinancing. In Latin America, the IADB’s total commitment of US$1.3
billion to 17 funds is over twice the size of the WB’s US$554 million or the
total cofinancing from bilateral donors of US$558 million. In Asia, such
cofinancing arrangements remain rare.

National contributions are made up of a commitment to the fund from
national resources and contributions from scheme beneficiaries, local
government, community organizations, elites, churches, etc. There is no
reliable comparative data on the average size of beneficiary contributions,
which are highly influenced by the particular design of each scheme and the
variable and notoriously difficult methods of valorizing local contributions in
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cash and kind.4 However there is one clear lesson in relation to the community
element of scheme financing: where there is real local choice in scheme
selection, local contributions in cash and kind can be remarkably high.

B. Key Issues, Options and Alternatives

Although formal social funds are rare in Asia, there is plenty of
experience from other continents, and from projects in Asia with social fund
characteristics. This illustrates the applicability of social fund methodology
applicability in different contexts in Asia, and the issues that designers,
governments and donors have to address.

1. Problem Contexts

Social funds and projects that include elements of social-fund
methodology have proven to be an effective public response to a variety of
problems, including:
(i) Chronic and/or acute poverty
(ii) Post-economic crisis
(iii) Transition to a market economy
(iv) Post-natural disaster
(v) Post-civil conflict
(vi) Refugee integration
(vii) Isolated and ethnic minority communities

Social funds are thus potential interventions in a wide variety of
situations in countries in all four “subregions”: South Asia, Southeast Asia, the
transition economies and the Pacific.5

For many countries, the central issue is less whether a social fund would
deliver benefits, than whether committing resources to a new institution outside
government ministries and local government would divert resources and
political attention from necessary reforms to existing state institutions, notably
the financing, accountability and operations of local government structures.

4. For example: a community agrees to build a second school building from its own resources,
if the fund finances the first one. Is the local contribution 0 percent or 50 percent? And what
if the community contribution is all provided by a wealthy benefactor?

5. Some accumulated lottery funds (the surplus after prize money distribution) in developed and
developing countries are an example of how social fund methodology may be generally
applicable: eligibility criteria are established, and groups invited to apply to finance. They are
responsible for implementation, with a greater or lesser degree of supervision by the fund.
The extent to which they contribute to social protection depends on the financing criteria.
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In many countries, establishing a separate fund, with a more flexible and
accountable management, outside the line agencies, has proven to be
beneficial both for target communities and for politicians anxious to see their
good intentions translated into real benefit on the ground. The extent to which
social funds become a model for administrative reform, or a diversion from it,
is unresolved, and depends on the country context. For governments
committed to decentralization of services, or those seeking to introduce more
open and participatory methods, incorporating elements of social fund
methodology into local government is becoming an important means of
fostering good local governance.

Box 1. Post-conflict Poverty Reduction and Community Building in a Former
Command Economy

Tajikistan is one of the 20 poorest countries in the world, with 80-85 percent of the
population living below the poverty line. Tajikistan’s poverty levels are a result of inherited
structural poverty, the collapse of the former Soviet Union (FSU), and the aftermath of the
civil war. Data for 1989 indicate that Tajikistan was already the poorest republic in the FSU.
The breakup of the FSU precipitated the collapse of interrepublican trading arrangements;
the resulting economic and social crisis ended in civil conflict (1992–1997). War
completely disrupted the country's meager economic activities and intensified poverty.
Budget allocations for military expenditures were increased to the detriment of other more
productive or socially oriented sectors. Essential physical infrastructure—shelter, hospitals,
schools, water systems, roads, and bridges—was destroyed or severely damaged because of
the civil conflict. This situation was exacerbated by a series of earthquakes and floods
(1992, 1993, 1996, 1998, and 1999) in various parts of the country. About 40 percent of the
country's total 6 million inhabitants were directly affected by the civil conflict:
approximately 50,000 people were killed, 600,000 were displaced, 60,000 fled to
neighboring countries, and 500,000 (including many professionals and skilled workers)
emigrated to other countries. Some 55,000 children were orphaned and 20,000 women were
widowed. The WB and the ADB designed two social fund-type activities to contribute to
the Government’s reconstruction efforts, assisted by Save the Children Fund and United
Nations Office for Project Services (UNOPS). The WB's TASIF (Tajikistan Social
Investment Fund), for US$12 million, addressed (i) the restoration of economic activity at
the local level and to get some productive incomes into poor households (microcredit
activities); (ii) reconstruction of basic small-scale social an economic infrastructure
(housing, water, etc) following participatory approaches at the local level. The ADB’s
Social Sector Rehabilitation Project, for US$20 million, complemented these efforts to
promote social recovery by reactivating the delivery of essential social services at the local
level, i.e., education, health, social protection, governance and community development,
including (i) rehabilitation of existing infrastructure (schools, health and community
centers), (ii) provision of essential supplies (medical, textbooks), (iii) strengthening the
delivery of services and improving targeting of and access to services by vulnerable groups
at the local level (training of government officials, public information campaigns,
community funds). By focusing on rural districts and promoting local work and self-help
initiatives, the projects aim to alleviate poverty, strengthen local governments and
community participation in Tajikistan’s new context of reconstruction and peace building.
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2. Alternative Objectives

The discussion of design alternatives above indicates the various
objectives that can be advanced through social fund methodology. Although
the experience of the social fund approach to date has been mainly positive in
terms of achieving poverty alleviation, the evidence is that, at the outset, fund
designs have not been sufficiently analytical about the different objectives they
are seeking to pursue. Many have not been sufficiently clear about the
inevitable trade-offs, and have not made clear ex-ante decisions about which
of the various objectives they seek to maximize.

Box 2. Responses to Economic Dislocation

In Thailand, a consortium of international donors led by the World Bank funds the US$458
million Social Investment Project. In addition to expanding existing government job
creation programs, the project has established a new Social Investment Fund to support
community capacity-building and microcredit projects; and a Regional Urban Development
Fund to provide loans for small infrastructure to municipalities.

In Indonesia, although it is not formally considered a social fund, the World Bank’s “Social
and Economic Recovery Fund” loan is designed to mitigate the social impact of Indonesia's
post-1997 economic crisis. The fund has three separate activities:

a) Labor intensive works: Following the government’s proposal for a fund of approximately
9 trillion rupiah (US$500 million), donor pipe-line support is being reprogrammed for labor
creation programs. However, current public works programs are very varied, and operate
under different rules; wage rates do not encourage self-targeting of the poor; reported
leakages are high, and both monitoring and reliable audits are absent. The fund provides
standard operating rules, aims to improve technical quality; improve benefits for women
and other vulnerable groups, who have been largely bypassed; and strengthen monitoring
and audit system for participating agencies.

b) Civil society safety nets: This approach is new for Indonesia and consists of two
channels. Channel One is for NGO and local government proposals: field oriented, low-cost
actions among the most vulnerable in both urban and rural areas. Proposals need to show
positive poverty benefits and low overheads. Local governments can also participate.
Proposals are vetted through an extra-governmental, autonomous review board set up in
participating districts and managed through an independent national board. Channel Two
enables direct contracting of larger civil society organizations for delivering emergency
poverty services, including supplementary food and education programs run through the
national church organizations.

c) Topping-up successful government programs: Several government programs work
relatively well and can increase their coverage with extra funding. Identifying which
programs to support is controversial, however. Preparation of this window will focus on
developing a high-level, independent screening board made up of highly respected
government and nongovernment figures to “pick winners” where there is a consensus that
programs succeed in reaching poor beneficiaries. It is being tried on an experimental basis
in three provinces with a view to scaling-up later.
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The goal of all social funds is poverty reduction in the shorter or longer
term, but the nature of the linkage between the fund activities and the poverty
reduction goal varies substantially among funds. This is because different
funds give different priorities to six possible objectives:
(i) Short-term labor opportunities
(ii) Infrastructure creation and rehabilitation
(iii) Non-infrastructure income generation
(iv) Private sector promotion
(v) Civil society strengthening
(vi) Decentralization

The trade-offs between these various objectives outlined above—and
much of the adverse comment in evaluations of social fund activities –- is
because fund designers were not sufficiently clear at the outset about the
precise nature of the linkage between fund-financed activities and poverty
reduction. In other words, which objectives are the priorities the fund is
seeking to maximize, and which will be of lower priority. There is no right or
wrong prioritization, but the evidence is that funds would have been more
successful—in their own terms—if the hierarchy of objectives had been
defined with more precision at the outset.

As part of a social protection framework, notably in post-crisis situations,
the priority objective has been the creation of short-term labor opportunities.
However, the relative inefficiencies of the social fund approach—where labor
content is typically only about one third of total investment, and there are
significant additional costs due to large numbers of small schemes, arranging
community facilitation etc.—do not appear to have been fully recognized.

In short, unless social fund designs make explicit choices among the
alternative objectives, the perceived success of a fund depends on which
objective the evaluators believe ought to have been maximized in the fund
design.

3. Policy and Institutional Issues

Social funds are a relatively recent, supplementary intervention, outside
the framework of mainstream government programs. An important motivation
for the explosive growth of funds in the past 13 years has been the frustration
among governments and donors about the difficulty of translating financial
commitments into tangible benefits for the poor through the existing
bureaucracy. The key to success in most funds has been the relative autonomy,
freedoms and capacity of the fund’s project management unit (PMU), fostered
by a close donor presence and external audit, compared with line ministries.
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Even if social fund PMUs used a more traditional methodology—for example,
acting as implementers, identifying schemes themselves—it is likely that their
greater managerial competence and freedoms would have delivered greater
impact, at least in the short term, than is normally achieved by line agencies.
Social funds can thus be seen principally as an attempt to increase efficiency
by linking an agency, which enjoys more of the freedoms enjoyed by the
private sector or nongovernmental organization (NGO), on to government.

However, this independence poses important, and unanswered, questions
about institutional and financial sustainability. Social funds are still “projects”.
They are new and heavily donor-dependent, and it is unknown whether they
will succeed in maintaining their present perceived degree of efficiency and
effectiveness, if and when they become a mainstream government function.
Some funds hope that a positive side effect of their activities is that they will
succeed in modeling a more efficient way of working for the civil service—
although there are no known examples of such managerial replication to date.

Despite the generally positive performance of social fund PMUs, many
still have problems. Some funds have faced allegations of corruption, improper
relations with sponsors and contractors, and political patronage. The PMU
systems for collection of baseline data, monitoring of financial and physical
inputs and outputs, and beneficiary assessments are a notable weakness in
many funds. Although social funds appear to have good monitoring systems
compared with normal line agency practice, the absence of full scheme-level
data, comparable data on unit costs of construction works, on why particular
schemes were approved or rejected etc., makes cost-effectiveness studies and
impact evaluations difficult.

It is important to recognize the extent to which social funds may tend to
divert attention of politicians and senior officials from the task of making
mainstream public services more efficient, effective and pro-poor. The
opportunity cost of social funds has not been researched, but there are
indications of two effects. First, any provision targeted to the poor tends to
reduce the pressure on mainstream services to ensure that their policies,
priorities and financial allocations are pro-poor. Second, both governments
and donors need “success stories”, and to the extent that social funds are
perceived to deliver rather better than mainstream sectoral services and
investment projects, increased resourcing of social funds inevitably diverts
time, skills and resources away from line ministry and local government
reform.6 The decentralization projects are a significant, although ambitious,

6. In line with these two substantial concerns, the Asian Development Bank (ADB) has not
sought to promote independent social funds to date but government-based social funds.
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attempt, to co-opt the benefits of demand-driven local infrastructure planning
as a means of local government reform and building good local governance.

Box 3. Advantages and disadvantages of Independent Project Management Units
(PMUs)

The relative independence of social fund PMUs, their managerial and procedural freedom,
and ability to attract competent staff, is one of the main reasons for their perceived success
compared with line ministry and mainstream government programs. However, establishing
a PMU outside line ministry control can also be a source of difficulty. In Mongolia, the
locus and control over the PMU was a source of conflict and tension throughout the five
years of the National Poverty Alleviation Program (NPAP)—a social fund-type program
that financed credit and infrastructure schemes proposed by local government. The Ministry
of Health and Social Welfare is responsible for “Poverty” under the law, and the 1994
NPAP Formulation Document specified that the program management unit would be
located within that ministry. However, under considerable donor pressure, the program’s
PMU, the Poverty Alleviation Program Office, came to report directly to the Prime Minister
and the specially created National Poverty Alleviation Committee, rather than to the
ministry. Many stakeholders saw this as a beneficial arrangement, but the institutional
conflict caused by the creation of a parallel body with a quasi-independent status was a
recurrent source of problems, and a continual distraction for all concerned throughout the
life of the program. The 1999 final evaluation found that the overhead cost of the PMU
(staff, equipment, training, running costs, travel, monitoring, etc.) was relatively modest
(13.6 percent of the value of activities delivered. If there had not been a succession of
disbursement delays, it would have been under 10 percent). The creation of a parallel
management structure arguably improved effectiveness and was relatively economic.
However, it also provoked significant problems of institutional responsibility and control.

Box 4. Social Funds or Public Administration Reform?

A central issue for the future of social funds is the extent to which they divert attention and
resources away from necessary reform of mainstream services. Some people argue that
social funds model more efficient and participatory ways of working. Others claim that
establishing parallel structures bypasses the real problems. The Mongolia National Poverty
Alleviation Program is a vivid example of the danger that new, large and organizationally
independent funds can divert the attention of senior leaders and policy-makers away from
institutional reform and making existing government programs activities more pro-poor. In
the design of this social fund-type program, the National Poverty Alleviation Committee
(NPAC), chaired by the Prime Minister, was created to bring together all the key ministries
with a view to achieving a cocoordinated multisectoral impact on poverty. However,
following the approval of the IDA credit to finance the Program, the Terms of Reference of
the National Committee came to focus solely on supervising the activities of the investment
fund. The 1999 Evaluation reviewed the minutes of the NPAC’s 20 meetings over the
previous four years and found that it had been entirely concerned with policy and
operational issues of the fund. At no stage had the National Committee acted as a forum to
discuss or coordinate the poverty activities of other government ministries and programs.
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4. Social Funds and Poverty Reduction

The alternative social fund objectives entail different linkages between
the activities financed by the fund and the goal of poverty reduction. There is
now considerable evidence about the impact of the various objectives of social
fund methodology on poverty.

Although short-term wage creation is a greater or lesser objective of all
schemes, and is appreciated within communities, social funds are a less
efficient means of maximizing short-term employment than well-managed
public works schemes, because of the hardware investment required for
community-selected infrastructure and the software costs of community
participation. In terms of the degree of benefit, the trade-offs which public
works projects have long wrestled with—between the level of wages offered,
the duration of employment and the number of potential beneficiaries—all
apply to social funds. However the more significant issue for social funds is
that because communities select their own priority schemes, highly labor-
intensive earthwork-type schemes are much less common than in public works
projects with a single job-creation focus. The only way of increasing the labor-
efficiency of social fund schemes would be to make the scheme eligibility
conditions much more restrictive (e.g., a menu of dykes, de-silting,
embankments, or manual road improvement). However such restrictions in the
menu of eligible investments undermine the concept of local choice, and bring
social funds closer to traditional public works interventions. In short, if the
priority objective is large-scale job creation, well-managed public works
schemes are the preferable option.

Most social funds, and evaluations of funds, emphasize the poverty
impact of the social and economic infrastructures created, rather than the
benefits of short-term employment. In view of the relatively small volume of
employment created, and the visibility and local commitment to the
infrastructure scheme that the community selected, this emphasis is not
surprising. The poverty impact of improving schools, clinics, water supplies,
access roads etc. are well established. The evaluation evidence is that the
rehabilitations of schools, clinics and water points in poorer communities are
highly appreciated, well used and have a marked impact on poverty. The
ability to target investments to poorer areas, and to poorer communities within
poorer areas, is a noted strength of the methodology. Despite the apparent
beneficial impact identified in post-project evaluations, the effectiveness of
arrangements for management, maintenance and financing over the longer
term is less certain. Some projects devote considerable attention to achieving
community commitments to future maintenance, including motivating
communities to create maintenance committees and funds. All commentators
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Box 5. Social Fund Lessons from Latin America
Social Funds began in Latin America, and there is more experience of their strengths and
weaknesses there than in any other continent. The IADB completed a major evaluation of social
funds in eight countries in Latin America in 1999. The key findings were as follows:

• The funds were well targeted to poorer communities, mainly through the use of national
poverty mapping. There is a general tendency for wealthier and better-organized areas to
propose more projects, but this can be compensated by active promotion in priority areas and
prioritizing schemes from poorer communities.

• The funds have had a positive impact on welfare in most communities, mainly through
increasing the quantum of investment in health, education, water and sewerage schemes

• Job creation was mainly temporary, at low wages and with little training. Few families
“escaped from poverty”. Directly productive income generation schemes were less successful.

• The funds have had positive impacts on local government and community organizations and
on popular perceptions that the government is trying to help.

• The positive local outcome of fund activities is contingent on government maintaining sound
economic policy and preserving and improving social provision overall.

• In relation to the trade-off with institutional reform, the evaluators see social funds as an
interim solution with a view to eventual transfer to line ministries and local government. The
evaluation notes the continued importance of administrative reform, and suggests this being
modeled to some extent by the more flexible, goal-oriented and participatory approach of
social fund management.

• Upgrading of training, community involvement and organization, public awareness, women’s
involvement, base-line information, gender disaggregated monitoring, objective selection and
transparency is recommended.

• Increased flexibility in scheme selection, including investment in directly productive activities
is recommended:

• Increased national financing is required to promote independence from donor support.

Several features of this evaluation are noteworthy. First, even through many of the funds were
established in response to a national crisis (Peru, El Salvador, Haiti, Guatemala) the evaluators
give little weight to the role of social funds in providing short-term social protection:
“Temporary jobs are a good expedient in a recession but they don’t do much to a structural
poverty problem unless they are permanent”. Second, the evaluators recognize the self-targeting
advantages of applying minimum wages to schemes, but note that “...the minimum wage in most
countries is insufficient to lift the worker’s family out of poverty”. Third, they note that only
about one quarter to one third of investment went to labor, and the total number of temporary
jobs created at a time was relatively small—typically under 0.5 percent of the national labor
force. Fourth, the main benefit is assessed to come from upgrading economic and social
infrastructures. Fifth, they emphasize the key importance of the funds’ delivery mechanisms
“For perhaps the first time, the central government was not just promising that it would build
schools and health posts in their villages, but was actually doing so in an efficient and relatively
honest manner”.

In short, the IADB evaluation of social funds in Latin America highlights their role in upgrading
infrastructure and modeling institutional reform, rather than in providing a new instrument for
social protection. The poverty linkage is seen to be mainly through the medium term impact of
infrastructure upgrading rather than the modest numbers benefiting from short-term labor
creation.
Source: Inter-American Development Bank, 1996: Evaluation of Social Investment Funds, Washington D.C.
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agree that the local choice element of social fund methodology is critically
important. Where there is real community participation in the selection
process—rather than domination by local elites or bureaucratic selection by
local government7—the prospects for future operations and maintenance
appear to be much better. Although the great majority of social infrastructure
schemes are refurbishments rather than new facilities requiring additional staff
and running costs, arrangements for coordination with line agencies are very
variable, and appear to be ad hoc rather than planned in many projects.

Because of the time-limited benefit of wage-labor, all funds face pressure
to make a more sustainable impact on poverty through financing directly
productive income generation activities. The record of such schemes is much
more mixed than the generally positive poverty-impact of investment in small-
scale infrastructure. There are two general lessons. First, the sustainability and
effectiveness of non-infrastructure schemes (credit, agricultural extension,
enterprise support etc) depends on the availability of qualified and experienced
intermediaries. This is particularly true for microcredit supply schemes, the
most common non-infrastructure activity financed by social funds. Success
depends on the existence of professional agencies that know how to run a
sustainable credit operation.8 Where social funds supply capital to well
intentioned but inexperienced credit organizations or to “beneficiary-driven”
schemes (large loans, long terms, low interest rates, etc.) the cumulative
impact on poverty is much weaker.

The second group of directly productive schemes, which appear to do
well, are those with a strong public-good character: irrigation, community
stores, common agricultural equipment and input supply schemes and
agricultural training. These also depend on the existence of agencies with
experience of managing such schemes, and with the institutional strength to
avoid the management of the common resource pool created being taken over
by local elites.

Some funds see development of the private sector, principally in the
construction industry, as an important subsidiary objective. This objective is
essentially a variant of the directly productive income generation objective, but
achieved through the design of scheme procurement procedures rather than
through direct financing. In countries where private building firms are new,

7. The involvement of local elites is complex. Instances of poor communities consciously
arranging for a well-connected and influential individual to act for them and lead the
negotiations are very common. Because a proposal is fronted by a well-connected individual
does not necessarily mean the poor will not be the main beneficiaries.

8. The success of a microcredit scheme is better measured by the institutional and financial
sustainability of the provider, rather than by whether borrowers make good use of the credits
received in the early lending rounds.
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very small or disorganized, some social funds have programs for organizing
building firms and providing training in technical skills, pricing and tendering
procedures, complemented by system development and staff training in open
tendering and effective procurement for local government staff and
communities responsible for contracting. Some projects specify that scheme
contractors must be from the local area, to avoid dominance by larger firms
based in regional cities or the capital.

Quantifying the poverty impact of social fund methodology through the
mechanism of civil society strengthening and social capital formation is
methodologically difficult, and no one appears to have attempted it to date.
However there is plenty of qualitative and anecdotal evidence about the
benefits the methodology can bring, in promoting social cohesion and building
community commitment to schemes, at least in the short term. This is
evidenced, for example, by the high local contribution for schemes where there
is an authentic sense of local ownership, and the continuing commitment of
staff, users and community to maintaining social infrastructure in the longer
term. Whether the increased degree of local organization and cooperation
prompted by social fund methodology is sufficient to make a sustainable
impact on the nature of social trust relations which have developed over
centuries must be open to doubt. Funds are therefore probably right to view
civil society strengthening as a secondary benefit rather than a central
objective, and to plan use of resources accordingly.

Box 6. Infrastructure Quality and Institutional Development

The final evaluation of Mongolia’s 1995-2000 National Poverty Alleviation Program,
mainly financed by the World Bank’s US$10 million “Poverty Alleviation for Vulnerable
Groups” credit, was positive about the quality, cost-effectiveness and running-cost
sustainability of the infrastructure schemes created. They were seen to be appreciated by
both users and staff and were having a measurable and beneficial impact on school
attendance and the health of the poor. However, the evaluation report noted that procedures
for designing and contracting schemes at local level were largely ad hoc, and there had been
no institutional development effort to introduce systematic good-practice procurement and
public contracting procedures into local government.
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Box 7. Piloting Participatory Methods in a Transition Economy

The Rural Infrastructure Development Fund (RIDEF) project in Quang Nam and Da Nang
provinces of central Viet Nam is an example of locating a social fund within local
government, as a means to develop more efficient and participatory systems for capital
expenditure planning and implementation. The role of short-term employment creation as a
social protection objective is minor compared with the more ambitious institutional
development and participatory goals.

RIDEF grew out of three traditional infrastructure projects financed by the UN Capital
Development Fund (UNCDF) in one district in Quang Nam Province. The RIDEF project
was formulated in 1995, within UNCDF’s new program approach of using infrastructure
schemes to pilot local government decentralization and participatory methods which
government can use in selecting and implementing infrastructure works. RIDEF’s
infrastructure fund was planned at US$7.7 million, with two thirds from UNCDF, enabling
an average investment of US$104,000 for larger schemes proposed by Districts and
US$54,000 for each of the 115 participating communes. RIDEF aims to work within and
through local government and the PMU (the Rural Infrastructure Development Unit -
RIDU) is based within the provincial authority, and led by senior provincial staff.

Key to the RIDEF approach has been the development of a local planning process suitable
for government staff to use, which enables communities select their priority schemes,
within the available budget, in an open and participatory fashion. This approach is in
marked contrast to traditional methods of local infrastructure planning in Viet Nam, which
are closed, centralized, and scheme-led rather than budget-led. Under the normal process,
colloquially known as “two-up-one-down”, the commune bureaucracy submits schemes to
the district, which passes them on for decision by the province. In the traditional approach,
the relationship between scheme selection and budget availability is tenuous.

RIDEF’s first attempt to create a local planning process involved a conventional
participatory rural appraisal (PRA) methodology introduced by a subcontracted NGO, and
implemented in one village in each commune. This proved to be too lengthy, cumbersome
and difficult for government staff to implement, and was replaced with a lighter and more
inclusive process requiring just five days per commune. This process includes half-day
meetings in all villages in the commune to prioritize infrastructure needs and prepare rough
costing, followed by a meeting of all village leaders and the commune authorities to select
schemes within the available commune budget. At these commune selection meetings, three
criteria are used to choose among the various schemes proposed by villages: village priority
ranking for the schemes, the village poverty level, and the degree of local contribution.
Determining the size of the local contribution has been a difficult issue, and after trying
different approaches, the project finalized a sliding-scale varying from 5 percent of scheme
cost for very poor communes up to a maximum of 20 percent for richer ones.

This local planning process is implemented by district authority staff who receive modest
extra allowances from the project for their work at commune and village level. The
participatory selection mechanism is supplemented with technical feasibility studies and
detailed design work provided by district technical staff and mainly state design companies.
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The linkage between decentralization and poverty reduction is indirect,
and dependent on factors such as local accountability, transparency and the
quality of participatory procedures at local level. A decentralization objective
is only appropriate where government is already committed to such a course,
or where it is interested in piloting decentralized approaches. The experience
of projects from Africa and Asia, notably those assisted by UNCDF, clearly
indicate that a social fund methodology, based within local government, is a
valuable incentive to developing new procedures for participatory scheme
selection and implementation.

Continued
Women’s attendance at the village and commune selection meetings was normally below 50
percent, although external evaluators found that women felt they had every opportunity to
participate in the village meetings, but often did not bother to do so because they felt that
women's priorities for local infrastructure were the same as men's. An external evaluation in
1998 commended the inclusiveness of the local planning process developed, and its
suitability for replication by government, compared with traditional NGO PRA methods.
The process was seen to be a practical way of implementing some of the provision of the
Government’s “Local Democracy Decree” (29/1998), designed to increase transparency
over the activities of local authorities and over the rationale for local levies on the
community.

The RIDEF approach is also significant in that it introduces a budget-led rather than
scheme-led planning mechanism to government. Unlike normal social fund methodologies,
communities are informed in advance about the budget available for their area. Some senior
staff at provincial and district level have come to support a budget-led approach and senior
officials (including a Provincial Vice-Chair) are increasingly strong supporters of
decentralization ideas.

This use of a social-fund approach to pilot local government decentralization and
participatory decision-making is ambitious. Whereas social funds are traditionally
independent entities outside established government structures, and have minimal
institution-building objectives, the RIDEF approach takes the concept of demand-driven
infrastructure and uses it to model a new way of working for the public sector. The
institutional success of this approach depends on the extent to which the political leadership
sees the benefits of popular consent, increased transparency and better scheme quality over-
riding traditional approaches and interests. The decentralization objective also poses
difficulties for the PMU in balancing competing pressures for rapid implementation of
infrastructure schemes with the need for developing concept, new and replicable systems,
and training with government staff and the community.
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5. Targeting

Social funds can be geographically targeted relatively efficiently and
offer a means of providing social protection in situations where acute or
chronic problems are geographically localized. The potential for geographical
targeting is constrained mainly by information requirements. In the
Philippines, for example, a conflict zone can be precisely targeted; in
Mongolia, infrastructure was allocated to rural rather than urban areas; and, in
Viet Nam to mountainous poorer communes where ethnic minorities are
concentrated. Good data on returning asylum seekers in Viet Nam enabled
available investment funds to be proportionately allocated down to commune
level.

Box 8. Social Fund Methodology and Decentralization

The most ambitious use of social fund methodology “within government” is in Uganda.
The District Development Project, managed by the Ministry of Local Government, is a 5-
district pilot project to build systems which enable tiers of local government to plan and
manage capital financing in a participatory and accountable manner. The World Bank’s
Local Government Development Program is now in the process of scaling-up the pilot
project to most districts in the country. The Government is now reviewing how grants made
from Uganda’s Poverty Action Fund (financed by Highly Indebted Poor Countries (HIPC),
donor budget support and government) can be better aligned with these decentralized
funding mechanisms within local government.

The Uganda approach is much more ambitious than standard social fund approaches. It
attempts to balance all six social fund objectives, within the overall priority of creating
sustainable and accountable local government management systems. Promoting good local
governance is the central objective—a long way from social protection.

Such an approach has major systems development and capacity-building costs and is only
worthwhile where there is a strong government commitment to decentralized and
participatory development. Decentralization is central to the post-conflict settlement in
Uganda and underpins the country’s 1995 constitution. The Uganda model is now
influencing the design of social fund approaches within government in Senegal, Zambia,
Tanzania, Ethiopia and Malawi.

The applicability of such an approach is different in Asia, although countries with a history
of strong decentralization, such as India and Viet Nam, or those in search of new political
and administrative systems, such as Cambodia and Mongolia, may be interested in adapting
social fund methodology to support decentralization programs, principally by locating fund
management within local government.
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However, the evidence is that the extent to which targeting is effective in
practice in concentrating resources on the most needy areas depends on the
quality of the outreach achieved by the fund, and the objectivity and
independence of decision making. The evaluations of Latin American funds
clearly indicate that where the fund simply responds to local requests, and does
not reach out to remoter places and poorer groups in a proactive way, the better
off and more vocal communities obtain a disproportionate share of the fund.

Box 9. Targeting Options in Remote Ethnic Minority Communities

In Viet Nam the World Bank is currently preparing two large community-based
infrastructure projects for the Northern Highlands and the Central Highlands as part of the
Government’s “poorest 1715 communes” program. These projects are likely to adopt a
social fund methodology. Since the communes prioritized for inclusion under the program
were mainly selected by the agency responsible for ethnic minority affairs, both projects
should bring substantial benefits to these communities, which tend to be exceptionally poor
and have a complex history of social exclusion. However, since the eligible communes have
been predetermined, the projects are likely to face practical difficulties in optimizing the
benefits obtained from public infrastructure investment. This is because the great majority
of the selected communes are very thinly populated, while schemes in neighboring
communes, which are equally or almost as poor, but more highly populated, would tend to
offer higher social and economic returns. Further, planning network activities such as
feeder road systems is clearly more difficult if the precise target areas are predetermined
according to administrative boundaries at the lowest tier of local government.

A different approach to targeting is used in the two European Union (EU) rural
development projects, each valued at US$25 million, covering four of the poorest northern
highland provinces (Cao Bang and Bac Can in 1998, and Son La and Lai Chau in 2000). In
these projects, the majority of the budget is for small-scale infrastructure. They are not
strictly social funds, firstly because the eligible works are tightly specified in the project
agreement (feeder roads, irrigation and village water supply) and, secondly, because EU
procurement regulations make it difficult to transfer implementation responsibility to
communities. Both projects were formulated prior to the government selecting the 1,715
poor communes, and offer greater flexibility in that they enable the fund managers to select
the most beneficial schemes from within the whole of a poor province. The objective of
both projects is to work within the “poorer communes” and to identify schemes that offer
the “maximum social and/or economic benefit” in those communes. This leads to a
methodology for scheme selection that involves a combination of local proposals (from
commune and district) and appraisal (by the co-managed PMUs) to identify the most
advantageous schemes. The inclusion of a welfare-maximizing provision at appraisal stage
is important in ensuring that the best-organized and most vociferous communes and
districts do not dominate the participatory selection process.
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Second, minimum wage rates for short-term labor can be targeted quite
precisely according to local circumstances. This both increases the efficient

Box 10. Refugee Resettlement, Targeting and Building Social Trust

The European Community’s US$80 million “International Program for the Reintegration of
Returnees” (ECIP) from camps in Hong Kong, China and other countries in Asia offers
interesting lessons about the potential benefit of a social fund approach in reintegration
situations, the role of public good provision in building social trust, and about targeting.

The ECIP was one of the first large donor programs to be launched after Viet Nam began to
open up, following the break-up of the former Soviet Union. The program covered 28
mainly coastal provinces in Viet Nam, which were home to the majority of returning
asylum seekers. The microprojects component of ECIP financed a variety of small-scale
infrastructures (roads, irrigation, electricity and water supplies, schools, clinics etc.). These
schemes were proposed from different levels of local government (commune, district and
province) for approval by the EU’s four co-managed regional offices. The methodology
differed from standard social fund approach in that the EU offices organized the contracting
of works for approved schemes, rather than the scheme sponsor, although in practice the
sponsor was commonly engaged as the implementer.

The first lesson from this program is the importance of good information in maximizing
efficiency, through targeting financial allocations very precisely to where requirements are
greatest. For example, in the provinces of Hai Phong and Quang Ninh in northern Viet
Nam, which are closest to Hong Kong, China, and had much the largest number of people
returning from camps, the allocation of the investment fund was made at commune level,
the lowest level of local government, in direct proportion to the number of returnees
expected. This precise targeting was possible because excellent information was available
from United Nations High Commission for Refugees (UNHCR) in the camps about the
home locations of the returnees.

Second, because of the public-good characteristic of social and economic infrastructure, the
locally selected schemes were highly beneficial in building local government and
community support for smooth reintegration of the returnees. While cash-in-hand
reintegration payments (from UNHCR) and preferential access to credit (from the EU
program) to the returning “boat-people” were more attractive to the returnees themselves,
such provision was unpopular in local communities, who saw it as a reward for “running
away and doing nothing”. By contrast, the availability of finance for desperately needed
infrastructure works proposed by communities encouraged local officials and residents to
support the reintegration effort and to ensure that there was no victimization of returnees.
Bluntly, they understood that good treatment of returnees was the price for their new
school.

Analytically, the cash transfers to returnees were a means of providing individual incentives
to return, and a short-term individual social protection instrument after they had done so.
The availability of finance for community-selected infrastructure provided the vital
complement of building trust and social capital within the host community, which is equally
important in facilitating reintegration. The strength of the EU program was that it combined
both aspects.
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use of resources (although labor is normally only about one third of total costs)
and increases the precision with which unskilled and semi-skilled labor on
infrastructure works can be made self-targeting, through setting wage rates at,
or even slightly below, the locally prevailing minimum wage.

Third, it is well established that the types of infrastructure most
commonly created through social funds (clinics, schools and water points) are
of particular benefit to women and children. Further, the extent to which fund
activities benefit women can be increased through measures such as imposing
minimum shares for women’s employment, equal wage provisions and the
establishment of schemes with women-only access conditions. There are
examples of “women labor only” in social fund design, although this appears
to be a more common practice in public works schemes, notably in South Asia.
There may, however, be trade-offs between the degree of benefit accruing to
women and to the poor. For example, sewage schemes in urban areas may
achieve a higher share of female beneficiaries because the incidence of female-
headed households is higher in urban areas, whereas poverty is higher in rural
areas.

Fourth, it is difficult for social funds to target the poorest of the poor and
the most vulnerable households, which do not have able-bodied laborers.

Box 11. Achieving Women’s Participation

A 1998 study to measure the extent to which the Sri Lanka Poverty Alleviation Project
(which has social fund characteristics) found that poor women in general (as compared to
poor men) participated significantly in project activities (in terms of their numerical
presence, as well as in the nature of their participation). Although their participation varied
from component to component, the majority (82 percent) of female participants reported a
positive transformation in their lives, tending to confirm that the project enabled poor
women to access development resources to an extent unachieved by most other
development efforts in Sri Lanka. The study analyzed three project components: women’s
access to credit and microenterprise development, benefits to women through social
mobilization, and women’s participation rates in rural infrastructure development. Since
social mobilization activities were the project’s entry point to poor communities, the study
focused particularly on the level of poor women’s empowerment as a result of their
participation in social mobilization activities.

In Mongolia, the final evaluation of the National Poverty Alleviation Program, mainly
financed through the World Bank’s “Vulnerable Groups” credit of US$10 million, found
that the program had successfully targeted women in a number of ways. Women and
female-headed households were assessed to have been the main beneficiaries of the credit
fund, and of the maternity center, kindergarten and health interventions. The establishment
of a women-only credit fund, alongside the main fund open to all, had been particularly
important in ensuring that employment ideas initiated by women received a positive
response.
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Although social infrastructure (clinics, schools and water points, etc.) is of
benefit to such families, social funds are a blunt instrument in dealing with
idiosyncratic crises and assisting the poorest.

6. Participation Analysis

Social funds are commonly understood to offer a higher degree of
community participation than traditional government infrastructure programs
implemented through line ministries or local government. While this is
generally the case, the degree of real community participation—in the sense of
local democratic involvement in identifying, prioritizing and selecting
schemes and being involved in their construction and future O&M—is
contingent on the detailed design of the fund procedures. Several social fund
evaluations have found that the reality of “participation” is that it is restricted
to the involvement of the community in providing semi- or unskilled labor and
contributions in cash or kind. The fact that small-scale economic and social
infrastructures are the end product of social fund investments is a poor guide
to the reality of community participation. If the fund procedures enable
schemes to be proposed by local governments or local elites, without a
specified procedure of community consultation and involvement, the expected
participation benefits—in increasing the efficiency of allocations, and local
ownership (and hence local contribution and commitment to future O&M)—
are not realized. Where there is a density of NGOs and community-based
organizations with a background in participatory methods (notably in South
Asia) social fund-type projects commonly subcontract the community
organization and scheme identification and selection procedures to them.
Where such organizations are absent or inexperienced, participation has been
increased through procedures that require local government to identify,
prioritize, select and implement schemes as a result of a process of community
consultation.

Box 12. Protecting the Poorest of the Poor

In Mongolia, the social fund-type infrastructure and credit components of the National
Poverty Alleviation Program (NPAP) were not seen as sufficient to meet the social
protection needs of the very poorest. The Program created a separate “Targeted Assistance
Fund” (TAF) to supplement the Government’s Social Assistance Fund, by providing in-
kind assistance to the vulnerable poor. The evaluation of the Mongolia Program in 1999
found that the TAF had attracted donor commitments totaling US$372,000, which were
used to provide fuel, food, clothing, footwear and school materials and school meals during
the hardest winter and spring months. The evaluation report found that selection of
beneficiaries through the local poverty alleviation councils had been well done; that funds
had been well used, and that the majority reached those most in need.
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Further, the tendency to see social funds principally as a means of
introducing community participation into infrastructure provision risks
diverting attention from the roles (and non-roles) afforded to other
stakeholders. Table 2 provides a more comprehensive participation analysis of
standard social fund methodology. In terms of social funds’ contribution to the
overall development process, the virtual exclusion of some key actors may be
as significant as the potential increased role for civil society.

7. Sustainability

The sustainability of schemes financed by social funds and the benefits
flowing from them is variable. The purpose of short-term job creation is to
provide immediate income support rather than longer term benefit. Some
public works schemes in Asia have included elements such as compulsory
savings and/or skills training with a view to increasing the sustainability of
benefits from cash-for-work or food-for-work schemes, but there are no known
examples of such requirements being applied in social funds. The
administrative costs of introducing such an approach for a large number of
small-scale and geographically dispersed schemes, where much of the labor is
provided through contractors, make such requirements less viable for social
fund schemes than for large public works projects.

The sustainability of small-scale infrastructure schemes is better in
projects where there has been authentic local choice in scheme selection. In
this respect, social fund methodology offers substantial advantages compared
with centrally planned implementation by line ministries. The sustainability of
credit schemes and other income generating activities depends on the quality
and institutional strength of the implementing agencies financed by the fund.

There is little evidence to date about the financial or institutional
sustainability of social funds in terms of becoming mainstream government
functions. With the exception of three funds in Latin America they continue to
be heavily donor dependent. Whether there would be a sufficient political
constituency in many countries to maintain both the management freedoms
enjoyed by social fund PMUs, and the level of hardware and software
financing required to maintain social fund operations at an efficient scale,
against the pressure from under-resourced line ministries, must be open to
doubt.
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Table 2. Social Funds: Participation Analysis

Stakeholder Typical Role Comments

President’s/Prime
Minister’s Office

Selection of Fund Management Board
and Chair
Formal agreement with donors
Formal approval of schemes, accounts
and reporting to donors
Selection of senior PMU management

Social funds normally established parallel
to existing line agencies

Social Fund
Management Unit

Fund Management, procedures and
financial control
Reporting to government and donors
Scheme appraisal and selection

Establishment of social fund MU as
parallel structure poses sustainability
questions
Staff commonly drawn from outside
government, with higher salaries and
allowances
Nongovernmental planning, procurement,
supervision etc. procedures are the norm.
Integration with government planning (e.g.
recurrent cost of new infrastructure) tend to
be ad hoc
In large social funds, a regional office
network improves sensitivity to local
conditions

National Parliament
and Local Councils

Minimal—information only Most social funds attempt to avoid
‘political interference’

Ministry of Finance Minimal: social fund funds normally
off-budget

Except in the (very rare) cases of a
significant national contribution

Line Ministries Minimal/No role in scheme selection
or approval
Technical standards (roads, schools,
water supplies etc.)

Most social funds exclude Line Ministry
Involvement by design
No linkage between social funds and
sector strategy or planning
Most social funds include explicit or
implicit requirement that built
infrastructure according to national
standards

District/Provincial
Local Government
administration

Proposing larger schemes
Design, costing, and technical support
to community schemes
Scheme appraisal (subcontracted by
social fund management)

Little linkage mechanism between LG
planning systems and community–driven
scheme selection

Lower levels of local
government
administration

Scheme identification, selection and
design
Force account contracting

Authentic community participation only
occurs where procedures explicitly require
it

NGOs & CBOs Sub–contractors to social fund
management
Community organization
Community sensitization about social
fund methodology
PRA, needs assessment and
prioritization
Training on procedures (e.g., local
contracting, supervision, O&M, user
groups etc.)

Use of NGOs/CBO’s depends on their
coverage and capacity. Where NGO
coverage is dense (esp.South Asia) they
can play the main role. In transition
economies, working through lower levels
of local government offers a more even
coverage.
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Legend: SF—Social Fund; MU—management unit; TA—technical assistance: LG—local government,
NGO—nongovernmental organization; CBOs—community-based organizations

8. Social Funds and Social Protection

From the foregoing the role of social funds within social protection can
be summarized as follows:
(i) Social funds have proven to be practical and effective responses in a wide

variety of situations, including economic crisis and transition, natural
disaster, resettlement, post-conflict, and in addressing chronic and acute
poverty. The ability to target benefits geographically makes them a

Villagers/
Communities

(Normally with LG or NGO/CBO
facilitation)
Needs assessment
Scheme identification
Scheme prioritization
Local contribution (in cash and/or
kind)
Contracting (for small simple schemes)
Labor supply (for collecting and
transporting materials and construction
work)
Contractor monitoring (in addition to,
not instead of, monitoring by a
contracted firm or social fund staff)
O&M (water user groups, school
management committees, maintenance
funds etc.)

In the less–participatory social funds,
scheme prioritization is done by local
government or elites alone, and
community participation is restricted to
manual labor and cash or kind
contributions.
Where there is a tradition of local
“voluntary labor”, this can be
indistinguishable from forced–labor, and
cannot be viewed as “participation”.
In countries where there is a tradition of
local government exacting levies for
poorly specified purposes from the
community, local contribution may be a
poor indicator of participation. If the
community as a whole has not met to
agree on the contribution they will make,
what it is for, and how it will be made
(labor or cash), local contribution alone
cannot be assessed as participation.

Marginalized groups Normally only involved where the
scheme identification, prioritization
and selection criteria require that the
needs of marginalized groups are
explicitly considered.

social funds are not good at reaching the
poorest of the poor and marginalized
groups directly

Private companies Large established companies:
contractors for larger schemes and
implementation supervision.
Small local companies: contractors for
simple buildings, water points etc.
“Community companies”: non-formal
village groups which undertake simple
schemes.

Good social funds prioritize developing
small and medium-sized private
contractors by preferred selection of local
firms and offering contractor training in
technical skills, pricing and bidding.

Donors Social fund Financing
Audit
TA (to establish social fund
management, prepare manuals and&
procedures, accounting systems, assist
appraisal of proposed schemes, etc.)
External evaluation

The great majority of social funds remain
highly donor dependant.

Table 2. (Continued)Social Funds: Participation Analysis

Stakeholder Typical Role Comments
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relatively efficient means of concentrating resources in particularly
distressed areas. Within a target area, active promotion and outreach is
required to ensure that poorer and less vocal communities are not
excluded.

(ii) The efficiency, effectiveness, and accountability achieved by establishing
social funds outside mainstream administrative structures and
procedures, with accountability to the highest level of government and to
donors, have produced clear benefits both for target communities, and for
governments anxious to be seen to be delivering results.

(iii) The coverage achieved by the short-term labor element of social funds
creation is considerably less than for well-managed public works
schemes.

(iv) The impact and sustainability of public infrastructure provided through
social funds with effective procedures for local selection which engender
a real sense of local ownership, appear to be considerably better than for
traditional line agency programs. To the extent that improved social and
economic infrastructure and services achieve a sustainable improvement
in living standards over time, social fund investments have a preventive
and mitigating role, in addition to the coping benefits flowing from short-
term labor creation.

(v) In supporting farm and non-farm enterprise development, the impact of
social funds depends on the existence of experienced and effective
providers of credit, training, extension and other business development
services. Social funds are financing agencies, not implementers, and in
the absence of suitable credit and business-support intermediaries, social
funds are faced with either supporting infrastructure facilities alone or
diverting resources to strengthening the capacity of local agencies to
provide other services.

(vi) Social fund methodology offers a potential means of strengthening the
skills and experience of private construction firms.

(vii) Locating social funds within local government, together with systems
development in relation to participatory planning, implementation and
accountability, provides a means of piloting decentralized systems for
planning and implementing capital schemes and strengthening local
governance institutions.

(viii)Social fund methodology brings significant additional benefits in
building social organization and civil society, although these are difficult
to quantify in terms of social protection impact, and are highly dependant
on the intensity and quality of the methods of participation adopted by the
fund.
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(ix) Despite the proven achievements of social funds to date, two central and
important questions remain unresolved: their institutional and financial
sustainability, and the extent to which they tend to divert attention and
resources away from the institutional development task of strengthening
central and local governance and helping mainstream public sector
functions become more efficient and pro-poor.
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Chapter 12 – Social Funds:
Project and Program Issues
A. Batkin

A. Introduction

he first section of this chapter provides a brief overview of social
funds and alternatives in social fund design. The second section sets
out a checklist of issues to be considered in coming to a decision on

whether a social fund would be an appropriate country intervention, and the
detailed design features to be considered in different contexts.

1. A Common Methodology

Social funds and social fund-type projects are defined by a methodology:
(i) They finance small-scale schemes, typically social and economic

infrastructure, but often including microcredit, business start-up funds,
agricultural development etc.

(ii) The schemes are proposed by local government or local organizations,
which are also responsible for organizing the implementation, and
commonly contribute to the financing and future operation and
maintenance (O&M).

(iii) Specially created institutions, outside the government’s established
structure of administration, usually manage social funds.

2. Different Continents, Different Histories

Since the first fund was established in Bolivia in 1986, the World Bank
had approved 108 social fund loans up to mid-2000. The Inter-American
Development Bank (IADB) is also a significant funder in Latin America,
where most countries now have social funds averaging US$240 million in size.
The number of funds is growing in Africa. In Asia, social funds have been

T
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much less common. The World Bank (WB) currently has a portfolio of nine
Asian funds. Excluding the recently approved large loan to Thailand, the
average fund size in Asia is just US$18 million, an order of magnitude much
smaller than in Latin America. The growth of social funds in Latin America
was due to a combination of the need to protect poorer communities from
public expenditure reductions following from debt crisis and structural
adjustment and the need to promote social harmony and poverty alleviation in
post-conflict countries. In Africa, social funds have mainly been
compensatory measures following structural adjustment programs.

Circumstances have been different in most of Asia. South Asia has a long
history of public works schemes, while the present and former communist
countries offered a variety of state-organized social protection schemes. The
1997 financial crisis and the increased number of countries undergoing
economic transition have led to an increase in social funds and social fund-
style projects in Asia. The use of social fund methodology based within local
government, as a means of promoting good local governance and piloting
decentralized management and financing of small infrastructure, was
pioneered in Africa but is now being introduced in some countries in Asia.

3. Projects Rather than Programs

The great majority of social funds are heavily dependant on donor
financing. They were designed with substantial donor input and have to meet
donor accountability and reporting requirements. Combined with the fact that
social funds are normally run by project management units (PMUs) outside the
established administrative structure, this “project” character raises important
issues about institutional and financial sustainability.

4. Multiple Problem Contexts

Social funds, and social-fund-type projects, have proven to be an
effective public response to a variety of different problems, including chronic
and/or acute poverty, post-economic crisis, transition to a market economy,
post-natural disaster, post-civil conflict, refugee reintegration, and the
problems of isolated and ethnic minority communities.

5. Combination of Objectives

The goal of all social funds is poverty reduction in the shorter or longer
term, but the nature of the linkage between the fund activities and the poverty
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reduction goal varies substantially between funds. This is because different
funds give different priorities to combinations of six objectives:
(i) Creating short-term labor opportunities;
(ii) Social and economic infrastructure creation and rehabilitation;
(iii) Non-infrastructure income generation;
(iv) Private sector promotion;
(v) Civil society strengthening; and
(vi) Decentralization and strengthening local governance.

There are unavoidable trade-offs between these various objectives. In
crisis situations, pressure to disburse rapidly in order to create manual labor
opportunities tends to affect the other objectives, which depend on systems
development, capacity building, social organization and other software inputs.
It is important that fund designs clarify which objectives they are seeking to
maximize, and the relative priority of the various objectives.

6. Policy and Institutional Issues

The great majority of social funds are structured as projects,
supplementary to mainstream government programs, and outside the normal
administrative framework. Much of the success of social funds has been
attributed to the relative autonomy, administrative and procedural freedoms of
the project management unit, fostered by a close donor presence and external
audit. Social funds can thus be seen as an attempt to increase implementation
efficiency by creating quasi-governmental agencies that enjoy more of the
freedoms available to organizations in the private and nongovernmental
organization (NGO) sectors. Beneficiary communities and politicians, who are
anxious to see that their good intentions translated into real impact on the
ground, have benefited from the greater efficiency and effectiveness which
social fund normally achieve.

However, establishing parallel executing agencies can meet opposition
and provoke difficulties and delays. Some funds have faced allegations of
corruption, improper relations with sponsors and contractors, and political
patronage, despite efforts to establish more accountability and transparency.
Most importantly, the institutional sustainability of such agencies, beyond the
life of donor support, has not been tested. Some funds are partly designed to
model a more efficient way of working for the rest of the civil service, although
there is scant evidence of such managerial replication to date.
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7. Social Funds and Public Administration/Governance
Reform

One consequence of social funds is that the existence of a new and
relatively well-resourced poverty agency will tend to divert the attention of
politicians and senior officials away from the task of making mainstream
public services more efficient, effective and pro-poor. The opportunity cost of
social funds in this respect has not been researched, but there are clear
indications that new institutional arrangements, specially targeted towards the
poor, tend to divert attention, time and resources away from line ministry and
local government reform. The use of social funds located within local
government are an interesting albeit new and ambitious attempt to co-opt the
benefits of demand-driven local planning as a means of promoting local
government reform and strengthened local governance.

8. Social Funds and Poverty Reduction

a. Labor Opportunities

Different combinations of objectives within social funds entail different
linkages between the activities financed by the fund and the poverty reduction
goal. If the principal social protection objective is the creation of short-term
labor opportunities, particularly in immediate post-crisis situations, social
funds have clear efficiency limitations. The labor content of small-scale
infrastructure schemes is commonly only about one-third of total investment
cost. Social funds also tend to have relatively high overheads due to support
for large numbers of small schemes, organizing community facilitation etc.
Hence, labor-intensive public works schemes (cash-for-work and food-for-
work) are normally a more efficient means of creating short-term incomes for
large numbers of people, while social fund interventions tend to have longer-
term mitigating benefits as a result of strengthening social and economic
infrastructure, systems and capacities.

b. Social and Economic Infrastructure

Most social funds emphasize the poverty impact of the social and
economic infrastructures created, rather than the benefits of short-term
employment. The poverty impact of improving schools, clinics, water
supplies, access roads, etc. is well established. Although the beneficial impact
of such schemes is identified in many post-project evaluations, the
effectiveness of arrangements for management, maintenance and financing
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over the longer term is less certain. Some projects devote considerable
attention to achieving community commitments to future maintenance,
including the creation of maintenance funds.

All commentators agree that the local choice element of social fund
methodology is essential. Where there is real community participation in the
selection process—rather than domination by local elites or bureaucratic
selection by local government—the prospects for future operations and
maintenance appear to be much better. Although the great majority of social
infrastructure schemes are refurbishments, rather than new facilities requiring
additional staff and running costs, arrangements for future recurrent cost-
provision and coordination with line agencies and local government are very
variable, and are ad hoc rather than planned in many social fund designs.

c. Non-Infrastructure Income Generation

Because of the short-term benefit of wage-labor, and the long-term
returns of investment in social infrastructure, all social funds face pressure to
make a more sustainable impact on poverty through financing directly
productive income generation activities. The record of such schemes is much
more mixed than the generally positive outcome of small-scale infrastructure.

There are two general lessons. First, the effectiveness and sustainability
of non-infrastructure schemes (credit, agricultural extension, enterprise
support, etc.) depends on the availability of qualified and experienced
intermediaries. This is particularly true for microcredit supply schemes, the
most common non-infrastructure activity financed by social funds. Success
depends on professional agencies that know how to run a sustainable credit
operation. Where social funds supply capital to well intentioned but
inexperienced credit organizations or to “beneficiary-driven” schemes (large
loans, long terms, low interest rates, etc.) the cumulative impact on poverty is
much weaker. Second, the other categories of directly productive
interventions, which are relatively successful, are those with a strong public-
good character: irrigation, community stores, common agricultural equipment
and input supply schemes and agricultural training. These also depend on the
existence of agencies with experience of managing such schemes, and with the
institutional strength to avoid the management of the common resource pool
created being taken over by local elites.

d. Construction Industry Development

Some social funds see development of the private sector, principally in
the construction industry, as an important subsidiary objective. This objective
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is essentially a variant of the directly productive income generation objective,
but achieved through the design of scheme procurement procedures rather than
through direct financing. In countries where private building firms are new,
very small or disorganized, some social funds have programs for organizing
building firms and providing training in technical skills, pricing and tendering
procedures, complemented by systems development and training in open
tendering and effective procurement for local government staff and
communities responsible for contracting. Some projects specify that scheme
contractors must be from the local area, to avoid dominance by larger firms
based in regional cities or the capital.

e. Building Social Capital

Quantifying the poverty impact of social fund methodology, through the
mechanism of civil society strengthening and social capital formation, is
methodologically difficult, and no one appears to have attempted it to date.
However there is plenty of qualitative and anecdotal evidence about the
benefits the methodology can bring in promoting social cohesion and building
community commitment to schemes, at least in the short term. This is
evidenced, for example, by the high local contribution for schemes where there
is an authentic sense of local ownership, and the continuing commitment of
staff, users and community to maintaining social infrastructure in the longer
term. Whether the increased degree of local organization and cooperation
prompted by social fund methodology is sufficient to make a sustainable
impact on the nature of social trust relations, which have developed over
centuries, must be open to doubt. Funds are therefore probably right to view
civil society strengthening as a secondary benefit rather than a central
objective, and to plan use of resources accordingly.

f. Decentralization

The linkage between decentralization and poverty reduction is indirect,
and dependent on factors such as local accountability, transparency and the
quality of participatory procedures at local level. A decentralization objective
is only appropriate where government is already committed to such a course,
or where it is interested in piloting decentralized approaches. The experience
of projects from Africa and Asia, notably those assisted by United Nations
Capital Development Fund (UNCDF), clearly indicate that a social fund
methodology, based within local government, is a valuable incentive to
developing new procedures for participatory scheme selection and
implementation.
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9. Targeting

a. Geographical Targeting

Social funds can be geographically targeted relatively efficiently, and
offer a means of providing social protection in situations where acute or
chronic problems are geographically localized. The potential for geographical
targeting is constrained mainly by information requirements. In the
Philippines, for example, a conflict zone can be precisely targeted; in
Mongolia, infrastructure was allocated to rural rather than urban areas; and in
Viet Nam to mountainous poorer communes where ethnic minorities are
concentrated. Good data on returning asylum seekers in Viet Nam enabled
available investment funds to be proportionately allocated down to commune
level.

b. Women and Children

The types of infrastructure most commonly created through social funds
(clinics, schools and water points) are of particular benefit to women and
children. The extent to which fund activities benefit women can be increased
through measures such as imposing minimum shares for women’s
employment, equal wage provisions and the establishment of schemes with
women-only access conditions. There may, however, be examples of trade-offs
between the degree of benefit accruing to women and to the poor. For example,
sewerage schemes in urban areas may achieve a higher share of female
beneficiaries because the incidence of female-headed households is higher in
urban areas, whereas poverty is higher in rural areas.

c. The Poorer of the Poor

Minimum wage rates for short-term labor can be targeted quite accurately
according to local circumstances. This both increases the efficient use of
resources (although labor is normally only about one third of total scheme
costs) and increases the precision with which unskilled and semi-skilled labor
on infrastructure works can be made self-targeting towards the very poor,
through setting wage rates at, or even slightly below, the locally prevailing
minimum wage.
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d. The Poorest of the Poor

The labor opportunities created through social fund schemes is normally
of little benefit to the poorest of the poor and the most vulnerable households,
which do not have able-bodied laborers. Although social infrastructure
(clinics, schools and water points) benefits such households, the creation of a
special social assistance funds alongside social funds is a recognition of the
fact that labor opportunities on roads and buildings are of little direct value to
the elderly, the disabled and others unable to participate in manual labor.
Social funds are not the most appropriate instruments in dealing with
idiosyncratic household crises.

10. Sustainability

a. Social Funds

There is little evidence to date about the financial or institutional
sustainability of social funds in terms of becoming mainstream government
functions. With the exception of three funds in Latin America, social funds
continue to be heavily donor dependant. Whether there would be a sufficient
political constituency in many countries to maintain both the management
freedoms enjoyed by social fund PMUs, and the level of hardware and
software financing required to maintain social fund operations at an efficient
scale, against the pressure from under-resourced line ministries, must be open
to doubt.

b. Financed Schemes

The purpose of short-term job creation is to provide immediate income
support rather than longer-term benefit. Some public works schemes in Asia
have included elements such as compulsory savings and/or skills training with
a view to increase the sustainability of benefits from cash-for-work or food-
for-work schemes, but there are no known examples of such requirements
being applied in social funds. The sustainability of small-scale infrastructure
schemes is better where there is authentic local choice in scheme selection. In
this respect, social fund methodology offers substantial advantages compared
with typical line ministry implementation methods. The sustainability of credit
schemes, and other income generating activities, depends on the quality and
institutional strength of the implementing agencies financed by the fund.
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11. Social Funds and Social Protection

From the foregoing the role of social funds within social protection can
be summarized as follows:
(i) Social funds have proven to be practical and effective responses in a

wide variety of situations, including economic crisis and transition,
natural disaster, resettlement, post-conflict, and in addressing chronic
and acute poverty. The ability to target benefits geographically makes
them a relatively efficient means of concentrating resources in
particularly distressed areas. Within a target area, active promotion and
outreach is required to ensure that poorer and less vocal communities
are not excluded.

(ii) The efficiency, effectiveness and accountability achieved by
establishing social funds outside mainstream administrative structures
and procedures, with accountability to the highest level of government
and to donors, have produced clear benefits both for target
communities, and for governments anxious to be seen to be delivering
results.

(iii) The coverage achieved by the short-term labor element of social funds
creation is considerably less than for well-managed public works
schemes.

(iv) The impact and sustainability of public infrastructure provided through
social funds with effective procedures for local selection, which
engender a real sense of local ownership, appear to be considerably
better than for traditional line agency programs. To the extent that
improved social and economic infrastructure and services achieve a
sustainable improvement in living standards over time, social fund
investments have a preventive and mitigating role, in addition to the
coping benefits flowing from short-term labor creation.

(v) In supporting farm and non-farm enterprise development, the impact of
social funds depends on the existence of experienced and effective
providers of credit, training, extension and other business development
services. Social funds are financing agencies, not implementers, and in
the absence of suitable credit and business-support intermediaries,
social funds are faced with either supporting infrastructure facilities
alone, or diverting resources to strengthening the capacity of local
agencies to provide other services.

(vi) Social fund methodology offers a potential means of strengthening the
skills and experience of private construction firms.

(vii) Locating social funds within local government, together with systems
development in relation to participatory planning, implementation and
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accountability, provides a means of piloting decentralized systems for
planning and implementing capital schemes and strengthening local
governance institutions.

(viii) Social fund methodology brings significant additional benefits in
building social organization and civil society, although these are
difficult to quantify in terms of social protection impact, and are highly
dependant on the intensity and quality of the methods of participation
adopted by the fund.

(ix) Despite the proven achievements of social funds to date, two central
and important questions remain unresolved: their institutional and
financial sustainability, and the extent to which they tend to divert
attention and resources away from the institutional development task of
strengthening central and local governance and helping mainstream
public sector functions become more efficient and pro-poor.

B. Future Support to Social Funds: Identification and Formulation
Stage Issues to be Addressed

This section provides a checklist of key issues and associated notes
(drawn from typical social fund experience) to guide the Asian Development
Bank (ADB) and developing member countries (DMCs) in appraising: (i)
when and where a social fund might be an appropriate intervention
(identification); and (ii) the specific design characteristics of a new fund
(formulation).

1. Problem Situations

Social funds have proved to be valuable interventions in the following
problem situations:
(i) Economic crisis and transition—following structural adjustment or

economic shock;
(ii) Natural disaster—especially where a fund exists and can be rapidly

scaled up;
(iii) Chronic and acute urban or rural poverty—particularly efficient where

good poverty information enables precise targeting;
(iv) Refugee resettlement—particularly useful for building support in the

host community;
(v) Post-civil conflict; and
(vi) Piloting decentralization and developing good local governance—

with fund management based within local government.
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2. Applicability in ADB “Subregions”

Social Funds have potential benefit in all four “subregions”. There are no
subregion-specific design differences.
(i) South Asia: long history of public works. Increasing community

ownership and involvement through social funds methodology may be
of benefit.

(ii) Southeast Asia: social funds already used to address poverty; post-
conflict situations and post-1997 crisis; two “within local government”
social funds.

(iii) Transition Economies: social fund numbers growing, mainly as a
response to persistent poverty.

(iv) Pacific: No formal social funds to date.

3. Institutional Capacity

Social funds, with specially created project management units, reporting
to a newly created board, may be appropriate where:
(i) There is limited confidence in existing agencies (line ministries, local

government, parastatals) and a history of poor performance. However,
the creation of a social fund will tend to divert attention from necessary
good governance reform, institutional development in public
administration and the need to make existing programs more efficient
and pro-poor.

(ii) Conflict with existing agencies can be a significant problem. The
institutional context and the potential for strengthening existing
institutions and for basing a social fund methodology within them
(notably within local government structures) must be thoroughly
appraised first.

(iii) Civil service rules make it difficult to hire suitable staff and adopt
flexible, transparent, participatory procedures. However, efficiency
also depends on:
• Good procedures within the PMU, transparency, sufficient

management independence, and effective audit;
• Efficient government/donor procedures for fund transfer, reporting,

accounting, etc.; and
• Professionally designed financial and activity monitoring

procedures.
(iv) Government and/or donors have substantial funds to invest.

• Investment in the establishment of a new PMU; the development of
new systems for scheme selection and approval, tendering,
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supervision; and other principal-agent procedures required, are only
worthwhile if the fund value is substantial.

• Sustainability questions are central. There are very few examples to
date of social funds becoming established government structures,
independent of donor support.

4. Social Fund Objectives

Social funds can include any combination of the following objectives:
(i) Creation of short-term wage labor opportunities

• Short-term benefit only
• Typically less than 30 percent of scheme financing goes to labor
• Well-managed public works schemes are more cost-effective in job

creation.
(ii) Improvement of social and economic infrastructure such as clinics,

schools, water supplies, access roads, irrigation, flood protection.
(iii) Non-infrastructure income generation. Experienced and efficient

agencies able to manage credit, agricultural extension, small and
medium enterprise development etc. must exist. Setting up agencies
from scratch, or major retraining, is time-consuming, and risky.

(iv) Private sector promotion
• Typically involves the organization and training of local construction

firms and systematizing procurement procedures
• Contractor organization, publicity, training, etc. adds to “software”

costs.
(v) Civil society strengthening

• Strengthening community organization, skills and confidence has
limited short-term social protection benefits, but may offer
significant long-term returns.

• Social funds normally contract NGO’s or local government staff or
hire their own specialist staff to perform this role

• The “within local government” funds devote considerable effort to
developing participatory methods suitable for replication within
government.

(vi) Decentralization
• An ambitious objective, appropriate where government has a clear

commitment to decentralization.
• Building good local governance and systems for fiscal transfers and

accountability, community participation, etc., requires intensive
investment in systems development, capacity building, training and
community facilitation.
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• Social protection is a relatively minor objective, at least in the
medium term.

5. Trade-offs Between Objectives

Because social funds address poverty in different ways (as a result of
different priorities and combinations of objectives) the trade-offs between
different objectives have to be thoroughly considered at design stage. The
common trade-offs are:
(i) Rapid disbursement vs. all other objectives

• Pressure to disburse in an emergency situation will entail rough-and-
ready scheme selection, community participation, targeting,
contracting etc. procedures, in the short-term.

• Established and experienced funds can scale-up activities in
response to crises.

(ii) Labor incomes vs. all other benefits
• Maximizing short-term job-creation means prioritizing earthwork-

type schemes, and minimizing other hardware and software inputs.
At the limit, this approaches traditional public works.

(iii) Creating parallel structures vs. public sector reform
• Social funds may “model” more efficient procedures for the public

sector.
• However, the creation of a special “poverty” fund diverts attention

and resources from reforming line agencies and local government
structures to become more efficient, effective and pro-poor.

(iv) Public, private and civil sector involvement
• Some funds see building civil society as the priority objective. For

others it is relatively insignificant.
• All funds require clarity about which agencies will be responsible

for scheme proposals, selection, management, contracting, future
ownership and O&M.

(v) Sustainable income generation vs. infrastructure and construction jobs
• The performance of social funds in achieving sustainable income

generation (credit, extension, business development etc.) is weaker
than in rehabilitating public infrastructure.

• All social funds face community pressure for loans and other non-
infrastructure private-goods assistance. Clear policy in this regard is
essential.

• If qualified and experienced intermediaries do not already exist,
creating them is difficult and risky.

(vi) Capacity building vs. scheme investments
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• All “software” objectives (participation, civil society building,
contractor training, etc.) have an opportunity cost in time, expense
and management, but the benefits of authentic participation can be
substantial.

6. When are Social Funds not Appropriate?

Social funds are not appropriate in the following situations:
(i) When the priority is short-term income generation on a large scale

• If there is acute time pressure and there are large immediate
employment needs, a traditional public works approach is likely to
be quicker to launch and more efficient than the more ambitious
social fund approach.

(ii) When the prime target group are the elderly, disabled or other
vulnerable groups
• Social funds are not an appropriate response to idiosyncratic

household crisis, and cannot target particularly vulnerable
individuals directly.

(iii) When the priority is public administration reform and/or strengthening
central or local governance
• Social Funds are new institutions parallel to the existing

administration and tend to divert resources and attention away from
institutional reform.

• Except for the local government-based funds, social funds are a
weak instrument for strengthening governance.

(iv) When the priority is strengthening social sector systems and software
• Social funds rehabilitate education, health and other infrastructure.

They are not appropriate for strengthening health and education
systems, upgrading teachers, curricula and methodologies, medical
systems, equipment, etc.

7. Governance, Structure and Staffing

How can a new social fund achieve efficient and transparent governance,
structure and staffing?
(i) Governance

• Is a new board required? Membership (government, local government,
community, NGOs, etc.)? Terms of reference?

• Should the Fund be based inside local government or another
agency?

(ii) Management
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• Organizational structure
• Authority/terms of reference of fund management
• Experience profile of senior management
• Recruitment procedure

(iii) Staffing
• Which tasks will be performed in house and which contracted out?

(e.g. can local government or NGOs provide promotion, outreach,
scheme appraisal, etc.?)

• How many staff are required? Salaries and conditions? Recruitment
process?

(iv) Offices
• Are regional/local offices required? (Evidence is that regional

offices are important in funds covering a large area.)
• Locations, staffing and costs?

(v) Systems and procedures
• Bank and financial transfer and control procedures
• Audit arrangements
• Personnel procedures

(vi) Activity and financial monitoring
• Who will design the system and train staff?

(vii) Impact evaluation
• In-house capacity or contract with external agency?

8. Financing

Social funds are financed from three sources:
(i) Government

• For central government: Is the fund intended as a “one off”? Is there
planning and budget provision for future financing and
sustainability? What planning is in place for the recurrent costs of
new capital schemes?

• For local government: Will the provision of matching financing
starve other services? Will local government contributions be raised
from additional community levies? What are the implications of
this?

(ii) Donors
• Disbursement, monitoring, reporting and audit procedures?

(iii) Community
• Policies are required for: a) minimum local contributions for

different types of scheme and different income groups, b) valorizing
labor and in-kind contributions.
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• Systems are required for collecting or organizing the local
contribution.

9. Community Participation

How can a new social fund achieve effective community participation?
(i) Are there clearly specified participation procedures for each stage?

(Community needs assessment, scheme identification, prioritization
selection, proposal, implementation, monitoring, O&M arrangements?)
• Worst practice: No specification of procedures—social fund offices

invite proposals from anyone. Result: elites and the most vocal
submit and benefit. Participation and local ownership minimal;
allocative efficiency low; O&M poor.

• Best practice: Clear procedures specify the nature of community
involvement required for each stage, how it will be organized, and
the proof that the specified procedures occurred.

(ii) Outreach
• Who is responsible for informing, motivating and organizing the

community (local government, NGOs, etc.)?
• Are they able/trained/motivated to do it well?
• Is the objective of outreach clearly specified? (Is it purely

instrumental (community organization in order to assess needs and
obtain proposals for the fund) or an objective-in-itself (using the
existence of the social fund to create new community
organizations)?

• Is the outreach mechanism cost-effective?
• What provisions for hard-to-reach areas and groups are included?

(iii) Labor and local contribution
• Provision of labor power and local contribution in cash or kind is not

a sufficient condition for effective participation.
• Voluntary local contribution rates are a good indicator of local

ownership.

10. Targeting

Social funds can be efficiently targeted, geographically and socially:
(i) On particular regions or areas within the country

• Post-conflict zones, disaster-hit areas, rural areas, particular
administrative areas

(ii) On particular communities within an area
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• Villages rather than towns, ethnic minority communities; returning
refugee communities.

(iii) On the poor
• By poverty mapping at national, district or local level; by

establishing visible criteria for unmet basic needs; by ensuring
outreach, facilitation and support to poor and remote communities;
by setting labor wage rates low; by establishing criteria to prioritize
schemes from poor areas.

(iv) On women and children
• By prioritizing particular types of scheme proposal (e.g., clinics,

maternity centers, schools and dormitories, kindergartens, drinking
water supply); by establishing target participation rates or “women-
only” access conditions and funds (e.g., for credit or business
development).

11. Eligible Schemes

Policies are required for determining eligible types of schemes:
(i) Economic infrastructure

• Roads, irrigation, embankments, bridges, culverts, communal
storage, market sheds, etc., with eligible sizes, locations,
construction types.

(ii) Social infrastructure
• Schools, clinics, maternity centers, community and sports centers,

water points, sanitation, sewerage, etc., with eligible sizes, locations,
construction types.

(iii) Microcredit supply
• Does an experienced provider exist, or can one be brought in to work

in the area? (Establishing microfinance intermediaries from scratch
is especially difficult and time-consuming.)

(iv) Other business development
• Agricultural extension, input supply and marketing, business

training, etc. Do experienced providers exist, or can they be brought
in?

(v) “Others”
• Should the fund make provision for other proposals, outside the

specified categories
• Are larger “intercommunity” schemes (roads, irrigation, etc.)

eligible? How will they be handled?
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12. Proposals, Approval and Finalization

Transparent procedures are required for the whole project cycle:
canvassing, approving and finalizing scheme:
(i) Project cycle

• Are all the steps in the project cycle clearly defined, with clear
responsibilities?

(ii) Promotion
• How will communities be made aware of the fund and procedures?
• What measures are necessary to reach remote and disadvantaged

areas?
(iii) Proposals

• Who has the right to apply?
• Must a detailed design and costing be included? If not, who will

prepare?
• Are standard designs available (e.g., for school buildings)?
• Formats and procedures?

(iv) Shortlisting
• Who is responsible? Are the criteria clear?

(v) Appraisal
• Appropriate technical appraisal will be required before final

approval—who will provide it?
• How will liaison with the responsible line departments be achieved?
• Arrangements for ensuring recurrent cost provision?

(vi) Pricing
• Once the detail of the scheme is agreed, how will the maximum

contract price be finalized?
(vii) Contingencies

• What provision will be included for price and non-price
contingencies?

13. Scheme Contracting

Clear and transparent policies for infrastructure contracting are required,
including:
(i) Scheme ownership and management

• Is it clear who is responsible for managing scheme implementation?
• Are financial management, transfer and monitoring procedures

clear?
(ii) Community or contractor implementation?
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• Will small simple schemes be implemented by the community or
will all schemes be tendered?

• Will government/local government force account labor be involved
or eligible to bid?

(iii) Contractors
• Do sufficient local contractors able to implement typical schemes

exist?
• Do contractors require organization and/or training in tender

procedures, etc.?
(iv) Procedures

• Is prequalification of contractors required?
• Tender procedures: area ring-fencing? Open or restricted procedures?

Formats and time scales? Tender evaluation procedures?
• Staged payment system and policy on advances and guarantees?
• How will the community contribution be incorporated?

(v) Monitoring
• Will independent monitors be engaged to supervise works? How will

they be managed? How to avoid collusion?
• What role does the community have in monitoring works?
• What role should social fund staff have in monitoring

implementation?
(vi) Completion and hand-over

• Is the final ownership of the scheme clear?
• Who signs-off on completion? With what safeguards?
• Is there a retention policy?

14. Future Operation and Maintenance (O&M)

International experience shows that completing infrastructure works is
straightforward, compared to ensuring their proper operation, management
and maintenance in the long term.
(i) Responsibilities

• Is it clear who has ownership of the scheme and is responsible for
future operation and maintenance?

(ii) Financing
• How will future O&M be financed?
• Does a special fund need to be established?

(iii) Community organization
• If the community is responsible for a scheme (e.g., a village water

point), what O&M motivation, training and organization is
necessary?
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(iv) Liaison with line ministries/departments
• Are ex-post and/or ex-ante agreements with the education or health

line departments required?
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Chapter 13 – Disaster
Preparedness and Management
S. Yodmani

A. Introduction

overty reduction has been one of the main objectives of development
programs in many developing countries of the world for the last
several decades. Over the years, the very definition of poverty has
evolved from just looking at people’s income to taking a more holistic

view of their well-being. Improved access to public health facilities, improved
life expectancy and gender equity has become one of the essential indicators
of success of poverty reduction programs. This has led to increased emphasis
on better integration of poverty reduction programs with other sectoral issues,
such as environmental management, gender development and public health.
However, examples of systematic long-term integration of poverty reduction
programs within disaster management have been very few. Development
efforts have focused on helping the poor in dealing with many of the risks they
face in daily life—such as in employment, health care, transport, education
and water and sanitation. Traditionally disaster risks have not been a priority
on the development agenda. When carefully laid development plans are
tragically interrupted by disasters, the international community relies on
organizations such as the United Nations and the Red Cross to step in with
relief services. When the emergency work is over, reconstruction efforts are
initiated to get the country “back on the development track” (Kreimer and
Arnold, 2001). Clearly, most poverty reduction programs leave a lot to be
desired in terms of integration with disaster management.

B. Paradigm Shifts—From Relief and Response to Disaster Risk
Management

The paradigm shift in poverty reduction programs—from income poverty
to human poverty—has almost been matched in the disaster management
sector. Disasters are no longer seen as extreme events, created entirely by
natural forces, but as manifestations of unresolved problems of development.

P
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Disaster management practices have evolved from a largely top-down relief
and response approach to a more intersectoral risk management approach. In
current risk management approaches, there is more room than ever for
addressing the issues of risk reduction for the poor.

Till a few decades ago, disasters were viewed as one-off events and
responded to by governments and relief agencies without taking into account
the social and economic implications and causes of these events. Following
our much-improved understanding of the natural processes that underlie
hazardous events, a more technocratic paradigm came into existence—“the
only way to deal with disasters was by public policy application of geophysical
and engineering knowledge”. Disasters were regarded as exceptional events,
not related to the ongoing social and developmental processes. Gradually this
attitude changed to an emphasis on preparedness measures, such as stockpiling
of relief goods, preparedness plans and a growing role for relief agencies such
as the Red Cross. This “contingency planning” approach certainly improved
the efficiency of relief agencies but left a lot to be desired in terms of the
appropriateness and effectiveness of relief work.

From the 1960s to the 1990s, there was an exponential increase in human
and material losses from disaster events, although there was no clear evidence
that the frequency of extreme hazard events had increased. This indicated that
the rise in disasters and their consequences was related to a rise in the
vulnerability of people all over the world, possibly as a result of development
determined by human action. The increase in vulnerability was not uniform,
with large variations across regions, nations, provinces, cities, communities,
socio-economic classes, castes and even gender. An earthquake of magnitude
6.4 occurred in San Fernando, California in 1971. In a city of over seven
million people, only 58 deaths were reported. Two years later, a similar
earthquake, registering a magnitude of 6.2 on the Richter scale, in Managua,
reduced the center of the city to rubble and killed over 6,000 people. Similar
patterns can be seen in other recent disasters.

From the realization that people’s vulnerability is a key factor
determining the impact of disasters, emphasis shifted to using “vulnerability
analysis” as a tool in disaster management. In recent years, a more
comprehensive approach known as disaster risk management, has emerged.
This approach has three distinct but interrelated components: hazard
assessment, vulnerability analysis and enhancement of management capacity.
It is more closely integrated with the ongoing development processes.
Disasters are no longer viewed as extreme events created entirely by natural
forces but as unresolved problems of development. It is now recognized that
risks (physical, social and economic), unmanaged (or mismanaged) for a long
time, lead to the occurrence of disasters.
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This evolution of approaches, from relief and response to risk
management, has begun to influence the way disaster management programs
are now being planned and financed. There are initiatives aimed at reducing
social and economic vulnerability and investing in long-term mitigation
activities. Unfortunately such initiatives are few, poorly funded and
insignificant in comparison with money spent by donors and development
banks on humanitarian assistance and relief, as well as on post-disaster
reconstruction.

Another weakness is that such initiatives are often taken up in the formal
sector of the economy, and bypass the poor and the most vulnerable sections
of society. As Maskrey (1999, p. 86) points out, “in the year or so between the
occurrence of a disaster and approved national reconstruction plans, many
vulnerable communities revert to coping with risk, often in the same or worse
conditions than before the disaster actually struck.” There is more need than
ever to address the issues of risk reduction for the poor. As is the case in
mainstream development, there is also a need to focus on good governance,
accountability and bottom-up approaches.

As illustrated in Figure 1, new approaches to disaster and poverty
reduction have a number of common features:
(i) The approaches developed to be more people-centered
(ii) The development of a multisectoral approach in planning and decision

making
(iii) The increasing importance of improving access to resources
(iv) Their contribution to the overall development process

In spite of these common elements, the poverty and disaster reduction
efforts have developed as parallel processes rather than as integral processes,
probably due to a lack of thorough understanding of their linkage and the
benefits deriving from this.

C. Poverty and Vulnerability

While it is clear that the poor are often those most affected by a disaster,
it is too simplistic to assume that there is a direct and absolute correlation
between poverty and vulnerability. Poverty, as an indicator of lack of access to
resources and income opportunities, is only one of the several dimensions of
vulnerability. While discussing the linkage between poverty and vulnerability
Blakie et al. (1994) point out that, “vulnerability is a combination of
characteristics of a person or group, expressed in relation to hazard exposure
which derives from the social and economic condition of the individual,
family, or community concerned. High levels of vulnerability imply a grave
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outcome in hazard events, but are a complex descriptive measure of people’s
lack or need. Vulnerability is a relative and specific term, always implying a
vulnerability to a particular hazard.”

In addition to the economic dimension, there are other aspects of social
positioning that determine poor people’s vulnerability: class, ethnicity,
community structure, community decision-making processes and political
issues. A poor community may be economically vulnerable but at the same
time may have social, cultural and political capacities to cope with disasters.
Risk reduction strategies for the poor should work towards reducing economic
vulnerability and at the same time capitalize on (and perhaps nurture) the
inherent social and cultural capacities of poor communities. It is imperative
that while improving the economic resilience of such communities, physical,
social and political risks are also recognized and managed.

There is another aspect of vulnerability of the poor, which is frequently
ignored: it is often local in nature. Disaster statistics collected and aggregated

Evolution of the Disaster ParadigmEvolution of the Poverty Paradigm               

Reducing poverty was seen more as 
supplementing growth with social spending.  
Poverty reduction was based on monetary 
measures alone. It was perceived as a function 
of the social welfare ministry to increase income.

It was a relation between the external donors 
and beneficiaries. Funds were provided to 
individual projects not channeling them through 
the government.

It was then urged that if income is not the sum 
total of well-being, then lack of income cannot be 
the sum total of poverty. Development 
practitioners agreed that poverty was not about 
income but was multidimensional.

Poverty reduction was then linked to national 
development programs focusing on making 
growth favorable for poor by targeting 
inequalities and emphasize empowering the 
poor.

Poverty is now measured in terms of human 
poverty indicators such as lack of access to 
resources necessary to sustain basic human 
capabilities. 

Disasters were treated as one-off events responded to 
by governments and relief agencies.

Improved preparedness (stockpiling of relief goods, 
better relief management, etc.) among governments 
and relief agencies to "deliver relief". This "contingency 
planning" approach certainly improved the efficiency of 
relief agencies but left a lot to be desired in terms of 
appropriateness and effectiveness of relief. 

A more technocratic paradigm came into existence, 
which believed that the only way to deal with disasters 
was by public policy application of geophysical and 
engineering knowledge.

From the realization that people’s vulnerability is a key 
factor determining the impact of disasters on them, 
"vulnerability" emerged as the key theme and more 
and more emphasis was laid on using "vulnerability 
analysis" as a tool in disaster management.

In recent years, a more comprehensive approach 
called risk management has emerged. This approach 
has three distinct but inter-related components: hazard 
assessment, vulnerability analysis, and enhancement 
of management capacity.

Figure 1. Evolution of Human Poverty and Risk Management Paradigms
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at provincial and national levels do not capture the miseries of the poor and the
most vulnerable. Impact assessments capture only the formal and well-defined
sectors of the economy.

It is becoming clear that the nature of vulnerability of the poor is complex
and varied. Hence, reducing risk to the poor will require multidimensional
approaches and innovative institutional arrangements.

D. Integrating Poverty Reduction Programs with the Disaster
Management Sector: Some Approaches

There have been relatively few examples of systematic integration of
poverty reduction and disaster reduction programs. This section of the chapter
presents three approaches that have evolved over the last several years. First, is
the livelihood framework developed in the context of bilateral development aid.
Second is community-based disaster management, evolved in the disaster
management sector. Third, are specific financial instruments to deal with risk
transfer, encouraged by multilateral agencies. An integrated approach using the
three perspectives is best to address disaster preparedness and management.

1. Recognizing the Vulnerability Context of the Poor within the
Development Framework

A more holistic framework to assess the sustainability of livelihood
strategies adopted by poor people has emerged over the last few years. The
work of Sustainable Rural Livelihoods Advisory Committee of the British
Department for International Development (DFID) is a good example. The
Committee has designed a livelihood framework, which recognizes five
distinct elements of interactions that determine the degree of sustainability of
livelihood strategies of a particular community. These five elements are:
(i) Vulnerability context of poor people;
(ii) Their livelihood assets (human, social, physical, natural and financial

capital);
(iii) Transforming structures (government, private sector) and processes

(laws, institutions);
(iv) Livelihood strategies; and
(v) Livelihood outcomes.

This approach captures the dynamic, complex nature of people’s
vulnerability. The vulnerability context frames the external environment
including trends (population trends, resource trends), shocks (natural hazards,
disease outbreak), and seasonality (market prices, employment opportunities).
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This framework does not look at the vulnerability context in isolation, but links
it with transforming structures and processes. Practical application of such a
framework means that it not only describes the different aspects of people’s
vulnerability but also points to social, political and economic structures and
processes, transformations that would help reduce vulnerability, and thus help
insure sustainable livelihood for the poor.

Disasters adversely affect the livelihoods of poor people by damaging
their means of earning (destruction of the factory, loss of land due to erosion
in flooding, destruction of the shop) and/or tools (loss of draught animals,
plowing tools, etc). Mainstream disaster management responses frequently
neglect the rehabilitation of people’s means of livelihood. Families, who lose
their means of livelihood during a disaster, find their recovery from adverse
effects becoming more unlikely and their vulnerability to future disasters
increased. It is also assumed that if people have better sources of livelihoods
and higher incomes, they will spend more on disaster risk management in
order to save their property because, due to higher incomes, they have savings
to spend for this purpose. If, however, they do not have savings, spending on
disaster management becomes the lowest priority in comparison to the chronic
issues of survival. Diversity in the source of livelihoods is very important for
increasing people’s capacity to cope and recover. If a family, for example, has
two different sources of income, a tract of land and a shop, the family still has
the shop if it were to lose a draught animal or a crop. The family will obviously
be in a better position than a family that has only one tract of land and loses
the standing crop.

Investment in strengthening and diversifying the sources of livelihoods of
people in disaster prone areas can thus be an effective strategy for disaster risk
reduction in the long run. The Asian Disaster Preparedness Center (ADPC)
has been involved in such initiatives in various countries of the South Asian
region in collaboration with its partners.

2. Community-Based Disaster Management

Top-down management approaches were simply unsuccessful in
addressing the needs of vulnerable communities. A better understanding of
disasters and losses reveals that the increase in disaster occurrence and disaster
related loss is due to the exponential increase in occurrence of small and medium
scale disasters. As a result many feel it is important to adopt a new strategy, which
directly involves vulnerable people themselves in planning and implementation
of mitigation measures. This bottom-up approach has received wide acceptance
because communities are considered the best judges of their own vulnerability
and can make the best decisions regarding their own well-being.
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What is the community-based disaster management (CBDM) approach?
The aim of CBDM is to reduce vulnerabilities and strengthen people’s
capacity to cope with hazards. A thorough assessment of a community’s
exposure to hazards and an analysis of their specific vulnerabilities and
capacities is the basis for activities, projects and programs that can reduce
disaster risks. Because a community is involved in the whole process, their felt
and real needs, as well as inherent resources, are considered. It is therefore
more likely that appropriate interventions will be used.

People’s participation concerns both processes and content. The
community should be able to gain directly from improved disaster risk
management. This, in turn, will contribute to a progression towards safer
conditions, security of livelihood and sustainable development. This
underlines the point that the community is not only the primary actor but also
the beneficiary of the risk reduction and development process.

Some authors differentiate between community participation and
involvement. Community participation is generally taken to mean that a given
community takes responsibility at all stages of a program, including planning
and implementation. Community involvement refers to a ‘less than’ ideal
situation, where the community is asked to participate in a program that has
already been designed by someone else.

Implementation of CBDM points to the following essential features:
(i) The community’s central role. The focus of attention in long-term and

short-term disaster management must be the local community.
(ii) Disaster risk or vulnerability reduction as the foundation of CBDM. The

primary content of disaster management activities revolve around
reducing vulnerable conditions and the root causes of vulnerability. The
primary strategy of vulnerability reduction is to increase a community’s
capacities, resources and coping strategies.

(iii) Linkage to the development process. Disasters are viewed as unmanaged
development risks and unresolved problems of the development process.
CBDM should lead to a general improvement of the quality of life of the
vast majority of the poor people and of the natural environment. CBDM
contributes to people’s empowerment—to possess physical safety; to
have more access and control of resources; to participate in decision-
making that affects their lives; to enjoy the benefits of a healthy
environment.

(iv) Community as a key resource in disaster risk reduction. The community
is the key actor as well as the primary beneficiary of disaster risk
reduction. Within the community, priority attention is given to the
conditions of the most vulnerable as well as to their mobilization in
disaster risk reduction. The community participates in the whole process

13883-Asia.book  Page 487  Tuesday, December 11, 2001  11:54 AM



488 Chapter 13

of disaster risk management from situational analysis to planning to
implementation.

(v) Application of multisectoral and multidisciplinary approaches. CBDM
brings together the multitude of community stakeholders for disaster risk
reduction to expand its resource base. The local community level links up
with the intermediate and national and even up to the international level
to address the complexity of vulnerability issues. A wide range of
approaches to disaster risk reduction is employed.

(vi) CBDM as an involving and dynamic framework. Lessons learned from
practice continue to build into the theory of CBDM. The sharing of
experiences, methodologies and tools by communities and CBDM
practitioners continues to enrich practice.

Before implementing CBDM it is important to know who in the
community should be involved. The most vulnerable are the primary actors in
a community. The focus should be at the household level. As all individuals,
houses, organizations and services stand a chance of being affected, they
should all be involved. But before working on disaster risk reduction, differing
perceptions, interests, and methodologies have to be recognized and a broad
consensus on targets, strategies and methodologies have to be reached.

To enrich the community’s involvement in risk reduction, it is important
to first assess the risk with the help of the community. There are specific tools
and methods that can make the process of community risk assessment most
effective. Table 1 summarizes these tools.

Table 1. Tools of Community Risk Assessment

Tool Description

Review of secondary
data

Collection of relevant information from published or unpublished
sources

Direct observation Systematic observation of people and relationships, objects, events,
processes

Semi-structured
interviews

Informal discussions with the community members using a flexible
guide of questions—interviews, group discussions

Drama, role play and
simulations

Acting out a particular situation

Diagramming and
visualization tools

Drawing maps, diagrams, etc. to illustrate, analyze, make relations or
draw trends. Historical profile, mapping, modeling, transect, seasonal
calendar, institutional and social network analysis, livelihood/ class
analysis, problem tree, gendered resource mapping are some
examples of diagrammatic tools
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There are a number of strategies for community-based risk reduction:
(i) Self-insurance options:

• Reinforcing people’s existing livelihoods to increase or maintain
current level of production and income—draft animal dispersal,
irrigation (expansion, improvement in water management), soil
fertility improvement, and seed and livestock dispersal. This strategy
seems to be effective for internal refugees returning to their abandoned
lands, for former farm workers who cultivate and expand their
occupied lands, and in cases where irrigation systems can be
rehabilitated after earthquakes, floods and typhoons. The effect is that
the period of food shortage is reduced by several months.

• Reinforcing people’s coping strategies to reduce risks. This means
diversifying crops, the promotion and production of disaster resistant
and other indigenous crops. In this case, if one crop fails, the other will
survive.

• Strengthening social and organizational support structures, and
improving post-harvest facilities and storage methods. This will result
in increased reserves of food at household/community level; therefore
the number of food shortage months is reduced.

(ii) Conducting seasonally based action. Several disasters are seasonal in
nature. Effective methods to combat these disasters are develop seasonal
cycles of preparedness, such as planting of disaster resistant crops,
storage and post-harvest facilities, seed banks, and mobile resources.

(iii) Encouraging long-term investments, which are fallback resources in the
community. Examples are: forest reserves, planting of trees around the
house, establishment of village pharmacy, training of village health
workers, education or functional literacy, all of which are long term
investments. They reduce people’s long-term vulnerability. It involves
land use and management planning within the community.

Box 1. Bangladesh Urban Disaster Mitigation Project

Under the Asian Urban Disaster Mitigation Program (AUDMP) of ADPC, CARE
Bangladesh is implementing the Bangladesh Urban Disaster Mitigation Project (BUDMP).
The project will begin with the establishment of a community-based flood mitigation and
disaster preparedness system in the two demonstration project sites – the municipalities of
Gaibandha and Tongi. Through this process, the project aims to improve the capacity and
skills of the communities to manage the risks and apply mitigation skills in the urban areas.
It is expected that the best practices and lessons learned from the two demonstration project
sites will be replicated in other municipal areas of Bangladesh.
Source: AUDMP Briefing Notes (2000) and ADPC Web Site.

13883-Asia.book  Page 489  Tuesday, December 11, 2001  11:54 AM



490 Chapter 13

(iv) Strengthening social and organizational support structures to establish a
community spirit of cooperation, through organizational development
and management, counter disaster planning, disaster response committee
formation, leadership training, functional literacy, day care services, etc.
These support mechanisms help in terms of better decision-making and
managing community wide activities for evacuation and emergency
response.

(v) Making health and sanitation services available at the community level,
through capacity building of the community workers: make first aid,
mother and child care, supplementary feeding for malnourished children,
promotion of low cost nutrition food, education and awareness
generation for better hygiene and sanitation conditions. These will reduce
risks of disease and epidemics.

(vi) Conducting advocacy and information campaigns to press government,
from the local to the national level, continually regarding policies and
issues that affect the local food security and nutrition situation and/or that
form a barrier to solve the problems. It would stop external threats.
Harmful policies and action are blocked.

Box 2. Community Based Flood Mitigation Project in Cambodia

The Community-Based Flood Mitigation and Preparedness Project (CBFMP) was initiated
in 1998 as an effort to reduce the vulnerability of rural villagers to natural disasters. The
CBFMP project's objective was to establish sustainable, replicable nongovernmental
mechanisms for disaster mitigation and preparedness.
The CBFMP program required that several agencies collaborate to oversee and implement
the program, including a number of donor agencies that participated on a financial basis in
order to ensure the completion of individual projects in the selected communities of the
three provinces (Kandal, Prey Veng, and Kompong Cham).
Each community relied on traditional community processes in order to complete their
respective projects. These processes involved village leaders, Wat committee members,
monks, and village elders taking advisory and/or organizing roles in order to mobilize
community resources. However, the main constraint that faced each community in their
effort to complete their respective flood mitigation projects was with respect to the
community's scarcity of material and financial resources.
Thus, for each of the flood mitigation projects in each community, a large proportion of the
financial support had to come from outside the community. The cost-sharing funds were
obtained from a variety of NGOs/donor agencies operating in Cambodia. None of the
communities had previously received any form of financial aid for a project of this nature.
This served as new experience for the CBFMP participants.

Source: AUDMP Briefing Notes (2000) and ADP Web Site
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3. Risk Transfer and Finance

Appropriate public policy interventions are very important for reducing
socioeconomic vulnerabilities. Increased access to resources, increased
employment opportunities, increasing macroeconomic stability, and other
conscious policies made to improve quality of life, are necessary. Households
may access the risks pools through a variety of formal and informal
arrangements, which are determined by the nature of the risks and transaction
costs associated with drawing on the pool (Kreimer, et al., 2000). Improved
and innovative financial instruments that provide households access to
financial resources and thus help in reducing, sharing and transferring of risks
are important. Options are:
(i) Mitigation/vulnerability reduction fund: Emergency funds usually given

to households after a disaster should be used to reduce risks. It can be
used to subsidize insurance in an area or encourage reinsurance.
Governments can withdraw this facility once the situation has improved
and the insurance companies can manage the risk exposure.

(ii) Self-insurance: Households can take a conscious decision to share some
risk of loss. By agreeing to share losses, individuals and companies
become conscious of the need to implement mitigation measures.

(iii) Group-based insurance programs: A group based insurance program can
enlarge a risk pool and provide insurance at an affordable price.
According to Kreimer, et al. (2000), a large number of policy holders (a)
reduces the potential of adverse selection—in which claims are higher
than expected because only high risk households purchase the insurance
and (b) increases the likelihood that the variance of actual claims will be
closer to the expected mean used in calculating premiums. Other
advantages of group insurance are that it is faster to get membership by
insuring groups rather than individuals, it also reduces the cost of

Box 3. Kathmandu Valley Earthquake Risk Management Project

The Kathmandu Valley Risk Mitigation Program, being implemented as a part of Asian
Disaster Preparedness Center’s Asian Urban Disaster Mitigation Program by Nepal Society
for Earthquake Technology and Geo Hazards, has also focused on enhancing the safety of
rural and urban communities by retrofitting and reconstructing vulnerable school buildings.
The project involves active participation of community members in vulnerability
assessment and in local masons, traders and the local development committees in
construction. Involvement in this project promotes the message of the need for seismic
strengthening of all vulnerable buildings and develops the skills of masons and technical
personnel in how to build safer buildings.

Source: AUDMP Briefing Notes (2000) and ADPC Web Site.
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administration, it provides appropriate mitigation incentives to the
community—people come together and initiate improvements in their
physical surroundings in order to qualify for the insurance.

(iv) Microcredits: Microfinance and rural banks are important sources of
credit for the poor. However such an institution may be overwhelmed
with credit demands at the time of a disaster.

(v) Informal credit markets: These credits are repaid based on a random
schedule of production. Free flow of information in this informal system
helps in the process of scheduling repayments, fixing interest rates and
plays a direct role in insuring against the risk. This system is effective at
protecting households from risks but not at the village level.

(vi) Natural disaster insurance: Disaster insurance spreads the risk over a
larger group, provides better-cost efficiency, discriminates between the
needs of the different insured people, encourages loss reduction measures
as a condition of insurance, and it also monitors the activities of the
insured.

E. ADB’s Role in Disaster Management and Mitigation

The Asian Development Bank (ADB) has been in the forefront in
recognizing the adverse impact of disasters on development. It has played a
pioneering role in promoting the incorporation of disaster reduction in
development planning. Loans extended by the ADB in the area of disaster
mitigation and post-disaster rehabilitation was over US$2 billion (at real 1997
prices) during the ten-year period from 1988-1998. Additionally, the ADB has
made more than 30 disaster-related technical assistance (TA) loans/grants. The
Asian Disaster Preparedness Center (ADPC) has been associated with two
regional technical assistance and one national grant. The first regional
technical assistance studied disaster management practices in selected
developing member countries (DMCs), organized a seminar and published
two relevant handbooks.1 The regional technical assistance supported the
institutional strengthening of ADPC in Uttar Pradesh and Uttaranchal.

1. Asian Development Bank, ADB 1991a. Disaster Management: A Disaster Manager’s
Handbook. Asian Development Bank, ADB 1991b. Disaster Mitigation in Asia and the
Pacific. Asian Development Bank, ADB 1991c. Disaster Mitigation: The Role of the Asian
Development Bank.
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F. Community-Based Disaster Risk Reduction Process

Community-based disaster management is a risk reduction measure. The
disaster risk reduction process has six sequential stages, which can be
operationalized before a disaster occurs or after one has happened to reduce
future risks. Each stage grows out of the preceding stage and leads to further
action. Together, the sequence can build up a planning and implementation
system, which can become a powerful disaster risk reduction tool. The system
or the process is presented in Figure 2. The stages in the risk reduction process
are as follows:
(i) Initiating the disaster risk reduction process
(ii) Community Profiling
(iii) Community Risk Assessment
(iv) Community Risk Reduction Planning
(v) Implementation and Monitoring
(vi) Evaluation and Feedback

Box 4. Strengthening Disaster Management in Uttar Pradesh and Uttaranchal

This project supported by ADB, and implemented by the ADPC, assesses the strengthening
of disaster management and mitigation in two of the largest Indian states, Uttar Pradesh and
Uttaranchal. This ADB project, initiated under post-disaster assistance following the
Chamoli earthquake in 1999, is focused on advising the two state governments in
developing new institutional arrangements, developing state and district level disaster
management and mitigation plans, and a statewide Disaster Management Information
System. The project is a pioneering new initiative by the ADB in proactively promoting
disaster reduction measures in anticipation of future disasters and represents an innovative
and exemplary new direction in development assistance funding. Seminal ADB papers on
its role in disaster mitigation and its experience of post-disaster rehabilitation have focused
on important future directions for donor interventions in the field of disaster management.
There is a clear need for donor’s continued involvement in this field, and to improve the
performance of its loans for this purpose. Longer-term post disaster reconstruction
programs should go beyond the current interventions and be aimed at vulnerability
reduction. Such programs should have broad sectoral/structural objectives and be well
integrated into the long-term development programs of DMCs, thus benefiting from
detailed planning studies and effective institutional support.
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1. Initiating the Disaster Reduction Process

How does a community get started with the disaster risk reduction
framework? In some cases, several community members or an organization in
the community approaches an intermediary organization for assistance after
experiencing a disaster or in preparing for an impending disaster threat. NGOs,
disaster management agencies, the government and other intermediary

Stage 1: Involvement
• Request for assessment from within or from vulnerable communities
• Identification of threats and vulnerability to them by intermediaries
• A hazard event or disaster that highlights the need for assistance
• Knowledge of disaster management, resources and community by

intermediary organizations
• Knowledge of local situations, processes and systems

External
Involvement

To reach an understanding of a community, its developmental position
and the content upon which disasters will impact. To include
identification of:

• Social groups
• Cultural arrangements
• Economic activities
• Spatial characteristics

The aim of this diagnostic process is to balance known risks against
available resources.
• Hazards mapping
• Vulnerability assessment = The size of the problem and
• Resource assessment opportunities to deal with

• Preparedness measures
• Risk reduction measures
• roles, responsibilities, schedules, inputs

Community
Involvement

Stage 2: Community Profiling

 Stage 3: Community Risk Assessment

 Stage 4: Detailing Formulation of Counter Disaster Plan

 Stage 5: Implementation and Monitoring

 Stage 6: Evaluation and Feedback

Figure 2. Community-Based Risk Reduction Planning Process
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organizations such as national or regional level people’s organizations can play
a key role in initiating the process of community-based disaster management.
They either respond to requests coming from vulnerable communities or
identify vulnerable communities where disaster risk reduction programs
should be prioritized.

Criteria for the prioritization of vulnerable communities may include the
following: most disaster prone area; most vulnerable to a particular hazard;
least served by the government and/or NGOs; and additional considerations
such as possibility of replication or spread effects of the program to
neighboring communities, presence of existing development projects or
community partners. In many instances, a probable hazard event or disaster
threat can be turned into an opportunity to start a community-based disaster
management program. When the knowledge, skills and experiences in disaster
risk reduction, which are in communities are systematized and disseminated,
there will be more community-to-community sharing on how to get started and
implement community-based disaster management.

2. Community Profiling

Community profiling involves building up a picture of the nature, needs
and resources of a community with the active participation of the community.
It is an important preliminary step in any planning process, especially when
outsiders (intermediary organizations) are involved. It usually involves
building rapport/ trust with the community through interaction and gathering
basic information or the surfacing of the general community profile. It leads to
an understanding of the community’s development position and the context
upon which disasters will impact. Basic elements of a community profile will
include the following: social groups, cultural arrangements, economic
activities, spatial characteristics, vulnerable households and groups.

3. Community Risk Assessment

Community risk assessment is a diagnostic process to balance known
disaster risks against available resources. Through the risk assessment process,
the community comes to a common understanding of its disaster risks. The
size of the problem as well as the resources and opportunities involved are
identified and analyzed. Community risk assessment has four components as
follows:
(i) Hazard assessment
(ii) Vulnerability assessment
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(iii) Capacity assessment
(iv) People’s perception of the risks

4. Formulation of Disaster Risk Reduction Plan

Preparedness and mitigation measures to reduce disaster risks are
identified. These risk reduction measures are not necessarily big projects. The
important point is to start off the risk reduction process through community
mobilization based on existing capacities and resources within the
community’s immediate reach. Overall objectives, strategies are translated to
operational plans and activities. Responsible people, timetable, resources
within and outside the community needed to turn the intent of the plan into
reality are identified. Community targets in undertaking preparedness and
mitigation measures in terms of particular capacities increased and
vulnerabilities decreased are also identified.

At the planning stage, agreements with intermediary organizations are
formalized regarding their supports in the risk reduction plan implementation
and their expectations/requirements of resources, which they commit to
mobilize. Outsiders are usually expected to assist the community in the
following areas: (i) community capability building through training and
education activities and materials; (ii) resource mobilization to supplement the
community’s efforts to generate resources to realize the risk reduction plan;
and (iii) facilitate linkages with concerned government agencies and NGOs to
access information, resources, etc.

5. Implementation and Monitoring

The formation and/or strengthening of community disaster management
machinery is usually helpful in the implementation of the risk reduction plan.
A wide range of organizational arrangements vital in implementation of the
plan include the following—a committee of an existing community
organization, a disaster volunteer team, a community organization, a project
management committee, a network of community organizations for disaster
management, etc. Besides monitoring the progress of the plan implementation,
this core group motivates the community through translation of plan objectives
and targets into disaster reduction activities. This group also amends targets
and plans, when necessary, to keep on course with set objectives to reduce
vulnerabilities and increase capacities in the immediate and long-term.
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6. Evaluations and Feedback

Evaluation is concerned with the effects of the risk reduction measures in
terms of reducing the vulnerability situation of the community. If vulnerability
has not been significantly reduced, the reasons for this are analyzed. The
significance of building on existing capacities and those, which have been
actually increased, are also analyzed. It is concerned with the difference the
results of the risk reduction measures have made to the community situation
and its overall quality of life. Lessons are drawn and best practices are shared
with other groups and communities to promote the CBDM framework and
strategy.

Table 2. Community-Based Disaster Mitigation: From A Management Perspective

Management Characteristics Linking Services Characteristics

Planning • Conduct their own
situational analysis
(PLA and other
tools)

• Chart their goals,
objectives/ vision

• Develop their own
plans

• Community
organizing

• Training and
education

• Public awareness
• Networking and

coordination
• Advocacy

• Develop
participatory tools

• Act as animator/
facilitator

• Orientation is based
from the people

Implementation • Design and
implement projects

• Organizational/
group growth and
Development

• Collaboration and
partnership

• Conflict resolution
and negotiations

• Program and
technology
development

• Resource allocation
and distribution
(human, financial,
technology and
material)

Monitoring and
Evaluation

• Develop community
indicators and tools
to measure

• Meeting
expectations

• Area for
improvement

• Action reflection
praxis

• Impact indicators
and tools to measure

13883-Asia.book  Page 497  Tuesday, December 11, 2001  11:54 AM



498 Chapter 13

G. Community-Based Disaster Risk Assessment

1. Disaster Risk Assessments

Risk is the probability of something happening in the future, which has a
negative consequence. It is a prediction of suffering harm or loss or of meeting
danger. Although disaster risk is sometimes taken as synonymous with hazard,
it has an additional implication of likelihood of a particular hazard to occur and
cause damage or loss to a vulnerable community or group. Disaster risk (or
recipe for disaster) has been presented by Ward, 1999 as follows:

Manageability here stands for the degree to which a community can
intervene and manage a hazard in order to reduce its potential impact. This
implies that based on people’s perception of their disaster risk, they are able to
make decisions to adapt to, modify or ignore the risk. Manageability is
synonymous to capacity so we can substitute to have the following disaster risk
formula:

Risk assessments have traditionally been done by economists, scientists
and experts in insurance companies, government agencies on agriculture,
environmental management, health, public works and highways, etc. who are
concerned with estimating probable damages and proposing mitigation
measures based on cost-benefit analysis. The outputs of CBDM disaster risk
assessment are also quantitative estimates of probable loss of life, damage to
property and the environment. Based on the criteria developed by the
community, the risk measurement is then summarized as severe, moderate and
minor or high, medium and low.

Risk assessment is an appraisal of the kinds and degrees of threat posed
by a hazard. It includes hazard identification, the measurement of its threat and
understanding the social meaning of such measurements. The key questions
answered in risk assessment are the following: “What hazardous events may
occur?” “What is the probability of each event?” “What is the loss created by
each event?” “How important is the estimated risk?” Risk assessment is an
integral component of the process by which individuals, communities and

Disaster Risk =
Hazard x Vulnerability

Manageability

Disaster Risk =
Hazard x Vulnerability

Capacity
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societies cope with hazards. The figures below show the conventional risk
assessment process.

Community Risk Assessment is a participatory process of determining
the nature, scope and magnitude of negative effects of hazards to the
community and its households within an anticipated time period. It determines
the probable or likely negative effect (damage and loss) on “elements at risk”:
people (lives and health); household and community structures, facilities and
services (houses, schools, hospitals, etc.); livelihood and economic activities
(jobs, equipment, crops, livestock, etc.); lifelines (access roads and bridges)).
Why particular households and groups are vulnerable to specific hazards, and
why others are not, are also analyzed. The coping mechanisms and the
resources (capacities) present in the community are also essential
considerations in community risk assessment.

Participation of community members is an essential component of
community based risk assessment that determines the methodologies and tools
used. Community risk assessment combines both scientific and empirical data
concerning known hazards and other possible threats to the community.
Although indigenous knowledge is vital, scientific data is especially important
in a situation when the community has not yet experienced the hazard.

Figure 3. Community Risk Assessment
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2. Purpose and Components of Community-Based Disaster Risk
Assessments

Community Risk Assessment provides a systematic process for
identifying, estimating, and ranking community risks. Community Risk
Assessment contributes to the community’s awareness about potential risks.
This is usually the contribution of outsiders who bring with them scientific and
technical information on hazards which the community has not experienced
before. Community Risk Assessment is an essential precursor to a bottom up
decision-making process for development policies, strategies, plans, programs
and projects in disaster risk reduction. More specifically they help to:
(i) Prioritize the community’s risks which need to be reduced. The

community has to address all its disaster risks but its actions and
resources can be prioritized based on the frequency, extent of damage and
other considerations that the community members decide on.

(ii) Ensure that the risk reduction is going to be adequate and appropriate.
Risk reduction planning should incorporate a balance between
preparedness and long-term mitigation measures.

(iii) Ensure that risk reduction will be cost effective and sustainable. In many
situations, the viable track to reduce vulnerabilities is through increasing
the community’s capacities. Existing material, social and attitudinal
capacities should be built and areas and strategies for capacity building
should be identified. The impact of various preparedness and mitigation
measures on risks in the immediate and in the long-term can also be
compared.

(iv) Identify external resources. What are the risk reduction strategies to
address vulnerabilities, which the community cannot address on its own?

(v) Have a yardstick to assess whether the community is succeeding in
reducing risk. Community risk assessment provides indicators to
measure changes in people’s vulnerability over time.

Community members and outsiders may have different perceptions of the
community’s disaster risks. The community risk assessment process provides
a venue to come to a common understanding of local risk scenarios.
Community Risk Assessment provides the community and support agencies
with disaster specific baseline data that can be integrated in a situational
analysis for development planning purposes. Community Risk Assessment
provides support agencies with information that can be used for “intelligent
and informed estimates” in order to draft emergency appeals (even when the
community is inaccessible during the emergency period). Furthermore, it
provides the community and support agencies with baseline data which is
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useful in doing the ‘damage, needs, capacities assessment’ of the community
for emergency response purposes.

As can be seen from Table 3, a community based risk assessment has four
main interrelated steps as follows:
(i) Hazard assessment: determines the likelihood of experiencing any

natural or human-made hazard or threat in the community. Assessment
includes the nature and behavior of each of the hazards the community is
exposed.

(ii) Vulnerability assessment: identifies what elements are at risk and why
they are at risk (unsafe conditions resulting from dynamic pressures
which are consequences of root or underlying causes).

(iii) Capacities assessment: identifies the people’s coping strategies;
resources available for preparedness, mitigation and emergency
response; who has access to and control over these resources.

(iv) People’s perception of risk: identifies the perception of risks of the
heterogeneous groups and sectors, which make up the community;
measurement of the community’s disaster risks based on peoples
perception.

Table 3. Example of Hazard, Vulnerability and Capacity Assessment of an Upland
Community in the Philippines

Source: ADPC, 2000. Community Based Disaster Management, Trainer’s Guide (M3-01)

Hazard
Assessment

Vulnerability
Assessment

Capacity Assessment People’s Perception of
Risk

• Drought 1997–
1998 due to El
Niño; erratic
rainfall

• Rat infestation
during the
drought period

• Epidemic of
malaria during
drought period

• “Militarization”
1995–1996;
bombing in
villages

• Steep terrain
• Deforestation
• No irrigation
• Lack of farm tools

and working animals
• Lack of basic

services
• One harvest of corn

per year
• Children are

malnourished
• Chronic food

shortage
• Dependent on “slash

and burn” technique
• Military claims area

as their exercise
terrain

• Neglected by
government

• Isolated from outside
world

• Strong social network to rally
on in times of crisis

• Knowledge/skills to find and
prepare wild crops

• High motivation to learn new
farming techniques

• Some farmers shifted already
to permanent farms with
contour lines

• Despite seasonal migration of
male, they fulfill their
obligations to the CBOs.

• Community organization set up
rules for “slash and burn”
practices to avoid further
deterioration of forest

• Strong network of community
organizations to defend land
against military claim

• Contact with supporting
human rights NGOS and media

• Although the military is
still present in the area
(threat still exists), the
people regard drought
as the major hazard.
Even in normal times
they face food shortage.
Drought and its
secondary hazards
further undermine the
basis for their survival.

• Food shortage is
identified as their main
problem. Any hazard
worsens the ability to
recover their livelihood.
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The results of the Community Risk Assessment is then summarized in
tabular form using the Hazard Capacity Vulnerability Analysis. A sample of
the summarized result of the community risk assessment process is shown in
Table 3.

H. Conclusion

Over the past two decades poverty reduction programs as well as disaster
reduction programs have gone through a paradigm shift. Both have moved
towards establishing stronger linkages with sectoral issues. However, there
have been relatively few examples of effective, systematic and long-term
integration between disaster reduction and poverty reduction programs,
despite obvious opportunities for integration of the two. This will require more
research on the nature of linkages between poverty and vulnerability in
different social, political, economic and hazard-specific contexts. The ensuing
understanding should lead to the development of specific frameworks and
methodologies for integration of poverty and disaster reduction programs. At
present, livelihood frameworks that recognize people’s vulnerability context,
community-based disaster management approaches, and risk transfer and
finance mechanisms, are some of the approaches that can be used for this
integration. In the coming years, poverty reduction and disaster reduction
programs will have to develop innovative, multi-dimensional, inter-sectoral
approaches to mutually support each other.
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Chapter 14 – Child Protection:
Theoretical Background1

P. I. Crawford

A. Introduction: Child Protection. Cost or Investment?

overty reduction is the overarching goal of the Asian Development
Bank (ADB). Social protection is one of the three components of that
mission. While children and youth are undoubtedly already included
in many sectoral programs, most notably health and education, this

and the following two chapters show that investing specifically in child
protection under the umbrella of social protection may prove to be one of the
most efficient and sustainable steps to take in the struggle against poverty.
Investment in children, for example through providing access to basic
education, is closely linked to long-term poverty reduction. Targeting children
and youth in human capital development and creating employment
opportunities for this vast segment of the Asian and Pacific population will
help developing member countries (DMCs) make use of one of their most
important resources for equitable development and economic growth.

An educated, skilled and socially cohesive society is critical to
sustainable development. The ultimate responsibility of government is the
long-term development of the country, and good governance starts by paying
attention to future citizens—a nation’s children and young people. It is the
responsibility of government to guarantee that young people have the life and
livelihood skills to ensure that society persists. Social sustainability requires
healthy populations for current and future economic growth. In critical areas
of child protection, such as health, education, early childhood development,
child labor and children in adversity in general, there is a need for a wide range
of interventions that incorporate both preventive and curative measures.
Investment in children in these key areas represents only a small proportion of

1. The author acknowledges the inputs of Dr. Judith Ennew (Cambridge, UK) into Chapters 14
and 15. Her contribution truly assisted to develop the chapters.

P
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national budgets, compared most notably with expenditure on defense. There
is ample evidence that even limited investments promote better health and
education outcomes for children, bringing considerable future benefits to
society as a whole (Box 1).

In developing Asia, as in the rest of the developing world, there appears
to be a widening gap between the consensus that basic social services are ‘the
building blocks of human development’ and the reality of spending on these
services. The human cost of this shortfall, estimated to be a global total of
US$80 billion a year, is infant and early childhood deaths, educational wastage
and the lifelong disadvantages and lowered productivity that result from
childhood malnutrition (Mehrotra et al., 2000).

These considerations are particularly apposite in Asia, where up to half
the population is under 25 years of age. Dependency ratios for child/adult
populations are far higher than those calculated for adult/elderly as can be seen
in the dramatic differences between Tables 2 and 3. It is important to note that
Table 2 shows only the child population less than 15 years of age. Under 18
years, following the United Nations Convention on the Rights of the Child
(CRC), is the definition now used in virtually all child programming by
intergovernmental organizations and international nongovernmental
organizations (NGOs), as well as being agreed to by states party to the CRC,
which means all Asian and Pacific countries. Thus, according to current
international custom, the difference between child dependency and adult
dependency ratios is even more acute than shown in Tables 2 and 3, especially
in developing South and Central Asia.

Box 1. Prevention versus Cure

Figures are from the USA and the situation will vary considerably from country to country.
That will, however, not affect the overall principle.

$1 on childhood immunization OR $10 in later medical costs

$1 on comprehensive prenatal care for
women

OR $3.38 in later health costs

$1 for quality preschool education OR $4.75 for later special education,
crime, welfare, and other costs

Source: Children’s Defense Fund. 1991. The State of America’s Children. Washington, DC

13883-Asia.book  Page 504  Tuesday, December 11, 2001  11:54 AM



Child Protection: Theoretical Background 505

a Includes Brunei Darussalam, Cambodia, People’s Republic of China, Cook Islands, Fiji Islands,
Indonesia, Kiribati, Democratic People’s Republic of Korea, Republic of Korea, Lao People’s
Democratic Republic, Malaysia, Marshall Islands, Federated States of Micronesia, Mongolia, Myanmar,
Nauru, Niue, Palau, Papua New Guinea, Philippines, Samoa, Singapore, Solomon Islands, Thailand,
Tonga, Tuvalu, Vanuatu, Viet Nam.

b Includes Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, Sri Lanka
Source: UNICEF, 1999, State of the World’s Children, 2000, Oxford, UNICEF.

Table 1. Regional Comparisons of Basic Child Indicators Compared to Government
Spending

Region Mortality Rate

Central
Govern-

ment
Spending
on Health

%

Net Primary school
Enrolment Ratio

1990-96 (%)

Central
Government
Spending on
Education

(%)

Central
Govern-

ment
Spending

on De-
fense
(%)

1960 1998 Male Female

South Asiaa 239 114 2 65 50 4 17

East Asia &
Pacificb

201 50 2 99 99 11 14

Industrialized
Countries

37 6 13 97 97 4

World 193 86 11 88 84 6 9

Table 2. Child Dependency Ratios (Age 0-14), 2000-2015

Region 2000 2005 2010 2015

Developing Asia 47 42 38 35

East Asia 40 35 32 30

South Asia 56 51 45 41

Central Asia 56 49 43 40

Pacific 64 60 56 52

Source: UN World Population Prospects, 1999 (medium variant projections)
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High child/adult depend-
ency ratios indicate the need
to provide social protection
for the young, such as mother
and child health care and im-
munization programs, which
are essentially preventative,
as well as education, social
assistance, early childhood
development programs and
appropriate childcare for
working mothers. This con-
trasts with provision for the
elderly, which includes pen-
sions, geriatric medicine,
hospitals, hospices, and sup-
portive living schemes, as
well as palliative and cura-
tive medical care. Because

children have not contributed to social protection schemes, and children of the
poor are particularly cut off from such benefits (including social assistance),
they are frequently and misleadingly perceived to be a net cost to society. Ed-
ucation is often regarded as a privilege, rather than a right as well as a solid
social investment, and seldom perceived as the work children do to improve
their future productivity in the labor force. Childless adults may complain
about making contributions to schemes that benefit the children of others—es-
pecially poor children in large families. On the other hand, in many cultures
children are perceived as being in themselves a form of social insurance and
social protection.

Table 3. Old-age Dependency Ratios (65+), 2000-2015

Region 2000 2005 2010 2015

Developing Asia 9 9 10 11

East Asia 9 10 11 12

South Asia 8 8 8 9

Central Asia 9 10 9 9

Pacific 6 6 6 7

Source: UN World Population Prospects, 1999 (medium variant projections)

Box 2. The Benefits of Investing in Children

Many countries have free primary education, as
well as free or very low cost health services for
children, especially for preventative and primary
care. Sri Lanka, for example, introduced free
health services in 1948, following the introduction,
three years earlier, of free and compulsory basic
education. Though the quality of public education
and malnutrition remain problems in the country,
social indicators for both women and children have
improved markedly in subsequent years, and they
are far higher than corresponding levels in other
countries in South Asia. Serious problems remain,
but basic indicators on age of marriage, health,
literacy and family planning are in sharp contrast
with those of other countries in the region.

Source: Himes, J. 2000. In Petren, A. and J. Himes
(eds.), Children’s Rights: Turning Principles into
Practice, 82-83.
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The CRC has had two consequences of particular relevance in the context
of planning social protection for children. In the first place it has led to the
recognition that it is necessary to take an integrated, intersectoral approach to
child-related policies. In the second, it entails considering a broader range of
information about children than has usually been the case, going beyond health
and education statistics to data on child abuse and exploitation, as well as on
the civil and political rights of children. This results in the need for more and
better information about children in order to target and monitor the impact of
policies and programs. In addition, the extension of the definition of childhood
beyond infancy and primary school age groups has led to United Nations
Children’s Fund (UNICEF), among other global child welfare agencies, taking
a life cycle approach. The cycle begins with conception and pregnancy, and
then focuses on the developmental stages of childhood (infancy, early
childhood, middle childhood, adolescence). From there it considers the
particular needs and rights of youth and early adulthood, with an emphasis on
both labor force participation and reproductive health leading to successful
parenting. Thus the cycle begins again, but appropriate investment in earlier
cycles means that, over time, indicators should show successive improvements
in such factors as health and productivity.

There is ample evidence that a focus on children is relevant not only on
the basis of the rights of the child, as laid out in the CRC, but also because of
the cost benefits of long-term investment in children in terms of overall
improvement of the economy. Furthermore, a great many of the most serious
problems affecting children, and thus their ability to develop to their full
potential as contributors to the economy, are preventable at an extremely
limited cost. This is overwhelmingly the case in, for example, the area of
nutrition and ante- and postnatal childcare.

The ADB under a regional technical assistance program—conducted in
collaboration with UNICEF—thus analyzed the costs of malnutrition and the
benefits of improved strategies to eliminate malnutrition in seven countries in
Asia (see also chapter 16).2 Using weight-for-age data it was estimated that
low-income Asia accounted for almost three quarters of the world’s
malnourished children or approximately 125 million out of 167 million
worldwide in 1995, indicating that despite declining figures, South Asia and
Southeast Asia have the highest rates of child malnutrition in the world.
According to the study, malnutrition is associated with 2.8 million child deaths
per year in low-income Asia or the equivalent of 51 percent of all child deaths

2. ADB-UNICEF, 1999, A Joint Regional Technical Assistance Project: Reducing Child
Malnutrition in Asian Countries. The countries included were Bangladesh, Cambodia, India,
Pakistan, People’s Republic of China, Sri Lanka and Viet Nam.
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(Horton, 1999). The impact this has on the potential for economic growth in
the region is, needless to say, profound and, taking into account that most cases
of malnutrition are relatively easily and cheaply preventable, becomes almost
unfathomable.

As the study shows, the economic costs of malnutrition, which severely
affects the mental and physical development of children and very frequently
leads to intergenerational impacts, are very high indeed (Horton, 1999; Mason
et al., 1999). Malnutrition severely affects the cognitive ability of children
affecting their adult life. The physical ability to perform, for example, manual
labor in adults may be caused by malnutrition in their childhoods. The most
common and serious examples of malnutrition are protein-energy malnutrition
(PEM), iodine deficiency (leading to e.g., goiter), Vitamin A deficiency
(leading to e.g., night blindness) and iron deficiency (leading to e.g., anemia),
all of which may be prevented at a relatively low cost. The micronutrient
deficiencies, for example, may be drastically reduced through cost-effective
nutrition interventions such as food fortification, iodizing salt, and
supplementation (e.g., iron to pregnant women and Vitamin A to children).

Table 4. Estimates of Excess Mortality Attributable to Malnutrition (in thousands)

Country

Child Deaths
per Year

No. Due to
Moderate/Severe

Malnutrition

Maternal
Deaths/Year

No. Due to
Anemia

Bangladesh 327 215 24.3 5.6

Cambodia 63 39 33.0 7.6

PRC 970 287 19.6 4.5

India 2,810 1,730 139.3 32.0

Lao PDR 30 17 1.5 0.3

Nepal 95 51 12.5 2.9

Pakistan 687 367 17.1 3.9

Sri Lanka 6 3 4.0 0.9

Viet Nam 92 53 33.0 7.6

Total 5,080 2,762 284.3 65.3

Source: Horton, S., 1999.
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The malnutrition study thus
provides an excellent example
of how a very costly problem
can be eliminated or drastically
reduced through a relatively
limited investment. The cost of
the effects of malnutrition over
the life span of a child is esti-
mated to typically cost a low-
income country at least three to
four percent of the annual gross
domestic product. The cost-ef-
fectiveness of a number of nu-
trition interventions measured
in terms of disability-adjusted
life years (DALY) or healthy
years of life saved are among
the most cost effective interven-
tions overall. A number of such
interventions, e.g., breast-feed-
ing promotion, salt iodization,
fortification of sugar with Vita-
min A, semiannual mass doses
of Vitamin A, iodine injections
for pregnant women, and daily
oral iron for pregnant women,
cost less than US$25 per DALY
saved, thus ranking alongside

immunizations and some of the best primary health care services in cost-effec-
tiveness. The cost per beneficiary per year is thus very low, e.g., less than one
US dollar for micronutrient interventions. From a cost/investment perspective
the ADB/UNICEF study clearly demonstrates the advantages of interventions
in the area of nutrition and early childhood development, reiterating that pre-
vention is always better than cure.

While the ADB/UNICEF study underlines the economic aspects of
nutrition interventions in particular, there are general indications that investing
in children is an important aspect of social protection overall. Even in an area
where this has been disputed, child labor, there are economic arguments that
count. Some scholars and practitioners have argued that putting too much
emphasis on eliminating child labor would have an adverse effect due to the
indisputable significance of child labor in many household economies.

Box 3. Noninvestment in Children: Microlevel
Outcomes

A longitudinal nutritional study of rural boys near
Hyderabad, India, provides one of the few
scientific studies of the effects of work in
childhood. The 700 boys in the follow-up group
were adolescents or young adults by the mid
1980s. Those children who worked in childhood
were normally engaged in agriculture, with or
without their families from the age of around 10
to 14 years. After 14 they sometimes worked as
helpers in small-scale industries and hotels. One
fifth worked for wages in childhood and their
heights and weights in adulthood compared to
children who worked with their families and non-
working school children formed 'clear cut'
nutritional groups: working children lost
considerable ground and suffered significant
growth deficits, those who worked with their
families lost less than those who worked for third
parties. Longer-term effects for these boys were
that as smaller adults in an agricultural society
they would produce less and earn less.

Source: Sayanarayana, K.T., P. Krishna and B.S.
Narasinga Rao, 1987, “Effects Of Early Childhood
Under nutrition And Child Labor On Growth And
Nutritional Status Of Rural Indian Boys around
Hyderabad”, In: Human Nutrition: Clinical Nutrition,
40 C, p. 138.
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However, there is evidence that children’s premature and extensive
involvement in often even hazardous labor conditions may have a short-term
impact on families’ ability to cope but, on the other hand, may have a profound
detrimental effect on children’s long-term contribution to the household
economy since it prevents children from accumulating human capital and
having higher earnings later in life (Fallon and Tzannatos, 1998). This may
have an impact on the national economy in that children have not had the
chance to develop their skills and qualifications, maintaining them as unskilled
workers unsuitable for the labor market, thus leading to lower rates of
productivity growth adversely affecting economic growth. One finds no need
to mention the adverse effect this may have on poverty reduction. Child labor
may in a sense be regarded as, among other aspects, the failure of capital
markets, leading to the families being unable to pay for their children’s
education—not even by borrowing—although the long-term benefits are
obvious. The cost effectiveness of working with children and youth thus
presumably covers all the areas mentioned below and in itself emphasizes that
there are solid economic reasons to invest in children apart from the obvious
reasons related to their rights in a narrow legal sense. One may argue that
basing child protection programming on children’s rights is as much due to the
economic sense it makes as to the moral and legal issues with which it is
normally linked.

B. Role of Child Protection in Poverty Reduction: A New Paradigm?

While child protection is but one aspect of poverty reduction, it is
generally understood that one must distinguish between, on the one hand, child
protection in a wide sense of the term, in which protection encompasses all
interventions needed by a society to contribute to the overall development of
the child to its fullest potential, in the best interest of both the child and society,
and, on the other, the narrower sense in which society through good
governance must provide the protective measures needed to ensure that the
child is protected from all forms of abuse and exploitation.

With the ratification of the CRC agencies working with children, most
governments and international organizations have an overall framework for
the implementation of children’s rights (UNICEF, 1998) in ways that cover the
three key areas of provision, protection, and participation, often described as
the three Ps.
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One of the overriding principles of the CRC is the best interest of the
child (Article 3 of the CRC). In this context it is understood and assumed that
the best interest of the child coincides with the best interest of society. While
the obligations of the child are not clearly spelled out in the CRC, it is
generally understood that the child does have an obligation to contribute to the
welfare of family, community and the society at large, and pay respect to
parents and other members of the family and community.

The CRC finally defines categories of children in need of special
protection and care, following UNICEF definitions often described as children
in especially difficult circumstances (CEDC). In an Asian and Pacific context,
examples are children involved in exploitative and often hazardous work,
street children, child prostitutes and victims of other forms of sexual abuse,
unaccompanied children in disaster and war, refugee and displaced children,
children with disabilities, children affected by HIV/AIDS.

The single most limiting factor in work with child protection is most
probably a general lack of knowledge due to an equally general lack of
research. This particularly affects our knowledge of the extent to which
protective factors are universal across cultures. Most research has been carried
out in the industrialized world where the prevailing adverse situation of
children may have limited explanatory scope for developing countries in Asia
and the Pacific. Much of the research, in addition, focuses on individuals as
opposed to groups and is based on adult interpretation and supposition, and
lacks a link to the level of practical implementation. A number of very
fundamental questions, such as what we actually need to know in order to
develop policies and programs that better meet the needs of children in
extreme situations, are as yet not satisfactorily answered in an Asian context.

Box 4. The 3 Ps of the CRC

Provision: Provision of the basic needs of a child to develop (e.g., love and care, shelter,
clothing, food, access to health, reproductive health, and education systems, water and
sanitation)

Protection: Protection from all forms of abuse and exploitation (e.g., physical and mental
abuse, sexual abuse, inhuman and degrading punishment, hazardous labor, slavery, armed
conflict, prostitution, torture, trafficking, land mines, pollution, ethnic and other forms of
discrimination)

Participation: The right of the child to take part in all decisions concerning the
development of the child and the child’s status as an independent human being and citizen.
The child is regarded as an active participant in matters concerning the child, rather than a
passive recipient.
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Not only has the last decade or so seen an increased attention to
childhood matters in developing countries, but also the way we look at child
protection and our perception of child development in a cross-cultural
perspective has changed dramatically, to an extent which has led some
observers to refer to an actual change of paradigms. Generally speaking the
most profound change has probably been the realization that childhood is
culturally determined and context-dependent and that models based on
Western perceptions of childhood are not necessarily valid, appropriate or
adequate in, for example, Asia and the Pacific.3

More specifically speaking one can identify at least five key areas in
which our perceptions of and approaches to child protection and childhood
development have changed over the last decade:
(i) From needs to rights: The principle of nondiscrimination employed in the

CRC covers all children and implies that human rights cannot be divided.
A needs approach focuses on an external assessment of what children
need and are in a position to receive, an approach historically closely
linked to charity. The rights approach is based on the convention ratified
by the international community defining what provisions must be made
by parents, families, guardians, governments etc., in order to comply with
children’s rights.

(ii) From problem to resource: By defining children as human beings with
political, economic, cultural, and social rights there is also a focus on
their resources and obligations, and the role they may play in the family
and local community. Rather than being considered a problem, children
and young people are being regarded as active agents in finding solutions
to their own problems, as well as those of the society at large.

(iii) From charity to obligation: Children in developing countries have been
characterized as poor victims, where international media reports on
starving children with swollen bellies have persuaded those better off to
give. The CRC, however, clearly describes the obligation of the
international community and governments to ensure that the rights of the
child are observed (Article 4 of the CRC). The CRC thus strengthens the
role of governments in ensuring children’s rights and help parents,
families and local communities to support the child’s survival,
development, protection and participation.

(iv) From object to subject: The child is the center of its own development.
The CRC defines children’s rights, including their right to play an active
role in fulfilling these rights, which includes the right to participate in the

3. See, for example, Boyden et al., 1998; Woodhead et al., 1991; Johnson, V. et al., 1998; and,
Panter-Brick and Smith, 2000.
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identification of their own needs and in finding ways of meeting such
needs. Children are thus no longer simply regarded as objects of
international development aid, but as active subjects in their own
development.

(v) New areas of concern: Children’s participation, right of expression, and
right to information and knowledge. Traditionally the planning of and
preparations for child protection projects have focused on adult views on
a given problem. With the CRC, children are increasingly being seen as
active agents themselves. This change implies an increased focus on
children’s active participation in all stages of a given project—from
planning to evaluation. Child participation should not be promoted on the
basis of “political correctness”, but rather because experience shows that
it leads to the achievement of better project results and higher efficiency.

Summarizing these more specific changes in our perceptions of children
and how to work with them, the shift from regarding children as passive
victims to looking at them as active agents is of paramount importance. It also
marks a shift in focus from looking at children’s “vulnerability” to explore
how we may support and develop children’s “resiliency” and general coping
strategies. There has thus been a shift in emphasis from merely “rescuing” or
“saving” children to approaches in which the involvement and empowerment
of children is seen as part and parcel of the solution to their problems. Last—
but most definitely not least—agencies are increasingly realizing that the cost
effectiveness of many interventions in the area of children is very high indeed.
This is, for example, very evident in the field of nutrition, as indicated above
(see also Chapter 16).

C. Childhood in a Changing Asian and Pacific Region

The speed of social and economic change in Asian societies over recent
decades has been striking. However, while children continue to represent a
large proportion of most Asian and Pacific countries, with the under-15 group
projected to be 24.05 percent in 2015 (see also Table 3, Appendix 3), the value
assigned to childhood as a stage in the life cycle, and the costs and benefits of
investing in this stage, are not always discussed in social protection circles.
Current debates about child-rights based programming among international
child welfare agencies often fail to make links with macroeconomic analyses.
In addition, programs focusing on children tend to be limited to health and
education service provision, often confined to younger age groups.
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1. Demographic Trends

Birth and fertility rates are proxy indicators of the value assigned to
children. If they are high, then this is a broad indication that children are
valued for their potential labor input within the extended family (Vlassoff,
1991; Caldwell, 1983). Asian fertility rates remain high compared with global
rates, particularly in South Asia, despite concerted action to reduce fertility in
the Asian region, including, in some countries, one-child and two-child
policies with both incentives and disincentives that favor families with fewer
children. This trend is clearly continuing, as can be judged by the relatively
high percentages of children in the first five years of childhood in developing
Asian countries (Table 5). This is by no means a uniform tendency. Higher
proportions of under-five year olds in the population tend to be associated with
countries affected by armed conflict. An increased fertility rate often occurs
during, or immediately after, periods of population loss due to warfare or
extreme natural disasters.

Improvements in infant and under-five-years mortality rates (IMR and
U5MR) also contribute to an increase in the proportion of children in a
population, if not accompanied by corresponding decreases in fertility. Several
studies indicate that the rate of decrease of IMR globally has slowed down
over the past decade, reflecting in part the fact that the most difficult and costly
improvements in child health are those that achieve the final five percent of
targets. But it is also a reflection of geopolitical, macroeconomic realities,
including economic crises, environmental disasters, and armed conflicts. In
some such cases both IMR and U5MR have increased over the last decade.
Despite achievements, child health and education goals seem now further out
of reach for many children than they were two decades ago, due not simply to
crises but also deepening and more intractable poverty, as well as increased
economic inequalities. In many cases, the gains of recent years are being lost
either nationally or for particular groups of children, many of which (such as
children of ethnic minorities) barely profited in the first place from the Child
Survival Revolution (UNICEF, 1999).

Nevertheless, the relationships between these factors and the death rates
among children under five years of age are by no means clear (AusAID, 2000).
Moreover, a decreased IMR is frequently associated with increased rates of
disability. Children who might not have survived past their first birthday now
survive, but with an impairment, which may bring further economic cost for
both families and societies in the form of demand for social assistance, long
term health care, institutional care and special education.
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2. Child Health

The World Health Organization (WHO) defines health as a state of
complete physical, mental and social well-being rather than freedom from
illness. In most countries, however, this is a goal to be achieved rather than a
reality, and models of health care often tend to be curative rather than
preventive in approach.

Many Asian countries are now facing an epidemiological transition,
somewhere between the mortality and morbidity patterns of developing and
developed countries. On the one hand relatively high rates of child death due
to preventable diseases require interventions such as maternal and child health
(MCH) programs and immunization campaigns. On the other hand, diseases
of modernity such as cancer and heart diseases begin to appear among the
adult population, with the adoption of unhealthy life styles by many in the
population. Lower death rates among children reveal previously insignificant
rates of abuse and neglect within the epidemiological record, so that pediatric
medicine must look beyond survival issues and develop new special areas of

Table 5. Child Relevant Demographic Figures, 1998

Population under 18
(millions)

Population under 5
(millions)

Country

Total
Population
(millions) Number

Percentage
of Total Number

Percentage of
Total

Children(<18)

Total
Fertility

Rate 1998

Developing Asia

Central Asia a 65.1 26.8 41 7.5 28 3.0

South Asiab 2,516.7 983.6 39.1 155.7 15.8 3.3

East Asiac 1,710.1 558.1 33 149.0 27 2.3

Pacificd 6.3 2.8 45 0.9 31 4.2

Industrialized
Countries

848.0 189.9 22 50.6 27 1.6

World 5,884.6 2,114.2 36 603.4 28 2.7

Source: Calculated from UNICEF, 1999, State of the World’s Children, 2000, Oxford,
UNICEF.
a Includes Azerbaijan, Kazakhstan, Kyrgyz Republic, Mongolia, Tajikistan, Turkmenistan,

Uzbekistan
b Includes Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, Sri Lanka
c Includes Cambodia, People’s Republic of China, Indonesia, Lao PDR, Malaysia,

Philippines, Thailand, Viet Nam
d Includes Fiji, Papua New Guinea, Solomon Islands, Vanuatu, Kiribati, Marshall Islands,

Samoa
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competence with the accompanying further training needs. These factors
evidently put further strain on health services.

Table 6 shows significant gains in child health measured by U5MR and
IMR between 1960 and 1998 in all developing Asian countries. Yet, South
Asia lags behind the world average for U5MR and both South and East Asia
have not performed up to the global average. Moreover, the range of 1998
U5MR in the East Asian countries is wide, from 163 to 10. Likewise IMR
range varies between 104 and 9 reflecting the difference in GNP per capita
between US$300 and US$4,530 in the same countries. In the same year,
U5MR in Pacific countries likewise had a relatively wide range, between 23
and 112. The Central Asian picture is relatively uniform.

Table 6. Child Health Indicators and Basic Economic Indicators, by Region

Area

Under-5 Mortality
rate(U5MR)

Infant Mortality
Rate(IMR)

Percentage of
under 5 Malnour-

ished Children
1990-97c

GNP per
Capita

($)1997

Percentage Share
of Household

Income 1990-96f

1960 1998 1960 1998
Lowest

40%
Highest

20%

Developing Asia

Central
Asiaa

116 67 76 55 19g 674 19g 42g

South
Asiab

240 95 145 68 42 607 22 39

East
Asia c

182 64 121 82 38 956 18 47

Pacificd 184g 58 121 42 n.a. 1,323 n.a. n.a.

Industri-
alized
countries

37 6 31 6 n.a. n.a. 19 41

World 193 86 124 59 32 5132 19 42

a Includes Azerbaijan, Kazakhstan, Kyrgyz Republic, Mongolia, Tajikistan, Turkmenistan,
Uzbekistan

b Includes Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, Sri Lanka
c Includes Cambodia, People’s Republic of China, Indonesia, Lao PDR, Malaysia,

Philippines, Thailand, Viet Nam
d Includes Fiji, Papua New Guinea, Solomon Islands, Vanuatu, Kiribati, Marshall Islands,

Samoa
e Moderate to severe malnutrition, measured as “stunting” defined by WHO
f Percentage of income received by the 20 percent of households with the highest income

and by the 40 per cent with the lowest income
g Data not available for all countries in the region
Source: UNICEF 2000
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Stunting has been chosen as an additional indicator in Table 6 because
this measurement of malnutrition correlates with poor adult growth outcomes.
Preventive measures are related to early childhood development programs
focusing on nutrition, such as encouraging breastfeeding, education about
complementary feeding and nutrition, and food supplements. Half the children
in South Asia are undernourished and there is a high proportion of low-birth-
weight babies (34 percent) compared to 16 percent in Sub-Saharan Africa and
11 percent in Latin America and the Caribbean. This can be attributed to the
low social status and consequent low health status of women. Sixty percent of
women in South Asia are anemic, which illustrates the need for specifically
targeting nutrition and health education, beyond direct health interventions
(Mehrotra et al., 2000). Food insecurity experienced during and after warfare
and natural disasters is known to contribute to stunting and may thus have
affected several countries in Asia and the Pacific.

a. Reproductive Health

Increasing investments in health, education, and water and sanitation are
vital to achieving safe motherhood. Establishing women friendly health
services includes:(i) improve access to health services; (ii) uphold technical
standards; (iii) motivate and support staff; and (iv) empower and satisfy users’
rights.

National and local governments need to promote women-friendly health
services that will provide high-quality health care and nutrition for infants and
women, including communicating information regarding good nutrition,
health, hygiene, and parenting practices. Making communities women
friendly consists of:
(i) Empowering women to make their own care decisions by teaching them

to recognize early danger signs;
(ii) Involving men as active partners in breaking down barriers to access and

referral to health services; and
(iii) Improving care-seeking behaviors and caring practices for women and

children.

Husbands, parents, in-laws, families and neighbors all need to become
active partners in supporting women to make choices and take actions that will
improve their lives and health. A primary focus of community mobilization
efforts is to strengthen family and community support for improving women’s
nutrition, general health, and birth preparedness to ensure timely and safe
deliveries.
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Fertility rates have been falling steeply in most of the world but South and
Central Asian figures, as well as those for the Pacific are more than twice those
of industrial countries, and only East Asian rates are around the world average.

b. Early Childhood Health

Some of the most impressive changes brought about by social
development have been in the field of early childhood. Child development is
linked to social and cultural aspects of mother-child relationships, families,
communities and national policies. Poor nutrition may be the result of food
availability but also of cultural beliefs about breast-feeding, weaning practices,
the different social value of girls and boys, as well as of the dynamics of family
relationships. These can all be affected by public policies, such as national
plans of action, on child rearing and nutrition.

Children often progress well while they are being breast-fed and then
deteriorate after they are weaned, due to inadequate food supplies and
inappropriate weaning practices. It is not unusual for the percentage of
children who are malnourished in the first year of life to double or treble
between one and two years of age. This is linked to the fact that children tend
to be weaned around the age of two years. Many cultures acknowledge that
this is a risky time for children. Although there are exceptions, it has been
found that many traditional beliefs and practices enhance the survival chances
of both child and mother. Early childhood malnutrition may thus be aggravated
in urban areas where such beliefs are often affected by modern ways or the
food items required are replaced by industrially produced food. National child
rearing policies and health education programs need to harness such beliefs if
they are to be successful.

While there is no single formula for improving nutrition, the
irreplaceable benefits of exclusive breastfeeding in the first four months of life

Box 5. Breast-feeding in the Solomon Islands

From 1996 to 1999 UNICEF and Canada Fund have supported a breast-feeding program
run by a local NGO together with Honiara Town Council in the Solomon Islands. Working
urban mothers were increasingly bottle-feeding their babies and starting weaning at a very
early stage. This was despite a national labor legislation that enabled mothers to breastfeed
their child while working, and a government policy restricting the import of bottles.
Through direct education of women in prenatal and postnatal sessions at health clinics
around the capital the program had an immediate effect, and promising nutrition figures
were obtained within less than a year.
Source: Brimblecombe, J., 1998, Honiara Breastfeeding Survey, Ministry of Health and Medical
Services/Village Education Program, Honiara.
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are encouraged by the Baby-Friendly Hospital Initiative (BFI) which has been
initiated by WHO and UNICEF (WHO/UNICEF, 1989). In the course of
economic development many community attitudes change or are challenged.
Ideas about food are no exception and tend to become a key element in any
successful health transition as commercial advertising results in certain foods
becoming associated with modernity and progress, even though they may not
be as nutritious as the traditional diet.

The diseases from which children usually suffer are mostly due to
deficiencies that can bring about early disability, and mental deficiencies.
Stunting, micronutrient deficiencies as well as immune deficiency are
common.

Stunting often begins in the womb, as the result of maternal malnutrition.
Low-birth-weight babies contribute significantly to increased IMR and those
who survive are likely to be stunted for the rest of their lives. Long-term
dietary intake reductions and repeated illness cause stunting and are at their
most damaging in the first 24 months of life. As the brain is the organ that
experiences most rapid growth at this time, stunting also affects cognitive
development, and thus has a direct relationship with educational statistics.

Immunization not only benefits the individual child, it also benefits
society as a whole by preventing the spread of disease to those who are not
immunized. It has considerable economic benefits. Obviously it is far more
cost-effective to prevent disease than to treat it. There are also indirect impacts
on education, because healthy children learn better, attend school more
regularly and succeed in reaching educational goals.

c. Children with Disabilities

Children with disabilities (CWD) form a subgroup of the child
population, with all the needs, regarding education, recreation and protection,
and rights of able-bodied children. There is strong evidence that integrating
CWD in the normal activities of children is far more beneficial to the children
themselves and indeed socially and economically, than separating them, which
is still the norm in many countries. Article 23 of the CRC focuses specifically
on the additional rights of children with disability: identification, prevention,
cure or amelioration, and, where possible, rehabilitation and integration.

While many disabilities are caused by malnutrition, diseases and
accidents, the majority of which are preventable, armed conflict and political
violence are globally the leading causes of injury, impairment and physical
disability of over four million CWD. In Afghanistan, for example, some
100,000 children have war-related disabilities, many caused by landmines
(UNICEF, 1998).

13883-Asia.book  Page 519  Tuesday, December 11, 2001  11:54 AM



520 Chapter 14

Few countries have a national policy on disability or a standard system
for service delivery and monitoring. Areas that would directly affect the
conditions of CWD and support preventive and remedial measures include:
(i) The incorporation of measures to prevent disability into the national

health care infrastructure (for example, immunization, malaria control,
trachoma screening, school health);

(ii) The adoption of new strategies that will further reduce child disability
(nutrition education, improved maternal care);

(iii) Good cooperation and coordination between NGOs and the relevant
government agencies;

(iv) Attempts to respond to the needs of disabled children through
community-based integration rather than institution-based dependency
and isolation; and

(v) Further research on CWD, looking at both causes and best practices in
prevention and cure.

Special provision for children with disabilities is an expensive strategy
that can violate the rights of children with disability by separating them from
their families and communities and increasing the potential for stigma and
discrimination. Creating special centers has been the traditional, charity-based
welfare approach but generally speaking an integrated policy approach as well
as a policy of integration are both more effective and less costly. Center and
institution models are expensive to implement, often serve only a privileged
few living in large urban areas, promote dependence rather than independence
of persons with disability, and perpetuate negative stereotypes about disabled
persons. In addition, such models are not sustainable in the long term and
should be reserved for severe cases in which intensive specialist care is
required.

As to early childhood development, ample scientific evidence shows that
optimal neural development in children—affecting physical, mental and
cognitive development—depends on good nutrition and stimulation in the first
years of life. Governments and international agencies, and increasingly
communities, are committed to the idea that the best way to care for children
is to ensure their access to integrated health and social services based in the
community. In some Asian countries, village-based community initiatives
teach traditional caregivers about health, nutrition and the value of play and
stimulation. Early, low-cost interventions thus save later costs in a variety of
sectors. Early childhood development programs, which integrate health and
education interventions at community level, have been demonstrated to bring
considerable economic benefits:
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(i) To children who benefit from improved health, nutritional status and
cognitive and social development, with lifelong improved chances of
productivity and income generation;

(ii) To other family members, particularly mothers and other caregivers who
have to spend less energy in caring for sick children or whose chances of
informal social protection are improved by the improved earning power
of their offspring; and

(iii) To society, which not only benefits from the increased numbers of
productive citizens but also has lowered costs of health care, social
assistance and policing through diminished anti-social behavior.

Cost-benefit analysis has clearly demonstrated that investment in early
childhood development (see also Chapter 16), particularly through providing
no-cost services to children in the most disadvantaged groups is a powerful
way to break the intergenerational cycle of poverty (Van der Gaag, 2000).

d. School-aged Children and Adolescents

Youth and health are concepts that are often associated. The five to
twenty-four-year-old age group has low mortality rates and this has limited
further research. However, recent research shows that young people have
specific health needs and concerns. These concerns are not simply to do with
the young people’s physical, mental or psychological state. They have to do
with the social context, knowledge, attitudes, behaviors and opportunities.
Despite lower general mortality rates for the age group, children and young
people, especially those living in adverse and poor conditions, are prone to a
number of health-related problems such as: malnutrition, drug and alcohol
abuse, reproductive health problems and sexually transmitted infections, HIV/
AIDS, violence and injuries from different forms of child abuse; and unwanted
pregnancies and illegal abortions.

Deaths and hospitalizations may not be the best indicators of the health
profile of school-age children due to underreported symptoms and casualties.
Like socioeconomically disadvantaged adults, poor children are accustomed
to feeling ill and to putting up with endemic diseases, such as those caused by
intestinal worms, malaria and other parasitic conditions. Unless the symptoms
become dramatic, they are unlikely to visit hospitals or clinics and may prefer
to resort to traditional health practitioners. Working children are likely to have
less time for self-care and finding medical help, even if they can afford
treatment. Some studies comparing working children and their nonworking
contemporaries have shown that the health status of child workers tends to be
lower (Das et al., 1988). Among working children, the subgroup that lives on
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the streets of urban centers has been shown to have in most cases poor health
status, exacerbated by inability to keep clean, lack of access to sanitation, and
the stigma that causes street children to be driven away from many health
services. Some available information indicates that these children, like the
majority of working children, mainly suffer from the normal diseases of
childhood (Wright et al., 1993), which indicates that the content of health
education for these groups ought to be similar, even if the mode of
communication should be different. On the other hand there is more recent
research indicating that for example the growth status of street children in
Nepal was superior to that of slum-dwelling and rural children (Panter-Brick
et al., 1996), and in an Indonesian case weighed more and were taller than
slum-dwelling children (Gross et al., 1996).

Intervention to support young people’s health and development has
important medium to long-term benefits for social and economic development.
Not to intervene beyond the early years, is to risk compounding early social
disadvantage. Intervention for the prevention of many major diseases of adults
needs to be targeted at the health-related behaviors developed in the 10-24
years age group. This is not only a moral obligation, but also the only way in
which cost benefits can be achieved and economic security for future
generations advanced.

3. Child Protection Issues in Education

Most agencies involved with development and social protection issues
would agree that education is a key element in any strategy aiming towards
sustainable development. It is, for example, defined as a top priority area by
the ADB and by the World Bank, the latter being the single largest source of
finance for education in the developing world (ADB, 2001; ADB, 2000; The
World Bank, 2000). There are, however, a complexity of issues that need to be
taken into account. Two important areas are gender and child labor. As to the
former, the situation in most parts of Asia appears relatively balanced when
compared with many other parts of the world. There are, however, still regions
in which girls’ enrollment, particularly in secondary education, still lags
behind that of boys. As to child labor, where it is believed that approximately
60 percent of the world’s child workers are in Asia, education is an option only
if the underlying causes of child labor are carefully addressed. There is no
doubt that poverty reduction is a prerequisite for improving access to both
formal and nonformal education for the child workers.

Education is one key link between children and the labor force. Data on
primary school enrollment are deficient at national level. Although overall
female secondary school education is low, especially in South Asia, this
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should be considered in the context of overall low secondary school
enrollment—in South and East Asia and the Pacific less than half children are
enrolled in secondary school (although this is gross, so that is even smaller
because it does not reflect the eligible age group). In eight of the 19 countries
for which data are available for secondary school enrollment in Central and
East Asia and the Pacific, female enrollment is higher than male enrollment.
The range in East Asia is 30 to74 percent for males and 18 to 75 percent for
females. Higher male labor force participation clearly affects the figures. Boys
can earn money, and there are fewer wage earning opportunities available for
girls. In many societies educated girls are in addition often regarded as higher
status marriage partners.

a. Child Work

Although children of the five to fifteen age group are expected to be in
school, and enter the statistical record largely as school children, the major part
of their lives may not be spent in educational activities. Schools may be
unavailable or inaccessible and, despite international agreements, such as the
Jomtien Declaration on Basic Education in 1990, this situation may be getting
worse. It has been estimated that in the least developed countries, the number

Table 7. Primary and Secondary School Enrolment Ratios by Gender

Area

Primary School Enrollment
Ratios (net) 1990-96

Secondary School Enrollment
Ratios (gross) 1990-96

Male Female Total Male Female Total

Developing Asia

Central Asiaa n.a. n.a. n.a. 76 80 78

South Asiab 92 75 84 41 33 37

East Asiac 95e 91e 93e 50 46 48

Pacificd 88e 84e 86 37e 35e 36e

Industrialized
countries

97 97 97 105 107 106

World 88 84 86 61 54 58
a Includes Azerbaijan, Kazakhstan, Kyrgyz Republic, Mongolia, Tajikistan, Turkmenistan, Uzbekistan
b Includes Bangladesh, Bhutan, India, Maldives Nepal, Pakistan, Sri Lanka
c Includes Cambodia, People’s Republic of China, Indonesia, Lao PDR, Malaysia, Philippines, Thailand,

Viet Nam
d Includes Fiji, Papua New Guinea, Solomon Islands, Vanuatu, Kiribati, Marshall Islands, Samoa
e Data not available for all contries in the region.

Source: UNICEF 2000
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of out-of-school children will be larger in 2000 than in 1988 (Gajrai and
Schmann, 1991). As it is, poor children, especially in rural areas, may not
attend school at all, may attend for only a few years, or be offered as little as
three hours of schooling a day, far too often being taught by untrained teachers.
Thus school, while being an important influence on and focus of children’s
activities, can be estimated to represent around 6-12 percent of a child’s total
time, for those children who attend. Other activities may include (Rogers and
Standing, 1981): unpaid housework and childcare within the family, unpaid
work within the family in subsistence or other production, work for a third
party under a bonded labor agreement, wage labor, work in the informal or
casual sector, idleness, recreation and leisure, and self care.

Education is an essential part of
child development and should be
thought of as including the right to play
and recreation. In its widest conceptu-
alization, education is not limited to
schooling but refers to a process of per-
sonal growth to the fullest individual
potential and taking place throughout
the life cycle. The CRC and the Jomt-
ien Declaration are important interna-
tional documents outlining the need
and right to education. The CRC (Arti-
cles 29 and 30) also underline chil-
dren’s cultural identity within educa-
tion systems. This is significant for
planning educational provision in

Asian countries, many of which have the responsibility of providing appropri-
ate education for numerous, relatively small ethnic groups.

There is an important distinction between formal, nonformal and
informal education. Recognizing the difference, especially in view of the
implications for children in and out of school, allows different kinds of
intervention to be planned and monitored.

b. Formal Education

Formal education in schools provided or licensed by states, is a true
system in the sense that all of its parts, at least in principle, are interconnected
and mutually supporting. In spite of the universal principle that primary
education should be compulsory and ideally be free, the situation is precarious
in many Asian countries. Even when primary education is defined as free, fees

Box 6. Correlation between Education
and Health

• In Pakistan an extra year of schooling
for an additional 1,000 girls would
ultimately prevent roughly 60 infant
deaths.

• In the southern Indian state of Kerala,
where literacy is universal, the infant
mortality rate is the lowest in the entire
developing world—and the fertility
rate is the lowest in India.

Source: UNICEF, 1998, The State of the
World’s Children 1999, New York, pp. 7-8.
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are often not only charged for school attendance but the hidden costs of
schooling, such as expenditure on books and uniforms, or the opportunity
costs of income lost from child work, are not taken into consideration. Thus
the current structures and content of formal education may create divisions
within society, between the educated, those without schooling, or those with
incomplete schooling. These divisions leave behind them the wreckage of
disappointed and disillusioned young men and women seeking employment,
ill-prepared for the opportunities of the labor markets. Primary education
based on school fees may ensure that many children do have access, but the
vast majority of the very poor in Asia and the Pacific can hardly afford even
very basic fees.

Present structures of schooling are not adequately meeting the needs and
are too often of poor quality with inappropriate curricula. Yet, even to replicate
present structures and provide more schooling for more children is often
impossible in the face of mounting populations and within current levels of
financial and material resources.

c. Nonformal Education

Nonformal education is an alternative often neglected or ignored by pol-
icy-makers. Interest in nonformal education arose in the 1970s prompted es-
pecially by the newly proclaimed strategies calling for a stronger, more inte-
grated, and more community-based approach to rural development and to
meeting the basic needs of the poor. It was evident that if a lasting impact were
to be made in these basic needs, millions of people of all ages and social back-
grounds would have to learn many new things. The formal education system,
even if it were more fully developed and widely accessible, could not be ex-
pected to serve more than a fraction of the target populations. Nonformal edu-
cation refers to any organized, systematic, educational activity outside the
framework of the formal system, normally providing selected types of learning
to particular subgroups, adults as well as children. Thus defined nonformal ed-
ucation includes, for example, agricultural extension and farmer training pro-
grams, adult literacy programs, occupational skill training, youth clubs with
substantial educational purposes, and various community programs of instruc-
tion in health, nutrition, family planning, and cooperatives (Coombs and
Ahmed, 1974).
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Increasing tendencies in
many Asian countries towards
decentralization have pushed
nonformal education into a
new role within community
development. In some
instances activities are closely
related to formal education, as
in the case of adult literacy
programs or second chance
school-type programs for out-
of-school youth. The ADB
has been encouraging some
local management education,
to ensure that communities
can cope with the new

responsibilities thrust upon them. This is in tune with current policies of other
significant players such as the ADB, UNESCO, UNICEF, and the World Bank.

The Jomtien Declaration on Basic Education for All (1990) led to
considerable program activity in both formal and nonformal spheres. Basic
education is defined as consisting of both essential learning tools (such as
literacy, oral expression, numeracy, and problem-solving) and the basic
learning content (such as knowledge, skills, values, and attitudes) required by
human beings to be able to survive, to develop their full capacities, to live and
work in dignity, to participate fully in development, to improve the quality of
their lives, to make informed decisions, and to continue learning.4

Despite the development of plans of action in line with the Jomtien
Declaration’s main goals of promoting primary school education, adult
nonformal education and the overall improvement of educational access for
women and girls, a follow-up meeting in Dakar in 2000, showed that
considerable progress remained to be made. The Dakar meeting emphasized
the need for future planning and financial support. All states were enjoined to
develop or strengthen National Plans of Action by 2002 at the latest:
(i) These plans should be integrated into a wider poverty reduction and

development framework and address problems associated with the
chronic under-financing of basic education.

4. See World Declaration on Education for All. World Conference on Education for All, 5-9
March 1990, Jomtien, Thailand. Article 1(1).

Box 7. Reaching Out to Those Out of Reach: The
BRAC Success

Bangladesh Rural Advancement Committee
(BRAC) in 1985 launched a program to provide
basic literacy and numeracy to eight to ten year-olds
(especially girls) in 22 villages in an area with very
limited access to normal schooling. By 1998 there
were more than 34,000 BRAC schools. Children are
qualified to continue the schooling in a “normal”
school after BRAC. Although poverty continues to
limit those who eventually do continue BRAC is
regarded as one of the most successful attempts to
provide basic education in poor areas.

Source: UNICEF, 1998, The State of the World’s Children
1999, New York, pp. 35-38.
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(ii) New financial resources, preferably in the forms of grants and
concessional assistance, must therefore be mobilized by bilateral and
multilateral funding including regional development banks.5

d. “Informal Education” and Intersectoral Linkages

Informal education, the third basic mode of education, refers to the life-
long process by which every person acquires and accumulates knowledge,
skills, attitudes and insights from daily experiences and exposure to the
environment—at home, at work, at play; from the example and attitudes of
family and friends; from travel, reading newspapers and books; or by listening
to the radio or viewing films or television. Generally, informal education is
unorganized, unsystematic and even unintentional at times, yet it accounts for
the great bulk of any person’s total lifetime learning. What an individual learns
from informal education, however, is limited to whatever his or her personal
environment happens to offer.

Time spent in school, however brief, presents a unique opportunity for
simultaneous intervention with large numbers of children. Nevertheless,
viewed within the perspective of children’s total time, school-based
interventions will not necessarily have the intended impact unless they are
integrated with other knowledge systems that encompass children’s out-of-
school-time activities. The most important are traditional knowledge systems,
based in cultural, community and family life, and peer group knowledge
systems, based in the cultures of childhood.

Within this broader perspective, despite some community-focused
innovations using children to communicate health messages (such as child-to-
child), the holistic alternative of using children as the connecting link between
health and education has been little explored. Children are not conventionally
viewed as active social agents, even though the record shows that they fulfill a
number of important family, social and community roles, not least in
production.

The connections between school-going children and other child
populations are seldom explored. When it is stated that school children can
educate their own families the assumption often is that they teach their parents
or other care-taking adults. However, care of younger children is often in the
hands of their older siblings, with parents (usually mothers) managing care
resources. Likewise, school-going children interact with their nonschool-
going contemporaries, many working as well as going to school. The two
populations are neither mutually exclusive nor socially discrete. The focus on

5. See Final Report World Education Forum 2000. April 2000, Dakar, Senegal. Points 9 and 10.
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schools in research and planning for this age group ignores the out-of-school
context in which both students and non-students interact. The assumption that
street and working children are outside society because they are not in school
is incorrect (Panter-Brick and Smith, 2000).

Many of the successful experiences with peer group education have
occurred in these contexts. Within formal educational settings the lack of
qualified teachers led self-training and peer group education to be
recommended at the UNESCO General Conference as early as 1974. This type
of education supposedly promotes the integration of the child in society, and
through the discussions that take place, increases the number of sources of
knowledge and points of view. The gap between a village lifestyle and a school
life-style is bridged, enabling cultural and technical exchanges. The
implications of this model of learning for maximizing on health education
programs in school by using in-school children to reach those outside the
school system, both children and adults, are clear.

Despite the claims made for peer group teaching in the 1970s, and the
reported success of many innovative projects, it has become a major feature of
neither formal nor informal education systems. The reasons for this lack of
progress include:
(i) Resistance from within the teaching profession, which prefers to

maintain authoritarian teaching methods and the hierarchical separation
of teacher and pupil;

(ii) Limited quantity and quality of teacher training in developing countries,
with few opportunities to learn or practice innovations in teaching
methods;

(iii) The operation within educational systems of the image of children as
passive recipients of knowledge; and

(iv) Lack of detailed research (particularly using ethnographic methods)
about how children learn from other children; to evaluate peer group
teaching experiences.

Various agencies are now committed to promoting health education, and
thus child health, among the five to 15 year old populations, with respect to:
(i) Forging intersectoral links between health and education;
(ii) Producing information about the ways children learn, particularly about

health issues;
(iii) Promoting participatory research methods in health education research;

and
(iv) Raising questions about health education in the curriculum and

appropriate teaching methods.
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All these areas require further investigation and promotion and a number
of additional, related questions and issues should be incorporated into future
work. These cover a number of broad areas, including:
(i) The relationship between school-based, traditional, and peer-based

knowledge systems, with respect to understanding and learning about
health, as well as for improving health status;

(ii) The relative (and integrated) roles of children and teachers in health
education, with respect to children in and out of school;

(iii) Innovative methods of health education, based on research into the ways
children learn, developed and evaluated using participatory research
methods;

(iv) Promoting participatory methods of teaching and learning, within
education systems at all levels, particularly in teacher training and
curriculum development;

(v) Promoting intersectoral and interdisciplinary research and program work
in this area; and

(vi) Encouraging the development of peer group teaching within the formal
education sector, through the medium of health education and including
continuous evaluation through action research.

These factors are particularly important with respect to reproductive
health, which, taking the life cycle approach, is the first point of intervention
for future generations. About one third of the estimated 333 million new cases
of sexually transmitted diseases each year occur in young people under 25.
One third of all births each year are among young women, many of these births
are unplanned or unwanted. In developing countries, maternal mortality in
young women under 18 is two to five times higher than in women aged 18 to
25. The economic costs for society are immense. Although most directly
affecting young women, young men and school dropouts should form an
important component of the target group for most types of intervention.

In Asia, diseases such as schistosomiasis and intestinal parasites may
have a disproportionate impact on young people’s health and cognitive
development. New types of drug abuse are also emerging among young people
in Asian countries.

A consensus is commonly reached on five major interventions to promote
youth health:
(i) Create a safe and supportive environment;
(ii) Provide information;
(iii) Build skills;
(iv) Provide counseling; and
(v) Improve health services.
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They identify a major challenge as being how to improve young people’s
participation—instead of simply targeting specific problems.

e. Vocational Training

Although vocational training programs may seem to bridge the gap
between inadequate formal education and the labor market, they are frequently
beset with problems. Instead of providing opportunities to empower a fully-
balanced workforce, capable of meaningful participation in a country’s
development and of securing livelihoods for individuals and families, the
programs as often as not seem to turn out badly trained young people with
skills that do not meet labor market needs. Frequently the skills offered by
vocational training schemes are repetitive and gender-biased. Most schemes
lack both prior labor market research, investigating marketable skills, and
ongoing monitoring and follow up schemes to see what has happened to
graduates. Support in the period immediately following training is frequently
lacking, so that “trained” carpenters for example will be sent out without work
experience, contacts with potential employers or even the basic tools to pursue
their trade as self-employed workers.

Three major problems can be observed in the vocational training
programs of many developing Asian countries:
(i) They cater only for young people who have finished at least Grade 8 of

secondary school, which leaves the majority of students who leave formal
education after completing primary school with no opportunities to gain
marketable skills.

(ii) They are seldom based on assessment of the current needs in the labor
market or on future market trends.

(iii) The range of skill training available is both limited and arbitrary. State
and NGO sector schemes are seldom integrated, fail to cater adequately
either to rural or to urban youth, and there are no mechanisms by which
successful, local projects can be replicated or brought to scale.

In recent years, there has been a growing realization of the need to link
skills training to actual market needs, and to train young people in skills that
will not only benefit them now, but also be saleable in five and ten years’ time.
Unless attention is focused on this need now, it is inevitable that at least
another two generations will grow up without a proper chance to secure
sustainable livelihood.
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4. Traditional Child Protection Systems and the Challenges of
Social and Economic Transformations

Current ideas about childhood used by international welfare agencies are
often based on recent notions of childhood and child development, derived
from industrialized countries. Childhood is associated with dependency,
schooling and nuclear family structures, as well as state surveillance of child
development. Experts play an increasing role, taking over responsibilities
formerly assumed by families and communities, which means that support for
children is usually divided among various support and service institutions.
This sectoral approach means that some children will fall outside all support
systems, while others receive provision from several different agencies, which
may be repetitive or contradictory. The need for an integrated, intersectoral
approach is frequently acknowledged, but seldom found in the structures of
governance (Holzman and Jørgensen, 2000).

Another notable trend is the decrease in average household size, an
important contributing factor of which is declining fertility rates. Over the past
25 years the total fertility rate has diminished dramatically in Asia. An
additional trend that has influenced household size is the effect of increasing
life expectancy combined with male-female differences in marriage patterns.
The ratio of widows to widowers is about four to one throughout most of the
world. In many cultures remarriage is often difficult. The net result is that an
increasing proportion of older women live alone.

Various patterns of changes in family structure, as well as an increasing
proportion of families living in urban settings, have created a particular set of
childcare dilemmas. Parents, often single women with no or little possible
support from family or friends, are forced to enter the labor market with
limited access to childcare. It is also important to recognize that not all
children have equal access to family support. Discrimination against girls is
widespread and has been documented widely in South Asia, while there is less
evidence of discriminatory behavior towards disabled and illegitimate
children.

Traditional child protection systems in many parts of Asia—as in many
other parts of the world—are increasingly coming under pressure from trends
in the globalization process and the advance of the cash economy. The break-
up of family patterns, extreme poverty, and forced migration are all taking their
toll, undermining the support systems of, for example, the extended family and
kinship ties in general. In countries where national policies on child protection
and the accompanying formal support systems are not yet in place or
developed, children in adverse conditions are in a sense falling between two
stools. They have access to neither traditional systems nor modern state
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systems. There is, therefore, an urgent need to implement child protection
strategies throughout the DMCs. Even in more developed countries of Asia, a
new financial crisis—not at all a totally unlikely scenario—could trigger
further collapses in existing support mechanisms, which could have a long-
term detrimental effect on the potential of the current young generations.

a. Informal Support Systems

There is an essential contradiction between the assumptions of the CRC
about childhood and the perception of children and their social value in Asian
and Pacific societies. It could be argued that, with respect to informal sector
social protection, which is widespread in the face of undeveloped or
inadequate welfare provision in developing countries, far from being
recipients of social support, children actually constitute the social protection
system. Families value children for their labor input during childhood, and
also as social insurance against need in sickness and old age. This has been
associated in the literature on childhood with decisions about fertility as well
as decisions made by parents on the long- and short-term benefits of education.
In this respect infant and child mortality rates can be seen as indicators of
household level economic wastage.

Evidence suggests that the poorest households in poor countries seldom
benefit from direct state support but tend to rely almost exclusively on
assistance from a range of nonstate sources for survival, such as kin,
community and religious organizations. Children may carry out this kind of
social capital work by, for example, running errands for secluded women in
Islamic societies; being the subject of fostering arrangements between or
within family structures for care of elderly or other children; and by working.
The latter not only produces income for their families but also an unaccounted
value for the gross domestic product (GDP), the proportion of which is
believed to be substantial in many developing countries.

Traditional forms of solidarity and collective organization operating on
principles of reciprocity tend to be eroded when economies become
increasingly involved in market and commodity relations, without being
replaced by adequate support for groups that are not strongly linked to the
labor market. Children can be particularly affected by this slide into new forms
of poverty, because they are unable to benefit from health and educational
opportunities enjoyed by their contemporaries, with the result that their
disadvantages are further complicated. Traditional forms of assistance and
mutual support may also exclude many of the poorest, who simply have too
few resources to exchange. Some traditional systems are also exclusive;
indeed exclusion from social support networks, with no access to social capital
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may be one of the primary definitions of the very poor (Holzman and
Jørgensen, 2000). Policy-makers need a good understanding of the realities of
traditional support systems, which do not fulfill all the functions of social
protection that a national policy may wish to promote.

Economic crises and other social and economic changes have exposed a
lack of social protection for children of poor families. People have been
thrown back on their own families for their welfare when unemployed or
homeless. It is as if every economic change results in new ways of exploiting
children and a new generation of child laborers to replace each group that has
been rescued. So the questions are how to empower families, how to keep
children in their families and families in their communities by strengthening
social cohesion and support at community level, which is particularly difficult
with urban communities and communities dislocated or dispersed by conflict
or natural disaster.

It is known that that there are collective arrangements that provide forms
of insurance against various kinds of risk through pooling of resources, and
assistance to both the long-term poor and people in situations of temporary
crisis. But insufficient is known about these mechanisms and their significance
for policy. In most countries there are inadequate data for identifying groups
of children most in need of social protection and planning targeted
interventions. Moreover, little is known about the dynamics and coping
mechanisms of families and individuals living in absolute deprivation. Thus
interventions may be either inadequate or inappropriate. Social assistance
payments made to families may not result in improvements in child poverty,
because of the way adults manage family finances. Evidence has also shown
that despite the popular impression of street children, that they are hungry and
malnourished so that projects usually begin by providing meals, their
nutritional status may be better than that of their contemporaries in slums or
rural villages (Panter-Brick et al., 1996).

Due to their obvious significance it is important that state systems do not
reduce the importance of existing forms of resource transfer though family,
community, kin or religion and substitute these with high-cost government
services. There is evidence that the development of informal social protection
can have powerful benefits in terms of strengthening social capital, social
cohesion and governance. Groups living in absolute poverty, including
children and the elderly, frequently fall outside the social protection schemes
of either states or aid organizations, particularly because the very poor are
often not registered and it can be difficult to monitor the effects on them. This
makes it particularly difficult to identify the most vulnerable groups of
children, such as orphans and children with disabilities, among poor
populations. It can be argued in this context that comprehensive family
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policies that do not just target the poor should be adopted since comprehensive
strategies for family policies tend to raise the social and economic standards
for the whole population and decrease the number of families and children at
risk.

Vulnerability is not a new concept or concern but has recently been given
a new twist with respect to children in Asia. Gender disparities and
marginalization of the poor and other vulnerable groups remain dominant
characteristics of the Asian landscape. It may thus be argued that the concept
of social exclusion is more useful in discussions of child poverty than
deprivation and poverty because social exclusion makes the multiple,
multidimensional and cumulative aspects of deprivation central to the analysis
and focuses on social processes, institutions and mechanisms as well as on
actors that exclude people (Kelles-Vittanen, 2000).

In Asia, this is not just exclusion from the labor market, as in developed
countries, but also exclusion from access to land and credit. In addition,
children often suffer from a double exclusion—because they are children and
because they are members of specific, excluded social groups, such as
minority ethnic groups.

b. Families in Transition, AIDS Orphans, Street Children
and Child Abuse

Migration has undoubtedly played an important role in the booming of
some Asian economies in the 1970s, 1980s, and 1990s. Young migrants from
rural areas provided flourishing businesses in several industries with access to
an extremely cheap, flexible and disciplined work force. Bangkok’s very
profitable garment industry, as well as other export-oriented manufacturing
enterprises, for example, relied heavily on the influx of mainly unmarried
young women from rural areas. According to some migration surveys young
women thus accounted for more than 60 percent of the total number of
migrants to Bangkok in the 1980s and about half of the migration to other
urban centers (Anchalee and Nitaya, 1992). The majority of these young
laborers never joined trade unions, unemployment benefit schemes or health
insurance schemes, often due to employer pressure. For underage children the
situation has been even more vulnerable.

One particular Asian component of these population movements is cross-
border trafficking, which includes children for work of various kinds. A
further specifically Asian dimension is the multifaceted relationship between
migration and indebtedness among families and individuals that do not have
access to official or low interest loan schemes and seek high interest loans
from moneylenders.
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Children may need to work to repay family indebtedness (sometimes just
paying off the interest) and cannot attend school, or they become bonded
laborers in order to pay off family debts. Trafficking and forced or induced
child migration in search of urban employment, or through brokers of various
kinds, may also be related to family indebtedness. Such mechanisms of child
exploitation are sometimes regional in scope and related to specific economic
sectors, such as bonded labor in carpet manufacture, traffic related to
commercial sexual exploitation, and the rural-urban movement of girls
destined for domestic labor.

In addition to economic changes affecting families, it is clear that family
forms are in transition in most Asian and Pacific societies, and in all sectors of
society. Whatever form it takes, the family is still expected to provide the
majority of social support among the poorest groups, which do not have access
to either state or other social support systems. It is implicit in the CRC and
other child rights instruments that the family should be the locus of fulfillment
of child rights, and that it is the responsibility of states to support the family in
this role. The CRC itself says little about children’s duties and their value to
society. On the other hand, children’s duties to and value for society is
explicitly recognized in several nonwestern child rights documents and
instruments.6

Government and nongovernmental assistance is often based on
assumptions about certain family forms. It may, for example, be assumed that
benefits work best when paid to parents. Yet it is quite clear that particularly
vulnerable households consisting of grandparents and grandchildren are
becoming a feature of many Asian societies for varying reasons, such as
parents migrating to urban areas in search of work; parental illness or death as
a result of HIV/AIDS; and parental dislocation or death due to armed conflict
or natural disaster.

Support to grandparents for care of grandchildren is very often neglected,
and grandparents’ own mechanisms for social support or assistance may be
weak or nonexistent. The unexpected addition of a dependent child to the
household can be a heavy burden for grandparents, for example a widowed
grandmother, who may lack the material and physical resources to meet
children’s needs. Grandchild/grandparent households can also place a burden
on children to provide care, in many cases even nursing care, for the elderly,
household and agricultural chores, or income generation within the informal
labor market.

6. Such as the documents of the Arab League and the OAU child rights instrument, the African
Charter on the Rights and Welfare of Children.
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It is worth noting that, according to the Joint United Nations Program on
HIV/AIDS (UNAIDS), the projected percentage increase between 1997 and
2000 in AIDS orphans was expected to be greatest in East and Southeast Asia,
and the Pacific, reaching nearly 200 percent, compared to 60 percent in the
better publicized (and larger numbers) in Sub-Saharan Africa. The usual
estimate is that two percent of children would be orphaned and absorbed into
the extended family and community in developing countries. Thus an increase
of 200 percent would have a significant effect on the ability of communities to
care for orphaned children. According to UNICEF, children who have lost
their mother or both parents are society’s most vulnerable members. Socially
isolated, because of the stigma of AIDS, they are less likely to be immunized,
more likely to be malnourished and illiterate, and more vulnerable to abuse
and exploitation. Finding the resources needed to help stabilize the crisis and
protect children is a priority that requires urgent action.

The UNAIDS definition of AIDS orphans is children under the age of 15
years who have lost their mother or both parents to AIDS. This implies that the
projected figures do not provide a full estimate of the social protection issues
of the impact of HIV/AIDS on children and youth if individuals between 16
and 18 years of age are taken into consideration and it is recognized that many
of the deaths due to HIV/AIDS are not registered as such.

Street children have become a growing concern in many parts of
developing Asia. The growing numbers of children working and living on the
streets, in many cases socially excluded and not looked after by their family,
are defined as street children. Officially these children may have an address at
their parents’ home or an institution of social welfare. Their life expectancy is
frequently lower than that of other children because they live more vulnerable
lives, exposed to many hazards with no or very limited opportunities to break
out of their predicament.

Recent research indicates that our perception of street children as a
category may be based on too simplified and misleading notions of so-called
abandoned children (Panter-Brick and Smith, 2000). First of all, our
perception of street children is very often based on the notion that they are
helpless and powerless victims of uneven socioeconomic development in an
unequal social order (De Silva, 1996). While this undoubtedly covers the
reality of many a child, some recent research shows that we need to distinguish
between several categories of street children and other children working
outside the realm of the household. In a global perspective there seems to be
(at least) three different categories of street children, which, in many ways,
applies to other categories of children living in adverse conditions (Baker and
Panter-Brick, 2000; Glauser, 1997):
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(i) “Full-time” street children abandoned by their families or communities
(usually the minority);

(ii) “Full-time” street children who have themselves abandoned their
families, i.e. chosen to live away from the families, often due to abuse of
one kind or the other; and

(iii) “Part-time” street children (the reported majority).

Child prostitutes are another category of children often regarded as
abandoned. The category, covering both girls and boys, has, in an international
perspective, been highlighted by the situation of child prostitutes in a number
of countries in Asia, most notably Thailand and the Philippines. Again the
conditions of extreme poverty and the breakdown of family patterns are
normally quoted as explanations for the existence of child prostitution.

Recent research concerning child prostitution appears to confirm that
most children involved are so, as a result of obligations and commitment to the
family/household rather than as a result of abandonment by their families and
communities, (Protacio-Marcelino et al., 2000a and 2000b; Montgomery,
2000). The extent to which these children contribute to the household economy
and thus to the survival mechanism of kinship is unknown and not adequately
researched. However, there seems to be no doubt that these children, despite
their overt disapproval and dislike of the work they perform, are contributing to
the economy of poor households and thus to the upkeep of their siblings and
other members of family. Needless to say, any form of intervention needs to
take this into account and make provisions for the loss of income of affected
families. Again, poverty reduction is at the heart of the matter.

Refugee and other displaced children constitute an additional category
normally regarded as being extremely vulnerable and literally uprooted from
traditional systems of coping and surviving. While there is undoubtedly a
desperate need for support of displaced children and their families throughout
the war and disaster-affected regions of Asia, there is also a need to further
explore the positive role children are playing within social protection in these
areas. As indicated by a study of Bhutanese refugees of Nepali origin the role
of children reaches far beyond their status as vulnerable victims (Hinton,
2000). These children play a substantial role as agents of change within
refugee camps, often exhibiting a grade of resiliency which not only makes
them key actors but also reveals that children are capable of surviving in
scenarios in which adults, including their own family and kin, have resigned.
This superior degree of resiliency is known in other parts of the world as well,
especially in war-stricken areas of Africa.

The case areas mentioned above together signify a change in focus of
work with vulnerable children and categories of children covered by the
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UNICEF-conceived children in especially difficult circumstances. It is
unquestionable that these groups of children are still in urgent need of support
and constitute an immense problem in many countries of Asia and the Pacific.
What is new, however, is the increasing acknowledgement of the role children
may play in finding solutions not only to their own problems but also to those
of their peers and next of kin. The main new trend is thus, that rather than being
regarded as passive and vulnerable victims, children are increasingly being
seen as active—in some cases proactive—social agents, capable of
contributing to solving their own problems as well as those of the households
and communities to which they belong. The key element here is a shift of focus
from vulnerability to resiliency. It seems, therefore, more and more pertinent
to look into ways in which we can promote and support the resiliency of
children living in difficult circumstances.

D. Child Protection and Labor Market Issues

In the legislation of most countries, children under 15 years of age are
excluded from the formal labor market, and children aged 16-18 are excluded
from certain activities, either whole sectors, such as mining, or specific parts of
labor processes that are considered to be hazardous. Children are thus—on
paper—effectively excluded from economic life. Countries that have ratified
the CRC (all countries in Asia and the Pacific) are obliged to set a minimum age
for admission to work that, according to earlier human rights legislation (ILO
Convention 138), should be no lower than 15 years. More recent legislation,
ILO Convention 182 (adopted 1999) is a manifestation of the consensus of the
international community that certain forms of child labor (the so-called worst
forms) cannot be tolerated irrespective of a country’s level of development or
traditional practices. Convention 182, adopted by the International Labor
Conference in 1999, defines the worst forms of child labor as:
(i) All forms of slavery or practices similar to slavery, such as the sale and

trafficking of children, debt bondage and serfdom and forced or
compulsory labor, including forced or compulsory recruitment of
children for use in armed conflict;

(ii) The use, procuring or offering of a child for prostitution, for the
production of pornography or for pornographic performances;

(iii) The use, procuring or offering of a child for illicit activities, in particular
for the production and trafficking of drugs as defined in the relevant
international treaties; and

(iv) Work, which by its nature or the circumstances in which it is carried out,
is likely to harm the health, safety or morals of children.
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The consequence of legislation is that—to the extent that social
protection is predicated on linkages to the labor market (social insurance,
pensions, sickness benefits) as well as to the extent that social assistance is
organized around the notion of household (and household heads are not
children, in official categories at least)—children are excluded as individuals
from social protection.

Within a labor market approach there are four ways in which children can
be viewed with respect to social protection as a whole:
(i) They are linked as workers to the informal labor market, which almost by

definition has no social protection mechanisms.
(ii) As child workers they may be contributors to (informal) family-based

social protection.
(iii) If they are not working, and are the children of employed or formal-labor-

market-linked households, the household is their main point of access to
social protection—although schools are also contingent.

(iv) If they are not in families, and not working, the state welfare system (such
as it may be) is their point of access (through institutions such as
orphanages) to social assistance and protection.

If children receive social protection in their own right this is through their
membership of a poorly constructed category, such as street children. This
tends to stigmatize them, may not cater for their full range of needs or even
rights, may (if they do not fit the category) cause them to fall through holes in
social protection systems, takes no account of their contributions to social
capital or, indeed, their resilience.

Conceptualizing children as helpless and dependent on adults in times of
crisis is not necessarily the most effective way of supporting children’s coping
mechanisms and resilience. This is not to deny that some children suffer long-
term and highly debilitating psychological and emotional distress, and that
many need considerable support and/or specialist care. It is to point out that
children are not merely the products of adult beliefs, training, investment and
intervention but are social agents in their own right. Even those children who
are especially troubled can contribute to their own protection.

Child protection has to be a joint responsibility of parents, families,
communities and the government. No single social protection program can
address all the problems confronted by families living in poverty and social
programs often tend to overlook the specific problems connected to child
poverty. However, child protection programs and early child development
programs can be extremely efficient interventions in mitigating many of the
complex and persistent problems of poverty.
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No child program can address the problems of a particular child over long
periods of time. It is important to consider if the main focus is to be on early
child support, school-age child support or youth support or if new national
policies are to include all child age groups.

Different child protection strategies work together and strengthen each
other. Thus if the aim is to improve the overall situation for poor children,
child-care development is not sufficient in itself but has to be backed by other
initiatives such as for instance primary school improvements.

E. The Child Rights Approach

Since its ratification, the United Nations Convention on the Rights of the
Child (CRC) has provided a guiding framework for research, policy-making
or programming activities concerning child protection. The social protection
elements of the CRC are contained in articles concerned with budgetary
provision for child rights, under Article 4, in combination with the general
principle of nondiscrimination (Article 2) together with specific health
Articles (6, 24), education (Articles 28-29) and social security rights (26-27),
support for parents/caretakers (Articles 5,18, including child care and pre- and
post-natal care for mothers), and protection from nonfunctional families or
substitution for nonexistent families (Articles 18/19, 21-22), and adequate
standards of provision (3c).

The best interest of the child principle provides valuable guidance to
decision-makers whenever the interests of children are affected, and applies to
all actions by authorities and private institutions. The principle applies to both
individual children and to children as a group, and implies the sum total of all
rights.

International and national child welfare agencies, including UNICEF,
now consistently use the term protection to distinguish the provisions that
protect children from abuse and exploitation from other provisions of the CRC
referring to health and education (sometimes called survival and development
or provision rights) or to civil and political rights (sometimes called
participation). These include protection from:
(i) Exploitation in work and commercial sex;
(ii) Physical and sexual abuse, torture and inhuman punishment;
(iii) Drug abuse;
(iv) The effects of armed conflict;
(v) Trafficking; and
(vi) Mistreatment in the judicial system.
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This idea of protection also includes categories of children such as
refugees, children with disabilities, ethnic minorities, orphans and other
children outside parental care. It follows a tendency to think of children in
victim categories, which predates the rights-based approach of the last decade,
and has been largely associated with the term children in especially difficult
circumstances (CEDC). This term was originally coined by UNICEF in the
mid-1980s to describe a mixed category of vulnerable children that included
working and street children, unaccompanied children in disaster or conflict
situations, refugee children, children affected by war and children with
disabilities (UNICEF, 1986). Over the years other groups of children were
informally included as CEDC. Sometimes the inclusion was almost universal.
Thus the list of CEDC categories included in any national context in UNICEF
Situation Analyses, country reports to the Committee on the Rights of the
Child and studies carried out by local researchers is specific to that country or
region. But categories may also be locally defined. Relevant Asian examples
include disability, emergencies, trafficking, child-bonded labor, child
commercial sex workers, and early marriage.

A policy review in 1996, which had the aim of moving beyond the idea
of CEDC, provided a new perspective based on the concept of special
protection measures. It had been formulated by the Committee on the Rights
of the Child, to describe the actions required to redress special vulnerabilities
of children so as to enable them to enjoy all of their rights (ECOSOC, 1996).

The argument used against this approach is that human rights are
indivisible. Children are not categories. The same child may be a worker, a
consumer of health and social services, a school pupil or dropout, a household
member and child with disability. This again indicates the necessity for an
intersectoral, holistic approach to child protection. Close collaboration is
necessary to assure that health, education and social protection policies are
both consistent and mutually supportive.

Child rights can be reduced to neither protection nor provision and
participation. The full range of rights must be considered. To give a critical
example, birth and identity registration are basic to planning and cut across all
other rights. Marginalized migrant children, who are not registered officially,
find it impossible to access services or schools, which increases their social
exclusion: a birth certificate is a ticket to citizenship. Without one, an
individual does not officially exist, and therefore, lacks legal access to
privileges and protections of a nation. Civil registration is also the basic tool
by which an efficient government counts its citizens and plans the schools,
health centers and other services they need. Yet many nations lack effective
systems for recording births. Every year, about 40 million babies—one third
of all births—go unregistered around the world (UNICEF, 1998).
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According to current approaches in child welfare circles and, as indicated
above, rights-based implies moving from a conventional approach in which
children are seen as objects of concern to regarding them as subjects of rights.
The move from a needs-based to a rights-based approach refers to the
implications of some of the differences as shown in Table 8 below. As a result,
development, welfare and aid agencies, as well as international financial
institutions, are now altering their mission statements to include greater
consideration of rights, and declare themselves to be rights-based, particularly
in their work with children. Nevertheless, as is the case with work that
professes to be participatory, these claims are largely based on pragmatic
considerations. A fully developed philosophy of rights-based programming
does not as yet exist, although some agencies are putting much effort into
developing so-called child rights programming. Nor are there any agreed
criteria for defining, evaluating and monitoring rights-based work. It has to be
admitted that the only programs that can claim to be rights-based at this point
are those advocating for greater awareness of an achievement of children’s
rights. Other examples that purport to be child-rights-based are probably best
described as examples of good practice in child welfare that attempt to take
children’s perspectives into account.

Source: Save the Children Fund (UK). 1999. Guidelines on Child Rights Programming. London: SCF.

Currently a number of agencies, most notably UNICEF and the
International Save the Children Alliance (Smith, 2000), are developing the
concept of child rights programming. They emphasize that children’s
participation is appropriate not only because it is defined as a right but also

Table 8. Common Differences between Rights-based and Needs-based Approaches to
Child Protection

Rights-based Needs-based

• Children are entitled to help, as the subject
of rights.

• Children deserve help.

• Governments have binding legal and moral
obligations.

• Governments ought to help, but there is no
clear obligation.

• Children are active participants by right. • Children can participate in order to improve
service delivery.

• All children have the same right to fulfill
their potential.

• Given scarce resources, some children may
have to be left out.

• There is an overarching goal to which all
work contributes.

• Each piece of work has its own goal but
there is no unifying overall purpose.

• All adults can play a role in achieving
children’s rights.

• Certain groups have technical expertise to
meet children’s needs.
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because approaches based on children’s participation appear to work better
and more cost-efficient in the long term. They thus lead to more sustainable
solutions to problems concerning child protection. However, focusing on
rights in an isolated sense may tend to ignore differences related to, e.g., age
or gender, and other specific aspects of child development. One can thus
imagine activities within child protection interventions that undoubtedly relate
to children’s rights without necessarily taking into account the question of
child development in the given context.

Finally, child rights programming emphasizes the cross-cutting issue of
raising awareness on children’s rights at all levels and the ensuing focus on
advocacy without which very little action may be taken. Advocacy is
important at the local, national and international level. At the local level
advocacy may e.g., lead to the passing of local by-laws that enhance the
protection of children. Advocacy may also improve reporting procedures and
ensure that cases of child abuse are actually reported to the authorities, and the
necessary legal action taken. At the national level it is, needless to say, also a
matter of adequate child protection legislation and the formulation of policies
necessary to cater for child protection needs in all key areas. The central
question is the extent to which legislation that clearly defines a framework for
child protection has been drawn up. At the international level advocacy is
instrumental in promoting the principles of the CRC, bringing cases of child
abuse to the attention of the international community, and establishing
networks for research on and documentation of child protection issues as well
as meetings that enable constructive exchanges of experiences related to child
protection.

F. Mainstreaming Child Protection

It is generally acknowledged that there is a need for capacity building in
design, implementation, evaluation, and monitoring of child protection
programming. The question is how to structure social protection for a large and
significant population within an overall social protection framework. The
available choices, which are not mutually exclusive and could be part of a
phased-in approach to child protection, are:
(i) Add child protection to current considerations such as education, health,

social assistance, community-based projects;
(ii) Expand current labor market analysis, and associated social protection

approaches, to include labor force participation of the population under
18 years of age.

(iii) Include a special focus on children within all current considerations, but
insist on child impact analysis as an integral part of program planning and
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evaluation, reducing the emphasis on categories such as households
within which the impact on children can be obscured; a strategy that has
the cost-effective advantage of improving some kinds of program
targeting.

To carry out mainstreaming of child protection measures into broader
social protection programs there is a need for child impact studies. A series of
indicators reflecting child protection and development would have to be
included to ensure proper monitoring and evaluation of program outputs.

The ability to define appropriate child protection activities obviously
depends on the availability, reliability and relevance of information and
knowledge about key issues. In many countries there is a profound lack of such
data. This suggests that more research and documentation must form part of a
country strategy as a prerequisite for any kind of implementation. Once
relevant baseline data, as defined by a (national or local) strategy exists, the
actual design of child protection activities can begin.

G. Conclusion

Based on our available—albeit limited—knowledge about the situation
of children in Asia and the Pacific, there is clear evidence that a vast number
of most common problems affecting children and youth—and thus the national
economies—are preventable at a relatively speaking, very limited cost. This is
particularly the case in some areas, for example, health and nutrition. Most of
these problems relate to interventions that are undoubtedly most cost-efficient
if targeted towards infancy and early childhood, with prevention being better
than the cure. However, there are a number of other severe problems that
require more specific interventions, which may be less cost-effective in the
short term but if linked with the more preventive operations will nevertheless
contribute to improvement of the economy at the level of families,
communities and nations.

Child protection is an integrated part of social protection, and an efficient
means to reducing poverty and increasing future growth. Poverty hits children
hardest. It has a disabling impact on their minds, bodies and future potential,
which leads to poor human development and weak economic performance.
Investing in children’s health, development, and social well-being is a social
and cost-efficient endeavor providing lifetime gains to the child and overall
benefits to the society.
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Chapter 15 – Child Protection:
Project and Program Issues
P. I. Crawford

A. Background for Program and Project Design

1. Child Protection as a New Paradigm?

hild protection as a specific and separate aspect of social protection
is a recent development in social protection policies around the
world. Although children before were incorporated in social policy
issues and strategies, this was often in an implicit manner in which,

for example, children would be supported through interventions directly
targeting their parents. More explicit inclusion of children was as a rule
reserved for cases in which a particular group or category of children was seen
as the key issue or problem one was trying to address, for example “street
children” or “child prostitution.” However, as indicated also in Chapters 14
and 16 of this volume, child protection is increasingly being seen as an integral
part of social protection in general, and there is overwhelming evidence that
investment in child protection may prove an efficient and sustainable way to
promote better opportunities and more equitable economic growth in Asia and
the Pacific.

There is no doubt that the UN Convention on the Rights of the Child
(CRC) has played a significant role in increasing the focus on child protection
issues and formed the background for mainstreaming child protection in many
contexts. In some of the leading donor countries children’s rights have been
incorporated into donor policies and been mainstreamed in one way or the
other. The Netherlands, for example, was one of the first countries to include
child rights and child protection in its policies concerning work in the
developing countries (Ministry of Foreign Affairs, 1994). Sweden was soon to
follow and the Swedish International Development Agency (SIDA) has
mainstreamed child protection in its general work, following a number of
studies of child protection issues in Swedish development aid (Brolin and

C
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Rosenblad, 1996). All programs and projects are now checked for the extent
to which they affect children’s lives, similar to what is done in areas such as
environment and gender. Many other national donor agencies have also given
children much higher priority in their policies and strategies in recent years,
for example the Department for International Development of the United
Kingdom (DFID), Norwegian Agency for International Cooperation
(NORAD), German Agency for Technical Cooperation (GTZ), and Danish
International Development Agency (DANIDA).

At the international level, financial institutions such as the Asian
Development Bank (ADB) and the World Bank have increased their focus on
child protection and children’s initiatives in recent years (ADB, 2000; World
Bank, 2000). Key areas are education, where the ADB and the World Bank are
the largest external sources of finance in Asia and the Pacific, working closely
with the United Nations Children’s Fund (UNICEF) and the International
Labour Organization (ILO). ADB and World Bank supported programs in
Asia, include major primary and secondary education projects, interventions
concerning child labor in South Asia, and support to the government back-to-
school program in Indonesia in order to reduce school drop-out rates and
prevent child labor from rising.

2. Integrated and Country Specific Approaches

Experiences from both Asia and elsewhere show that an integrated and
holistic approach to child protection is required, in which both children
themselves, families/extended families, local communities and political and
spiritual leaders, work together with government agencies, nongovernmental
organizations (NGOs) and international organizations. While specific
problems may need specific interventions they must be put into an overall
context of child protection. Harmful child labor, for example, may be reduced
through effective poverty reduction efforts and related economic and social
policies and programs. But such very broad measures usually take long time
to carry an effect and therefore need to be coupled with shorter-term specific
actions. The art of child protection in poverty reduction is very much about
striking the right balance between preventive and remedial measures.

While there are many reasons to question the validity of western
childhood models in an Asian and Pacific context and acknowledge the
contextual aspects of childhood and child development, there is reason to
underline some of the cross-cutting dimensions that must be taken into
account, especially when defining the target group. The situation of children
living in especially difficult circumstances in different countries may of course
vary considerably. There are, however, a number of issues concerning the
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characteristics of a given group of children which must be taken into account
in all cases: age, gender, social class, cultural/ethnic background, economic
background, legislation and national/local policies, family ties and kinship in
general, and religion.

Although sectoral approaches in, for example health or education,
evidently are to the benefit of the child population, there is increasing evidence
that integrated, holistic and intersectoral approaches are needed in many areas
of child protection. The close link between provision of educational services
and possibilities to reduce child labor is but one frequently cited example.

3. Child Data and Indicators

There seems to be no doubt, as indicated by recent research and
international conferences (Boyden and Mann, 2000), that one of the major
hurdles in further developing and improving child protection strategies, and
the implementation of relevant programs, is our lack of knowledge and data
concerning the lives of children living in adverse conditions. This includes a
lack of experience in how to work with children and youth. This is a general
and global problem that, however, applies conspicuously in the case of Asia
and the Pacific as well. This profound lack of knowledge and research affects
the ability of state governments to formulate relevant national child protection
strategies (such as country strategy papers defined by the CRC) and national
policy issues on children in adversity. It also affects the ability to clearly
identify and define relevant indicators—qualitative as well as quantitative—
for interventions in child protection. The latter, obviously, affects our ability to
carefully monitor the impact of programs, which may be more or less futile
without relevant and reliable base-line data. The risk is that many projects may
be implemented based on assumptions. In the worst cases this may lead to
counterproductive interventions that could worsen the situation for given
groups of children.

The lack of knowledge and data also affects many Asian and Pacific
countries’ ability to report to the Commission on Child Rights and to carry out,
for example, situational analyses of children in their countries, as described in
UNICEF’s handbook on the implementation of the CRC (1998). As indicated
in Table 4, the lack of data also makes it difficult to produce an overall
assessment country-by-country of the level of problems in key areas. It
follows, that there is an urgent need to carry out more research and conduct
more surveys throughout the region to provide policy-makers and project
implementers alike with the relevant base-line data and information based
upon which action may be taken. The international community and
international organizations have a vital role to play in this, through co-
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operation with national governments and all stakeholders within the sphere of
child protection. UNICEF is already taking on a lead role in assisting national
governments in reporting on the CRC. At a regional level there is a need for a
central body where research results, base-line data and the documented
experience of work in child protection may be collated to the benefit of
governments not only in Asia and the Pacific but also on other continents. It
would prove useful also when it comes to improve coordination of efforts and
exchange of experiences with child protection in different countries.

Indicators needed for child protection interventions will of course vary
from country to country, and depend on the specific nature of the problem
being addressed. One may, however, outline a number of indicators typical for
different sectors. Table 1 is an attempt to do this, mentioning mainly typical
predominantly quantitative examples of indicators in general sectors.

4. Typical Child Protection Issues by Age Category

Any strategic considerations of child protection need to take into account
the fact that different age groups exhibit different typical problems. Although
the CRC has introduced 18 years as the universal age limit for childhood there
is also reason to stress that in many cultures this may not necessarily make
sense. Adolescence or youth may stretch well beyond the age of 18 and
achieving adult status may depend on other factors than age itself. Table 2 is
an attempt to specify so-called typical problems within specific age groups, the
age groups used being those normally used in research and in policy
documents but which, of course, may vary considerably from one society to
another.
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Table 1. Sample Indicators for Sectors Directly or Indirectly Linked to Child Protection

Project Type/Sector Indicators

Health Infant mortality rate, under-five mortality rate (both need a relatively
large sample population and may therefore be misleading in a specific
very local context)
Disease cases (e.g., diarrhea, respiratory infections, malaria, tetanus,
measles, rubella)

Nutrition Weight for height, height/age, weight/age.
Breast-feeding and weaning practices

Education Literacy levels
School enrolment (proportion of school-going children in total
population of children) School attendance (frequency, reasons for not
attending).

Water, sanitation
and hygiene

Access to pure drinking water
Access to sanitary facilities
Hygiene practices

Reproductive health
and fertility

Fertility rate
Use of contraceptives
Access to safe abortion
Access to reproductive health counseling and information

Participation,
human/child rights
and democracy

Frequency of meetings and activities
Production of information material
Organizations
Degree of formal democracy within the target group

Institutional support Physical facilities such as buildings and equipment
Human and technical resources

Capacity building Number of children and adolescents taking part and involved in making
decisions
Number of boys/girls taking part
Organizational and political skills
Experience with advocacy and results thereof (e.g., changes in
legislation, reported cases of child abuse)
Level of internal/external communication

Children in
especially difficult
circumstances

Number of children (girls/boys) in especially difficult circumstances in
proportion of whole child population (e.g., number of child laborers
among children of school age) or in relation to a geographical area
(e.g., number of child prostitutes in a given area)
Health and nutritional status
School attendance

Source: Based on UNICEF’s follow-up work to the World Summit on Children, New York, 1991.
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In the Asian and Pacific region, there are—despite the mentioned lack of
reliable and adequate data—numerous examples of how economic growth has
affected the situation of children and youth through the related increase or
decrease in public and private expenditure on social services. In many
countries with economic growth there has thus been an impressive decline in
the infant mortality rates over the past twenty years. Unfortunately a number
of countries experiencing negative or stagnant economic growth—such as the
Central Asian republics—have also seen key indicators move in the wrong
direction. Table 3 is an attempt to outline a typology of age-related indicators
and their link to outcomes and risks or interventions depending on whether
expenditure on social services increases or decreases.

Table 2. Typical Child Protection Issues in Different Age Groups

Age group Characteristics and Level of
Dependency

Typical Problem Areas

0-2 years Babies and infants are in most
cultures defined as such until they
have been weaned. The child
depends completely on others to
survive and develop and belongs, in
this sense, to the most vulnerable
age group.

Health, hygiene, nutrition, abuse
and maltreatment, wars and armed
conflicts, social and economic
crises.

3-5 years Toddlers and preschool children
still depend very much on others
but increasingly take part in the
tasks of the household. In many
cultures children in this age
group—especially girls—begin to
undertake household chores and
look after their younger siblings.

Health, hygiene, nutrition, abuse
and maltreatment, wars and armed
conflicts, social and economic
crises.

6-12 years Primary school-age children
increasingly take active part in
social life. Normally children in
this age group should be enrolled in
primary education but are far too
often not.

Physical and mental abuse, child
labor/bondage, lack of schooling
and education in general, sexual
abuse, street children.

13-(18) years Teenagers are often active
participants in social life; take care
of themselves and others. Lack of
education and hope are in an
increasing number of cases
responsible for a “no-future”
syndrome in this age group.

Street children, crime, child
soldiers, child laborers, sexual
abuse, drug abuse, unwanted
pregnancies, sexually transmitted
diseases, lack of employment and
leisure time activities.
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5. Scope of Interventions

We may, finally, distinguish between different types of intervention
regarding child protection depending on the nature, scale and scope of the
problem. There is, needless to say, a major difference between the situation of
children under armed conflicts or natural disasters and those living under
“normal” circumstances, no matter how poor these may be. We may thus
distinguish between three general areas:
(i) Long-term development: Long-term interventions seeking permanent

solutions to general problems and aiming at building up communities’
own capacity to prevent future problems, thus achieving sustainable
development.

Table 3. Typology of Risks Intervention According to Age Groups

Age Risk/Intervention Outcomes Indicators

0-1 Pre- and antenatal care Increase or decrease in
morbidity and mortality

Low birth weight IMR

1-4 Immunization
Pre-school provision
Food supplements

Increase or decrease in
morbidity
Nutritional status

Immunization rates
U5MR
Anthropometrical measures

5-9 Universal primary educa-
tion (school fees, school
material costs, transport)
School meals, vitamin doses
School health clinic

Increase or decrease in
school enrollment and
attendance
Learning ability and
achievement
Nutritional status Morbidity

School enrollment ratios
School attendance
School test scores
Mortality rate

10-14 Access to free education
School drop-out due to
child labor
Leisure activities for
children

Increase or decrease in school
enrollment and attendance
Learning ability and
achievement
Nutritional status
Morbidity

School enrollment ratios
School attendance
School test scores
Mortality rate Child
workers

15- Secondary schooling
(family income
dependent)
Vocational training
Youth sports and leisure
activities

Levels of qualifications and
skills
Job opportunities
Unemployment
Social exclusion
“No future”
Drug/alcohol abuse
Sexual activity
Youth crime

Qualifications Employment
rates
Suicide rates
Crime rates
Sexually transmitted
infections
(STIs)
Early pregnancies

Source: Based on Falkingham, J. 2000. “From Security to Uncertainty: The Impact of Economic Change
on Child Welfare in Central Asia,” In Innocenti Working Paper No. 76. Florence: UNICEF Innocenti
Research Center.
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(ii) Shorter-term assistance: Usually addressing more specific problems of a
temporary character, such as the immediate effects of an economic crises
or the effects on food supply due to inadequate harvests. May, of course,
turn into long-term problems requiring long-term solutions.

(iii) Emergency relief: Interventions in cases of emergencies such as urgent
severe problems causes by armed conflicts or natural disasters such as
droughts, earthquakes and cyclones.

The emphasis on an integrated approach to child protection implies the
need to regard the three types or areas of intervention as interrelated, stressing
the need to incorporate all three levels in national (and international) strategies
for child protection. This means that relief work should be designed in a way
that opens the way for longer-term interventions while, similarly, long-term
interventions should take into account the need to prevent future emergency
problems through for example disaster preparedness or peace and
reconciliation.

B. Child Protection: The Asian and Pacific Case

Within the wide range of social, cultural and economic variety of Asian
and Pacific developing societies, three main forms can be observed at the
current time: countries marked by economic growth; countries in the transition
towards a market economy; and countries affected by conflict. These
categories are not mutually exclusive, but rather an abstract typology through
which the characteristics of social protection, particularly child protection, can
be observed and analyzed. Ethnic or other forms of conflict, for example, have
also affected several countries affected by the economic crisis.

In the first case, it is important to realize that, if not properly handled,
economic growth can increase economic disparities, producing pockets of
poverty in new groups of especially excluded and intransigent poor, whose
children are hard to reach with social assistance and other program
interventions (Mehrotra et al., 2000). Although, for example, there is
considerable information about the economic crisis in Southeast Asia little is
known about the specific damage to children (Piriyarangsan, 2000). In general
terms, however, child welfare appears to have declined primarily because of:
(i) Decreased family income as formal sector employment decreased and

adult workers took employment at lower rates in the informal sector;
(ii) Declining real wages as the result of inflation, which had an impact on the

price of food and health care; and
(iii) Reduced government revenue, which influenced government’s capacity

to maintain social expenditures (AusAID, 2000).
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On the other hand, it has been reported that the impact of the crisis on
most children has not been as marked as anticipated. The majority of children
continued to attend school and received sufficient food and health care, largely
because family resources were able to maintain an adequate level of support.
However, the children of the poorest families became poorer.

In transition economies, family structures have been subjected to
unprecedented stress and transformation. There are some specific, discernible
effects on children. The transition from cooperative to private household
economies increases the demand for child labor within the family. The
divestiture of social assets as a result of privatization has resulted in decaying
basic social services. Local governments do not have the financial and human
capacity to manage basic health, education, heating or water supply services
previously managed and financed by state-owned enterprises. The cessation of
state provision for social services places younger children in a particularly
vulnerable situation.

Countries that have been affected by economic crisis, warfare or major
natural disasters find their basic health and education structures destroyed or
damaged, food security deficient and family support dissipated. This is often
linked to a general decline in the national economy affecting public
expenditure on child welfare. Under such circumstances, children cannot be
provided with the requirements for healthy development. Indicators of poor
child health and inadequate nutrition tend to rise, especially among children
who have become separated from their families, who may be either forced to
fend for themselves or cared for in institutions that lack basic amenities and
even, in some cases, adequate food.

Box 1. Supporting Children during the Asian Financial Crisis

In 1998, Indonesia faced rising unemployment and inflation. With the risk of reduced budgetary expenditures
on social services, the Government of Indonesia requested the ADB to assist in providing a social safety net
for an extremely vulnerable group of citizens—children. Discontinuation of social services meant that a
generation of children was at risk of suffering from malnutrition, increased diseases and dropping out of
school. A sector program, for $300 million, was designed to improve the delivery, quality, and equity of basic
education and health and nutrition services and to ensure continued access to basic social services by the poor.
The project provided scholarships for junior secondary school, funds to enable midwives at health center to
expand outreach programs, maintain services for pregnant women and set up feeding programs for pregnant
women, infants and young children. The program was participative and community based. Funds were
transferred from the Central Bank of Indonesia through the post offices at the district levels. District
committees, school and health center associations determined how the funds should be allocated among
beneficiaries. NGOs monitored the programs at the local level. Almost two million children received junior
secondary school scholarships and 127,409 state elementary schools received block grants; 793,188 pregnant
women received medical support and supplemental feeding; and 1,051,309 infants and young children
received supplementary feeding. This was supplemented by additional grant funds to assist distressed
children. An example is the ADB-Japan Fund for Poverty Reduction financed project for girl street children,
for a total of US$1 million, to assist Indonesian street girls who are victims of sexual abuse or prostitution.
NGOs are providing counseling, awareness campaigns and health services.
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These situations tend to promote large-scale migrations, either internally
from rural to urban areas, or between urban areas, or across borders, in search
of either better income generation opportunities or a safer environment, or
both. The results are among others:
(i) Wealth disparities increase in urban areas;
(ii) Internal migration lead to people without identity, whose links to family

social support have weakened or disappeared altogether, including
unaccompanied children and other children without registered existence,
who are ineligible for health care, schooling or social assistance; and

(iii) Child workers fill niches in the labor market previous filled by adults, or
take up family economic tasks, previously fulfilled by adults.

Table 4 is an attempt to give an overall estimate of the level of problems
regarding selected key areas and indicators of child protection in developing
countries in Asia and the Pacific region. As noted above, however, the lack of
reliable and adequate data seriously affects such an exercise.
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Table 4. Selected Key Areas and Estimates of Child Issues by Sector

ADB DMC Immun-
izationa

IMRb U5MRc Access
to Safe
Waterd

Access
to Sani-
tation

Primary
Educa-

tionf

Child
Laborg

Street
Chil-
drenh

Child
Prosti-
tution

Afghanistan H H H H H H H N/A N/A
Azerbaijan L L L N/A H M N/A N/A N/A
Bangladesh H H H L H H H H H
Bhutan M H H H M H N/A M M
Cambodia M H H H H H H H H
China, PR L M L H H L N/A L M
Cook Is. L M L L L L L L L
Fiji M L L M L L L L L
Hong Kong L L L L L L N/A L N/A
India L H H M H H H H H
Indonesia L M M M M L H M H
Kazakhstan L M L L L L N/A N/A N/A
Kiribati L H M M H L L L M
Korea, R. L L L L L L N/A L N/A
Kyrgyz R. L M L M L M N/A N/A N/A
Lao PDR H H H H H H H H H
Malaysia L L L M L L M M H
Maldives L H M H H L N/A N/A N/A
Marshall Is. L M M M M N/A L L N/A
Micronesia M M L H H N/A L L N/A
Mongolia L M H H M H N/A H M
Myanmar L H H H H M H H H
Nauru H M L N/A N/A N/A L L L
Nepal M H H H H H H H H
Pakistan M H H M M H H H H
Papua NG H H H H M H N/A M M
Philippines M M L M M M H H H
Samoa L M M H L M L L L
Singapore L L L L L L L L L
Solomon Is. H M L M H L L L L
Sri Lanka L L L H M L H M H
Taipei L L L L L L L L L
Tajikistan L M M H H L N/A N/A N/A
Thailand L M L M L L H H H
Tonga L L L L L L L L L
Tuvalu M M M L M L L L L
Uzbekistan L M M L L H N/A N/A N/A
Vanuatu M M M M H H L L L
Viet Nam L M L H H M H M H
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Legend to Table 4: H = major problem in country, M = Moderate problem in country, normally
with large local variations (e.g. rural/urban, L = limited or no problem. N/A = not available

a Estimates based on statistics from UNICEF, WHO, UNDP and other sources. L= almost all
children fully immunized at age of 1 against TB, DPT, polio and measles and routine EPI %
coverage high; M=Considerable number of children not fully immunized at age of 1 or
covered by routine EPI; H=Large number of children (>25%) not fully immunized at age of
1 and/or routine EPI not existent.

b Based on ADB, 2001, Selected Poverty and Related Indicators, Statistics and Data Systems
Division (EDSD), Manila. L= IMR < 20; M= 20-50; H= >50.

c Based mainly on UNICEF statistics. L = U5MR <50, M= U5MR 50-100, H= U5MR > 100.
d Based mainly on UNICEF and WHO statistics and ADB, 2001, Selected Poverty and Related

Indicators, Statistics and Data Systems Division (EDSD), Manila. L=>90% have access, M=
75-90% have access, H= <75% have access.

e Based mainly on UNICEF and WHO statistics and ADB, 2001, Selected Poverty and Related
Indicators, Statistics and Data Systems Division (EDSD), Manila. L=>90% have access, M=
50-90% have access, H= <50% have access.

f Estimates based on statistics from UNESCO and UNICEF. Statistics not fully reliable. Major
differences regarding urban/rural and gender in most countries.

g Includes all forms of harmful and other child labor covered by various international
conventions. Estimates based on literature and documentation from e.g. ILO, UNICEF, Save
the Children, World Bank, and Child Workers in Asia. Reliable statistical information
unavailable.

h Estimates based on literature and documentation from e.g. ILO, UNICEF, Save the Children,
World Bank, and Child Workers in Asia. Reliable statistical information unavailable.

i Includes all forms of sexual exploitation of children and sex trafficking across national
borders. Estimates based on literature and documentation from e.g. ILO, UNICEF, ECPAT,
Save the Children, World Bank, and Child Workers in Asia. Reliable national statistical
information unavailable.

C. Child Protection: Program Issues

1. Project Design and Preparation

There is seldom a single ministerial body with overall responsibility for
child protection. Some children (especially under-age workers, orphans and
street children, and even adolescents as a group) may run the risk of not being
the sole responsibility of a particular line ministry and therefore lack access to
the necessary forms of social protection. Responsibility for reporting to the
CRC can be a guide to where to go for information. All too frequently,
however, it may only indicate a data assembly function, especially if it falls
within the Ministry of Health, Office of the Prime Minister/President, or
Foreign Affairs. Determining the implementing agency for any new child
protection program or component can therefore be a difficult task.

The first step consists in identifying the responsibilities of key ministries
and other government bodies, as well as those of other relevant stakeholders,
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including religious institutions, private and public educational institutions,
NGOs, and local community organizations.

International organizations, especially UNICEF, and NGOs such as Save
the Children Fund or the Red Cross frequently deal with children’s policy and
have an advisory role with government, as well as being responsible for their
own monitoring and drafting of reports to the Committee on the Rights of the
Child. Defining relationships with these agents before implementation is
recommendable. UNICEF, in many countries, assists governments in
compiling data for situational analyses of children, often jointly on women and
children. These situational analyses, alongside other relevant data, can be
extremely important to program preparation.

Research on economic and social implications of different policy and
program options, including an assessment of risks, has to be carried out to
identify the most appropriate intervention strategy. This is particularly the case
when trying to avoid counterproductive results of too narrowly defined
interventions and when trying to balance preventive and curative interventions.

The program design also needs to consider the relative merits and the
balancing of priorities between for example:
(i) Institutional care versus community-based care;
(ii) Survival and development versus children in need of special protection;
(iii) Government provision versus private provision; and
(iv) Welfare/service provision versus rights/participation.

While targeted interventions are urgently needed for particularly
vulnerable groups such as street children or unemployed youth, it is important
to develop an integrated approach for various target groups. The approach
should enable excluded and vulnerable groups to enter mainstream society by
identifying their needs through participation and consultation, and by making
the social, cultural, political, physical, and economic infrastructures of society
fully accessible to all, and thus enable their fullest possible participation in
their societies.

A rights-based approach at the level of a national strategy for child
protection can take its point of departure—especially if most of the
information is not already available thru situational analyses etc.—in a series
of analyses, analyzing the status of child rights, looking at the causes and
obstacles and, finally, identifying who is responsible for what. An example of
such a three-stage analysis is given in Table 5. Appendix 1 may also be used
to assess various child protecting options.
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Source: Based on Smith, 2000

NGOs play an important advocacy role in child protection and they may
be valuable sources of information. Using NGOs to deliver services can in
some cases be more efficient than using government agencies and produce
more flexible and effective service-delivery approaches. An important
problem, however, is that NGO geographic coverage tends to be limited.
Where complete or near-complete geographic coverage is needed, attention
needs to be paid to how new NGOs will be created or existing NGOs expanded

Table 5. Analytical Framework for Child Protection Program Design

1. Status of Child Rights 2. Causes/Obstacles 3. Obligations/
Responsibilities

Analysis of the status of child
rights:
• Incidence of child rights

violations?
• Intensity of child rights

violations?
• Child rights not yet covered

by legislation and policies?
• Are children’s views being

heard?
• Are children participating

in all matters concerning
their own lives?

Specific data for specific
children:
• Age
• Gender
• Location
• Ethnic group
• Religious group
• Disabled children

Analysis of causes and
obstacles:
1. Macroeconomic
2. Legislation (enforcement

and application):
• Child labor
• Child abuse and violence
• Trafficking
• Sexual exploitation
• Citizenship (including birth

registration, name etc.)
• Child soldiers
• Juvenile justice
3. Sector policies and

programs:
• Social welfare
• Health and nutrition
• Education (formal and

nonformal)
• Housing
• Labor market
• Agriculture/food security
• Environment
• Water and sanitation
• Poverty reduction
• HIV/AIDS prevention
4. Budget allocations

compared against
international agreements
and commitments

5. Public opinion and cultural
attitudes, including beliefs
and practices

Analysis of obligations of
duty bearers, institutional
structure and responsibilities:
• Parents/guardians
• Extended families
• Service providers
• Government departments

(national and local level)
• Legislators
• Private sector and

employers’ associations
• NGOs and community-

based organizations (CBOs)
• Religious bodies
• Bilateral donors
• Multilateral donors
• UN organizations
• World Bank, IMF, ADB

(IFIs)
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to fill the need, or the extent to which it is possible to strengthen local
government authorities to take on the tasks. Where service delivery can be
concentrated at a few locations, such as with residential facilities for orphans
or geographically targeted intervention, these geographic limits are less of a
problem. Generally speaking NGOs often lack the capacity and coverage to
undertake major mass interventions such as immunization campaigns or the
distribution of vitamin and food supplements. However, NGOs at a national
and local level may play an important role in helping raising awareness as part
of such campaigns, underlining the need to ensure the necessary orchestration
of interventions.

Another concern is sustainability in project work. While working with
NGOs and international agencies may provide more direct results, the risk is
discontinuation of activities once grants are spent, and a lack of accumulation
of lessons and experiences of use for future activities. Programs, therefore,
also have to address the need for:
(i) Training of social workers who work with children and their families,

sustained capacity building, professional skills and self-regulation;
(ii) Institutional transformations and support, development, management;
(iii) New techniques of research, analysis, and documentation, and new

indicators leading to effective monitoring (cost effective implementation);
(iv) Supervision and support; and
(v) Scholarships and exchange programs.

In developing the program components, an integrated perspective, which
takes into account the complexity of social protection issues, has to be
adopted. Dialogue with different stakeholders in civil society, social data of
good quality to determine needs and identify causal relations, a measured
perspective on social protection rights and entitlements, and definition of the
priorities in social protection by political decision-makers, including
ministries of finance and planning, are needed to ensure the basis for
successful implementation of any program.

Table 6 is an attempt to give an overview of typical features regarding
responsibilities and constraints within a range of child protection
interventions.
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Table 6. Responsibilities and Constraints in Child Protection

Key Issue 1: Child survival, health, environment: (a) health, (b) nutrition, (c)
reproductive health, (d) hygiene water and sanitation, (e) environment and pollution,
and (f) occupational health and safety

Responsibilities/Obligations Constraints/Challenges

Family/extended family:
• Provide clean, decent shelter
• Provide a healthy balanced diet
• Provide access to safe drinking water
• Provide safe and hygienic sanitation
• Educate child on hygiene
• Protect child against domestic dangers

(toxic substances, fire, child molesters,
bullying, drowning)

• Provide healthy environment (clean,
spacious) to prevent diseases

• Provide waste disposal
• Provide immunization and preventive

health care
• Provide adequate and appropriate clothing
• Provide emergency preparedness

Family/extended family:
• Limited financial resources
• Limited involvement in decision-making
• Unbalanced resource allocation
• Lack of cohesion (ethnicity, culture)
• Social pressures, status symbols
• Resistance to behavioral changes
• Limited access to information and advice
• Limited knowledge
• Religious/traditional beliefs and practices
• Other pressures may compromise safety

Community:
• Communal facilities, e.g. schools, water

etc.
• Facilitate and reinforce healthy practices of

households
• Mobilize resources
• Disseminate information, raising awareness

on key issues
• Monitor and enforce community decisions

and practices
• Provide and maintain structures which

benefit the community

Community:
• Lack of cohesion, attitude problems
• Limited resources (human and financial)
• Limited social guidance/education on moral

values
• Negligence and corruption
• Resistance to change and cultural, religious

and traditional attitudes
• Lack of exposure and knowledge
• Quality of leadership and management
• Lack of coordination
• Dependency on national and international

inputs

Civic society:
(i) NGOs, CBOs, religious groups:
• Must inform government authorities of

their mandates
• Report to authorities on activities
• Comply with standards set by national

policies
• Follow national legislation on delivery

services

Civic society:
(i) NGOs, CBOs, religious groups:
• Inadequate or unclear procedures
• Lack of awareness of procedures
• Inadequate and inappropriate supervision

and monitoring by government
• Weak reporting and monitoring within

NGOs
• Limited resources
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Responsibilities/Obligations Constraints/Challenges

(ii) Commercial enterprises/employers:
• Pay living wage
• Comply with occupational health and safety

regulations
• Ensure employees’ access to health services
• Provide hygiene facilities at work place
• Provide protection against toxic and other

harmful substances
• Dispose of toxic and harmful waste in

accordance with legislation and policies set
by government

• Adhere to legislation regarding child labor

(ii) Commercial enterprises/employers:
• Inadequate legislation
• Weak or non-existent enforcement of

legislation
• Lack of policies
• Limited resources
• Need to remain competitive overshadows

obligations
• Resistance to change in perception of

employer-employee relationship
• Traditional management structures and

leadership
• Lack of adequate environmental monitoring

standards and procedures

Institutional (health, educational etc.):
• Provide basic facilities such as water &

sanitation within institutions
• Provide information and education on

services available
• Provide quality services within resources

available
• Monitoring, reporting and accounting to

responsible authorities
• Contribute to overall protection/

management of e.g. the environment

Institutional (health, educational etc.):
• Bureaucracy in decision-making
• Corruption
• Low morale and motivation due to lack of

inducement
• Limited vision
• Limited resources
• Inadequate or inappropriate management

skills
• Inappropriate organizational structure
• Limited social responsibility
• Lack of coordination and exchange of

experiences between institutions

State:
• National policies and legislation
• Country strategy
• Monitoring and reporting on situation of

children
• Research and documentation
• International and regional cooperation

State:
• Limited resources and inappropriate budget

allocations
• Limited knowledge
• Lack of political stability
• Corruption

Table 6. (cont’d) Responsibilities and Constraints in Child Protection
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Key Issue 2: Education and development: (a) Quality education fitting the needs of the
community and country; (b) giving children the coping mechanisms they need to live a
good life as contributing citizens; (c) ensuring that all children have equal access to
education that helps them develop to their full potential

Responsibilities/Obligations Constraints/Challenges

Family/extended family:
• Provide relevant and quality education
• Provide a home that is safe, stimulating and

conducive to learning
• Seek special education for children with

disabilities and other children in need of
such education

• Support the child’s learning in all ways, e.g.
by helping with schoolwork and talking to
teachers and school staff

• Encourage and ensure that the child has
access to leisure and extra-mural activities

• Teach the child tolerance, good behavior
and other aspects not necessarily covered
by the school curriculum

Family/extended family:
• Limited financial and other resources
• Little value placed on education and

learning within family, and the time spent
with children to support them

• Children with disabilities (CWD) may be
left out due to shame or guilt within family

• Ignorance about causes of disability and the
options available

• Prejudices of parents and lack of tolerance
• Traditional values may impede parents’

willingness to let girls attend school
• Heavy work burdens within the family may

lead parents to keep children at home

School/educational institution:
• Supervise the child
• Inspire self-esteem in all children,

including those with disabilities
• Teach and exemplify tolerance towards

people with a different background
• Reinforce and supplement good parental

practice
• Help children realize their rights and ensure

their participation in social life

School/educational institution:
• Schools and staff often geared towards the

needs of children who are performing well
academically

• Schools often treat all children as being the
same without acknowledging their
individual differences

• Teachers and other staff may serve as
wrong role models, introducing children to
bad behavior (drinking, smoking, abusing
girls etc.)

• Limited knowledge among teachers on
appropriate and updated methods of
teaching and learning

• Lack of knowledge on how to teach
children with a different cultural
background or children with disabilities

Table 6. (cont’d) Responsibilities and Constraints in Child Protection
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Responsibilities/Obligations Constraints/Challenges

Community:
• Supporting school and development

committees
• Supporting all educational activities
• Support teacher/parent committees in

educational institutions
• Encourage parents to educate children and

support leisure and extra-mural activities

Community:
• Lack of resources and time among parents.
• Lack of understanding of committees
• Differences in cultural and ethnic

backgrounds
• Differences in views on e.g. gender
• Lack of cohesion and leadership, especially

in communities fractured by armed conflict
or ethnic disputes

Civic society:
(i) NGOs, CBOs, religious groups:
• Monitoring education situation and alert

society to problems
• Propose alternatives to existing educational

system if needed, e.g. the need for
nonformal education

• Help in raising awareness about the right to
education for all children

Civic society:
(i) NGOs, CBOs, religious groups:
• Lack of capacity to monitor, report and

advocate
• Limited knowledge and ideas about

alternative education strategies
• ‘Competition’ with government authorities

(ii) Commercial enterprises/employers:
• Provide education in some cases and

support educational efforts in general
• Offer grants, scholarships, and

apprenticeships to young people

(ii) Commercial enterprises/employers:
• Attitudes towards mutual benefits of

children’s education
• Limited resources, particularly in small

companies
• Reluctance to let labor costs increase even

when the result is better qualified staff

Institutions/State:
• Provide basic facilities such as classrooms

and school materials (books and
equipment)

• Develop curriculum nationally taking into
account local differences (e.g. ethnic
minorities) and differences between
children (e.g. CWD)

• Develop national policies and strategies for
formal and nonformal education

• Monitor and account to public and parents

Institutions/State:
• Limited planning, management and

material resources
• Limited vision of what education means for

society
• In many countries structures and systems

are based on colonial times and are hard to
change

• Poor skills within government authorities
• Bureaucracy and corruption

Table 6. (cont’d) Responsibilities and Constraints in Child Protection
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Responsibilities/Obligations Constraints/Challenges

Institutions/State:
• Provide basic facilities such as classrooms

and school materials (books and
equipment)

• Develop curriculum nationally taking into
account local differences (e.g. ethnic
minorities) and differences between
children (e.g. CWD)

• Develop national policies and strategies for
formal and nonformal education

• Monitor and account to public and parents

Institutions/State:
• Limited planning, management and

material resources
• Limited vision of what education means for

society
• In many countries structures and systems

are based on colonial times and are hard to
change

• Poor skills within government authorities
• Bureaucracy and corruption

Key Issue 3: Identity and protection Ensuring that all children have an identity as an
individual human being and citizen and that all children are protected against abuse,
neglect, harmful and hazardous labor, sexual and other forms of exploitation.
Interventions are particularly needed for children living in extreme adverse conditions.
In Asia these include: (a) child labor; (b) children affected by armed conflict; (c) child
prostitution; (d) ethnic minorities; (e) the girl child; (f) children with disabilities,
including landmine victims; and (e) street children

Responsibilities/Obligations Constraints/Challenges

Family/extended family:
• Provide a safe and happy home
• Give the child a positive stable identity
• Give the child a decent education
• Impart good moral and ethical values to the

child
• Ensure that the child has legal documents

and identification papers
• Ensure that the child will be able to access

resources through government authorities
• Protect the child from undesirable

influences, abuse, and deprivation
• Give the child love, care and affection so

that the child is given a sense of belonging
to the family and community

Family/extended family:
• Poverty
• Parents may themselves lack stable

identities
• Priorities of parents may be wrong
• Media and ‘what others say’ may affect

parent decisions
• Parents may have difficulties obtaining

identity for child due to poverty, ignorance
and illiteracy, or for political and ethnic
reasons

• Parents may have too little time for their
children, being negligent due to stress

• Parents/guardians may have been forced to
accept parentage to children who are not
their own in a biological sense

Table 6. (cont’d) Responsibilities and Constraints in Child Protection
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Responsibilities/Obligations Constraints/Challenges

Community:
• Facilitate the development of safe, happy

homes
• Help reinforce stable identities
• Help parents ensure children’s education
• Monitor and sanction parental behavior and

that of others, including that of other
children, to ensure that the best interest of
the child is given priority

• Providing safe environments for children in
the community

• Raise awareness on and encourage good
parenting and support families living in
adverse conditions

Community:
• Social norms may privilege adults, not

children
• Communities may not necessarily support

identity in the best interest of the child
• Ethnic minorities and other marginalized

groups may be poor, uneducated and feel
threatened by the majority population

• Lack of cohesion in fractured communities
such as many urban slum areas or refugee
camps

• Values of the community may not be
compatible with that of a nuclear family.
Problem in areas where the extended family
is no longer the norm and traditional coping
mechanisms of kinship groups have
diminished

Civic society:
(i) NGOs, CBOs, religious groups
• Monitor the status of children and report on

breaches of children’s rights
• Raise public awareness on children’s rights

and legislation affecting children’s lives
• Advocate on behalf of children and parents
• (ii) Commercial enterprises/employers:
• Provide child friendly working conditions

for parents (m/paternity leave, leave if child
is ill, time to breast-feed etc.)

• Pay living wages

Civic society:
(i) NGOs, CBOs, religious groups
• Few NGOs have specialized knowledge/

experience in child protection programming
and child rights

• Weak advocacy capacity
• Inadequate monitoring capacity
• Limited resources for outreach work
• (ii) Commercial enterprises/employers:
• Many companies, especially small

companies, cannot afford measures
• Weak monitoring of labor legislation etc.

Institutions/state:
• Facilitate acquisition of legal documents

such as birth certificates
• Provide public awareness on the situation

of children and on their rights
• Ensure that legislation does not counter the

best interests of children, i.e. assess
legislation impact on children in all cases

• Ensure that the rights of all children are
respected

Institutions/state:
• Bureaucracy and corruption
• Data processing unreliable or inadequate
• Suspicion towards the effects of

guaranteeing children’s rights (political or
social backlash)

• Social responsibility given low priority
• Limited vision and knowledge
• Lack of political stability
• Structural adjustment may lead to lower

priority for children’s issues
• Armed conflicts and natural disasters

Table 6. (cont’d) Responsibilities and Constraints in Child Protection
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2. Specific Project Interventions

Child protection may be regarded as program interventions that directly
or indirectly benefit children and facilitate their development to their full
potential. The aim of such interventions may be to:
(i) Improve support to parents;
(ii) Listen to children and recognize them as agents of their own

development;
(iii) Encourage developmental environments for children;
(iv) Create a special focus on children with disabilities and other

disadvantages;
(v) Promote competence-building among teachers and other professionals

working with children;
(vi) Promote monitoring of children’s development;
(vii) Monitor and influence macro-level and sector policies in terms of child

development;
(viii)Encourage local research and comparative studies; and
(ix) Develop the use of CRC as a tool for policy making and international co-

operation.

The relevant actual area of intervention will of course differ from country
to country. As described in Chapter 14, a number of areas seem to be relevant
for all countries:
(i) Health, including nutrition, and reproductive health and HIV/AIDS;
(ii) Education (both formal and nonformal);
(iii) Early childhood development, i.e., interventions oriented towards

children of pre-school age; and
(iv) Youth (especially adolescents with no or very little education who have

dropped out of school or have few prospects of finding jobs).

There are in addition a number of areas that figure prominently in several
or many DMCs:
(i) Child labor;
(ii) The girl child;
(iii) Youth;
(iv) Street children;
(v) Children with disabilities;
(vi) Children affected by armed conflict;
(vii) Child prostitution; and
(viii)Children from ethnic minorities.
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a. Child Labor

International organizations and many national development agencies
have increased their focus on child labor issues in the recent decades. There
are indications that the number of child laborers in e.g. Southeast Asia is
declining. However, there is no doubt that child labor is still a major problem
in many Asian countries, and to eliminate the most hazardous forms of child
labor and turn harmful practices into long-term productive solutions require
the concerted efforts of governments, NGOs, trade unions, employers’
organizations and the international community.

A number of approaches have been employed in the struggle against child
labor worldwide, including poverty reduction; educational activities; support
services for working children and their families; control through national
legislation and regulation; raising public awareness, and; elimination of the
most harmful forms of child labor through international agreements and
treaties. The need for an integrated approach must again be emphasized. There
are a number of cases in which boycotts and import restrictions on products
involving the use of harmful child labor has in fact had a negative impact on
the children. If children lose their jobs they may have to resort to other forms
of generating income for themselves and their families, which is known to
have led to increased crime rates, child prostitution, and street children.
Although child labor may be regarded as a specific problem one must always
look at the problem in its general context.

b. The Girl Child

In most Asian and Pacific societies there is a strong imbalance between
gender specific expectations to children. Boys are frequently given the highest
priority when it comes to access to education and investment in the future.
Cultural attitudes may play a significant part in maintaining girls in the role of
prospective housewives rather than entering a career of their own. Although
there are cases of boys being sexually exploited there is no doubt that girls are
overwhelmingly the victims of sexual abuse and exploitation throughout the
region. Girls also contribute significantly more than boys to the domestic
workforce, in most countries with girls forming more than 80 percent of
domestic workers.1 In some countries religious or cultural beliefs may impose
social restrictions on girls, limiting their mobility and in some cases confining

1. A study done in Manila thus showed that 9 out of 10 domestic workers were girls. See
Camacho, A.Z.V. 1997. Family, Child Labor and Migration: A Study of Child Domestic
Workers in Metro Manila. Manila: University of the Philippines.
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them to a life within their own household unless accompanied by male
members of kin. The emphasis on gender in recent decades has led to a focus
on the girl child in project work and there is some indication that the situation
for the girl child is improving in parts of the region with, for example, school
enrollment rates for girls increasing. However, the number of existing
programs specifically addressing the needs of the girl child is totally
inadequate when it comes to substantially changing the situation. It will not
ensure that the enormous potential of girls in combating poverty is nursed.

Projects addressing the specific problems of the girl child must usually
struggle with intrinsic gender disparities in the given community. Unless
project activities such as those oriented towards increasing girls’ school
enrollment attempt to address the underlying causes of why girls are not
already being enrolled, it may well be a futile exercise. Some kind of grant or
scholarship system may be required to convince parents, and to balance the
significant contribution girls often provide to household economies. Public
awareness campaigns are one tool among others in trying to convince parents
and communities about the long-term potential of the educated girl child in
developing the economy.

c. Youth

In both Asia and the Pacific, problems directly related to youth seem to
be increasing rapidly or, rather, communities are realizing that problems that
have existed for some time are related to youth as a specific category. Youth,
as a category, is a recent phenomenon in the world in general and in the non-
industrial part of the world in particular. Youth defined as a specific subculture
has only emerged, mainly in urban areas, over the past fifty years or so. In
many countries specific youth problems are the result of lack of opportunities,
even for young people who may have secondary educational backgrounds. The
growing number of young people with nothing to do may lead to increased
delinquency, substance abuse, sexually transmitted infections, including HIV/
AIDS, and ruptures of family and kinship ties. Young people devoid of the
support of their parents and local communities seek the only survival
mechanisms available to them. In many societies young people are seen as a
menace, and a threat to traditional age-based authority, rather than a potential
source of wealth and economic development, in spite of the fact, that the
potential is enormous, given the demographic profiles of most countries.

Project activities regarding youth may be divided into two main areas.
Firstly—and particularly in areas experiencing economic growth or the
immediate potential for growth—it is a matter of designing activities which
will enable the labor market to absorb the growing number of young men and
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women. In these cases it is frequently a matter of ensuring that young people
have the skills and qualifications needed in a growing and changing labor
market. In many countries, even those where the educational system is
functioning satisfactorily when it comes to academic performance, there is
often a wide gap between the kind of skills and qualifications that young
people receive through schooling, and the requirements of the economy. The
main answer, in many cases, lies within nonformal education and skills
upgrading activities. Secondly—in particular in areas where the ability of the
labor market to absorb young people may be limited in the short term—
activities should be geared towards helping young people to become involved
in meaningful activities that may restore their sense of belonging to a
community. Drop-in centers, sports and leisure activities, and various forms of
training, based on the interest and active participation of the young people,
may be the initial step towards a situation in which young people are capable
of managing their own lives without disrupting those of other citizens. In the
longer term this will facilitate their access to the labor market and their ability
to serve their communities.

d. Street Children

Street children are a universal phenomenon surrounded by many myths
and prejudices. They are almost ubiquitous in the urban areas of Asia and
increasingly so in the Pacific as well, and are often perceived as a mainly urban
problem. However, there are millions of children living not on the streets of
cities but in the fields and on the roads of rural areas, fending for themselves
in an unequal struggle for survival, either abandoned by their families,
orphaned or having simply chosen to leave in search of a better life away from
abuse. These field children, for some reason, have not received the attention
and emotional reaction that has characterized their brothers and sisters in the
cities.

Most programs are thus oriented towards urban street children, with
many programs growing out of charities and religious groups, which have
always helped the homeless and destitute. As is the case with many CWD
projects many interventions are part of an institution-based approach that may
not necessarily serve the best interest of the children and lead to
stigmatization. The vast majorities of street children in most countries are
either part-time or live with their families and work full time in the streets (see
also Chapter 14) to help their families survive.

Rather than provide separate institutions for such children, who in many
ways serve as symptoms of general poverty levels, it were more appropriate to
look into ways of supporting their families and communities to prevent
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children ending up on the streets in the first place. One of the main problems
with the whole category of street children, as with other categories, is our lack
of knowledge and data. What we do know, however, is that the term
encompasses a very diverse group of vulnerable children for whom there is no
single formula of help. There is a need to clarify and demystify the scope and
character of the problem labeled street children and to assess whether the—
relatively speaking—enormous attention they have received could more
constructively and cost-efficiently be oriented towards preventive poverty
alleviation measures.

e. Children with Disabilities (CWD)

Children with disabilities are often more vulnerable than other children
for the simple reason that they are regarded as less resourceful and in need of
more resources, i.e. cause more problems. The single most important step in
helping CWD is presumably to regard them as any other children, with the
same needs and rights. Instead of isolating CWD from the everyday life and
work of the household, which is what frequently happens, they should be given
the same degree of access to informal and formal education and forms of
socialization of other children. To avoid stigmatization (of both child and
family) and isolation, support should be given within the family and the local
community rather than setting up separate centers and institutions. Experience
from projects around the world indicate that not only is such an approach more
successful in enabling a child with a disability to live a normal life, it is also a
far more cost-efficient approach. There are, of course, cases with severe levels
of disability that may require institutions and intensive care. This, however,
should not affect that basic principle of allowing the given child to live a life
as close as possible to that of other children. Recent trends in programs
concerning CWD do seem to indicate an increasing awareness of this, and
building up central institutions instead of helping “on location” is becoming
more and more common.

f. Children Affected by Armed Conflict

This covers a diverse category of children, which—directly or
indirectly—have been affected by armed conflicts of which the region has,
sadly, had its fair historical share. Those directly affected include refugee
children (accompanied and unaccompanied children), child soldiers (both
boys and girls, boys often used as combatants, girls as “wives” to the soldiers),
and children with physical disabilities, caused by combat or landmines, or
mental disorders caused by traumatic stress. Children severely affected by war
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and armed conflicts often require very specific help due to traumatic stress, for
example psychosocial support. A number of international organizations (e.g.,
UNHCR, Red Cross) and NGOs are actively working with children in this
field all over the world, building up the specialist experience and knowledge
needed to do so. Most governments do not have the capacity to undertake
activities and need the support of organizations with special knowledge and
experience.

As is the case with CWDs, the most cost-efficient approaches are those
that aim towards integrating war-affected children in the community, either
that of origin or their new community. Although the effects of war may require
lifelong special support there is evidence that war-effected children function
better as soon as they are able to live a life as close to normal as possible.

g. Child Prostitution

Since the World Congress regarding commercial sexual exploitation of
children (Stockholm, 1996) a network of agencies for the elimination of child
prostitution and trafficking (ECPAT) has been established. This has further
contributed to child prostitution becoming one of the most well documented
areas of child abuse. A number of Asian countries have figured prominently in
the international media concerning child prostitution and trafficking, sex
tourism and child pornography.

Recent studies (Montgomery, 2000) indicate that the whole question of
child prostitution may be more complex than expected. As is the case with
child labor in general, child prostitutes play an important economic role to
their families and terms such as abandoned and forced are too simplistic in
describing the problem. Cultural attitudes, taboos and stigmas make it an area
very difficult to work with. Realizing that child prostitution is a social problem
belonging to the whole society and not merely to the individual and her or his
family is the first step in finding long term solutions. The main hurdle, despite
media attention and recent years’ increased research, is still a lack of
knowledge and data, which makes it difficult even to assess the scope of the
problem.2 There is some international experience with integrated approaches,
very often based on projects in which NGOs work together with government
authorities and international organizations. The aspect of trafficking implies
that national solutions are hard to achieve if not coupled with international
agreements. Policy dialogue with governments seems to be an obvious

2. According to Montgomery (2000, p. 184), for example, estimates of the number of child
prostitutes in Thailand ranges from 2,000 to 200,000!
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possible non-lending activity of international financial institutions such as the
ADB and the World Bank.

h. Children from Ethnic Minorities

Very heterogeneous populations characterize many countries in Asia and
the Pacific with many different ethnic and religious groups. Children from
ethnic minorities often face additional burdens due to discrimination,
isolation, poverty, lack of education and health facilities, and ethnic conflicts.
Working with children from ethnic minority groups requires additional
knowledge and expertise that takes into account language and cultural
differences. In areas where ethnic minorities live within the same location as
majority groups, singling out children from these minorities may lead to
stigmatization and envy from the majority population, which in the worst cases
may prove to be counterproductive. As with other particular groups there is a
profound lack of data and research. There are a number of projects and
programs in Asia and the Pacific with a specific focus on ethnic minority
groups, many of which are run by local or international NGOs. Preservation of
indigenous culture forms part of a number of programs aimed at enabling
indigenous communities to survive without necessarily having to rely on
government support.

There are—evidently—profound differences between the various
specific categories of vulnerable children mentioned here. At the same time
there are also obvious overlaps. There are thus known cases of girl children
with disabilities caused by armed conflict working as domestic workers and
being sexually exploited! Despite the differences there are, however, also a
number of common features related to factors causing the problems. Some
factors are linked to the child’s relationship to its family, peers, school, and
local community, e.g., weak family ties, lack of parenting, neglect and abuse,
bad school experiences, low job qualifications, lack of respect for children and
young people, and an ensuing need to for self-assertiveness, which may clash
with accepted norms of child behavior. Other factors are more directly linked
to the child and its family’s wider socioeconomic, political and cultural
context, such as job opportunities, poverty, substance abuse, unequal gender
relationships, bad governance and corruption, lack of education opportunities,
lack of health services, and cultural barriers related to age, gender, religion and
ethnic group.

Just as the factors causing vulnerability may be similar, the interventions
to alleviate the problems may also resemble each other. For all the mentioned
groups program responses normally fall within four categories:
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(i) Institutions such as drop-in or reception centers providing shelter and
food and a venue for other services such as training, health and
recreation;

(ii) Crisis interventions, which, often based at drop-in or other centers,
provide urgently needed services such as medical treatment, legal advice
and social counseling;

(iii) Educational programs facilitating access to formal and nonformal
education, particularly to the child girl, as well as vocational training; and

(iv) Social and recreational activities providing an opportunity to meet, play,
and receive informal counseling in groups or as individuals.

Irrespective of the cause and type of vulnerability or adversity there are a
number of general needs and objectives which programs should attempt to
cover:
(i) Provide long-term support that promotes the psychosocial well-being of

children, develops their competence, and builds up their own earning
ability;

(ii) Employ a household and community-based approach that facilitates self-
help building on local resources and knowledge, and is based on cultural
sensitivity and local perceptions of childhood;

(iii) Stimulate the child’s natural resilience through the promotion of a normal
family and everyday life, including reunification with family or relatives
in the case of refugee or displaced children;

(iv) Provide the required support and training for staff caring for the children
based on experiences working with vulnerable children in similar
circumstances;

(v) Protect children and ensure that ethical issues are given priority, e.g., by
always making sure that any action taken follows the prior informed
consent of the child; and

(vi) Advocacy and raising public awareness about the plight of a particular
vulnerable group of children should form part and parcel of any program.

3. An Example of an Integrated Approach to Child Protection:
Early Childhood Development Programs

Each individual DMC will, of course, exhibit very different
characteristics when it comes to the actual child protection situation and the
specific problems of the country. However, early childhood programs seem to
be relevant in all DMCs and studies indicate that in terms of investment in
child protection they offer the advantage of obvious short-term and long-term
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efficiency. Without ignoring the relevance of the many other areas mentioned
in this chapter, early childhood programs have therefore been singled out.

The obvious benefits of early childhood interventions, e.g. in the area of
malnutrition, in economic terms have been addressed above and in Chapter 16.
In the following a few theoretical points, focusing on advantages and
disadvantages of actual program areas, are introduced.

Political considerations can make it difficult to justify devoting scarce
resources to the support of very young children because it often seems to be at
the expense of older children. However, to counter such arguments, it is noted
that most research in the field indicates that directing resources to very young
children result in better-prepared school-age children and early childcare is
essential to ensure a healthier population in the future. Early child protection
thus enhances the efficiency of primary school and adult health care
investments and is therefore often recommended as a component in any child
protection program. The cost effectiveness of many early childhood
interventions—for example the case of micronutrient interventions mentioned
above (see also Chapter 16)—leave little doubt about the kind of impact
relatively low-cost interventions may have in the long term.

Several approaches can be used to deliver early child development
interventions. Often the nonformal approaches are preferred because of their
affordability, greater flexibility and higher level of sustainability in a local
context. These approaches can have different immediate objectives and can
target different audiences and participants while still being designed to aid
early child development.

a. Delivering Services to Children

This approach, which is usually center-based but can also be home-based,
focuses on attending to the immediate needs of children. The objectives of
these programs include: child survival, child care, socialization, overall child
development, programs that prepare children for school, and rehabilitation
programs. These programs can be offered in centers designed specifically as a
preschool or childcare center, but they are also found in a neighborhood home,
in a community center or in the market square.

There are advantages and disadvantages related to the direct provision of
service. The advantages are:
(i) Grouping children facilitates protection, health care and nutritional

monitoring.
(ii) Direct attention allows program implementers to know what kinds of

services the child is actually receiving.
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(iii) For children three to seven years of age it provides them with a chance to
socialize with their peers in ways not possible when they stay at home,
preparing them for socializing within the culture and preparing them for
the school environment.

(iv) It is possible to monitor children’s physical, social, emotional and
cognitive development and plan activities accordingly and to identify
children with special needs.

(v) Centers provide visibility that can be useful politically, both to get
programs going and to sustain them.

Disadvantages associated with focusing on the development and
implementation of programs for children in centers/groups include:
(i) The potential conflict that can occur between home and center in terms of

language, values and beliefs.
(ii) The fact that some parents then turn their children over to the experts,

abrogating their responsibility in terms of supporting children’s growth
and development.

(iii) Increasing the child’s exposure to communicable diseases.

b. Training Caregivers and Educating Parents

This approach informs parents and caregivers of methods that aim to
improve the quality of care and interaction the child receives, thereby
enriching the child’s environment and development. The objective is to create
awareness of the importance of the caregiver’s role in relation to supporting
children’s growth and development, and to change attitudes, beliefs and
practices.

The advantages of training caregivers and parents include:
(i) Both caregivers and children can benefit from the program.
(ii) When educating parents their roles and responsibility can be reinforced.
(iii) Broad coverage can be achieved at relatively low costs.
(iv) New components can be added to existing programs, for example,

literacy programs, health center provision and women’s groups.
(v) Improvements in development are more likely to be sustained because

activities that promote the child’s development are part of the child’s
everyday life and not provided only for a few hours a day.

Also, some challenges need to be observed:
(i) It may be difficult to implement since it often requires profound changes

in concepts of teaching and learning and, for example, the change of roles
from teachers to facilitators.
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(ii) To be effective, the information provided to caregivers must be timely in
relation to the child’s developmental stage.

(iii) The education of caregivers is an on-going process; goals are unlikely to
be achieved through a one-shot training.

(iv) The teaching/learning process must be participatory, allow for
interpersonal exchange and mutual support.

(v) Information should be culturally appropriate, building on current beliefs
and practices while adding to caregivers’ knowledge, all aspects which
require some specialized training of the trainers.

There are different education models including: parent education classes,
home visiting, child-to-child programs, literacy programs with child
development content and training programs for those who work in early
childhood development programs.

c. Promoting Community Development and Assisting
Women in Development Objectives

This strategy stresses community initiative, organization, and
participation to create a basis for political and social change to improve
conditions that adversely affect child development. Usually, extensive
involvement and assistance from NGOs help sustain such initiatives by
engaging the community in active participation and ensuring sensitivity to
local cultural needs. In addition, helping mothers provide safe and affordable
care for their children offer women the opportunity to pursue work outside the
home. Also, mothers are able to gain income-generating opportunities by
establishing childcare facilities for the community in their homes.

The advantages of such efforts include:
(i) The program impacts on the whole community, enhancing the quality of

life for all community members.
(ii) The effects of the program are likely to be sustainable.
(iii) The program can provide the base for the development of a series of

initiatives that will empower the community to act on its own behalf
socially and politically.

The disadvantages include:
(i) The benefits of the programs may take a long time to or never trickle-

down to children.
(ii) The poorest may not benefit directly from the program.
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(iii) Unless coupled with the active participation of children themselves
programs may lack efficiency whilst adding on to the work burden of
women in the community.

(iv) It is difficult to monitor the services children actually receive, nor to
monitor the child’s health, nutritional, and developmental status.

d. Strengthening Institutional Resources and Capacities

This approach strengthens the institutions responsible for implementing
early childhood programs. Thus within this category are programs that develop
institutional and human resource capability. These include the training of staff
and administrative personnel, the provision of materials, the upgrading of
physical facilities and the introduction of new technologies. There should be a
strong emphasis on coordination among involved institutions. Strong
management structures are needed and if these do not exist they must be
developed, adding on to the overall cost but a prerequisite for long-term
success.

e. Strengthening Public Awareness and Demand

This approach focuses on the production and dissemination of
information necessary to create awareness of, and demand for, early childhood
services from parents, community leaders, and policymakers. The CRC may
provide a useful tool for this, especially if the rights of children are linked to
their obligations towards family and community.

Initiatives to develop this kind of awareness could include: social
marketing, media exposure to concepts and projects (radio, T.V. videos and
films, drama) and coalition building.

Two additional important factors influence and facilitate the successful
implementation of early child development services. These are: (i) the
development of national child-care and family policies; and (ii) a legal
framework supportive of increasing awareness of rights and legal resources for
women and children. Family policies supportive of women and children can
include providing parents with increased time and resources to meet their
childrearing and child care responsibilities. Supportive legal frameworks
include better monitoring and enforcement of labor legislation and regulations
to protect both working children and working women with infants and young
children. Establishing mechanisms to implement ILO conventions for working
mothers with young children would, for example, go far toward helping to
develop supportive family policies and strengthen legal protection for women
and children.
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Experiences suggest that family and community participation increase
the chances of program impact and sustainability. Moreover, mobilization of
local support and effective use of both non-professional and professional
personnel are crucial to sustainable programs. For successful mobilization it is
important that the community understand the need for the program, whether it
be food supplementation or child stimulation.

Even though community participation is essential, there are limitations.
It is difficult to sustain a community’s interest and enthusiasm over time
without proper incentives. The cost effectiveness, furthermore, is most
definitely higher than that of many other forms of intervention, albeit in many
cases also more difficult to accurately measure.

Creating childcare centers and local organizations where women can
meet will not only improve children’s health condition in general but they will
also strengthen women’s position in the local society because they through
these meetings establish some form for female fellowship. Setting up mothers’
cooperatives, in which mothers take turns caring for children, can also be
sustainable. However these initiatives depend on the opportunity costs of the
women’s time. Cultural and regional differences therefore have to be taken
into account.
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Chapter 16 – Investing in
Children: Child Protection and
Economic Growth
J. M. Hunt

nvestment in children is compelling for several reasons. First, children
lie at the heart of international commitments to social justice.
International forums, such as the International Conference on
Population and Development, World Summit for Children, International

Conference on Nutrition, Education for All Initiative, and Beijing Conference
on Women, have a common theme: support for the economic and social rights
for women and children lie at the heart of true development. Second, the
International Development Goals (IDGs) are centered on raising the life
prospects for poor women and children through health and education as a
human right. The IDGs include the virtual elimination of infant, under-five,
and maternal mortality, of gender disparities in primary and secondary
education, and the fulfillment of universal primary school enrolment. These
cannot be achieved without higher levels of investments in maternal health and
care, and in the comprehensive needs of young children. Cost-effective
strategies to meet the IDGs do exist, and lie at the core of social protection
programs for the most vulnerable women and children.

Develop a child, develop a nation. But the realities of child deprivation
are alarming and ubiquitous in Asia and the Pacific. Addressing these patterns
of harm and lost human potential is a global governance concern, because
raising the prospects of poor Asian children will make global justice and peace
possible. The alarming reality includes these facts:
(i) Six million children under five years of age die each year in low-income

Asia, more than half of the 11 million deaths globally. Virtually all deaths
would be preventable through improved heath and nutrition. Moderate
and severely underweight children account for about 54 percent of the
under-five deaths; the others die from vaccine-preventable diseases
(especially measles), pneumonia and diarrhea. Many children who die
were low birth weight babies due to the poor health status of their small

I
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mothers. Malnutrition and poverty are mutually reinforcing across
generations.

(ii) Three-quarters of the world’s 150 million underweight and 177 million
stunted children are in Asia. High child mortality, poor environmental
hygiene, low dietary quality for the poor, and poor economic and heath
status of women explain why half of South Asian children are
underweight and/or stunted, by far the highest rates in the world. The rest
of Asia and the Pacific is doing relatively better, but Asian children are
getting a poor start in life compared to other regions. The impacts on
mortality, disability and depressed economic growth (at least 3 percent of
gross domestric product (GDP) according to an Asian Development
Bank (ADB) study) are heavy yet preventable.

(iii) Three quarters of the persons suffering from Vitamin A, iodine and iron
deficiencies are in Asia, mostly young children and their mothers. The
human body, for normal growth and development and good health, needs
tiny amounts of vitamins and minerals. Their absence costs lives, and
causes disabilities and mental impairment.

(iv) Collectively, they damage health; cause death; harm reproduction; reduce
intelligence, educability and academic achievement; and lower work
productivity and occupational choices. Of special concern, micronutrient
deficiencies interfere with child growth and development, often
permanently.

(v) Of special concern, iron deficiency anemia (IDA) affects 60 percent of
Asian women of reproductive age, and 40–50 percent of preschoolers and
primary graders. This causes at least one-fifth of the maternal deaths in
the world and depresses language and reading skills, hence academic
achievement, of young students. Little progress has been made in
reducing clinical anemia in Asia, with dire consequences.

(vi) As if these losses were not devastating enough, there are insidious, rarely
quantified costs that result from deficiency-caused disabilities. These
include therapeutic health care; remedial education for the blind, retarded
and deaf; custodial care for cretins; limited occupational choices for the
mentally retarded, blind and deaf, and anemic workers; and care for
motherless children.

(vii) More than 30 million children between the ages of 6 and 11 years are not
enrolled in school—the majority are girls who will become tomorrow’s
illiterate women.
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A. Why Invest in Children?

Human capital improvement is an essential goal of economic
development. ADB places strong emphasis on human development policies
that share the opportunities for growth and fruits of development with the
children of the poor. Well-developed children will be more productive,
contributing citizens. The reasons for investing in the human potential of poor
children are both compelling and self-evident.

The global community has recognized through the UN Convention on the
Rights of the Child (CRC. See also Chapters 14 and 15), signed by all ADB
developing member countries (DMCs), that governments must work to ensure
the development of each child. The CRC establishes a framework of
internationally agreed principles that clearly define what must be done. Asian
governments have pledged to provide health and nutrition for all children, and
to guarantee essential education as a human right as well as the key to
equitable growth and sustainable development. Yet these pledges have been far
from realized, because the levels of investment in social services are hardly
commensurate to the need, in part because all too often systems are served
rather than the child. Investing in children will also help nations meet the IDGs
to which they—and the ADB—have subscribed. Three of the seven IDGs to
be achieved by 2015 relate directly to children: 100 percent primary school
enrollment rate, elimination of gender disparities in primary and secondary
education, and reduction in infant and child mortality by two-thirds. Two other
IDGs target maternal health, a prerequisite for healthier children.

There are also strong economic and social arguments supporting
increased investment in children. First, enriched human development may
reduce poverty more sustainably than any other strategy. Child development is
at the core of human development theory. The most critical period of brain
development is in the first three years of life and proper nutrition is a critical
factor in brain development. Ensuring adequate nutrition during infancy—and
even before birth by providing adequate health and nutrition for the pregnant
mother—can prevent many learning disabilities. The elasticity of the human
brain and the plasticity of the human personality are unmatched during the first
three years of life. Adequate care of the young child promotes the autonomy
of the individual and the self-reliance of the family. Investments in early
childhood can modify inequalities rooted in poverty and social discrimination
(Young, 1997).

Second, investment in children raises the efficiency of public expenditure
and reduces the need for public resources to compensate later on. Early
investment in the mother and infant reduces mortality of the most vulnerable
groups, reduces illness and dropouts from primary schooling, opens the
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possibility for lifelong learning, and reduces the state’s burden to finance
public health and education, and the custodial care of the dysfunctional and
lawless. The tendency to drop out of school is compounded by lack of
adequate preparation for schooling. Many children who were malnourished as
infants, or whose mothers were malnourished during pregnancy, suffer from
deficient brain development with obvious consequences for their ability to
learn—and eventually for their productivity as adults. A large body of
evidence demonstrates that the earlier the learning capacity of the child can be
addressed the better. Investments designed to improve sanitation, health,
nutrition, and education for children often benefit the whole community, and
allow mothers to pursue earning and education goals.

Third, investing in children strengthens the prospects of long-term
economic competitiveness and future quality and productivity of the labor
force. Resources that support families to meet the health and nutrition needs
of infants and toddlers develop the human brain and its capacity for curiosity,
reasoning, inquiry, and social conscience. Raising the wages of the worker
increases the permanent income of the family, permitting investment in the
quality of the next generation. It shifts the major fiscal responsibility of raising
children from the state to families, communities, and the private sector.
Investments in primary education, along with compatible macroeconomic
policies and infrastructure development, demonstrably lead to equitable
growth.

Fourth, investment can correct or compensate for the historic biases
against girl children through special programs in health and nutrition,
incentive packages to induce parents to enroll and sustain girls in basic and
secondary education, and ensure that social protection programs mainstream
gender concerns. This will help to break the vicious cycle of poverty and
underachievement because educating women is the key policy variable to
linking child development and sustainable development. Studies from diverse
cultures show that girls who participate in early childhood programs are more
likely to attend and continue in school (Young, 1997).

The next section reviews in detail the costs of doing very little for
children: preventable deaths, lost schooling achievement, productivity and
economic growth. On the positive side, the cost-effectiveness and high rates of
return on health, nutrition and educational investments for young children are
reviewed.
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B. The Economic Costs of the Status Quo

1. Mortality

A reexamination of underweight malnutrition on mortality of children
less than five-years old showed that about 54 percent of deaths are associated
with moderate and severe malnutrition, with the “moderates” responsible for
most of the deaths (Pelletier et al., 1994). While malnutrition is associated
with being underweight and mortality risk is linked to the severity of that state,
recent evidence shows that micronutrient deficiencies play a major role in
mortality risk as well, especially for pregnant mothers and young children,
through influence on height, size, and proper functioning of the immune
system. Child deaths from infectious disease are strongly influenced by
micronutrient status. Vitamin A deficiency (VAD) in both the clinical and
subclinical form is a major risk factor for children dying from measles,
pneumonia, and diarrhea. Studies have shown that improving the Vitamin A
status of children less than five-years old and their mothers during pregnancy
and lactation will reduce mortality by about one fourth, possibly more.

Table 1. Estimates of Excess Mortality Attributable to Malnutrition

Source: Horton (1999).
Author’s calculations, using data in Table 1, Appendix Table 1, and information on relative risks in
Pelletier et al. (1994) and Ross and Thomas (1996).

Child Deaths No. Due to Maternal Deaths No. Due to
Country Per Year (’000) Mod/Severe Per Year (’000) Anemia

Bangladesh 327 215 24.3 5.6

Cambodia 63 39 33.0 7.6

PRC 970 287 19.6 4.5

India 2,810 1,730 139.3 32.0

Lao PDR 30 17 1.5 0.3

Nepal 95 51 12.5 2.9

Pakistan 687 367 17.1 3.9

Sri Lanka 6 3 4.0 0.9

Viet Nam 92 53 33.0 7.6

Total 5,080 2,762 284.3 65.3
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A recent study (ADB-UNICEF, 1999) concluded that in nine low-income
Asian countries1, moderate and severe malnutrition is responsible for 2.8
million preventable child deaths annually. In addition, there are 65,000
maternal deaths annually from anemia (Table 1).

There are also substantial deaths of mothers and preschoolers from
subclinical VAD. It was recently estimated that the lives of some 714,000
children less than five-years old have been saved annually in 12 low- to
middle-income Asian and Pacific countries from steady improvement of
Vitamin A status, with an additional 211,000 instances of child blindness
avoided (Table 2). The human tragedy that these figures represent dwarfs the
economic consequences, but the lost potential of these lives is a very high price
to pay.

Table 2. Improving Vitamin A Status in Asia:
Saving Lives, Eyesight, and Health Care Costs

Source: OMNI/USAID Economic Analysis of Micronutrient Interventions – August 1998

1. Bangladesh, Cambodia, People’s Republic of China, India, Lao PDR, Nepal, Pakistan, Sri
Lanka, and Viet Nam. (Horton, 1999).

Children’s Lives Childhood Blindness Savings in Health Care

Saved Averted Costs Per Year US$ (’000)

Per Year Per Year High Low

Country (’000) (’000)

Bangladesh 114.2 9.4 9,005 6,670

Cambodia 6.4 1.1 736 545

PRC 69.9 71.0 20,058 14,857

India 381.8 77.9 70,549 52,259

Indonesia 47.0 15.3 2,898 2,147

Nepal 12.1 2.5 1,978 1,465

Pakistan 66.1 15.9 10,139 7,511

Papua New Guinea 1.5 0.4 263 195

Philippines 5.0 6.7 3,408 2,525

Sri Lanka 0.4 1.1 741 549

Thailand 2.7 3.4 1,552 1,150

Viet Nam 7.3 6.7 5,119 3,792

Total 714.4 211.4 126,473 93,665
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While nutritionists tend to classify nutritional deficiencies as ‘macro’
when they relate to inadequate energy and protein, and ‘micro’ when referring
to essential vitamin and mineral deficiencies, this is a confusing and false
distinction. Both “macro” and “micro” deficiencies influence height, size,
immunity, and brain development. And dietary deficiencies are responsible for
both kinds of problems. The successful model for Asia will be two-fold: to
direct integrated services to poor mothers and children, while building public-
private partnerships to raise the quality of diet for all Asians. This amounts to a
“dietary quality” revolution as profound as the green revolution of the 1960s.
The issue is no longer simply food security based on per capita calorie
availability. Rather, it is comprehensive nutrition security based on an
affordable diet of high nutritional quality, the outcome of which is better judged
by mental acuity and economic productivity than by mere physical survival.

2. Productivity

The direct productivity effects of malnutrition are on the capacity to
perform physical work and on earning ability. Protein-energy malnutrition
(PEM), stunting, and iron-deficiency anemia (IDA) reduce both.
Improvements in PEM improve wages through increases in weight-for-height,
while improvements in iron increase the capacity to perform moderate to hard
labor with related increases in wages. These effects have been demonstrated in
India, Indonesia, Philippines, and other countries (Haddad and Bouis, 1991;
Basta et al., 1979; Deolalikar, 1988; Spurr et al., 1977; consolidated in
Behrman, 1992).

The indirect productivity effects are on cognitive ability and
achievement, through impact on psychomotor skills, development quotients
(DQs) for infants, and intelligence quotients for both pre-school and school-
age children. Iodine deficiency disorder (IDD), PEM, and IDA have
substantial negative impact on developmental capacities of children, probably
in that order of significance. In high-risk populations with a large incidence of
goiter, IDD depresses average intelligence by 13 IQ points (Bleichrodt, 1980;
United Nations Subcommittee on Nutrition, 1991). Salt iodization programs
throughout Asia are rapidly eliminating this problem, but much work remains
to be done in terms of program coverage and product quality. IDA depresses
psychomotor skills and intelligence, but the effects are reversible if the
intervention is early enough (Brown and Pollitt, 1996). PEM depresses DQs,
and Bayley scores in 12-month-old children in a controlled study have shown
that psychomotor and mental development indices correlations with birth
weight groups. On the other hand, appropriate complementary feeding for
under-twos has a remarkable effect on stunted children of impoverished
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background, especially when combined with early cognitive stimulation
(Grantham-McGregor, 1995).

Recent analysis by Horton and Ross (2001) shows that IDA has
substantial impacts on both physical productivity and cognitive ability, but the
cognitive effects on earning and national economic growth are dominant, and
these impacts increase proportionately to average wages and per capita income
in developing countries.

Further evidence suggests that thin children are usually the issue of thin
mothers, and both are caught up in an intergenerational cycle of poverty and
malnutrition. Underweight or very thin children, suffering from macro and
micro deficiencies, are much more susceptible to chronic diseases in midlife,
including cardiovascular diseases, hypertension, and diabetes, which
combined with poor adult diets predispose for adult obesity (Barker, 1996).
Thus, poor children risk a ‘double burden of disease’ through fetal risks.
Proper nutrition for the mother and young infant will avert a substantial
disease burden across the life cycle of the next generation.

3. Macroeconomic Impact: Depression of Growth

A recent effort to impress governments on the urgency of taking action
has yielded estimates of the growth-reducing impact of malnutrition in a
number of low-income Asian nations. ADB and United Nations Children’s
Fund (UNICEF) worked with seven countries2 to develop 10-year investment
programs that would achieve the International Conference Nutrition (ICN) and
World Summit for Children (WSC) goals somewhat belatedly. The general
conclusion was that malnutrition, with its insidious effects over the life span
of the child, would cost the economy at least 3 percent of gross domestic
product, based on conservative assumptions (a ‘low scenario’ built into the
model). India, for example, loses growth from two directions: adult
productivity (3 percent) from PEM, iodine deficiency, and iron deficiency; and
from IDA-induced cognitive impairment (about 1 percent) (Table 3). The
study estimated that productivity losses for manual laborers are up to 9 percent
for severely stunted workers; losses from IDA are 17 percent for workers
engaged in heavy physical labor and 5 percent for moderate workers. Losses
due to cognitive deficits for malnourished children were 10 percent for stunted
individuals, 4 percent for IDA, and 10 percent for IDD (from Horton, 1999).
This translates into a staggering sequence of losses in growth and human
potential for the region as a whole.

2. Bangladesh, Cambodia, People’s Republic of China, India, Pakistan, Sri Lanka, and Viet
Nam.
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Table 3. Estimates of Productivity Costs of Malnutrition in Selected Countries,
as Percentage of GDP

Sources: Calculations for adult productivity from Administrative Staff College (1998), AERC (1998), and
Horton (1999), including impairments from Ross and Horton (1998). The data for India from
Administrative Staff College are the ‘low scenario’ and are about half the size of the ‘moderate scenario’
losses, and only one third the size of the ‘high scenario’ losses.

Recent estimates on the costs of IDA by Horton and Ross (2001), drawn
from a ten-country sample in all developing regions, demonstrate the huge
losses to personal and national economic growth imposed by poor cognitive
development in early childhood with lifelong consequences. Annual
productivity losses are estimated at 0.57 percent of GDP, but when cognitive
losses are added, the total is 4.05 percent. Losses in absolute terms rise with
level of income; for example, the annual losses to anemic South Asians is
US$2.04–US$4.53, or US$5 billion for the subregion; for richer Latin
America, the range is US$4.03–US$8.53. Investments in women and early
childhood (see below) should stress reductions in anemia with greater
emphasis on cognitive outcomes.

C. Costs and Benefits of Sustained Nutritional Improvement

1. Cost Effectiveness

Cost-effective nutrition interventions are available and should be used
more consistently (World Development Report, 1993; Del Rosso and Marek,

a. Losses of Adult Productivity

Iodine Iron

Country PEM Deficiency Deficiency

India 1.4 0.3 1.25

Pakistan 0.15 3.3 0.6

Viet Nam 0.3 1.0 1.1

b. Losses Including Childhood Cognitive Impairment Associated with Iron Deficiency

Country Cognitive Only Cognitive Plus

Loss in Manual Work

Bangladesh 1.1 1.9

India 0.8 0.9

Pakistan 1.1 1.3
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1996; Horton, 1999; Institute of Medicine 1998). Expressed in terms of
Disability-Adjusted Life Years (DALYs)3, or healthy years of life saved, the
following interventions cost less than US$25/DALY: breastfeeding promotion,
salt iodization, staple fortification with Vitamin A, semi-annual mass dose of
Vitamin A, iodine injections for pregnant women, and daily (probably weekly
also) oral iron for pregnant women. Parallel health interventions at similar cost
are the Expanded Program on Immunization Plus (immunizations plus
Vitamin A semi-annual doses); school health (particularly integrated iron
supplements with deworming medication); and health, nutrition and family
planning information and education campaigns. Please note the obvious
synergies in promoting joint health and nutrition interventions for mothers and
their young children in the form of family-based packages of services.

Table 4. Cost and Benefit/Cost Ratios of Iron Supplementation Schemes
and General Iron Fortification Programs

DALY = disability-adjusted life year.
a Per 100,000 population, considering global birth rates, fixed and other operational costs, and current
individual expenditures in purchasing iron-containing preparations (based on information from
Guatemala).
b Considering that in spite of iron fortification and adequate pre-pregnancy iron reserves, prophylactic iron
supplementation will still be recommended during pregnancy.
Source: Institute of Medicine (1998).

3. DALY is a composite index of health linked to a productive life usually referred to as a “year
of healthy life saved". DALY is a weighted index that takes into account loss of life,
morbidity, and disability and their collective impact on productivity.

Benefit/Cost No. DALYsa Cost Per

Intervention Intervention Achieved DALY (US$)

Short-term (daily, weekly) benefits and costs of
iron-supplementation programs

Prenatal supplementation only 511 100 51

Widespread supplementation to all iron-
deficient and anemic subjects and at- risk groups

4,665 88 24

Universal fortification 5,038 16 11

plus residual prenatal supplementb 5,394 39 16

Long-term benefits and costs of iron-
supplementation programs

Preventive supplementation 2,679 37 17

Fortification 3,332 9
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Table 5. Cost-Effectiveness of Some Vitamin A Interventions

Source: Adapted from World Bank (1993a, p. 82).

Table 6. The Cost-Effectiveness of School-based Nutrition and Health Services

Other interventions are available for under US$75/DALY: improved
weaning practices for children, and food supplements for children and
pregnant women. The US Institute of Medicine (1998) summarized evidence
on iron and Vitamin A interventions, both supplementation and fortification;
most interventions cost less than US$25/DALY4 (Tables 4 and 5), as do some
school health and nutrition programs that are competitive with immunization
programs (Table 6, from Del Rosso and Marek, 1996).

2. Returns on Nutrition Investments

The World Bank (1994) summarized the benefits of micronutrients in
terms of cost per life saved and productivity gained per program (Table 7). For
saving lives at least cost, targeted supplementation to at-risk groups (pregnant
mothers for iron, under-fives for Vitamin A) is more cost effective than
fortification, although the latter is a more sustainable solution in the long run,
as incomes rise and households gain access to higher-quality primary health

Approximate Cost (US$)

Intervention Target Groups Per Death Averted Per DALY Saved

Supplementation Children< 5 years 50 1

Fortification Entire population 154 4

Food supplement Children < 5 years 1,942 63

Food supplement Pregnant women 733 24

Health Intervention Cost per DALY Gained (1990 US$)

Expanded Program on Immunization (EPI) Plus 12–30

School nutrition and health programs 20–34

Family planning services 20–150

Integrated management of the sick child 30–100

Prenatal and delivery care 30–100

Tobacco and alcohol prevention programs 35–55

4. Prenatal iron supplementation and Vitamin A-enriched food supplements are higher but
within the $75/DALY group.
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care. Nevertheless, properly targeted supplementation is justified while
fortification programs are in the early stage and expanding coverage, as long
as the targeting principles reflect risk assessment and are consistently applied.

From the perspective of enhanced productivity delivered by programs,
where productivity is defined as the least-cost method of reducing clinical
deficiency in the population, fortification is clearly the public policy choice.
Fortification is three times as productive as supplementation with Vitamin A
for under-fives or iron supplementation for pregnant women, and is four times
as productive as general iodine supplementation and twice as productive as
targeted supplementation for reproductive-age women. So the population-
wide impact is greatly increased by fortification.

Table 7. Returns on Nutrition Investments
(US$)

a Tilden et al. (1994).
Source: World Bank, Enriching Lives (1994).

Based on the ADB-UNICEF seven-country study, the calculated costs
per beneficiary per year (Table 8) were in the following order: all
micronutrient supplementation and fortification programs, less than US$1–
except iron for pregnancy, less than US$2; nutrition education (e.g.,

Deficiency/Remedy

Cost Per
Life Saved

Discounted Value of
productivity Gained

per Program

Cost Per
DALY
Gained

Iron deficiency

Supplementation of pregnant women
only

800 25 13

Fortification 2,000 84 4

Iodine deficiency

Supplementation (repro-aged women
only)

1,250 14 19

Supplementation (all people under 60) 4,650 6 37

Fortification 1,000 28 8

Vitamin A deficiency

Supplementation (under 5 only) 325 22 9

Fortification 1,000 7 29

Nutrition Educationa 238

Nutrition education and maternal
literacya

252

13883-Asia.book  Page 590  Tuesday, December 11, 2001  11:54 AM



Investing in Children: Child Protection and Economic Growth 591

breastfeeding) under US$5; and community-based programs (growth
monitoring, home gardening), less than US$10. The outlier is feeding
programs, which range from US$70 to US$100 per 1,000 calories delivered,
suggesting that the long-standing practice of untargeted or inappropriately
targeted food subsidies in large parts of Asia has been expensive and
inefficient by international standards. Reallocation of those resources to more
cost-effective nutrition outcomes should be the priority of governments before
they seek external assistance.

Table 8. Approximate Unit Costs of Interventions with Effects on Nutrition

Source: Horton (1999).

The argument presented is that two directions for investment surpass all
others. First, the fortification of essential foods is a pro-poor investment that
will solve the micronutrient deficiencies and increase child height and weight
through a “dietary revolution” sustained through market-based solutions. The
second pathway is through integrated programs targeting the essential
biological and cognitive development of young children. Both approaches
have proven and low cost solutions available if there is political will to make
them happen, as demonstrated in the next section.

Intervention
Cost Per Beneficiary

Per Year (US$)

Education (e.g. breastfeeding) 5.00

Micronutrient supplementation

– iodine 0.50

– iron (per pregnancy) 1.70

– Vitamin A 0.20

Micronutrient fortification

– iodine 0.05

– iron 0.09

– Vitamin A 0.05–0.15

Feeding programs (for ’000 cals/day) 70.00–100.00

Community-based programs (home gardening, growth
monitoring)

5.00–10.00
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3. An Investment Bargain: Fortifying Essential Foods
Consumed by the Poor

Investment per head in fortifying staple and weaning foods is an order of
magnitude lower than highly cost-effective supplementation programs. For
example, iodine supplementation per capita for at-risk groups costs US$0.50
per year, while fortification costs only US$0.05 per capita per year. The cost
of adding fortificants for essential vitamins and minerals is about US$0.50 per
person annually5, about the cost of a packet of cigarettes in Asia. Put another
way, the additive costs of fortificants are no more than 3 percent of the US$12
per person that World Health Organization (WHO) recommends countries
spend on primary health care. Since micronutrient enrichment is as effective
in preventing illness, disability, and death, as is primary health care, there will
be no sensible argument against fortification as long as the public is aware of
the benefits.

Both food industry producers and consumers need to be fully informed
about the minimal change in production or purchasing decisions required to
shift preferences and demand to fortified foods. The technical costs of
production are not prohibitive.

The public sector has a major role to ensure quality assurance and a
conducive business environment for all producers, and to assist the shift to
fortified staples with aggressive social marketing to the less affluent. This is a
proper use of public resources because it has a preventive health thrust and will
allow people’s needs to be both felt and informed. The result will be informed
choices by all groups of society.

A major regional effort to shift public resources toward public-private
partnership to promote fortification of staples and complementary foods for
infants is needed, and this deserves extensive discussion. One task is to
disseminate to policymakers information about what the status quo costs in
lives, disabilities, and lost resources, and how beneficial fortification
approaches could be applied. The donor and professional communities should
then provide concerted support.

The potential of the food industry to create nutritious foods for young
infants has yet to be exploited in the region. For the food industry in Asia and
the Pacific, complementary food vehicles are at the core of product
development and social marketing strategy, especially for the lower-income
groups. However, a main point is to identify key areas for rapid development
at the regional level that will reduce poverty through enhanced human

5. This assumes total iodine and iron requirement and about one third of the RDA for vitamins
A, D, E, and the B group.
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potential at an affordable cost. There is compelling evidence, in part drawn
from the financial and economic crisis in Asia, that countries risk a “lost
generation” unless they improve nutrition for children less than two-years old,
the stage of life when the body and brain experience maximum growth
potential. The importance of adequate energy, iron, Vitamin A, and iodine
during this period, combined with continued breastfeeding beyond the first six
months, cannot be overestimated for the child’s prospects as a student, as a
worker, and as a citizen.

The challenge is to promote sound nutritional practices in the Asian and
Pacific region and to see how the food industry can assist parents in improving
the cognitive potential of the current and future generations of children. From
the food technology perspective, the challenge is to increase the energy density
of complementary foods with multiple fortification of essential vitamins and
minerals at an affordable price. From the public health perspective, proper
regulation, which protects infant health yet supports industrial innovation, is
needed, combined with strong public education on appropriate infant feeding
practices and psychosocial care of the infant. No initiative by ADB or the
private sector could more profoundly reduce poverty than to render the
newborn pliant for life-long learning through adequate nutrition and care. The
private sector has a major opportunity to influence the future of children here
as well as gain generations of grateful customers.

4. Summary: Economic Benefits of Fortification Programs

As adapted from Popkin (1998), in Table 9, the economic benefits of
fortification are reduced morbidity, improved work capacity, and improved
cognitive effects.

Reduced morbidity will: reduce health care costs and days lost in school
or at work; improve school attendance, concentration, and performance; and
strengthen both production and consumption benefits. Reduced public health
and public education expenditure, and reduced school dropout and retention
rates will increase efficiency of public investment for essential social services
and free resources for better uses.

Economic value of fortification is expressed in improved work output due
to increased work capacity and improved marginal productivity of labor.

Lastly, improved cognitive ability will allow realization of the benefits of
education expenditure; raise the number of years of schooling and academic
performance; and, in a growing economy, will also raise wages and household
income invested in the quality of the next generation of children.
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Table 9. Valuation of Economic Benefits of Fortification Programs

D. Benefits of Integrated Investment in Early Childhood

A Global Conference on Investing in Young Children at the Carter Center
(Atlanta, USA) concluded in April 1996 that investment in early childhood is
sound and linked to improved educability of children and ultimately to
improved productivity of the labor force. Through investments in early
childhood, human development is enhanced and contributes substantially to
sustainable economic growth. Early childhood development (ECD) programs
focus on the preschool years and integrate interventions in child health,
nutrition, and early education (addressing both cognitive and psychosocial
needs).

The conference concluded that there are five good reasons for investing
in young children:
(i) Well-developed children will be more productive and contributing

citizens.
(ii) Early childhood investments can reduce costs and improve the efficiency

of primary and secondary schooling.
(iii) Investments in ECD can modify inequalities rooted in poverty and social

discrimination, including gender discrimination. Studies from diverse

Outcome Benefits Value

Reduced morbidity Reduction in health care
(depending on patterns of care)

Expenditure on health care,
associated travel, and drugs

Reduction in days of work lost by
sufferer or carer (depending on
employment status)

Improved marginal productivity
of labor

Improvement in school
attendance, concentration, and
performance

Reduction in wasted education
expenditure

Production and consumption
benefits

Discounted present value of per
capita income over the years of
life lost from premature death

Increased Physical
work capacity

Increased work output Improved marginal productivity
of labor

Improved cognitive
effects

Greater efficiency of school
system; increased future
productivity

Reduction in wasted education
expenditure; reduced school
dropout and retention rates

Relationship with earnings and
marginal productivity of labor
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cultures show that girls who participate in early childhood programs are
more likely to attend and continue in school.

(iv) Improvements designed to benefit children in terms of sanitation, health,
nutrition, and education often benefit the whole community and allow
mothers to pursue earning and education goals.

(v) Scientific research demonstrates that the early years are critical in the
development of intelligence and most of the child’s potential is developed
by age four. The impact of ECD investments on personality and behavior
is long lasting.

1. Synergies among Nutrition, Health and Education

There is compelling evidence, in part drawn from the financial and
economic crisis in Asia in the late 1990s, that countries risk a “lost generation”
unless they improve nutrition for children less than two-years old, the stage of
life when the body and brain experience maximum growth potential. The
importance of adequate macronutrients and iron, Vitamin A, and iodine during
this period, combined with continued breastfeeding beyond the first six
months, cannot be overestimated for the child’s prospects as a student, as a
worker, and as a citizen.

The pivotal issue is how investments can produce better students and
more productive citizens. Child nutrition is an essential element in human
development, and is best improved in the context of coordinated investments
in primary health care, and early and basic education. Increasingly, these goals
are best achieved in integrated early childhood development programs that
converge interventions in pregnancy trough the child’s early primary school
years. There are synergetic benefits:
(i) Nutrition has an impact on health through immuno-competence and

stronger resistance to life-threatening infection;
(ii) Health has an impact on nutrition in that reduced illness leads to weight

and height gain;
(iii) Nutrition and health improve psychosocial development and learning

through better psychomotor skills and socialized vitality; and
(iv) Well-nourished children who attend preschool are better socialized as

preschoolers, less likely to drop out of primary school, adjust better to the
social and academic environment of school, and perform better,
especially in the early grades.

Two longitudinal studies in the Regional Central America Institute of
Nutrition (INCAP) villages in Guatemala (20 years) and Cebu, Philippines (15
years), respectively, provide strong evidence that the consequences of early
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childhood stunting are lower intelligence quotients (IQs), achievement scores,
school attainments as teenagers, adult literacy, and wages. There are also
behavioral effects such as poor attention and school performance, and poor
interaction with adults. Conversely, early complementary feeding (with
balanced macro and micronutrients) for undernourished children less than
two-years old (for about a year) has long-lasting benefits that reverse the
intergenerational cycle of growth failure to a positive outcome and a hopeful
future for poor children (Brown and Pollitt, 1996; UNICEF, 1998). The
INCAP study showed that better nutrition improves IQs, achievement scores,
adolescent intellectual performance, adult literacy, and wage effects.

Early childhood development (ECD) projects employ poverty-targeting
principles and focus on mothers and children (normally from birth through
eight years) to ensure that children receive adequate health and nutrition as
well as mental stimulation and preparation for learning. Research in many
countries shows that supporting ECD activities—nutritional supplementation
and education, essential child health services, and psychosocial and cognitive
stimulation—is a cost-effective method of reducing later drop-out from school
and improving learning and achievement. Yet, in the region as a whole, only a
small percentage of young children benefit from ECD, and most are from
middle- and upper-income groups. Investment in the needs of very young
children, especially children of the poor, is an effective strategy for enhancing
their capacity to learn and to benefit from schooling. ADB is increasingly
supporting ECD approaches because benefits exceed those of traditional
sector-specific health and education projects.

Public-private partnerships for child development are critically important
to raise productivity of the newborn generation. No initiative by ADB or the
private sector could more profoundly reduce poverty than to render the
newborn pliant for life-long learning through adequate nutrition and care. The
private sector has a major opportunity to influence the future of children here
as well as gain generations of grateful customers.

2. Illustrating ECD Program Benefits from the Philippines

In preparing a sector study on early childhood development (ECD) in the
Philippines, ADB with the World Bank (Heaver and Hunt 1995), malnutrition
emerged as one of the critical obstacles to improving early childhood potential.
Thus, it was useful to calculate the benefits that an ECD package of
interventions could offer to save the nation lost economic opportunities.
Assuming a six-year investment program that addresses critical nutrition needs
of mothers and under-fives, the annual savings for reducing anemia by 50
percent were US$48 million (based on credible increases in agricultural
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wages); future wages gained from a 50 percent reduction in iodine deficiency,
child mortality and stunting would be up to US$700 million; and savings in
government health expenditures from a 50 percent reduction in malnutrition-
related diarrhea, blindness, and acute respiratory infections would be up to
US$16 million. Other benefits (over the six years) would include 144,000 lives
saved and higher IQs for 400,000 infants. Such economic reasoning did help
the technical line agencies in the Government of the Philippines (education,
health and social welfare) to make the relevant case for more government
effort, and the result has been a national ECD program with support of the line
agencies and both development banks, with over five million children as
targeted beneficiaries.

Table 10. Early Childhood Development Project—Philippines Annual Earnings and /
Savings from Improvement in Nutrition, Estimates for 1999

Source: Heaver, R. and J. Hunt, 1995.

E. Social Returns from Investment in Primary Education

While ECD programs strengthen the child’s preparedness for life-long
learning, the cumulative payoff for enhanced productivity to the individual and
economic growth is expressed through schooling achievement and the social
rate of return on primary education. There is strong evidence supporting the
claim that investment in primary education in low-income countries is the top
priority for reducing poverty and spreading the fruits of development
(Behrman 1999; Mingat and Tan, 1996); Psacaropoulos (1985; 1994; World
Bank 1993b).

Pesos
(Millions)

Dollars
(Millions)

Current earning from increased agricultural
productivity because of a 50 percent reduction
in anemia

1,340 48

Future wages gained because of a 50 percent
reduction in iodine deficiency, mortality and
stunting

8,400–19,600 300–700

Savings in government health expenditures
because of a 50 percent reduction of
malnutrition-related diarrhea, blindness, and
acute respiratory infections

168–672 6–16

Other Benefits (6 years)

144,000 lives saved

Higher IQs 400,000 infants (+13 pts.)
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The general conclusion is that: (i) the policies that increase the incomes
of the poor—such as investments in primary education, health, nutrition, and
rural infrastructure—tend to enhance the productive capacity of the whole
economy, boosting the incomes of all groups; and (ii) “… to support economic
growth a socially productive investment strategy in education would place
more emphasis on expanding basic education at early stages of development,
shifting the focus to secondary and higher education only as the economy
matures” (Mingat and Tan, 1996). The social returns to education in Asia are
19.9 percent for primary, 13.3 percent for secondary, and 11.7 percent for
higher education.

Benefit-cost analysis does not capture all the positive externalities to
education investment, so these are underestimates. Nevertheless, education is
competitive with any other sector in a developing economy, and may be judged
the most fundamental investment in sustained human capital, with the proviso
that early childhood investment addresses the demand side of an educated
citizenry, in other words seeks to reduce the one-third of primary school-age
children who enter school late or never finish their studies because they are
unprepared. Combined ECD and primary school investments address child
protection, child development, and social development in the most robust
manner. Further economic research is needed to capture externalities such as
mothers home schooling, child nutrition, expected returns on schooling in
terms of learning about new technologies and markets related to information
technology, and factors that will improve the quality of schooling (Behrman,
1999).

F. Conclusion

The unavoidable conclusion is that the levels and nature of investment in
children are not commensurate with the existing needs. Both poverty reduction
and human development must claim a larger share of national investment and
donor assistance if children are not destined to suffer permanent neglect. As
demonstrated above there are several clear directions to reorient investment
planning towards successful outcomes. Combining social protection measures
for poor mothers and children with comprehensive 0–8 year-old child
development programs has transforming potential for neglected children
worldwide. Global justice and peace would be well served.
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Chapter 17 – Conclusion: Social
Protection in Asia and the Pacific
I. Ortiz

A. Introduction

ocial protection is defined as the set of policies and programs designed
to reduce poverty and vulnerability by promoting efficient labor
markets, diminishing people’s exposure to risks, and enhancing their
capacity to protect themselves against hazards and interruption/loss of

income.1 Social protection consists of five major elements: (i) labor markets,
(ii) social insurance, (iii) social assistance, (iv) micro and area-based schemes
to protect communities and (v) child protection. When implemented properly,
these policies and programs can make a major contribution to the overarching
goal of the Asian Development Bank (ADB) of reducing poverty. Social
protection, as an integral part of social development, one of the three pillars of
the ADB Poverty Reduction Strategy,2 aims to assist individuals to break the
cycle of poverty and enhance the ADB’s developing member countries
(DMCs) quality of growth by investing in human capital, increasing
productivity, and reducing citizen’s vulnerability to risks.

Recent events underscore the need for greater attention to social
protection issues in the Asian and Pacific region:
(i) The countries affected by the Southeast Asia crisis have discovered that

inadequate and underdeveloped social protection systems have exposed

1. “Social safety net” and “social security” are sometimes used as an alternative to “social
protection.” Of the two terms, “social protection” is the most commonly used internationally.
The term “social safety net” appears to have a less precise meaning; some people use it to
mean the whole set of programs and policies discussed in this strategy, others use it to refer
only to welfare programs targeted to the poor. On the other hand, the term “social security”
is generally used to refer to the comprehensive mechanisms and coverage in high-income
countries, and is less applicable to new areas such as community and area-based schemes.

2. ADB. 1999. Fighting Poverty in Asia and the Pacific: The Poverty Reduction Strategy of the
Asian Development Bank: Manila.

S
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their working populations to excessive risk, increased the incidence of
poverty, and threatened to undermine longer term human capital
investment efforts.

(ii) Transition economies are discovering that the comprehensive social
protection systems they traditionally maintained have become too
expensive to sustain, are poorly designed for a market economy, and
create barriers to further economic development.

(iii) Modernization has been accompanied by a process of social mobility,
migration, urbanization, and disintegration of family and community
networks. Household informal safety nets are no longer adequate—
modernization requires the provision of social protection systems for the
workforce to ensure higher productivity gains, increased domestic
demand, and economic growth.

(iv) Globalization, while increasing the opportunities for growth, will also
increase the risks of future macroeconomic shocks. As unemployment
and poverty result from economic downturns, the adequacy of social
protection and assured future progress in social development are issues in
the forefront of the development agenda of many DMCs.

Different kinds of reforms and policies are needed in different
economies. Where social protection systems have become too expensive and
are no longer appropriate to serve a country’s vulnerable populations, they
need to be restructured and consolidated. Where these systems are inadequate
to deal with the major risks faced by rural and urban populations, social
protection needs to be extended and expanded. The vision of the ADB’s is the
provision of social protection to all citizens of the Asian and Pacific region
through the development of sustainable, statutory programs with universal
coverage to effectively assist DMCs to reduce poverty, achieve growth by
enhancing productivity, and create opportunities for individual self-reliance.

This paper reflects three years of research and consultations at ADB and
its DMCs to build strategies for effective social protection for the Asian and
Pacific region. The paper begins with a discussion of the social protection
needs in Asia and the Pacific, the components of social protection, the social
protection systems in the region, and the work of ADB and other development
agencies. It then focuses on the criteria that might be used to prioritize social
protection interventions in a determined DMC. Social protection policies will
vary from one country to another owing to variations in needs, available
resources, institutions, and the political economy of reforms. Once a specific
intervention is chosen, or a mix of them, selected programs will have to attend
to critical principles such as coverage, targeting of vulnerable populations,
sustainability, good governance, and institutional and political capacity for
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reforms, this topic is explored next. The paper concludes with a summary of
issues and some recommendations to ensure proper implementation of social
protection interventions in Asian and Pacific DMCs.3

B. Overview of Social Protection

1. Social Risks and Social Protection

The Asian and Pacific region has half the world’s population. Of the total
3.1 billion, 900 million are poor (30 percent), and 1.2 billion are children and
youth (40 percent). Thus, a main development challenge for the region is to
achieve sufficient sustainable growth to secure the inclusion of the poor and
young new entrants in the development process. However, growth alone is not
a sufficient condition for generating inclusive societies. Populations,
households, and individuals face various risks that can plunge them into
poverty, so societies have to take steps to reduce their vulnerability and to cope
with the effects when shocks occur. Risks may include natural disasters; civil
conflicts; economic downturns, of which the 1997 Asian financial crisis is the
most recent example; or idiosyncratic household reversals, such as crop
failures, unemployment, illness, accident, disability, death, and old age,
threatening the future of the household and its members. Development
interventions may themselves create new vulnerability and risks through
involuntary effects such as less affordable goods and services, temporary job
loss, loss of common property, displacement, and loss of community support
networks and social capital.

Generally, four main types of risks to the poor can be identified: (i) those
related to the individual lifecycle, (ii) economic, (iii) environmental and (iv)
social/governance related (Table 1). Some risks affect all population groups
equally; others have more intense impacts on the poor. The poor are highly
vulnerable to risks and are constantly preoccupied with risk-averse and coping
strategies to avoid sinking further into poverty. Social risk is a dynamic
concept—insecurity means exposure to risks of events that if they occur, result
in further vulnerability. While anyone can be vulnerable, the poor and the near
poor are particularly at risk since they have fewer assets, reserves, or other
opportunities to fall back on.

There are many risk reduction mechanisms, formal and informal, public
and private sector delivered. Table 1 shows some of the informal strategies to
cope with risk; many rely on community arrangements and women’s support.

3. A full description of the operational implications for the ADB can be found in ADB, 2001.
Social Protection Strategy, Manila.
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However, as urbanization and industrialization gradually undermine the
effectiveness of traditional and informal protection mechanisms, new public
and/or private systems need to be put in place to reduce risks to the population.
Social protection presents a variety of instruments to deal with the
diversification of most of these risks. The long-term solution to vulnerability
depends on good social and economic development decisions that address the
structural causes of vulnerability. Development policies should therefore (i)
involve proactive interventions to reduce vulnerability and support
populations to overcome poverty; and (ii) try not to alter existing informal
family and community-based mechanisms to cope with risk, given that these
provide a level of social protection to the population, and when possible,
encourage community-driven interventions (social funds, microinsurance,
etc).4

The large variety of risks is not addressed through social protection alone.
Social protection is not the entirety of development activities. Social
protection instruments are generally not considered for risk reduction; for this,
other instruments are available. Sound development policies and investments
are ways to reduce the probability of or even eliminate such risks (e.g.,
infrastructure investment for flood control). Social protection programs are
built primarily to mitigate the impacts of shocks or to help people cope with
risks if they occur. The boundaries between social protection and related
activities are somewhat arbitrary and have to take account of regional
characteristics and practical links to distinct and well-established disciplines
such as education, health, and agriculture. With these considerations in mind,
ADB has developed a definition of social protection based on labor markets
and small-scale agriculture, in line with ADB’s overarching goal of reducing
poverty in the Asian and Pacific region.

4. However, attention should be paid to possible negative interactions with other development
policies–for instance, maintaining the responsibility of informal family welfare on women
limits women’s capacity to develop in other social and economic areas.
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Table 1. Social Risks–Risk Assessment and Risk Reduction Measures

Risk Assessment Risk Reduction Measures

Types of Social Risks to the
Poor

Household or Informal
Mechanisms

Options for Public
Sector Intervention

Options for Private
Sector Mechanisms

Lifecycle
• Hunger, children’s stunted

development
• Illness/injury/disease

(including HIV/AIDS)
• Disability
• Old age
• Death

• Women as family
welfare providers

• Extended family,
community support

• Hygiene, preventive
health

• Asset/savings depletion
• Debt

• Health nutrition policy/
services

• Social insurance policy;
mandatory insurance
for illness, disability,
life, old age;
microinsurance

• Social assistance
• Child protection

• Provision of health
services

• Health, disability, life
insurance, and
reinsurance

• Microinsurance
• Old-age annuities

Economic
• End of source of livelihood

(i.e., crop failure, cattle
disease)

• Unemployment
• Low income
• Changes in prices of basic

needs
• Economic crisis and/or

transition

• Diversified sources of
livelihood

• Private transfers/
extended family
support, child labor

• Depletion of assets/
savings

• Reduced consumption of
basic goods

• Debt
• Migration

• Sound macroeconomic
and sector policies to
promote economic
opportunities

• Particularly, regional
and rural development
policies, including
microinsurance

• Labor market policies
• Education and training
• Social funds

• Employment generating
private sector
investment

• Agricultural/livestock
insurance, reinsurance,
microinsurance

• Banking services to the
poor, microfinance

• Providing training

Environmental
• Drought
• Flood, rains
• Earthquake
• Landslides

• Migration
• Community action for

resource management
• Private transfers/

extended family support
• Assets/savings depletion

• Environmental policy
and infrastructure
investment

• Catastrophe prevention,
mitigation programs
including insurance
against natural disasters

• Agricultural, livestock
catastrophe insurance
and reinsurance

Social/Governance
• Exclusion, losing social

status/capital
• Extortion, corruption
• Crime, domestic violence,

social anomie
• Political instability

• Maintaining community
networks (reciprocal
gifts, arranging
marriages, religious
networks)

• Community pressure
• Women’s groups
• Migration

• Promoting good
governance,
antidiscriminatory
policies, and
anticorruption practices

• Public information
campaigns

• Providing security and
equal access to justice

• NGOs and CBOs
• Good corporate

governance securing
fair employment
opportunities and
provision of services
regardless of race,
gender, age, social
status, or political
affiliation.

Legend: CBO = Community based organization, HIV/’AIDS = Human Immunodeficiency Virus/Acquired
Immunodeficiency Syndrome, NGO = nongovernmental organization.
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2. Characteristics of the Asian and Pacific Region

Asia is a largely young, rural, and poor continent: social protection
programs and policies should be built to respond to Asia’s needs. The Asian
and Pacific region does not have adequate protection systems in place to
reduce the impact of shocks on its population; as a result, risks will continue
to have devastating implications for poverty, inequality, and the prospects of
long-term growth. Social protection schemes should be planned on the basis
of a thorough assessment of needs across the entire range and the costs of
meeting them in the short, medium, and long term in a sustainable manner.
Demographic trends have important implications for this process. The Asian
and Pacific region is still experiencing the effects of the demographic
explosion; the total population is 3.1 billion, of which 40 percent are children
and youth. Figures 1 to 4 reflect the most pronounced general effects. The
demographic transition has started in Asia with a progressive decrease in the
number of infants and a progressive increase in the elderly. However, the major
issue in the years 2000–2015 will be the predominance of children and the
young new entrants into the labor market. In 2000, 30 percent of the population
was below 14. This figure is projected to fall to 25 percent by 2015, still a
remarkably high proportion. According to the international definition of
children (0–18 years of age), this group comprised as much as 40 percent of
the total population in 2000, and is expected to decline to 34 percent in 2015.5

This has clear implications for education, health, population, child protection,
and labor market policies for the realization of human potential and the
creation of opportunities for self-reliance to transform the vicious cycle of
poverty into a virtuous cycle of growth and human development.

5. Source of data: medium variant projections, from UN. 1999. Population Prospects, New
York. The period 2000–2015 has been selected given the international development targets
(set by 2015). Detailed tables can be found in Appendix 3, Tables 1–7.
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Figure 1. Demographic Trends for World Population, 2000-2015 (´000)

Figure 3. Demographic Trends for Age Group 15/20-64, 2000-2015
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Source: United Nations, 1999: World Population Prospects, New York (medium variant projections)
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In contrast to the devel-
oped regions and the
industrialized coun-
tries in Asia, people
over 65 comprise only
about 5.5 percent of
the total population of
developing Asia. This
percentage is expected
to rise gradually to 7.2
percent by 2015 as fer-
tility rates fall and life
expectancy increases.6

At present, older peo-
ple in Asia reside pri-
marily in rural areas,
but with urbanization

trends the percentage of older people living in rural areas is expected to
decrease. Moreover, the decrease in the percentage of older persons living in
extended families will leave more elderly living alone thus forcing them to
look for assistance for housing and living standards from Governments and
NGOs. Policy makers will need to plan for labor market and other social
assistance and social insurance schemes. The considerable size of the work-
force combined with decreasing fertility rates could indicate that the Asian
countries will likely face serious old-age challenges in 25 to 30 years, as the
dependency ratios will be negatively affected. However, old-age policies
should not be precipitated but carefully evaluated; the fact that most of the
population remain children and working age people allows many policy design
options. Short-term priorities remain addressing the urgent social issues of
supporting children and poverty reduction.

More than 60 percent of the population in Asia lives in rural areas. Most
of the poverty in the region is also rural-based, although urban poverty is
increasing. About 900 million people, 30 percent of the population of the
Asian and Pacific region, are poor. Detailed and country-specific data can be
found in Appendix 3, Tables 8 to 12. More women than men live in poverty
and poverty is increasingly a condition found among older persons. Social
divisions of a class, caste, ethnic, or racial nature are often intensified by

6. East Asia has a more pronounced ageing pattern compared to the other three Asian sub-
regions due to the effects of ageing in China, where the proportion of the population aged 65
and over is expected to reach 9.3 percent by 2015.

Services (F)
13%

Services (M)
15%

Industry (F)
5 %

Industry (M)
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Agriculture (M)
28%

Agriculture (F)
32%

Figure 5. Labor Force by Sector of Employment and Gender
(M/F), Developing Asia, 1992–1997

Source: ILO, 1999 Key Indicators of the Labour Market
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differing poverty levels; and recently arrived immigrants tend to be poorer than
others. Further, the high levels of poverty in Asia constrain the expansion of
traditional social protection instruments given that these products are not
affordable or attractive to the poor. The priorities of the poor are sustaining
their sources of livelihood, securing food, shelter, and clothing, avoiding
natural disasters, and maintaining the health of the breadwinner—and not, for
instance, old-age insurance.

The new century
starts with profound
changes. Globaliza-
tion is shifting
trade, capital, tech-
nology and infor-
mation flows, chan-
ging values and so-
cial structures. The
increased opportu-
nities resulting from
access to new ideas,
goods, services, and
technology are also
accompanied by in-
creasing risks. In-
terdependence may
lead to possible eco-
nomic shocks and
downturns; if no so-
cial policies and
safety nets are in
place, countries may

experience mounting unemployment, poverty, marginalization, and political
conflict. Most of the political opposition to globalization is due to the absence
of adequate transitional compensation systems, which makes implementation
of reforms very difficult given that populations may have to pay the costs of
reform in the short term. Globalization requires the development of effective
social protection systems in both developed and developing countries. The
world’s forward-looking development agenda gives social protection a
primary role to sustain growth and well-functioning markets.

Box 1. APEC Finance Ministers Recommendations on
Social Safety Nets for a Globalizing

Asian and Pacific Region

The main recommendations include: (1) social safety nets should
be in place before a crisis occurs since they can address the needs
of the poor in good economic times, and should be adaptable to
combat the effects of crisis; (2) pre-crisis planning is essential to
effectively address the social effects of crises and includes the
availability of reliable and timely information on the poor and
frequent evaluation of safety net programs; and (3) countries can
select from a wide range of available instruments depending on
their administrative capacity and target populations. In selecting
the appropriate instruments, governments should ensure that the
measures: (i) provide adequate protection to the poor; (ii)
promote efficient targeting; (iii) avoid creating a culture of
dependency among recipients by limiting size and duration of
benefits; (iv) are consistent with economic incentives and overall
targets of fiscal and macroeconomic policy; and (v) encourage
transparency and accountability in the design and
implementation of programs and in the use of resources.
From Social Safety Nets in Response to Crisis: Lessons and
Guidelines from Asia and Latin America, approved by the Asia
Pacific Economic Cooperation (APEC) Finance Ministers, May
2001.
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3. The Components of Social Protection

The policies and projects included in social protection can be thought of
as involving five major kinds of activities: labor market policies, social
insurance, social assistance, micro and area-based schemes and child
protection, summarized below. Box 2 shows the target clientele for social
protection. A glossary of social protection terms is presented in Appendix 2,
and a summary of the main advantages and disadvantages of different social
protection policies in Appendix 1. The main social protection subsectors are:
(i) labor market policies and programs designed to facilitate employment

and promote the efficient operation of labor markets;
(ii) social insurance programs to cushion the risks associated with

unemployment, health, disability, work injury, and old age;
(iii) social assistance and welfare service programs for the most vulnerable

groups with no other means of adequate support;
(iv) micro and area-based schemes to address vulnerability at the community

level; and
(v) child protection to ensure the healthy and productive development of the

future Asian workforce.

a. Labor Markets

The focus on labor adjustments and the efficient operation of labor
markets recognizes that, as economic development proceeds, employment will
become the major source of economic support for most workers and their

Box 2. Components of Social Protection–
Intended Clientele and Targeted Vulnerable Groups

Labor Market
Programs

Population in working age, being either wage or nonwage employees
(formal or informal), employed, unemployed, or underemployed.

Social Insurance The sick, elderly, widowed, disabled people, pregnant women,
unemployed, eligible for insurance schemes

Social Assistance
and Welfare
Services

The mentally and physically disabled, ethnic minorities, substance
abusers, orphans, single-parent households, refugees, victims of
natural disasters or civil conflicts, sick, elderly, widowed, disabled,
pregnant women, and unemployed ineligible for insurance schemes.

Micro and Area-
based Schemes

Rural and urban communities at risk

Child Protection Children and youth (0–18 years)
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families. Improving labor market operations is an important element of
strategies to reduce poverty, facilitate human capital development, and address
gender discrimination. It will also help allocate a country’s human capital
resources to their most productive uses, enhancing general economic welfare
and encouraging growth and development.7

Labor market improvements to enhance social protection include the
following.
(i) Labor market assessments describing demographic trends, labor-

absorbing sectors, unemployment, migration flows, and the size and
causes of the informal sector can help identify a country’s needs and
development options.

(ii) Active labor markets programs include (a) direct employment generation
(promoting small and medium enterprises, public works); (b) labor
exchanges or employment services (job brokerage, counseling) linking
supply of with demand for labor; and (c) skills development programs
(training and retraining of labor).

(iii) Passive labor market policies include (a) unemployment insurance, (b)
income support, and (c) an appropriate legislative framework that strikes
a balance between economic efficiency and labor protection. An
appropriate legislative framework will include provisions on issues such
as minimum age, maximum hours and overtime, labor contracts,
industrial relations, special protection appropriate for new mothers, and
antidiscrimination provisions to protect women and minorities.
Internationally recognized labor standards, when ratified, are also part of
the legislative framework of a DMC. With regard to the Core Labor
Standards, no explicit ratification is needed for them to be part of the
legislative framework of a country. The Core Labor Standards consist of
(a) freedom of association and the effective recognition of the right to
collective bargaining, (b) the abolition of all forms of forced or
compulsory labor, (c) the elimination of discrimination in respect of
employment and occupation, and (d) the elimination of child labor. All
Asian and Pacific DMCs,8 by virtue of being member of the International
Labour Organization (ILO), are held to respect, promote, and realize the
fundamental Core Labor Standards.

(iv) Safeguards: appropriate steps should be taken to ensure that procurement
of goods and services, contractors, subcontractors, and consultants,
comply with the country’s labor legislation (e.g., minimum wages, safe

7. See A. Abrahart’s and P. Verme’s Chapters 2 and 3 in this volume.
8. With the exception of the Kingdom of Bhutan, Cook Islands, Maldives, Marshall Islands,

Federated States of Micronesia, Nauru, Samoa, Tonga, Tuvalu and Vanuatu.
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working conditions, social security contributions, etc.) as well as with the
Core Labor Standards.

b. Social Insurance

Participating in labor markets exposes workers to several kinds of risks.
Reducing these risks allows workers who have lost their jobs to search for a
good alternative, removes barriers that might otherwise discourage workers
from acquiring education and training, and helps ensure that the health and
education of their children are not sacrificed in an economic downturn. Social
insurance programs mitigate the risks by providing income support in the
event of illness, disability, work injury, maternity, unemployment, and old
age.9 Such programs include
(i) Unemployment insurance to deal with frictional (sometimes structural)

unemployment;
(ii) Work injury insurance to compensate workers for work-related injuries or

diseases;10

Box 3. Mass Lay-offs and Retrenchment Plans

The three major causes of mass layoffs are (i) market shifts (cyclical or structural); (ii)
privatization and/or deregulation; and (iii) technological and/or organizational change,
including enterprise restructuring. Unemployment and mass layoffs are problematic in any
society, but present special challenges in developing countries because the number of
affected workers is normally larger than in developed societies, the political context is often
not favorable to collective bargaining, and the labor market is likely to be saturated and the
demand for labor is low. The three major policy options to avoid or mitigate the negative
impacts of lay-offs are (i) prevention of lay-offs, (ii) compensation to laid-off workers, and
(iii) redeployment of laid-off workers. There is no best solution and each situation will
require a tailored plan. Optimally, employers can benefit from raising productivity and
lower wage costs to enhance enterprise competitiveness, and workers can benefit from
alternative employment options. The available policies are based on (i) legal regulations,
(ii) income support, (iii) retraining, and (iv) improved labor market information and
counseling. Aspects such as the age and skills of the labor force, financial solvency of
companies, fiscal impacts, the local labor market situation, income levels of employees, the
existence of adequate social protection institutions (e.g., unemployment insurance,
vocational and technical training centers, and labor exchanges) are critical elements when
assessing a retrenchment plan. Mitigation options should always aim to adequately balance
social fairness and economic sustainability.

9. See D. Gent’s and L. Thompsom’s Chapters 4, 5, and 6, in this volume.
10. These programs should be accompanied by adequate programs to promote safety at work and

minimize occupational health hazards.
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(iii) Disability and invalidity insurance, normally linked to old-age pensions,
to cover for full or partial disability;

(iv) Sickness and health insurance to protect workers from diseases (See
footnote10)

(v) Maternity insurance to provide benefits to mothers during pregnancy and
post delivery lactating months;

(vi) Old-age insurance to provide income support after retirement; and
(vii) Life and survivors insurance, normally linked to old-age pension to

ensure that dependents are compensated for the loss of the breadwinner;

As countries develop, some form of government intervention is needed to
deal effectively with these risks. Family resources, even those of an extended
family, are no longer sufficient to deal with the individual risks. A wide variety
of approaches are available for structuring and operating social insurance
programs. They may be contributory, in that eligibility is based on the payment
of premiums each year, or noncontributory; and handled either by public sector
or private sector institutions. Where such programs are managed by the private
sector, however, government retains a major role in overseeing and regulating
their operation. Traditionally, private insurance companies have had difficulty
providing products affordable to low-income groups because of problems
associated with high transaction costs, adverse selection, and moral hazard.

Most countries have evolved toward a multipillar mixed public-private
system that contains two basic elements: (i) public programs to assure
minimum income to the aged, unemployed, and other vulnerable groups; and
(ii) private programs that encourage voluntary supplementation by individuals.
In the case of old-age pensions, a second intermediate pillar is added: public
or private programs that provide retirement benefits scaled to individual
contributions. The design of a particular social insurance intervention involves
selecting the approach that seems most appropriate, considering the country’s
stage of development and its social traditions. A proper balance must be
maintained between the social gains from improved protection and the
economic losses that can occur if a system becomes too generous.

c. Social Assistance

Social assistance and welfare services provide protection to those who
cannot qualify for insurance payments or would otherwise receive inadequate
benefits. Social assistance programs are designed primarily to enhance social
welfare by reducing poverty directly. Programs targeted to younger people can
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also promote longer term growth and development by encouraging greater
investment in human capital.11

Social assistance interventions may include
(i) Welfare and social services, institutionalized or community-based, to

highly vulnerable sections of the population, such as the physically or
mentally disabled, orphans, and substance abusers;

(ii) Cash or in-kind transfers such as, food stamps and family allowances to
vulnerable groups;

(iii) Temporary subsidies, such as energy life-line tariffs, housing subsidies,
or support of lower prices of staple food in times of crisis;

(iv) Safeguards: attention should be paid to possible short-term negative
impacts of policy reforms: in cases of a rise in prices and/or loss of
entitlements to the poor, adequate mitigation measures are needed to
prevent any adverse effect on the poor and the vulnerable; in the case of
infrastructure, it should be designed to allow disabled populations to
benefit from public investments.

d. Protecting the Informal Sector: Micro and Area-Based
Schemes

Micro and area-based schemes provide the same sort of social protection
to small-scale agriculture and the urban informal sector that the more
traditional social insurance programs supply to the labor force.
Microinsurance offers the option to insure the poor against their main risks at
affordable prices. Crop insurance programs can provide the protection
necessary to encourage the adoption of new and innovative farming
techniques, thereby removing an important barrier to economic development
in rural areas. Together with well-designed risk reduction initiatives such as
disaster management, and community-based support programs such as social
funds, these programs can reduce vulnerability at the community level and
promote more sustainable rural livelihoods.12

11. See F. Howell’s Chapters 7 and 8 in this volume.
12. See J. Abada’s, A. Batkin’s and S. Yodmani’s Chapters 9, 10, 11, 12 and 13, in this volume.

13883-Asia.book  Page 612  Tuesday, December 11, 2001  11:54 AM



Social Protection in Asia and the Pacific 613

Microinsurance: Microinsur-
ance involves voluntary and
contributory schemes for the
community, handling small-
scale cash flows to address ma-
jor community risks. Often
such schemes are of a local
character and have a very small
membership. The primary aim
of many of these schemes (Box
4) is to help their members
meet the unpredictable burden
of out-of-pocket expenses,
such as a hospital emergency,
death, or funeral expenses. In
recent years, groups of workers
in the informal economy have
set up their own microinsur-
ance schemes, normally assist-
ed by grants or government
subsidies. Such schemes may
operate within the context of a
microfinance scheme, which
has already had experience col-
lecting contributions and ad-
ministering payments. Micro-
insurance is an emerging topic
with high potential. Microin-
surance can provide social

insurance at affordable prices, expanding coverage by having a realistic under-
standing of the problems that communities face, and promoting community in-
volvement. There are good historical examples of microinsurance, for in-
stance, mutual societies played an important developmental role in early 20th
century in Europe. Options for the future include pooling existing organiza-
tions, promoting reinsurance, and providing private-public partnerships. More
effort needs to be placed in marketing microinsurance, as a large percentage of
the target population is not well informed of the benefits of being insured, and
the credibility of microinsurance needs strengthening.

Agricultural Insurance: This form of protection could be available for
farming communities. It is a financial mechanism in which the uncertainty of

Box 4. The SEWA Microinsurance Scheme,
India

The Self-Employed Women’s Association (SEWA)
is a registered trade union working mainly with
women in the informal sector. Since 1972, its
struggle has been to ensure that the minimum wage
is obtained, to provide legal recourse where
necessary, and to ensure democratic representation
at every level of the organization. The trade union
has almost 250,000 members. They are mostly
hawkers and vendors, home-based workers, and
laborers. The scheme covers health insurance
(including a small maternity benefit component),
life insurance (death and disability), and asset
insurance (loss of damage to housing unit or work
equipment). SEWA members can choose to become
members of the insurance scheme (at present,
approximately 14 percent of all SEWA members
are insured). The asset and health components come
as a package and life insurance is an option. The
total premium is approximately US$1.5 (Rs60) per
annum for the combined asset and health insurance
package and an additional US$ 0.38(Rs15) provides
life insurance as well. Premiums and benefits are
presently being restructured. Membership and
claims processing is done through the SEWA Bank,
along with considerable field presence and
grassroots organizing from SEWA Bank and SEWA
Union staff. Mobile services are also available for
premium collection (normally associated with
microfinance deposits and loan repayment
collections).
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loss in the farms is minimized by pooling a large number of uncertainties that
impact on agriculture so that the burden of loss can be distributed. The loss
may be due to a number of natural perils like storms, floods, droughts, hail,
frost, earthquakes, volcanic eruptions, plant pests, diseases, etc. The risks of
loss can be spread temporally or spatially. With reinsurance, the risks can be
further spread across national boundaries. For instance, during natural
disasters of widespread proportion when a nation’s finances are at a low ebb,
other countries share the burden. Agricultural insurance can be reexamined as
an effective tool for the development of the rural economy when implemented
as part of a package of support services in the rural areas, cautiously
accompanied by adequate reinsurance mechanisms.

Social Funds: Such funds have evolved recently outside the Asia and
Pacific region as mechanisms to channel public resources to meet particularly
pressing social needs. Community-based social funds are agencies, typically
managed at the local level, empowering communities, NGOs, and local
governments that provide finance for small-scale projects, such as
infrastructure schemes and livelihood programs to community groups.

Box 5. Post-conflict Poverty Reduction and Community-Building:
The SZOPAD Social Fund, Philippines

The Special Zone of Peace and Development (SZOPAD) Social Fund, for $15.33 million,
was approved in 1998 following the September 1996 agreement between the Government
and the Moro National Liberation Front (MNLF) to end the long-running conflict in
Mindanao. The objectives of the fund are to (i) increase the access of the poor and those
affected by the conflict in Mindanao to economic and social infrastructure, services, and
employment opportunities; and (ii) strengthen the capacity of local governments and
communities to manage development. The fund covers the 14 provinces and 9 cities in the
special zone and gives priority to helping the poor, MNLF combatants, indigenous peoples,
and communities affected by the armed conflict. The fund provides grant finance to local
governments, organizations, and community groups for small-scale social and economic
infrastructure including rural access roads, rural water supply and sanitation, small-scale
irrigation schemes, communal clinics, and schools. The maximum eligible scheme size is
$250,000. Financing is also available for education and health supplies and equipment, and
essential medicines. The fund duration is three years, with the possibility of an extension,
expansion or replication. The fund was established by Executive Order of the Philippine
President in October 1997 as an independent legal entity, principally to avoid political
interference. The fund has a policy-making board of directors and an executive committee,
appointed by the President, responsible for approving schemes proposed by local
organizations. The salaries of fund staff were set above prevailing government rates to
attract competent and motivated individuals and reduce the risk of corruption. Streamlined
procurement and disbursement rules and regulations have been agreed to speed up
implementation.
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They provide direct poverty relief and encourage skills development while
contributing to a community’s social capital. The 1997 financial crisis and the
growth in the number of countries undergoing economic transition have led to
an increase in social funds projects in Asia. Social fund methodology is now
used by local governments to promote good local governance and pilot test
decentralized management and financing of small-scale infrastructure in some
Asian countries.

Disaster Preparedness and Management: This is essential to assist com-
munities in risk coping and mitigation. As shown in Figure 6, the Asian and

Pacific region is where most people are injured, affected, and homeless as a re-
sult of disasters. Victims of catastrophes are usually assisted by public relief
programs; however, given the important economic and human loss caused by
disasters, the critical issue is to invest in disaster preparedness. Several coun-
tries in the Asian and Pacific region have established disaster management
centers for assessing hazards, planning risk reduction and monitoring pro-
grams, providing emergency assistance, and strengthening local-level risk re-
duction capacity. Two principal trends have developed over the past decade in
disaster management: (i) improved hazard forecasting through computer mod-
els on climatic behavior; and (ii) an increased focus on local vulnerabilities
given that community-based preparedness is the best mechanism to reduce
loss of human life and the scale of damage.

e. Child Protection

Given that children and youth constitute 40 percent of DMC populations,
investing in child protection is of profound significance to the development of
the region. The realities of child deprivation are alarming in Asia and the
Pacific, which holds three quarters of the world’s stunted, underweight
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Figure 6. Impact of Disaster by Geographical Region, 1972 - 1996

Source: International Federation of Red Cross and Red Crescent 1998.
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children. Lack of adequate protection can result in undernourishment, poor
health, and intellectual underdevelopment which can lead to being less
productive adults. Educating children and youth is essential to allow social
mobility and better job prospects, and an indispensable instrument to help
DMCs maintain their international competitive advantage, raise productivity,
and continue economic growth. Additionally, as defined in the United Nations
Convention on the Rights of the Child, society through good governance must
provide measures to ensure that the child is protected from all forms of abuse
and exploitation, such as child labor, child prostitution, or the adversities faced
by the girl child, streetchildren, children with disabilities, and children under
armed conflict. Investment in children is a key factor in poverty reduction and
economic growth but it is usually a small proportion of national budgets,
despite ample evidence that the small investments currently made bring
considerable future benefits to society as a whole.13

High child/adult dependency ratios indicate the need to provide social
protection for the young, such as
(i) Early child development to ensure the balanced psychomotive

development of the child through basic nutrition, preventive health, and
educational programs;

(ii) School feeding programs, scholarships, or school fee waivers;
(iii) Waiving of fees for mothers and children in health services;
(iv) Streetchildren initiatives;
(v) Child rights advocacy/awareness programs against child abuse, child

labor etc;
(vi) Youth programs to avoid social anomia in teenagers, criminality, sexually

transmitted diseases such as HIV/AIDS, early pregnancies, and drug
addiction;

(vii) Family allowances, either means-tested cash transfers or coupons/stamps
for basic goods and services (i.e., food, clothing) to assist families with
young children to meet part of their basic needs.

4. Social Protection Systems in the Asian and Pacific Region

The experience of Asia and the Pacific has been diverse in the past, and
the motivations and approaches for future reform differ from one country to
another. Generally in South Asia, Southeast Asia, and the Pacific most of the
debate has focused on expanding coverage and identifying financing sources
to fight poverty and provide long-term protection to the population. In

13. See P. Crawford’s and J. Hunt’s Chapters 14, 15 and 16 in this volume.

13883-Asia.book  Page 616  Tuesday, December 11, 2001  11:54 AM



Social Protection in Asia and the Pacific 617

transition economies, the focus has centered on adjusting existing systems to
a market economy.

As shown in Table 2, most DMCs have some form of institutionalized
social protection system, but often these programs are ineffective due to (i)
limited coverage, serving only a portion of the formal sector (often the
wealthiest segments of society); (ii) insufficient funds, incorrectly distributed
among programs; (iii) inadequate instruments, often copied from developed
countries but not appropriate to serve specific in-country needs; and (iv)
factors restricting access to statutory social protection schemes, such as legal
restrictions, administrative bottlenecks, and problems with compliance.

In considering the demands for social protection within Asian subregions
it is important to identify the circumstances faced by their vulnerable groups.
Table 3 summarizes the social protection priority issues by subregion. The
countries of East and Southeast Asia are still recovering from the regional
financial crisis and high levels of unemployment, and need substantial
investments in social protection to overcome poverty and reduce social risk
and vulnerability. The transition economies, Central Asian Republics,
People’s Republic of China, Viet Nam, and (to a lesser extent) Cambodia and
Lao People’s Democratic Republic, are restructuring and consolidating their
systems to a market-oriented society; existing state-funded and state-
controlled social protection schemes are being dismantled, reformed to adjust
to reduced budgets, and made more flexible to labor market changes. South
Asian countries (Bangladesh, India, Pakistan, and in a lesser degree Sri Lanka)
have large proportions of the rural population living in poverty with high levels
of illiteracy, and state-funded social protection schemes exist only nominally
and are supplemented by some limited programs operated by NGOs. The
region needs substantial investments in social protection and human
development targeted to children and the informal sector and truly vulnerable
groups. The Pacific region presents a variety of experiences, with some
countries having developed social protection systems and others still to do so.
A common trait to all countries in the region is the need to address child and
youth priorities, extend coverage to poorer communities, improve governance,
and promote institutional development. In general, all subregions have
reduced expenditure on social protection schemes in the last decade in an
attempt to balance budgets and achieve macroeconomic stabilization. Since
the Asian Crisis, the effect has been increased poverty, insecurity, and social
exclusion for many vulnerable groups.
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Table 2. Programs by Country

Country Labor Market Programs Social Insurance Social
Assis-
tance

Micro and Area Based
Schemes

Child
Protec-

tion
Active Passive

Labor
Ex-

changes
services

Training Em-
ploy-
ment

Genera-
tion

Unem-
ploy-
ment
Insur-
ance

Labor
Stan-

dardsa/

a. DMCs by virtue of being a member of the ILO are held to respect and promote the fundament core standards (1) freedom of association;
(2) freedom from forced labor; (3) elimination of discrimination at the work place; and (4) prohibition on child labor

Old
Age,

Disabil-
ity,

Death

Sick-
ness,

Mater-
nityb/

b. Sickness and Maternity refers to cash benefits for sickness and maternity: countries must provide both benefits to be included.

Medi-
cal

Carec/

c. Denotes that medical care and/or hospitalization coverage are provided in addition to cash benefits and maternity benefits.

Source: International Social Security Association and United States Social Security Administration: 1999; Social Security Through the World,
and consultations with DMCs.

Work
Injury

Micro-
insur-
ance

Ag-
ricul-

tural In-
su-

rance

Disas-
ter

Man-
age-
ment

So-
cial

Funds

Family
Allow-
ances

Developed Regions
Japan • • • • • • • • • • • • •

Australia • • • • • • • • • • • • •

New Zealand • • • • • • • • • • • • •

Canada • • • • • • • • • • • • •

United States • • • • • • • • • • • • •

European Union • • • • • • • • • • • • •

Developing Asia
East Asia

Cambodia • • • •

China, PRC • • • • • • • • • • •

Indonesia • • • • • • •

Lao PDR • •

Malaysia • • • • • • •

Philippines • • • • • • • • • • • • •

Thailand • • • • • • • • • • • • •

Viet Nam • • • • • • • • •

South Asia
Bangladesh • • • • • • • • • • •

Bhutan

India • • • • • • • • • • •

Maldives

Nepal • • • • • • •

Pakistan • • • • • • • • •

Sri Lanka • • • • • • • • •

Central Asia
Azerbaijan • • • • • • • • •

Kazakhstan • • • • • • • • • •

Kyrgyz Republic • • • • • • • • • • • •

Mongolia • • • • • • • • • • • • •

Tajikistan • • • • • • • • • • •

Turkmenistan • • • • • • • • •

Uzbekistan • • • • • • • • • • •

Pacific
Fiji Islands • • • • •

Guam •

Kiribati • • •

Marshall Islands • •

Micronesia, FSM •

New Caledonia •

Papua New Guinea • • • • •

Samoa • • • •

Solomon Islands • • • •

Vanuatu •
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Table 3. ADB Social Protection Priorities by Subregion

Legend: PRC = People’s Republic of China, Lao PDR = Lao People’s Democratic Republic, SOE = state-owned
enterprises, SP = Social protection

Subregion Vulnerability Issues ADB Social Protection Priorities

Central
Asia and
Mongolia

Since the transition in the early 1990s
populations have experienced a steep decline
in living standards, greater vulnerability.
Unemployment rose due to SOE reform and
insufficient economic activity. Coverage of
social services is good but benefits are
inadequate due to lack of funds. Human
development remains high due to earlier
achievements–high levels of education and
women development. However, the next
generation will show much lower standards
unless immediate action is taken.

• Given the large increase on poverty, SP should target
interventions to priority areas (i.e., children, rural
communities) and generally adjust earlier SP systems to
reduced budgets and decentralized management.

• Labor markets: low demand for labor will persist unless
economic activity is created–microenterprise develop-
ment and other employment generation programs are
feasible due to high education levels; on the other hand,
labor markets need to be more flexible.

• Due to poverty incidence, social insurance reforms
based on linking contribution to benefits are not priority
at this stage.

East and
South East
Asia

Generally, growth has led to important reductions
in poverty, however growth alone does not ensure
sustainable poverty reduction. New vulnerable
groups emerge–unemployed because of
economic shift/downturns, migrants, the new
urban poor, youth, etc. Limited investments in SP
have resulted in precarious conditions for the
population–children and rural areas still need of
support. Major vulnerabilities by subarea include:

Different investments in SP are needed in the variety of
countries of the large East Asia region. Common to all:
• labor market interventions to increase productivity in

this growth-oriented area while raising working
standards; deal with redundant workers in SOEs,

• child protection,
• micro and area approaches to protect communities, and
• developing comprehensive and effective SP systems.

Indonesia,
Malaysia,
Philippines,
Thailand

• Informal safety nets, once the major support
of populations in Southeast Asia, are
disappearing due to modernization and
migration patterns. Children and youth are
40 percent of population. Child labor is
prevalent and the informal sector remains
large. Investments in all SP areas are much
needed; programs exist nominally but are
underbudgeted and coverage is low. Short-
term social safety nets were prominent
during the crisis and generated a public
debate on SP.

Specific priorities by subarea are:
• Southeast Asia has developed labor training and initiated

some labor services–given demographic trends, they
should be continued.

• Child protection and micro and area based approaches
are also critical investments to deal with a large
informal sector, particularly in countries where poverty
reduction is a major priority such as Philippines.

• Safety nets developed during the crisis should be
converted into longer term formal comprehensive SP
systems.

• Projects targeted at women and girls remain priority.

PRC,
Cambodia,
Lao PDR,
Viet Nam,

• In the PRC, SOE reform is a pressing issue
that will require significant investments in
labor markets and social protection; most
welfare provision comes through SOEs and
public service. In the Mekong and inner
rural PRC, poverty is prevalent. Labor laws
are generally rigid and needs to be made
flexible.

• The transition economies need labor markets
interventions.

• Comprehensive and effective social protection systems
should be built in parallel with SOE reforms and rural
development to ensure enhanced welfare provision.

• In the Mekong transition economies and inner rural
PRC, where poverty is prevalent, micro and area- based
approaches and child protection are needed.

Pacific Generally the Pacific has done little to develop
comprehensive SP systems. As much as 50
percent of the population is below 19–a
challenge is to deal with youth unemployment.

• Labor market policies to reduce labor rigidities while
ensuring fair working conditions, employment
generating activities, and child protection are general
priorities in the region.

South Asia The area suffers from very high levels of
poverty and populations are highly vulnerable
to all types of risks, from lifecycle to natural
disasters. Poverty reduction should be the first
priority; about 70 percent of the population live
in rural areas, 45 percent of the population are
children and youth below 19. Child labor is
prevalent; life expectancy and woman
development is low. The formal sector is very
limited; formal SP systems reach a small
portion of the population.

• Child protection interventions
• Projects targeted at women and girls.
• Micro and area-based approaches to protect

communities (urban and rural); financial intermediation
(microfinance) has been generally successful in the area
and should be expanded to areas such as
microinsurance.

• Labor markets: Public works have been popular and
labor market interventions should be expanded.

• Formal SP policies such as insurance programs (e.g.,
pensions) are not priority at this stage.
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5. The Experience of ADB and Other Development Agencies

In response to the critical need to address vulnerability in development
assistance, following the experience of poverty reduction programs in the
regions where they operate, multilateral and bilateral aid agencies produced
different definitions of social protection. The World Bank definition of social
protection is based on social risk management; the Inter-American
Development Bank (IDB) emphasizes social protection as a means to address
macroeconomic and catastrophic shocks; the United Kingdom Department for
International Development (DFID) uses a rights-based approach to define
social protection, with an emphasis on promoting integrated livelihoods. ILO,
which is the senior agency dealing with social protection topics, maintains a
structured view of social security based mostly on social insurance and labor
standards.

ILO was founded in 1919 to promote social justice and ensure effective
social protection systems among its member countries, provide social and
economic security, implement fundamental labor rights, increase work
opportunities, and strengthen social dialogue. The definition of social security
and the focus of ILO’s work have changed often during the last eight decades.
ILO has recently adopted as its strategic objective to enhance coverage and
effectiveness of social protection for all, by focusing on income security with
an emphasis on the poor, identifying cost-effective and equitable ways by
which social protection can be extended to all groups, and shifting from a
state-led focus to emphasis on provision of social protection to the informal
sector.14 However, social protection is still conceived mainly in terms of labor
and social insurance. ILO provides technical assistance primarily in the fields
of social security systems, social protection administration and expansion of
coverage, social expenditure management, labor relations, vocational training,
employment policy, labor administration, labor law and industrial working
conditions, management development, cooperatives, labor statistics, and
occupational safety and health. From this perspective, ILO should be a partner
in any social protection initiative.

The World Bank focus uses social risk management as the conceptual
framework for its Social Protection Strategy Paper, consistent with its
Comprehensive Development Framework and Poverty Reduction Strategy
Papers (PRSPs). Social protection is defined as public interventions oriented
to human capital to (i) help individuals, households, and communities better

14. ILO 2000. World Labor Report: Income Security and Social Protection in a Changing World,
Geneva. Van Ginneken (ed). 1999. Social Security for the Excluded Majority. Geneva: ILO.
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manage risk; and (ii) provide support to the incapacitated poor.15 The concept
of social risk management asserts that all individuals, households, and
communities are vulnerable to multiple risks from different sources, whether
they are natural (such as earthquakes, floods, and illness) or man-made (such
as unemployment, environmental degradation, and war). Poor people are
typically more exposed to risk and have inferior access to effective risk
management instruments than people with greater assets. Dealing with risks
involves recognizing their sources and economic characteristics, for example,
whether they affect individuals in an unrelated manner or simultaneously. The
most appropriate combination of risk management strategies (prevention,
mitigation, or coping) and arrangements (informal, market-based, or publicly
provided or mandated) in any given situation depends on the type of risk and
on the direct and opportunity costs and effectiveness of the available
instruments. On the organizational side, the World Bank has established its
Social Protection Department under its Human Development Network, with
units in most of the World Bank’s human development regional divisions. The
World Bank Board of Directors endorsed its comprehensive Social Protection
Strategy on September 2000.

IDB defines social protection as prevention and compensation systems to
reduce the impacts of shocks on the Latin American poor.16 The definition
owes much to the needs and economic history of the region, after the
macroeconomic and structural crisis of the 1980s and 1990s (debt crisis and
structural adjustment shocks) and frequent natural disasters (hurricanes such
as Mitch in 1998, earthquakes like the ones in Mexico in 1985 and Colombia
in 1994, and floods and droughts resulting from El Niño). The key objectives
of the IDB social protection strategy are to (i) guarantee minimum
consumption levels and access to basic services for those permanently unable
to provide for themselves (i.e., the aged and disabled); (ii) strengthen the asset
base of the poor to reduce their vulnerability to shocks; (iii) ensure continued
investment in human capital during periods of crisis in order to avoid
irreversible long-term consequences for children; and (iv) provide security to
the poor to improve their economic choices and allow them to take
entrepreneurial risks and earning capacity.

To achieve the International Development Goal of halving poverty by
2015, DFID emphasizes requirements of economic growth, equity, and

15. World Bank. 1999. Social Risk Management: Intellectual Underpinnings of the Social
Protection Strategy. Washington, DC. Holzmann, R., and Jorgensen, S. 2000. Social Risk
Management: A new conceptual framework for Social Protection. Washington, DC; World
Bank. 2000. Social Protection Sector Strategy. Washington, DC.

16. Lustig, N. (ed.). 2000. Social Protection for Equity and Growth. Washington, DC: Inter
American Development Bank.
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security.17 DFID supports a rights-based approach to poverty reduction.
Decent living standards, access to services and security are part of the fabric
of rights of poor people. These rights are enshrined in national laws,
international agreements and covenants, including Core Labor Standards, and
form the basis on which development organizations formulate their policies.
Participation in the formulation of such policies by poor people is an equally
important part of a rights-based approach. And the issue of security, in a broad
sense, is central among poor people’s priorities. DFID has worked extensively
on the notion of sustaining livelihoods to promote opportunities for all citizens
and reduce poverty. In this context, social protection refers to the public
actions taken in response to levels of vulnerability, risk, and deprivation for
those who fall temporarily or persistently under levels of livelihood deemed
acceptable within a given polity or society.18

ADB has developed different types of social protection interventions
over the years, either as stand-alone loans or as components of other loans
where social protection is not the primary objective. Since 1985, when social
protection projects were only about 1 percent of the total ADB lending, the
portfolio has been expanding. In 1998–2000, it represented 13 percent of the
total ADB lending volume. This significant increase is due to the support to
safety nets interventions after the Asian Crisis. The demand for rapid social
support projects will hopefully not be necessary in the future–instead, ADB
should concentrate on developing more comprehensive and effective social

17. DFID is one of the leading bilateral agencies committed to realize the International
Development Goals focused on reducing poverty

18. DFID. 2000. Social Protection: New Directions of Donor Agencies, London; and DFID-ODI,
2000. Social Protection Concepts and Approaches: Implications for Policy and Practice in
International Development, London.

Figure 7. Social Protect ion-ADB Lending by Year
(1986-2000)

-

50 0

1,000

1,500

2,000

2,500

1986-1988 1989-1991 1992-1994 1995-1997 1998-2000

In
$

M
ill

io
n

13883-Asia.book  Page 622  Tuesday, December 11, 2001  11:54 AM



Social Protection in Asia and the Pacific 623

protection systems to assist DMCs to reduce poverty and vulnerability. The
trend, however, reflects an important increase in lending in the sector. Social
protection is an emerging sector that needs to be properly addressed. An
analysis of the areas served shows that ADB has mostly invested in labor
markets (39.5 percent of the social protection portfolio, by volume), followed
by micro and area-based schemes to protect communities (27.5 percent), and
child protection interventions (19.5 percent). Social insurance and social
assistance had a lesser share of the portfolio (6.5 and 7 percent respectively, by
volume).19

As social protection took on a new urgency at ADB, the need for more
effective coordination strategies became clear. In October 1998, an
interdepartmental working group (IWG) was formed to explore options for
ADB’s future interventions in social protection. In July 1999, the IWG
produced a draft ADB Framework on Social Protection, which served to
initiate external consultations in September 1999. External consultations have
included specific Country Missions, meetings with other donor agencies,
presentations in conferences/forum and a formal submission of the draft Social
Protection Strategy (working paper) to all ADB country constituencies.
Additionally, the draft ADB Social Protection Strategy was posted in the ADB
website to allow for public comments. Comments sent by the governments of
the ADB fifty-seven member countries were formally discussed in Manila at a
Board session on 14 June 2001. On the basis of these consultations and the
background technical papers presented in this volume, the ADB finalized its
Social Protection Strategy, approved by the ADB Board of Directors
representing the ADB fifty-seven member countries, on 13 September 2001.20

C. Priorities for Social Protection

Improving national social protection systems is of major importance in
all regions. However, the motivations for reform and the approaches adopted
differ dramatically from one country to the other. In much of Asia and the
Pacific, the debate is dominated by concerns about reducing poverty,
expanding coverage, and identifying financing mechanisms to serve the vast
majority of the population, 40 percent of which are children and youth, who
remain unprotected. In transition economies, adjusting programs and
institutions to reduced budgets under a market economy is the priority. Many

19. By number, a total of 65 social protection loans were approved in the period 1986–2000,
distributed as follows: labor market interventions (26 percent), micro and area-based schemes
(23 percent), child protection (6 percent), social insurance (5 percent), and social assistance
(5 percent).

20. ADB. 2001. Social Protection Strategy. Manila.
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Latin American reforms are motivated by a desire to insulate social protection
systems from political interferences. The reform debate in Japan, North
America, and Western Europe tends to focus disproportionately on dealing
with the costs of ageing societies. Country priorities differ substantially and
the problems and solutions of one region are not applicable to another.

Given the broad variety of reform priorities and possible interventions
(labor markets, social insurance, social assistance, area-based schemes, and
child protection), this paper sets the parameters to prioritize investments,
based on the principles of reducing poverty and vulnerability; strengthening
country focus; enhancing strategic alliances and partnerships with
development agencies, private sector, and civil society; and taking a long/
medium-term approach to promote effective social protection systems in Asia
and the Pacific. Well-developed social protection systems are large and
complex undertakings that can become an integral part of the fabric of a
society and have important implications for social and economic development.
Social protection priorities are different in the variety of Asian and Pacific
DMCs. The selection of interventions will require an evaluation of the country
needs, available resources, institutional capacity, and the political economy of
reform, explained in the following section C.1. Once a set of specific social
protection interventions has been chosen for a DMC, project design should
attend to the following principles: coverage; targeting of vulnerable population
groups; sustainability, good governance, and optimal delivery mechanisms;
and an integrated approach to social protection, as described in section C.2.

1. Identifying Country Priorities

Social protection strategies will vary from one country to another as a
result of differences in needs, institutions, and available resources. Country
preferences will also be influenced by the political support and social
consensus needed to implement reforms. An analysis of these four factors
determines the social protection priorities of a country.

a. Country Needs

The main objective of social protection is to reduce poverty and
vulnerability. A summary vulnerability and risk profile will help to determine
the country-specific social protection needs. A description of major risks to the
population, demographic structures, levels of urban-rural population, poverty,
and the size of the formal sector influence the type of social protection
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mechanisms that are feasible and appropriate. Where population projections21

show a significant number of children and new entrants into the labor market
in the near future, social protection should address the needs of the young.
Where population growth rates are low or negative, there is a rapidly ageing
population and the child/adult dependency ratios are low, social protection
systems should address the priorities of the elderly. Where the most acute
problems may be others—i.e., migrant workers, victims of disasters, or any
other vulnerable population group—social protection planning should
accommodate the specific country needs. The results will differ from one
DMC to another.

A summary labor market analysis should further help determine country
priorities, not only in social protection but also in the selection of other
development interventions, by revealing employment patterns. The size of the
formal and informal sectors; the sectoral distribution (population engaged in
agriculture, industry, and services); rural and urban active population;
evolution of real wages; the role of women in the labor force; working
conditions; compliance with national and international labor laws and
standards including the reported existence of child or bonded labor and
violations to other Core Labor Standards—all will provide additional
information to help determine the country priorities. In some countries, the
priority attention will be to assist unemployed or underemployed working age
population to find employment opportunities; or to fight child labor. In others,
the rural areas may have been forced to shoulder a disproportionate burden of
the country’s social problems, and strengthening rural systems may be a
priority. Labor absorption is essential to avoid poverty. The country labor
market analysis should evaluate which sectors/subsectors and geographical
areas have a demand for labor and identify which areas may have an unmet
supply of labor, to identify the right mix of public policies. Labor market
analysis is a key element in the strategic link between economic growth and
poverty reduction, and the analysis should provide recommendations to ensure
efficient and inclusive development patterns.

A summary vulnerability profile, supported by a summary labor market
analysis, are essential to determine country-specific needs. The country social
protection needs assessment with a rational prioritization of the country’s top
social protection needs, based on quantitative evidence gathered in the
vulnerability profile and labor market analysis, to ensure a rational and well-
demonstrated prioritization of possible development interventions.

21. Care has to be taken with the assumptions used in projections; arguments can be easily
manipulated by developing models that either magnify or minimize issues (e.g., ageing). As
a rule, ADB discourages high or low scenarios and advises to carefully evaluate medium term
variant projections.
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Collaboration with other agencies—including ILO, World Bank, UNICEF,
World Health Organization (WHO), United Nations High Commission for
Refugees (UNHCR), and the Red Cross/Red Crescent—is essential to ensure
coherent views and avoid duplication of surveys, profiles, or analyses.

b. Available Resources

The level of resources available for social protection will also influence
a country’s social protection choices. Many existing social protection systems
and programs are underbudgeted, receive random funding, or have mistargeted
benefits. Where allocated public funds are limited and the country needs large,
public programs should be targeted to those most in need. An evaluation of the
effectivity of current programs and resources to reduce poverty and
vulnerability in the country will immediately point the need for reforms. If a
country lacks the fiscal resources to achieve the development of a
comprehensive social security system with significant coverage, it should opt
to concentrate on poverty reduction and improvements in the labor force
through the combination of labor market policies and programs, child
protection, micro and area-based schemes, social assistance, and minimal
social insurance benefits.

Social expenditures reviews are a key instrument to determine fund
allocations intra and intersectorally, showing the administrative costs of social
protection, the relative weight as compared to other social expenditures, the
distribution of funds among social protection programs; the benefit incidence
and effectivity in reaching vulnerable and poor populations; and last, but not
least, distribution issues–who is paying and who benefits. The matching of the
social expenditure review with the country needs assessment will provide the
key to the needed social protection reforms. Social expenditure reviews, in line
with the public expenditure reviews developed by governments and aid
agencies, particularly ILO and World Bank, will thus be critical in assessing
the effectivity of current allocations to reduce poverty and vulnerability and
discussing the options for social protection reform.

c. Existing Institutions

Where social protection programs already exist, conscious decisions will
have to be made about whether reform efforts should build on the existing
institutions or whether new institutions should be created. Societies almost
always have at least some form of formal social protection institutions, but the
institutions that exist may be very weak or cover only an extremely small
fraction of the population. Where the existing institutions are neither very
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large nor very important, they may not impose serious constraints on the
reform process. Where they are large, however, their influence cannot be
ignored. Existing institutions influence policies about the structure and
philosophy of social protection in several ways. They form a point of reference
for comparing alternatives. Where the current approaches are generally
viewed favorably among the population, the political path of least resistance
will be to build on and extend them. The country’s institutional history,
including the relative credibility of the public and private sectors and the extent
of previous government social protection commitments, inevitably affects the
scope and character of any new intervention. Given that existing institutions
have staff and stakeholders who are likely to protect themselves, large
government bureaucracies are not dismantled easily and private concerns that
are profiting from the existing arrangements will resist change. A good
stakeholder analysis of old and new providers and recipients of social
protection may facilitate discussions during country programming and project
design, by making the trade-offs transparent. Reforming social protection
policies is likely to be easier—and the odds of success are correspondingly
higher—if the new approach preserves an important role for the existing
institutions.

The decision whether to invest in social protection will require an
understanding of the country-specific institutional capacity to deliver reforms,
including (i) the efficiency and coverage of existing social protection
programs, and (ii) the possible roles and risks involved in using public, market-
based, and civil society/NGO mechanisms for new social protection programs.
Before embarking on reforms, the institutional prerequisites of different social
protection approaches need to be taken into account. The risks involved in
engaging the public and private sectors need to be assessed to ensure that the
proposed reforms will effectively reduce poverty and vulnerability, the main
objective of a social protection system. For instance, market-based companies
often find disincentives to serving the poor; unless a proper public-private
arrangement is envisaged, the poor will likely remain uncovered. Pension
reform projects often involve development of privately funded mechanisms to
encourage the development of sophisticated financial market institutions, but
they can function effectively only if the domestic capital market has already
reached a minimum level of development; where the preconditions for
advance funding are absent, provident funds or basic pay-as-you-go
approaches may be important transition measures to ensure that the objectives
of a social protection system are accomplished. Targeted poverty and social
assistance interventions that rely on formal means-testing operate on the
assumption that institutions have the sufficient capacity to collect, process, and
store information; investments should ensure that either this capacity is built
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or other institutional arrangements are found. Section C.2.c provides more
details on different institutional options.

d. The Political Economy of Reform

The potential gains must be balanced against the likely losses from
reforming a social protection system. This will involve a careful review of the
conditions under which benefits are provided and the ways in which subsidies
are constructed or abolished, the relationship between the value of the
assistance offered and prevailing wages or prices, the affordability of the
services provided, the incentives established in the program for delaying
taking benefits and/or returning to work as quickly as possible, and the balance
between the costs and benefits of new regulations. Reforms that may
encounter large resistance need more intense consultations with relevant
stakeholders.

Successful programs are those supported by the serious political
commitment of the country’s leadership. Social protection systems normally
reflect the country’s social architecture. To be effective, social protection
strategies should be articulated in an integrated manner and discussed with all
relevant social players as reforms are an opportunity to rethink the country’s
social contract. This, however, is often not the case, and reforms are
precipitated by crises that have exposed or exacerbated flaws in existing
policies. The experience of the transition economies and countries affected by
the Asian Crisis has shown that governments should not be asked to pursue
policies that will require a consensus that has not yet formed within the society.
A social protection agenda should be framed taking into account DMCs
national policies and priorities as well as ADB’s overarching goal of reducing
poverty, ensuring that social protection is integrated with other development
activities and into ongoing country dialogue.

2. Strategic Principles for Social Protection Interventions

Once one or a combination of social protection policies within the five
different components (labor markets, social insurance, social assistance, micro
and area based approaches, and/or child protection) have been selected in a
determined DMC, the design of the specific program selected should attempt
to balance several trade-offs to effectively reduce poverty and vulnerability
and promote human development. The assessment should focus on the
following considerations: (i) the program’s coverage and benefits, (ii) its
effectivity in targeting vulnerable groups and specific gender issues, (iii) the
sustainability of the program (except perhaps for certain temporary
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interventions motivated by an economic crisis) and the adequacy of its
institutional arrangements, and (iv) the program’s integrated approach.
Investments may not to be worthwhile where the program does not contribute
to reduce poverty and vulnerability, sustainability is open to question,
coverage is likely to be limited, and population groups in need are not served.

a. Coverage

Expanding access to social protection programs should be the main
objective of the formal social protection agenda of Asian and Pacific DMCs.
In most DMCs, both public and private sectors have failed to provide effective
social protection to the population. The rate of expansion will vary across
countries in the region and depend on the financial and institutional resources
available. Coverage gaps occur due to statutory exclusions, poor enforcement,
or the lack of attractive benefits despite high contributions for particular
groups.

Statutory Exclusions: Labor market regulations and standards and
contributory social insurance programs designed for universal coverage in the
medium/long term, have serious coverage gaps in Asia and the Pacific. These
programs normally cover the larger enterprises in the formal sector. Smaller
employers, particularly in industries that compete with the informal sector, are
often excluded from many of the provisions, as are household workers, daily
laborers, farmers, fishermen, and many urban self-employed. The informal
sector thus operates outside the scope of regulations, with low and unstable
levels of income, and poor working conditions. The result of the statutory
exclusions is that many of the most vulnerable people are not protected.

The first priorities for the poor and the informal sector are strengthening
prospects of survival and improving incomes, rather than investing scarce
resources in social insurance schemes. The poor normally have shorter lives
due to hardship–only 5 percent of the Asia and Pacific population is over 65.
Additionally, old people in the informal sector who are fortunate enough to
live beyond that age do not retire but are likely to remain economically active
as long as they can, to support themselves and help their families survive.
Efforts to expand coverage should start by addressing the needs of the poor and
informal sector clientele: improvement of their productive potential and their
employment and income-generating capacity, improvement of the household’s
welfare, and mitigation of risks that keep households in poverty. A major area
of development for informal sector groups in both urban and rural areas is
microinsurance for health care, death of the breadwinner, and short-term risks,
through voluntary schemes established by mutual benefit societies,
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cooperatives, and similar organizations, or civil society groups that rely on
trust engendered through occupational groupings or community solidarity.

Even where most formal employees and self-employed people are
covered according to the statute, the reality may be quite different due to poor
enforcement. Lax enforcement often has the same impact as a statutory
exclusion. Where enforcement is lacking or lax, labor market regulations are
likely to have little impact even for those who are nominally covered. Poor
enforcement can also undermine the protection offered under contributory
social insurance, since benefit entitlements usually depend to some degree on
how contributions have been collected. A close link between contribution
payment and subsequent benefit entitlement helps to insulate a contributory
program from the financial consequences of poor enforcement, but does this
by reducing benefits and restricting protection. Effective enforcement requires
institutions that have the necessary statutory authority to establish liabilities
and enforce collections. These institutions must also have adequate operating
budgets, the willingness and ability to use their resources and authority to
enforce the law, and the political support necessary to sustain the enforcement
effort. For this reason, assessing social protection coverage necessarily
involves assessing the effectiveness of the implementing institutions.

Market-based schemes have often found servicing low-income
communities unattractive, as compared to the higher returns receivedfrom
servicing higher income groups. The poor have discontinuous income and are
more prone to risk, thus the higher transaction costs are unattractive to
insurance companies and customers. Efforts should be made by governments
to arrange public-private partnerships that offer low-income communities
access to social protection services.

Adequacy of Benefits: Many systems in the Asian and Pacific region are
underbudgeted or receive erratic yearly funds so that the benefits they provide
do not achieve their intended social objective. Often, the transaction costs are
larger than the benefits provided. It is critical that social protection systems are
built to effectively provide protection given available resources. On the other
hand, benefits should not be so generous that they generate disincentives.
Continuity and predictability about the conditions under which benefits are to
be provided and the approximate amount to be made available is also necessary
in order to realize the social gains promised by social protection programs.
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b. Targeting Vulnerable Population Groups and Gender
Issues

Where formal systems do not have sufficient human and financial
resources to cover identified needs, the priority will be to target available
resources to vulnerable groups. Progressively, comprehensive social
protection systems will be developed but, in the short term, resources will be
channeled to those most in need. Matching the results of the social expenditure
reviews and vulnerability analysis will show the need to either pursue the
development of a formal social protection system or concentrate scarce
resources into priority needs. When the vulnerability analysis shows high
child/adult dependency ratios and children exposed to risks, the country’s
social protection system should target children. When most vulnerable people
live in the rural areas, resources should be decentralized and programs be put

Box 6. Expansion of Social Protection Coverage in Japan

Since the 1880s, when Japan’s Meiji revolution modernized the country, mutual aid societies
were formed to protect workers in leading industrial and mining companies. However,
poverty was a widespread phenomenon in rural areas; after World War I and the Great
Depression, the economic crisis raised the levels of rural household poverty. In the 1920s, the
Japanese government asserted that poverty was a sign of backwardness and that
modernization required the eradication of poverty. The main social protection policies on
which Japan based its poverty reduction strategy were (i) labor markets, mostly wage and
employment policies; and (ii) social insurance, focusing on health. The Japanese embraced
the principle of full employment as a value to be preserved in a stable society and labor
market imbalances were seen as a national problem. As Japan developed and industrial
restructuring was needed, the Government supported firm’s skills upgrading and training
programs to preserve employment and find alternative production suitable for the changing
market. In 1922, the Diet (the Japanese Parliament) passed the first health insurance law,
modeled on the German sickness funds. The lack of adequate and affordable medical care
had been a focal point of the peasants’ protest, as many farmers suffered from starvation,
malnutrition, and infectious diseases associated with poor living conditions. In the 1930s, the
Japanese community health insurance scheme was supported by a 50 percent government
subsidy, with a planned reduction of the subsidy as society modernized. Local societies were
required to provide primary health care but left free to set contribution rates and decide on
optional additional benefits. Most provided maternity benefits while a few also opted for
funeral grants. Societies built clinics and employed medical staff. These societies eventually
numbered 10,000 and formed the basis of the Japanese national health scheme—full
insurance coverage was achieved in 1961. At the end of the twentieth century, Japan had
accomplished the lowest infant mortality rate and highest life expectancy in the world. The
success of the Japanese experience suggests some good development practices—the first
being that poverty reduction requires political commitment and active government budgetary
and technical support. It is interesting to note also that employment and primary healthcare
were the first social protection priorities.
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in place to target these priority population groups. A distribution analysis, as
pointed out in the following section, should ensure any proposed social
protection program achieves its targeted objectives.

Special consideration should be paid to gender issues. Although half of
the population are women, they receive much less assistance and opportunities
than men do. Many poverty reduction and social development programs are
focused on households and do not consider intrahousehold differences. Assets
and labor are normally distributed in a different and unequal manner between
men and women, boys and girls within a same household. Unless particular
attention is paid to women’s unique problems and life patterns when social
protection policies and programs are developed, approaches that might appear
to be gender-neutral may actually disadvantage women. Positive
discrimination maybe needed to ensure women’s development in Asia and the
Pacific. For example, labor market reforms must go beyond a purely
traditional agenda to adequately address such special concerns of women as a
higher incidence of home work, competing demands from household
responsibilities, and the particular needs surrounding child bearing. In child
protection, the benefits of investing in the girl child are large–educated girls
become more responsible and better informed mothers. Social insurance
programs need to be designed to take into account the longer life expectancies
of women in most societies; the additional implications for women of the risk
of loss of support due to death, abandonment, or divorce; and the less stable
earning patterns commonly found among women.

The most vulnerable populations are often not reflected in household
surveys–migrant workers, orphans, the homeless, victims of disasters,
refugees, nomads and marginalized indigenous groups. These groups may
require special attention owing to both extreme poverty and social exclusion.
As with women, they may be seriously disadvantaged by programs that appear
otherwise to be uniform and fair, owing to the effects of labor market
discrimination and alternative cultural traditions. Special outreach strategies
are normally required for those.

c. Sustainability and Good Governance

The design of any social protection scheme is directly linked to an
analysis of how it can be financed and how it can best be delivered. There is
no prescription or preferred social protection model, as the structure and
operations will change from country to country depending on the available
financial and institutional resources. Social protection interventions should
include assessments of how to ensure efficient and sustainable operations to
deliver the proposed coverage of social protection needs.

13883-Asia.book  Page 632  Tuesday, December 11, 2001  11:54 AM



Social Protection in Asia and the Pacific 633

Financing Sources: The variety of social protection programs (labor
markets, social insurance, social assistance/welfare services, micro and area-
based schemes, and child protection) may be financed through budgetary
support, income-related contributions, charitable donations, or a mix of all
these. Enforcement of revenue collection may result in higher tax collections,
particularly in countries with young demographic pyramids. Higher tax
revenues can in turn support the promotion of statutory programs. In addition
to encouraging adequate tax collection, there is merit in systems in which
individuals cofinance services, contributing individually or though
community-based arrangements. This is the case for social insurance, micro
and area-based schemes, social funds, and selected labor market and child
protection programs. However, most programs, particularly those targeted to
lower income groups, require a degree of public support. Financing from
charitable or aid organizations is discontinuous and does not allow sustainable
social protection programs. Such financing may help to fill the gaps on a
temporary basis only. In social insurance programs, accumulated savings/
contributions can be invested in financial markets.22 Diversification of income
sources is desirable to spread risks and ensure the overall sustainability of the
program.

Potential financial commitments under a program need to be evaluated to
be sure that they can be borne from the resources likely to be available,
including the program’s contingent liabilities.23 Will insurance premiums
cover projected losses? Will sufficient resources be available to cover
operating costs once a facility has been created for delivering social services?

Redistribution Issues: Financing issues are directly linked to distribution
aspects. The design of any social protection program should carefully evaluate
its distribution impacts to (i) ensure that vulnerable and poor benefit; and (ii)
above all, avoid regressive redistribution issues, e.g., building systems with
public resources that mostly benefit upper income groups. Since the main

22. Relying on capital market returns to help finance pension costs can reduce the size of the
contributions needed, but as illustrated by the recent economic crisis, can also introduce
greater variance in the amount of protection offered.

23. Many social insurance programs, including those operated directly by the government and
those operated by the private sector under a government mandate, incorporate some form of
minimum guarantee by the government—the guarantees may be of minimum incomes,
minimum benefits, or the financial solvency of private financial intermediaries. The
guarantees may be either explicit in the law or implicit in the way the political system
operates. In either case, they create contingent liabilities, which come due if the social
protection programs fail to supply the guaranteed degree of protection. Analyses of social
protection policies too often ignore the size and expected cost of these contingent liabilities,
and may result in costly reforms.

13883-Asia.book  Page 633  Tuesday, December 11, 2001  11:54 AM



634 Chapter 17

objective of a social protection system is to support vulnerable populations to
overcome their exposure to risks, it results in more equitable societies.
Financing social protection systems implies some transfer of resources, either
from taxed citizens to those outside the formal sector, or from the working age
generation to younger and older people. Even when building contributory
social insurance schemes, the normally expensive transition costs are passed
to the public sector and thus financed by taxpayers. This does not imply that
the purpose of a social protection system is merely income redistribution–the
purpose is to build mechanisms that assist individuals to overcome
vulnerability; for this, a degree of redistribution and support is needed.
Identifying the adequate mix of financing resources to ensure, if needed,
adequate redistribution and support to vulnerable populations should be
assessed after careful cost-benefit evaluation of the proposed social protection
program.

Social protection success depends on the effective administration of
adequately designed programs. Common operational problems among
agencies include corruption, cronyism, and favoritism; inadequate information
processing, storage and retrieval systems; and organizational cultures that are
hostile to customer service. Good governance is crucial for sound
macroeconomic management, progressive taxation, and equitable allocations
of funds for social development. The impact of basic social services is reduced
by governance defects such as inadequate budgets and wasteful, inefficient,
and unresponsive administrations. The poor suffer most due to poor access,
low bargaining power, and little influence on local officialdom and service
providers. The effects of such deficiencies in governance are exemplified by
the highly unsatisfactory coverage in social insurance schemes. These
schemes have been in force for decades in many countries but have failed to
reach those most in need of protection. Fundamental governance issues that
should be considered when designing any social protection scheme include
identifying: (i) the most appropriate social protection system to serve all
citizens, (ii) the most suitable institutional arrangements for the administration
of schemes, and (iii) the best way to achieve operational efficiency.

Institutional Structure: Often, public social protection programs do not
have sufficient human and financial resources to cover identified needs. Most
DMCs need to allow flexible and innovative institutional arrangements, bringing
all possible development partners together under well-regulated sectoral
policies, government’s administrative oversight to ensure good governance and
affordable services. The four main social protection delivery mechanisms are (i)
public-based, normally best to achieve expansion of coverage; (ii) market-based,
normally best for efficient delivery for the formal sector of the economy and
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voluntary schemes for higher income groups; (iii) NGOs and charitable
institutions, normally good to target low-income communities; and (iv) a mix of
these. However, each mechanism has important limitations. A summary is
presented in Table 4. The public sector should not crowd out the potential role of
the private sector in delivering social protection. Instead, the public sector should
concentrate its efforts to serve areas and populations that are not covered by the
private sector. Decentralization of public programs offers the great potential to
improve effectiveness of social programs and bring decision making closer to
communities. The private sector is often not attracted to lower income groups
and/or remote areas because the associated transaction costs are high and returns
low. Private-public partnerships can be agreed between governments and private
companies to secure inclusion of those excluded from any form of protection.
Where NGOs are already significant providers of social protection programs,
they can be encouraged to continue. However, NGOs often have limited and
discontinuous funding and their presence is scattered, and normally not broad
enough to ensure equal expansion of coverage, limiting their ability to reduce
vulnerability. A mixed delivery system may be best to diversify risks and address
social protection priorities.

Avoiding excessive administrative charges is a major challenge for
certain kinds of social protection programs. Administrative charges siphon
away resources from the intended beneficiaries, needlessly increasing the cost
of social protection and reducing society’s capacity for providing protection.
In addition to the threat they pose to program integrity, inefficient and
unresponsive government bureaucracies often cause excessive administrative
costs. The result is administrative resources wasted due to duplicative and
inefficient service delivery structures.

Cost-Effectiveness: The development of social protection programs may
be affected by the different viewpoints on the positive and negative links
between social protection and economic development. It is easier to calculate
the costs borne by taxpayers or contributors in the short term than to assess the
advantages gained from each program. Expenditures on children and youth
through education, health, and training programs are all investments in future
generations, critical for long-term growth and poverty reduction. Evaluating
the cost-effectiveness of social protection programs requires an impartial
assessment of the following issues: (i) the cost of the programs (as a
percentage of gross domestic product and total public expenditure), including
contingent liabilities as a result of possible government guarantees to the
programs; (ii) performance (the percentage of vulnerable targeted groups
covered by the programs, the percent of benefits going to poor and nonpoor
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Table 4. Typical Advantages and Disadvantages of
Social Protection Service Delivery Mechanisms

Mechanism Advantages Disadvantages

Public-Based (i)
Local Government

• Responsible for vulnerable groups within
local community

• Lower program delivery costs due to
proximity

• Able to implement programs using existing
infrastructure

• Unable to pool larger area risks (e.g.,
agricultural)

• Poorer regions suffer from lower revenue
base and therefore smaller spending base

• Untrained and inexperienced staff in policy
design, development, monitoring and
evaluation

Public-Based (ii)
Central Government

• National consistency and equity in program
access and delivery

• Opportunities for redistribution mechanisms
from wealthier regions to poorer regions

• Able to monitor, evaluate, and compare cost-
effectiveness of programs from national
perspective

• Coordination at national level across sectors
(e.g., health, education, housing, labor, and
finance)

• Less knowledgeable of local circumstances
and needs

• Takes longer to implement programs
• Risk of limited efficiency and governance

problems

Market-Based
Mechanisms

• More efficient
• Ideal to serve middle and upper income

groups – commercial insurance and pension
funds, training, job placement agencies,
institutional care for the disabled and
elderly

• Sustainability
• Political insulation

• Not serving low income groups given high
transaction costs and low returns

• Insurance premiums and service costs are
not affordable to the poor

• As government normally guarantees
minimum incomes/benefits, if companies
become financially insolvent the state may
have to provide financial support

NGOs, Charitable
Institutions

• Lower costs
• Near vulnerable groups, programs offered

based on household and community needs
• Quick and flexible in implementation
• Use participatory approaches with

vulnerable groups

• Inconsistent nationally therefore
questionable regarding issues of equity

• Sporadic funding and discontinuous
programs, affecting the overall effectivity of
their interventions

• Limited efficiency and uncoordinated
delivery

• No consistent evaluation, monitoring, audits,
or accountability

Mixed Delivery
System

• Use strengths of each provider; may be a
best option given a mixed system spreads
both the risks and opportunities for success

• Provide common, consistent set of national
social protection policies combined with
flexible local programs to meet local needs

• Enables some form of redistribution to occur
to balance poorest and wealthiest regions in
countries

• May be more costly to maintain involvement
of all providers

• Can create competition rather than
cooperation between service providers
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groups, and the extent to which the benefits are adequate to servicing identified
needs); (iii) administrative cost (the administrative cost as a percentage of the
total cost, and how the cost compares with other programs); (iv) long-term
social benefits; and (v) feasible options to improve cost-effectiveness,
including the cost to society (determining who pays for reforms and which
groups benefit from the proposed reform agenda). Careful attention should be
paid to the comparative value of social protection interventions against other
necessary social development programs (e.g., health, education, and rural
development programs). Social protection programs should be developed after
careful evaluation of the country-specific priorities to reduce poverty.

d. Integrated Approach to Social Protection

Social protection should be seen as one of several measures that work
together to promote socially inclusive human development, reduce poverty,
and support enhanced productivity and growth. Close collaboration is needed
to ensure that social protection and other development policies are consistent
and mutually supportive. Many problems of existing social protection
programs are due to lack of cohesion in social and economic planning or
inconsistencies between different parts of the social protection system. For
instance, serious difficulties in the labor market may lead to proposals for early
retirement on advantageous terms as a part of the solution to over-employment
in public enterprises, but without sufficient consideration of the long-term
implications for pension funds. Another example of malpractice could be
social protection interventions displacing necessary health and education
investments. Integrated and coordinated national policies on social protection
must be established. Sound policy formulation in social protection requires
less emphasis on short-term priorities and the creation of medium- and long-
term social development plans. Close coordination in policy formulation is
vital when several government departments and agencies are involved.

Consulting institutions such as the country’s National Social Protection
Coordination Commissions, with responsibility for strategic planning and
coordination, can facilitate the formulation of an overall strategy for
strengthening social protection. If inexistent or ineffective, such bodies can be
created. This integrated planning machinery should include government,
external funding agencies, and civil society groups in order to achieve
consensus on priorities, objectives, and the necessity for encouraging pro-poor
sustainable growth and social development. The role of ministries of finance
and national planning authorities is crucial in working out balanced views on
realistic and affordable priorities with the ministries directly responsible for
the management and development of programs. Dialogues on these matters
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can improve mutual understanding of the wide range of issues involved, and
the right sequencing of reforms. Aid agencies could provide necessary advise
and help generate a consensus. Integrated planning is complex but essential for
policy cohesion and the efficient use of resources. Controversial issues,
including the extent of redistributive policies, changes in policies on subsidies
in particular sectors, and increases in pension ages should be settled through
this process. This participatory approach is critical to ensure long-term
success.

D. Conclusion

Investing in Social Protection: The overarching mission of ADB is to
help its DMCs achieve accelerated and irreversible reductions in poverty.
Social protection, as part of social development, the second pillar of the ADB
Poverty Reduction Strategy, is an integral component of that mission by
assisting vulnerable populations to better manage risks and develop their
human capital. Since 1985, ADB has assisted its DMCs to improve their social
protection systems. The share of social protection interventions have increased
noticeably in the total ADB portfolio, particularly since 1995. Of the social
protection portfolio, investments have centered on labor markets, micro and
area-based approaches to protect communities, and child protection. ADB will
continue to support its DMCs in their efforts to reduce poverty and provide
effective protection for the Asia and Pacific population in the social protection
sub-sectors that ADB has demonstrated expertise.

Regional Need for Reforms: Asia and the Pacific is a largely young, rural,
and poor region: social protection programs and policies should be built to
respond to its needs. The region is still experiencing the effects of the
demographic explosion and 40 percent of its population is below 19. The
region’s population is 3.1 billion, half of the world’s total, and of this, 900
million people are poor. About 60 percent of the total population live in rural
areas and most of the population belongs to the informal sector. The majority
of DMCs have some form of institutionalized social protection system;
however, most social protection programs have low effectivity due to limited
coverage, insufficient funds, and inadequate instruments. Most employees in
the informal sector are unable or unwilling to contribute a relatively high
percentage of their incomes to financing social protection benefits that do not
meet their priority needs. In general, the informal sector prioritizes immediate
needs, such as health, employment or the source of livelihood, shelter, food,
clothing, and survival from natural disasters, rather than traditional social
security schemes such as old-age insurance. A host of other factors restrict
access to statutory social protection schemes, including legal impediments,
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administrative bottlenecks, and problems with compliance. Reforming
existing social security systems to extend protection to the majority of citizens
in the Asian and Pacific region is a critical priority.

Economic Justification: Welfare systems have not been a priority for
most DMC policy-makers in the Asian and Pacific region; social protection
has been largely neglected, or at best addressed with inadequate resources.
However, a closer look at economic history shows that the most advanced
economies of the region—Japan; Hong Kong, China; Republic of Korea;
Singapore; and Taipei,China—built development policies through active
public or public-private interventions in medical care, social and housing
assistance, minimum retirement levels, and education. Investing in social
protection was an essential part in the modernization programs of these
wealthier societies at the early stages of their development. Precisely, higher
levels of social security allowed high productivity gains in the workforce,
expanded domestic demand, and increased economic growth. Social
protection is a logical extension of ADB’s overarching objective to reduce
poverty because the benefits of economic growth will not automatically reach
all the poor. Lack of adequate social protection may actually put a severe limit
on future economic growth. In children, malnutrition and poverty damage
health, cause death, harm reproduction, reduce intelligence, and lower
productivity and opportunities for the future adult, a high tax on future
economic development. Social protection is an economic need in Asia and the
Pacific.

Priorities: The social protection priorities for the Asian and Pacific
region in the period 2000–2015 are the design of sound, comprehensive social
protection programs to effectively reduce poverty and vulnerability, including
(i) interventions to protect communities and the informal sector; (ii) child
protection; and (iii) labor market programs to ensure productive employment,
good working conditions and improved human capital development. In its
policy dialogue, ADB will encourage DMC governments to improve social
protection systems and shift away from funding activities that either benefit
the wealthy upper income groups or that have low benefit-cost ratios.
Investments in social protection should never undermine necessary
expenditures for other social development areas such as education and health.

Creating Synergies with other Development Priorities: Social protection
interventions can be developed either as stand-alone projects or as components
of other projects where social protection is not the direct objective. This good
practice will generate positive synergies with other priority sectors. For
instance, child protection programs can easily be attached to basic education
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or health projects, reinforcing the development effectiveness of interventions,
as pointed in recent sector policies.24

Selecting Social Protection Interventions: Given the variety of reform
priorities and possible interventions (labor markets, social insurance, social
assistance, area-based schemes, and child protection), the decision on whether
to address social protection priorities in a DMC will require an assessment of
social protection issues and priorities including an analysis of the country
needs, available resources, existing institutions and a good understanding of
the political economy of reform. If any social protection intervention has been
identified as a priority in a DMC, the project should ensure adequate coverage,
targeting of vulnerable population groups (including gender issues),
sustainability and good governance and an integrated approach to social
protection, as described in the earlier sections of this paper. The proposed
social protection policies should complement one another and help countries
to meet their international commitments for poverty reduction and social
development (e.g., International Development Goals, Basic Social Services
20:20,25 and UN conventions and laws).

Examples of priority social protection interventions include:
• aligning current social protection programs to ensure that available

resources serve priority needs;
• assisting governments to improve labor market operations to reduce

poverty, facilitate human development, address gender inequalities,
remove obstacles to job creation, improve productivity, and create an
environment enabling economic activity;

• continuing to support direct interventions that contribute to the
elimination of violations of the Core Labor Standards;

• expanding the role of microfinance to include new objectives such as
microinsurance and reinsurance;

• promoting the development of social funds;
• designing projects that empower communities and develop disaster

preparedness programs to secure less vulnerable and more self-reliant
communities;

• increasing child protection programs either as stand-alone projects or
components of basic education and health projects;

• rethinking pension reform programs and insurance/nonbanking
financial services, to ensure that, additional to market-based

24. ADB.2001 Education Policy. Manila; or microinsurance could be integrated as a part of a
larger microfinance or agriculture project, as pointed in the ADB.2000. Microfinance
Strategy, Manila.

25. The United Nations’s initiative to allocate 20 percent of budgetary expenditures to basic
social services.
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mechanisms and sustainability aspects, pension reform programs are
designed to balance equity considerations, addressing issues such as
expansion of coverage and provision of adequate benefits to the
population; and

• ensuring adequate distribution impacts in the reform of social
assistance programs.

Project Investments versus Budgetary-Support for Policy-Based lending:
In recent years, multilateral banks have increased budgetary support to
governments in the form of policy-based lending. Evaluations of the
development effectiveness of such type of assistance in social protection
interventions are inconclusive: however, there is evidence that often laws are
passed but not adequately implemented, often loan funds are channeled to the
general budget and programs remain unfunded. Assistance in social protection
should focus on project investments, or a combination of project and policy-
based lending, with technical assistance support. Particular attention needs to
be paid to (i) the development of in-country capacity to sustain interventions,
(ii) the acquisition of the necessary information technology/ICT to operate
social protection programs, and (iii) the creation of domestic expertise to
monitor performance and the extent to which interventions meet their
objectives. Care must be taken to ensure a balance between the three areas.
Experience shows that one of the most common causes of failure in social
protection lending is a result of the lack of attention to these aspects.
Budgetary support for policy reform alone is not an adequate instrument and
good practice to develop social protection systems.

Safeguards: Social protection issues also emerge as important collateral
issues in projects where social protection is not the direct objective of the
intervention. Incorporating social protection dimensions in such cases and
where feasible, will extend the reach of social protection concerns. A risk
management approach also implies compensating risks resulting from new
development interventions. Risks may include, among others:
(i) Affordability – reduced capacity of the poor to access or benefit from

goods and services as result of increased prices;
(ii) Exclusion/limited access of the poor to goods/services, i.e. newly

established market-based systems not interested to serve the poor
because of high transaction costs, limited demand and reduced profits;

(iii) Loss of employment – restructuring and/or technological change often
leads to labor lay-offs; and

(iv) Loss of entitlements – reforms may lead to widespread loss of entitlement
to free or subsidized assets such as housing, food or fuel, or to increased
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costs as part of efforts to increase cost-recovery, whether to reduce
budgetary spending or in preparation for privatization.

To the extent to which reforms or development policies may be needed,
mitigation plans should be prepared to ensure that these development efforts
do not halt social progress. To the extent to which reforms of development
policies maybe needed, mitigation plans should be prepared to ensure that
these development efforts do not halt social progress. Vulnerable groups that
maybe negatively affected by any development intervention must be
adequately compensated and mitigation measures put in place to avoid
creating further poverty. For example, in case of public or private sector
restructuring, workers, particularly low income workers, should not be
unfairly disadvantaged, regardless of race, skills, gender, age, or religious and
political beliefs. Other typical examples are policies dealing with shifts toward
market-determined pricing of energy, water, telecommunications, and
housing. Ideally such development interventions should take place after
appropriate regulatory institutions have been created and safety nets
established. Often, however, interim measures may have to be adopted to ease
the effects on households (e.g., tiered pricing of utilities, or exemptions from
user charges). Mitigation options always aim to adequately balance social
fairness and economic sustainability.26

As an additional safeguard, and as an exemplary practice ADB will
design and formulate its projects ensuring that they comply with the
international Core Labor Standards. Additionally ADB will take all necessary
and appropriate steps to ensure and monitor that for ADB financed
procurement of goods and services, contractors, subcontractors and
consultants will comply with the country’s labor legislation (e.g., minimum
wages, safe working conditions, and social security contributions, etc.) as well
as with the Core Labor Standards.

Strategic Alliances should be developed in order to avoid duplication of
efforts, mobilize additional resources, and ensure coordination of development
interventions in DMCs. Coordination of development efforts is essential for
long-term success. Strategic partnerships are also important to ensure optimal
use of resources by coordinating the strengths of each institution in a particular
DMC.

26. The following requirements may be considered (i) conducting a socioeconomic analysis,
making the social and economic trade-offs transparent; (ii) examining mitigation packages
carefully to ensure that they are not unaffordable or crowding out other social expenditures,
and that they do not lead to adverse selection problems, and (iii) establishing mechanisms to
prevent leakages to the non-poor.
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Monitoring Progress: To monitor the development impacts of social
protection interventions, increased attention should be paid to measuring the
social returns of projects, including policy-based lending. Interventions should
aim to provide, as part of their logical framework and project performance
monitoring system (i) a set of clearly defined, objective indicators of success;
and (ii) benefit incidence analysis of social protection investments. As much
as possible, projects should contribute to build the capacity of DMC
governments to collect, collate, and analyze social protection data to facilitate
national planning and policy formulation. The need for social monitoring,
early warning and planning, is essential for social risk management at the
macro level (e.g., to anticipate effects of events such as economic crisis,
earthquakes, and droughts). Development agencies should continue to support
countries in their efforts to build capacity on social monitoring and early
response.
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Appendix 1:
Summary of Selected Social
Protection Policies
• Labor Market
• Social Insurance
• Social Assistance
• Micro and Area-based Scheme
• Child Protection

13883-Asia.book  Page 645  Tuesday, December 11, 2001  11:54 AM



646 Appendix 1
L

ab
or

M
ar

ke
t

P
ol

ic
ie

s
P

ol
ic

y
In

st
ru

m
en

t
M

os
t

su
it

ed
to

A
dv

an
ta

ge
s

D
is

ad
va

nt
ag

es
T

yp
ic

al
F

in
an

ci
ng

T
yp

ic
al

In
st

it
ut

io
na

l
St

ru
ct

ur
e

T
ar

ge
ti

ng
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
P

ar
tn

er
sh

ip
s

A
ct

iv
e

L
ab

or
M

ar
ke

t
P

ro
gr

am
s

Pr
e-

em
pl

oy
m

en
t

tr
ai

ni
ng

Y
ou

th
Im

pr
ov

e
hu

m
an

ca
pi

ta
l,

in
cr

ea
se

pr
od

uc
tiv

it
y

O
pp

or
tu

ni
ty

co
st

fo
r

po
or

fa
m

il
ie

s
Pu

bl
ic

an
d

pr
iv

at
e

Sc
ho

ol
s

Se
lf

ta
rg

et
in

g
Sk

il
ls

pr
od

uc
ed

no
t

su
it

ab
le

fo
r

la
bo

r
m

ar
ke

t

M
in

is
tr

y
of

ed
uc

at
io

n,
IL

O
,

do
no

rs

E
m

pl
oy

m
en

t
re

tr
ai

ni
ng

an
d

sk
il

ls
up

gr
ad

in
g

E
m

pl
oy

ee
s,

un
em

pl
oy

ed
,

ec
on

om
ic

al
ly

in
ac

tiv
e

Pr
es

er
ve

s
an

d
up

da
te

hu
m

an
ca

pi
ta

l
C

os
tly

,d
if

fi
cu

lt
to

ev
al

ua
te

th
e

im
pa

ct
G

ov
er

nm
en

tb
ud

ge
t

en
te

rp
ri

se
s,

fe
es

T
ra

in
in

g
in

st
it

ut
io

ns
E

m
pl

oy
m

en
t

se
rv

ic
es

,e
nt

er
pr

is
es

,
se

lf
-t

ar
ge

ti
ng

Sk
il

ls
pr

od
uc

ed
no

t
su

it
ab

le
fo

r
la

bo
r

m
ar

ke
t

T
ra

in
in

g
ce

nt
er

s,
pu

bl
ic

an
d

pr
iv

at
e,

IL
O

,d
on

or
s

Su
pp

or
tt

o
en

te
rp

ri
se

s
E

nt
er

pr
is

es
Fo

st
er

or
m

ai
nt

ai
n

re
gi

on
al

pr
od

uc
tio

n
an

d
em

pl
oy

m
en

t,
pr

ot
ec

ts
in

fa
nt

in
du

st
ri

es

P
ri

ce
di

st
or

tio
ns

G
ov

er
nm

en
tb

ud
ge

t
M

in
is

tr
ie

s,
sp

ec
ia

l
le

gi
sl

at
io

n
Se

le
ct

io
n

of
en

te
rp

ri
se

in
ne

ed
s

D
ep

en
de

nc
y

M
in

is
tr

y
of

in
du

st
ry

an
d

tr
ad

e,
la

bo
r,

IL
O

,
do

no
rs

O
n-

th
e-

jo
b

ap
pr

en
ti

ce
sh

ip
pr

og
ra

m
s

L
ab

or
m

ar
ke

t
en

tr
an

ts
Im

pr
ov

e
yo

ut
h

em
pl

oy
m

en
t,

im
pr

ov
e

hu
m

an
ca

pi
ta

l

‘S
ub

st
it

ut
io

n’
ef

fe
ct

,
pr

ec
ar

io
us

em
pl

oy
m

en
t

co
nd

iti
on

s

M
ix

go
ve

rn
m

en
t,

bu
dg

et
,a

nd
en

te
rp

ri
se

s

E
m

pl
oy

er
se

rv
ic

es
,

en
te

rp
ri

se
s

or
ga

ni
za

ti
on

s

G
ui

da
nc

e
sc

he
m

es
fo

r
sc

ho
ol

le
av

er
s

R
is

k
of

fr
ee

ri
di

ng
fr

om
en

tr
ep

re
ne

ur
s

E
nt

er
pr

is
es

or
ga

ni
za

ti
on

s,
se

co
nd

ar
y

an
d

te
rt

ia
ry

ed
uc

at
io

na
l.

In
st

it
ut

io
ns

,I
L

O
,

do
no

rs

D
ef

en
si

ve
re

st
ru

ct
ur

in
g

E
nt

er
pr

is
es

P
re

se
rv

e
pr

od
uc

ti
on

an
d

em
pl

oy
m

en
t

du
ri

ng
do

w
nt

ur
ns

N
ot

su
st

ai
na

bl
e

in
th

e
lo

ng
-t

er
m

E
nt

er
pr

is
es

,w
or

ke
rs

,
go

ve
rn

m
en

tb
ud

ge
t

E
nt

er
pr

is
es

E
nt

er
pr

is
es

un
de

rg
oi

ng
re

st
ru

ct
ur

in
g

D
ep

en
de

nc
y

P
ub

lic
bo

ar
ds

in
ch

ar
ge

of
en

te
rp

ri
se

re
st

ru
ct

ur
in

g,
en

tr
ep

re
ne

ur
s

as
so

ci
at

io
ns

,t
ra

de
un

io
ns

,I
L

O
,d

on
or

s

Pu
bl

ic
w

or
ks

P
oo

r
jo

b
se

ek
er

s,
sh

or
tt

er
m

so
lu

tio
n

In
co

m
e

m
ai

nt
en

an
ce

,
co

nt
ri

bu
te

to
pu

bl
ic

en
ds

C
os

tl
y,

no
tl

on
g-

te
rm

so
lu

ti
on

G
ov

er
nm

en
tb

ud
ge

t,
do

no
rs

M
in

is
tr

ie
s

S
el

f-
ta

rg
et

in
g

D
ep

en
de

nc
y

M
in

is
tr

y
of

L
ab

or
,

IL
O

,d
on

or
s

M
ic

ro
fi

na
nc

e
an

d
m

ic
ro

en
te

rp
ri

se
de

ve
lo

pm
en

tf
or

se
lf

-
em

pl
oy

m
en

t

U
ne

m
pl

oy
ed

Sm
al

lb
us

in
es

s
de

ve
lo

pm
en

t,
fo

st
er

in
g

ec
on

om
ic

ac
tiv

it
y

an
d

ec
on

om
ic

op
po

rt
un

it
ie

s

N
ee

ds
pr

op
er

st
ud

y
of

m
ar

ke
td

em
an

d;
co

m
pl

ex
to

es
ta

bl
is

h;
ne

ed
s

pr
op

er
tr

ai
ni

ng
;p

oo
re

st
ha

ve
no

ac
ce

ss
to

fu
nd

in
g

B
en

ef
ic

ia
ri

es
sa

vi
ng

s,
go

ve
rn

m
en

t
bu

dg
et

,c
re

di
t

in
st

itu
tio

ns

C
re

di
ti

ns
ti

tu
ti

on
s,

co
op

er
at

iv
es

,
as

so
ci

at
io

ns

Se
lf

-t
ar

ge
ti

ng
,

m
ea

ns
-t

es
tin

g
lo

w
-

in
co

m
e

ho
us

eh
ol

ds
or

hi
gh

nu
m

be
r

of
de

pe
nd

en
ts

N
on

re
pa

ym
en

t,
ri

sk
of

in
de

bt
in

g
al

re
ad

y
po

or
ho

us
eh

ol
ds

M
in

is
tr

y
of

la
bo

r,
m

ic
ro

fi
na

nc
e

in
st

it
ut

io
ns

,l
oc

al
go

ve
rn

m
en

ts
,N

G
O

s,
IL

O
,d

on
or

s

Jo
b

B
ro

ke
ra

ge
Jo

b
se

ek
er

s
M

at
ch

in
g

de
m

an
d

an
d

su
pp

ly
co

nt
ri

bu
te

s
to

gr
ow

th

N
on

e
It

ca
n

be
pu

bl
ic

bu
t

pr
ef

er
ab

ly
pr

iv
at

e
Pr

iv
at

e
or

pu
bl

ic
la

bo
r

ex
ch

an
ge

s
or

em
pl

oy
m

en
t

ag
en

ci
es

A
ll

jo
b-

se
ek

er
s

fo
r

jo
bs

at
na

tio
na

lo
r

in
te

rn
at

io
na

ll
ev

el

Po
or

or
‘f

or
ce

d’
m

at
ch

in
g

Pr
iv

at
e

se
ct

or
in

st
it

ut
io

ns
,m

in
is

tr
y

of
la

bo
r,

IL
O

,d
on

or
s

13883-Asia.book  Page 646  Tuesday, December 11, 2001  11:54 AM



Summary of Selected Social Protection Policies 647

In
te

rn
al

M
ig

ra
ti

on
In

te
rn

al
m

ig
ra

nt
la

bo
r

M
at

ch
in

g
su

pp
ly

an
d

de
m

an
d

of
la

bo
r,

m
od

er
ni

za
ti

on

Po
te

nt
ia

lc
on

fl
ic

ts
be

tw
ee

n
ol

d
an

d
ne

w
se

ttl
er

s,
ac

cu
lt

ur
at

io
n,

m
ar

gi
na

li
za

ti
on

Se
lf

-f
in

an
ci

ng
,

oc
ca

si
on

al
ly

go
ve

rn
m

en
tb

ud
ge

t

M
in

is
tr

y
of

In
te

ri
or

,
lo

ca
la

ut
ho

ri
ti

es
E

m
pl

oy
er

se
rv

ic
es

ne
tw

or
k,

lo
ca

l
ad

m
in

is
tr

at
io

ns

D
is

cr
im

in
at

e
be

tw
ee

n
m

ig
ra

nt
an

d
no

n
m

ig
ra

nt
la

bo
r

M
in

is
tr

y
of

In
te

ri
or

,
em

pl
oy

er
,s

er
vi

ce
s,

lo
ca

la
dm

in
is

tr
at

io
n,

co
m

m
un

it
ie

s
or

ga
ni

za
ti

on
,I

L
O

,
do

no
rs

E
xt

er
na

lm
ig

ra
ti

on
E

xt
er

na
lm

ig
ra

nt
la

bo
r

M
at

ch
in

g
su

pp
ly

an
d

de
m

an
d

of
la

bo
r,

co
nt

ri
bu

ti
on

to
gr

ow
th

,h
el

p
to

co
nt

ro
li

ll
eg

al
im

m
ig

ra
ti

on

B
ra

in
dr

ai
n

at
or

ig
in

al
co

un
tr

y,
m

ar
gi

na
li

za
ti

on
of

le
ss

pr
od

uc
tiv

e
la

bo
r

at
re

ci
pi

en
tc

ou
nt

ry

Pr
iv

at
e

em
pl

oy
m

en
t

co
m

pa
ni

es
,s

el
f-

fi
na

nc
in

g,
oc

ca
si

on
al

ly
,

go
ve

rn
m

en
tb

ud
ge

t

M
in

is
tr

ie
s,

in
te

rn
at

io
na

lb
od

ie
s,

N
G

O
s

R
ec

ep
ti

on
ce

nt
er

s
fo

r
im

m
ig

ra
nt

s,
m

ar
ke

t
ne

ed
s

D
is

cr
im

in
at

e
be

tw
ee

n
m

ig
ra

nt
an

d
no

nm
ig

ra
nt

la
bo

r

In
te

rn
at

io
na

l
or

ga
ni

za
ti

on
s,

m
in

is
tr

ie
s

of
in

te
ri

or
,

la
bo

r,
fo

re
ig

n
af

fa
ir

s,
IL

O
,d

on
or

s

P
as

si
ve

L
ab

or
M

ar
ke

t
P

ro
gr

am
s

C
or

e
la

bo
r

st
an

da
rd

s
E

nt
er

pr
is

es
H

um
an

ri
gh

ts
pr

ot
ec

tio
n,

pr
od

uc
tiv

it
y

in
cr

ea
se

s

M
ay

be
po

li
ti

ca
ll

y
se

ns
it

iv
e

(e
.g

.,
di

sc
ri

m
in

at
io

n,
fr

ee
do

m
of

as
so

ci
at

io
n)

n.
a.

L
eg

is
la

tio
n

E
nt

er
pr

is
es

or
ga

ni
za

ti
on

s
D

if
fi

cu
lt

en
fo

rc
em

en
t

M
in

is
tr

y
of

la
bo

r,
N

G
O

s,
tr

ad
e

un
io

ns
,

IL
O

,d
on

or
s

In
du

st
ri

al
re

la
ti

on
s

po
lic

ie
s

E
nt

er
pr

is
es

,t
ra

de
un

io
ns

Pr
om

ot
e

so
ci

al
di

al
og

ue
E

xc
lu

de
sm

al
l

co
ns

ti
tu

en
ci

es
of

st
ak

e
ho

ld
er

s

n.
a.

L
eg

is
la

ti
on

T
ri

pa
rt

it
e

ag
re

em
en

ts
A

gg
re

ss
iv

e
un

io
ns

/
en

tr
ep

re
ne

ur
or

ga
ni

za
ti

on
s

E
nt

er
pr

is
e

or
ga

ni
za

ti
on

,t
ra

de
un

io
ns

,I
L

O
,d

on
or

s

W
ag

e
de

te
rm

in
at

io
n

E
m

pl
oy

ee
s

Pr
ot

ec
ti

on
fr

om
ex

pl
oi

ta
ti

on
If

la
rg

e
fo

rm
al

se
ct

or
,

la
bo

r
m

ar
ke

t
ri

gi
di

ti
es

n.
a.

L
eg

is
la

tio
n

L
eg

is
la

tio
n

en
fo

rc
em

en
t

O
nl

y
in

di
ca

tiv
e

if
la

rg
e

in
fo

rm
al

se
ct

or
T

ra
de

un
io

ns
,

m
in

is
tr

y
of

la
bo

r,
en

te
rp

ri
se

or
ga

ni
za

ti
on

,I
L

O
,

do
no

rs

Jo
b

se
cu

ri
ty

pr
ov

is
io

ns
E

m
pl

oy
ee

s
Jo

b
se

cu
ri

ty
L

ab
or

m
ar

ke
t

ri
gi

di
ti

es
E

nt
er

pr
is

es
,

go
ve

rn
m

en
t

L
eg

is
la

tio
n

E
nt

er
pr

is
es

or
ga

ni
za

ti
on

s
R

ed
uc

ed
co

m
pe

ti
tiv

en
es

s
E

nt
er

pr
is

e
or

ga
ni

za
ti

on
s,

tr
ad

e
un

io
ns

,m
in

is
tr

y
of

la
bo

r,
IL

O
,d

on
or

s

Im
pr

ov
in

g
w

or
ki

ng
co

nd
iti

on
s

E
m

pl
oy

ee
s

In
cr

ea
se

d
pr

od
uc

tiv
it

y
E

nt
er

pr
is

es
be

ar
th

e
co

st
E

nt
er

pr
is

es
L

eg
is

la
tio

n
U

ni
ve

rs
al

E
nt

er
pr

is
e

or
ga

ni
za

ti
on

s,
tr

ad
e

un
io

ns
,m

in
is

tr
y

of
la

bo
r,

IL
O

,d
on

or
s

L
ab

or
M

ar
ke

t
P

ol
ic

ie
s

(c
on

ti
nu

ed
)

P
ol

ic
y

In
st

ru
m

en
t

M
os

t
su

it
ed

to
A

dv
an

ta
ge

s
D

is
ad

va
nt

ag
es

T
yp

ic
al

F
in

an
ci

ng
T

yp
ic

al
In

st
it

ut
io

na
l

St
ru

ct
ur

e

T
ar

ge
ti

ng
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
P

ar
tn

er
sh

ip
s

13883-Asia.book  Page 647  Tuesday, December 11, 2001  11:54 AM



648 Appendix 1
So

ci
al

In
su

ra
nc

e

P
ol

ic
y

in
st

ru
m

en
t

M
os

t
su

it
ed

to
A

dv
an

ta
ge

s
D

is
ad

va
nt

ag
es

T
yp

ic
al

fi
na

nc
in

g
T

yp
ic

al
In

st
it

ut
io

na
l

St
ru

ct
ur

e

Ta
rg

et
in

g
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
pa

rt
ne

rs
hi

ps

Fi
rs

tp
il

la
r

pe
ns

io
ns

–
ba

si
c

so
lid

ar
ity

pi
lla

r

Fo
rm

al
se

ct
or

w
or

kf
or

ce
in

co
un

tr
ie

s
w

it
h

m
ea

ns
of

co
ll

ec
ti

ng
an

d
re

co
rd

in
g

co
nt

ri
bu

ti
on

s

Po
ve

rt
y

re
du

ci
ng

by
gu

ar
an

te
e

of
m

in
im

um
in

co
m

e
at

ol
d-

ag
e

D
em

og
ra

ph
ic

ch
an

ge
m

ay
re

su
lt

in
un

su
st

ai
na

bl
e

pe
ns

io
n

li
ab

il
it

ie
s

E
ar

ni
ng

s
re

la
te

d
co

nt
ri

bu
tio

ns
fr

om
em

pl
oy

er
s

an
d

em
pl

oy
ee

s

So
ci

al
in

su
ra

nc
e

m
in

is
tr

y.
M

an
da

to
ry

sc
he

m
e

fo
r

fo
rm

al
la

bo
r

m
ar

ke
t.

Po
or

go
ve

rn
an

ce
,

go
ve

rn
m

en
tm

is
us

e
of

ac
cu

m
ul

at
ed

sa
vi

ng
s

G
ov

er
nm

en
t,

tr
ip

ar
tit

e
bo

ar
d

IL
O

,
W

B
,A

D
B

,d
on

or
s

Se
co

nd
pi

lla
r

pe
ns

io
ns

C
ou

nt
ri

es
w

ith
de

ve
lo

pe
d

fi
na

nc
ia

li
nf

ra
st

ru
ct

ur
es

C
on

tr
ib

ut
io

ns
in

ve
st

ed
in

fi
na

nc
ia

l
m

ar
ke

ts
.

A
dm

in
is

tr
at

iv
e

ch
ar

ge
s

hi
gh

;f
un

ds
m

ay
un

de
r-

pe
rf

or
m

;v
ul

ne
ra

bi
lit

y
to

m
ar

ke
tf

lu
ct

ua
tio

ns

E
ar

ni
ng

s
re

la
te

d
co

nt
ri

bu
tio

ns
se

nt
to

pe
ns

io
n

fu
nd

of
ch

oi
ce

So
ci

al
in

su
ra

nc
e,

m
in

is
tr

y
w

it
h

re
gu

la
to

ry
bo

dy

M
an

da
to

ry
fo

r
th

os
e

in
fi

rs
t

pi
ll

ar
sc

he
m

e.

Po
or

go
ve

rn
an

ce
,l

ow
re

tu
rn

s,
po

or
an

nu
it

y
re

tu
rn

s

G
ov

er
nm

en
t,

tr
ip

ar
ti

te
bo

ar
d.

IL
O

,
W

B
,A

D
B

,d
on

or
s

T
hi

rd
pi

ll
ar

pe
ns

io
ns

–
V

ol
un

ta
ry

C
ou

nt
ri

es
w

ith
hi

gh
w

ag
ed

w
or

ke
rs

an
d

fu
ll

y
de

ve
lo

pe
d

fi
na

nc
ia

lm
ar

ke
ts

.

H
el

ps
de

ve
lo

p
fi

na
nc

ia
lm

ar
ke

ts
F

un
ds

m
ay

un
de

r-
pe

rf
or

m
;v

ul
ne

ra
bi

lit
y

to
m

ar
ke

tf
lu

ct
ua

tio
ns

V
ol

un
ta

ry
pr

em
iu

m
s;

m
ay

be
a

ta
x

in
ce

nt
iv

e
to

en
co

ur
ag

e
pa

rt
ic

ip
at

io
n

Pr
iv

at
e

pe
ns

io
n

co
m

pa
ni

es
an

d
ba

nk
s

H
ig

he
r

pa
id

w
or

ke
rs

ta
rg

et
ed

by
fi

na
nc

ia
l

in
st

itu
tio

ns

In
su

re
d

un
ab

le
to

m
ai

nt
ai

n
pr

em
iu

m
s

Pr
iv

at
e

fi
na

nc
ia

l
in

st
it

ut
io

ns
,W

B
,

A
D

B

Pr
ov

id
en

tf
un

ds
C

ou
nt

ri
es

w
he

re
la

ck
of

so
ph

is
ti

ca
te

d
ad

m
in

is
tr

at
iv

e
st

ru
ct

ur
es

en
co

ur
ag

es
a

sa
vi

ng
s

fu
nd

an
d

lu
m

p
su

m
pa

ym
en

ts
in

li
eu

of
a

pe
ns

io
n

Sa
vi

ng
s

ar
e

po
rt

ab
le

on
ch

an
ge

of
em

pl
oy

m
en

t

L
ow

re
tu

rn
s

on
sa

vi
ng

s;
lu

m
p

su
m

no
ta

de
qu

at
e

fo
r

ol
d-

ag
e

R
eg

ul
ar

sa
vi

ng
s

fr
om

ea
rn

in
gs

G
ov

er
nm

en
t

in
st

itu
tio

ns
M

an
da

to
ry

fo
r

w
or

ke
rs

in
fo

rm
al

se
ct

or

In
ve

st
m

en
ts

in
go

ve
rn

m
en

tb
on

ds
gi

ve
po

or
re

tu
rn

;l
um

p
su

m
pa

ym
en

ts
no

ti
nd

ex
ed

.
Po

or
go

ve
rn

an
ce

G
ov

er
nm

en
t.

IL
O

,
W

B
,A

D
B

,d
on

or
s

Su
rv

iv
or

s
pe

ns
io

ns
A

ll
co

un
tr

ie
s

w
it

h
a

pe
ns

io
n

sc
he

m
e

or
a

pr
ov

id
en

tf
un

d
A

vo
id

s
fa

m
il

y
ha

rd
sh

ip
in

th
e

ev
en

t
of

ea
rl

y
de

at
h

of
m

ai
n

ea
rn

er

N
on

e
Pe

ns
io

n
sc

he
m

e
co

nt
ri

bu
tio

ns
A

s
w

ith
pe

ns
io

n
sc

he
m

es
A

s
w

ith
pe

ns
io

n
sc

he
m

es
A

s
w

it
h

pe
ns

io
ns

G
ov

er
nm

en
t.

IL
O

,
W

B
,A

D
B

,d
on

or
s

U
ne

m
pl

oy
m

en
t

be
ne

fi
ts

C
ou

nt
ri

es
w

it
h

a
de

ve
lo

pe
d

la
bo

r
m

ar
ke

ti
n

a
pe

ri
od

of
ec

on
om

ic
gr

ow
th

Pr
ov

id
es

an
in

co
m

e
on

jo
b

lo
ss

;a
ss

is
ts

w
ith

co
st

of
ef

fe
ct

iv
e

jo
b

se
ar

ch

M
or

al
ha

za
rd

re
du

ce
s

in
ce

nt
iv

e
to

fi
nd

w
or

k
qu

ic
kl

y;
ad

m
in

is
tr

at
io

n
co

st
s

ca
n

be
hi

gh

E
qu

al
co

nt
ri

bu
tio

ns
by

em
pl

oy
er

s
an

d
em

pl
oy

ee
s,

se
lf

-
in

su
re

d

So
ci

al
in

su
ra

nc
e

an
d

em
pl

oy
m

en
t

m
in

is
tr

ie
s

w
or

ki
ng

th
ro

ug
h

la
bo

r
ex

ch
an

ge
s;

pr
iv

at
e

in
su

ra
nc

e
fi

rm
s

M
an

da
to

ry
fo

r
w

or
ke

rs
in

fo
rm

al
se

ct
or

,s
el

f-
se

le
ct

io
n

fo
r

th
e

se
lf

-i
ns

ur
ed

L
ar

ge
-s

ca
le

re
du

nd
an

ci
es

ca
n

ba
nk

ru
pt

fu
nd

G
ov

er
nm

en
t.

T
ri

pa
rt

ite
bo

ar
ds

,
em

pl
oy

m
en

t
ag

en
ci

es
,p

ri
va

te
in

su
ra

nc
e

fi
rm

s,
IL

O
,

W
B

,A
D

B
,d

on
or

s

Si
ck

ne
ss

an
d

di
sa

bi
li

ty
C

ou
nt

ri
es

th
at

ca
n

co
lle

ct
an

d
re

co
rd

co
nt

ri
bu

ti
on

;c
ou

nt
ri

es
w

it
h

la
rg

e
em

pl
oy

er
s

ab
le

to
pa

y
on

be
ha

lf
of

go
ve

rn
m

en
t

Pr
ov

id
es

an
in

co
m

e
du

ri
ng

sh
or

t-
te

rm
si

ck
ne

ss
an

d
di

sa
bi

li
ty

M
ay

en
co

ur
ag

e
m

al
in

ge
ri

ng
an

d
re

qu
ir

es
m

ed
ic

al
st

af
f

fo
r

ef
fe

ct
iv

e
co

nt
ro

l

M
an

da
to

ry
co

nt
ri

bu
tio

ns
fr

om
w

or
ke

rs
in

fo
rm

al
se

ct
or

So
ci

al
in

su
ra

nc
e

m
in

is
tr

y
M

an
da

to
ry

co
nt

ri
bu

ti
on

s
L

ar
ge

sc
al

e
ep

id
em

ic
s

m
ay

ba
nk

ru
pt

fu
nd

G
ov

er
nm

en
t

em
pl

oy
er

s,
pr

iv
at

e
in

su
ra

nc
e

fi
rm

s,
IL

O
,

W
B

,A
D

B
,d

on
or

s

H
ea

lt
h

in
su

ra
nc

e
A

ll
co

un
tr

ie
s

w
it

h
in

su
ff

ic
ie

nt
ta

x
re

ve
nu

es
to

fi
na

nc
e

fu
ll

co
ve

ra
ge

of
he

al
th

ca
re

se
rv

ic
es

Im
pr

ov
ed

ge
ne

ra
l

he
al

th
of

po
pu

la
ti

on
an

d
so

of
na

ti
on

al
pr

od
uc

tiv
ity

O
ve

r-
se

rv
ic

in
g

by
m

ed
ic

al
pr

ov
id

er
s;

ne
ed

s
m

ed
ic

al
se

rv
ic

e
pr

ov
id

er
s;

ep
id

em
ic

s
m

ay
ba

nk
ru

pt
fu

nd

C
on

tr
ib

ut
io

ns
.

M
in

is
tr

y
of

he
al

th
,

pr
iv

at
e

in
su

ra
nc

e
fi

rm
s

Fo
rm

al
se

ct
or

w
or

ke
rs

an
d

vo
lu

nt
ar

y
se

lf
-

in
su

re
d

Pr
iv

at
e

in
su

ra
nc

e
no

t
at

tr
ac

te
d

to
lo

w
in

co
m

e
gr

ou
ps

an
d/

or
pe

rm
an

en
tl

y
il

ld
ue

to
su

st
ai

na
bi

li
ty

pr
ob

le
m

s

G
ov

er
nm

en
tp

ri
va

te
in

su
ra

nc
e

co
m

pa
ni

es
,

IL
O

,W
B

,A
D

B
,

do
no

rs

13883-Asia.book  Page 648  Tuesday, December 11, 2001  11:54 AM



Summary of Selected Social Protection Policies 649

So
ci

al
A

ss
is

ta
nc

e
P

ol
ic

y
in

st
ru

m
en

t
M

os
t

su
it

ed
to

A
dv

an
ta

ge
s

D
is

ad
va

nt
ag

es
T

yp
ic

al
F

in
an

ci
ng

T
yp

ic
al

In
st

it
ut

io
na

l
St

ru
ct

ur
e

Ta
rg

et
in

g
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
P

ar
tn

er
sh

ip
s

C
as

h
al

lo
w

an
ce

s
Pe

rs
on

s
un

ab
le

to
pa

rt
ic

ip
at

e
in

la
bo

r
m

ar
ke

ti
nc

lu
di

ng
el

de
rl

y,
di

sa
bl

ed
,

w
id

ow
s,

ch
ild

re
n

of
po

or
es

tf
am

il
ie

s;
lo

ng
-t

er
m

un
em

pl
oy

ed

Pr
ov

id
es

a
re

gu
la

r
so

ur
ce

of
in

co
m

e
su

ff
ic

ie
nt

to
m

ee
tb

as
ic

ne
ed

s,
su

pp
or

ts
re

te
nt

io
n

of
ch

il
dr

en
in

sc
ho

ol
,m

ai
nt

ai
ns

pu
rc

ha
si

ng
po

w
er

du
ri

ng
pe

ri
od

s
of

te
m

po
ra

ry
se

tb
ac

ks
or

su
dd

en
cr

is
es

C
os

tl
y;

do
es

no
t

in
cl

ud
e

ac
tiv

e
ap

pr
oa

ch
to

se
lf

-
re

li
an

ce
;l

ea
ka

ge
to

no
n-

po
or

G
ov

er
nm

en
tr

ev
en

ue
fr

om
st

at
e

bu
dg

et
A

ll
ow

an
ce

s
pa

id
by

lo
ca

l
go

ve
rn

m
en

t
ac

co
rd

in
g

to
na

ti
on

al
gu

id
el

in
es

;
m

in
is

tr
ie

s
of

so
ci

al
w

el
fa

re
,

em
pl

oy
m

en
t

se
rv

ic
e

ce
nt

er
s

fo
r

un
em

pl
oy

ed

M
ea

ns
te

st
in

g
of

in
co

m
e

an
d

as
se

ts
;

ca
te

go
ri

ca
lt

ar
ge

ti
ng

of
vu

ln
er

ab
le

gr
ou

ps
;

pr
ox

y
m

ea
ns

-t
es

tin
g

of
po

or
ho

us
eh

ol
ds

ac
co

rd
in

g
to

nu
m

be
r

of
em

pl
oy

ed
pe

rs
on

s
an

d
as

se
ts

(l
an

d)

M
or

al
ha

za
rd

-
cr

ea
te

s
di

si
nc

en
tiv

es
to

pa
rt

ic
ip

at
e

in
la

bo
r

m
ar

ke
to

ro
th

er
w

is
e

ta
ke

-u
p

op
po

rt
un

iti
es

fo
r

se
lf

-r
el

ia
nc

e;
m

or
e

st
ri

ng
en

tt
ar

ge
tin

g
ad

ds
to

ad
m

in
is

tr
at

iv
e

co
st

s
of

de
liv

er
y

W
el

fa
re

se
rv

ic
es

,l
oc

al
go

ve
rn

m
en

ts
,

co
m

m
un

it
y

so
ci

al
w

or
ke

rs
,N

G
O

s

Fo
od

su
bs

id
ie

s,
fo

od
co

up
on

s/
fo

od
st

am
ps

,
fo

od
pr

og
ra

m
s

(e
.g

.,
ch

ar
it

ie
s)

P
oo

re
st

ho
us

eh
ol

ds
;

m
os

tv
ul

ne
ra

bl
e

gr
ou

ps
in

cl
ud

in
g

w
id

ow
s,

el
de

rl
y,

di
sa

bl
ed

,o
rp

ha
ns

an
d

st
re

et
ch

il
dr

en
,

re
fu

ge
es

;
co

m
m

un
it

ie
sa

ff
ec

te
d

by
na

tu
ra

ld
is

as
te

rs

A
tte

nd
s

to
em

er
ge

nc
y

ba
si

c
ne

ed
s;

ca
n

fo
st

er
ru

ra
ld

ev
el

op
m

en
tb

y
se

cu
ri

ng
pu

bl
ic

de
m

an
d

of
ba

si
c

fo
od

pr
od

uc
ts

Pr
ic

e
di

st
or

ti
on

s,
le

ak
ag

es
to

no
np

oo
r,

sh
or

t-
te

rm
so

lu
ti

on

G
ov

er
nm

en
t

fu
nd

in
g—

ce
nt

ra
la

nd
lo

ca
lO

ve
rs

ea
s

ai
d

fo
r

th
os

e
af

fe
ct

ed
by

na
tu

ra
ld

is
as

te
rs

;a
id

m
ay

be
in

-k
in

d,
.e

.g
.,

pr
ov

is
io

n
of

fo
od

st
ap

le
s

G
ov

er
nm

en
tc

o-
or

di
na

ti
on

th
ro

ug
h

va
ri

ou
s

m
in

is
tr

ie
s,

N
G

O
s;

or
ga

ni
za

tio
ns

m
ay

be
in

vo
lv

ed
in

se
le

ct
in

g
el

ig
ib

le
be

ne
fi

ci
ar

ie
s

an
d

fo
od

di
st

ri
bu

tio
n

Se
lf

-t
ar

ge
ti

ng
:p

ro
xy

m
ea

ns
-t

es
tin

g
fo

r
m

os
tv

ul
ne

ra
bl

e
gr

ou
ps

;g
eo

gr
ap

hi
ca

l
ta

rg
et

in
g

fo
r

co
m

m
un

iti
es

af
fe

ct
ed

by
na

tu
ra

ld
is

as
te

rs

L
ea

ka
ge

to
no

n-
po

or
;f

oo
d

su
bs

id
ie

s
us

ed
fo

r
no

n-
ba

si
c

fo
od

st
ap

le
s

M
in

is
tr

ie
s

of
ag

ri
cu

lt
ur

e,
he

al
th

,
ed

uc
at

io
n,

so
ci

al
w

el
fa

re
,l

oc
al

go
ve

rn
m

en
ts

,N
G

O
s

D
om

es
ti

c
sh

el
te

rs
W

om
en

su
ff

er
in

g
fr

om
do

m
es

ti
c

vi
ol

en
ce

,s
tr

ee
t

ch
il

dr
en

,d
ru

g
an

d
su

bs
ta

nc
e

ab
us

er
s,

ch
il

dr
en

su
ff

er
in

g
fr

om
ab

us
e—

em
ot

io
na

l,
se

xu
al

,
ph

ys
ic

al

Pr
ov

id
es

te
m

po
ra

ry
sh

el
te

r
an

d
sa

fe
ty

fo
r

vu
ln

er
ab

le
gr

ou
ps

;
en

ab
le

s
vu

ln
er

ab
le

gr
ou

ps
to

ha
ve

an
al

te
rn

at
iv

e
to

co
nt

in
ue

d
su

ff
er

in
g

an
d

ab
us

e

D
ue

to
cu

lt
ur

al
di

ff
er

en
ce

s
an

d
di

sc
ri

m
in

at
io

n
of

w
om

en
an

d
ch

il
dr

en
;l

ac
k

of
le

ga
ls

up
po

rt
fo

r
ac

ce
ss

to
pr

op
er

ty
by

w
om

en
in

do
m

es
ti

c
vi

ol
en

ce
;

fu
nd

in
g

ca
n

be
li

m
it

ed
—

lo
se

al
l

ri
gh

ts
to

as
se

ts
if

le
av

e
th

e
ho

m
e

L
oc

al
go

ve
rn

m
en

t,
N

G
O

s,
ch

ar
it

y
or

ga
ni

za
tio

ns
,

w
om

en
’s

as
so

ci
at

io
ns

L
oc

al
go

ve
rn

m
en

t
fo

r
pr

ov
is

io
n

of
in

fr
as

tr
uc

tu
re

—
dw

el
lin

gs
;N

G
O

s,
ch

ar
ity

gr
ou

ps
,

m
as

s
or

ga
ni

za
ti

on
s

C
at

eg
or

ic
al

ac
co

rd
in

g
to

vu
ln

er
ab

il
it

ie
s,

re
fe

rr
al

by
ot

he
r

gr
ou

ps
se

lf
-t

ar
ge

ti
ng

th
ro

ug
h

pu
bl

ic
aw

ar
en

es
s

D
em

an
d

is
gr

ea
te

r
th

an
se

rv
ic

es
av

ai
la

bl
e—

sh
ou

ld
ha

ve
se

pa
ra

te
no

t
co

m
bi

ne
d

sh
el

te
rs

to
en

su
re

pr
iv

ac
y

an
d

pr
ot

ec
tio

n;
co

m
m

un
it

y
re

je
ct

io
n

of
sh

el
te

rs
du

e
to

cu
ltu

ra
lo

r
so

ci
al

di
sc

ri
m

in
at

io
n

O
pe

ra
tin

g
w

it
h

su
pp

or
t

of
po

lic
e

an
d

ju
di

ci
al

sy
st

em
s

to
as

si
st

th
e

vi
ct

im
s,

pr
ev

en
tt

he
in

ca
rc

er
at

io
n

of
ho

m
el

es
s

ch
il

dr
en

an
d

ad
di

ct
s,

N
G

O
s

13883-Asia.book  Page 649  Tuesday, December 11, 2001  11:54 AM



650 Appendix 1

Pu
bl

ic
ho

us
in

g,
sl

um
up

gr
ad

in
g

U
rb

an
po

or
fa

m
ili

es
,

sq
ua

tt
er

s,
in

te
rn

al
m

ig
ra

nt
s,

in
te

rn
at

io
na

l
m

ig
ra

nt
s,

re
fu

ge
es

,
ru

ra
ll

an
dl

es
s,

un
em

pl
oy

ed
,

or
ph

an
s,

st
re

et
ch

il
dr

en
,w

om
en

su
ff

er
in

g
fr

om
do

m
es

ti
c

vi
ol

en
ce

,
ab

us
ed

ch
il

dr
en

,
si

ng
le

m
ot

he
rs

w
ith

ou
te

m
pl

oy
m

en
t

R
ed

uc
es

ri
sk

of
ev

er
-

in
cr

ea
si

ng
sl

um
s

an
d

un
sa

fe
ho

us
in

g;
co

m
bi

ne
d

w
it

h
pu

bl
ic

w
or

ks
pr

og
ra

m
to

un
em

pl
oy

ed
sl

um
dw

el
le

rs
to

bu
ild

ho
us

in
g

an
d

of
fe

r
em

pl
oy

m
en

tf
or

pu
bl

ic
se

rv
ic

es
—

su
ch

as
ru

bb
is

h
re

m
ov

al
an

d
m

ai
nt

en
an

ce
on

bu
il

di
ng

s

C
or

ru
pt

io
n

pr
ob

le
m

s
w

ith
qu

al
ity

of
m

at
er

ia
ls

us
ed

an
d

co
ns

tr
uc

ti
on

ac
co

rd
in

g
to

sp
ec

if
ic

at
io

ns
,

av
ai

la
bi

li
ty

of
la

nd
,

hi
gh

de
m

an
d

an
d

lo
w

su
pp

ly
;o

n-
go

in
g

m
ai

nt
en

an
ce

co
st

s

G
ov

er
nm

en
tf

un
di

ng
op

po
rt

un
ity

fo
r

lo
ng

-
te

rm
co

st
-r

ec
ov

er
y

th
ro

ug
h

re
nt

s;
re

pa
ym

en
tf

ro
m

be
ne

fi
ci

ar
ie

s
ov

er
fi

xe
d

tim
e

pe
ri

od
s

(e
.g

.,
5–

10
ye

ar
s)

de
pe

nd
in

g
on

em
pl

oy
m

en
t

pr
os

pe
ct

s.

L
oc

al
go

ve
rn

m
en

t
co

or
di

na
tio

n
th

ro
ug

h
as

so
ci

at
io

ns
of

po
or

ho
us

eh
ol

ds
or

se
le

ct
ed

re
pr

es
en

ta
tiv

e
N

G
O

s;
ce

nt
ra

l
go

ve
rn

m
en

tm
ay

be
in

vo
lv

ed
th

ro
ug

h
m

in
is

tr
y

of
ho

us
in

g

C
at

eg
or

ic
al

-
fa

m
il

y
si

ze
s;

re
fu

ge
es

,
hi

gh
er

pr
io

ri
ty

fo
r

di
sa

bl
ed

,e
ld

er
ly

,
si

ng
le

-m
ot

he
rs

;
m

ea
ns

te
st

in
g

–
nu

m
be

r
of

em
pl

oy
ed

in
fa

m
ily

an
d

de
pe

nd
en

cy
ra

tio
s,

in
co

m
e

le
ve

ls

O
pp

or
tu

ni
ty

fo
r

co
rr

up
ti

on
by

lo
ca

l
go

ve
rn

m
en

ts
al

lo
ca

tin
g

op
po

rt
un

ity
fo

r
pu

rc
ha

se
of

pu
bl

ic
ho

us
in

g
to

no
n-

po
or

or
ot

he
rw

is
e

in
el

ig
ib

le
fa

m
il

ie
s

C
oo

pe
ra

ti
on

be
tw

ee
n

ce
nt

ra
la

nd
lo

ca
l

go
ve

rn
m

en
t,

N
G

O
s,

do
no

rs

In
st

it
ut

io
na

li
ze

d
ca

re
(o

rp
ha

na
ge

s,
re

tir
em

en
ta

nd
he

al
th

ho
m

es
)

E
ld

er
ly

,d
is

ab
le

d
(m

en
ta

ll
y

an
d

ph
ys

ic
al

ly
)

ch
ro

ni
ca

ll
y

il
l,

or
ph

an
s

Pr
ov

id
es

ca
re

,r
ed

uc
es

bu
rd

en
to

af
fe

ct
ed

fa
m

ili
es

C
os

tl
y

B
ud

ge
t,

ch
ar

it
ab

le
co

nt
ri

bu
tio

ns
,f

am
il

y
sa

vi
ng

s,
an

d
co

nt
ri

bu
tio

ns

M
in

is
tr

ie
s

of
so

ci
al

w
el

fa
re

,
N

G
O

s,
pr

iv
at

e
pr

ov
id

er
s

fo
r

hi
gh

er
in

co
m

e
gr

ou
ps

C
at

eg
or

ic
al

ta
rg

et
in

g
by

vu
ln

er
ab

il
it

y
D

eh
um

an
iz

at
io

n
of

se
rv

ic
es

gi
ve

n
pe

rm
an

en
tc

li
en

ts
;

de
pe

nd
en

ce
(e

.g
.,

or
ph

an
s)

M
in

is
tr

ie
s

of
w

el
fa

re
,

he
at

h,
so

ci
al

w
or

ke
rs

,
N

G
O

s

In
-h

om
e

nu
rs

in
g

ca
re

se
rv

ic
es

,c
om

m
un

it
y

ba
se

d
so

ci
al

se
rv

ic
es

E
ld

er
ly

,d
is

ab
le

d
(m

en
ta

ll
y

an
d

ph
ys

ic
al

ly
)

ch
ro

ni
ca

ll
y

il
l

A
cc

es
s

to
tr

ea
tm

en
ts

;
re

du
ce

s
th

e
bu

rd
en

on
m

ai
n

ca
re

gi
ve

r
w

it
hi

n
th

e
fa

m
ily

;r
ed

uc
ed

de
m

an
d

fo
r

in
st

it
ut

io
na

li
ze

d
ca

re

Ir
re

gu
la

r
vi

si
ts

if
un

de
r-

fu
nd

ed
;

un
ab

le
to

pr
ov

id
e

fu
ll

ra
ng

e
of

tr
ea

tm
en

t
im

m
ed

ia
te

ly
;c

os
tl

y
to

pr
ov

id
e

ra
ng

e
of

he
al

th
se

rv
ic

es
ne

ed
ed

by
di

ff
er

en
t

ca
te

go
ri

es
of

il
ln

es
s

C
en

tr
al

go
ve

rn
m

en
t

fu
nd

in
g

fr
om

he
al

th
bu

dg
et

fu
nd

ed
fr

om
ge

ne
ra

lr
ev

en
ue

;
pa

rt
ia

lf
un

di
ng

fr
om

ri
ch

er
co

m
m

un
it

ie
s

or
lo

ca
lg

ov
er

nm
en

ts

M
in

is
tr

y
of

he
al

th
fo

r
tr

ai
ni

ng
of

he
al

th
st

af
f

lo
ca

l
go

ve
rn

m
en

t
id

en
ti

fi
ca

ti
on

of
el

ig
ib

le
re

ci
pi

en
ts

co
m

m
un

it
y

gr
ou

ps
in

de
si

gn
in

g
se

rv
ic

es

C
at

eg
or

ic
al

ta
rg

et
in

g
of

vu
ln

er
ab

le
su

ff
er

in
g

fr
om

pe
rs

is
te

nt
an

d
ch

ro
ni

c
he

al
th

pr
ob

le
m

s(
e.

g.
,s

tr
ok

e
vi

ct
im

s)
m

ea
ns

,
te

st
in

g
of

po
or

es
t

fa
m

ili
es

un
ab

le
to

pa
y

fo
r

he
al

th
tr

ea
tm

en
ts

Po
or

qu
al

ity
of

ca
re

an
d

ne
gl

ec
td

ue
to

in
fr

eq
ue

nt
vi

si
ts

or
po

or
st

an
da

rd
s

of
tr

ai
ni

ng
;a

dd
it

io
na

l
bu

rd
en

fo
r

po
or

es
t

fa
m

ili
es

to
pr

ov
id

e
ho

us
in

g
in

th
e

fa
m

ily
ho

m
e

fo
r

el
de

rl
y,

di
sa

bl
ed

an
d

ch
ro

ni
ca

lly
il

l
de

pe
nd

en
ts

;o
ve

r-
us

ag
e

by
be

ne
fi

ci
ar

ie
s

O
pp

or
tu

ni
ty

fo
rp

ri
va

te
se

ct
or

he
al

th
se

rv
ic

e
pr

ov
id

er
s,

lo
ca

l
pr

od
uc

ti
on

of
as

si
st

iv
e

de
vi

ce
s

fo
r

di
sa

bl
ed

an
d

el
de

rl
y

liv
in

g
in

th
e

lo
ca

la
re

a

So
ci

al
A

ss
is

ta
nc

e
(c

on
ti

nu
ed

)
P

ol
ic

y
in

st
ru

m
en

t
M

os
t

su
it

ed
to

A
dv

an
ta

ge
s

D
is

ad
va

nt
ag

es
T

yp
ic

al
F

in
an

ci
ng

T
yp

ic
al

In
st

it
ut

io
na

l
St

ru
ct

ur
e

Ta
rg

et
in

g
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
P

ar
tn

er
sh

ip
s

13883-Asia.book  Page 650  Tuesday, December 11, 2001  11:54 AM



Summary of Selected Social Protection Policies 651

H
ea

lt
h

su
bs

id
ie

s
or

fe
e

ex
em

pt
io

ns
C

hr
on

ic
al

ly
Il

l(
e.

g.
,

H
IV

po
si

tiv
e)

,
di

sa
bl

ed
,e

ld
er

ly
,

ch
ild

re
n,

po
or

es
t

fa
m

il
ie

s,
un

em
pl

oy
ed

,
pr

eg
na

nt
an

d
la

ct
at

in
g

m
ot

he
rs

,
et

hn
ic

m
in

or
it

ie
s

Pr
ov

is
io

n
of

he
al

th
se

rv
ic

es
to

th
os

e
in

m
os

tn
ee

d;
pu

bl
ic

go
od

ar
gu

m
en

t,
di

se
as

e
co

nt
ro

l.
Pr

om
ot

e
he

al
th

in
su

ra
nc

e
fo

r
fa

m
il

ie
s

an
d

in
fo

rm
al

se
ct

or
la

bo
r

fo
rc

e

M
os

tc
os

tl
y

gr
ou

p
fo

r
he

al
th

tr
ea

tm
en

ts
;h

ea
lt

h
se

rv
ic

es
no

t
ne

ce
ss

ar
il

y
ne

ar
by

to
id

en
ti

fi
ed

ta
rg

et
gr

ou
p

C
en

tr
al

go
ve

rn
m

en
t

fu
nd

in
g

fr
om

m
in

is
tr

y
of

he
al

th
,

ce
nt

ra
lg

ov
er

nm
en

t
fu

nd
in

g
th

ro
ug

h
re

im
bu

rs
em

en
to

f
cl

ai
m

s
by

m
ed

ic
al

pr
ov

id
er

s—
us

ua
ll

y
pu

bl
ic

ho
sp

it
al

s

M
in

is
tr

y
of

he
al

th
de

te
rm

in
es

hi
gh

ri
sk

gr
ou

ps
an

d
in

ci
de

nc
es

of
co

nt
ag

io
us

or
cr

it
ic

al
di

se
as

es
;

m
in

is
tr

y
of

w
el

fa
re

de
te

rm
in

es
el

ig
ib

le
gr

ou
ps

(l
ow

in
co

m
e

et
c)

;
us

ua
ll

y
re

ce
iv

e
lo

w
-i

nc
om

e
he

al
th

ca
re

ca
rd

s
is

su
ed

by
lo

ca
l

go
ve

rn
m

en
t

ac
co

rd
in

g
to

de
fi

ne
d

el
ig

ib
ili

ty
cr

it
er

ia

G
eo

gr
ap

hi
ca

lf
or

m
os

t‘
at

ri
sk

’
gr

ou
ps

—
ar

ea
s

of
hi

gh
in

ci
de

nc
e

of
di

se
as

e;
po

or
es

t
ho

us
eh

ol
ds

;
ca

te
go

ri
ca

lf
or

di
ff

er
en

tv
ul

ne
ra

bl
e

gr
ou

ps
;p

ro
xy

m
ea

ns
-t

es
tin

g
fo

r
in

co
m

e
po

or
fa

m
il

ie
s;

ta
rg

et
in

g
to

in
di

vi
du

al
s

w
ith

sp
ec

if
ic

co
nd

it
io

ns
(e

.g
.,

H
IV

po
si

tiv
e)

M
or

al
ha

za
rd

;o
ve

r-
us

ag
e

by
be

ne
fi

ci
ar

ie
s;

ov
er

-
se

rv
ic

in
g

an
d/

or
ov

er
-c

ha
rg

in
g

by
do

ct
or

s
an

d
ho

sp
it

al
s

fo
r

ba
si

c
se

rv
ic

es
;

In
ad

eq
ua

te
he

al
th

ce
nt

er
s;

tr
ai

ne
d

st
af

f,
eq

ui
pm

en
to

r
m

ed
ic

in
es

in
ru

ra
l

an
d

re
m

ot
e

ar
ea

s;
re

du
ce

d
us

e
of

tr
ad

it
io

na
l

m
ed

ic
in

es

C
en

tr
al

go
ve

rn
m

en
t

he
al

th
an

d
w

el
fa

re
m

in
is

tr
ie

s,
lo

ca
l

go
ve

rn
m

en
ts

,h
ea

lt
h

pr
ov

id
er

s
(p

ub
lic

or
pr

iv
at

e)
,W

H
O

,
U

N
IC

E
F,

m
ul

ti
la

te
ra

l
an

d
bi

la
te

ra
ld

on
or

s;
he

al
th

in
su

ra
nc

e
co

m
pa

ni
es

M
ob

il
e

he
al

th
an

d
ed

uc
at

io
n

se
rv

ic
es

R
em

ot
e

co
m

m
un

iti
es

,e
th

ni
c

m
in

or
iti

es
,t

ri
be

s,
or

ca
st

es

R
ed

uc
es

so
ci

al
ex

cl
us

io
n,

ac
ce

ss
to

se
rv

ic
es

D
if

fi
cu

lt
to

pr
ov

id
e

se
rv

ic
es

in
et

hn
ic

m
in

or
it

y
la

ng
ua

ge
;

ir
re

gu
la

r
vi

si
ts

if
un

de
r-

fu
nd

ed

C
en

tr
al

go
ve

rn
m

en
t,

fu
nd

in
g

fr
om

ge
ne

ra
l

re
ve

nu
e,

re
di

st
ri

bu
ti

on
to

re
m

ot
e

ar
ea

s,
ex

te
rn

al
ai

d
fr

om
do

no
rs

M
in

is
tr

y
of

he
al

th
an

d
ed

uc
at

io
n,

m
in

is
tr

ie
s

of
so

ci
al

pr
ot

ec
ti

on
,l

oc
al

go
ve

rn
m

en
tf

or
id

en
ti

fi
ca

ti
on

of
re

ci
pi

en
ts

G
eo

gr
ap

hi
ca

l
ta

rg
et

in
g

fo
r

re
m

ot
e

ar
ea

s;
ca

te
go

ri
ca

l
ta

rg
et

in
g

fo
r

et
hn

ic
m

in
or

it
ie

s;
tr

ib
es

an
d

ca
st

es
;c

at
eg

or
ic

al
ta

rg
et

in
g

fo
r

ch
il

dr
en

,t
o

im
pr

ov
e

lit
er

ac
y

ra
te

s
an

d
ed

uc
at

io
n

le
ve

ls

L
ow

er
qu

al
it

y
se

rv
ic

es
,d

el
iv

er
ed

in
cr

ea
se

d
co

st
s

fo
r

se
rv

ic
es

O
pp

or
tu

ni
ty

fo
rp

ri
va

te
se

ct
or

he
al

th
an

d
ed

uc
at

io
n

pr
ov

id
er

s
to

de
liv

er
se

rv
ic

es
ac

co
rd

in
g

to
pr

ed
et

er
m

in
ed

go
ve

rn
m

en
ts

ta
nd

ar
ds

an
d

w
ith

in
se

tc
os

ts

So
ci

al
A

ss
is

ta
nc

e
(c

on
ti

nu
ed

)
P

ol
ic

y
in

st
ru

m
en

t
M

os
t

su
it

ed
to

A
dv

an
ta

ge
s

D
is

ad
va

nt
ag

es
T

yp
ic

al
F

in
an

ci
ng

T
yp

ic
al

In
st

it
ut

io
na

l
St

ru
ct

ur
e

Ta
rg

et
in

g
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
P

ar
tn

er
sh

ip
s

13883-Asia.book  Page 651  Tuesday, December 11, 2001  11:54 AM



652 Appendix 1
P

ro
te

ct
in

g
C

om
m

un
it

ie
s:

M
ic

ro
an

d
A

re
a-

B
as

ed
Sc

he
m

es

P
ol

ic
y

In
st

ru
m

en
t

M
os

t
su

it
ed

to
A

dv
an

ta
ge

s
D

is
ad

va
nt

ag
es

T
yp

ic
al

F
in

an
ci

ng
T

yp
ic

al
In

st
it

ut
io

na
l

St
ru

ct
ur

e
T

ar
ge

ti
ng

M
ec

ha
ni

sm
s

R
is

ks
G

oo
d

pa
rt

ne
rs

hi
ps

M
ic

ro
-

in
su

ra
nc

e
E

xc
lu

de
d

po
pu

la
ti

on
no

tr
ea

ch
ed

by
ex

is
ti

ng
fo

rm
al

so
ci

al
in

su
ra

nc
e

sc
he

m
es

an
d

w
ho

ar
e

m
os

tl
y

in
po

or
er

co
m

m
un

it
ie

s

H
ig

he
r

ad
ap

ta
bi

li
ty

in
te

rm
s

of
co

nt
ri

bu
ti

on
s

an
d

be
ne

fi
ts

th
at

fi
ts

th
e

fi
na

nc
ia

lc
ap

ac
it

ie
s

of
m

em
be

rs
an

d
th

ei
r

ch
oi

ce
of

pr
ot

ec
ti

on
an

d
th

er
ef

or
e

hi
gh

er
ac

ce
pt

ab
il

it
y

of
th

e
sc

he
m

e
am

on
g

its
m

em
be

rs

P
ro

bl
em

s
in

th
e

co
nt

in
ui

ty
of

af
fi

lia
ti

on
of

m
em

be
rs

in
vi

ew
of

th
e

la
rg

e
te

m
po

ra
l

va
ri

at
io

ns
in

th
e

fl
ow

of
in

co
m

e
of

th
e

ru
ra

la
nd

po
or

po
pu

la
tio

ns
.H

ig
h

vu
ln

er
ab

il
it

y
of

th
e

sc
he

m
e

to
co

va
ri

an
t

ca
ta

st
ro

ph
ic

ri
sk

s

Pr
em

iu
m

pa
ym

en
ts

fr
om

m
em

be
rs

;
co

nt
ri

bu
ti

on
s

fr
om

do
no

r
or

ga
ni

za
tio

ns
,

or
a

de
gr

ee
of

pu
bl

ic
su

pp
or

ti
n

its
in

it
ia

l
st

ag
es

;r
ei

ns
ur

an
ce

to
po

ol
ri

sk
s

L
in

ke
d

to
m

ic
ro

fi
na

nc
e

in
st

itu
tio

ns
;l

oc
al

or
ga

ni
za

ti
on

w
it

h
it

s
ow

n
go

ve
rn

in
g

bo
ar

d,
of

fi
ce

rs
an

d
st

af
f

Se
lf

-t
ar

ge
tin

g
by

pa
rt

ic
ip

an
ts

w
ho

op
t

to
jo

in
th

e
sc

he
m

e;
di

re
ct

ed
m

or
e

to
th

e
ex

cl
ud

ed
se

ct
or

w
ho

ar
e

m
em

be
rs

of
a

gr
ou

p
lik

e
tr

ad
e

un
io

ns
,w

om
en

’s
or

ga
ni

za
tio

n,
pr

of
es

si
on

al
bo

di
es

,
et

c.

L
im

ita
ti

on
s

on
it

s
ge

og
ra

ph
ic

ri
sk

s
co

ve
ra

ge
w

hi
ch

m
ak

es
it

vu
ln

er
ab

le
to

co
va

ri
an

tr
is

ks
w

ith
ou

ta
de

qu
at

e
re

in
su

ra
nc

e
su

pp
or

t,
lo

w
pa

rt
ic

ip
at

io
n

M
ic

ro
fi

na
nc

e
in

st
it

ut
io

ns
,s

el
f-

he
lp

gr
ou

ps
,t

ra
de

un
io

ns
,

w
om

en
’s

or
ga

ni
za

tio
ns

,t
ra

de
as

so
ci

at
io

ns
,

pr
of

es
si

on
al

gr
ou

pi
ng

s,
lo

ca
l

go
ve

rn
m

en
tu

ni
ts

,
IL

O
,W

B
,A

D
B

,
bi

la
te

ra
ld

on
or

s

Sm
al

l-
fa

rm
er

ag
ri

cu
lt

ur
al

in
su

ra
nc

e

S
ub

si
st

en
ce

,
m

ar
gi

na
la

nd
sm

al
l-

sc
al

e
fa

rm
er

s,
as

an
in

st
ru

m
en

tf
or

ru
ra

l
de

ve
lo

pm
en

t

Pr
ot

ec
ts

fa
rm

er
s’

in
ve

st
m

en
ts

an
d

sm
oo

th
en

s
th

ei
r

in
co

m
es

;p
ro

m
ot

es
th

e
ad

op
ti

on
of

m
od

er
n

fa
rm

in
g

te
ch

no
lo

gi
es

th
er

eb
y

en
ha

nc
in

g
fa

rm
pr

od
uc

tiv
it

y;
le

ss
en

s
go

ve
rn

m
en

t
ex

pe
nd

itu
re

s
fo

r
di

sa
st

er
re

li
ef

T
he

sc
he

m
e

te
nd

s
to

be
no

tc
os

te
ff

ec
tiv

e
in

vi
ew

of
th

e
sm

al
ln

es
s

of
fa

rm
op

er
at

io
ns

it
co

ve
rs

;u
su

al
ly

re
su

lt
s

in
hi

gh
lo

ss
ra

ti
os

be
ca

us
e

of
th

e
te

nd
en

cy
to

co
ve

r
m

ul
ti

pl
e

ri
sk

s

C
on

tr
ib

ut
io

ns
in

th
e

fo
rm

of
pr

em
iu

m
s

co
ll

ec
te

d
fr

om
pa

rt
ic

ip
an

ts
of

te
nt

im
es

w
it

h
su

bs
id

ie
s

fr
om

go
ve

rn
m

en
ta

nd
fr

om
ba

nk
s

an
d

fa
rm

er
s’

or
ga

ni
za

tio
ns

,w
hi

ch
st

an
d

to
be

ne
fi

tf
ro

m
th

e
in

su
ra

nc
e.

re
in

su
ra

nc
e

su
pp

or
t

ei
th

er
fr

om
pr

iv
at

e
or

pu
bl

ic
en

ti
tie

s

O
pe

ra
te

d
by

fa
rm

er
s’

or
ga

ni
za

ti
on

w
it

h
fi

na
nc

ia
ls

up
po

rt
fr

om
go

ve
rn

m
en

ti
n

vi
ew

of
th

e
fa

ct
th

at
m

an
y

of
th

e
in

su
re

d
ar

e
‘w

el
fa

re
’

ca
se

s,
or

-P
ri

va
te

in
su

ra
nc

e
co

m
pa

ny
al

so
ge

tt
in

g
su

pp
or

tf
ro

m
go

ve
rn

m
en

t,
or

a
go

ve
rn

m
en

te
nt

it
y

cr
ea

te
d

fo
r

th
e

pu
rp

os
e

of
te

nt
im

es
un

de
r

th
e

um
br

el
la

of
ei

th
er

th
e

m
in

is
tr

y
of

fi
na

nc
e

or
ag

ri
cu

lt
ur

e

S
iz

e
of

fa
rm

s
es

pe
ci

al
ly

fo
r

th
os

e
to

re
ce

iv
e

su
bs

id
iz

ed
co

ve
ra

ge
.,

ge
og

ra
ph

ic
fo

r
kn

ow
n

po
or

fa
rm

in
g

co
m

m
un

it
ie

s

A
dv

er
se

se
le

ct
io

n-
m

or
al

ha
za

rd
is

su
e,

ca
ta

st
ro

ph
ic

ev
en

ts
-

un
du

e
in

fl
ue

nc
e

by
po

li
ti

ci
an

s,
-l

it
er

ac
y

of
fa

rm
er

s
on

in
su

ra
nc

e
pr

in
ci

pl
es

Fa
rm

er
s

m
ut

ua
lo

r
pr

iv
at

e
in

su
ra

nc
e

en
ti

ty
w

it
h

li
nk

ag
e

to
ba

nk
s

le
nd

in
g

to
fa

rm
er

s
or

m
ar

ke
ti

ng
bo

di
es

ha
nd

lin
g

fa
rm

er
s’

pr
od

uc
e

w
ith

po
ss

ib
le

re
in

su
ra

nc
e

ar
ra

ng
em

en
ts

w
it

h
pr

iv
at

e
re

-i
ns

ur
er

s
or

w
ith

go
ve

rn
m

en
t.

W
B

,A
D

B
,F

A
O

,
IF

A
D

13883-Asia.book  Page 652  Tuesday, December 11, 2001  11:54 AM



Summary of Selected Social Protection Policies 653

So
ci

al
Fu

nd
E

co
no

m
ic

re
fo

rm
,

ec
on

om
ic

tr
an

si
tio

n,
po

st
-e

co
no

m
ic

cr
is

is
,

po
st

-c
on

fl
ic

t,
re

fu
ge

e
re

se
tt

le
m

en
t,

ch
ro

ni
c

an
d

ac
ut

e
po

ve
rt

y,
po

st
-n

at
ur

al
di

sa
st

er
,

de
ce

nt
ra

li
za

ti
on

(w
he

re
so

ci
al

fu
nd

is
ba

se
d

w
ith

in
lo

ca
l

go
ve

rn
m

en
t)

R
el

at
iv

el
y

ef
fi

ci
en

t
an

d
ef

fe
ct

iv
e

du
e

to
op

er
at

io
na

l
in

de
pe

nd
en

ce
w

it
h

st
af

fi
ng

,p
ro

ce
du

re
s

an
d

ac
co

un
ta

bi
li

ty
;

ca
n

be
ef

fi
ci

en
tly

ta
rg

et
ed

ge
og

ra
ph

ic
al

ly
,a

nd
to

po
or

er
co

m
m

un
it

ie
s

an
d

gr
ou

ps
;s

co
pe

fo
r

si
gn

if
ic

an
tl

oc
al

pa
rt

ic
ip

at
io

n
an

d
ci

vi
ls

oc
ie

ty
st

re
ng

th
en

in
g

C
re

at
io

n
of

pa
ra

ll
el

st
ru

ct
ur

es
m

ay
be

pr
ob

le
m

at
ic

;s
tr

on
g

“p
ro

je
ct

”
ch

ar
ac

te
ri

st
ic

s
un

cl
ea

r
in

st
itu

tio
na

l
su

st
ai

na
bi

lit
y

an
d

te
nd

en
cy

to
re

m
ai

n
do

no
r

de
pe

nd
en

t;
te

nd
en

cy
to

di
ve

rt
at

te
nt

io
n

an
d

re
so

ur
ce

s
aw

ay
fr

om
st

re
ng

th
en

in
g

go
ve

rn
an

ce
st

ru
ct

ur
es

an
d

m
ai

ns
tr

ea
m

se
rv

ic
e

pr
ov

is
io

n

M
ai

nl
y

th
ro

ug
h

do
no

r
gr

an
ts

or
co

n-
ce

ss
io

na
ry

lo
an

s;
so

m
e

su
pp

or
tf

ro
m

na
ti

on
al

bu
dg

et
,

sc
he

m
e-

sp
ec

if
ic

lo
ca

l
co

nt
ri

bu
ti

on
s

in
ca

sh
an

d/
or

ki
nd

R
el

at
iv

el
y

in
de

pe
nd

en
t

m
an

ag
em

en
tu

ni
t

re
po

rt
in

g
to

PM
’s

or
Pr

es
id

en
t’

s
O

ff
ic

e;
pa

ra
ll

el
st

ru
ct

ur
e

to
li

ne
m

in
is

tr
ie

s
an

d
lo

ca
l

go
ve

rn
m

en
t-

re
gi

on
al

of
fi

ce
s

in
la

rg
er

fu
nd

s-
re

la
tiv

e
fr

ee
do

m
to

ch
oo

se
w

hi
ch

go
ve

rn
m

en
ti

ns
tit

ut
io

ns
to

as
so

ci
at

e

G
eo

gr
ap

hi
c:

de
pe

nd
s

on
av

ai
la

bl
e

po
ve

rt
y/

ne
ed

s
in

fo
rm

at
io

n;
po

or
er

an
d

is
ol

at
ed

co
m

m
un

it
ie

s
–

pr
ov

id
ed

pr
om

ot
io

n
an

d
ou

tr
ea

ch
ar

e
w

el
l-

or
ga

ni
ze

d;
w

om
en

an
d

ch
ild

re
n:

ke
y

be
ne

fi
ci

ar
ie

s
of

so
ci

al
in

fr
as

tr
uc

tu
re

fo
rm

at
io

n

Su
pp

ly
si

de
fi

na
nc

ia
l

an
d

pr
oc

ur
em

en
t

ab
us

e
w

it
ho

ut
tr

an
sp

ar
en

t
pr

oc
ed

ur
es

an
d

ef
fe

ct
iv

e
au

di
t;

di
ff

ic
ul

tt
o

pr
ov

id
e

pr
iv

at
e

go
od

s
(c

re
di

t,
ag

ri
cu

lt
ur

e
se

rv
ic

es
et

c.
)

un
le

ss
ef

fi
ci

en
t

in
te

rm
ed

ia
ri

es
ex

is
t;

do
m

in
at

io
n

by
el

it
e,

w
ith

ou
te

ff
ec

tiv
e

ou
tr

ea
ch

;p
oo

r
sc

he
m

e
qu

al
it

y
an

d
su

st
ai

na
bi

li
ty

w
ith

ou
t

go
od

co
m

m
un

ity
or

ga
ni

za
tio

n

L
oc

al
go

ve
rn

m
en

t,
im

pl
em

en
ta

ti
on

-l
in

e
m

in
is

tr
ie

s:
na

ti
on

al
st

an
da

rd
s

fo
r

ec
on

om
ic

an
d

so
ci

al
se

rv
ic

es
;f

in
an

ce
m

in
is

tr
y:

su
st

ai
na

bl
e

le
ve

lo
f

fu
tu

re
fi

na
nc

in
g;

pr
of

es
si

on
al

m
ic

ro
-

cr
ed

it
ag

en
ci

es
,

ag
ri

cu
ltu

re
an

d
bu

si
ne

ss
de

ve
lo

pm
en

t
in

st
it

ut
io

ns
;N

G
O

s—
to

as
si

st
pr

om
ot

io
n

an
d

ou
tr

ea
ch

;d
on

or
s

fo
r

fi
na

nc
in

g

D
is

as
te

r
pr

ev
en

ti
on

/
pr

ep
ar

ed
ne

ss
pr

og
ra

m

Po
or

co
m

m
un

it
ie

s
in

di
sa

st
er

-p
ro

ne
ar

ea
s

th
at

ar
e

su
bj

ec
te

d
to

re
cu

rr
in

g
fl

oo
di

ng
,

dr
ou

gh
t,

or
th

os
e

liv
in

g
in

ea
rt

hq
ua

ke
fa

ul
tl

in
es

,o
r

sl
op

es
of

ac
tiv

e
vo

lc
an

oe
s,

et
c.

In
m

an
y

in
st

an
ce

s,
th

is
sc

he
m

e
ha

s
pr

ov
en

to
be

an
ef

fe
ct

iv
e

w
ay

to
pr

ot
ec

tt
he

po
or

fr
om

va
ri

ou
s

ty
pe

of
na

tu
ra

lh
az

ar
ds

A
tt

im
es

,s
om

e
di

sa
st

er
pr

ev
en

ti
on

m
ea

su
re

s
li

ke
th

e
co

ns
tr

uc
tio

n
of

m
as

si
ve

in
fr

as
tr

uc
tu

re
s

to
pr

ev
en

tf
lo

od
in

g,
dr

ou
gh

t,
or

ot
he

r
fo

rm
s

of
na

tu
ra

lh
az

ar
ds

ar
e

ex
pe

ns
iv

e
to

pu
tu

p
an

d
m

ay
w

el
lb

e
be

yo
nd

th
e

fi
na

nc
ia

lc
ap

ab
ili

ty
of

so
m

e
de

ve
lo

pi
ng

co
un

tr
ie

s

G
ov

er
nm

en
ta

l
ex

pe
nd

it
ur

es
,f

or
ei

gn
do

no
r

In
te

rd
ep

ar
tm

en
ta

lo
r

m
in

is
te

ri
al

co
m

m
itt

ee
co

m
po

se
d

of
th

e
de

pa
rt

m
en

to
rm

in
is

tr
y

of
so

ci
al

w
el

fa
re

,d
ef

en
se

,
he

al
th

,p
ub

lic
w

or
ks

an
d

ot
he

rs
w

it
h

pr
ov

in
ci

al
an

d
m

un
ic

ip
al

ch
ap

te
rs

in
vo

lv
in

g
th

e
lo

ca
l

go
ve

rn
m

en
tu

ni
ts

at
th

es
e

le
ve

ls

G
eo

gr
ap

hi
c

ta
rg

et
in

g
di

re
ct

ed
at

di
sa

st
er

-
pr

on
e

ar
ea

s

C
or

ru
pt

io
n

in
th

e
gr

an
ta

s
w

el
la

s
in

th
e

im
pl

em
en

ta
ti

on
of

pu
bl

ic
w

or
k

co
nt

ra
ct

s;
in

fl
ue

nc
e

of
po

lit
ic

ia
ns

N
at

io
na

la
nd

lo
ca

l
go

ve
rn

m
en

ts
lin

ki
ng

w
it

h
lo

ca
la

nd
na

tio
na

lm
ed

ia
(p

re
ss

,r
ad

io
an

d
T

V
)

as
w

el
la

s
w

it
h

N
G

O
s

an
d

ot
he

r
lo

ca
la

id
as

so
ci

at
io

ns
.a

nd
in

te
rn

at
io

na
lb

od
ie

s
li

ke
th

e
R

ed
C

ro
ss

,
A

si
an

D
is

as
te

r
Pr

ep
ar

ed
ne

ss
C

en
te

r,
et

c.

P
ro

te
ct

in
g

C
om

m
un

it
ie

s:
M

ic
ro

an
d

A
re

a-
B

as
ed

Sc
he

m
es

(c
on

ti
nu

ed
)

P
ol

ic
y

In
st

ru
m

en
t

M
os

t
su

it
ed

to
A

dv
an

ta
ge

s
D

is
ad

va
nt

ag
es

T
yp

ic
al

F
in

an
ci

ng
T

yp
ic

al
In

st
it

ut
io

na
l

St
ru

ct
ur

e
T

ar
ge

ti
ng

M
ec

ha
ni

sm
s

R
is

ks
G

oo
d

pa
rt

ne
rs

hi
ps

13883-Asia.book  Page 653  Tuesday, December 11, 2001  11:54 AM



654 Appendix 1
C

hi
ld

P
ro

te
ct

io
n

P
ol

ic
y

In
st

ru
m

en
t

M
os

t
su

it
ed

to
A

dv
an

ta
ge

s
D

is
ad

va
nt

ag
es

T
yp

ic
al

F
in

an
ci

ng
T

yp
ic

al
In

st
it

ut
io

na
l

St
ru

ct
ur

e

T
ar

ge
ti

ng
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
pa

rt
ne

rs
hi

ps

E
ar

ly
C

hi
ld

D
ev

el
op

m
en

t
(i

)
Im

m
un

iz
at

io
n

(e
.g

.,
T

B
,D

PT
,p

ol
io

an
d

m
ea

sl
es

)

In
fa

nt
s

an
d

ch
il

dr
en

(+
pr

eg
na

nt
w

om
en

,e
.g

.
te

ta
nu

s
in

je
ct

io
ns

)

Pr
ev

en
ts

di
se

as
es

,c
os

t-
ef

fi
ci

en
t

R
eq

ui
re

s
sk

il
le

d
he

al
th

st
af

f
an

d
ac

ce
ss

to
af

fo
rd

ab
le

va
cc

in
e

G
ov

er
nm

en
ta

nd
/

or
do

no
r

fu
nd

in
g

H
ea

lt
h

cl
in

ic
s,

sc
ho

ol
s

C
at

eg
or

ic
al

ta
rg

et
in

g
by

ag
e

In
ad

eq
ua

te
he

al
th

se
rv

ic
e

sy
st

em
w

it
h

li
m

it
ed

co
ve

ra
ge

,
st

or
ag

e
fo

r
va

cc
in

es
;

sk
il

ls
of

he
al

th
pe

rs
on

ne
l

H
ea

lt
h

an
d

ed
uc

at
io

n
au

th
or

it
ie

s,
lo

ca
l

go
ve

rn
m

en
ta

nd
N

G
O

s/
re

li
gi

ou
s

in
st

it
ut

io
ns

,
U

N
IC

E
F,

W
H

O
m

ul
ti

la
te

ra
ls

an
d

bi
la

te
ra

ls

(i
i)

Sa
lt

io
di

za
ti

on
an

d
ot

he
r

m
ic

ro
nu

tr
ie

nt
an

d
vi

ta
m

in
fo

rt
if

ic
at

io
n

an
d

su
pp

le
m

en
ta

ti
on

W
ho

le
po

pu
la

ti
on

w
it

h
sp

ec
ia

l
re

fe
re

nc
e

to
ch

il
dr

en
(s

up
pl

em
en

tt
o

un
de

r-
fi

ve
s)

an
d

m
ot

he
rs

(e
.g

.,
ir

on
)

Pr
ev

en
ts

m
al

nu
tr

it
io

n
an

d
m

ic
ro

-n
ut

ri
en

td
ef

ic
ie

nc
y

an
d

he
nc

e
im

pa
ir

m
en

to
f

le
ar

ni
ng

ab
il

it
y

an
d

re
du

ce
d

ad
ul

tp
ro

du
ct

iv
it

y.
;v

er
y

co
st

ef
fi

ci
en

t(
fo

rt
if

y
th

an
su

pp
le

m
en

t)

C
os

t-
ef

fi
ci

en
cy

m
ay

be
af

fe
ct

ed
if

th
er

e
is

no
na

ti
on

al
/

lo
ca

lp
ro

ce
ss

in
g

fa
ci

li
ty

;
su

st
ai

na
bi

li
ty

G
ov

er
nm

en
ta

nd
/

or
do

no
r

fu
nd

in
g,

co
ns

um
er

s

N
at

io
na

lh
ea

lt
h

au
th

or
iti

es
,f

oo
d

pr
oc

es
si

ng
en

te
rp

ri
se

s

D
is

tr
ib

ut
io

n
th

ro
ug

h
he

al
th

cl
in

ic
s

an
d

sc
ho

ol
he

al
th

cl
in

ic
s

an
d

th
ro

ug
h

lo
ca

l
fo

od
st

or
es

N
ot

al
lf

or
m

s
of

fo
rt

if
ic

at
io

n
su

it
ab

le
fo

r
al

lc
ul

tu
re

s;
ne

ed
to

in
ve

st
ig

at
e

lo
ca

l
co

nt
ex

t

H
ea

lt
h

an
d

E
du

ca
ti

on
A

ut
ho

ri
ti

es
,L

oc
al

go
ve

rn
m

en
ta

nd
N

G
O

s/
re

li
gi

ou
s

in
st

it
ut

io
ns

,
U

N
IC

E
F,

W
H

O
m

ul
ti

la
te

ra
la

nd
bi

la
te

ra
ls

an
d

fo
od

pr
od

uc
er

s
an

d
di

st
ri

bu
to

rs

(i
ii

)
Pr

e-
sc

ho
ol

ca
re

an
d

pr
ov

is
io

n,
in

cl
ud

in
g

br
ea

st
fe

ed
in

g
an

d
ch

il
d’

s
ad

eq
ua

te
ps

yc
ho

m
ot

iv
e

de
ve

lo
pm

en
t

0-
5

ye
ar

ol
d

ch
il

dr
en

M
en

ta
l/

ph
ys

ic
al

de
ve

lo
pm

en
to

f
ch

il
dr

en
,

pr
ev

en
tm

al
nu

tr
iti

on
;

in
cr

ea
se

d
le

ar
ni

ng
ab

il
it

y

Po
or

fa
m

il
ie

s
un

ab
le

to
in

ve
st

ti
m

e/
co

st
;‘

ne
w

’
co

nc
ep

ti
n

m
an

y
cu

lt
ur

es
w

it
h

po
ss

ib
le

cu
ltu

ra
l

re
lu

ct
an

ce

G
ov

er
nm

en
t,

em
pl

oy
er

s,
re

li
gi

ou
s

in
st

it
ut

io
ns

,
do

no
rs

D
ay

ca
re

ce
nt

er
s,

ki
nd

er
ga

rt
en

s,
fa

m
il

y-
ba

se
d

C
at

eg
or

ic
al

–
m

ot
he

rs
th

ro
ug

h
he

al
th

ce
nt

er
s;

co
m

m
un

it
y

m
ob

il
iz

at
io

n,
ch

ur
ch

es
re

lig
io

us
gr

ou
ps

,p
ar

en
t

co
m

m
it

te
es

C
os

ta
nd

su
st

ai
na

bi
li

ty
,

cu
lt

ur
al

at
ti

tu
de

s;
lo

ca
lr

ev
en

ue
le

ve
l;

sk
ill

ed
pe

rs
on

ne
l.

G
ov

er
nm

en
t,

co
m

m
un

it
y

gr
ou

ps
,U

N
IC

E
F,

W
H

O
,

m
ul

ti
la

te
ra

la
nd

bi
la

te
ra

l
do

no
rs

Sc
ho

ol
fe

e
w

ai
vi

ng
—

pr
im

ar
y

ed
uc

at
io

n
5-

14
ye

ar
ol

d
ch

il
dr

en
R

ed
uc

es
ch

il
d

la
bo

r;
de

ve
lo

p
sk

ill
s

an
d

qu
al

if
ic

at
io

ns
of

ch
il

dr
en

fr
om

lo
w

-i
nc

om
e

ba
ck

gr
ou

nd
;h

el
ps

fa
m

ili
es

in
th

e
lo

ng
te

rm
to

ge
to

ut
of

po
ve

rt
y

si
tu

at
io

n

C
os

t.
M

os
t

de
ve

lo
pi

ng
co

un
tr

ie
s

an
d

fa
m

il
ie

s
ha

ve
di

ff
ic

ul
tie

s
in

m
ee

tin
g

co
st

s

G
ov

er
nm

en
ta

nd
do

no
r

fu
nd

in
g

Pr
im

ar
y

sc
ho

ol
s

M
ea

ns
te

st
ed

an
d

pr
ox

y-
m

ea
ns

te
st

ed
(c

om
m

un
it

ie
s

th
ro

ug
h

ed
uc

at
io

n
au

th
or

it
ie

s)

L
ea

ka
ge

to
no

n-
po

or
;p

oo
ra

re
as

m
ay

no
ta

va
il

sc
ho

ol
s;

sk
il

le
d

te
ac

he
rs

an
d

cu
rr

ic
ul

ar
m

at
er

ia
l

m
ay

be
in

ad
eq

ua
te

G
ov

er
nm

en
ta

nd
co

m
m

un
it

ie
s.

C
hu

rc
he

s/
re

li
gi

ou
s

in
st

it
ut

io
ns

if
pl

ay
in

g
a

ro
le

in
ed

uc
at

io
n,

U
N

IC
E

F,
W

B
,A

D
B

,
do

no
rs

W
ai

vi
ng

of
he

al
th

fe
es

Pr
eg

na
nt

an
d

la
ct

at
in

g
m

ot
he

rs
,a

nd
ch

il
dr

en
in

po
or

es
t

fa
m

ili
es

,
or

ph
an

s,
st

re
et

ch
il

dr
en

Pr
ov

is
io

n
of

he
al

th
se

rv
ic

es
to

th
os

e
m

os
ti

n
ne

ed
:

pu
bl

ic
go

od
ar

gu
m

en
t,

di
se

as
e

co
nt

ro
l,

su
pe

rv
is

io
n

of
nu

tr
it

io
na

ls
ta

tu
s

C
os

tl
y

si
nc

e
th

is
gr

ou
p

ne
ed

s
fr

eq
ue

nt
he

al
th

se
rv

ic
e

an
d

tr
ea

tm
en

t;
he

al
th

se
rv

ic
es

in
ad

eq
ua

te
an

d
to

o
th

in
ly

sp
re

ad
ge

og
ra

ph
ic

al
ly

G
ov

er
nm

en
t

(n
at

io
na

la
nd

lo
ca

l)
,i

n
so

m
e

ca
se

s
he

al
th

se
rv

ic
es

pr
ov

id
ed

by
re

li
gi

ou
s

in
st

it
ut

io
ns

or
ch

ar
it

ie
s

M
in

is
tr

y
of

he
al

th
an

d
lo

ca
l

he
al

th
au

th
or

it
ie

s
th

ro
ug

h
li

ai
so

n
w

ith
m

in
is

tr
y

of
so

ci
al

w
el

fa
re

G
eo

gr
ap

hi
ca

l
(a

cc
or

di
ng

to
pa

rt
ic

ul
ar

gr
ou

p)
;

pr
ox

y
m

ea
ns

-t
es

tin
g;

sp
ec

if
ic

ta
rg

et
in

g
of

or
ph

an
s,

st
re

et
ch

ild
re

n
et

c.

M
is

us
e

by
be

ne
fi

ci
ar

ie
s;

co
st

m
ay

be
di

ve
rt

ed
to

ot
he

r
ci

ti
ze

ns
ca

us
in

g
di

sc
on

te
nt

.
L

ac
k

of
ad

eq
ua

te
se

rv
ic

es
an

d
ap

pr
op

ri
at

e
sk

il
ls

of
pe

rs
on

ne
l

N
at

io
na

la
nd

lo
ca

l
go

ve
rn

m
en

t,
w

el
fa

re
of

fi
ce

s,
pr

iv
at

e
he

al
th

pr
ov

id
er

s,
W

H
O

an
d

U
N

IC
E

F,
do

no
rs

13883-Asia.book  Page 654  Tuesday, December 11, 2001  11:54 AM



Summary of Selected Social Protection Policies 655

St
re

et
ch

il
dr

en
pr

og
ra

m
s

B
ot

h
fu

ll
-t

im
e

an
d

pa
rt

-t
im

e
st

re
et

ch
il

dr
en

;
im

po
rt

an
tt

o
ta

ke
in

to
ac

co
un

tt
he

ag
e

an
d

de
ve

lo
pm

en
to

f
ea

ch
ch

il
d

Pr
ov

id
in

g
ch

il
dr

en
w

it
h

op
po

rt
un

it
ie

s
fo

r
th

ei
r

fu
tu

re
;a

cc
es

s
to

sh
el

te
r,

ca
re

,e
du

ca
ti

on
;p

ro
m

ot
e

so
ci

al
in

cl
us

io
n

an
d

ac
ce

ss
to

la
bo

r
m

ar
ke

ts

C
os

tt
o

fa
m

ily
an

d
so

ci
et

y.
M

ay
ca

us
e

st
ig

m
at

iz
at

io
n

of
ta

rg
et

gr
ou

p.
In

st
it

ut
io

na
li

za
ti

on
(c

om
m

on
fo

rm
of

in
te

rv
en

ti
on

)
m

ay
be

qu
es

tio
na

bl
e

as
re

ga
rd

s
ef

fi
ci

en
cy

an
d

su
st

ai
na

bi
li

ty

G
ov

er
nm

en
t,

N
G

O
s,

re
li

gi
ou

s
in

st
it

ut
io

ns
,

pr
iv

at
e

en
te

rp
ri

se
(e

.g
.,

th
ro

ug
h

sk
il

ls
tr

ai
ni

ng
an

d
ap

pr
en

ti
ce

sh
ip

s)

D
ro

p-
in

ce
nt

er
s,

ne
tw

or
ks

,f
os

te
r

fa
m

il
ie

s,
tr

ai
ni

ng
ce

nt
er

s

O
ut

re
ac

h
w

or
k,

fi
el

d
w

or
k

ca
rr

ie
d

ou
tb

y
so

ci
al

w
or

ke
rs

Fo
od

pr
ov

is
io

n
an

d
ot

he
r

se
rv

ic
es

m
ay

at
tr

ac
to

th
er

po
or

ch
il

dr
en

to
st

re
et

ou
t

of
si

m
pl

e
ne

ed
.

A
tt

it
ud

es
to

w
ar

ds
st

re
et

ch
ild

re
n

an
d

la
ck

of
un

de
rs

ta
nd

in
g

G
ov

er
nm

en
t(

na
ti

on
al

an
d

lo
ca

l)
,N

G
O

s,
re

li
gi

ou
s

in
st

it
ut

io
ns

,C
B

O
s,

po
li

ce
an

d
m

ag
is

tr
at

e’
s

co
ur

t,
U

N
IC

E
F,

do
no

rs

Pr
og

ra
m

s
to

co
m

ba
t

ch
il

d
la

bo
r

C
hi

ld
re

n
in

vo
lv

ed
in

ha
za

rd
ou

s
w

or
k

an
d

w
or

k
im

pe
di

ng
th

ei
r

“n
or

m
al

”
de

ve
lo

pm
en

t

Pr
ev

en
ts

w
or

k-
re

la
te

d
lo

ng
-

te
rm

de
tr

im
en

ta
le

ff
ec

ts
on

ch
il

dr
en

’s
he

al
th

an
d

su
pp

or
ts

th
ei

r
fu

tu
re

po
te

nt
ia

li
n

th
e

la
bo

r
m

ar
ke

t

C
hi

ld
la

bo
r

is
no

rm
al

ly
th

e
re

su
lt

of
a

de
sp

er
at

e
ho

us
eh

ol
d

ec
on

om
ic

si
tu

at
io

n.
Po

ve
rt

y
al

le
vi

at
io

n
is

a
pr

er
eq

ui
si

te
in

m
os

tc
as

es

G
ov

er
nm

en
ta

nd
do

no
r

fu
nd

in
g.

E
m

pl
oy

er
s

A
lte

rn
at

iv
e

in
co

m
e

po
ss

ib
ili

tie
s

fo
r

ho
us

eh
ol

ds
th

ro
ug

h
go

ve
rn

m
en

t
em

pl
oy

m
en

t
sc

he
m

es
fo

r
ad

ul
ts

C
oo

pe
ra

ti
on

w
it

h
em

pl
oy

er
s’

as
so

ci
at

io
ns

;v
is

it
s

to
en

te
rp

ri
se

s
em

pl
oy

in
g

ch
il

dr
en

N
o

ot
he

r
op

ti
on

s
fo

r
fa

m
il

ie
s;

re
lu

ct
an

ce
fr

om
em

pl
oy

er
s

du
e

to
ex

tr
a

co
st

G
ov

er
nm

en
t,

em
pl

oy
er

s’
as

so
ci

at
io

ns
,t

ra
de

un
io

ns
,

N
G

O
s,

IL
O

,d
on

or
s

Pr
og

ra
m

s
to

as
si

st
th

e
gi

rl
ch

ild
Fa

m
il

ie
s

w
it

h
gi

rl
ch

il
dr

en
G

en
de

r
eq

ui
ty

;b
et

te
r

pr
ep

ar
ed

fu
tu

re
m

ot
he

rs
;

la
rg

e
so

ci
al

an
d

ec
on

om
ic

po
te

nt
ia

l;
ef

fe
ct

iv
e

po
ve

rt
y

al
le

vi
at

io
n;

pr
ev

en
tio

n
of

ch
il

d
pr

os
ti

tu
ti

on

C
os

tt
o

re
pl

ac
e

va
lu

e
of

fr
ee

gi
rl

s’
w

or
k

w
it

hi
n

ho
us

eh
ol

d
or

ou
ts

id
e

G
ov

er
nm

en
ta

nd
do

no
r

fu
nd

in
g

G
ov

er
nm

en
t

au
th

or
iti

es
re

sp
on

si
bl

e
fo

r
ge

nd
er

is
su

es
;

ed
uc

at
io

na
l

au
th

or
iti

es

O
ut

re
ac

h
w

or
k;

ge
nd

er
aw

ar
en

es
s

ca
m

pa
ig

ns
;w

om
en

’s
gr

ou
ps

C
ul

tu
ra

la
tt

it
ud

es
to

w
ar

ds
ge

nd
er

di
ff

ic
ul

tt
o

ch
an

ge

G
ov

er
nm

en
t,

ed
uc

at
io

na
l

au
th

or
it

ie
s,

N
G

O
s

an
d

C
B

O
s,

w
om

en
’s

gr
ou

ps
,

do
no

rs

Pr
og

ra
m

s
fo

r
ch

il
dr

en
w

it
h

di
sa

bi
li

ti
es

(C
W

D
)

A
ll

ch
il

dr
en

w
it

h
di

sa
bi

li
ti

es
bu

tw
it

h
se

pa
ra

te
pr

og
ra

m
s

fo
r

th
os

e
w

ith
se

ve
re

di
sa

bi
li

ti
es

“N
or

m
al

iz
in

g”
C

W
D

bu
il

di
ng

on
th

ei
r

re
so

ur
ce

s
an

d
re

du
ci

ng
co

st
to

fa
m

il
ie

s
an

d
so

ci
et

y

C
hi

ld
re

n
w

it
h

se
ve

re
di

sa
bi

li
ti

es
re

qu
ir

e
co

st
ly

sp
ec

ia
lp

ro
gr

am
s

an
d

fo
rm

s
of

ca
re

G
ov

er
nm

en
t,

ch
ar

it
ie

s
an

d
re

li
gi

ou
s

in
st

it
ut

io
ns

,
N

G
O

s,
do

no
rs

Sp
ec

ia
lc

ar
e

ce
nt

er
s;

sc
ho

ol
s;

tr
ai

ni
ng

ce
nt

er
s

C
at

eg
or

ic
al

ta
rg

et
in

g
by

ty
pe

an
d

se
ve

ri
ty

of
di

sa
bi

li
ty

C
os

t;
la

ck
of

sp
ec

if
ic

sk
il

ls
an

d
eq

ui
pm

en
t

w
it

hi
n

ca
re

sy
st

em
;

C
W

D
re

ga
rd

ed
as

co
st

w
it

h
no

re
tu

rn
s

G
ov

er
nm

en
t,

sc
ho

ol
s,

N
G

O
s,

re
li

gi
ou

s
in

st
it

ut
io

ns
,i

nt
er

na
ti

on
al

or
ga

ni
za

tio
ns

fo
r

pe
op

le
w

it
h

di
sa

bi
li

tie
s,

do
no

rs

Y
ou

th
cl

ub
s

an
d

ot
he

r
ac

tiv
it

ie
s

fo
r

yo
un

g
pe

op
le

A
do

le
sc

en
ts

P
ro

m
ot

e
so

ci
al

in
cl

us
io

n;
pr

ev
en

td
ru

g
an

d
al

co
ho

l
ab

us
e;

ea
rl

y
pr

eg
na

nc
ie

s,
S

T
Is

C
os

tl
y

cu
lt

ur
al

at
ti

tu
de

s
(a

cc
ep

ta
nc

e
of

‘y
ou

th
’)

L
oc

al
go

ve
rn

m
en

t,
em

pl
oy

er
s,

N
G

O
s,

ch
ur

ch
es

/r
el

ig
io

us
in

st
it

ut
io

ns
,

cu
lt

ur
al

as
so

ci
at

io
ns

Y
ou

th
cl

ub
s,

ch
ild

ri
gh

ts
cl

ub
s,

sp
or

tc
lu

bs
,

cu
lt

ur
al

as
so

ci
at

io
ns

O
ut

re
ac

h
w

or
k

am
on

g
ta

rg
et

gr
ou

ps
,

pe
er

gr
ou

ps

C
os

t(
bu

il
di

ng
s,

pe
rs

on
ne

l,
m

at
er

ia
l)

G
ov

er
nm

en
ta

nd
N

G
O

s,
cl

ub
s,

ch
ur

ch
es

/r
el

ig
io

us
in

st
it

ut
io

ns
,l

oc
al

co
m

m
un

it
ie

s

C
hi

ld
P

ro
te

ct
io

n
(c

on
ti

nu
ed

)

P
ol

ic
y

In
st

ru
m

en
t

M
os

t
su

it
ed

to
A

dv
an

ta
ge

s
D

is
ad

va
nt

ag
es

T
yp

ic
al

F
in

an
ci

ng
T

yp
ic

al
In

st
it

ut
io

na
l

St
ru

ct
ur

e

T
ar

ge
ti

ng
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
pa

rt
ne

rs
hi

ps

13883-Asia.book  Page 655  Tuesday, December 11, 2001  11:54 AM



656 Appendix 1

So
ur

ce
:J

.A
ba

da
,A

.A
br

ah
ar

t,
A

.B
at

ki
n,

P.
C

ra
w

fo
rd

,D
.G

en
t,

F.
H

ow
el

ll,
I.

O
rt

iz
,P

.V
er

m
e

A
dv

oc
ac

y
an

d
aw

ar
en

es
s

of
ch

il
dr

en
’s

ri
gh

ts

W
ho

le
po

pu
la

ti
on

H
el

ps
ch

an
ge

at
ti

tu
de

to
w

ar
ds

ch
il

dr
en

;e
m

po
w

er
ch

il
dr

en
to

en
ab

le
th

em
so

lv
e

ow
n

pr
ob

le
m

s;
en

su
re

th
at

ca
se

s
of

ch
il

d
ab

us
e

ar
e

sa
nc

ti
on

ed
an

d
pr

ev
en

te
d

C
ul

tu
ra

la
tt

it
ud

es
.

E
ns

ur
e

th
at

aw
ar

en
es

s
m

at
er

ia
l

is
un

if
or

m
an

d
ea

sy
to

un
de

rs
ta

nd
fo

r
ge

ne
ra

lp
ub

li
c

G
ov

er
nm

en
tw

ith
in

te
rn

at
io

na
l

as
si

st
an

ce

C
om

m
un

ity
co

m
m

it
te

es
,c

hi
ld

ri
gh

ts
cl

ub
s,

m
ed

ia
,j

ud
ic

ia
l

sy
st

em
an

d
po

li
ce

,s
ch

oo
ls

.

C
om

m
un

it
y

co
m

m
it

te
es

an
d

lo
ca

l
go

ve
rn

m
en

t.
M

ed
ia

an
d

ot
he

r
re

po
rt

s

C
ul

tu
ra

la
tt

it
ud

es
an

d
br

ib
er

y
m

ay
in

hi
bi

tp
ro

se
cu

ti
on

of
ch

il
d

ab
us

er
s;

qu
al

if
ie

d
pe

rs
on

ne
l

(e
.g

.,
co

un
se

lo
rs

)

G
ov

er
nm

en
t,

po
li

ce
an

d
m

ag
is

tr
at

e’
s

co
ur

t,
ne

w
sp

ap
er

s/
ra

di
o/

T
V

,
sc

ho
ol

s,
N

G
O

s,
cl

ub
s,

ch
ur

ch
es

/r
el

ig
io

us
in

st
it

ut
io

ns
,a

nd
lo

ca
l

co
m

m
un

it
ie

s

C
hi

ld
P

ro
te

ct
io

n
(c

on
ti

nu
ed

)

P
ol

ic
y

In
st

ru
m

en
t

M
os

t
su

it
ed

to
A

dv
an

ta
ge

s
D

is
ad

va
nt

ag
es

T
yp

ic
al

F
in

an
ci

ng
T

yp
ic

al
In

st
it

ut
io

na
l

St
ru

ct
ur

e

T
ar

ge
ti

ng
M

ec
ha

ni
sm

s
R

is
ks

G
oo

d
pa

rt
ne

rs
hi

ps

13883-Asia.book  Page 656  Tuesday, December 11, 2001  11:54 AM



© 2001 Asian Development BankSocial Protection in Asia and the Pacific

Appendix 2:
Glossary of Social Protection
Terms1

Social protection is defined as the set of policies and programs designed to
reduce poverty and vulnerability by promoting efficient labor markets, diminishing
people’s exposure to risks, and enhancing their capacity to protect themselves against
hazards and interruption/loss of income. The policies and procedures included in
social protection involve five major kinds of activities: labor market policies and
programs, social insurance programs, social assistance, micro and area-based
schemes, and child protection.

“Social safety net” and “social security” are sometimes used as an alternative to
“social protection.” The Asian Development Bank (ADB) Interdepartmental Working
Group found that in describing the range of developmental concerns with which this
volume is dealing, however, the term “social protection” was the more common in
international usage and decided to use that term. The term “social safety net” appears
to have a less precise meaning. Some people use it to mean the whole set of programs
and policies discussed in this volume, others use it to refer only to welfare and targeted
programs for the poor. On the other hand, the term “social security” is used to refer to
the comprehensive mechanisms and coverage in developed countries, and is less
applicable to new areas such as community, micro and area-based schemes.

Labor market policies and programs designed to facilitate labor adjustments
and promote the efficient operation of labor markets. Labor market is a term used in
labor economics to indicate the exchange between the demand and supply of labor for
a nation, region, industry and/or occupation. The outcomes of this process include the
level of (un)employment, pay and employment conditions.

Labor codes are regulatory frameworks containing provisions on labor relations
as well as standards for working conditions including, for example, provisions on
working hours, minimum age, minimum wage, occupational safety and health, social
security and provisions regarding the special needs of women.

Active labor market programs are interventions to encourage people to take
positive actions to improve their employment prospects. They include vocational
training and retraining, employment services, job search assistance, organization of
job fairs.

1. Source: ADB Interdepartmental Working Group on Social Protection.
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Labor exchanges and Employment services are designed to help match
employers' job vacancies with workers looking for jobs. They may be operated by the
state, by particular employers or group of employers, by NGOs or by the private sector.

Social insurance programs cushion the risks associated with unemployment,
disability, work injury, and old age. These programs are usually tied to replace a
specified percentage of a worker’s previous earnings, with the percentage a function
of work years, level of pay and often social criteria such family size and credit for
certain nonwork periods (e.g., child care, registered unemployment) or below-average
earnings. These programs may be either contributory or noncontributory. The former
are financed, at least in large part, through earnings-related contributions from
employers and/or employees, whereas the latter are financed from the general budget.
Eligibility for benefits under contributory programs is usually limited to those who
have made a minimum number of contributions.

Demogrant is a noncontributory benefit paid to individuals solely on the basis of
meeting specified demographic criteria (i.e., age, residence, disability); normally
demogrant benefits are financed on a pay-as-you-go basis.

Unemployment insurance is a program designed to replace a percentage of prior
earnings in covered employment for those who have lost their jobs. Benefits are
usually limited to those who were previously employed and tend to last for only a
specific period of time. Unemployment insurance is tied to job search requirements
and registration with labor exchanges but is not means-tested. Unemployment
insurance is usually designed to deal with frictional and structural unemployment. In
its latter aspect, it is a tool of macroeconomic policy as well as a means of social
protection in that it allows consumption levels to be maintained in the face of
temporary declines in employment and output.

Severance pay programs mandate that employers provide workers who are
terminating their employment with a sum of money that is related to past periods of
employment and pay. They usually are a liability of the employer for which separate
provision has to be made (see “funding” below).

Work injury or workmen compensation programs are designed to compensate
workers for work-related injuries or diseases. Employers pay premiums to finance
costs, with premiums often related to an employer’s claims experience. In some
countries, these programs, though mandated by law, are run through private insurers.

Disability or invalidity insurance (pensions) is usually linked with old-age and
survivors’ insurance. Such programs cover both nonwork and work-related injuries or
diseases that render a person incapable of working in full or in part. Some countries
have programs only for permanent and total disability. Others have programs that
compensate a worker for disabilities that limit the hours or type of work an individual
can perform. Though tied to initial and ongoing reviews of work capacity, disability
insurance programs are not means-tested. Most counties provide disability insurance
through public programs, usually financed on a pay-as-you-go basis, but some
countries have moved to requiring the purchase of disability cover through private
insurance companies.
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Survivors’ insurance (pensions) is usually linked with old age and disability
insurance. Two types of protection are involved: (a) death of the insured before
retirement, and (b) death of a pensioner in retirement. In the case of “young survivors”
insurance, the primary focus is on surviving children and the surviving caretaker
parent, although other dependent family members may be covered. In the case of post-
retirement death, the focus is on the survivor of an aged spouse-pensioner. Most
countries provide survivors’ protection through public programs, usually financed on
a pay-as-you-go basis, but some countries have moved to requiring the purchase of
term insurance for young survivors through private insurance companies.

Old-age insurance or pensions are usually linked with disability and survivors’
pensions, but the options for old-age provision are larger.

• Pensions, strictly construed, are periodic payments after retirement for the life
of the pensioner (and usually surviving aged spouse). Many countries’ old-
age schemes, however, only allow for lump sum withdrawals upon retirement
(e.g., provident funds), leaving it to individuals to allocate the sum over their
retirement years.

• Defined benefit schemes are ones in which a worker’s promised pension or
lump sum is a function of a formula tied to years worked, earnings and social
criteria and in which some entity—state, employer, insurance company—
bears the financial risk of the promise or entitlement embedded in the
formula. Defined contribution schemes are ones in which a worker receives
an accumulation based on contributions and investment returns. The worker
bears the financial risk. Many hybrid schemes exist that contain both defined
contribution and defined benefit elements.

• Many countries finance their mandatory old age (and related disability and
survivors) pensions through a state scheme on a pay-as-you-go basis. That is,
current revenues—mostly from a specific contribution (payroll tax)—are
used to cover current benefits. (Such schemes, however, often will have some
assets to cover periods of cyclical unemployment or negative wage growth).
Some countries finance their mandatory monopoly state pension schemes
through a combination of pay-as-you-go financing and funding (see funding
below). These so-called partially funded schemes have large asset reserves
designed to hold down future contribution levels.

• Many countries finance old age provision on a fully funded basis. This might
be done either through a state monopoly scheme, which is usually called a
provident fund. Another means is a legal mandate imposed on employers,
workers, or both to accumulate assets in a special or general purpose financial
intermediary (e.g., as in Latin America and Europe) equal to promised
benefits or targeted account levels. Such mandated pensions are usually
defined contribution pensions.

• Many countries also have voluntary occupational pension schemes that are
tax-advantaged such that accumulations receive a tax-free return and lifetime
compensation is more lightly taxed. These tax advantages are sometimes
extended to voluntary individual retirement savings.
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• Countries often surround mandatory and, in some instances, even voluntary
funded pensions with explicit guarantees, thus introducing a defined benefit
element to what might otherwise be a defined contribution system. These
guarantees create contingent liabilities for governments.

• Some countries require coverage through both a universal state scheme
(entirely pay-as-you-go or partially funded) and a fully funded scheme that
operates as a mandate on employers or workers.

“Funding” is a term that has several meanings. The strictest meaning is that the
entity that is responsible for the promised pension or the retirement accumulation must
hold title to a diversified portfolio of marketable assets equal to the promised pension
or the recorded accumulation. However, the term is also used to cover many provident
schemes where the accumulation is backed solely or primarily by government bonds
that are not generally marketable. Similarly, the term is used by some to cover cases
where an employer is making a pension promise backed solely or primarily by its
future earnings (“book reserve”).

Universal programs are not contribution-related and are financed from the
general budget. In a few countries, such benefits—typically a children’s allowance or
a citizens’ old-age pension—are a function only of age and citizenship (or residence),
though they may be taxable.

Social assistance and welfare service programs protect those with no other
means of adequate support. A few countries use means-tested programs to cover a very
large portion of the population against the contingencies of old age, disability, death
or unemployment.

Most countries, however, use a combination of social insurance programs and
means-tested social assistance with the latter reserved for filling the cracks. Social
assistance also includes government and nongovernment institutions that provide
residential care and in-home services to particular groups such as orphans and frail
elderly.

Four main targeting methods are available:
• Group targeting. provides benefits to a specific population group (e.g.,

mothers, children, communities in a particular geographical area); this is the
easiest targeting method but leakages to the nonpoor are normally large.

• Means testing. Means-tested targeted programs provide benefits to
households below certain income level; means testing is more accurate in
targeting poverty but it has larger transaction costs than group targeting.

• Proxy-means testing is a subset of means-testing, in which targeting is done
through other (easy-to-collect) indicators or proxies to correlate the level of
income/poverty of beneficiaries; on a temporary basis, it is possible simply to
give discretion to local public officials or to a local NGO.

• Self-selection avoids moral hazard by imposing disincentives to participants
into programs, either because the benefits are too low or because there is some
social stigma associated with them (e.g., food-for-work programs, public

13883-Asia.book  Page 660  Tuesday, December 11, 2001  11:54 AM



Glossary of Social Protection Terms 661

works because normally only those in truly need would accept them).
However, given that benefits are normally below market wages, these
programs are not effective in bringing people out of poverty.

Most social assistance programs are means-tested. Formal means-testing
involves conditioning benefits as a function of a person’s or household’s other income
and assets. Some means-tests exclude some income and particularly some assets from
the testing. A common exclusion is the house and a minimum amount of agricultural
land. Where formal means-tests are not practical, informal approaches to targeting
benefits, or proxy-means testing, can be employed. These involve using proxies such
as household size and composition (e.g., single parent), geographic area, age,
disability as an alternative measure of the need for assistance.

Social funds are parastatal agencies financed by national governments to
operate in local communities, sometimes through NGOs, to provide temporary
employment in public works and essential basic services. Projects selected tend to be
those that will improve the local social infrastructure and services, such as schools,
hospitals, and roads.

Agricultural insurance is a financial mechanism that aims to reduce the
uncertainty of loss by pooling together large numbers of uncertainties so that the
burden of loss can be distributed. Agricultural insurance extends the concept of
insurance to the different types of agricultural undertakings. Crop insurance is a
mechanism through which farmers are protected from losses due to natural causes,
including flood, fire, drought, disease, pestilence, wind, hail, etc. Crop insurance can
cover a variety of agriculture pursuits, including grain cultivation, livestock,
beekeeping, and prawn cultivation. Crop insurance tends to be financed by a levy equal
to a modest percentage (usually less than 5 percent) of the value of the crop being
insured. Insurance payments may compensate most (e.g., 80 percent) to virtually all
of the loss. Agricultural insurance has so far very limited success, but it is an area of
possible intervention, if adequately accompanied by reinsurance mechanisms.

Reinsurance for Agricultural Insurance allows carriers of agricultural insurance
business to have access to the underwriting capacity and capital of the world market.
However, such reinsurance facility can be provided only to technically viable
agricultural insurance programs. It is also important for international reinsurers to
have trust and confidence in the objectivity of loss estimations, absence of adverse
selection/moral hazards and independence of the program from political interference.
A reinsurance facility may be proportional or non-proportional. A proportional or
quota share facility is one wherein the reinsurer takes a share in the premium collected
(e.g., 40 percent) and assumes the same percentage of a loss. In a non-proportional
facility (an example is an excess of loss cover), the reinsurer quotes a fee (sometimes
unrelated to the premium charged by the insurer to its policy holders) against which it
will pay a loss when it exceeds a set percent of sum insured up to a higher designated
percentage of the sum insured. Reinsurance is an effective risk-transfer mechanism for
co-variant catastrophic risks to spread the burden of loss globally. It can be a major
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source of much-needed foreign exchange that can provide a stabilizing effect when a
country is reeling from a huge loss.

Microinsurance refers to voluntary and contributory schemes for the
community, handling small-scale cash flows, by way of both income and expenditure,
to address community risks; such schemes are often of a local character and have a
very small membership. The primary aim of many of these schemes is to help their
members in meeting the unpredictable burden of out-of-pocket expenses, such as a
hospital emergency, death, and funeral expenses. Microinsurance offers the possibility
to provide of social insurance at affordable prices, expand coverage by having a
realistic understanding of the problems that community face, and promote community
involvement.

Disaster preparedness and management refers to those programs designed to
reduce an area’s vulnerability to hazards and catastrophic natural disasters. The variety
of interventions comprises from highly sophisticated weather forecasting systems at
the regional and national levels to community-based disaster preparedness programs.

Micro and area-based approaches include small-scale programs to protect
those in the informal sector and reduce vulnerability in rural or urban communities.
Examples of micro and area-based approaches include microinsurance, agricultural
insurance, sustaining community livelihoods, social funds, and community-based
disaster preparedness.

Child protection is the set of social policies and programs targeted to children
to avoid all forms of abuse and exploitation, such as child labor, child prostitution, or
discrimination against the child girl, and ensure the healthy and adequate development
of the future labor force. Children, as defined by the United Nations Convention on the
Rights of the Child, comprise persons under 18 years old. In Asia and the Pacific,
children and youth below 19 constitute 40 percent of the population—child protection
is a highly relevant social protection topic in the region.

Early Child Development (ECD) programs refer to integrated health, nutrition
and psychological/educational development interventions for pre-schoolers, both
though institutional care (nurseries and kindergartens) and family environments to
ensure that children and immunized, well-nourished with adequate micronutrient and
vitamin suplementation, and that parents provide and intellectually stimulating,
socially adjusting and emotionally supportive environment for their children. ECD
programs rank among the most cost-effective social development interventions
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Table 1. Demographic Trends: Aggregate Population Projections, 2000–2015

('000)

a Comprise of Northern America, Japan, Europe and Australia/New Zealand
b Comprise of Melanesia, Micronesia, Polynesia

Source: UN World Population Prospects, NY, 1999 (medium variant projections)

Country 2000 Percentage 2005 Percentage 2010 Percentage 2015 Percentage

TOTAL POPULATION
World Total 6,055,048 6,429,398 6,794,773 7,154,366
Developed Regionsa 1,187,980 20 1,199,746 19 1,208,431 18 1,214,394 17
Developing Asia 3,164,093 52 3,360,038 52 3,575,057 53 3,721,933 52

East Asia 1,745,705 29 1,827,207 28 1,904,881 28 1,980,105 28
South Asia 1,344,465 22 1,454,661 23 1,587,132 23 1,653,901 23
Central Asia 66,278 1 69,689 1 73,689 1 77,694 1
Pacificb 7,645 0 8,481 0 9,355 0 10,233 0

POPULATION 0-14
World Total 1,799,665 30 1,791,553 28 1,800,651 27 1,816,802 25
Developed Regions 216,578 18 203,104 17 196,534 16 194,897 16
Developing Asia 956,132 30 929,031 28 911,142 25 898,614 24

East Asia 466,571 27 437,419 24 423,990 22 420,232 21
South Asia 464,150 35 467,119 32 462,823 29 454,097 27
Central Asia 22,532 34 21,419 31 21,083 29 20,921 27
Pacific 2,879 38 3,074 36 3,246 35 3,364 33

POPULATION 15-64
World Total 3,836,778 63 4,168,483 65 4,478,129 66 4,746,447 66
Developed Regions 800,796 67 813,024 68 819,838 68 793,436 65
Developing Asia 2,032,748 64 2,229,176 66 2,406,111 67 2,555,654 69

East Asia 1,169,641 67 1,264,298 69 1,340,111 70 1,393,922 70
South Asia 818,503 61 915,829 63 1,011,850 64 1,103,075 67
Central Asia 40,098 60 43,954 63 48,404 66 52,239 67
Pacific 4,506 59 5,095 60 5,746 61 6,418 63

POPULATION 0-19
World Total 2,354,077 39 2,387,001 37 2,386,537 35 2,404,614 34
Developed Regions 297,157 25 283,022 24 269,341 22 262,436 22
Developing Asia 1,251,403 40 1,252,661 37 1,222,514 34 1,205,161 32

East Asia 614,859 35 603,895 33 575,349 30 564,928 29
South Asia 603,561 45 615,829 42 614,815 39 608,108 37
Central Asia 29,301 44 28,985 42 28,156 38 27,741 36
Pacific 3,682 48 3,952 47 4,194 45 4,384 43

POPULATION 20-64
World Total 3,282,366 54 3,573,035 56 3,892,243 57 4,158,635 58
Developed Regions 720,217 61 733,106 61 747,031 62 725,897 60
Developing Asia 1,737,477 55 1,905,546 57 2,094,739 59 2,249,107 60

East Asia 1,021,353 59 1,097,822 60 1,188,752 62 1,249,226 63
South Asia 679,092 51 767,119 53 859,858 54 949,064 57
Central Asia 33,329 50 36,388 52 41,331 56 45,419 58
Pacific 3,703 48 4,217 50 4,798 51 5,398 53

POPULATION 65+
World Total 418,605 7 469,362 7 515,993 8 591,117 8
Developed Regions 167,605 14 183,637 15 192,058 16 210,794 17
Developing Asia 175,213 6 201,831 6 228,090 6 267,665 7

East Asia 109,493 6 125,490 7 140,780 7 165,951 8
South Asia 61,812 5 71,713 5 82,745 5 96,729 6
Central Asia 3,648 6 4,316 6 4,202 6 4,534 6
Pacific 260 3 312 4 363 4 451 4
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Table 2. Demographic Trends: Population Projections per Country, 2000-2015
('000)

a Comprise of Northern America, Japan, Europe and Australia/New Zealand
b Includes Fiji, New Caledonia, Papua New Guinea, Solomon Islands, Vanuatu
c Includes Guam, Kiribati, Marshall Islands, Micronesia (Federated States), Nauru, Northern Mariana Islands, Palau,

Other Micronesia
d Includes American Samoa, Cook Islands, French Polynesia, Niue, Pitcairn, Samoa, Tokelau, Tonga, Tuvalu, Wallis and

Futuna Islands

Source: UN World Population Prospects, NY, 1999 (medium variant projections)

Country 2000 2005 2010 2015

TOTAL POPULATION

World Total 6,055,048 6,429,398 6,794,773 7,154,366

Developed Regionsa 1,187,980 1,199,746 1,208,431 1,214,394

Developing Asia 3,164,093 3,360,038 3,575,057 3,721,933

East Asia 1,745,705 1,827,207 1,904,881 1,980,105

Cambodia 11,170 12,201 13,250 14,402

China PRC 1,277,557 1,326,437 1,372,919 1,417,719

Indonesia 212,107 225,474 238,012 250,386

Lao PDR 5,433 6,158 6,964 7,842

Malaysia 22,243 24,203 25,919 27,540

Philippines 75,965 83,449 90,544 96,733

Thailand 61,397 63,988 66,510 68,872

Viet Nam 79,833 85,297 90,763 96,611

South Asiaa 1,344,465 1,454,661 1,587,132 1,653,901

Bangladesh 129,154 140,566 151,800 161,539

Bhutan 2,123 2,424 2,753 3,114

India 1,013,660 1,087,460 1,152,164 1,211,665

Maldives 286 326 373 419

Nepal 23,929 26,756 29,714 32,694

Pakistan 156,484 177,310 199,743 222,586

Sri Lanka 18,829 19,819 20,871 21,884

Central Asia 66,278 69,689 73,689 77,694

Azerbaijan 7,736 8,038 8,410 8,795

Kazakhstan 16,221 16,142 16,490 16,919

Kyrgyz Republic 4,698 4,916 5,188 5,462

Mongolia 2,660 2,867 3,082 3,307

Tajikistan 6,188 6,598 7,133 7,756

Turkmenistan 4,459 4,835 5,216 5,573

Uzbekistan 24,316 26,293 28,170 29,882

Pacific 7,645 8,481 9,355 10,233

Melanesiab 6,472 7,185 7,926 8,664

Micronesiac 543 613 690 772

Polynesiad 630 683 739 797
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Table 3. Demographic Trends: Child Population (Aged 0-14) per Country, 2000-2015
('000)

a Comprise of Northern America, Japan, Europe and Australia/New Zealand
b Includes Fiji, New Caledonia, Papua New Guinea, Solomon Islands, Vanuatu
c Includes Guam, Kiribati, Marshall Islands, Micronesia (Federated States), Nauru, Northern Mariana Islands, Palau,

Other Micronesia
d Includes American Samoa, Cook Islands, French Polynesia, Niue, Pitcairn, Samoa, Tokelau, Tonga, Tuvalu, Wallis and

Futuna Islands

Source: UN World Population Prospects, NY, 1999 (medium variant projections)

Country 2000 Percentage 2005 Percentage 2010 Percentage 2015 Percentage

TOTAL POPULATION 1-15

World Total 1,799,665 30 1,791,553 28 1,800,651 27 1,816,802 25

Developed Regionsa 216,578 18 203,104 17 196,534 16 194,897 16

Developing Asia 956,132 30 929,031 28 911,142 25 898,614 24

East Asia 466,571 27 437,419 24 423,990 22 420,232 21

Cambodia 4,564 41 4,609 38 4,659 35 4,754 33

China PRC 317,257 25 290,100 22 279,420 20 277,499 20

Indonesia 64,926 31 63,922 28 62,754 26 61,774 25

Lao PDR 2,388 44 2,601 42 2,816 40 3,065 39

Malaysia 7,566 34 7,763 32 7,348 28 7,000 25

Philippines 27,869 37 28,752 34 28,991 32 27,971 29

Thailand 15,489 25 14,498 23 14,343 22 14,259 21

Viet Nam 26,512 33 25,174 30 23,659 26 23,910 25

South Asia 464,150 35 467,119 32 462,823 29 454,097 27

Bangladesh 45,358 29 45,010 32 47,302 31 46,938 29

Bhutan 905 43 1,008 42 1,102 40 1,197 38

India 337,607 33 335,391 31 323,605 28 311,090 26

Maldives 123 43 132 40 145 39 156 37

Nepal 9,806 41 10,368 39 10,913 37 11,334 35

Pakistan 65,435 42 70,392 40 74,834 37 78,371 35

Sri Lanka 4,916 26 4,818 24 4,922 24 5,011 23

Central Asia 22,532 34 21,419 31 21,083 29 20,921 27

Azerbaijan 2,213 29 1,971 25 1,822 22 1,894 22

Kazakhstan 4,471 28 3,980 25 3,934 24 3,966 23

Kyrgyz Republic 1,645 35 1,575 32 1,529 29 1,475 27

Mongolia 921 35 845 29 829 27 854 26

Tajikistan 2,496 40 2,414 37 2,447 34 2,468 32

Turkmenistan 1,680 38 1,659 34 1,626 31 1,580 28

Uzbekistan 9,106 37 8,975 34 8,896 32 8,684 29

Pacific 2,879 38 3,074 36 3,246 35 3,364 33

Melanesiab 2,447 38 2,619 36 2,775 35 2,879 33

Micronesiac 209 38 230 38 243 35 257 33

Polynesiad 223 35 225 33 228 31 228 29
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Table 4. Demographic Trends: Child and Youth Population (Aged 0-19) per Country, 2000-2015
('000)

a Comprise of Northern America, Japan, Europe and Australia/New Zealand
b Includes Fiji, New Caledonia, Papua New Guinea, Solomon Islands, Vanuatu
c Includes Guam, Kiribati, Marshall Islands, Micronesia (Federated States), Nauru, Northern Mariana Islands, Palau,

Other Micronesia
d Includes American Samoa, Cook Islands, French Polynesia, Niue, Pitcairn, Samoa, Tokelau, Tonga, Tuvalu, Wallis and

Futuna Islands

Source: UN World Population Prospects, NY, 1999 (medium variant projections)

Country 2000 Percentage 2005 Percentage 2010 Percentage 2015 Percentage

TOTAL POPULATION 0-19

World Total 2,354,077 39 2,387,001 37 2,386,537 35 2,404,614 34

Developed Regionsa 297,157 25 283,022 24 269,341 22 262,436 22

Developing Asia 1,251,403 40 1,252,661 37 1,222,514 34 1,205,161 32

East Asia 614,859 35 603,895 33 575,349 30 564,928 29

Cambodia 5,759 52 6,031 49 6,127 46 6,281 44

China PRC 418,111 33 407,562 31 381,555 28 373,382 26

Indonesia 86,212 41 85,260 38 83,857 35 83,185 33

Lao PDR 2,938 54 3,285 53 3,592 52 3,893 50

Malaysia 9,819 44 10,021 41 10,033 39 9,594 35

Philippines 35,807 47 37,465 45 38,060 42 37,614 39

Thailand 21,082 34 20,195 32 19,212 29 19,017 28

Viet Nam 35,131 44 34,076 40 32,913 36 31,962 33

South Asia 603,561 45 615,829 42 614,815 39 608,108 37

Bangladesh 61,986 48 60,986 43 60,656 40 61,738 38

Bhutan 1,119 53 1,262 52 1,399 51 1,529 49

India 439,627 43 443,781 41 435,635 38 421,726 35

Maldives 157 55 171 52 184 49 199 47

Nepal 12,431 52 13,373 50 14,112 47 14,725 45

Pakistan 81,362 52 89,727 51 96,329 48 101,588 46

Sri Lanka 6,879 37 6,529 33 6,500 31 6,603 30

Central Asia 29,301 44 28,985 42 28,156 38 27,741 36

Azerbaijan 2,960 38 2,785 35 2,600 31 2,488 28

Kazakhstan 5,987 37 5,553 34 5,243 32 5,227 31

Kyrgyz Republic 2,125 45 2,103 43 2,047 39 1,983 36

Mongolia 1,218 46 1,190 42 1,126 37 1,126 34

Tajikistan 3,161 51 3,203 49 3,189 45 3,251 42

Turkmenistan 2,143 48 2,199 45 2,177 42 2,124 38

Uzbekistan 11,707 48 11,952 45 11,774 42 11,542 39

Pacific 3,682 48 3,952 47 4,194 45 4,384 43

Melanesiab 3,128 48 3,365 47 3,576 45 3,744 43

Micronesiac 267 49 290 47 318 46 337 44

Polynesiad 287 46 297 43 300 41 303 38
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Table 5. Demographic Trends: Active Labor Force (Aged 15-64) per Country, 2000-2015
('000)

a Comprise of Northern America, Japan, Europe and Australia/New Zealand
b Includes Fiji, New Caledonia, Papua New Guinea, Solomon Islands, Vanuatu
c Includes Guam, Kiribati, Marshall Islands, Micronesia (Federated States), Nauru, Northern Mariana Islands, Palau,

Other Micronesia
d Includes American Samoa, Cook Islands, French Polynesia, Niue, Pitcairn, Samoa, Tokelau, Tonga, Tuvalu, Wallis and

Futuna Islands

Source: UN World Population Prospects, NY, 1999 (medium variant projections)

Country 2000 Percentage 2005 Percentage 2010 Percentage 2015 Percentage

TOTAL ACTIVE LABOR FORCE

World Total 3,836,778 63 4,168,483 65 4,478,129 66 4,746,447 66

Developed Regionsa 800,796 67 813,024 68 819,838 68 793,436 65

Developing Asia 2,032,748 64 2,229,176 66 2,406,111 67 2,555,654 69

East Asia 1,169,641 67 1,264,298 69 1,340,111 70 1,393,922 70

Cambodia 6,259 56 7,202 59 8,120 61 9,070 63

China PRC 872,822 68 936,781 71 982,422 72 1,008,501 71

Indonesia 137,181 65 149,532 66 161,274 68 172,826 69

Lao PDR 2,865 53 3,343 54 3,896 56 4,479 57

Malaysia 13,758 62 15,294 63 17,202 66 18,791 68

Philippines 45,340 60 51,402 62 57,632 64 63,887 66

Thailand 42,332 69 45,202 71 47,214 71 48,792 71

Viet Nam 49,084 61 55,542 65 62,351 69 67,576 70

South Asia 818,503 61 915,829 63 1,011,850 64 1,103,075 67

Bangladesh 79,648 62 90,743 65 98,793 65 107,695 67

Bhutan 1,133 53 1,315 54 1,532 56 1,779 57

India 625,589 62 693,627 64 761,473 66 822,753 68

Maldives 153 53 184 56 216 58 249 59

Nepal 13,270 55 15,419 58 17,672 59 20,030 61

Pakistan 86,050 55 100,980 57 117,882 59 135,733 61

Sri Lanka 12,660 67 13,561 68 14,282 68 14,836 68

Central Asia 40,098 60 43,954 63 48,404 66 52,239 67

Azerbaijan 4,983 64 5,401 67 5,942 71 6,224 71

Kazakhstan 10,606 65 10,784 67 11,247 68 11,530 68

Kyrgyz Republic 2,773 59 3,023 61 3,364 65 3,670 67

Mongolia 1,634 61 1,906 66 2,119 69 2,303 70

Tajikistan 3,413 55 3,866 59 4,374 61 4,955 64

Turkmenistan 2,588 58 2,955 61 3,369 65 3,747 67

Uzbekistan 14,101 58 16,019 61 17,989 64 19,810 66

Pacific 4,506 59 5,095 60 5,746 61 6,418 63

Melanesiab 3,811 59 4,308 60 4,853 61 5,416 63

Micronesiac 315 58 361 59 421 61 480 62

Polynesiad 380 60 426 62 472 64 522 65
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Table 6. Demographic Trends: Active Labor Force (Aged 20-64) per Country, 2000-2015
('000)

a Comprise of Northern America, Japan, Europe and Australia/New Zealand
b Includes Fiji, New Caledonia, Papua New Guinea, Solomon Islands, Vanuatu
c Includes Guam, Kiribati, Marshall Islands, Micronesia (Federated States), Nauru, Northern Mariana Islands, Palau,

Other Micronesia
d Includes American Samoa, Cook Islands, French Polynesia, Niue, Pitcairn, Samoa, Tokelau, Tonga, Tuvalu, Wallis and

Futuna Islands

Source: UN World Population Prospects, NY, 1999 (medium variant projections)

Country 2000 Percentage 2005 Percentage 2010 Percentage 2015 Percentage

TOTAL ACTIVE LABOR FORCE

World Total 3,282,366 54 3,573,035 56 3,892,243 57 4,158,635 58

Developed Regionsa 720,217 61 733,106 61 747,031 62 725,897 60

Developing Asia 1,737,477 55 1,905,546 57 2,094,739 59 2,249,107 60

East Asia 1,021,353 59 1,097,822 60 1,188,752 62 1,249,226 63

Cambodia 5,064 45 5,780 47 6,652 50 7,543 52

China PRC 771,968 60 819,319 62 880,287 64 912,618 64

Indonesia 115,895 55 128,194 57 140,171 59 151,415 60

Malaysia 11,505 52 13,036 54 14,517 56 16,197 59

Philippines 37,402 49 42,689 51 48,563 54 54,244 56

Thailand 36,739 60 39,505 62 42,345 64 44,034 64

Viet Nam 40,465 51 46,640 55 53,097 59 59,524 62

South Asia 679,092 51 767,119 53 859,858 54 949,064 57

Bangladesh 63,020 49 74,767 53 85,439 56 92,895 58

Bhutan 919 43 1,061 44 1,235 45 1,447 46

India 523,569 52 585,237 54 649,443 56 712,117 59

Maldives 119 42 145 44 177 47 206 49

Nepal 10,645 44 12,414 46 14,473 49 16,639 51

Pakistan 70,123 45 81,645 46 96,387 48 112,516 51

Sri Lanka 10,697 57 11,850 60 12,704 61 13,244 61

Central Asia 33,329 50 36,388 52 41,331 56 45,419 58

Azerbaijan 4,236 55 4,587 57 5,164 61 5,630 64

Kazakhstan 9,090 56 9,211 57 9,938 60 10,269 61

Kyrgyz Republic 2,293 49 2,495 51 2,846 55 3,162 58

Mongolia 1,337 50 1,561 54 1,822 59 2,031 61

Tajikistan 2,748 44 3,077 47 3,632 51 4,172 54

Turkmenistan 2,125 48 2,415 50 2,818 54 3,203 57

Uzbekistan 11,500 47 13,042 50 15,111 54 16,952 57

Pacific 3,703 48 4,217 50 4,798 51 5,398 53

Melanesiab 3,130 48 3,562 50 4,052 51 4,551 53

Micronesiac 257 47 301 49 346 50 400 52

Polynesiad 316 50 354 52 400 54 447 56
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Table 7. Demographic Trends: Ageing Population (Aged 65+) per Country, 2000-2015
('000)

a Comprise of Northern America, Japan, Europe and Australia/New Zealand
b Includes Fiji, New Caledonia, Papua New Guinea, Solomon Islands, Vanuatu
c Includes Guam, Kiribati, Marshall Islands, Micronesia (Federated States), Nauru, Northern Mariana Islands, Palau,

Other Micronesia
d Includes American Samoa, Cook Islands, French Polynesia, Niue, Pitcairn, Samoa, Tokelau, Tonga, Tuvalu, Wallis and

Futuna Islands

Source: UN World Population Prospects, NY, 1999 (medium variant projections)

Country 2000 Percentage 2005 Percentage 2010 Percentage 2015 Percentage

TOTAL AGEING POPULATION 65+

World Total 418,605 7 469,362 7 515,993 8 591,117 8

Developed Regionsa 167,605 14 183,637 15 192,058 16 210,794 17

Developing Asia 175,213 6 201,831 6 228,090 6 267,665 7

East Asia 109,493 6 125,490 7 140,780 7 165,951 8

Cambodia 347 3 390 3 471 4 578 4

China PRC 87,478 7 99,556 8 111,077 8 131,719 9

Indonesia 10,000 5 12,020 5 13,984 6 15,786 6

Lao PDR 180 3 214 3 252 4 298 4

Malaysia 919 4 1,146 5 1,369 5 1,749 6

Philippines 2,756 4 3,295 4 3,921 4 4,875 5

Thailand 3,576 6 4,288 7 4,953 7 5,821 8

Vietnam 4,237 5 4,581 5 4,753 5 5,125 5

South Asia 61,812 5 71,713 5 82,745 5 96,729 6

Bangladesh 4,148 3 4,813 3 5,705 4 6,906 4

Bhutan 85 4 101 4 119 4 138 4

India 50,464 5 58,442 5 67,086 6 77,822 6

Maldives 10 3 10 3 12 3 14 3

Nepal 853 4 969 4 1,129 4 1,330 4

Pakistan 4,999 3 5,938 3 7,027 4 8,482 4

Sri Lanka 1,253 7 1,440 7 1,667 8 2,037 9

Central Asia 3,648 6 4,316 6 4,202 6 4,534 6

Azerbaijan 540 7 666 8 646 8 677 8

Kazakhstan 1,144 7 1,378 9 1,309 8 1,423 8

Kyrgyz Republic 280 6 318 6 295 6 317 6

Tajikistan 279 5 318 5 312 4 333 4

Turkmenistan 191 4 221 5 221 4 246 4

Uzbekistan 1,109 5 1,299 5 1,285 5 1,388 5

Pacific 260 3 312 4 363 4 451 4

Melanesiab 214 3 258 4 298 4 369 4

Micronesiac 19 3 22 4 26 4 35 5

Polynesiad 27 4 32 5 39 5 47 6
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Table 8. Labor Force by Sector of Employment

a Unweighted averages
Note: 1. Economic activity is classified on the basis of International Standard Industrial Classification (ISIC) of All

Economic Activities
2. The categories should add up to 100%, where they do not, the differences arise because of people who are not

classified by economic activity
3. Agriculture includes hunting, forestry and fishing
4. Industry includes mining and quarrying, manufacturing, gas, electricity and water, and construction
5. Services include wholesale and retail trade and restaurants and hotels; transport, storage and

communications;financing, insurance, real estate and business services; and community, social and personal
services

Source: ILO Key Indicators of the Labour Market, 1999

Country Agriculture Industry Services

Male Female Male Female Male Female

% of Male
Labor Force

% of Female
Labor Force

% of Male
Labor Force

% of Female
Labor Force

% of Male
Labor Force

% of Female
Labor Force

Developed Regionsa 5 3 37 15 59 82

USA 4 2 34 13 63 85

Australia 6 4 31 11 63 85

Japan 5 6 39 24 55 69

Canada 5 2 32 12 63 86

United Kingdom 3 1 38 13 59 86

France 6 4 37 15 57 81

Germany 3 3 46 19 51 79

Developing Asiaa 54 63 14 10 29 26

East Asiaa 50 48 19 15 31 38

Cambodia 71 79 6 3 23 18

Indonesia 41 42 21 16 39 42

Malaysia 19 14 36 30 46 56

Philippines 48 28 19 13 33 59

Thailand 49 52 22 17 29 32

Viet Nam 70 71 12 9 18 20

South Asiaa 44 62 18 14 37 22

Bangladesh 54 78 11 8 34 11

Pakistan 44 67 20 11 36 22

Sri Lanka 33 40 22 24 41 34

Central Asia 48 49 12 7 31 38

Kyrgyz Republic 48 49 12 7 31 38

Pacific 76 92 8 2 16 6

Papua New Guinea 76 92 8 2 16 6
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Table 9. Poverty and Inequality Indicators

a Refers to headcount ratio or proportion of the population falling below the poverty line (in each country) to total total
population unless otherwise specified

b Refers to the same year as that of the Income Ratio and calculated based on income or expenditure. A value of zero
implies perfect equality while a value of 1 implies perfect inequality

c Urban areas do not include Phnom Penh where poverty incidence in 1997 is 11.1 percent
d Preliminary data. Estimated figure for August 1999
e Urban and rural areas refer to municipal areas and villages, respectively. Poverty incidence in sanitary districts is 7.2

percent
f Refers to percentage of poor households
g Refers to Ulaanbaatar (capital city)
h Based on weighted calculation using equivalence scales
i Rural areas refer to rural villages only; poverty incidence in rural settlements is 26.2 percent
j Refers to food poverty
k Ranking of the country based on the Human Development Index (1998)/ Human Development Report Office

calculations
Source: World Bank 2000 World Development Indicators; UNDP Website http://www.undp.org

Country Population in Poverty (%) a HDI
Rankk

Lowest Quintile
(% of Income or
Consumption)

Highest Quintile
(% of Income or
Consumption)

Gini
Coefficientb

Total Urban Rural
Developed Regions

USA n.a. n.a. n.a. n.a. 3 5.2 46.4 40.8
Australia n.a. n.a. n.a. n.a. 4 5.9 41.3 35.2
Japan n.a. n.a. n.a. n.a. 9 10.6 35.7 24.9
Canada n.a. n.a. n.a. n.a. 1 7.5 39.3 31.5
United Kingdom n.a. n.a. n.a. n.a. 10 n.a. n.a. n.a.
France n.a. n.a. n.a. n.a. 12 7.2 40.2 32.7
Germany n.a. n.a. n.a. n.a. 14 8.2 38.5 30.0

Developing Asia
East Asia

Cambodia 36.1 21.1c 40.1 (1997) 136 6.9 47.6 40.4
China PRC 6.7 n.a. 6.7 (1996) 99 5.9 46.6 40.3
Indonesia d 20.3 17.8 22.0 (1998) 109 8.0 44.9 36.5
Lao PDR 46.1 24.0 53.0 (1993) 140 n.a. n.a. n.a.
Malaysia 8.0 n.a. n.a. (1998) 61 4.5 53.8 48.5
Philippines 40.6 22.5 51.2 (1997) 77 5.4 52.3 46.2
Thailand e 12.9 1.5 17.2 (1998) 76 6.4 48.4 41.4
Viet Nam 37.0 9.0 45.0 (1998) 108 8.0 44.5 36.1

South Asia
Bangladesh 35.6 14.3 35.8 (1995–96) 146 8.7 42.8 33.6
Bhutan n.a. n.a. n.a. n.a. 142 n.a. n.a. n.a.
India 35.0 30.5 36.7 (1994) 128 8.1 46.1 37.8
Maldives 40.0 n.a. n.a. (1994) 89 n.a. n.a. n.a.
Nepal 42.0 23.0 44.0 (1995–96) 144 7.6 44.8 36.7
Pakistan f 32.6 25.9 34.8 (1998–99) 135 9.5 41.1 32.2
Sri Lanka f 26.7 13.4 28.7 (1995–96) 84 8.0 42.8 34.4

Central Asia
Azerbaijan 68.1 n.a. n.a. (1995) 90 n.a. n.a. n.a.
Kazakstan 34.6 30.0 39.0 (1996) 73 6.7 42.3 35.4
Kyrgyz Republic 51.0 28.5 64.5 (1997) 98 6.3 47.4 40.5
Mongolia 35.6 34.1g 32.6 (1998) 117 7.3 40.9 33.2
Tajikistan n.a. n.a. n.a. n.a. 110 n.a. n.a. n.a.
Turkmenistan n.a. n.a. n.a. n.a. 100 6.1 47.5 40.8
Uzbekistan 22.0h n.a. n.a. (1996) 106 7.4 40.9 33.3

Pacific
Fiji Islands f 25.5 27.6 22.4i (1990–1991) 66 n.a. n.a. n.a.
Papua New Guinea 21.7 n.a. n.a. (1996) 133 4.5 56.5 50.9
Solomon Islands n.a. n.a. n.a. n.a. 121 n.a. n.a. n.a.
Vanuatu n.a. n.a. n.a. n.a. 118 n.a. n.a. n.a.
W. Samoa 48.0fj n.a. n.a. (1997) 95 n.a. n.a. n.a.
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Table 10. Percent Distribution of Urban & Rural Population, 2000

a Unweighted averages
b Includes Fiji, New Caledonia, Papua New Guinea, Solomon Islands, Vanuatu
c Includes Guam, Kiribati, Marshall Islands, Micronesia (Federated States of), Nauru, Northern Mariana Islands, Palau
d Polynesia includes Cook Islands, French Polynesia, Samoa, Tonga
Source: Population Division of the United Nations Secretariat, World Urbanization Prospects: The 1998 Revision.

Country Population Distribution (%) Average Annual Rate of Change in
Population (%) 1995–2000

Urban Rural Urban Rural

Developed Regionsa 82 18 0.69 -0.14

USA 77 23 1.11 -0.08

Australia 85 15 1.02 1.02

Japan 79 21 0.37 -0.44

Canada 77 23 1.11 0.65

United Kingdom 90 10 0.23 -0.30

France 76 24 0.60 -0.36

Germany 88 12 0.38 -1.48

Developing Asiaa 37 63 2.84 1.10

East Asiaa 34 66 3.48 0.75

Cambodia 16 84 4.59 1.83

China PRC 32 68 2.47 0.22

Indonesia 41 59 4.22 -0.30

Lao PDR 24 76 5.10 1.88

Malaysia 57 43 3.34 0.36

Philippines 59 41 3.74 0.01

Thailand 22 78 2.50 0.52

Viet Nam 20 80 1.84 1.48

South Asiaa 23 77 4.00 1.70

Bangladesh 25 75 4.08 0.99

Bhutan 7 93 6.16 2.56

India 28 72 2.84 1.19

Maldives 26 74 3.12 2.66

Nepal 12 88 5.20 2.00

Pakistan 37 63 4.31 1.92

Sri Lanka 24 76 2.29 0.60

Central Asiaa 46 54 0.99 0.84

Azerbaijan 57 43 1.02 -0.29

Kazakhstan 56 44 -0.33 -0.37

Kyrgyz Republic 33 67 -0.38 1.04

Mongolia 64 36 2.52 0.22

Tajikistan 28 72 1.47 1.47

Turkmenistan 45 55 1.90 1.70

Uzbekistan 37 63 0.72 2.09

Pacifica 46 54 2.91 1.09

Melanesiab 37 63 4.08 0.59

Micronesiac 58 42 3.21 1.79

Polynesiad 43 57 1.42 0.90
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Table 11. Informal Sector Employment

a Urban and rural areas; manufacturing only
b Capital region only
c Agriculture, trade, hotels and restaurants excluded
d Manufacturing and selected services
e Agriculture excluded

Source: World Labour Report, 2000

Country Year of Survey Urban Informal Sector Employment as a Percentage of Total Urban
Employment

Total Male Female

East Asia

Indonesiaa 1995 20.6 19.1 22.7

Thailand 1994 47.6 46.1 49.4

Philippinesb 1995 17.0 15.8 19.4

Myanmarc 1996 54.2 52.6 56.9

South Asia

Bangladeshd 1993 10.0 10.0 16.0

India 1993 44.2

Pakistane 1992 67.1 65.9 80.6

Central Asia

Kazakhstan 1996 17.3 n.a. n.a.

Kyrgyz Republic 1994 11.9 n.a. n.a.

Pacific

Fiji 1990 43.0 n.a. n.a.
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Table 12. Public Expenditure by Function as Percentage of GDP, 1993-98

a Unweighted averages
Source: World Bank 2000 World Development Indicators

Country Health Education Social Security and Welfare

Developed Regions a 6.2 5.4 9.8

Developing Asia a 2.9 3.9 n.a.

East Asia a 1.2 3.1 1.0

Cambodia 0.6 2.9 n.a.

China PRC 2.0 2.3 n.a.

Indonesia 0.6 1.4 0.9

Lao PDR 1.2 2.1 n.a.

Malaysia 1.3 4.9 1.4

Philippines 1.7 3.4 n.a.

Thailand 1.7 4.8 0.8

Viet Nam 0.4 3.0 n.a.

South Asia a 2.1 3.6 n.a.

Bangladesh 1.6 2.2 n.a.

Bhutan 3.2 4.1 n.a.

India 0.6 3.2 n.a.

Maldives 5.4 6.4 1.4

Nepal 1.3 3.2 0.3

Pakistan 0.9 2.7 n.a.

Sri Lanka 1.4 3.4 3.2

Central Asia a 3.4 4.0 n.a.

Azerbaijan 1.2 3.0 7.7

Kazakhstan 2.1 4.4 n.a.

Kyrgyz Republic 2.7 5.3 n.a.

Mongolia 4.3 5.7 5.8

Tajikistan 6.6 2.2 n.a.

Turkmenistan 3.5 n.a. n.a.

Uzbekistan 3.3 7.7 n.a.

Pacifica 4.8 4.8 n.a.

Fiji 2.9 n.a. n.a.

Papua New Guinea 2.6 n.a. n.a.

Solomon Islands 4.2 n.a. n.a.

Vanuatu 2.8 4.8 n.a.

Kiribati 11.6 n.a. n.a.

Samoa 4.8 n.a. n.a.
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196, 201, 204-206, 209-211, 218,
228, 257, 261, 263, 267-270, 274,
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543-544, 547, 557, 559, 575, 577,
601, 607, 614, 636, 687
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523-524, 555, 583-587, 617-618,
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