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Foreword

On behalf of The IBM Center for The Business of Government,
we are pleased to present this report, Social Security in the
BRIC Countries, by Professors Danny Pieters and Paul
Schoukens. This is the third IBM Center report prepared in
cooperation with the European Institute of Social Security.

Social security is a well-established part of the societal land-
scape in traditional westernized countries. There are a variety of
approaches, and there are substantial differences between the
operation of social security under the predominantly insurance-
based (or Bismarckian) systems and the social assistance
(Beveridge) systems. But both were developed and matured in
the context of the industrialization of societies and both reflect
the need to provide social protection in mass-scale workforces.
It is recognised that (at least historically) the development of
social security was seen as a natural complement to the process
of economic development. Indeed, they can effectively be char-
acterized as two sides of the same coin.

But what can we draw from the lessons of history and how
much do these lessons apply to countries undergoing the 21st
century equivalent of the industrial revolution? The so-called
BRIC (Brazil, Russia, India, China) countries are experiencing
the same kind of growth and rapid change experienced in west-
ern economies almost two centuries ago. Certainly, there are
similar demands and pressures to balance economic advance-
ment with social protection for those workers who provide the
labour to fuel the economic development.

This report examines the existing nature of social security in the
BRIC countries in order to consider the likely trajectory of its
future development. The report provides a useful reminder that,
whilst the underlying pressures are at least to some extent simi-
lar, the starting places and norms are quite different. Also, the
globalised world of the 21st century brings new pressures com-
pared with the conditions that applied in the 19th and 20th
centuries.

Given the above factors, the following question emerges, “Can
we expect these societies to follow the same trajectories and
end up with similar systems of social security to those we
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observe in the western world—or will they evolve differently?”
Undoubtedly more work is required to resolve the question. This
report provides evidence on the current context from which to
start considering likely answers.

As noted above, this report continues IBM’s longstanding inter-
est in this topic. In 2011, the IBM Center and the European
Institute for Social Security published a report, Case Studies in
Merging the Administrations of Social Security Contribution
and Taxation, by Effrosyni Bakirtzi, Professor Paul Schoukens,
and Professor Danny Pieters. That report examined the collec-
tion systems of five different European countries and gave an
overview of the lessons learned from the different practices
adopted in this field. Earlier, the IBM Center published
Cooperation Between Social Security and Tax Agencies in
Europe by Bernhard Zaglmayer, Paul Schoukens, and Danny
Pieters. In that report, the authors argued that as social policy
continues to evolve, governments now may need to look beyond
the traditional structures of social security and taxation.

As with our previous reports in this area, we are very pleased to
commend this report as providing an intriguing perspective on

some of the key factors and drivers to social security across the
globe. We hope that this report will lead to further dialogue and

enquiry.

Nicole Gardner Jonathan D. Breul

Global Industry Leader, Social Services Executive Director

and Social Security IBM Center for The Business of Government
IBM Global Business Services jonathan.d.breul@us.ibm.com

nicole.gardner@us.ibm.com
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Introduction

In 2007 Paul Schoukens and Danny Pieters presented the results of interviews they had with
the social security administration CEOs in 15 Western European Countries in a publication
bearing the title Social Security Quo Vadis. In this, they reflected the main determining factors
for the future evolution of social security in Western Europe and, even more important were
able to develop some ‘important messages’ for the future of social security.

When asking about the main factors which, in the opinion of the CEQ’s, would determine the
future of social security, the following topics were touched upon. First came the demographic
problems, including the greying of society, with the need for more care; and the de-natality,
with its possible danger of a future lack of workers. Immigration was also mentioned as an
important newer issue to reckon with in social security. The change in family patterns, unem-
ployment and the over-all economic situation were mentioned as other factors determining
social security’s future. The importance of a number of persons working without social protec-
tion was another cause of concern, as were the declining social morals. The rising expectations
and demands of the socially protected both in terms of contents and administrative handling
were other factors considered to be determining for the future of social security. Finally, also
broader topics such as privatisation and decentralisation were mentioned by the CEQ's.

When suggesting the evolutions expected in terms of covered population and of granted bene-
fits, CEQ’s touched a wide range of topics, such as: the integration of special social insurance
schemes for specific groups, amongst which the self-employed, into the general social security
system, means-testing, the non-take-up of benefits, the interplay between various schemes, as
well as more detailed issues related to this or that social benefit.

When touching the issue of social security financing, the structure and sources of social secu-
rity financing were mentioned, as well as the need to provide for the future or the difficulties
linked to the incapacity of some employers to pay contributions.

As far as the administration of social security was concerned, the interaction between adminis-
trations (or lack thereof) was often mentioned, as were issues related to the relations between
administration and its customers, the position of the employers organisations and the trade
unions, IT, e-government and the need for more and better data.

When scrutinising the CEQ’s views on the impact foreign and international influences would
have on the national social security systems, globalisation and delocalisation were often men-
tioned, next to stressing the mainly national character of the social security policy debate.

The main messages for who is interested in the future of social security were twelve in number
and concerned:

e the fundamental faith in social security

* the interaction with democracy
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* the need for security and reform

* the need for more interaction

e the intergenerational solidarity

* working without social protection

e the impact of migration

* the activation policy

* the question marks relating to financing and privatization

* the need to manage a growing number of complaints

* the need for internal restructuring of social security administrations

e national social security in a larger world.

The authors of “Social Security Quo Vadis” had in subsequent years the privilege to present
their research results to a number of various audiences, both in Europe and outside of the
continent. The reactions we got especially of non-European audiences triggered with us the
question: would these issues, challenges and ‘main messages’ also be valid outside Europe?
Simultaneously authors got especially challenged by the ‘globalisation’ issue in its relation to
social security. Does social security burden the Western European economies in a way they
can never win the competition with the emerging economies? Do the latter have social secu-
rity at all?

Bringing both starting points together, the authors were invited to explore what would be the
main, common, determining factors and challenges for the future of social security in the 4
main upcoming economic powers: Brazil, Russia, India and China (now commonly referred to
as the BRIC countries).

In this presentation we do not have the intention to sketch out social security as it stands
today in the BRIC countries or what the plans are both at governmental and non-governmental
level. This would take us far too long. What we attempt to do here is to come up with some
major common trends and challenges faced by the BRIC countries. Our aim is not to advise
these countries, telling them what they should do. Doing so would be presumptuous. Neither
do we want to draw direct lessons for the competing ‘old’ industrialized states. We have no
other goal than trying to understand where the BRIC countries stand as far as social security
is concerned. In a way, this report is a Quo Vadis Social Security on the BRIC countries.

Attempting to find communalities in challenges and perspectives for the BRIC countries was
not easy. Moreover, in difference with the previous Quo Vadis Social Security Study, we did not
have the means for interviewing social security CEOs on the spot. In this study, we had to
work basically using literature. An extensive bibliography is included at the end of the paper.

The exercise required evaluation by the authors and thus choices had to be made to come up
with a clear and understandable result. The twenty challenges enumerated hereafter are often
the result of such a choice.

At the end of our research on social security literature in Brazil, the Russian Federation, India
and the People’s Republic of China, we selected the following twenty items as the main chal-
lenges these countries (or some of them) are confronted with; items relevant to only one BRIC
country were disregarded.
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The main challenges for the future of social security in the BRIC countries relate to:

The lack of a social security paradigm

The coverage of all the (working) population

Demography

Changing family patterns and internal migration

The interaction between economic development and social security
The diversity of economic and social realities within one country
The lack of transparency of the social security system

Poverty alleviation and basic needs

W e N o o s~ WD o=

The lack of solidarity and interaction between social assistance and social insurance

—
o

. The weak interconnection between social security actors

—
—

. The place of private actors in social security

—
N

. Pensions and other income replacement

—
w

. The access to a qualitative health care and care

._.
o

. Inflation and the validity of commitments for the future

[
o

. Identification and IT related issues

—
o

. Globalisation and world wide competition

—
~

. The need for a sustainable financial and economic basis / social security as a positive
economic factor

18. The interaction between social security, social policy and other policy areas
19. The deficient implementation, control and sanctioning

20. The need for another more creative approach?
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Challenges Facing Social Security
Systems in BRIC Nations

1. The lack of a social security paradigm

In order to see whether social security is functioning well, it is important to establish what the
aims pursued by social security are.

In the Report of the International Labour Organization /nto the 21st Century: The Development
of Social Security, social security is seen as the response to the craving for security in its wid-
est sense, rather than as the conglomerate of mechanisms warranting such security. Others
adhere to this objective of providing ‘security’ as well. They consider arrangements as granting
protection against (the insecurity resulting from) the risks related to the ascent of the industrial
society and its developments or, in short, against ‘social’ risks. More recent definitions of
social security given by authors like Sinfield and Berghman follow the same non-instrumental
approach. Similarly to the definition of health, Sinfield describes social security situationally,
i.e. as a state of complete protection against the loss of resources. Berghman, then, views
social security as a situation of complete protection against human damage.

In earlier publications, we preferred to define social security as the body of arrangements
shaping the solidarity with people facing (the threat of) a lack of earnings (i.e. income from
paid labour) or particular costs. In these approaches we see a double and intrinsically inter-
connected goal of social security appearing: combating social exclusion (or poverty) and pro-
viding income security in the cases of some social risks.

It seems that it is not so clear what is intended by the various social security arrangements in
the BRIC countries. This might be related to a fundamental shift in societal paradigm (Russia
and China) or simply to the fact that the concept of social security was developed in a funda-
mental different environment (India). Anyhow, it will be important for the future of social secu-
rity in the BRIC countries that they reflect on the meaning of social security in their societies.
Not least because a clear vision of social security and an understanding of the system are nec-
essary to optimally involve the people.

Moreover, in some countries, including some BRIC countries, social insurance appears less to
be a tool of solidarity and redistribution, and more an instrument of privileging certain (better
off categories of the) population. This calls of course for some prudence in transposing social
security logics of the old industrialized world unto the BRIC countries.
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2. The coverage of all the (working) population

Brazil and Russia, with their 198,3 million and 144,5 million inhabitants have a population
well below that of the European Union with its 501,1 million inhabitants. India and China,
however, each count more than the double inhabitants: India 1 222,6 million and China

1 373,5 million. If we examine how many people work in the so-called formal sector of these
BRIC countries we come to the following figures!:

* Brazil: the formal sector has remained stable at around 50% of the working population
since the early 1990s of these 79% would have social insurance coverage;

e Russia: 83% of the total workforce works in the formal sector, of these 69% would have
social insurance coverage;

* India: only 34,85 million or 7,62% of the working population works in the formal sector of
these only 29% would have social insurance coverage.

e China: in the period 1996 to 2001, the ratio between the employment number in informal
sectors and work units would have increased from 1:4 to greater than 1:2.

Social security in the BRIC countries without any doubt suffers from the fact that many citi-
zens are left out of the social security arrangements. In fact having social insurance coverage
seems to be a privilege of a restricted number of persons, who often are also in other respects
to be labelled as the better off.

It is in this respect striking to see that in the BRIC countries people working for Government,
both central and local, (civil servants, army, police) are enjoying the better social security cov-
erage. Often this is also true for people working in larger enterprises; in this respect it is some-
what remarkable that people doing the same job, may end up being treated quite different
simply because their employer employs a small or a large number of employees.

This feature of privileging through social insurance only a part of the working force, is of
course also connected to the labour law status of the people concerned, which again may dif-
fer in function of the number of people employed by the enterprises.

The remainder of the working force is often labelled as the informal sector. This concept is
sometimes also used by international organisations such as the I1LO. We would, however, like
to point out that under this heading a wide variety of working people may be found, including
salaried workers without labour contract, temporary workers, workers in the submerged econ-
omy as well as self employed. We think it would be better not to pile up all these different
kinds of workers under the one heading of ‘informal sector workers’, but to differentiate among
them. Anyhow, the lack of decent social security coverage of many of those working in the
informal sector remains a serious challenge to all BRIC countries.

Special attention goes in the BRIC countries to those living in rural areas and/or active in
small farming. Often a basic protection is provided to them at a lower cost than is the case for
workers of the formal sector in larger enterprises.

1. Figures are drawn from: EUROSTAT; ILO, World Social Security Report, Geneva, ILO Publications, 2010, pp. 208-215; UN
Population Division, World Population Prospects: The 2008 Revision, 2010 (09.05.2011, UNPD: http://esa.un.org/unpd/wpp/unpp/
panel_indicators.htm); I., BAIRAGYA (2010), Liberalization, Informal Sector and Formal-Informal Sector’s Relationship: A Study of
India, Paper presented on the 31st General Conference of The International Association for Research in Income and Wealth in St. Gallen,
22-28 August 2010, 10-15; Y. DU, F CAl & M. WANG, Marketization and/or Informalization? New Trends of China’s Employment in
Transition, Chinese Academy of Social Sciences, 2009, p. 22; N. USTINOVA, Informal Economy in National Accounts of Russia, Paper
presented on the Special IARIW-SAIM Conference on “Measuring the Informal Economy in Developing Countries” in Kathmandu, 23
September 2009, p. 2; E. ZEPEDA, D. ALARCON, F. VERAS SOARES, R. GUERREIRO OSORIO, “Growth, Poverty and Employment in
Brazil, Chile and Mexico” in International Poverty Centre Working Papers, 42, (2007), p. 4.

10
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Some social security arrangements in the BRIC countries try to overcome the non-coverage of
larger sections of the population through voluntary insurances open to those not mandatorily
covered (e.g. introduction of retirement and health care insurances on a voluntary basis for the
rural population in some Chinese provinces; extension of retirement insurance to workers in
the unorganised sector on a voluntary basis in India; possibility for the self-employed, such as
farmers, to voluntary affiliate with incapacity for work insurance arrangements in Russia);
these arrangements are also often sponsored by the public authorities. However, it remains to
be seen whether such an approach has no perverse redistributive effects; in other words,
whether state support for voluntary insurance does not benefit in the first place those who are
competitively already better off as they can afford the payment of voluntary contributions.

The access to the health care requires special attention, as such access needs to be discon-
nected from the working status. In fact, universal coverage of the population appears to be the
ambition of the BRIC countries. Brazil and Russia already implemented it, although the medi-
cal treatment a resident (Brazil) or a citizen (Russia) actually receives, will in many regions
rather be very basic and/or of poor quality. China and India work on a continuous extension of
its health care insurance programmes to people not yet covered, though the reform plans
reveal that a complete coverage of the resident population is still in far distant. We develop
later more on this topic under the heading ‘Access to a qualitative health care’.

It is noteworthy that some special groups of vulnerable people have been singled out in some

BRIC countries to get preferred attention; e.g., the case for the family members of detainees
and for people escaping from slavery like situations in Brazil or for the out-casts in India.

3. Demography

Table 12
EU Brazil Russia India China
Population 501 mil. 198 mil. 144 mil. 1222 mil. 1 373 mil.
Life expectancy 78,76 73 66.3 66.14 73.68
general, man and
women (at age 1)
Population younger 107,2 mil. 66,7 mil. 29,2 mil. 495,4 mil. 375, 5 mil.
than 20 (21.4%) (33,6%) (20,18%) (40,5%) (27,34%)
Population over 60 116,7 mil. 22,7 mil. 29,5 mil. 99,7 mil. 185,8 mil.
(23.3%) (11,5%) (20,4%) (8,2%) (13,5%)

The demography undoubtedly plays an important role in the construction of a good social
security system. A too large portion of old and economically inactive people in a society puts a
heavy burden on the financing of social security.

Our comparative study showed that the aging of the population is not only a problem in
Western countries. Also the BRIC countries are confronted with diverging but all very impor-
tant challenges in the demographic area.

The one-child policy in China, the deterioration of life expectancy combined with low fertility
rates in Russia, and the steady increase of life expectancy and decline of fecundity in Brazil

2. Figures for EU are drawn from EUROSTAT; figures for the BRIC countries are drawn from: UN Population Division, World
Population Prospects, the 2008 Revision, 2010 (09.05.2011, UNPD: http://esa.un.org/unpd/wpp/unpp/panel_indicators.htm);
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make the provision of social security for the elderly and those who will become the elderly in
some years an extremely important challenge. The countries appear to be well aware of this
demographic challenge, as for instance the first reconsiderations of the one-child policy in
China or the plans of Russia to increase the Russian population illustrate.

4. Changed family patterns
Also in the BRIC countries traditional family patterns tend to be weakened as a consequence of:

* A more ‘Western’ life style, especially in urban areas. This finds its expression in more
individualism, decline of the extended family, more partnerships during a lifetime, increase
of the number of divorces, the rise of materialism etc.

e The leaving of the traditional family surrounding in rural areas in order to go to the urban
areas

This change of traditional family patterns provides a challenge to the social security in the
BRIC countries in that the family is no longer providing protection against social risks, such as
taking care of the offspring, caring for the old family members, or taking care in material or
even financial terms for incapacitated family members. All these social risks, social security
has to particularly take into consideration once the traditional family patterns are vanishing.

Adapting to new family models does, however, not only means the possibility to address the
new emerging social risks. Also for the already recognised social risks and the existing social
security arrangements, the new societal reality will be a challenge. This relates for instance to
higher living costs for one-person households in comparison to multiple-person households,
which accordingly requires higher amounts of social security benefits. It is in this respect note-
worthy that also non-marital cohabitation and also gay partnerships are recognized by some
social security arrangements in Brazil.

5. The interaction between economic development and social

security

It goes without saying that the development of social security is intimately linked to economic
development of a country. This is true in Western Europe and it is no different in the BRIC
countries. This being said, while the relation may be strong between economic development
and social security, the link is neither necessary nor automatic. In other words, a country may
develop economically in a very positive way and decide to do so without attaching an equiva-
lent attention to the development of the social security of its population. In the BRIC countries
one can say that none of the four countries is taking that option. All four are committed to
make their entire nations benefit from the economic development and are therefore also moti-
vated to develop, where economically feasible, the social protection of the workers and to
combat extreme poverty. However, at the same time, the BRIC countries are very much aware,
and perhaps more than the old industrial states, that the economic development should not
be hindered by establishing a too ambitious social security system. The key question is of
course where the parallelism between social and economic development ends and the social
hindrance of economic development starts.

It is striking to establish that in no BRIC country the development of social security seems to
be perceived as positively related to the economic development. In the West voices are more
and more heard that social security through increasing the purchasing power of people is to
be seen as positive for internal consumption and thus contributing to the economic develop-
ment. That this seems not to be the case in the BRIC countries may be explained by the fact

12
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that the economic development of these countries is still to a large extent export oriented. The
development of an internal market and consumption in the BRIC countries may, however, in
the future also benefit from the development of social security.

6. The diversity of economic and social realities within one country

A very important common challenge to all four BRIC countries is closely connected to their
vast territory in which various regions, rural and urban areas present a very diverging eco-
nomic and societal development. The BRIC countries respond to the challenge of their enor-
mous territory and high number of inhabitants by a layered governmental structure, in which
regions and municipalities have their own responsibilities. This layered governmental structure
is reflected in the way social security is built up, with the central/federal level setting most
often the targets and principles, whereas the states and sometimes the municipalities work
out these principles in accordance with the local realities. This has led to rather important
divergences in social security between the rural areas and urban areas, as we meet these e.g.
in China.

This internal diversity, both in terms of social-economic reality and social security protection,
constitutes an enormous challenge to all BRIC countries, in terms of:

e Responsibility of states and municipalities for the own social expenditure whilst maintain-
ing some common standards and a solidarity between the richer and poorer areas.

* Mobility between these different areas within the country.

* Reconciling pilots and tests in some regions with a coherent development of social security
throughout the country.

As far as the responsibility for the own regional and municipal options is concerned and the
solidarity within the country, it seems that the BRIC countries have to a larger extent accepted
the differences in wealth between their regions and have to a lesser extent than e.g. in
Western Europe set up solidarity mechanisms to correct these divergences.

Concerning internal mobility, the diversity of social security protection in particular within China
and India leads to questions of social security coordination. When people move from one area
to another, crossing “social security borders”, it is to ask whether the person has access to
social security, which social security regime is competent, whether there is a counting together
of time records and the like of social security and whether benefits can be exported. In addi-
tion, a number of questions for the cooperation of social security administrations come up. All
these questions of social security coordination are necessarily linked to the question whether
BRIC countries consider internal migration as an asset or as something to avoid, e.g. want to
avoid an influx of new workers and residents to urban areas or to wealthy regions.

The picture presented by the BRIC countries is also often troubled by the fact that, often
under international (funding) influence, some pilots or try-outs are set up in some areas of the
countries, which do not find echoes in other regions, nor in an overall national plan. We may
ask ourselves whether such pilots effectively serve their goals.

7. The lack of transparency of the social security system

As a consequence of the very fragmented coverage of some working groups, and the social
security modelling on a regional or even municipal level, it gets often very difficult to get an
overall picture of the social security in the BRIC countries. On top of that pilots and try outs
confuse the picture.

13
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Moreover, the relation between law and the day to day social security as it is implemented
may be of a rather difficult nature. In Russia, codified law, even if confirmed by case law, has
not always been implemented by social security authorities. Incidentally, this has led to
numerous judgments by the European Court of Human Rights which condemned the non-
implementation of law. In Brazil the rather extensive constitutional and legal provisions have
led to a judiciary which seems to like to make generous decisions, which are not backed up
by budgetary and social policy decisions of the government. In a country like China the juridi-
fication of social security rather contradicts the traditional apprehension for law. As a result
the social security system is not only to be identified on the basis of laws, but also on the
basis of decisions and sometimes also on the basis of plans. In fact, in all BRIC countries long
term plans for the development of social security play a role which is much more important
than planning does in most Western European countries.

The question is, however, whether to a certain extent this lack of transparency is not intended.
Having huge differences in the social security protection among different professional groups
and among different regions or municipalities may raise questions of justice and fairness. It
cannot be excluded that the government wants to avoid these questions. The huge social
security challenges in the BRIC countries, against the background of a big and fast economic
growth, might only allow for a gradually build-up and extension of social security.

8. Poverty alleviation and basic needs

Table 23
EU Brazil Russia India China
Average income per person (PPP) 32 900 11 239 15 836 3339 7518
inUS $
Number of people living under 18,3% <2% 75,6% 36,3%
absolute poverty line of less than
23% PPP

All four BRIC countries know a rather important fraction of their population living in poverty or
even extreme poverty. All four BRIC countries acknowledge this fact and try, mainly through
social assistance programmes and welfare services, to address extreme poverty issues. The
economic development of the BRIC countries in the past decade made it indeed possible to
alleviate poverty through such programmes. Yet the challenge remains enormous, given the
large number of people still affected by poverty and extreme poverty in these countries.

Poverty alleviation and addressing basic needs will not only be a challenge for social security
due to the needed financial resources. It will also be a challenge because of the unequal dis-
tribution of poverty within the countries. Poverty in the BRIC countries affects, in particular,
the rural areas with the there dominant agricultural households, the population of economi-
cally less developed provinces or certain social groups, such as indigenous people in Brazil or
the scheduled castes in India. The challenge will be to convince the better-off regions or parts
of the populations to demonstrate solidarity and contribute to the fight against poverty.

3. Figures are drawn from the CIA World Factbook and the IMF, World Economic Outlook Database; as well as from the UNDP
Human Development Indices.
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9. The lack of solidarity and interaction between social assistance
and social insurance

In the literature there seems to be a division of views between those (still or again) adhering
to the strict separation of social insurance and social assistance, and those convinced of the
unity of both under the umbrella of the more modern concept of social security. Whatever we
may think of this debate, it is striking to see that in the BRIC countries the division between
social insurance and social assistance arrangements remains rather strict, at least in the sense
that very few elements of solidarity or redistribution between various groups are included in
the social insurances, whereas the social assistance arrangements clearly focus on the
extreme poverty. However, it might be worth examining whether the development of social
insurances — which are often reserved to the already better off groups of workers — should
not more systematically be accompanied by elements of solidarity with those excluded from
the scope of these insurances, the weakest groups first. This, however, does not seem in line
with the development of social insurance and social assistance in the BRIC countries. Social
insurances are rather inward looking and finance themselves (be it often with public support)
whereas the general budget is to cover the expenses of the social assistance arrangements. At
first sight social insurance arrangements for rural workers or voluntary social insurances,
which are heavily sponsored by the public budget, seem to be in contradiction with the above;
but here again we see no attempt to link these rural or voluntary schemes, which most often
address the so called informal sector, with the social insurances of the formal sector.

10. The weak interconnection between social security actors

The complexity of the social security structure in the BRIC countries makes that in most of
them a large number of social security administrations are active. To a large extent they seem,
however, to work rather in an isolated way without substantial interaction between them. It
will be a challenge for the future to better coordinate the work of the different social security
administrations, in the first instance through better information exchange. Besides better coor-
dination, a general simplification of the administrative structure of social security would need
to be considered. For instance by merging social security administrations or by better assign-
ing the existing tasks to the different administrations. First plans to a simplification of the
administrative structure have been observed in our investigations on the BRIC countries.

The weak interconnection between social security actors negatively impacts on a further prob-
lem identified in the BRIC countries: social security fraud. Here we are not only talking about
contribution fraud typically by employers or benefit fraud by beneficiaries, but also about fraud
by social security administrations. For a more effective fight against social security fraud, a bet-
ter coordination, and also supervision, of social security administrations seems to be necessary.

A side effect of the weak interconnection between the social security administrations in the
BRIC countries is that it is rather difficult to establish comparative standards as to their effi-
ciency and effectiveness. This makes it also difficult to assess whether the social security
administrators deliver good value for money, in other words whether their administrative cost
can be considered reasonable.

11. The place of private actors in social security

In all BRIC countries the private sector has been given a role to play in social security. This
role may be more important or reduced.
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Private or semi-private service providers have been given a prominent role in the health care
sector of the BRIC countries. But also in the field of old age security, where the BRIC coun-
tries in one way or the other incorporated a multiple pillar approach, private service providers
are part of the government’s social security considerations.

It is striking that private actors not only fulfil a role in the formal social security system, but,
maybe even more important, a role in the informal protection in some of the BRIC countries.
In India, for instance, self-help groups, i.e. usually unregistered associations of poorer workers
in the informal sector, provide for protection against the occurrence of social risks amongst
their members.

It is important to note that the growing impact of private entrepreneurship and the private mar-
ket in some BRIC countries, is not always fully absorbed by social security structures. In plain
terms, where in earlier times in countries like Russia and China the companies where in state
hands with important trade union control, one could assume that the social security contribution
duties were better observed than today by a myriad of private companies of diverging stability.

12. Pensions and other income replacement

Pension arrangements take a very prominent place in the social security constructions in the
BRIC countries. Together with health care, retirement arrangements are the focus of social
security reforms. Whereas for health care the main reasons for its dominant place in building
up and extending social security can be seen in its fundamental nature and in the interna-
tional medical and pharmaceutical complex, the reasons for retirement arrangements are
rather based on societal changes in the BRIC countries, such as changing family patterns and
demographic changes, and on the possibility to directly link benefits with contributions, which
is less the case for other branches of social security.

The old age pension age and the related conditions for obtaining a pension have to be seen in
the light of the demographic reality of the concerned countries, especially the life expectancy
in these (see the table in Section 3 on “Demography” on page 11).

The BRIC countries have in one way or another incorporated the three pillar approach. Yet the
first pillar is sometimes very weak, the focus being often on a compulsory but sector or enter-
prise based arrangement. This expresses, of course, the wish not to have larger redistribution,
which is problematic when the first pillar is underdeveloped or even virtually absent.

The relation between receiving a pension, even a disability pension or a survivor pension, and
not working is of another nature than in most old industrialised countries. When in the latter
the invalidity pension, and often also the retirement and sometimes the survivor pensions
restrict the possibility for their beneficiaries to continue working, this appears not or less to be
the case in the BRIC countries. Perhaps, this is due to the fact that legally restricting the pos-
sibility to work, makes little sense in countries with huge informal work sectors.

Noteworthy is that in some of the examined countries the pension arrangements consist of
one-off payments at retirement or of arrangements the capital of which may be taken up
before retirement to address other social needs (education of children, housing etc).

As far as the compensation mechanisms for labour accidents and professional diseases it is
obviously also crucial that the workers most threatened by a dangerous work environment,
would be covered by these. Often the not covered so called informal sector coincides to a
large extent with the most dangerous work environments.
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13. The access to a qualitative health care and care

The ambition to have a universal coverage of health care needs with health qualitative care
services accessible to all, whatever the income of the patients and whatever the place they
live in, constitutes an enormous challenge for the BRIC countries. This is because, in contrast
to other branches of social security, the health care sector is a rather cost-intensive sector. In
addition to the general expensiveness, the immense size of the BRIC countries, with its remote
areas with low population density, makes the guarantee of accessibility of health care a costly
endeavour. Here important trade-offs between quality and accessibility have to be made.

It is striking that in all BRIC countries there are private or semi-private health care providers,
services and products available to those (in the cities) who can afford to pay for them; it
might be useful to require from this private health sector some more solidarity with the efforts
of the states to provide an accessible and qualitative health care to all.

As a consequence of the bad relation between the active and passive populations, we see also
BRIC countries more intensively interested in the issue of care for people having lost their
autonomy. Although no dependency insurances seem to emerge, it is clear that special atten-
tion goes not only to upgrading the quality of care homes, but also to finding ways to provide
the necessary care at home. The traditional home care by family members can be supported
to that effect or new forms of home care stimulated.

14. Inflation and the validity of commitments for the future

One of the worst enemies of a decent social protection system undoubtedly consists of high
inflation rates. Although the situation has clearly improved in the Brazil, Russia and India over
the last years, inflation figures are still substantially higher than in the EU. Also in a not too
remote past, countries like Brazil and Russia have experienced inflation rates of three and
even four digits!

Countries like Russia and also China have experienced over a recent past a very important
change in societal organization. Market mechanisms and self-responsibility have been
stressed. This might undermine the confidence of people in arrangements set up by govern-
ment. One has indeed experienced already that the ‘all providing’ state was removed: how to
trust that the social security commitments for the future will be held? In a way, a similar loss
of trust may be produced by important inflation. Indeed, when in some of the BRIC countries
the inflation has in a not too distant past run into very high figures, how to make people
believe that saving, even saving in the form of social security, gives any security? It is in this
respect noteworthy that the constitutional and legal provisions dealing with social security in
Brazil pay very much attention to guaranteeing the real value of the social security commit-
ments taken up. Notwithstanding these and similar guarantees in other BRIC countries, one
can notice that often the returns on the funded schemes are not sufficient to even make up for
inflation, which certainly questions the validity of the financing via funded schemes.

17



SOCIAL SECURITY IN THE BRIC COUNTRIES

Table 3. Inflation rates evolution*

IBM Center for The Business of Government

EU Eurozone Brazil Russia India China
2010 2,1% 1,6% 5.04% 6,85% 13,19% 3,33%
2009 1,0% 0,3% 4,90% 11,65% 10,88% -0,69%
2008 3,7% 3,3% 5,67% 14,11% 8,35% 5,90%
2007 2,3% 2,1% 3,64% 9,00% 6,37% 4,77%
2006 2,2% 2,2% 4,20% 9,68% 6,18% 1,47%
2005 2,2% 2,2% 6,88% 12,68% 4,25% 1,82%
2004 2,0% 2,2% 6,60% 10,89% 3,77% 3,90%
2003 2,0% 2,1% 14,78% 13,67% 3,81% 1,17%
2002 2,1% 2,3% 8,43% 15,78% 4,30% -0,77%
2001 2,2% 2,4% 6,84% 21,46% 3,78% 0,73%
2000 1,9% 2,2% 7,06% 20,78% 4,01% 0,4%
1999 1,2% 1,2% 4,86% 85,74% 4,67% -1,4%
1998 1,3% 1,2% 3,21% 27,68% 13,23% -0.8%
1997 1,7% 1,7% 6,93% 14,77% 7,16% 2,8%
1996 16.01% 47,74% 8,98% 8,3%
1995 66,01% 197,47% 10,23% 17,1%
1994 2075,83% 307,63% 10,21% 24,1%
1993 1927,38% 874,62% 6,36% 14.7%
1992 1022,45% 11,78% 6,4%
1991 477,39% 13,87% 3,4%
1990 2947,73% 8,97% 3,10%

15. Identification and IT related issues

BRIC countries struggle with keeping record of the persons covered by the various social insur-
ance arrangements or benefiting from social security benefits. This problem may be overcome

by a better registration of the population and the introduction of national (social security) iden-

tification numbers, which, however, isn't an easy enterprise in huge countries like the BRIC.

The complexity of social security administration has been accompanied by an extraordinary
complexity and diversity of used administrative tools. Especially when introducing IT in the
administration of social security, this has not eased the interaction between the various social
security actors. This may be deplored the more that the introduction of IT is a rather costly
operation in countries like the BRIC countries. Moreover, one has to realize that the internal
communication between establishments of the same social security administration may have
to be set up over several thousands of kilometres and between places with a very diverging

development of infrastructure.

4, Figures for EU from EUROSTAT and for BRIC countries from International Monetary Fund, World Economic Outlook Database,

April 2011
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16. Globalisation and world wide competition

Although it might be self-evident, it is important to recall that not only old industrialized coun-
tries are worried about the impact of globalization and more specifically what this means to
their social security systems. In fact, also BRIC countries are well aware that they are devel-
oping their economies in a very competitive global surrounding. In this way not only in the
West, but also and even more in the BRIC countries, the argument is heard that social secu-
rity arrangements should not burden too much the enterprises and their development. In other
words if globalization exerts a downwards pressure upon the social security systems of the
West, this is also the case in the BRIC countries and even on the lesser developed countries.
In this way, this pressure leads to self-fulfilling prophecies. One should dare to observe that
this course of events is by no means necessary and that international agreements could stop
this pressure. Just like enterprises by the end of the 19th and the beginning of 20th century
could impose social standards without impoverishing the concerned societies, this could also
be realized on a world scale ... if the political will to do so would be present. This is no plea
against the market economy, but it is arguing that only a socially corrected market economy is
sustainable in the long run, both in political and social-economic perspectives.

17. Need for a sustainable financial and economic basis

The BRIC countries finance their social insurance arrangements through the usual channels,
being state subventions and contributions, mainly wage earner and employer contributions.

In some countries the financing of social security is very much geared to keep the link with
the concerned paying individual. This can of course be noticed in the DC funded schemes, but
also in arrangements where the proceeds of the wage earner of voluntary contributions escape
all redistribution, and may sometimes even be claimed back by the one who paid them.

It seems that only in a restricted way social security arrangements are being financed through
so called alternative channels. In Brazil this is the case through the levies on lotteries and
some imports; also in India levies on some imported and exported products co-finance social
security arrangements.

In future, it will be the challenge to choose for the optimal source for the financing of social
security. Next to above mentioned usual channels, i.e. contributions and state subsidies, new
sources will be crucial to preserve economic growth, but also a healthy environment in the
BRIC countries. This relates for instance to earmarked taxes on exports, on energy, on environ-
mentally damaging products or on unhealthy products. Though a creative way of financing
social security arrangements, the development of social security could be better linked with
the growth of economic capacity and the accumulation of wealth (by few). It goes without
saying that this is only feasible if there is the political will and strength to do so.

18. The interaction between social security, social policy and other

policy areas

Perhaps even more than in old industrialised states, it is important to remind that social secu-
rity is only one channel through which social policy goals may be realized and that social pol-
icy is very much linked to other societal and economic features.

All this is also true for social security law, as it is interconnected with other branches of law:

* One should realize that many arrangements for workers are restricted to those which are
considered having a labour contract in the sense of the labour law;
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*  One should take into account the family law and the obligations of support that law
stipulates;

* One should be aware that without decently functioning personal income tax, it is hard to
operate means tests in an impartial way;

* One should recall legislation as to internal migration and the personal identification.

19. The deficient implementation, control and sanctioning

A complex administration, with many actors and layers is not always controlled and sanc-
tioned in the most appropriate way.

This is even more so in case the traditional authority of the state is not seriously challenged.
Or when citizens lack the intellectual or material capacity to challenge the administration.
Corruption may add to the problem; informal payments for health care services may erode the
real accessibility of the health care system.

Where the social security system is provided of a solid legal control, the judiciary may make
some control actions difficult as is illustrated by the Brazilian case where the principle that the
administration has to prove that people do not qualify for a pension (...because they are dead)
made the combat against phantom pensions more difficult.

20. Need for another more creative approach?

As we explained at the beginning, there seems to be a paradigm unclarity as to social security
in the BRIC countries. This may be explained by the origin of social security in the old indus-
trialized countries and the less fitting character of the social security arrangements for newly
developed or developing economies. The ILO continues to spread the belief that social security
is a good that is to be shared on a universal basis. Yet we could ask ourselves whether the
way social security has been thought in the West is really the most appropriate way also for
the BRIC countries. In this respect we can ask ourselves for instance whether in countries
with a huge informal sector, unemployment benefit schemes as such make sense. Also the
ecologic impact of certain industries in the BRIC countries may call for social security
responses in analogy with the labour accident and professional injuries schemes developed in
the old industrial world.

It is also striking to see that, although BRIC countries have a huge diaspora, very little atten-
tion is paid to the social protection of these emigrants. It might be a good idea to pay some
more attention to these emigrants and the social coverage of them when they would decide to
return.
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Concluding Thoughts

How does all this relate to the main findings in our Social Security

Quo Vadis research in Western Europe?

The question is easy to ask, quite difficult to answer though. Some convergencies may sur-
prise as may some fundamental differences. Personally, we were rather impressed by the
important, but complex, demographic challenge faced by the BRIC countries. Whereas we
found earlier that the basic solidaristic paradigma of social security in Western Europe was
suffering of a lack of clarity for the concerned population, it seems that in the BRIC countries
the very paradigma on which to build social security remains to be defined. Whereas the
challenges social security is confronted with in the BRIC countries and the EU are sometimes
similar (demographic challenge, changing family patterns, need for a more effective adminis-
tration, IT related issues, vanishing traditional family model) we have to keep in mind the sub-
stantially different reality these challenges present themselves in. Accordingly we must not
make the assumption that the challenges being equal, the ways to address them may be similar.

Since in Europe social security covers the largest part of the population and certainly of the
working population, it is crucial that all able-bodied adults below a certain age work and
hence contribute to the financing of social insurance. In the BRIC countries the main chal-
lenge consists in bringing more people under social security by transferring them from the
informal to the formal sector. It is, however, questionable whether all BRIC countries are ready
to take up this challenge, when such would expose their upcoming economies to additional
financial burdens. A similar question arises in relation with the internal diversity of social pro-
tection within the BRIC countries. Of course we are familiar with such diversity within the
European Union but we shouldn’t forget that the BRIC countries have more inhabitants and/or
are bigger than the whole EU. Yet accepting huge differences in living standards and social
protection levels within one country and a reluctance to establish solid and transparent soli-
darity mechanisms between the poorer and richer regions or segments of the population, may
in the long run pose very serious problems.

We were also struck by the fact that not only in Western Europe, but also in the BRIC coun-
tries the argument of globalisation was being used against the development of social protec-
tion: in order to face competition on the global scale, one needs to be modest in social
ambitions, so is said. But what if we would accept to join hands and turn the arguments of
globalisation around ... in favour of a decent social protection for all. But | guess this remark
is a bit too idealistic ... and thus remote from real life. Anyhow, with these few remarks we
hope to stimulate the debate; a debate on a global scale and indeed relevant for the future of
the planet.
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