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Danger on the horizon: low formality & rapid ageing
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The “big idea”, in three points

1. Current risk-sharing policies were designed for a more
stable, homogenous world of work.

 Stable employment was the platform to provide protection.

2. Work has always been diverse and fluid in LICs, and is
diversifying further in MICs and HICs.

 Threat to effectiveness and relevance.

3. Society can’t rely on stable employment and agency of the
employer to provide the platform for protection.

* The social and economic costs of exclusion are high and growing.



Changing nature of work: Drivers of disruption

Technological change Economic integration Demographic change
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A diverse world of work challenges the foundational
assumptions of prevailing risk-sharing policies

* The prevailing model was designed around the ‘standard employment
relationship’ for practical reasons with the goal of insuring against
catastrophic losses

o Institutions, norms and aspirations were developed and took hold when (and where)
most working people were in standard employment relationships

o Most workers were men, sole-worker heads-of-household, with inelastic labor
supply and few career interruptions

o The model evolved to increasingly mimic saving and not insurance instruments and
started to divide those affected by shocks into deserving and undeserving of help; it
became too expensive for many employers and potential workers

* While the world of work is evolving and becoming more diverse, these
institutions, norms and aspirations remain rigid

e That rigidity (failure to keep up) threatens first the effectiveness, and
ultimately the relevance of the prevailing model




Contribution density in Brazil in 2015:
Significant correlation between density and income
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Contribution density is rather stable:
no basis to expect significantly longer carriers in the future
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Expected retirement paths: only minority follows “standard employment” ideal

Profile 1: On track to LOS

Profile 2: On track to Idade pension above min.

Profile 3: On track to minimum Idade pension

Urban potential BPC recipient

Rural population
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Implications of growing diversity and fluidity in working forms

1. Livelihood disruptions is a “new normal”: A significant portion
(most?) working people are in multiple, fluid, and short-term

economic engagements.

2. Limiting access to risk-sharing based on where and how people
work, incurs social costs (exclusion) and reqgressively-distributed

fiscal costs.

3. Social costs of relying on the “agency” of employers outweigh the
benefits.

4. A clearer, transparent distinction between the “actuarial risk
pooling” and “income redistribution” objectives matters for
financing, delivery and incentives.




Proportion of rural population

5%
0%

30%
25%
20%
10%

Sle|A\l ho souy 0/

SOuyY 69 € 99
souy 9 e 09
SOuUY 6G € G5
SouY S e 09
SOuY 6¥ e Gt
Souy vy e Oy
SOuY 6¢ e G¢
Souy ve e 0¢€
Souy 6¢ e S¢
souy vz e 0c¢
souy 6T e qT
souy vT e 01
souy g eqg
souy et
Ouy T 9P SOUIN

urban poverty coverage

Brazil (1)
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Exclusion in Brazil (2): Social Assistance mostly goes to elderly...

Social pension (BPC/RMV, EPU, Rural Pensions) [[0BSN 0.39% 1.09% 0.04%
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... disproportionately subsidizing more affluent households...

Lorenz Cuwes Of income sources ¢ Pension income is more important
. to 50% of the richest population
than 50% of the poorest
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... leaving younger cohorts more exposed to poverty
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Poverty among pensioners is 5%
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Nature of shocks
& losses, and
extent of market
failure
determines how
and how
intensively
government
responds.

Common losses

Most frequent

Negligible external cost
Some external social benefit

Non-trivial losses

Frequent

Minimal external cost

Some external social benefit

Large losses
Relatively frequent
Some external social cost

Largest losses

Relatively rare

Greatest ‘external’ social cost
Most acute market failures

Policy package of protection

Purely.
voluntary
privately
financed

“Nudged”,
incentivized &
privately
financed

Mandated &
individually
financed

Guaranteed
minimum:

Purely publicly
financed from
general
expenditure
(broadest tax
base)




The specific mix of instruments deployed can vary.
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Regulated market provision of
secure savings & insurance;
Micro finance saving and insurance

Default opt-ins;
Information

Minimal “adequate” smoothing
N/DC accounts;
Actuarially-fair DB

Minimum DB*:l Prevents

e Transfers; poverty and

e Subsidized catastrophic
premiums losses
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