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 EMPLOYMENT AND SOCIAL PROTECTION IN DEVELOPING COUNTRIES: A FRAMEWORK FOR POLICY INTEGRATION
Introduction
1. This paper begins with a review of early thinking on employment and social protection policies and the relationship between the two. This provides a context for understanding the current state of employment and social protection in the developing world that is described briefly in the next section of the paper. This shows that there is a large inherited challenge in ensuring employment and social protection for all. The next section then goes on to review new challenges that have, in addition, emerged with respect to employment creation and the extension of social protection. This is followed by a review of the new thinking that has emerged in response to these challenges. The following section then briefly sums up the main rationale that has emerged from this literature for integrating employment and social protection policies. The concluding three sections then discuss in turn the common principles that should guide the integration of employment and social protection policies, the key issues that need to be faced, and how political constraints should be dealt with in the advocacy of an integrated plan for employment and social protection.
Early Thinking

2. After more than six decades of development efforts there still are important unmet needs for both productive employment and basic social protection in the developing world. As a consequence mass poverty, representing acute material and social deprivation, remains a serious blight on the international conscience.

3. Many did not expect this outturn. In the beginning, the grand narrative that inspired the launching of the international development effort was that poor countries would soon ‘take off’ into sustained growth, a path that would lead to convergence towards the income levels and social standards of the industrialised countries. This view was based on a model that highlighted the dichotomy between economic backwardness and modernity.
 Poor countries were mired in economic backwardness but hope lay in the beachheads of modern economic activity that had been established by colonial powers. The essence of the development challenge was to ignite rapid growth in these pockets of modernity (‘the modern sector’ in the terminology of the day) as the means of transforming the whole economy into a modern one. The key ingredient for achieving this was investment in capital stock embodying modern technology as well as in education and training to produce the skilled manpower required to run a modern state and economy. 
4. Employment and social protection policies were not central in this grand narrative. Successful growth of the modern sector, it was presumed, would lead to the progressive expansion of high productivity jobs to absorb, and eventually eliminate, the surplus labour trapped in the traditional sector.
 At the same time, since modern sector jobs typically conferred social protection (in the form of pensions, disability benefits, and the regulation of the employment contract and of working conditions), the growth of the modern sector would also be the vehicle for the progressive extension of social protection to all. 

5. In addition to this basic direct effect of the growth of the modern sector on the extension of social protection, some indirect effects were also recognised. A key link was the positive demand effect a dynamic modern sector would have on traditional agriculture and the urban informal sector. This would contribute to rising productivity and incomes in these sectors and hence reduce poverty and the numbers in need of social assistance. Another was the positive effect modern sector growth would have on the traditional sector through the outflow of surplus labour and the remittances received from those who joined the modern sector. These indirect linkages would thus raise overall incomes and reduce poverty more quickly than at the rate suggested solely by the growth of direct employment in the modern sector. 

6. Thus the basic development strategy of this period posited a benign interrelationship between successful growth of modern sector output and the employment and social protection objectives. It is therefore not surprising than neither employment growth nor social protection were set as a distinct objective of development strategy.
7. In the case of employment little explicit attention was paid to it as a distinct goal until the late 1960s. The catalyst for this change was the ILO’s World Employment Programme which argued that mounting underemployment and unemployment in developing countries in spite of steady economic growth cast serious doubt on a crucial element of the modern-sector led growth strategy. Rapid growth of output had not been automatically translated into high employment growth. It therefore advocated a comprehensive set of interventions to accelerate productive employment-creation in both the traditional and modern sectors of the economy. 

8. At the macroeconomic level the proposed interventions included the redistribution of income, combined with trade and industrial policies, to shift the pattern of demand and output towards more labour-intensive goods and services.
 In addition it argued for policies that would provide incentives for the adoption of more labour-intensive techniques of production in the modern sector; policies to raise productivity in traditional agriculture and to promote non-farm rural employment; and policies to raise productivity and incomes in the growing urban ‘informal sector’ of the economy.

9. After three decades of ascendency, this  strategy only had limited success in delivering a higher rate of growth of modern sector employment and a more rapid extension of social protection coverage. Thus apart from the case of the Asian NICs from the 1960s onwards and that of India, China and a few other emerging economies in the past decade or so, the grand initial vision of rapid development across the developing world did not take place at that time. Even in these cases of success, the full promise of the grand vision has not been realised. In the Asian NICs there was indeed rapid employment-rich growth but the automatic widening of social protection that was expected to accompany this was did not fully occur. 
Current State of Employment and Social Protection in the Developing World

10. The upshot of these developments is the status quo with respect to employment and social protection in the developing world. In terms of employment, the challenge is  daunting. High open unemployment of over 10 percent has emerged for the first time in a significant number of developing countries. Such a phenomenon had earlier been deemed an unlikely occurrence because of the absence of unemployment insurance and of the low general level of incomes.
 Related to this has been the growing number of countries that have experienced a decline in the employment-elasticity of growth. At the same time, there has been a significant expansion of employment in the informal sector in a large number of countries.

11. In the case of social protection, these adverse employment trends have meant that the hoped-for automatic extension of the coverage of social protection through the rapid growth of modern sector employment has not occurred to any significant extent. As a result, the large majority of the population in many developing countries enjoy limited social protection. Systems of social protection remain dualistic and fragmented. 
Coverage is concentrated on the minority of workers in the modern sector who receive benefits such as pensions, compensation for occupational injury, severance pay and health coverage as well as the protection provided by labour legislation. It is significant to note that only a few developing countries have any system of unemployment benefits. All these benefits are provided either through social insurance schemes to which workers and employers contribute or through state funding.
12. The ILO estimates than 80 percent of the world population have no access to formal social protection.
 Moreover, there has been a decline in the proportion of the population that is covered by social insurance programmes in the formal sector, especially in a number of middle-income countries. This has been due the result of the increasing informalisation of employment due to a combination of low growth in modern sector employment, labour market reforms, and cut-backs in social insurance programmes. 
13. Outside the socially protected core in the formal sector there is often only a patchwork of programmes with varying degrees of coverage of the population in the informal sector. These include social assistance programmes for the indigent population in urban areas, food for work and other public employment schemes, income- generation projects including micro-credit schemes, self-help micro-insurance schemes at the local level, and the provision subsidised health services. Most of these schemes are ad hoc in nature, of limited coverage, and are largely funded and run by international donors and NGOs.
14. There are, however, notable exceptions to this general picture of very limited provision of social protection outside the modern sector. South Africa, followed by a few neighbouring countries, has introduced a universal state-funded old-age pension. India has recently introduced a National Employment Guarantee Scheme and intends to introduce a national scheme to provide social protection for informal sector workers. Malaysia, Singapore and Hong Kong have tax-funded National Health Services that have been continued from their colonial past while Thailand has recently introduced a national health insurance scheme. 
15. A major breakthrough has been the introduction of a variety of cash transfer programmes in a growing number of countries. To date some 40 countries have introduced such programmes. Most of these are Conditional Cash Transfer programmes which require beneficiaries to comply with conditions such as ensuring that their children attend school. Most are also targeted on the poor and use a means-test for this purpose.  In many of the countries that have introduced them, Cash Transfer Programmes are still of a pilot nature or of limited coverage and Foreign Donors and NGOs are the main actors. However, in Brazil one of the pioneers in this field, the cash transfer programme has evolved into a national scheme and the coverage of such programmes have also extended considerably in a few other Latin American countries.
16. This development has raised hope that Conditional Cash Transfer programmes will be a powerful vehicle for extending social protection to all. This hope rests on the fact that tax-funded cash transfer programmes are relatively easy to implement administratively, are capable of reaching the most vulnerable of the poor and can be easily scaled up when the necessary funding is available. In this way they offer a way of cutting through the Gordian knot of how to extend social insurance programmes to the informal sector. 
17. Indeed, several major European countries have sponsored pilot cash transfer schemes in several sub-Saharan African countries in recent years. The expectation was that these pilot projects would have a demonstration effect in persuading these countries to adopt such schemes as a major plank of the development of their national social protection programmes. So far however this effort has met with little success.
Governments have been reluctant to scale these pilot schemes up to become national schemes largely for fear of the future fiscal liabilities they would entail and a continuing preference for productive forms of social protection such as the provision of subsidised inputs to small farmers and public works programmes.
Globalization: The New Challenge 
18. The difficulty to realise the original vision of growth accompanied by a steady improvement in employment conditions and the coverage of social protection has led to the emergence of a varied strand of new thinking on alternative routes to achieving the employment and social protection objectives in their own right. This new thinking has also had to respond to new challenges posed by the rapid globalization of the world economy. 
19. The nature of globalization over the past two decades has posed new challenges for development in general and the attainment of the employment and social protection objectives in particular. This has resulted in greater exposure to fluctuations in the global economy. Increased vulnerability to financial crises is a prime example but there have been also wider ramifications for the developing world. Recent examples include the sharp rises in food and fuel prices that have had a negative impact on the poor and the job losses caused by the contraction of demand originating in the industrialised countries during the current economic crisis. 
20. These developments have increased the difficulty of attaining both the employment and social protection objectives. In the case of employment, greater integration into the world economy has meant that it is now more difficult for governments to influence the employment-intensity of growth. 
21. In the case of social protection, it is clear that, as mentioned earlier, globalization has increased the range and amplitude of the risks of economic adversity that developing countries are now exposed to. Thus there are major new needs for social protection that have to be met over and above the pre-existing challenge of extending social protection. This is indeed the driving force behind the growing global campaign spearheaded by the ILO for the creation of a global Social Floor to provide basic social protection for the most vulnerable in all countries of the world.
22. Therefore, more than ever, governments face a more complex process of finding the optimal way of allocating resources to satisfy this growing range of advocacies and claims. In this context they can ill-afford the costs of policy incoherence when sectoral policies are sometimes at cross-purposes. Neither can they afford to forego the potential benefits of synergies that stand to be reaped from making policies more complementary and mutually supportive. 
New Thinking
23. There has been significant new thinking on the problem of social protection in developing countries in the face of these new challenges. A welcome aspect of this is that there is an emerging consensus on the need to give priority to the goal of extending social protection to all. 
 There is also consensus that social protection is an important instrument in the campaign to achieve the overarching Millennium Development Goal of halving global poverty by 2015.
24. A broader view of the potential role of social protection in overall development is also taking root.
 Instead of the narrow perspective of humanitarian relief that motivated earlier efforts to provide temporary safety nets to the victims of natural disasters, famines, and economic crises, there is now wider acceptance of the need to create more permanent and sustainable institutions for social protection. There is growing recognition that apart from being a potent tool for reducing poverty directly, social protection can also contribute positively to economic growth.  Providing social protection can increase the productivity of the poor since this would free them from strategies based on risk-aversion that limit their productive potential. They would become enabled to respond positively to new economic opportunities and increase their chances of escaping from poverty. 
 

25. Another strand of this new thinking emphasises the potential contribution of increased social protection to social cohesion and stability and to the realisation of human rights. Social protection will have positive motivational effects by giving the poor a sense of social inclusion and meaningful citizenship and, more broadly, defuse social and civil conflicts that are inimical to successful development. In the process increased social protection would not only provide passive relief but would also contribute powerfully to development. Moreover the more these developmental benefits of social protection are realised the lower would be the future need for social protection, thus making the goal of universal provision of welfare more tractable.
26. These different intellectual routes taken to arrive at the broad consensus on the need for increased social protection is reflected in some key differences in views on the means through which increased social protection should be achieved and on what characteristics an expanded system of social protection should have. 
27. The World Bank view of social protection is centred on the concept of Social Risk Management. 
  This seeks to embed social protection within overall economic and social policies by posing the issue of how these policies could contribute to reducing overall social risks. Social risks are broadly defined, ranging from natural disasters such as drought to man-made ones such as financial and economic crises. The reason for doing this is that this would be an important way of reducing the risks the population, especially the poor and vulnerable, is exposed to and thereby reduce the demand for social protection. 
28. This approach draws attention to the need for ex ante planning for social protection instead of thinking of the issue purely in terms of the provision of relief ex post. It also highlights the fact that poverty is not a static concept because there is significant movement in and out of poverty. From this perspective the reduction of social risks would be an important part of durable poverty-reduction strategies. Similarly, increased provision of social protection for the poor would provide an important ‘springboard’ out of poverty since the increased security would allow the poor to avoid risk-aversion strategies that would reduce their potential income.
29. Notwithstanding this conceptual innovation, the Bank’s views on how social protection should be provided remain essentially unchanged from that developed in the 1990s. The accent is on private provision. ‘Informal, market-based and public arrangements for dealing with risk ,all have comparative advantages...In an ideal world with perfectly symmetrical information and complete markets, all risk management arrangements can and should be market-based(except for the instruments protecting the incapacitated).’
This implies that the role of the State in social protection should focus mainly on facilitating the development of markets and the correction of market failures. There is no mention of social rights and the role of the state as the ultimate guarantor of these rights. 
30. Broader approaches have however been discussed elsewhere. The most inclusive of these has been the notion of ‘tranformative social protection’. 
This begins by noting that ‘largely missing from the World Bank’s Social Risk Management framework, for instance, is a concern for equity and social rights’.
 This ‘more political or transformative view extends social protection to areas such as equity, empowerment and economic, social and cultural rights, rather than confining the scope of social protection to targeted income and consumption transfers.’ 
It thus draws attention to the role that social protection should also play in enhancing the social status and rights of the marginalized.
31. From a human rights perspective there is a clear obligation on governments to put in place a system of social protection that at least ensures universal access to basic needs such as food and to basic social assistance such as pensions in old age, disability benefits, and child support.
 This is a core moral obligation not subject to arguments about economic costs and benefits. The rights perspective also clearly implies that these basic benefits should be both unconditional and universal and should not be thought in terms of charitable giving. This is why targeted and conditional cash transfer schemes are disapproved of from a human rights perspective. 
32. The human rights perspective also implies that in the design of systems of social protection the highest priority should be given to fulfilling the right to basic needs and basic social protection. They should have the first claim on resources in any planning or budgeting exercise. Only after these fundamental needs are met should resources be allocated to other social security needs. Thus the dualistic system of social protection that prevails in the developing world, where expenditures on social protection are overwhelmingly concentrated on the formal sector while little is provided to meet the basic needs of much of the population, is a gross violation of basic rights.
33. The human rights perspective also has implications for the role of government in providing social protection. It has the ultimate responsibility to ensure the outcome that basic social protection is provided, regardless of the institutional means it chooses to use to achieve it. In particular, it cannot absolve itself of this responsibility by simply saying that it has arranged for market mechanisms to do it. If it has chosen this route, it must still be responsible for ensuring, through regulatory and other interventions, that these mechanisms do in fact deliver effective social protection on a continuing basis. The same injunction would apply in the case of traditional, local-level arrangements or micro-insurance schemes for providing social protection. A government cannot claim that it has discharged its responsibility to provide basic social protection by simply providing financial and other support to such arrangements. It has to continually ensure that such arrangements do actually deliver the required level of basic social protection.
34. It is time to now address some central points of difference over the principles that should guide the design of social protection systems in developing countries. A fundamental one involves universalism versus targeting in the social protection system. A major argument in favour of universalism is that it ensures equality of treatment and of opportunity. It is based on the recognition of the equal worth of all citizens and the fact that they have equal rights to basic goods in society regardless of where they stand in the income and social scales. It fosters social solidarity and cohesion and is a concrete embodiment of democratic values. 

35. Apart from these intrinsic merits of universalism, it has also been argued that such a system is also more likely to gain more broad-based political support than a strict targeting of social protection. The main reason for this is that voters in a democratic system are more likely to support higher budgetary allocations for social protection when the benefits are more broadly distributed than when they are narrowly targeted to just the poor or ultra-poor. Even though the net benefits received by the middle and upper classes from these expenditures may be low when income taxes are highly progressive, the principle of universalism appears to be an important consideration.
Given this fact the benefits received by the poor may in fact be higher under a universal than a targeted system because total social protection expenditures are higher. This is in spite of the fact that some proportion of these expenditures is spent on the non-poor under a universal system; a smaller share of a larger pie may still amount to more than a smaller pie given exclusively to the poor.
36. Such considerations have also given rise to interest in how the middle income class in developing countries should be treated in social protection strategies. The dominant view on this issue is, of course, that the low income levels and limited fiscal resources in developing countries imply that there should be strict targeting of expenditures to the poor or even just the extremely poor. However, the argument has been made that in low-income countries a high proportion of the population have incomes that are just above the poverty line and are thus highly vulnerable to falling below the poverty line given the insecurity of their livelihoods.
 They are also clearly very poor by the standards of income in developed countries and hence are also very deserving of social protection. It has also been argued that the growth of a ‘middle class’ in developing countries is a critical element for driving economic growth and for facilitating the growth of sound institutions and democratic governance.
Their interests should thus not be overlooked in economic and social policies.
37. In contrast a non-universal system is inherently unequal and tends to increase inequality. This is seen most clearly in the case of social services such as health and education. Where there is targeted provision of these services for the poor alongside private self-provision by the rich, dualism in terms of the quality of services tends invariably to emerge.  There is a poor quality system for the poor and a high quality one for the rich.
 This breaches the principles of equality of treatment and opportunity. In the case of other social benefits such as unemployment benefits and social assistance, there is an inherent danger that the administration of a non-universal system through instruments such as a means test or conditionality in terms of desired behaviour will violate the self-respect and dignity of claimants.

38. There are three overlapping and interrelation dimensions of the issue which it would be good to clarify since they have often been muddied in debates in this area. The first is a difference over whether a social benefit such as a cash transfer should be universal or targeted. From a rights perspective such a benefit should be universal but it is not always clear whether this means it should be paid universally and unconditionally to all citizens or paid universally and unconditionally only to those below a given income level such as a poverty line. However, it is only the Basic Income movement that insists on the former interpretation. For most practical purposes therefore some form of targeting in the sense of setting an income criterion to determine eligibility for social benefits is non- controversial. This is reinforced by the fact that selectivity or targeting in this broad sense coincides with the principles of progressivity. It may also be highly redistributive if the tax system is also progressive. If this condition is not met then there can be no clear grounds for the common presumption that all targeted programmes are ipso facto redistributive.

39. Controversy however often re-surfaces over how targeting in this sense in applied. From a human rights perspective targeting should not violate important rights such as an equal right to dignity and self-respect. This implies that the application of targeting should not involve humiliating procedures or stigmatise those receiving benefits. Neither should benefit claimants be vulnerable to bureaucratic arbitrariness, manipulation, and abuse. It will also be important to ensure horizontal equity in the selection of programme beneficiaries since a failure to do so would create social tensions within communities.
40. This is the main reason why there is intense objection to making targeted cash transfer also conditional. Imposing conditions such as requiring benefit recipients to send their children to school or to attend health clinics is inherently paternalistic. Such an approach presumes that the poor do not know what is best for them and also ignores the costs of compliance with these conditions.
 Moreover the argument often advanced by proponents of conditionality that adding such a feature in cash transfer programmes helps to muster political support from the better-off (by showing that the poor are doing something socially positive in return for the benefit) is rejected. The reason for this is that it appeals to popular prejudices against the poor that presume that they are undeserving of relief until they prove otherwise.

41. Further arguments that have been advanced against conditionality include the negative effects that are likely to emerge in the operation of such programmes. One is that administrative errors in deciding on eligibility, or worse manipulation by local elites, may result in the unjust exclusion of poor people who are in need from the benefit. Another is that the termination of benefits for non-compliance with the single condition that is imposed (e.g. school attendance) is counter-productive since it denies those excluded, as well as society, the other developmental benefits of these programmes such as improved nutrition and health.
 
42. The big issue that underlies this debate over universalism versus targeting is that of what vision of social protection should guide policy in developing countries. Advocates of universalism and a rights-based approach are in fact envisaging an end-state in which the Welfare State typical of contemporary European social democracies will eventually blossom in currently poor countries. From this perspective social protection policies should be directed at creating an embryonic welfare state that will progressively grow and mature. Each step taken in the development of a social protection system should thus be fully compatible with this vision and hence must be based on fundamental values such as universalism and social rights. Embedded in this vision is also the notion that such an approach, apart from being intrinsically desirable, would also be the most efficient means of developing social protection in developing countries. This arises not only from the economic benefits of extending social protection but also from the wider developmental benefits that will be generated in terms of nurturing citizenship, social cohesion, social justice and political democracy.
43. The opposing vision is a much narrower one that evolved from earlier preoccupations with humanitarian relief and the provision of minimal social safety nets for the victims of natural disasters and economic crises. The main objective is to relieve acute poverty and redress the most egregious social problems that afflict particular social groups. Strict targeting is thus a sine quo non and there is bleak underlying view that low income countries can ill afford to attempt to do anything more than provide this minimum of social protection.
44. A side-effect of the new attention to the developmental benefits of social protection has been an increased interest in some aspects of employment policy. Programmes of direct employment creation such the promotion of self-employment through the provision of credit, training and other support and the promotion of livelihoods in rural areas have the joint attribute of providing incomes to the poor as well as enhancing their productive capacity. Similarly public works programmes provide income to the poor while also creating infrastructure that increases the productive potential of the areas where they are located. When such programmes are scaled up as a national employment guarantee scheme for the poor as has happened in India they are transformed into a major pillar of social protection and poverty reduction.
It is also significant to note that framing the guarantee as a legal right has proved to be a beneficial innovation. It has provided an incentive for activists to mobilise the poor to claim this right and to monitor the implementation of the scheme.

45. Some interest has also emerged in the potential contribution of labour standards to enhanced social protection. The enforcement of fundamental labour rights such as freedom from discrimination in employment and from forced labour will enhance the employment prospects of the poor as well as contribute to social cohesion. Similarly, freedom of association can contribute to the empowerment of the poor by enabling them to form organizations to enhance their interests. In addition minimum wage legislation has the potential of contributing to improved incomes for the working poor.

Rationale for Integration
46. The foregoing discussion has touched tangentially on some areas where there are strong complementarities between employment and social protection. It has also shown that there are different levels at which these complementarities occur. These range from the level of development strategy to that of microeconomic interventions. Ensuring that these benefits are reaped to the fullest extent is thus the main rationale for policy integration. Conversely there are also potential conflicts between employment and social protection policies that can be minimised through greater policy integration.
47. At the macroeconomic level employment policies that succeed in generating a high rate of growth in productive employment will reduce the amount of social protection that will be required. The higher the proportion of the labour force that is in employment, the lower will be the need for welfare payments such as unemployment benefits and income support to the poor. Similarly, the more stable the growth of employment is, the need for such payment will be even lower. In addition there are the indirect income-raising benefits for the poor of high growth in the modern sector through demand and labour-market linkages.
48. At the same time there are also potential conflicts at the macroeconomic level that should be minimised. The most obvious one is that expenditures on social protection should not choke off or reduce economic growth. One aspect of this is that there has to be a realistic limit to how much of total resources can be allocated to passive income support as  opposed to productive investment that will generate economic growth. Clearly there has to be a search for an optimal level of expenditure on passive income support, one that will meet the most pressing needs for social support while still leaving sufficient for investments that are essential for generating economic growth. This is an important reason why as much as feasible of social protection expenditures should be channelled through productive as opposed to passive means. Another way of confronting the same problem is to ensure that due attention is paid to how social protection expenditures are financed. Imposing too high a tax burden is likely to have an adverse impact on growth. There is also a need to be mindful, in the design of social protection schemes, of the future fiscal liabilities that are being created in the process.
49. At the same time complementarity can also originate from an improvement in social protection.  Greater social protection can create a more conducive environment for economic growth through strengthening social stability and cohesion, empowering the poor and raising their motivation to improve themselves, and enabling the poor to avoid risk-averse behaviour that limits their production possibilities.
50. The force of these basic complementarities is, however, weakened if the operation of a system of social protection detracts from employment growth. This could occur if the operation of a social protection system crowds out expenditures that would yield a high return in terms of employment generation or reduces the incentive to work or to hire. This former possibility suggests that there is a basic economic planning issue that has to be addressed in terms of relative allocation of expenditures for the attainment of the employment and social protection objectives. The latter possibility suggests that impact of social protection on incentives to workers and employers is an important consideration to be taken into account in policy design. 
51. At the microeconomic level there are also both complementarities and potential trade-offs. As mentioned earlier, most programmes of direct employment creation contribute simultaneously to both the employment and the social protection objectives. The incomes transferred under such programmes could be seen as an ‘active’ form of welfare payment, one that rewards work and also contributes to aggregate output. Similarly payments under active labour market programmes that require workers to undergo training to increase their employability can contribute to increases in both future employment and output. Furthermore it is possible that even passive welfare payments can contribute to increased employment and output. This will occur to the extent that recipients of transfer payments use part of their income for productive purposes such as investment in their children’s education or in enhancing their livelihood activities. This possibility arises from the fact that income is fungible and there is evidence that a positive diversion of income into productive expenditures have occurred even in poor rural settings.

52. The potential trade-offs come from the fact that the recipients of welfare payments such as cash transfers would have a lower incentive to seek employment or to start up their own income-generating activities. However, the available evaluations of various conditional cash transfer programmes have not detected any such effect. In any case, in poor countries with very high levels of poverty it is very likely that any such potential trade-off will be dwarfed by the positive productivity effects of income transfers to the poor.  This arises from the fact that the very poor have insufficient income to allow them to perform tasks at a normal level of physical functioning. Any increase in food consumption permitted by welfare payments would immediately be translated into an increased ability to work as well as provide other benefits such as reduced vulnerability to illness.

53. Another set of conflicts that could arise at the microeconomic level between growth and employment on the one hand and social protection on the other arises from the indirect effects that particular social protection schemes could have on the local economy.
 A case in point is when cash transfers generate local inflation. Another is when public works programmes divert labour away from essential work in the local economy such as performing key tasks during the agricultural cycle. Such problems can, however, be averted by anticipating them at the stage of programme design and introducing measures to prevent them from occurring.
Common Principles

54. In spite of the large differences in visions of what social protection should look like in a developing country, there is nonetheless little disagreement on a common set of principles that should guide the integration of employment and social protection policies. These consist of the following principles that should guide resource allocation and programme design decisions in the planning exercise:-

· That first priority should be given in any planning of resource allocation to the relief of the most extreme forms of life-threatening deprivation such as hunger and illness and the provision of basic social protection for all

· That the maximisation of productive employment growth will reduce the extent of social protection that will need to be provided, especially in the context of developing countries with dualistic labour markets. A basic step in the integrated planning exercise should thus be to allocate the total resources available in line with this principle.  Thus the rate of return in terms of productive employment creation should be a key criterion in this resource allocation exercise.

· That as much as feasible of social protection measures should be linked to productive activities. This would imply that, ceteris paribus, preference should be given to productive over passive means of redistributing income. Thus public works programmes should be preferred to passive income support to those who are able to work. Support to the working poor should also be a priority component of social protection programmes. For poor farmers this support could take the form of the supply of subsidised inputs, the provision of agricultural extension services, and assistance in marketing their produce. Similarly for other self-employed workers such as those running household and micro-enterprises support should be provided to raise the economic returns from these activities. This could take the form of training, the provision of credit and information, and assistance in marketing. For the working poor who are in wage employment the measures that could be adopted are less obvious. Since most of these workers are likely to be in the informal sector it is not feasible to adopt measures such as an earned income tax credit that is used in some industrialised countries. However, one instrument that could make a significant difference is the introduction of a minimum wage in the informal sector. But this faces all the inherent difficulties of enforcing rules in the informal sector. It is important to note, however, that programmes of direct employment creation or of support to the working poor may not always be feasible because of a lack of technical capacity or of an adequate pipeline of projects. They may also be significantly more expensive than, say, cash transfers in the short-run even though the longer-term social returns may eventually be higher.
· That scarce resources should be used as effectively as possible. This should guide the selection of programmes to be funded and also requires that adequate provision needs to be made in the planning exercise for mechanisms for rigorous project selection and for monitoring and evaluation functions

· That potential trade-off  between social protection and employment creation should be minimised through appropriate programme design

· That the dynamics aspects of the working of a social protection system deserve important attention. This includes issues such as the long-run financial viability of the system, the capacity of the system to be scaled up in the event of a major economic shock or crisis, and the extent to which it promotes a graduation out of poverty by those capable of work. It is thus important to avoid a static once- off view of the problem of extending social protection.
 Key Issues

55. A basic issue that has to be faced is that of the proportion of government expenditures should be allocated to the informal versus the modern sector of the economy. It is clear that proportionately more resources than hitherto needs to be allocated to the informal sector. This follows quite clearly from the governmental responsibility to provide basic social protection for all that has been discussed earlier. Thus the direction of change in this area is clear. Similarly it is clear that there should be a shift towards self-financing social insurance models for providing pensions and health care for modern sector workers, including for state employees. This will reduce the amount that that the state will have to spend on social protection for modern sector workers. Another instrument would be to reduce the urban bias that prevails in many developing countries in the allocation of expenditures on social services such as health care and education. 
56. However there are difficult transitional issues to be resolved such as the pace at which the proportion of public expenditures to support social protection in the modern sector will be reduced; the extent of expenditure limitation that is politically feasible given the strength of organised labour and the state of social dialogue; and whether new measures introduced to extend social protection will be universal (and therefore partly compensate for reduced benefits of modern sector workers) or targeted.  

57. A related issue is that of the extent to which the reduction of income inequalities should feature as one of the objectives of the social protection system. Some argue that the reduction of income inequalities is necessary on the grounds of social justice and that this would in itself make a positive contribution to economic growth. If income redistribution is adopted as an objective then close attention will need to be paid to the progressivity of tax and other means of funding social protection systems as well to measures to direct more of the benefits to the poor. Other options for redistributing incomes such as the redistribution of assets, especially of land in the case of agrarian economies, would also need to be considered.
58. Another key issue is that of the extent to which the integrated employment and social protection plan can be dovetailed with national planning process and administrative structures. At the apex, it will be essential to situate the integrated employment and social protection plan within the overall national development strategy or national plan. A primary concern is that the plan should aim for a sufficiently high rate of economic growth to ensure that there is a sustainable basis for financing the integrated employment and social protection plan. While the growth rate is important it is also critical to choose, from competing options, a growth strategy that is most supportive of the employment and social protection objectives. This will involve giving major attention to the employment and poverty-reduction implications of strategic choices such as which industries are to be promoted, the balance of investments between agriculture and industry, the portfolio of major infrastructure projects and the allocation of overseas aid. Other things being equal, it will obviously be desirable to choose a strategy that gives the highest employment growth and that is most pro-poor. 

59. There may in cases be political obstacles to overcome in the form of resistance from groups that have benefitted from a capital-intensive growth strategy. An easy option that has been adopted in some cases is to maintain the strategy in the face of this resistance while using social transfers as a means of placating those outside the modern sector whose economic prospects are jeopardised by a capital-intensive growth strategy.  This merely postpones the problem and it would be far better to confront the issue through social dialogue.
60. Bringing about a shift to a labour-intensive growth strategy will require substantive and informed advocacy from the agency that is responsible for the employment and social protection plan. The reward for success on this front will be an economic environment that will be more conducive for the attainment of the employment and social protection objectives. But advocacy on this front will also need to be supported by efforts to make a credible case for an adequate share of total available resources over the planning period that should be devoted to employment and social protection.

61. Apart from this apex level of planning the process of formulating and implementing an integrated employment and social protection plan will also require close coordination among key line Ministries. The will be an obvious need for coordination with the Ministry of Finance on issues such as the level of subsidies to social insurance programmes, level of social assistance benefits including cash transfer programmes etc. Similarly there will have to be coordination with the Ministry of Agriculture or Rural Development on issues related to rural livelihoods, with the Ministry of Public works or Infrastructure on public works programmes, and with the ministry of Trade and Industry on the promotion of employment –intensive growth.

62. Moreover, in order to ensure maximum synergy between the employment and social protection components of the integrated plan it will be necessary to design new, or reform existing, administrative structures to ensure that this happens during the implementation of the plan. Various configurations of administrative structure are possible as shown by attempts across the world to increase policy coherence.
 The essential elements are to breakdown the administrative silos that typically hinder communication and collaboration across functional Ministries. One possible mode is higher-level coordination through a super-minister who would be responsible for both employment and social protection. Another would be to have a joint planning, research and monitoring and evaluation unit to serve both policy areas as well as a single unit to deal with all direct employment creation and income generation programmes.

63.  Finally, there has to be a plan to develop the administrative structures required for the implementation of the integrated plan. Limitations in the existing administrative capacity of a country, especially with respect to its outreach to rural areas, are a common constraint on the scope of employment promotion and social protection programmes.  They also often make it more difficult to choose the optimal portfolio of programmes and the most effective modes of programme delivery. An issue of particular importance is that of ensuring that there is sound coordination between programmes of productive support to the livelihoods of the poor and passive income support such as cash transfers, including at the local level. This is essential for maximising the synergies between these two types of programmes as well as to avoid possible conflicts between them at the microeconomic level. An important requirement is that agencies responsible for individual programmes should have clear and unambiguous mandates. There should be no confusion of roles as would arise, for example, when an agency responsible for public works programmes is unsure whether its primary function is to transfer income or to produce economically useful output. In this case if the agency focuses on the income transfer aspect of its mandate this is likely to be to the detriment of its productive function. It is thus important to make provisions for remedying these problems within the integrated plan.
Dealing with political Constraints

64. How should these various elements be taken into account in a real world exercise of framing an integrated plan for employment and social protection in a developing country? Which vision of social protection, the broad or the narrow, should be promoted? The stock answer would be that it depends on country circumstances. This is clearly true but what this means has to spelled out concretely. 
65. A first step is to recognize the practical constraints involved in the planning exercise. It would be reasonable to assume that the time frame for completing the plan would be relatively short, say a year to eighteen months. This will imply that we have to take as fixed or given some fundamental country characteristics such as the structure of the economy and the political orientation of the development strategy. Changing such fundamental characteristics is a slow process. Thus even if there are strong reasons for wanting change in these characteristics this can only happen in the medium to long term, a time frame longer than that at hand for the planning exercise. 
66. The political or ideological orientation of the government and the type of economic conventional wisdom that underlies the views of policy makers is a fundamental constraint on the possible scope and ambition of the integrated plan for employment and social protection. Prevailing ideology and economic conventional wisdom will also set limits on the range of policy instruments that can be deployed and the nature of the institutions that are created. 
67. To illustrate this point it would be helpful to consider two polar idealised cases of the combination of political ideology and conventional economic wisdom. 
68. The first is a country that is receptive to social democratic values such as:
· A strong role of the State in shaping development strategy and nation-building.

· A strong commitment to equity, social solidarity, social justice, and income redistribution

· A strong commitment to Human Rights, including social and labour rights

69. It such a country we are likely to see economic policies with characteristics such as:

· A commitment to the goals of full employment and social protection for all.

· A progressive tax structure in the context of a high share of government expenditures of GDP
· A commitment to a market economy that is tempered by an appreciation that markets are not always perfect and require regulation

· A recognition that the labour market, in particular, needs to be regulated to prevent the exploitation of workers and ensure decent work

· In the realm of employment policy a willingness to adopt interventionist policies such as industrial policy to influence the composition of output and the choice of techniques in order to achieve higher rates of employment growth

70. The polar opposite is a country under the sway of neo-liberal ideology and conventional economic wisdom. Such a country would have characteristics such as :

· A strong belief in the free market as the best engine for delivering economic prosperity for all through ensuring efficient allocation and use of resources and providing the right incentives to motivate economic agents.
· The corollary to this is that the role of the State should be limited to the minimum necessary to provide essential public goods to such as a legal system to enforce property rights and contracts

· Low commitment to equity, social justice, and income redistribution. It is believed that individual responsibility and endeavour to seize the ample market opportunities that are available is the ultimate guarantee of social security. It is also believed that market determined income distributions are socially just in that they accurately reflect differential effort and talent. 
· Redistribution through the welfare system should be kept to the minimum necessary to provide for the ‘deserving poor’ such has the disabled or to maintain social peace.
· Weak belief in social and labour rights and universal entitlement core social benefits.

71. In such a country economic policies are likely to have the following characteristics:-

· Low commitment to goals such as full employment and social protection for all

· Low level of progressivity in the in the tax structure in the context of a low share of government expenditures in GDP
· Minimal regulation of markets, including the labour market, in order to ensure that they remain flexible and fully responsive to market forces

· In the realm of employment policy, there is an aversion to interventionist policies to raise the rate of employment growth. The focus of employment policies is on labour market deregulation, the promotion of small and medium enterprises, and on training to increase the employability of the workforce
· In the realm of social protection policy the focus is on the development and strengthening of private insurance markets for pensions, health care and economic adversity

· A strong preference for targeting welfare benefits (through a means test) only to the ‘deserving poor’ and for making the receipt of these benefits conditional upon meeting specified behaviour. A corollary is a strong aversion to universal unconditional benefits justified on the basis of social rights
72. The reason for spelling out the differences between these polar cases fairly exhaustively is that, depending on where a particular country is located along the spectrum of political ideology and conventional economic wisdom, they signal the relative probabilities of success in ‘selling’ different packages of policy proposals in the integrated plan for employment and social protection in any particular country. In other words they help to inject a necessary dose of political realism into the exercise. 
73. This is not to say, however, that the given political ideology and economic conventional wisdom should be accepted fatalistically. There should, of course, be a strong effort of advocacy of policies that reflect ILO values and these are clearly far closer to the social democratic end of the spectrum. But it is at the same time necessary to be realistic about the probability of success and the time horizon over which this can be achieved. 
74. The challenge should not be underestimated in view of the fact that the neo-liberal world view has remained largely intact two years after the onset of the global financial and economic crisis. The hope harboured by many political progressives that the severe limitations of the neo-liberal model exposed by the onset of the global financial and economic crisis would spell the end of its intellectual hegemony has been dashed. As a consequence, its influence on thinking on economic and social policies in developing countries remains as strong as ever, especially in low-income countries under the economic aegis of the international financial institutions.
75. Given the magnitude of the challenge, policy advocacy has to be strategic as well as pragmatic. It has to identify the issues on which there is the greatest likelihood of success and to concentrate on these. It also has to be mindful of the choice of the mode of discourse or rhetoric that has to be deployed. For example, those with a neo-classical mind-set are unlikely to be impressed by arguments based on appeals to abstract values such as social justice or on claims about the economic value of intangibles such as social cohesion or solidarity. They are instead likely to be more receptive to arguments based on the relative cost-effectiveness of different policies in achieving stated objectives.
76. While investing in advocacy we cannot at the same time make the offer of assistance in drafting an integrated plan for employment and social protection conditional upon the success of this effort. The truth of the matter is that the ILO is a broad church. A wide range of interpretations of what constitutes compliance with ILO values is permissible. For example, Convention 122 on Employment Policy allows considerable latitude on the type of economic policies that can be deployed to attain the goal of ‘full, productive and freely-chosen employment’, from Keynesian policies to the laissez faire ones inspired by the Chicago School.
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