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ISPA Tool for Social Protection Financing

1. Significance and objectives
This concept note provides background information to initiate a discussion on how to develop an Interagency Social Protection Assessment (ISPA) tool to analyse national fiscal space for financing social protection. This is in line with the international commitment of Sustainable Development Goals (SDGs), particularly SDG 1.3 which aims to “implement nationally appropriate social protection systems and measures for all, including floors, and by 2030 achieve substantial coverage of the poor and the vulnerable.” The importance of social protection in the national development process is immense; as recognized in the 2030 agenda for sustainable development and the ILO’s Social Protection Floors Recommendation (No 202). With regard to financing options, SDG target 1.A proposes to “ensure significant mobilization of resources from a variety of sources, including through enhanced development cooperation, in order to provide adequate and predictable means for developing countries.” 
The objective of designing an ISPA financing tool for social protection is to deliver a comprehensive guide to perform a country level diagnosis of national capacity to finance universal social protection systems, including floors, to identify innovative and potential options to mobilize resources to finance the existing gaps and how to implement policies for such resource mobilization. Given the focus on social protection systems and analysis of public social protection expenditure, the tool falls in the category of system level ISPA tools. 

2. Resource allocation and spending gaps in social protection financing
[bookmark: _GoBack]There exist large regional and national differences in the proportion of resources allocated to social protection, reflecting significant gaps both at country and at regional level. For example, South-Eastern Asia average spending on social protection is only 1.4 per cent of GDP; more than 10 times lower than the average spending in Europe and Central Asia. Other sub-regions facing major challenges in terms of social protection spending efforts are Southern Asia (2.7 per cent of GDP), Sub-Saharan Africa (4.5 per cent of GDP) and Arab States (4.9 per cent of GDP).[footnoteRef:1] Spending deficits in social protection at the regional and national levels reflect gaps of similar magnitude in terms of coverage.  [1:  Data on expenditure are mostly from the International Monetary Fund (IMF), Eurostat, OECD, and the ILO.] 

Since the creation of the first social protection system in the world, social contributions have been playing an important role in terms of permanence and economic sustainability of modern social protection systems. In countries such as the Czech Republic, Costa Rica, the Netherlands, Latvia, Paraguay, and Morocco, social contributions are over 60 per cent as a percentage of social protection expenditure, showing how important this option is in terms of fiscal space creation. At the other extreme, there are a group of countries where social contributions are low or virtually non-existence, but not always for the same reason. Canada and the United Kingdom have social security systems whose components are highly tax-financed. But in other countries, the low proportion of social contributions is explained by the fact that their social security systems are still at an early stage of development so that contributory social security only reaches small groups of people with formal employment.
Results of an ILO study, carried out in 2017, show the need to extend non-contributory social protection floors in developing countries. It conducted a series of costing exercises in 57 low-income and lower-income countries that included estimations to provide social protection floors cash benefits to children, orphans, mothers with new-borns, persons with severe disabilities and old-age persons, as social assistance (not including social insurance). The weighted average cost of the social protection floors in the sample of countries was estimated at 4.2 per cent of GDP ranging from 0.3 per cent in Mongolia to 9.9 per cent in Sierra Leone. The main consideration here is the contrast between current financial allocations to social protection and the needs that exist in each country. Therefore strategies to fill the gap at country level should consider the active exploration of all possible financing sources.

3. Fiscal space options for financing social protection floors
In general, there are two main sources of social protection financing for developing countries – domestic (such as taxes and social security contributions) and external (such as overseas development assistance or ODA). Extending fiscal space based on domestic sources is a fundamental part of the strategy to create comprehensive social protection systems, including social protection floors. However, it is important to highlight that significant gaps exist between the resources required and the resources that many developing countries are able to generate internally. In many cases, this implies a high human cost and therefore external funding in the form of ODA is critical to complement specific social protection actions.
Based on observed practices in many countries it is possible to identify the following strategies available for creating fiscal space. These are supported by policy statements of the United Nations and international financial institutions (for example, Duran and Pacheco 2012; IMF and World Bank, 2006; OECD 2014; Ortiz et al. 2017). Each of these strategies is described briefly below:
1. Expanding social security coverage and social contributions: in existing social security systems, increasing coverage and therefore collection of contributions is a reliable way to finance social protection, freeing fiscal space for other social expenditures; social protection benefits linked to employment based contributions are also associated with the formalization of the informal economy.
2. Increasing tax revenue: this is a main channel for generating domestic resources and is achieved by expanding the tax base and altering different types of tax rates (ensuring progressivity of the tax system) - e.g. on consumption, corporate profits, financial activities, personal income, property, imports or exports, natural resource extraction, etc. – or by strengthening the efficiency of tax collection methods and overall compliance.
3. Eliminating illicit financial flows: vast amount of resources, estimated at ten times total aid received, escape developing countries each year illegally. Therefore, attempts are made to curtail money laundering, bribery, tax evasion, trade mis-invoicing and other financial crimes that are illegal and deprive governments of revenues needed for social and economic development.
4. Re-allocating public expenditures: this option includes assessing on-going budget allocations through rapid review of public expenditure and other types of thematic budget analyses, replacing high-cost, low-impact investments with those with larger socio-economic impacts, eliminating spending inefficiencies and/or tackling corruption.
5. Using fiscal and central bank foreign exchange reserves: this includes drawing down fiscal savings and other state revenues stored in special funds, such as sovereign wealth funds, and/or using excess foreign exchange reserves in the central bank for domestic and regional development.
6. Borrowing or restructuring existing debt: this involves active search for domestic and foreign borrowing options at low cost, including concessional ones, following a careful assessment of debt sustainability. For countries under high debt distress, restructuring existing debt may be possible and justifiable if the legitimacy of the debt is questionable and/or the opportunity cost in terms of worsening deprivations of vulnerable groups is high. In other words, the role of debt as a fiscal space option is observed in two senses: as a source of funding to complement the action of taxes and, in contexts of high debt burdens, as an alternative to free resources that are currently devoted to debt services and move them to social protection initiatives.  
7. Adopting a more accommodating macroeconomic framework: this creates an enabling macroeconomic condition to consider options 5, 6, and 8. It may also entail allowing for higher budget deficit paths and higher levels of inflation without jeopardizing macroeconomic stability.
8. Lobbying for aid and transfers: engaging with different donor governments or international organizations in order to increase North-South transfers.
Overall country experiences have demonstrated that, a national dialogue, with governments, employers and workers as well as civil society, academics, United Nations agencies, International Financial Institutions and others, is fundamental to generate political will to explore all possible fiscal space options in a country, and adopt the optimal mix of public policies for social protection.

4. Development of an ISPA tool on social protection financing
The development of the tool aims to foster consensus among ISPA partners for one tool that serves the purpose of providing support to countries in analysing public social protection expenditure and financing strategies. To this end, a Working Group (WG) has been formed, with the International Labour Organization (ILO) being the lead agency, and its task now is to have an inter-agency conversation to prepare a draft version of the new tool.
The Social Protection financing tool will follow the structure prescribed in the ISPA Terms of Reference (ToR) for developing an ISPA tool, and thus include the following elements:
1. A guidance note which 
· provides an introduction to the topic and definition of key terms and concepts.
· explains main aspects of national budget particularly with reference to social protection expenditure and revenue; and trends in key social protection related indicators. 
· defines assessment criteria to be used for the analyses of different fiscal space strategies.
2. A data collection framework to collect both qualitative and quantitative data on key socio-demographic information such as population, poverty; social protection programmes and their population coverage, benefits level, revenues, expenditure (including disaggregated data based on gender, children, elderly people, and other groups), etc.; economic indicators such as GDP growth, inflation, public debt and other information on government budget.  
3. A matrix presenting key indicators to assess the financing tool along the agreed performance criteria and explore the feasibility of fiscal space options in a country and a summary of how the options can be implemented.
4. A country report outline which provides a standardised structure that country reports should follow when analysing the financing of their social protection system.
5. A set of implementation guidelines that explain how the tool can be applied at a country level through a participatory approach emphasising country ownership.  
Furthermore, the ISPA ToRs specify the following steps for the process of developing an ISPA tool: 
a) The working group elaborates a zero draft of the tool (guidance note, data collection framework, matrix).
b) The tool is piloted in two countries through an inter-agency process.
c) The working group revises the tool based on the lessons learnt from the piloting. 
d) The lead agency organizes a workshop to finalize the tool.
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