Efforts to refine and operationalize Colombia’s vision for social protection are ongoing in
the Ministry of Social Protection through a extensive agenda of studies, debates, and policy
discussions. The National Planning Department, through the Misién para el Disefio de una
Estrategia de Reduccion de la Pobreza y la Desigualdad (MERPD)), is also undertaking a forward-
looking strategy exercise. Nonetheless, further work is required to ensure the development
of a coherent long-term vision for social protection and a clear strategy for achieving it.

Some elements of Colombia’s vision are clear - for example, its commitment to universal
health coverage - but other aspects would benefit from further definition. Among other
things, it will be important to:

* Further define the role of universal versus targeted approaches to providing
social protection?7;

* Clarify the benefits, costs, and feasibility of establishing a unified social
protection system versus simply strengthening coordination across sectors and
across a multiplicity of existing, differently designed programs?2?; and

* Analyze how to develop compatible sets of incentives across different programs
within a single sector (e.g., contributory vs. non-contributory pension regimes,
contributory vs. subsidized health insurance).

The way incentives are designed is particularly important to ensure that the Social
Protection System does not contribute to de-formalizing the labor market - a issue of
concern for a number of the countries in the Latin America region.

Once a coherent vision and strategy are developed, Colombia will face the increasing
challenge of clarifying the institutional structure of its social protection strategy. Many
agencies and programs still operate independently of the Ministry of Social Protection,
leaving room for a range of inefficiencies, whether in the form of coverage gaps or
duplication of efforts. The relationships and division of responsibilities between the MSP
and the key social protection institutions that are under its auspices - the National Training
Service (Servicio Nacional de Aprendizaje - SENA), the Colombian Institute for Family Welfare
(Instituto Colombiano de Bienestar Familiar - ICBF), and the Family Benefit Association (Cajas
de Compensacion Familiar - CCF) - are also unclear. These institutions are also responsible for
policy and/or regulation in their respective sectors, as well as for implementation, which
creates operational inefficiencies and, perhaps, conflicts of interest.

27 A “universal” approach provides the same risk management tools to everyone, regardless of their needs or ability to pay. A
“targeted” approach only provides to those who meet certain targeting criteria.

28 A unified system takes into account the incentives and outcomes of each piece of the social protection puzzle and ensures
that they are complementary, as opposed to a system that allows for these differences to exist but smooths the tensions
between them.



Lack of institutional coordination is particularly acute in the case of social assistance
programs. While the MSP is responsible for defining the Social Protection System and
managing its implementation (together with the Department of Planning - DNP), the Social
Action branch of the Presidency (Accién Social-Presidencia de la Republica) is, at the same time,
independently building a strong and effective social assistance program. Originally, Social
Action housed the emergency RAS2 and the complex social assistance programs for the
displaced populations, but as these programs become permanent, the division of
responsibilities between the MSP and Social Action are blurring. This is particularly true in
the light of recent discussions to create in Social Action a process, being called Colombia
Solidaria, whereby teams of social workers would guide poor, vulnerable families through
the social assistance and social insurance programs until they can graduate to the social
protection portfolio of the more general population23,

Related to this effort, the successful and popular Familias en Accion program - the only
survivor from the RAS - is envisioned to, under Vision 2019, become a permanent program
to combat structural poverty. However, it is unclear how the program will fit into the SPS,
particularly since other programs have similar structural poverty mandates.

Finally, increasing the coherence and efficiency of the Social Protection System will require a
more systematic approach to results-based management of the sector, including consistent
monitoring of program outcomes and evaluation of the impact of social protection
interventions. As part of its commitment to results-based management, the Government has
begun to strengthen it monitoring and evaluation capacity in the social sectors. This, in turn,
has led to a rigorous impact evaluation of its conditional cash transfer program, Familias en
Accidn, and of a recent employment generation program, Empleo en Accidn, as well as smaller
evaluations of SENA and ICBF programs, among others. Most of these efforts have been
undertaken on a somewhat ad hoc basis - although efforts to develop a more systematic
approach to monitoring and evaluating programs and institutions are underway (with
World Bank support). The next step will be to strengthen the linkages among the
monitoring data, evaluation results, and policymaking.

Challenges also remain with respect to extending social protection to unprotected group,
and closing significant gaps in coverage in many areas of risk. For example:

* About 36 percent of the population still lacks health insurance, through either the
contributory or subsidized regimes;

29 The RAS was created quickly in 2001 to provide temporary assistance to the population most affected by the 1998/99 crisis.
The Presidency was the ideal home for this emergency safety net program, which was covered by the social mandate of the
Presidency and could bypass the bureaucratic processes of the ministries.

20 This program would be similar to the Chile Solidario program, which has been operational for several years.



* Most informal sector workers - nearly 55 percent of the Colombian workforce -
do not have occupational hazard insurance;

* The unemployment subsidy program is a poorly targeted, small program only
reaching 100,000 people (who may or may not be unemployed) each year;

* In 2005, about 57 percent of the economically active population was covered
under the old RPM PAYGO or new RAI schemes - although only 27 percent of
workers regularly pay in contributions2?;

* Support for the elderly extreme poor, while having increased, still reaches only
about 30 percent of target population;

* Coverage of social assistance and efforts to invest in the human development of
the poor, particularly among 0-7 year olds and special target groups (youth,
indigenous and Afro-Colombians, the disabled) also remains low;

e While an estimated two million people have been displaced from their homes,
few are benefiting from the many programs designed to help them integrate into
their new communities or return to their homes?232.

These coverage gaps are largest among the poorest and most vulnerable groups. Affiliation
with health coverage, for instance, is estimated at 83.6 percent for the wealthiest 20 percent
of the population, but at only 47.7 percent among those in the poorest quintile23.

Decisions regarding how broadly to extend coverage (i.e., universal vs. targeted), and in
response to which risks, will depend to some degree on the new Administration’s long-term
vision and strategy for the Social Protection System. It will also depend on the country’s
fiscal situation and on choices about how to finance different forms of social protection (see
below).

The response to a changing economic environment, and to changes in the need for social
protection, represents a third set of challenges for the incoming administration vis-a-vis
social protection.

An important example of the changing economic environment is the forthcoming Free
Trade Agreement (FTA) between Colombia and the United States. Analyzing the expected
short- and long-term welfare impacts of the FTA, the recent Country Economic
Memorandum for Colombia?* found that while most Colombians are expected to

21 Castefieda (2005).

22 The Constitution guarantees Government assistance to this population so that they may integrate back into society. Social
Action operates several programs to this end, but due to difficulties in identifying who the eligible population is, their
frequent relocation, and their concern about being identified and registered , the programs are under-utilized.

23 Nufiez and Cuesta (2006).

24 World Bank (2005a).



experience welfares gain from liberalization, as many as 38.8 percent of all households and
41.5 percent of rural households may be adversely impacted by changes in agricultural
prices (the net effect of consumption benefits and production losses). While the average size
of losses to adversely affected households is expected to be small - well below 1 percent of
household per capita income - the analysis indicates that some of the poorest rural families
may experience economically significant impacts (upwards of 3-4 percent of per capita
income, and more than 10 percent of per capita income among the worst affected in rural
areas), at least in the short run. In this context, some kind of safety net intervention and/or
trade adjustment assistance is warranted.

Questions about the impacts of the FTA and appropriate policy responses are nested in
broader questions about the Colombian labor market, and particularly about the changing
nature of unemployment. A key question involves the extent to which unemployment is
predominantly structural or cyclical, and which policy or programmatic instruments ought
to be in place to protect workers from income loss due to unemployment. Structural and
cyclical unemployment require different policy responses: structural unemployment reflects
mismatches between people’s skills and the demand for labor in the economy, and warrants
efforts to strengthen and perhaps re-orient people’s job skills. On the other hand, cyclical
unemployment typically warrants temporary income support - whether in the form of
unemployment insurance or workfare - along with support in locating and/or making the
transition to a new job. Policymakers recognize the need to strengthen protection against
employment risks, but clarifying the most appropriate and effective instruments to address
these risks in an evolving economic environment, which at the same time minimizing
adverse labor market incentives, remains an important challenge. In addition to these
challenges, the country remains at high risk for other economic, health, or natural disaster
shocks. The 1998/99 experience showed the value of having in place a safety net that can
emerge in times of crisis, and the development of such a program was a key
recommendation of the Bank’s Social Protection Policy Note for the new Uribe Government,
as well as a topic of much discussion early in the Administration. Although the issue is no
longer a priority due to the country’s strong economic growth, negative shocks will occur
again, so it is necessary to build SPS components into the SPS to help people weather the
next crisis.

Data suggest that overall social protection spending in Colombia - with the exception of
spending in public health - is not high by Latin American standards, and that spending on
social assistance is low compared to other countries in the region. Nonetheless, in
Colombia’s fiscally constrained environment, the new Administration will face an
important fourth set of challenges: how to finance an expanded Social Protection System.
Several specific issues stand out:

* First, a number of existing social protection benefits are financed through payroll
taxes, including health insurance, occupational hazard insurance, pensions, and a
variety of other social protection-related services, such as training (through



SENA), child and family welfare (through ICBF), and recreation activities
(through CCF). A recent World Bank study on the Colombian labor market
found that payroll taxes, at 35-36 percent, are already high by regional
standards?3.

* Second, many existing taxes, such as the CCFs, ICBF, and SENA, are earmarked
to institutions, but not to particular social protection programs?6. But questions
remain as to whether this results in the right mix of programs and social
protection benefits. Indeed, evidence from other countries suggests that
employees do not always value (or expect to benefit from) the complete bundle of
benefits mandated as part of their country’s social security system. This, in turn,
raises questions about the efficient utilization of the current envelope of resources
collected under the umbrella of social protection.

* Third, concerns remain regarding the fiscal sustainability of Colombia’s pension
programs. In an effort to contain runaway spending of the old, albeit reformed,
RPM PAYGO system, Colombia’s Congress passed three reform laws between
2003 and 200527. In 2005, pension spending was expected to reach roughly 6
percent of GDP and about 39 percent of current government revenues. The
reforms have been a step forward in reducing long-term pension obligations
through the elimination of special regimes and the 14t payment for high-salary
workers; increasing the number of contribution weeks to qualify for pension
benefits; establishing a ceiling on the size of pension payments; etc. (Most of these
start in 2010/11). Nonetheless, the operational deficit of the RPM system and
other public pension regimes is expected to remain at 4-5 percent of GDP over the
next 20 years2®,

This discussion refers only to the financing of social protection programs currently available
to formal sector workers under a labor contract. A separate but equally important challenge
lies in finding the fiscal space to expand the coverage of social assistance programs to
protect against both short-term shocks and long-term poverty and vulnerability.

25 Breaking this down: the 1993 social security reform set health contributions at 12 percent of earnings, and pension
contributions at 13.5 percent (14.5 percent for high earners), although the 2002 pension reform increased contributions by a
further by 2 percent. Mandatory contributions to the CCFs constitute another 9 percent. Total non-wage costs of
employment, including cesantias (individual accounts funded by the employer in the amount of one month’s wage per year,
which act as a kind of unemployment insurance), paid vacations, mandatory bonuses, and severance contributions, are
even higher, equaling roughly 60 percent in 2004 (World Bank 2005b).

26 CCFs receive 4 percent of payroll tax to spend on services for (formal sector) employees and their families, who pay into
their selected CCF (there are 52 in the country). Services range from conditional cash transfer programs to recreational
facilities to subsidized grocery stores. SENA receives 3 percent of payroll tax to fund training programs, research and
development, apprenticeships, and microenterprise development, among other services, which are open to all Colombians,
whether or not they pay into the system. ICBF receives a budget of 2 percent of payroll tax to fund social assistance for
vulnerable segments of the population - children, elderly, youth, among others - who may or may not pay into the fund.

27 These were Law 797 of 2002, Law 860 of 2003, and a Constitutional reform, Acto Legislativo 01, of July 2005.

28 Acosta (2005), cited in Castefieda (2005).



The four sets of challenges described above help to frame a forward-looking policy agenda
for strengthening Colombia’s Social Protection System. The priority actions needed to
address each of these challenges are outlined below.

Strengthening the coherence and efficiency of the Social Protection System will be important
to both its effectiveness and financial sustainability. In this regard, it will be important to:

Further develop and refine the vision and strategy for the Social Protection System,
clarifying:

* the role and extent of private coping mechanisms, at both the individual and the
market level;

* the need for a universal or a targeted approach to risk management, which may
differ by sector or program;

* the need for a unified or a heterogeneous system, building on what works in the
current system and given political economy considerations;

* an integrated vision for providing social assistance, particularly for supporting
vulnerable groups (e.g., displaced persons) and the scope for expanding
operations into urban as well as rural areas.

Clarify the institutionality of the Social Protection System, including relationships among
institutions, responsibilities for policymaking and program implementation, and
coordination of programs:

* under the purview of the Ministry of Social Protection, and

* other institutions that are part of the SPS, particularly Social Action, with its
programs for displaced populations and Familias en Accion.

Develop the tools for results-based management and a more systematic approach to
monitoring and evaluation within the social protection sector, to enable identification of
effective programs and service delivery models, facilitate reform of ineffective programs,
and improve social oversight and transparency of the programs.

Efforts to clarify the vision, strategy, and institutionality of the social protection sector, and
to identify effective service deliver models, will be particularly important in the short term
in the context of developing and piloting the Colombia Solidaria model.



Given people’s exposure to different types of risk - health risks, occupational risks, the risk
of indigence in old age, the risk of long-term poverty due to lack of human capital - and the
limited coverage of existing programs, coverage needs to be expanded to individuals and
families who lack adequate social protection. This will require not only a clearer definition
of when targeted versus universal programs are warranted, but also mechanisms to ensure
that increasing coverage does not create incentives for de-formalization of the labor market.
In this context, it will be important to:

e improve information on who is covered, and by which program(s), via full
implementation of Colombia’s Unified Beneficiary Database (Registro Unico de
Afiliados - RUAF);

* ensure, as part of the design of expanded social insurance programs, that:

* mechanisms exist to facilitate job mobility across sectors and across social
protection regimes and programs;

* benefit structures across programs do not encourage wholesale movement out of
the formal sector into the informal sector; and

* undertake studies to understand the reasons that individuals do not participate in
the existing social protection programs, and identify mechanisms to facilitate
their participation.

It will be important to ensure that programs are well-targeted to the poorest families,
displaced persons, and others who lack access to private risk management mechanisms; and
that mechanisms are in place to identify those who may have been missed by the standard
targeting mechanisms.

Looking forward, the effectiveness of Colombia’s social protection system will depend not
only on expanded coverage and effective risk management instruments, but also on
anticipating future needs in the context of a dynamic national and international economy. In
this regard, it will be important for the new Administration to deepen existing analysis and
understanding of:

* the likely poverty and social impacts of the Free Trade Agreement;
* the extent to which unemployment is predominantly structural or cyclical; and

* the types of safety net, insurance, and assistance mechanisms necessary to help
people cope with the negative effects of a crisis.

Keeping in mind the lessons from the 1998/99 crisis and the subsequent development of a
range of risk management instruments, it would also be useful for the incoming
Administration to consider how to put in place the capacity for effective counter-cyclical



financing of safety nets and to identify programs that could be scaled up quickly - in the
event of an aggregate shock or economic crisis.

The Administration’s ability to implement a coherent and effective Social Protection System
over the long term will depend on its ability to develop sustainable financing mechanisms.
The more ambitious the social protection policy agenda, the higher the fiscal costs are likely
to be; therefore, any vision and strategy exercise should include a costing exercise. Since
payroll taxes are already high by international standards, and thus likely create
disincentives to formal sector employment, it will be important not to increase payroll taxes
as a means of strengthening and expanding the system. Instead, the first priority should be
to identify avenues for more efficient spending of current resources. Some promising avenues
include:

improved information systems, such as the RUAF;
* improved targeting of social assistance programs, through the SISBEN2,

* assess the costs and benefits of the programs funded through taxes earmarked to
specific social institutions, including an assessment of worker demand for the
existing package of social protection programs;

* use of the new Electronic System for Integrated Payment (SPUE - Sistema de Pago
Unico Electrénico) to achieve more efficient and effective collection of existing
labor taxes.

Once progress has been made in increasing the efficiency of social protection spending, analysis
and policy dialogue should be undertaken to identify potential additional sources for financing
the Social Protection System, as well as mechanisms for counter-cyclical financing.

The policy directions outlined above set forth an ambitious agenda for strengthening an
equally ambitious - and important - national system of social risk management, which will
serve to support and protect Colombians from the damaging effects of a range of risks. To
be effective, it is recommended that the Administration prioritize and sequence the
proposed actions as follows:

* Refine and clarify its vision and long-term strategy for the Social Protection
System, as presented in an approved CONPES document24;

29 The SISBEN (Sistema de Seleccion de Beneficiarios - System of Beneficiary Selection) is a proxy means-tested ranking system to
identify the poverty status of each family in the population. It was developed to improve the targeting of social programs.
The first SISBEN was created in the mid-1990s, but it was not sufficiently updated, leading to a process in 2005 that refined
the formula for determining a family’s SISBEN score and application of the new formula. Since the new SISBEN was
collected, there has been an on-going debate about whether it is an adequate proxy means test for identifying program
beneficiaries. This debate will need to be resolved before the new system is fully applied.



e clarify the institutionality of the system, particularly in terms of relationships,
roles, and coordination across institutions and programs approved by said
CONPES;

* expedite implementation of the RUAF and SPUE information systems to improve
efficiency of both coverage and revenue collection;

* undertake additional analysis in several areas where deeper understanding is
important for moving the social protection agenda forward in the short term,
specifically with respect to:

* the expected poverty and welfare impacts of the FTA, and the interventions that
are most likely to support and protect those adversely affected by the Agreement;

* the nature of the unemployment risk (structural or cyclical), in order to prioritize
the types of instruments needed to address this issue;

* the likely fiscal savings to be realized from better coordination within the SPS and
consolidation of duplicative programs;

* the likely fiscal costs and financing options available for extending coverage of
several key risks, including unemployment, health, and social assistance;

the results of pilot programs that were implemented during the 2002-2006 period, including
the youth apprenticeship program; the expansion of learning modalities by SENA; the
Familias en Accion pilots in urban areas and for displaced populations; and the
unemployment subsidy pilot.

The central political economy challenges for strengthening the Social Protection System
reflect the multi-sectoral, multi-institutional nature of the sector. To move forward in a
productive, sustainable way, it will be important to develop a consensus on the vision and
institutional parameters of the SPS between the Ministry of Social Protection, the Planning
Ministry, and other key ministries (e.g., the Ministry of Education). Moreover, because
much of the social assistance agenda is implemented outside of the Ministry of Social
Protection in autonomous or semi-autonomous agencies, it will be important to develop a
consensus for further development and reform of the Social Protection System with key
players in those agencies as well. And, finally, further progress on pensions, from a social
protection perspective (i.e., ensuring broader old age security for the poor), will require
effective dialogue between the Ministry of Social Protection and the Ministry of Finance on,
among other things, the issue of financial sustainability.

20 This action would necessarily build on the concepts defined in the CONPES 3144 and 3187, which first proposed this
system.
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