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Numerous aspects of the financial and economidsamsist be of deep concern to us all.
Economic downturn threatens not only enterprises employment but also savings and
investments devoted to pensions and other brarofteeial security.

Workers around the world are likely to face a deubkeat — both to their jobs and to their
social security, in the short and the long ternthwhe revenue bases of social security
schemes contracting. Governments around the werld hcted in recognition of the need
to stabilize financial markets. However, an importéurther step will be to safeguard
people’s social security when they are at riskosirlg their incomes. Otherwise, the cost
of the crisis — originating in management and raguly failures on financial markets —
will be borne over-proportionally by workers in tf@mal and informal sectors and their
families.

And no worker in this interconnected global economdy immune to the crisis.

Autoworkers in Europe and North America are losthgir jobs due to contracting

demand. Informal sector rubbish pickers in the jyakds of India are losing income,
because the price of recycled paper has falleredime export industries in Asia are not
using much packaging material as global trade desli

1. The nature of the impact of the crisis on social
security systems

Some of the impacts on social security schemeslveus, starting with demands on
unemployment insurance and social assistance sshesmieh will be suffering like all
other social security schemes from the double bumfedeclining tax or contribution
income and increasing expenditure due to increasingbers of beneficiaries. As the
financial crisis is turning into a full blown globeecession, health systems, unemployment
benefit schemes, as well as social assistanceathdargely “Pay-As-You-Go” (PAYG)-
financed, are facing immediate resource problerherd will be increasing demands for
allowing early retirement through existing or ad lzorangements and in that way limiting
effects of job cuts or unemployment. This will paadditional burden on the finances of
pension schemes — both those managed by socialitgeiogtitutions and occupational
ones.

The effect that these developments have on combribuand pensions is not straight
forward. It will most likely affect people who witketire within the next months and years
the most.

In defined benefit schemes where pension amoustsaculated without regard to the
level of reserves the immediate impact will be Idemn in defined contribution schemes
where benefits guarantees are less effective hyrenatlowever, long-term contraction of
employment and hence the number of contributord aldo force governments to
downward adjustments in defined benefit schemes.

However, in fully funded pension schemes pensiditlements in some pension funds
might be lost completely. If the crisis turns idong-term downward adjustment of asset
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prices, the outcome in defined contribution schemidsnevitably be lower benefits paid
at retirement. Any prolonged suppression of interates and contraction of asset prices
will lead to serious difficulties by way of desthbéd annuity rates (prices) and
management of annuity reserve funds. The sizeeofdaihg-term effect will depend on the
depth and the duration of the downturn of assegprilf the present price reductions turn
into permanent level adjustments then old age imcwill be reduced, if the downturn is
short lived, the effect will be transitional.

However, the present picture is rather bleak. Thief®f the Congressional Budget Office
in the US had already announced in October 2008ptiialic and private pension funds in
the US had lost roughly US$1 trillion, or aboutddr cent of their total assets. Since then
the asset prices have dropped further. The valubeohssets of Calpers — the California
Public Employees' Retirement System — alone fekibgut US$50 billion from the end of
February to October 2008 due to stock market pracesk other losses, more than 20 per
cent of the value of their assets. The public aindhfe pension schemes in Canada, lost so
far this year about 10 per cent of their assetsaraount equivalent to about 6 per cent of
the national GDP. The Caisse de Depot in Quebecinbestment arm of the Quebec
pension plan, lost about 25 per cent of its assstee in 2008. The Chilean pension funds
lost between summer 2007 and 28 October 2008 a@bbyier cent of the value of their
reserves. In the UK pension funds lost about rou&B0 billion Euros between October
2007 and October 2008. Japanese private pensiemssireported a loss of 20 per cent of
their assets in 2008. And the downward trend caesn

While these losses may not be permanent, theysstidlv the vulnerability of pension
levels in defined contribution schemes, notablydeople that are close to retirement and
whose savings portfolios might not recover durimgit remaining active life.

2. Policy responses so far

In crisis conditions, the provision of social atsige and social security benefits paid to
unemployed workers and other vulnerable recipiaotsis social and economic stabilizers.
Benefits not only prevent people from falling fuethinto poverty, but also limit the
contraction of aggregate demand, thereby curtailiregpotential depth of the recession.
This is the time to strengthen social security lfigsjavhere systems exist, or to introduce
systems, where no such system exists yet. It iscalty important, that increasing
resources for social security are included as phrthe respective economic stimulus
packages. Such transfers alleviate the risk of ppwamediately for those who lose their
jobs or are not able to work while, at the sameetistabilizing the demand for goods and
services produced by those who still have jobs.

Participants in the 8th European Regional Meetingp® ILO agreed on the particular role
of social security in restoring economic and sostability during the crisis and beyond.
There was also an agreement that governments shwoaid cutting allocations to finance
social security benefits; on the contrary, thera islear need to enhance social security
systems.

Governments have recognized the need, and arengarding a variety of measures. In
September 2008 the US Congress adopted an extasfsioremployment benefits as part
of a broader economic stimulus package to pronudtejeation and preservation, invest in
infrastructure, and provide economic and energyis@sge. The Job Creation and
Unemployment Relief Act provides for a 7-week esien of unemployment benefits
nationwide, with an additional 13-week extensiom Figh unemployment states like
Michigan (for a 20-week extension total). The nedmanistration that took over in

January 2009 has stated that this is itself ingefit and plans to further extend the
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coverage of unemployment insurance, bringing pamé-tworkers into eligibility and
increasing benefit amounts.

Increased allocation to different social securityggammes represents an important part of
the European Economic Recovery Plan. In recommegrttie stimulation of demand in the
short-term, this document states: “Measures thateaintroduced quickly and targeted at
households which are especially hard hit by thevdtwn are likely to feed through
almost directly to consumption, e.g. temporarilgreased transfers to the unemployed or
low-income households, or a temporary lengthenihghe duration of unemployment
benefit.”* Belgium’'s budget for 2009 includes €0.6 billionr fimcreased unemployed
benefits and additional allocations to social segubDenmark plans to increase spending
on short-term social compensations, Spain will dp@m additional €1.1 billion on public
works organized by municipalities, France will isase the allocation to the “revenu de
solidarité active” by €0.8 billion, Italy will allcate an additional €2.5 billion for support to
low-income families and unemployment benefits, &nel Netherlands is budgeting an
additional amount of €0.2 billion to increase un@yment benefitss Germany has
increased the duration of its in-work benefit fart@l unemployment and is determined to
increase the benefit duration further should th&scprolong.

Additional allocations to social security are afsart of the crisis response measures in
many other countries. The People’s Republic of €lias announced a financial stimulus
package amounting to around US$500 billion over eary (and has very recently
announced an immediate addition of about US$2@b)ll which is expected to include
measures of both direct social protection (for geamincome and employment support to
families with no member in work) and more indirécbnstruction of low-cost housing),
while maximizing the utilization and effectivenes$ existing social security funds,
although few details have yet been publicized. ietham, it has been announced that “the
Government’'s US$1 billion stimulus package, to lpers next year, will particularly
benefit social security programmes”).

However, a much more difficult situation is seerthie many countries where only small
minorities are covered by social security and whamemployment benefits or similar
income support schemes are entirely lacking. Ambtiggs countries now turning to the
IMF for support in the crisis conditions, the pag&aof measures has been agreed on the
specific basis that social “safety nets” will beesgthened; these include Ukraine, where
increased spending equivalent to 0.8 per cent d? @Genvisaged, and Pakistan, where the
corresponding figure is 0.6 per cent of GBHP.

However, short-term ad hoc reactions are only digbaanswer. One of the consensus
conclusions following the Asian financial crisis tihhe late 1990s was that with income
support programmes in place the impact of the <rigould have been much less

! Commission of the European Communities (2008). GQMICATION FROM THE
COMMISSION TO THE EUROPEAN COUNCIL: A European Eamnic Recovery Plan
(Brussels, p. 8).

2 See: Saha, D.; von Weizsacker, J. (2008). Estimdtie size of the European stimulus packages
for 2009 (Breugel).

3 Seehttp://www.vnbusinessnews.com/2008/12/stimulus-pgekto-focus-on-social.html

* See: “Helping Ukraine Avoid a Hard Landing” - INSurvey online 10 November 2008
(http://www.imf.org/external/pubs/ft/survey/so/2068v111008a.htim and

“Pakistan Gets $7.6 Billion Loan from IMF” - IMF 8tey online 24 November 2008
(http://www.imf.org/external/pubs/ft/survey/so/200&/112408c.htin
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damaging. A more systemic strategy is needed t teahis crisis, increase preparedness
for future ones and address the need to ensurigtit¢o social security for all people.

3. Towards a new social security development
paradigm

At the recent 8th European Regional Meeting oflti@ in Lisbon, the Director-General,
Mr Juan Somavia, pointed out that “there was alyemadrisis before the current financial
and economic crisis”. The ILO had started to sothel alarm years ago based on the
findings of the World Commission on the Social Dimsimn of Globalization. As the
Director-General also sait:

“Globalization was operating in an ethical vacuumaking it morally unacceptable and
politically unsustainable. The economic upswing vwaé creating enough decent work.
Inequalities within and between countries were widg. The role of markets was
overvalued, the role of States undervalued andlitpeity of work devalued.”

To strengthen national and international action eginat bringing fairness to the
globalization process, the International Labour f€mmnce in June 2008 unanimously
adopted the ILO Declaration on Social Justice fdéta@r Globalization. The Declaration
confirms that the ILO has the solemn obligatiorfiuxdher among the nations of the world
programmes which will achieve the objectives ofl feinployment and the raising of
standards of living, a minimum living wage and théension of social security measures
to provide a basic income to all in need, alonchveil the other objectives set out in the
Declaration of Philadelphia. It reminds us that th® has the responsibility to examine
and consider all international economic and finahngbolicies in the light of the
fundamental objective of social justice.

Three things are needed. The first is a fundamentethaul of existing social security
systems and the correction of mistakes made duheglast two decades in countries
where social security systems are already fairlebiged. The second and perhaps more
fundamental task is to introduce sound social $igcaystems in countries where only
rudimentary systems exist so far. The third andtroballenging task would be to combine
these two measures into a coherent long-term dewedot paradigm for national social
security systems. The crisis bears the risk thatkgeonly seeking short-term quick fixes
to poverty and insecurity while neglecting longenmt solutions that would help to correct
the fundamental inequities in the global econonmy saociety.

Correcting past mistakes

Corrections are needed first and foremost in pensystems. The vulnerability of pension
levels to the performance of capital markets thas wntroduced in so many pension
systems during the last three decades clearly wiaistake that stands to be corrected.

What is needed immediately is to protect the pengiwels of people that are close to
retirement. A minimum pension based on an assumagnom rate of return has to be
financed and or guaranteed by the state hopefailyaftransitional period. The state may
authorize pension schemes to reduce the levelpifatization for a transitional period, i.e.
one should allow them to go into temporary actliat&ficit. This is probably the only
realistic option at the moment — given global reésewconstraints. If asset prices rebound

® See: Address by Juan Somavia, Director-Generaihef International Labour Office to the
opening of the Eighth European Regional Meetingbtin, Portugal, 10 February 2009.
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at some point then the overall cost of the guaemteill be only a fraction of the
momentary losses of pension assets.

In their observations in response to the crisis, @ECD expert$ have suggested that
governments could play a more active role in mamggisks associated with the payout
phase of pensions and annuities, with the ideattiegt could encourage the market for
longevity hedging products by producing an offidaigevity index. Other OECD experts’
proposals included suggestions that governmentdalgsue longevity bonds that "would
set a benchmark for private issuers”, while théyolgd also consider" issuing more long-
term and inflation-indexed bonds. This move hasaaly been taken by a small number of
countries, most recently by the Danish Governmettt the release of a 30-year bond that
was primarily bought by domestic pension funds iasdrance companies.

But much more fundamentally, this is the time fosyastematic overall reassessment of
global pension policies. The ILO has a range ofistabrough which to address these
needs, notably the social security standards (flizaghin the relevant Conventions) which
have been built up over many decades, and spduifyway in which social security
systems should provide such guarantees. It hasr i@&n more timely than now to
refresh, to promote and to apply those principlspropriate guarantees can be applied to
both PAYG and fully funded pension schemes, angiinciple) can be legislated by any
government. As a concrete suggestion in this enmient, we would now promote the
establishment of a global pension commission taerevpast policies and reforms, to
analyse consequences of the crisis and to agreeedium- and long-term strategies.

Building social security for all

Social security will effectively cushion the negatimpacts of the crisis if its foundations
based on solidarity are strengthened. The ILOasnpting the reshaping of national social
security systems based on the principal of progressniversalism. We first seek to
ensure a minimum set of social security benefitsaly or the social protection floor.
Based on that floor higher levels of social segushould then be achieved as the
economies develop and the fiscal space for relligivie policies widens.

Based on the human right of access to social ggcthve principles enshrined in the ILO’s
Constitution and the relevant international labstandards, in particular the ILO’s Social
Security (Minimum Standards) Convention, 1952 (N@®2), the ILO identified the
following basic principles that solidarity-basedcisd security systems should comply
with:

(i)  Universal coverage of income security and health systems. All residents (both
permanent and temporary) should have gender-faesacto an adequate level of
basic benefits that lead to income security ancesgto comprehensive medical
care.

(i) Benefits and poverty protection as a right. Entittement to benefits should be
specified in a precise manner so as to represedligiable rights of residents and
contributors; benefits should protect people effety against poverty; if based on
contributions or earmarked taxes, minimum benefiels should be in line with the
Social Security (Minimum Standards) Convention, 2980. 102), or more recent
Conventions providing for higher levels of proteati and the European Code of
Social Security of the Council of Europe.

® Seehttp://www.ipe.com/news/Crisis_wipes_3_2trn_off_glblpensions_UPDATED__29685.php
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(i)  Actuarial equivalence of contributions and benefit levels. The benefits to be
received by scheme members should represent a miminenefit replacement rate,
and a minimum rate of return in the case of saves®mes, and must adequately
reflect the overall level of the contributions pasdich minimum levels should be
effectively guaranteed, preferably by the State.

(iv) Sound financing. Schemes should be financed in such a manneresstoe to the
furthest extent possible their long-term finanaigbility and sustainability, having
regard to the maintenance of adequate fiscal sfuactne national social security
system as a whole and individual schemes in paaticu

(v) Responsibility for governance. Societies, i.e. concretely the State in coordomati
with social partners should remain the ultimatergntor of social security rights,
while those who finance, contribute to or benefiinf, social security schemes
should participate in their governance.

As part of its constitutional mandate to promotee“extension of social security to &ll”
the ILO is promoting a social protection floor, swsting of an essential body of rights,
transfers and services that all global citizensukhtvave access to. We are specifically
working on the definition of a minimum set of sd@acurity guarantees that should be the
social security part of that floor.

Our actuaries and economists have shown that susbt af minimum guarantees —
consisting of income security for children, sociaksistance, inter alia, through
employment guarantees for the active populationprime security for the elderly and
disabled, as well as access to essential health-c& affordable — at least partially — in
almost all countries.

There is hardly anybody too poor to share.

Such guarantees are the most direct and effecisteuments that a society has to reduce
poverty. We can show that with an investment ofuabb per cent of GDP the poverty
headcount can be reduced by up to 40 per centan gmntries in Africa. Incidentally,
domestic revenues in Africa have increased by anage of 4 per cent since Monterrey.

We are not dreaming when promoting basic socialrigdor all. And we are not alone.

The ILO is just finalizing a meta-study — analysiaigout 80 individual studies — on the
new cash transfer programmes that have sprung ugbaut 30 developing countries
around the world during the last 10 years and whidvide elements of a social protection
floor. Led by flagship programmes, like Opporturida in Mexico, Bolsa Familia in
Brazil, the child, old-age, invalidity grant systemSouth Africa and the unfolding 100-
day employment guarantee scheme in India, abopr@@ammes are in operation world
wide. They already reach between 150 and 200 mibeneficiaries. Our study concludes
that these grant systems have a positive impagqtomerty, health and nutrition, social
status or recipients (notably women), economicvagtiand entrepreneurial small-scale
investments notably in agriculture, and do not dvave marked negative effects on labour
market participation of the poor population thegvseIn short, these schemes create social
integration. And they do so successfully.

It is time to multiply efforts.

" See ILO Declaration on Social Justice for a Edabalization, Geneva, 2008, section I(ii).
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And the international agencies and the donor coniynegan help. They can help countries
to build social budgets, and establish priorityigleeeds, and identify the necessary fiscal
space to finance transfers; we can train solid garsaand financial analysts. The ILO has
entered into such programmnes in Ecuador, Nepial,d8ka, Tanzania and Zambia and —
with the help of the EU — we will add another fo@untries to that list within the year.

But higher levels of social security also need ¢opotected. As said earlier, solidarity-
based minimum guarantees of income replacement tioekd restored. These guarantees
must be underwritten by nation states.

This amounts to no less than the definition of a rmherent economic and social
development policy paradigm. The beginnings of @ paradigm are already emergifig.
It is obvious that only strong employment growthlvm the long run build the fiscal
foundations for a sound social protection policyn the other hand, investing in social
protection at early stages of economic developngm@in immediate contribution to the
reduction of poverty but at the same time facsigathe utilization of the full economic
potential of the entire workforce of the countryo ocial security system can exist
without a functioning economy, but likewise no egmty can function productively with a
workforce that is hungry, badly educated, unhealmg permanently too socially insecure
to make a commitment to enterprises and socidtiessobvious that a society has to invest
in a basic mechanism of social security to ensuaegeople can become productive. Once
basic employability is achieved higher levels otiab security can be afforded as the
economy grows and the fiscal space widens.

4, The way ahead

Widespread support is gathering for the policy pmsithat countries can grow with

equity, i.e. providing some form of social protectifrom early stages of their economic
development onwards. The value of social trandiferdevelopment policies was since
recognized in several international fora such as @8 Labour Ministers’ Meeting in

Dresder? in 2007. The 2006 ECOSOC High Level Segment Memiat Declaration stated

explicitly 1°“... countries need to devise policies that enadert to pursue both economic
efficiency and social security and develop systefsocial protection with broader and
effective coverage”. It was also reiterated by i@ Declaration on Social Justice for a
Fair Globalization adopted in June 2008 by theriv@gonal Labour Conference. The G8
Social Summit in Rome last month explicitly stras#ee role of social protection systems
as “counter-cyclical automatic stabilisers”.

8 See for example: GB.294/ESP/4 (Social protectisnaaproductive factor); Social Security
DepartmentSocial security for all: Investing in social jugi@nd economic developmefeneva
2008 and also P. Townsend (ediilding decent societies: Rethinking the roleaxial security in
developmentGeneva, ILO, forthcoming).

° See G8 Labour Ministers Conference: Shaping thkdimensions of globalization, Dresden, 6-
8 May 2007, Chair’'s conclusions.

19 see United Nations, Economic and Social Cound2@E6)/L.8, para. 19.

1 See G8 Social Summit 2009: People First — Tacktiggther the human dimension of the crisis,
Chair’s summary, Rome, March 2009.
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The G20 meeting last month in London concludéd:

“We are determined not only to restore growth batlay the foundation for a fair and
sustainable world economy. We recognise that theenticrisis has a disproportionate impact
on the vulnerable in the poorest countries and gaise our collective responsibility to mitigate
the social impact of the crisis to minimise longtlag damage to global potential. To this end:

- we reaffirm our historic commitment to meeting Millennium Development Goals
and to achieving our respective ODA pledges, inolgid

- ...the actions and decisions we have taken toddypwmivide $50 billion to support
social protection, boost trade and safeguard dgwalent in low-income countries...;

- we are making available resources for social potion for the poorest countries,
including through investing in long-term food sdtpand through voluntary bilateral
contributions to the World Bank's Vulnerability nawork, including the
Infrastructure Crisis Facility, and the Rapid SddrResponse Fund....”

Under the chairmanship of the Director-General loé 1LO, the UN’s High Level
Committee on Programme (HLCP) is developing a com@dIE/UN concept for a social
protection floor. The ILO and WHO are leading thffort. We are determined to build a
coalition of international agencies and donors tartsa concerted effort on building
national capacities to plan and implement sustéénsticial transfer schemes on the basis
of the social floor concept. We will need ISSA aaltlits member institutions when it
comes to the implementation of the concept.

It is time for the ILO and the UN to act.

Solidarity and adequate social security are thes keyovercoming the current crisis. But
they are also essential to ensure that the futimteabeconomic system is fair — and thus
sustainable.

12 Global plan for recovery and reform: the Commugiqfrom the London Summit
http://www.londonsummit.gov.uk/en/summit-aims/surkzgommunique/
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