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I. SOCIAL SECURITY REFORM IN THE REGION

during the past quarter-century, many Latin American countries have brought in 
reforms for their social security systems.  These reforms have been carried out with 
different degrees of magnitude, depending on the country.  The countries of the 
region have experimented with versions varying from structural reforms, that set 
up private pension systems based on individual funding, to reforms that sought to 
improve the deficiencies of the system itself.

In the vast majority of countries, the aims of the reforms concentrated on achieving 
greater contribution density and a constant flow of money into the pension systems, 
so the great beneficiaries were mainly those workers – in both the public and 
private sectors – who at that point had full-time jobs and medium/high salary 
levels.  Meanwhile, the other sectors in the labour market, such as seasonal workers, 
women, low-income groups, the independent or self-employed workers, were 
excluded from this “first” social security reform (Mesa-Lago 2004).

In some cases the social security systems have not completed their transition, 
while in others there is already talk of a second reform.  The processes of public 
policy are a continuum that calls for vitality and review, in order to be constantly 
improving the results and the depth of their effects.  In this sense, three areas of 
action could be identified, on the basis of which the new reforms could help to 
build a more efficient and inclusive system.  First, it is vital to increase coverage and 
contribution density.  Second, it is necessary to ensure good replacement rates, so 
that old age does not become a major hazard.  Finally, it would be a good idea to 
provide financial education, so that contributors can take decisions with a higher 
level of knowledge.

This paper concentrates on how to increase contributions, in order to achieve better 
coverage and more contribution density for self-employed workers.  The existing 
literature is not very generous with providing proposals and/or studies to make 
it possible to analyse public policies in this area and, in this sense, this work is a 
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contribution to an area of  discussion that has been neglected.

Following this introduction, the paper is divided into four sections.  The first seeks 
to describe the self-employed workers.  The second concentrates on explanations as 
to why it is important to include self-employed workers.  The third presents some 
ideas on public policy for a future agenda on this issue.  Finally there are some 
concluding remarks.

II.  WHO ARE THE SELF-EMPLOYED WORkERS?

The concept of self-employed worker can be presented in different formats and 
has many definitions.  A traditional definition is that they are workers who have 
their own businesses, or exercise a trade, or operate a business as single owner or 
independent contractor, such as a “mini-company” or small businesses.  They are 
providers of both goods and services, which may range from agricultural production 
to transport or technology.

In most developed countries, such as the United Kingdom, United States or France, 
one sees that self-employed workers usually pay social security contributions, even 
though they are a small group and represent only about 10% of the workforce.  It 
might be argued that such contributions are compulsory because they are paid 
through taxes, but the important point to be emphasised is that those workers 
are part of the social security system and therefore receive the benefits that social 
security provides.

If we make a comparison, the situation described above is radically different from 
what happens with self-employed workers in Latin America.  For our region, this 
group of workers would appear to represent between 33% (Rofman, Luccheti and 
Ouvens 2008) and 46% (ILO 2007) of the labour market.2  Of this universe, only a 
third would actually be contributing in order to receive a retirement pension.  Given 
the size of this group, it is a striking fact that self-employed workers still remain 
outside the system of mandatory contribution.  However, if one looks at history 
and tries to understand the reason behind their exclusion, it is possible to discover 
certain key elements that enable us partially to understand this situation.

One explanation is to be found in the fact that the governments of the period 
concentrated on programs for workers who had always been enrolled in a system 
and had an implicit or explicit commitment with this new system that was being 

2 The difference in figures is due to the fact that there is no agreed definition on who is considered to 
be a self-employed worker.
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implemented.  Furthermore, the systems for managing pensions were in a very 
weakened condition when the reforms were coming in and therefore needed to 
ensure their reinforcement.

The countries were facing certain problems during the period of the reforms, which 
made it difficult to implement the system really well.  For example, it was easy to 
sidestep the controls and safeguards in the pension system3.   There was also a real 
difficulty with identifying the workers, either because they worked in the informal 
sector or because they did not pay taxes.  There were also ideological reasons, 
because the idea of giving workers freedom of choice was not something widely 
accepted. 
 

III. WHY SHOULD SELF-EMPLOYED WORkERS BE RECONSIDERED?

First because, as was mentioned before, self-employed workers constitute a major 
part of the workforce.  Figure 1 shows the percentage of self-employed workers as 
a percentage of the workforce.  As can be seen, it constitutes over a third in all the 
countries in the region and in some extreme cases, is over 50% of the workforce.  
Furthermore, during the last decade, the percentage of self-employed workers has 
not changed appreciably (46% in 1990 to 47% in 2000).

3 An example of this is the falsification of birth certificates; certain people appeared with a date of birth 
earlier than their real date of birth, in order to begin collecting benefits ahead of time.
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Secondly, self-employed workers pay sporadic contributions into the system, so 
when we speak of self-employed workers in Latin America, we are talking about 
workers with low contribution density.  Even self-employed workers in the formal 
sector (categorised as independent professionals) do not contribute the same 
amounts as they would as employees in the public sector or in major companies.  
This evidence refutes the classical idea that self-employed workers are equivalent to 
informal workers and that this is the reason for their low social security coverage. 
Table 1 summarises the above.  It separates the workers into: major companies, 

FIGURE 1
SELF-EMPLOYED WORKERS (FORMAL AND INFORMAL)

SOURCE: AUTHOR’S OWN WORK BASED ON SEDLAC DATABASE [CEDLAS AND WORLD BANK]
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Formal Informal

Mayor 
Companies

Public 
Sector

Independient 
Professionals

Company 
Wage Earners

Unqualifies  
Self-Employers

Argentina 2004 29.9 10.8 82.1

Bolivia 2002 75.9 32.1 86.5 97.3 98.8

Brazil 2003 78.4 11.8 46.1 67.2 87.2

Chile 2003 16.2 8.8 61.8 50.1 83.2

Colombia 1999 14 73.7 95.7

Ecuador 1998 60.1 8.8 91.6

El Salvador 2003 35.5 7 88.4 93.6 98.5

Guatemala 2002 42 22.2 95.7 93.9 99.7

Mexico 2002 44.2 31 90.7

Nicaragua 2001 59.3 22.2 90.6 94.1 99.3

Paraguay 2003 74.2 19 90.9 95.8 99

Peru 2002 65.8 40.4 89.4 96.2 98

Uruguay 2004 19.5 1.4 32.8 68 82.6

Venezuela 2003 33.3 14 81.8

public sector workers, independent and self-employed workers in the formal sector, 
and workers in the informal sector.  With the exception of Uruguay, Brazil and Chile, 
the figures for self-employed workers without pension rights are quite high.

TABLE 1
WORKERS WITHOUT PENSION RIGHTS AS PERCENTAGE OF TOTAL WORKFORCE
(BY WORK CATEGORY)

SOURCE: GASPARINI AND TORNAROLLI (2007)

In general, there are periods in the course of a worker’s working life when he/she 
changes from being self-employed to being an employee.  Such mobility is quite 
high, as the empirical evidence shows.  Studies made by Pages and Stampini (2007) 
and Bosch and Maloney (2005) show the conditional probability of moving from 
one state of employment to another.  In both cases, it is concluded that employment 
mobility is a fact of life in Latin American countries.  The reasons may be various, 
many of them having to do with the desire for more or less independence.  In any 
case, the relevant point for this paper is the fact that it can be inferred, on the basis 
of the evidence presented, that some percentage of the low density of contributions 
is explained by employment mobility.
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What is worrying, therefore, is not so much the exclusion of self-employed workers 
but rather their low contribution density, which will have repercussions on their 
future replacement rates.  In reality, workers may go in and out of a dynamic labour 
market.  The status of self-employed workers may be something temporary or a 
state within employment mobility.

We therefore suggest that the current pension systems are not sufficiently prepared 
to include self-employed workers, because they are based on the old cultural 
tradition in which they were set up.

Table 2, shown below, gives a comparison between the general rules governing 
pension systems and the characteristics that make self-employed workers a group 
that remains excluded from joining the social security system.

TABLE 2
GENERAL RULES IMPLIED IN THE DESIGN OF SOCIAL SECURITY SYSTEMS

General Rules Characteristics of self-employed workers

1. Monthly contribution determined 
by monthly income

Professional careers may include periods of full 
employment or unemployment.  They receive volatile 
income: months of high income alternate with months 
with none.

2. Monthly income ceiling

Since income is variable – workers may have income 
concentrated in different parts of the year – they 
may want to contribute more in one month than in 
another.  The ceiling makes it impossible to cope with 
seasonality.

3. Mandatory enrolment for self-
employed workers

Enrolment is voluntary for the self-employed, except in 
Argentina and Uruguay.

4. Mandatory enrolment in the 
system for employees

The coverage of this group depends on the voluntary 
demand for pension services.

5. Weak understanding of social 
security benefits

Workers are exposed to more immediate risks than 
ageing.  If separate contributions are permitted and 
contribution is voluntary, they prefer to belong to other 
types of social security, such as health care.

6. Self-employed workers do 
not have the same benefits as 
employees

Self-employed workers are generally not included 
in the basic services provided by the State, such as: 
retirement, survivorship, disability and child benefits.

7. Administrative process designed 
to collect from employers

The system is designed for collecting contributions 
from employers. It is impossible to take advantage of 
economies of scale and the system is made in such a 
way as to generate high transaction costs in order to 
be able to enrol. These workers have no information as 
to how to enrol.

SOURCE: AUTHOR’S OWN WORK
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In short, the relationship existing between coverage and informality is not a 
determining factor: self-employment is not synonymous with informality.  Self-
employed workers might have incentives to contribute to the system if it were 
appropriately designed.  It is therefore feasible to include self-employed workers in 
the social security system; so the logical question is: how?

IV. AN AGENDA FOR THE FUTURE

When public agendas or policy proposals are drawn up, there is always the risk 
of making a list that is either very ambitious or very paltry.  The suggestion given 
below does not claim to close the debate and restrict it solely to these proposals.  On 
the contrary, the idea is that it should serve as an inspiration for concrete proposals, 
either by keeping the idea or by encouraging debate on alternative formulas.  
Furthermore, it should be made clear that the ideas presented below have been put 
together in a precise and concise way, in order to fit in with any kind of expectations.  
The challenge for the future in this matter is to evaluate whether, and how, these 
proposals can be applied, depending on the legal framework and specific conditions 
of each country.  The proposals are divided into three areas: (i) incentives, (ii) 
transaction costs and (iii) other mechanisms or methods of coercion.

A. Incentives

When talking about incentives, economic theory, depending on the area to be 
analysed, suggests the creation of tax advantages.  The hypothesis behind this is 
that taxes, when they do not correct market failings, distort economic decisions and 
create disincentives to save, for example.  Some countries have encouraged social 
security saving with tax incentives, such as Chile, with voluntary pension saving 
(APV) and the United States, with the 401K policy.  So one might think of offering 
the self-employed tax benefits on the resources earmarked for social security saving.  
In concrete terms, one might think of allowing the self-employed to deduct their 
social security contribution from their taxes.  In general, what happens is that 
self-employed workers contribute on their disposable (after tax) income, unlike 
employees, whose contributions are based on their gross income.

A second point to be considered might be that of a direct subsidy, which could 
be given in various ways.  One example is to give a prize to the pension funds 
for attracting workers of this type, which is somewhat similar to what is done in 
Bolivia, and another point may be to give a subsidy to the person who pays the 
contributions, as Mexico has done.

Finally, in terms of incentives, it would be worth thinking about creating a certain 
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degree of flexibility in the general rules of the system – eliminating the contribution 
ceiling, for example – or allowing more flexibility with regard to the number of 
years that a person can contribute.  In this sense, one could think of a design – 
sustainable from the economic, accounting and financial points of view – in which 
a percentage pension could be calculated, depending on the number of years the 
member has paid contributions.

B. Transaction costs

Transaction costs are important in themselves, because of the barriers that they place 
in any system.  But at the same time, they are relevant, because the difficulties that 
they generate lead to feelings of frustration and mistrust of the system.

A first point would be to simplify that quantity of papers and information required 
of the member.  However, it must be borne in mind that simplicity is not enough; 
people also need to be educated so that they know how to enrol in the system.  
Financial education must not be limited only to filling in forms, but must also 
include the importance of contributing in the social security system.

A second alternative has to do with creating automatic contribution collection, 
either from the member’s current account (if he/she has one) or an automatic charge 
against a credit or store card.  In the case of potential low-income contributors, 
where the likelihood of their having cards or belonging to a bank is fairly low, one 
alternative is to make it possible for them to pay contributions together with other 
bills corresponding to basic services (electricity, water, gas).

A third idea that has been quite fashionable in the literature, with its supporters 
but also its detractors, is to tie in the payments of the social security system with 
the matter of tax payments.  In order to evaluate this possibility, it is important to 
be clear about two questions: (i) the inland revenue services are not mandated to 
collect contributions, so it would be an additional burden, and (ii) informal workers 
do not want to pay taxes, and if they are obliged to contribute via the payment of 
taxes, it might produce higher levels of evasion in the taxation system.

Lastly, using technological advances and the large market share of the mobile phone, 
there is the possibility of making payments from the mobile phone.  In countries like 
Bangladesh, India and some African countries, the mobile phone has been used as a 
means of carrying out bank transactions, with positive results.
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C. Other mechanisms

Finally, in terms of other mechanisms, it might be possible to extend the benefits 
being received by employees, such as retirement and disability benefits, to self-
employed workers, on condition that they pay contributions.  In other words: “Mr 
Self-Employed, would you like to pay contributions? Well, in that case, you will 
have all the benefits available to the rest of the workforce”. 

Where possible, alternative mechanisms could be proposed, using the developments 
that have occurred in the field of research into behavioural economics.  One example 
proposed in the work of Berstein, Reyes and Pino (2006) is that contribution be made 
by default, once taxes are being paid.  Although this would have repercussions only 
on those workers in the “independent professional” category, it is a step forward 
towards more complex models.

To conclude, and probably using the simplest solution, it is suggested that 
contribution should be mandatory for self-employed workers.  But the question 
arises, in the light of the cases of Argentina and Uruguay, whether it is essential 
to create mechanisms to enable contributors to be monitored, in order to make 
mandatory contribution possible.

V. FINAL COMMENTS

The labour market is definitely an important actor when one is trying to understand 
the low coverage of pension systems in Latin America.  However, the low coverage 
is not only the result of informality.  Among other things, it depends on the design 
of social security and how it was set up originally.

The design of the social security system really matters, as do incentives. Thought 
must be given to public policy mechanisms - in the spheres of government, the 
legislature, civil society, etc. -  that will create conditions conducive to increasing 
contribution density.

Attracting self-employed workers to the social security system is not only necessary, 
because of their magnitude, but also feasible, and for that reason we must take 
advantage of technological changes, financial development and the studies being 
carried out, in order to understand why people are not contributing.

Finally, it is essential to break with the traditional culture of social security systems, 
which were always thought of in terms of maintaining the income of workers who 
were already employed.
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