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I.  INTRODUCTION

The scarce and uneven coverage of social security in Latin America in general, and 
Peru in particular, is of enormous importance.  An under-populated social security 
system cannot perform well at the work for which is was introduced: namely to 
cover the risks of a substantial reduction in welfare levels, associated with illness, old 
age, occupational risks and, in certain cases, dismissals.  At the same time, a badly-
designed system, i.e. one that produces distortions, can affect people’s decision 
to work, to remain formal or informal, salaried or non-salaried, and this in turn 
contributes towards biasing the decisions on allocating the productive resources of 
the economy, its productivity, evasion incentives, and finally, the country’s economic 
growth.  The future financial requirements of a vulnerable, unprotected population, 
and the present ones for funding a distorting social security system, may be very 
demanding and additionally affect decisions on social expenditure, government 
policy and, once again, economic growth.

This note presents three reflections that aim to explain the low participation of the 
self-employed in the Peruvian social security system; for this, the Inter-American 
development Bank (IAdB) has been collecting original information that investigates 
these reasons. First, this note gives a very brief summary of what we know about 
the participation of the self-employed.  This reflection includes all Latin America 
and not just Peru, and aims to show the limited usefulness of what we know so far 
about the determining factors in this low, uneven participation in the region. In the 
second place, it presents the preliminary results of a study currently being carried 
out by the IAdB on the determining factors that explain social security coverage in 
Peru and Mexico.  This reflection aims particularly to find the relative importance of 
the different reasons given by self-employed workers for not participating and the 
consequences of these in terms of how we look at solving the problem.  This last part, 
as we progress towards finding a solution to the problem, will constitute the third 
reflection of this paper.  The aim of this reflection is to gain a better understanding 
of how to link the participation of the self-employed more effectively into a social 
security system, as part of a continuum of social protection options that start with 
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focused social assistance, mature with protection programs of other types, have an 
intermediate step – for a wide group of self-employed workers – and finish with 
what a formal social security system would be.

II.  WHAT IS IT THAT WE DO AND DO NOT kNOW ABOUT THE PARTICIPATION 
OF THE SELF-EMPLOYED IN LATIN AMERICA?

What we do know is that the percentage of coverage participation is very low and 
that it is also very uneven among the different Latin American countries. If we take 
the coverage figures for a number of Latin American countries for a period from 
approximately the beginning of the 1990s to the start of this current decade, the 
trend of participation for the self-employed has been downward, regardless of the 
system or country that we are looking at.  Though it is true that the decline has not 
been very noticeable, this situation has occurred in all of them, without exception: 
Brazil, Chile, Colombia, Costa Rica, Mexico, Peru.  It is also worth saying that in the 
case of wage-earners, contributions in some countries have increased slightly and 
in other countries have declined, also slightly (see Table 1).  This we can attribute in 
part to the differences in the systems existing in the different countries.  We can also, 
in part, explain these differences by differences in the performance of the economies 
and performance of informality in the different countries.  We have, for example, 
countries such as Chile and Peru, where formality has fallen over the last ten years, 
approximately.  Two countries, Mexico and Colombia, increased their informality 
while their economic growth was lower than the average growth of the Latin 
American region.  The trends in terms of insuring pensions and health vary, but we 
cannot establish a particularly clear trend.

Any number of reasons have been put forward in the literature to explain this low 
coverage, and specifically for the self-employed.  The reasons are many and it is 
not the purpose of this section to evaluate them.  It is worth insisting, however, that 
these explanations are many and varied: (i) social security contributions limit the 
ability to invest those resources more productively; (ii) they imply costs of business 
formality (registration, taxes); (iii) individuals may simply prefer high levels of risk 
or are short-sighted about them; (iv) households are incapable of saving in this or 
any other alternative mechanism, or, alternatively, prefer to use other mechanisms, 
(from starting a business of their own to investing in children’s education); (v) social 
security involves high costs for a savings product that has low liquidity and return; 
(vi) ignorance, perceptions, prejudices; (vii) lack of credibility; (viii) people see 
social security as a “tax” that enables them to get what really interests them, which 
is health insurance.
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TABLE 1
PERCENTAGE OF WORKERS WHO PAY INTO THE SOCIAL SECURITY SYSTEM

Self-Employed Wage-earners

Brazil 17.4 � 16.9 69.5 � 73.3

Chile 23.5 � 19.5 76.7 � 77.4

Colombia 8.5 � 7.4 52.3 � 54.5

Costa Rica 46.0 � 37.1 78.2 � 73.8

Mexico 0.19 � 0.09 66.0 � 63.7

Peru 2.8 � 1.5 37.6 � 28.7

SOURCE: AUERBACH, GENONI AND PAGES (2007)

The impressive thing about this list (which is not exhaustive) is not only its size, but 
above all, the fact that, although we know the many possible reasons for very small 
participation among the self-employed, we really do not know which of them are 
the main determining factors that produce these results.  A recent study made by the 
BId runs a model that tries to predict why self-employed workers, on the one hand, 
and wage-earners, on the other, do not take part in social security systems.  The 
determining factors introduced in the model to produce the different behaviour of 
those agents consist basically of individual characteristics, household characteristics 
and job characteristics, such as the sector in which the person works or the level 
of income, among others.  This model is capable of predicting between 10% and 
20% of the variation observed in the coverage rates of the social security systems 
in various countries in the region.  To put it another way, all these characteristics of 
individuals, households and work are unable to produce a really good explanation 
as to why the self-employed do not participate (see Table 2).
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TABLE 2
ABILITY TO ExPLAIN ENROLMENT OF SELF-EMPLOYED WORKERS AND WAGE-
EARNERS IN SOCIAL SECURITY SYSTEMS IN LATIN AMERICA (R2 OF REGRESSIONS 
ExPLAINING ENROLMENT)

Self-Employed Wage-Earners

Brazil 26%

Chile 11% 21%

Colombia 19% 23%

Costa Rica 19% 31%

Mexico 31%

Peru 34%

SOURCE: AUERBACH, GENONI AND PAGES (2007)

The whole list of possible explanations in the literature affect the decisions of the 
self-employed and are responsible for between 80% and 90%, on average, of the 
variation observed in the coverage.  But we simply do not know which of them 
is most important or which are significant determining factors in the low, uneven 
coverage.

At the same time, it is interesting to note that, in the case of wage-earners, these 
individual, household and job characteristics are able to explain the decision of 
these individuals better than in the case of the self-employed.  The interesting 
point is not that they explain more, but that one would expect them to explain less, 
precisely because these individuals are the ones who are obliged to participate in 
social security systems.  Another important point is that the percentage that these 
reasons can explain and the percentage that we cannot explain is fairly similar 
between countries.  Even though different countries have different systems, when it 
comes to explaining what we know and what we do not know, the countries behave 
in a fairly similar way.

So, we have a situation in which the characteristics that we can observe easily about 
individuals do not tell us much, and the important factors that determine - or that 
we hope determine - why people do or do not participate, constitute a black box and 
we simply do not know which is/are most important.
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III.  NEW EVIDENCE ON THE COVERAGE OF THE SELF-EMPLOYED IN PERU

With the aim of contributing some new evidence to this “black box” that determines 
the low coverage of the self-employed in the social security system, the IAdB has 
begun an investigation in Peru and Mexico in the first instance, concentrating on a 
sample of self-employed and non-self-employed individuals between the ages of 
25 and 55, looking in depth at why they do not participate in the pension system.  
The survey also has additional objectives related with gaining a more specific 
understanding of people’s attitudes to risk and what knowledge and information 
people have, both about the system and about basic financial concepts (in other 
words, their financial education).

The survey in Peru covers about 6,000 representative households in Metropolitan 
Lima, with paid workers between 25 and 55 years of age, whether or not they are 
enrolled in pension systems. At this moment, the creation of a base line is being 
completed and there will be a follow-up survey of those same households in about 
nine months’ time.  In between those two surveys, an experiment will be carried out 
in which about 4,000 people who are not enrolled in social security will be invited 
to take part.  They will be divided into four groups: one of which will receive a class 
in basic financial education; another will take part specifically in a social security 
fair with the presence of all the AFPs that exist in Peru and the OnP (Oficina de 
normalización Previsional), the public provider, a fair at which these institutions 
will give a basic explanation of the product they offer, what the conditions are, etc; 
the third group will be exposed to both the treatments described above (classes and 
fairs); and the last group will be exposed to neither treatment.  These surveys will 
capture the coverage, social security history of the person, his/her work and health 
situation, his/her assets, liabilities, savings patterns, knowledge, perceptions and 
expectations of these systems.

The figures presented in this section are the result of a first analysis of the first 
consignment of available data that makes up the base line.  Even though the base 
line is incomplete, the preliminary results make it possible to illustrate various 
points that are extremely important.  All the same, the figures given here should not 
be taken as entirely accurate.

70% of self-employed workers in the Lima survey are not covered by any social 
security system at all. If we look at the group of “other informal workers”, basically 
those who work in small businesses (defined as people who work in companies 
with fewer than five workers), we obtain the formal wage-earners who are not 
paying contributions.  So, approximately 30% of formal wage-earners who should 
be paying contributions are not doing so in this survey, and about 70% or 80% of 
informal workers are not participating.
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One question is why they are not participating in the social security system, and 
seeks to gain a first idea of the relative order of the different reasons, at least the 
most determining ones.  The survey offers approximately twenty possible options 
as to why individuals are not participating and asks each person to report the main 
reason(s) why he/she does not pay contributions.  About 40% of the self-employed 
workers who say that they do not participate attribute this to being unable to afford 
it.  Another 15% give as their main reason a lack of knowledge about the system, 
while 10% say that their earnings are too irregular.  Another block of replies mentions 
reasons such as “I’m disorganised, or I’m not interested”.  And the following cause, 
almost 10%, has to do with the fact that the person is not obliged to contribute. 
The remaining replies represent less than 5%.  Among them are: not trusting the 
AFPs, not being able to withdraw money in emergencies, the paperwork being 
very complicated, having other types of savings, the commissions being very high 
and/or pensions being very low (see Figure 1).

 FIGURE 1
WHY ARE YOU NOT ENROLLED OR PAYING CONTRIBUTIONS?

SOURCE: AUTHOR’S OWN CALCULATIONS BASED ON THE IADB SOCIAL SECURITY SURVEY IN PERU, 2008

If we group all those reasons in various subject categories, we see that lack of ability 
to pay comes in first place.  Basically, those who answer “I can’t afford it” or “my 
income is irregular” correspond to 50% of self-employed workers.  This is similar, 
or even more marked, in the case of “other informal workers”, basically people who 
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work in small businesses.  Reasons of lack of trust and lack of knowledge represent 
almost 20% of the replies from the self-employed.   If we add other reasons, such 
as “I’m not obliged to”, “I’m not interested”, “I’m disorganised” and those who 
feel protected by the public protection system, this category would include 15% of 
the survey of self-employed workers.  Other savings alternatives represent 10% of 
replies.  The interesting thing is that all the reasons related with transaction costs, in 
other words, with the specific conditions of the system, receive only 5% of replies.

Another important point that we see is that in no case would the public social 
protection system appear to be competing with the social security system.  In concrete 
terms, nobody, no self-employed worker, says that he/she is not participating in the 
social security system because “the public social protection system gives me the 
service that the social security system would give me, free of charge”.  This has 
important implications in relation to the way of putting a continuum of protection 
and social security together, as will be explained in the next section.

IV.  TOWARDS GREATER COVERAGE FOR THE SELF-EMPLOYED

As from the preliminary data reported above, we can gather certain general notions 
of how to begin strategies to increase the coverage of self-employed workers.  In 
the first place, in order to tackle the question of increasing the participation of this 
or any other group, we must have a better knowledge of its current situation, with 
regard to the real reasons for their decision not to participate.  As section II shows, 
the reasons are many and our knowledge about which are the most important is 
limited, so we need to be able to design instruments that discriminate between the 
main causes.  Among the options that have to do with interventions from within the 
social security system, it is clear that not just any intervention or response will be 
effective.  This point can be stated on a 2 x 2 matrix, in which there are measures that 
might have a high cost or a low cost for the social security system and which might 
have a high return or a low return in terms of increasing participation (see Table 
3).  The main point about this scheme is to realise that increasing pension savings 
with changes that alter the current conditions governing participation in the social 
security system may have a low cost, but also a low return.  This is due to the fact 
that these conditions do not appear among the main reasons for not participating, 
in the case of over 95% of self-employed workers who state that they are neither 
enrolled nor contributing.  By contrast, activities that may be low in cost and more 
effective might be: to work on increasing trust and knowledge of the system.  By 
way of illustration, in the focus groups held to validate the base-line questionnaire, 
one of the recurring messages among those participating in the groups was the fact 
that they saw the AFPs as private companies and therefore associated them with 
“greater efficiency”, but at the same time, they were not convinced that the system 
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would be functioning in twenty years’ time to pay them their pension.  The opposite 
occurred with perceptions of the efficiency and survival of the public pension 
system.  It is important to attack prejudices and mistrust of this type; that may be 
more effective and cheaper than a structural reform of the system.

TABLE 3
BALANCE BETWEEN COST AND RETURN IN ALTERNATIVES TO INCREASE COVERAGE

High return Low return

High cost Laws (with enforceability) Reform of the conditions of the 
Social Security System

Low cost Improve knowledge / trust Laws (without enforceability)

SOURCE: AUTHOR

In this sense, one important point is the need to avoid the temptation of marginal 
solutions: solutions or actions that will change one small detail, one condition of the 
social security system, bring down a commission by half a point, etc.. This does not 
mean that they are not necessary, but they are still marginal solutions.  In the same 
way, as stated above, it is also important to avoid grandiose solutions, great legal 
reforms that may be unenforceable and therefore prove ineffective.

The preliminary results of the base line reported in the previous section show that 
social protection does not compete with social security, in other words, the existence 
or participation in protection systems or programs does not affect the decision 
to participate in social security, or not to do so.  This is good news, in the sense 
that dependencies, distortions or perverse incentives to abuse one system or the 
other are not occurring, and there are therefore no vicious circles that link the two 
(protection and social security).  It is therefore possible to create a continuum of 
interventions that protect against vulnerabilities and shocks, while others insure 
against risks, without one lot producing inefficiencies in the other. nevertheless, 
it is necessary to decide whether the absence of a vicious circle between protection 
and social security does not occur in Peru because the public protection programs 
are highly focused and are very effective at the task assigned, or, on the contrary, 
they do not affect social security simply because these programs are inadequate, 
they are not doing the job and the self-employed do not place any value on them.  If 
the second case is true, the first part of the continuum of public interventions would 
simply be ineffective.

In the search for new formulas, a relevant question is whether or not a social 
security system for the self-employed can become a catalyst for saving.  The answer 
is “yes”.  In fact there are already experiences, such as the case of the mechanism 
for retirement saving in the Opportunities Program in Mexico, where participants 



194

C
H

A
P

TE
R

 V
. 

C
O

VE
R

AG
E

in that program, which is a conditional transfer, have the possibility and incentive 
of being able to save part of the transfer that they receive in a fund that will be used 
for their pension.  Of course, we must see how this, and other mechanisms, can be 
adjusted to different contexts and, above all, how it can be scaled up, so that it is not 
merely a small initiative that moves scarcely any resources or benefits a handful of 
self-employed workers.

Given therefore that it is possible to use social security mechanisms to increase the 
savings of the self-employed, the next question is whether it is possible to see the social 
security system for the self-employed as specifically a flexible, partial and collective 
mechanism to increase saving.  It is important to insist on this word “partial”, in 
which the immediate objective is not necessarily to increase the retirement pension 
of the self-employed participant, but to convert this social security mechanism 
immediately into an instrument to increase saving and formalisation and the ability 
of the self-employed to obtain loans.  By contrast with the previous answer, the 
answer in this case is that this view, as such, is not yet being considered in the 
region.  On the contrary, we are in a context where there is very low participation 
and we are seeking magic formulas that will transform that low participation into 
high participation in a formalised social security system.

V.  CONCLUSION

The final reflection, therefore, by way of conclusion, would be the need to concentrate 
efforts on developing a mechanism that acts as a bridge to join the length of a social 
security continuum, in which there are different systems of assistance, conditioned 
transfers that foster the creation of human capital, and a next step in which that 
specific group is encouraged to save and then make the jump towards a more formal 
social security system.  Is this last step possible?  The answer is that this will depend 
on many things: among them, whether or not society is prepared to accept this 
model; whether countries have sufficient government resources to do so; and also 
whether there are sufficient incentives to motivate the AFPs to carry out schemes 
of this type.  Because so far, when we have talked about incentives in the world 
of social security, we have been referring to incentives for the workers, and have 
said very little about incentives for providers, to encourage them to offer a partial, 
flexible and therefore more expensive service to poorer workers or, more generally, 
to those who are more difficult to administer.

In a context of low participation, high levels of informality and poverty, and limited 
concrete and specific knowledge of what motivates workers, one thing is certain: 
namely, that grandiose reforms with scanty means of enforcement and marginal 
changes to the system, without a conceptual change towards a more gradual 
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mechanism connected with the self-employed worker’s own life-cycle, are unlikely 
to be effective in increasing the coverage of social protection in Peru or in the rest 
of the region.
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