Hands-on Training course
« How to cost, finance and monitor social protection policies »
May 15-17, Chulalongkorn University
Minutes

Opening remarks
Dr Chayadorn Sabhasri, Dean of the Faculty of Economics of Chulalongkorn University recalled the context of the financial and economic crisis and its consequences on unemployment. He stressed that the crisis was not only affecting Europe but also Asia through trade and investment. In this context, social protection in general and the SPF in particular have an important role to play in order to prevent, manage and overcome the difficult situations that affect people individually or collectively.
Valerie Schmitt, Social Security Specialist ILO DWT Bangkok announced that this training was the beginning of a long-term collaboration between Chulalongkorn University and the United Nations. Other courses and workshops involving experts from the whole Asia-Pacific region on thematic areas such as the Assessment Based National Dialogue or Unemployment Protection will be organized.  Valerie expressed her happiness to see that many agencies decided to join the costing workshop. She reminded that the costing was an essential step in the Assessment Based National Dialogue led by the Social Protection Floor Joint Team in collaboration with all stakeholders working on social protection.  In particular, the costing proved that implementing social protection provisions and achieving the social protection floor for all in Thailand was feasible.  Valerie also outlined the objectives of the course. First, participants will gain expertise on the RAP and should be able to adapt it to their own needs. Second, the training will also be the opportunity to discuss and address issues related to fiscal space analysis and impact assessment on poverty indicators.  
Tuesday morning: Introduction to social protection by Dr Thaworn (HISRO)
This session introduces the concepts of social protection and risk management.
Introduction to social protection
Social protection is based on the idea that people have to live together. Social protection is about protecting and fostering our resources (knowledge, capacities, capabilities, human capital…).
Traditionally social protection was defined as public measures to provide income security for individuals including active labor market policies, social insurance and social assistance. The initial concept of social protection was born in industrial countries. There was a need to protect employees against certain risks such as unemployment or work injury. 
Evolution of the concept: social protection is now defined as public interventions to (i) assist individuals, households, and communities to better manage risk (ii) provide support to the critically poor. 
Introduction to risk management:
When dealing with risks and uncertainties, many parameters need to be considered
1) There are different sources of risks: 
· Natural: Floods, Drought	
· Health: Illness, Epidemic
· Life-cycle: Birth, Old age, Death
· Social: Crime, War
· Economic: Unemployment, financial crisis
· Political: Riots, Coup d’état 
· Environment:	Pollution, Nuclear disaster 

2) There are different levels/types of risk:
	Non-catastrophic
	Catastrophic

	Low frequency
	Repeated

	Uncorrelated 
	Correlated

	Unbundle 
	Bundle



3) There are many actors involved:
· Market
· Family
· Community and social network
· Public authorities,
· Membership institutions
Each type of risks requires a specific and adapted answer. The capacity of individuals, households or communities to handle risk depends on the characteristics of risk. For correlated risks, informal or households arrangements might be appropriate, however if the risks have a high scale, a more formal kind of arrangement will be required. The role of each actor also depends on the ideology of the country. In the Thai constitution social insurance is described as a right. On the opposite, the United States believe in individuals and freedom.  Therefore the role of public authorities might play a more important role in Thailand than in the US.  
Others parameters need to be considered when managing risks such as the frequency, people affected, at what time of their life. 
Risk management strategies: 
· Prevention (reduction) strategies: reduce the probability of risks. Example: unemployment, how to reduce employment?
· Mitigation strategies: decrease the impact of future risks that cannot be avoided. Example:  disability, how can we mitigate the impact of disability?
· Coping strategies: relieve the impact of risks once they have occurred.  Example: floods, how to address the problem? 
These 3 strategies are often conducted together to address the risk efficiently.
There is no one size fits all approach. Each individual may face different risks which require a specific answer in terms of strategy and actors involved. In providing social protection we must adopt a holistic view and bear in mind that social protection is a joint paradigm that cuts across institutions and ministries and therefore involves different actors.	
The Social Protection Floor concept 
After the 2008 economic crisis the UN declared that each country should have a social protection floor, and that all UN agencies will work together on the SPF in a holistic manner. 
The characteristics of the SPF: (1) it is the right or entitlement of everyone, (2) everyone has to access the SPF at the minimum, (3) each country will find its own route to establish the SPF, but it is a basic entitlement for everyone.  Income security and access to basic services are at the core of the SPF concept. The SPF is a collective solidarity concept. This concept fits into Thai culture, where the idea of solidarity is prominent.
Practical exercises on excel
· Exercise 1: Private saving accounts
In this exercise, participants have the opportunity to calculate pension benefits. Parameters (monthly contribution, income) can be changed in the excel file. This exercise highlights the fact that individual savings are very risky for people, as they do not know how long they will live and are not able to forecast catastrophic expenditures. 
· Exercise 2: Family
This exercise looks at the consequences of different scenarios on a family’s revenue. It presents the different risks to which a family can be exposed (death, invalidity, unemployment, severe floods).
· Exercise 3: Community saving fund (1 bath per day fund)
This fund covers 9 contingencies; people have to contribute one baht per day. The scheme is voluntary which may lead to adverse selection:  people contributing to this fund are more likely to face risks (there are older than the average population, unemployed, disabled). 
One essential issue to consider that is not taken into account in the model is the demographic changes. The exercise shows that the 1 baht per day scheme is not sustainable, as the level of contribution is too low. When the community saving fund started, no actuarial study was conducted (demographic projections were not taken into consideration). With a contribution rate at 1 baht per day, the fund will survive 10 years after the first beneficiaries reach pension age.  An actuarial study will have demonstrated that 2.124 THB was the minimum contribution to sustain the fund. To survive, the fund will have to collect more contribution or ask the government for more money. However, the mistake in the calculation of the contribution will make the acceptance of the reform very difficult. 
· Exercise 4: The Social Security Fund. 
In 2003 a study conducted by the ILO showed that the Social Security Fund would face sustainability issues by 2090. 
Currently, the contribution rate is 6% when it should be 13.1% to ensure sustainability.  People say that 13% is not affordable and both employers and workers refuse to pay more. On option is to maintain the 6% contribution rate until 2019 and then progressively increase the contribution. In this scenario the future generations will pay more contribution than us (in 2090 they will pay 20%). If nothing is done, the SSF will collapse. Another alternative is to lower the level of benefits but it might not be sufficient to keep people out poverty, and if benefits are lower, the system will not be attractive which means more risks of social evasion. 
Is the solution to get back to individual savings? But then, how to ensure sufficient protection for the low income families? 

Tuesday morning: The importance of costing by Valerie Schmitt (ILO)
Over the past year, the UN SPF team lead by the ILO worked with different stakeholders to assess the social protection situation in Thailand to see what needs to be done in order to achieve the Social Protection Floor. This diagnostic led to recommendations such as the establishment of an allowance for children. Once these recommendations made, the next step is to transform these recommendations into concrete polices (scenarios). For the child allowance, it means defining the beneficiaries; the amount of the pension, the way it will be administered… 
Then we worked on the costing, we estimated the cost of each policy and forecasted this cost until 2020. We looked at the cost of policies today and in the future because the population and the need will be different. Because we will not achieve the social protection floor with only one policy, we estimated the cost of different packages to have a view of how much is needed in total to achieve the floor for the entire population. This cost is then compared to government budget and GDP.  
Costing is an important step in policy design.
· It helps us to engage in a discussion. The costing requires the choice of parameters of the social protection programmes. It helps fine-tuning the design of policies (Who is covered? What are the benefits? Will the scheme be universal or targeted?) 
· The costing is an advocacy tool: policy makers from MSDHS, MoL, MoH etc. can advocate for the proposed policies and negotiate budget allocations with Government 
· Information collected during the costing can serve as a baseline for future monitoring of the extension of social protection coverage. It is also useful for the design and costing of other policies.
The costing is not a linear process as it allows us to redefine our recommendations and scenarios and be much more precise. It is not the last step of the process. It has to be followed by a fiscal space analysis, impact assessment…

Tuesday afternoon: Basic training on the RAP by Dr. Thaworn & Ms. Orawan Prasitsiriphon (HISRO)
The RAP is a model, it is like a puppet: it does not have a life of its own. We have to decide what we would like to do with the model and choose which kind of policies need to be cost.
There are different costing tools used internationally:
· First ILO costing model (2005)
· ILO/UNICEF costing (Dec 2010)
· RAP (Jan 2011)
· SPER (Social Protection Expenditures and Revenues)
The SPER is a very complicated and sophisticated tool that requires a lot of data and time. The RAP is quite a simple model. It only takes into account a subset of variables (demographic structure, economic situation, government expenditures…). Some variables such as technological changes, habits of the population and governance are not considered.
The main issue when working on the RAP is to gather data. Data is dispersed in Thailand, and it is very difficult to collect data in a comprehensive way. Therefore we can guarantee the methodology of the tool, but we cannot guarantee the results. Gathering data might be the longest and most complicated step in the process.
The structure of the RAP: The calculations in the model are based on 4 main sheets:
· Demographic framework (includes population by single age and sex projected until 2020)
· Labour market framework (includes labour rate, labour productivity…) 
· Macroeconomic frameworks (includes GDP, inflation…) 
· General Government Operation (includes government budget, revenues and expenditures forecasted until 2020)
Exercise on excel: Using the RAP
· Exercise 1:  Input data in the RAP
The participants fill up each of these 4 sheets. The RAP is colored coded, green cells are for input data, blue cells are automatically calculated. 
Projections will be based on inflation for instance: 
minimum wage year t+1= minimum wage year t*CPI
Once we have this data, we can work on the costing of the different scenarios.
· Exercise 2:  Costing of the scenario child allowance
Overview of the child sheet. The status quo is the situation which exists today in Thailand.
The starting point is to get the population or target group; here it is the population of 0 to 3 year old. Second, we have to decide whether the children are going to receive the benefits immediately. In practice we see that not all the children will be covered the first year: this is the take up rate. 
We then use the formula.
	
Total cost = (12*benefits*number of beneficiaries*CPI)*(1+%administrative cost)

With benefits=400THB/month;
Number of beneficiaries = number of estimated population * take up rate







The final result is then compared to the GDP and government expenditures.
Participants worked on their own on the other scenarios.

Wednesday morning – Data sources and choices to be made by Dr Thaworn (HISRO)
As explained during the first day, one of the most complicated and longest steps is data collection.  In some countries data are ready to be used. However, we often have to collect our own data or come up with a set of assumptions. The RAP is a simplified model based on averages. It is a tool that can be used to support policy decisions, and help us to decide whether to launch a policy. Therefore there is no need for very precise data. However once decisions on policy options are taken, the cost will be re-calculated based on more specific and detailed models. In the social budgeting or social security model the method is similar to the RAP (worksheets on population, labour force and employment) but the model is much more complicated and sophisticated. 
In Thailand there are numerous technical agencies that can provide data.
· NESDB: Population, Poverty line
· MoC: CPI
· MoF, TDRI: GDP, Government revenue and spending
· SSO: Revenue and expenditure of SSS
· HISRO: Revenue and expenditure of health care schemes- CSMBS, SSS and UCS, 

Wednesday morning: Handling data problems by Alice Molinier (ILO)
Alice asked the question to the participants: what are the problems that you may face when you are collecting data?
You may face many problems when collecting data:
· You don’t know where to find the data
· You have missing data and incomplete data (e.g. the cost of benefits is available but not the administrative costs)
· The definition of the data is not clear (i.e. you receive data but you are not sure about what they represent)
· You may have problems in the quality of the data,
· You don’t trust in the data provided by the government agency (e.g. the poverty line)
· You have two sets of data with different figures, from different agencies, something may be wrong; you don’t know which one to take. 
You will never find a perfect set of data. However this should not be an excuse not to work on the costing, you just need to acknowledge it. Costing and presenting the results of the costing is always useful, at least to think and to take decisions about the policy options, what is feasible what is not.
Here are some tips to gather data. 
· Plan it in advance (gathering data is a very long process! It can take months!)
· List all the data you will need and the institutions that you will need to contact
· Be aware of the formal procedure (in Thailand you may have to write formal letters, or send fax that will make the process longer…)
· Data are never perfect when you receive them on the first day! 
· In each institution you need at least two counterparts
· 1 decision maker
· 1 technician
· Explain why you need the data so that people do not have false expectations and are ready to share information “for free”.
· The minimum required data is to be mentioned in the letters; but a direct access to the databases is to be preferred when possible. It is in fact useful to play with the data and “make it talk”. 
· Explain your assumptions and report your sources 
One you have the data, you may encounter difficulties to assess the quality of your data. 
Some tips to assess the quality of the data:
· Ask for non consolidated data (best: direct access to the database)
· Ask following questions:
· a. How do they obtain the data?
· b. How frequently do they actualize the database?
· c. What are the updating processes of the databases?
· Try to cross check data	
· Generate graphs (they help to visualize possible problems: frauds, inconsistencies, etc.) and try to find a logic in the data (if you cannot explain a phenomenon – there may be a problem)
· Compare data in the reports (official accounts) and the databases, and if there are differences try to understand why (e.g., non effective updating processes…) with an aim to get the “true picture” 
Comment from Valerie Schmitt:  data collection is not a linear process – you cannot collect all the data in a row and then start the costing. It is more an iterative process. While working on the RAP, you realize that you need additional data. 

Wednesday morning: Handling data problems, practical examples by Ms. Orawan Prasitsiriphon (HISRO)
Information on population in the RAP is based on cohort-wise demographic projections:
To project the population, we use this formula: 
	Population t+1=Population t
		+ newborns t+1 – death t+1
		+immigrants t+1 – emigrants t+1




In the RAP, we assume that migration =0
First example: data inconsistency.
In the NSO database, the number of a single age population is higher in 2008 than in 2007. This cannot be due to migration as the difference is quite important. If you plot a population pyramid you see immediately the inconsistency. The problem was in the collection of data. Birth registration is sometimes done very late. People do not report birth immediately.  The best we can do is to check data consistency with the census.
Second example: incomplete data, fertility rate.
Fertility rate is used to calculate the number of newborns. We have 5 year series, how to make a single year data?
	
Number of Newborns = number of women in fertile age * fertility rate




We want to get the fertility per single age based on the fertility rate per age group. We use a formula to spread the fertility per single age group. 
Khun Ying showed on excel how to calculate the fertility rate
Third example missing data: Mortality rate
There is not mortality table in Thailand. We need to have a “pattern” which is close to the Thai pattern. In this case we use the west model and multiply the figure by a factor >1. 

Wednesday afternoon: Financing social protection: fiscal space analysis by Dr. Somchai (TDRI)
Once we know which kind of policies need to be launched and once we have estimated the cost, the next question to answer is where to find the money? In this session Dr Somchai explained how to conduct a fiscal space analysis.
Definition
The fiscal space is the room in the government’s budget that allows it to provide resources for a desired purpose without jeopardizing the sustainability of its financial position or the stability of the economy.
Process
The first step is to look at government’s spending. The government budget is composed of:
· Regular expenditures (salaries, utility bills, electricity)
· Non regular expenditures (investments, development of infrastructures). 
· Expenses on debt administration  (interest, capital)
The higher the level of expenditures is, the smaller the fiscal space. These expenditures are not static; they will be adjusted to answer the needs of the country. For instance in Thailand the government adjusted the budget and reduced some expenses in order to be able to finance the prevention programmes of the floods. 
We do think that providing SPF (basic social protection) is important so the question is where to get the money? Different strategies can be adopted.
1. Reduce the current expenditures on projects that are considered less important. If the government is putting less money on populist policies then we would have more fiscal space.
2. Increase resources
3. Cut down on regular expenses
4. “Print money” or loan

· The fiscal space involves a social debate on why projects are more important and how to prioritize them. 
Fiscal space analysis in Thailand
Typically, the government revenue depends on:
· National income in Nominal GDP and / or Real GDP
· Income distribution (Affect the size of the tax base)
· The size of the formal sector (Affect the size of the tax base)
· Tax policies (the extension of the tax base, enforcement of tax laws, collection of new types of taxes, modification of tax rate).
In Thailand, the tax ratio (tax collected/GDP) is between 16-18%, while it should be 21% compared to other countries with a similar rate of development. Even at 18% it is 3 points lower than 21%. This gap of 3 points of GDP = 300 billion bahts /year. So if we were able to collect more taxes we could generate 300 billion bahts per year. Ratio of public debt per GDP is also very important: if the ratio increases too much the country may go bankrupt. 
How can we explain such a low ratio in Thailand?
There is a very small tax base in Thailand. (i) poor people do not pay any tax (ii) the rich find ways to circumvent the system and not paying taxes (iii) the informal sector workers do not pay any tax, though some of them have very high revenues.  In the future, we believe that the informal sector will be smaller because you have people such as vendors, etc. who are undereducated but their children are educated and they will move to the formal sector. This means more revenue for the government.
One solution to increase government revenue is to increase the tax base.
The structure of the tax system in Thailand also strengthens the sustainability of the country.
 There are two types of taxes:
· Company taxes 
· Individual taxes.
In Thailand, we mainly rely on company taxes and the level of taxation on individual is very low. This can be very dangerous for the sustainability of the whole system: by depending a lot on company taxes, if economy goes sour such as in 1997, the taxes collected from the companies will be less. In other countries the individual tax base is higher than company taxes. This has a direct impact on the fiscal space. 
Typology of taxes
· PIT (Person income tax)
· CIT (Corporate income Tax)
· BOI (Bank of Investment- promotes investment by offering tax privileges)
· Land tax (the land tax is very low in Thailand, while we should be able to get money from rich people)
So far the government has not agreed to launch a tax reform, though this will be necessary to implement the Social Protection Floor. A “just “way to increase taxes is the VAT; we hit the poor but at the same time we get a lot of VAT in absolute value through the rich people. Moreover poor people are using a lot of their income on products that are exempted from VAT”
Recommendations 
Suppose that the economy grows at a 4.5% rate, inflation is 2.5% and the average deficit of government is 3% of nominal GDP, we want the public debt not to exceed 50% of GDP, how to insure sustainability? Dr Somchai proposed a package of reforms:
1. Review government budget under the current tax structure, there is a budget deficit of 4%, which should be brought to 2% of GDP 
2. Reform tax structure to increase tax revenues to 3% of GDP within 10 years
3. Establish additional social welfare spending 2.5% of GDP (i.e. invest in human capital)
4. Reduce unnecessary expenditures to 1% of GDP  
5. Invest 3.5% of GDP in infrastructure (2.5% from government + 1% from private companies). 
6. Invest at least 4.5% of the GDP to implement policies to support growth 
Macroeconomic projections.
Fiscal space highly depends on GDP growth. The higher the growth, the more money will be collected by the government. 
We can imagine 3 types of scenario for Thailand.
· Scenario 1: Past-Path ‘Potential Output’ Approach (this is ‘business-as-usual’ projection), or Base Case (PO), GDP growth 4-5%
· Scenario 2: Thailand undertakes structural changes to overcome the Middle-Income Country Trap, or High Case, GDP growth 6%
· Scenario 3: Thailand has a very low growth mainly due to institutional weaknesses, or Low Case, GDP growth (2.5%)

SCENARIO 1 –BASE CASE (4% growth) – past path (business as usual projection). 
In this scenario, Thailand’s growth follows the same trend as in the previous year (around 4%).  This is lower than 6.2% (average growth over the last 15 years) because of a lower population growth and decrease in productivity growth.  
SCENARIO 2 - HIGH CASE - GDP growth is 6.0% per year and the inflation is 3.0%
According to this scenario, Thailand undertakes structural reforms to overcome the Middle Income Country (MIC) trap.
Report from the world bank (source China 2030, World Bank ) shows that some countries have never encounter the MIC trap, such as Greece, Israel, Taiwan, Singapore, Japan, Hong Kong, Portugal, republic of Korea). Others are stuck in the MIC trap. By looking at what the countries in the first group have done, we can learn lessons on how to escape the MIC trap. Research shows that countries that managed to escape the MIC trap have gone through structural reforms. These structural changes include reforms in education, health, nutrition, innovation to reduce inequalities. 
· Social protection is one way of doing it. It will contribute to get out of the MIC trap, since we will invest in human capital. People in Thailand are currently stuck into poverty and have no way to enhance their productivity. This has a negative influence on the country as a whole. SPF can guarantee opportunities for all enhance productivity and foster economic growth. 
These structural changes will foster economic growth and are a necessary step to overcome the MIC. 
SCENARIO 3 - LOW CASE - GDP growth is 2.5% per year and the inflation is 1.5%
In this scenario Thailand growth drops because of the weaknesses of national institutions such as:
· Lack of qualified personnel within the government 
· Political turmoil 
· Lack of political vision
This will have a direct impact on the economy of the country.
Exercise on excel: Model data and reform 
We have three scenarios – high, medium, low revenues – in terms of GDP and tax reforms
· SCENARIO 1 –BASE CASE - GDP growth is 4.5% per year and the inflation is 2.5% 
· SCENARIO 2 - HIGH CASE - GDP growth is 6.0% per year and the inflation is 3.0%
· SCENARIO 3 - LOW CASE - GDP growth is 2.5% per year and the inflation is 1.5%
We can project GDP based on these three cases. With the GDP growth we can calculate the nominal GDP in the future. Once we get this GDP figure, we model the government revenues with a number of variables (GDP growth, size of the informal economy, etc.). Based on historical data an increase of 1% of the GDP will contribute to a 0.53% increase in the government revenue. We apply this formula/relationship/correlation to the projected variables (GDP, informal sector, etc.) and obtain a projection of government revenue. The programme used is E views 5.1. 
For the best case scenario, the GDP will increase from less than 2 millions in 2010 to 10 millions in 2030. If GDP growth is 4-5%, government revenue will increase faster than the GDP. The ratio Government revenue/GDP in % will start from 16% in 2010 to 25% in 2030. This is explained by the fact the formal sector is growing. 

Thursday all day, Impacts of social protection on poverty reduction by Sinta Satriana and Alice Molinier (ILO)
Once you know how much it will cost and how you can finance your policies, the last step is to assess the impact of the policies. In this session we will show you a tool developed by the ILO to assess the impact that policies will have on poverty indicators; it is a pre-assessment, which means that we look at the potential impacts of the policies.
The poverty impact assessment looks at the difference in poverty rate and poverty gap before launching reforms and after.
Definitions
Poverty rate: The percentage of the population living in households with per capita consumption expenditure below the poverty line.
Poverty gap: The total amount of money needed to raise the poor from their present incomes (c) to the poverty line (z) 
The aggregate poverty gap shows the cost of eliminating poverty by making perfectly targeted transfers to the poor. This total cost can be related to GDP.
Assessment methods
There are 4 steps when doing an impact analysis.
1. Data file ready for use and key variables identified
2. Analysis of the initial situation « ex-ante »
3. Add the new benefits
4. Calculation of distribution and poverty indicators « ex-post »
Step 1: Data file ready for use and key variables identified.
When doing the assessment, you will need data from a national survey.  Data required includes:
· Poverty line for the year for which data is available
· Individual characteristics used to define eligibility to benefits
· Age
· Sex
· Number of household members
· Any other variable to identify beneficiary
· Poverty status of individuals
· Household total expenditure or household consumption or household income
· The weighting variable
The model is based on 3 assumptions:
· Hypothesis 1: Household expenditures are equally distributed among members of the household
· Hypothesis 2 « unrealistic »:  perfect targeting of eligible individuals
· Hypothesis 3: Total consumption of the benefit received
Second step: Analysis of the initial situation « ex-ante »
Once we have the database we need to understand the poverty profile of population. The objective of this poverty profile analysis is to answer the following questions:
· How many people are poor today? Calculation of the poverty rate. 
· What are the characteristics of the poor people?
This exercise is essential: it allows us to define our policies, if we know who is poor we will be able to come up which a set of policies answering the need of poor people. Second, it will serve as a baseline for our evaluation (we will compare the new poverty rate to the existing one)
· Exercise on Excel calculation of the poverty rate and poverty gap among 4 families.
Results of the poverty profile analysis in Thailand:
In Thailand, the poverty rate is about 8.2%. The analysis shows that children, disabled and elderly are amongst the poorest. Poverty rates are also higher in rural area than in urban area. This analysis allows us to define appropriate recommendations (scenario targeting children, elderly…)

[image: ]
Sept 3: Add the new benefits
· Exercise on excel, add 400 THB allowance for all children.
Step 4 Calculation of distribution and poverty indicators « ex-post »
· Exercise on excel, calculation of the new poverty rate and poverty gap.
The excel file allows us to modify the parameters of each scenario, participant were given time to “play” with the file.
 The figure below shows the impact of different policies on poverty rate among the Thai population. 
[image: ]
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