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When Formality is Costly and Informality
is Legal: Social Insurance Desigh Woes at
Times of Economic Crises

Introduction

This paper contributes to addressing the research question on Institutionalization: How can
procedures and policies for anticipating and responding to possible conflicts be integrated
into the normal functioning of governments, international governmental and non-
governmental organisations in conflict-affected MENA countries, and how can these
organisations’ separate actions be better coordinated?

Summary

There has been a progressive global decline in access to contributory social insurance schemes. This
paper looks at the extent to which the institutional framework for social insurance might constrain
access to contributory schemes, with focus on Egypt. We use nationally representative microdata to
test how the design leads to the exclusion of specific categories of workers. Our findings also show
that the country witnessed a decline in social insurance coverage among regular wage workers,
despite stipulations of mandatory coverage for this group. We show that the decline has been
associated with the substantial increases in the minimum insurable wage upon which contributions
are calculated. These increases rendered the scheme expensive for both employers and employees,
forcing them to opt out of the system. The paper demonstrates that the conditions of enrolment,
cost and benefit design for social insurance schemes disincentive both employers and employees to
contribute to the system.

Research Background

System design is key to addressing the different competing objectives relating to coverage,
adequacy, affordability, sustainability, robustness and redistribution. While appropriately designed
schemes can incentivize contributions and enhance system sustainability, fragmented and
segmented social protection system can be socially divisive. With focus on the experience of Egypt,
this article seeks to contribute to the relatively sparse body of literature addressing pension system
design in low- and middle-income countries and the Middle East.

The paper offers a unique analysis of the administrative burden pertaining to system participation in
relation to the performance of contributory (Bismarckian) social insurance programs in the low- and
middle-income countries in recent years and how the institutional constraints and design features,
can affect the behaviours of both employers and employees. Access to social insurance among
Egyptian workers has been low and, according to the data provided in this paper, continues to
erode. Social insurance coverage is the defining characteristic of formal jobs. Through a critical
analysis of the legal framework and expert interviews, we examine the cost and administrative
burden relating to system enrolment, both in terms of contribution rates and required
documentation and the incentives to enrol in the form of received benefits. We use multivariate
analysis to estimate the determinants of enrolment into the scheme, controlling for the various
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effects of these institutional constraints. We also designate the key elements related to the SI
scheme design and the resulting administrative burden that lead workers to be technically excluded
or allowed to opt out of social insurance because of these constraints.

Key Policy Targets

The paper is relevant to policy makers in countries with a legacy of voluntary social insurance
systems to non-wage workers and to international donors working on social insurance reform
policies. In Egypt, the key stakeholders are the National Organisation for Social Insurance and the
Ministry of Social Solidarity.
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