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From the beginning of times, people have been exposed to various and frequent adverse 

economic shocks, i.e: significant reductions in their income generating capacity, which can 

have drastic consequences on their welfare.  The traditional public social security systems 

in the developed world have had the salaried employment relationship as their backbone, 

with compensation paid to employees and their immediate relatives in episodes of 

unemployment, sickness, accidents and retirement. These systems benefit much of the 

workforce in developed countries due to their high coverage of formal 

employment. However, in developing countries in Asia and Latin America, such systems 

do not reach more than a third of workers with formal sector jobs, typically in medium and 

large private enterprises and the public sector.  

In recent years, conceptual and operational efforts have been made to develop 

comprehensive social protection approaches for developing countries which seek to 

incorporate more significant shares of the population, especially the poorest and most 

vulnerable, among beneficiaries. The system includes not only public mechanisms but also 

individual actions and informal mechanisms of protection as well as private market 

instruments and programs. The government should intervene primarily in cases where 

shortage of funds and market failures impede adequate protection for significant segments 

of the population such as the poorest families and vulnerable groups. 

According to recent surveys in Peru, 43.3% of rural households and 27.9% of urban 

households in Peru were affected by adverse shocks in 2008 with undesirable consequences 

on their incomes, consumption and welfare. In rural areas, the main shock were natural 

disasters which affected 28.5% of households (and the first quarter of 2010 has brought an 

escalation of torrential rain, floods, and mudslides in the Sierra region that forced to close 

Macchu Picchu for more than two months; and unusually rainy and cool summer along the 

Coast region that has adversely affected productive activities). In the urban world, the most 



important shocks are serious diseases affecting 10.8% of households. In the same areas, the 

second and third most common shocks are job losses and theft or assault.  

These adverse shocks have had negative impacts on more than 90% of affected 

households. In the urban areas and non-poor households, the main reaction to an adverse 

shock is financial borrowing. In contrast, in the rural areas and families in poverty, the 

primary reaction to the adverse situation is inaction: 42.7% of rural households affected and 

39.6% of poor households injured manifest that did nothing to try to alleviate the impact of 

adverse shocks in their income and assets.  

These figures indicate the need for public social protection strategies primarily for rural 

households and poor families who lack the tools to mitigate risks of adverse shocks and to 

cope with them effectively. A few years ago at the Inter-American Development Bank, we 

reviewed the potential holes or gaps in public policies in Peru from the perspective of social 

protection.  

The diagnosis and many of the recommendations remain valid. At the macroeconomic 

level, we need more effective counter-cyclical economic and social policies to avoid 

setbacks in poverty reduction, and permanent systems of risk management for natural 

disasters. A prevention system for El Niño-related disasters was nominally created in 2006, 

but it is not operational yet, in spite of having repeated Niño episodes every other year. 

Work to rebuild economic and social infrastructure destroyed by the 2007 earthquake in the 

South is still unfinished, and vulnerability maps and a one million dollar tsunami-alert 

system are still missing in the country!  

We also need to strengthen mechanisms of protection against unemployment. The current 

formal compensation system for job interruptions only covers about a tenth of the Peruvian 

labor force. Likewise, at the social policy level, it is critical to improve systems for 

targeting and delivery of programs for poverty alleviation, including the urgency of having 

a single system of identification of beneficiaries of social programs. In this sense, a top 

policy priority is the replacement of very small programs with high administrative costs and 

leakage, by a rigorous national system of conditional income transfers covering all families 

in extreme poverty.  


