THIRD DRAFT, WORKING PAPER

1

The Impact of HIV/AIDS on Social Safety Nets: What Can the Caribbean Expect?

2

B y

Karl Theodore

3
  and Althea Dianne La Foucade

4

^�AIDS� is not only claiming lives, it is changing the very nature of development.  As one farmer in

southern Africa put it: "Today, we are spending more time turning the bodies of the sick than we are

turning the soil." ^ Wolfensohn (2000).

Abstract

By the end of 1999 HIV/AIDS was present in at least 200 countries and approximately 34.3 million

people were living with the disease, 5.3 million of whom had been infected in that year alone (WHO

2000).  Approximately 21.8 million persons had died from AIDS by 2000 and countries where life

expectancy would have been about 64 years in 2015 in the absence of HIV/AIDS are now downgraded to

a level of 47 years.  Pension schemes are exhibiting characteristics of funds that are maturing at

accelerated rates and surveys show that absenteeism due to ill-health is exerting an increasing burden on

firms, as are HIV/AIDS related medical costs.  The flip side of the increase in deaths from HIV/AIDS and

withdrawal from the labour market due to advanced stages of the disease, has been the increased

pressure on the corresponding funds eg survivor benefits and funeral grants.  For instance, HIV/AIDS

had left an estimated 13.2 million orphans in its wake by the end of 1999. It is to be expected that many of

these orphans are dependants of social security contributors.

To compound the situation, estimates for the Caribbean ( Camara et al 1997) highlight the magnitude of

the potential economic burden of the disease for this region, showing its capacity to erode the economic

base and by extension, the need for nations to arm themselves for what may well be the biggest health and

development battle that the region has engaged in to date.  Information on the extent of the economic

losses expected from HIV/AIDS has since been used as one of the critical inputs into the advocacy efforts

in the region.

INTRODUCTION: HIV/AIDS AS AN ISSUE

Introduction

In man y wa ys mankind is at a defining moment in its history and this has come about because of

a disease condition called HIV/A IDS.  The total number of persons living with HIV/AIDS now

1
      To contact authors: afoucade@trinidad.net  or  heus@trinidad.net

2
      Presented at the 12

                                                                                                                 th
                                                                                                                         Annual Meeting of CARICOM Heads of Social Security, July 23rd-25
th
 2001.  Kingsto n,

Jamaica.

3
      Dr. T heodore is Head of the Department of Econo mics and Coordinator of the Health Econo mics Unit at T he

University of the West Indies (UWI), St. Augustine, Republic o f T rinidad and T obago.

4
      Dr. La Foucade is the Senior T echnical Officer in the Health Econo mics Unit of the UWI where she also lectures

Health Econo mics.

stands at more than an estimated 36.1 million.  This reflects an increase of 2.5 million in the year

2000.  A similar story holds in the case of the Caribbean where one source states that:

                                                  ^ more new cases of HIV/AIDS were reported in the Caribbean between 1995 and 1998

                                                  than had been reported since the beginning of the epidemi c in the early 1980s~  (World

                                                  Bank 2000, vii).

This exponential spread of the disease also carries over to the rate at which it is claiming lives.

For while it is estimated that in the first ten years of its run HIV/ AIDS claimed 1.5 million lives
worldwide, in the second t en years it is estimated to have caused more than 15 million deaths ˘
ten times more than in the first decade.  For our purposes it is interesting to note that although
recent data presented in the World Development Indicators 2001 , and b y the UNAIDS (2000b),
report a marginal decline in the number of new infections from 5.4 million in 1999 to 5.3 million
in 2000, the same sources indicate that the number of persons dying from the pandemic over the
same 2 year period, increased b y a record 56.8 percent (World Bank Group 2001).  In addition to
the personal and famil y implications of those deaths, there are clearl y social implications which
must be the subject of public polic y.  This is important given that, underl ying the fi gures
presented would be the stor y of the extent and nature of the deterioration of the economic and
social fabrics of the societies that have been hardest hit.  Herein lies the link to the potential
impact of HIV/A IDS on social securit y.

As the Caribbean social securit y practitioners and polic y-makers contemplate the strategic
positioning of the social safet y nets in an increasingl y globalized environment, it will be
important to have a clear understanding of H IV/AIDS - an understanding of what it has alread y
done and what it threatens to continue doing in man y parts of the world.  This understanding
must be complemented by a good grasp of the potential impact on this region and the nature of
the requirem ents for substantiall y curbing the impact of the disease.  Perhaps, of even more
importance however, will be the need for consensus and collaboration at the regional level, on
what the response of the social securit y s ystems should be.  Indeed, the ILO, in an attempt to
close the information gap that has developed as a result of what appears to be a failure to stud y
the impact of HIV/A IDS on social securit y, has indicated its intention to launch a proj ect aimed
at filling this gap.

THE IMPACT ON SOCIAL SECURITY: ISSUES OF VIABILITY AND CREDIBILITY

Contribution and Investment Incom e

In man y wa ys, the social securit y s ystem is in the `future-protecting´  business.  Since AIDS
threatens the future of the societ y it must be an important concern to social securit y
administrators.  There is more than a small chance that AIDS can undermine the economic
growth and undo the developm ent in our countries ( Madavo 2000; Theodore 2000).  From a
social safet y net perspective, therefore,  underlying the HIV/AIDS story of death and sickness is
the story of the persistent erosion of the security base and/or viability platform .  The magnitude
of the impact and the actual channel(s) through which the erosion takes place will depend on the
location of the infected individual in the econom y and his/her role within the household and/or
communit y.

One obvious consequence of HIV/A IDS is the contraction of the contribution base.  B y causing a

shrinkage in the number of emplo yed persons and b y weakening the income generation s ystem

the inflows to the social securit y s ystem will necessaril y decline.  The truth is that because

individuals operate within the labour market, contributing to national output, HIV/AIDS

infection would signal an eventual deterioration in labour productivit y as workers become sick

and eventuall y withdraw from production.

5
  One source indicates that AIDS is costing the

average African nation about half of one percent of per capita growth per year ( Madavo 2000,

World Bank 2001).  Figure 1 shows the impact on per capita GDP in Ken ya.

Figure I

                                                                                                        Estimated Change in Per Capita GDP caused by AIDS, Kenya

Kenyan shillings (1985=100)

Underl ying a result as in Figure 1 is an HIV/AIDS destruction mechanism as portra yed in Figure

2 below.  In the case of the C aribbean, estimates by the Caribbean Epidemiology C enter and The

University of the West Indies indicate that, b y the year 2005, countries could expect to incur an

economic loss equivalent to approximately 5% of their national incomes ( Camara  et al

1997).  At

this rate national incomes in the region will be halved b y the year 2020.  The expected impacts

for Jamaica and Trinidad and Tobago are summarized in Table 1.  All the key macroeconomic

variables appear with negative signs, with expenditure on HIV/A IDS showing the only positive

movement.  To put the projected impact on the national income in perspective, it must be

recalled that the average national spending on health b y countries in the region is just over 5% of

the national income.  So, HIV/AIDS alone will cause a decline in output that is almost equal to

what countries now spend on all their health needs in both the public and private health sectors.

Comparing the expected loss with contributory social security activity, we find that the projected

loss is almost five (5) times what average contribution incomes have been in this region!

5
      Assuming a context of limited access to health-enhancing, HIV/AIDS treatment.

Clearly if we are to expect at least a proportional decline in social security income ˘ contribution
and investment income ˘ the outlook is not at all pleasant. Compounding this, however, is the
fact that it is possible that with the expected phenomenal increase in short-term benefit pa yments
the overall level of claims on the s ystem will increase.  Should this happen the resultant
imbalances will present an awesome challenge for social security in the region.

Government

Expenditure

Required

Health

Expenditure

Actual Health

Expenditure

                                                                                Supply of
                                                                               Supply of

                                                                                     Labour
                                                                                     Labour

                                                                                      Illness

                                                                                                 or

                                                                                        Death

HIV/AIDS
HIV/AIDS

Prevention

 and

Treatment

GDP

Saving/Capital

Figure 2

                                                                                                 HIV/AIDS AND THE ECONOMIC SYSTEM

                                                     Private Expenditure

The diagram shows H IV/AIDS having two direct effects: increasing the levels of illness and
death in the societ y and causing an increased use of resources through prevention and treatment
activities.  These in turn respectivel y impact on the labour supply and on the level of savings.

The combined effect is to set in train a reduction in the level of national income (GDP).  This has
corresponding negative impacts on public and private spending and therefore on the quality of
life of the population.  For the Social Securit y S ystem the reduction in the labour supply, and b y
extension the level of employment, is bad enough.  For the same mechanism that now imposes a
higher level of claims, namel y illness and death, is itself causing a reduction in the level of
contribution income.  Moreover, when compounded b y a falling national income what we have is
a threat to the ver y existence of the Social Securit y S ystem.  For not onl y will incomes of
contributors fall but the econom y will not be in a position to boost the investment income on
which the s ystem will now depend more and more.

Table 1

Derived Macro economic Impact on Key Variables for

Trinidad & Tobago and Jamaica

                                             Impact Variables Trinidad &

Tobago

Ja maica Average

                                             Gross Do mestic Product -4.2% -6.4% -5.3%

                                             Savings -10.3% -23.5% -16.9%

                                             Invest ment -15.6% -17.4% -16.5%

                                             Employ ment in Agriculture -3.5% -5.2% -4.4%

                                             Employ ment in M anufacturing -4.6% -4.1% -4.4%

                                             Employ ment in Services -6.7% -8.2% -7.5%

                                             Labour Supply -5.2% -7.3% -6.3%

                                             HIV/AIDS Expenditure +25.2% +35.4% +30.3%

                                                  Source : Camara, B. et al  Modelling and Projecting HIV and its Impact in the Caribbean: The Experience

                                                  of Trinidad & Tobago and Jamaica . 1997

Tables 2 and 3 below indicate wh y we would expect benefit pa yments to increase even as the

base of the s ystem is weakened.  According to the data presented in Table 2 below, more than 5

million persons, the majority of whom were adults, have become infected each year since 1997.

Moreover, since 1997 we have had more than 30 million people living with the disease.

6
  Put

differentl y, if we were to isolate the impact of HIV/A IDS by controlling for other factors, we

would expect to observe a weakening in the productivity of labour each and ever y year since

1997.  Moreover, to the extent that one could categorize the bulk of HIV/AIDS care and

treatment in the developing world as falling into the group of activities in the health industry that

are more accurately considered consumption rather than investment [in health/human capital],

this would mean that resources have been diverted awa y from investment and regeneration

activities into consumption (Theodore 2000).

Table 2

                                            Selected Indicators of Death, Sickness & Disability Associated with HIV/AIDS:

1996 ˘ 2000  (End of Period Estimates)

                                                                                                         INDICATORS 1996 1997 1998 1999 2000

                                     People Ne wly I nfected  (millions ) 3.1 5.8 5.8 5.3

                                          Adults (millions)
2.7 5.2

5.2 4.7

                                             Wome n
2.1

2.1 2.2

                                             Men 3.1 2.5

                                         Childre n <15 years
400,000 590,000

       590,000           600,000

                                     Number of People Living with HIV/AIDS (millions) 22.6 30.6 33.4 34.3 36.1

                                          Adults (millions)
21.8 29.5

32.2
33.0

34.7

                                             Wome n
9.2 12.1

13.8
15.7

16.4

                                             Men
12.6 17.4

18.4 18.3

                                         Childre n <15 years (million)
830,000 1.1

1.2
1.3

1.4

                                     AIDS Deaths 1.5 2.3 2.5 2.8 3

                                          Adults (millions)
1.1 1.8

2 2.5

                                             Wome n
470,000 820,000

900000 1.3

                                             Men
650,000 980,000

1.1 1.2

                                         Childre n <15 years (million)
350,000 460,000

510,000 500,000

                                     Cumulative Deaths since Beginning of Epide mic 6.4 11.7 13.9 18.8 21.8

                                          Adults (millions)
5.0 9.0

10.7 17.5

                                             Wome n
2.1 4.0

4.7 9

                                             Men
2.9 5.0

6 8.5

                                         Childre n <15 years (million)
1.4 2.7

3.2 4.3

                                                                   Source: UNAIDS 1998 ; 2000b.

Table 3

Estimates of Selected Demographic Indicators of

Impact of HIV/AIDS on the Social Security Base

2000 1995-2000

Country Infant Mortality

Rate

Crude Death Rate Life Expectancy

W WO W WO W WO

                                                                                             Bahamas, The 17 12 7 4 69 73

                                                                                             Benin 91 88 15 13 54 55

                                                                                             Botswana 62 28 22 5 44 68

                                                                                             Brazil 38 34 9 6 67 68

                                                                                             Cameroon 71 65 12 9 50 56

                                                                                             Cote d´ Ivoire 95 83 17 10 48 57

                                                                                             Rwanda 120 106 21 12 39 49

                                                                                             Togo 72 66 11 8 51 57

                                                                                                    Source: US Census Bureau, World Health Organization, 2001. United Nations Population Division.

The stark realities are highlighted when we consider the case of some of the French speaking sub

Saharan nations where benefit pa yment obligations have increased at a much faster rate than
contributions.

Although the sub Saharan countries typicall y have relativel y young populations, as Barbon and

Sanchez (1999) point out, the ratio of beneficiaries to contributors have increased drasticall y.

Overall, this ratio increased from 8.8 percent to 16 percent over the 1991 to 1996 period in

Cameroon and from 9.7 percent to 31.25 percent from 1990 to 1997 in the public sector.

Moreover, whereas beneficiaries in Côte d´Ivoire increased b y approximately 7.9 percent during

the last decade, there were no increases in the number of contributors ( Barbon and Sanchez

1999).  This is the silent story of the social securit y H IV/AIDS experience, that is embedded

within the data (refer to Tables 1 - 3) on the number of persons who are falling ill each and ever y

year and who continue to be ill for a number of years thereb y requiring sickness benefits.

Increased Costs due to Ill Health

The Côte d´Ivoire and Ethiopian experiences further highlight the potential impact of HIV/A IDS

on social securit y s ystems.  Just eight years after the first reported case of H IV/AIDS and at a

time when the impact of the disease in the workplace was just beginning to be felt, the disease

was estimated to have cost four businesses in Abidjan between US$ 1.8 million to US$3.7

million in medical costs (UNAIDS 2000b).  B y 1997, the disease accounted for 0.8 percent to 3.2

percent of the wage bill in Abidjan  (UNAIDS 2000b). Data from a surve y of five firms in the

United Republic of Tanzania suggested that the average medical cost per emplo yee that was

attributed to HIV/AIDS, more than tripled between 1993-1997 (UNAIDS 2000b).

If a similar medical cost impact can be expected in the Caribbean the expected wage bill impact

on Barbados will be in excess of US$ 4 million and in St. Vincent it will be almost US$ 3

million.  These are not insignificant figures.

However, be yond the medical cost impact what of the impact on social securit y benefit

payments?  The fact is that social securit y schemes have traditionally provided coverage for

events related to loss of or reductions in income.  In the Caribbean this coverage is largel y

dominated by events related to illness, death (including benefits for survivors of members),

disability and old age.  Given the nature of the impact of HIV/A IDS, it is to be expected that

infected social securit y members and their affected dependents, will be making increasing

demands on all of these benefit branches.  As the experience of the African nations has shown,

on the benefit side, HIV/A IDS is likely to exert increased demands on pa yment obligations thus

driving up the required total expenditure of the social security (UNA IDS 2000b).

In other words, given that HIV/AIDS is a chronic disease and that afflicted individuals are

vulnerable to opportunistic diseases, it is reasonable to expect that the level of absenteeism due

to ill-health would increase.  In the case of Caribbean social insurance schemes, this would mean

increases in the volume and value of short-term benefit pa yments ˘ in particular, sickness

benefits.  In those cases in which some version of social insurance provides medical benefits, for

example St. Vincent and the Grenadines, Antigua-Barbuda, decisions will have to be made about

the content of the benefit coverage The fact is that once contributors become infected the social

securit y benefit meter starts running and if the pattern follows that of the rest of the developing

world, the meter is unlikel y to stop running prior to death of the individual and will continue to

run even after death.

7

7
      It is noteworthy that in so me jurisdictions the availability of relatively effective treatments have no w triggered

discussions about retur n-to -work issues for persons who had previously been on disability benefits.  For examples of

retirement benefits.  The point is made that social securit y s ystems need to get more involved in
securing the living standards of contributors even before retirement.  What HIV/AIDS has now
done is to put this issue squarely on the table for Caribbean social securit y systems.  The fact is
that with more contributors d ying before retirement age the social value of the social securit y
system will shift to the pre-retirement living conditions of contributors and their dependants. It
cannot make sense for any branch of social security, including social insurance, to pla y the part
of the disinterested observer while its contributors are being decimated and while the ver y
foundations of its members´ security are being eroded.  What this means first and foremost is
that social security systems in the Caribbean must now determine the level of their
involvement in the battle against HIV/AIDS.   This brings us to the ver y important question of
the wa y forward for social securit y s ystems in the Caribbean.

CONCLUSION:  WHAT CAN THE SOCIAL SECURITY SYSTEMS DO?

HIV/AIDS has once again raised the vexing question of: how does a nation protect its most
economicall y vulnerable members at those times when the nation itself is vulnerable.  It also
suggests that economies are perhaps as strong as their weakest members and as such, highlights
the need for responsible governments to consistently target the most vulnerable members with
the expressed aim of improving their standard of living (Lewis 1954).

The Health Economics Unit is proposing a five-point strategy for the social securit y s ystems in
the region.  The strategy derives from the attempt to answer two basic questions:

a)  What is the fundamental role of the social security system?

b)  What are the key factors that determine the viability of the social security system?

The HEU takes the position that the answer to the first question is linked to the Arthur Lewis
concern about the living conditions of the most vulnerable in the societ y and that the answer to
the second question points us to the economic environment and the administration of social
securit y s ystems.

In this context the five-point strategy  for the Caribbean social securit y systems today consists of
the following:

1.  Deepening its understanding of the HIV/AIDS epidemic in a manner which would facilitate

                         the involvement of the social security schemes in the prevention and care programme which

                         is now being put together in the region.

2.  Involvement in advocating for availabilit y of drugs to the infected.  As was previousl y stated,

                         it is noteworthy that in some jurisdictions the availability of relativel y effective treatments

                         has now triggered discussions about return-to-work issues for persons who had previousl y

                         been on disability benefits.

3.  Speeding up the process of harmonization for improved mobility of pensions.  With labour

                         markets being affected there will be a need for the greater movement of skilled workers

                         throughout the region.

11

4.  Adopting a planning process that is trul y strategic, to ensure that appropriate projections of

                         HIV/AIDS and the impact of the pandemic on the Social Security S ystems are taken into

                         consideration and factored into actuarial anal yses.  A word of caution here would be the

                         critical need to ensure that projections of growth in HIV/AIDS are done using appropriate

                         epidemiological models that generate rigorous estimates on the incidence of the disease.

5.  Investing in improved social security administration with three specific objectives:

i)  Maximising real investment returns , since investment income will

need to increasingly become the major source of social security

earnings, and this at a time when economic conditions may not be

favourable;

ii)  Maximising the coverage of the system , since this is the only

means by which the social security system will counteract the

inequities that will become even more pronounced in the presence

of HIV/AIDS; and

iii)  Maximising the compliance rate , since the institutional weakening

that is likely to come with the spread of HIV/AIDS must be met

with an explicit countervailing force

The bottom line here is that at this crucial point in the history of the region, the social securit y

systems must see themselves as having the potential to make a difference.  The dependence of

the social securit y s ystem on the econom y is reall y not in question.  Nor is the link between these

systems and the national income in question.  Simple regressions linking national income to

contribution income for the four larger countries all yield positive coefficients.  However, in the

face of HIV/AIDS it is even more important to emphasize the influence that the social security

system can have on the economic s ystem. Given the size of the asset base and given the

population reach of the social securit y s ystem it is without doubt one of the strong

socioeconomic pillars of the Caribbean region.

REFERENCES

Barbon, Luca and Luis-Alvaro Sanchez B.  Pensions And Social Securit y In Sub-Saharan Africa

Issues and Options.  Paper presented at the XIII International Social Security Association

African Regional Conference, Accra, Ghana 6-9 Jul y 1999.

Camara, B. et al.  1997.  Modelling and Projecting HIV and its Impact in the Caribbean: The

Experience of Trinidad & Tobago and Jamaica .  A stud y undertaken with collaboration from the

Caribbean Epidemiology Centre  and The University of the West Indies.

International Labour  Office ( ILO).  2001.  Report VI Social securit y: Issues, challenges and
prospects.  International Labour Conference 89th Session Geneva: ILO, June 2001.

Joint United Nations Programme on HIV/AIDS (UNA IDS).  2000a.  Report on the Global

HIV/AIDS Epidemic, June 2000.  Geneva: UNA IDS.

Joint United Nations Programme on HIV/AIDS (UNA IDS).  2000b.  Report on the Global

HIV/AIDS Epidemic, December 2000.  Geneva: UNAIDS.

Madavo, Callisto.  2000.  Ke y-Note Address.  Reclaiming the Future. 3rd Int’l HIV Prevention

Works Symposium, Durban, July 8, 2000.

Menon Rekha, Mari a J. Wawer, Joseph K. Konde-Lul e, Nelson K. Sewankambo and Chuanjun

Li.  1998.  ^The economic impact of adult mortality on households in Rakai district, Uganda.~

In  Confronting  A IDS: Evidence from the developing world.  Selected background papers for
the World Bank Policy Research Report, Confronting AIDS: Public priorities in a global
epidemic.

Panos Institute.  1992.  The Hidden Cost of AIDS: the Challenge of HIV to Development.

London:

Theodore, Karl.  2000.  HIV/ AIDS in the Caribbean: Impact and Response, HEU Discussion

Paper No.1

Wolfensohn D. James.  2000.  Address to the United Nations Securit y Council Meeting on

HIV/AIDS in Africa.  Januar y 10, 2000.

World Bank.  HIV/A IDS in the Caribbean: Issues and Options. A background report.  Human

Sector Management Unit.  Latin America and the Caribbean Region, June 2000.

World Bank.  2001.  World Development Indicators 2001.  Washington DC: World Bank.