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Abstract

Although Colombia, Mexico, and Peru introduced major structural reforms in the mid-1990s,
they still exhibit very limited levels of social protection coverage (28 percent of the labor
force in Colombia, 27 percent in Mexico, and 22 percent in Peru). These figures reflect the
limited effectiveness of basing a pension scheme on employer withholding of contributions
in environments in which most employment relations are informal. Better design of matching
defined contribution schemes could increase the level of pension savings by the nearly 20
million middle-income workers in the informal sector in the three countries. Such an approach
is preferable to ex post solutions to the growing problem of old age as the region ages rapidly,
which are not sustainable and strengthen incentives for informality.
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