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Reform of the Child Care System During. Despite and Through the Means of the Financial Crisis 
Gordon Alexander,  Senior Advisor Economic and Social Policy UNICEF Geneva
Bishkek May 14th 2009

‘It has been said that there are three types of people: Those who make things happen. Those who watch things happen. Those who wonder what happened.’
1.Points of Departure

On Day 1 of our meeting it was emphasised how important it was to maintain momentum behind the reform of the child care system during the financial crisis. And the threat that the crisis could pose to the best of ideas. That seems to have gone of the screen bit as we moved into the substance of reform. It is my job to bring that back into the picture.  In fact we have an elephant in the room. One that is not going to go away even if we wish it. Dealking with the implications of the financial crisis is not easy at this stage as there is still so much uncertainty about where things are going. However it is very important that we think this through carefully. 

It is particularly important because as a result of the crisis there will be a tendency to say we cannot afford to do this; we cant afford do that. In fact I will argue that it is the other way round. We cannot afford not to move ahead with reform; in fact this could be the best time to take on difficult decisions.  Indeed we know that the most progressive social reform often takes place during difficult periods
I will explain how below. My one main message is that the plans for reform we are discussing here need to be a central part of the national response to the crisis. Not just as an afterthought. 

We need to ensure that during and in the crisis, we hang on to, we promote and deliver what is needed for the country in the longer term.  That ‘vision’ that we talked about that is needed for planning, organising and structuring child care reform is needed to respond to the crisis. We mustn’t allow ourselves to be knocked off our long term optimal path because of short term difficulties.  In fact, the crisis should be used to get us on that optimal path.  
2. Getting ourselves up-to-date on the Crisis 

As you know,  most countries in the region are seeing rapid falls in GDP, declining tax revenues, and a significant reduction in foreign direct investment.   
Even in the new EU member states these trends are profound in their consequences - in Latvia for example, GDP in 2009 will decline by between 12%-15%  and the Government is having to make a 40% cut in its budget. These are huge swings for any country. We may not see the exact replica in our part of the region, but individual countries will be/are seriously affected.   

Many commentators are suggesting that the recent data from industrial manufacturing, housing &, labor markets suggest that the ‘green shoots’ of an economic recovery are blossoming. 
While there do seem to be some signs of improvement, ie that the pace of contraction has slowed, the most recent data still suggests that the global economic contraction is still in full swing with a very deep and protracted U-shaped recession.
‘What we are seeing is that things are getting worse, more slowly’ 
 It has been argued that while much action has been taken, we are not solving the deeper sources of the crisis and risks of new re-bounds
Moreover there is a risk that the increase in commodity prices might choke off a sustainable recovery especially if it weighs on industrial production and consumption. 

Despite the recovery in commodity prices, there are few green shoots in Russian Federation where the EBRD is suggesting that the economy might contract by -7% in 2009. The contraction is already longer and more severe than during the 1998 financial crisis. 

Moreover, the unemployment rate in Russia neared 10% already in March, and wage arrears suggest ,despite government support, further job losses are to come. Even at an oil price of $50-55 a barrel, Russia is going to draw heavily on its past savings (as it has already been doing).  What happens in Russia has a major impact on many countries in this room
So far, China may have some of the most persistent green shoots as the government’s investment program and huge expansion of  credit are leading to an acceleration of growth from the near stop in late  2008 and early 2009. The most recently indicators suggest Chinese output may have reached a trough in March, rising the most of any of the OECD and non-OECD economies 

3. Forecasts for the region gathered here 
What about our own countries gathered here? Real GDP growth in Caucasus and Central Asia region is expected to come to a virtual halt in 2009  

While linkages to international financial markets are weak in most countries, the global economic crisis is being transmitted to the region via falling commodity prices, declining export demand, and lower remittance inflows from Russia.

The recent IMF figures out this week suggest a major slowdown ( although not all countries are affected in the same way) Economic growth in the Caucasus is projected to contract to 0.8% in 2009 while Central Asia will slow down to 2.3%  - from 6.3 percent in 2008—and recover only gradually in 2010.
But then, don’t believe too much in forecasts – they change ! 

3. Response to the crisis 
Countries in the region clearly have very different starting points. Countries with energy resources  ( Kazakhstan , Azerbaijan, Turkmenistan) have options on the fiscal side. Including including a stimulus to get the economy back up on track. Others ( Kyrgyz, Tajikistan,) have much less room for manouever.  Turkey is a special case (linked to success of response in Europe)

Before we go further,  I want to spend a moment talking about  a concept that we will be hearing a lot about in the coming months: ‘Fiscal space’
Understanding ‘Fiscal space’ 

In broadest sense, fiscal space has been defined as the ‘availability of budgetary room’ that allows a government to provide resources for a particular purpose,  without prejudice to the sustainability of a government’s financial position ( Heller 2005)
Yet the concept of “fiscal space” remains fuzzy—the term is now frequently used in current policy debates but without clarity as to its meaning. 

There are different ways in which a government can create fiscal space. Whether thru additional revenues raised through tax measures or by

strengthening tax administration. Lower priority expenditures can be cut in order to make room for those with higher returns. Resources can be borrowed, either from domestic or external sources. 
Explicit in the definition is the link to the concept of fiscal sustainability. This relates to the capacity of a government, at least in the future, to finance its desired expenditure programs, to service any debt obligations  and to ensure its solvency.
I would like to emphasise here just three points. First, any consideration of fiscal space must be made in the context of at least a medium-term expenditure framework ( MTEF) that has a comprehensive perspective on the government’s expenditure priorities

Secondly, fiscal space should not be seen strictly as an issue associated with a specific sector such as education or social protection. It is important  to assess the scope for more spending within the context of a complete and forward looking fiscal and budgetary framework.
Thirdly, it is important to remember that there is no such thing as a ‘given’ ‘fiscal space’ .  It is built on assumptions and priorities. You need to look at the small writing at the bottom of the label  of the tin of food ; what does it consist of,  how exactly was it made up. How much chlorestrol, how much fat etc?  It is not that complex and all of you should know how to read that formula . You do not need to be an economist to do this!  We need to de-mystify ‘fiscal space’
You should also remember that current expenditures are often determined mechanically in the basis of input norms, rather than on the basis of spending priorities, leading to a perpetuation of existing allocations, and preventing shifts towards more optimal allocations. That inertia makes budgeting for reform during the crisis even harder.
This was a bit of a detour. Back to the crisis.
Governments are and will continue to be under pressure to tighten their belts

Governments are committing themselves to protect vulnerable groups . They are also committing themselves not to reduce social expenditure. 
In current circumstances it is though going to be difficult to do this.
It is critical that we preserve minimum social standards during the crisis - as part of re-prioritising public expenditure.

There are really three areas we need to keep a close eye on

· Employment  (including remittances) 
· Social Protection 

· Development assistance (for some)

I want to look at what are possible implications for our discussion on child care reform

Employment. A brief word on employment. Not our immediate focus today but clearly central to the response. 
Even if impact is delayed in some countries, it is through the labour market that we will see most direct effects on welfare.  There is going to be a rise in vulnerability among families. And at some level pressure on break-up of families. 

Impact falling on household consumption.  Reductions in real earnings – take many forms – delayed wages, shorter working week rise in informal sector. A major drop in remittances.  Families with no extra labour to supply , no saving, large number of children.
ILO is making the point that jobs that are lost take much longer to replace in the upturn of the economy than lose them in the downturn . ILO is suggesting that it will take  5-7 years to get back to where we were before the crisis.
Switching now to what this may mean for the reform of child care systems. Yesterday we said that we have to switch from preoccupation with institutions themselves to ‘prevention’ and re-orienting service towards vulnerable families. If so, then this is going to be an even greater task during the crisis. Important before, it is going to be even more important and more urgent now.

I would like to make a specific suggestion here. Employment is already at the forefront of policy attention. Young people at most at risk.  
Can we link this to deinstitutionalisation?. It has often been underlined how poorly young people coming out of institutions are equipped for life and work. Housing and jobs are the places where things keep on going wrong.
Could we make a specific initiative around insertion of these young people  as part of the crisis response? It makes sense. It would also pick up the Vesna’s other idea of turning processes that risk being ‘exclusionary’ into ones that actually are ‘inclusionary’.

Social Protection 
This is where attention is going to be critical . Social Protection is seen as the instrument to protect vulnerable groups. It is what was missing in crises of the 1990s. A lot of faith is being put in this area . We need to look hard at it.
First, I want to step back a bit and think back to what we understand by social protection. It is not equated with what are sometimes called  ‘safety nets’. 

Social protection is commonly taken to be made up of three areas of action namely

· social insurance, which should be provided through insurance schemes, participation in which is mediated through the labour market; 
· Labour market regulation which enhances security and protection of workers and ensures their right to participation and voice, and 
· social assistance (transfers and services). Social assistance is mainly tax-financed, aims to support those in poverty, and is directed at the vulnerable, including families with children, elderly, individuals with special needs.
I would like to suggest that we add to this social services (health and education, together with some aspects of social infrastructure, including housing) which should be mainly provided by the public sector; 

There is much evidence emerging from the evaluation of social protection programmes which underscore the large potential gains from these programmes in terms of poverty and vulnerability reduction and human capital accumulation.
In short they play a particularly important role in the context of supporting and facilitating rapid social and economic transformation. This reflects the experience of developed economies, where the  establishment and extension of social protection was an important factor in strengthening values of social solidarity as well as state financial and  administrative capacity 
A focus on Social protection programmes and policies that focus on poor households helps reduce insufficient  consumption, facilitate investment in human and physical assets, and strengthen the agency of the poor, for example by empowering them to overcome social exclusion ( Barrientos).. 

It is also true that underdeveloped public administration , politics, finance and administration are key constraints in establishing effective social protection instruments. 
The sustainability of social protection programmes requires a measure of political support.  Getting the politics right is essential for the establishment of social protection programmes.
What are the issues?

The main issue is that many of the social protection systems in the region have been eroded. Reforms in social protection systems started early but have often been carried out in a piecemeal fashion and incomplete. They are not well prepared to deal with the problems of vulnerability that come with high levels of poverty and growing exclusion.

They are often

· ‘Crowded out’  by pensions

· Too low in value

· Over targeted

· In some sense. not targeted enough

Social protection represents one of the main components of total public expenditure in CEE and CIS countries. Most of the other countries spent between 25 and 40 percent of the government budget on social protection  with the highest levels 40 and 45 percent of total public expenditure, and almost one fifth of GDP. Which is why they will be the target oif special attention as the crisis bites.
In contrast, expenditure on family allowances is in the range of 0.1-1 percent of GDP. mThe benchmark in western countries is closer to 3 % GDP.
 In some of these countries, total real public expenditure on the monthly family allowances actually decreased between 2000 and 2005-6, in part due to the decline in the child population and overall improvement in average living conditions, and/or changes in the eligibility criteria. On the other hand, in Ukraine and Kyrgyzstan expenditure on monthly family allowances more than doubled in the first half of 2000s, 

We need a mix of services and better targeted social assistance
We need a simpler and perhaps elements of categorical criteria – families with more than two children, pensioners,  families with disabled members. Who don’t need to find all the documents to prove they are poor. They should get their entitlements as rights. And these entitlements should make a difference to their poverty status. Often they don’t.  

 non-categorical social assistance, targeted on poor families has been given low priority in total social protection expenditure, which is still heavily biased towards pensions and privileges allocated on a categorical basis. The difficulties of implementing targeted systems in countries where the informal earnings are common - as well as the expense of setting up and running means-testing - mean that there is still a preference for categorical benefits. 

Universal child benefits would avoid the danger of the poor being excluded from benefit receipt, and also avoid the danger of the poor in poorer regions being penalized, but would require increases in expenditure in order to provide an adequate size of benefit to families. 

Reform of Social protection is not easy – and highly political .  There are still deep seated attitudes in society about the ‘deserving’ and ‘undeserving’ poor. The deserving poor are often the elderly, children, and perhaps disabled. But not able bodied adults who cant get jobs, or young people or groups from marginalized populations. ( the roma)

Nb This focus on ‘deserving’ poor can be a screen for not addressing other issues . Larger issues of income disparities which reached very high levels in many countries and have not come down much are not discussed. The C-word is also not part of the policy debate. 
At the same time the crisis can be an opportunity to take on the difficult questions of social protection reform and re-orient it towards a fairer and more effective system of real social protection. One can also appeal to ‘equity’ and even handed sharing of the burden during the crisis  

Overseas Development Assistance ( ODA)
Thirdly and very briefly, ODA. Not all countries in the region receive large amounts of ODA . But those that do , it is an are to watch carefully.

Partly because developed countries have said that they wont cut commitments to development assistance. Partly because some countries  have already indicated that they will . And others may well follow suit. All have huge fiscal deficits to deal with in the coming years.  How they handle this will be a test of their commitment to development. As Jeff Sachs says it is has been possible to find $40 billion to bail out banks but  not much more than crumbs for development of poorest countries.   

Again in the context of the crisis, support to reform of the child care system could be a very tangible and visible use of such resources.  We should be knocking on doors with a plan and a budget quickly before the cuts get smuggled in! 

5. Prioritising Childcare System Reform 

So what does all this mean for the reform of the child care system?

It is going to be a much tougher environment ahead. 
Interesting that a number western countries using the crisis to build  ‘future- looking investment’ in new industries, in environmentally sustainable economic growth.

We have to do the same in building a  ‘future oriented social policy’
For oil based economies, countries with large reserves,  the impact of the fiscal crises will severe but more managable - therefore the extent to which any momentum towards the reform of child care system is less likely to be reversed.. On the other hand for countries that have less endowments and larger constraints - any momentum towards the reform of social care services could  slacken or be reversed.    For such less well resourced countries it is going to be a battle of priorities, and making the case!
Costing of reform is going to be essential part of the response- making the arguments to the Minister of finance. This doesn’t need to be a detailed plan- but it does need to have the order of magnitude – and costed over planning period.
 It will need to be part of a masterplan ( with budgeting not left to after the plan is finished ! )

It will need to be linked to MTEFs

Internal budgeting process – remove adverse incentives on financing ,so method of financing doesn,t hinder reform

It should also address how to finance and sustain innovation – related to new role of the state as regulatory and system creative function

And Address decentralisation – too often the central budget does not create am incentive for reform at the local level
( there is not time today to discuss each of these. They should and could be the themes of further consultations) 
While all this is going on, we need to also have an ‘internal strategy’ !

· find and act on those changes that can be introduced without much additional cost

· shift the location of expenditure ( towards NGOs role of state as regulatory not provider!

(The extent to which countries maintain policy momentum towards alternatives to residential care will vary according to:

a] the extent to which the costs of residential care are funded from the central budget;

b] the extent to which community-based alternatives are funded from local budgets;

c] the extent to which equalisation transfers take account of social care services - for children, the elderly and people with disabilities

d] the extent to which foster care / guardianship allowances have been institutionalised as an integral part of the social assistance system

Each of these, in turn, are driven and shaped by the overall fiscal stance and the extent to which tax revenues [at central and local levels] are affected by rising levels of unemployment, bankruptcy of businesses, in the crisis).  

But remember that fiscal space is not given!
Finally let me go back to that popular saying at the beginning of my  comments.

With the financial crisis moving so fast, it is natural not surprising that we wonder what happened – as no one saw it coming; 
It has moved so fast , we have also been condemned to ‘watch things happen’ – as financial contagion swept through world; 
But we can also ‘make things happen’.  

That’s what I believe our challenge is today.

Thankyou
