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Eyes on the Budget

Presented by Mr. Jorge Enrique Vargas, International Expert in Social and Economic Policy

Abstract: Mr. Jorge Enrique Vargas’ presentation provided a conceptual framework of the issue of the budget as a human rights instrument, highlighting that the budget process is a political process and the expression of a given society’s vision of its future. He emphasized that the budget can also become the main tool to achieve equality in a society. Finally, Mr. Vargas shared some observations on the Ecuadorian experience, drawing some important lessons learned. 
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Figure 1
As an introduction, Mr. Jorge Enrique Vargas explained that he had had the good fortune of becoming closely familiar with the budget process Ecuador undertook with the support of UNICEF. He explained that his presentation would initially deal with the budget as a political process, and that he would elaborate on some elements from the standpoint of the Ecuadorian experience. 
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Figure 2
The budget, a political process: It is important to clearly portray the budget – which many see as a system of ordering information or as a managerial tool – as a political process. Moreover, it is a central political process in society; because it is par excellence the means by which the implicit social contract made between all parts of society is made visible. Through the budget, we know what a society’s vision of its future is; we know what priorities it has identified and how it distributes efforts to build that future. The way in which the budget is managed also illustrates how a society takes decisions. Therefore, better budget management is a means of building democracy, and identification of appropriate priorities in the budget is a means of building a more humane society. 
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Figure 3
A tool for equality: The budget includes income and expenditure. It is the main tool available to a society to create mechanisms of solidarity, to move toward the realization of collectively agreed objectives, and to create the dynamics of change. 
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Figure 4
While it is important to analyze the expenditures in the budget, and for the expenditure process to be transparent, the most important aspect is to see what the budget is actually being spent on and how the resources are obtained. Who pays the costs of moving down a given development path? And, stemming from this, what mechanisms for transparency exist? In this sense, we should not only look at the transparency of the budget, but also at the transparency of the society in which it operates. The budget gives substance to human rights.
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Figure 5
The Ecuador experience: The Ecuadorian experience is one of a deeply democratic society that decided to make changes in its budget management system in a very open manner. What Ecuador tried to do with the support of UNICEF was not to include some lines in the budget that might be good for children, nor focus on identifying expenditure for children. In fact, the main objective was to make the entire budget understandable for all social actors. This would allow the latter to be in charge and be responsible for establishing priorities, define what they feel is most important, and build new social agreements around the budget. After defining priorities, a monitoring mechanism was created with the participation of society as a whole. 
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Figure 6
Basic strategy: How does such a strategy work, a strategy that leads to such ambitious goals? A first element is that UNICEF, with the support of many government officials, of some United Nations agencies – in particular UNDP – and in association with the World Bank, transformed the budget into an instrument that was easy to understand, so that society could be well informed in its discussion. A good way of making the budget understandable was to turn it into images, trying to ensure that society has an image of the desired goals. 
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Figure 7
Turning the budget into images: As shown in the example of the proposed Ecuadorian budget for 2000 in Figure 7, the second column to the right indicates the total planned expenditure and the upper part of the first column indicates that the revenue is in fact lower. Therefore, there is a deficit, which includes not only expenditure that is not financed, but also the amortization of previous debt. The lower two boxes of the second column therefore represent the amount of current debt that society has to accept in order to continue to operate. This is an eloquent image of a budget in which expenditures are larger than revenues, and which consequently leads to indebtedness. 

The third column in Figure 7 illustrates revenues, of which direct taxation only represents 6%, while oil revenues are far greater. The debt is as onerous as total tax revenues and it is larger than oil revenues. Such imaging illustrates that this fiscal structure is unbalanced. 

When looking at the last column of Figure 7, one sees that expenditures taken as a whole represent 45% of the budget, while the payment of interest and principal accounts for 54% of the budget. This signifies that out of all of society’s revenue over a given fiscal period, 0.60$ of each dollar is spent on debt repayment. 

This information provided Ecuadorian society with elements to discuss many aspects of the budget. 
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Figure 8
Agreement on priorities: The first step was to make the budget understandable. The second step was to reach an agreement on priorities for the new budgetary exercises. UNICEF helped bring about such agreement following the five strategies listed below: 
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Figure 9
1. Appeal to all: First of all, UNICEF called upon all of actors of society - not only economic actors, nor only the opposition – with the same discourse and the same simple and transparent presentation of the budget and desired goals. A presentation was made before Congress. Indeed, Congressional leaders meet periodically with UNICEF and the United Nations System in order to discuss the budget prior to its approval process. The government, particularly the Ministry of Finance, has been a fundamental ally in this process, drawing nearer to society and its needs. The media were another essential ally in order to reach all of society through different means. This required a wide range of communication strategies that were very demanding from a technical standpoint. When political parties, business organizations, community organizations and NGOs, have all heard the same discourse and shared the same information, they were then empowered to dialogue as equals.

2. Diagnosis based on exposed inequalities: The second strategy was to develop a diagnostic aimed at showing Ecuadorian society that there are inequalities that can be corrected. 
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Figure 10
This can be illustrated with a few examples of the work done by UNICEF in 2000, which have been continued since. Figure 11 compares the tax burdens of different countries. While the tax burden in some countries reaches 35%, it is lower than 11% in Ecuador. 
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Figure 11
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Figure 12
As seen in Figures 12 and 13, between 2000 and 2001, indirect taxes increased considerably, whereas direct taxes remained stagnant. This gave rise to problems of equity. 
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Figure 13
From the expenditure side, Figure 14 illustrates that in Chile, less than 5% of social expenditure goes to the wealthiest 20%, while over 30% of it is dedicated to the poorest part of the population. According to this graph, less progressive distribution can be seen in Colombia. This contrasts with the case of Ecuador in 1998, for which Figure 14 demonstrates that the richest part of the population benefits from social expenditure more than the poorest populations, thus highlighting the situation of inequality. This is mainly due to the fact that many poor families do not have access to social services. 
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Figure 14
Nonetheless, this situation can be rectified through adequate expenditure structures. For example, as seen in Figure 15 above, gas subsidies per capita for the richest 20% of the population are double those of the poorest 20%. This is not necessarily due to the fact that the government did not properly redistribute resources, but rather because the rich consume more gas than the poor. This is even truer in the case of electricity subsidies.
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Figure 15
The same can be said about expenditure on education for instance, which is half for the poorest population of what it is for the higher income population. This is due to the fact that many do not have access to schools. The same happened with expenditure in health in 1999. The cash transfers for the ‘Bono Solidario’ however, were much more progressive.  
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Figure 16
Figure 17 is based on information from the World Bank and shows that there is a 78 to 1 difference in income distribution between the richest and the poorest in Ecuador. In addition, as the income of the richest could not be reinvested completely within Ecuadorian society because the capacity to consume of the poorest was very low, an important part of that income was leaving the country, thereby compelling many Ecuadorians to do the same. 
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Figure 17
3. Agreeing on priorities: In order to overcome issues of inequality, the third strategy was to help Ecuadorian society to reach an agreement choosing priorities related to Human Rights and the well-being of children. This agreement on priorities was reached through simple images, summarized in a slogan: ‘All Children in School, No Child goes hungry, All Children healthy’. The need was thus established in the collective imagination that no child should be on the street during school hours. The need to monitor progress to ensure that no one lacked access to health services was reinforced through these goals. Later on, when some progress had been made toward these goals, two additional ones were added: ‘All children in a home with a decent income’ and ‘All children loved and protected’. There was a clear rights perspective that became part of the collective vision of a better society. 
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Figure 18
4. Search for possible actions: The fourth strategy was to show viable actions to move forward in short term. For example, the economic crisis of 1999 in Ecuador led to dramatic impoverishment of the population. A food crisis was predicted and many humanitarian organizations prepared for food distribution. An analysis undertaken under the coordination of UNICEF showed that it was possible to increase the minimum wage by 20% without inflationary consequences (as the country was coming out of a depression). On that basis, the government raised the monthly minimum wage by $19. This family income increment averted the food crisis and gave support for guaranteeing children’s rights. 
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Figure 19
5. Social Mobilization: The previous strategies made sense only when they touched the heart and the mind of every citizen and organization, promoting continuous debate and the mobilization of multiple actors in a sustainable process. The mobilization is currently promoted and supported by different mechanisms as follows: 

Monitoring: The monitoring by social actors of all political and ideological affiliations, including Congress, civil society, business people and the media, brought about enormous pressure. Specialized Monitoring Groups like the Observatory of the Rights of the Child, the Observatory of Fiscal Policy and the Social Agreement for Education were decisive for promoting surveillance by common citizens. This led the Minister of Finance to guarantee that in 2005, necessary resources would be allocated to ensure universal enrolment in the first year of basic education. Indeed, when public officials know they are being monitored, they begin to take decisions that depart from traditional inertia and come closer to what society wants. Sustainability of the process can be guaranteed through a major effort of mobilization that keeps commitments alive, as everyone plays their part.

Communication: Beyond a major effort at budget analysis, the Ecuador experience was a major effort at communication. Simple monitoring mechanisms and civil society groups that were focused on monitoring fiscal expenditure and social goals (children’s rights, education) worked to keep society committed. 

Child Rights Index: The Child Rights Index in operation in Ecuador since 2002 gives society simple but important information. It grades the degree of fulfilment of children’s rights in each of the provinces on a scale of 0 to 10. For instance, the province of Orellana received a rating of 0.2, whereas the province of El Oro scored 5.3, with the national average being 3.4. This information also demonstrates that children’s rights are four times less likely to be fulfilled in rural areas than in urban areas. Impelled by wide citizen’s knowledge of the index, several provincial governments increased their efforts to reach better results for children’s rights.
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Figure 20
Main message: The moral approach: The process by which Ecuadorian society committed itself to common goals was two-fold. On the one hand, the democratic opening of society in Ecuador set the stage for such an undertaking. On the other hand, UNICEF’s message had one central characteristic: it was a moral proposal in the philosophical sense. In other words, it called for a collective ethos, making everyone – irrespective of their social status or beliefs – feel that it is good to take certain decisions, and that these will foster a better society, one in which everyone can feel proud and act in solidarity. Based on rights and guarantees, this discourse aims to ensure that what the society envisages will be desirable to all, and viable. UNICEF put less emphasis on a discourse based on solidarity, as solidarity does not appeal to everyone. Neither did UNICEF emphasize the utilitarian discourse – such as arguing for the need to invest in human capital, invest in children – as some people believe that there is no need to invest in the indigenous peoples or persons with physical limitations because the cost-benefit is too small. On the other hand, the moral vision of a good society is one that mobilizes all actors. 
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Figure 21
Outcomes: Experience shows that in the second half of the nineties, Ecuador suffered one of the most serious crises of any Latin American country in the 20th century. However, although poverty increased, most social indicators did not worsen. Some even improved.
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Figure 22
Lessons learned about the budget: Perhaps the first and most important lesson learned through the Ecuador experience is that the budget makes human rights concrete. Indeed, it allows people to see whether a society is in fact managing to build universality and channel resources toward the achievement of human rights. It is a mechanism that builds progressively, but above all, makes it possible for rights to be demanded. In other words, if those responsible for resource allocation do not abide by this principle, they can be held accountable. In this perspective, a good social compact puts rights at the centre of the budget, which becomes a tool for their realization.  

A second lesson was that the budget is a political scenario. In this sense, working on the budget is not technical work, but work that creates goals, mobilizes citizenry, organizes, monitors, and develops the basic priorities a society should have. 
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Figure 23
Lessons learned about the approach: In order to promote similar processes elsewhere, it is important to realize that there is no ‘plug and play’ solution, nor is there any software that guarantees a good budget. It is a political process that depends on the dynamics of each society. 

The Ecuadorian experience has been successful because Ecuadorian society was looking for solutions to its development and integration issues. Another key element that contributed to this success was the partnership of various actors, particularly UNICEF, who were able to carry out the initiative, guide the process, convene a variety of organizations, and enjoy strong support from the United Nations, the World Bank, the Inter-American Development Bank, etc. They were able to interpret Ecuadorian society and make a proposal tailored to its dynamics. Another important aspect was that the strategy was one based on empowerment, rather than on criticism. All participants felt that they were supported, and rather than taking the position of a critical judge, UNICEF took the position of a friend. Lastly, it was essential to have a strategy based on an ethical position. 
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Figure 24
Lessons learned about the strategy: A solid technical base was needed, including having access to online budget information. However, most of the technical work is invisible, as it aims to develop simple communications and establish goals for all social actors. The communication strategy becomes one that is essentially bi-directional: society receives elements of analysis, but is also able to build processes of change. 

In Ecuador, emphasis was not placed on including specific items in the budget. UNICEF’s role in Ecuador can be compared to the work of an ophthalmologist. He does not see on behalf of others, but he gives them tools so that they can see. And with what they see, they can do whatever they consider best.

The major actor in this process was the Ecuadorian society. Despite being a very fragmented society for historical, geographical, ethnic and political reasons, it heeded the call to seek common solutions. One could see persons who had traditionally been left-wing discussing the budget hand in hand with persons who represent right-wing positions, with the same commitment and the same objectives in mind. Their common ground was that they wanted all children to be in school, no child to be hungry, all children to be healthy, live in homes with a decent income, and be loved and protected.

About the presenter, Mr. Jorge Enrique Vargas
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The content of this presentation has been translated from Spanish into English and adapted 
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