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Ecuador: Budget and Human Rights – the technical instruments

Presented by Mr. Daniel Badillo,

UNICEF Consultant

Abstract: Mr. Badillo focused on the linkages between social and economic development, access to official budgetary information, the creation of an information system for monitoring purposes, and the establishment of a mechanism for continual monitoring and reporting of social expenditure in an accessible manner.
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Figure 1
Mr. Daniel Badillo started his presentation summarizing the main ideas of the presentations previously made by Mr. Vargas and Ms. Cordero.
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Figure 2
Introduction: Four elements supported a somewhat invisible strategy in Ecuador. These technical elements supported the political process of mobilization and awareness raising among the various actors in the field of human rights:

1) Ensuring that the various actors in Ecuadorian society understood the links between the social and economic arenas. How do economic policy and social policy interrelate? 

2) Ensuring timely and accurate access to budget information to enable effective monitoring of the budget

3) Establishing an information system to allow better managerial reading of the results of the various income and expenditure items within the budget; and 

4) Organizing systems to explain clearly the complex issue of budgets. Perhaps one of the most important tasks undertaken was translating complex concepts into very simple interpretation structures.

Link between the social and the economic:  It is important to emphasize the economic rationale for social policy, the social rationale for economic policy, and how they intertwine with each other. Figure 3 below demonstrates how these complex links were translated into a simple structure that everyone can understand.  On this graph, one can easily discern the economic implications of a social aspect and vice versa.  

With sufficient and progressive social investment, it is possible to move towards better access and better quality of social services. Greater access to social services leads to better educated, healthier and better-fed populations. These human capacity elements make it possible to introduce knowledge, innovation and technology, which in turn improves “productivity” (to produce the same amount of goods and services with fewer inputs, or to gain the possibility of reducing unit costs and be prepared to compete in international and national markets). The relationship between productivity and competitiveness is basically dictated by an improvement in human capital through investment in education, health and nutrition.

Businesses benefit from increased demand in international markets and generate greater economic growth. This growth has to be redistributed in favour of the majorities and benefit those who have the least. It is important to seek economic growth that benefits the majority of individuals. This greater growth, in turn, leads to improvement in employment, increase in jobs and better fiscal revenue. The economic base on which taxes are collected grows, thus making it possible to further increase fiscal revenue. Redistribution of those resources is therefore of the utmost importance.
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Figure 3
Increase in fiscal revenues leads to greater social investment, and consequently, the cycle is reactivated. Greater social investment or greater fiscal revenues help reduce inflation, as there are fewer pressures on the prices of goods and services, and this in turn leads to improvements in purchasing power of wages. This leads to a relative reduction in the cost of the basic basket of goods. Therefore, greater access to social services improves human resources and increases real wages and employment, ultimately improving family income. In this manner, individuals can improve their income level and rise above the poverty line. 

As the economic situation improves, the social aspects improve as well, opening up a number of possibilities. First, it becomes possible for children to remain in school.  This is a central issue, because when children leave school, it is difficult to bring them back at a later date. Second, it is possible to improve food and nutrition for families. Third, it allows improving health conditions for families. The improvement in family income allows people to improve their education, their health and their food through their own means, their own income. Moreover, as people’s purchasing power increases, so does the demand they generate, and this in turn increases economic development and creates jobs. The increase in economic growth contributes to improve the productive fabric, promote financial and external stability and provide fiscal stability. It allows the financial system to work better, and be liquid and solvent. Therefore, the financial situation improves as well as fiscal sustainability. 

All of these elements lead to sustainability. This virtuous cycle allows greater social investment. The green boxes in Figure 3 represent the essential mechanisms from the economic and social side. If there is greater social investment, there will be increases in real wages and improvements in employment. This relationship encompasses the linkages between economic policy and social policy. 

In addition, it is important to identify mechanisms that plan from the social to the economic. First of all, people who are capable and well are more productive (it is not feasible to have productivity gains without adequate human capital). The first impact is human talent. The second fundamental element is the internal market, which makes the economy more dynamic. 

Figure 3 presents an initial simple explanation. Although the reality is much more complex, this simple model helped the various actors of Ecuadorian society to understand the main elements that link the economic and social areas.  This facilitates understanding of how they interrelate and what the basic instruments of economic and social policy are.
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Figure 4
Access to Information: It was fundamental for Ecuadorian society to make progress in the process of mobilization and raising awareness about the budget. The objective was to work with a set of data which came from official sources. Second, an agreement on some concepts of social investment needed to be reached. Various discussions gathered government and non-government actors, and the United Nations system team (headed by UNICEF). They reached an agreement on the meaning of a “funded social investment”. In order to guarantee effective access to official information, UNICEF and the United Nations system agreed to transfer regular information from the Ministry of Economy and Finance to guarantee the quarterly flow of budget information. The partners went further on that agreement and developed a joint publication of a quarterly bulletin on the development of social expenditure. This publication was called “Let’s look at social expenditure”.
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Figure 5
Information System: A third basic element was the need to have a budget information management system that was reliable and timely. Originally, the information system was general and its data was very complex. It was not an information system that could be used for decision making, as classifications used were complex. The information used by the Ministry of Economy and Finance was not user friendly nor could it be easily understood by the general population. Therefore, the strategy involved developing a management system, which took two months to prepare at an approximate cost of $12,000. The objectives of the system were: 1) to provide updated online information; 2) to make progress in terms of transparency and accountability; 3) to strengthen public access and to mobilize citizens to monitor social investment. 

This system had to cover the entire budgetary process, which entails four phases: 1) budget proposal made by the government at the beginning of the year; 2) Budget approved by Congress; 3) Modifications done over time (taking into account the fiscal reality of the year); and, 4) The execution/implementation of the budget. The information system covers all of the above. 
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Figure 6
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Figure 7
Simplification and monitoring: A simplified system was developed, as available data, documents, reports and analysis included very complex classifications and terminology which were difficult to understand. Frankly, this type of information is complex, not only for normal officials, but even for the experts. Therefore, budget information was organized into simpler categories within a more user-friendly framework, and emphasized the monitoring of implementation and use of resources.  The consultants met with the Ministers of Economy and Finance, as it was essential that they be able to use official information and figures, but structured and presented in a different way.  It was therefore the same information, but organized in such a way that it was linked to rights.

The information system: The information system allows for a detailed breakdown of budget items based on the information given by the Ministry of Economy. It is possible to access the quantity and variety of budgetary lines regarding the classification of expenditure.  For example, with this information system, you can examine overall expenditures, as well as a break-down of expenditure into the purchases of actual goods and services.

It is also possible to cross-reference the information system according to national geography. The classification can allow one to see expenditures by the different regions of Ecuador, by the different provinces within those regions and so forth. It is also possible to examine information on remuneration in certain cantons and the source of financing (external loans, official government sources, etc).

The system makes cross-tabulation simple. For example, the total social sector expenditure of Ecuador in 2002 amounted to US$ 1.4 billion. It is possible to see how much of that amount was spent on direct transfers. Additionally, it allows us to see how much was spent on education, on social welfare or employment, at the national level, and by sector. 

The application has been used in 150 cantons of Ecuador. It reflects the national budget, but is also available for municipal budgets. The same project was adopted in two municipalities of Mexico who have worked with the system. 

The website (http://www.ame.gov.ec/frontEnd/main.php ) of the Association of Municipalities of Ecuador uses the application. On the website, it is possible to search either by municipality or by total. It is easy to access the information, cross-reference it, prepare a report and gather needed information. The website of the Observatory of Fiscal Policy (http://www.observatoriofiscal.org/intro.php, previously mentioned by Ms. Cordero and Mr. Vargas) also contains interesting information. The Observatory is a citizen-led NGO that monitors fiscal policy. 

An example of the above-mentioned Bulletin of Social Expenditure includes reference to a number of additional publications, some pedagogical analysis, the expenditure as of December 2006 and a set of data on the status of social expenditure, including how much has been spent.  It contains information on effective social expenditure for 2006. It analyses education, health expenditure, etc in terms of fiscal contributions from January to October: what was spent, to whom it was allocated, who received more and who received less. There are other types of publications that are more pedagogical, including publications from the Observatory, for instance. They are educational handbooks on macroeconomics, where one can see issues that have already been analyzed.  In this publication, it is possible to see in simpler, more educational terms, what the budgets are, where the information is found, how to do the calculations and how they were prepared.

About the presenter, Mr. Daniel Badillo

Mr. Daniel Badillo, a noted author on financing and social investment issues, has a PhD in Economics focused on Financing for Development in Latin America. He has held the positions of Vice Minister of Economy, Vice Minister of Finance and Minister of Economy and Finance for the government of Ecuador.

He has a long standing experience as an international consultant for international organizations such as UNDP and UNICEF and has worked in several countries in Latin America. In UNICEF – Ecuador, he developed a pedagogic analysis of the national budget, which evaluated and analyzed the budget in the context of social investment trends of the nation.  
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