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Rationalizing social spending to accelerate social development
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Insufficient social spending
Total public expenditure for education in Albania in
2005 was roughly 2.6 times more than in 1996. How-
ever, during the same period, the country’s Gross
Domestic Product (GDP) increased almost four-fold,
which means public spending on education as a per-
centage of GDP has actually declined, from 3.7% to
3.1%. This is significantly lower than the average of
5.4% seen in the countries of the Organization for
Economic Cooperation and Development (OECD). The
share of the education sector in overall public ex-
penditure also decreased during the same period,
from 13% to 10.4%, which is also below the OECD
countries’ average of 14% (HDPC, 2005a, p. 29). This
level of public spending on education does not cor-
respond to the actual needs. Albania’s education sec-
tor lacks sufficient inputs of reasonable standards,
and this largely hampers both access to and the qual-
ity of education. One significant example is the
number of pupils enrolled in schools with double
shifts, which is currently the case for 37% of pri-
mary school students and 15% of secondary school
students. The Tirana region remains the most prob-
lematic area, largely due to the massive, spontane-
ous demographic movement of the population since
the 1990s. At present, one-third of all schools at the
pre-university level in Tirana operate with double
shifts. The school buildings are generally poorly con-
structed and their maintenance has been neglected
due to cuts in financial resources. Currently, the
number of classrooms in need of maintenance rep-
resents more than 70% of the total number of class-
rooms in five of the country’s 12 regions. The situa-
tion is even worse in urban areas, where over 75%
of classrooms are in need of repairs in nine regions.
The failure at the input level is also reflected by deeper
problems of curriculum, textbooks, and teacher quali-
fication, as well as of governance and management.
Albania spends around 6% of GDP on health
care, which is in line with the average for lower mid-
dle income countries. The share that the public sec-
tor contributes to this spending represents about
2.5% of GDP. This reflects an increase of 41% in real
terms over the past five years and an increase in per
capita spending of 37%. The share of the health sec-
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The recently signed Stabilization and Association Agreement with the European Union confirmed
the good progress of transition reforms in Albania. Substantially increasing social spending, linking
social spending to the desired social impacts, and rationalizing the related internal and external
financial resources in order to achieve tangible social justice results represent some of the new
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tor in overall public expenditure has also increased
during the same period, from 7.2% t0 9.3% (World
Bank, 2006, p. 85). However, Albania’s public sector
funding of health care is considerably below that of
other countries with similar income levels, and this
shortfall is made up for by out-of-pocket expendi-
ture at the point of service, which account for almost
60% of funding for the health sector. Clearly, the cur-
rent level of public spending on health does not cor-
respond to the actual needs of the sector. Moreover,
although hospital expenditures dominate public sec-
tor spending on health care, the quality of hospital
services remains very low. The declining importance
given to primary care spending has contributed to
the poor performance of the primary health care sys-
tem, including primary and secondary preventive care
and health promotion. At present, 90% of communes
have a health centre and 50% of villages have outpa-
tient clinics, which largely limits the population’s ac-
cess to health care services. In addition, the increase
in public spending was substantially driven by an in-
crease in capital expenditures, while the improvement
in human resource capacities remains very modest.

Overall social protection expenditures' represent
an average of 7.1% of GDP in Albania and are domi-
nated by old age pension spending, which comes to
almost 4.5% of GDP, while expenditures on social as-
sistance are about 1.9% of GDP. Pensions are de-
signed to be covered by a direct contribution, which
still does not fully cover the expenditures. The short-
fall of roughly 31% of these expenditures is funded
by a budget subsidy. The pension system faces se-
vere problems, such as the overly high social contri-

1 This includes pensions, social assistance, disability and
short-term benefits and labour market services.
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bution, which is one of the world’s highest and en-
courages evasion and avoidance; the extremely low
pension replacement rate, which on average is equiva-
lent to 22.5% of the average wage and 54% of the
minimum wage (INSTAT, 2005, p. 17); and the sig-
nificant difference between urban and rural pensions.
For its part, social assistance provides only limited
coverage of the population and the financing is insuf-
ficient relative to the actual poverty level. The number
of recipients was reduced to 120,000 in 2005, and it
is estimated that about 60% of all extremely poor fami-
lies do not receive social assistance benefits. The value
of the benefits granted to each family is so low that it
would be almostimpossible to live on these payments
alone. In the meantime, financing for people with dis-
abilities is insufficient to create equal opportunities
for them as defined by United Nations standards
(HDPC, 2005b, p. 22). Financing of labour market
services (such as employment counselling, training
and job placement) is also very limited in view of the
fundamental structural changes during the transition
and the high unemployment rate.

Doing versus achieving

Public funding in the social sectors is allocated
based on inputs and focuses on particular actions,
rather than whether these actions are achieving the
desired social impact. State budget requests do not
sufficiently link proposed expenditures to anticipated
results and to realistic and measurable indicators.
Consequently, a government system of performance
measurement and accountability is lacking, and the
Parliament has very little information on which it
can base its review process of the annual state
budget. Both the Parliament and Government are
more interested in checking compliance than in the



opportunity for early warning of potential problems
that require remedial action. This is because the
thinking in public administration is dominated by
“doers” and not by “achievers”. Instead of working
towards clearly defined goals, they merely focus on
discharging tasks, setting up structures, drafting
legislation, pushing papers, holding meetings and
so on, without any clear picture of the overall out-
come they are trying to achieve.

In education, it is crucial to link budget alloca-
tions with quantitative and qualitative outcomes, in-
troducing more realistic targets. It is incorrect, for
example, to assume that the current indicator called
“enrolment rate” is sufficient for deciding the budget
ceilings. It is certainly easier to observe whether a
child is enrolled in school than to monitor whether
that same child actually completes a primary educa-
tion or is subject to such phenomena as repetition,
dropout, hidden dropout, re-entry and ultimate drop-
out. Inaddition, indicators such as the enrolment rate,
class size, pupil/teacher ratio and cost per pupil in
their current aggregated form are not truly representa-
tive of the real situation, since they ignore the large
disparities in access to education and the quality of
education between rural and urban areas and among
the country’s different regions.

In the health sector, public health care provid-
ers continue to be funded based on inputs rather than
performance. Input-based resource allocation results
in the inequitable allocation of public health care ex-
penditures. The current state of the hospital network
reflects major inefficiencies: over 60% of Albania’s
hospitals are too small, while they continue to con-
sume a large share of scarce resources. The health
system continues to be heavily centred around hos-
pital care, with insufficient emphasis on primary care,
including primary and secondary preventive care and
health promotion. These sectors also suffer from the
low utilization of primary health care facilities and
extremely low productivity of primary health care
staff. In addition, public sector spending on health
care is not targeted towards the regions with the high-
est poverty incidence.

With regard to the social protection sector, in
order for programmes to be effective, they must cover
a sufficient share of their target group and provide
benefits that are adequate to address the need for
reducing poverty and promoting integration. At
present, the number of beneficiaries in each admin-
istrative unit continues to be determined by the avail-
ability of funds and not by the actual need, resulting
in a high degree of errors of exclusion. The social
assistance support for the disabled is also determined
by the availability of funds, and is not linked with the
real costs of living and of integration for people with
disabilities, which are different from those of the fully
abled. As a result, current spending on rehabilitation
services aimed at providing the disabled with a higher
degree of independence is markedly inefficient.

Integrated planning system

The existing budgeting instruments for social sector
financing are not sufficiently based on a systematic
relationship between priority measures and pro-

grammes in each sector and the corresponding
budget allocations. Annual budget requests and al-
locations are determined by financial considerations
based on the previous year’s expenditures, rather than
being based on a strategic approach.

It is crucial to harmonize social spending with
certain strategic priority actions for social develop-
ment. However, this leads to a fundamental ques-
tion: which ones? In Albania there are currently 23
Sector Strategies, 10 Cross-Sector Strategies, a Na-
tional Strategy for Social and Economic Development,
a National Plan for European Union Integration, 12
Regional Development Strategies aimed at reaching
the Millennium Development Goals, and more than
28 Municipal Development Strategies. These strate-
gies are designed and updated at different periods of
time and without adequately considering the previ-
ous strategic programming efforts. As a result, there
is little harmonization and continuity among the dif-
ferent strategic actions undertaken. In addition, the
priority interventions programmed in each of the stra-
tegic documents are not clearly defined, and they
rarely include measurable quantitative indicators or
cost estimations.

In view of these shortcomings of the existing
strategic documents, there is clearly a need for a
unified strategic approach for the country’s develop-
ment, including the social sectors. The unified stra-
tegic objectives should be translated into unified pri-
ority actions and realistic and measurable indicators
based on substantive cost analyses. This should be
followed by linking the strategic priorities with the
macroeconomic framework and the state budget
planning process, establishing clear and unified le-
gal and regulatory rules for all central and local gov-
ernment institutions.

Although Albania has had good experience with
medium-term budgeting, the Albanian government is
considering the establishment of an integrated plan-
ning system that aims to improve strategic policy for-
mulation and ensure that public spending supports
more effectively the Government’s strategic priorities
(RoA, Council of Ministers, 2005). By approaching
policy and financial planning as related components
of a single planning system, it will provide decision
makers with high quality strategic and fiscal options
for more efficient allocation of the limited resources.

“Reinventing” the symmetric aid
relationship

The aid relationship is in itself an important factor in
creating the conditions for more efficient financing.
A solid aid relationship is characterized by high de-
grees of correspondence between the objectives of
donors and recipients. In addition, accountability by
both the recipient government and donors is essen-
tial not only with respect to financial accountability,
but also with regard to the contribution made to the
achievement of national objectives.

Indeed, foreign assistance played a crucial role
in overcoming obstacles in the Albanian transition,
given the budget restrictions caused by extremely
limited domestic resources. Some 36 bilateral do-
nors and 11 multilateral donors were operating in

175

Albania during the period 1991-2004 with a total com-
mitment of roughly USD 4.86 billion and a disburse-
ment rate of 59.5% (Ministry of Finances, 2005). In
2004, the total amount of external aid disbursed rep-
resented 3.5% of the country’s GDP and 10.7% of
total government spending under the state budget.
The social sectors are among the least supported
sectors: health, education, and labour and social
safety represent about 4.1%, 3.3% and 0.7% of the
total commitments, as compared to 14.5% and
14.3% for the transport and energy sectors respec-
tively. With such a large number of donors and
projects, it is difficult for both donors and the Gov-
ernment to keep track of past and planned activities
at the aggregate level. Discussion and debate focus
on money matters and micro-management, at the
expense of the larger objective of social development
and poverty alleviation. As a result, despite an ongo-
ing and intensive consultation process, donors act
rather independently, without a strong correlation with
the government’s priorities or coordination among
themselves. Due to incomplete information, a lack of
prioritization, and a lack of clarity about the core ob-
jectives to be achieved, donors often have similar
preferences, especially for technical assistance sup-
portin areas like strengthening governance, anti-cor-
ruption initiatives, public administration reform and
approximation of legislation.

The Albanian government has frequently been
criticized for its poor commitment to donor coor-
dination. As a potential solution, some donors have
begun to invite government representatives to
donor coordination meetings. This is a very sim-
plistic approach, considering that the poor coor-
dination of aid is not only related to the lack of
coordination structures and mechanisms, but
above all to the poor planning process. Over the
last few years, the quality and coherence of public
priorities planning has declined. A more symmet-
ric aid relationship should be developed in the
framework of the new integrated planning system
and based on a medium-term foreign aid orienta-
tion document. A mutual reporting and informa-
tion system through a joint database on planned
projects and budget allocations should also be
established. Government institutions should insist
on the primacy of one single development frame-
work and on donor flexibility to adjust to the coun-
try’s specific priorities. The very weak existing pro-
gramming and aid coordination system needs to
be reformed and strengthened, not bypassed. m
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B ALGERIA

Greater investment in development, more progress

in gender issues

El-Amel A
Youcef Benabdallah

for Social D

With the Plan in Support of Economic Reactivation
(PSRE) 2000-2004, the Government is preparing
to grant about USD 55 billion to the Complemen-
tary Plan in Support of Economic Growth 2005-2009
(PCSCE). This is a considerable amount for a coun-
try like Algeria.

Social indicators should experience significant
progress, given that this budget allots 25.5% for hous-
ing and environment, 15.8% for human development
(2005 Finance Law) and 22.7% for infrastructure.

A goal achieved

According to estimates made by the General Com-
missioner for Planning and Prospects, the propor-
tion of the population living on less than USD 1
per day decreased from 1.9% in 1998 t0 0.8% in
2000. This means that the Millennium Develop-
ment Goal of reducing by half the number of peo-
ple living on less than USD 1 per day by 2015 has
already been reached. The percentage of poverty
increased from 3.6% in 1988 t0 5.7% in 1995 and
then decreased to 3.1% in 2000 and 1.6% in 2004.
In absolute terms, the number of poor people of
this category of the population decreased from 1.6
million in 1995 to 605,112 in 2003, a reduction of
more than 62%.

Child malnutrition

According to the National Economic and Social
Council (CNES), malnutrition in children under
five years, measured by weight deficiency, in-
creased markedly, from 9.2% in 1992 to 10.4%
in 2002. This regression is an alert in itself, re-
vealing a situation that appears paradoxical in
comparison with the other changes. The CNES is

presence in positions traditionally occupied by men.
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Favoured by high oil prices, the Government increased social investment, achieving such advances
as a significant reduction of poverty. For their part, Algerian women are now revealing a greater
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concerned about inflation, which is affecting the
family basket, in particular the price of milk. The
purchasing power of the national minimum wage
decreased, and the percentage of that wage nec-
essary to purchase one litre of milk increased
from 0.16% in 1992 to 0.3% in 2002.

0il benefits

From a global perspective, these results should be
perceived in terms of a favourable economic situa-
tion due to the spectacular increase of the price of
oil. Exceptionally high State income has permitted
the implementation of the PSRE which, according
to the CNES, culminated in the creation of 728,000
jobs, 63% of them permanent." The same source
indicates that job creation appears to have re-
sponded favourably to the concern over regional
stability, since the index of jobs created per 1,000
inhabitants has been favourable for southern re-
gions, followed by the highlands. Although state
subsidies for employment policies represent only
0.4% of the gross domestic product (GDP) — com-
pared with figures ranging from 3% to 5.5% of GDP
in countries of the Organization for Cooperation and

TABLE 1
Incidence of poverty and food poverty (1988-2004)
1988 1995 2000 2004
Incidence (%) beneath food poverty line 3.6 5.7 3.1 1.6
Incidence (%) beneath general poverty line 8.1 14.1 121 6.8

Source: General Commissioner for Planning and Prospects

1 <www.cnes.dz/cnesdoc/plein25/conjt12004.doc>.
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Economic Development — funding for these pro-
grammes doubled between 1997 and 2002.?

Additionally, in January 2004 the minimum
wage was raised by 25%, thus improving purchas-
ing power. Added to this is a greater State interven-
tion in gross family incomes. Transfers went from
16.2% in 1996 to 20.3% in 2000 and 23% in 2004.
In June 2006, the State granted a budget of more
than DZD 100 billion (USD 1.4 million) for the im-
provement of the insurance system for government
employees. This will allow the public minimum wage
to be raised by approximately 15%. This minimum
wage increase is one of the points to be discussed
in a tripartite meeting in September of this year.

Another achievement was a programme for
the construction of one million homes under the
PSRE, already implemented to a great extent. The
occupancy rate per dwelling decreased from 7 peo-
ple to 5.5 between 1999 and 2004. It should reach
5in 2009, after the construction of another million
homes projected by the PCSE.

The progress of women

The strong presence of women in schools and
universities is a strong and objective signal of a
restructuring of the gender system in the mid term.
The education of girls is now an established ten-
dency in Algeria. Inequalities between the sexes
no longer exist in the secondary school system.

2 These figures correspond to the Programme of Local
Initiative for Salaried Employment, the Labour Program of
Intensive Labour of Public Utility, the Pre-employment
Contract and the Mechanism of General Interest Activity.



The numbers of 6- to 15-year-old girls who attend
school has evolved positively and more quickly
than that of boys. As a result, discrimination has
decreased against girls in this age range, 91.87 of
whom were educated per 100 boys in 2002, com-
pared with only 81 in 1990-1991 and 87.8 in 1999-
2000. In 2006, the rate of women who received a
secondary school diploma was 62%, while the
overall rate was 52%.

The most significant growth is that of women
in the labour force. According to the General Cen-
sus of Population and Housing, the rate of female
activity in the labour force increased from 1.8% in
1966 t0 9.6% in 1998. The World Bank estimated
the rate of female labour for 2001 at 27%?3. The rate
of female unemployment increased from 9% of to-
tal unemployment in 1992 to 15% in 2003 and to
18.1% in 2004.

Socially acceptable professions

This entry of women into the labour market in the last
decade is due in part to the dynamics of the informal
sector, which attracted more women to the labour
market, and also to the increase in women’s level of
education. Paradoxically, Algerian women appear to
have a greater presence in jobs that require more com-
petence and qualifications, excepting political positions.
Certain branches of activity considered socially appro-
priate and prestigious for women are admitting them
in greater numbers; women are already a majority in
some. The main professions lie in the arena of health
care. In the pharmaceutical industry, for example,
women represent 74% of the professionals; they com-
pose 71% of the country’s surgery-performing den-
tists, 52% of doctors, 53% of medical specialists and
55% of residents.

Limited political participation
The number of female parliamentarians increased
from 14 to 24 in the 2002 elections, representing
only 6.6% of the legislature. A not insignificant
number of women have been named to key admin-
istrative positions during 2004, for example in the
heart of the diplomatic and judicial bodies. Never-
theless, these very favourable changes cannot con-
ceal the fact that the proportion of women in politi-
cal representation continues to be extremely low.
In the area of small business, women have
shown a greater presence in the professions, where
they reached 39% in 2003. That year they operated
close to 25% of small businesses in the service
sector and close to 21% in the industrial sector, and
they began to work in spheres of activity tradition-
ally reserved for men, such as agriculture, mainte-
nance, transportation and construction, public
works and hydraulics.

More girls in school

The efforts made by the State to achieve compul-
sory and free education resulted in the schooling of
nearly all children aged 6 to 12. The rate of educa-

3 <http://publications.worldbank.org/WDI>.

TABLE 2
Children’s health situation (results per 1,000 live births)
INDICATORS 1990 1991 2000 2002 MDGS
2015
Infant mortality 46.8 44.9 36.9 347 15.6
Under-five mortality 54.6 5.7 431 40.0 18.2

tion drops abruptly in the age range from 16 to 19,
in which the rate for boys increases. Additionally,
the ratio of teachers per students in primary and
secondary school remains low.

In 2002, the illiteracy rate in those over 10 in-
creased to 26.5%, with a significant difference be-
tween urban and rural figures (20.1% and 35.7%
respectively) and by sex (13.5% of men and 26.6%
of women in cities and 24.6% and 47%, respec-
tively, in rural areas).

The Government outlined a strategy to teach
literacy skills to between 150,000 and 200,000 peo-
ple per year, in order to reduce the illiteracy rate by
half before 2013. Also, the National Literacy Office
collaborated with UNICEF to initiate a pilot project
prioritizing women.

Communicable diseases, child mortality

In the 1980s, Algeria entered a transitional demo-
graphic phase, experiencing a reduction of mortality
and a significant decrease in the birth rate. This phe-
nomenon is accompanied by an epidemiological tran-
sition, characterized by a decrease in endemic com-
municable diseases and diseases controllable by vac-
cination, signifying an increase in life expectancy
despite the appearance of new diseases. Neverthe-
less, in spite of these decreases, communicable dis-
eases remain at a worryingly high level.

Facts from a 2002 survey carried out by the
Pan-Arab Project for Family Health (PAPFAM) set
the child mortality rate at 38.8 per 1,000 live births,
with a significant difference between urban (35 per
1,000 live births) and rural areas.

Given the slow pace of progress, successful
arrival at the Millennium Development Goals set for
2015 appears difficult. According to the survey, the
probability of death among children under five years
of age whose mothers are illiterate is four times
higher than that of those whose mothers have com-
pleted secondary education and beyond. Also, the
risk of death before one year is twice as high for
children born in a traditional home than for those
born in apartment buildings.

In terms of prevention, the vaccination pro-
gramme covers more than nine children out of 10,
in all types of vaccines. Children aged 12 to 23
months who are fully vaccinated account for 88.9%,
with a significant difference between those from
urban (91.2%) and rural (86.1%) areas. On the other
hand, the survey indicates that 97.1% of children
born during the five years prior to the survey had a
vaccination card. These results demonstrate that the
public health system has two challenges before it:
one is a question of quality; the other of equity. A
programme of action against child mortality was
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initiated in 1985 with a vaccine against measles.
The survey of the PAPFAM reveals that 90.6% of
children were vaccinated against measles in 2002,
in contrast to 85.7% in 1992.

Conclusion

The reversal of social and economic rights recorded
during the period 1986-1999 makes necessary the
current integration of these rights into a process of
sustainable development and for the assurance of
an equitable division of the fruits of that develop-
ment. Income from oil comprises 70% of the State’s
total income. These resources can be fleeting; thus,
it is necessary to find a way of utilizing them in or-
der to guarantee the production of lasting, long-term
resources. Sustainable development depends on the
mobilization of renewable resources. This is essen-
tial in order to absorb the social and economic con-
sequences linked to the association agreement with
the European Union reached in September 2005 and
after accession to the WTO. »



B ARGENTINA

Insufficient service provision from public-private associations

Centro de Estudios Legales y Sociales (CELS)'
Jimena Garrote

Throughout Latin America during the 1990s there
was a process of economic liberalization and pub-
lic sector contraction. International finance insti-
tutions such as the International Monetary Fund
and the World Bank promoted, among other mea-
sures geared to making States more efficient, the
privatization of public services. During President
Carlos Menem’s administration (1989-1999), Ar-
gentina was one of the countries that most ech-
oed this initiative, privatizing the majority of es-
sential public services.

Public-private associations are still advocated
as an efficient model to finance the expansion of
essential public services to all sectors of the popu-
lation. However several examples could be used to
show that privatization does not in itself guarantee
increased efficiency in public service provision and
even less access to services for the most vulner-
able sectors. One of these examples is the case of
Aguas Argentinas S.A.

We will examine the privatization of its prede-
cessor Obras Sanitarias de la Nacién (OSN), the
company charged with providing water and sewer-
age services for Buenos Aires city and 17 districts
of the Buenos Aires conurbation, and analyze some
causes of this privatization’s failure.

In 1989, a law passed by the National Congress
declared that the provision of public services was
in a state of emergency and authorized the Execu-
tive to transfer public assets to private companies.

One of the main arguments in support of
privatizing the public water and sewerage services,
and indeed most essential public services, was the
State’s apparent inability to provide them efficiently.
In the case of OSN, the lack of investment during
preceding years had prevented both the mainte-
nance and expansion of water and sewerage net-
works. The concession for this service was placed
in private hands with the intention of remedying
the situation.

1 This report is based on the study Evaluation of direct
foreign investment impacts on human rights: Aguas
Argentinas S.A. case study, carried out by Centro de
Estudios Legales y Sociales (CELS) and Asociacion Civil
por la Igualdad y la Justicia (ACIJ) with the support of the
Canadian organisation Rights & Democracy.
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Public-private associations have not produced a more efficient service or increased access by the
more disadvantaged sectors. The case of water and sewerage provision demonstrates that the
regulatory framework has to serve the public interest and not just the private interest in making a
return, and that mechanisms to ensure management transparency and civil participation are necessary.
In 2006 the Government decided to re-nationalize this service.
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In 1993, after a public tender process, the
Aguas Argentinas S.A. consortium, with Suez and
Vivendi multinationals among its main sharehold-
ers, undertook service provision.

The concession contract set 30 year investment
and service expansion goals requiring the extension
of water supply services to approximately 1.7 mil-
lion people and sewerage systems to almost two
million people. In this way the service was to be ex-
tended from covering 70% of inhabitants at that time
to supply almost the entire population within the area.
Also central to the contract were sewage treatment
goals with a view to the gradual elimination of water-
course contamination by liquid effluent.?

Return before service

During the concession’s first ten years, drinking wa-
ter networks were indeed extended and the number
of people connected to the service increased. How-
ever, as clear criteria for the extension work had not
been incorporated in the contract, the company’s
priorities were based on potentially higher economic
return and almost completely ignored the social as-
pirations of the project. On top of this, successive
modifications to the original plan of improvements
and expansion were made substantially reducing the
goals that the company had committed itself to at
the beginning of the concession (ETOSS, 2003).

As a result, the work undertaken was chosen
on the basis of minimum cost and maximum profit
in terms of investment recovery. In fact, much more
expansion took place in relatively wealthy zones than

2 The contract signed by Aguas Argentinas S. A., its
subsequent modifications and the regulatory framework of
the concession can be accessed at: <www.etoss.org.ar>.
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in areas inhabited by the more vulnerable and less
well-off sectors of society. The same phenomenon
happened with the extension of sewerage networks,
which was also in the main directed to zones of
greater purchasing power.

Health crisis risk

Sewage treatment plants were also not developed
as specified in the original contract, which exacer-
bated one of the principal environmental contami-
nation problems of the zone. The postponement of
these projects caused concentrated contamination
around the main sewerage discharge points pollut-
ing both river basins and neighbouring coastal ar-
eas. A particular problem highlighted in a report by
the Buenos Aires City Ombudsperson is the health
risk to people in the south of the city due to unoffi-
cial connexions combined with collapsed parts of
the network. This situation could result in a health
crisis with outbreaks of cholera, hepatitis and other
diseases caused by drinking water contamination.®

Rate increases

According to the Tripartite Body of Sanitary Works
and Services (ETOSS), the average rate bill for the
service increased by 88% between the beginning of
the concession and 2002, far in excess of inflation
during that period. At the same time, although in-
voicing systems were established incorporating cross
subsidy schemes between different zones and types
of building that were geared to favouring those us-
ers with the least resources and to universalizing the
service, the original concession contract did not ex-
plicitly include the provision of a lower rate for poorer

3 La Nacion, 25 April 2006.



sectors. Only in 2001 was the Social Rate Programme
created with the objective of lessening the effect of
the economic crisis on less well off groups. But even
then the company remained entitled to cut services
in the event of bills not being paid.

Regulations “a la carte”

It was possible for such situations to develop be-
cause the repeated contract and legal framework
modifications, implemented by Executive decrees
and resolutions, ended up nullifying many of the
concession’s initial objectives.

Even the mechanism provided for modifying
the contract was itself drastically reformulated, los-
ing its original characteristic of being only for use
in exceptional circumstances. The nature of the con-
tract modifications demonstrates that their princi-
pal objective was to benefit Aguas Argentinas, re-
ducing company risk to almost zero. In fact, while
normally there is a proportional relationship between
the profitability of an economic activity and its de-
gree of risk, in this case it became a case of greater
profitability for less risk.

The accounts of the company itself show that
between 1994 and 2001 there was an average profit
on shareholders’ equity of 20.3% while during the
same period the average profit made by Argentina’s
200 biggest companies represented 3.5% of annual
sales. The disproportion is also evident looking
within the sector where for example in the USA
equivalent profit percentages are between 6.5% and
12.5% and in the UK between 6% and 7% (Aspiazo
and Forcinito, 2004).

A lack of appropriate regulation has also al-
lowed the company’s debt to exceed what was an-
ticipated in the original tender and rise to levels
above accepted international norms for this type of
company. In 2002 this situation became critical
when, due to the peso devaluation and the freezing
of rates, the company’s profit in dollars — the cur-
rency in which it had contracted its international
debts — was substantially reduced.

Aguas Argentinas failed to fulfil the contrac-
tual objectives and obligations that it had under-
taken. The company was repeatedly sanctioned for
this; however it only paid 42% of the consequent
fines (ETOSS, 2003). In addition, the system for the
application of fines was itself modified during con-
tract renegotiations reducing the size of future fines
and providing relief for those already imposed.

Re-nationalization

In early 2002 the National Congress passed an Eco-
nomic Emergency Law (Law No. 25561) providing
for, among other things, the abandonment of the
currency convertibility regime, a rates freeze for
public services and the complete renegotiation of
public service concession contracts, including the
one with Aguas Argentinas. The renegotiation of the

water and sewerage service concession contract
remained in process until March 2006, when the
national government decided to cancel the contract
with the company and re-nationalize the service.

The State’s share of responsibility

From what has already been said it can be seen that
Aguas Argentinas was to a significant degree re-
sponsible for the failure of this model. However as
one of the intrinsic characteristics of the public-pri-
vate association model is the alliance between a
private company and the State, it is appropriate to
examine the State’s responsibilities as counterpart
to the company in this concession.

Itis evident that the benefits obtained by Aguas
Argentinas from the successive contractual rene-
gotiations and modifications of the concession’s
regulatory framework would not have been possible
without the approval of public officials responsible
for authorizing them. Although judicial investiga-
tions into this have for the most part produced no
proof, there are clear indications that some corrup-
tion may have been involved. There is broad agree-
ment that the contract modifications were made in
the interests of the company and had a seriously
negative impact on consumers and the population
in general. The control mechanisms themselves
were successively modified, each time reducing their
powers and sanction capacity. On top of all this there
were repeated delays in the implementation of de-
cisions contrary to company interests (Defensor del
Pueblo de la Nacion, 2003).

There were several factors underlying the au-
thorities’ permeability to the demands of the com-
pany, one of them being that the economic power
of multinational companies such as Suez or Viv-
endi translates into substantial political power dur-
ing concession negotiations with the government.
The activities of this type of company have such an
impact on local economies that it is difficult to dis-
regard their requests and risk the possible with-
drawal of their investment.

Unfavourable international context

Another underlying factor was that Argentina, along
with many other developing countries, had ratified bi-
lateral agreements for the promotion and protection
of investments. In general these agreements grant for-
eign investors the right to seek redress from host States
in international courts. The decisions of these courts
have traditionally favoured investors’ interests, leav-
ing States to pay millions in indemnification. Thus the
presentation of such claims has provided companies
with @ means of applying political pressure by using
the possible suspension or definitive withdrawal of
them as currency to obtain favourable concessions.
This was a factor in the case of Aguas Argentinas. Right
up to the cancellation of the contract, the company
and the Government had been attempting to reach an
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agreement in the framework of the concession con-
tract renegotiation and the company’s claim presented
to the International Centre for Settlement of Invest-
ment Disputes was one of the most important tools
used in the negotiation.

Conclusions

The Argentinean experience of privatizing water and
sewerage public services raises some issues that
should be taken into account when assessing the
appropriateness of using a public-private associa-
tion model. One fundamental aspect is that the
asymmetry of negotiation capacity between the two
parties in the model makes a successful outcome
less likely. If the commercial interests of the com-
pany prevail over the public interest, the purpose
for which the association was originally formed
becomes seriously distorted.

Finally, irrespective of the model adopted, the
existence of a regulatory framework that is formu-
lated by —and can only be modified by — Congress,
an efficient judicial system, truly independent watch-
dog bodies, mechanisms that ensure management
transparency and sufficient civil society participa-
tion will all undoubtedly contribute to achieving the
objectives of any management scheme for an es-
sential public service. m
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B BAHRAIN

Oil dependency: short-term benefits but a long-term impossibility

Bahrain Economic Society
Jaffar Mohammed

Bahrain is a very small island within an archipelago
of 33 islands. The total area of Bahrain is approxi-
mately 703.63 square kilometres. However, total
area figures continue to change due to extensive
and frequent land reclamation schemes. In 1986,
Bahrain became linked to Saudi Arabia by a 25-
kilometre causeway. Most of the island is flat, the
altitude being on average not more than 60 metres
above sea level. The northern coast of the island,
which is just under five kilometres wide, is culti-
vated, while the rest of the country is a desert, sur-
faced with hard limestone rock. In terms of climate,
since Bahrain is an island it is humid and extremely
hot in summer, while winter temperatures are be-
low 20°C. There is little rainfall.

The country’s total population, which was es-
timated at 70,000 in 1863, has grown rapidly as a
consequence of Bahrain’s economic development
and improved living conditions. It had increased to
182,203 by 1965, then more than doubled in the
next 26 years to a total of 508,037 in 1991, reach-
ing 707,160 in 2004. Much of Bahrain’s population
growth can be attributed to the rise in the number
of non-Bahraini nationals living and working in the
country, as illustrated in Table 1.

Despite the Government’s commitment to in-
creasing the number of Bahraini nationals em-
ployed in the private sector, foreign workers, pri-
marily from South and Southeast Asia, still held
around 65% of private sector jobs in 2004, be-
cause of wage differentials with nationals. Women
account for 18% of the purely Bahraini workforce.
In 2004, the total workforce was estimated at above
284,969, of whom 99,767 were native Bahrainis
(Ministry of Labour).

An economy fuelled by oil

Hydrocarbons remain the only natural resource in
Bahrain. The domestic economy is still largely de-
pendent on the production and export of oil to main-
tain its very existence and meet the basic require-
ments of the population. However, since 1970, the
oil sector in Bahrain has been declining at an aver-
age rate of 6% annually, and according to forecasts,
its oil supply will be depleted in nine years time.
Bahrain’s proven oil reserves are relatively small and

continue to be met.
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As a country that draws most of its income from oil, Bahrain has benefited from the recent rise in
world oil prices, which have helped spur growth in every sector of the economy. However, this tiny
island nation’s oil reserves could be depleted within a decade, which means that other sources of
revenue must be pursued to prevent economic collapse and ensure that the population’s needs
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the number of productive oil wells is limited. Since
yields from the remaining wells are low, any attempt
to increase production would mean higher produc-
tion costs. Therefore, unless other sectors are de-
veloped to replace the oil sector, the economy is
threatened with collapse.

Bahrain also has relatively substantial reserves
of natural gas. Based on current extraction rates,
Bahrain’s gas reserves are expected to last for 25
years. Total reserves were estimated at 255 billion
cubic metres in 1979 and were reduced to 201 bil-
lion cubic meters in recent years. The country de-
pends on two sources for its gas production: asso-
ciated gas (found in association with crude oil) and
dry gas (found in natural gas fields). As rapid in-
dustrial development emerged and the need for
more energy increased, Bahrain endeavoured simul-
taneously to utilize the associated gas and reduce
the amount of gas that is flared (burned off) as
“waste” from oil wells.

Given the declining production yields of
Bahrain’s onshore oil fields, the country has be-
come increasingly dependent on the oil produced
in the Abu Saafa offshore field, which it shares with
Saudi Arabia. The Abu Saafa field currently ac-
counts for the bulk of Bahraini oil production, as
Table 2 illustrates.

Towards diversification

In recent decades, the Bahraini government has
made concerted efforts to transform the economy
from one that is dependent on the primary sector
for output and employment into a modern indus-
trial economy and services centre. The government’s
economic strategy is currently under review, and
the liberalization of inward investment has been
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stated as a key issue. The government’s main goals
are geared towards:

«  diversifying the economy and national income,
which will be pursued through developing
small- and medium-scale industries

e encouraging the services sector, notably com-
mercial services

¢ developing off-shore banking and tourism by
removing obstacles to foreign investment

e encouraging the contribution of the private
sector to economic development.

In many countries, government revenue is
largely derived from the different components of
taxes. In Bahrain, as in other Gulf countries, the
government’s revenues are determined primarily by
oil revenues. However, as oil revenues gradually
decline alongside decreased production, a possible
expansion of the role of taxation in the future is a
distinct possibility. There has already been a marked
trend in the increase of indirect taxes.

In Bahrain, the Government’s budget consists
of two income transfers — oil and non-oil revenues
—and current and capital expenditures. Oil revenues
are collected from two sources, the Bahraini on-
shore oil fields and the Abu-Saafa offshore field
shared with Saudi Arabia, while non-oil revenues
include grants, indirect taxes, and income from in-
vestment. Meanwhile, expenditures mainly comprise
the Government’s purchases of goods and services
to meet the country’s administrative, military and
social services needs. Oil revenues are allocated by
the Government to the construction and develop-
ment of all other non-oil sectors in the country, such



as transportation, manufacturing, agriculture, pub-
lic services, commerce and others.

Public expenditure is most often determined
by government revenues. Thus a rise in oil revenue
is normally translated into higher public spending,
leading to an overall improvement in economic
growth conditions. It is important to emphasize that
as non-oil revenue is proportionately smaller, cur-
rent expenditure has been largely financed from oil
revenue until now. Bahrain has benefited from the
current rise in world oil prices, which has directly
and positively affected all of the country’s economic
sectors, spurring economic growth and generating
more job opportunities in both the private and pub-
lic sectors. Nevertheless, no matter how high oil
prices may be, as Bahrain’s reserves dwindle, oil
revenues will obviously decrease accordingly.

It would be difficult to decrease current expen-
diture, which comprises mainly wages, salaries and
maintenance expenditure (62% of the total expen-
diture), without causing a great disturbance
throughout society as a whole. The problem with
this expenditure is that once it has reached a cer-
tain level or maintained a certain rate of growth, it
not only becomes fundamental to the standard of
living, but its growth will also influence growth in
other sectors. Since reducing the growth or the
volume of this expenditure is difficult, one can pre-
dict that it will remain high.

Capital expenditure is of two types, fixed capi-
tal assets and capital transfer, of which electricity
and water constitute the largest part. This expen-
diture is partly financed from oil revenue and
grants (mainly from Saudi Arabia and Kuwait) and
partly from domestic borrowing. Any decline in
capital expenditure would reflect a government
policy of fiscal restraint as a measure to cope with
lower oil income.

Grants and loans emerge as important ele-
ments in the state budget. In addition to providing
financial aid, other Gulf States have also been in-
volved in implementing social and development
projects in Bahrain. Kuwait, for example, has paid
for 18 primary, secondary and technical schools on
the island. Saudi Arabia and the United Arab Emir-
ates (UAE) have contributed to social services, and
payment for part of the cost of the Bahraini distilla-
tion programme was promised by both of these
countries. Grants, however, are determined by eco-
nomic and political conditions in the region. The
political instability in the Gulf since 1980 suggests
that financial aid will become less readily available
to Bahrain. Since 1980, the Gulf States have been
more concerned with regional political development,
while military expenditure has been increasing rap-
idly in almost all of the region’s countries.

The level of government expenditure, rather
than the level of oil prices or oil revenues, deter-
mines the level of surplus or deficit in the state

TABLE 1
Population by nationality
Year Nationality Total
Bahraini Non Bahraini

1941 74,040 15,930 89,970
1950 91,179 18,471 109,650
1959 118,734 24,401 143,135
1965 143,814 38,389 182,203
1971 178,193 37,885 216,078
1981 238,420 112,378 350,798
1991 323,305 184,732 508,037
2001 398,221 239,361 637,582
2004 438,209 268,951 707,160

Source: Central Statistical Organisation, 2001, and Ministry of Finance

TABLE 2

Production of crude oil (in 1,000 barrels) for the years 1981-2004

Year Production of crude oil Total production
Bahrain onshore fields | Abu Saafa production
1981 16,862 19,502 36,364
1983 15,273 19,206 34,479
1985 15,301 23,819 39,120
1987 15,216 22,491 37,707
1989 15,583 25,136 40,721
1991 15,373 26,351 41,724
1993 14,875 38,385 53,260
1995 14,459 38,585 53,044
1997 14,159 45,194 45,208
1999 13,677 61,746 77,422
2001 13,656 71,723 87,380
2004 13,647 62,690 76,338

Source: Ministry of Oil and Industry, Bahrain Oil and Gas Statistics.

budget. For example, in 1977 and 1983, with ex-
penditure undergoing explosive growth, the state
budget experienced a deficit of BHD 14.7 million
and BHD 46.9 million respectively (USD 40.12
million and USD 128 million). The usual govern-
ment reaction to the appearance of a fiscal deficit
is to choose the easiest option by leaving some of
the unimportant current expenditure intact, but
cutting capital expenditures simply by postponing
a few investment projects.’

Improvement in the standard of living

Bahrain has adopted an action plan to improve the
standard of living of the average Bahraini. The plan
includes improvements in healthcare (particularly
preventive medicine), education and training
programmes, an expansion in the existing infra-
structure, and more housing projects. Bahrain is
already one of the top-ranking Arab countries on

1 Jaffar Alsayegh. Bahrain: A case study of Diversifying oil
exporting Economy- 1971-1989.
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the Human Development Index (HDI) compiled by
the United Nations Development Programme
(UNDP). With an HDI score of 0.846 in 2005, it was
narrowly surpassed only by Qatar and the United
Arab Emirates, which both scored 0.849. It also

ranked number one on the UNDP’s first Arab Hu-

man Development Index.

Bahrain has set a target of annual gross do-
mestic product growth of 5%-6% over the next four
years, a significant increase from the 4.5% average
annual growth rate over the previous four years.
Instrumental to achieving this objective is the at-

traction of an annual BHD 650 million to BHD 700

million (USD 1.77 billion to USD 1.91 billion). =




B BENIN

Public administration lacks transparency

Social Watch Benin

Financing for social development, gender equality
and the eradication of poverty continue to be the
greatest concerns for the Government. The objec-
tives established in these areas have not been met
and corruption is reaching unprecedented levels.
Poverty has grown and efforts to improve the gen-
der situation are barely perceptible. At the same
time, the traditional means of resource redistribu-
tion have splintered again, while the culture of in-
dividualism grows.

Extreme poverty has installed itself across the
length and breadth of our country. Since 2002,
Benin’s economic and financial situation has dete-
riorated substantially, without experiencing improve-
ments. The rate of economic growth has been de-
clining, from 3.9% in 2003 to 2.7% in 2004, a year
when growth of 6.8% was expected. In 2004 pov-
erty reached 36.3% in urban areas and 63.7% in
rural areas.

The State budget, in addition to the contribu-
tion of partners in development, only obtains fiscal
resources. In terms of redistributing public re-
sources, appropriate methods exist such as sala-
ries, subsidies and other social programmes (in-
frastructure, health, education and others) but, in
general terms, only those who exercise some activ-
ity benefit from the redistribution of the lean income
of the State.

Corruption associated with the lack of re-
sources destined to the resolution of social prob-
lems limits satisfaction of basic necessities for the
great majority of poor people. The rate of enjoy-
ment of health care services is very low, around
39% in 2004.

The Government’s economic and social policy
is not based on a rigorously equitable distribution
of the national income. In any case, efforts are made
with the goal of improving the distribution of budget
resources, for example the creation of a budget pro-
gramme dedicated to prioritizing sectors such as
education and health. Some budgetary reforms per-
mit a better evaluation of the activities whose ex-
ecution is subject to shortages that reduce its effi-
cacy for reaching its target recipients. Poverty per-
sists generally in rural areas and the periphery of
cities, affecting in particular women and children.
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There remains much to be done to ensure the development of basic capacities. More than 60% of
the rural population lives in poverty and one of every two girls does not attend school. Corruption
is widespread and mechanisms are necessary that favour transparency in public administration.
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In terms of budget reforms, budgets are cre-
ated by State bureaucrats without much citizen
participation. The express desire of the Govern-
ment is to make the budget process more and more
participatory with the founding of a programme at
the level of the competent authorities. The imple-
mentation experience of the public spending ad-
justment programme (PERAC, its initials in French)
in 1998 and 1999 meant that some ministerial
departments created their own budgets on the
basis of a participatory process. The experience
of writing budget programmes at the local level
would begin in 2007. Due to the lack of trained
public officials, citizen participation in the budget
writing and public expense tracking processes
continues to be very limited.

The need for a budget provision for gender
equity

An examination of the measures and programmes
capable of favouring women’s access to education,
health and credit does not show encouraging re-
sults. The same occurs at the level of the Ministry
of Women, the Ministry of Social Protection and
that of Solidarity. The general State budget for fis-
cal year 2006 does not include any new measure
for the promotion of women. But the fight against
poverty cannot be realized successfully if the dis-
equilibrium and the inequities between men and
women are not addressed.

It is necessary to consider women as a spe-
cific group, keeping in mind that they do not face
the same obstacles or the same opportunities as
men in access to the public services of education
and health. Focusing programmes on women is rec-
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ognized as an effective poverty reduction strategy
given that women constitute a greater proportion
of the poor.

Nevertheless, this emphasis on women is dif-
ficult to implement from the viewpoint of public
spending without including criteria that take into
account the gender dimension. For this data are
needed on the proportion of public spending that
has a differentiating effect on men and women, as
well as the proportion of public expenditures des-
tined specifically to women. Nevertheless, insofar
as policies are neither conceived nor formulated to
take the gender dimension into account, budgets
will not either.

Meanwhile, the participation and decision-mak-
ing power of women in the economy compared to
those of men have remained stagnant. At the level
of political representation, the female presence in
the parliament in 2004 was 7.2%.

One of every two girls does not attend
school

An advance in the area of education is an initiative
approved by the Government for the education of
girls. Monitoring this initiative is difficult, if one takes
into account the lack of gender awareness and train-
ing of public officials to deal with this difficult area.

Education rates reveal inequity between women
and men. According to the World Bank, the gross
enrolment rate for primary school increased from
94% in 2003 to 99% in 2004, with a difference of
24 points between boys and girls. The status of girls
is worrying, as one of every two school age girls is
not attending class, indicated by a net enrolment
rate of 47% in the 2000-2004 period.



Corruption and lack of transparency

In terms of the fight against corruption, the experi-
ence of accountability to vote on the regulatory law
is recent. From 2000, some measures have been
taken in financial laws to make public business more
transparent and to permit a better following of pub-
lic spending. These laws continue to be insufficient
to fight effectively against corruption, which has
already profoundly penetrated into the society. Ac-
tions taken to combat corruption focus without suc-
cess on the sectors of high incidence of corruption
such as the customs administration, tax collection,
the treasury and public finance. The institutional
framework is not entirely favourable to the fight
against corruption. Reform measures, and a better
application of existing laws, are necessary. Immu-
nity is the rule and no controlling body exists that is
capable of exercising coercion against the poor ad-
ministration of the State, while the Parliament does
nothing more than issue recommendations which
are generally ignored.

In regards to a strategy of providing informa-
tion to the citizens about State administration, this
is nearly nonexistent. The State does not say a
word about its administration and no body can
obligate it to do so. Recently a sporadically-pub-
lished news magazine has begun to publish the
results of the mismanagement of public finances.
The institutional and informational weaknesses
amply favour corruption.

The rare formal occasions in which citizens are
informed about government management are pro-
vided for by:

e Article 72 of the Constitution, that obliges the
President of the Republic to give an annual
speech to the National Assembly regarding the
State of the Union;

e Article 113, that establishes that the Govern-
ment must give the National Assembly all ex-
planations asked of it regarding its manage-
ment and activities;

e written or oral questions directed at the Gov-
ernment and the parliamentary investigating
commissions thanks to which representatives
of the citizenry gain some information from gov-
ernment ministers about public management or
individual questions of national interest.

Besides these constitutional mechanisms, the
government ministries sporadically put out press
releases that reflect the official viewpoint on public
administration.

It is notable that the sources of information
related to State management are true taboo themes
in the Republic of Benin. With or without reason,
this information bears a secret or confidential seal
of the State, meaning that the citizens cannot gain

TABLE 1

Public investments by sector of activity (in millions of FCFA) — 2005-2006

Sector Total 2005 Total 2006 Variation %
Rural 21,412 28,191 +31.66
Industry, artisanship 5,009 5,079 +1.40
Water, electricity 8,513 12,808 +50.45
Infrastructure 67,067 68,495 +2.13
Commerce, services and tourism 2,977 2,095 -29.63
Total for productive sectors 104,978 116,668 +11.14
Health 18,244 20,043 9.86
Education 25,793 19,012 -26.29
Housing 1,869 1,304 -30.23
Other social sectors 6,724 ;11895 +7.00
Total for social sectors 52,630 47,554 -9.64
Administration 2,651 32,193 +20.79
Total for all sectors 184,259 196,415 +6.60

Source: Presentation Report of the Public Investment Programme 2005 and 2006. (FCFA 1,000,000 = USD 1,870.)

TABLE 2

Comparison of social measures contained in budget proposals

(millions of FCFA) — 2005-2006

Areas of intervention 2005 % Variation
Health 7,284 9,708 +38.27

Education 13,113 6,615 -49.55

Hydraulics and energy 8,339 13,594 +68.01

Rural development 3,339 19,226 47%.80

Security - 2,119

Decentralization 19,044 21,532 13.06

Other social measures 8,062 =

Total 59,225 72,794 22.91

Source: Presentation Report of the Public Investment Programme 2005 and 2006. (FCFA 1.000.000 = USD 1,870).

access to it. The reports of the governmental inves-
tigating commissions created with great media sup-
port are never made public.

The new Government has brought forward
perceptible efforts for better informing the popula-
tion. With the objective of informed management,
all the Ministries and public services will be inter-
connected thanks to information and communica-
tion technologies.

Conclusion

To sum up, some laudable efforts at development
do exist, but there remains much to be done to meet
the real needs of the citizens and to ensure trans-
parency in State administration. The actions of the
focal point of Social Watch in Benin are oriented
toward this end. m
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H BOLIVIA

Economic model limits change

Centro de Estudios para el Desarrollo Laboral y Agrario
(CEDLA)

The higher prices of export goods' have resulted in
increased Gross Domestic Product (GDP) growth from
1.68% in 2001 to 4.06% in 2005. This reflects the
Bolivian economy’s high level of dependence on the
economic performance of industrialized countries.?

During the last two years this favourable exter-
nal context has had a positive effect on the level of
internal tax collection and revenue from royalties and
taxes on hydrocarbons but has not remedied the fis-
cal deficit. Although the latter was 1.9% in the mid-
dle of the 1990s, in 2002 it reached 9%, the highest
in Latin America, due to public expenditure pressures,
public income volatility and global economic fluctua-
tions. After that peak the deficit was curtailed — fall-
ing to 2% by 2005 —through public expenditure con-
trol policies, extraordinary tax collection measures,
foreign aid and most significantly new revenue from
the Direct Tax on Hydrocarbons (DTH).2

Nevertheless problems with the makeup of
public expenditure and income remain unsolved. In
2005 more than 70% of public expenditure went on
debt servicing, salaries and pensions. Several as-
pects of the economy are worrying: the limited
growth of public investment in social and produc-
tion sectors and the high level of dependence on
both increased tax pressure (that emphasizes indi-
rect taxes on individual’s income) and the behav-
iour of gas and oil exports and prices.

In June 2006 the Government presented a
new Development Plan aimed at reducing poverty
by 9%, from 58.9% to 49.7%, extreme poverty
from 35.3% t0 27.2% and the Gini Coefficient from
0.59 to 0.58, all before 2011.The success of this
plan could be threatened by a high dependency
on public investment if the generation of employ-
ment, the main source of household income, is
left to the market.

1 The export prices index registered an increase of 111.5 %
between 2000 and 2005.

2 According to a report from the Economic Commission for
Latin America and the Caribbean (ECLAC) in 2005 this
economic performance will not be maintained.

3 In May 2005 Hydrocarbons Law 3058 was passed. Among
other things, it provided for the creation of a direct tax on
production, generating revenue for the State of USD 287
million in 2005.

priced gas and oil exports to these areas.

Public investment has increased but not significantly so in the social and production sectors. There
is still no strategy for redirecting the new resources generated by increased tax pressure and higher
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The fragility of public income

Faced with the need to loosen fiscal policy and
strong pressure from social organizations to nation-
alize the hydrocarbon industry, in 2005 resources
from this sector were used to reduce the deficit.
Although the tax system structure was maintained,
measures geared to more efficient collection were
approved and additional taxes were created.

The population has not seen a return on its tax
payments in the form of social expenditure on in-
vestment for essential services such as health care
and education. From 1995 to 1997 health and edu-
cation expenditure represented 10.24% of GDP while
taxes paid by consumers amounted to 12.07% of
GDP. In short, the population contributed more than
it received in terms of essential public services.

As previously mentioned, in recent years there
has been no, or insufficient, public surplus to sustain
investment in production and social services.* Finally
it has to be taken into account that just over 60% of
the population live in poverty and that the current tax
system is regressive. As a result taxes have a signifi-
cant effect on most families’ consumption.

For the last five years, as was the case in the
1990s, tax collection has been the main source of
public income. During this period an average 45%
of public income came from tax collection. With the
present administration this has risen to 54%.

A second element that has not changed is a
dependence on foreign resources. Foreign credits
and donations make up almost 32% of total income.

4 Inthe last three years the average growth rates for
investment expenditure in production and social services
were -8.4% and -7% respectively (data based on
information in USD).
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Finally, the Other Internal Income category has
gradually diminished from 33% in 2000 to 14% in
2004, principally due to the privatization of refiner-
ies that reduced income from hydrocarbons sales.

This scenario stems from the economic reforms
of the 1990s, especially the privatization of state com-
panies that led to a reduced income from the sale of
goods and services.® Between 1980 and 1986 such
income made up 77% of the total currentincome while
by the period 1997-2004 it had fallen to 18%.°

The structure of public income has not signifi-
cantly changed due to the maintenance of a regres-
sive tax system very susceptible to fluctuations in
economic activity and to a continuing high depend-
ence on bilateral and multilateral sources of finance.

The new government and finance

Available fiscal information for the first two months
of 2006 shows an overall surplus of approximately
BOB 1 billion (USD 128 million), which differs from
the first two months of the last six years.” However
considering the fragility and volatility of public in-
come it is too early to get enthusiastic about this.
The principal elements behind this fiscal surplus
in the first two months of the current administration
are: a still favourable external context,? the orthodox

5 Unidad de Andlisis de Politicas Sociales y Econémicas.
Evaluacion de la economia 2000, 2001, 2002. p. 30, 35, 38.

6 Arze Vargas, Carlos (n.d.). Crisis fiscal: La insolvencia del
estado neoliberal. CEDLA. The figure of 18% was calculated
with data from the Fiscal Programming Unit.

7 Over the last six years January and February have registered
an average deficit of BOB 320 million (USD 40.25 million).

8 According to ECLAC in 2005 South America’s GDP grew by
4.9%, which is higher than the average growth of
industrialized economies calculated by the IMF at 2.5%.



economic policies of previous governments, amongst
them rate modifications for the Special Tax on Hydro-
carbons and Derived Products (STHD); measures
geared to improving tax collection (tax pressure); and
fundamentally, the passing of the new Hydrocarbons
Law as a result of social pressure.

As Table 1 shows, in 2006 there was an ex-
traordinary growth in public income of almost 40%,
mostly due to a 115% growth in the hydrocarbons
sector. Comparing January-February 2005 with
January-February 2006, the increase in revenue
from taxes on hydrocarbons was BOB 860 million
(USD 108.2 million), which represents 67.7% of the
increase in total public income.

Approximately BOB 800 million (USD 100.6
million) was collected in DTH during the first two-
month period of 2006, a figure that represents al-
most 90% of capital outlay (investments) during
that period. When revenue from STHD and royal-
ties is added to this figure it amounts to BOB 1.6
billion (USD 202.3 million), a sum almost twice that
spent on investment and representing 36% of total
income, 13% more than in 2005.

Regressive tax system
The 14.8% growth in tax revenue is the result of
both old and new tax measures but all of them re-
spect and have continuity with the logic of an in-
come management policy oriented towards improv-
ing tax efficiency by combating evasion, avoidance
and smuggling. It could be said that in general there
has been no change or innovation in income policy.
In summary, public income growth in the first
two months of 2006 reflects and reaffirms the in-
come policy management logic developed by the
State, an orientation that emphasizes greater tax
pressure and efficiency while maintaining the re-
gressive nature of the current tax system. In the
face of this, changes proposed by the current Gov-
ernment are not apparent, leaving only good inten-
tions but so far no concrete policy.

Still no defined strategy for public
expenditure

During the first two months of 2006 public expendi-
ture grew by just 2%, a figure influenced by, among
other factors, the reduction of interest payments on
internal debt (11%), lower pension expenditure
(0.5%), increased expenditure on goods and serv-
ices (50%) and a growth in capital outlay (25.9%).
Investment expenditure grew by 25.9% be-
cause municipalities and prefectures received DTH
transfers.® Although DTH resources have made an
increase in public investment possible, up to now
there is no new strategic framework to redirect these
new resources to strategic sectors. Such a
reorientation would not only involve restructuring
public expenditure but also an assessment and iden-
tification of public stakeholders or public sector
bodies to which DTH resources would be allocated

9 According to the 2006 Budget, DTH resources allocated to
investment represent approximately 17% of the investment
planned for that year.

TABLE 1

Income, expenditure and fiscal deficit (in million BOB)

GROWTH (%) STRUCTURE (%)

2002 2006 2004 2005 2006 2005 2006

JANUARY- | JANUARY- | JANUARY- | JANUARY- | JANUARY- |JANUARY- | JANUARY-

FEBRUARY | FEBRUARY |FEBRUARY | FEBRUARY | FEBRUARY |FEBRUARY | FEBRUARY
Total income 2,475.3 | 4,470.3 0.8 26.4 39.7 100 100
Current income 2,318.8 | 4,325.9 -0.02 27.0 415 96 97
Capital income 156.5 144.4 -13.3 15.5 1.0 4 8
Total outlay 2,7476 | 3,452.3 29 141 2.0 100 100
Current outlay 2,276.5 | 2,560.7 -7.8 11.9 -4.3 79 74
Capital outlay 471.2 891.6 20.7 8.1 25.9 21 26
Current surplus/deficit 42.4 1,765.2 | -109.1 2,151.0 363.4
Total surplus/deficit -272.4 | 1,018.0 -12.2 -64.2 | -652.9

Source: Calculated with data from the Fiscal Programming Unit.

The figures reflect two aspects:

e The growth in public investment expenditure
due to increased hydrocarbons tax collection, which
should notimply a deepening of the current regres-
sive tax system.

e Reduced outlay resulting from measures taken
within the Austerity and Rationality in Public Ex-
penditure Framework established during Carlos
Mesa’s government (2003-2004) that are being
maintained by the present administration of Presi-
dent Evo Morales, which began this year (2006)."

In the first months of 2006 some significant
matters have been dealt with very superficially by
the present Government but will undoubtedly re-
quire greater attention in the medium term and per-
haps will be part of the much anticipated manage-
ment plan:

e External debt cancellation within the framework
of the G8 initiative. Although the World Bank has
ratified its cancellation and the IMF has already can-
celled, it remains to be determined which are the
appropriate public sector bodies for the adminis-
tration of resources accruing from cancellation. This
has led to an assessment of municipal governments’
efficiency in administering resources liberated by
cancellation under the Heavily Indebted Poor Coun-
tries initiative. It seems that the Government’s at-
tempts to include IDB debts within the framework
of G8 cancellation have not produced positive re-
sults but it is waiting for an answer regarding this
by September 2006.

10 Supreme Decrees 27327, 27407 and 27450.
11 Supreme Decrees 28609 and 28618.
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e DTHresources. These have undoubtedly been
fundamental to fiscal deficit reduction and the main
enabling element for public expenditure increase.
However in the medium term, discussion about
the efficient use of these resources could lead to
their redistribution, although this may cause con-
flict with municipal governments.

This detailed analysis of public finance during
the first months of 2006 aims to show the trends in
Bolivia’s economy that the Morales Government in-
herited, and at the same time to make it clear that
improvements have not been generated by public
policy reforms but rather by the extraordinary be-
haviour of the prices for raw materials exported by
Bolivia. In general, central aspects of economic
policy continue unchanged, as demonstrated by the
ongoing restrictive fiscal policy.



B BRAZIL

Inverted priorities

IBASE
Luciana Badin '

With continental dimensions, a population of 184
million and countless inequalities to overcome, the
country viewed with concern a growth rate of 2.3%
in 2005. It is necessary to return to the path of de-
velopment and emphasize not only financial re-
sources but also a right orientation of economic and
social policy. As Carvalho (2004) says, development
results from the conjunction of sustainable eco-
nomic growth and social, political and institutional
transformations that translate into reduced inequal-
ity and increased democracy.

Orthodox economic policy

The adoption of a restrictive and austere monetary
and fiscal policy has in various ways obscured the
pressing need to resume economic growth and to
translate an increased Gross Domestic Product
(GDP) into raised social indicators. In recent years,
macro-economic policy based on economic ortho-
doxy has been geared exclusively to achieving price
stability and fiscal balance. Out of a static vision
for maintaining this balance, high interest rates,
aimed at containing demand and inflation, have
been combined with contracted public expenditure
and investment.? The net government debt repre-
senting 51.6% of GDP continues to keep the base
interest rate at 15.25%, which explains last year’s
poor growth.

One of the main tasks to be undertaken for the
revitalization of development is to go beyond the
neo-liberal agenda by implementing a macroeco-
nomic policy geared to the creation of employment
and the redistribution of income and wealth. The
current orthodox policy has devastated the State’s
investment capacity. The data in Chart 1 shows that
a substantial part of the national budget goes to
service public debt, using resources that could oth-
erwise drive development. In 2005 the government
had to pay BRL 139 billion (USD 62.5 billion) in
interest on the debt, and with a primary surplus of
only BRL 93.5 billion (USD 42 billion), the differ-
ence became more debt.

1 The author is an IBASE economist and researcher.
2 The 2005 primary surplus represented 4.84% of GDP.

geared to inclusion and well-being.
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While more than 40% of the population live in zones without sewerage systems and so live with
open sewers, the National Bank for Economic and Social Development, with a budget greater than
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This perverse mechanism has contributed to a
concentration of wealth and income. It is estimated
that interest payments on the debt will rise to BRL
180 billion (USD 80.4 billion) in 2006. In contrast,
little more than BRL 7 billion (USD 3.1 billion) will
be spent on the Family Basket programme.

This economic policy has an effect on the fi-
nancial capacity of the State in that private inves-
tors will only invest in a widening of the production
base if they can see that economic growth is likely.
Otherwise it is much safer and more profitable to
invest in financial assets.

Questionable usage of public resources

To finance its development Brazil has a public bank
with a larger budget than that of the World Bank. In
2005 the National Bank for Economic and Social
Development (BNDES) spent BRL 47 billion (USD
21.1 billion), while “investment” spending by the
federal government did not exceed BRL 9.7 billion
(USD 4.4 billion). In a country with an underdevel-
oped capital market and high interest rates and in
which private banks have attached little importance
to long term project funding, this public body, op-
erating with a long term interest rate of 8.15%, is
central to financing development.

BNDES was created in the 1950s in a political
and historical context that recognized the impor-
tance of the State’s role as promoter of develop-
ment. However in the 1980s with the import sub-
stitution process ending and an economic policy
geared to stability, the State distanced itself from
its central role in economic development and BNDES
lost its original focus. During the following decade
the Bank assumed a principal role in the privatization
process and the sale of a significant part of the
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nation’s assets to foreign capital, placing all its tech-
nical and financial capacities at the service of this
new orientation.

There is at present a certain ambiguity about
BNDES in that it is increasingly operating as an in-
vestment bank, with a profitability and insolvency
rating® that reflect its healthy performance as a fi-
nancial institution, while as a public institution for
the promotion of economic and social development
its performance is unclear. Although operating with
capital from the Workers’ Protection Fund, which
comes from taxes on workers’ wages and company
income, as BNDES does not have a public informa-
tion policy, comprehensive data on its operations
are not available, which makes a more detailed
evaluation of its investment activities impossible.
The scarcity of available information is not encour-
aging. The Bank does not apply social evaluation
parameters in its analysis of the projects it funds or
its own programmes.

A look at the different regions demonstrates
BNDES’s inability to promote inequity reduction.
In 2005, consistent with the trend over recent
years, the north and northeast regions, which are
the lowest ones on the Human Development In-
dex, received 4% and 8% respectively of the Bank’s
total outlay while the southeast, the richest region,
received 60%.

Another example is the amount of expenditure
allocated to the Social Inclusion area, which was
BRL 1.1 billion (USD 464 million) in 2005, a figure
lower than in 2004 and equivalent to 24% of the
BNDES budget. Over a three-year period, from a

3 In 2005 BNDES made a profit of BRL 3.2 billion (USD 1.44
billion) while 90.1% of its credit operations portfolio was
classified between AA and B risk levels.



total of BRL 122 billion (USD 51.5 billion), the Bank
only provided BRL 4.5 billion (USD 1.9 billion) for
the financing of projects considered as social, just
3.6% of its total budget.

The Bank argues that the nature of its outlays
is not a consequence of deliberate policy but rather
stems from commercial demand, which confirms
that it does not operate as a development promo-
tion institution. Following this logic, in 2005 it pro-
vided BRL 2.5 billion (USD 1 billion) to finance the
pulp and paper company Suzano Bahia Sul. This
sum represented 5.5% of the Bank’s total outlay
during that year. In terms of promoting a more
democratic development model that redistributes
income and is environmentally responsible, this loan
to the Suzano Company is questionable as the sec-
tor has a large negative environmental impact and
has been at the centre of many land use conflicts.

Exclusive development

The development finance issue is not only concerned
with acquiring financial means but also involves
choices about their allocation; in the case of Brazil,
the existence of a State bank with surplus capital to
invest provides a good example. The choice of de-
velopment model can contribute, or not, to social
development and the elimination of inequality. De-
velopment involves other dimensions beyond the
mere quantification of GDP growth rates and a more
critical vision is needed when choosing projects for
economic and social development in Brazil.

As described by Mineiro, the Brazilian govern-
ment has adopted a “short term pragmatism” that
is made apparent by the importance attached to
external account adjustments and in its emphasis
on a rapid increase in the balance of payments
(Mineiro, 2005). This strategy justifies the ever-in-
creasing provision of finance to the pulp and paper
sector by BNDES. The volume of loans to this sec-
tor grew by 145% in 2005 while the sectors of food
and drink, textiles, clothing and accessories, leather,
and domestic appliances registered a fall of 5%,
51%, 52% and 58% respectively.* If there was a
relation between Government economic policy and
the adoption of incentives for BNDES loan contracts,
these sectors should be given priority. It is well
known that the manufacture of products for mass
consumption is labour intensive and therefore con-
tributes to reducing unemployment. These sectors
are able to drive the virtuous cycle of an increase in
working families’ income, a broader mass consump-
tion base, investment, increased productivity and
competitiveness, further increasing working fami-
lies” income.

Additionally, BNDES could look for ways of
investing in social infrastructure that use inten-
sive labour. According to the Brazilian Institute of
Geography and Statistics 42.7% of the population
lack access to sewerage networks or a septic tank,
which means that more than 80 million people live
with open sewers.

4 See Boletim Desenvolvimento, Democracia e Direitos:
www.ibase.br/dvdn/edicao-15122005.htm
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Another question to consider beyond the avail-
ability of resources is whether certain projects pre-
sented as “big development projects” are really pro-
moting development in a broad sense. As Novoa
(2006) says, due to their dimensions and scope
some infrastructure projects have the power to con-
solidate development trends that in reality follow
the logic of private interests.

Building development strategies involves an
inversion of this logic and a redefinition of priori-
ties to reorientate the use of financial resources. It
is estimated that between BRL 9 - 10 billion (USD
3.8 - 4.2 billion) a year would have to be invested
over 20 years in order for most Brazilians to benefit
from basic sewage disposal systems.® If BNDES is
a development promotion bank why does it not use
part of its resources to solve these problems? In-
stead of financing the construction of new hydro-
electric plants with large-scale negative socio-envi-
ronmental impacts, BNDES could invest in projects
orientated towards the cheapest way of solving the
energy deficit.®

However, as we have endeavoured to demon-
strate, such decisions have not been technical but
political and have reinforced the interests of groups
benefiting from a model that is not committed to
fighting inequality or protecting the environment.
Commercial agriculture in Brazil is an emblematic
example of this. In May 2006 the government pro-
vided BRL 50 billion (USD 20.4 billion) to assist
agricultural producers thus demonstrating the po-

5 National Industry Confederation data quoted in an
interview in O Globo journal, 24 May 2006.

6 A study sponsored by the World Bank and the United
Nations Environment Programme concluded that China,
India and Brazil could reduce their energy consumption by
25% through adopting simple low cost measures.
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litical influence of soy, timber and agricultural pro-
duce exporters who have been partly responsible
for the deforestation of the Amazonian and cen-
tral-west regions, which has had wide international
repercussions.

An important step for improving this situa-
tion could be the re-politicization of the economy
by the definition of values that orientate decisions
towards favouring an inclusive development. Al-
though Brazil has consolidated its democracy dur-
ing the last 25 years, this has not had much effect
on the structure of economic relations and for this
reason growth continues to feed social inequity
and the denial of rights while damaging its natural
and cultural assets. m
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B BULGARIA

The challenge of redirecting reforms and resources
towards the human factor

education.

Bulgarian Gender Research Foundation
Bulgarian-European Partnership Association

Recent economic analyses undertaken by interna-
tional agencies, including the World Bank, have
highlighted the need for a major shift in the alloca-
tion of resources in Bulgaria. The pressing need for
new reforms to increase productivity, per capita in-
come, competitiveness and efficiency, according to
the latest neoliberal discourse, is in fact the need to
invest in fundamental human rights. It means redi-
recting reforms and resources towards people,
which is also the only way to curb the severe de-
mographic crisis and to meet the goals and com-
mitments of the EU Lisbon Agenda.

Contrary to the expectations and rhetoric of the
major trade players and the international financial
institutions (IFIs), international trade and structural
adjustment programmes (SAPs), tend to increase
inequality and cause so-called “immiserating
growth” (Joekes, 1999). But it is precisely this model
of growth, followed by the Bulgarian governments
during the transition, that now poses an obstacle to
fullintegration in the EU, which requires more equal
and competitive partners.

The very promoters of this model, such as the
World Bank, recognize its failure by admitting that
reforms did not bring about the desired results.
Consequently, they now recommend new ones, in-
cluding budgetary reforms and resources realloca-
tion. Above and beyond any differences in language
and interpretation, one thing seems clear: that re-
forms and restructuring can no longer ignore the
human factor, which is central for achieving sus-
tainable economic development, and this fact has
its budgetary implications.

According to the World Bank’s assessment, over
the last seven years Bulgaria “has made impressive
progress towards long-term stability and sustained
growth” (World Bank, 2006a). Average growth
reached the levels of New Member States (NMS-8)
at about 5% per year between 2000 and 2004. De-
spite this overall positive performance, however, it is
recognized that Bulgaria is still one of the poorest
countries in Central and Eastern Europe. In 2003, the
country’s per capita income in PPS (purchasing
power standards) was 30% and 57%, respectively,
of the average level in the European Union-25 (EU-
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25) and NMS-8 countries. Given Bulgaria’s large in-
come gap with EU-25 and its rapidly aging popula-
tion, serious measures in the labour market and so-
cial sector are needed if the country’s accession to
the EU is to result in sustained and meaningful im-
provements in its standards of living.

Aging population leads to shrinking
labour force

One of the most daunting obstacles facing Bulgaria
is its negative natural rate of population growth
(about-0.7% per year) which, together with net out-
migration (about -0.1% per year), has resulted in
negative population growth averaging -0.8% annu-
ally during the 1990s and early 2000s. As a result,
the working-age population is declining rapidly,
while the aging population is growing equally rap-
idly. Itis estimated that in 20 years the working-age
population will have shrunk by 19% and the popu-
lation over 64 years of age will have increased by
17%. In the meantime, Bulgaria currently has the
second-lowest labour market participation rate
(49.4% versus 58% in EU-25 in 2003) and lowest
employment rate (43.6% versus 53% in EU-25 in
2003) in Central and Eastern Europe.' As a result,
meeting the Lishon Agenda criteria of increasing
the employment rate to 70% by 2010, which im-
plies increasing labour market participation and re-
ducing unemployment levels, seems highly ques-
tionable, if not impossible. Moreover, productivity
growth cannot compensate for low labour market

1 National Statistical Institute. <www.nsi.bg/Population_e/
Population_e.htm>.
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participation. Even if productivity were to increase,
without the needed increase in labour market par-
ticipation, Bulgaria’s per capita income would re-
main below one-third of the EU-25 level.
Therefore, trapped in the results of reforms that
led to demographic crisis and abstract growth, with-
out taking into consideration the human factor, Bul-
garia faces the challenge to find a way out, namely
by adjusting budgetary flows to the Lisbon Agenda.

Investing in productivity

In this respect, overemphasizing the importance of
the prospective EU funds for the 2007-2013 period
—the estimated net amount is only EUR 5.5 billion,
bearing in mind the agreed contributions of Bul-
gariato the EU budget — would divert attention from
the real problem. Bulgaria urgently needs to mobi-
lize its domestic resources through more effective
spending in the public sector and mainly through
productivity growth. The effects achieved by increas-
ing productivity will be three times greater than by
merely raising public expenditure.

Shifting resources from lower to higher pro-
ductivity sectors would require radically different
investment policies to the ones the Government has
favoured so far. In fact, although significant in quan-
titative terms, FDI inflows have tended to go to sec-
tors that are oriented towards the domestic market
and are generally characterized by lower productiv-
ity, such as financial services, real estate and tour-
ism. The expansion of the services sector has been
more pronounced than in the NMS-8. Externally
oriented activities, where productivity is higher due
to increased competition, tend to be in unskilled,
labour-intensive, higher energy-consuming sectors,



TABLE 1

Consolidated State Budget by Function (in BGN million)

2003 2004 2005 2006 2007 2008

Reported Reported Programme Programme Projection Projection
|. General Government Services 1,097.8 1,115.2 1,232 1,546.1 1,374.1 1,419.9
% of GDP 3.2% 2.9% 3.0% 3.4% 2.8% 2.7%
1I. Defence and Security 1,787.7 1,946.4 2,086.8 2,345.2 2,440 2,667.7
% of GDP 5.2% 5.1% 5.0% 5.1% 5.0% 5.0%
IIl. Education 1,504.7 1,652.4 1,798.9 1,899.6 2,094.3 2,272
% of GDP 4.4% 4.3% 4.4% 4.2% 4.3% 4.3%
IV. Health Care 1,697.7 1,769.1 1,771.7 1,997.4 2,109.5 2,289.1
% of GDP 4.9% 4.7% 4.3% 4.4% 4.3% 4.3%
V. Social Security 4,805.2 5,238.4 5,596.5 6,169.3 6,431 6,766.2
% of GDP 13.9% 13.8% 13.5% 13.5% 13.2% 12.8%
VI. Housing, Construction, Public Works,
Public Utilities and Protection of the Environment 497.3 586.3 946.8 981.0 1,106 1,209.8
% of GDP 1.4% 1.5% 2.3% 2.2% 2.3% 2.3%
VII. Recreation, Culture, Religious Activities 286.1 303.7 286.1 330.7 318.3 335.6
% of GDP 0.8% 0.8% 0.7% 0.7% 0.7% 0.6%
VII. Economic Activities and Services 1,621.8 1,838.5 1,786.4 2,100.6 2,032.3 2,291.8
% of GDP 4.7% 4.8% 4.3% 4.6% 4.2% 4.3%
IX. Expenditures Unclassified Within the Other Functions 770.1 748.8 1314.3 1100.5 12121 1179.2
% of GDP 2.2% 2.0% 3.2% 2.4% 2.5% 2.2%
TOTAL EXPENDITURES 14,068.5 15,198.7 16,461.5 182,588.0 18,853.4 20,158.6
% of GDP 40.7% 40.0% 39.8% 40.0% 38.7% 38.0%

Source: Government of Bulgaria (May 2005), Budget Projections for the period 2007-2008; and Budget for 2006.

such as textiles and wood processing, which
represented about 41% of Bulgaria’s total exports
in 2003. Capital and skilled labour-intensive exports,
in contrast, reached a share of about 29% of ex-
ports. Therefore, in addition to very low labour
market participation, a broad share of employment
remains in largely unproductive segments of the
economy or in activities where productivity is stag-
nant. It is obvious that maintaining a large number
of workers in low-salary, low-skilled sectors at high
risk of exploitation, such as the garment industry,
does not increase productivity.

Investing in human capital

Investing in human capital means not only shifting
resources between sectors but also investing in rais-
ing the standard of living, and in the health and edu-
cation of the country’s citizens. In addition to the
extremely low average salary in Bulgaria and a mini-
mum salary of around USD 100, the subsistence
minimum for a family with two children had risen
to USD 954 by early 2006. According to trade
unions, between March 2005 and March 2006 alone,
life in Bulgaria became 10.9% more expensive.
These trends left three million Bulgarians under the
poverty line (set at USD 117 per household mem-
ber) and 55% of citizens at risk of poverty. Raising
the living standards of members of vulnerable
groups and their integration in the labour market
should be priorities for mobilizing public resources.

Investing in upgrading labour skills and edu-
cation is another major direction for reallocation of
state budget funds and further public expenditure
restructuring. The main tasks are improving the
quantity and quality of human capital and access
to education by vulnerable groups, as well as
strengthening the links between the skills acquired

in the education system and those needed in the
job market. This can be achieved through more re-
sources for education and vocational training and
more effective spending of public resources. Opti-
mizing expenditure on education involves quality-
enhancing inputs, such as the modernization of
curricula, textbooks, and teaching materials and
teachers’ wapes and qualifications. With average
wages close to the overall national average, Bul-
garia currently falls among the countries with the
lowest-paid teachers.

This is a major point of disagreement with the
advice of the IFIs, which discourage increased pub-
lic spending on education as a share of GDP and
instead recommend “better outputs with the same
cost” and decreasing the role of the state by ex-
panding the role of private education providers.
These recommendations from the IFls, if followed
by the government, will lead to an even deeper cri-
sis in the sector, similar to what has happened in
the health sector and the failure of a series of re-
form programmes undertaken on their advice. State
expenditure on education was 4.3% of GDP in 2004,
which is significantly lower than in other European
countries, and specifically the NMS-8, for instance:
Estonia 5.7%, Hungary 5.5%, Latvia 5.8%, Lithuania
5.9%, Poland 5.6%, Slovenia 5.9%.? Instead of the
IFIs’ advice, the Government should follow the ex-
ample of the NMSs, which obviously took the ap-
propriate measures in order to meet the Lishon
Agenda requirements.

Reallocation of resources towards education
and vocational training is fully possible in the frame-

2 Data obtained from: Bulgaria, Ministry of Finance; IMF,
Government Finance Statistics; Eurostat; and OECD.
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work of the current state budget. For example, the
share for Defence and Security of 5% of GDP in
2005 is a heavy burden for the budget and the citi-
zens. The share for Defence in particular was 2.3%
of GDP in 2004, an amount assessed as very high
by the World Bank economic analyses as well. Com-
parison with the defence share in the NMSs —which
are also NATO member states — is very indicative:
Estonia 2%, Hungary 1.4%, Latvia 1.7%, Lithuania
1.6%, Poland 1.8% and Slovenia 1.4%.% Clearly,
the Government has to redirect resources from state
security to human security.

Fighting corruption

Meeting the requirements of the Lisbon Agenda will
also require stamping out corruption and improv-
ing the efficiency of the administration and the judi-
ciary. These are conditions set by the European
Commission for Bulgaria’s full EU membership as
of 1 January 2007. Despite the Government’s ef-
forts to convince the public of its efficiency in this
area, a report from the Sofia Centre for the Study of
Democracy, based on a country-wide survey ear-
lier in 2006, argues that perceptions of corruption
are increasing and the general view is that the
boundaries between organized crime and public au-
thorities, including the highest levels of government,
remain porous.

(Continued on page 258)

3 Ibid.



B CANADA

Fighting mad — Canada’s new focus on the world

Canadian Centre for Policy Alternatives
Armine Yalnizyan'

A newly elected minority government is redefining
the meaning and purpose of the federal government
in Canada.

A decade of fiscal surplus is scheduled to end,
with little to show for it except the prospect of a more
militarized and “security-conscious” Canada, and a
growing gap between rich and poor.

Despite being in a minority position, the dis-
array of the opposition parties has allowed the Con-
servative government to pass sweeping change
through Parliament. The Government’s two main
federal priorities are now focused on slowing rev-
enue-generating capacity through massive tax
cuts, so as to reduce expectations of the Govern-
ment, and redirecting the purpose of government
away from supporting social security towards pro-
viding military security.

The commitment to expanding Canada’s inter-
national role in combat requires huge investments in
equipment, infrastructure and personnel. No other
sector of interest —including Canadians’ number one
concern, health care — is afforded this kind of sup-
port (Laghi, 2006).

Eliminate the federal surplus,

eliminate expectations

Canada has enjoyed an unbroken string of budget-
ary surpluses at the federal level since 1997. It is the
only nation in the G8 to have such fiscal luxury. Until
this latest budget, Canada was set for surpluses as
far as the eye can see. It stands atop almost CAD 18
billion in surplus funds this year, and over CAD 19
billion next year (DoFC, 2006a, p. 160).

This minority federal government plans to elimi-
nate “unplanned” surpluses, principally by reducing
taxes and paying off national debt. It also plans to
decrease the rate of growth in federal spending,
largely by reducing the scope of government and
shifting its focus (DoFC, 20064a, p. 21).

The 2006 budget speech notes that spending
will become more consistent with areas of federal
responsibility (DoFC, 2006b, p. 18). This is widely
interpreted to mean a tight focus on international is-

1 The author is Research Associate with the Canadian Centre
for Policy Alternatives.

international role.
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Canada is in the enviable position of having posted a budget surplus for nine consecutive years.
While these resources could be used to remedy the eroding access to basic services like health care,
education, and even clean water and housing, the Conservative government has chosen to adopt
massive tax cuts that will further increase the gap between rich and poor, while substantially expanding

its military capacity without explanation or debate around this significant change in Canada’s
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sues, as well as a devolution of programs and fund-
ing to the provinces for supports on social issues.
Within the context of international issues, the Gov-
ernment has placed emphasis on defence/security
and trade rather than international development, as-
sistance or reconstruction.

The combined surplus between 2005-2006 (the
year the new government was formed) and 2007-
2008 is CAD 54.6 billion. Without question, enormous
change could be financed through such “extra” rev-
enues. Indeed, large changes are afoot.

The May 2006 budget allocated half of the sur-
plus to new tax cuts (CAD 26.2 billion until 2007-
2008) and promises more to come. When debt re-
duction is included (CAD 14 billion to 2007-2008),
almost three quarters of the surplus disappears. Net
new spending initiatives total CAD 9 billion over the
two-year horizon (DoFC, 20063, p. 160).

A further CAD 3.6 billion is provisionally allo-
cated to a set of spending initiatives brokered by the
previous minority government and is the source of
one-time funding for:
¢ Housing (CAD 1.4 billion, of which CAD 800 mil-

lion goes to an “affordable housing” program

that appears to be part of the new fiscal arrange-

ments with the provinces, (DoFC, 2006a, p. 111),

and a potential CAD 600 million for off-reserve

Aboriginals and the northern territories)

e Public transit supports (CAD 900 million)
e Supports to colleges and universities (CAD 1.1
billion infrastructure trust fund)

*  Foreign assistance (CAD 320 million)

A final CAD 2 billion remains as unallocated
surplus.
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0Of the CAD 9 billion that will go to new spending
initiatives, most goes to three areas:

* The Conservative approach to child care, the so-
called Universal Child Care Benefit (a taxable allow-
ance which sends CAD 3.9 billion in cheques to fami-
lies with children under age 6 rather than actually
expanding child care)

*  Anew focus on the military and security (totalling
CAD 2.6 billion by 2007-2008)

« Infrastructure deals that are targeted at highways,
border and “gateway” security, with some renewals
of existing municipal infrastructure funds (totalling
about CAD 2.5 billion over the next two years).

Resources were also freed up by abandoning two
major initiatives undertaken by the previous minority
government, which were viewed as breakthroughs in
fields that had faced decades of difficulty in gaining ac-
cess to funding.

One was the Kelowna deal with Canada’s First Na-
tions, Métis and Inuit peoples, which provided CAD 5
billion over five years to address chronic shortfalls in
education, housing, health and water services in Abo-
riginal communities. This was replaced with CAD 450
million to meet all the needs but housing. “Up to” CAD
300 million was provided to address housing issues
among off-reserve Aboriginals. Another “up to” CAD
300 million was directed to the northern territories to
create affordable housing, but does not flow to reserves
or Aboriginals.

The other cancelled agreement provided CAD 5 bil-
lion over five years to launch Canada’s first-ever bid to
create a national approach to child care. The plan to cre-
ate 250,000 licensed child care spaces by 2009 was
shelved in order to finance the Conservatives’ Universal



Child Care Benefit, discussed above. This spending pro-
gram does nothing to help working families find child
care. Further, because it is taxable, few families will get
the full amount. Ironically, the ones that do are families
with one parent at home and the other earning more
than CAD 106,000. Families on social assistance receive
only CAD 950 because the Universal Child Care Benefit
isalso partially financed by the young child supplements
that previously went to the poorest families (worth about
CAD 250 a child).? It should be noted that the CAD 3.9
billion “face-value” of this program costs the public purse
28% less because it is taxable and replaces an existing
program (Goff, 2006).

Despite the economic largesse available at the fed-
eral level, Canadians from rural, remote and urban re-
gions across the country continue to voice concern about
eroding access to basic services like health care, educa-
tion, even clean water and housing.

The mayors of the biggest cities recently warned
that mounting infrastructure needs threaten to swamp
local coffers. They seek senior government assistance
in functions that were devolved a decade ago to the lo-
cal level without passing on commensurate resources.
Needed transit investments are estimated to require an
additional CAD 4 billion in operating costs per year for
Canada’s urban centres (Big City Mayors’ Caucus, 2006).
Other estimates of the funding gap for hard infrastruc-
ture (roads, sewers, electricity, etc.) run at about CAD
50 billion currently, growing to approximately CAD 100
billion over the next 20 years (Robertson and Horsman,
2005, p. 25-29; and De Bever, 2003).

The existing surplus amounts could have helped
address these concerns. Instead, a flurry of tax cuts will
most benefit those with the highest income, further ac-
centuating the growing gap between rich and poor.

Tax cuts and debt reduction will continue shrink-
ing the federal presence in the economy and society.
Federal spending and revenues as a share of gross do-
mestic product (GDP) are at levels not seen since just
after World War 1, and even then only fleetingly before
the federal government engaged in the project of post-
war reconstruction in Canada (Yalnizyan, 2005, p. 59).
The budget plan seeks to contract federal spending fur-
ther, to 13% (from 13.7%) by 2007-2008, and shrink
revenues to 15.5% (from 16.4%) (DoFC, 20064, p. 22).°

Consider that 1% of GDP will be worth about CAD
15 billion by 2007, enough to finance much of the an-
nual costs of the nation’s infrastructure and social needs,
not to mention finally arriving at the goal of providing
0.7% of GDP in the form of international assistance.
That goal was first set in 1969 by former Canadian Prime
Minister Lester Pearson. By 2007-2008, official devel-
opment assistance (ODA) will have reached about 0.26%
of GDP, down from 0.54% in 1975,* and the defence

2 See www.universalchildcare.ca for more information.

3 Note that new accounting and reporting rules make all these
figures approximately 1 percentage point higher than they
were before, but the trend lines remain unchanged.

4 Based on Budget Plan 2006 figures estimating that international
assistance will total CAD 4.1 billion in 2007-2008 (p. 137) and
that nominal GDP will rise to CAD 1,517 billion in the same year
(p. 22). Even aid has shifted focus. Between 2001 and 2004, 28%
of new resources for aid were targeted to Iraq and Afghanistan,
neither of which were priorities previously (RoA, 2006, p. 258).

budget will be more than four times as large as the
budget allocated to ODA.

This is the backdrop against which the new gov-
ernment is setting its directive to gear up for greater
combat in the world. This represents a significant
cultural shift in Canadian politics — one that is taking
place without political debate.

Gearing up the military

At first glance, the increase in military spending in
the budget is not stunning. This budget adds CAD
1.1 billion to the Department of National Defence over
the next two years. There is a further CAD 1.5 billion
in spending on other security issues such as border
and port security, police, and prisons.

But there is more here than meets the eye. At
the end of June, mere weeks after the Budget was
tabled, the Minister of Defence had a whirlwind
week of announcements that totalled CAD 17 bil-
lion in spending on capital military equipment, in-
cluding trucks, ships, helicopters, and tactical and
strategic airlifts.

The Conservative promise is for at least CAD
5.325 billion more in the defence budget over the
next five years. This comes on top of the previous
government’s allocation of CAD 7 billion over five
years to the Department of National Defence in the
2005 budget, which described its expansion as the
“largestincrease ... in 20 years” (DoFC, 2005, p. 22).
That CAD 7 billion in budgetary funding “will support
CAD 12.8 hillion in additional expenditures by the
Forces in that period” (DoFC, 2005, p. 221).

Budgetary figures that look modest today will
grow quickly over time. The CAD 17 billion in new
capital spending appear as quite small amounts in
budgetary terms in 2006-2007 and 2007-2008. That
is because expenditures for capital are amortized over
the lifetime of the equipment, so they look very small
in annual budgets.

Such logic has not held sway in the search for
financing urgent community infrastructure needs
such as upgrading hospitals, repairing schools, build-
ing affordable housing or creating child care spaces.
It took three rounds of highly publicized federal-pro-
vincial negotiations over more than five years to come
up with CAD 3 billion for desperately needed invest-
ments in medical equipment, despite a concern
across the country that Canadians are getting sick or
dying because underinvestment in capital needs has
led to delays in diagnostic tests.

The CAD 17 billion currently allocated for the
military’s capital needs vastly eclipses these other
demands, but CAD 17 billion is just the beginning.
A recent Senate report states that capital require-
ments for big-ticket equipment items over the next
20 years range between CAD 58 and CAD 81 billion
—almost equivalent to the rest of the nation’s needs
(Standing Committee on National Security and De-
fence, 2006, p. 47).

The 2006 budget plans to add 23,000 soldiers
to Canada’s current complement of forces, which
stands at about 62,000 regulars and 26,000 reserv-
ists (DoFC, 20064a, p. 135). The goal of 75,000 regu-
lar forces may also be only a first step. Senator Colin
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Kenny (2006), chair of the Senate Committee that
has been studying military needs since 2003 states
the need is in the order of 90,000 regular soldiers
(with a commensurately larger reserve army).

It should be noted that, despite more than a dec-
ade of hand-wringing about the crisis in health care,
this budget did not fund even one more doctor or
nurse for the health sector.

The planned growth in the size of the military is
staggering compared to everything else the federal
government does. No other federal budget line has
seen this breathtaking rate of expansion — doubling
in a decade, and still growing. One expert has noted
this “will put Canadian military spending at a higher
level than any amount of spending in adjusted dol-
lars since the Second World War.”

The Canadian public has not been told why we
need to expand our military capacity by this scale.
Where are these troops going to be deployed? What
are we doing overseas? Why?

Growing inequality — poverty reduction falls
off the policy menu

Meanwhile, inequalities among Canadians are accel-
erating on a whole host of dimensions.

Differences based on where a person lives or
the size of their wallet increase with every passing
year in access to basic needs like child care, training
and education, affordable housing, clean water, pub-
lic transit, programs for youth, income supports when
jobs run out, recourse to the justice system, etc.

Those differences are accentuated for women.

For decades Canadian women have worked
hard to minimize their economic vulnerability.
There are now more female than male graduates
of post-secondary education. Women keep setting
records in labour force participation rates. More
women own their own homes and invest in their
own retirement savings plans than ever before.
Women are also having fewer children, more
women are having no children, and more women
of all ages are living on their own.®

Yet women still earn less than men, repre-
sent fewer positions of influence within business
and public institutions, and are still more eco-
nomically vulnerable.

The economic progress that Canadian
women have made has been on their own steam.
Over the past decade, public policy changes have
worked against women, despite the federal
government’s 1995 commitments to reduce pov-
erty and gender inequalities.”

(Continued on page 258)

5 Staples, S. Director of Security Programs, Polaris Institute,
Ottawa, Presentation to the Standing Committee on
National Security and Defence, 8 June 2006.

6 Documented by Statistics Canada in a number of publications.

7 Canada is signatory to a variety of UN international
agreements on poverty reduction and gender equality,
including the World Summit for Social Development (1995);
the Fourth World Conference on Women (1995); the
Millennium Development Goals (2000); and the International
Conference on Financing for Development (2002).



B CHILE

Progress towards parity

women.

Equipo de ACTIVA!

“Copper sky high, education rock bottom” was the
most representative slogan of Chile’s largest social
protest movement since the return to democracy in
1990 after 17 years of military dictatorship. Between
April and June 2006 there was a countrywide mo-
bilization of some 600,000 secondary students de-
manding government action to improve the quality
of education.

The slogan clearly alludes to the extra USD 11
billion that the State will collect this year due to an
increase in the price of copper, the country’s main
export product. “The March of the Penguins” (a
name arising from the students’ blue and white uni-
forms) not only highlighted the poor quality of edu-
cation but also echoed the discontent felt by hun-
dreds of thousands of Chilean men and women with
an increasing awareness of the unequal opportuni-
ties generated by acute social inequity.

Disaffected children of democracy

The outbreak of student unrest came as an unexpected
shock to the Government. Particularly so because of
undoubted efforts made by the governing coalition in
education matters since they assumed power after the
dictatorship. In fact the education budget increased
from CLP 619.9 million (approx. USD 1.66 million) in
1990 to CLP 2.28 billion (USD 3.94 million) in 2005;
the Constitution was amended to extend from 8 to 12
the number of years of compulsory free schooling
provided by the State; at primary level full-day school-
ing is being introduced as a result of which more than
2 million pupils in 7,000 schools have access to better
infrastructure and more class-hours. Between 1990
and the present day the number of young people en-
rolled in higher education has risen from 245,000 to
over 600,000. In 1990, 72,000 of them were receiving
financial assistance towards their studies amounting
to a total of CLP 28 billion (approx. USD 75.03 mil-
lion) and by the end of 2005 160,000 were receiving
such assistance that then totalled over CLP 28 billion
(USD 48.35 million). The overall fiscal contribution to
higher education has risen from CLP 123 billion
(approx. USD 329.58 million) in 1990 to approximately
CLP 290 billion (USD 500.69 million) in 2005.

1 The report was prepared in consultation with members of
Coalicion Chile.
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Student mobilization for educational improvements has echoed a general discontent with social
inequity. Led by Chile’s first woman president, the new Government has announced measures to
improve the privately funded pension system, with a particular emphasis on achieving parity for
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Why then has student discontent arisen?
Largely because upon graduating from municipal
schools it is very unlikely that students will be able
to enter technical or higher education or acquire a
trade enabling them to get a qualified job. These
fourteen- to seventeen-year-olds are demanding that
the authorities make radical changes to the educa-
tion system, the inequalities of which are evident.
There are around three million secondary students
of which only 8.5% attend non-subsidized private
schools. In these schools there is an average
monthly investment of CLP 140,000 (USD 267) in
the education of each pupil. For the 91% of young
people attending municipal and subsidized private
schools this figure is only CLP 30,000 (USD 57).
The strength and persistence of the secondary stu-
dents’ movement and the echo and sympathy that
it has found in the rest of the population are there-
fore not surprising.

The other side of the coin: an avalanche
of dollars

The student mobilization interrupted a debate pro-
voked by a new situation unprecedented in the his-
tory of a country characterized by decades of in-
debtedness and balance of payments deficit. With
the price of copper close to USD 4 a pound, the
dominant debate in the public domain —and in me-
dia headlines — focused on how to manage, and
where to invest profitably, the avalanche of dollars
produced by a period of steadily rising copper
prices, instead of on discussing the best way of
easing and managing the public debt.

Chile is increasingly different from the rest of
the region’s countries in becoming for the first time
inits history a net creditor country, i.e. it is contrib-
uting to the financing of other economies’ deficits.

The country’s net consolidated public debt will
have a positive balance of 2.5% of Gross Domestic

TABLE 1

2000 2001 2002 2003 2004 2005
Growth rate 45 34 22 39 6.2 6.3
Internal demand (real annual variation as %) 6.0 24 24 49 8.1 1.4
National income (real annual variation as %) 44 24 2.8 39 8.6 9.1
National savings (% GDP) 20.6 20.6 20.7 20.7 23.0 23.6
Inflation (to December each year) 45 2.6 2.8 1.1 2.4 3.7
Unemployment rate (%) 9.2 9.1 8.9 8.5 8.8 8.0
Exports (USD millions) 19,210 18,272 | 18,180 21,664 32,215 40,574
Imports (USD millions) 17,091 16,428 15,794 17,979 23,020 30,394
Current account balance (USD millions) -897 -1,100 -580 -964 1,586 702

Source: Chilean Central Bank, National Statistics Institute.
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Product (GDP) this year, estimated by the Central Bank
to be between USD 2.5 billion and USD 3 billion. This
is due to the application of the structural fiscal surplus
rule that allows for a more expansive public expendi-
ture only in low phases of the economic cycle while
emphasizing fiscal saving in high phases.?

Pensioners expect change

One sector likely to gain from this fiscal boom are
the hundreds of thousands of senior citizens who
would benefit by the Social Security Reform prom-
ised by President Michelle Bachelet, of the Socialist
Party, for her presidential term, which began in 2006
and was reduced to only four years of government
by the most recent constitutional reform.

This reform is a high government priority be-
cause after 25 years there is now evidence that the
Pension Fund Administration (PFA) system — based
on individual capitalization capacity — will never by
itself provide pensions to all Chileans.? In fact, only
a fifth of PFA affiliates will receive pensions higher
than the minimum guaranteed by the State, equiva-
lent to some USD 85 per month, and more than
half of them will receive no pension, only the possi-
bility on retirement of withdrawing the limited funds
that have accumulated in their individual accounts.
In short, everything seems to indicate that the State
will have to subsidize the millions of women and
men who, based on the assumption that it would
ensure an adequate income for life during old age,
have since 1981 been paying part of their salaries
into a system created during the military regime and
administered by the private sector.

PFAs have become one of the most dynamic
sectors in Chile’s economy, yielding an annual re-
turn close to 25%.* In contrast with this thriving
reality there are problems with the overall pension
system of a seriousness that makes radical surgery
unavoidable. Less than 60% of the labour force is
contributing affiliates. Over 50% of the labour force
has incomes of less than USD 370 per month. Half
of the affiliates are wage-earners who pay contri-
butions for less than 4.2 months a year in the case
of menand 3.6 months a year in the case of women,
resulting in only small accumulated sums in their
accounts far less than the USD 26,415 required to
obtain a minimum pension. Around 90% of self-

2 The structural fiscal surplus regime, introduced in 2000, is
an anti-cyclic rule that determines fiscal expenditure levels
compatible with a 1% of GDP surplus if the economy
grows in accordance with its potential and the average
price of copper remains in line with 10 year estimates.

3 Decreed Law No. 3500, 1980, instigated an obligatory
pension regime based on individual capitalization, no fixed
benefits, private and competitive administration and the
free choice of affiliates. This regime replaced the old
system of shared funding that was based on generational
solidarity, state administration and fixed benefits.

4 According to estimates by Economist Marcel Claude, “PFA
administered funds amount to over 40 thousand million
pesos, which in 2004 represented 64 % of Chile’s GDP.
That is, out of every 100 pesos generated in the country
during that year, 64 were PFA managed”. Radio
Universidad de Chile. 22 March 2006.

TABLE 2

Participation, unemployment and pay: men and women between

20 and 60 years old (2002)

PRIMARY EDUCATION SECONDARY EDUCATION | MORE THAN SECONDARY

Income from work (CLP)

Men 141,065 210,268 467,007

Women 95,126 144,321 293,909
Possibility of being in work (%)

Men 716 84.5 88.6

Women 45.8 59.2 74.9
Participation Rate (%)

Men 91.2 95.4 94.4

Women 59.8 714 83.7
Unemployment Rate (%)

Men 14.9 1.4 6.6

Women 23.4 17.2 10.5

Source: PFA Superintendence

employed workers do not pay contributions; 78.2%
of senior citizens and 90% of over-seventies receive
pensions but only 4.3% of them are PFA financed
from funds accumulated in individual accounts of
which a significant part are provided by the State.

Gender disadvantage

The situation of pensioners in general is not encour-
aging and even less so in the case of women. The
figures are explicit. The overall average contribu-
tion “density” is low at 52.1%, i.e. approximately
21 years of contribution in a 40-year working life.
For women, the situation is even more precarious
with an average contribution density of 43.4% as
compared with 59.6% for men.

A government that has made gender parity one
of its key priorities cannot overlook the discrimina-
tion against women and the disadvantage inherent
in the pension system. This is due, among other
reasons, to the increasing relationship between self-
generated pension income and income received
during the working life of an individual. Here it is
evident that women suffer in three ways: because
of the characteristics of their integration and per-
manence in the work market which are affected by
child rearing, through gender related lower pay and
as a result of high rates of female unemployment.

In the state pension system neither gender nor
marital status affects the size of a pension which is
determined solely on the basis of the wage at re-
tirement and the number of payments made. How-
ever this is not so in the PFA system where women
are required to make larger contributions than men
because they tend to live longer. In addition a mar-
ried man has to pay more than a single man to cover
the probable longer life of his wife.®

5 Bernstein S. and Tokman, A. (2005). Brechas de ingreso
entre géneros: perpetuadas o exacerbadas en la vejez?
Working Papers Series N° 8. Pension Fund Administration
Superintendence. Santiago, Chile.
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Commitment to equity

The present administration’s commitment to pen-
sioners was demonstrated recently with the pub-
lication of proposals generated by the Social Se-
curity Reform Commission, a body of experts
drawn from across the entire political spectrum
and charged with making recommendations on
this subject. The Commission’s nine main propos-
als included the creation of a solidarity pillar with
the aim of ensuring a basic universal pension of
USD 142, suggestions for encouraging contribu-
tion payments by self-employed and young work-
ers, tenders for portfolios of affiliates that have
just entered the work market and the subsidizing
of monthly contribution payments made by low
income workers. Two of their proposals received
immediate but differing responses from the Chil-
ean President. On the one hand a categorical re-
jection of the proposal that the retirement age for
women be made the same as for men at 65. On
the other hand a positive reception for the recom-
mendation to subsidize the pension payments of
60% of the poorest women in the population by
providing one year’s contribution per live birth. For
feminist groups this is a clear indication that Chile
is approaching the old aspiration of ‘a pension for
the housewife’. m
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A resource allocation that will not meet the MDGs

Corporacion Regidn
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More than a decade after the World Summit for Social
Development (1995) and the international commitment
to “the goal of eradicating poverty in the world, through
decisive national actions and international coopera-
tion, as an ethical, social, political and economic im-
perative of humankind”, the situation of the poor in
the world is not encouraging and Colombia is no ex-
ception to this. In 2005, 66% of the population were
inastate of poverty,' of which more than 18% were in
extreme poverty (Garay, 2002, XXIV).

The Government has a strategy for poverty and
inequality reduction? with the goal of reducing the
incidence of poverty to 41.1% by 2010 through “so-
cial expenditure compatible with fiscal balance, high
and sustained growth that is not over-sensitive to
the economic cycle, greater access to basic and
higher education, a dynamic work market and a ru-
ral development strategy”. This programme is am-
bitious in its goals but insufficient if the reality of
the country is compared to the Millennium Devel-
opment Goals (MDG).

More expenditure but less coverage
or less quality
Tax income represented 10.7% of the Gross Do-

by the armed conflict is very limited.
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Increased social expenditure has not been accompanied by an improvement in coverage or service
quality. The Colombia Plan, partly funded by the USA and international cooperation, allocates 74%
of its resources to military build-up and only 26% for social purposes. Assistance for people displaced
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item is an important element of the “Towards a
Community State” Plan and is allocated resources
equivalent to a 4.9% of GDP, mainly destined for
the army and the police. The main item of social
expenditure is the General Participation System,
which in 2005 represented 5.6% of GDP, compris-
ing 58.5% for education, 24.5% for health and 17%
for general purposes.

The planned social objectives have not been
met partly because of the privatisation of basic ser-
vices and the fact that increased investment (in
terms of a percentage of GDP) has been over-
whelmed by growing social demand.

The Colombia Plan

After more than three years of implementation the
Colombia Plan, mostly funded by Colombian public
resources and assistance from the USA, has focused
on the military sector, leaving social investment
projects in the background. With 74% allocated to
military (60%) and police (14%) build-up, only 26%
is channelled to social investment. Currently the
Colombia Plan is associated with the armed con-
flict, the war budget, illegal cultivation substitution
and the strengthening of military structure and the
Defence Ministry. Of the Plan’s total cost, 61% is
financed with national debt (internal 22% and

mestic Product (GDP) in 1990 and 13.6% in 2003,  TABLE 1

??2615 pl:!lio; lin ;ggg E% C0P23006?1)7 bEiIIion (g.liSD 2002 2003 2004 2005
.26 million) in Ssa, . Expenditure

has also increased: in 1990 it represented 9.6% of IOPERATIONS 16 152 16.9 171
GDP and in 2003, 20.9% of GDP. Personnel 36 o S 62
Economic growth has been cyclic and un- | General Expenditure 1.1 11 1.1 1.1
stable (Sarmiento, 2006). Without solving struc- | Transfers 11 10.5 122 125
tural problems, social expenditure has partly com- Commercial operations 0.2 0.3 0.2 0.3
pensated for a development model that has gen- 1I.DEBT SERVICING 1.2 11.9 10.1 10.9
erated exclusion and polarisation. However this External Debt 46 5.8 33 45
trend of increasing social expenditure has not pro- Amortizations 28 3.4 16 3.0
duced a proportional growth in the coverage, qual- Interest 19 24 17 16
ity and relevance of social services (Garay and Internal Debt 65 6.1 6.8 6.4
Rodriguez, 2005, p. 22). The justice and defence A 40 34 38 33
Interest 2.6 3.0 3.0 3.0
1 Comptroller General of the Republic and Development 1I. INVESTMENT 45 3.8 49 49

Source: National Public Budget General Department (Sarmiento, 2006).

2 See <www.dnp.gov.co/paginas_detalle.aspx?idp=623>.
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external 39%), 35% with assistance from the USA
and 4% with international cooperation (Comptrol-
ler General of the Republic, 2002).

Investment in economic, social
and cultural rights

Health

According to the Ombudsperson (Defensoria del
Pueblo, 2003), in order to guarantee health rights
four guiding principles have to be observed: avail-
ability, accessibility, acceptability and quality, for
which the State has specific obligations. This is
about the right to a healthy life in a broad sense,
which implies a guarantee of minimum essential
levels of access to services and medicines, nutri-
tive food, a basic domestic sewerage and drinking
water service, appropriate work conditions, public
health programmes and a healthy environment.

The legal framework establishes two objectives,
service efficiency and universal coverage of an ad-
equate quality. To achieve them two strategies were
proposed: an endeavour to make health insurance
coverage universal and the introduction of regulated
competition to guarantee efficiency in the General Sys-
tem of Health Social Security. The latter however
utilised the application of macroeconomic principles
that ended up turning the health sector into a market.

In 2003, ten years after the System began oper-
ating, health insurance coverage reached 62%. Total
affiliation increased by 33.5% between 1993 and1997
and by only 4.6% between 1997 and 2003, which re-
flected the limitations of the system for achieving uni-
versal coverage. (Garay and Rodriguez, 2005, p. 119).

Health rights are not guaranteed by affiliation
to the system. Administrative obstacles result in a
systematic denial of service provision by Health
Service Provider Companies and Health Risk Ad-
ministrators, both of which work with a profit ratio-
nale rather than with social service provision crite-
ria® (Defensoria del Pueblo, 2004).

Education

Fulfilling the education provision obligations estab-
lished by international human rights doctrine and
jurisprudence involves guaranteeing the right to
availability, access, permanence and quality.
Between 2003 and 2006 General Participation
System funds for education grew by 15.2% from
COP 364.6 million (USD 143,600) to COP 420.1
million (USD 165,460).* However the quality policy
has turned into one of using measurements to evalu-
ate students and teachers reducing the concept of
education quality to the mere attainment of certain
standards. Also, the rapid rise in the cost of ma-
triculation in recent years induced the sacrificing of

3 Between 1999 and 2003, the Constitutional Court received
almost 145,000 writs of injunction, 25% of them invoking
the right to health, with an average of 7.8 tutelage actions
per 10,000 inhabitants during that period. 71% of them were
based on medical attention rights violations.

4 National Education Ministry. Planning and Finance
Consultation Department. Executive summary. March 2006.

quality for coverage and prompted the creation of
finance schemes for primary, secondary and higher
education so that the population could have access
to education, which according to the Constitution
should be free.

Indicators show that advances are difficult and
slow and “when they do occur, they demonstrate
how precarious the right to education is due to both
the significant ongoing shortfalls and the disillusion-
ment that is engendered... It could be said that the
denial of expectations is a regressive factor because
it separates people more and more from the effec-
tive exercise of their full right to a quality educa-
tion” (Pinilla, 2006, p. 18). An education that is com-
prehensive but lacks quality contributes to increas-
ing the divide between social groups and produc-
ing social exclusion.

State contributions to education continue to be
allocated almost exclusively to covering teachers’
pay. Investment in quality has for the most part been
completely ignored and the allocation of resources
is decreasing.

Secure food supply

The objectives set in the 2002-2006 Development
Plan for the agricultural sector had a regional fo-
cus, especially on rural conflict zones and produc-
tive zones where security is deteriorating. However,
the implementation of policies that guarantee land
rights has been increasingly difficult since the merg-
ing in 2003 of four bodies to form the Colombian
Institute for Rural Development, which has resulted
in greater hindrances to rural economic develop-
ment and to production in small family agricultural
units (Garay and Rodriguez, 2005, p. 260). Added
to this, are the strong interests that parties to the
armed conflict have in land. Also, according to the
Ministry of Agriculture, in 2003 the resources bud-
geted for the sector were 29.9% less than in 2002.

According to Economist Luis Jorge Garay, agri-
cultural sector public policies were designed to al-
low the market to be the distributor of resources and
as a result less and less resources were provided
from the national budget. Policies that were adopted
focused on productivity and prices through the use
of subsidies and on protection for the interests of a
small minority, without solving structural problems
that affect the entire rural population (Salgado, 2004).

There is no public policy that guarantees the
right to food. In Colombia poverty is the direct cause
of the hunger of millions of people who, without a
minimum and regular income, cannot have access
to basic food requirements. There are 2.318 million
children aged 5 to 17 who will be working in the
streets in 2006.°

Displaced population

Among the most perverse consequences of the armed
conflict is forced displacement, which has made Co-
lombia one of the countries with the greatest inci-

5 El Colombiano. “Ya son 2.000.000 de nifios los que
trabajan en el pais” (There are already two million children
working in the country). 12 June 2006, p. 1A, 3A and 11A.

195

dence of this phenomenon. More than three million
people, 7% of the national population, have been vic-
tims of forced internal migration (CODHES, 2006).

The Comptroller General of the Republic (2005)
estimates that COP 4 billion (USD 1.58 million) is
needed to meet the displaced population’s needs.
This sum is almost nine times the amount allocated
for this purpose between 2000 and 2003. The gov-
ernment has only been able to provide assistance
for 31% (360,830 people) of the total number of
victims of forced displacement, who on average
receive only 42% of the resources that they need.

Although the displaced population budget al-
location increased significantly in 2004 due to a
decision of the Constitutional Court, resources con-
tinue to be directed principally to the democratic
security policy and specifically to the demobilisation
and reinsertion of members of armed groups oper-
ating outside the law. Between 2000 and 2003 each
demobilised member of these groups received COP
19.5 million (USD 7,680), while an entire displaced
family received only COP 5.5 million (USD 2,167).

Displacement deprives people of their means
of survival and it is extremely difficult for them to
re-establish these in the place where they arrive.
Being displaced from their lands and having great
difficulty in gaining access to work opportunities,
health services, education, recreation and property,
they become a highly vulnerable population that can
easily fall into poverty or destitution. m
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B COSTA RICA

Improved articulation between social programmes needed

Programa de Participacion Ciudadana
CEP - Alforja

Red Costarricense de Control Ciudadano
Carlos Pentzke

Mario Céspedes

During 2006 the focus of debate and social mobili-
zation will be on the proposed Free Trade Agree-
ment (FTA) between Costa Rica, the USA and the
Dominican Republic. The action will take place in
several arenas: the Legislative Assembly, where
negotiations between political parties will result in
the approval or rejection of the agreement, the
Chamber of Commerce, civil society organisations
and the streets, where the social movement holds
sway. The situation is becoming potentially conflic-
tive because the government of Oscar Arias, which
took office in May, has failed to promote bridge
building with the various stakeholders, resulting in
a radicalisation of positions.

Social indicators: advances and sethacks

The prospects for a universal improvement in the
quality of life have deteriorated. This can be seenin
an increased incidence of poverty, reduced income
from employment at all levels and reduced State
provided social security payments made to house-
holds through various programmes and services.
The poorest and most vulnerable social sectors are
the hardest hit.

Life expectancy, child mortality and educational
coverage have shown a predictable improvement
in view of the ongoing increases in public expendi-
ture. In 2004, child mortality was 9.25 per 1,000
live births, the lowest rate in the history of the coun-
try. Secondary education coverage expanded with
a greater attendance at schools and other post-pri-
mary education facilities, but at the same time drop-
out rates increased.

However, indexes for income generation, pov-
erty, employment and pensions, which indicate op-
portunity distribution through the population, show
clearly negative trends.

Measured in terms of income, poverty has in-
creased from 18.5% to 21.7%. This represents ap-
proximately a million people and 38,000 poor house-
holds. Measured in terms of unfulfilled basic needs,
poverty affects 36% of households and one in ev-
ery three Costa Ricans. The situation is worst in the
metropolitan central region and in the south.

Basic Capabilities Index (BCI)
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Some social indicators show an improvement but poverty has increased and salaries have decreased.
Not all of the finance destined for the Social Development Fund actually goes into it and poor
articulation between different assistance programmes impedes efficient management.

Gender Equity Index (GEI)
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Economic activity

The average per capita income in households
fell by 6% and real minimum salaries decreased.

In 2005 the economy grew by 4.2% and 13,000
jobs were created. In 2004 the unemployment rate for
women was 8.5% and for men 5.4%. Young people
aged 16 to 20 experience particular difficulties, with
an unemployment rate for that group of 17.2%.

Some 45% of the economically active popula-
tion contribute to the pension system. Reforms were
adopted in the system for invalidity, old age and
survivor benefit of the Costa Rica Social Security
Fund, which has the problem of a wide coverage
(close to 87%) and a limited contributor base.

After a period of rapid advance in the
acknowledgement of women’s rights and other gen-
der issues, some fundamental changes still have to
be addressed. In general, women’s employment situ-
ation is more precarious than men’s and this is par-
ticularly so for self-employed women. At the same
time, the number of women holding political office
has increased and women occupy 50.9% of seats
in the 2006-2010 Legislative Assembly.

Civil society keeps a wary eye on the FTA

Campaigning for the election, contested by the Na-
tional Liberation Party and the Civil Action Party, took
place in the context of polarised positions for and
against the FTA. If approved, this agreement will af-
fect the region’s economic, legislative and social ori-
entation, as well as levels of political governance. Of
the potential signatories Costa Rica is the only one
that has not yet finished its parliamentary discussion
process on the FTA. The main factor that has led to a
change in the timetable for approval is an increasing
social opposition to it, expressed by the articulation
of civil society organisations in processes of infor-
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mation dissemination together with the organisation
and mobilisation of communities across the coun-
try. Public Universities, the Ombudsman’s office, the
Costa Rica Electricity Institute Board of Directors and
the Catholic Church’s Social Ministry, among others,
have made public their objections to the FTA. In ad-
dition, the narrow margin of victory in the election
(the National Liberation Party won by a mere 18.000
votes) has denied the present Government team a
clear-cut mandate.

The Government’s goal is a country “open” to
foreign investment as a foundation for economic
growth in order to generate wealth that will be re-
distributed with compensatory mechanisms and
policies to the social sectors adversely affected by
commercial liberalisation. However, the poorest
provinces, the ones that practically delivered the
election victory to Arias, do not necessarily under-
stand the relation between FTA approval and the
capacity to sustain long-term social programmes.

Poverty elimination strategies

The plans for combating poverty implemented dur-
ing the last two decades have not significantly re-
duced it. The situation has been exacerbated by an
accelerated demographic growth. In the middle of
2005 an audit by the Comptroller General of the
Republic detected a series of deficiencies in the for-
mulation of the New Life Plan, implemented by the
administration of Abel Pacheco (2000-2006). Irregu-
larities dating from previous administrations were
identified in budgetary allocation and the implemen-
tation of assistance programmes. These irregulari-
ties require structural corrections to ensure the con-
tinuity of social programmes. Among other things,
the audit detected inconsistencies between the



poverty reduction plan and the National Development
Plan, economic policy weaknesses incompatible with
poverty reduction objectives and a lack of com-
munication between the Social Council and the Eco-
nomic Council on relevant issues. As a consequence,
poverty elimination measures are haphazard and
have little impact. Also, institutional efforts to imple-
ment programmes take place in a strategic frame-
work that focuses on providing assistance to poor
families. This generates dependence on assistance.
Defects were also found that resulted in the exclu-
sion of some of the communities that registered
highest on the poverty index.

Family Allocation Fund: weakened
mechanism

The finance for the Social Development and Family
Allocation Fund (FODESAF) comes from a 5% com-
pany payroll tax and 20% of sales tax income. It fi-
nances several social programmes implemented
through state institutions. Due to the nature of its
funding structure, the Fund’s actual resources vary
according to the rhythm of the economic cycle, which
reduces its response capacity during periods of public
expenditure contraction. Although its legal status is
maintained its weaknesses are increasingly evident.
The financial resources actually received by the Fund
and by social sector institutions are much less than
the allocation authorised by the Finance Ministry and
some institutions are not able to apply all of the re-
sources allocated to them by the end of the year. The
Fund registered a surplus of CRC 5.7 billion (USD 11
million) in 2003 and of more than CRC 2 billion (USD
3.9 million) in 2004.

According to the latest State of the Nation Re-
port (2005) the real value of resources provided to
the FODESAF by the Finance Ministry diminished
by 23% between 2000 and 2004. Also, according
to Marcela Roman, one of the Report’s expert au-
thors, the stipulation that 20% of sales tax income
be allocated to the FODESAF has not been complied
with since the late 1980s.

As shown in the State of the Nation report the
Comptroller General of the Republic revealed that in
2004 institutions implementing social programmes
registered a surplus of CRC 17.5 billion (USD 34
million) in spite of the fact that in real terms their
allocation had decreased. This surplus was almost
equivalent to the sum allocated to them in the Na-
tional Budget. A partial explanation for this is that the
Finance Ministry tends to transfer resources to the
institutions in the last month of the year, which pre-
vents the implementation of activities planned for that
year. In addition Budget Law provisions prevent in-
stitutions from making use of these funds during the
following year. It is not clear whether by this device
the Finance Ministry seeks to reduce public expendi-
ture through non-implementation or, even worse, if
it is obeying a hidden strategy to reduce state capac-
ity for exercising social policy.

Social Watch activities

The Costa Rica Social Watch Network organised
activities within the framework of the Global Call to

TABLE 1

Transfers to the FODESAF from Sales Tax (S/T) - 2000-2005

(IN MILLION CRC, WITH CRC 510 = USD 1)
AUTHORIZED AUTHORISED ACTUAL ACTUAL ESTIMATED
TRANSFER TO TRANSFER AS A | TRANSFER TRANSFER AS A | TOTAL INCOME
FODESAF IN THE | PERCENTAGE OF PERCENTAGE OF | FROM S/T
NATIONAL BUDGET | TOTAL INCOME TOTAL INCOME
FROM S/T FROM S/T FROM S/T
2000 42,300 12.07 18,198 519 350,250
2001 48,739 12.18 12,500 3.12 400,100
2002 51,944 15.53 24,183 7.23 334,475
2003 19,687 4.73 10,845 2.60 415,850
2004 20,938 4.00 2,000* 0.43** 456,340
2005 25,000*** 4.83 517,000
* Sum actually transferred up to 31 October 2004
** Percentage corresponding to the sum actually transferred up to 31 October 2004
*** Sum approved in the first legislative debate on the National Budget Project for 2005, in November 2004. However the Budget
project formulated by the Executive proposed an allocation to FODESAF of only CRC 10,498.8 million.

Source: DESAF.

Action against Poverty campaign including informa-
tion dissemination, training, the formulation of a
document critically analysing poverty in the coun-
try and a campaign in the mass media. In addition
activities linked to civil mobilisation against the FTA
were organised, since this agreement represents an
institutional framework that would reduce the State’s
capacity to design and implement social policies.

Injunction writ

In mid-2005 a delegation of representatives from
social organisations and FODESAF beneficiaries
sought an injunction writ in the Constitutional Court
demanding the immediate provision of due re-
sources to the Fund to ensure compliance with re-
quirements established in various articles of the
Constitution and to meet the basic needs of the
population, as well as measures against public of-
ficers for not having lodged the pertinent legal ac-
tions necessary to comply with juridical obligations
in relation to the Fund. It was also requested that
the Costa Rica Social Security Fund be provided with
its due funds. In May 2006, almost a year later, the
Constitutional Court delivered its ruling to the or-
ganisations of the Social Watch Network granting
the injunction writ and “warning the public officers
concerned not to repeat in future the omissions cited
in support of the injunction.” Under the ruling the
State was ordered to pay costs and damages.
Inaddition the Network’s report on poverty in the
country was presented to government authorities,
members of the Legislative Assembly, public institu-
tion officers, the media, international bodies and rep-
resentatives of social organisations. This report pro-
poses, among others, the following initiatives:

e The formulation of an equitable national em-
ployment policy that accommodates gender,
ethnic-cultural and regional differences and is
based on employment development criteria
rather than macroeconomic indexes.

e Theimplementation of a development strategy
based on the decentralisation of State functions
and public services through local government
strengthening and civil society participation.
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e The promotion of a rural development policy
that incorporates smallholdings, the develop-
ment of organic production technologies and
agro-industry and guarantees food security and
national self-sufficiency.

e The implementation of educational reform
through State policy that transcends political-elec-
toral cycles, guarantees access to free education
and encourages humanitarian values that will pro-
mote the development of a citizenry committed
to building a free, democratic and independent
society based on tolerance and solidarity.

e The re-direction of FODESAF resources to fami-
lies and persons excluded from the economi-
cally active population, in order to fulfil the con-
stitutional requirement for adequate wealth
sharing. The procurement of an immediate pro-
vision of finance legally due to the Fund and
the re-definition of its objectives along with the
articulation of its efforts with civil society or-
ganisations and institutions. =
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B ECUADOR

Oil exploitation versus citizens’ rights

Centro de Derechos Econdmicos y Sociales (CDES)

More money has been flowing into the treasury in
the last few years because Ecuador’s main source
of foreign currency is oil, and the price of oil has
been rising. This has meant increased funds for the
national budget, so the Government has no excuse
for not fulfilling its constitutional obligations to en-
sure that the economic, social and cultural rights of
the population are provided for. However, for more
than 20 years structural adjustment policies have
been in operation because of pressure from the in-
ternational financing organizations, and because
successive administrations have done a poor job of
managing the economy. Their policies have made
forincreased indebtedness. The argument was that
it would be easy to pay off these debts by inten-
sively exploiting the country’s oil and by raising
taxes, but citizens’ rights have been overlooked and
there has been no serious attempt to improve the
quality of life of the population as a whole.

These government policies, and structural
changes they have caused, have had a severe nega-
tive impact on people’s rights in Ecuador. Unemploy-
ment rates are high, emigration is on the rise, more
people are going hungry and fewer people have ac-
cess to good quality health and education services.
This dynamic is not conducive to fostering economic
growth or sustainable human development.

The national budget clearly shows what the
Government’s priorities are. The figures speak for
themselves. In 2003, spending on long term de-
fence assets went up by 196% while the amounts
spent on educational and hospital equipment went
down by 88% and 49% respectively. In 2004 the
main priorities were still foreign debt payments and
allocations to the telecommunications sector and
the military, and there was a series of regressive
measures in areas of vital importance like educa-
tion and housing.

The oil-hased budget

Governments over the last 10 years simply do not
seem to have been aware that the citizens have a
whole range of rights including decent work, ad-
equate food, housing, health, education and an un-
polluted environment, and that the programmes and
services to provide these depend on the
Government’s own economic and social policies,

indigenous communities.

Basic Capabilities Index (BCI)
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There is going to be more investment in health and education thanks to a new social reactivation
fund, but valuable resources have been lost due to difficulties in implementing the scheme, and
there are no long term programmes. The Government ought to provide the services that are a
constitutional right for the population, seek alternatives to over-dependence on oil, and take measures
to counter the negative impact that oil exploitation is having on the environment and on local and
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on the way these policies are implemented, and on
the amount of resources that are allocated to these
areas in the annual budget (CDES, 2006). Accord-
ing to the Ecuadorian Integrated System of Social
Indicators, in 2001 some 61.3% of the population
were living in poverty and their basic needs were
not being met. This is just one of the consequences
of an economic and social policy in which human
development is disregarded.

In 2006 the total national budget came to USD
6,254 million, an increase of 15.2% on the previous
year. Some 28.6% of this total came from the export
of oil and the sale of the by-products of this industry.
In 2006 social investment went up by 13.1% over
the previous year. This was a considerable increase,
but most of the allocation went on current costs,
mainly salaries, rather than on specific long-term
social policies. In the 2002-2003 period, Ecuador
ranked second to last out of 21 countries in the re-
gion in terms of social expenditure as a percentage
of GDP (5.7%). Only Trinidad and Tobago allocated a
lower proportion. In the same period social spend-
ing in neighbouring Peru doubled (to 8%), and in
Bolivia it nearly tripled (to 13.6%) (ECLAC, 2005).

Accumulated social debt

Successive governments have not honoured their
constitutional obligations to allocate a specific pro-
portion of State income to basic services for the
people. According to article 71 of the Political Con-
stitution, the Government should allocate at least
30% of current income to education and to eradi-
cating illiteracy, but the figures show that this is
simply not happening. When we consider current
income and budget provisions and compare these
with the allocation for education stipulated in the
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Constitution, it emerges that over a ten-year period
the State has built on an accumulated debt of USD
1,285.92 million that should have been allocated to
the education system but never was (Central Bank
of Ecuador, 2005).

The education budget in 2006 was USD 112
million higher than in 2005. Of this, USD 89 million
(79.4% of the increase) went on salaries in the sec-
tor. This shows that there is political will to improve
funding for education, but more of the available fi-
nance was eaten up in salaries than was invested in
long term policies and programmes. This makes it
clear just what the Government’s priorities are when
it comes to drawing up budgets and choosing where
to allocate extra funding.

It is the same story with the nation’s health
system. It is laid down in the Constitution that the
health budget should be increased every year by
the same percentage that general income increases,
but it is no surprise that this has not happened. If
we make the corresponding calculations it emerges
that the total extra amount that should have been
allocated to health between 1995 and 2004, that is
to say the money the State “owes” to the health
system, comes to USD 1,143 million (Central Bank
of Ecuador, 2005).

Another complicating factor is that for some
programmes the level of effective execution in a
particular year —which stands at an average of 60%
for the social sector — determines the amount allo-
cated in subsequent years. This means that in spite
of overall increases in social spending, there are
some programmes and sectors for which the allo-
cation is actually falling year by year.

Lastly, it is a sad fact that the gap between the
tax burden and social expenditure is among the



widest in the region. The ratio between the percent-
age of taxes and GDP is nearly double the ratio be-
tween the percentage of social investment and GDP.
Out of all the countries in the region perhaps Ven-
ezuela is in the best situation in this respect since
social expenditure there is higher than the percent-
age of taxes. But in countries like Argentina, Chile
and even Bolivia the gap is much narrower than in
Ecuador (ECLAC, 2005).

More funding for health and education

It has frequently been pointed out that Ecuador is
in a paradoxical situation. On the one hand oil prices
have soared to record levels in the last two years,
but on the other hand the country does not have
sustainable human development programmes, and
the profits from the oil business have not been spent
on improving living conditions for the population
as a whole.

In July 2005, in an attempt to tackle precisely
this problem, the Government set about reforming
the so-called Organic Law of Responsibility, Stabi-
lization and Fiscal Transparency, and this involved
changing the Fund for Stabilization, Social and Pro-
ductive Investment and Public Indebtedness Reduc-
tion (FEIREP) into a Special Account for Social Re-
activation (CEREPS). The aims of this reform were
to “improve the quality of public investment, pro-
tect human capital and bolster the economic reacti-
vation of the country”. The reform was a response
to the crisis in social institutions and programmes,
and it is designed to foster long-term social invest-
ment. In quantitative terms this change has had
positive results since, under the old system, only
10% of FEIREP funds were allocated to education
and health, while 20% was for stabilization and no
less than 70% went on buying back and servicing
the country’s debts.

Under the new system, CEREPS, there has been
a marked increase in the percentages invested in
education and health, a set percentage is allocated
to restoring damaged segments of the environment,
and the percentage that goes to foreign debt ser-
vicing has been cut by half.

In terms of fiscal policy the setting up of the
CEREPS has been important for the social sector,
and it is one of the positive changes that has taken
place in the last year. Nevertheless, certain difficul-
ties arose when the FEIREP was changed into the
CEREPS in 2005. Between August and December
of that year the CEREPS had USD 97 million avail-
able for education, USD 97 million for health, and
other funds for various other areas as laid down in
the new provisions. However, between 16 and 31
December 2005, USD 170 million (apart from re-
purchases of internal debt) was transferred out of
the account. This meant that only USD 48 million
was actually available for education and only USD
56 million for health, which amounts to only about
half of the funds originally allocated.

Itis clear that the resources were handed over
in a hurry at the end of the year. This made it im-
possible for government bodies to use these funds
in a programmed and planned way, and it was in-
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evitable that public funds received at the last minute
would be wasted. Balances that have not been used
when the fiscal year closes on 31 December must
by law be transferred automatically to the Savings
and Contingency Fund, whose function is to guar-
antee the flow of the oil income budgeted and sup-
port the tax system (0JO, 2006). In practice, how-
ever, all resources allocated to social investment are
lost if they are not paid out.

How far should the oil frontier go?

The CEREPS has certainly given cause for optimism,
but there will be surplus profits available for social
investment only if the current trend for rising oil
prices on international markets continues for the
next few years.

Atthe present time there are plans to extend the
geographical area of oil concessions and increase
the yield of the wells that are already in production,
and this poses a potential threat of enormous pro-
portions. Further exploitation of this natural resource
will put even more pressure on indigenous rural com-
munities in the Amazon region of the country to aban-
don the struggle to defend their rights to the land
that they live on. The oil frontier is advancing, and
this is putting the economic, social and cultural rights
of the communities in the area in jeopardy. The Gov-
ernment should take measures not only to save the
environment from destruction but also to safeguard
the human rights of these local people which have
been, and are now being, violated by the State and
by the transnational oil companies.

Increasing long-term social investment cannot
be a justification for pillaging natural resources or vio-
lating human rights. It would be very perverse indeed
to maintain that it is acceptable to destroy the environ-
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ment and the land and lives of one sector of the popu-
lation so that another sector of the population can en-
joy an improved quality of life.

Conclusions

In the latest budget, for the first time in the last six
years, social expenditure went up less than total
expenditure, which shows that it is still a low prior-
ity area. Nevertheless, the creation of the CEREPS
has been a step in the right direction, and the sec-
tors that have benefited most are health and educa-
tion. It seems that, in the future, oil profits will be
better used to foster human development.

However, it is not enough to rationalize public
expenditure and increase investment in the social
sector, itis also essential that social projects should
be planned with a long-term perspective and imple-
mented efficiently. This is complicated by the fact
that the funds allocated to social investment are still
insufficient not only to improve the living conditions
of the most vulnerable sectors of the population but
also to meet the State’s domestic and international
obligations in the sphere of economic, social and
cultural rights and protecting the environment.

Unfortunately, in practice, the formulation of
social policies is quite separate from the formula-
tion of economic policies, and this makes for ineffi-
ciency in public spending and insufficient funding
for social investment, which affects the poorest and
most vulnerable population groups in the country.
These resources are not allocated in line with state
policies aimed at promoting the well being of the
whole population. Ecuador urgently needs to change
track to ensure that budget resources are distrib-
uted more equitably and to generate public policies
that are geared to bringing about a real improve-
ment in people’s quality of life.

The big challenge for the country’s finances in the
years ahead is to find alternatives to dependence on oil.
This challenge also involves not only implementing poli-
cies that reduce as much as possible, in the short and
middle term, the negative impact that the oil industry is
having on the lives of people and communities, but also
preserving the country’s environment and keeping it
clean and healthy for everyone.
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B EL SALVADOR

In need of increased long-term social spending

Social Watch El Salvador
Jeannette Alvarado

Rudy Romero

Mario Paniagua '

Large increases in the prices of electricity and pub-
lic transportation, the constant increase of basic liv-
ing costs, rates of violence among the highest in
Latin America, with an average of 12 homicides per
day, and the weakness of democratic institutions,
all contribute to a country in critical condition at the
political, economic and social levels.

With more than a third of the population living
in poverty, nearly three million emigrants, high rates
of underemployment and unemployment (more than
40% combined) and lagging behind in regional eco-
nomic growth, El Salvador needs to change its public
policies in favour of greater social investment and
an equitable distribution of wealth. In the last years
there was neither economic growth nor implemen-
tation of measures —such as job creation or signifi-
cantly increased social investment — directed at re-
ducing poverty; however, there was a constant in-
crease in basic living costs.

In 2004, the incidence of poverty ascended to
36.4% of the population, absolute poverty to 12.6%
and relative poverty to 22%, with the greatest con-
centration in rural zones (43.7%). Nevertheless,
these figures contrast with the 2003 EI Salvador
Human Development Report, produced by the UN
Development Programme (UNDP), which states a
poverty level of 42.9%.

After one year in existence, “Solidarity Net”,
the Government’s programme for the alleviation of
poverty, has made no real impact and has been criti-
cized as the monthly allowance of USD 15-20 per
family in extreme poverty implies a total daily
amount of USD 0.1 per person. Furthermore, it did
not reach all the population set as its goal, and it
spent much on publicity costs.

Aid from remittances

President Elias Antonio Saca stated to the UN that
the proportion of people in extreme poverty was
reduced by 18 percentage points between 1991

1 Members of the organizations that compose Social Watch
El Salvador (APSAL, CIDEP, Human Rights Consortium,
FUMA) would like to thank Carolina Constanza, Armando
Pérez, Claudia Hernandez, Jorge Murcia and others for
their support.

term public spending.
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and 2004, from 33% to 15%. The UNDP has ques-
tioned the official method of determining poverty
and has signalled that government statistics do not
take into account poor people who are “expelled
from the country” and sustain the national
economy with their remittances.

The remittances, which in 2005 surpassed USD
2.83 billion, allow many families to satisfy their ba-
sic needs. The Economic Commission for Latin
America and the Caribbean (ECLAC) and the UNDP
have indicated that remittances alleviate poverty by
between 7% and 8%. Figures from the Central
American University (UCA) establish that each year
some 145,000 people emigrate, with a total of 2.8
million Salvadorans living abroad, a figure equiva-
lent to one fourth of the population.

Low public expenditure for health

The public expenditure for health continues to be
one of the lowest in Central America, representing
3.3% of Gross Domestic Product (GDP), while pri-
vate expenditure (direct investment from the popu-
lation) constitutes 4.9% of GDP. The health system
is inequitable, regressive, unsustainable and inac-
cessible to the poorer sectors.

Alarge part of the funds assigned to health are
allocated to salaries (more than 70%, on average)
and the rest are distributed for medication, medical
supplies and other costs.

Suspension of “voluntary” fees

In 2006 the Minister of Health acknowledged that
the public health system has survived thanks to
great amounts of funding from the charging of
“voluntary” fees actually imposed on patients, who
generally cannot afford this service cost and who
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pay it to the detriment of other basic needs. The
total amount of these funds is calculated at USD
18.2 million.

A complaint lodged with the Consumer Pro-
tection Authority by civil society organizations re-
vealed the compulsoriness of the so-called “volun-
tary fee”, leading the President of the Republic to
order the suspension of this charge.

Lack of funds

Nevertheless, there are no mechanisms for supply-
ing these funds to the Ministry of Public Health and
Social Security, which has admitted having a deficit
of approximately USD 5 to 7 million, in view of which
it could request a budgetary supplement for the
2006 fiscal exercises and the 2007 general budget.

In spite of this deficit, in 2005 this Ministry
was one of the State portfolios that had a budget
surplus. Under the heading of infrastructure the
Ministry used only USD 11 million of the USD 31.3
million available.

In relation to the fulfilment of the Millennium
Development Goals (MDGs), there have been no
concrete actions in the assignment of resources that
indicate a willingness to attend to these require-
ments, no mechanisms that permit a social moni-
toring of all its phases (planning, budgeting, execu-
tion, evaluation).

The infant mortality rate has been reduced, but
not the maternal mortality rate, nor have there been
improvements in aid during childbirth, for HIV/AIDS
and tuberculosis, or vaccination against measles.
The World Bank proposes a minimal package of
health and nutrition services that demands an addi-
tional 0.2% to 3% of GDP.



Education: insufficient resources
to achieve MDGs

In recent years, the Ministry of Education (MINED)
has made efforts to improve the coverage and qual-
ity of the national system, among these the creation
of a Presidential Commission and a long-term Na-
tional Education Plan known as “Plan 2021.” This
plan integrates the international requirements of
Education for All (EFA) and the MDGs.

Nevertheless, the assigned financing
is insufficient.

The percentage of GDP dedicated to education
(3.14%) is half of that recommended by UNESCO
(6%) and is below the Latin American average
(4.5%). Achievement of the MDGs would require
an additional investment of 1.8% of GDP in the next
10 years. The resources exist, but greater tax rev-
enue and private investment are needed, as well as
increased bilateral and multilateral cooperation.
“Plan 2021” intends to arrive at 6.29% of GDP, a
goal compliant with the MDGs, but which lacks ad-
equate backing under the current administration.

Of the entire school-aged population, 12% do
not attend classes. In 2004 the average level of edu-
cation was at 5.6 grades; 6.9 grades in urban areas
and 3.7 in rural areas. In rural areas, 27.1% of
women are illiterate, and at the national level 17.7%
are, in contrast with 13% of the men.

The index of gender parity was 0.95 in primary
and secondary education, with a slight advantage
for the male pupils. Gender equity in education is a
significant challenge, considering the loss of 4 and
7 percentage points at, respectively, the national and
rural levels, in relation to 1991.

Other indicators like enrolment in primary
school, progress to 5th grade and illiteracy reveal
advances, greater in rural areas.

Public expenditure in education passed from
1.7% of GDP in 1990 to 3.4% in 2001. In 2002 and
2003 it underwent a decrease of 3.3% and 3.2% of
GDP respectively, down to 2.88% in 2004; then in-
creased again to 3.1% in 2005 and 3.14% in 2006.
In 2006, the general budget for education is USD
510 million, and although it grew by USD 6 million
with respect to 2005, it is still USD 47 million be-
low the budget recommended by Plan 2021 and
represents only 17.29% of public expenditure.

Fluctuations in recent years (after the Millen-
nium Summit) reflect the lack of a consistent policy
of increasing resources to achieve the MDGs. Even
so, the global enrolment rate increased from 1.2
million students in 1992 to 1.7 million in 2003. Of
these enrolled students, two thirds are in rural ar-
eas, where poverty is concentrated.

Despite the elimination of “voluntary” fees in
2006 in the public schools and the assignment of a
school budget for each student, 85.2% of educa-
tional centres consider that budget insufficient and

TABLE 1

EL SALVADOR GROUP OF LOW TO INTERMEDIATE INCOME
| 1991 | 2002 | 2004 | CHANGE 1990 | 2002 | CHANGE

Net primary enrolment

National 78 88 88 10 95 93 -2

Urban 87 91 90 3

Rural 71 84 87 16

Completion of fifth grade

National | s8 | 71| 5 | 17 | s | |

Youth literacy (15-24)

National 85 93 94 9 93 95 2

Urban 94 97 97 3

Rural 76 88 90 14

Ratio female/male pupils in primary and secondary education

National 99 95 -4 90 97 7

Urban 100 100 0

Rural 98 91 =7

Source: Report of the Advancement of the Achievement of the MDGs. Education as a key factor of development. MINED. 2005.

in 2006 40% of the total cost of the education of
each student will be supplied by his or her family.

In this sector the distribution of resources must
also be reformed. Between 72% and 75% of the
funds are consumed by preschool and basic levels,
between 12.4% and 10.4% go for administrative
costs and other costs, while investment in educa-
tional quality represents only 16% of total expenses
per student.

Greater social investment is feasible

Between 1996 and 2003, the funds intended for
social development increased from 4.7% to 7.3%
of GDP. In education they increased from 2.2% to
3.1%, but in health only from 1.4% to 1.5% of GDP.
The World Bank has expressed that more social in-
vestment is needed for the poor to benefit from eco-
nomic progress and that this investment is feasible.

In order to reach the MDGs, the World Bank
suggests that in the next ten years social expen-
ditures increase from 3.2% to 3.6% of GDP, which
demands a gradual increase of 4% in GDP by
2009. According to ECLAGC, in order to achieve
the MDGs high rates of growth are needed, but
that these would be lower if there were an im-
provement in income redistribution. For El Sal-
vador, without this improvement the necessary
rate would be 5.4%. The average annual growth
rate in the region is 2.8%.

These facts should be considered by the Gov-
ernment, which preferably should make its own
estimates and, based on these, take the necessary
and urgent measures to design a national budget
that allows the achievement of the MDGs.

All social sectors coincide in the need for an
increase in tax revenue and the GDP in order to ob-
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tain the resources that social investment requires.
The differences are founded in the manner in which
it is done. Social Watch, the Global Call to Action
against Poverty and other civil society organizations
consider a better distribution of the country’s wealth
necessary. Measures must be taken for a fully pro-
gressive fiscal reform, so that more taxes are paid
by those with higher incomes. It is also necessary
to increase the production of goods and services
(especially giving incentives for agricultural produc-
tion and new technologies) to strengthen the State
and make it more efficient, generate worthwhile jobs
and regulate economic activity, eradicate corrup-
tion, avoid tax evasion on the part of businesses
along with other bad practices and control public
indebtedness. Approximately 25% of the national
budget is directed toward the payment of debt.
Among these measures, the eradication of cor-
ruption is the most urgent. This only requires po-
litical will and is an action of good management and
transparency. After 17 years in the government, the
Nationalist Republican Alliance (ARENA) has been
involved in noted cases of corruption for amounts
in the millions, but those responsible are not in
prison. During 2004, due to income tax evasion the
State failed to receive a sum of USD 2.5 billion.
Clearly the resources can be made available. m



B GERMANY

No social progress in Germany, artificially inflated
development aid abroad

Social Watch Germany
Forum World Social Summit
Uwe Kerkow

For years, politicians aiming to consolidate govern-
ment revenue in Germany have relied on types of
taxation whose impact is felt mainly by people liv-
ing on low and medium incomes. According to sta-
tistics produced by the trade unions, over the last
25 years, the share of business and wealth tax has
fallen by around 10% and now constitutes just
17.7% of total tax revenue. (Eckelmann et al, 2006).

This socially inequitable policy is still being
pursued rigorously despite the fact that the incomes
of the dependent employed (waged or salaried work-
ers), as well as government hand-outs, when ad-
justed for inflation, have been shrinking for some
time. The last Social Watch Report notes: “In 2004
alone, national income rose by 3%. However, while
government hand-outs, wages and salaries stag-
nated, there has been a substantial rise (10.4%) in
income generated from business activity and capi-
tal assets.” This was not exceptional, as the report
also bears out: “In 2001, the German Trade Union
Confederation (DGB) calculated that workers’ pur-
chasing power had decreased by an annual aver-
age of 0.7% between 1991 and 2000. In total, there
has been a drop of 5.9% in purchasing power since
1991.” (Social Watch, 2005). And now, the trade
unions calculate that since 1998, “all the tax mea-
sures affecting the business sector” have cost the
State EUR 12 billion annually in lost revenue. They
reject the politicians’ claim that low tax revenue
means higher investment and therefore more jobs,
pointing out that between 2000 and 2004, gross
fixed capital formation fell by 11%, with the result
that the rate of investment now stands at a lamen-
table all-time low. (Eckelmann et al, 2006).

Business and wealth taxes fall

So far, however, these warnings have gone un-
heeded. As of 1 January 2007, the standard value
added tax (VAT) rate will rise by three percentage
points to 19%. This tax hike will have a dispropor-
tionate impact on low earners, pensioners on small
incomes, families and people on state benefits, who
have to spend almost all of their disposable income
on consumption. Higher earners and the wealthy

ODA spending has actually fallen in recent years.
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The tax burden has been increasingly shifting towards lower income sectors, despite a continued
decrease in real wages and social assistance payments. One result is the alarmingly high number of
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spend only part of their income on consumption
and invest the rest at good rates of interest, so a
rise in living costs has less of an impact on them.
There is concern that the social divide will widen
even further as a result of this VAT increase.
Moreover, despite the policy failures of recent
years, plans are afoot to introduce a further cut in
business taxes in 2008. For incorporated companies,
the overall tax burden will fall from 39 to 30%, while
corporate income tax will be cut from 25 to 16%.
Partnerships can also look forward to a lower tax
rate of 30% if the proprietors do not withdraw their
profits for private use.! In the first two years alone,
this tax cut is likely to cost the State between EUR 5
billion and EUR 10 billion. The proportion of the tax
burden borne by those in dependent employment
therefore seems set to increase further in future.

Social funding under pressure

The financing of the social systems has also come
under growing pressure in recent years. In Germany,
employees are compulsorily insured against social
risks such as illness, the need for long-term care
and unemployment, as well as for retirement. How-
ever, anyone earning a relatively high income or
belonging to specific occupational groups (self-
employed, freelancers and civil servants) can take
out private insurance against these risks, thereby
effectively opting out of the community’s system of
solidarity, which consequently loses these contri-
butions. The widening gaps in the funding of the
social insurance schemes are the result of
Germany’s high level of unemployment as well, since

1 Siiddeutsche Zeitung, 4 May 2006.
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the jobless also pay no contributions to them. And
finally, increased life expectancy will also play a role
in the future, because a larger number of pension-
ers will need to be provided for.

Yet instead of trying to increase the number of
contributors, politicians are funding the revenue
shortfalls from taxation.? And in an effort to limit this
expenditure, they are reducing the range of benefits
and services available. For example, patients are in-
creasingly being required to pay a contribution from
their own pockets towards the healthcare services
provided by their insurers. However, the most sig-
nificant issue for the under 45s is that in the future,
they will have to work until they are 67 instead of
retiring at 65. Anyone taking early retirement — for
example, on health grounds — will receive less money.

Working and non-working poor

Let’s look more closely at the current social situa-
tion in Germany: according to Diakonisches Werk,
the German Protestant Church’s organisation for
welfare and social work, at the end of 2005, more
than seven million people in Germany — including
some two million children and young people under
18 — were living on benefits at the level of social
assistance.® In December 2005, 4,955,770 people

2 This point is made by Professor Christoph Butterwegge in
a lecture based on his book Krise und Zukunft des
Sozialstaates. Available from: <www.labournet.de/
diskussion/arbeit/realpolitik/allg/butterwegge.html>. For a
shorter version of this lecture, see Social Watch Report
Germany 2005, p. 71ff.

3 Diakonisches Werk [online]. Available from:
<www.diakonie.de/nl/fiba/20060131-Statistik-BSHG-2004-
2005.pdf>.



were receiving Unemployment Benefit 1l and
1,779,859 people were claiming “social money”
(Sozialhilfe), the two forms of basic social assis-
tance. A further 500,000 or more people, including
around 250,000 asylum seekers, were receiving
other state benefits.

The second major group of the poor or people
living in relative poverty is found in the so-called
low-wage sector, where wages are sometimes even
lower than state benefits. As a result, large num-
bers of people in work are still reliant on state sup-
port. According to Employment Minister Franz
Miintefering, around 300,000 people are in this
position.* As for the rest of the working poor, they
cannot earn enough to achieve an income above
the relative poverty line. The United Services Union,
known as ver.di, estimates that almost seven mil-
lion people now work in the low-wage sector.> Con-
trary to popular belief, however, this group is not
under-skilled: according to ver.di, two-thirds of them
have vocational qualifications and only a quarter of
them are actually employed in unskilled occupations.
Women, yet again, are especially hard hit.

The poor die younger

In light of this situation, it is hardly surprising that
an alarming trend is emerging in the health sector
as well: studies show that Germany’s increasing
social inequality is also reflected in variations in life
expectancy.® The German Medical Association
(Bundesarztekammer) has stated that the life ex-
pectancy of people living in poverty is as much as
seven years lower.” This variation in mortality can
only be partly explained by inequalities in access to
health services. Personal pressures (work or fam-
ily-related) are more significant factors. However,
health-damaging behaviour (e.g. smoking, obesity)
has proved to be the most important factor of all,
and in Germany, this is particularly prevalent in the
lower strata of society, especially among people with
a poor level of education.

Development policy

Officially, the share of expenditure on official devel-
opment assistance (ODA) in Germany rose to 0.35%
of gross national income (GNI) last year, compared
with just 0.28% in 2004. In line with the European
Union’s phased plan, the EU member states are to
increase their ODA/GNI ratios to 0.51% by 2010 and

4 tagesschau.de [online]. Available from:
<www.tagesschau.de/aktuell/meldungen/
0,1185,01D5390026_REF1,00.html>.

5 Michael Schlecht, chief economist at ver.di, in the Internet
edition of Frankfurter Rundschau. Available from:
<www.fr-online.de/in_und_ausland/politik/meinung/
standpunkte_aus_der_zeitung/?em_cnt=886919>.

6 See, for example, the findings of a European Science
Foundation research programme on “Social Inequalities in
Health in Europe”. A German-language summary
(Siegrist) is available from:
<www.bundesaerztekammer.de/30/Aerztetag/108_DAET/
24Referate/Top04SiegristFolien.pdf>.

7 Bundesaerztekammer [online]. Available from:
<www.bundesaerztekammer.de/30/Aerztetag/108_DAET/
10Presse/200505051.html>.

to the internationally agreed target of 0.7% by 2015.
Germany’s Development Minister Heidemarie
Wieczorek-Zeul has pledged her support, saying:
“We are committed to this plan.” According to the
minister, the EUR 300 million increase in ODA fund-
ing this year shows that “the plan [will be] imple-
mented consistently.”® The Development Assistance
Committee (DAC) of the Organization for Economic
Cooperation and Development (OECD) also reports
that Germany’s ODA contributions have increased
from USD 7.534 billion in 2004 to a total of USD
9.915 billion in 2005 and states that in real terms,
Germany is the world’s fifth-largest aid donor.®

Inflated Aid

However, a closer look at the figures reveals a dif-
ferent picture: only part of this total is actually “new
money” for development cooperation. When cal-
culating its ODA/GNI ratio, Germany routinely in-
cludes various items of often substantial non-aid
expenditure, resulting in a higher ODA/GNI figure.
German NGOs therefore talk about “inflated aid”.
According to the OECD’s statistics, a total of USD
3.573 billion included in the calculation of
Germany’s ODA/GNI ratio was spent on debt can-
cellation alone, with the lion’s share going to just
two oil-producing countries, Nigeria and Iraq." If
this figure is removed from the calculation, we see
that Germany’s ODA spending has actually fallen
by 9.8% since 2004. Another item which has ac-
counted for an increasingly significant portion of
German ODA in recent years is the spending on
subsidized education for students from develop-
ing countries studying in Germany. According to
the OECD, Germany’s spending on this item
amounted to USD 774 million in 2004."

Little support for innovative funding for
development

As described above, Germany’s tax burden — which
of course also provides the funds for development
cooperation —is increasingly shifting onto average
earners. And yet so far, Germany’s pledge as a mem-
ber of the Lula Group'? to play an active role in in-
troducing innovative instruments for the financing
of poverty reduction and development has been fol-

8 Federal Ministry for Economic Cooperation and
Development. Press release no. 34/2006, 29 March 2006.
Available from: <www.bmz.de/de/presse/pm/
presse_200603291.html>.

9 Federal Ministry for Economic Cooperation and
Development. Press release no. 35/2006, 4 April 2006.
Available from: <www.bmz.de/de/presse/pm/
presse_20060404.html>.

10 <www.oecd.org/dataoecd/34/24/36418634.pdf>.

11 Organization for Economic Cooperation and Development,
Development Assistance Committee (2005). DAC Peer
Review Germany, p. 32. Available from: <www.oecd.org/
dataoecd/54/0/36058447.pdf>.

12 The Technical Group on Innovative Financing Mechanisms,
commonly referred to as the Lula Group, was founded by
Brazilian President Luiz Indcio “Lula” da Silva, French
President Jacques Chirac and Chilean President Ricardo
Lagos in January 2004 with the aim of identifying new
sources of financing to increase development aid.

203

lowed by nothing more than declarations of intent.
Responding to a parliamentary question from the
Left Party, the Federal Government indicated that it
currently has no plans to introduce a tax on securi-
ties or on foreign exchange transactions, nor does
it intend to join the International Finance Facility (IFF)
or, indeed, to levy separate charges on major cor-
porations as a means of financing development.™

Inits answer to this parliamentary question, the
Federal Government’s reaction to France’s decision
to introduce a levy on airline tickets is terse: “The
Federal Government has... followed the French de-
cision with great interest and is working in the inter-
national community’s Leading Group for innovative
financing for development.” And yet at the Paris Con-
ference on Innovative Financing Instruments this past
28 February, Minister Wieczorek-Zeul was still as-
serting that: “If we are to achieve the Millennium
Development Goals, we have no option but to intro-
duce innovative financing instruments... One pos-
sible initial concrete step could be the introduction
of adevelopment levy on air tickets. Such a levy could
be introduced in a short period of time.”** Since then,
other countries besides France, including Brazil, Chile,
Congo, Cote d’Ivoire, Cyprus, Jordan, Luxembourg,
Madagascar, Mauritius, Nicaragua, Norway and the
United Kingdom (with some restrictions)™ have de-
clared their willingness to levy this charge. The rev-
enue will be used to help fund malaria and HIV/AIDS
control programmes. =
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B GHANA

Growing dependence on inadequate foreign aid

the poor.

Third World Network-Africa (TWN Africa)
Network for Women’s Rights in Ghana (NETRIGHT)

The issue of how best to finance national development
as part of the larger global effort to address poverty
and promote social justice has attracted a great deal
of attention among both policy makers and develop-
ment practitioners. Since the adoption of the Monterrey
Consensus' in 2002, the debate has particularly fo-
cused on a number of options, including the need for
raising resources through fair trade, the cancellation
of poor countries’ foreign debts, and increased official
development assistance (ODA) for poverty reduction.

But there are limits to each of these policy al-
ternatives. While free and fair trade may give poor
countries the opportunity to export, there are con-
straints in domestic production that can only be
addressed over a long period. Externally imposed
conditionalities for accessing debt relief also weaken
policy ownership in poor countries and leave many
still financially constrained.?

The erratic and fragmented nature of foreign
aid not only makes development planning and man-
agement difficult but it also distorts the policy pri-
orities of countries like Ghana. The multiplicity of
donor-country assistance frameworks — such as the
Worlds Bank’s Poverty Reduction Strategy Papers
(PRSPs), the US’s African Growth and Opportuni-
ties Act, the Millennium Challenge Account, and the
United Kingdom’s Commission for Africa — creates
the conditions for poor countries eager for finan-
cial resources to produce “development plans” that
do not reflect their locally determined policy priori-
ties. Many such plans have tended to ignore the

1 The Monterrey Consensus was adopted by the heads of
State and Government on 22 March 2002 at the end of the
Conference on Financing for Development (FD) in
Monterrey, Mexico.

2 In December 2005 the Daily Graphic published that Ghana
was reported to have received total debt cancellation of
USD 381 million from the IMF, but with the relief spread
over 15 years, only about USD 37 million was scheduled to
be disbursed in 2006. Similarly, the same newspaper
informed that during the IMF’s Regional Roundtable on
Debt Relief in Zambia on 16 March 2006, only USD 70
million out of total debt relief of USD 4 billion from the G-8
was expected to be available in 2006. Ablordeppey, S.D.
(2005). “IMF Cancels $381m debt”. Daily Graphic, 23
December, p. 1; and Ablordeppey, S.D. (2006). “Ghana
Ready for Higher Aid Inflow - Finance Minister”. Daily
Graphic, 20 March, p. 1.
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While foreign aid has increased significantly in recent years, it has been erratic and has largely
fallen short of expectations. Nevertheless, dependence on this aid has been growing, as the domestic
share in development spending becomes ever smaller. At the same time, domestic resource
mobilization has largely focused on taxation, leading to a disproportionate burden on women and
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gender dimensions of poverty or have attempted to
pay lip service to addressing them after pressure
from women’s groups.®

The paradox of aid augmentation

Ghana has long been the darling of the international
development community for its record of two-decades-
plus of “reforms” and, more recently, “macroeconomic
stability.” But behind this fagade of success lies a record
of rising but disruptive and inadequate levels of for-
eign aid, contrasted by a declining trend in the do-
mestic share of development spending.

Table 1 provides an insightful outline of this
paradox. Disbursed foreign grants between 1999
and 2005 consistently fell below the forecasts in
every year except 2004, the year Ghana reached the
completion point of the Heavily Indebted Poor Coun-
tries (HIPC) initiative, when disbursements consti-
tuted 161.8% of the forecast. These shortfalls, how-
ever, occurred against a background of generally
rising levels of external grants. When adjusted for
inflation (using 1999 prices), these grants rose from
GHC 303 billion (USD 117 million) in 1999 to GHC
1,708 trillion (USD 186.7 billion) in 2005, a cumu-
lative increase of 464%.*

Overthe same period, the domestic share of capital
expenditures fell from 48% to 20%, having reached a
low of 12% in 2001, the year that the Ghanaian Gov-

3 The Network of Women in Ghana (NETRIGHT) has been
active in advocating for more commitment to gender
issues in poverty policies and has questioned the
conceptual basis of the Ghana Poverty Reduction Strategy
Papers (GPRSPs).

4 Unadjusted for inflation, grants rose from GHC 303 billion
to GHC 5.354 trillion. The data for this section of the
analysis was obtained from the relevant government
budget statements; inflation adjustment done by author.
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ernment declared its intention to seek HIPC debt relief.
That same year, the Government put a freeze on spend-
ing as part of a larger strategy to restore macroeco-
nomic stability, hence the steep fall. But the restoration
of macroeconomic stability has not been matched with
a corresponding rise in the domestic share of capital
expenditures. Significantly, this large fall in the domes-
tic share of capital spending corresponds to a down-
ward trend in tax-revenue growth over the period. Af-
ter jumping from 14.1% in 2000 to 23.5% in 2003,
inflation-adjusted growth in tax revenue fell to 15.5%
in 2004, and then further to 5.1% in 2005. (It is pro-
jected to grow in real terms by 5.7% in 2006).

In summary, it appears that while foreign aid,
particularly grants, has increased significantly, from
GHC 303 billion in 1999 to GHC 1,708 trillion in 2005
in inflation-adjusted terms, it has been erratic and
largely fallen short of expectations in all but one of
the seven years. Simultaneous with these develop-
ments is a decline in the domestic share of capital
spending from 48% in 1999 to 20% in 2005. While
such increases in aid, even if erratic, are in accord
with the Monterrey Consensus, they also pose a para-
doxical problem of Ghana increasing, rather than de-
creasing, its dependence on foreign aid.

Challenges and opportunities for domestic
resource mobilization

For the Government, there are two main types of do-
mestic resources, namely, borrowing from the local
financial markets and raising revenue through taxes.
However, decades of misinformation, championed by
the IMF, about the role of public debt in development

5 This was largely due to a real growth of 30.4% in payroll
taxes, from 19.4% the previous year.



TABLE 1

Actual revenue (and grants) in GHC millions of 1999

1999 2000 2001 2002 2003 2004 2005
Total tax revenue + grants 3,392,259 3,985,030 4,885,451 5,272,575 6,817,075 8,199,118 8,418,557
A. Tax revenue 3,089,259 3,526,296 3,940,678 4,474,783 5,528,399 6,386,229 6,709,867
Percent Change n/d 14.1% 11.8% 13.6% 23.5% 15.5% 51%
B. Foreign grants — actual 303,000 458,733 944,773 797,791 1,288,676 1,812,889 1,708,690
Forecast 343,000 768,416 1,125,073 1,037,720 1,319,046 1,120,620 1,792,676
Difference -40,000 -309,683 -180,300 -239,929 -30,370 692,269 -83,986
Actual as % of forecast 88.3% 59.7% 84.0% 76.9% 97.7% 161.8% 95.3%

has led to a disproportionate concentration of resource
mobilization efforts on taxation, to the near-repudia-
tion of domestic borrowing for development.

The 2003 budget statement (paragraphs 683
and 526) captured this lop-sided approach to do-
mestic resource mobilization as follows:

Delays and shortfalls in donor inflows have
often forced government to cut back on develop-
ment expenditures. Sometimes, the shortfalls in
budgetary aid have resulted in unprogrammed do-
mestic financing (which adds to the build-up of the
domestic debt) and recourse to non-concessional
external borrowing... The 2003 budget aims at re-
ducing the reliance on net domestic financing and
minimizing the dependence on donor inflows... Our
firm belief is that a government that mobilises its
revenue through a well-developed domestic tax sys-
tem and manages its expenditure efficiently is able
to respond to the needs of its citizens even in the
face of adverse external shocks.

This pledge was followed by over 12 policy ini-
tiatives aimed at increasing domestic revenue for
development. This must have contributed to the
sharp growth in real payroll taxes in 2003, from
19.4% the previous year to 30.4%, with corporate
taxes growing in real teams by 10.9%, more than
double the 4.7% recorded for 2002. By contrast,
growth in “self-employed” taxes decelerated sharply
from 32.3% in 2002 to 6.7%. With 64% of eco-
nomic activity in the hands of self-employed per-
sons, this category of Ghana’s tax-paying units is
clearly under-taxed. Indeed, a trend analysis of tax
revenue since 1983, when the economy was at its
nadir, shows that self-employed taxes in 2005
amounted to only 23% of their potential level, com-
pared with 134% for payroll taxes and 100% for
corporate taxes in 2005.

The Government’s revenue position has been
harmed further in recent years by a number of cor-
porate tax concessions that are supposed to help
spur economic activity but have had no such ef-
fects because the presumed relationship between
tax rates and business activity in Ghana’s mercan-
tilist and foreign-dominated economy is very weak.
Inthe absence of efficient infrastructure, it has been
shown that lower tax rates do little to enhance
growth prospects.® Additionally, because such tax

6 World Bank (2005). Doing Business in 2006: Creating
Jobs. Washington, DC: World Bank.

Source: Ministry of Finance and Economic Planning (various budget statements).

breaks benefit mostly foreign-owned and large busi-
nesses, which constitute less than 1% of industrial
establishments in Ghana, a significant part of these
tax concessions are repatriated abroad as profits.

Clearly, weak taxation and internally inconsis-
tent administration means that several potential
corporate and individual taxpayers, many of them
among the richest in the country, remain outside of
the tax net, despite several pledges by the Govern-
ment to plug the loopholes. Under these reforms,
tax-collecting agencies were reinforced in terms of
recruitment, training, compensation, equipment and
other facilities, but no attempt was made to sim-
plify tax-payment procedures. The long distances
often involved in getting to tax offices and the cum-
bersome procedures involved once people get to
these offices are all factors that discourage compli-
ance and lead to lower tax intake.

Alow national savings rate also remains a prob-
lem for domestic resource mobilization.” After de-
clining from 18.1% in 1996 to 10.6% in 2000, the
rate rose to about 19% in 2003, only to fall down to
15.1% in 2004. The domestic saving rates, which,
unlike the national saving rate, excludes foreign fi-
nancial resources and is made up of household sav-
ings, business profits, and government surpluses,
has traditionally been lower than the national rate.
Indeed, at about 5%, Ghana has one of the lowest
domestic savings rates in the world. Most of the
variations in the national rate, therefore, were due
to foreign financial resources.

Against this background, misconceptions about
Ghana’s domestic debt, coupled with faulty measure-
ments and analyses, have also led to an undue gov-
ernment aversion toward borrowing as a means of
financing development. The selection of ratios, with-
out regard for their impact on a government’s ability
to finance its development, has become arbitrary and
often ideological, on the grounds of “fiscal conser-
vatism”, where the government is supposed to bor-
row or owe less. This approach of course ignores
the social implications of under-spending by govern-
ment in key sectors of the economy.

In the 2006 budget, for instance, central gov-
ernment allocations to rural water provision were

7 The national savings rate is the sum of the domestic
savings rate, comprising households, businesses and
government, and foreign financial resources that come into
the country as investment or aid.
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cut by about 50%, against the background of re-
ductions in the public debt and budget deficit. A
possible consequence of this retrenchment in rural
water expenditures is that rural residents, particu-
larly women and children, would have to walk long
distances for water needed for basic cooking and
washing. This further militates against the
Government’s poverty reduction efforts. An example
of mismeasured debt stress appears in Table 2. With
the exception of 2003, the popular debt-GDP ratio
based on the December-only debt stock overstated
the debt stress from 1999 to 2002. The alternative
measure based on the full year’s debt stock is never
used in conventional analysis.

TABLE 2
Measuring and mismeasuring debt stress

ANNUAL DECEMBER-ONLY

DEBT DEBT STOCK

STOCKAS% | AS % OF

OF ANNUAL GDP | ANNUAL GDP
1999 25.70 28.17
2000 24.08 28.88
2001 22,97 26.82
2002 24.32 29.19
2003 22.29 20.83

Source: Bank of Ghana.

Lastly, it must be stated that mere ratios at
particular points in time do not capture the dynamic
interactions between debt, economic growth, and
the Government’s ability to service that debt.

Gender considerations in domestic
revenue mobilization

Issues of equity are integral to tax policy and can-
not be overlooked in any serious discussion of do-
mestic revenue mobilization. Depending on the na-
ture of the tax and how it is administered, it will
affect different socio-economic groups differently.
Understanding these differential impacts of taxation
and taking appropriate measures to deal with them
is essential not only to promoting economic growth
but also reducing poverty and ensuring social and
economic justice.

(Continued on page 258)
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Excluding strategies
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After Hurricane Mitch in 1998, the country’s debt
reached extremely high levels, and in 1999 the In-
ternational Monetary Fund and the World Bank de-
clared Honduras eligible for the Highly Indebted
Poor Countries initiative. Between 1990 and 2003,
Honduran foreign debt grew by USD 2 billion, reach-
ing a total of USD 4.8 billion by the end of 2003 and
USD 5.2 billion by 2004. In 2005 the foreign debt
service reached USD 225 million.!

In March 2006, the Paris Club condoned USD
1 billion of that debt (FOSDEH, 2005). This gave
the economy a breath of fresh air, and the Govern-
ment has pledged to use the written-off funds solely
to carry out the Poverty Reduction Strategy (PRS)
and comply with the Millennium Development Goals
(MDGs) adopted by the UN in 2000. But the MDGs
will only be met through responsible social and
macroeconomic measures that include judicial re-
form, a more frontal combat against various types
of violence, a stronger fight against all forms of
corruption, the consolidation of equitable economic
growth and competitiveness, better tax collection,
the modernization of the State, and the implemen-
tation of transparency ensuring mechanisms.

Persisting poverty

Honduras has a per capita income of approximately
USD 1,000. It is estimated that 64% of the popu-
lation lives under the poverty line. Of this propor-
tion, 45% live in extreme poverty. In 1999, 20% of
the population with the highest income received
almost 49.8% of the total income, while the 20%
with the lowest income received only 4.7%
(FOSDEH, 2005, p. 48).

As happens in other Central American coun-
tries, the situation of poverty in Honduras has re-
mained unchanged. According to the UNDP, the
percentage of poor people fell from 80.5% in 1990
10 79.1% in 1997, a difference of barely 1%. Be-
tween 2000 and 2004, extreme poverty dropped
from 49% to 44.6%, while poverty in general was

1 Data from Foro Social de la Deuda Externa en Honduras
(FOSDEH) <www.fosdeh.net> and Ministry of Finance
<www.sefin.gob.hn>.

programmes that address inequity and gender violence.
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The partial cancellation of Honduras’ foreign debt has given the economy a breath of fresh air, and
the Government has pledged to use those funds to combat poverty, which continues to affect more
than half the population. A national alleviation strategy needs to go from words to deeds and apply
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reduced to 64%, a drop of only 2% during that pe-
riod (FOSDEH, 2005). The funds allotted to the Pov-
erty Reduction Strategy during those years have not
managed to reduce it significantly.

Honduras has pledged to meet the MDGs by
2015. However this will not be possible at the rate
shown by poverty indicators. Although there have
been changes in health and education indicators,
and the coverage of electricity and sanitation infra-
structure has improved, deficiencies in the quality
of education and health persist.

Telephone coverage also expanded after the pri-
vatization of the services policy implemented by the
Government. However in the mid-term this privati-
zation could have a negative impact on Hondurans,
whose poverty situation could become exacerbated
as of the adoption of the Free Trade Treaty (FTT)
between the Dominican Republic, Central America
and the United States that came into effect in Janu-
ary 2005.

Gender inequity

0Of the seven million people estimated living in Hon-
duras, 51% are women, of which at least 7 in 10
are poor. The 2003 census registered 1,262,020
households, 25% of which are headed by women
(FOSDEH, 2005, p. 49).

The difference between the values of the
UNDP Human Development Index (0.667) and the
Gender-Related Development Index (0.650) re-
flects the persistence of significant inequities
among men and women in the development of their
basic skills. The 2006 Human Development Re-
port on Honduras reflects major economic and
political inequalities among the sexes. Although
the legislation mandates the inclusion of at least
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30% of women in elected positions, of the 298
mayors only 23 are women, which amounts to only
7.7% of all local positions. Although women have
an average of 5.7 years of schooling, above the
5.3 years averaged by men, this is not reflected in
better wages for women, who earn approximately
67.6% of the average wage earned by men for the
same job (INDH, 2006, p. 35).

Women continue to live situations of violence.
The number of cases of domestic violence taken to
the national courts grew to 10,392 in 2004 and to
11,850 in 2005. Only 10% of these cases led to le-
gal proceedings ending in a sentence. In spite of
the growth in the number of cases, the Government
still fails to hasten the access of women to a fair
trial. Courts specialized in domestic violence re-
quired by law have not been implemented yet.

The number of women that die each year from
violent deaths is growing. In 2003, 138 women were
victims of femicide, a figure that rose to 168 in 2004
and to 171 in 2005.2 These crimes showed aggra-
vating characteristics and reflect great cruelty
against the female body.

So far, the battle waged by the Colectivo de
Mujeres Contra la Violencia (Women’s Association
Against Violence) for the Government to take meas-
ures to put an end to the high percentage of
femicides and violence against women has not made
any progress.

The strategy toward the MDGs

After Hurricane Mitch hit Honduras in October 1998,
and as part of the demands from international

2 Data from the General Board of Criminal Research.



financial institutions, the Government drew up the
PRS, a programme aimed at reducing poverty by
24% during the following 15 years as well as re-
ducing inequalities. The PRS Fund is made up of
funds that international donors have pardoned from
the country’s foreign debt service.

A Consulting Council to the PRS (CCPRS),
formed by Government officials and civil society
members and — more recently — with women’s par-
ticipation, was created to implement the Strategy.
Sector Bureaus were also set up formed by repre-
sentatives of the Government, international coop-
eration and civil society. Seven Bureaus were in
operation during the previous Administration.

One of the major objections against the opera-
tion of the Sector Bureaus is that they have squan-
dered funds in consultancies aimed at improving
only technological aspects of the new institutions.
Furthermore, proposals presented by civil society
were not taken into consideration. Finally, the Bu-
reaus were also criticized for their high degree of
politicization and it was proposed that they become
more engaged with the local and national imple-
mentation of the PRS.

Civil society organizers have continuously com-
plained about the funds allotted to the PRS. Instead
of increasing, these funds have fallen from the HNL
4 billion (USD 221 million) announced by the previ-
ous Government for the CCERP to a mere HNL 2.7
billion (USD 142 million). The new administration
of President Manuel Zelaya Rosales allotted only
USD 47 million for this purpose. Of these, Congress
decided USD 37 million would be distributed
through the local administrations.

The decision taken by Congress caused a se-
ries of reactions from the CCERP and civil society
in general which led to the massive resignation of
Council members. Public mobilizations led to ne-
gotiations with the Government calling for it to sup-
port the decisions taken by the CCERP in relation to
the priority granted to each project and what per-
centages of the funds would be distributed.

According to the experts, the amount invested
in the ERP does not reach the rate needed per year
to reduce poverty from its current 64% to 42% by
2015. For that to happen, Honduras should have
annual poverty reduction rates of 1.5%. Only nine
years are left for the deadline and it is not foresee-
able that the goal will be met in time.

Of the amount assigned to PRS projects in
agreement with civil society, less than 2% will go to
special programmes for women. This reveals an
inconsistency between the Strategy’s aims — which
includes gender cross-cutting — and the scarcity of
funds meant to fight poverty among women.

A large part of the funds assigned to the ERP
was demagogically allocated to comply with elec-
toral campaign promises, such as free tuition fees
for one year (a measure which does not solve the
issue of education quality) or the appointment of
2,000 new agents to the police force in order to
address the problem of crime, but the essential
structural problem of violence —gender violence in
particular — has not been addressed.

A questionable budget

The national budget should be one of the means
available to a country of meeting the MDGs and
therefore cutting poverty by half by 2015. However,
regional budgets — and especially Honduran bud-
gets — have done little to change an economic and
social situation whereby the wealthy sectors accu-
mulate more riches and the poor continue to be poor.

As of 2000 the tax policy has been regressive,
since the State receives more taxes from the lower
income groups than from the wealthier segments
of the population. This clearly reveals how it is the
most underprivileged who support a PRS whose
results are very different from what was expected.
With the approval of the FTT, Honduras will no longer
receive more than HNL 1.2 billion (USD 63.25 mil-
lion) each year in taxes and its national interests
will be jeopardized by, e.g., having to take generic
drugs off the market.

Education and health absorb 42% of resources
in the national budget.®> However, these resources
are not reflected in investments that imply an im-
provement in services, a better quality education or
a wider health coverage. In 2005 and early 2006
there was an evident shortage of drugs in health
services, to the point that urgent purchases had to
be made to fulfil demand.

MDGs 5 and 6 seek to reduce maternal mortal-
ity by three fourths and combat HIV-AIDS. However
“malnourishment levels among the indigenous and
Garifuna population in the country are significant, with
malnourishment levels in children under 14 estimated
at 95% and a maternal mortality rate among the high-
est in Latin America: 147 per 100,000 live births”
(Coiproden, 2005). In addition, “between 1985, when
the first AIDS cases appeared, and November 2005,
the country had a total of 22,366 people infected with
HIV, of which 41.8% are women. These data show a
rise in HIV-AIDS cases among women” (Public Health
Ministry, 2005).

Government agencies that care for social
groups in vulnerable conditions are those that re-
ceive the lowest budget. The percentage allotted to
all of the agencies with social goals* add up to 2.1%
of the total national budget, while the National Wom-
en’s Institute receives only 0.03% of that total.

One of the deficiencies of the country’s budget
system is the lack of references for operational plans
of a general, sectorial and institutional nature based
on an evaluation of the impact of the various pro-
grammes. Also, the Government boasts of gender
cross-cutting in the national budget, but the admin-
istration of president Ricardo Maduro (2002-2006)
closed down the Gender Unit created by the Secre-
tary of Finance in order to monitor through indica-
tors the production and implementation of budgets.

3 FOSDEH. Andlisis del Proceso Presupuestario en
Honduras. p. 93.

4 Instituto Hondurefo de la Nifiez y la Familia, Instituto
Hondurefio para la Prevencion del Alcoholismo,
Drogadiccion y Farmacodependencia, Patronato Nacional
de la Infancia, Instituto Nacional de la Mujer, Programa de
Asignacion Familiar and Instituto Nacional de Juventud.
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Key issues

The Maduro administration complied with the tax
demands of international financial institutions and
those deriving from the FTT, while it favoured the
interests of the country’s most powerful corpora-
tions. This was reflected in a rise in fuel prices, which
caused a reaction from the population in general
and from the taxi-drivers’ union in particular, which
paralyzed Tegucigalpa by blocking the city’s main
access roads. The energy crisis at the end of
Maduro’s government has been inherited by the Lib-
eral Party administration, which came to office with
the promise of lowering the price of fuel and apply-
ing the recommendations of the Commission of
Experts appointed to bring solutions to the crisis.

Another source of tension in the country has
been the mining concessions. More than 31% of the
national territory has been given over to foreign metal
and non-metal mining companies. The measure
caused a sharp reaction from social movements,
especially from environmentalist groups. Such is the
case of former presidential candidate from the Demo-
cratic Unification Party Juan Almendares Bonilla, who
in the last two years has questioned the Government
for the way in which it hands the country away with-
out taking into consideration environmental deple-
tion and the quality of life of Hondurans.

Leaders of women’s movements claim that the
failure to appoint politicized women with clear views
of women’s rights to the various spaces of power is
one of the major obstacles to an equitable distribu-
tion of resources aimed at fighting poverty. It is
mostly men, rather than women, who make up the
Government, civil society and international coop-
eration circles.

The current neoliberal model is exclusive, pa-
triarchal and based on a double standard, since in
theory it favours democracy, social justice and eq-
uity, while in practice it takes political decisions lead-
ing to the exclusion and the discrimination of the
majority of its people, including women. s
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B INDIA

Balancing goals, commitments and means

Social Watch India
Himanshu Jha

The challenge currently facing the Government is
to maintain a balance between the changes in the
two paradigms that have taken shape in the politi-
cal and economic policy realms since the turn of
the 1980s. The dilemma of two conflicting para-
digms makes it necessary to reconcile the resulting
contradictions with regard to needs, commitments,
political will and finances. Under these pulls and
pressures, the Government is performing its own
balancing act to deal with this emerging dilemma,
leaving the citizens clueless about the outcomes of
their demands and expectations.

In the political field, resurgent political forma-
tions and repeated social upheavals are forcing new
expectations and demands on the Government.
Several of these political groups have gained influ-
ence by supporting the demands behind these up-
heavals and promoting the “social justice” ideol-
ogy. Nevertheless, their impact is limited by the fact
that their political support comes almost exclusively
from the most deprived social sectors of Indian
society. At the same time, however, socio-economic
realities like rampant poverty, multi-layered depri-
vations, and the emancipation of marginalized so-
cial groups and women cannot be ignored in any
policy framework.

In terms of the economic development para-
digm, the challenge lies in the Government’s com-
mitment to the neo-liberal framework and to a pat-
tern of economic and institutional planning that os-
tensibly emphasizes economic prudence, an ap-
proach that often conflicts with and contradicts its
political and social policy commitments. Policy mak-
ers must keep in mind the “welfarist” considerations
which are both politically and socially advisable, while
simultaneously designing economic policy in line with
the considerations of new economic compulsions,
both national and global. Governments both at the
national and state levels are perpetually caught in this
paradigmatic dilemma. Added to this is an overall
problem of “institutional decline”, where institutions
of governance have been caught in unprecedented
atrophy and are unable to carry out the programmes
to which they have committed themselves. Many of
these governmental commitments, both sociopolitical
and economic, remain “half achieved” at best and
unfulfilled at worst.

drain on already insufficient social expenditure.

The Indian Government is faced with a delicate balancing act as it strives to reconcile its commitment
to a neo-liberal economic policy of fiscal prudence with ambitious commitments to social
development. This challenge is further complicated by the leakages and corruption that act as a
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Therefore, while the Government has shown
its commitment to social development through ini-
tiatives like the Common Minimum Programme’
and its Five-Year Plans, as well as its adoption of
the Millennium Development Goals (MDGs), on the
one hand, it remains subject to its commitments to
the prevailing global economic paradigm, on the
other. This deepens the predicament of the com-
mon citizen, who is caught between these conflicts.
To be fair, the Government is increasingly taking
steps to follow a participatory model when it comes
to decision making and implementation. But how
effective has this participation really been? Has it
sufficiently impacted on financial policy instruments,
like budgetary allocations for social development
programmes?

In the light of the dilemma outlined above, it is
imperative to explore the following questions: Are
the Government’s social commitments being re-
flected in the budgetary allocations of recent years?
Do the governmental institutions have the capacity
to deliver on these commitments? Are the institu-
tions effective enough to carry the programmes to
the target groups? What is the extent of corruption,
leakages of public funds and inaction on the part of
functionaries?

Analysis of the annual budget

While all-around development, including economic
development, remains the overall goal of the Indian
State, social development and equitable distribu-

1 The Common Minimum Programme is the policy agenda
adopted by the Government in May 2004, and places heavy
emphasis on addressing the needs of the country’s poor,
particularly in rural areas.
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tion remain priority objectives, at least on paper. An
overview of the Government’s stated commitments
is provided by the Common Minimum Programme
and the Tenth Five-Year Plan, which visibly coin-
cide with the MDGs. Obviously, these commitments
must be matched by proper and effective means to
achieve them. They should not only be backed by
the required financial allocations, but also an effec-
tive institutional infrastructure. A closer look at the
Government’s annual budget demonstrates its com-
mitments, on the one hand, and its changing priori-
ties, on the other. The budget is also indicative of
the direction in which policies are progressing.

The Fiscal Responsibility and Budget Manage-
ment Act of 2005-2006 was aimed at a one-to-one
revenue-expenditure relationship. In other words,
if the Government’s expectations of revenue are not
realized, which is often the case, there would be a
curtailing of expenditures, the major brunt of which
is borne by the social sector.

While the 2005-2006 budget raised the grants
provided as aid to the state governments, it also
signalled an end to central government loans to the
states for the implementation of their annual plans.
This meant that the states were obliged to raise INR
29,003 crores? (USD 6.47 billion) from the market.
It also resulted in the decline of the central
government’s direct assistance to the states and the
union territories from INR 54,858 crores (USD 12.24
billion) revised estimates for 2004-2005 to INR
33,112 crores (USD 7.39 billion) budget estimates
for 2005-2006. This trend is disturbing, as it will
directly hit the poorest, most backward states.

2 Acroreis a unit in the Indian numbering system and is
equal to 10 million.



TABLE 1
Social sector expenditure by central and state governments
YEARS EXPENDITURE ON COMBINED TOTAL EXPENDITURE ON SOCIAL SOCIAL SECTOR SPENDING
SOCIAL SECTORS EXPENDITURE SECTORS BY THE CENTRAL | AS A PROPORTION OF
BY THE CENTRAL (CENTRAL+STATE GOVERNMENT AS A COMBINED TOTAL
GOVERNMENT (INR | GOVERNMENTS) PROPORTION OF COMBINED | EXPENDITURE
CRORE) (INR CRORE) TOTAL EXPENDITURE (%) (CENTRAL+STATES) (%)
2000-2001 18,115.34 591,300 3.06 22.3
2001-2002 20,881.46 644,700 3.24 21.4
2002-2003 22,726.63 704,900 3.22 206
2003-2004 25,458.83 796,400 3.20 19.7
2004-2005* 30,625.44 904,500 3.39 20.7
2005-2006** 34,656.82 979,800 3.54 20.9
*revised estimates **budget estimates

Source: Economic Survey 2005-2006, Government of India.

The rising expenditure on defence as a pro-
portion of total expenditure has been another wor-
rying trend, in view of the substantially higher ex-
penditure needed for social services.

The effect of this pattern of allotment is imme-
diately reflected in the expenditure on rural employ-
ment and poverty alleviation schemes, which has
remained stagnant and even declined during the
period 1995-2001. The Food for Work Programme,
forinstance, was allocated a paltry INR 1,818 crores
(USD 405.75 million), which was increased to INR
5,400 crores (USD 1.21 billion) in 2005-2006, while
the Finance Minister himself has admitted that the
programme would cost another INR 5,600 crores
(USD 1.25 billion) to fully implement. The
Sampoorna Gramin Rozgar Yojna and Swarnajayanti
Gram Swarozgar Yojna, programmes to create wage
employment opportunities and provide food secu-
rity for rural households below the poverty line, were
subjected to significantly reduced allocations in the
most recent budget. With regard to rural infrastruc-
ture, the Government made a commitment in its
Tenth Five-Year Plan to connect all of the country’s
villages with all-weather roads. However, while INR
1,600 crores (USD 357.09 million) was proposed
as an additional budgetary support for this initia-

tive, it would actually cost roughly INR 70,000 crores
(USD 15.62 hillion) to fully implement, according
to the Government’s own admission.

Agriculture, which supports 57% of India’s
population and contributes 21% of its gross do-
mestic product (GDP), has been plagued by stag-
nation in the last few years. This can be largely at-
tributed to the decline in public investment in the
agricultural sector, which fell from 1.92% of GDP
in 1990-1991 to 1.31% in 2003-2004.

The Government’s goal to include socially
marginalized groups in the development process is
not reflected in its expenditure. The overall budget-
ary allocation for marginalized groups as a propor-
tion of total budgetary allocations has declined from
0.62% in 1998-1999 to 0.30% in 2004-2005. Even
after the negligible increase of 0.43% in 2005-2006,
the current rate of spending remains well below the
1998-1999 figure.

Gender budgeting, contained in a separate
statement on gender sensitization regarding bud-
getary allocation, was introduced for the first time
in the budget of 2000-2001. In 2005-2006, the to-
tal allocation for gender budgeting was INR 14,379
crores (USD 3.21 billion), which in proportion to
total expenditure is only 2.8%.

TABLE 2
YEARS EXPENDITURE EXPENDITURE EXPENDITURE EXPENDITURE
ON SOCIAL SERVICES AS | ON DEFENCE AS A ON SOCIAL SERVICES | ON DEFENCE
A PROPORTION OF TOTAL | PROPORTION OF TOTAL | AS A PROPORTION AS A PROPORTION
EXPENDITURE (%) EXPENDITURE (%) OF GDP (%) OF GDP (%)
1996-1997 4.83 14.68 0.71 2.16
1997-1998 5.15 15.20 0.79 2.32
1998-1999 5.28 14.28 0.85 2.29
1999-2000 5.82 15.80 0.90 2.43
2000-2001 5.56 15.24 0.87 2.37
2001-2002 5.76 14.98 0.92 2.39
2002-2003 5.50 13.47 0.92 2.26
2003-2004 5.40 12.74 0.92 2.18
2004-2005 6.32 15.74 1.00 2.51
2005-2006* 7.58 16.54 1.09 2.38
2006-2007** 7.69 16.27 1.10 2.32
*revised estimates **budget estimates

Source: Economic Survey 2005-2006, Government of India.
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Leakages and corruption

To make matters worse, even the insufficient funds
allocated for social services and development are
not fully put to this use. Former Prime Minister Rajiv
Gandhi himself once acknowledged that only 15%
of the finances allocated for welfare schemes
reached their target groups, while the remaining
85% were absorbed by administration costs, leak-
ages and corruption. This was confirmed by later
studies on the Public Distribution System and pov-
erty alleviation, which found that only 20% of the
food ration items meant for the poor through this
channel actually reached them. Of the total funding
for rural housing schemes, between 25% and 40%
is appropriated by middlemen, while only 20% of
government spending on food subsidies reaches the
poor, and the rest is either wasted or goes to the
middlemen. And these are just a few examples of
the widespread leakages and misappropriation of
government funds (Gupta, 2004).

According to the 2005 Transparency Interna-
tional Corruption Perceptions Index, India scored 2.9
on a scale from 10 (highly clean) to 0 (highly cor-
rupt). Meanwhile, a 2005 report by Transparency In-
ternational India estimates that common citizens pay
bribes of INR 21,068 crores (USD 4.70 billion) a year
while availing the 11 public services covered in the
study, which include the police, the judiciary (lower
courts), land administration, government hospitals,
electricity and the Public Distribution System ration
programme. As many as 62% of citizens have had
first-hand experience in paying a bribe or “using a
contact” to get a job done in a public office, while
three-fourths said they believed that the level of cor-
ruption in public services had increased during the
previous year (between 2004 and 2005).

It has been repeatedly emphasized by research
studies, the media and public opinion that the web
of corruption encompasses not only government
officials all along the hierarchy, but politicians at
every level as well. A 2006 report released by India’s
national Social Watch coalition revealed that nearly
25% of members of the lower house of Parliament
(Lok Sabha) have criminal records. Numerous cen-
tral and state government ministers have repeat-
edly faced charges of corruption of different types.
The most pessimistic aspect of this depressing sce-
nario is that average citizens come to be convinced
that the “high and mighty” will always escape un-
scathed from these acts of corruption. This sense
of acquiescence rings a disturbing bell for good
governance and for the health of the polity. m
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Shrinking resources for development at home and abroad

Italian Social Watch Coalition
Tommaso Rondinella / Jason Nardi '

Government policies in the last five years have been
characterized by the attempt to cut back the State’s
role and collective responsibility in favour of private
initiative and the market, by reducing the resources
allocated to the welfare system and undertaking se-
vere cuts in public spending. Without resources, there
can be neither an adequate welfare system to respond
to the needs of the citizens, nor the necessary devel-
opment support and aid for the poorest regions. In
general, the local authorities (municipalities, districts
and regions) are no longer able to guarantee basic
services to their communities. Poverty in Italy reflects
a marked difference between the centre-north re-
gions, where poverty rates are consistently below
10%, and the southern regions, where poverty af-
fects 20% of the population, and reaches as high as
30% in the case of Sicily. (CRISS, 2006).

The Berlusconi government drastically reduced
the fund for social policies, which in the last three years
has dropped from EUR 1.884 billion in 2004, to EUR
1.301 billion in 2005 (of which 482 million remains
unspent), to EUR 1.157 billion in 2008, reflecting a
30% cut altogether since 2004. In addition, Italy re-
mains the only country in Europe, except for Greece,
that does not implement a guaranteed minimum in-
come scheme. The poverty rate among families with
dependent children increased between 2000 and 2004
by almost four percentage points (from 24.9% to
28.5%), and the most severely affected are the largest
families, for whom the risk of poverty increased by
slightly more than 10 percentage points, from 48.2%
10 58.3% (NENS, 2006). Overall, an estimated 19% of
Italians are at risk of poverty (CRISS, 2006), and 11.7%
of the population, meaning some 2.6 million families,
live below the poverty line, while the wealthiest 20%
of families control 40% of the country’s resources.?

1 Tommaso Rondinella is a researcher at Lunaria in Rome
and coordinator of the Shilanciamoci campaign. Jason
Nardi is a campaigner at UCODEP and coordinator of the
Italian Social Watch coalition. The Italian Social Watch
coalition is made up by ARCI, ACLI, Campagna Riforma
Banca Mondiale, Fondazione Culturale Responsabilita
Etica, Lunaria, Mani Tese, Movimondo, Shilanciamoci,
Sdebitarsi, Unimondo and UCODEP.

2 The methodology adopted by ISTAT to calculate poverty is
different from the EU’s: it is based on families’
consumption, not on their incomes, and figures are
aggregated in terms of families, not of individuals.

development aid policies.

The previous five years in Italy have been marked by deep cuts in social spending, regressive fiscal
policies, rampant tax evasion and a serious decline in the quantity and quality of cooperation aid.
This situation has led civil society organizations to call for a radical review of the country’s fiscal and
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Fiscal policies promote tax evasion

The notable recent growth of tax evasion has been
promoted by the fiscal policies of the last five years.
Evaded taxes total some EUR 100 billion and busi-
nesses that operate illegally account for an estimated
15% of the total GNP

The enormous extent of tax evasion increases fis-
cal pressure on law-abiding companies and citizens
and reduces the amount of resources available for the
country’s economic and social development. By imple-
menting 22 tax amnesties and the «fiscal shield»
(which allows capital illegally kept abroad to return to
Italy «protected>»), the Berlusconi government clearly
encouraged undeclared employment and tax evasion.

Regressive tax policies

The past government’s efforts to reduce taxes focused
on the adoption of deeply regressive measures. On
the one hand, cuts in direct taxes have almost exclu-
sively corresponded to higher revenue levels; on the
other, these reductions have been compensated by
increases in indirect taxes, which are regressive by
definition. Moreover, the inheritance tax, another
means of redistribution of wealth, was abolished, to
the advantage of the richest 10% of the population
and to the significant detriment of the state treasury.
Through the tax reforms adopted, the richest 20% of
the population reaped the benefits of over 78% of
the total tax relief (Pennacchi, 2004).

The growth in indirect taxes over recent years
has increasingly eroded the principle of progressive-
ness in the country’s fiscal system. Public adminis-
tration revenue from indirect taxation rose from EUR
176 billion in 2001 to EUR 200 billion in 2005, ver-
sus practically unchanging direct tax revenues. This

3 Il Sole 24 Ore, 29 May 2006.
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means that the tax burden has been distributed with
no regard for the income levels of taxpayers.

Cuts in funding of local administrations

The only «effective» measure for balancing the bud-
get - while clearly negative in terms of its social ef-
fects - has been a further cut in federal funding for
local administrations. Between 2001 and 2004, local
taxes increased by over EUR 11 billion, rising from
6.3% t0 6.5% of GNP, mainly due to cuts implemented
in the state budget. With the last Financial Act (2006),
cuts in financing for local administrations have been
even heavier, with a decrease of 6.7% in transfers to
municipalities and of 3.8% to the country’s regions.
(Shilanciamoci/Nuovo Welfare, 2006).

The tax cut policies of the Berlusconi govern-
ment have had a wide range of other negative im-
pacts on social services, including EUR 2.5 billion
less for the national health system and 65% less
towards applied research.

Employment and gender inequity

Despite progress over the long term since 1990, the
latest Organization for Economic Co-operation and
Development (OECD) reports reveal a clear slowdown
in employment growth in Italy, where this growth is
now less than one half of most other European coun-
tries. The employment growth rate was 0.7% in 2005
and 0.6% in 2006 and will decrease to 0.4% in 2007.
The worst off are women workers, among whom the
employment rate is 45.3%, as compared to an aver-
age in the OECD countries of 56.1%.

Women also earn markedly less than men do:
28.2% of female workers fall into the lowest income level,
as compared with 12.3% of their male counterparts. As
far as gender equity in general is concerned, the situa-
tion up until 2005 remained substantially unchanged, if



not slightly worsened, especially with regards to women
in decision-making positions (OECD, 2006).

Distorted official aid figures

When it comes to Italy’s contributions to development
assistance, the figures and indicators provided in offi-
cial reports are not always trustworthy. An indepen-
dent report released in April 2006 by CONCORD, re-
vealed a number of anomalies in Italy’s official devel-
opment assistance (ODA) accounts. According to the
figures reported by OECD/DAC, ltaly’s ODA allocations
represent 0.29% of GNI. In reality, effective develop-
ment aid is around 0.12%* (excluding USD 1.4 billion
of cancelled debt and other improperly used figures),
thus remaining far below the 2006 objective of 0.33%
of GNI and positioning Italy as the lowest OECD con-
tributor together with the United States.

As aresult, there is an almost total lack of «fresh
resources» for development programmes, especially
bilateral aid initiatives. Less than one-fourth of the
total amount allocated resulted in new interventions
in 2005, while the rest represented debt remission.

Tied aid

The problem is not only the limited amount of resources
allocated to development aid; another fundamental is-
sue is the quality of this aid, since most of it is still tied
to Italian goods and services. There are no exact figures
regarding how much of Italy’s development aid comes
back to subsidize Italian businesses, because the Gov-
ernment has refused to publish these figures since 2001
(Eurodad et al, 2005). The difficulty in analyzing Italian
development aid also derives from the fact that there is
no coherentand unitary management of the funds, which
is instead fragmented across various ministries. In any
case, according to the latest available data, tied aid rep-
resented over 92% of Italy’s total ODA in 2001
(Outterside et al, 2004). Nevertheless, the director-gen-
eral of the Foreign Ministry’s development cooperation
office declared that tied aid is not a real problem, since
it is in the national interest of the country to support its
industries. NGOs have called on the Government to pro-
duce a coherent and transparent report on official aid
spending to enable public scrutiny of aid allocations.

HIPC debt cancellation

After almost a year’s delay, the previous government
presented its report in Parliament on the application of
Law 209/2000 on debt cancellation for HIPC countries.
Unfortunately, the report says nothing new and con-
firms the tendency that developed over the course of
the Berlusconi government of a progressive elimina-
tion of commitments in the fight against poverty and
financing for development. The law has resulted in the
cancellation of EUR 2.56 billion in debt for 25 HIPC coun-
tries, far less than the original goal of cancelling EUR
billion in debt for 38 eligible HIPC countries over athree-
year term, to have been completed by June 2004.
Nothing is said in the report with regards to the
corresponding debt cancellations in favour of Nige-

4 Though officially recognized around 0.19%, the effective
ODA/GNI has been recalculated by the new government
and made public on national radio by Deputy Minister of
Foreign Affairs Patrizia Sentinelli (June 2006).

ria and Irag, and on the limited conversion of
Indonesia’s debt as a result of the 2004 tsunami. This
marks a serious gap in the information presented to
Parliament, since these amounts are believed to to-
tal approximately EUR 1.4 billion, practically half of
the funds Italy allocates to development aid.

Priority for multilateral aid

In 2005, as in previous years, Italy confirmed its pri-
ority on multilateral channels for aid. DAC estimates
for 2005 (DAC, 2006) show that of the EUR 4.065
billion allocated for ODA, EUR 2.282 billion (or 56%)
have gone to multilateral channels (international fi-
nancial institutions and UN agencies) and EUR 1.782
billion to bilateral aid. This priority can be explained
by the fact that multilateral aid offers a «refuge» to
hide the structural insufficiency of the Foreign Min-
istry to manage its programmes, as well as an easier
way to cover cliental relations, as the procedures are
more discretionary and less controlled.

At the beginning of 2006 the Italian government
decided to cancel its voluntary contributions to certain
UN agencies, including UNHCR, UNICEF, FAO, UNDP,
UNFPA and UNRWA, for a total of EUR 52 million, ap-
proximately one half of Italy’s voluntary contributions.
Although voluntary, these contributions have been vital
for the UN in its financial crisis. A positive note is that
around EUR 885 million in multilateral aid have been
allocated to refinance the HIPC initiative for the cancel-
lation of multilateral debts owed by the poorest coun-
tries to the World Bank, IMF, African Development Fund
and other institutions, while another EUR 180 million
have been contributed to the Global Fund to Fight AIDS,
Tuberculosis and Malaria, to cover the overdue payments
for Italy’s 2004 and 2005 commitments.

Recommendations

Itis clear from the foregoing analysis that a radical
review of Italy’s fiscal and development aid policies
must be urgently undertaken. They must be inspired
by the principles of legality, equality, progressive-
ness and social justice. Socially and environmen-
tally damaging production, consumption and
behaviours must be punished. The tax burden must
be lightened on work-related income and accentu-
ated on profits and annuities. In addition, there must
be an extraordinary effort to fight tax evasion.

The following proposals from the Italian civil
society organisations united in the Shilanciamoci
fiscal justice campaign are intended to re-establish
the principle of social solidarity as the foundation
of the use of the fiscal lever.

Progressiveness. A revision of the fiscal treatment of
individual citizens should be started, in order to more
effectively enforce the principle of progressiveness
enshrined in the Italian constitution (Article 3) by rais-
ing the highest tax rate from 43% (the current rate) to
48% for incomes higher than EUR 100,000.

Tax evasion. Many businesses in Italy, while present-
ing high values in their activity balance sheets, de-
clare low or even negative profits at the same time. It
is thus necessary to introduce a form of minimum
tax in our legal system, similar to what happens in
other countries, such as the United States.
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Income. Savings in banks today are taxed 27%, while
interest on bonds, capital gains and returns on indi-
vidual and collective financial managements are taxed
just 12.5%. This results in the creation of unjust phe-
nomena: millions of euros earned by big stockholders
or real estate speculators are in fact de-taxed. A pro-
posal to correct this is to unify the tax rates on deposits
and financial income, creating a single rate of at least
20% for all forms of financial income.

Inheritance tax. The reintroduction of the inheritance
tax on the largest estates, such as those worth more
than EUR one million, is a basic redistribution mea-
sure, especially since it relates to issues like unearned
income and supposed «hirth right».

Targeted taxes. New targeted taxes should be levied
on private production and consumption activities that
are harmful for the environment and society. While
increasing tax revenues, such measures can also
serve to redirect development and consumption to-
wards a better quality of life. Here are some examples:

e Carbon tax. A tax on the emission of carbon di-
oxide could bring EUR 1.2 billion into the state
coffers, which would cover the necessary re-
sources to implement Italy’s commitments un-
der the Kyoto Protocol.

e Arms trade. A tax increase of at least 4% on the
profits of defence companies that sell arms to for-
eign countries, with the resulting revenue allocated
towards fighting poverty in developing countries.

* Firearms licences. Anincrease of at least 20% in
the cost of firearms licences, allocating the rev-
enue to the creation of a national fund for non-
self-sufficient elderly people.

o Advertising. A 5% tax increase on profits in the
advertising sector, with the double goal of reduc-
ing its intrusiveness and raising resources to de-
vote to the school system and cultural activities for
the population as a whole. Potential income from
this measure is around EUR 450 million. =
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Introducing a gender perspective: a case study

Women’s Federation ‘Status’
Irina Unzhakova

Center for Gender Studies
Svetlana Shakirova

Considering the gender dimension is essential for
achieving economic and social development with
equity. The inclusion of special gender
programmes within public budgets should be part
of the gender planning of governmental actions.
Kazakhstan is taking its first steps in this direc-
tion, and civil society has a decisive role to play in
constructing a society of equal opportunities. The
Women’s Federation ‘Status’ is undertaking a
project called the “Public Council for a Gender
Budget”, which is aimed at expanding knowledge
on the principles of gender budgeting among civil
servants, members of Parliament, and NGOs at the
local level. The project is part of the organization’s
National Action Plan on the Improvement of the
Status of Women (1999).

The project focuses on the implementation of
the Government’s poverty reduction programme in
Ust-Kamenogorsk, an industrial city in the oblast’
of East Kazakhstan?. The two tools for measur-
ing the extent of gender budgeting are the gen-
der sensitivity of the actors involved in the pro-
gramme’s implementation and the impact on its
beneficiaries.

The evaluation of the implementation of this
programme at the local level has shown that the
civil servants involved in the budget process are
not informed about gender budgeting. Therefore,
itis no surprise that the programme in question is
not gender-sensitive, despite the fact that gender
considerations are mentioned in the introductory
section of the programme document. Among the
principles of poverty reduction outlined in this in-
troduction, the seventh principle clearly refers to
the need to consider region, gender, age and other
aspects. Obviously, it is the most vulnerable groups
of a population who have the greatest need for a
fair distribution of resources and public goods, as
well as access to public services.

1 Administrative division or region.

2 Eastern-Kazakhstan Oblast Program on Poverty Reduction
(2003-2005).

achieve development without exclusion.
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In Ust-Kamenogorsk, the most vulnerable
group is made up of women over the age of 40
with low scores on health indexes and with one or
more minor dependent children. Despite having
spent a considerable length of time in the work
force (18 years and more), these women have been
either employed temporarily, self-employed or un-
employed for more than one year, and as a result,
their income is variable and occasional. Most of
these women speak Russian but not Kazakh, and
the only social support they have are regressive
pension savings. Many of them have approached
public and private employment services and NGOs
in search of advice and assistance. Roughly 70%
of their requests are related to seeking assistance
to find permanent employment, whereas the re-
maining 30% were directed at obtaining social
benefits in healthcare, help for taking care of sick
and disabled family members, protection from
domestic violence, and information about emigrat-
ing to Russia, among other services.

Specific needs

The goals and targets of the poverty reduction
programme are aimed at the local population as a
whole, but do not specifically address the needs
of those whose income is below the poverty line,
most of whom are women. At the time the
programme started, the average per capita income
of the poor population was KZT 1,871 (USD 12),
which represented 12.5% of the per capita nomi-
nal income of the urban population. In 2003, ac-
cording to official statistics, 8,000 people (2.6%
of the population) were living below the poverty
line. The main expected outcome of the programme
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is to reduce the number of poor people by 3,000
between 2003 and 2005. However, the programme
provides no disaggregated data by gender, age, or
health status.

Another major obstacle is that the informa-
tion available is not sufficiently specific. For ex-
ample, it is not clear if all 5,604 people registered
at the local employment centre could be consid-
ered poor. Half of the female population of Ust-
Kamenogorsk suffers from anemia, but it is not
known how many of these women are in fact poor.
The latest statistical data show that over a third of
Kazakhstani women have anemia, and the propor-
tion is higher in Ust-Kamenogorsk, which is a
major contributing factor to the high rates of in-
fant and maternal mortality in the region. Infant
mortality was estimated at 20.6 deaths per 1000
live births in 2004, while maternal mortality
reached 64.8 deaths per 100,000 live births the
same year. The implementation of a treatment pro-
gramme, including iron deficiency anemia prophy-
lactics, would help to decrease maternal and child
morbidity and mortality in the region.

Unspecific data

Unlike the stated principles of the poverty reduc-
tion programme, the selected indicators do not take
into consideration gender, age and other factors
frequently related to poverty. These indicators in-
clude the number of targeted social assistance re-
cipients, the number of housing support recipi-
ents, the number of microcredit recipients, the
number of people trained for a new profession,
and the number of people provided with social
service employment.



Within the programme, the basic actions
aimed at the development of infrastructure include
primary healthcare, food and water quality con-
trol, the strengthening of preschool facilities,
roads, transport and others. Actions focused on
poverty reduction are implemented through activi-
ties for income generation, as well as access to
basic social services such as healthcare, educa-
tion, and social support for the poor.

Although public expenditures on the social
sector continued to grow between 2003 and 2005,
actions for income generation have been under-
financed. The possibilities of obtaining increased
income are doubtful. Temporary social service em-
ployment could hardly be considered as a serious
poverty reduction tool, due to its short duration
and low effectiveness (only 10% of the unemployed
find a permanent job).

The list of programme beneficiaries includes
young people who are neither studying nor em-
ployed, children from low-income families, or-
phans, single elderly poor people, disabled peo-
ple, and members of marginalized groups. None
of these categories has been gender-disaggre-
gated. Hence, the difference between girls and boys
oryoung and elderly women and men has not been
taken into consideration.

For instance, there is a clear need for specific
preventive measures for young women, since
many of them become involved in street prostitu-
tion and sexual exploitation (not necessarily in for-
eign countries, since the situation is widespread
within Kazakhstan). This leads to the increase of
sexually transmitted diseases, early pregnancies,
abortions and loss of reproductive health.

Conclusions and recommendations

The existing poverty reduction programmes have
a low effectiveness because they target the popu-
lation as a whole and do not focus on the specific
population group of those living below the national
poverty line. At the same time, the gender speci-
ficity of the poor population has not been taken
into account.

In each of the groups of potential beneficiar-
ies, the needs targeted and actions implemented
should be differentiated by gender. This would con-
siderably increase the effectiveness of public ex-
penditures on poverty reduction in both economic
and social terms.

The civil servants involved in the budget proc-
ess have to be informed about the principles of
gender budgeting. For this, they need to receive
special training. The Kazakhstani network of NGOs,
in cooperation with international experts, is pre-
pared to organize the necessary training.m

BUDGET ISSUES

Thirteen years after gaining independence, Kazakhstan has transformed itself from an agricul-
ture-based republic of the Soviet Union to one of the fastest-growing economies in the region.
Recent years have also witnessed improvements in budget processes and in civil society par-
ticipation in the budget. However, much room remains for further improvement.

In April 2004, Kazakhstan Revenue Watch of the Soros Foundation-Kazakhstan held an
international roundtable conference at which civil society groups discussed the need to
strengthen Parliament’s role in the budget process. Problems cited by members of Parliament
at the forum included their lack of budget knowledge to analyze the President’s draft budget,
their inability to hire external experts to help them do this job, and the limited time they have to
review the draft budget, negotiate amendments with the Government, and approve the budget.
However at the moment there is a green light for gender budget initiatives.

Kazakh legislation clearly states what budget information should be made public and pro-
vides penalties for violating the people’s right to information. In 2005 a civil society organization,
the Tax Standards Formation, compiled a list of these legal requirements in the report “Analysis
of Expenditures on Healthcare, Education and Social Protection in the Budget of Almaty City”.!
However, this legislation often does not work in practice. Public officials sometimes hide cases
of misappropriation and embezzlement or resist cooperating with civil society.

Also, only a limited number of Kazakh NGOs are involved in the budget process given the
lack of knowledge about the budget, inexperience in dealing with the appropriate officials and
difficulties in obtaining professional legal assistance when authorities refuse to provide the
required information. m

Gender Budget initiatives in CEE/CIS Region
Network of East-West Women

1 Available from: <www.taxpayers-kz.freenet.kz>.
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Constituency Development Fund disappoints hopes
for community-based development
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a genuine instrument for community-based development.
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The creation of the Constituency Development Fund was welcomed by Kenyans as a means of
focusing national budget expenditure on the specific development needs of local communities. In
practice, however, it appears to have served more as a political tool for members of Parliament than
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Aid and debt, the twin curses of the African political
economies, have increasingly alienated financing for
development from the domain of national economic
planning. It was therefore a refreshing relief when the
current Kenyan parliament passed a law establishing
the Constituency Development Fund (CDF)." Its main
objective was to open a new window of opportunity for
the promotion of social development at the constitu-
ency level and, therefore, to lend reality to the impera-
tive of subsidiarity as a global response to sub-national
demands for development policy attention. Following
closely on the heels of an aborted constitutional re-
form effort aimed at economic devolution and
deconcentration of political power, many Kenyans felt
that for the first time in post-colonial history, the ex-
ecution of the budget process would once and for all
be freed from the dictates of the Executive.

Until now, budget allocation for development
has always been carried out in the shadow of execu-
tive manipulation. For decades, budget planning has
been held hostage to the monopolistic whims of the
Executive as long as it continued to provide the pork
barrel for rewarding and punishing political cronies
and adversaries, respectively, through the provision
or non-provision of resources for their constituen-
cies. Whereas for many the CDF was devolution by
default, for others it heralded an opportunity for lo-
cal development needs to find unmediated resona-
tion with national budget allocation.

However, a closer and critical analysis of the statu-
tory architecture of the law and the institutional frame-

1 Constituency Development Fund Bill (2003). Kenya Gazette
Supplement No. 30 (Bill No. 13).

work for its implementation evokes a rude reminder
that the CDF is not the panacea for rural development
challenges that the Kenyan rural poor had anxiously
been waiting for. The democratic wirings and the leg-
islative machinery meant to deliver the economic ben-
efits to the rural poor are increasingly appearing to be
prone to short-circuiting, and therefore open to abuse
by those who gave them the force of law — namely,
the members of the National Assembly or Parliament.
With that realization, the prospect of a genuine devo-
lution seems to be turning into a top-down replication
of the centralizing tendencies that many had hoped
the CDF would free them from.

Decentralization offers opportunities not only for
the expansion of democratic space and the active en-
gagement of the people in development endeavours,
but also for effective and efficient delivery of public serv-
ices. Like all processes of social engineering, its ben-
efits come with strings attached: it can lead to fragmen-
tation if not properly balanced with the necessary re-
tention of reasonable power at the centre. It is not in-
trinsically democratizing. A trigger is needed to put its
benefits within reach of the various critical stakehold-
ers. As critics point out, devolution in the hands of demo-
cratic pretenders can add layers of local bureaucratic
authority to those that already saturate the political cen-
tre. This makes the nexus between decentralization and
popular participation a not-so-straightforward matter.

The statutory architecture of the
Constituency Development Fund
In the recent past, Kenyans have been treated to an
intense debate concerning the political integrity and
possible abuse of an instrument of governance whose
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fundamentals still need much more comprehensive
articulation: the newly established Constituency De-
velopment Fund, which acquired the force of law
through an Act of Parliament on 31 December 2003.

The Act in question places at the disposal of
members of parliament, through a Constituency De-
velopment Committee (CDC), financial resources
equal to no less than 2.5% of all the Government’s
ordinary revenue collected in every financial year and
any monies accruing to or received by the National
Committee from any other sources. The fund is sup-
posed to be administered through a wide range of
statutory bodies and processes, a good number of
which add to or overlap with existing public finance
management systems. The management of the fund
has kicked off controversies that touch on:

« the conflict of roles of the main executors of the
policy — the members of parliament

* the democratic integrity of competitive politics
at the constituency level

*  resource allocation efficiency

e multi-jurisdiction overlaps in the management
of the fund

The CDF purports to enlarge and deepen strate-
gic options for entrenching the principle of
subsidiarity in financing for social development. By
that very token, it seeks to bypass the state-bureau-
cratic machinery through which traditional budget
allocations are processed into legitimate expendi-
tures. It does this by virtue of targeting the constitu-
ency and community development initiatives therein
as the focus and site of state expenditures.



The principal organ through which development
projects are identified, prioritized and adopted as un-
dertakings deserving CDF support is the Constituency
Development Committee. In between are several bu-
reaucratic agencies and processes which are provided
for in the Act for the purpose of overseeing or moni-
toring the implementation of the projects in ques-
tion. These range from the District-Based Develop-
ment Committee and project-relevant local and cen-
tral government departments to the National Constitu-
ency Development Fund. At stake in this long chain
of CDF execution, which encompasses implementa-
tion, monitoring and control, is the larger question of
conflict of interest as it is likely to infringe on the deli-
cate issue of the imperative of relative jurisdictional
sovereignty within the budget process. And this has
been the bone of contention since the CDF was en-
acted into law in Kenya almost three years ago.

There is no question that the democratic integrity
of the governing authority in question largely deter-
mines the relative importance of an efficient and trans-
parent execution and monitoring system for budget
implementation. Such monitoring needs to recognize
that implementing the budget calls for striking a deli-
cate balance between responding to changing political
exigencies and strict adherence to the corresponding
statutory structures. At the same time, it needs to be
understood that in many countries — Kenya included —
both the Executive as well as the Legislature have ex-
ceeded their mandates in not abiding by budget laws.?

Delimitation of the controversial issues
involved

Generally, when public budgeting is considered from the
legal point of view, the critical issues seem relatively
straightforward. A clear distinction is presumed between
“material” and “formal” budgeting laws. The former pro-
vides that in a given budgetary year, specific quantities
of monetary units are expected to be collected from the
various sources and may be spent for specific purposes
as determined by the finance bill. On the other hand,
formal budgetary law spells out procedures in the four
principal phases of budgeting, which are drafting, vot-
ing, execution and accountability/auditing. These pre-
suppose the underlying principle of separation of juris-
dictional powers between legislation, execution and ad-
judication. The following questions are important for a
comprehensive picture of budgetary law:

e The stages and the time-table for the drafting of
the budget estimates

e The role and powers of the corresponding min-
isterial portfolio

e The stages and time-table for debating and vot-
ing on the budget estimates in parliament

e The extent to which parliament is aware of de-
tails and its powers to amend the draft

e Procedures in the event that the appropriations
bill is not passed in time

2 Falk, S. and Shapiro, |. (1999). A Guide to Budget Work: A
Systematic Overview of the Different Aspects of Effective
Budget Analysis. Center on Budget and Policy Priorities.

e The introduction of provisions to ensure proper
execution of the budget

Finally, there is the overarching question as to
which specialized authority will audit the execution of
the budget, and that authority’s relationship with the
other organs of the State, particularly the Parliament.

On the other hand, when the public budget is
considered from the good governance point of view,
the issue of proper and prudential management and
fair distribution of public resources brings up a host
of broader, deep-rooted questions of democracy as
it relates to the imperative of good governance in the
management of public resources. Some of the more
specific questions that arise have to do with the ex-
tent to which the required amount of detail in the
budget estimates is provided by the relevant arm of
the Executive, and whether or not Parliament can
exercise effective control over budgeting as a critical
economic governance instrument.

The CDF as a budget allocation instrument is sup-
posed to be informed by the Economic Recovery
Strategy for Wealth and Employment Creation.® This
government strategy is centred on enabling existing
and newly identified actors to create wealth with the
potential for a “trickle down” effect on poverty re-
duction, through micro-economic levers firmly placed
in the invisible hands of the market. As controversial
as the underlying assumption may be, we are mainly
interested here in the governance implications of the
CDF, rather than in the putative strategic linkage with
the policy framework that informed its articulation
and subsequent enactment.

The political and institutional framework
for the budget process

There is no doubt whatsoever that the proper func-
tioning of a budget system is to a large extent deter-
mined by the institutional and political framework con-
ditions within which it operates. From the perspective
of the capacity of all the legitimate actors engaged in
the budget process to decide on the outcomes to be
sought, probably the most important feature of the
framework is the creation and observance of the le-
gitimate jurisdictional boundaries that will serve as the
basis to determine who does what, when and how. A
framework with a clear demarcation of jurisdictional
powers and delineation of functional roles is more
conducive to an effective budget process than one in
which confusion of roles and overlaps of jurisdictions
are the order of the day.

Another important factor that can adversely af-
fect a country’s budget system is the jurisprudential
quality of a particular budget law. When a budget proc-
ess undergoes a significant modification, it is impor-
tant that the legislature adopts a comprehensive ap-
preciation of the need for checks and balances that help
in the regulation of procedures for budgeting, economic
reporting, auditing and so forth. In this particular re-
spect, the CDF falls far short of meeting these criteria.

3 Acreative strategic modification of PRSP in the era of the
NARC government.
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Since its inception, the CDF has attracted contro-
versy from a wide range of social actors, especially com-
peting political interests at both the national and local
levels. The Act is relatively clear on the constitution and
role of the principal organs charged with the responsi-
bility of managing the Fund. Apart from underscoring
that no political bodies should benefit from the alloca-
tion of any of the Fund’s resources, the Act also stipu-
lates that the projects to be supported by the Fund
should be community-based. All of this is good gov-
ernance from a rhetorical point of view. The political
reality underlying the implementation of the Fund is quite
a different ball game.

For some time now, the Kenyan media —both print
and electronic — have been awash with all manner of
complaints, accusations and counter-accusations re-
garding the implementation of the Fund. Generally, they
all point to obfuscation of the principle of separation of
powers between the three arms of a democratic gov-
ernment. Underlying these controversies are the dual
and conflicting roles that the legislative arm of the State
has arrogated: legislative and executive. The political
implication of the arrogation of conflicting mandates
undermines the integrity of the political process in gen-
eral, and the principle of representation and its underly-
ing democratic assumptions in particular. In the major-
ity of cases, incumbency has been used to give unfair
advantage to sitting members of parliament: they are
more than likely to stack the constituency committees
with their supporters, excluding actual or potential ad-
versaries from the social development process. All too
frequently, incumbent members of parliament will give
priority attention to projects that will benefit and possi-
bly reward their political allies in the constituency. This
will no doubt unduly influence their popularity as far as
electoral politics in the constituency are concerned. The
fact that 75% of the funds are allocated equally to all the
electoral constituencies in the country hardly ensures a
fair distribution of public resources, given the unequal
levels of development among the various regions of the
country, a legacy of the poor distributive capacities of
the colonial and neocolonial states. The remaining 25%
that is supposed to take care of such inequalities is far
too inadequate to make any meaningful difference.

In view of the complaints arising from every sec-
tor of society on the implementation of the CDF, some-
thing will clearly have to be done to address the
emerging image of the Fund as yet another parlia-
mentary misuse of its special role in the budget proc-
ess. This perception is shaped by what appears to
many observers as parliamentary abuse of good gov-
ernance in public finance, backed up by the plethora
of cases of direct misallocation of CDF money. In this
particular sense, the statutory integrity of the parlia-
mentary Public Accounts Committee (PAC) remains
hugely compromised and saddles the role parliamen-
tarians play with the dual and conflicting responsi-
bilities of making and executing a law, when they
should more appropriately be keeping an eye on its
implementation on behalf of the taxpayers. =



B REPUBLIC OF KOREA

Concrete action needed on domestic social welfare
and foreign aid policies

Staff, CCEJ International
Dohye Kim

Stratification in Korean society has caused substan-
tial negative effects as the economic gap between
classes has widened over the past several years.
While enormous profits have arisen in the domes-
tic economy, this has largely been the result of in-
flated housing prices in the real estate market, with
most of this income vested in the hands of land-
owners representing only a small fraction of the
population. For this reason, Korean public life has
been swept by talk of “stratification”, from the New
Year’s speech given by President Roh Moo-hyun,
to the policy pledges made by all of the candidates
for local governorships in the 31 May elections.
While discussion on the causes of stratification has
been varied and has occasionally resulted in con-
troversies between political parties, no real steps
for tackling income stratification and the widening
gap in income have been taken. For their part, civil
society organizations have been analyzing the
causes and suggesting possible solutions.

As the world’s 10th largest economy, Korea has
also encountered considerable pressure from inter-
national society to assist developing countries
through effective aid in @ manner commensurate
with its economic status. Since 2005, civil society
groups have joined together in order to make their
voice heard on the issue of foreign aid, and to urge
the Government to take proper steps by observing
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Korea’s current development policies are problematic, in both the domestic and international spheres.
Domestically, despite growing income stratification, taxation policy and social expenditure have
been poorly executed and have failed to provide more equitable income distribution. At the same
time, while Korea as an emerging donor country faces ever greater requests from global society and

Korean NGOs to enlarge its role, it has struggled to increase the quantity and quality of its aid.

Basic Capabilities Index (BCI)

BCI= 99+ 100

Gender Equity Index (GEI)

Empowerment

GEI =56 10

Education Economic activity

international standards for the quantity and quality
of aid. NGOs were the first in Korean society to ex-
press their interest and concern about the effec-
tiveness of foreign aid, which had previously never
been a part of the nation’s social agenda. While lo-
cal NGOs have succeeded in raising some issues
with the Government, they continue to await more
improvements in the near future.

Stratification inspires a lot of talk

but little action

The widening income gap in Korea was illustrated
by a press release from the Korea National Statisti-
cal Office on 11 May 2006 regarding household in-
come distribution by quintile. In the first quarter of
2006, incomes in the 15t Group and 2" Group - that
is, the two lowest income groups - reflected an in-
crease of 2.4% and 3.3% percent respectively in

Income distribution by income quintile

Unit: KRW 1,000 (USD 1), % year on year
CLASSIFICATION FIRST QUARTER 2005 FOURTH QUARTER 2005 FIRST QUARTER 2006
SHARE PERCENT SHARE PERCENT SHARE PERCENT
CHANGE CHANGE CHANGE
Average 2,937.5 | 100.0 5.8 2,941.2 | 100.0 41 3,062.3 | 100.0 4.2
1st Group 754.2 5.1 1.8 803.1 5.5 4.6 772.2 5.0 2.4
2nd Group 1,744.2 1.9 29 1,791.3 12.2 39 1,802.5 11.8 33
3rd Group 2,514.3 171 47 2,561.0 17.4 33 2,642.3 17.3 5.1
4th Group 3,471.8 23.6 5.1 3,499.6 23.8 4.0 3,635.9 23.7 47
5th Group 6,201.9 42.2 8.0 6,049.2 411 4.4 6,458.1 42.2 41
Share = (Income) / (Total income of all groups) x 100

| Statistical Office (2006). “Household Income & Expenditure Trends in the
. Available from: <www.nso.go.kr/eng/releases/report.ntml?category=7>.
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comparison with the same quarter the previous year.
However, as Table 1 illustrates, incomes in the 31,
4" and 5" Groups expanded by 5.1%, 4.7%, and
4.1%, respectively (Korean National Statistical Of-
fice, 2006). The ratio obtained by dividing the 5"
Group income by that of the 15 Group increased
0.83%, thus marking the largest gap between the
lowest and the highest income groups since 2003.

In response to the growing phenomenon of in-
come stratification, the Government has announced
new policies to provide for a social safety net and to
enlarge budget allocations for the economically dis-
advantaged. For example, the Administration prom-
ised that it will expand social welfare spending to
amount to 25% of the total governmental budget.

However, the Government’s social expenditure
has amounted to just 2.4% of gross domestic prod-
uct (GDP) since 2001, which is one-seventh of the
average in the Organization for Economic Coopera-
tion and Development (OECD) member countries
(Jeon, 2006, p. 4). Within this limited social expen-
diture, social insurance and corporate welfare, which
have relatively little impact on income redistribu-
tion, take the lion’s share at 74.3% (Lee, 2006). Even
though the Government has expressed its firm in-
tention to reduce the gap between income groups
and enhance the social safety net, it has yet to re-
form the composition of social expenditure and
failed to increase public expenditure that would have
a real impact on the lowest income groups.

Along with the small public social expenditure
and the high share earmarked for social insurance
and corporate welfare, taxation policies have also con-
tributed to worsening income stratification. Based on
annual tax revenue from 2004 to 2006, the Citizens’



Coalition for Economic Justice (CCEJ) found that the
Government’s taxation policy did not play a positive
role in redistributing income or slowing the increas-
ing trend toward income stratification. Based on the
CCEJ’s findings, there has been unfair taxation in
terms of withholding and collection, meaning that
tax deducted and withheld at the source from the
income of salaried workers is expanding more rap-
idly than income tax collected from the self-employed.
Specifically, withholding tax increased 29% from
2004 to 2006, but corporate income tax increased
only 13.9% during the same period. Furthermore,
value added tax (VAT) applied inversely against in-
come increased by 11.41%, while special excise tax
falling on luxury goods decreased by 22.9%. There-
fore, the tax burdens for middle and low income
households increased, and tax policy did not con-
tribute to redistribution of income.

In recent years, stratification in Korean society
has emerged as a key issue on the political agenda.
Nevertheless, while both the President and opposi-
tion party representatives have presented their own
perspectives on the causes of and solutions to the
growing problem of stratification, “real” policies for
addressing the matter have yet to be developed.
Instead, income stratification has merely become
an issue to be used by Korean politicians from both
the ruling and opposition parties for the purpose of
attacking their opponents.

Civil society groups, including the CCEJ, have
taken note of the attitude of Korean politicians in
paying lip service to the problem of stratification
for political and diplomatic gain. Throughout the first
half of 2006, Korean NGOs analyzed the causes of
income stratification, such as regressive taxation
policies, and have suggested solutions to both the
Administration and the opposition party. Unfortu-
nately, neither has responded to our requests, but
civil society groups will nevertheless continue to
wage these campaigns.

Insufficient and ineffective aid flows
to developing countries
As an emerging donor country, Korea’s policy on
aid to developing countries has become an increas-
ingly prominent issue. While Korea ranks as the 10th
largest economy in the world, with a GDP of USD
793 billion in 2005, the volume of its official devel-
opment assistance (ODA) amounted to USD 744
million, or 0.09% of GDP in 2005. Not surprisingly,
this falls far short of the average for member coun-
tries of the OECD Development Assistance Com-
mittee (DAC), which is 0.26% of GDP (OECD, 2006).
As well as the disappointing scale of ODA, the
quality of aid bears further scrutiny. As Korea is not
one of the member countries of the DAC, it is not
obliged to provide full reportage of its ODA for peer
review. For this reason, the quality of ODA is unsat-
isfactory in that grants accounted for 64.1% of bi-
lateral aid in 2004, in comparison to the 90.1% DAC
average grant ratio for bilateral aid. Moreover, ac-
cording to the Korea International Cooperation
Agency (KOICA), nine of the top ten grant recipient
countries are other Asian nations, which received

around 70% of all bilateral grants in 2004. While
aid to the least developed countries increased to
26% in 2004 (20.5% if excluding the post-war re-
construction of Afghanistan and Iraq), aid to sub-
Saharan Africa (7%) remained the same as in 2003.
In addition, most of Korean bilateral aid - including
aid to the least developed countries - is tied aid,
which means it must be used to purchase goods
and services from the donor country. Not only does
this lessen the value of the aid, but it also leads to
placing priority on the provision of goods, technol-
ogy and consulting from donor countries, rather
than on the needs of recipient countries (Kim, 2005).

As well as the quantitative and qualitative short-
comings of Korean ODA, it is also devoid of a legal
and institutional framework, as there is no basic ODA
law or charter, resulting in a lack of consensus on
the objectives of Korea’s aid policy. Partly because
of the low awareness of ODA among the public, even
many policy makers regard development aid as
merely a diplomatic means for enlarging Korea’s
slice of the economic pie in the future. Moreover,
the so-called “dual system” for Korean ODA makes
it difficult to promote efficiency and consistency. In
bilateral aid, the Ministry of Finance and Economy
isin charge of supervising loans and the Export and
Import Bank of Korea is in charge of executing them;
the Ministry of Foreign Affairs and Trade takes the
lead in supervising grants, and KOICA is in charge
of executing them. If communication between these
organs was fluid, the dual execution system might
be seen as reliable. However, channels for commu-
nication between the two different supervising
agents and the two executing agents have been ir-
regularly promoted and rarely implemented.

Recognizing there is room for improvement not
only in quantity and quality, but also in the institu-
tional and legal frameworks for ODA, the Korean
NGOs’ Network Against Global Poverty was estab-
lished in June 2005 with the participation of 21 de-
velopment and advocacy NGOs, including the CCEJ.
The Network drafted a letter outlining its views on
what Korea’s future ODA policy should be and pre-
sented it to the President, who was preparing to
visit the UN for the September 2005 World Sum-
mit. The letter called for enlarging the scale of ODA,
creating an appropriate institutional and legal frame-
work, and improving the quality of aid. Subse-
quently, following a conference organized by the
Network and attended by government officials and
members of parliament, the Government responded
with a full report on the future of Korean ODA policy.

The Government’s proposals for ODA policy
directions surprisingly matched the NGOs’ propos-
als in several areas. In particular, the Administra-
tion agreed on the need to enter the DAC sooner
and to regulate ODA by law. The report also pledged
actual numbers for an increase in the scale of ODA
and stipulated the creation of a Committee for In-
ternational Development Cooperation to serve as a
channel for communication among the different
ministries and agencies involved in development aid.
The Committee includes members from universi-
ties, NGOs, and the private sector.
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Despite these welcome developments and the
noteworthy achievements of the civil society groups,
there are certain issues that require further moni-
toring from civil society. These include the fact that
the Government did not accept suggestions from
NGOs when filling the NGO seats on its Committee,
as well as the fact that the mechanism s to formu-
late an ODA law appear too slow to meet the prom-
ised deadline of 2006. The CCEJ is now developing
two ways to monitor the Government’s progress in
living up to its pledges: by forming an “ODA Watch”
group, and by inviting other NGOs to participate in
this follow-up. In the meantime, the NGOs’ Network
will continue the advocacy and awareness-raising
campaign launched upon its founding in 2005.

Conclusion

In view of the unique situation of Korean society,
the nation now faces two distinct obstacles: the
problem of domestic development and the problem
of overseas development. Even though the country
has shown great progress in its economy over the
past 20 to 30 years, it has failed to solve the prob-
lem of worsening income stratification and the con-
comitant deterioration in the quality of life for the
economically disadvantaged. In the meantime, as
one of the world’s largest economies, Korea needs
to adopt an adequate aid policy to provide effective
assistance to developing countries.

Economic growth without revision of social
welfare and taxation policies does not hold much
promise for the majority of Korea’s citizens. Like-
wise, verbal promises from politicians made for
political gain will not actually guarantee the estab-
lishment of alternative policies. That said, in recog-
nition of the initial stage of its foreign aid practices,
the Government has taken significant steps for fur-
ther development of its aid policy. However, if Ko-
rea really wishes to enter the DAC in the near fu-
ture, it needs to consider more carefully the prin-
ciples of aid and the effectiveness thereof. These
two distinct areas therefore require the continuous
attention of Korea’s NGOs. m
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B LATVIA

Learning to give as well as receive

Latvian NGO Plataform
Gunta Berzina

Historical and economic background

Following the collapse of the Soviet Union, Latvia re-
gained its independence and was recognized as an in-
dependent and sovereign state in 1991. After creating
the fundamentals of a market economy in the early
1990s, Latvia quickly established a new macroeco-
nomic environment, which for several years served as
the basis for the transition from a planned to a market
economy. Latvia became a member of the European
Union on 1 May 2004.

Latvia has also become successfully integrated
into international structures. However, its achievements
have been focused on the most immediate needs of
the country, while overall development has been insuf-
ficiently consistent and coordinated. Pride in its accom-
plishments is tempered by acknowledgement of its sta-
tus as the poorest EU member state, in terms of per
capita GDP.

The rapid growth that has taken place in recent
years has increasingly led to the emergence of inequali-
ties in the national economy. This is evidenced by the
rise in inflation and the high current account deficit in
the balance of payments. More and more economic
indicators show that the supply of the national economy
cannot satisfy the growing domestic demand. Low
employment levels, long-term unemployment, the risk
of social exclusion, and the growing prevalence of un-
declared work have become significant sources of con-
cern in Latvian society. Social segregation and the in-
creasing income gap between rural and urban
populations are the country’s main social problems.
Because Latvia has the lowest salaries, lowest mini-
mum wage and lowest pensions among the EU mem-
ber states, there has also been a significant exodus of
workers to other member states and other countries
around the world.

Until Latvia has achieved the status of a devel-
oped nation with a sufficiently stable economy, Latvian
society will continue to view the country as a support
receiver, as opposed to a support giver.

First steps in development cooperation

The Ministry of Foreign Affairs has been designated as
the institution responsible for designing and implement-
ing Latvia’s development cooperation policy.

receiver to a support giver.
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Just over two years after joining the EU, Latvia is taking its first steps in development cooperation,
despite its status as the bloc’s poorest member state. This cooperation involves both government
institutions and a small but growing number of non-governmental development organizations. One
of the main challenges they face is to change society’s view of the country from that of a support
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Since the beginning of the 1990s, Latvia has made
regular payments to international organizations in or-
der to provide assistance to developing countries and
transition economies, including the UN, UNESCO,
World Health Organization (WHO), International Red
Cross and International Organization for Migration
(I0M). Up until 2005, Latvia's direct development co-
operation activities were basically ad hoc responses to
specific situations or events.

In 2004, Latvia allocated 0.06% of its GNP, or
approximately EUR 6.4 million, to development coop-
eration. Of this total funding, 97% represented pay-
ments to international organizations and their pro-
grammes, such as the EU, UN agencies, the I0M and
the IMF. Bilateral assistance projects through which
Latvian institutions provide assistance to less devel-
oped countries accounted for the remaining 3%.'

Bilateral assistance in 2004 was mainly directed
towards countries in South and Central Asia (Georgia,
Uzbekistan, Kazakhstan), the Balkan countries (Bosnia
and Herzegovina, Croatia, Albania) and Moldova as ad
hoc technical assistance. In addition, the Ministry of
Foreign Affairs, in cooperation with UNDP Latvia, sup-
ported a technical assistance project in Irag. Latvia also
provided humanitarian assistance to Iran following the
earthquake in Bam in late December 2003.

In implementing its development cooperation,
Latvia does not provide direct financial assistance.
Rather, it provides assistance by sharing its experi-
ence in implementing public administration reforms,
promoting a democratic society and social develop-
ment, environmental protection and improving the
educational system.

1 Republic of Latvia, Ministry of Foreign Affairs.
<www.mfa.gov.lv/en/DevelopmentCooperation>.
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For example, consultants from the Bank of Latvia
have provided assistance to the National Bank of Geor-
giain matters of bank supervision and human resources
management; consultative assistance has also been
provided in the public administration sector.

In 2005, for the first time ever, separate budget-
ary resources were provided for development coop-
eration, in the amount of EUR 140,000. The funding
allocated within the budget of the Ministry of Foreign
Affairs for the implementation of development coop-
eration activities in 2006 was increased to EUR 214,000.
Because it has never had bilateral lending arrangements
with the countries it has assisted, Latvia has never en-
gaged in any debt relief activities.

The funding allocated for bilateral assistance in
2005 was used to implement several technical
assistance projects in Latvia’s priority countries
—Moldova and Georgia— in sectors such as border
security, customs, administration of penitentiary
institutions, coordination of EU matters, establishment
of local government systems, and others.

0Ofthe EUR 108,240 allocated to bilateral projects,
NGOs received EUR 31,840.

YEAR ODA (EUR) ODA/GNI BILATERALLY
MANAGED AID
2002 716,547 | 0.01% 10%
2003 702,835 | 0.01% 10%
2004 | 6,657,910 | 0.06% 3%
2005 | 8,336,138 | 0.07% 8.81%

Thanks to the expertise and practical experience
of Latvia’s national experts, the Ministry of Foreign Af-
fairs believes it can contribute considerably to the pro-
motion of stability and development in the neighbour
ing region.



Latvia’s priorities with regard to the European
Neighbourhood Policy are the key elements in plan-
ning and implementing its development cooperation
policy. Latvia pays particular attention to the Euro-
pean Neighbourhood Policy in its foreign policy, since
its goal is to ensure increased stability and welfare in
the countries to the east of the EU’s external border
and of Latvia’s national border.

The Development Cooperation Policy Plan for
2006 has set the implementation of bilateral and tri-
lateral cooperation projects as one of its priorities, as
well as public information activities to raise aware-
ness and support for the implementation of develop-
ment cooperation policy.

Development cooperation and humanitarian aid
are considered to be areas of shared competence,
which means that both the EU and its member states
may legislate on these topics. For the Latvian gov-
ernment, like those of other new member states, there
seems to be little understanding of the need to “un-
tie” aid, since development cooperation is already very
difficult to “sell” to their constituencies. The current
predominance of tied aid — bilateral assistance that
must be used to purchase or use goods or services
from the donor country — allows Europe to use its
development funds for its own economic benefit. Un-
fortunately, the shape of Latvia's development coop-
eration policy clearly reflects the tendency to satisfy
its own interests first. Moreover, this tendency is fully
supported by Latvian society.

As of 2005, there had been no national private
resources allocated to development cooperation.

Civil society’s role

Since 1991, more than 10,000 NGOs have been reg-
istered in Latvia. Their main target area is the wide
range of social problems in the country. Until now,
no more than 10 organizations in Latvia have been
actively involved in development cooperation. There
have been several projects designed together with
western NGOs or experts and short-term consultants
provided to developing or neighbouring Eastern Eu-
ropean countries. There are only three pure non-gov-
ernmental development organizations (NGDOS) in
Latvia, but there are a significant number of NGOs
that intend to begin working in the development field:
24 of them are members of the Latvian NGDO plat-
form that was established in 2004. It should be ac-
knowledged, however, that the creation of the NGDO
platform was motivated mainly by the European ex-
ample, not by the country’s own internal drive.

The Latvian NGDO platform is primarily sup-
ported by the Soros Foundation. The first projects
will be implemented in 2006 with the support of the
Presidency Fund and in cooperation with other NGDO
networks in Europe. The platform will undoubtedly
have to struggle in order to survive.?

Successful implementation of any development
cooperation policy is only possible if NGOs, the private
and academic sectors and society at large work to-
gether with governmental institutions. Unfortunately,

2 Additional information available from:
< www.trialog.or.at/docs/lapas_ct2006.ppt >

TABLE 2

ODA sectors of intervention (%)

SECTOR 2004 2005
Governance and reform of the State 40 95
Security and conflict prevention 50 0
Justice 0 0
Local economic development .

(agriculture, small and medium-sized companies, etc.) 7 0
Human rights and civil society support 0 5
Private sector and investment 3 0
Decentralization and strengthening of local authorities 0 0
Migration 0 0

this is not the case in Latvia. Public awareness of de-
velopment cooperation is practically non-existent, and
until now, not a single NGDO has been able to attract
national private funding for its activities.

The country’s first genuine NGDO, GLEN Latvia,
arose from aftrilateral project with the main stakeholder
in Germany. GLEN Latvia is a politically neutral, non-
profit organisation that seeks to raise awareness about
global development issues and promote the ideas and
basic values of sustainable development and global
justice. Through the organization, young people are
given the opportunity to participate in projects in Af-
ricaand Asia, and are thus able to experience and com-
pare diverse understandings of development and de-
velopment cooperation and to exchange knowledge and
skills. GLEN Latvia encourages young professionals to
use these unique project experiences to educate soci-
ety on development issues.

As of now, it is impossible to speak of public sup-
port or even understanding of development coopera-
tion. Even humanitarian assistance in crisis situations
is seen as the responsibility of “rich countries”. The
first and so far only show of support for humanitarian
actions from the Latvian cultural sector has come from
singer Marie Naumova, who was designated UN Good-
will Ambassador for Latvia and organized a concert for
the victims of Beslan® in 2004.

Broader public participation in humanitarian aid
actions, such as assistance for the December 2004
Indian Ocean tsunami victims, has been extremely lim-
ited and short-term. For the most part, people are dis-
inclined to even think about the situation in low-income
countries and about their global responsibility, at the
same time that they are being asked to make a contri-
bution. Globalization is viewed only as an instrument
for ensuring their own welfare, and in some cases, even
NGOs are open to cooperation merely in the event that
somebody will offer a competitive salary for the work
involved.

Facing the reality

Itis ahuge challenge to be a support receiver and giver
at the same time. Latvia’s three NGDOs and 20-odd
likeminded NGOs face enormous pressure in compet-

3 The Beslan school hostage crisis (also referred to as the
Beslan school siege) in the Russian town of Beslan in
North Ossetia, which began 1 September 2004 and ended
3 September with hundreds of deaths.
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ing with the 10,000 NGOs that focus on solving the
growing problems within the country itself. The Minis-
try of Foreign Affairs has already made enormous
progress from the moment back in 2002 when the
Development Cooperation Policy department was cre-
ated. On the basis of Latvia's commitment to develop-
ment cooperation, as well as its economic growth and
experience in reform implementation, there are plans
to significantly increase the budget for bilateral and tri-
lateral projects in the less developed countries in the
coming years. The Ministry of Foreign Affairs has
drafted a concept document that establishes annual
increases in Latvian development cooperation funding
s0 as to reach 0.1% of GNP by 2010.4

This commitment may seem meagre in compari-
son with the EU average, but considering the social
situation within the country, it is more than adequate.
In the meantime, a number of serious questions need
to be answered in view of the pressures from the “old”
EU member states and the growing number of NGOs
that are willing to act as experts and share their transi-
tion-period experience.

e Isanincrease in funding the only responsibility
involved in achieving the Millennium Development
Goals?

e Do the current EU policy and the way it is imple-
mented genuinely contribute to reducing poverty
and injustice in the world?

e Have we truly established a global partnership for
development?

e Arewe ready to recognize that a huge part of fund-
ing is spent on ensuring our own participation in
the “game” that goes by the name of global de-
velopment?

* Do we want to be players, fighters or students in
this global game while injustice, poverty and hu-
man suffering continue to grow?

Perhaps it would still be possible to achieve the
Millennium Development Goals if we were ready to ac-
cept the fact that the time has come to truly cooperate
in giving for the sake of the world, as opposed to tak-
ing under the pretence of giving. m

4 Republic of Latvia, Ministry of Foreign Affairs.
<www.mfa.gov.lv/en/DevelopmentCooperation>.



B LEBANON

Economic social and environmental consequences of the watr:
a preliminary assessment

Arab NGO Network for Development

0n 12 July 2006 Israel launched a massive attack on
Lebanon that only ended 33 days later with a UN
Security Council resolution and unprecedented world
public opinion outrage. The Lebanese Association for
Human Rights documented 57 massacres while the
attack lasted. The number of dead in those incidents
ranged between 6 and 35 (the Association highlighted
that they were only reporting the events that they
documented). As of 23 August, the Lebanese gov-
ernment had published these official estimates: 1,183
dead; 4,059 injured; 256,184 displaced; 15,000
homes destroyed and 77 bridges hit.

The effects of the war, by all estimates, are so
massive in relation to the size and capabilities of
the Lebanese economy, that many government and
private-sector analysts are describing it in terms of
massive natural disasters such as earthquakes and
tsunamis. Qverall losses (actual and lost opportu-
nities) are being estimated at USD 9.5 billion or 40%
percent of GDP. However, basic economics would
say that if the total economic consequences were
similar to those of an earthquake, the Lebanese
would, believe it or not, be relatively lucky.
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Due to the emergency situation in Lebanon, the national report by Amal Moukarzel-Damien in
collaboration with May Hazaz (Ecole Libanaise de Formation Sociale, Université Saint-Joseph),
written before the Israeli attacks, was replaced at the last moment by this overview contributed by
ANND on 23 August 2006.
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The damage in infrastructure, factories and
other productive facilities is estimated at around
USD 2.5 billion. The minister of Agriculture said the
losses inflicted to the agricultural sector were esti-
mated at USD 500 million. The implications of these
losses on economic activity are severe, and several
agencies have already significantly revised their
growth projections for 2006 down from 6% to 0%
at best, i.e., a loss of USD 1.1 billion. The implica-
tions on the fiscal front, for a country with an al-
ready very high debt ratio, will also be hard, includ-
ing loss of revenue from taxes and customs duties,

ISRAEL’S HISTORY WITH LEBANON

and USD 25 billion in lost GDP

tween 1948 and 2006, and 49,000 were wounded.

Counting the costs of Lebanon’s economic losses over years of Israeli attacks:
1968-2006: 24,000 killed; 49,000 wounded; USD 4.5 billion in physical damage

Between 1968 and 2006, Israel waged over 5,000 military attacks against Lebanon, including five invasions
and/or major campaigns. Most of the economic damage was caused in the 1978 invasion (USD 418 mil-
lion), the 1982 invasion (USD 1.7 billion) and the 2006 onslaught (USD 1.6 billion). The attacks harmed all
economic sectors and targeted hundreds of thousands of housing units and private property at a cost of
USD 1.6 billion, and of commercial establishments (damages valued at USD 938 million), manufacturing
(USD 338 million), and airports, airline property and radars (USD 328 million). The largest single number
of human losses occurred in 1982 when Israel launched a major invasion of Lebanon, killing over 19,000
Lebanese and wounding 32,000. In total, almost 24,000 Lebanese were killed during Israeli attacks be-

In the period of 1968-2006, all major incursions caused the displacement of hundreds of thousands
of civilians, especially from the southern regions to safer areas up north. For example, the current crisis
forced almost a million Lebanese to leave their homes, which means loss of safety and security and hard-
ships in obtaining shelter, medicine, food and the amenities of life.

By Kamal Dib, Canadian economist of Lebanese origin, author of several books on the Middle East, most recently
“Warlords and Merchants”. From an article published by The Daily Star.
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estimated at around USD 700 million. Additional
expenditures to deal with the effects of the war, such
as health issues, compensation, and reconstruction,
are difficult to estimate at this stage.

As for the balance of payments, the loss of ex-
ports, estimated at USD 200 million, combined with
the loss of revenues from a promising tourist sea-
son, estimated at USD 3 billion, will weaken the cur-
rent accounts, which will in turn weaken the bal-
ance of payments if capital inflows are not stepped
up. Indeed, the lost opportunities in foreign direct
investment are already estimated at USD 2 billion.
Ifinternational investors, tourists and even residents
start to see the present war as a harbinger of indefi-
nite conflicts in the future, the full economic impli-
cations of this war would be much higher indeed,
observed economist Mazen Soueid in a column for
The Daily Star.

Fadel al-Shalaq, head of the Lebanese Coun-
cil for Development and Reconstruction (CDR),
compared the devastation to the damage from the
1975-1990 civil war that tore the country apart,
saying, “the result is that you can compare these
losses with the losses Lebanon sustained over 17
years, except this time we witnessed it in one
month”. He added that 30,000 homes had been
hit, a quarter of them in the crowded southern sub-
urbs of Beirut, a Hezbollah stronghold that was
battered by Israeli air strikes. If rebuilding began
immediately, it would take at least a year to repair
the infrastructure and three years to replace or
repair damaged buildings. It took years and bil-
lions of dollars for Lebanon to recover from the
1975-1990 civil war, and now, in many cases, the
country must start the process again.



Airport losses

The losses at the airport have been estimated at
around USD 170 million with average daily losses
of USD 5 million, including the losses of govern-
ment revenues, the duty free market, and the air-
lines. This is in addition to the losses due to dam-
ages of fuel storage and airport infrastructure, which
amount to around USD 18 million.

Port losses

The siege on ports continued after the ceasefire,
inflicting chaos and delays in the resumption of work
on the Lebanese ports, which are close to and com-
petitive with the Israeli port of Haifa.

The losses to transport companies and the port
administration are estimated at USD 4.5 million. The
losses due to export and import stagnation and the
related losses in taxation amount to around USD
60 million. This brings the overall direct losses to
the port to around USD 65 million (from an article
by Adnan el Hajj in As-safir newspaper).

Impact on the hotel sector

Lebanon had expected 2006 to be its best year for
tourism since 1974, with estimates of 1.8 million tour-
ists spending USD 2.5 billion. These expectations van-
ished into thin air, along with the exodus of tens of
thousands of vacationers and expatriates. The overall
hotel occupancy rate in Lebanon hovered around 34%,
but several five-star hotels were all at least 70% full,
and are typically frequented not by wealthy Gulf na-
tionals, but by the international press, including the
crews for the BBC, CNN and Fox News, multinational
corporations, and global humanitarian groups.

The average price of a hotel room in Lebanon
has dropped from USD 160 to USD 120 a night since
the onset of the violence. Since the new market is
ephemeral at best, most hotels have offered tour
groups reductions of 30-40% on commercial tour
packages and are organizing promotional cam-
paigns to woo Gulf tourists back to Lebanon in time
for religious holidays (based on reporting by
Lysandra Ohrstrom, The Daily Star).

Migration, unemployment

Unemployment has increased dramatically since the
attacks, as the work contracts of thousands of em-
ployees were cancelled. The number of Lebanese who
left the country because of the war exceeds 210,000,
many of whom will not return immediately. There
were close to a million internally displaced persons.

Debts

The damages to the financial and monetary sector
in this context were much smaller, but for banks
the problem is that of investment plans that exceed
USD 3 billion and which are all set on hold or can-
celled. This is in addition to the problem of private
sector debt, which amounted to around USD 18.6
billion before the Israeli attack, and which will in-
crease as a result of the attack.

Environment and health

The war has badly polluted the air, sea and land.
During the conflict, Israel’s air force carried out ap-

proximately 7,000 aerial attacks throughout Leba-
non while its navy conducted more than 2,500 bom-
bardments of the Lebanese coast, according to the
Israeli military. “A crater caused by Israeli muni-
tions in Khiam contained a high degree of unidenti-
fied radioactive materials”, reported Mohammad
Qobeissi, a member of the National Council for Sci-
entific Research. Qobeisi, along with Ibrahim Rashidi
from the Faculty of Sciences at the Lebanese Uni-
versity, have inspected the crater — which is three
metres deep and has a diameter of 10 metres —with
a Geiger-Muller counter, used to detect nuclear ra-
diation and radioactivity. The Israeli weapons
launched on Khiam and the neighbouring areas of
South Lebanon probably contained a high level of
uranium, Qobeisi added. The inspection was done
in the presence of former French health minister
Bernard Kouchner.

Leftover cluster hombs kill
after the ceasefire

On the morning of the ceasefire between Lebanese
Hezbollah militias and the Israeli military, 11-year-
old Hadi Hatab stepped out to play in the street for
the first time in more than a month. Seconds later a
cluster bomb exploded. Hearing the blast, Hadi’s
father, Moussa Hatab, 32, ran to help his son, deto-
nating another bomb that killed him 72 hours later.

On 14 August, the Lebanese army began the
painstaking task of clearing the thousands of
unexploded cluster bombs that litter the fields, gar-
dens, doorsteps and playgrounds of Nabatiyeh and
its surrounding villages. A Lebanese soldier said he
had detonated 1,000 such devices already.

“I have never seen anything like it before. It is
far more widespread thanin Iraq”, said Sean Sutton,
spokesman for the Nabatiyeh office of the Mines
Advisory Group (MAG), a UK-based NGO. Sutton
said the group was struggling to cope with the quan-
tities of cluster bombs lying around Nabatiyeh. He
added that he saw both M42 and M77 cluster
bombs, which are either US-made or Israeli copies.
The leftover bombs are hampering the delivery of
relief food. “The threat is enormous”, said Matt
Hollingworth of the United Nation’s World Food Pro-
gramme.

These cluster bombs, or submunitions, are
small metallic canisters, about the size of a torch
battery. Typically, tens to hundreds of these
bomblets are ejected from artillery shells in mid-
flight, showering a wide area with explosions that
kill anyone within 10 metres of where they land.
The types of artillery-delivered submunitions used
by Israel have an initial failure rate of at least 14%,
according to U.S. military testing data. However, up
to a quarter fail to explode. In Yohmor, 7 km from
the Israeli border, locals say nearly three-quarters
of the people from the area have been unable to
return to their homes, because there is no safe path
through the explosives.

Despite a decades-long campaign by human
rights groups to ban cluster bombs altogether, they
are permitted under international law as long as they
are not used in urban areas. An Israeli military
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spokesman insisted on 17 August that Israel used
these munitions “within the confines of international
humanitarian law”. “Because of their wide dispersal
pattern, cluster munitions should never be used in
populated areas”, said Kenneth Roth, executive di-
rector of Human Rights Watch. “The laws of war
don’t ban cluster munitions in all circumstances.
But the use of cluster munitions in or near civilian
areas violates the ban on indiscriminate attacks,
because these weapons cannot be directed at only
military targets”. Cluster submunitions with high
initial dud rates “effectively become antipersonnel
landmines”, Roth said. “Even if civilians are not
present at the time of attack, they risk stumbling
onto the submunitions weeks, months or even years
later, triggering fatal explosions”.

United Nations deminers, beginning emergency
survey and clearance work in the south of Leba-
non, have identified 10 locations where Israel used
artillery-delivered cluster munitions during the re-
cent hostilities, Human Rights Watch reported. They
have been able to visit only a limited region so far,
and fear that the 10 sites identified in the first two
days could be the “tip of the iceberg”.

Toxic air a major health hazard

Local non-governmental organizations and govern-
ment officials have warned that chemicals and dust
from the buildings hit during Israeli air strikes on
Lebanon have badly polluted the air and land. “The
combination of toxic fumes that has been spread-
ing for the past five weeks, which people have in-
haled and is already in their bodies, is a great source
of contamination”, said Greenpeace campaigner
Zeina al-Hajj.

Israel’s attacks on fuel tanks at the Jiyeh power
station on 13 July and 15 July caused a 10,000-tonne
oil spill into the Mediterranean Sea, which could not
be cleaned up because of the ongoing fighting. These
bombings on the fuel tanks also resulted in a fire that
burned for three weeks, releasing a cloud of smoke
which hung over Beirut and central Lebanon and
which could be seen from 60 km away.

“The oil spill is the most visible environmental
damage of this disaster but of course there are many
more”, al-Hajj said. “The bombs themselves are a
problem. With all the chemicals that are in them
and the amount that have been dropped, there you
have an environmental disaster in itself”. The bomb-
ing of factories that made products such as glass,
foodstuffs and plastics has also released these
chemicals and chlorine into the atmosphere in cen-
tral areas of Lebanon, potentially affecting as many
as two million people.

The bombing of electricity transformers such
as the one that was hit by Israeli air strikes in the
town of Sidon on 12 August resulted in the release
of polychlorinated biphenyls (PCBs) into the atmo-
sphere. Lebanon still uses transformers that con-
tain parts that were made with PCBs, despite an
international ban on the substance. “These are
chemicals that are bio-accumulative and persistent
so when you inhale them they stay in your body,
and they cause cancer”, said al-Hajj. m



B MALTA

The benefits and challenges of EU membership

immigration.

Kopin
Joseph M. Sammut

Malta became a member state of the European Union
(EU) on 1 May 2004. The past few years have been
marked by a wave of rapid and unprecedented
changes in various sectors of society in order to
bring the country’s laws and policies in line with
the acquis communautaire, the body of EU legisla-
tion which candidate countries must adopt to be-
come members of the bloc. EU membership has
brought positive changes, including the adoption
of gender equality legislation and improvements in
living standards. But membership has also posed
new challenges resulting from economic restruc-
turing and the transition from a centralized to a
market-driven economy.

Gender equality

Malta’s commitment to the promotion and actual
implementation of gender equality has been recog-
nized by reports from both the EU (EU Commission
Report COM, 2005) and the United Nations (UN Eco-
nomic and Social Council, 2004). The National Com-
mission for the Promotion of Equality is working to-
wards reaching the Lisbon Agenda goal of raising
the employment rate by increasing the number of
women in the workforce. In addition, an ongoing ex-
ercise has been undertaken in which all legislation
and government policies are monitored in order to
make them gender-inclusive and to eliminate all forms
of written discrimination.! Nevertheless, gender bal-
ance remains an area in which Malta continues to lag
behind the other EU member states. According to
the Eurostat Labour Force Survey for the third quar-
ter of 2005, the male employment rate (the percent-
age of working-age people who have jobs) in Malta
was 77.9% and ranked 13" among all European coun-
tries, while the female employment rate stood at
37.0% and was the lowest in Europe (Eurostat, 2006).
There are ongoing projects co-financed by the Euro-
pean Social Fund to increase the participation and
advancement of women in the labour market. Such
projects are especially crucial given the fact that
women tend to make up a higher proportion of people
living in or at risk of poverty in Malta.

1 The EU Directive 2002/73/EC came into force in October
2005.
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The economic and social changes entailed by EU membership have had a positive impact on Malta
in such areas as gender equality and living standards. But joining the bloc has also posed new
challenges through the transition to a market economy and the growing phenomenon of irregular
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Unemployment and poverty

The economic and social changes taking place in
Malta are creating new demands and new expecta-
tions. Although an improvement in living standards
has been registered,? certain pockets of the popu-
lation are falling behind. The unemployment rate has
been rising, and as a result, unemployment ben-
efits as a percentage of GDP have increased from
0.9% in 2000 to 1.2% in 2005. In 2005, 8.9% of
children aged 0-17 were living in jobless house-
holds, an increase of one percentage point over
2000. At the same time, the population is aging,
due to changes in family size and structure. In 2005,
the most prevalent household size in Malta com-
prised four persons (27.3%), followed by two per-
sons (24.3%), three persons (22.2%) and one per-
son (13.2%) (NSO, 2006c).

Meanwhile, although great strides are being
made towards achieving gender equality and eradi-
cating poverty, there is still a section of Maltese
society, mainly female, that still faces the risk of
poverty. As a consequence of the changing social
environment, the proportion of births outside mar-
riage has increased significantly, from 2.2% of all
births in 1992 to 19.8% in 2005 (NSO, 2006c). This
may put more women and their offspring at risk of
poverty. In addition, women who choose the tradi-
tional role of staying at home looking after the fam-
ily and thus do not participate in the formal economy
receive a non-contributory pension or widow’s pen-
sion, which is considerably less than a contribu-

2 In UNDP Human Development Report 2005, Malta ranks
number 32 on the Human Development Index (HDI) with a
per capita gross domestic product (GDP) of USD 17,633 in
2003.
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tory retirement pension, and will mean a lower in-
come for these women later in life. The government
has been encouraging citizens to buy private pen-
sion schemes to safeguard their standard of living
when they reach retirement age, which may increase
the gap between the “haves” and the “have-nots” in
the future.

The Maltese economy is facing stiff competi-
tion in the globalized market economy. The manu-
facturing sector has experienced difficulties due to
lower demand, and several factories have closed
down, while others have reduced the number of em-
ployees. On the other hand, new jobs are being cre-
ated in the service industry and pharmaceuticals and
information technology (IT) sectors. Redundant
workers need re-education and training in new skills
to help protect them from remaining jobless. Unem-
ployment registration statistics (NSO, 2005b) show
that 50% of the unemployed were found to be at risk
of poverty; the average for the EU-15 (the 15 mem-
ber states of the EU before the 2004 enlargement) is
38%. Moreover, 45% are young people who lack a
contributory history or still live at home and so are
not entitled to social benefits, and one in five or 20%
did not complete secondary education. This category
is more likely to be unemployed than those who have
completed school, and will tend to remain unem-
ployed for a longer period.

Public financial administration

Table 1 gives a bird’s eye view of the generation
and distribution of public finances for 2004-2005.
The Maltese Government revenue comes mainly
from direct and indirect taxes (86.86%). The
economy is undergoing a restructuring process
through which government and commercial cor-



TABLE 1

Comparative Maltese Government Finance Data 2004-2005 (in USD millions)

porations are being sold to the private sector. This
is generating revenue for the government, but it is
also reducing the social responsibility towards the

common good that government corporations used Maltese Government Finance 2004 %o 2005 %
H MTL1=USD2.9061* | Distribution| MTL1=USD 2.8959* Distribution
to provide.
Malta is classified a5 the second most indebted sy govenyg 2,679,060.94 | 100.00 2,968,702.01 100.00
country in the EU. Eurostat statistics show that Malta | gonsisting of " "
comes after Cyprus (72.2%) with a 72% gross debt 6P 200.458.88 10.84 318.549.00 10.66
relative to the gross domestic product (GDP) TN D T 63.104.56 911
(Eurostat, 2004). In 2005, the government allocated Other Extraordinary Receipts 25,861.38 0.97 11’111 57 0.37
8.99% of its budget towards public debt servicing, R R Y P ) 2’7 7'7 '1 ) o )
which compared to expenditure on education ecurrent Revene PR Sk PRI i
(6.65%) reveals a gap of 2.34% or MTL 17.92 mil- of which:
lion (USD 51.91 million). The resources spent on Grants 88,084.00 3.73 193,894.98 747
debt servicing show that the government needs Customs and Excise 181,076.18 7.66 190,173.75 7.33
better financial management in controlling and bal- Consumption Tax 411,417.00 17.41 487,469.74 18.78
ancing its budget. Income Tax 613,701.48 25.97 642,194.78 24.74
| lar immiatatl Social Security 551,162.21 23.33 566,400.39 21.82
rregular immigration Others 517,297.42 21.89 515,803.23 19.87
Malta has witnessed a considerable increase in irregular
immigration. Most of these immigrants are from sub- Total Expenditure 2,714,033.00 100.00 2,854,060.04 100.00
Saharan African countries, attempting to emigrate to- consisting of:
wards Europe. Between 2004 and 2005, 3,210 per- Recurrent Expenditure 2,129,721.00 78.47 2,218,184.11 77.72
sons were registered as irregular immigrants; the of which:
majority had arrived by boat after setting out from North Education 145,921.09 6.85 147,453.44 6.65
African countries (NSO, 2005c). Social security (benefits) 602,893.69 28.31 639,501.60 28.83
The irregular immigration phenomenon in Others 1,380,906.07 64.84 1,431,229.07 64.52
Malta started in 2001 with the arrival of 1,686 asy- Public Debt Servicing 280,275.91 10.33 256,530.41 8.99
lum seekers (NSO, 2005c). Malta is a densely popu- Capital Programme 304,036.00 11.20 379,345.52 13.20
lated island country, with 1,282 inhabitants per af i
square kilometre (NSO, 2006a). It is at the cross- Productive Investment 78,560.32 25.84 84,493.67 2297
roads of the Mediterranean, making it one of the Infrastructure 121,164.03 39.85 143,598.99 37.85
main routes for the “boat people” leaving North Af- st 104’302'84 34'31 151’252'86 39'87
rica to reach mainland Europe. Upon joining the EU, : T ’ T ’
Malta became part of the Dublin Convention, which | gross Government Dept 3,933,127.36 | 100.00 4,065,226.77 100.00
states that asylum seekers must remain in the first of which:
country where they land. Thus, all “boat people” Treasury Bills 713,026.17 18.13 550,866.79 13.55
passing through the Maltese search and rescue area Government Stock 2,948,808.05 74.97 3,258,851.83 80.16
are referred back to Malta. This is seen as a conve- Foreign Loans Outstanding 199,274.18 5.07 188,022.72 4.65
nient way for larger EU countries to keep immigrants Other dept assumptions 77,479.53 1.97 72,032.62 1.77
out of their own backyards. ) ’ ’
. K . MGSF Investment in Government
Irregular immigrants are taken to detention Debt -5.460.56 014 -5.441.40 013
centres that are currently accommodating 1,279

Source: Extracted from NSO: Government Finance No. 92/2006, p. 6. *Annual exchange rate

detainees. The centres are overcrowded, with the
overflow of immigrants living in tents. Detainees

are managed by army and police officials, who are
responsible for security, accommodation, meeting
basic needs, providing access to medical care and
day-to-day administration. Soldiers are trained to
kill, not to look after people, and are clearly not the
right people to be entrusted with this task. In the
meantime, most of the Maltese public looks upon
the “boat people” as a burden and as such they are
unwanted by the local population. This has made
irregular immigration in Malta a hot political issue,
and has led to the formation of new right-wing par-
ties that are vocally opposed to providing asylum
to these individuals.

The Maltese population must learn to be more
tolerant towards asylum seekers and to better un-
derstand their situation. At the same time, however,
the EU must recognize the fact that Malta is by far
the member state that is bearing the heaviest bur-
den relative to its size and resources. The EU mem-

ber states should show solidarity with Malta and
the asylum seekers by accepting them in their own
countries and working towards eradicating poverty
in the impoverished nations that these people are
attempting to emigrate from.

Official development aid

Malta is a signatory of the Millennium Development
Goals (MDGs) and has made a commitment to con-
tribute 0.17% of its gross national income (GNI) as
official development aid (ODA) to developing coun-
tries. A recent report published by the European Com-
mission (2006) shows Malta to be the highest donor
among the 10 new member states, with an ODA con-
tribution of 0.18% of GNI. However, another report
released by CONCORD (2006) —a European non-gov-
ernmental development organization (NGDO) platform
of which the Maltese NGDO Platform, coordinated by
Kopin, is @ member — states that Malta’s overseas de-
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velopment aid is deceptively doubled by including the
spending on refugees in Malta. Genuine ODA is money
allocated as development aid to improve the welfare
of the poor in poor countries, and not money spent on
refugees or foreign students studying in the donor
country. In addition, Malta wrote off MTL 2.8 million
(USD 6.3 million) in debt owed by Iraq in 2004, and
this money was included as part of Maltese ODA for
2003-2005 ((Calleja, 2006).

(Continued on page 259)



B MEXICO

Investments that do not guarantee rights

human rights.

DECA Equipo Pueblo’, Espacio DESC?
Areli Sandoval Teran®

The hotly contested and disputed results of the 2
July 2006 federal elections, and the ensuing socially
and politically tense climate, have brought out into
the open the ideological confrontation between the
different visions of the country, and the very differ-
ent experiences lived by the various sectors and
regions with respect to the impact of the economic
and social development model. The profound di-
vide and inequality that we are living demands a
profound, serious and participative revision of the
economic liberalization model that has been domi-
nant in Mexico for the last quarter of a century. As a
contribution to this challenge, the Social Watch
Mexico report analyzes from a human rights per-
spective some of the schemes applied by the Gov-
ernment to mobilize resources — public, private,
national and foreign — toward development, and
looks into their effects on the living conditions of
the population. It also proposes alternatives and
recommendations toward the attainment of the right
to development.

Associations that are more private
than public

The report made by UN Secretary General Kofi Annan
to the Preparatory Committee to the Monterrey Con-
ference on Financing for Development, stated that
although private foreign capital can play an impor-
tant role insofar as it supplements domestic re-
sources, there have been negative experiences when
these investments do not comply with labour or en-
vironmental regulations. Annan emphasised that both
governments and transnational corporations should
act responsibly in these areas (A/AC.257/12, para-
graphs 46, 47 and 60, 18 December 2000).
Alleging budget restrictions that made it diffi-
cult to meet the need for infrastructure and basic
services, between 1983 and 2006 governments pro-

1 Social Watch focal point in Mexico.

2 Mexican reference group for Social Watch and other
international networks.

3 Coordinator of the Citizenship Diplomacy Programme
(Programa Diplomacia Ciudadana), DESCA and Social
Watch of DECA Equipo Pueblo, A.C.
<arelisandoval@equipopueblo.org.mx>.
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When public-private associations that provide basic services do not guarantee economic accessibility
- one of the key components of economic, social, and cultural rights — and both coverage and access
are defined by the ability to pay, the Government fails to fulfil its obligation to satisfy these rights.
Also, if the Government allows or favours foreign direct investment in development projects that
are neither socially nor environmentally responsible it fails to comply with its obligation to protect
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moted foreign direct and indirect investment and set
up different kinds of public-private associations
(PPAs) in the energy, roads, water supply, health,
housing, and higher education sectors. For example,
the Vicente Fox administration (2001-2006) imple-
mented a mixed investment scheme called Projects
for the Provision of Services, a different kind of PPA.#

Fox maintains that the PPAs improve the qual-
ity and coverage of public services because they
bring efficiency and capital from the private sector,
they promote the development of domestic provid-
ers and make them more professional, and they
reduce costs and free resources for other social
projects®. But this is simply not happening. As
health, education and drinking water services and
the construction of new housing are privatized, the
coverage they provide is now determined by people’s
capacity to pay. In addition, transnational capital has
replaced the domestic private sector, and contrary
to what is claimed, the Government has de-capital-
ized key social sectors like education, health and
social security. The State has not fulfilled its obliga-
tion to allocate the maximum resources available to
working towards establishing the rights enshrined
in the International Covenant on Economic, Social
and Cultural Rights (ICESCR).

The PPAs are “following the general trend to-
wards the commercialization of services ... and they
are still a form of privatization” (McDonald and

4 Secretariat of Finance and Public Credit:
<www.pps.sse.gob.mx/html/que_son.html>.

5 Presidency of the Republic. Press release, 21 October
2004: “Inaugura el Presidente Vicente Fox la Primera
Cumbre de Asociaciones Publico-Privadas para las
Américas”, at: http://presidencia.gob.mx
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Ruiters, 2006) so they are more geared to making
profits than to enhancing social development. To
make matters worse, the privatization of services
can lead to violations of human rights if economic
accessibility, a basic element in economic, social
and cultural rights, is not guaranteed. This happens,
for example, when a transnational corporation raises
its charges for basic services so much that this com-
promises the enjoyment of other rights. In all cases
of privatization the State should fulfil its obligation
to protect people’s human rights against non-State
third parties by supervising and regulating how
these organizations operate, and by providing
mechanisms and resources to defend human rights
if violations take place. The example below is a good
illustration of this situation.

Privatizations that trample human rights

The National Water Commission claims that Aguas
de Saltillo in the state of Coahuila, a mixed public-
private association that involves the Spanish cor-
poration Aguas de Barcelona,® is a successful
privatization scheme that provides drinking water
and sewage facilities.

However there was no adequate prior consul-
tation with the local population, charges for the ser-
vices were illegally increased above the level of the
National Consumer Price Index, and the demands
of the Users Association of Aguas de Saltillo were
not considered in due time. The Public Treasury
Auditor’s Office of the Coahuila Congress discov-
ered a series of irregularities like the fact that the

6 The Municipal System of Aguas de Saltillo holds 51% of
the shares and 49% are held by Aguas de Barcelona, of
which the French transnational Suez is a shareholder.



main officers of the corporation were receiving sala-
ries in excess of the levels stipulated in the legisla-
tion by which it was set up, some work was not
reported to the Administration Council, some ve-
hicles were purchased in contravention of the Ac-
quisitions Law, and there have been labour rights
violations such as unjustified dismissals and threats
(Castafieda Bustamante, 2006).

In General Observation No. 15 concerning the
right to water, the UN Committee on Economic,
Social and Cultural Rights (CESCR), interpreting the
ICESCR, ruled that “water, and water services and
facilities, must be accessible to all. The direct and
indirect costs and charges associated with the pro-
vision of water must be affordable and must not
compromise or endanger the exercise of other rights
recognized in the Covenant” (E/C.12/2002/11, para-
graph 11, c, ii). Therefore Aguas de Barcelona is
contravening the ICESCR and various ILO conven-
tions and other commitments involving good busi-
ness practices. When it comes to managing water
in Mexico, the new Government must consider “the
great potential of participation and democratization
toimprove the public water supply” and should rec-
ognize that “privatization is not the answer” (Balanya
et al, 2005).

Negative impacts of foreign direct
investment

The way that foreign direct investment (FDI) oper-
ates was also analyzed by the DESCA Alternative
Report that 105 NGOs submitted to the CESCR in
May 2006. We reported how FDI projects in areas
where the local people are highly dependent on the
environment for farming or because they inhabit ar-
eas rich in biodiversity are doing social and environ-
mental damage with the consent or complicity of the
State. Such is the case of the Plan Puebla Panama
(PPP), which affects the area from the south-south-
east of Mexico to Panama in southern Central
America, for which the Inter-American Development
Bank as part of the High Level Committee seeking to
raise financing for the PPP projects, is channelling
its own funds and promoting leadership from the
private sector as a financing alternative. In its fourth
periodic report to the CESCR (E/C.12/4/Add.16), the
Government mentions the PPP as one of the mea-
sures it is taking, in line with a 1999 recommenda-
tion by the Committee, to alleviate the negative im-
pact that the North American Free Trade Treaty has
had on economic, social and cultural rights.” Unfor-
tunately, this project lacks a holistic vision of the right
to development, and there are no measures to guard
against or compensate for land appropriation, to pre-
vent damage to the environment, to limit the appro-
priation and over-exploitation of natural resources,
or to safeguard the country’s cultural heritage.

At Espacio DESC we have also documented
reports from communities that have suffered or are
suffering violations of their human rights as a re-
sult of mega-projects. One typical case is a plan,

7 Final observations made by the CESCR to Mexico in 1999:
E/C.12/1/Add.41, paragraph 35.

which is part of the PPP, to build a hydroelectric
dam at La Parota in the state of Guerrero. This will
involve the flooding of 17,000 hectares of farmland,
roads and bridges in an area that is home to 21
communities, and around 25,000 people will be dis-
placed. The project will indirectly affect more than
75,000 people downriver and will cause irreparable
damage to their health and to the ecosystem (for
example, an endemic species of frog will become
extinct). The La Parota project is opposed by the
joint owners of common land in the area on the
grounds that it does not constitute sustainable de-
velopment and is a threat to community life because
of its high ecological, social and economic costs.
The municipal, state and federal governments have
ignored these complaints, and in promoting the
project at all costs they are acting in an authoritar-
ian and undemocratic way (Espacio DESC, 2006).
The new Government, which will take office on
1 December 2006, should not fail to take action in
this situation, which is so serious that it merited a
specific recommendation from the CESCR urging
Mexico to ensure that the indigenous local commu-
nities affected by this project, or by other mega-
projects, should be duly consulted so as to obtain
their informed consent beforehand. This applies to
all decision-making processes connected to projects
that affect people’s rights and interests, as recog-
nized in the ICESCR. The Committee also urged
Mexico to recognize the rights of indigenous com-
munities to the possession and ownership of lands
they have traditionally occupied, and, should the need
arise, to ensure that the indigenous and local rural
communities affected by the work at La Parota, or
other PPP infrastructure projects, should be suitably
re-located and receive adequate compensation and
alternative fertile farmland, and that their economic,
social and cultural rights should be protected.®

The need for prior informed consent

Another mega-project that is to be undertaken with
mixed investment is a wind energy facility in the
Tehuantepec Isthmus, in the state of Oaxaca. Some
14 firms have shown interest in this, including Span-
ish corporations like Gamesa Edlica and Iberdrola
(Castafieda Bustamante, 2006). While legal problems
that are delaying the start of construction work are
being resolved, the foreign investors are negotiating
with the co-owners of common land to acquire leas-
ing contracts for sites where the wind turbines can
be located. The Government has promoted a Certifi-
cation Programme for Common Land Rights and Title
Deeds (PROCEDE) to be able to take possession of
the land, and community representatives are having
to negotiate without sufficient information or coun-
selling, which makes it difficult for them to reject the
project or strike a bargain that will benefit the com-
munity. This means the transnational corporations
involved are taking advantage of the fact that the com-
munity is poor. In this situation it is very important
for the authorities to analyze seriously the possible

8 Final observations made by the CESCR to Mexico in 2006:
E/C.12/CO/MEX/4, paragraph 28.
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environmental, economic and socio-cultural impacts
about which various organizations that are absolutely
opposed to the construction of the energy facility have
already sounded the alarm.

Conclusions

It is clear that unrestricted free trade and foreign in-
vestment has mostly worked in favour of
transnational corporations. We agree with the UN
commentators that the negative impact of globaliza-
tion on the exercise of human rights “is multi-dimen-
sional, and therefore calls for a critical re-think of
trade policies and instruments, international invest-
ments and finance, and that human rights should no
longer be treated as something peripheral to how the
system is formulated and how it operates” (E/CN.4/
Sub.2/2000/13).

In the light of these problems, the new Gov-
ernment should apply every human rights instru-
ment, principle and recommendation,® and show
that it has the political will to act in accordance with
them. We also demand that it take account of the
proposals and recommendations regarding ESCR
set out in the national diagnosis from the Office of
the UN High Commissioner for Human Rights as it
is faced with an economic model that has not been
socially responsible (Office of the UN High Com-
missioner for Human Rights, 2003). The Govern-
ment should also consider the 1999 and 2006
CESCR recommendations; promote UN standards
in the new Human Rights Council (of which Mexico
is the current president) and UN standards concern-
ing the responsibilities of transnational and other
commercial corporations in the human rights area
(E/CN.4/Sub.2/2003/38/Rev.2); promote the facul-
tative protocol of the ICESCR to set up a mecha-
nism to report violations; uphold the supremacy of
international human rights instruments over other
kinds of treaties — in line with the UN Charter — and
set up suitable spaces for civil participation in pub-
lic economic and social policies. Investment in eco-
nomic and social development with a human rights
perspective is a crucial task and one of the major
challenges in the 2007-2012 period. w
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B MOROCCO

Programmes do not address the roots of poverty

represented.

Espace Associatif '

In recent years various reforms were announced in
the fields of education and of laws related to family,
work and criminal justice, as well as Obligatory
Health Insurance, among others. Nevertheless, the
real results do not meet the expectations of the citi-
zenry, especially the civil society organizations that
work toward the development of democracy. An
examination of diverse indicators related to socio-
economic development, equality of opportunity and
the fight against poverty is not encouraging.

The Social Watch 2006 report, dedicated to the
theme of financing for development, is a logical con-
tinuation of the 2005 report on poverty and gender
five years after the United Nations Millennium Sum-
mit and 10 years after the Beijing Conference on
Women. The latter made public the deficiencies that
still exist and which are a true challenge to meet in
order to achieve the Millennium Development Goals.

This contribution from Espace Associatif to the
2006 report has been preceded by the implementa-
tion of a consultation that established a platform made
up of 32 NGOs from different regions of the country
that operate in different sectors linked to develop-
ment. The objective is to answer the question: “How
can we mobilize diverse financial resources and put
them to the service of social development, the fight
against poverty and discrimination?”

The debates on this question about financing
for development have shown how this question has
raised many others, linked to democracy, good gov-
ernance and respect for human economic, social
and cultural rights, as well as participation and in
particular women’s rights.

Before making a general empirical assessment
of the funds in Morocco that are already being used
and those that can yet be utilized to ensure social
development, we have defined social development
as the satisfaction of economic, cultural and social
needs; and as society’s answer to certain risks that
affect developing peoples: the abusive exercise of
power, the marginalization of its members and the
unequal distribution of the fruits of economic

1 Representatives of 32 associations from different regions
that operate in multiple sectors participated in the
consultation meeting organized by Espace Associatif
(www.espace.cjb.net).
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growth. Social development is thus a social pro-
cess characterized by active collective attitudes that
promote integration of individuals by society, the
establishment of social solidarity relations within
society and the implementation of a good manage-
ment system. Actions taken for social development
will imply measures tending to suppress discrimi-
nation and eradicate poverty.

Poverty and emigration
The analysis of poverty from the perspective of in-
come has reaffirmed the importance of transfers
within families and above all those that spring from
emigration as an attenuating factor. This remark
highlights the decisive role emigration plays as a
means of compensation. Migration policies and the
behaviour of States in terms of management of
labour flows are principal components of the ac-
tions to take against poverty. Flows of labour which
are free from all obstacles are a decisive means of
fighting against poverty because they alleviate the
demographic pressure on regions that lack re-
sources and capital, which for structural reasons
cannot achieve a level of competitiveness that will
ensure a decent life for their population.
Insufficient economic growth limits the balance
of the labour market and determines an internal and

TABLE 1

State income in 2003 (MAD billions)

Customs duties 11.30
Internal consumption taxes 15.80
VAT 18.25
Various loans 40.50
Revenue from State assets 4.40
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external migratory movement. Internal migrations
translate into a demographic pressure on the cities
and a structural labour surplus in the urban labour
market. This situation requires development actions
on three levels: investment in campaigns to fight
poverty and create employment for rural young
people, investment to fight against unhealthy hous-
ing and to correctly equip the urban peripheries and
finally, investment in productive activities to gener-
ate a level of growth and employment sufficient to
eradicate poverty and unemployment and create an
accumulative process of growth and improvement
in the quality of life of the people. As the productive
apparatus does not succeed in absorbing the labour
force offered in the internal market, there is a strong
pressure for emigration.

Public spending without monitoring

or evaluation

State spending reaches MAD 117.3 hillion,? around
83% allocated to operational costs. In the general
budget, investment continues to be limited, and 53%
of the budget is used for paying the salaries of gov-
ernment employees. The remainder is assigned to
the purchase of goods and services, to servicing
the external debt and other matters.

For the moment, public expenditure for the dif-
ferent departments are stipulated based on previ-
ous budgets without economic evaluation of the
performance of public projects that would permit
reorganizing the budget.

Public expenses are dominated by salaries of
government employees and debt service. Social

2 USD 1is equal to MAD 8.77 (June, 2006).



budgets for education and health consume a great
part of public spending. The State pays for food and
gas subsidies. In addition, it supports rural medi-
cine and tries to fight poverty by means of a series
of programmes in infrastructure, housing and pro-
motion of activities that generate income, above all
micro credit loans.

In 2003, the State spent MAD 18.9 billion on
formal education and MAD 4.3 billion on health. For
programmes in infrastructure, rural development,
housing, food subsidies and others it invested MAD
18.9 billion.

Our analysis has revealed an extreme disper-
sion of the means mobilized by the State and also a
lack of coherence and monitoring of the effects of
the plans and resources mobilized.

The balance between spending and investment
in the last few years makes evident a surplus princi-
pally in the homes and in financial ventures. The State
and non-financial ventures recur to the savings of
other economic agents to finance their investments.
In 2003, contributions from households represented
athird of the total national investment (MAD 120 bil-
lion), while the non-financial entrepreneurial ventures
contributed with more than half (MAD 65 billion),
above all the public enterprises. Public companies
only contributed 10% of the total investment, approxi-
mately MAD 13.7 billion.

National accounts do not provide information
on the modalities of distribution of household sav-
ings (positive as well as negative) or on the rate of
evolution of poverty.

Economic activities generate resources whose
modalities of redistribution cause the restructuring
of wealth. The sectors that generate savings have
got richer and those who live on their earnings have
got poorer. This phenomenon is significant because
for a very long time the productive sector was pre-
dominantly household-based. Only in 2001 did the
added value generated by non-financial enterprises
exceed that generated by households.

The internal market is open to foreign direct
investment. Reduction of customs barriers, within
the framework of trade policy, harms the artisan sec-
tor. The activities that maintain themselves in this
context are those protected by public regulations
orinvestment. The initiatives of the sectors exposed
to international competition need to be restructured.

State expenditures in 2003 (MAD billions)
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Meanwhile, the remittances sent by emigrants
are very important and contribute significantly to
the reduction of poverty.

The State maintains a fiscal policy that takes
social objectives (such as waivers of the value added
tax, waivers to the agriculture sector, progressive
income taxation and others) into account in deter-
mining tax rates, the tax structure and fiscal quo-
tas. The effects of these objectives are a larger com-
partmentalization of the labour market, the
underutilization of the qualified workforce in the
sectors exposed to international competition and
high unemployment in the sector of highly quali-
fied workers. Urban employment is estimated at
20%.

Development assistance

Some actions taken by the State, the private sector
and international financial institutions have at-
tempted to address poverty and its effects. These
actions imply direct or in-kind fund transfers, and
interventions in the areas of prices, salaries and the
social security framework. Nevertheless, these ac-
tions are not well focused and do not aim to solve
the root of the problem of the lack of jobs, which
contributes to increase poverty.
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The State is trying to commit the private sec-
tor more and more to the offer of social loans, but
the social policy is irrational, lacks homogeneity and
does not address the causes of poverty.

Public development assistance is directed at
infrastructure, education, water, electricity, the en-
vironment, health and agriculture. In general, it
comes from European Union countries, Japan and
the Arab countries. France, Japan and the Arab coun-
tries contribute more than 80% of bilateral aid to
Morocco (and 70% of total aid).

New programme, little participation

The lack of relevance and focus of social policies,
as well as their ineffectiveness, led to the creation
of the National Human Development Initiative in
2005. This initiative, which is the starting point of a
strategy of revision, proposes a change in the con-
cept of social policy, in particular a more participa-
tory implementation, mobilizing with equal respon-
sibilities the Government and the public adminis-
tration as well as civil society and the political
classes. Nevertheless, the sum of MAD 10 billion
directed at financing these actions during a five year
period is highly insufficient for alleviating all of the
weaknesses. Some civil society actors also criticize
the management committees of the National Hu-
man Development Initiative for being composed
primarily of representatives of the state and for in-
corporating little representation of NGOS. =



B MOZAMBIQUE

The challenge to eliminate extreme poverty

Social Watch Mozambique
Mozambican Human Rights League
Custddio Duma

Joaquim Dimbana

Inits second year in office, the Government contin-
ues to face great difficulties in terms of human de-
velopment. In the 2005-2009 Five Year Plan, the
Government merely paid lip service to its anti-cor-
ruption strategies and its implementation of a policy
to combat absolute poverty is inadequate and inef-
fective. Meanwhile, there are claims of economic
growth and Mozambique continues to attract finan-
cial support, especially from the West.

In terms of income, the Government foresees
collecting MZM 27 billion (USD 1.08 billion) for
2006. Of this total, 97.3% corresponds to current
income and 2.7% to capital income. In terms of to-
tal expenses, the State foresees spending MZM
52.53 billion (USD 2.09 billion) this year; 50.9% of
these funds will be used for current expenditure,
41.5% for investment expenditure and 7.6% for
expenses from financial operations.' Current in-
come is employed primarily to improve education,
health, justice and law, security and public order
and the financial administration of the State.

In terms of promoting sustainable economic
growth and budget sustainability, in 2006 the State
should avoid resorting to domestic public bank
credit, thus granting expansion possibilities for
credit to the private sector.?

Difficulties in public management

Two great limitations affect the population’s standard
of living: the illicit wealth of minorities linked to the
power structure and the absence of public policies
promoting a family income capable of providing an
economically stable life and meeting basic needs. The
inequality of opportunities and a minimum wage of
USD 50 (the lowest in southern Africa) tend to be the
principal cause of extreme poverty.

Due to the growing levels of corruption, impu-
nity and corporativism in the public sector, the public
administration is unable to carry out its duties ef-
fectively. A report published by the United States
Agency for International Development (USAID) in

1 <www.dnpo.gov.mz/sis_info/orcamento/apresentacao_AR/
2006/apresentacao2006.htm>.

2 Economic and Social Plan for 2006, <www.dnpo.gov.mz>.

Basic Capabilities Index (BCI)

e Children reaching

5th grade

BCI= 61

85
Mortality under-5

Births attended

The international community has offered significant financial help with the aim of eliminating extreme
poverty. The Government faces the challenge of improving its management and monitoring
mechanisms, overcoming corruption and promoting transparency.

Gender Equity Index (GEI)

100
Gl =57 Empowerment

70 68

Education Economic activity

May 2006 refers to the Mozambican economic sys-
tem as a favourable setting for corruption, with a
judicial system that protects offenders, particularly
those connected to the power structure.®

The lack of transparency in the administration,
the lack of training and technical knowledge, as well
as the ineffectiveness of the auditing and monitor-
ing of government management contribute to the
weak execution of plans drawn up since 1992, when
the General Peace Treaty put an end to the civil war.

The plan for the decentralization of district gov-
ernments shows the difficulties in diagnosis, planning
and execution of public projects for rural areas, where
the majority of the population lives and where state-
provided services are scarce. The districts received
MZM 1,578 million (USD 62.9 million) for the imple-
mentation of development projects of reduced scope
and complexity, while MZM 1,334 million (USD 53.2
million) went to the provinces and MZM 18,081 mil-
lion (USD 721.2 million) remained at the central level.
All districts received the same amount of MZM 7 mil-
lion (USD 279,200), without taking into account the
needs and potentialities of each local government.*

High mortality rates

Although the mortality rate has not yet been reduced,
the population continues to grow, reaching a total
of some 20 million inhabitants — 13 million in rural
areas, where they survive thanks to small-scale sub-
sistence agriculture carried out by rudimentary
methods.® Citizens who live far from Maputo find

3 USAID (2005). Evaluation of Corruption: Mozambique.
Final Report.

4 Ministry of Finance. 101/GM/MF/06, 12 May 2006.

5 <www.ine.gov.mz>.
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that the involvement, effectiveness and presence of
the State in their lives becomes weaker as distances
grow.

Mozambique is one of the least developed
countries of the world. The proportion of people liv-
ing under the national poverty line exceeds 65%.
More than half the population suffers from malnu-
trition and more than a quarter of children under
five are underweight for their age.

The general mortality rate is high (21.2 per
1,000 live births in 1997) and the infant mortality
rate is especially high at 124 per 1,000 live births
(Demographic and Health Survey — IDS, 2003). The
maternal mortality rate is situated at 408 per
100,000 live births (IDS, 2003). Malaria, HIV/AIDS,
cholera and endemic diarrhea continue to be the
greatest health problems and principal causes of
death. Twenty per cent of pregnant women carry
the malaria parasite, and 15% to 30% of maternal
deaths result from this disease, which is also a pri-
mary cause of pediatric hospitalization and death.

As regards the Millennium Development Goals
(MDGs), the economic plan has made advances in
some areas, but in others almost nothing has been
done; for example, with respect to the reduction of
absolute poverty, the incidence of HIV/AIDS, im-
proved efficiency of services, job creation, increase
of state income, reduction of dependence on exter-
nal aid and the capacity for effective response to
natural disasters.

The goals of the Government

The Government conceived a Population Policy Ac-
tion Plan in order to address the demographic bal-
ance and migration from the country to the city,
ensuring rural as well as urban development and



guaranteeing reproductive health rights and the re-
duction of infant and general mortality.5 The fight
against extreme poverty calls for a prioritization of
education, health, agriculture, infrastructure, gov-
ernment and the regions with relatively low levels
of development.’

For 2006, the Five Year Action Plan for the Re-
duction of Absolute Poverty (PARPA I11), in agree-
ment with the MDGs, listed, among others, the fol-
lowing goals: a 50% reduction of absolute poverty
before 2010, an increase in the number of people
with access to drinking water and improved sani-
tary services in urban and peri-urban centres.

Educational goals include achieving a net en-
rolment rate of 88% in primary education and a
gross enrolment rate of 161.7%,° as well as raising
the number of schools and teachers and achieving
a net rate of 86% for girls completing primary
school. The Government has not specified how it
intends to achieve these goals.

As regards infant mortality, the plan affirms that
from 1997 to 2003 the country reduced by nearly 19%
the mortality rates in children under five, citing ma-
laria, respiratory infections, diarrhoea, malnutrition and
measles as the main causes of death in children.

Concerning maternal health, the goal for 2006 is
to reduce in-hospital maternal mortality to 160 per
100,000 live births. The main hindrance lies in that more
than half of births are not attended by skilled health per-
sonnel. Sexual and reproductive health policies, good
management and planning, monitoring, evaluation and
coordination among institutions are nonexistent.

There is no concrete goal for the fight against
HIV/AIDS, malaria and other ilinesses. The National
Council for the Fight against AIDS, created in 2002,
is multi-sectoral and its objective is to lead and
coordinate the response to the pandemic. In less
than five years the Council has demonstrated a
scarce capacity for direction and management of
resources. AIDS projects get turned into sources
of funds for other projects.

In terms of environmental sustainability, the
objectives are many, but a means for achieving them
has not been specified.

As for justice, in 2006 efforts will continue in
the sense of implementing a Strategic Integrated
Plan with the objective of simplifying processes and
increasing efficiency in the provision of services on
the part of the judicial system. The main actions
include legal reform, access to justice and profes-
sional and technical training. Another component
of the plan is that 20 inmates from each prison be
taught a trade. Meanwhile, jails are overcrowded;
the Central Penitentiary of Maputo alone accommo-
dates 3,000 inmates.

In access to justice, the goal is to expand the
Administrative Tribunal to the national level, carry out
seminars in the provinces about judicial pluralism and
freedom of religion, and create a human rights com-

6 <www.npad.gov.mz>.

7 2006 Action Plan of Population Policy,
<www.dnpo.gov.mz>.

8 <www.dnpo.gov.mz/sis_info/p_global/pes/pes.htm>.

TABLE 1

Total spending in PARPA areas of priority compared to resource allocation

2004 PLAN 2006

Total spending (millions of MZM) 29,503 52,530
Debt interest 1,228 1,568
Financial operations = 4,007
Total spending in prioritized sectors 17,803 32,649
Percentage of total spending excluding debt interest 62,9% 69,5%
Education 5,909 9,466
Health 2,978 6,850
HIV/AIDS 115 687
Infrastructure 3,725 7,486
Roads 2,911 4,652
Water and public works 814 2,834
Agriculture and rural development 1,236 1,574
Government, security and judicial system 2,746 5,861
Other prioritized sectors 1,094 726
Percentage of total spending excluding debt interest and financial operations 63,0% 69,5%
Education 20,9% 20,2%
Health 10,5% 14,6%
HIV/AIDS 0,4% 1,5%
Infrastructure 13,2% 15,9%
Roads 10,3% 9,9%
Water and public works 2,9% 6%
Agriculture and rural development 4,4% 3,4%
Government, security and judicial system 9,7% 12,5%
Other prioritized sectors 3,9% 1,5%

Source: 2006 General State Budget, <www.dnpo.gov.mz>.

mission and a corresponding national human rights
plan. Another intention is to work together with the
media, as well as distributing leaflets informing the
public of their rights and guarantees, and providing
free legal assistance to citizens who lack this resource.
It should be noted that the Institute for the Sponsor-
ship of Legal Assistance created by the State in order
to offer free legal assistance transformed itself into a
kind of society in which technicians and legal assis-
tants began to charge fees as if they were private law-
yers, despite being under the public budget.

Legal reform goals for this year include the pro-
duction of the Referendum Law, HIV/AIDS regula-
tions and laws relating to disabled people, including
victims of war, terrorism, consumers’ and buyers’
rights, and loss and reacquisition of nationality.

International cooperation
Thanks to its political stability, the country has re-
ceived different forms of financial aid, a factor that
in some way should contribute to the fight against
extreme poverty. In February 2006, the Government
and the European Union signed an agreement for a
new programme of budgetary aid for PARPA, so
that the European Commission will grant a total of
USD 114 million in 2006 and 2007.

In June 2006 Germany announced a donation of
USD 25.4 million to the State budget in 2007 and 2008.

Portugal is one of the 17 Partners for Program-
ming Support for Mozambique (PAP).® Since Feb-
ruary 2004 Portugal has made an annual contribu-

9 <www.pap.org.mz>.
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tion of USD 1.5 million, while the Programme con-
tributes a total of USD 178.29 million, of which USD
77.7 million (43.6%) is assumed by the European
Commission as largest donor. Under this
programme, the Government promised in April
2006 to implement the actions described in the
calendar, setting as its goal the reduction of abso-
lute poverty and an improvement in the manage-
ment of public finances."®

Conclusion

Although the socio-political and economic atmo-
sphere favours a rapid and increased improvement
of its citizens’ quality of life and the fulfilment of the
MDGs, the public administration suffers from a lack
of ethics as well as clarity and objectivity in the goals
that it intends to achieve.

Also urgently needed is a policy of auditing and
monitoring that will demand accountability from
each branch and agent of the State.

The assignment of a decentralized budget for
districts, more than an interest in the development
of remote areas, demonstrates the incapacity of the
central Government to reach the places where the
majority of Mozambicans actually live. The lack of
objective criteria in the assignment of resources al-
ready demonstrates this programme will be a com-
plete failure insofar as some administrative officials
have declared publicly that they do not know how
to make use of resources in the situation of extreme
poverty in which we live. m

10 <www.ipad.mne.gov.pt>.



B NEPAL

The urgent need to mobilize public resources
to finance development

processes.

Rural Reconstruction Nepal
Karen Bernstein

Prerna Bomzan

Arjun Karki

Nepal’s political crisis — which deepened from 2002
to 2006 with the transfer of power from a series of
weak elected governments to King Gyanendra' —
reached a new transition point in April 2006, when
the King was forced to restore power to an elected
parliament after mass popular demonstrations. But
even before the King usurped control and further
stalled development, Nepal — already categorized as
one of the world’s least developed countries — was
suffering under the burden of a Maoist insurgency
and a feudalistic socio-economic system. The insur-
gency began in 1996 after people became dissatisfied
with the country’s elected leaders, following the ad-
vent of representational democracy six years earlier.?

Since then, the conflict has caused thousands
to be wounded and disabled, and resulted in the
death of more than 12,000 civilians, the abduction
and displacement of an estimated 64,000 people,
and the destruction of billions of rupees of govern-
ment and private infrastructure (HMG/N Office of
the Prime Minister and Council of Ministers, 2006,
p. 27). Additionally, a leading newspaper recently
reported that the Government’s spending capacity
in development activities has also been collaterally
damaged (Khanal, 2006). As a result of political and
governance problems, quality of life has deteriorated
and the economic growth of the country has been
negatively affected.® Those who have been the worst
hit are the marginalized communities and indigenous

King Gyanendra seized absolute power in February 2005. His
rule curtailed fundamental human rights and crushed any
political and development progress made until that point.

)

After a series of unresponsive governments failed to deliver
on their promises — specifically and significantly along the
lines of caste, gender, ethnicity, social exclusion — the Maoist
armed insurgency began to take form and gain power.

3 The country’s economic growth, which stood at about 5%
on average during the 1990s, dropped to 2% in 2004-2005
against estimated growth of 4.5%. In 2005-2006 growth is
expected to be the same and per capita income will decline
as in 2004-2005. Nepal's Civil Society Report, 2006, p. 10.
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The trend to increasingly allocate the country’s scarce resources to security and debt servicing has
led to diminishing financing for social and economic development and poverty alleviation in Nepal.
With the recent return to multi-party rule and the start of peace talks between the Government and
Maoist insurgents, there is hope for a renewed focus on pro-poor and participatory development
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people, who historically have been the most deprived
of economic, social, political and human rights.

Domestic budget processes and
macroeconomic policy

Nepal’s macroeconomic policies have been ineffec-
tive in addressing poverty alleviation issues, and
have been particularly unable to promote pro-poor
growth and equitable income distribution. This is
largely because macroeconomic policies are struc-
tured according to international liberalized financial
and trade regimes. The current national develop-
ment plan, the Tenth Plan (2002-2003 to 2006-
2007), mainly focuses on poverty alleviation through
liberalization of the economy and concentration of
government resources on physical and social infra-
structure. Although the Government has declared
that under the Ninth Plan, the percentage of people
living in poverty decreased from 41% to 32%, many
have questioned these figures and the structures
and effectiveness of such policies in truly address-
ing poverty (GCAP Nepal, 2005).

The State has also been unable and unwilling
toincorporate a pro-poor and inclusionary approach
in its budget-making processes. Women, Dalits
(“untouchables”), Janajati (indigenous) and other
ethnic groups and the disabled have rarely been
given the chance to play a role in policy decisions
and in the formulation and monitoring of national
development plans and policies. In fact, the United
Nations Development Programme (UNDP, 2004, p.
11) evaluation of the country’s governance struc-
tures in relation to poverty has identified the ab-
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sence of citizen participation in the decision-mak-
ing processes as one of the foremost weaknesses
in the system. Furthermore, disruptions caused by
the civil war have now made public consultations
impossible in the many districts where rebels main-
tain effective control.

As the provision of basic services is necessary
to reduce poverty and move the development proc-
ess forward for the rural poor, the conflict situation
has further compounded the financial vulnerability
of the marginalised population. The Government has
continued to increase its security-related expendi-
tures at the expense of social and economic service
expenditures, and the poor have subsequently be-
come increasingly poorer and unable to access so-
cial services. In fiscal year 1997-1998, for exam-
ple, the total security expenditure rose steadily and
accounted for 9.03% of the budget. By 2003-2004,
the allocated budget for security increased even
further to a startling 16.58% of the total budget
(GCAP Nepal, 2005, p. 9).

Meanwhile, budget expenditure for social de-
velopment and economic development dropped
from 18.40% and 31.90%, respectively, of the total
budget in the year 1997-1998, to 14.98% and
18.74% in the year 2003-2004 (GCAP Nepal, 2005,
p. 9). This decrease in the development budget has
compromised the content, range and reach of gov-
ernment programmes and services and this has
been detrimental to those who need them most.

At the same time, a large proportion of the al-
located budget for social services and development
goes under-utilized due to the non-release of the



budgeted amounts. The Kathmandu Post has esti-
mated that 48% of development budget allocated
for the 2006 fiscal year will not be spent by the end
of the year. In the health sector, of the allocated NPR
7.68 billion, only 34.5% was distributed, and in the
education sector only 54% of the allocated NPR
21.05 billion was spent. In some projects, such as
the “Education for All” project, this figure dropped
to 11% of the budget (Khanal, 2006, p. 7).

As regards gender budgeting, it is primarily the
Ministry of Women, Children and Social Welfare
(MWSCW) that conducts this kind of analysis. Al-
though the MWSCW develops its own programme
budget that integrates key elements of the Conven-
tion on the Elimination of All Forms of Discrimina-
tion Against Women (CEDAW) and is responsible
for ensuring that gender equality is engrained in
those of other ministries, it has little influence on
the latter’s programme budgets. Considering infla-
tion, the 2003-2004 budget of the MWCSW has
actually declined in comparison with past years as
a result of volatile funding. This kind of uncertainty
and the under-utilization of the budget has led to
the inefficient programming of government-funded
projects (MPEG, 2003).

Access to credit

Access to credit sources is important in upgrading
the socio-economic status of the marginalized and
poor sectors of society. However, less than 20% of
the population have access to institutional credit,
and small, marginal and landless households have
practically been barred from institutional borrow-
ing, as 86% of formal credit is provided against the
collateral of land and property.

Moreover, Nepal’s formal financial system ca-
ters largely to the urban population. As agriculture
is instrumental in reducing poverty, the lack and high
cost of credit has resulted in its stagnation. For in-
stance, none of the expectations of liberalization,
such as the extension of the organized credit mar-
ket to more rural areas, increasing access for small
capital borrowers, or more efficient and productive
use of financial resources have been achieved even
partially (Acharya et al, 2003).

Lack of transparency, inefficiency and
corruption

State efficiency, accountability and transparency are
prerequisites for addressing poverty, and there is
much work to do in these areas. Development
projects implemented with both loans and grants,
for instance, have been highly affected by corrup-
tion, unaccountability and non-transparency (Thapa,
2004 as cited in GCAP Nepal, 2005, p. 43). This is
particularly reflected in “excessive political interfer-
ence at key appointments in the project cycle, in-
creasing corruption and leakage, politicization of the
civil service and insecurity among the public offi-
cials which leads to either delaying sensitive deci-
sions or passing even the routine matters to higher
levels.” (Acharya et al, 2003)

Capital flights have also been attributed to the
State’s inefficiency and corruption in managing its
affairs. Historically, many of the companies with
access to foreign accounts have also been the ones
with the most links to the royal regime, so that many
have supposedly transferred money out of the coun-
try before they can be caught and brought to trial.
During the royal takeover, the palace gave itself a
blank cheque to the State’s financial resources, and
began siphoning as much as possible into its pri-
vate bank accounts abroad. The State’s inability to
influence financial transfer transactions also in-
cludes the financial impunity of the ruling classes;
the role of India in influencing tariff setting and fi-
nancial management; the lack of experience and
understanding among successive governments
about the impact of international trade treaties on
Nepal’s economy; and the huge amounts of red-tape
that discourage inward investment.

Moreover, transparency issues have been one
of the major problems plaguing Nepal since the
advent of democracy in 1950. Even before this his-
torical date, the feudalistic nature of Nepal lent it-
self to a feeling that the country and its assets be-
longed to its rulers. At present, transparency is still
a problem with detailed programme costs difficult
to verify within the relevant government ministries.

Lastly, as regards corruption, Nepal’s trade and
investment have been negatively affected by the
whimsical changes in decisions made by corrupt
politicians. Corruption has affected the implemen-
tation of some of the most important development
projects in the country, including the Kali Gandaki
‘A" (KGA), Nepal’s largest hydroelectric project
(Chintan, 2004, cited in GCAP Nepal, 2005, p. 43).
The Index of Economic Freedom, published by the
Heritage Foundation, gives Nepal a very poor rating
on such issues as inefficiency and pervasive cor-
ruption. The impact of corruption on the poorest
also has direct negative repercussions, as those who
cannot afford to pay bribes are denied rights such
as citizenship papers and land registration.

Susceptibility to global economic factors

As one of the world’s least developed countries
(LDCs), Nepal is easily susceptible to adverse ef-
fects from economic policies imposed upon it, par-
ticularly those related to liberalization-oriented re-
forms. The liberalization process has intensified the
process of impoverishment and is increasing the
disparity of income and access to resources. A vi-
cious circle of poverty-powerlessness-poverty has
resulted, and few of the ‘poverty alleviation’ strate-
gies have actually made a difference in terms of pro-
moting opportunity, facilitating empowerment, en-
hancing security and increasing “people’s partici-
pation” (Acharya et al, 2003).

Nepal’s accession to the World Trade Organi-
zation (WTO) in 2004, as the first least developed
nation to join, alongside Cambodia, has not yet re-
sulted in any putative benefits. This can be prima-
rily traced back to the two types of commitments
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that are required for a country to receive WTO mem-
bership: (1) reducing trade barriers and (2) regula-
tions and processes in the domestic economy. Ne-
pal lacks the institutional capacity, understanding
of the issues at play and money needed to carry out
these measures.

Nepal’s products — which are handicapped by
a lack of human, technological, as well as financial
resources — have a difficult time meeting the stand-
ards required for competitive trade as set by WTO.
When looked at from the perspective of the poor,
meeting such standards may actually hurt them.
Additionally, other WTQ agreements also limit both
the incentives necessary for promoting small and
medium enterprises, and the country’s ability to
impose conditions on foreign investors for using
local materials. According to the UNDP, “all in all,
failing to mitigate such impacts through policy in-
terventions can disempower people and widen the
development gap.” (UNDP, 2004, p. 42)

Foreign aid and debt

External financial assistance has contributed greatly
to the Nepali national economy, especially to the de-
velopment and agricultural budgets. In 2003-2004,
foreign grants and other aid accounted for 57.65%
of the development budget and 3.82% of the GDP, at
market prices (MoF/HMG/N 2005 as cited in GCAP
Nepal, 2005, p. 38). The share of assistance to the
social sectors has also been relatively high, although
when one considers the integral relationship between
access to the social sectors and poverty alleviation,
it is not substantial enough.*

Gradually, Nepal is falling into a debt trap with
the accumulating foreign debt being increasingly off-
set by debt service liabilities and worsening rates of
internal revenue mobilization. Fresh loans are now
being taken to service past loans: the proportion of
debt service to net annual borrowing increased three-
fold between 1989-1999, when it was 43.78%, and
2002-2003, when it reached 121.43%. In other words,
debt service payments actually exceeded net annual
borrowing (GCAP Nepal, 2005, p. 41). In fact, within
the eight years after the restoration of multiparty de-
mocracy, public debt increased seven-fold, forcing
the country to put aside 3% to 4% of the GDP and
15% of the annual budget for debt servicing (Sharma
et al, 1998 as cited in SAAPE, 2003, p. 128). It is
currently estimated that more than half of the annual
government revenue goes to foreign debt servicing
(Pradhan, 2000, as cited in SAAPE, 2003, p. 128).

(Continued on page 260)

4 Inthe education sector, the share of aid was calculated at
22.03% of the total expenditure in 2003-2004.



B NIGERIA

Costly “debt relief” and trade agreements

Social Watch Nigeria'

In the third quarter of 2005, Nigeria was granted
debt relief by the Paris Club of creditor nations, to
which the country owed over 70% of its total exter-
nal debt of USD 36 billion. However, the terms of
repayment of the uncancelled part of the debt were
so onerous that one wonders if the entire exercise
could actually free any funds for social development
in order to reduce poverty. The deal entailed pay-
ment of a princely USD 12.4 billion in two instal-
ments in order for the country to have USD 18 bil-
lion in debt cancelled.

Moreover, a major part of this debt had long
been disputed by Nigeria. Eminent Nigerian account-
ant David Dafinone has argued that several elements
that constitute a valid debt were absent in Nigeria’s
debt overhang. He listed the elements as follows:

e Avalid contract between a willing buyer and a
willing seller;

e Adequate consideration;

e Absolute or partial performance;

e The goods which form the basis of the con-
tract must be of merchantable quality, that is,
the goods must be for the purpose for which
the contract was meant;

e There must be probity, transparency and ac-
countability;

e There must be justice and equity.

The debt in question involves several turnkey
contracts where contractors fronting for members
of the Paris Club were to build, operate and trans-
fer projects. For example, in the case of the build-
ing of steel factories, this means that the contrac-
tors were supposed to have built and then man-
aged the factories until they reached a high level
of sales and profit, and then subsequently trans-
ferred them to the Government. This was never
so. The funding was managed by the foreign con-
tractors, who arranged and opened various for-

1 Social Watch Nigeria: Socio Economic Rights Initiative
(Ray Onyegu); Women & Youth Advancement Foundation
(Judith Ogunniran); Centre for Peace & Development (Luke
Chukwu); CASSAD (Nicholas Dosumu); YDP Network
(Ceicile Payne); Concerned Professionals (John
Onyeukwu); Project Alert for Women’s Rights (Josephine
Chukwuma); Legal Defence & Assistance Project
(Chinonye Obiagwu); Legal Defence Centre (Basil
Ugochukwu).
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The “debt relief” granted to Nigeria by the Paris Club took a heavy toll on the country’s finances: in
order to have USD 18 billion in debt cancelled, it was obliged to pay out over USD 12 billion in the
space of just seven months, a whopping sum in a country where 70% of the population lives under
the USD 1 a day poverty line. In the meantime, negotiations to establish free trade agreements
between the EU and the ACP countries are emerging as yet another threat to the capacity of
impoverished nations like Nigeria to fund social development.
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eign accounts for themselves, in addition to com-
pleting the necessary formalities for the Govern-
ment and its agencies to open foreign accounts. It
was into these accounts that the proceeds of all
manner of bribes, kickbacks and gratification were
paid. There is evidence that none of the projects
that incurred the debts was adequately funded or
completed after more than 20 years have passed
since their establishment. Yet money claimed to
have been spent on these projects was passed onto
Nigeria as part of its external debt. These were
highly capital-intensive projects, including three
steel plants, five machine tool factories and three
steel rolling mills, among others, which were never
completed. There is also evidence that the contro-
versy surrounding the projects involved both Ni-
gerians and the foreign creditors.

Many of the debts held by overseas agencies
including the Paris Club and the London Club were
private sector debts and bills for collection that were
converted to public debts. The full details surround-
ing them have been unavailable to the current Gov-
ernment, hence the continued disputes about the
actual amount involved. The truth of the matter is
that there were high level conspiracies between of-
ficials of the government of the day and some for-
eign creditors to ensure the irregular conversion of
these debts into public debts. The foreign agencies
took over the debts without even carrying out full
due diligence on them. This has cost Nigeria a great
deal of money that it could have directed towards
poverty alleviation in order to meet the Millennium
Development Goals (MDGs).

By the time the debt relief was granted, the
conditions of its repayment constituted an enslave-
ment of the country. The combined principal of the
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loans purportedly taken out was about USD 18 bil-
lion; Nigeria had paid over USD 42 billion yet still
owed over USD 36 billion. Between 2003 and 2005,
for instance, Nigeria paid USD 3.4 billion to service
its debts, but the interest alone rose by USD 4 bil-
lion during the same period, causing the debt to
jump from USD 32 billion to USD 36 billion.

Even with its oil wealth, the debt burden is still
enormous, given its huge population of over 140
million and its extreme poverty, with an average
annual income of USD 270. The country has be-
come an increasing source of transnational secu-
rity threats, including regular hostage taking of for-
eign oil workers; and has suffered a heavy toll from
diseases such as HIV/AIDS. Most African countries
have been granted debt relief from the Paris Club
creditors, typically with a two-thirds stock reduc-
tion under the so-called “Naples Terms”. In addi-
tion, 23 countries have also benefited from the mul-
tilateral Heavily Indebted Poor Countries (HIPC) Ini-
tiative. Nigeria was denied debt relief under both
the Naples Terms and the HIPC Initiative, at least in
part because its oil wealth prevents it from being
considered a poor country. Excluding Nigeria from
the HIPC initiative totally ignores the relationship
between what the country earns from oil exports
and its population. In fact, Nigeria’s annual income
from oil is less than USD 25 per capita.

Nigeria was eventually granted debt relief on
the Paris Club option of case-by-case “Evian
Terms” introduced in 2005 to reduce the Iraqi for-
eign debt. Following the payment of the first in-
stalment in October 2005, the Executive Commit-
tee of the IMF approved a Policy Support Instru-
ment (PSI) for the country as means of backing
its economic reform policies.



The implications on Nigeria’s capacity to
meet the MDGs

In order to benefit from the debt relief, Nigeria paid
USD 12 billion to the Paris Club between October
2005 and April 2006. The payment of such a whop-
ping sum of money by a poverty-ridden, hugely
populous country like Nigeria in the space of just
seven months clearly deprives it of funds that could
have been channelled towards social development
and poverty alleviation. Given that 70% of the popu-
lation currently lives below the USD 1 poverty line,
this is obviously an urgent task. Indeed, the com-
ponent states of the Nigerian federation whose debts
were higher than the others continue to have huge
chunks of their statutory allocations deducted at the
source in order to pay back the states that had lower
debts or no debts at all.

However, in order to ensure that resources
freed from the debt relief are well utilized, the
Paris Club inserted two conditions: (1) that the
bulk of the money should be spent on social is-
sues; and (2) that the monitoring and evaluation
of the management and expenditure of the money
must involve civil society organizations in Nigeria.
In fulfilment of these terms, the Federal Budget
2006 provides that the sum of NGN 100 billion
(USD 1 billion) released from external debt serv-
ice will be used to fund projects in ministries,
departments and agencies whose mandates are
relevant to the attainment of the MDGs. This
amount is in addition to the statutory allocations
that are earmarked in the budget for MDG-related
sectors but which are already included in the
sectoral envelopes.

To guarantee that the funds are properly di-
rected to MDG-related activities and that the ex-
pected results are achieved, a system for the effec-
tive monitoring of MDG-related projects executed
with the “debt relief gains” has been put in place.
This special tracking system is known as OPEN,
which stands for Oversight of Public Expenditure
Under NEEDS. NEEDS stands for National Economic
Empowerment and Development Strategy, and is
Nigeria’s official poverty-reduction strategy paper.
OPEN will follow allocated resources from the point
of disbursement to the point of expenditure to en-
sure that the intended results are achieved.

The federal government has mandated the Of-
fice of the Senior Special Assistant to the President
on the Millennium Development Goals (OSSAP-
MDGs) to invite members of civil society to partici-
pate in the monitoring and evaluation of projects
undertaken with debt relief gains. The 0SSAP-MDGs
has held two meetings on the subject with civil so-
ciety actors, the first between 24 and 25 February
2006, and the second from 29 to 31 March 2006.
At both meetings, the Government explained that
civil society actors had been invited to monitor and
evaluate the implementation of the 2006 budget as
it relates to the debt relief gains spent on the MDGs
as a means of developing a stakeholder feedback
system, in which they will serve as primary con-
tacts during the project implementation period.

Civil society actors and Nigerians in general be-
lieve that if the touted new regime of openness in the
management and expenditure of public funds as ex-
emplified by their participation in the monitoring and
evaluation of budgets is adhered to, it will reduce the
leakage of public money and free up considerable
funds towards alleviating poverty in Nigeria.

The EU proposal of free trade agreements
with ACP countries and their negative
effect on the availability of financing for
development

Since decolonization, the relationship between the
European Union (EU) and 77 of its member states’
former colonies in Africa, the Caribbean and the
Pacific - known as the ACP countries - has remained
important for both sides. This has been symbolized
by the successive agreements of Yaounde (1963-
1975), Lome (1975-2000), and most recently,
Cotonou (2000-2020). An important feature of these
agreements has been the preferential access to the
European market that they have granted to exports
from ACP countries. Even though the full potential
of these trade preferences has never been realized,
trade with the EU continues to be a crucial element
in most ACP countries’ development strategies.

The conditions of trade between the EU and
ACP countries may change dramatically as a con-
sequence of the current negotiations on Economic
Partnership Agreements (EPAs), which are basically
free trade agreements between the EU and ACP sub-
regions where an internal free trade arrangement
has already been or is being negotiated. All stake-
holders in the EPA negotiations agree that develop-
ment must be the primary objective of these agree-
ments. However, much controversy has arisen over
what kind of agreement would best serve develop-
ment in the ACP countries.

Many governments and other stakeholders,
particularly civil society organizations in ACP coun-
tries, are deeply worried and have raised serious
concerns about the EU proposals and the direction
of the EPA negotiations. Some of the ACP coun-
tries’ concerns include the following:

e The trend of EPA negotiations is not geared to-
wards promoting development; rather, the pro-
posals being made would serve to undermine
the industrial and development efforts of the
ACP countries.

e Free trade agreements are based on reciprocity.
If the ACP countries have nothing to show by
way of accrued benefits after more than 40 years
of trade preferences, what is the basis of the
expectation of developmental outcomes from a
regime of reciprocal trade and competition?

e One of the reasons for the failure of the ACP
countries to exploit these trade preferences is
that they have problems of supply-side con-
straints (power, water, roads, etc.). With these
problems still prevalent despite failed EU prom-
ises of aid to scale up infrastructure, how can
the EPAs be proposing reciprocal access? Reci-
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procity derives from competitive positions, and
the ACP countries are decidedly in no position
to compete with Europe.

¢ The negotiating process is skewed against ACP
countries, many of whom are in the club of Least
Developed Countries (LDCs) and depend on EU
aid for up to 40% of their national revenues.

o Tariff revenue currently makes up a substan-
tial component of ACP countries’ national rev-
enue, but with increasing liberalization as de-
manded by EPAs, most national revenues
would be hurt, thus compromising social
spending in many countries.

e Negotiating EPAs at the same time as WTO ne-
gotiations are going on is over-stretching the
negotiating capacity of the LDCs, who are then
obliged to maintain negotiating teams both in
Geneva and at their regional headquarters.

¢ Some of the issues proposed for negotiation
under EPAs by the EU are issues that the LDCs
have successfully resisted at the WTO. To raise
them at the EPA negotiations would seem un-
fair and a roundabout way of reintroducing
them at the WTO. Some of the proposals are
not even trade-related.

e Thereisindecent haste in the process of bring-
ing down tariffs as demanded by the EU; deep
and rapid liberalization of the type proposed
would not only wreak havoc on the ACP coun-
tries’ economies, but also undermine their re-
gional integration efforts. Some sympathetic
EU governments have even suggested that lib-
eralization should be phased over 20 years
rather than the 12 years proposed by the EU.

Civil society organizations in ACP countries
have raised serious concerns related to the devel-
opment dimensions of these EPAs and their impact
on poverty, on the regional integration process of
the various ACP regional groupings, and on the unity
of the ACP group as a whole. They have also
analyzed the merits of reciprocal market opening,
the capacity of ACP countries and regions to nego-
tiate and implement EPAs, and the linkages and
coherence with parallel trade initiatives like the WTO.
Addressing these concerns in the context of EPA
negotiations has proved a very difficult challenge.
If the free trade agreements succeed, they will sub-
stantially erode the capacity of the affected coun-
tries to raise finances for their development. m



B PAKISTAN

The long distance hetween promises and realities

social status.

Social Watch Pakistan
Aijaz A. Qureshi / Mushtaq Mirani / Jhaman Hirani

The socioeconomic situation facing Pakistan is
daunting. After having fallen from 31% in 1979 to
17% in 1988, the poverty rate rose to 33% in 1999,
and today an estimated 38% of the population lives
below the poverty line. Poverty and the gap be-
tween the rich poor continue to grow alongside
high rates of inflation.

For many years, Pakistan’s development bud-
gets were not fully executed, and many of the re-
sources allocated for social expenditure — resources
collected from the country’s taxpayers — were in-
stead siphoned off to corrupt government officials,
bureaucrats and contractors. This rampant corrup-
tion has given rise to a neo-feudal class in Sindh
and Punjab, the two major provinces of Pakistan.

Social Indicators

Education

The education sector in Pakistan is immense but
fragmented and famously resistant to change. Of
the approximately 18 million children in Pakistan,
only 42% are enrolled in school, and historically,
less than half of those enrolled complete five years
of schooling. On any given day, close to one quar-
ter of the teachers in public schools are likely to be
absent, and this is in a country where the pupil to
teacher ratio is already extremely high, with an av-
erage of 55 students for every trained teacher.

It is therefore no surprise that illiteracy is a
huge problem in Pakistan. Despite the improve-
ment in literacy rates since the country gained in-
dependence in 1947, its overall literacy rate of 45%
(56.5% for males and 32.6% for females) still lags
behind most of the countries in the region. More-
over, it may be true that literacy rates have risen in
general terms, but due to the increase in popula-
tion, the number of illiterate Pakistanis has more
than doubled since 1951, while the number of il-
literate women has tripled.

Inaddition to marked gender disparities in edu-
cational attainment, there are also heavy disparities
between rural and urban areas and among the
country’s different provinces. The literacy rate in
urban areas is 58.3%, while in rural areas it is
28.3%, and only 12% among rural women. The in-
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Despite the lofty promises made by successive governments, the socioeconomic situation in Pakistan
remains dire, with the gap between rich and poor growing ever wider. Social development indicators
in every sector are alarming, and women and girls are hit especially hard because of their lower
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equalities in literacy rates among the four provinces
are particularly influenced by the disparities between
men and women.

Health

It is estimated that every 20 minutes in Pakistan a
woman dies from complications related to pregnancy
and childbirth, while four out of five women are
anaemic. Four out of seven children are malnourished
at some point in their lives, and three out of seven
are chronically malnourished. This proportion is
nearly one in every two in the rural areas of the south-
ern province of Sindh. One out of every ten children
born dies before his or her first birthday, while one
out of nine dies before the age of five.

The health status of women in Pakistan is di-
rectly linked to women’s low social status. Pakistan’s
poor position internationally is reflected in the 2004-
2005 Gender-Related Development Index (GDI) com-
piled by the United Nations Development Organiza-
tion (UNDP), on which Pakistan ranks 129th out of
174 countries. Some 30,000 women die each year
due to pregnancy complications, and 10 times more
women develop life-long pregnancy-related disabili-
ties. The health of rural women tends to be espe-
cially poor, due to the lack of health facilities and
skilled health care providers. For example, the ma-
ternal mortality ratio in predominantly rural
Balochistan is 800 deaths per 100,000 live births,
compared to the national average of 340 per 100,000.

There is a wealth of examples of the marked
differences between the health status of women and
men in Pakistan. For instance, malnutrition is a
major public health problem in Pakistan that dis-
proportionately affects women and girls. More girls
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than boys die between the ages of one and four; the
female mortality rate is 12 percentage points higher
than for boys. This is a direct consequence of the
lower social status accorded to women and girls,
who as a result tend to eat less and face additional
barriers when accessing health care. Women, girls
and infants most often die of common communi-
cable diseases such as tuberculosis, diarrhea, pneu-
monia and tetanus.

Essentially, the poor health status of women in
Pakistan is as much a social as a medical problem.
The underlying factors are the lack of awareness of
and attention to women’s health needs; women’s
lower educational and social status; and social con-
straints on women and girls, including the practice
of seclusion.

Unemployment

Pakistan’s labour force is calculated on the basis of
all persons who are ten years of age and older and
who at any given time are either working, seeking
work, currently available for work or not working.
Based on the current estimated population of 142.87
million and a labour force participation rate of
27.46%, there are roughly 39.23 million people ac-
tive engaged in some form of employment.

On the other hand, the unemployment rate —
calculated as the proportion of those who are out
of work but actively seeking employment — was
6.2% in the second quarter of 2005, according to
the Pakistani government’s Labour Force Survey.
However, itis widely considered that unemployment
is in fact much higher than the official rate. In addi-
tion, it is often perceived that unemployment is
greater in rural areas than in urban areas, because



of the employment opportunities offered by the
larger number of industries in the latter.

The environment and poverty

It has become increasingly apparent that a critical
dimension of poverty has not been given sufficient
attention, i.e., the link between environmental con-
ditions and poverty. It is being discovered — par-
ticularly through the use of participatory poverty
assessment — that many of the impacts of environ-
mental degradation particularly affect the poor, and
this serves to even further exacerbate poverty. The
reason for this is partly because the poor are more
likely to be dependent on environmental goods and
services and partly because they have less capacity
to protect themselves and hence are most vulner-
able to environmental degradation.

In 2004, for example, dozens of people died
and thousands contracted severe gastric illnesses
due to the contamination of the water supply around
the city of Hyderabad in the province of Sindh. The
contamination was caused by irrigation officials
mistakenly releasing poisonous water from nearby
Manchar Lake into the Indus River, which passes
through the province before emptying into the Ara-
bian Sea. Although officials issued warnings advis-
ing people to boil the water or purify it with chlorine
tablets, many continued to consume untreated wa-
ter out of a lack of awareness or the means to pro-
tect themselves. Health officials also recognized that
the hardest hit by the crisis were children who were
already undernourished and thus weaker and more
susceptible to disease.

Governance and development

A wide range of non-economic factors, such as the
economic sanctions on Pakistan due to nuclear test-
ing, the difficult law and order situation, terrorism,
sectarian and ethnic division, non-democratic re-
gimes, unrest in Balochistan, the tensions with In-
dia and the negative fallout of the war in Afghani-
stan have adversely affected the climate for invest-
ment and growth, which has created further hard-
ships for the poor.

The World Bank recently prepared economic
reports for all of the country’s provinces. The re-
port on Sindh, historically the most developed and
prosperous province in Pakistan, was especially
troubling. According to the World Bank research-
ers, while Sindh was 55% richer than rest of the
provinces of Pakistan in 1947, it is now barely 16%
wealthier. Although the number of poor is growing
in both the urban and rural areas of the province,
the incidence of poverty is particularly high in rural
areas. In the year 2001-2002, one out of every two
rural dwellers was living below the poverty line, as
compared to one out of every four persons in the
urban areas.

A survey of key stakeholders in the province
carried out as part of the World Bank report revealed
that the number one challenge to development
singled out by respondents was poor governance,
followed by corruption. Table 1 presents the results
of the survey.

TABLE 1

World Bank stakeholders survey on obstacles to development in Sindh (2004-2005)

Overall governance 8.1 Directly or indirectly related to governance issues
Widespread corruption 7.3

Law and order situation 74

Inefficient use of public expenditure 6.9

Inadequacy/poor quality of infrastructure 6.8 Infrastructure or fiscal issues

Water shortage 6.3

Low level of public investment 5.8

Feudalism and “old mindset” 51 Regional divide

012345678910

Least important Most important constraint

Broken promises, rising poverty

Successive governments in Pakistan have gained
support with impressive slogans and ostentatious
promises, knowing full well that the country had nei-
ther the financial resources nor the human resources
needed to deliver on these promises. The pledge of
earmarking more funds for the power sector to re-
duce the gap between demand and supply has been
only very partially fulfilled, and while more alloca-
tions have been made to improve access to drinking
water, this has mainly benefited the urban areas.

In the meantime, poverty and unemployment
rates continue to increase, and rising inflation has
made life increasingly difficult for the lowest income
sectors. Gross domestic product (GDP) growth has
been erratic for the last five to six years. In 2005,
there was 2.6% GDP growth in the province of
Punjab, 2.2% in the North West Frontier Province,
1.7% in Sindh and 0% in Balochistan. While the
textile sector has experienced significant growth,
this has only benefited a single class of society. The
same can be said for the boost in the energy sector.
Privatization has increased, with a consequent toll
on government revenue. The national currency, the
rupee, has undergone repeated devaluations. Gas,
oil and diesel fuel prices have risen sharply in the
last year and a half.

Pakistan’s current economic situation is obvi-
ously critical, and the challenges it poses are for-
midable. Nevertheless, there are a number of steps
that could be taken to begin remedying the situa-
tion. These include:

e Areduction in defence expenditure

e Enhanced financial autonomy for the provinces

e Enhanced fiscal devolution by transfer of sales
sax to regional and local governments for in-
creased spending on education, health, sani-
tation and public welfare.

e A more effective and equitable revenue distri-
bution arrangement between federal, provin-
cial and local governments.
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e Placing top priority on rural districts in public
sector development programmes

e Concrete efforts to improve governance
e The eradication of feudalism and neo-feudalism. m

References

Akbar Zaidi, S. (2004). Pakistan and social development. New
Delhi: Rupa & Co.

Bangali, Q. (n.d.) Various papers and books.Karachi: Shaheed
Zulfikar Ali Bhutto Institute of Science and Technology
(SZABIST).

Dawn (n.d.). Various reports. Karachi.

Ghausi, S. (2005). “Water scarcity, division threat to
development: WB’s survey on Sindh”. DAWN Internet
Edition, 31 August. Available from: <www.dawn.com/2005/
08/31/ebr3.htms>.

Ghuas Aisha, A.F., Pasha Hafiz, A. and Ismail Zafar, H. (1997).
Provincial Government and the social sectors in Pakistan.
Lahore: Social Policy and Development Centre (SPDC),
Vanguard.

Government of Pakistan (2006). Pakistan Economic Survey
2005-2006. Economic Advisors Wing, Finance Division,
Islamabad.

Irin News (2004). “Pakistan: The health crisis in Hyderabad”.
Available from: <www.irinnews.org/
report.asp?ReportID=41648>.

IUCN, Sindh Office (2004). Sindh, state of environment and
development. Karachi.

Social Policy Development Centre (2001). “4™" Annual Review”.
Karachi.

Wizarat, S. (2002). The rise and fall of industrial productivity
in Pakistan. Oxford.

World Bank, Asian Development Bank, Government of Sindh
and Government of Pakistan (n.d.). Various reports.

World Bank. Poverty Reduction and Economic Management
Sector Unit South Asia Region (2006). Securing Sindh’s
future. The prospects and challenges ahead. Document
prepared in partnership with Asian Development Bank,
January (Report No. 35001 PK).




B PARAGUAY

Undeveloped potential

DECIDAMOS - Campaiia por la Expresion Ciudadana
Hugo Royg

With nearly 5,899,000 inhabitants, a per capita
gross domestic product (GDP) of USD 1,301, an
aggregate annual rate of production which has
grown only 1.15% in the last decade and annual
population growth of 2.6%, it is highly improb-
able that Paraguay will be able to generate the
means necessary to improve the quality of life for
its population.

Viewed against this panorama it is reason-
able to ask to what extent institutional efforts —
development policies, social initiatives, redistri-
bution of resources — are succeeding in launch-
ing processes of “expansion of opportunities for
the people and improvement in the quality of life,
growth of human capacities”, according to the
United Nations Development Programme (UNDP)
2003. Do the strategies begun in the country al-
low people better opportunities to live a life of
dignity? To what end are resources and institu-
tional efforts targeted? Are they effective? Which
factors will allow for rapid modifications of the
greatest impact?

The commitments assumed by the State
Paraguay ratified the American Convention on Hu-
man Rights in 1989 and the Protocol to the Inter-
national Covenant on Economic, Social and Cul-
tural Rights (ICESCR) in 1992. Both agreements
guide institutional decisions and tend to prioritize
the development of citizen capacities.

In 2004, together with representatives from
the private sector and civil society, the Govern-
ment signed the San Bernardino Declaration, a
document that indicates strategic lines of action
for the economic and social policies of the coun-
try and sets forth goals for 2008 and 2011. The
Declaration ratified the Plan for Economic Growth
with Equity that aimed for substantial advancement
toward meeting the Millennium Development Goals
(MDGs). Among other objectives, reducing extreme
poverty to 13%, universal literacy and 87% cover-
age for health services stand out (Ministry of Fi-
nances, 2004). This Plan, strongly promoted by the
Government, constitutes an important standpoint
from which to evaluate the advances of the public
sector in the area of social equity.

most disfavoured groups.
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Extreme poverty continues to grow in one of the most unequal countries in Latin America, while
development initiatives are largely disconnected and fail to specifically target the potential of society’s
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Growing poverty and inequality of
capacities

Currently, 42% of the population lives in rural areas.
Poverty has risen from 30.3% in 1995 to 38.2% in
2005, meaning over that ten-year period, 2.23 mil-
lion additional people found themselves in poverty.
Of note is the rise in urban poverty, which between
those years rose from 23.7% to 39.4%, coinciding
with the process of rural to urban migration. Rates
of extreme poverty also worsened in the same pe-
riod, rising from 13.9% to 15.5% (General Directo-
rate of Statistics, Surveys and Censuses, 2005a).

According to the UNDP (2003), Paraguay is one
of the most unequal countries in Latin America, with
a high Gini coefficient of 0.522. Poverty in this coun-
try cannot be explained simply by insufficient eco-
nomic performance, but by existing inequities as
well, evidenced by the varying levels of access avail-
able to Paraguayans to improve their employment
potential, income and opportunities.

Poverty is growing gradually although at a
lower rate in recent years. Poverty is increasingly
urban and characterized by unequal income distri-
bution, limited quality of life due to low levels of
human capital, a regressive tax regime and poorly
focused public spending. The level of socioeconomic
development will remain low if structural changes
aimed at improving income distribution and ad-
dressing concrete problems of the various groups
in society are not begun immediately.

Inequalities are most evident in an analysis of
the statistics on the exercise of the right to educa-
tion, health and employment. If half the population
has fewer than six years of schooling (the national
average is 7.5 years), 67% of Paraguayans in the
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richest fifth of the population achieve this level of
education while only 30% of Paraguayans in the
poorest fifth do. In Table 1, social variables are bro-
ken down according to income quintile.

The situation worsens upon analysis of unde-
veloped capacities. According to unofficial estimates,
functionalilliteracy (the ability to read and write with-
out understanding exactly what is being read) could
be as high as 60%. One of the factors of social exclu-
sion is the Guarani language, because social, eco-
nomic and institutional networks operate principally
in Spanish.

According to the World Bank (2005a) “Paraguay
has been the Latin American country with the slow-
est progress in reducing infant mortality in the last
50 years, maternal mortality rates have not registered
improvements in the last 15 years and differences
exist in the statistics depending on the region and
economic group, worsening in the poorest regions
and quintiles of the population”. In 2004, the infant
mortality rate was 27 for every thousand live births
(Survey of Demographics and Health, 2004). In 1990,
the national rate was 35.9, reaching 42.9 in the poor-
est quintile and 15.7 in the highest income quintile.

Meanwhile, the National Constitution of 1992
obligates the Paraguayan State to “protect and pro-
mote health as a fundamental personal right” — mak-
ing clear that “no one will be deprived of public as-
sistance” —and providing free primary education to-
gether with programmes directed at students of lim-
ited resources. What is more, the Constitution high-
lights the establishment of health, education and so-
cial welfare systems with community participation
in service provision, plans a minimum budget al-
location of 20% for education and signals that



policies should be put in place to guarantee com-
plete coverage of the population, freedom from dis-
crimination and attention to the most disadvan-
taged sectors.

Regressive tax regime

The tax regime was reformed in 1991 and again in
2003. The first reform aimed to reduce the number
of taxes collected and increase the rate of collec-
tion; the second aimed to formalize a greater seg-
ment of the economy and to generate incentives
for increased private investment. As a result, tax
revenue rose from 10% of (GDP) in 2002 to nearly
12% in 2005.

The 2003 tax reform implemented the Per-
sonal Income Tax involving a single rate for in-
come above 10 minimum salaries, expanded the
Value Added Tax and lowered the Business Income
Tax. These changes are regressive, and in relative
terms would tax the most those who earn the least.

Running costs versus public
administration

In the last decade public spending rose an average
of 13.5% per year while revenue rose 13%. The ex-
tent of running costs is high, and largely destined to
fund public salaries. The World Bank (2005b) sug-
gests that “the high level of running costs, which
account for 75% of total revenue and 137% of tax
revenue, is displacing the necessary investments in
infrastructure and social programmes (particularly
in the areas of social assistance and health). Social
spending constitutes 11% of public expenditures,
while education and social security (contributing and
non-contributing programmes) constitute 75%. Be-
ginning in 2006 there has been a relative decrease in
social spending in favour of funding infrastructure
improvements (Public Works).

Spending for health and programmes to com-
bat poverty is low; that for agrarian reform minimal
and for policies to promote employment, nonexist-
ent. The budget process places emphasis on defin-
ing the sums assigned to institutions and their re-
sponsibilities, without developing mechanisms to
guarantee monitoring and evaluation of their man-
agement and public objectives. Thus, the evalua-
tion of public spending is realized analyzing the de-
gree of execution, or focusing on products gener-
ated and not on the impact achieved.

Fragmentation of social programmes

With the San Bernardino Declaration of 2004, the
Government made a commitment to take action nec-
essary to reach, by 2011, an annual economic growth
of 6%, a tax collection rate of 12.5% of GDP and
public investment equalling 7% of GDP. The Govern-
ment also committed itself to launching the National
Export Strategy, prioritizing agricultural and food pro-
duction and taking steps to reduce poverty. The Dec-
laration has two focuses: creating equality of oppor-
tunity in education to improve human capital and
combating poverty and social exclusion. Neverthe-
less, it lacks a general plan to orient and integrate the
assortment of public policies it implicates.

TABLE 1

Social indicators according to income quintile

20% poorest | 20% richest | National average
Rate of illiteracy (% of the quintile) 16.7 3.7 9.1
Average years of schooling (population over 15 years of age) 5.3 10.0 7.5
Guarani language spoken a majority of the time (%) 78.3 21.8 47.4
Public water supply (%) 30.3 59.3 44.4
Average family disposable income
PYG 361,000 3,905,000 1,783,000
usp! 58.43 632.08 288.60

Source: General Directorate of Statistics, Surveys and Censuses, 2005.

Since 1995 the Secretary of Social Action? is
the agency in charge of coordinating activities in
the fight against poverty. In 2005 it was strength-
ened as the executive agency in charge of diverse
social projects with international cooperation,
launching focused initiatives to combat poverty in
specific segments of the population or determined
geographic locations. These projects are neither
directly nor indirectly linked to the National Strat-
egy to Fight Poverty that was prepared in an open
and participatory process together with various
social and political sectors, and defined a short-
term strategy of direct attention to the most vul-
nerable sectors of society by means of direct sub-
sidies. Currently this strategy is being publicized
but not applied.

The Social Cabinet was created in 2004 and
funded for the first time in 2006. The creation of
this agency opened a new chapter in the prepara-
tion of a new strategy to confront poverty. In ac-
cordance with public announcements, its pro-
gramme will be similar to previous initiatives, which
raises a warning flag because this means the agency
will not specifically occupy itself with eliminating
social exclusion.

Cristaldo (2005) reports that of the USD 1.16
million received in foreign investment, 19% is as-
signed to projects in education, health and water
supply. This percentage is limited if one takes into
account the low coverage of these programmes,
which ignore sectors such as, for example, infancy,
and problematic areas such as malnutrition, the lack
of technical education, illiteracy and the necessity
to assist vulnerable sectors of society.

If the portion of the budget assigned to social
policies is estimated at approximately 50%, the cur-
rent state of poverty suggests that the quality of
public spending continues to be low and that little
has been done to decrease existing inequities. The
institutional changes necessary to reach levels of
public spending adequate for the social necessities
present have not been evident, nor have improve-
ments in the implementation of programmes or pro-
visions for evaluating their effectiveness at achiev-

The 2005 average exchange rate of 6,178 Paraguayan
Guaranies (PYG) per 1 United States Dollar (USD) was
taken from the CIA World Factbook. See: <www.cia.gov/
cia/publications/factbook/fields/2076.html>.

N

See: <Www.sas.gov.py/>.
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ing their goals. In addition, public efforts find them-
selves duplicated by other initiatives that act with
independence and without coordination.

Millennium Development Goals distant

The State has made commitments but the answers
to those commitments have been insufficient. The
civil society monitoring report signals that the MDG
of “Eradicating extreme poverty and hunger” will
be impossible to reach given the current situation,
while the report of the UNDP indicates that the Para-
guayan State faces “probable failure” on this MDG.

The current answers do not constitute struc-
tural policies nor do they propose complementary
programmes that permit a permanent escape from
poverty, favouring instead an economic structure
that does not guarantee the development of human
capacity, sustainable incomes or improvements to
the quality of life.

At the same time, reform of the State is neces-
sary to limit discretionary spending, break the per-
verse link to electoral cycles, prioritize social poli-
cies and expand the observance of the universal
rights articulated in the Protocol to the International
Covenant on Economic, Social and Cultural Rights
(ICESCRY), prioritize the most urgent necessities and
link programmes so as to guarantee the compre-
hensiveness of social policies.

Conclusions and recommendations

e Spell out the constitutional mandate to coordi-
nate with the community and generate spaces
for diagnosis, design, implementation and
evaluation of social policies with civil society
and private sector actors.

¢ Define individuals within the institutions to co-
ordinate their actions.

e The quality of public spending is deficient. In
the country there is leeway to reassign public
resources to social programmes.

e Instruments for wealth redistribution need to
be developed both through public revenue
and spending.

(Continued on page 260)




B PERU

Macroeconomic growth and social exclusion

Conferencia Nacional sobre Desarrollo Social (CONADES)
Héctor Béjar

On the face of it Peru enjoyed excellent macroeco-
nomic performance between 2001 and 2006, the
period of President Alejandro Toledo’s administra-
tion. Average annual growth in these years was 6%,
which has raised GDP to USD 75 billion, while the
annual inflation rate was less than 4%. The coun-
try’s currency reserves increased from USD 8.2 bil-
lion in 2001 to USD 15 billion in 2005, and exports
rose to USD 14 billion in 2005, creating a surplus in
the balance of trade of USD 2.7 billion" in that year.

Although the economy grew 14% between
2001 and 2004, poverty only decreased by 2.7 per-
centage points, from 54.3% to 51.6%. Official
sources show that extreme poverty fell by only 4.9
points, from 24.1% in 2001 to 19.2% in 2005 (INEI,
2006), but even this slight decrease has been called
into doubt as independent research does not bear
out the Government’s estimates.? But even if we
accept these figures, and even if the improvement
continues at the same rhythm, there would have to
be at least 50 years of sustained economic growth
—fuelled by big increases in the prices of Peruvian
raw materials on the international market (as is hap-
pening now) before poverty disappeared.

While Peru does have good macroeconomic
indicators, the other side of the coin is that the coun-
try is almost overwhelmed by social problems. The
cities and rural areas are plagued by under-employ-
ment, insecurity, violent crime, drug abuse, corrup-
tion at all levels, a chaotic transport system, envi-
ronmental pollution and other symptoms of a dete-
riorating society, and this is damaging people’s qual-
ity of life and their rights.

The reasons for this paradox

Why is it that a country that is apparently enjoying
good macroeconomic growth should at the same
time be suffering a fall in the level of people’s well-

1 Ministry of the Economy and Finance, Presidency of
Council of Ministers.

N

If, instead of measuring the capacity of homes to buy the
basic basket of foods, the apparent consumption of
calories per household is measured directly, it emerges
that the proportion of the population in the capital city with
an insufficient intake of calories jumped from 18.7% in
2001 to 29.8% in 2003 (Herrera, 2004).

on production and consumption.
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More than half the people are still living in poverty, but what the State invests in poverty alleviation
programmes amounts to less than private remittances from Peruvians living abroad. There has been
macroeconomic growth but no significant increase in development, and inequality, violence,
destitution and discontent are rife. Tax policy favours the big enterprises since the main burden falls
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being? The explanation for this paradox can be
traced directly to the nature of Peru’s growth and
how it is organized in the country’s economy.

First, there has been an increase in specula-
tion in international prices and the production of
raw materials like gold and copper. These are sold
in bulk by transnational corporations that give al-
most nothing in exchange, a system that has been
in operation for centuries. The price of gold has
soared from USD 250 an ounce (24 grams) in Oc-
tober 2000 to more than USD 500 an ounce today,
and the price of copper has risen to USD 2.64 per
pound (460 grams), which amounts to an increase
of 77% in the last twelve months. Every year Peru
exports 2 million ounces of gold.

The enterprises that exploit these minerals have
tax privileges. According to an estimate by the Na-
tional Tax Administration Superintendent’s Office, in
2002 the Government did not collect some USD 300
million as a result of tax stability conventions, asset
depreciation allowances and discounts on future tax
payments. Taxes on production and consumption
yield three times as much as the amount of profits
tax that, according to their own estimates, the hig
enterprises have to pay. In Peru, the tax rate on in-
come for private citizens is higher than that for legal
entities. In 2004 the mining enterprises paid only PEN
989 (USD 300 million), in taxes on their income. In
the 2000-2003 period, the hydrocarbon sector, which
is rated in the third income tax category, paid an av-
erage of PEN 9.7 per PEN 100 of production (meas-
ured by GDP), while mining enterprises paid only PEN
3.5 per PEN 100 of production (SUNAT, 2002).

Tax stability contracts can in some cases re-
duce taxable income by 80%, allow profits to be
sent abroad untaxed, exempt products from the
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general sales tax, and allow the double deprecia-
tion of assets and currency, which means that less
tax is actually paid. Remittances of profits to for-
eign enterprises (income from capital) came to USD
3.2 billion in 2005 (Campodénico, 2005).

While the corporations suck resources out of
the country and send them to their head offices,
people who have emigrated send money home to
their families in Peru to alleviate their economic
plight. Around three million Peruvians out of a total
population of 27 million live abroad, and they help
their families financially. The total of these remit-
tances is far more than the State invests in poverty
alleviation programmes. An annual average of USD
2.5 billion flows into the country, and it goes to 10%
of the population. This figure is equal to 10% of
exports, or 1.7% of GDP. On average, each family
receives USD 166 nine times a year (Fomin, 2005).

Why Peru is in debt
The State has a permanent deficit, and this will con-
tinue unless there is a reform in the tax system to
annul the privileges that are an important part of the
so-called neo-liberal model. According to the 2006
public sector budget, the accounting deficit fluctu-
ates around 1% of GDP, but the real deficit, that is to
say the difference between what is collected in taxes
(USD 10.3 billion) and expenditure (USD 15.9 bil-
lion) comes to nearly USD 6 billion (MEF, 2006).
This shortfall is covered by increasing public
indebtedness. Peru is a debt addict. Foreign indebt-
edness to multilateral bodies (the International
Monetary Fund, the World Bank, the Inter-Ameri-
can Development Bank) is saturated and cannot be
re-financed, so in 2001 the country started acquir-
in6 domess§ic debt through so-called ‘sovereign



bonds’ (treasury bonds), that are bought on the
domestic stock market by the private pension funds
(AFPs). These organizations use money that savers
are legally obliged to deposit with them as a per-
centage of wages or salaries, but the savers them-
selves have no control over how their contributions
are used. In 2005 public debt stood at USD 31 bil-
lion, or 39% of GDP, and debt servicing payments
exceeded USD 3.4 billion, or 26.7% of the public
sector budget. In 2000 total foreign debt was USD
24.3 billion, so between 2000 and 2005 it increased
by USD 6.7 billion, or 27.6%.

The neo-liberal economic model has been very
good business indeed for the international corporations,
but it has been very bad business for the country.

Between 2001 and 2006 Peru allowed USD 3.2
billion to be sent abroad to tax-fee enterprises, and
another USD 3.4 billion went in foreign debt serv-
ice payments. In exchange the country received USD
908 million in credits (foreign indebtedness acquired
in 2006), and much of this new credit was condi-
tional on compliance with the neo-liberal pro-
gramme. To make matters worse, the country has
also had to incur domestic debt at the same time.

The rise in public spending might have been
expected to translate into increased social investment,
but this has not been the case. In 2005, some 45%
of the budget went on current expenditure, 26% on
servicing the foreign debt and 14% to the pension
fund that the State had to pay to ensure that the AFPs
would be able to make use of the savings of future
pensioners without having to pay current pension-
ers. Only 15% was allocated to education, 7.9% to
health and sewage facilities (in both cases a large
part of the total went on current expenditure, sala-
ries and wages) and 13% to capital costs, that is to
say public investment. Social expenditure did not in-
crease in line with the growth in public sector spend-
ing, in fact it remained almost unchanged in the 2001
to 2006 period. The same applies to poverty allevia-
tion programmes, which were allocated only USD 361
million out of a total budget of USD 15 billion.

An unjust model
In 1992 President Alberto Fujimori tightened his grip
on power in a so-called “self-coup” and his new
administration closed Congress, suspended civil
rights and imposed a new Constitution tailor-made
for the big enterprises. The resulting economic
model allowed these enterprises to buy up large
slices of the country’s assets at laughable prices
and seize monopoly positions in the only profitable
areas of the economy, namely the distribution and
sale of electrical energy, telephones and communi-
cations, and the mineral extraction industries, above
all copper and gold. Since then these enterprises
have all operated with total disregard for environ-
mental protection standards, they pay almost no
taxes and they take their profits out of the country
without any kind of control. The Free Trade Treaty
with the United States will entrench this situation
and rule out any kind of future call for redress.
The government is in deficit because it is un-
able to levy effective taxes, so it has had to resort to

indebtedness. Tax pressure is not heavy, it amounts
to only14% of GDP (the average in Latin America is
18%), and it is mainly exerted through the General
Sales Tax. This is an indirect levy so it is consum-
ers who have to finance the government. Thus the
government is putting the tax burden on the public
while at the same time it openly defends the high
rates charged by private providers of public serv-
ices such as telecommunications and electricity.
Besides this, enterprises are currently putting heavy
pressure on the Government to privatize the provi-
sion of potable water as well.

The country is borrowing funds from multilateral
bodies, which are taking advantage of their role as lend-
ers to reinforce the conditions of the neo-liberal eco-
nomic model by promoting privatization and tax ex-
emption policies. Domestic indebtedness is effected
through treasury bonds that are bought by the AFPs
with money deposited by savers. In this way the AFPs
have now accumulated USD 8,000 million, and the
total is increasing every month thanks to forced sav-
ing. This money is used by domestic and foreign en-
terprises, and the “investors” have no say at all in how
it is managed and no share in the profits.

The Toledo government has legalized a practice
that was employed by the Fujimori administration; it
has granted the Peruvian Chamber of Construction —
the association of private construction companies —
control over the National Housing Fund, which
amounts to USD 500 million in public and private
employees’ savings. This money is used to build
housing for the middle and working classes, and these
housing units, whose average construction cost is
USD 8,000, are sold by private banks and construc-
tion companies at an average price of USD 50,000.

Sweeping it under the carpet

There is no debate in the media about the neoliberal
programme; it is simply accepted as the only possible
way to do things. The mass media point to GDP growth
and talk of economic progress, but what is really grow-
ing are export prices and business profits. This growth
does not rebound to the benefit of the majority of Pe-
ruvians or improve their quality of life.

The press also trumpets the defence of democ-
racy, but more and more people are coming to see
Congress merely as a lobby for enterprises, and
ministers are seen to be promoting business inter-
ests instead of pursuing the well-being of the popu-
lation as a whole. The media seem to have been
captured by economic power and it is conducting
an ongoing campaign to demonize any opinion that
challenges the prevailing neo-liberal economic doc-
trine. This underpins a situation that is unbearable
for more than half the population of the country and
which openly benefits consumption by the minor-
ity that controls the wealth.

Where are the resources? How can they
be mobilized?

With this panorama there is no prospect of any real
reduction in poverty unless there is a radical change
in economic policy. Changing the model would in-
volve implementing tax reform so that the large en-
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terprises actually pay taxes, and these resources
could be used to support small urban enterprises
and agriculture, which are the main generators of
employment. Government finance should be based
more on direct taxes on wealth than on indirect taxes
on consumption. The public sector budget ought to
be thoroughly reformed to give priority to invest-
ment in education and health, and a universal so-
cial security programme should be set up so that
the benefits that the State “so generously pays”
would become rights that the State satisfies in the
form of social programmes. The different health
services ought to be coordinated into one single
organization, and the service could be improved and
its coverage widened through use of the Public
Health Fund, which should be based on a reformed
tax system. Lastly, there should be a reform of the
State so as to open the door for citizens’ organiza-
tions to participate in local and regional government.

Civil action

Over the last few years civil society organizations have
been trying to bring these questions to the fore un-
der the banner of “putting the economy at the serv-
ice of the people”. Some progress has been made.
There is now a National Agreement involving enter-
prises, churches, unions and political parties that has
resulted in the formulation of 31 State policies that
respond to a shared concern for social policy.
Through the technique of participative taxation, im-
portant sectors of civil society have gained access to
formulating priorities for public investment. There are
now more than a thousand coordination committees
for the fight against poverty that bring together rep-
resentatives from the Government, the churches and
civil society in all parts of the country to plan local
public investment in social development. But the
struggle is complex and there is still a long way to go
before there can be any hope of real change. Grass-
roots social organizations ought to muster their
strength in order to lead the way in building a real
democracy from the bottom upwards.

Outside the political parties, there have been
many instances in recent years of people mobiliz-
ing against different manifestations of the neo-lib-
eral programme, and sometimes these have man-
aged to put the Government in check and paralyze
the timetable for privatization, at least for a while.
In the last presidential and congressional elections
there were two candidates campaigning for eco-
nomic and political change and they received mas-
sive popular support.

(Continued on page 261)



B PHILIPPINES

The crisis of financing development

MDG targets.

Social Watch Philippines
Prof. Leonor Magtolis Briones

The Philippines is one of the countries devastated
by the global debt crisis. It struck the country in
1983, one year after Mexico’s default triggered the
global conflagration that destroyed developing na-
tion economies throughout Latin America, Africa
and Asia. The Philippine government dutifully swal-
lowed the bitter pill of structural adjustment im-
posed by the group of creditor banks led by the
multilaterals, in spite of a national campaign call-
ing for selective debt repudiation. Scarce financial
resources went to debt servicing at the expense of
social services, particularly education and health.
Poverty levels escalated.

The devastating effects of the debt crisis still
linger. Twenty-one years later, on August 23, 2004,
Philippine President Gloria Macapagal Arroyo ad-
mitted the existence of a fiscal crisis and conceded
that the government was having difficulty manag-
ing its mounting deficits. Thus the Philippines, de-
spite its official classification as a middle-income
developing country, continues to suffer from mas-
sive deficits. The problem of inadequate financial
resources persists. The spectre of the debt crisis
continues to haunt the economy.

This country’s report seeks to identify prob-
lems and issues related to financing social devel-
opment in the Philippines. Obviously, the Govern-
ment’s commitments to the Copenhagen Declara-
tion as well as the Millennium Development Goals
(MDGs) cannot be achieved without additional re-
sources.

Obstacles to mobilization of domestic
financial resources

It has been two decades since martial law was dis-
mantled and democratic rule was restored in the Phil-
ippines. It has also been 20 years since the country
endured a series of structural adjustment pro-
grammes to solve its huge debt problem. Three presi-
dents have come and gone after Ferdinand Marcos:
Corazon Aquino, Fidel Ramos and Joseph Estrada.
The current president is Gloria Macapagal Arroyo.

Regressive taxation.

Why are public revenues never enough? There is
general agreement that three reasons account for
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More than two decades after the global debt crisis of the 1980s and the subsequent adoption of
structural adjustment programmes, the Philippines continues to face a severe shortage of resources
for financing development. Significant funds are still drained by loan payments, while mistaken tax
policies limit the mobilization of domestic financial resources. Unless the necessary additional
resources are raised, the Philippines will fail to meet its commitment to achieving seven of the eight
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this persistent problem. The first is excessive de-
pendence on indirect or regressive taxation. This
has resulted in a double whammy: taxes based on
income and wealth are not being fully exploited, and
the low-income groups who compose the majority
of the Philippine population are bearing the brunt
of the tax burden.

The Constitution of the Philippines provides
that the government must “evolve a progressive
system of taxation.” Yet, indirect taxes - particu-
larly sales taxes - have formed the bulk of tax col-
lections since the start of the Philippine Republic in
1946. During the administration of President
Aquino, the regressiveness of the tax structure was
aggravated by the imposition of the 10% Value
Added Tax (VAT) which replaced the sales tax. It
was considered the fastest way to generate more
revenues. Aquino had inherited the Marcos era debts
and needed more resources to pay them off.

Twenty years later, President Macapagal Arroyo
increased the VAT rate to 12% and expanded its
coverage to encompass additional goods, includ-
ing gasoline and other oil products. The reason was
the same: her administration was mired in a fiscal
crisis. Arroyo’s financial advisers gave her a list of
eight tax measures. She chose to implement the
expanded VAT proposal over the proposals for more
income and wealth-based taxes.

For the year 2006, for example, total projected
revenue is PHP 969 billion (USD 18.9 billion). Of
this total amount, PHP 566 billion (USD 11 billion)
will be from indirect or regressive taxes and non-
tax revenue. This constitutes 59% of total projected
revenue. On the other hand, projected direct taxes
total PHP 402 billion (USD 7.8 billion), which
amounts to 41% of total revenue.

240

Inefficient tax administration

Tax administration in the Philippines has tradition-
ally been perceived as both corrupt and inefficient.
The government tax collection agencies are con-
sidered “flagships of corruption.” In spite of the ef-
forts of administrators to change this unsavoury
image, public perception has remained largely the
same. Inefficiency and corruption have resulted in
the non-collection of significant amounts of gov-
ernment revenue.

Tax incentives

A third factor responsible for inadequate revenue
collection is the practice of granting tax incentives
to attract investors. While the government is pass-
ing new tax measures or collecting existing taxes,
it is also granting incentives and tax benefits. Last
year, the House of Representatives conducted a
study on foregone revenue due to incentives. It was
found that this amounted to PHP 150 billion (USD
2.9 billion). On the other hand, the projected financ-
ing needs of the government for 2006 amount to
PHP 125 billion (USD 2.4 billion). Obviously, fore-
gone revenue could have covered all or at least a
part of the Government’s financing requirements.
While the Department of Finance has been call-
ing for a rationalization of fiscal tax incentives, the
Philippine Congress continues to pass laws to pro-
vide more incentives, especially to foreign investors.
The Board of Investments then grants these incen-
tives. According to a study from the University of the
Philippines, “the fiscal incentives granted by the Board
of Investments in 2004 alone resulted in a negative
economic benefit of PHP 55.72 billion,” (USD 1.1
billion) which means that the amount of foregone
revenues due to tax- and duty-free privileges was



higher than the amount of economic benefits re-
sulting from the investments for which these perks
were provided." Thus, while foreign investors are
benefiting significantly from tax incentives, host
countries like the Philippines are losing heavily and
have to turn to regressive taxes and borrowing to
cover urgent financing needs.

Limited external sources of public
financing
Official development assistance (ODA) is an impor-
tant source of financing for development in the Philip-
pines. For 20086, for example, ODA accounts for more
than 50% of projected funds for MDG-related health
sector activities. While government funding is calcu-
lated at PHP 687 billion (USD 13.4 billion), expected
ODA funding is PHP 784 billion or USD 15.3 billion.?
Policymakers tend to prefer ODA funding over
borrowing from commercial banks, even if the Phil-
ippines does not qualify for grants. Interest rates
are lower and terms can be generous. Neverthe-
less, there are downsides to ODA assistance. Bilat-
eral partners have their own global, regional and
country-specific agendas. Levels of assistance are
determined by these agendas, even though there
might be other national priorities. ODA-funded
projects tend to be more costly than locally funded
projects because of the involvement of consultancy
firms from the donor countries and other service
providers. Furthermore, complex and overlapping
monitoring mechanisms add to costs.

Borrowing

The Philippines has never really recovered from the
debilitating effects of the global debt crisis; the coun-
try is still paying debts that were restructured and
securitized 20 years ago. Even the Government has
adopted the phrase “unproductive expenditures”,
which civil society organizations use to describe
debt service for debts that were wasted, misman-
aged and tainted with corruption.

The following table shows the enormity of the
problem. For the past eight years, the percentage
share of interest payments in the national budget
has been steadily rising. In 1999, 18% of the na-
tional budget went to interest payments. This will
rise to 32% of the budget in 2006. In 1999, 34% of
the budget went to social expenditures. In 2006,
this will go down to 28% of the budget. In 1999,
25% of the budget went to economic development
expenditures. In 2006, this is expected to go down
to 19%. The percentage shares of all other sectoral
expenditures are declining. Only interest payments
continue to rise.

Department of Budget and Management

It cannot be denied that at present, the government
is borrowing not so much for development as for
the amortization of loans. For 2006, for example,

1 Remo, M. (2006). “DOF wants to limit tax perks grant”.
Philippine Daily Inquirer. 10 July, p. B11.

2 Department of Health.

TABLE 1
1999 2000 2001 2002 2003 2004 2005 2006

Economic Services | 25.25 245 20.18 20.19 20.59 18.06 17.54 18.72
Social Services 33.81 31.21 31.04 29.84 28.79 28.77 28.02 27.91
Defence 5.03 5.31 4.68 5.91 5.39 5.09 487 4.98
General Public

Services 17.64 17.95 17.15 17.12 17.12 15.93 15.50 15.33
Net Lending 0.09 0.38 1.00 0.78 0.68 0.64 0.84 0.78
Interest Payments 18.17 20.65 25.95 26.16 27.44 31.51 33.24 32.28
Grand Total 100.00 100.00 | 100.00 | 100.00 | 100.00 | 100.00 | 100.00 100.00

TABLE 2

Financing for health related MDGs - Summary

MDGS programs Total cost Department of 0DA Budget gap
& projects (PHP) Health funding (PHP) (PHP)
(PHP)

Reduce Child Mortality 1,469,938,544 370,544,000 3,500,000 1,095,894,544

Improve Maternal Health 4,825,928,227 107,880,277 11,230,000 4,706,817,950

Combat HIV/ AIDS,

Malaria & Other Diseases 2,692,233,557 208,976,667 768,978,810 1,714,278,080
HIV/AIDS 358,253,587 22,899,667 153,377,920 181,976,000
Malaria 1,727,102,970 19,200,000 354,400,890 1,353,502,080

Tuberculosis 606,877,000 166,877,000 261,200,000 178,800,000

GRAND TOTAL 8,988,100,328 687,400,944 783,708,810 7,516,990,574

the Bureau of the Treasury has programmed PHP
221 billion (USD 4.3 billion) in foreign borrowing.
Of this amount, PHP 119 billion (USD 2.3 billion)
will go to interest and principal payments. Less than
one-halfis left as net foreign financing, in the amount
of PHP 102 billion (USD 2 billion). The situation in
domestic borrowing is much worse. The Treasury
has programmed PHP 310 billion (USD 6 billion)
for domestic borrowing, and of this, PHP 263 bil-
lion (USD 5.1 billion) will go to interest and princi-
pal payments, leaving a mere PHP 47 billion (USD
916 million) in net borrowing. To summarize, out
of PHP 532 billion (USD 10.4 billion) in programmed
borrowing, net financing of only PHP 149 billion
(USD 2.9 billion) is expected, because the rest will
gotointerestand principal payments. It is clear that
in the Philippines, the debt burden is a major drain
on government finances.

Underspending on social development

The Philippines is a signatory to the Millennium De-
velopment Declaration and has committed to attain
seven of the eight MDG targets by 2015. Social
Watch Philippines has consistently advocated ad-
equate financing for the MDGs since 2000.

Social Watch Philippines was a key player in
the unique process that mobilized civil society, gov-
ernment, the private sector and the donor commu-
nity in producing a country position on financing
the MDGs. It monitors achievement of the MDG tar-
gets and has raised issues ranging from statistical
methodology and disaggregation of data to inad-
equate financing.

241

Source: Department of Health

On June 22, 2006, Social Watch Philippines
launched a new book in cooperation with the United
Nations Development Programme (UNDP) and
graduate students from the National College of Pub-
lic Administration of the University of the Philippines.
Entitled Moving Forward with the Millennium Devel-
opment Goals: May Pera Pa Ba?(Is Money Still Avail-
able?), the book raises two major questions: Is there
money available for the MDGs? And if there is money,
is it adequate? The Department of Budget and Man-
agement was asked to submit a write-up on budget
allotments for the MDGs. These numbers were com-
pared with resource requirements for the MDG tar-
gets. The findings were astounding.

In the education sector, for example, the MDG
target of universal primary education would require
PHP 133 billion (USD 2.6 billion) in 2006. But the
budget for education in 2006 is PHP 119 hillion
(USD 2.3 billion), which means the resource gap is
PHP 14 billion (USD 273 million). The picture for
health financing is just as dismal. The resource gap
is calculated at PHP 7.5 billion (USD 146 million).
What is surprising about health financing is that the
donor community is contributing more to the health
budget than the Government itself. The table below
shows that while available resources from the Gov-
ernment amount to PHP 687.4 billion (USD 13.4
billion), the donor community is contributing PHP
783.7 billion (USD 15.3 billion).

(Continued on page 261)



B ROMANIA

Working to develop capacity at the service of those most in need

Fundatia pentru Dezvoltarea Societatii Civile
(Civil Society Development Foundation)
Valentin Burada

Since 1989, after the fall of the Communist regime,
Romania has undergone a difficult transition to new
political institutions and a new economic frame-
work. The transition increased poverty and the risk
for larger categories of people to become
marginalized. Romanian NGOs, with the support
of international institutions and other foreign do-
nors, have worked to alleviate the negative conse-
quences of the transition.

On 1 January 2007, Romania is expected to
join the European Union. As such, it will have to
align with EU development cooperation policies and
move into the position of donor state. This trans-
formation poses a double challenge: on one hand,
although Romania will be an EU member, its do-
mestic socio-economic conditions remain very dif-
ficult. Over the last decade, civil society organiza-
tions have built, developed and maintained a wide
range of social services for vulnerable groups. This
has been possible with the support of foreign do-
nors, particularly through EU programmes. It is
generally recognized that the social services pro-
vided by non-governmental agencies offer higher
quality, standards and responsiveness to commu-
nity needs than public ones. State funding, how-
ever, is directed almost exclusively to public social
services. With the expected withdrawal of most of
the foreign donors, the social services provided by
NGOs will face serious difficulties, with their very
survival being threatened. Therefore, we believe that
public budgets should be adapted to ensure that
the services developed by NGOs will continue to be
provided. Likewise, civil society organizations need
to play a greater role in influencing the national bud-
geting process, at both the local and central level,
to ensure that the local funding available to social
services is allocated in the best interest of the com-
munities, providing the highest quality services with
the most efficient allocation of resources.

On the other hand, by becoming an EU mem-
ber, Romania has the opportunity to become more
involved in the global arena. It needs to commit more
resources and build capacity to act as a donor of
assistance to poorer countries. International devel-
opment cooperation is a recent preoccupation for
both the Government and NGOs.

humanitarian aid.
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Throughout the difficult transition period, Romanian NGOs have provided vital social services
with the help of international funding. When Romania joins the EU in 2007, these foreign donors
will withdraw, making state funding crucial for the survival of NGO social service programmes. EU
membership will also require Romania to step into the role of donor country itself, and the NGO
sector has contributed significantly to addressing this new field of international cooperation and
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Social services and the role of NGOs

The domestic context, in socio-economic terms,
continues to be a serious concern. According to
government statistics, almost one in three Roma-
nians lives in poverty. The situation is worse in ru-
ral areas, where wages are far below Romania’s
average of USD 140 per month. Economic restruc-
turing has lead to social exclusion, and certain re-
gions of the country, such as mono-industrial cen-
tres and rural areas, have been hit even harder.

Although the official unemployment rate was
around 6% in the first quarter of 2006, a higher
percentage of the population is under-employed, and
attractive employment options remain limited. Over
40% of the population is engaged in agriculture,
most on small subsistence plots. Moreover, many
young, educated workers continue to leave the coun-
try in search of better opportunities elsewhere, par-
ticularly in EU countries. Over the last years, be-
cause of the absence of adequate social services,
remittances from family members abroad have be-
come an increasingly important means of support
for vulnerable social groups.

The poor living conditions of such a large share
of the population are not caused only by the limited
resources available, but also by the way these resources
are distributed and redistributed. To some analysts,
the social policy promoted over this period has had an
overly narrow focus on the objective of development
and placed too little emphasis on social benefits, leav-
ing large fields and sectors of the population excluded
and socially marginalized while at the same time privi-
leging others (Marginean, 2005).

Although a series of social policy legal provi-
sions have been adopted in Romania over the last 15
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years, the system of social policies has remained
rather incoherent, with insufficient linkage among its
various dimensions and actors (Marginean, 2005).
Moreover, Romania remains one of the lowest ranked
among EU member states and accession countries
in terms of social spending. Since 2000, public so-
cial expenditure, including expenditure on education
and housing, has increased, but throughout the tran-
sition period it has not exceeded 17% of gross do-
mestic product (GDP), compared to over 25% in the
majority of western European countries.

The public budget has been considerably dimin-
ished by a decrease in the number of taxpayers and
by the fact that many companies and individuals avoid
paying their due share of taxes. The recent adoption
of anew Fiscal Code and of a 16% flat tax for salaries
and profits aims to increase the rate of tax collection
by encouraging fiscal discipline and offering incen-
tives for increased investments. However, this move
is only expected to have consequences for national
social policies in the medium and long term.

Itis considered that the social security and social
services systems in Romania have been more ad-
versely affected than other European countries’ sys-
tems by globalization, demographic transition and
migration of the population. Additionally, previous
analysis has proven that many administrative units lack
both the competence and the resources to provide the
social services required in their area of activity (Chivu,
n.d.). At the same time, the national social services
system has had to contend with institutional fragmen-
tation at both the central and local levels. Similarly,
despite their efforts and the support of international
donors, NGOs involved in social service provision are
unevenly distributed across the country, with many



areas not covered. Most of the extensive rural areas
lack both public and non-governmental services.

The current legislation in Romania offers a gen-
eral framework for the organization and administra-
tion of social services. However, a large number of
problems persist, such as the uneven distribution of
services; the wide differences between regions and
counties and between urban and rural areas; gaps
between the needs of beneficiaries and the available
resources; the absence of any strategic community
planning; the various differences among the catego-
ries of beneficiaries; and the poor management struc-
tures and lack of qualified personnel (Chivu, n.d.).

The individual initiatives of the Ministry of
Labour and Social Solidarity and of other special-
ized central authorities in elaborating the legisla-
tion, as well as the poor cooperation among them,
resulted in a series of incoherent regulations in the
social services sector and an overlapping of attri-
butions, procedures and methodologies, as well as
legislative gaps. NGOs have repeatedly drawn at-
tention to these incoherencies and overlaps.

In December 2005, the Government adopted the
National Strategy for the Development of Social Ser-
vices, accompanied by an action plan for its imple-
mentation in the period 2006-2013. Civil society ac-
tors have criticized the National Strategy for a number
of reasons. They maintain that instead of bringing
greater coherence to the social services system, it cre-
ates more confusion by proposing the adoption of 22
new pieces of legislation by 2010, including a Social
Services Code. Moreover, the strategy was not based
on an adequate analysis of the context: it did not in-
clude information on the economic and social situa-
tion, the resources within the system, or the actors
interested in developing the system. Most importantly
for NGOs, the new strategy failed to address the
externalization of social services provision, which could
help guarantee a more efficient use of public money
and a viable solution to existing social needs.

As mentioned earlier, NGOs have built, developed
and maintained a wide range of social services for
vulnerable groups over the past decade with support
from international institutions, particularly through EU
programmes. In view of the expected withdrawal of
the major foreign donors in the social field (the Euro-
pean Commission, World Bank, USAID) after
Romania’s scheduled accession to the EU in 2007, the
funding policy for this field has to be carefully revised.
The Government must provide more support to social
services created and provided by NGOs, which have
developed high quality standards, expertise and con-
siderable knowledge of their beneficiaries’ needs.

In fact, the public has acknowledged the posi-
tive contribution made by NGOs to social services.
In a survey conducted by the Civil Society Develop-
ment Foundation and the ISRA market research cen-
tre, as part of the CIVICUS Civil Society Index project,
Romanian citizens were asked for their opinion on
the effectiveness of different institutions in respond-
ing to marginalized people’s needs. NGOs were given
arating of 56%, scoring second only to international
organizations (62%) and higher than the Church
(54%) and the business sector (48%). The state

scored lowest, as only 43% of interviewees believed
that it is able to respond properly to people in need.
Research has also shown that the provision of
social services through NGOs has promoted in-
creased solidarity with disadvantaged sectors of the
population, as well as a change in attitude toward
persons with disabilities (Balasa, 2004). Most of the
activity of social services NGOs is directed to par-
ticularly vulnerable groups, such as the physically
or mentally disabled, people living with HIV/AIDS,
institutionalized children and the elderly.

The involvement of civil society
organizations in the national budget process
Inthe last few years, civil society organizations have
become more aware of the need for greater involve-
ment in national and local budgeting processes.'
However, research carried out by the Civil Society
Development Foundation in 2005 found that civil
society activity in influencing the overall national
budgeting process is very limited and focuses only
on specific budget components.

In theory, trade unions and employers’ organi-
zations are in a better position to influence the draw-
ing up of the national budget because they partici-
pate in the Economic and Social Council (ESC), a tri-
partite body made up of government, trade union and
employers’ representatives that was established in
1997 to play a consultative role. In practice, how-
ever, the ESC has proven to have little impact on key
issues like the national budget. According to the 2004
Annual Report, the ESC had been consulted on only
38% of all the laws and policies adopted that year,
and its opinion or observations were only actually
taken into account in the case of 48% of the laws on
which it had in fact been consulted. And of all the
draft laws analyzed by the ESC in 2004, a mere 6%
were related to the national budget.

NGOs have sought to have a greater impact on
the local budgeting process. There have been sev-
eral important projects aimed at empowering citi-
zens and building capacity for local NGOs to influ-
ence local budgets. In 2004, the Governance Re-
form and Sustainable Partnerships programme pro-
moted the organization of public hearings and con-
sultations on draft budgets.

In 2003 and 2004, the Pro-Democracy Asso-
ciation carried out the DIALOG Programme, aimed
at involving citizens throughout the country in the
debate over local decision making and local budget
adoption, while since 2001 another organization, the
Institute for Public Policy (IPP), has elaborated re-
ports and offered expertise in this field.

However, NGOs have had little impact on the
national budgeting process. Think tanks such as the
Romanian Academic Society or IPP have sometimes
criticized national government budgets and sug-
gested proposals for improving the taxation sys-
tem and changing expenditure priorities and the way

1 The observations on the national budgeting process are
drawn from a study carried out by the Civil Society
Development Foundation (CSDF) within CIVICUS Civil
Society Index process. (CSDF, 2005).
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public money is spent. The only visible way in which
NGOs have managed to influence the national bud-
geting process is indirectly, through the modifica-
tions in the New Fiscal Code that allowed for the
adoption of the “2% Law”.2

Arecent publication by the AnA Society for Femi-
nist Analyses notes that gender budgeting has not
been a priority for the Government (Griinberg, Borza,
and Vacarescu, 2006). On the other hand, NGOs have
been involved in sharing experiences at the interna-
tional level on good practices in gender budgeting,
and are interested in working on this issue.

International development cooperation
and humanitarian aid

International development cooperation and humani-
tarian aid is rather a new preoccupation for the Gov-
ernment and NGOs. Although activities in this field
have been carried out in the past, it has only re-
cently started to become a distinct field of policy
and intervention, primarily in the context of
Romania’s upcoming EU accession.

In compliance with the commitments made in
the EU accession negotiation process and the rec-
ommendations in the European Commission’s 2003
and 2004 Regular Reports on Romania’s progress
towards accession, Romania has begun to elabo-
rate a national policy for development cooperation.
Inline with EU member state practice, development
cooperation will be financed from the national bud-
get, specifically through the budget of the Ministry
of Foreign Affairs, which will be responsible for
managing the policy. Romania, like the other new
EU member states, will be expected to increase its
expenditure on official development assistance
(ODA) to 0.17% of gross national product (GNP)
by 2010, and 0.33% of GNP by 2015. Romanian
ODA is currently estimated at 0.04% of its GNP.

At the same time, NGOs have become more
involved in specific initiatives at the European level
and have started to develop the capacity to operate
in the field of development cooperation. Although
until very recently there has been no structured le-
gal and institutional framework for Romania’s in-
ternational development cooperation, the non-gov-
ernmental sector has gained significant experience
in the context of the domestic socio-economic tran-
sition, which can be transferred to development
cooperation projects.

(Continued on page 261)

2 The 2% system enables individual taxpayers to allocate 2%
of their income tax to a non-governmental organization.
Essentially, this system allows citizens to tell the state how
a part of their taxes should be spent. These funds are not
considered donations, but rather a part of the state budget
allocated by individual citizens to the non-government
sector. NGOs that provide social services to vulnerable
social groups are expected to benefit the most from this
legal mechanism, but so far, its impact on the financial
sustainability of NGOs has been extremely limited. See:
<www.doilasuta.ro/sistemen.htms.



B SPAIN

The challenge of consistency

Intermén Oxfam
Isabel Kreisler'

The Government has demonstrated its support for
international cooperation by making commitments
to increase funding for official development aid
(ODA) and to forgive foreign debt and exchange debt
for education.

However, there is still a lack of direction and the
necessary coordination to make this progress in the
ambit of international cooperation consistent with
other essential aspects of development like invest-
ment policy, agricultural policy or international trade.

0DA: Progress and conditioning factors

The present government has made a commitment
to raise ODA to 0.5% of GDP by the end of its man-
date in 2008. The Spanish Socialist Workers’ Party
(PSOE) has promised that, if re-elected, it will in-
crease aid to developing countries to 0.7% of GDP
by 2012. If it does so it will have honoured the com-
mitment it reiterated before the international com-
munity in 2002 at the Monterrey Conference on Fi-
nancing for Development.

e According to data from the Development Aid
Committee (COD in Spanish) of the Organiza-
tion for Economic Cooperation and Develop-
ment, in 2005 Spain allocated USD 3,123 mil-
lion to ODA, equivalent to 0.29% of its GDP.

¢ According to the Annual International Coopera-
tion Plan, in 2006 ODA will be increased to
some 3,234.96 million euros, or 0.35% of
Spain’s GDP.

¢ Inthe light of these commitments and figures,
civil society organizations have recognized that
the budget for international cooperation is con-
siderable. Significant progress has been made,
especially when compared to previous years
(in 2004 the figure was 1,985.01 million euros
or 0.24% of GDP).

1 In cooperation with Alberto Casado (Ayuda en Acci6n) and
Marina Navarro (Global Campaign for Education).
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In the last year Rodriguez Zapatero’s government has taken measures that amount to progress in
international cooperation, but although it is half way through its first term it is still faced with the
challenge of progressing from a policy of cooperation in development to a policy of support whereby
the needs of poor countries are no longer subordinated to Spanish commercial interests.
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However, Spanish aid to developing countries is still
subject to conditions, so it is still a battleground for
civil society organizations. On several occasions the
Development Aid Committee has urged Spain to
sever the links between official credits granted by
the Development Aid Fund (FAD in Spanish) and
the acquisition of Spanish goods and services.
These links mean that Spanish aid operates as an
instrument to internationalise Spanish business, so
it should not be considered ODA.

According to the Spanish Cooperation Direct-
ing Plan this instrument will be re-structured before
2008, but so far, as of the middle of 2006, no visible
progress has been made to do so. It would seem
that yet again the good intentions of the State Coop-
eration Secretariat have been blocked by the barrier
of Spanish economic and trade interests, which are
stoutly defended by the Ministries of Economy and
Trade. Studies of the FAD show that, when it comes
to granting these credits, Spanish business interests
are still given priority over development objectives
(see Intermdn Oxfam, 2006 Créditos FAD: el debate
que nunca llega'y Renovarse o morir. Por qué la
reforma de los créditos FAD no puede esperar).

This mechanism of granting credit subject to
conditions operates even when Spain sends help to
countries in emergency situations. After the tsunami
disaster in Southern Asia in December 2004, Spain
announced on the international stage that it was
making nearly 71 million euros available to help al-
leviate the effects of the catastrophe. Of this sum,
50 million euros (more than 70%) was made up of
FAD credits, which would have been tantamount to
creating foreign debt. It is no surprise that most of
the countries in question declined this offer of what
was purported to be emergency aid.
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Commitments to forgiving

and exchanging debt

The way that foreign debt is managed is at an interest-
ing stage, and a new law about this is going through
Parliament. In July 2005 the Council of Ministers an-
nounced new commitments to forgive debts of heav-
ily indebted poor countries, and the Government has
begun to explore ways of exchanging debt for educa-
tion as a mechanism to finance development.

According to the new bill that is currently be-
fore Parliament, Spain will try to deal with the situ-
ation of the most impoverished and indebted coun-
tries by unilaterally forgiving the maximum amount
of debt permitted under prevailing legislation in this
area. At the time of writing, an announcement was
expected of additional commitments to effectively
forgive the maximum possible amount of debt and
to take concrete measures to put into practice the
political will reflected in the bill.

The bill is an attempt to lay the foundations for
handling the foreign debts that other countries have
with Spain in a more transparent way, and make pub-
lic the information that the Government will have to
submit to Congress every year. It will also give vari-
ous social and economic actors in the debtor coun-
tries a wider role in the design of programmes to
exchange debt, and try to give support to the eco-
nomic and productive fabric in those countries. The
provisions of this law constitute a definite step in the
right direction since, up to now, agreements between
Spain and her debtors to exchange debt for develop-
ment have made such exchanges conditional upon
the purchase, whenever possible, of Spanish goods
and services to carry out the projects in question.

Another point that civil society organizations
have raised, and that the Spanish bill is designed



to cater to, is that debt relief strategies should be
accompanied by measures to safeguard the de-
veloping countries from falling back into debt. The
new law contains a commitment to reform the FAD
instrument within a year. This should make it pos-
sible to put an end to the paradoxical situation of
Spain forgiving or exchanging debt and at the
same time contributing to the creation of new
debts by continuing to channel a large part of its
foreign aid credits through the FAD (as has hap-
pened in its dealings with Honduras and Nicara-
gua for example).

Managing foreign debt in this way should serve
to resolve the contradictions between development
policies and the commercial and economic prac-
tices that the government is also promoting.

At the 15th Ibero-American summit of Heads
of State in November 2005, Rodriguez Zapatero
announced that the General Ibero-American Secre-
tariat would be implementing programmes to ex-
change debt for education. In July of that year the
Government made a public commitment worth 356
million euros to finance the exchange of debt for
public investment in highly indebted poor countries.

In this year commitments have been an-
nounced, or exchange treaties signed, with Bolivia
for USD 62 million, Ecuador (USD 50 million), El
Salvador (USD 10 million), Guatemala (USD 10
million), Honduras (USD 138 million), Nicaragua
(USD 39 million), Peru (USD 22 million) and Uru-
guay (USD 10 million).

New multilateral funding instruments

When it comes to new commitments using funding
instruments managed in the multinational sphere,
Spain’s performance is a mixture of good and bad.

The Fast Track Initiative

In 2005 for the first time the Government made a
firm commitment to the Education for All - Fast Track
Initiative (FTI). Up to 2008 Spain is to make an an-
nual contribution of EUR 5 million to the FTI Cata-
lytic Fund, and in 2006 the Government announced
that it was supplementing this with extra disburse-
ments to Honduras (EUR 10 million), Vietnam (EUR
2 million) and Mozambique (EUR 1 million). In the
2005-2008 period Spain will make good on her most
urgent commitments to education to the tune of EUR
33 million. This is good news, but the figure involved
still falls a long short of the EUR 50 million that the
coalition World Campaign for Education claims the
country should pay.

The Fund against AIDS

Spain is committed to contributing USD 100 mil-
lion in the 2003-2006 period to the Global Fund for
the Fight against AIDS, Tuberculosis and Malaria,
which amounts to about 50% of the Spanish aid to
fight AIDS that goes through multilateral organiza-
tions. The average donation to the Fund is USD 25
million per year during the four years. Besides this,
in September 2005, when making its payments to
the Fund, Spain publicly made a new commitment
to donate USD 100 million between 2007 and 2009.

Although these contributions are an improve-
ment on previous years, the amounts involved fall
short of what is considered equitable in function of
Spain’s per capita income. It is estimated that, to
arrive at a “fair figure”, Spain should pay USD 75
million for 2006 and USD 90 million for 2007 (Ayuda
en Accion, 2006).

Immunization

The International Finance Facility for Immunization
(IFF1), which was launched in 2006, is a new fund-
ing instrument whose aim is to provide sufficient
funds for vaccination programmes against measles,
polio, tetanus, hepatitis B and diphtheria in devel-
oping counties over the next ten years. The IFFI will
double the resources of the Global Alliance for
Vaccines and Immunization, which in the last five
years has vaccinated more than 78 million children
all over the world.

This year Spain, along with France, Italy, the
United Kingdom and Sweden, announced they were
implementing a plan that would make USD 4,000
million available for investment aimed at saving the
lives of 10 million children before 2015.

In the hope that this sum will in fact be paid
and a timetable for the Spanish contributions set,
the development NGO has expressed satisfaction
at this announcement.

The new air tax

Another new instrument for financing development
that was unveiled in 2006 is a tax on aeroplane tick-
ets. The French government led the way with its
decision to levy a tax of between 1 and 40 euros on
every air ticket. The aim is to generate some 210
million euros per year for the purchase of medi-
cines for people in southern countries. This meas-
ure was approved by the United Nations, but not
many countries have joined the scheme.

The Spanish government’s reaction was that it
felt the air tax would distort markets. The tourist
and hotels sector (the country’s largest economic
sector in terms of contribution to GDP) put pres-
sure on the Government not to adopt this measure
as it was considered to be prejudicial to business
interests in the country. The tourist sector even went
so far as to demand that Spain’s representatives in
Brussels should resist the introduction of this meas-
ure in the European Union, arguing that “any fiscal
measure could have a “weakening” effect on the
number of passengers and flights, and ultimately
on reaching tourist income targets.” (Europa Press,
31 May, 2005). Spain eventually opted to oppose
the new air tax at the meeting of European Union
finance and economy ministers in Manchester in
June 2006.

Unfair international trade

The 6th Ministerial Conference of the World Trade
Organization (WTQ) was held in Hong Kong between
14 and 18 December 2005, and, for the first time,
the Spanish government allowed representatives
from employers’ and workers’ organizations and from
NGOs to join Spain’s official delegation. This was a
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step towards greater transparency, wider participa-
tion, and openness to dialogue with social agents.

However, civil organizations are in agreement
that Spain’s stance at the Hong Kong Conference
was not consistent with the Government’s commit-
ments in the fight against poverty. This position
might have been at least to some extent softened if
the Secretary of State for International Cooperation
had been represented in the official delegation.

In the debate about eliminating agricultural
subsidies for exports, which was one of the most
important points on the Conference agenda, Spain
lined up with the European Union countries that were
most resistant to change. She took a similar stance
in the debate about opening markets to the coun-
tries of the South, a step which is essential if those
countries are to develop. Although a commitment
to eliminating export subsidies was finally made,
this measure will be delayed for eight more years,
which means that many small producers from the
South will be forced out of the market. Therefore
there is no way that Spain’s position in the negotia-
tions about agriculture can be seen as consistent
with the Government’s repeated assertions that the
country is committed to the fight against poverty.

There has been one exception to the country’s
hard line stance. In the 2005 negotiations about
reform in the sugar sector Spanish interests hap-
pened to coincide with those of sub-Saharan Af-
rica; both were in favour of retaining a system of
quotas and guaranteed high prices. Although Spain’s
position on this question was based on catering to
the interests of the Spanish sugar beet producers,
for once she supported a policy that was not dam-
aging to countries in the South.

In Hong Kong neither Spain nor the European
Union as a whole supported the developing coun-
tries’ interests in the negotiations about services.
This question involves the liberalization and privati-
zation of basic social services like education, health,
energy and the provision of potable water, which
are all vitally important for reaching the Millennium
Development Goals, which Spain has made repeated
public commitments to support.

In spite of systematic and explicit opposition
from the G90 group (the poorest countries in the
WTO), the Services Negotiations Committee is still
trying to push through a resolution that would re-
sult in multilateral negotiations in which the South-
ern countries would have less chance to defend their
own interests.

(Continued on page 261)



B SWITZERLAND

Development assistance and banking policies undermine MDGs

Alliance Sud '
Bruno Gurtner / Pepo Hofstetter

Switzerland adopted a very defensive stance dur-
ing the discussions on financing the Millennium
Development Goals (MDGs) at the United Nations
Millennium+5 Summit held in September 2005 in
New York. The Swiss Government is a coalition of
three conservative parties and the Social Democratic
Party. The right wing forms the majority, as it does
in Parliament, and has championed a rigid austerity
policy that provides tax relief for enterprises and
the wealthy.

0DA target not met

This austerity policy has a negative impact on the
official development assistance (ODA) budget. Poli-
ticians have so far not succeeded in cutting ODA, a
move that would not be well received by the public
and Parliament. On the other hand, the NGOs have
not managed to achieve an increase in ODA. In con-
trast to the “old” European Union member states,
Switzerland, as a non-EU member, has refused to
commit itself to an increase to 0.7% of gross na-
tional income (GNI) by 2015.

Switzerland has never recognized the target set
by the United Nations and Organization for Economic
Cooperation and Development (OECD) for the in-
dustrialized countries to spend at least 0.7% of their
GNI on development cooperation. It has set itself a
target of 0.4% by 2010 and is now boasting that it
already reached that objective in 2004 (0.41%). This
was achieved, however, through an accounting
manoeuvre; aid expenditures have not risen, and
no additional resources have been channelled to the
South. Switzerland previously applied quite restric-
tive criteria to its definition of development assist-
ance, but since 2004, it has also included spending
on asylum seekers from developing countries dur-
ing their first year of stay. In 2004 this accounted
for about 10% of Swiss ODA, roughly CHF 200 mil-
lion (USD 160 million).

In 2005, as was the case for practically all in-
dustrialized countries, debt relief for Iraq and Ni-

1 Swiss Alliance of Development Organizations: Swissaid,
Catholic Lenten Fund, Bread for All, Helvetas, Caritas,
Interchurch Aid.

poverty and to achieve the MDGs on their own merits.
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Switzerland is not fully complying with its obligations under the Monterrey Consensus. Its level of
ODA is too low, and it does its utmost to shy away from innovative mechanisms to finance
development. Meanwhile, it remains a safe haven for tax evaders and those seeking refuge for
capital. In so doing, Switzerland undermines the efforts of numerous developing countries to fight
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geria was also included. However, this debt relief,
consisting of export risk insurance payments total-
ling CHF 279 million (USD 219.4 million), had al-
ready been written off; nevertheless, it served to
inflate Swiss ODA levels artificially to 0.44% of GNI.
Along with the expenditures on asylum seekers and
scholarships, the “virtual” aid granted by Switzer-
land last year accounted for 21% of its develop-
ment assistance.

Swiss NGOs have criticized this contrived in-
flation of development assistance, and have de-
manded a deepened commitment from Switzerland
with respect to the MDGs, including a coherent
trade, economic and financial policy, as well as an
increase in development assistance. In the coming
year they will launch a major campaign urging the
government to raise ODA to 0.7% of GNI by 2015.

Innovative mechanisms: wait and see

The Swiss Government has also adopted a very
defensive position in the discussion on innovative
instruments for financing development assistance.
In its MDG status report the government categori-
cally stated that Switzerland in principle rejected
global taxes — referring in particular to the so-called
Tobin tax on foreign exchange transactions —as well
as proposals on a global International Finance Fa-
cility (IFF) to support the MDGs. If proposals on a
levy on airline tickets or an International Finance
Facility for Immunization (IFFIm) obtain broad sup-
port, the government would be prepared to con-
sider participation.

Assistance to international tax evasion

Switzerland has not changed anything in the con-
figuration of the Swiss financial centre. In its 2005
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Peer Review of Swiss development policy? the OECD
Development Assistance Committee (DAC) noted
that the Swiss financial marketplace is highly at-
tractive to flight capital from developing countries
with weak financial systems and property rights,
political instability, and poor monetary and fiscal
policies. Switzerland therefore has a special respon-
sibility: the Committee recommended that Switzer-
land should initiate an international debate on the
problem of capital flight, its root causes and nega-
tive impact on developing countries.

Swiss banks manage one-third of all assets
invested outside their country of origin. A large pro-
portion of these funds are not properly taxed in those
countries. As a result, developing countries are par-
ticularly plagued by major shortfalls in their tax rev-
enue. This has a negative impact on poverty reduc-
tion and the achievement of the MDGs.?

Swiss banking secrecy is not the main instru-
ment that facilitates tax evasion by rich foreign na-
tionals. It can be lifted in the event of criminal activ-
ity. Rather, the decisive factor is a unique construct
in tax law, namely the legal distinction between tax
fraud and tax evasion. Forgery of documents (ac-
counting balance sheets, profit and loss and income
statements, etc.) is regarded as fraud. Such activity
constitutes a criminal offence and may be punish-
able by imprisonment, or the perpetrator may be

2 OECD (2005). “Switzerland (2005), DAC Peer Review. Main
Findings and Recommendations”. Available from:
<www.oecd.org/document/43/

3 Cf. the article by Mike Lewis “Global Tax Evasion” in the
thematic section of this Report.



fined up to CHF 30,000 (USD 24,250). The submis-
sion of insufficient data on income and assets, by
intent or negligence, is considered tax evasion. In
Switzerland this is subject only to administrative
proceedings, such as the imposition of fines.

This discrepancy has serious implications on
cross-border information exchange: in Switzerland
the principle of dual criminality applies to any inter-
national judicial assistance and cooperation among
competent authorities. In other words, Switzerland
provides legal cooperation in cases where an of-
fence is also punishable under Swiss law. Since tax
evasion does not constitute a criminal offence, no
such cooperation is granted. This provides an ef-
fective shield that protects foreign tax evaders seek-
ing refuge from the fiscal authorities under whose
jurisdiction they operate.

The elite from developing countries benefit
considerably from these tax loopholes, for exam-
ple, through funds placed in fiduciary arrangements.
The banks invest these funds in their own name,
but at the risk of the client. The Financial Times of
London described this type of financial transaction
as a perfect way to evade taxes. At the end of 2004,
fiduciary assets entrusted to Swiss banks by wealthy
customers from developing countries amounted to
some USD 62.5 billion.* An additional USD 83 bil-
lion originated from Caribbean and European off-
shore financial centres. It is likely that as much as
half of these funds come from developing coun-
tries, the major share of which is not appropriately
taxed in the countries of origin and therefore repre-
sents missing tax revenue.

Itis not possible to determine just how large the
sums of flight capital and missing tax revenue are,
since Switzerland’s financial statistics are inadequate
in this regard. Alliance Sud estimates that developing
countries are losing out on USD 5 hillion in tax rev-
enue through monies managed by Swiss banks. This
figure corresponds to five times the total sum Swit-
zerland spends on development cooperation.

Knowing that the adoption of unilateral meas-
ures by Switzerland was unlikely to be accepted,
due to the strong competition between financial
centres, the OECD recommended that Switzerland
should become a strong proponent of international
reform. At the bilateral level, Switzerland should
extend its agreement with the EU on the taxation of
interest payments to include developing countries.
Through such an agreement, along the lines of the
agreement negotiated with the EU, interest earned
on managed capital from developing countries
would be returned to the countries of origin, to be
used to combat poverty in those countries. The

4 Swiss National Bank (SNB) (2005). Banks in Switzerland.
Zurich, 2004 edition. Available from: <www.snb.ch>.

OECD has encouraged Switzerland to strengthen
international exchange of information on taxation
matters and to rectify the current situation of impu-
nity with regard to tax evasion.

Almost a year has passed since those recom-
mendations were made, but there are no signs that
they will be implemented under official Swiss policy.
Switzerland likes to draw the attention of the OECD
to the mechanisms it has implemented that
sustainably strengthen the financial systems of de-
veloping countries and all the steps it has taken to
counter money laundering, yet it categorically
refuses to extend the EU agreement to all develop-
ing countries. In response to questions raised in
this regard before the Swiss parliament, the Gov-
ernment has stated that a successful strategy to
combat capital flight needs to start in the countries
of origin themselves.

Further announcements have made it clear that
Switzerland does not intend to deviate one iota from
its current policy. In November 2005, however,
Switzerland participated for the first time (albeit as
an observer) in a meeting of the OECD Global Fo-
rum on Taxation. At the Global Forum, OECD mem-
ber countries and offshore financial centres meet
and try to establish a common framework to im-
prove transparency and strengthen information ex-
change on international taxation issues. As in the
case of Belgium, Luxemburg and Austria, Switzer-
land had previously refused to participate because
it was opposed to extensive information exchange.
As a result of pressure from the OECD, many off-
shore financial centres in the meantime have some-
what improved their legislation and banking super-
vision, and are negotiating bilateral agreements on
the exchange of information. Not without reason,
they accuse the OECD of applying a lower standard
to its own member countries than is required of
other offshore centres.

When it made its first appearance at the meet-
ing, Switzerland made it clear from the outset that
it did not wish to commit itself: it does not at all feel
bound by the conclusions of the Forum, and main-
tains its position, particularly with respect to bank-
ing secrecy. For years the government ignored the
work of the United Nations Ad Hoc Group of Ex-
perts on International Cooperation in Tax Matters.
Switzerland was represented at best by banking and
industry executives. The group of experts was later
upgraded to the status of a Committee following
the 2002 International Conference on Financing for
Development held in Monterrey. The Committee
seeks to strengthen efforts to curb tax evasion and
enhance processes of information exchange, for
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example, by aligning the provisions on exchange of
information in its Model Double Taxation Conven-
tion between Developed and Developing Countries
with those of a similar, but more comprehensive,
OECD model law agreement. This has given Swit-
zerland grounds enough to seek one of the 24 seats
on the Committee, even though it had worked
against the upgrading of the expert group behind
the scenes. The representative of Switzerland, along
with representatives of other interest groups, now
works towards a “moderate” policy: exchange of
information in taxation matters should not infringe
on banking secrecy.

Alliance Sud believes that it is unacceptable for
Switzerland to boast when it finally returns the mil-
lions stolen by former dictators like Sani Abacha of
Nigeria and Ferdinand Marcos of the Philippines to
their countries of origin. Alliance Sud calls on Swit-
zerland to carry out much deeper structural changes
within its financial centres. The current distinction
between tax evasion and tax fraud must be aban-
doned. Switzerland must implement policies that
lead to an effective international exchange of infor-
mation on tax matters and apply customary inter-
national standards. This is why Alliance Sud is ac-
tively involved in the global Tax Justice Network.> m

5 Additional information available from:
<www.taxjustice.net>. Cf. also the article by Mike Lewis,
op cit.



B TANZANIA

Ambitious poverty reduction plan faces daunting barriers

Southern Africa Human Rights NGO-Network
(SAHRINGON) - Tanzania Chapter
Richard Shilamba

The National Strategy for Growth and Reduction of
Poverty (NSGRP) was adopted by the Tanzanian
government in June 2005. As the successor to the
Poverty Reduction Strategy Paper of 2000, it is the
second national framework for placing the goal of
poverty reduction at the top of the country’s devel-
opment agenda. The NSGRP is based on the objec-
tives of Tanzania’s Development Vision 2025, which
are high and shared growth, high quality livelihood,
peace, stability and unity, good governance, high
quality education and international competitiveness.
The strategy also reflects Tanzania’s commitment to
the U.N. Millennium Development Goals (MDGs) as
internationally agreed standards for reducing pov-
erty, hunger, disease, illiteracy, environmental deg-
radation and discrimination against women by 2015."
While the NSGRP text maintains that Tanzania
experienced improved economic performance at the
macro level over the six years prior to the adoption
of the strategy, that same period was marked by a
certain degree of instability. The GDP growth rate
had risen consistently until reaching 6.2% in 2002,
but subsequently dropped to 5.6% in 2003, then
rose once more to 6.7% in 2004. At the same time,
although inflation was kept relatively under control,
it was nonetheless subject to some fluctuation: the
annual inflation rate decreased from 6% in 2000 to
4.4% in 2003, but inflation increased from 4% in
July 2003 to 4.6% at the end of March 2004.?
According to a study by Tanzania’s Economic
and Social Research Foundation (ESRF), the effec-
tive implementation of the NSGRP will require mas-
sive funding beyond the current fiscal means of the
Government.® Moreover, the country is currently
facing a severe food shortage as the result of a pro-
longed drought. According to the Food Security In-
formation Team coordinated by the Prime Minis-
ter’s Office and the Ministry of Agriculture, Food

1 United Republic of Tanzania. Vice President’s Office
(2005). National Strategy for Growth and Reduction of
Poverty. p. 1. Available from: <http://www.tanzania.go.tz/
pdf/nsgrptext.pdf>.

2 NSGRP. June 2005, p. 1.

3 Financial Times, 31 May 2006.
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The Tanzanian government’s National Strategy for Growth and Reduction of Poverty is an ambitious
and laudable initiative that would contribute greatly to social development. Unfortunately, the funding
required for its implementation appears to far outstrip the country’s current fiscal means, largely
because of the barriers to financial flows created by the wealthy developed countries.
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Security and Cooperatives, this emerging crisis is
affecting nearly 85% of Tanzania’s 129 districts. As
of February, some 3.7 million people, or nearly 11%
of the mainland population, had been identified as
facing afood shortage, and it was estimated that more
than 565,000 Tanzanians were in need of emergency
food supplies, as they did not have the resources to
purchase even heavily subsidized staple foods.*

This unsatisfactory economic performance and
the extreme poverty in the country is largely linked
with deliberate international barriers preventing more
money from flowing into Tanzania. A question that
remains unanswered is how the government can
obtain the necessary funding to fulfil its commitments
while these barriers on financial flows into the coun-
try for social development remain in place.

Barriers to financial flows for social
development

Unfair trade rules imposed by developed
countries

International trade represents one potential source
of financing for social development. It has been
estimated that if Africa’s share of international trade
were increased by just 1%, it would earn an addi-
tional GBP 49 billion annually.® If that 1% increase

4 Food Security Information Team (2005). Rapid
Vulnerability Assessment (RVA) of Food Insecure Districts
in Tanzania Mainland for the 2005-06 Market Year. Cited in:
International Federation of Red Cross and Red Crescent
Societies (2006). Tanzania: Drought — Information Bulletin
No. 1/2006. Available from: <www.reliefweb.int/library/
documents/2006/IFRC/ifrc-tza-3mar.pdf>.

5 Yergin, D. (2002). “Globalisation - It Pays Off". The Sunday
Times, London, 24 April.
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in the share of world trade extended to all the coun-
tries of Africa, Latin America and East and South
Asia, it could help 128 million people escape pov-
erty.® If the poorest countries as a whole could in-
crease their share of world exports by 5%, it would
generate GBP 248 billion or USD 350 billion in rev-
enue, which could be used to lift many millions more
out of poverty.’

However, while the developed countries have
pressured Tanzania to open up its domestic mar-
kets through trade liberalization, they have kept their
own markets closed to agricultural and textile ex-
ports from Tanzania through the application of un-
necessary and highly restrictive trade rules.?

Among the trade restrictions that act as a bar-
rier to financial flows into the country is the devel-
oped countries’ complex rule of product origin ap-
plied to imports from Tanzania. The rule stipulates
how much of a product must be made from local
inputs to qualify for export and entry into their do-
mestic markets on the basis of preferential tariffs.
In reality, however, only a third of imports from de-
veloping countries eligible for preferential access
are able to meet these strict rule-of-origin criteria.®

6 Edinburgh Evening News (2002). “Poor nations ‘cheated
out of £69bn™". 11 April. http:/
edinburghnews.scotsman.com/index.cfm?id=389892002

7 Bain, S. (2002).”Bringing down the barriers”. The Herald,
Glasgow, 11 April, p. 21.

8 Pollard, S., Mingardi, A., Gabb, S. and Philippe, C. (2003).
EU Trade Barriers Kill. Brussels: Centre for the New
Europe.

9 Brenton, P. and Manchin, M. (2002). Making EU Trade
Preferences Work: The Role of Rule of Origin. Working
Document No. 183. Brussels: Gentre for European Policy
Studies. Available from: <www.ceps.he>.



Moreover, even if Tanzanian exporters were
able to comply with this rule of origin, there are
further restrictive regulations related to health and
safety. For example, one regulation requires that milk
must be taken from cows by machines and not by
hand.™ This represents a major obstacle for the
majority of the country’s dairy farmers in both ur-
ban and rural areas, because such machinery is ei-
ther unavailable or prohibitively expensive. Although
sanitary conditions could be ensured by wearing
gloves to milk cows, this would not be enough to
satisfy the regulations in question.

Anti-dumping regulations, applied when an
exporter sells goods below production cost, act as
another barrier to potential exports and revenue.'
Qbviously, a product made in Tanzania will have an
extremely low production cost when compared with
the same product produced in the wealthy devel-
oped countries of Europe, which poses yet another
obstacle for Tanzanian-made products to be ex-
ported and sold in Europe.

These restrictive practices have discouraged
investment in agriculture in Tanzania, as reflected
in Table 1.

The shortage of investment in the agriculture
sector — which is the main employer in rural areas
and the primary source of livelihood and income for
the majority of the population — has led to limited
growth and in some cases even a decline in the pro-
duction of the country’s most important cash crops.

Itis therefore recommended that the developed
countries should remove unfair trade restriction
rules for products made in Tanzania and open more
markets to Tanzanian agricultural products, so as
to attract greater investment and promote higher
productivity in the agriculture sector.

Moreover, limited agricultural sector growth
does not solely affect cash crops, which are a cru-
cial means of earning revenue for the country.
There has also been a marked decline in the pro-
duction of various staple food crops, which obvi-
ously has a direct impact on the lives and health
of the Tanzanian population.

The continued burden of external debt

Owing to its status as a poor country heavily bur-
dened by external debt, Tanzania has benefited from
anumber of debt relief initiatives. In December 2005,
for instance, Tanzania was provided with 100% debt
relief on all of its outstanding debt to the Interna-
tional Monetary Fund (IMF). This amounted to some
USD 336 million, or USD 297 million excluding the
debts scheduled for cancellation under the Heavily
Indebted Poor Countries (HIPC) Initiative. According

10 Pollard, S., et al (2003), op cit, p. 8.
11 Ibid., p. 9.

TABLE 1

Total number of investors in the agriculture sector

Year
Number

Change in %

2001 2002 2003
77 93 115
0 20.78 23.66

Source: Tanzania Investment Centre, reproduced in the Government of Tanzania Economic Status Report of June 2006, p. 133.

TABLE 2

Production of various cash crops (tonnes)
CASH CROP 2004

Cotton 344,207
Tobacco 51,972

Sugar 223,889

Tea 30,259

Coffee 51,970

Sisal 26,800
Cashew nuts 100,000

Source: Ministry of Agriculture, Food and Cooperatives, reproduced in the Government of Tanzania Economic Status Report of June 2006, p. 133

2005 CHANGE IN % (2004-2005)
378,000 9.82
56,500 8.71
263,317 17.61
30,000 -0.86
34,334 -33.94
27,794 3.71
90,385 -9.62

TABLE 3

Production of various food crops (000 tonnes)

FOOD CROP 2004 2005 CHANGE IN % (2004-2005)
Maize 4,286 3,131 -26.95
Rice 1,030 1,077 4.56
Wheat 66 44 -33.33
Millet 937 721 -23.05
Cassava 2,470 2,851 15.43
Beans 603 650 7.79
Bananas 2,576 2,007 -22.09
Sweet potatoes 1,245 1,300 4.42

Source: Ministry of Agriculture, Food and Cooperatives, reproduced in the Government of Tanzania Economic Status Report of June 2006, p. 132.

to the IMF, these additional resources were made
available by the international community to help Tan-
zania make progress toward fulfilling the MDGs. "
Despite initiatives like these, however, Tanza-
nia’s external debt load continues to grow, repre-
senting a serious drain on the country’s limited re-
sources. Tanzania’s external debt was USD 9.73 bil-
lion in December 2004, but had risen to USD 9.96
billion in December 2005. As a result, the country
was compelled to increase its external debt pay-
ments from USD 77.8 million in 2004 to USD 91.1
million in 2005." If it were not for this debt burden,

12 International Monetary Fund (2005). /MF to Extend 100
Percent Debt Relief to Tanzania Under the Multilateral Debt
Relief Initiative. Press Release No. 05/286 of 21 December
2005. Washington: IMF.

13 United Republic of Tanzania (2006). Tanzania Development
Status, June 2006. p. 74.
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the Tanzanian government could channel the funds
currently allocated for debt servicing towards so-
cial development efforts — including the National
Strategy for Growth and Reduction of Poverty.




B THAILAND

Unsound government policies, successful grassroots solutions

The Social Agenda Working Group
Ranee Hassarungsee / Poonsap S.Tulaphan / Yuwadee
Kardkarnklai

This report addresses the negative effects of populist
“Thaksinomic” financial management to point out the
importance of public participation in the management
of national resources in a democratic and fair political
system. It presents the case of savings groups created
at the grassroots level to achieve self-sufficiency in
local communities. These grassroots social financing
groups have been led astray by the mainstream
populism of the government. The Social Agenda
Working Group believes that only strong determination
can ensure the survival of these local initiatives.

Monopoly of finance and politics

The government of the Thai Rak Thai (Thais Love
Thais) Party (TRT), a right-wing party formed in 2001
by telecommunications billionaire Thaksin Shinawatra,
has combined populist policies with strong support
for US foreign policies. Thaksin became prime minister
in 2001 when the TRT was swept into power on a
populist platform aimed at winning rural votes. In
2005, he became the first prime minister to lead an
elected government through a full four-year term and
was reelected in a landslide TRT victory in the general
elections held in February of that year. However, when
Thaksin’s family sold its entire 49% share in the Shin
Corporation telecommunications conglomerate to the
Singaporean government investment house Temasek
Holdings on January 2006, it prompted an angry
outcry and protests from urban middle-class
opponents, who viewed the deal — a tax-free windfall
profit of THB 73 billion (USD 1.9 billion) — as the
epitome of his sophisticated corruption and a betrayal
of his proclaimed nationalism. The resulting
controversy forced Thaksin to call a snap election in
April, which was boycotted by opposition parties. In
May 2006, a Constitutional Court ruled to invalidate
the April election and ordered a new election to be
held in October. In the meantime, Thaksin and his
Parliament have retained their hold on power, despite
rising opposition and unrest.

Many academics agree that from the beginning,
Thaksin’s government represented a group of powerful
domestic capitalists who had survived Thailand’s 1997
financial crisis. They believe that the TRT sought to
“capture” state power through general elections in

and welfare needs.
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Over the past five years, the Thai government’s financial policies have served to benefit a small
wealthy elite while failing to promote genuine development or create a sound welfare system. They
also pose the risk of another economic crisis like the one that hit the country in 1997. In the meantime,
an emerging grassroots movement has helped communities to meet their own financial management
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order to protect, promote and provide privileges for
this group and their allies, who are engaged in
telecommunications, entertainment, mass media and
manufacturing, and control an estimated 42% of the
total stock value on the Thai stock exchange.! Both
the 1997 Constitution and the country’s election laws
are seen to favour big political parties, and the TRT is
widely considered to represent Thailand’s capitalist
elite.2 According to some critics, all of the components
of democracy, including the elected government,
Parliament, independent organizations, the judicial
system, Constitutional Court, Election Commission,
and government bodies such as the Revenue
Department and Stock Exchange Commission have
been transformed into “puppets” used by Thaksin to
rake in further profits.® During the TRT’s first four years
in power, between 2001 and early 2005, its cabinet
ministers were reshuffled 10 times. This was a viewed
as a new approach adopted by Thailand’s chief of the
executive branch, whose party was further
strengthened by the country’s new Constitution.

Money politics

According to some observers, the TRT
administration has been marked by the emergence
of an integrated policy of corruption, formed through

1 Phongpaichit, Pasuk (2004), Matichon Daily, 17 March.

2 Sathitniramai, Aphichart and Laowakul, Duangmanee
(2005). “Dual-Track Development Strategy: Successes and
Failures”. A commentary presented to the 2005 annual
conference of the Faculty of Economics, Thammasat
University.

3 Boonmee, Thirayuth, Matichon Daily, 5 March 2006.

4 Charoenmuang, Thanate (2005). “The Reformation of the
Thai Bureaucracy”. Annual conference of the Faculty of
Economics, Thammasat University.
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the synchronization of economic exploitation with
administrative malfeasance and political nepotism.®
The Government gained control over ministries,
state enterprises and banking and financial
institutions, including the government-run Bank for
Agriculture and Agricultural Co-operatives and the
Government Savings Bank.

The rise of such a highly autocratic government
made the government budget the current largest
source of income for corrupt politicians. A second
source of corruption money was foreign loans. The
third was non-budgetary spending, or quasi-fiscal
measures. For example, the Government Savings Bank,
which had agreed to join the so-called SML Programme
by providing small, medium and large community
funds, was instructed to allocate these funds to various
constituencies two days before the April elections took
place. In addition, part of the government budget was
used to increase the price of rice to an artificial high,
which subsequently plunged to its actual level after
the elections. Almost none of the public could
understand how the price of rice had risen so high,
but the farmers and parties involved were happy. The
Thaksin administration has also reportedly been
involved in stock exchange speculation.

The high risk of quasi-fiscal activities

The Thaksin government has used populist
programmes and quasi-fiscal measures® to gain
political popularity since 2001. According to influential
social critic and academic Thirayuth Boonmee, “The
government in fact set aside THB 780 billion (USD

5 Piriya-rangsan, Sungsit (2005). In a conference on
International Anti-Corruption Day 2005, held on 9
December 2005.



20.8 billion) for the restructuring of bad debts by the
Thailand Asset Management Corporation. THB 2 trillion
(USD 53.4 billion) would be required for the
construction of new cities and mass transport system;
another USD 2.56 billion was to be given to the Vayupak
Fund to support the stock market; and USD 17.95
billion was earmarked as a fund for public utilities. All
these projects amounted to about USD 91.79 billion.
In the meantime, health care got USD 1.46 billion while
USD 1.71 billion was given to the village fund. USD
365 million went to the farmers’ debt relief project.
Altogether, about USD 4 billion of the budget was
allocated to support the low-income people, 20 times
lower than the money set aside for big troubled
business companies and financial institutions.”” No
economic cost-effectiveness evaluation of these
schemes has been conducted.

Most of the budget allocated to quasi-fiscal
activities every year is aimed at providing economic
opportunities by giving loans to particular groups that
the government wants to support, especially through
the SME (Small and Medium Enterprise) Programme
run by government financial institutions. The budget
funds used for this purpose totalled USD 12.5 billion
in 2004, an amount 137.9% higher than in 2003. This
was a greater increase than in any other budgetary
allocation that year.

The use of quasi-fiscal measures could cause
potential negative impacts, such as operational risks
for state-owned financial institutions, particularly the
Krung Thai Bank, Government Savings Bank and Bank
of Agriculture and Agricultural Co-operatives, which
have been indirectly compelled to provide loans to
individuals and groups of people that the government
wants to help. Even more troubling are the risks posed
by these practices to the country’s fiscal and
macroeconomic stability. As the money used in these
activities was non-budgetary spending, the Parliament
had no power to examine these measures. The
Parliament was also prohibited from cutting the
government’s spending.

No welfare system

Over the past five years, the Government has done
nothing to effectively promote any viable social welfare
system, and has focused on adopting policies to
stimulate domestic consumption. A survey by the
National Statistical Office found that in 2002, Thailand’s
nationwide household debt was USD 1,918.3, which
rose to USD 2,681.3 in 2004.°2

6 Quasi-fiscal measures are activities that may be operated
by the government or agencies not directly controlled by
the government such as state enterprises and the country’s
central bank. Even non-budgetary funds can be
administered in quasi-fiscal activities. The implementation
of quasi-fiscal activities varies and includes implicit
uncollected taxes, subsidies, or public enterprise
expenditure through either financial or non-financial
institutions. Such institutions will serve as government
representatives to provide particular support for those
economic sectors that the government wants to help.

7 Boonmee, Thirayuth (2004). Analyzing the Thai Rak Thai’s
Politics. Midnight University.

8 <www.iseas.edu.sg/viewpoint/sm24aug05.pdf>.

TABLE 1
Quasi-fiscal activities in relation to GDP and the annual budget (in million THB)
2002 2003 2004
Funding provided through quasi-fiscal activities 103,669.0 295,993.0 569,597.9
Percentage of GDP 1.9% 5.0% 8.7%
Percentage of annual budget 10.1% 29.6% 49.0%
Gross domestic product 5,446,043.0 5,930,362.0 6,576,023.0
Annual budget 1,023,000.0 999,000.0 1,163,500.0

Sources: Fiscal Risk Management Group, Fiscal Policy Office, Ministry of Finance; Budget Bureau; National Economic and Social

Development Office; calculations by the research team of Aphichart Sathitniramai.

A range of populist programmes have been
implemented as a means of increasing the governing
party’s popularity. However, they have typically not
involved adequate cost-effectiveness evaluations or
included appropriate means to reach their stated target
groups. Their main goal has been to gain votes and
financial power for the TRT and its allies, not to achieve
any overall economic benefit for the country. Such
populist policy implementation could lead to an
inefficient and socially unfair use of national resources.
It could also overshadow other programmes with
greater socio-economic impact, such as educational
reform, which could be a key factor for increasing the
productivity of Thailand’s labour force and is still a weak
point of the Thai economy. Better educated workers
would help increase the country’s competitiveness in
the long term. But a reform of the educational system
was difficult and would take too long a time to achieve.
To quickly gain electoral votes, populist programmes
and quasi-fiscal activities, which fundamentally waived
fiscal discipline, were an easier option.

The Village Fund, through which BHT 1 million
was given to each village to be borrowed by the
community members, has now become a tool for local
politicians. Community members have become divided
and forced to compete with each other for these funds.
Inthe area of health, civil society had initially advocated
the government’s 30-baht-per-visit health scheme
before the TRT adopted it as a policy platform during
its election campaign in 2000. Once elected, the TRT
immediately put this scheme into practice to obtain
popular support. But because the government did not
provide the required budget to support it, hospitals
have had to shift their other non-budgetary income to
cover its costs.

A community approach to financial
management

Many communities have adopted the concept of
“community capital” and organized a variety of
“community financing” organizations, such as savings
groups for production, integrity savings groups, credit
union co-operatives, and village banks. The main
objective of such community financing groups is for
people to “help each other” within their communities.
Their ultimate aim is to promote disciplined and regular
savings and make use of the money involved so that it
benefits the groups’ members in times of trouble and
saves them from having to take out informal loans.
In addition to serving as a grassroots-based
source of credit for community residents, programmes
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like these also help to promote greater discipline in
spending, develop community financial management
skills, and generate employment. In addition, any
profits made can be directed towards welfare benefits
for the groups’” members.

This first fund of this kind was started up 20
years ago by teacher Chob Yodkaew in the southern
province of Songkhla.® The first step was the
organization of a Contractual One Baht Per Day
Savings Group, to which the group’s members were
committed to contribute regularly. Subsequently,
50% of the interest earned on the savings deposited
were used to create a welfare fund. The concept
behind the Savings Group was to encourage people
to reduce their expenses while using the money thus
saved to provide for community welfare. These funds
could be used to improve the quality of life of
community residents and promote a sense of
sharing. Efforts are now being made to promote the
implementation of this bottom-up initiative
throughout the province of Songkhla and its adoption
as an official public policy within the provincial
strategic development plan."

Conclusion

The Thaksin administration has been criticized for its
corruption, rapid self-expansion, and crafty self-
protection. It has been accused of passing laws
favourable to certain business groups, such as the
Special Economic Zone Act. The TRT administration
has also signed numerous corrupt business deals with
private companies, which could be entitled to sue the
State and receive compensation or to demand
arbitration that would rule on the side of the companies
if their operations did not succeed.

The Thaksin administration’s financial management
has been so cunning and complicated that the country’s
principal accountability mechanism, the Parliament, has
been powerless to intercede, while the public has had
no way of participating in the budget allocation process.

(Continued on page 261)

9 Yodkaew, Chob (2005). Project the Public Policy Practices
for a Good Quality of Life: the Case of the Contractual One-
baht Per Day Savings Fund for Public Welfare. First Phase
Progress Report (16 September 2005). Under the Plan on
Development of Public Policy for Good Quality of Life.

10 Songkhla province’s directive No. 223/2548.
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Social protection: a guaranteed right in theory, but not in practice
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The 1995 Ugandan constitution provides for the pro-
tection and promotion of fundamental human rights,
including the right to social protection. However,
guaranteeing this right to the entire population re-
mains a major challenge. Existing social protection
policies cover only a part of the population: work-
ers employed in the civil service, and those em-
ployed by the limited number of private enterprises
that offer social security and pension schemes. The
majority of poor people have no social protection
coverage whatsoever, and even for those who are
covered, problems persist with regard to timely ac-
cess to and adequacy of services. In order to ex-
tend social protection to all Ugandans, it will be
necessary to identify the poor (UBOS et al, 2003),
design a variety of schemes for different categories
of the poor, establish an effective strategy for social
protection management, and allocate and utilize
substantial resources in order to respond to social
protection needs adequately and sustainably.

Political, economic and social situation

The elections of February and March 2006 in Uganda
marked a return to multiparty politics. Previously, a
one-party system had been in effect since 1985.
There are now 319 members of parliament, and 69
cabinet ministers, of whom 56 (81%) are men and
13 (19%) are women. The ruling party is the Na-
tional Resistance Movement Organization, and the
opposition parties are the Forum for Democratic
Change, the Uganda People’s Congress, and the
Democratic Party. A few members of parliament are
independent candidates. This development is con-
sidered useful for enhancing democracy and gov-
ernance in Uganda.'

In terms of the economy, performance at the
macro level has been good. The country’s gross
domestic product (GDP) is projected to total around
UGX 15 billion (USD 8.2 billion) for the 2005-2006
fiscal year, up from UGX 13 billion (USD 7.1 billion)
in 2004-2005, representing a nominal increase of
about 11%. Meanwhile, inflation has been stable at
around 5% annually for close to five years, reflect-
ing sound economic management.

1 The New Vision, 2 June 2006.
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Although social protection is a right guaranteed to all Ugandans on paper, only a limited portion of
the population is actually covered by existing social protection schemes. Those who are not covered
include the poor, and given that almost four out of every ten Ugandans live below the poverty line,
extending this right to all of the country’s citizens is a challenge that urgently needs to be met.
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For Uganda, like most developing countries,
cooperation aid is a crucial source of financing for
social development, which in turn is essential for
enhancing social protection. The gap between the
rich and poor countries is widening: today, roughly
80% of global GDP benefits one billion people, while
20% is shared in varying proportions by five billion
people (UN, 2005). Nevertheless, the response from
the wealthy nations of the Organization for Economic
Cooperation and Development (OECD) has been
extraordinarily slow. The share of combined gross
national income (GNI) provided as aid by the 22
members of the OECD Development Assistance
Committee (DAC) decreased from 0.36% in 1987
t0 0.22% in 2001, then gradually rose to 0.25% in
2004 (DAC, 2006). This is far below the 0.7% of
GDP that the OECD donor countries have pledged
to allocate to development assistance. Consequently,
the developing countries, including Uganda, con-
tinue to receive less aid to improve their capacity
for providing social protection to their citizens,
among other needs.

Despite the cooperation assistance that it does
receive, and the debt cancellation carried out under
the Highly Indebted Poor Countries (HIPC) pro-
gramme, Uganda’s external debts appear increas-
ingly unsustainable. The Government’s explanation
is that the anticipated growth in exports has been
slower than projected (Ministry of Finance, Plan-
ning and Economic Development, 2006). Table 1
presents key indicators of Uganda’s external debt.

Social conditions are significantly influenced by
population growth, poverty, armed conflict, corrup-
tion and poor delivery of service. Uganda’s popula-
tionis roughly 26.7 million and the population growth
rate is 3% annually, while the proportion of the popu-
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lation living below the poverty line is around 38%
(UBOS, 2003), of which 20% face chronic poverty
(CPRC, 2005, p. 9). The ongoing armed conflict
sparked by the rebel group known as the Lord’s Re-
sistance Army has forced over two million people to
flee their homes, and many have been living in inter-
nally displaced persons (IDP) camps in northern
Uganda for nearly 20 years. In more recent years,
western Uganda has been hit by civil strife at the
hands of another rebel group, the Allied Democratic
Forces, although this conflict appears to have been
largely defused. In addition, the ranks of the poor in
Uganda are further swelled by refugees from other
African nations, whose numbers were estimated at
206,924 in late 2005 (OCHA, 2005, p. 5).

In Transparency International’s Corruption Per-
ceptions Index for 2005, Uganda scored just 2.5 on
a scale ranging from 10 (highly clean) to 0 (highly
corrupt).? Corruption has led to a substantial loss
of resources through practices like influence ped-
dling, diversion, and favouritism in the awarding of
contracts. Perpetrators of corruption include the
political and administrative leadership, private sec-
tor, police and judiciary (Centre for Basic Research,
2005). The resulting losses contribute to the non-
existent or inadequate delivery of services neces-
sary for social protection. The government has be-
gun efforts to combat corruption through the In-
spector General’s office.

The effect of poverty on the population is sig-
nificant. A study by the Uganda Bureau of Statistics
(UBOS) showed that the proportion of people living

2 Transparency International (2005). Available at:
<ww1.transparency.org/cpi/2005/
cpi2005.sources.en.html>.



below the poverty line grew from 34% in 2000 to
38% in 2003. There has also been a marked increase
in inequality. The Gini coefficient, which measures
inequality, rose from 0.35 in 1997 to 0.43 in 2003.
The reasons identified by UBOS included a
slowdown in agricultural growth, declines in agri-
cultural commodities prices, insecurity, and HIV/
AIDS. Nevertheless, it is clear that more effective
governance is needed to improve the delivery of
services, reduce corruption, and adopt more effec-
tive mechanisms for the distribution of benefits aris-
ing from Uganda’s good macro economic perform-
ance to ensure the social protection of the entire
population, including the poor.

Current social protection policy framework
and financing arrangements

According to the International Labour Organization,
social security is the protection which society pro-
vides for its members through a series of public
measures to offset the absence or substantial re-
duction of income. This definition encompasses
benefits provided under three different forms of
social security, namely social insurance, social as-
sistance and social allowance.

In Uganda, social insurance is managed under
the state social security fund. A new Social Health
Insurance Scheme has been approved by cabinet,
and is scheduled to enter into effect in July 2007.°
In the meantime, a Social Development Sector Stra-
tegic Plan drafted by the Ministry of Gender, La-
bourand Social Development was approved by Cabi-
net in October 2004, and joined the Poverty Eradi-
cation Action Plan that has been underway since
the 2004-2005 fiscal year and will run until 2007-
2008. Both plans are aimed at raising production
competitiveness and incomes, and promoting se-
curity, conflict resolution, disaster management,
good governance, and human development
(MFPED, 2004). Significant resources allocation and
effective management of these resources for social
development and poverty reduction would contrib-
ute to enhancing social protection.

The primary social protection scheme in force,
the social security fund, is backed by the National
Social Security Fund (NSSF) Act. Its mandate is to
provide social security to employees by protecting
them against “uncertainties of social and economic
life” (NSSF, 2003, p. 3). The NSSF is a contributory
scheme and benefits are paid when a contributor
reaches the age of 55, or upon invalidity or death.
The poor and the unemployed are fully excluded
from this scheme.

The pension scheme is another social protec-
tion arrangement, which serves those employed in
the army, police, prisons, civil service, and public
education system. Itis financed by the Government,
and also excludes the poor. Basically, the only uni-
versal social protection which poor Ugandans could
also benefit from is social assistance, which is cur-
rently non-existent. Social assistance would help
those who do not contribute to, and therefore do

3 The New Vision, 8 June 2006, p. 4.

TABLE 1

YEARS 20002001 | 2001-2002 | 2002-2003 | 2003-2004 | 2004-2005
Debt stock / GDP 63.2% 64.8% 68.5% 63.2% 56.2%
Debt service / Export of goods & services 24.3% 19.1% 22.4% 18.3% 17.9%
Debt service / Domestic revenue 26.8% 18.7% 22.6% 20.8% 17.5%
Debt service after HIPC / Export of goods & services|  13.3% 7.6% 10.3% 9.9% 9.0%
Debt service after HIPC / Domestic revenue 14.7% 7.4% 10.4% 11.2% 8.8%
Memorandum items: (in USD millions)

Total Debt Service 164.7 133.6 172.0 179.7 192.1

Total Debt Service Excluding IMF 95.9 91.7 127.2 103.7 137.3

Total Debt Service after HIPC 90.3 53.2 78.8 97.0 96.6

Debt stock 3,574.8 3,785.8 4,284.2 4,510.0 4,874.9

Export of Goods & Services 677.3 699.0 766.3 979.7 1,071.0

HIPC Relief 74.4 80.4 93.2 82.7 95.5

Source: Uganda Ministry of Finance, Planning & Economic Developraent. May 2005.

not benefit from, the existing schemes, including
the large proportion of Ugandans who live below
the poverty line, as seen above.

Another category of the poor in urgent need of
social protection are the socially excluded living in
the communities and in IDP and refugee camps.
These sectors of the population receive practically
no social protection. Programmes to help families
meet obligations such as raising children or assist-
ance during unemployment are not available.

The quest for universal social protection

In the quest to promote social protection, Uganda
has made some advances, although it still lags be-
hind in other areas. With regard to health care, re-
ports from the Ugandan Ministry of Health, UNICEF,
the Joint United Nations Programme on HIV/AIDS
(UNAIDS) and World Health Organization (WHO)
concur that the HIV/AIDS infection rate has dropped
104.1% from 6.1%. Immunization coverage has also
improved significantly for Ugandan children; in
2004, 87% had been vaccinated against DPT by the
age of one, 86% against polio, and 91% against
measles (UNICEF, 2006). At the same time, how-
ever, access to sanitation and improved water
sources remains poor, at 41% and 56%, respec-
tively (UNICEF & WHO, 2005).

The elderly in Uganda have no social protec-
tion. They wholly depend on the extended family
system, which, as Schwarz (2003) observes, “is not
a perfect safety net, especially when the children
are also poor.” In addition, the elderly are increas-
ingly burdened because they are becoming
caregivers to orphans who have lost their parents
to HIV/AIDS and other diseases.

Gender equity in terms of economic activity and
earned income appears promising, as the earned
income ratio (women/men) is at 0.67 (1991-2003).
In the political sphere, women’s empowerment is
taking shape, now that women are challenging men
in direct elections to parliament and currently hold
seats in both sides of the house.

Uganda has also made some progress in edu-
cation. There are plans to implement a Universal
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Secondary Education programme, to follow up the
successful Universal Primary Education initiative.
Primary school enrolment was 98.4% in 2004
(UNESCO, 2006). Advances have also been made
in closing the literacy gender gap: the gender ratio
(women/men) was 0.76 in 1990 and 0.86 in 2004.
However, gender equity in the school system is still
an unmet goal, particularly at the higher educational
levels. In 2004, the net enrolment gender ratio gap
was 1.02 at the primary level, but 0.87 at the sec-
ondary level. Gender disparity was even more
marked at the tertiary level, with a gross enrolment
ratio gap of 0.62, although this reflected significant
improvement over 1991, when it was 0.38. Rural
schools still offer poor quality education, which
entrenches the widening of the social, economic and
political gaps.

As regards to food security and nutrition, there
has been slight improvement, save for the internally
displaced population. The proportion of the popu-
lation suffering from undernourishment fell from
24% in 1990-1992 to 19% in 2000-2002. Never-
theless, the prevalence of underweight children
under five years of age remained constant at 23%
between 1990 and 2004 (FAOQ, 2005).

Proposals for improvement of social
protection

The existing Uganda Decentralization Policy (GRU,
1997) is well placed to play a critical role with regard
to budgeting and managing resources for social pro-
tection of the poor. The budgeting framework em-
powers districts to consult with the private sector
and civil society from all levels — including the grass-
roots, where the poor form the majority — to make
proposals for the national budget. However, coordi-
nation with the frameworks and social protection re-
sources in other ministries is weak, hence the poor
are not well defined, targeted and catered for.

(Continued on page 262)



B UNITED STATES OF AMERICA
Narrow agenda undermines domestic and global development
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Reviewing Financing for Development (FFD) from a
US perspective is as much about how the United
States of America operates as the world’s super-
power as it is about how the Government carries
out a development agenda. Some of the failures
associated with the United Nations FFD process are
due to US obstruction, as the Bush Administration
has sought to reduce its commitment to address-
ing the systemic causes of poverty. The Bush Ad-
ministration has also shown itself consistently hos-
tile to attempts to reinvigorate global governance,
instead indulging in posturing and actions that un-
dermine the UN’s credibility and authority. The au-
thors join the many critics with Social Watch who
recognize that the United States defines develop-
ment too narrowly by over-emphasizing the mar-
ket’s ability to reduce poverty in isolation from other
social and economic tools. This narrow agenda has
led to the United States making too small a contri-
bution to development globally and to neglect the
poor at home.

Undermining FFD

The FFD process was considered by governments,
institutions and non-governmental groups to be one
of the most important opportunities for the global com-
munity to engage in a new multilateral consensus
around global economic structures since the launch-
ing of the Bretton Woods institutions in 1944. How-
ever, Financing for Development hopes have turned to
disappointment. Sadly, while the United States could
have provided leadership for systemic change, it chose
to undermine the FFD process, and to block the emer-
gence of new governance structures proposed for the
international trade and finance system.

The United States has consistently questioned
the authority of FFD to propose reforms to the pub-
lic institutions that drive the international economic
system, especially the World Bank, the International
Monetary Fund (IMF) and the World Trade Organi-
zation (WTO). The US has instead argued that the
international financial institutions and the private
sector should be given more influence in the FFD

funded, leading to growing poverty and inequality.
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The US sends the lowest amount of aid as a proportion of government spending among the countries
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process. The United States claims that policies such
as increased trade liberalization, rather than foreign
aid, will lead to growth and development for coun-
tries, and has sought to place the burden on devel-
oping countries to reform their domestic policies
to support a neo-liberal development model. The
United States also pushes this development agenda
through its bilateral relationships.

US foreign policy
Much of US funding for foreign economic develop-
ment is conditioned on new or planned free-trade
agreements with the United States. The Bush Ad-
ministration is clear that it will strive to encourage
free markets and free trade bilaterally, regionally and
multilaterally in order to secure “freedom and se-
curity.”” The United States is advocating “aid for
trade” initiatives, also referred to as “trade-capac-
ity building assistance”. Critics are concerned that
while aid for sustainable development is desperately
needed across the globe, “tied aid” for increased
liberalization undermines national development
strategies and efforts to make governments more
accountable to their citizens. Current liberalization
trends encourage corporate control of public re-
sources and services, including water, infrastruc-
ture, energy, and health care. Poverty eradication
depends on paying attention to the distributive ef-
fects of economic change and ensuring that em-
ployment increases.

Development packages increasingly reflect na-
tional economic and security concerns. For exam-

1 “U.S. National Security Strategy,” Section Four: “Ignite a
New Era of Global Economic Growth through Free Markets
and Free Trade.” <www.state.gov/r/pa/ei/wh/c7889.htm>.
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ple, while the aid budget has been increasing gradu-
ally over the last few years to a projected USD 23.7
billion for 2007, the increases have been directed
mainly to the high-profile Global AIDS Program, the
Millennium Challenge Account and the rebuilding
in Irag and Afghanistan. Funding for international
narcotics control and the Andean counter-drug ini-
tiative (USD 1.5 billion) and foreign military financ-
ing and training (USD 4.6 billion) is also included
within the aid budget.? In contrast, funding for
lower-profile development programs, including
Child Survival, Development Assistance, Interna-
tional Disasters and Famine Assistance, have con-
tinued to decrease over the last few years.

In Latin America, military funding has surged
to levels nearly matching development aid, in large
part because of US support for Plan Colombia. As
has been true for decades, the top five recipients of
foreign assistance dollars under the Bush Adminis-
tration’s 2007 budget reflect countries influential in
US security concerns: Israel, the top recipient, is
followed by Egypt, Afghanistan, Iraq and Pakistan,
in that order.

While many Americans are proud that their
country ranks as the largest aid donor, unfortunately,
they do not realize that the United States, equal with
Japan, sends the lowest amount of aid as a propor-
tion of government spending among the 22 coun-
tries on the Organization for Economic Co-opera-
tion and Development (OECD) Assistance Commit-
tee (UNDP, 2005, p. 58). Foreign assistance is less

2 Data from InterAction - Global Partnership for Effective
Assistance, FY07 Budget Request Cuts Core Programs to
Fund Initiatives, 2006 and US State Department Budget
Tables.



than 1% of the total government budget. Out of a
total budget of USD 2.5 trillion in 2006, just 0.84%
was directed to foreign aid.®> Worse, some 86% of
this spending is what ActionAid International (2005)
calls “phantom aid.” Phantom aid includes aid that
is not targeted to poverty reduction, aid double
counted as debt relief, aid for overpriced and inef-
fective technical assistance, aid tied to purchases
of US goods and services, and aid that is poorly
coordinated, leading to high transaction and admin-
istrative costs. This practice is not limited to the
United States — ActionAid estimates that at least 61%
of donor assistance from the G-7 countries is phan-
tom aid - but the problem is particularly pronounced
in the United States.

Private financial transfers, led by remittances
from immigrants working in the United States, far
exceed official aid flows. A study by the Hudson In-
stitute reports that USD 71 billion in private flows
went to developing countries in 2004. While the Hud-
son report, and a press release from the US State
Department, cited these figures as evidence of US
private-sector generosity, nearly two-thirds of that
money, USD 47 billion, was actually remittances sent
by individual immigrants to their home countries.*
An increasing number of immigrants are sending a
portion of their wages back to their country of origin
to support their families living in precarious positions.
According to the United Nations, in 2005, there were
about 191 million migrants worldwide, with one in
five migrating to the United States (Deen, 2006).

Trade liberalization is a major factor that has
contributed to this trend. For example, whereas in
1978, agricultural exports accounted for 81% of El
Salvadoran foreign exchange, after 26 years of trade
liberalization, they accounted for only 5%, while
remittances accounted for 70%. Better known is the
example of Mexico, where more than ten years af-
ter the North American Free Trade Agreement
(NAFTA), inflation-adjusted wages are lower than
before NAFTA. There are 19 million more Mexicans
living below the official poverty line than before
NAFTA (Sirota, 2006). Post-NAFTA, over 1.3 mil-
lion Mexicans have lost their jobs in the rural sec-
tor, with many migrating to the US to find work and
sending remittances back home to support their
families (Audley et al, 2003). In 2005, remittances
from the United States to Mexico amounted to USD
20 billion, the second largest source of foreign ex-
change after oil revenues (De la Torre, 2006).

Financing for development in the US

People living in the United States are also experi-
encing the negative impacts of the current Admin-
istration policies. Support for the ‘war on terror’ and
regressive taxation policies have had a negative
impact on domestic budgetary spending and gov-
ernment finances. Levels of personal debt have in-
creased, taxation on corporations and the very
wealthy have decreased, and the cost of the war in

3 Ibid.
4 US Department of State, Press Release, 10 April 2006.

Iraq, estimated by Nobel prize-winning economist
Joseph Stiglitz at about USD 1.3 trillion, has dam-
aged long-term US financial stability (Bilmes and
Stiglitz, 2006). Although on a different scale, it is
clear that there are similarities in the struggles con-
fronting people in the Global South and in the United
States. Unfair economic, political and social poli-
cies are worsening income inequality, draining pub-
lic funds and leaving social priorities under-funded.

Under-financing for development:
a hurricane exposes reality

In 2005, people around the world were shocked by
what they saw on television after Hurricane Katrina
devastated New Orleans and the surrounding area.
Viewers could not believe they were seeing images
from the United States. Those stranded by the floods
were mostly African American, old or undernour-
ished. Survivors were left without electricity, run-
ning water or food for days, surrounded by sewage
and dead bodies.

None of what occurred should have come as a
surprise — exactly what happened and who was af-
fected had been predicted a year earlier. Despite
studies showing the sinking of the levees and the
Army Corps of Engineers pleas for additional funds
for crucial flood-control projects, federal dollars for
infrastructure support had been continually cut since
2003. Numerous newspaper articles specifically cite
the cost of Iraq as a reason New Orleans was de-
prived of federal dollars for hurricane and flood pro-
tection (Bunch, 2005). Of the 354,000 people who
lived in New Orleans neighborhoods where the hur-
ricane damage was moderate to severe, 75% were
African American, 29% lived below the US poverty
line, more than 10% were unemployed, at least half
rented their homes, and approximately 60% did not
own cars (Dao, 2006; Wellner, 2005).

In the aftermath of Katrina, President Bush
promised USD 200 billion in aid for storm and flood-
damaged areas in the region. To date, far less than
this has been spent, has been spent unwisely or
has not been spent on rebuilding New Orleans so
the lower income habitants can return. Further, what
has been spent is being taken from other federal
discretionary spending budgets (such as food
stamps and child care). Recommendations to sus-
pend the new stringent personal bankruptcy law and
expand Medicaid for hurricane victims were also
rejected. What happened in Louisiana and other Gulf
Coast states was a tragedy, but it reflected a larger
policy of indifference to the needs of the lower in-
come populations in the country. The government
response to the crisis was and remains insufficient
and slow, underlining the years of neglect of the
infrastructure that led to the destruction of the city
in the first place.

Social indicators

The United States scores quite high on the Social
Watch Indicators, especially when it comes to ac-
cess to clean water, immunizations, doctors attend-
ing births and the percentage of girls enrolled in
school. However, when looking at indicators bro-
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ken down by race, the picture is quite different.
The Fordham Institute for Innovation in Social
Policy has tracked 16 social well-being indicators®
since 1970. By 2003, their indicators showed that
“social health” (a measure based on the 16 indi-
cators) was down 20% while economic health,
measured by the Gross Domestic Product (GDP),
had grown 174%.°

The United States continues to be the only rich
country in the world with no public provision for
universal health care. As a result, over a third of
families who live below the US poverty line lack
health insurance and therefore have no or limited
access to health care. Hispanic Americans are more
than twice as likely as White Americans to be unin-
sured and 21% of African Americans have no health
insurance (UNDP, 2005).

In the area of education, according to a re-
port by the Harvard Civil Rights Project and the
Urban Institute, only 50% of African American stu-
dents, 51% of Native American students, and 53%
of Hispanic students graduated from high school
in 2001 (Children’s Defense Fund, 2004). These
numbers are particularly alarming because stud-
ies show that youth who drop out of school are
more likely to be jobless, join a gang, use illegal
drugs and spend time in prison. For example, in
2004, 72% of African American men who had
dropped out of school were jobless, while six in
10 African American male school dropouts had
spent time in prison (Eckholm, 2006).

The US Department of Commerce’s Bureau
of the Census 2005 shows poverty has grown
substantially. Between 2000 and 2004, more than
five million people joined the ranks of the poor
(US Census Bureau, 2004). According to the In-
stitute for Women’s Policy and Research, over
40% of those who are poor are living in dire pov-
erty, earning 50% or less of the federal poverty
threshold, set at USD 20,000 annually for a fam-
ily of four with two children. From a gender per-
spective, low health insurance rates, inadequate
childcare programs, and a persistent wage gap
are among the factors that make it especially hard
for women to move out of poverty (IWPR, 2005).
Over 20% of US children are considered to live
in poverty (UNDP, 2005).

(Continued on page 262)

5 Infant mortality, child abuse, child poverty, teenage suicide,
teenage drug abuse, high school dropouts, unemployment,
average weekly wages, health insurance coverage, poverty
among those aged 65 and over, out-of-pocket health costs
among those aged 65 and over, homicides, alcohol-related
traffic fatalities, food stamp coverage, access to affordable
housing, and income inequality.

6 Data provided by the Fordham Institute for Innovation in
Social Policy.
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2006 budget: some gains, but not enough for the poor to benefit
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The budget of any country is an important tool in the
implementation of public policy and an indicator of
priorities. An analysis of the 2006 budget will there-
fore reflect the Zambian government’s commitment
to financing social services for the poor and other
redistribution mechanisms, as well the extent to
which gender issues are taken into consideration.

Gender sensitivity is important in budgeting. It
entails fairness to the needs of both women and
men. It recognizes the fact women and men are dif-
ferent in their physiological make-up, that they play
different roles in society and have a structural rela-
tionship of inequality. Women generally face more
disadvantages than men. Therefore, gender-sensi-
tive budgeting should include affirmative action for
women and girls, and a gender-sensitive budget
should establish how much in real terms has been
allocated for the education of boys and girls.

Poverty remains the greatest challenge facing
Zambia. An estimated 68% of the total population
lives below the poverty line, with the majority living
in extreme poverty. The situation is worsened by the
impact of HIV and AIDS. Although the HIV preva-
lence rate declined from 20% in 1999 to 16% in 2002,
the number of households experiencing chronic ill-
ness and death has continued to rise. Women have a
higher prevalence rate than men, and young women
between the ages of 15 and 19 are five times more
likely to be infected as compared to males in the same
age group. The impact of HIV/AIDS is leading more
and more households to fall into destitution. Yet the
social protection measures in existence are frag-
mented, under-funded and largely dependent on the
good will of volunteers in the community, most of
whom are women.

Social service provision for the poor also re-
mains a major challenge. Poor progress and high
levels of school dropout, especially among girls,
characterize education at all levels. The provision
of health services has been adversely affected by
the budget cuts of previous years. As a result, few
health indicators have improved in Zambia over the
last decades, and some have worsened significantly.
Average life expectancy dropped from 52 years in
the 1990s to 37 years in 2002. The maternal mor-
tality rate (MMR) increased from 649 deaths per
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After years of cuts in public spending to meet its debt relief obligations to the IMF and World Bank,
the Zambian government’s 2006 budget has allocated considerably higher funding for the social
sectors. Nevertheless, these expenditures will still fall far short of what is needed to truly address the
dire situation of the large majority of Zambians who live under the poverty line.
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100,000 live births in 1999 to 729 per 100,000 live
births in 2002. Malaria is endemic and is the lead-
ing cause of illness and the second highest cause
of death among pregnant women and children un-
der the age of five.

Analysis of the 2006 budget

Job creation

For the last six years, Zambia’s economy has con-
sistently registered positive growth, averaging 4.6%.
In the meantime, inflation has decreased, dipping
from 15.9% at the end of 2005 to below 9% in May
2006. Nevertheless, as the figures in Table 1 and
elsewhere show, positive Gross Domestic Product
growth rates and stable inflation are in themselves
insufficient for the eradication of poverty. There is
clearly an urgent need for a substantial redistribu-
tion of expenditures in favour of poverty-reduction
programmes and activities.

Formal sector employment has markedly de-
clined as the main source of jobs. While the formal
sector accounted for 75% of the total labour force in
1975, that share had dropped to 10.3% in 1999. To-
day, 90% of the labour force is employed in the in-
formal sector, which is typified by poor quality low-
paying jobs and underemployment. Women have
been the most affected by the erosion of formal sec-
tor employment opportunities. The male labour force
participation rate is 67% while that of females is 45%.
In this situation, job creation is essential.

To what extent does the 2006 national budget
place priority on employment? The strategy for
employment creation is not well developed in the
budget. Employment creation needs to be included
as one of the key macroeconomic objectives in na-
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tional budgets. To curb unemployment and ensure
that new entrants are absorbed into the labour force,
Zambia must generate more than 600,000 new jobs
annually. Yet the crucial issue of employment has
been relegated to the margins of economic policy.

The government should adopt a more direct
and integrated approach to employment creation in
order for more people to share in the benefits of
economic growth. This could include special em-
ployment programmes through paid community
involvement in rural road building programmes,
transforming home-based care for people living with
HIV/AIDS from voluntary to paid work, supporting
micro and small enterprises, providing greater sup-
port to agriculture and rural development, and pro-
moting decent work, among other initiatives. Em-
ployment creation activities should pay particular
attention to the needs of women, who currently pre-
dominate in the low-paying, low-productivity infor-
mal sector jobs in urban areas and in small-scale
farming in rural areas.

Health

The health sector received 10.7% of the total 2006
budget, which nonetheless falls short of the levels
needed to deal with the current and accumulated
problems in the sector. It is also below internation-
ally accepted norms. For instance, the Abuja Decla-
ration, to which the government is a signatory, stipu-
lates an allocation of not less than 15% of the total
budget to the health sector.

Much more needs to be done to confront the
huge human resource deficit of over 20,000 people
in the health sector. The 2006 budget provides for
the recruitment of only 800 medical personnel. Drug
shortages in health centres remain an endemic



problem. According to official government policy,
the provision of anti-retroviral therapy (ART) is free
for all those infected with HIV/AIDS, yet access to
ART is still a major concern, particularly in rural
areas, since very few hospitals around the coun-
try can conduct CD4 tests which are essential for
the provision of ART. It is also extremely worrying
that the provincial budget allocations for most pro-
grammes related to HIV/AIDS, sexually transmit-
ted infections (STIs), malaria and tuberculosis have
dropped in real terms. Health facilities are still in-
adequate, with many people having to walk long
distances (over five kilometres) to the nearest
health centre. Particular attention should also be
paid to activities to reduce the unacceptably high
maternal mortality ratio.

Education

The national budget allocation for the education
sector rose from 24% in 2005 to 26.9% in 2006. A
number of commendable proposals were also made,
such as increasing the funds earmarked for free
primary education and the secondary education pro-
gramme. However, unlike 2005, no provision was
made for rural housing for teachers, even though
schools in rural areas face a major shortage of teach-
ers, largely due to insufficient or poor housing.

It is essential to ensure that the allocations
reaching schools are adequate, as most schools still
receive insufficient funds to meet their needs and
resort to asking parents and guardians to meet the
shortfall. This has worked against the free primary
education policy, as those not able to pay are still
forced to drop out of school. In the meantime, girls
are dropping out of school at a higher rate than boys,
which means that special measures need to be im-
plemented to arrest this situation.

The government’s priorities should include
expanding free education up to grade 12 and im-
proving the quality of education. This would entail
dealing urgently with the massive loss of profes-
sionals in the sector and bringing down student-
teacher ratios to under 40. The national student-
teacher ratio at the primary education level has
deteriorated significantly, from 52.2 students per
teacher to the current ratio of 60.7.

Social protection

Given Zambia’s extremely high rates of poverty and
extreme poverty, social protection is of the utmost
importance. The allocation of less than 1% of the
total budget to social protection is therefore inad-
equate, and needs to be raised to at least 2% to pro-
vide vulnerable groups such as the elderly, orphans
and the disabled with access to social services.

Agriculture

Over 50% of Zambia’s population earns its basic in-
come from agriculture, while 67% of the labour force
is employed in the agriculture sector. Non-traditional
exports (defined largely as agricultural rather than
mining-related) increased their share of total exports
from 21% to 41% in 2004. Agriculture could there-
fore be a key tool for poverty eradication, but the

TABLE 1

Selected development indicators 1980-2004

1980-1985

1990-1995 2003 2004

Poverty incidence (%)

Per capita income (in 2002 USD)

Adult illiteracy rate (%)

Infant mortality rate (per 1,000 live births)

agriculture sector received only 5.7% of the total
budget. This falls far short of the Maputo Commit-
ment to allocate not less than 10% of the total budget
to the agriculture sector. The Fertiliser Support Pro-
gramme takes up around 30% of the entire agricul-
ture budgetary allocation, yet there is little to show in
terms of its impact on reducing food shortages, in-
creasing household income and reducing poverty.

Zambia often suffers from long dry spells
leading to drought and adversely affecting its ag-
ricultural production. At the same, however, Zam-
bia has vast freshwater resources that are not uti-
lized for farming purposes. There has been a great
deal of talk and promises regarding the need to
invest in irrigation, but there was no provision for
it in the 2006 budget. Irrigation requires a mas-
sive injection of capital and cannot be left to the
farmers alone.

Most people depend on agriculture for their food
but hunger remains pervasive. An estimated 80% of
the population suffers from hunger, while 47% of
children suffer from stunting, 5% percent from wast-
ing, and more than 28% of children below the age of
five are underweight. More needs to be done to ori-
ent agriculture towards meeting the needs of small-
scale farmers, so that they can produce enough to
eat while earning an adequate income.

The tax regime

Two important tax measures in the budget are of
concern with respect to poverty reduction.

e The income tax exemption threshold. The
budget proposes to increase the current in-
come tax-exempt threshold from the equiva-
lent of roughly USD 80 per month to USD 92,
representing a 15% increase. But the proposed
increase is insufficient to provide meaningful
relief. First of all, it does not account for the
erosion of earnings due to inflation, which
stood at 15.9% at the end of 2005. Secondly,
the new threshold does not correspond to the
income required to afford even a minimum food
basket and falls below the government’s own
poverty line as defined by the Central Statis-
tics Office. The exemption threshold should
genuinely relate to the poverty situation and
therefore effectively exempt income levels be-
low the poverty line.

1 Cited in: Civil Society for Poverty Reduction (2006). CSPR
Statement on the 2006 National Budget. p. 2.
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e Pay As You Earn (PAYE). The new tax struc-
ture for 2006 does not offer significant tax re-
lief, particularly for those who earn lower in-
comes. It is a regressive rather than progres-
sive tax structure, since those in the highest
tax bracket (earning more than USD 1630 per
month) will have their taxes cut by USD 126
per annum, while those earning USD 914 per
month will see a reduction of only USD 41 per
annum. It is also troubling that PAYE contin-
ues to comprise the largest portion of tax rev-
enues, accounting for 70% of direct taxes and
30% of total revenues from all taxes.

Conclusion

The theme for the 2006 budget was “From Sacri-
fice to Equitable Wealth Creation”, in recognition of
the sacrifices made by Zambians, especially the
poor, to reach the “completion point” of the Heavily
Indebted Poor Countries (HIPC) Initiative. In order
to qualify for the debt relief offered under this IMF/
World Bank initiative, poor countries like Zambia
were obliged to implement neoliberal economic re-
forms, including austerity measures and cuts in
government spending that took a heavy toll on so-
cial services and poverty reduction efforts.

Some gains have been made by the poor
through this new budget, but given that 68% of the
population is currently living below the poverty line,
agreat deal more is needed if the country is to make
any progress towards the Millennium Development
Goals. And even more needs to be done to achieve
a gender-sensitive budget. Expenditures on the pri-
ority areas of health, education, water and sanita-
tion, social protection and agriculture should be pro-
tected, and the funds allocated to these sectors must
be disbursed in a timely fashion. m
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BULGARIA

(continued from page 189)

Promoting women’s participation

Women'’s equal participation in the labour market and
in education and training is a key element for meet-
ing the goals of the Lishon Agenda. There is a
persistent trend of women representing an oversized
share of the unemployed in Bulgaria. The ratio be-
tween unemployed women and unemployed men in
the third quarter of 2004 was 54.7:45.3. A study of
the first gender budgeting initiative in Bulgaria in 2005
showed that the programmes and measures included
under the “Gender Equality” guideline represent a
fraction of all programmes and measures to promote
employment (0.61%), and the corresponding fund-
ing is 0.63% of the total amount. All of the funding
comes from the state budget, and most of it is allo-
cated to projects and jobs related to women'’s tradi-
tional gender roles, such as “Family Centres for Chil-
dren” and “Stimulating Women’s Independent Eco-
nomic Activity for Child Care Services”.

Women are very active in training and retrain-
ing programmes. The highest rate of female partici-
pation was seen in a national programme called
“Computer Training for Young People”: over 80% of
the funds allocated for this programme for 2005 were
used for the training of young women. There is also
a relatively high percentage of women participating
in the National Programme for Literacy, Qualifications
and Employment (over 60% for the third quarter of
2004). Nevertheless, it is estimated that overall, the
percentage of funds used by women is less than 20%
of all programme budgets. This amount is far too
low, given the fact that 60% of all long-term unem-
ployed persons are women (Gender Project 2006
report). One promising sign for the future is the in-
clusion of the gender budgeting approach in the Draft
Law on Equal Opportunities for Women and Men. u
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CANADA

(continued from page 191)

Women’s lives are disproportionately affected
by cuts to public policies that support housing, edu-
cation and training, care for children or the elderly,
or access to the justice system.

Cuts occurred precisely in these areas a decade
ago. The federal government slashed budgets for so-
cial housing, long-term care, home care, rehabilita-
tion and mental illness, children’s aid, legal aid, train-
ing and upgrading, immigrant settlement services,
ports (air and marine) and terminals, maintenance
and infrastructure budgets for publicly supplied serv-
ices, as well as roads and bridges, public laborato-
ries, safety inspections, colleges and universities. Un-
employment insurance benefits and welfare benefits
(provincially provided, contingent on federal support)
were also slashed across the country.

These are the state-funded supports that can
make or break lives, build or deplete communities.

Our top military officials in Afghanistan, Briga-
dier-General David Fraser and General Rick Hillier,
concur with this view, making the case that the cen-
tral issues to be permanently resolved in that theatre
of war are things like access to clean water, schools,
and the assured safety of women. They have said
this process is about securing the future of the next
generation, and may take a long time to achieve.?

What is happening within Canada runs counter
to these goals. The cuts made a decade ago have still
not been reversed.

Instead, our two senior levels of government
have delivered over CAD 250 billion in tax cuts over
the past decade. To put this in perspective, health
care — Canadians’ first political priority — saw only
CAD 108 billion in renewed funding in this same time
period (Yalnizyan, 2004, p. 8-9).

Now Canada seems to be on the verge of a new
mindset that says it’s time for spending again. But the
latest federal budget makes it clear that the money won't
be there for vital areas of social security. Rapid growth
in spending is only good when it goes to the military.

Conclusion

Canadians should be concerned. The surplus is being
squandered with no long-term benefits accruing to Ca-
nadian society. The military is being expanded with-
out explanation or debate around this significant redi-
rection of collective purpose. Millions of Canadians
(and vulnerable populations around the world) have
been abandoned by a Government that — despite huge
fiscal capacity to intervene — views policies that target
poverty reduction and gender equality as immaterial
to the betterment of society and the economy.

A federal government seeking Canadian support
to wage war will find it most readily if it is a war on
poverty and underdevelopment, at home and abroad. s
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GHANA

(continued from page 205)

In the case of Ghana, various studies have shown
that the poor tend to bear a greater portion of the tax
burden, both directly and indirectly. With respect to
direct income taxes, most of the self-employed poor,
especially women and petty traders in general, are of-
ten assessed flat taxes by the tax authorities at rates
that do not always bear a proportionate relationship to
their earnings. Thus, while salaried workers would only
pay taxes on what they earn, most poor people pay
taxes on incomes that they have yet to earn or may
not earn at all. For example, a poor woman who is
assessed GHC 10,000 (USD 4) daily tax by the Gov-
ernment — at a tax rate of 10% and based on the as-
sumption that she will earn GHC 100,000 (USD 39)
daily — may actually earn, say, GHC 90,000 (USD 35)
instead. This would raise the effective tax rate to about
11% (GHC 10,000 divided by GHC 90,000, instead of
the GHC 100,000 assumed by the tax authorities).

Indirectly, the poor incur a greater tax burden
through the Value Added Tax (VAT) because they are
forced to pay the same rates as consumers in higher
income brackets. Recent figures from a district as-
sembly in the Greater Accra Region, which is typical
of the situation across the country, illustrates the in-
equity of the poor paying more taxes and not receiv-
ing a corresponding provision of social services by



the Government.® The largest share of the district’s
tax revenue, 47.5%, comes from a combination of
petty trading and tolls at the open-air market, both of
which are dominated by women. Despite contribut-
ing the largest share, traders, both itinerant and fixed-
location ones, are seldom the beneficiaries of essen-
tial services. Garbage collection and disposal, for
example, is undertaken by the traders themselves,
not the district assembly. The lack of sanitary facili-
ties like public toilets and a potable water supply also
means that the incidence of sanitation-related dis-
eases at the market may be higher than would other-
wise be the case. With women dominating market
activities, they would be the disproportionate victims
of such diseases. In turn, this means that they spend
a disproportionate share of their earnings on health
services. Indeed, it is interesting to note that phar-
macies account for less than one percent of the
district’s revenue, despite the fact that there are many
pharmacies in and around the market that cater to
the widespread practice of self-medication among
the traders at the market.

While there is no disaggregated data on the gen-
der of taxpayers, given the disproportionately high
percentage of women involved in economic activi-
ties, especially in the informal sector, and the high
incidence of poverty in this sector due to the gener-
ally low earnings, it is important that policy makers
take appropriate action in the course of revenue mo-
bilization to insulate poor women in particular against
the adverse effects of unfair tax incidence. =

8 Under Ghana’s decentralization system, district assemblies
constitute the structures through which policies and
programmes are formulated and implemented at the local
level. Women represent less than 10% of elected members
and are therefore largely absent from critical decision-
making processes.

MALTA

(continued from page 223)

The Maltese Government has paid too much
attention to the need for consumption-led economic
growth and too little attention to issues of equity
and the fulfilment of basic human rights. A clear
example is the consumption of beauty products. In
2003, the Maltese people spent MTL 5,379,541
(USD 12,427,160) on perfumes and beauty prod-
ucts (NSO, 2005a) while Malta’s ODA was MTL
2,167,853 (USD 5,007,740), as reported by the
government (Malta Foreign Office, 2006). A key role
of government is not simply to reflect public pref-
erences, but to offer leadership in shaping public
priorities on important issues such as development
aid to poor countries. Malta and Cyprus are now
the only EU countries that do not have a develop-
ment policy, despite the commitment to do so en-
tailed by becoming members of the bloc. The Mal-
tese Government must live up to the promises it
made by signing the acquis communautaire and the
UN Millennium Declaration. m
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NEPAL

(continued from page 231)

The trend to increasingly allocate the country’s
scarce resources to security and debt services has
stalled the progress made in achieving the Millen-
nium Development Goals by 2015 and made the
goals seem practically impossible to attain. It seems
ironic that the rationale for acquiring debt is to ad-
dress development needs in order to alleviate pov-
erty. On the contrary, however, as millions of dol-
lars are being spent to pay off the foreign debt, the
fight against poverty has made little headway. Over
the years, “the poor in whose name foreign aid has
been provided became poorer and those who ruled
became richer.” (GCAP Nepal, 2005, p. ix)

In essence, foreign aid has failed to alleviate
the country’s poverty. This is largely due to the fol-
lowing factors: the lack of good governance and po-
litical will of the governments; the pursuance of
donors’ own strategic interests rather than bring-
ing about meaningful social and economic devel-
opment; political interference in bureaucratic func-
tioning causing frequent changes in project man-
agement; and ineffective monitoring and feedback
systems (SAAPE, 2003, p. 128). The non-sustain-
ability of foreign aid projects has also been a prob-
lem. In order to ensure effectiveness, sustainability
and prioritization of key areas for foreign assistance,
itis recommended that foreign aid development pro-
grammes be initiated, formulated and implemented
with local participation (Acharya et al, 2003).

Solutions proposed by civil society

According to the Asian Human Rights Charter, de-
velopment means the realization of the full poten-
tial of the human person and rights of people, in-
cluding the right to participate in the affairs of the
State and the community (Taiwan Association for
Human Rights, 2006). The State has an obligation
to ensure that its development aid approaches are
reflective of these rights. In fact, the Nepali Consti-
tution states that the government will “pursue a
policy which will help promote the interests of the
economically and socially excluded groups and
communities by making special provisions with re-
gard to their education, health and employment.”
(Article 26, HMG/N Ministry of Law, Justice and
Parliamentary Affairs, 2004) The current intra- and
inter-state policies do not yet strive to meet this goal.

Civil society organization (CSO) coalitions have
been outspoken over such violations of the rights
of the marginalized and poor. Civil society is actively
engaged in campaigns that advocate total uncondi-
tional cancellation of Southern debts.

Many CSOs have also taken up the fight over
the disproportionate expenditures allocated to the
military and police, and the collapse of state inter-
ventions in the education, health and infrastructure
sectors. Their specific solutions reinforce the po-
litical line advocated by the political parties and the
Maoists, to realign spending and policy priorities to
meet the peoples’ needs. A more decentralized and
pro-poor framework — one that effectively addresses

the problems of exclusion, discrimination and
disempowerment — is envisioned to replace the cur-
rent centralized, elite-driven state apparatus.

Civil society should increase lobbying efforts to
ensure that such a debate does not get pushed off the
table. Lobbying efforts would advocate to ensure that
the voices and presence of the country’s women, dis-
advantaged and poor be allowed to prevail in national
policy formulation debates. Furthermore, such efforts
could call for a more pro-poor framework to be inte-
grated into the market system, with more built-in in-
centives helping to expand small and medium enter-
prises.

The championing of good governance through
administrative reforms, reduction in discretionary au-
thority and a sound economic system based on com-
petition and rule of law, could also help the country’s
trade and economic growth. Policy-making processes
must undergo capacity building enhancement in or-
der to be more responsive to the people’s needs and
include an institutional structure facilitating power-
sharing for women and the marginalised and poor
sectors, as well as a better feedback system from the
grassroots level. Glaring corruption must be checked
alongside the progressive opening of the economy to
international capital (Acharya et al, 2003).

With the return to multi-party rule in April 2006,
and the start of peace talks between the Government
and Maoists, there is hope that there will be a renewed
focus on pro-poor and participatory development proc-
esses. Civil society can be instrumental in this effort
by being pro-active in engaging in national debate and
focusing discussions on the needs and rights of the
marginalized, women and poor sectors of society.
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PARAGUAY

(continued from page 237)

¢ Development of human capacity and the reduc-
tion of poverty are not achieved by merely rais-
ing the level of resources available. Efforts must
be oriented toward eliminating inequalities.

*  Poverty requires structural actions, economic
and social reform and actions focused on in-
clusion and capacity development in the most
vulnerable sectors.

e The development of information systems and
mechanisms that assure transparency in pub-
lic administration is fundamental.

¢ Social investmentimpacts growth. Poverty lim-
its national possibilities of growth and devel-
opment. Reducing inequalities is as necessary
as economic growth.

e The problem is not merely coverage but equity.
Access to government and public services is one
of the principal causes of social exclusion. m
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PERU

(continued from page 239)

But the road ahead is still long and difficult.
There has been some progress and there is a cli-
mate of rejection for the economic and political sys-
tem, but the movements for concerted action that
have sprung up are lightweight compared to the
whole framework of economic, coercive and sym-
bolic power that perpetuates a system that is un-
just and intolerable for the majority of Peruvians.=
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PHILIPPINES

(continued from page 241)

Additional sources of financing

Social Watch Philippines does not limit itself to ex-
posing problems in financing for social develop-
ment. It has analyzed the budget rigorously and has
identified specific expenditure items which can be
utilized for social development, such as the special
purpose funds of the President, the unprogrammed
funds in the budget, and the pork barrel allocations
to legislators. It has also proposed revenue sources
other than regressive taxes, as well as measures to
improve revenue administration. At present, it is
working closely with selected legislators towards a
more people-oriented budget. It continues to moni-
tor the country’s debt and works with the UNDP on
feasible solutions.

The Philippines’ financial problems are formi-
dable. Social Watch Philippines continues to cam-
paign for the interests of poor Filipinos through
mass actions, information campaigns, rigorous re-
search and the formulation of viable alternatives. m

ROMANIA

(continued from page 243)

Since 2005, NGOs have been involved in the
process of developing a Romanian platform of non-
governmental development organizations (NGDOs),
within the framework of TRIALOG, a project of the
European NGDO platform CONCORD (the European
NGO Confederation for Relief and Development).
Throughout 2005 and 2006, NGOs were involved in
the elaboration of the National Strategy for Devel-
opment Gooperation drafted by the Ministry of For-
eign Affairs (MFA).

The priorities for NGOs in this respect are to
ensure that the Government meets its commitments
with regard to ODA expenditure levels, and that ODA
spending is based on genuine partnership with com-
munities in the beneficiary countries, addressing
their specific needs and respecting their concerns.
Another focus is on building capacity for civil soci-
ety to become more aware and to engage more ac-
tively in the field of international development and
humanitarian aid. Due to the lack of previous inter-
est in this area, a considerable amount of effort has
to be dedicated to increasing public awareness
through development education campaigns. =

References

Marginean, |. (2005). Necesitatea reorientarii politicilor sociale
in Romania, in Calitatea Vietii XVI, No. 1-2.

Chivu, L. (n.d.). New strategy promoted for social services, at
European Industrial Relations Observatory on-line.
Available from: <www.eiro.eurofound.eu.int/2006/01/
feature/ro0601103f.html>.

Balasa, A. (2004). “Contributia sectorului neguvernamental la
realizarea unor obiective ale politicilor sociale si la ameliorarea
calitatii vietii populatiei”. Calitate Vietii, XV, No. 1-2.

Civil Society Development Foundation (CSDF) within CIVICUS
Civil Society Index process. (2005). Dialogue for Civil
Society. Report on the State of Civil Society in Romania —
2005. Available from: <www.fdsc.ro/PDF/
Romania%20Country%20Report.pdf>.

Griinberg, L., Borza, |. and Vacarescu, T. (2006). The Black
Book of Equal Opportunities between Women and Men in
Romania. Bucharest: AnA Society for Feminist Analyses.
Available from: <www.anasaf.ro/en/index.html>.

261

SPAIN

(continued from page 245)

Itis clear that Spanish trade policy is still oper-
ating exclusively to promote the interests of Spanish
enterprises and strategic sectors, and this leaves lit-
tle room for manoeuvre when it comes to adopting
policies to support the Southern countries in line with
agreed plans for international cooperation. Probably
the biggest challenge facing the Spanish government
in this sphere is how to change this trade policy, but
it has to be changed because this is the only way
Spain can progress from cooperating in development
to actively fostering development.

Conclusions

The Spanish government has made an economic
contribution to international cooperation for de-
velopment, and it is increasingly showing signs
that it will back up its declared political intention
to help the countries of the South. This is cer-
tainly an improvement on the policies of previ-
ous governments and it is a good sign, but not
enough is being done.

What is needed is a courageous and far-reach-
ing reform in foreign policy so that the extremely
urgent needs of developing countries will no longer
be subordinated to Spanish economic interests, and
this involves a lot more than mere political postur-
ing or a percentage increase in the development co-
operation budget.

The present government has raised high hopes
not only among civil organizations in Spain but also on
the international stage. Now it is time to move on from
gestures and take real effective action. If development
is to be fostered, there is still a lot to be done in spheres
like agricultural, investment, trade and development
policies. And this applies not only inside the country
but also in the international ambit, where Spain has the
opportunity to follow through on her commitments and
pull her European partners in the same direction. This
is the least we might expect from one of the members
of the Quintet Against Hunger and Poverty.> =

2 Ajointinitiative on the part of Brazil, Chile, Spain, France
and the United Nations aimed at cutting poverty indicators
by half before 2015.

THAILAND

(continued from page 251)

Civil society’s proposals

There should be public participation in the budget
process at all levels. People must be provided with
more information and increasingly take part in national
financial management. At the same time, horizontal
networks of financial management for public welfare
must be expanded in earnest.

Every effort should be made to promote a
widespread and effective social welfare system, as well
as the passage of the National Health Security Act to
ensure that all Thai people will be equally entitled to
health services.m



UGANDA

(continued from page 253)

This highlights the need for improved data man-
agement for all categories of the poor, which would
facilitate extension and monitoring of assistance
based on needs. Adequate allocation of resources
should begin with their inclusion into local and dis-
trict budgets, and a strategy should be established
for effective management of all these resources. As
is frequently the case in developing countries, the
various existing policies and resource allocations
are often improperly managed, especially for the
poorest of the poor. In addition, in order to ensure
adequate legal protection, existing laws need to be
amended and strengthened.

Finally, there is an urgent need for further work
by all stakeholders at all levels on the issue of so-
cial protection. For its part, civil society in particu-
lar should be more vigilant in engaging the various
stakeholders about these issues. It should also study
the experiences of other countries and the pros-
pects for their adaptability to Uganda. =
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UNITED STATES OF AMERICA

(continued from page 255)

The growing federal deficit

According to the Center on Budget and Policy Pri-
orities, the federal government ran a deficit of USD
318 billion in 2005. From 2002 to 2011, the gov-
ernment is projected to amass a deficit of USD 3.4
trillion. Much of the projected deficit can be attrib-
uted to tax cuts, increases in defense spending, par-
ticularly for the illegitimate war on Iraq, and spend-
ing on “homeland security” to fight the “war on ter-
ror.” The long-term outlook for deficit reduction is
bleak. Making the Bush tax cuts permanent would
add another USD 9.6 trillion (in 2005 dollars) to the
deficit over the next 20 years, including the added
interest payments on the national debt, which would
be substantial. In an attempt to reduce the deficit,
Congress has begun to cut USD 39 billion from the
budget over the next five years — including cuts in
Medicaid, various children’s programs, and student
loans. The cuts are expected to weaken health care
for many low-income families, cutting billions of dol-
lars for low-income programs from the federal
budget and placing increased responsibility on state
budgets. Many states will not be able to make up
the costs and further reductions in these programs
are the likely result (CBPP, 2006).

The end of the American Dream

The Government shows little commitment to any
kind of government-funded safety nets. However,
there was a time when significant investments were
made in programs to help make the American Dream
possible. For example, public education, primary
through tertiary, was of good quality and inexpen-
sive. Progressive taxation ensured that the extremely
wealthy would provide their fair share to support
the public good, in line with most European gov-
ernments in the 1970s and 1980s. With high levels
of employment, health care that depended on em-
ployer-paid insurance schemes covered much of the
population. Today, these cornerstones of social
policy have been reduced to rubble. Many working
Americans do not have access to health insurance
(and consequently to health care), because the gap
between stagnant wages and sky rocketing insur-
ance rates prohibit the purchase of health insurance.
Public schools have been allowed to deteriorate, and
fee-based schools are being funded in their place
with public tax dollars. Congress has approved a
federal budget that allows power politics to define
its foreign assistance while at the same time cut-
ting crucial social programs at home. These overall
trends reflect an indifference to emerging crises,
and bode ill for domestic efforts to eradicate pov-
erty and reduce social exclusion. m
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