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The United Nations Develop-
ment Program (UNDP) and the
United Nations Children’s Fund
(UNICEF) jointly implement the So-
cial Expenditure in the Budget
Project. Within the framework of this
Project, both agencies present the first
issue of the Project Bulletin.

Of quarterly publication, the Bul-
letin is one of the tools for dissemi-
nating the information and results
generated by the Project, whose
purpose is to make information on
Social Expenditure in the National
Budget timely, accessible and
transparent to the Paraguayan
people.

An analysis of the develop-
ment of Social Expenditure in re-
lation to the Millennium Develop-
ment Goals (MDGs) will be pre-
sented in this issue. The MDGs set
specific targets to improve the living
conditions of the world population,
particularly in developing countries.
Also, in each issue, a follow-up on
the degree of execution of the Pub-
lic Expenditure with regard to the
originally budgeted allocations will
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About the Bulletin

OUR FIRST NUMBER

be done. Budget aspects that have
to be focused on in order to optimize
social investment will be examined.

This first number briefly de-
scribes the current social situation
in Paraguay, and shows the
amount of resources allocated to
Social Expenditure in the country.
In light of the existing social defi-
cits, the additional financial re-
sources that are required to widen
the coverage of priority social ser-
vices are quantified.

In this respect, an indicative
plan of investments that goes from
the year 2004 with levels of fea-
sible disbursements — from the
budget’s point of view — and in-
creasing from 2005 to 2015, is pre-
sented. This calculation takes into
account the short-term fiscal restric-
tions that the country currently faces,
placing emphasis, however, on the
fact that the Budget has to be struc-
tured and executed taking into con-
sideration the national priority of in-
vesting in people.

Taking the above into account,
a series of analyses will be made
which will show the exist-
ence of margins of
manoeuver for re-
allocation of re-
sources that will al-

low the increase of

public social expendi-

AN ture, without increas-

ing total public expen-
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The periods of

/ economic recession

should not be an ex-
cuse to postpone the
investment on
people. With the ex-
isting resources, it is
possible to advance

considerably toward the accomplish-
ment of the Millennium Development
Goals, and with that, toward the sub-
stantial improvement of the quality
of life of the Paraguayan population.

The experience of other coun-
tries indicates that a larger amount
budgeted for investment in people,
accompanied by an improvement
in the efficiency of public social ex-
penditure, has a positive and di-
rect impact on the living conditions
of people.

Certainly, it is not the only way to
fight efficiently against poverty and
social disparities. Economic growth
is absolutely necessary for the
countryto have possibilities to have
access to more resources and for
generating opportunities of produc-
tive labor. Other factors that are
equally important in this respect are
the increase of investments of the pri-
vate sector, the conquest of new mar-
kets, fiscal discipline and responsi-
bility, monetary stability, and good
administration of justice, among
others.Even when considering all of
these aspects, it can be affirmed that
definitively it is neither possible to
achieve sustainable economic
growth and development nor to
deepen democracy in the long-term,
without an educated and healthy
population. To promote investment
in people, the Social Expenditure in
the Budget Project defines budget
policy as the specific framework of its
strategy of advocacy and information
dissemination.

We trust that the Bulletin will be
a useful tool to allow citizens to
have a greater and better partici-
pation in the process of develop-
ment and debate on the Budget,
through the access to systematic
and timely information it provides.
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Definition of Social Expenditure

Social Expenditure is the ex-
penditure made by countries in their
efforts to improve, in a direct man-
ner, the quality and living standards
of their respective populations. It in-
cludes the expenditure made by the
National Government through the
General Budget of the Nation in the
areas of education, health, social
protection, labor and housing.

Within the Project’s frame-
work, the intention is to make a fol-
low-up of Social Expenditure in 5
aspects that are considered to
have priority:

® Access to pre-primary and primary
education

® Access to a package of basic
health services

® Reduction of extreme poverty

® Reduction of malnutrition and of
the risk of malnutrition

® Access to drinking wa-
ter and basic sanitation
systems

The access to pri-
mary health care, the
use of clean water and
of appropriate sanitary
installations, basic edu-
cation, the networks of
social protection and,
in general, the in-
crease of opportuni-
ties to escape the trap of
poverty, represent the es-
sential components on
which human develop-
ment is founded, and
they are currently recognized
as human rights.
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The National Budget:

a fundamental tool

HOW CAN THE NATIONAL BUD-
GET HELP IMPROVE THE LIV-
ING CONDITIONS OF PEOPLE?

The budget is the main man-
agement tool of a government. It
shows how a country defines its
priorities and assigns its resources.
Prioritizing resources toward pro-
grams to fight poverty, provide
educational coverage, drinking
water, primary health care, and
reduce malnutrition (mother-child)
has a strong impact on the im-
provement of the quality of life of
the population.

Imr&gple

Using the tool
properly, many
things can be

fixed up...



The following illustration synthesizes how budget
decisions affect the living conditions of people:

Belter income

levels, less
povetty

Better living
conditions for the
eitizens

Belter
protuctivity educational
levels lovels

%

Eetter
health
cohklltdons

Mothar — child LD ﬁsm ) Educatlanal Tgfrf:sfzr'\}f:’g‘
RRRN and sankatlon coverage eaverage
Focused social protection Infragtructure anc Infractructre and Infrastructure and
and income-generglion maintengnce of water ; - -
sarvites and sanitation educational services health services

el

General Budgel of the Nation

/

Social Expenditure in Paraguay

PLACING US IN THE LATIN AMERICAN

[

Constant values are used in order to prevent inflation
from distorting the calculations.

N

The possibility of increasing the provision of basic ser-
vices by improving the efficiency of the current Social
Expenditure cannot be underestimated. It is clear,
however, that the levels have been — and still are —
inadequate to accomplish significant changes in cov-
erage levels.

w

The lack of access to drinking water is detrimental to
a good performance at school; in this respect, we talk
about a policy that is not integrated.

CONTEXT

The budget resources allo-
cated to social expenditure experi-
enced a sustained growth during
the 1990’s in Paraguay, especially
the expenditures on education
and, in a lesser degree, those on
health and other social services.
However, since the year 2000, this
tendency has been decreasing if
one values the amounts in constant
Paraguayan guaranies.!

The coverage gaps that the
country has nowadays with regard
to basic social services are still large.
This may be due, on the one hand,
to the fact that the levels of disburse-
ments were not sufficient and are
quite below the average of the coun-
tries in the region.2 On the other

hand, an integrated social invest-
ment policy® was not developed. This
is the reason why a great disparity
in the size of the gaps is observed.
For example, the Net Enrolment
Rate in Basic School Education is
approximately 90% while the cov-
erage of drinking water is just 55%.

For comparative purposes, we
took the 1999 data of the United
Nations Economic and Social
Commission for Latin America and
the Caribbean (ECLAC). Para-
guay assigned an average of US$
140 per capita to serve the rights
of its citizens related to having
access to social services, while
in Latin Americathe average was
of US$ 696 per capita.
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The graph below is sufficiently clear and places us in

the Latin American context:
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How are we at the
present time?

BRIEF DESCRIPTION OF SOCIAL INDICA-

TORS IN PARAGUAY

The percentage of the popula-
tion in extreme poverty conditions
went from 13.9% in 1995 to 15.6%
in 2001, which means that, cur-
rently, more than 845,000 people
live in these conditions.

* 5% of the population of children
under 5 years of age suffers from
malnutrition, i.e., around 35,000
children younger than 5 years
of age.

e 20% of children younger than 5
years of age are in the fringe of
risk of malnutrition, this is equiva-
lent to 141,000 children younger
than 5 years of age.

* 30% of pregnant women al-
ready suffer from malnutrition, i.e.

around 45,000 women.

27% of the population does not
have any type of medical care
coverage, which means around
1,527,000 people.

9% of children between 5 and
14 years of age, i.e. 133,000
children are not in the formal
educational system, according
to the latest estimates of the Min-
istry of Education and Culture.

45% of the population, which
represents around 2,577,000
people, does not have access
to drinking water, and only 25%
has some type of basic sanita-
tion system.

I'm sorey, my A
baley. .. Thizs
Iz all we qob
frim the
Soial Expen-
diture.

Both the studies that were done
and empirical evidence show that
there are synergies between uni-
versal access to basic social ser-
vices and human development,
between poverty reduction and
economic growth. In this respect,
the assignment of resources and
the efficient execution of the Bud-
get are of vital importance for the
future of the country.



Millennium Development
Goals (MDGs)

In September 2000, within the
framework of the United Nations Mil-
lennium Summit, the leaders of the
world agreed on making their best
efforts to accomplish the Millennium
Development Goals (MDGs) by 2015.
The MDGs represent an ambitious
agenda that intends to significantly
improve the living conditions of the
world population. These goals focus
on reducing poverty, hunger, dis-
eases, illiteracy, degradation of the
environment and discrimination
against women.

For Paraguay, the Millennium Dovelaprent Goals™ represont
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The cost of the Millennium
Development Goals in Paraguay

FIVE PRIORITY OBJECTIVES

In this section, we present the
additional financial resources that,
according to the estimations of the
Project, the country needs to assign
as of now to meet the Millennium
Development by the year 2015. We
will concentrate on the 5 priority
objectives that the Project intends
to monitor.

1. Reduction of extreme poverty
from 16% to 8%

The extremely poor are those
whose incomes are not enough to
cover basic food supplies. People
who are in this situation can hardly

take advantage of greater opportu-
nities of education and technologi-
cal advances. In many cases, even
the advantages of economic growth
may reach them with much delay.
This segment of the population re-
ceives special attention in countries
that have public policies focused
on the accomplishment of the Mil-
lennium Development Goals. The
amount of additional resources
needed so that 50% of the popula-
tion in extreme poverty conditions
has the capacity to acquire basic
food supplies that would allow them
to get out of such condition comes
to US$ 26 million per year (until

2015). There are different mecha-
nisms designed* for these re-
sources to reach people effectively.
These mechanisms seek to mini-
mize the errors of exclusion and
inclusion, and generally focus on
the joint responsibility of the ben-
eficiaries.’

4 There are other Objectives that are also very impor-
tant. The Project, however, will do the follow-up on the
mentioned ones.

5 You may refer to «Experiencias Exitosas de Combate
ala Pobreza: Lecciones para una Reorientacion de las
Politicas», PROGRESA — Mexico, RIMISP-FAO
Report (July 1999).
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6 This estimation covers the quantification of additional
resources, but it does not include the transfer mecha-
nisms that also have their costs. The National Strat-
egy for Poverty and Inequality Reduction and Elimina-
tion (ENREPD), led by the Department of Social Ac-
tion (SAS), has accomplished significant advances
regarding the design of targeting policies. In general,
transfer mechanisms demand the joint responsibility
of the beneficiaries.
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2. Reduction of malnutrition (un-
derweight) by 50%

Malnutrition (underweight) in
Paraguay reaches 5% of the popu-
lation under 5 years of age. In or-
der to meet the goal of reducing this
rate by 50%, attention to other vul-

nerable groups is required, besides
those that were already mentioned,
due to the fact that 30% of preg-
nant women suffer from malnutri-
tion on the one hand, and on the
other hand, 20% of the children
under 5 years of age are in the
fringe of «risk of malnutrition».
Pregnant women will probably give
birth to malnourished children, and
the children in the fringe of risk may
go, if unattended, to the group of
malnourished.

Because of the above, the most
appropriate way to achieve the pro-
posed goal requires a simulta-
neous attention to the three groups
mentioned: children with malnu-
trition (underweight) + children at
risk of malnutrition + pregnant
women with malnutrition. Accord-
ing to the Millennium Development
Goals, the target is the reduction of
these percentages by 50%, for
which an additional annual aver-
age of US$ 11.4 million has to be
allocated to programs to fight mal-
nutrition from this year to the year
2015. This amount emerges from
especially designed packages,
such as milk, cereals, vitamins and
mineral supplements, and other
food supplies®.

3. Access of 100% of the popula-
tion to a Package of Basic Health
Services

According to data from the Min-
istry of Health and Social welfare
(1998), 73% of the population has
health care coverage, distributed
as follows:

® 58% covered by the public sector

® 32% by the Ministry of Health
and Social Welfare

® 8% by Military and Police Health
Services



® 17% by the Social Security Insti-
tute (IPS)

® 1% by other services
® 15% covered by private services

The gap is made up by the
population segment that does not
have access to any type of medical
assistance, which in percentage
terms represents 27% of the popu-
lation, or 1,520,000 persons in
20037. Due to the fact that under
the present circumstances it is diffi-
cult to provide all medical services
to the entire population, a package
of basic health services is consid-
ered, which in general terms would
imply: group education on the use
of health services, attention to
emergencies, vaccines for children
and adolescents, growth supervi-
sion and control, pre-natal and birth
care, post-delivery consultation,
family planning consultation, early
diagnosis of gynecological cancer,
services targeted at adults and eld-
erly people, services targeted at the
community, and the environment
(e.g. anti-rabies vaccination), etc.

Additional resources needed
to provide the package mentioned
above to the population that is cur-
rently unattended, and achieve
100% coverage, would reach US$

28.8 million annually, as an aver-
age, from 2004 to 2015.

4. Coverage of 100% of the popu-
lation for pre-primary and primary
in 2015.

The estimated number of stu-
dents enrolled in pre-primary and
primary education in 2003 amounts
to 1,319,884; this number is much
higher than that of the 1980’s, and
this is due mainly to the fiscal prior-
ity that has been given to educa-
tion since 1992, the year in which
constitutional rank was given to the
Ministry of Education and Culture’s
budget.

The number of children who
are still outside the formal educa-
tional system, however, according
to the latest estimates of the Minis-
try of Education and Culture totals
133,000. Considering that the
population that is added to the edu-
cational system each year repre-
sents a relevant number, additional
efforts are needed in terms of bud-
get allocations to reach universal
coverage in pre-primary and pri-
mary education. An average of
approximately (additional) US$ 25
million is needed from now until
2015, to meet the goal®.

5. Reduction by 50% of the gap of
access to drinking water and basic
sanitation.

Drinking Water: achieving the
goal implies that 77% of the popu-
lation will have access to drinking
water in 2015. In the urban sector,
around 80% of the population has
access to drinking water. In the ru-
ral sector, it is exactly the opposite:
80% of the population does not
have access to drinking water.

At national level, the current
gap is 45%, which represents
around 2,500,000 people. The
amount required to meet the goal
is an additional US$ 26.9 million
per annum, as an average. Each
year 42,850 new water service con-
nections have to be made in order
to reduce the gap and respond to
the natural growth of the popula-
tion. It is important to note that non-
investment implies that the gap will
grow from 2,500,000 to 4,385,000
people by 2015.

Basic Sanitation: achieving
the goal implies the increase of
coverage from 25% to 63% of the
population. This will be accom-
plished by reducing the existing
gap by 50% both in the urban ar-
eas (sewage systems) and rural
areas, where the number of houses
that do not have septic tanks
should be increased.

The required amount
reaches an average (additional)
US$ 39 million annuallyfrom 2004
to 2015.

7 Data from studies carried out by the National Food
Institute and SAS, within the framework of the ENREPD,
were taken for the design, besides consultations with
an UNICEF expert on Early Childhood Development.

8 This is not about health insurance coverage, but about
access to medical care.




Additional social fund

to address priority "&\ "
ﬁ )
E :

SOCIaI aSpeCtS ;ﬂfﬂl indicabor?

I'ts hungry...

The additional resources that  funding mechanisms sug-
the country needs on average each gested by the World Bank are
year amount to approximately US$ used; it is even possible to
160 million per year. By 2015, total achieve scale economies in
additional resources would have  the simultaneous provision of
come to approximately US$ 2,100 drinking water and basic sani-
million (over a 13-year period)*°. tation in some regions of the

The estimated amounts are in-  COUN"Y-

dicative. It is possible to achieve The graph below pre-
savings, especially in the provision sents a distribution of re-
of drinking water and basic sanita- sources according to the objec-
tion, if lower-cost technologies or  tives mentioned.

The total additional requirement to meet the Millennium Development Goals is around US$ 160 million

annually until 2015. The graph below presents the percentage distribution.

Malnutrition [undanaeight)
Basic anitation Extreme poverty and risk of malnutrition
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174 aducation
Basic Health Canc 1684,
Services Package
18%

10This average amount implies that some additional in-
vestments already start during what is left of the year
2003. The Tentative Plan of Investments, as of 2004,
which will be shown later, presents a slightly higher
average.
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Possibilities of the National Budget

IS IT FEASIBLE TO ALLOCATE THE MENTIONED ANNUAL
AMOUNT IN A CONTEXT OF FISCAL CRISIS?

On the one hand, if one con-
siders that the current budget defi-
cit is around US$ 158 million, that
the foreign debt service is high,
that the deficit of the State Pension
Fund and the resources allocated
to pay for salaries of government
employees are all financial obliga-
tions that absorb a large part of the
revenues of the State and that they
are also future obligations with an
increasing cost tendency, the con-
clusion may seem obvious: «it is
an amount that the country can not
afford».

On the other hand, if one con-
siders that the public budget has
to be designed and applied from
a point of view of priorities, the
conclusion about the feasibility
may be totally different: «The ad-
ditional required amount is indis-
pensable and can not be post-
poned.»

POSSIBILITIES OF THE BUDGET

Considering that there is very
little time to make important
changes during what is left of the
year 2003, a tentative plan of in-
vestments, as of the year 2004, is
presented. (See graph on page 12)

It proposes to start by as-
signing resources that aim at
making progress toward meet-
ing the Millennium Development
Goals with amounts that are fea-
sible in the short-term, and then
to increase these amounts in the
ensuing years.

The next graph shows the dis-
bursement of around US$ 70.7
million in 2004; and in-
creasing disburse-
ments in the en-
suing years
(2005-2008),
US$ 86 mil-
lion, US$ 102
million, etc.

The
government au-
thorities con-
sider the

Moml
Am [ already
counted in th
budget?
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possibility
of increas-
ing tax rev-
enues by
25%, initiat-
ing the reform process of the State
Pension Fund. They also consider
(a) reducing the number of gov-
ernment employees, (b) reducing
business informality (i.e., unregis-
tered businesses), and (c) initiat-
ing the fight against poverty. In con-
formance with these announced
measures, we present as an ex-
ample a series of comparisons that
may help to re-direct budget pri-
orities:

® The estimated funding needed
to materialize the Tentative Plan
of Investments for the year 2004 is

equivalent to 5.7% of the Central
Administration budget for 2003.

® The additional amount re-

quired to address needs in

pre-primary and primary

education during 2004 is

e equivalent to 1.2% of the

budget assigned to Per-

sonnel Services in 2003

(the approximate cost of
1,870 government jobs).

® If 1.5% of the royalties of
the Binational Compa-
nies during 2004 is
earmarked to the
Plan, 2,800 chil-
dren with global
malnutrition,
11,000 children
with risk of malnu-
trition and 4,600
pregnant women
with malnutrition
can be cared for.

®  With 62% of the tax
exemptions of the year 2002, it is
possible to fund the access to
drinking water of 170,000 people
during the year 2004.

° With 4.3% of the deficit of the
State Pension Fund (2003), it is
possible to provide 247,000
people, during the year 2004, with
a package of basic health services
to which they do not have access
today.

* With 1.5% of the Tax Revenues,
assistance can be provided to
92,000 extremely poor people dur-
ing the year 2004.




Tentative plan of additional social
Investments
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In order to achieve the MDGs, increasing, sustained and
feasible social investments are needed, which have
to be aimed at the progressive reduction of the

social debt.

Investing in people is highly profitable, it guar-
antees better living conditions for the popula-
tion, it favors the strengthening of democracy

and promotes human capital as one of the main
pillars of economic growth.




Conclusions

* Definitely, the structuring of the
General Budget of the Nation plac-
ing people in the first place in the
scale of priorities will allow the gen-
eration of a realistic margin of ma-
noeuver to fund an important part
of the Millennium Development
Goals. It is clear though, as men-
tioned in the beginning of the bul-
letin, that an appropriate re-assign-
ment of budget allocations is a nec-
essary but insufficient condition to
fight poverty efficiently and improve
the quality of life of the population.
The State still has a lot to do in other
areas of political and social policy.

® One of the prerequisites to allo-
cate resources with greater effi-
ciency and equity toward the pro-
posed objectives is the transpar-
ency of the information in the bud-
getin all of its stages: from the de-
sign and structuring of the different

levels until the consolidation of the
preliminary plan submitted by the
Executive to Congress. Later, it is
crucial that society monitors and
follows up on the budget proposal
and discussions undertaken by the
Bi-Chamber Commission, and that,
after the approval of the Budget, it
also has access in a transparent
manner to the budget execution by
the respective executing institutions
through periodic information about
the use of the resources. Besides,
since the beginning, the rules have
to be clear with regard to the priori-
ties established when making fis-
cal adjustments that may be de-
cided upon during the fiscal year to
avoid sacrificing mainly
those resources allo-
cated to more vulner-
able groups. The So-
cial Expenditure

in the Budget
Project in-

tends to contribute to all of these
aspects.

® The effective application of the
Zero Base Budget can not be post-
poned. This would allow not only
budgeting based on objectives,
and assessing the degree of
achievement of the goals set, but it
would also generate greater re-
sponsibility on the part of the au-
thorities by making the commit-
ments explicit before the society
they represent.

° Nations grow and develop when
their inhabitants improve their ca-
pabilities and have access to
greater and better opportunities.
For this reason, our pro-
posal is: IN-
VESTING IN
PEOPLE.




With regard to the

analyses

® |t should be noted that the time
horizon taken into consideration,
which is of more than 10 years
(2003 — 2015), involves uncertainty
with regard to the direction of the
variables that serve as inputs for
the calculations. Some of the vari-
ables include the exchange rate,
whose fluctuation may alter the
costs of the gaps. Also there may
be periods of high inflation (or de-
flation) in the future, which may also
generate changes in the calcula-
tions.

® The results of the last Census on
Population and Housing (2002)
have triggered the recalculation of
the population level in Paraguay
for the years between 1992 and
2002. The new official data reveal
that Paraguay has 240,000 fewer
inhabitants than what had been
previously officially projected. On
the other hand, in 2015, supposing
that the population growth rate con-
tinues the same as the last one
observed, we will have 430,000
fewer inhabitants in Paraguay than
what had been initially projected
with data from the 1992 Census.

The previous official projection for
the year 2015 was of 7,773,091 in-
habitants in Paraguay. If we con-
sider the last Census and assume
the same rate of demographic
growth for the year 2015, Paraguay
will have around 7,342,000 inhab-
itants by then. In turn, these new
population levels generate difficul-
ties to estimate the population’s age
structure. In fact, the size of the
gaps estimated by the official bod-
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ies has to be adjusted in accor-
dance with the new data. The
Project has taken precautions
when making estimations; however,
the official data on the population’s
age structure are not yet available.

® Estimations related to pre-primary
and primary education pose diffi-
culties that are related to differ-
ences in the official population pro-
jections, which are based on data
previous to the 2002 Census. After
assessing different sources and
reports related to educational cov-
erage, the Project has decided to
use the data from the Ministry of
Education and Culture.

® With regard to the estimation of
the number of people without ac-
cess to medical assistance, the lat-
est official data are from the year
1998. Currently, the Ministry of
Health and Social Welfare has
more resources, so the coverage
may have increased. However, the
deterioration of the economic situ-
ation may have decreased the cov-
erage from the private sector (it is
possible that some form of compen-
sation may have occurred). In the
absence of updated data, and con-
sidering the hypotheses men-
tioned, the Project considered the
same coverage for the year 2003,
in terms of rates, but not in terms of
population level.

® The data on poverty in terms of
percentage (% of extremely poor
people in relation to the total popu-
lation) are from 2001; however, the
new poverty levels were re-esti-

mated considering the new popu-
lation data of the last Census.

* When talking about the amount
of resources that the extremely poor
people require to leave such con-
dition, we do not intend to say that
the amount proposed is sufficient;
it is simply the additional amount of
resources that this stratum of the
population needs to leave such
condition. The focalization costs
normally raise these amounts sig-
nificantly. However, the calculation
is very illustrative of the low amount,
in relative terms, that the extremely
poor people need in order to have
a more dignified life.

® These considerations imply that,
throughout the years, the Project
will be making adjustments to guar-
antee the closest possible approxi-
mation to reality and to the real costs
involved in decreasing the gaps to
meet the Millennium Development
Goals.
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In forthcoming editions:  Follow-up on the Execution of Social Expenditure on Pre-Primary and Primary
Education, Public Health, Drinking Water and Basic Sanitation, as well as monitoring of the execution of budgetary

resources targeted at diminishing malnutrition and combating poverty ~Analysis of the Proposal of the General
Budget of the Nation 2004, presented by the Executive to Parliament Structural problems in the National Budget.




