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Figure 3
LATIN AMERICA (18 COUNTRIES): GINI COEFFICIENT OF INCOME
DISTRIBUTION, 2002-2009 ®
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries.

* The year of the survey used differs from country to country. The period 2002 corresponds to the latest survey available between
2000 and 2002, and the period 2009 represents surveys available between 2006 and 2009.
® Urban area.

The results show a wide range of multidimensional poverty indicators that is,
broadly speaking, similar to the outcomes from a monetary measure of poverty. The
countries with the highest multidimensional poverty rates (Guatemala, Honduras, Nicaragua
and the Plurinational State of Bolivia) are also those with the highest monetary poverty rates.
At the other extreme, Chile, Costa Rica and Uruguay (urban areas) are the countries with the
lowest multidimensional poverty rates and the lowest monetary poverty rates.

Over the past decade, practically all of the countries of the region recorded lower
multidimensional poverty rates, with drops of more than 10 percentage points in six cases
(see figure 4). The decline in multidimensional poverty was not confined to some countries
where rates were below 10% (which is to be expected because some of the indicators used are
probably at the minimum threshold level).

16



Social Panorama of Latin America 2010  Briefing paper

Figure 4
LATIN AMERICA (17 COUNTRIES): MULTIDIMENSIONAL POVERTY
RATE, 2000-2009 *
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries.

* The year of the survey used differs from country to country. The period 2000 corresponds to the latest survey available in 2000, and

the period 2009 represents the latest surveys available between 2006 and 2009.
’ Urban areas.

The evidence confirms the trend towards improving living conditions. However, it
should be borne in mind that this assessment of multidimensional poverty is bound by the
specific material deprivation indicators that household surveys conducted in the region can
quantify. To make better use of the multidimensional approach requires combining the
evaluation of material deprivations with an assessment of deprivation in other components
of well-being. To do so requires improving the sources of information currently available.

B. Fertility rates, early emancipation and poverty

In monetary terms, child poverty in Latin America declined significantly between
2000 and 2009. But poverty still affects a higher proportion of children and adolescents,
calling for a better understanding of the factors behind child poverty.

Early fertility can be a key factor in the reproduction of poverty among children.
Earlier fertility and higher lifetime fertility place a heavy childraising burden on households,
forcing them to distribute scarce resources among a large number of children and making it
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harder for mothers to participate in the labour market. Poor children develop at a
disadvantage in terms of health and access to the education system. This erodes their human
capital and contributes to the reproduction of poverty in the long run.

Table 3
LATIN AMERICA (16 COUNTRIES): TRENDS IN CHILD AND ADOLESCENT MONETARY
POVERTY RATE AND CHANGES IN FERTILITY RATE, 1990 AND 2009°
(Percentages)

Fertility rate,  Fertility rate, all

Poor children poor mothers ~ mothers aged

Poor children  Fertility rate, all Fertility rate, all

aged 0-15 aged 15-24° 15.24" aged 0-15 poor mothers”® mothers”

Argentina -54 -26 -33 -48 -7 -54
Bolivia

(Plurinational State of) -14 -23 -30 -9 -17 -14
Brazil -25 -27 -53 -28 -19 -25
Chile -74 -63 -57 -74 -57 -74
Colombia -7 -19 -24 -6 -13 -7
Costa Rica -15 -46 -54 -15 -33 -15
Ecuador -21 -37 -51 -21 -25 -21
El Salvador -11 -39 -39 -7 -23 -11
Guatemala -7 -10 -16 -6 -4 -7
Honduras -8 -46 -49 -8 -29 -8
Mexico -9 -37 -49 -16 -34 -9
Nicaragua -10 -43 -48 -8 -25 -10
Panama -28 13 -19 -37 -7 -28
Paraguay 17 -23 -27 11 -22 17
Uruguay -45 -33 -31 -45 -41 -45
Venezuela

(Bolivarian Republic of) -11 -38 -53 -16 -29 -11
Latin America® -20 -31 -40 -21 -24 -33

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the respective countries.

* Changes in fertility rates for poor and non-poor mothers were calculated considering a constant overall poverty rate at the value for
1990. The results were very similar to those shown in table 1.

° The term “mothers” refers to all women identified as female heads of household or spouses of the head of household.
¢ Simple averages.

In Chile and Uruguay (two of the four countries where the poverty rate among
children aged 0-5 has come down the most), the fertility rate for poor mothers aged 15-24
decreased more than for all mothers in the same age group. On the other hand, Argentina
(the second most successful in reducing child poverty) saw the fertility rate for the youngest
poor mothers decline less than for all mothers. In Panama, which ranks fourth in reducing
child poverty, the fertility rate for poor mothers aged 15-24 increased.

In four of the five countries with the largest drops in the poverty rate for children
aged 0-5 (Argentina, Brazil, Chile and Uruguay) the simple average decline in the fertility
rate for poor mothers aged 15-24 was 37%, compared with 27% for the countries that were
least successful at decreasing the child poverty rate (Colombia, Guatemala, Honduras,
Mexico and Paraguay). These calculations did not include Panama among the countries with
the largest drops in the child poverty rate.
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In short, reproductive outcomes can have a long —and lasting— impact in terms of
poverty for mothers and their children. This calls for policies targeting current and future
mothers and their children. Among such policy instruments are (a) postponing the age at
which motherhood is initiated; (b) improving access to information on reproduction control;
(c) retaining women in the education system; (d) improving the quality of education; and
(e) making institutions available to provide care for young children, thus giving mothers
more time for their own education or for participating in the labour market.

Early initiation of the emancipation process, that is, the process of leaving the family
of origin, entering the labour market and forming one’s own household, is a crucial milestone
in the lives of poor young people.’

In countries with less education coverage and less advanced demographic transition,
there are marked differences in school attendance rates for 15-year-olds by income quintile.
For the highest-income quintile the rate is 95%; for the poorest quintile it is only 75%. In none
of the age groups between 15-29 does labour participation for women in the poorest quintile
reach 50%. Conversely, some 80% of the 29-year-old women in the wealthiest quintile
participate in the labour market (see figure 5).

The data on young people who neither study nor work raise a red flag for the risk of
poverty and social exclusion. Disaffiliation from key institutions is more frequent among
women than among men and for young people from lower-income strata than for their peers
at the other extreme of the distribution.

In the less developed countries of the region, young women in the higher strata who
neither study nor work but surely perform traditional domestic tasks outnumber their peers
in more developed countries by more than three to one.

* Emancipation is the path from dependency to autonomy, or the transition from youth to the

shouldering of the roles and responsibilities of adulthood.
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Figure 5
EL SALVADOR, GUATEMALA, HONDURAS AND NICARAGUA (SIMPLE AVERAGES):
EMANCIPATION INDICATORS BY AGE AND INCOME GROUP, AROUND 2006 *
(Percentages)

A. Men, first quintile B. Men, fifth quintile
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the respective countries.

* El Salvador 2004, Guatemala 2006, Honduras 2007 and Nicaragua 2005.

C. Subjective well-being, living conditions and life cycle:
Latin America and the Caribbean and other regions
of the world

Figure 6 shows the findings of a study linking national average life satisfaction and
GDP per capita in countries of Latin America and in other regions for the period from 1981 to
2008. National life satisfaction averages in our region are far higher than what would be
expected on the basis of per capita GDP; they are comparable with national averages for
countries in Western Europe, North America and Oceania.
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Figure 6
LATIN AMERICA AND THE CARIBBEAN (20 COUNTRIES) AND OTHER REGIONS OF THE
WORLD: LIFE SATISFACTION BY PER CAPITA GDP, 1981-2008 *
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from the
database of the World Values Survey [online] http://www.worldvaluessurvey.org and Latinobarémetro, 2007 for satisfaction level; and
World Bank, World Development Indicators (WDI) [online] http://data.worldbank.org/indicator, for GDP per capita.

* (Average values on a life satisfaction scale from 1 to 10 where 1 is very unsatisfied and 10 is very satisfied, and in per capita GDP
logarithms). North America, Oceania and Western Europe: Andorra, Australia, Canada, Cyprus, Finland, Germany, Great Britain,
Italy, Netherlands, New Zealand, Norway, Spain, Sweden, Switzerland and United States. Eastern Europe: Albania, Belarus, Bosnia
and Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Moldova, Poland, Romania, Russian
Federation, Serbia, Slovakia, Slovenia, Ukraine and former Yugoslav Republic of Macedonia. Asia: Armenia, Azerbaijan,
Bangladesh, China, Georgia, Hong Kong (Special Administrative Region of China), India, Indonesia, Iran, Iraq, Israel, Japan, Jordan,
Kyrgyzstan, Malaysia, Pakistan, Philippines, Republic of Korea, Saudi Arabia, Singapore, Thailand, Turkey and Viet Nam. Africa:
Algeria, Burkina Faso, Egypt, Ethiopia, Ghana, Mali, Morocco, Nigeria, Rwanda, South Africa, Uganda, United Republic of Tanzania,
Zambia and Zimbabwe. Latin America and the Caribbean: Argentina, Bolivarian Republic of Venezuela, Brazil, Chile, Costa Rica,
Colombia, Dominican Republic, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru,
Plurinational State of Bolivia, Puerto Rico, Trinidad and Tobago and Uruguay.

In Latin America, the life satisfaction gap by income bracket is greater for individuals
aged 60 and older, where middle- and lower-income groups report a level of satisfaction that
is far lower than for higher-income groups. This pattern is similar to the one found in Eastern
Europe and unlike that of the more developed countries, where individuals in lower-income
households show a U curve for degree of life satisfaction over their entire life cycle (see
figure 7), life satisfaction increases after age 60 and the satisfaction gap between groups with
different income levels narrows substantially at that stage of the life cycle. This difference
between regions probably has to do with the fact that the more developed countries have
more universal systems to protect older persons (greater pension and health care coverage
for lower-income sectors). It is not the same thing to age with protection (thanks to either
self-funded pensions or a welfare state) than to age in a precarious economic situation
without social protection.
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Figure 7
LATIN AMERICA AND THE CARIBBEAN (12 COUNTRIES) AND OTHER REGIONS OF THE
WORLD: LIFE SATISFACTION BY AGE AND INCOME, 1981-2008 *
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from the
World Values Survey [online] http://www.worldvaluessurvey.org

* Average values on a scale from 1 to 10 where 1 is very unsatisfied and 10 is very satisfied. Latin America: Argentina, Bolivarian
Republic of Venezuela, Brazil, Chile, Colombia, Dominican Republic, El Salvador, Guatemala, Mexico, Peru and Uruguay. Eastern
Europe: Albania, Belarus, Bosnia and Herzegovina, Bulgaria, Czech Republic, Hungary, Moldova, Poland, Romania, Russian

Federation and Ukraine. Continental Europe: France, Germany, Netherlands and Switzerland. English-speaking countries: Australia,
Great Britain, United States and New Zealand. Nordic countries: Finland, Norway and Sweden.

In the region, being married, being in a shared living arrangement and having a
partner are associated with higher levels of life satisfaction. In Latin America, childless 17-to-
29-year olds report the highest level of life satisfaction, similar to their counterparts in
industrialized countries. But young people who have one or more children or are single
parents have far lower levels of life satisfaction than their counterparts in developed
countries, as do married couples in the same age bracket with one or more children (see
figure 8). As figure 8 shows, Nordic countries report the highest levels of life satisfaction
among young couples with children. Tellingly, these are countries with the supports and
incentives for maternity and paternity that are characteristic of a welfare state.
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Figure 8
LATIN AMERICA AND THE CARIBBEAN (12 COUNTRIES) AND OTHER REGIONS
OF THE WORLD: LIFE SATISFACTION BY MARITAL STATUS AND NUMBER
OF CHILDREN, AGES 17-59, 1981-2008 *
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from the
World Values Survey 1981-2008.

* Average values on a scale from 1 to 10 where 1 is very unsatisfied and 10 is very satisfied. Latin America: Argentina, Bolivarian
Republic of Venezuela, Brazil, Chile, Colombia, Dominican Republic, El Salvador, Guatemala, Mexico, Uruguay and Peru. Eastern
Europe: Albania, Belarus, Bosnia and Herzegovina, Bulgaria, Czech Republic, Hungary, Moldova, Poland, Romania, Russian
Federation and Ukraine. Continental Europe: France, Germany, Netherlands and Switzerland. Anglo-Saxon countries: Australia,
Great Britain, United States and New Zealand. Nordic countries: Finland, Norway and Sweden.
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CHAPTER I

EDUCATION AND THE INTERGENERATIONAL REPRODUCTION OF
INEQUALITY AND EXCLUSION: REALITIES AND CHALLENGES
IN LATIN AMERICA

Education is at the core of all the developmental stages of the life cycle discussed
in this edition of Social Panorama. It is the main tool at the disposal of States to dissociate an
individual’s social background from the well-being he or she can attain throughout life. But
the region has not harnessed the education system as a driver of equal opportunity.
Advances in coverage, access and progression through education cycles in recent decades
have caused stratification in learning and attainment within educational systems.

Any look at the life cycle must take into account education cycles, too, so preschool
education is coming to the forefront of public policy in the region because of its positive
impact on subsequent stages. Access to preschool is uneven in the region; some countries
have nearly universal enrolment while in others enrolment is in the area of 30%. While socio-
economic inequalities do not seem to affect attendance rates towards the end of the preschool
cycle (three to five years of age), household surveys provide some evidence that inequalities
are greater at younger ages. Moreover, there are marked differences in access between urban
and rural areas and for indigenous groups.

Access to primary education is virtually universal, but efforts should focus on timely
progression and completion of this cycle for the most neglected social groups, as shown in
figures 9A and 9B.

The ratios for access to and timely progression through the secondary cycle are
markedly lower than for primary education and vary more widely from country to country.
The net attendance rate for the secondary level is 88%, versus 97% for the primary level.
Young people approaching the upper secondary cycle already have opportunities to enter
the labour market. This acts as a disincentive to staying in school, especially if students face
adverse economic or academic conditions or problems with integration or identity formation.
In addition to heterogeneity among countries, there are ever more pronounced differences
within countries: between rural and urban areas, poor and non-poor students, different
socioeconomic strata and indigenous and non-indigenous groups, as well as other
discriminating factors (see figure 10).
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Figure 9
LATIN AMERICA (17 COUNTRIES): SCHOOL LAG AMONG CHILDREN AGED 9-11 AND PRIMARY
EDUCATION COMPLETION, YOUNG PEOPLE AGED 15-19, TOTAL POPULATION,
BY SEX AND INCOME QUINTILE, AROUND 2007-2008*
(Percentages)

A. Educational lag B. Completion rate

Guatemala 100 96 96 97 98 98
Nicaragua 92 94 91 93 94
Paraguay 90 7
Colombia 80
Dominican Rep.
Honduras 70 7
Bolivia (Plur. State of)
El Salvador 60 7
Ecuador 50
Brazil
Panama 40 7
Peru 30 A
Uruguay
Chile 20
Argentina
Costa Rica 101
Mexico 0 -
Total Quintile | Quintile Il Quintile Il Quintile IV Quintile V
® Men H Women

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of the Information System on
Educational Trends in Latin America (SITEAL), Statistical Summary |, National Totals, October 2008, and special tabulations of data
from household surveys conducted in the respective countries.

* Children who are two or more years behind the grade they should be in for their age.

Figure 10
LATIN AMERICA (SELECTED COUNTRIES): POPULATION AGED 20-TO-24 WITH COMPLETE
SECONDARY EDUCATION, BY PER CAPITA INCOME AND SEX, AROUND 2008°
(Percentages)

L e

Quintile | Quintile Il Quintile 111 Quintile IV Quintile V Indigenous  [Non-indigenous
Income quintile Rural areas
m Men B Women

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the respective countries.

* The data for indigenous and non-indigenous young people refer to eight countries and correspond to 2007.
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Access to the final cycle of post-secondary education is generally reserved for a
relatively small portion of the region’s young people. Only 8.3% of young people aged 25-29
have completed at least five years of post-secondary education (typical length of time for a
university degree programme). There is marked stratification by per capita income quintile:
for every 27 young persons from high-income strata (fifth quintile) who complete five years
of post-secondary studies only one lower-income (first quintile) one does.

Among the factors of inequality, household socio-economic status and the head of
the household’s level of formal education underlie disparate results in learning outcomes
and progression through the education system. This shows that the educational system is not
performing one of its principal functions: that of decoupling children’s and young people’s
attainments from the dissimilar backgrounds they carry into the system. This situation is
compounded by access to education services that vary widely in quality. Social patterns are
not reproduced by any single institution alone but rather by the institutional structure as a
whole, where the education system combines, above all, with family life and the immediate
community environment. Household attributes are still the basic cause of differences in
learning outcomes.

The social and cultural disadvantages that burden lower-resource students as they
enter the educational system are compounded by access to lower-quality education services
than are available to students with more resources. This reinforces the inequality of their
learning paths. Over the past few decades, expanding access to the educational system for
traditionally excluded sectors has come with greater segmentation of supply and a sharp
increase in out-of-pocket expenses and the number of private schools.

Segmentation, then, is not just in years of schooling but also in effective learning.
Figure 11 shows the distribution of academic performance for 15-year-old students in science,
by economic, social and cultural status. Most students in the first and second income
quartiles in the countries of Latin America perform below level 2, meaning that they have not
developed the basic competencies for performance in this area. By way of contrast, learning
outcomes also differ among students from different quartiles in OECD countries, but the vast
majority achieve the basic expected level of competency (level 2 and higher).
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Figure 11
LATIN AMERICA (SIX COUNTRIES): PERFORMANCE ON THE PISA SCIENCE ASSESSMENT
FOR 15-YEAR-OLD STUDENTS, BY FAMILY ECONOMIC, SOCIAL
AND CULTURAL STATUS (ESCS INDEX), 2006*
(Percentages)

L0 e It It it it M
Lowest Lower-mid Higher-mid Highest Lowest Lower-mid Higher-mid Highest
ESCS quartile |ESCS quartile [ESCS quartile | ESCS quartile ESCS quartile | ESCS quartile | ESCS quartile | ESCS quartile
Latin America (6 countries) OECD
7 Below level 1 M Level 1 =Level 2 Hlevel 3 =i Level 4 Level5 M Level6

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of microdata from
the PISA 2006 survey.

* The distribution of performance levels in Latin America and in the Organisation for Economic Co-operation and Development

(OECD) refers to the simple average of average weighted national achievement levels of the countries participating in the
Programme for International Student Assessment (PISA) 2006 (Argentina, Brazil, Chile, Colombia, Mexico and Uruguay).

While attainment and learning in the formal educational system are very (and
increasingly) important for full participation in the economy, society and political life, full
access to and use of information and telecommunications technologies (ICT) is becoming a
requisite for social inclusion. The digital divide exacerbates gaps in learning, in broadened
communication, in social networks, in access to productive employment and in having a
voice in society; digital convergence clearly helps narrow them. The school system is key for
achieving mass access and providing training in and access to new digital technologies. But
efforts to work through the schools to counteract the market-driven digital divide (reflected
in the gap between households in high and low socio-economic strata) have not closed those
gaps nor achieved much in the area of digital convergence.

The disparity in skills development is linked not only to educational attainment but
also, later on, to self-regulated labour markets that are true factories of segmentation in terms
of productivity, access to welfare and full enjoyment of social entitlements. Hence, structural
inequality (which is reproduced through the production structure, markets and institutions)
combines with intergenerational inequality where gaps are reinforced throughout life and
are passed from one generation to the next.
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This calls for an integral approach that encompasses structures, institutions and the
life cycle. And it highlights the importance of education to prepare individuals for fuller
participation in all spheres of society throughout their adult lives. One of these spheres,
although not the only one, is labour market. ECLAC has conclusively documented that in
most of the countries of the region, individuals who do not complete secondary education
are exposed to a high degree of social vulnerability because they will tend to receive a poor
labour income in exchange for their educational credentials, and they will be at high risk for
living in poverty and becoming “dispensable” (excluded) if they must engage with self-
regulated labour markets in the absence of minimum guarantees or labour rights. Only a
complete secondary education will, according to the “rates of return approach”, keep an
individual at a “prudent distance” from the poverty line. Figure 12 shows how important it is
to extend higher education coverage to young people who historically have had no access to
it, in order to reduce the gaps in life prospects that are cemented during youth.’

Education policy must mesh with other social promotion and protection efforts if the
intergenerational reproduction of educational opportunities is to be reversed. Key
intervention factors within the education system are:

(i) Extending early childhood education coverage. Publicly-funded institutional
care for children under six has well-documented benefits. Such care facilitates
the integration of women into the labour market, fosters their autonomy and
increases household resources. For the young cohort, it provides an opportunity
for young mothers, giving them more free time to continue studying and avoid
breaking their own education cycle. In-school meals and health care, as well as
early stimulation, offset deficiencies at home. Such care also has a positive effect
on a child’s future development: it is essential for cognitive, psychomotor and
attention-span development and activity levels and has a substantial impact on
the child’s prospects in subsequent education cycles.

We do not argue here that the role of education is exclusively or even primarily that of ensuring that
competitive labour markets yield a rate of return for years of schooling. We merely seek to illustrate
the importance of democratizing educational opportunities in order to enable individuals to
exercise their positive freedom, that is, to carry out their life projects thanks to having, among other
things, the timely opportunity to develop their skills. Such skill development is necessary, but it is
not enough. The labour markets take in young people on the other side of the door (not in the world
of education but in the world of work), so these markets should be subject to regulatory policies and
receive guidance for ensuring the full force of labour rights and social protections. The State has an
essential role to play in keeping differences in education attainment from dooming those without
them to exclusion. Productivity gains, then, should not be seen as a return on learning but rather as
a way for society to work through the State and the tax system to redistribute resources and extend
social protections to the most disadvantaged sectors.
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Figure 12
LATIN AMERICA (SELECTED COUNTRIES): MONTHLY LABOUR INCOME FOR THE EMPLOYED
POPULATION AGED 15-29, 30-64, AND 15 AND OVER, BY LEVEL OF EDUCATION*®
(Percentages and 2000 purchasing power parity dollars)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries.

* The length of education cycles was defined in accordance with the 1997 International Standard Classification of Education (ISCED).

(i) Extending the primary school day. Advances in current pedagogical models and
the education needs of the modern world are making longer school days
increasingly important. An extended school day would be expected to change
the ratio between time spent on working and time for rest, increasing
pedagogical work for pupils at school and decreasing the time spent on
homework. This is especially important for students who lack an educational
climate at home and whose environment does not provide appropriate stimulus
or support for learning. A full school day also has positive externalities for
families, easing concerns about out-of-school care (including meals) and
preventing risky behaviour.

(iii) Incorporating digital technologies into education as a critical opportunity in the
battle for equity. Defining the criteria for choosing the models for incorporating
information and communication technologies into teaching practices should be
subordinated to State goals for education in each country. One of the priorities for
the States of Latin America (and for those in charge of their educational systems) is
to make universal access to computer skills a key tool in the effort to dissociate
social background from learning attainments. This is seen as an essential step in
reducing poverty and inequality and in enhancing social integration.

30



Social Panorama of Latin America 2010  Briefing paper

(iv) Providing support for families through conditional cash transfer programmes. It

(V)

is important to test instruments and strategies that help keep students in the
system during this cycle of schooling, that is, that foster sustained, timely school
progression. Conditional cash transfer programmes are one of the pillars that the
countries have built over the past two decades in order to encourage lower-
income families to buy into keeping their children in the educational system.
Such programmes have the virtue of improving, however marginally, the
monetary resources available to poor households, preventing drop-outs for
opportunity cost reasons (staying in school is part of the transfer programme
contract). However, primary education is approaching universal coverage and
the drop-out rate for young people in vulnerable families is higher at the
secondary level (at this age the opportunity cost of lower family income is
higher). This makes it essential to extend benefits for school-age children
throughout the secondary cycle.

Coordinating the job training system. The path leading young people to the
world of work is, as we have seen, highly segmented by educational attainment
levels. The formation of competencies in the 15-20 age group is essential for
successful entry into the labour market with meaningful opportunities for the
future. Government action is therefore required to target this area of education
and link this supply of education services to the production sector.

(vi) Reconciling higher education quality with expanding access to excluded sectors.

The higher education system in Latin America and the Caribbean has expanded
and grown substantially over the past few decades. Coverage is still very limited,
though, and it is concentrated in the medium- and high-income levels. Ensuring
greater equality of opportunities at this level calls for policies that offset the lack
of monetary resources and of time among young people graduating from
secondary school who need to work to survive or help their families.
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CHAPTER Il

PUBLIC SOCIAL SPENDING IN LATIN AMERICA: GENERAL TRENDS
AND INVESTMENT IN CAPACITY-BUILDING FOR NEW GENERATIONS

Progressive recognition of the importance of public social spending as an
instrument for channelling resources to the poorest population segment and of the
importance of social development as a driver of economic development has led the region’s
countries to gradually increase this category of spending. Thus, social spending rose from
12.2% of GDP in 1990-1991 to 18.0% in 2007-2008, substantially increasing its budget share in
the process from just under 45% to about 65% of overall public spending.

There are clear differences between countries, however, in the macroeconomic
priority they give to social spending, which ranges from less than 8% of GDP in Ecuador,
Guatemala and Peru (central government) to over a fifth of GDP in Argentina, Brazil, Cuba
and Uruguay. The differences between countries are also due to their respective levels of
wealth. Differences in countries’ development levels and tax burdens and thence in their
general and specifically social public budgets are the source of large disparities in funding
levels (see figure 13).

A. THE PROCYCLICAL NATURE OF SOCIAL SPENDING
RELATIVE TO ECONOMIC GROWTH

Although the region’s countries have steadily increased their public budgets,
particularly where social spending is concerned, in most cases these have fluctuated for
reasons generally determined by local economic developments.

However, social spending is less sensitive to the economic cycle than the overall
budget, as figure 14 shows. For all its procyclicality, then, social spending has been better
protected against economic fluctuations than non-social public budget items. It is to be
expected that some specific spending items will be countercyclical, like those that finance
emergency programmes at times of crisis and rising poverty, as these tail off in periods of
economic growth. Others are more stable, such as social security, while others again can be
expected to expand along with the economy to a reasonable degree that avoids
macroeconomic imbalances or any tendency towards deficit spending.
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Figure 13
LATIN AMERICA (21 COUNTRIES): EVOLUTION OF SOCIAL SPENDING RELATIVE TO GROSS
DOMESTIC PRODUCT AND OF SOCIAL SPENDING PER CAPITA

A. Social spending
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), social expenditure database.

Note: NFPS = non-financial public sector; PS = public sector; GG = general government; BCG = budgetary central government;
CG = central government.
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Figure 14
LATIN AMERICA AND THE CARIBBEAN (21 COUNTRIES): ANNUAL CHANGE IN PUBLIC SOCIAL
SPENDING, TOTAL PUBLIC SPENDING AND GROSS DOMESTIC PRODUCT, 1991-2009 *
(Percentage changes)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), social expenditure database.

* Weighted averages. The 2009 expenditure figures are estimates based on information from seven countries.

B. Expenditure trends during the financial crisis

Faced with the 2008 financial crisis, the region’s countries implemented measures of
various kinds. Unlike those taken on other similar occasions, they set out not to shrink
spending but to expand it. Measures of this kind encompassed the areas of monetary and
financial policy, fiscal policy, exchange-rate and foreign trade policy, sectoral policies,
employment and social policies and multilateral finance. Broadly speaking, the measures
were aimed, first, at restoring confidence and making financial markets operational again
and, second, at strengthening domestic demand for goods and services.

The most commonly used fiscal measures in the countries have included cutting
taxes, increasing tax benefits and subsidies and raising or bringing forward expenditure. In
the social and production sectors, considerable extra resources have been put into house
building, water and sanitation, support for small and medium-sized enterprises and the
agricultural sector (easier credit and repayment terms), enhanced employment policies
(unemployment insurance, recruitment subsidies, job creation programmes) and social
programmes, especially conditional cash transfer programmes (which currently command
resources equivalent to 0.4% of the region’s GDP and cover some 20% of the population of
Latin America and the Caribbean).
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The data available for seven countries show that even as GDP declined in absolute
terms in most of them, they all continued to increase their social spending. A number had
already raised social spending in 2008, and five of the seven countries made a still greater
effort in 2009 (Brazil, Colombia, Guatemala, Honduras and Panama). Although the others
also increased their social spending, they did so more slowly than in 2008 (see figure 15).

Figure 15
LATIN AMERICA (SEVEN COUNTRIES): CHANGES IN PUBLIC SPENDING,
SOCIAL SPENDING, NON-SOCIAL SPENDING AND GROSS DOMESTIC
PRODUCT DURING THE FINANCIAL CRISIS
(Percentage changes)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), social expenditure database.

C. Social investment at early ages: growing
progressive spending on education

Investing in the capacities and capabilities of the new generations is vital to produce
a more productive working-age population for the coming decades, something that will be
essential to keep pace with the demographic transition and the steady rise in the proportion
of older adults in Latin American and Caribbean societies. It is also important to have a more
productive working-age population because of the impetus given to economic growth by the
incorporation of know-how and innovation into the production system. Complemented by
policies to promote social and employment rights, this is also a positive element for social
protection systems.
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Education is unquestionably at the core of the investment needed in the capacities
and capabilities of the new generations. Education budgets have increased substantially as a
share of GDP over recent decades. While the region’s GDP almost doubled between 1990 and
2008 (growing by 3.4% a year and 84% over the whole period), the absolute expansion of
public-sector education spending was 5% a year, or 140% over the whole period. The number
of public-sector students in the region increased by almost 29 million in this time to a total of
91.2 million primary and secondary students in publicly run schools (with 18.5 million at
privately-funded schools), while spending per student increased from US$ 312 to US$ 710
(see figure 16).°

Figure 16
LATIN AMERICA (18 COUNTRIES): PUBLIC SPENDING PER PRIMARY AND
SECONDARY SCHOOL STUDENT®
(Dollars at constant 2000 prices)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of data from the UNESCO Institute of
Statistics (UIS) and ECLAC/Organization of Ibero-American States for Education, Science and Culture (OIS), “Metas Educativas
2021: estudio de costos”, Documentos de proyecto, No. 327 (LC/W.327), Santiago, Chile [online] http://www.eclac.org/
publicaciones/xml/0/40520/metas-educativas-2021.pdf, 2010.

* Ranked in order of spending per student in 2008.

The majority of the countries increased their spending by the most between 2000 and
2008. The exceptions are Chile, Mexico, Panama and Paraguay, which made the most increases
in the 1990s. This is mainly because efforts to increase coverage were concentrated in the earlier
period in most of the countries: on average, coverage increased by about 14 percentage points
between 1990 and 2000, compared with a further 5 percentage points between 2000 and 2008.
This meant that much of the extra public education spending went on incorporating new

°*  The figures do not include secondary school students who are behind their age group (generally

aged 18 or over).
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students. Since the progress of the 1990s (and earlier decades), extra spending has mainly gone
into improving the conditions that directly or indirectly affect the education process: better
infrastructure, equipment, teaching material and teacher pay, among other things.

Public spending on education is a vital State tool for promoting greater equality of
opportunity throughout the education cycle, and for closing gaps in attainment by level
between households of different socio-economic origins. There is telling evidence that the
more the child and youth population is incorporated into the different levels of education,
and the more progression into the higher cycles is universalized, the greater the egalitarian
redistributive effect of education spending will be.

Nothing has a greater egalitarian effect than policies which achieve universal coverage.
Figure 17 is very suggestive here. It shows that increased coverage at the different levels of
education is associated with a more redistributive impact for spending at those levels.

What policy implications does this have? The great mistake would be to think, as the
tendency was under the paradigm of the Washington Consensus and the wave of reforms in
the 1980s and 1990s, that public spending on education needs to be reduced at those levels
where coverage is lower (such as university education) so that this spending can be
transferred to levels with greater coverage (such as primary or lower secondary). What strict
analysis of the data shows is quite the opposite, i.e., that the great challenge from a rights and
equality perspective is to promote progression right through the education cycles for those
socio-economic sectors that do not at present go on to higher levels, thereby democratizing
access to upper secondary and post-secondary education.

Meanwhile, the withdrawal of the State from the higher levels of education (upper
secondary and post-secondary) has another very negative affect from a rights standpoint, as
it leaves these levels at the mercy of private-sector provision, which segments access and
quality depending on families’ ability to pay for the service. This has a clear regressive effect
in terms of the way opportunities are distributed by people’s socio-economic conditions of
origin. To put it another way, it is precisely the existence of public-sector higher education
that gives lower-income sectors a chance of real social mobility. Consequently, public-sector
efforts need to be oriented towards ensuring that a larger and larger proportion of low-
income students continue their post-secondary studies, and towards increasing the
progressiveness of spending at this level.

38



Social Panorama of Latin America 2010  Briefing paper

Figure 17
LATIN AMERICA (15 COUNTRIES): DISTRIBUTION OF PUBLIC EDUCATION SPENDING BY
INCOME STRATUM AND COMPARISON WITH PER CAPITA INCOME*®

(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of the household
surveys in the countries and data from the United Nations Educational, Cultural and Scientific Organization (UNESCO) Institute of
Statistics (UIS).

* Simple averages.
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CHAPTER IV

THE GENERATIONAL ECONOMY, TRANSFER SYSTEMS AND
INEQUALITY IN LATIN AMERICA AND THE CARIBBEAN

A. The generational economy

The previous chapters, especially the one on education, have underlined
differences in educational achievement among children and young people from different
socio-economic levels and their substantial impact on the intergenerational reproduction of
inequalities throughout life. This chapter completes the picture, with an analysis of
differences between generations. It considers how public and private transfers target two
stages in the life cycle: children and young people, and older persons. The most striking bias
in Latin America in comparison with other regions of the world concerns the greater relative
scale of public transfers to the older population.

The life cycle includes two major periods of economic dependency when
consumption exceeds labour output; one at the beginning, the other at the end (see figure 18).
There are variations, but most of the consumption needs of children and older persons are
met through large flows of resources from the working-age population. Some of these flows
are direct, as in the case of parents providing for their children. Others are more indirect,
such as transfers through governments, charitable organizations and other economic and
social institutions. Some situations are more complex, like those involving savings from
labour income. The total of all these flows constitutes the generational economy.

Despite the major implications of intergenerational transfers for economic growth
and for combating inequality and poverty, those transfers have not been exhaustively
analysed. The national transfer accounts system provides the first comprehensive approach
to overall measurement of aggregate financial flows between age groups and across time.
The system includes flows relating to capital accumulation and to transfers, distinguishing
those passing through public institutions from those in the private sphere. They estimate all
aggregate flows in accordance with the System of National Accounts of the United Nations.
Estimates are mostly based on analyses of household surveys relating to income, spending,
assets, the workforce and transfers, in addition to detailed administrative records from
various government bodies.’

®  For further details on the national transfer accounts system, see http://www.ntaccounts.org
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Figure 18
COUNTRIES PARTICIPATING IN THE GLOBAL NATIONAL TRANSFER ACCOUNTS PROJECT:
AVERAGE LABOUR INCOME AND AVERAGE PER CAPITA CONSUMPTION COMPARED
WITH PER CAPITA LABOUR INCOME IN THE 30-49 AGE GROUP, AROUND 2000
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Ronald Lee and Andrew Mason,
“National Transfer Accounts Version 1.0", Berkeley, Center for the Economics and Demography of Aging, University of
California/East-West Center, October 2010.

Note: Uses the simple average of 22 economies participating in the global national transfer accounts project: in Latin America: Brazil,
Chile, Costa Rica, Mexico and Uruguay. In Asia: China, India, Indonesia, Japan, Philippines, Republic of Korea and Thailand. In Africa:
Kenya and Nigeria. In Europe: Austria, Finland, Germany, Hungary, Slovenia, Spain and Sweden; and the United States. Per capita
income includes private and public consumption. Per capita labour income includes fringe benefits and self-employed income.

B. National transfer accounts: Latin America in the
worldwide context

Consumption profiles by age vary widely among the countries participating in the
global national transfer accounts project. In the middle-income countries there is very little
variation in consumption during adult life, whereas children’s consumption is a little lower
than that of the average adult (see figure 19). In the high-income economies, children’s
consumption is relatively high in comparison with the middle-income countries (between
15% and 33% during the first 15 years of life), and consumption levels rise as people get older
(at age 85, for example, consumption in the high-income economies is around 25% higher
than at age 45). This is due partly to lower investment in capacity-building in the middle-
income countries, and partly to the greater coverage of public pensions systems and higher
spending on health care for older persons in the high-income economies.
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In the countries participating in the global national transfer accounts project there is
also considerable variation in typical ages of entry to and exit from the labour market. In
most of the high-income countries, young people tend to stay longer in full-time education,
and labour income is higher among older workers. As for the period during which labour
income exceeds consumption, the countries of Latin America (aside from Uruguay) are those
with the shortest periods of economic independence, varying from around 20 years in Brazil
and Mexico to 28 years in Chile and Costa Rica.

Figure 19
COUNTRIES PARTICIPATING IN THE GLOBAL NATIONAL TRANSFER ACCOUNTS PROJECT:
PER CAPITA CONSUMPTION BY AGE GROUP IN MIDDLE- AND HIGH-INCOME
ECONOMIES COMPARED WITH PER CAPITA LABOUR INCOME
IN THE 30-49 AGE GROUP, AROUND 2000
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Ronald Lee and Andrew Mason,
“National Transfer Accounts Version 1.0”, Berkeley, Center for the Economics and Demography of Aging, University of California/
East-West Center, October 2010.

Note: Per capita consumption in middle-income countries is calculated as a simple average of Brazil, Chile, China, Costa Rica, India,
Indonesia, Mexico, Philippines, Thailand and Uruguay. Per capita consumption in high-income economies is calculated as a simple
average of Austria, Finland, Germany, Hungary, Japan, Republic of Korea, Slovenia, Spain, Sweden, Taiwan Province of China and
United States.

In the framework of the national transfer accounts system, three main mechanisms
can be identified for reallocations between age groups and generations: public transfers,
family (private) transfers, and asset-based reallocations. Public transfers generally come from
the working-age population, since the taxes it pays often exceed the benefits it receives.
Children and older persons are generally net beneficiaries of public transfers. Health care is
the main source of these transfers to children under five; in the 5-15 age group, State
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education is the main component. As for older persons, as might be expected, social security
and health care account for almost all public transfers.

However, there is great diversity between countries in terms of taxation and public
spending policies. For example, net transfers received by children and young people in
relation to average labour income vary from 6% in China to 29% in Finland. In the case of
older persons, this variation goes from -2% in Thailand —showing that older persons in that
country pay more in taxes than they receive in benefits— to 87% in Brazil, where a wide-
reaching pensions programme has been implemented, including non-contributory pensions.

Corroborating the results for consumption, the countries of Latin America show
relatively low levels of public investment on children and young people. In Brazil, Chile and
Costa Rica, this low investment is combined with high levels of public transfers to older
persons. As a percentage of labour income, States in Latin America spend about the same on
older persons as Japan, the United States and the European governments, but they invest half
as much on children and young people.’

Family transfers are the main source of support for consumption by children and
young people in Asian countries and territories (between 67% and 76%, except for Japan),
and in the Latin American countries (69% to 79%). In high-income countries, family transfers
are lower in relative terms (43% to 57%), owing to more significant public-sector investment.

In the case of older persons, labour income is a major source of consumption,
especially in countries in Asia. In European countries, however, older persons’ labour income
makes up only a small fraction of consumption. The Latin American countries are between
the two extremes, with labour income varying from 18% in Brazil to 26% in Mexico as
percentages of older persons’ consumption.

As in Europe, net public transfers are the main source of support for older persons in
Latin America.’ In most of the countries participating in the global national transfer accounts
project (including those in Latin America), net family transfers are downward, from older
persons to younger family members.

When considering these results, it should be borne in mind that the sample of countries taking part
in the global national transfer accounts project for Latin America excludes the region’s poorest
countries, where the public sector plays a minor role in supporting the consumption both of
children and young people and of older persons.

Except in the case of Mexico, where income in the form of assets, particularly State property assets,
represents the main source of support.
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C. Public transfers by age and educational level in
Brazil and Chile

Compared with other emerging regions, Latin America has a relatively large public
sector and a rapidly-ageing population, combined with one of the world’s highest levels of
inequality in income distribution. Despite growing interest in public transfers as a means of
combating poverty and inequality, transfers by age group and socio-economic level are not
often studied concurrently. The analysis presented below moves forward in that regard,
investigating the incidence of public spending by age group and socio-economic level
(defined as the educational level of the head of household) in Brazil and Chile, by sectoral
composition (education, health care and social security).’

In both countries, a greater proportion of public transfers targets older persons, and
families account for most of the transfers to children and young people.. This pattern holds at
all socio-economic levels but is significantly stronger at the highest level. The absolute
progressivity of public spending is generally greatest in the case of children; it diminishes
with rising age and then turns regressive, with greater benefits at the highest socio-economic
levels. These differences are due to a large extent to the greater labour incomes of persons
with higher educational levels, a determining factor in pension benefits. In Brazil, the point at
which spending becomes regressive is age 45, whereas in Chile this occurs somewhat later,
between 50 and 54 years.”

Despite public-sector involvement, total investment in education is rather unequal at
the different socio-economic levels (see figure 20). In Brazil, investment in a child’s education
at the highest socio-economic level is more than double the amount at the second level and
more than three times the investment in education at the lowest level. Figures for Chile are
very similar. This difference stems from the yawning gaps in education spending between
high- and low-income families. Greater private spending by high-income households with
highly-educated heads of households leads to markedly segmented education on the supply
side determined by the payment capacity of the student’s household of origin.

The educational categories were: (a) no formal schooling; (b) 1 to 8 years of schooling; (c) 9to
15 years of schooling; and (d) 16 or more years of schooling.

This is why it is important for pension systems to have a solidarity pillar as ECLAC has argued.
Contributory systems are usually regressive to the extent that benefits are linked to contributions.

45



Economic Commission for Latin America and the Caribbean, ECLAC

Figure 20
TOTAL EDUCATIONAL INVESTMENT PER CHILD, BY EDUCATIONAL LEVEL OF
THE HEAD OF HOUSEHOLD

A. Brazil, 2003 B. Chile, 2007
(reais at 2003 prices) (pesos at 2007 prices)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of processing of data from the Brazilian
National Household Survey (PNAD), 2003, and the Family Budgets Survey (POF), 2006/2007, in the case of Brazil, and from the
National Socio-economic Survey (CASEN), 2007, and the Budgeting and Expenditure Survey (EPG) 2006/2007, in the case of Chile.

Note: Total per capita spending on education includes public and private spending at the pre-primary, primary, secondary and tertiary
education levels.

D. Conclusion

National transfer accounts furnish a global, consistent measurement of the role
played by governments in providing economic support to young people and older adults.
They also allow improved monitoring of the scope of government policies and provide a
comprehensive view of the functions of other economic agents (financial markets, the family
and civil society).

Furthermore, national transfer accounts provide a basis for governments’ long-term
fiscal projections, to anticipate the significant economic changes that will be brought about by
the slow but inexorable advance of social forces such as population ageing, epidemiological
transition and changes in educational levels." More subtle changes in fiscal and public-
spending policies can thus be detected.

" The epidemiological transition is a change, largely caused by population ageing, where acute

illnesses, more common among children, give way to chronic and degenerative diseases, more
common among older persons, as main causes of morbidity and mortality. For further details, see
ECLAC/CELADE (2010).
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The results of this analysis have highlighted one of the most notable characteristics of
the economies of Latin America: the low levels of consumption among children and young
people associated with low public investment in these population groups. The results clearly
indicate the need for much stronger public-sector involvement, to provide the necessary
investment for the development of young people. This is not only in order to address the
reproduction of inequalities throughout the life cycle —it is also the best way to prepare for
the impending rapid ageing of the population.
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CHAPTER V

PUBLIC TRANSFERS EARLY IN THE LIFE CYCLE: A KEY CHALLENGE
FOR FIGHTING INEQUALITY OVER TIME

A. Social deficits associated with life cycle stages and how
to address them

To make progress on the equality agenda the State must lead the way in several
areas. As noted earlier, it falls to the State to decouple children’s and young people’s
educational attainments and learning from their socio-economic background and to foster
greater convergence of these attainments throughout society to reduce labour market gaps
and vulnerability. The State must also address asymmetries, both through active
employment and wage policies and by means of clearly distributive public transfers
throughout the life cycle.

In this context, the welfare state model shows that universal policies achieve the
most systemic impact in terms of progressive redistribution of opportunities, assets and
access to well-being. This model can also include selective transfers to more vulnerable
groups, where the guiding principle is not to target them but precisely to make conditions in
society as a whole more egalitarian.

This chapter therefore sets out options for public transfers to vulnerable sectors
during childhood and youth and provides cost estimates for achieving universal coverage in
education. These options are based on evidence put forth in preceding chapters. In Latin
America, States and the transfers they make have little influence on the consumption
structure of families with children and adolescents. On the other hand, in many Organisation
for Economic Co-operation and Development (OECD) countries, consumption by persons
aged 0-19 is met almost equally by public and family transfers but the average State transfer
component in Latin America does not exceed 20% for this age group. This means that the
redistributive impact is very small compared with primary family income. It should therefore
come as no surprise that inequality persists despite public transfers targeting families with
children and young people. This constraint is compounded by educational systems (where a
large part of the public transfers are focused on the youngest population segment) that are
ineffective in reversing underlying structures of inequality. In short, the region faces
enormous challenges in harnessing the redistributive role of the State in the fight against
inequality over time.
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Alleviating these deficits, then, calls for redistributive measures in line with the life-
cycle approach, focusing on the population of children and young people and involving
transfers targeting families whose labour income is patently insufficient. These mechanisms
should include different measures at each stage, and they fall into three broad categories. In
one category are cash transfer schemes focusing on households with children to improve the
odds that the family will have an appropriate environment for child socialization (nutrition,
housing, clothing). In another, funding goes to instruments geared towards reversing the
deficits in coverage and access to early childhood care and stimulation that trap children and
adolescents in a pattern of exclusion, with the subsequent negative impact on young people
as they approach emancipation. Last is another set of cash transfers for employment and job
training services targeting young people in the process of becoming emancipated adults.

These measures, encompassing the stage in life that is the subject of this edition of
Social Panorama (0-29 years of age, culminating in emancipation and the transition to
adulthood) should include the following components:

e Early childhood: cash transfers to households with children (aged 0-4) and
policies to ensure care (0-2) and preschool education (3-5).

e Period between childhood and early stages of emancipation (childhood and
early adolescence, 6-14): lengthening the time spent in school, investing in
primary education and the lower cycle of secondary school to increase coverage
and graduation rates.

e Emancipation: cash transfers in the form of vouchers, that is, incentives to stay in
or return to school or the labour market. For this instrument, the benchmark age
is 15-29, but the analyses set out below centre on the group aged 15- 24 as the
modal group in the vulnerable sectors.

This chapter therefore proposes a set of transfers and shows the cost of achieving
universal coverage from early childhood education through upper secondary school for the
countries of Latin America. These transfers are explained in this chapter and listed below:

1. Transfer to all vulnerable families (with income at or below 1.8 poverty lines per
household member) an amount equivalent to one poverty line per child aged
0-4 and 1.5 poverty lines in the case of single-parent families; the cost of this
transfer at the national level is shown as a percentage of GDP.

50



Social Panorama of Latin America 2010  Briefing paper

2. For this group of families, transfer the equivalent of 0.5 poverty lines per child
aged 5-14, or 0.75 poverty lines in the case of single-parent households; the cost
of this transfer at the national level is shown as a percentage of GDP.

3. Transfer, to each young person aged 15-24 who is neither studying nor working,
an allowance equivalent to the monthly public cost per pupil at the upper
secondary school level; the cost of this transfer at the national level is shown as a
percentage of GDP.

4. Invest in education an amount equal to what it would cost the educational
system to bring in all of the children and young people who are currently not
included in all levels; early childhood, preschool, primary, lower secondary and
upper secondary, at the appropriate age. The monthly cost per pupil for each
level is calculated and the aggregate total cost of allocating such an amount per
month is simulated, taking into account all school-age children and young
people who are not attending school.

B. Costs and impacts

In addition to knowing what these measures cost, we need to know their social yield,
too, that is their impact on equality and well-being.

1. Poverty, inequality and income transfers: costs and impacts

The most direct and easiest-to-evaluate mechanisms are income transfers to children
aged 0-14 and transfers or job and training subsidies to young people aged 15-24 who are
neither studying nor working. In both cases, the cost and impact of these transfers is
estimated and their scope is limited to the vulnerable population (belonging to households
whose per capita income is below 1.8 poverty lines). As figure 21 shows, the cost of such a
transfer system is fairly easily fundable for one group of countries, represents a major effort
for another group and is beyond the range of possibility for a third set of countries.

For Argentina, Chile, Costa Rica, Uruguay and, to a lesser extent, Brazil and Panama,
the additional costs are manageable for a short period of time, representing some 2% of GDP.
For the Bolivarian Republic of Venezuela, Colombia, Ecuador, Dominican Republic and
Mexico, the effort is considerable (near to or in excess of 5 percentage points of GDP). For
Guatemala, Honduras, Nicaragua, Paraguay and the Plurinational State of Bolivia, the fiscal
requirement would be excessive, making it important to mobilize additional international
cooperation resources.

51



Economic Commission for Latin America and the Caribbean, ECLAC

Figure 21
LATIN AMERICA (16 COUNTRIES): COST OF ALL CASH TRANSFERS TARGETING
THE VULNERABLE POPULATION, AROUND 2008°
(Percentages of GDP)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries and projections of gross domestic product (GDP).

 Here the vulnerable population is defined as the population whose income is at or below 1.8 poverty lines. Data for Nicaragua refer
to 2005, for Argentina, Chile and Guatemala to 2006, and for Honduras and the Plurinational State of Bolivia, to 2007.

As for the effect on poverty, the three kinds of transfers proposed would, combined,
have a substantial absolute impact. For example, the poverty rate would fall from 61.8% to
34.6% in Nicaragua and from 45.7% to 29.9% in Guatemala. The decrease in more developed
countries would also be significant.

The nature of the transfers is such that their impact is strongest among children and
young people. In these cases, the relative decline in the poverty rate will be proportionally
larger than shown in figure 22. And there will be a significant decrease in inequality—-more
striking in the less developed countries and more modest in the more advanced ones.
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Figure 22
LATIN AMERICA (18 COUNTRIES): IMPACT OF TRANSFERS ON
POVERTY REDUCTION, AROUND 2008*
(Absolute poverty points)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries and projections of GDP.

“ Data for Nicaragua refer to 2005, for Argentina, Chile and Guatemala to 2006, and for Honduras and the Plurinational State of
Bolivia, to 2007.

2. Poverty, inequality, education cycle and life cycle:
costs and impacts

Taking aim at inequality and poverty among children and young people calls for
initiatives on at least three critical fronts: extend coverage in early childhood by means of
early childhood care and education systems (0-4 years of age), complete the process of
achieving universal coverage in the basic education cycle age brackets (0-14) and work
towards universal coverage among adolescents and young people in the upper cycle of
secondary education (15-17). All of these targets, and the additional per-student cost in each
country, are within the reach of all of the countries of the region. Indeed, as figure 23 shows,
in 15 of the 18 countries reviewed the cost does not exceed one percentage point of GDP,
considering the minimum required cost for completing coverage at constant investment rates
because only the current expense per pupil is taken into account. Creating the infrastructure
and improving the conditions that would enable such coverage to truly level the playing
field would require substantially heavier outlays.
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Figure 23
LATIN AMERICA (18 COUNTRIES): COST OF INCORPORATING CHILDREN AND YOUNG
PEOPLE AGED 0-17 INTO THE EDUCATION SYSTEM, AROUND 2008°
(Percentages of GDP)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries and projections of gross domestic product (GDP).

* Data for El Salvador refer to 2004, for Nicaragua to 2005, for Argentina, Chile and Guatemala to 2006, and for Honduras and the
Plurinational State of Bolivia, to 2007. For the 0-5 age group in countries without data for the entire bracket, the earliest available
ages for the level were used: 4-5 in the Dominican Republic and 5 years of age in Ecuador, Guatemala, Panama, Paraguay and the

Plurinational State of Bolivia.

For example, while the cost of achieving universal primary education is very low in
terms of GDP (0.02%-0.31%, depending on the country), extending coverage to a full day for
children aged 6-11 would push the cost up substantially because in almost all of the countries
of the region the vast majority of children in this age group did not have a full school day
around 2008. It is easy to see that investing in the buildings and human resources required to
extend the school day pose challenges for the countries that are far more complex than the
data on coverage for the age brackets in this cycle would suggest.

Even with these qualifications, an expansion programme like the one proposed
would have a substantial impact on the circuits that reproduce inequality and exclusion
among children and young people. The two extremes of the challenge (preschool and upper
cycle of secondary school) provide an idea of the leap in coverage that this would bring,
especially for the poor and vulnerable population segment. Chapter Il of this edition of Social
Panorama highlights the yawning gaps by income quintile among children and young people
(especially when comparing the two extreme quintiles) in terms of preschool education and
completion of the upper cycle of secondary school. For this reason, transfers geared towards
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narrowing gaps at these levels would have an enormous impact in reducing inequalities in
education opportunities.

For the most critical level in most countries (early childhood), even gradual
incorporation would benefit a large group of countries in which the children that would be
brought into the system account for a substantial portion of the population. In countries like
El Salvador, Guatemala, Honduras and Nicaragua, between three fourths and nearly 9 out of
10 children in the vulnerable deciles (below 1.8 poverty lines) would come into the system.

C. Funding over time

Combining cash transfers and educational coverage increments at basic costs would
make it possible, in almost all of the countries, to tackle the reproduction of inequality at its
roots early in the life cycle, giving the State a larger role in the goods and services
consumption structure of the youngest segment of the population. This would obviously
involve considerable effort, and this goal would have to be made a top fiscal priority. The
aggregate cost for both sets of measures can be seen in figure 24.

Funding for these measures cannot be conjured out of nowhere. Depending on the
countries, the resources needed to implement the proposed transfer scheme will depend on
the following variables: (a) economic growth trends, because if tax pressure remains constant
the total tax take will rise; (b) tax burden trends combined with economic growth (the
countries with room to increase the tax burden might collect more resources by increasing
the extraction rate in proportion to the effort of the economy); (c) any additional resources
from restructuring public spending and making it more efficient; and (d) mobilization of
additional international cooperation resources.

Figure 25 shows the fiscal space that the countries have over a 10-year horizon to
cover the additional costs arising from the set of measures proposed. The economic growth
rate is assumed to be somewhat greater than 2%; in countries whose GDP offers potential for
expanding the tax burden, the impact of that expansion (in annual increments) is shown. As
can be seen, most of the countries could reach the break-even point before the end of the
period, with a sizeable surplus after covering the deficit.
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Figure 24
LATIN AMERICA (16 COUNTRIES): COST OF TOTAL CASH TRANSFERS TO THE VULNERABLE
POPULATION AND OF INCORPORATING CHILDREN AND YOUNG PEOPLE AGED 0-17
INTO THE EDUCATION SYSTEM, AROUND 2008*
(Percentages of GDP)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries and projections of GDP.

* Data for Nicaragua refer to 2005, for Argentina, Chile and Guatemala to 2006, and for Honduras and the Plurinational State of Bolivia, to

2007. For the 0-5 age group in countries without data for the entire bracket, the earliest available ages for the level were used: 4-5 in the
Dominican Republic and 5 years of age in Ecuador, Guatemala, Panama, Paraguay and the Plurinational State of Bolivia.

With a growing GDP combined with an expanding tax burden where possible, the
countries of Latin America fall into three groups. The first group comprises those countries
that in 2012 will be very near to taking in (or will be collecting far more than) the percentage
points of GDP needed to afford the measures proposed. This group includes Argentina,
Brazil, Chile, Costa Rica, Mexico, Panama and Uruguay. A second group of countries would
be a position to do so around 2014. Such is the case with the Dominican Republic, Colombia
and Ecuador. The remaining countries (Guatemala, Honduras, Nicaragua, Paraguay and the
Plurinational State of Bolivia) would not —except for Paraguay in the final year— have
enough revenues to cover these costs by the end of the period, even in the best-case scenario
with combined impacts on fiscal space. Complementary resources, such as those from
international cooperation, must therefore be considered.
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Figure 25
LATIN AMERICA (16 COUNTRIES): TAX DEFICIT OR SURPLUS FOR FUNDING THE TRANSFER
SYSTEM AND THE ENHANCEMENT OF CARE AND EDUCATION SERVICES IN GROWING
GDP AND EXPANDING TAX BURDEN SCENARIOS*®
(Percentages of GDP)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of data from
household surveys conducted in the relevant countries, projections of GDP and data from the Latin American and Caribbean Institute
for Economic and Social Planning (ILPES) for effective and potential tax burden.

“ Data for Nicaragua refer to 2005, for Argentina, Chile and Guatemala to 2006, and for Honduras and the Plurinational State of
Bolivia, to 2007.
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