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Foreword
This second edition of Government at a Glance: Latin America and the Caribbean2017, provides internationally comparable data on government activities and their results for the LAC region. By showcasing a dashboard of key indicators it is aimed at helping policy makers and citizens analyze the relative performance of governments and, when possible, benchmark against OECD member countries. The 45 indicators cover key aspects of public management, including public finance and economics, public employment, the role and influence of the centre of government, regulatory policy and governance, open and digital government and public procurement.
This research was led by Zsuzsanna Lonti (OECD) and Carlos Pimenta (IDB) under the direction of Rolf Alter (OECD), Luiz de Mello (OECD), Edwin Lau (OECD), Vicente Fretes (IDB) and Gustavo Garcia (IDB). It was drafted by Maria Veronica Cetrola (IDB), Santiago González (OECD) and Alessandro Lupi (OECD). Major drafting contributions were received from, Gustavo García (IDB), Carola Pessino (IDB), Nuria Tolsa (IDB) and Luiz de Mello (OECD) (Chapter 1); Axel Radics (IDB) (Chapter 2); Mariano Lafuente (IDB) (Chapter 3); Mariano Lafuente (IDB) and Martin Alessandro (IDB) (Chapter 4); Camila Vammalle (OECD), Ana María Ruiz (OECD), Edna Armendariz (IDB) and Carola Pessino (IDB) (Chapter 5); Mariano Lafuente (IDB) (Chapter 6); Pedro Farias (IDB), Delia Rodrigo (IDB) and Tobias Querbach (OECD) (Chapter 7); Miguel Porrúa (IDB), Barbara Ubaldi, (OECD) Alessandro Bellantoni (OECD), Nicolás Dassen (IDB), Emma Cantera (OECD), Guillaume Lafortune (OECD) and Simon Schmitz (OECD) (Chapter 8); Leslie Harper (IDB), Ana Cristina Calderón (IDB), Paulo Magina (OECD) and Minjoo Son (OECD) (Chapter 9). 
We thank Francisco Pance (IDB), Kate Lancaster (OECD), Alberto Magnet (IDB), Claudia M. Pasquetti (IDB), Sarah Schineller (IDB), Valeria Rossi (OECD) and Laura Boutin (OECD) for their help in preparing, editing and translating this publication. Zoltan Mikolas (OECD) was in charge of preparing the contextual annex; Audrey Garrigoux (OECD) led the production team. The cover is an original drawing from Jeffrey Fisher.
This joint publication between the OECD and the Inter-American Development Bank (IDB) is the result of contributions from a wide range of sources and expertise. This work was financed with resources from and technical support by the IDB. It greatly benefited from inputs provided by the IDB/OAS/CRDI network of e-Government in Latin America and the Caribbean (Red GEALC), the Inter-American Network on Government Procurement, the IDB/ECLAC Network on Public Investment National Public Investment Systems Network in Latin America (NPIS), the OECD-LAC Network on Good Regulatory Practices and the OECD/IDB Network of Senior Budget Officials for Latin America and the Caribbean (LAC SBO). The authors express their gratitude to country officials from Latin America and the Caribbean who replied to the surveys and helped during the data cleaning and validation process. Furthermore, we thank the IDB country representatives and country economists, who assisted whenever a question arose, and facilitated channels of communication with government authorities.

Preface
Over the past two decades several countries in the Latin America and the Caribbean (LAC) region have made great strides to reform their economies and improve the performance of their public sectors. As shown in the first edition of Government at a Glance: Latin America and the Caribbean, these reforms contributed to strengthening public institutions and laying the policy foundations for more egalitarian societies. In order to sustain inclusive growth, LAC countries need to build on past achievements and continue to implement policy reforms. 
Compared to the previous edition of Government at a Glance: Latin America and the Caribbean, which placed special emphasis on public financial management, this second report covers additional countries as well as a wider range of public management areas, including: the redistributive impact of fiscal policy; the role and influence of the centre of government; open government and open government data policies; digital government; regulatory governance; cost-benefit analysis in the appraisal of public investment projects; and budgeting in health systems. Data for many of these areas has been collected for the first time in the region. 
Through taxes and spending, fiscal policy plays a key role in reducing income inequality. However, tax-benefit systems tend to be less redistributive in the LAC region than among Organisation for Economic Cooperation and Development (OECD) countries. This publication argues that in-kind transfers (e.g. health and education) are the most powerful tool for achieving income redistribution in the LAC context, and, as such, are areas where most countries in the region have focused their efforts. However, these transfers are not sufficient, and to further improve income redistribution there is a need to better monitor the overall quality of public expenditure, strengthen the design of social protection systems and improve the incidence of targeted spending in some sectors. 
Governments can help guarantee equitable access to services by ensuring transparency and promoting inclusive policy making. For example, most countries in the region have implemented open government strategies and are increasingly using Information and Communications Technologies to streamline government processes and facilitate interactions between citizens and governments. Over the past decade, open government has evolved from being an objective in itself to being an instrument for achieving broader policy goals such as inclusive growth and the sustainable development goals. Still, to fully reap the benefits of open government there is a need for more and better co-ordination by the centre of government, particularly at the policy design and evaluation stages, as well as more effective use of different tools for engaging citizens. 
Government at Glance: Latin America and the Caribbean 2017, provides a dashboard of 45 internationally comparable indicators to help governments benchmark their practices and performance, not only across countries in the region, but to the OECD member countries as well. It can also inform public debate on public sector reform policies. 
This publication is the result of a fruitful collaboration between OECD and the Inter-American Development Bank (IDB). It brings together OECD methodology and expertise developed in collecting information on public governance practices from government officials, and OECD and IDB policy networks, and in-depth analytical and country knowledge, in almost all countries in Latin America and the Caribbean.
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Executive summary
Inequalities pose a critical challenge for government. Not only do they harm economic growth and create social distress, but they also hamper access to opportunities and basic public services. Government plays an important role, not only through taxes and transfers, but also by designing and implementing public policies that tackle inequalities in the distribution of income and other outcomes that affect people’s well-being.
Latin America and the Caribbean (LAC) remains the most unequal region in the world, although much has been achieved over the past years as a result of strong growth and structural reforms. To sustain these achievements in a challenging global environment, LAC governments will need to design and implement policies to promote economic growth and job creation, while continuing to work to ensure more equitable access by the population to cost-effective services. This will require high-quality, timely and internationally comparable evidence to inform policy making and benchmark specific interventions. Government at a Glance: Latin America and the Caribbean2017 provides such evidence to guide public sector reforms in the LAC region
Key findings
The state is much smaller on average in the LAC region than in OECD countries. Government spending accounts for about 31% of GDP on average in the LAC countries, compared to 41.5% in OECD countries; nevertheless, the difference is decreasing. Between 2007 and 2014 expenditure increased by 4.7 percentage points in the LAC region compared to a 2.5 p.p. increase in the OECD. In 2014, LAC governments spent about 8.7% of GDP on social benefits (e.g. education, health and pensions) on average, while this figure was 16.9% in the OECD area. In turn, for the same year LAC countries employed fewer people as a percentage of total employment (12.4% in LAC and 28.6% in OECD countries). In 2014 government investment as a percentage of GDP reached 2.6% in LAC countries compared to an average of 3.2% in the OECD.
Fiscal policy plays a more limited role in income distribution in LAC than in OECD countries, on average. The tax benefit system drives a wedge between market and disposable income, reducing the Gini coefficient by 2.8 percentage points on average in LAC, as opposed to 17.8percentage points in OECD countries. This happens due to a combination of less progressive direct tax schedules; greater reliance on indirect, often regressive, taxes; a proliferation of tax benefits; and subsidies in several sectors (e.g. energy) that are poorly targeted and often benefit the better-off. The distributive potential of government intervention is nevertheless much stronger when social in-kind spending is taken into account.
 Health systems in the LAC region are highly fragmented, in terms of both service delivery and financing. Most countries have several, coexisting financing schemes for health. Moreover, public health expenditures are often treated as off-budget items and therefore not subject to the full scrutiny of the budget process. Although coverage is relatively high in the LAC countries surveyed, the package of goods and services received by beneficiaries tends to be less comprehensive than in OECD countries. Overcoming fragmentation and improving co-ordination is a key challenge for increasing health expenditure efficiency in the LAC region.
Governments in the LAC region have yet to create a culture of policy evaluation that can do much to improve policy design and implementation. For example, while around three-quarters of LAC countries reported having a national strategy for digital government, only slightly more than one-fifth signalled efforts to measure the financial benefits of government ICT projects for citizens and businesses. Similarly, over 70% of LAC countries have public procurement strategies to pursue secondary policy objectives, but only a much smaller number of countries (6.3% in the case of green procurement and 28.6% in the case of support for MSMEs) measure the impacts of those strategies. In the same vein, while countries have adopted formal requirements for the use of different regulatory tools, such as consultation and regulatory impact assessment, their implementation in practice varies greatly among countries and, in a similar way to OECD countries, ex post evaluation is seldom carried out in LAC countries.
The centre of government's leadership and co-ordination roles have increased but focus mainly on procedures as opposed to policy content. The number of cross-ministerial initiatives has increased in LAC countries during recent years, reflecting efforts to enhance the co-ordination function of the centre of government. For example, 92% of LAC countries indicated that open government initiatives are co-ordinated by the centre of government. In a similar way to OECD countries, co-ordination and policy discussions take place through cabinet meetings and bilateral contacts with ministers. However, in comparison to OECD countries, the centres of government in the LAC region play a more active role in reviewing and ensuring compliance with processes than on assessing, discussing or deciding new public policies.
The use of merit-based recruitment has improved in the region, while performance appraisal and compensation management need further development. Merit-based competitive hiring has been reinforced in the last 10 years, mainly through the introduction of public employment web portals and the strengthening of civil service agencies. However, in many countries, performance appraisal tends to be formalistic in nature, with limited effect on performance. In turn, in many countries, pay inequities – both horizontal (same responsibility, different pay) and vertical (hierarchically superior positions with lower pay) – abound and have worsened over time.


Reader’s guide
In order to accurately interpret the data included in Government at a Glance: Latin America and the Caribbean2017, readers need to be familiar with the following methodological considerations that cut across a number of indicators. The standard format for the presentation of indicators is on two pages. The first page contains text that explains the relevance of the topic and highlights some of the major differences observed across LAC countries. Furthermore, when data are comparable, the OECD averages are considered as an additional benchmark. It is followed by a “Methodology and definitions” section, which describes the data sources and provides important information necessary to interpret the data. Closing the first page is the “Further reading” section, which lists useful background literature providing context to the data displayed. The second page showcases the data. These figures show current levels and, where possible, trends over time. A “Glossary” of the main terms used in the publication can be found in the final chapter of the book.

Data sources and features
Most of the data used in the Government at a Glance: Latin America and the Caribbean2017 are collected from government officials by the OECD/IDB via specifically defined surveys. As such, they represent either official government statistics or the country’s own assessment of current practices and procedures. To the extent possible, OECD data collection instruments use standardised definitions and common units of measure. However, bias can occur in that countries may interpret and answer questions differently and/or may not answer the questions completely objectively. In general, the direction of the bias is known but not necessarily its extent. To try and minimise these biases the OECD/IDB cleaned and verified the collected data by following up with countries when there were potential inconsistencies or outliers. This has been done by benefitting from the OECD’s knowledge through previous work in the region and mainly from the IDB’s expertise and local presence in the countries under study. In addition, respondents have been asked to provide additional evidence to validate their answers which, in turn, have been verified with other external and additional sources whenever available (e.g.the Open Government Partnership dataset).
Data are also drawn from other international organisations such as the International Labour Organization (ILO), and the International Monetary Fund (IMF). The public finance and economics data for LAC countries are based on the IMF World Economic Outlook (IMF WEO) and the IMF Government Financial Statistics (IMF GFS) databases. Data from the IMF WEO were extracted in late April2016 corresponding to the April update. Data from the GFS database were extracted in May 16th 2016. For the OECD averages, the data are based on the System of National Accounts (SNA), and were extracted from the Government at a Glance online database representing the last available update: June 21st 2016. In most cases, data on public finances are presented for2007, 2009, 2014 and if available2015, showcasing the years immediately after and before the economic crisis as well as the latest information available. However, to increase the coverage all simple averages are calculated based on2014. 
The public employment data for LAC countries was extracted from the ILO dataset LABORSTA in July 15th2016.
Despite the significant accomplishments of international organisations in harmonising data among the different statistical systems, several differences exist in different instances, that impact some of the indicators analysed. As a consequence, within the methodological sections, specific notes are included whenever specific methodological considerations need to be taken into account.

Country coverage
Government at a Glance: Latin America and Caribbean2017 was intended to include data for 15LAC countries. The 15countries to which the surveys were initially sent are: Argentina, Brazil, Haiti, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Jamaica, Mexico, Panama, Paraguay, Peru and Uruguay. Based on data availability these are the countries for which data from external sources (e.g.ILO, IMF) was extracted. In addition, for this edition, seven OECD survey instruments were used to collect data on relevant public management practices. To the extent possible data were collected through existing policy networks. Based on the coverage and country participation in the different networks data were collected for an uneven number of countries. The table below displays the country coverage for each of the surveys sent specifically for this publication. In the case of the budget practices and procedures survey, this edition includes new indicators; however, the data corresponds to the collection that took place in2013 and was cleaned for the first edition of Government at a Glance: Latin America and the Caribbean, launched in June2014. In the case of the regulatory governance survey, eight countries were originally targeted and seven answered the survey. Despite several attempts the Dominican Republic didn’t reply to the questionnaire.
	Coverage of the different surveys sent to LAC countries

	Survey
	Number of countries that responded

	Cost benefit analysis
	12

	Centres of government
	15

	Budget practices and procedures
	17

	Budgeting practices for health
	13

	Regulatory governance
	7

	Digital government
	22

	Open government and open data
	13

	Public procurement
	22



Building on the successful experience that led to the publication of Government at a Glance: Latin America and the Caribbean2014, the joint OECD/IDB LAC Senior Budget Officials network was used as a vehicle to collect data for the survey on budget practices for health. The survey was presented in the2015 annual meeting of the network in Santiago, Chile (27-29May) and preliminary results were presented in the2016 annual meeting in Montevideo Uruguay (30March – 1April). In addition, the results from this survey were presented and discussed at the First OECD Health Systems Joint Network Meeting for Latin America and the Caribbean held in Bogota, Colombia in July2016.
The IDB/OAS/CRDI Network of e-Government in Latin America and the Caribbean (RED GEALC) was the vehicle to collect and clean the data of the digital government survey. The survey was presented at the annual meeting of the network in Mexico City (26-27October, 2015) and data were cleaned in close cooperation with delegates to the network.
The Cost Benefit Analysis (CBA) survey was presented in the framework of the annual meeting of the IDB/ECLAC network on Public Investment that took place from 21-23April of2015 in Santiago de Chile. The data was cleaned in close cooperation with delegates to the network.
The first meeting of the OECD LAC network on good regulatory practices that took place in Lima on 25-26June2015 was used to conduct a workshop presenting the regulatory governance survey. During the second meeting in Santiago, Chile on 26-27April2016, the results were presented and discussed. Shortly after, the data cleaning was finalised in close co-operation with the respondents to the survey.
In the course of the special meeting of the Inter-American Network on Government Procurement that took place in Washington D.C on 26May2015, a workshop on the public procurement survey was conducted. The data was cleaned in close cooperation with delegates to the network. 
In the case of the centres of government and open government surveys, no designated policy networks exist in the region. As a result, the surveys were sent via the country delegates to the members of Open Government Partnership in the case of Open Government and through institutional contacts in the case of centres of government. In both cases the data were cleaned in close cooperation with the survey respondents.

Country codes (ISO codes)
The International Organization for Standardization (ISO) defines three letter codes for the names of countries, dependent territories and special areas of geographical interest. For the graphical display of some figures, the following ISO codes are used.
	LAC countries
	ISO
	LAC countries
	ISO

	Antigua and Barbuda
	ATG
	Guatemala
	GTM

	Argentina
	ARG
	Guyana
	GUY

	Bahamas
	BHS
	Haiti
	HTI

	Barbados
	BRB
	Honduras
	HND

	Belize
	BLZ
	Jamaica
	JAM

	Bolivia
	BOL
	Mexico
	MEX

	Brazil
	BRA
	Nicaragua
	NIC

	Chile
	CHL
	Panama
	PAN

	Colombia
	COL
	Paraguay
	PRY

	Costa Rica
	CRI
	Peru
	PER

	Dominica
	DMA
	Suriname
	SUR

	Dominican Republic
	DOM
	Trinidad and Tobago
	TTO

	Ecuador 
	ECU
	Uruguay
	URY

	El Salvador
	SLV
	Venezuela
	VEN

	Grenada
	GRD
	
	




LAC and OECD averages and totals
Averages
In figures and text, the LAC and OECD averages refer to the unweighted, arithmetic mean of the LAC region and OECD member countries for which data are available. When a figure depicts information for one or more years, the LAC average includes all countries with available data (unless specified otherwise). For instance, a LAC average for2014 includes all current LAC countries with available information for that year. In the case of the OECD average, the averages have been updated considering the latest available data (unless specified otherwise).
Totals
LAC and OECD totals are most commonly found in tables and represent the sum of data in the corresponding column for LAC and OECDcountries for which data are available. In the case of LAC countries, those not included in the tables are countries without available data. In the OECD member countries, the totals are those published in the OECD Government at a Glance 2015 edition and/or in the Government at a Glance online data set.

Online supplements
Government at a Glance: Latin America and the Caribbean2017 also offers access to StatLinks, a service that allows readers to download the corresponding Excel files of the data featured. StatLinks is found at the bottom right-hand corner of the tables or figures and can be typed into a web browser or, in an electronic version of the publication, clicked on directly.
In addition, the following supplementary materials are available online at:  www.oecd.org/gov/government-at-a-glance-latin-america-and-the-caribbean-2016-9789264265554-en.htm
Country fact sheets that present key data by country compared with the LAC and OECD averages.

Per capita indicators
Some indicators (e.g.expenditures, revenues and government debt) are shown on a per capita (e.g.per person) basis. The underlying population estimates are based on the notion of residency. They include persons who are resident in a country for one year or more, regardless of their citizenship, and also include foreign diplomatic personnel and defence personnel together with their families, students studying and patients seeking treatment abroad, even if they stay abroad for more than one year. The one-year rule means that usual residents who live abroad for less than one year are included in the population, while foreign visitors (for example, vacationers) who are in the country for less than one year are excluded. An important point to note in this context is that individuals may feature as employees of one country (contributing to the GDP of that country via production), but residents of another (with their wages and salaries reflected in the gross national income of their resident country).

Purchasing power parities
Purchasing power parity (PPP) between two countries is the rate at which the currency of one country needs to be converted into that of a second country. This conversion is done to ensure that a given amount of the first country’s currency will purchase the same volume of goods and services in the second country as it does in the first. In consequence, when converted by means of PPPs, expenditures across countries are in effect expressed at the same set of prices enabling comparisons across countries that reflect only the differences in the volume of goods and services purchased.
The PPP index used for LAC countries is the same to those used by the IMF World Economic Outlook (WEO). The International Comparisons Program (ICP) is a global statistical initiative that produces internationally comparable purchasing power parity (PPP) estimates. The PPP exchange rate estimates, maintained and published by the World Bank, the OECD, and other international organisations, are used by WEO to calculate its own PPP weight time series.

Composite indicators
The publication includes seven descriptive composite indexes in narrowly defined areas. One in open government data, one in stakeholder engagement for regulatory policies and five in human resources management practices. These composite indexes are a practical way of summarising discrete, qualitative information. The stakeholder engagement and open government data composites were created in accordance with the steps identified in the Handbook on Constructing Composite Indicators (Nardo, etal., 2008).
The human resource management (HRM) practices composites were developed through country diagnostics and the critical point methodology. According to this methodology, each factor describes a specific and desirable situation that refers to a certain key aspect of HRM. The benchmark is therefore a specific and substantial parameter that enables comparison with the situation empirically encountered in each country diagnostic.
Details about the variables and weights used to construct the stakeholder engagement composite are available in Annex B. The details about the composite indicator on Open Government Data are available in Annex C. The details about the composite indicators on human resources management Practices are in Annex A. The composite indicators are based on theory and/or best practices, the variables composing the indexes and their relative weights are based on expert judgements and, as a result, may change over time.

Signs and abbreviations
X:		= Missing values
n.a.:	= Not applicable (unless otherwise stated)
EUR:	= Euros
USD:	= US dollars
LAC:	= Latin American and Caribbean
p.p.:	= Percentage points


Introduction
Objectives
The main objective of the Government at a Glance series is to provide reliable, internationally comparable data on government activities and their results in OECD member countries. By broadening the scope to other regions of the world, in particular to Latin America and the Caribbean (LAC), the publication allows LAC countries to benchmark their governments’ performance within the region and in relation to the OECD. In addition, it allows governments to track their own and international developments over time, and provides evidence to their public policy making. As a result of the successful cooperation between the OECD and the IDB this second edition for the LAC region covers a broader set of topics and includes more countries. 
Government at a Glance: Latin America and the Caribbean2017, recognises that governments are major actors in modern societies. Every citizen throughout his or her life interacts with governments at several stages; from the issuance of a passport to the provision of health, education and social benefits. Furthermore, as societies reach higher development levels, expectations from governments tend to increase, while at the same time becoming more complex. Good governance is critical to long term economic, social and environmental development. The ability of governments to operate effectively and efficiently depends in part on their management policies and practices. For instance, open government is key to guarantee that the adequate channels are in place to ensure citizens’ participation and engagement. At the same time it permits public scrutiny which is crucial for greater integrity and accountability from government authorities, managers, and other government officials. In turn, public procurement is conductive to an efficient use of public resources but, in addition, could be used to support secondary policy objectives (e.g.support to environmental objectives or women owned enterprises). This publication provides insight into these fields of public governance, among others.

Indicators on government activities and public management practices
LAC countries are primarily interested in collecting information to identify how public governance and, more specifically, public management practices contribute to a government’s ability to achieve its objectives. Government at a Glance: Latin America and the Caribbean2017, is built on the following framework, which describes the public “production” process and identifies five types of indicators: 1) contextual factors, 2) inputs, 3) processes, 4) outputs and outcomes. The current edition includes the three first components of the framework; further editions of the publication may extend to include outputs and outcomes.
1) Contextual factors
Annex D presents contextual information describing some key features of the political and administrative structure for 21 LAC countries included in the publication. Situating policies and indicators within this contextual background can help us better understand differences among countries, and identify those with similar structures that might serve as better comparators for benchmarking purposes.
2) Inputs
Input indicators include data on government revenues, expenditures, employment and workforce characteristics. These are the main components of the government production function and provide insight into the incentives and constraints that governments face in determining what types of goods and services to provide. Furthermore, these data allow for a comparison of the proportion of the economy devoted to producing different goods and services, as well as the difference in the mix of inputs used for production. For instance, as labour is a key input in the government production process, the size of the public sector may affect government productivity and its capacity to provide goods and services.
3) Processes
Process indicators refer to the public management practices and procedures undertaken by governments to implement policies. They describe how governments implement policies and how inputs are transformed into outputs and outcomes. Information on processes such as budgeting, public procurement, human resource management, regulatory governance and open and digital government practices allow countries to evaluate the effects of recent reforms, and identify new strategies to improve productivity. For example, effective human resource management is key for aligning people management with the strategic goals of public sector organisations. Digital government can improve public trust by using new technologies to boost the quality and tailor the provision of public services. Finally, the openness, usefulness and re-usability of public data can create new business opportunities and inform citizen engagement as well as the government decision making process.
4) Indicators of outputs and outcomes
The dividing line between outputs and outcomes can be blurry. While outputs refer to the quantity and type of goods and services produced by governments, outcomes show the effects of policies and practices on citizens and businesses. The success of a given policy should be measured, at a first stage, by outputs but should ultimately be judged by the outcomes it achieves. Government at a Glance: Latin America and the Caribbean2017, does not include output or outcome indicators. To start, it is difficult to develop valid indicators that truly measure the outputs and outcomes of public administration. In addition, little internationally comparable information on outputs and outcomes exists for the LAC region. However, it is expected that future editions may close this gap by including some data on outputs and outcomes.
The figure below presents the conceptual framework for Government at a Glance: Latin America and the Caribbean2017.
Figure 0.1. Conceptual framework for Government at a Glance: Latin America andtheCaribbean 2017
[image: graphic]

Structure
Government at a Glance: Latin America and the Caribbean2017, starts with a policy chapter analysing the impact of fiscal policy on equity in the LAC region. Chapters 2-9 provide data on the following areas of public administration: Public Finance and Economics, Public Employment, Institutions, the public administration (CoGs), Budgeting Practices and Procedures, Human Resources Management, Regulatory Policy and Governance, Digital and Open Government and Public Procurement. Finally, there are four indicators that are included as special features, addressing topical issues such as health budgeting, cost benefit analysis, non-renewable natural resources as a source of revenue, and competition friendly regulatory environment. They are found in the Budgeting Practices and Procedures, Regulatory Policy and Governance and Public Finance and Economics chapters respectively.




Chapter 1. The impact of fiscal policy on equity


Introduction

Inequality pose a critical challenge for government. In a broad sense, rising inequalities can not only harm economic growth and create social distress, but can also negatively affect access to opportunities and basic public services. To a greater or lesser extent, depending on the societal agreement, governments play a role in income redistribution through taxes and transfers. In this context, the efficiency and effectiveness of fiscal policy are essential to achieve more equal societies and fight poverty. In the case of Latin America and the Caribbean (LAC) this is particularly relevant as, despite recent improvements, the region is still the most unequal in the world. According to the latest available evidence, on average in 2012, inequality in LAC measured by the Gini coefficient after taxes and transfers is 70% higher than in OECD member countries, with scores of 0.49 and 0.29, respectively (see Figure 1.1).



Figure 1.1.  Differences in income inequality pre and post government taxes and transfers.

[image: graphic]Sources: For OECD member countries: Income Distribution Database. For LAC countries: Lustig (2016).

StatLink  http://dx.doi.org/10.1787/888933430777



The Gini coefficient is the most commonly used measure of income inequality. It is aimed at representing the income distribution of the population within a given country. Many of the results put forward in this chapter are based on a body of recent evidence1 that investigates the impact of taxation and social spending on income redistribution and poverty. In many aspects this is a unique exercise given that it builds on the best internationally comparable dataset on the subject in the region. The methodology has been consistently applied in 13 LAC countries, which represented 91% of total GDP of the region in 2015, and is based on microdata from household surveys that are publicly available. The key working definitions used in this chapter are presented in Box 1.1.



Box 1.1. Different definitions of income used to calculate the Gini coefficient


	Market income - sometimes called primary income - is total current income from market sources (e.g. wages, dividends, etc.) before taxes.


	Disposable income is equal to market income plus direct government transfers (mainly cash transfers, but this may include food transfers) less direct taxes and social security contributions.


	Discretionary or post-tax income is defined as disposable income plus indirect subsidies minus indirect taxes (e.g. value-added tax [VAT], sales tax, etc.).


	Final income is defined as discretionary income plus government transfers in kind in the form of free or subsidised services in health and education (Lustig and Higgins, 2013)1, 2.




1. Notice that government expenditure in public housing and its associated urban development expenses, which are highly subsidised and are usually included as part of social expenditure, are not included in this approach.

2. See Appendix 1 for a graphical explanation of the different concepts of income used in this chapter, following Lustig and Higgins (2013) approach.



By analysing the new empirical evidence, this chapter aims to understand why fiscal policy in LAC falls behind more advanced economies in reducing inequality. It will also assess the potential to make fiscal policy more equalising and inclusive. Based on the availability of data, LAC countries will be compared to OECD2 member countries or to 273 members of the European Union. While a large overlap between these groups exist, the OECD also includes major economies such as the United States, Canada, Japan, South Korea, Australia and New Zealand, etc. In many instances these countries have different governance models and smaller welfare states than most European countries. 

Several channels exist through which fiscal policy could play a role in achieving equity. For instance, by creating equality in the access to opportunities that could generate social mobility and result in long term improvements of the income distribution. In turn, equality of opportunity could be promoted through social expenditure and investment on public infrastructure related to public services directed to all citizens or by promoting long-term growth and productive employment. By improving human capital, individuals could access more productive employment and earn higher salaries in the long term, particularly if economic policies in general and fiscal policies in particular create conditions for high and sustained growth.

Similarly, through social expenditure, fiscal policy could promote equality of opportunities by ensuring that all individuals can develop their potential without being limited or affected by factors that are beyond their control...
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