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SOME QUESTIONS 

 Why social cohesion? 

 What can we say about social protection policies in Europe? And 
in Latin America? 

 How are these policies financed? 

 What explanations are there for the intense trend toward 
decentralization? 

 Which principal policies are normally decentralized? 

 What are the risks of a decentralization process? 

 Is increased autonomy of regional governments compatible with 
solidarity? 

 

 

 

 

 



WHY SOCIAL COHESION? 

 It is one of the main elements of the EU integration process (social 
cohesion and territorial cohesion) and essential to guarantee social 
peace (social stability). 

 It implies an adequate relationship between growth and income 
redistribution. 

 Some main characteristics are the importance of institutions, the 
role of the public sector and social policies in achieving adequate 
social cohesion, as well as a certain compromise of private sector. 

 Financing through general taxation helps to build citizenship, 
another important component of a Social Cohesion Strategy. 

 Social cohesion is an increasing subject of concern as well as an 
objective for Latin America. 

 At the same time, social cohesion is seriously at risk in Europe, 
particularly since the start of the present economic crisis. 

 



POLICIES OF SOCIAL PROTECTION IN EUROPE 

 On average, social protection expenditures account for 
25-30% of GDP in the EU (Focus on Social Protection 
2010), with huge differences between countries 

 In general terms, social spending levels are stable, with a 
slight upward trend since the onset of the economic 
crisis. 

 The main social expenditures in the EU are Pensions 
(12%) and Health Care (7.5%). In the largest countries, 
health care expenditure is over 8% of GDP.  

 Other important items, apart from Education, are 
Family and Childhood Grants, Unemployment and 
Incapacity Expenditures, 
 

 



SOCIAL SPENDING IN LATIN AMERICA 

 Although there are large differences among countries, the level of 
Social Expenditures is much lower than in Europe. 

 

 As a percentage of GDP this kind of spending has growth about 5 
points along the last twenty years. 

 

 The main items are Pensions (not always public), Education, Health 
Care and Housing. Spending on policies to fight against poverty has 
increased as well through specific programs.. 

 

 The differences among countries is very large. For this reason, 
CEPAL takes groups of countries instead of individual ones when 
making comparisons. 



COMPARATIVE LEVELS OF TAX PRESSURE 

 To finance such levels of social expenditures large quantities of 
resources, principally taxes, are required. It could be said that 
taxation is the price of social cohesion. 

 Despite the changes in recent years, the level of fiscal pressure in LA 
is very low compared to Europe, especially if taxes (or other 
resources) from natural resources are not taken into account.  

 The scarce resources available make it very difficult to finance social 
policies and social cohesion, guarantee governability and social 
stability, and implement minimum redistributive strategies. That is 
one of the reasons to explain the high level of inequality.  

 LA is one of the world regions with the lowest fiscal pressure. On 
average, fiscal pressure in LA is between 15 and 20 points below the 
EU average. In any case, the potential and real yield of taxes in LA 
must be analyzed carefully. 

 Nevertheless, it must be recognized that it is difficult to make a 
correct and statistically homogeneous comparison between the two 
regions. 



TAX STRUCTURE AND DEGREE OF PROGRESIVITY 

 Europe: Progressivity with a 
clear trend toward 
Proportionality: 

 

 A) Importance of  Personal 
Income Tax (PIT) and Social 
Contributions. 

 B) Increased Indirect Taxation 
(Excise Taxes and VAT). 

 C) Increased interest in 
Environmental Taxation. 

 D) Decreased importance of 
Wealth Taxation (property or 
transfer). 

 E) Serious problems of tax 
evasion  

 Latin America: Formal 
progressive Tax Systems, but 
regressive in its application: 

 

 A) Strong weight of Indirect 
Taxes (Ratio Income Tax/ 
Consumption Tax: 0.5, 
compared to 1.1 for the OECD). 

 B) Low presence of  PIT. 
Corporate Taxation is much 
more important (2.22; far from 
OECD average: 0.35) 

 C) Wealth Taxation  is not 
significant. 

 D) Serious problems of 
compliance and tax evasion 



THE MEANING OF A FISCAL PACT 

 

 A basic agreement by citizens, through the institutions which 
represent them, to determine the basic rules for the functioning of 
the public sector (public resources, expenditure policies, regulatory 
policies, etc.) and mechanisms to finance high-quality services.  

 Although it may be the product of a specific historical period, 
modern democracy requires its gradual and periodic revision and 
modification. 

 No universal formulas exist to define the content of such 
agreements. Nevertheless, the value of some general trends and 
useful implementation criteria must be recognized. 

 The new trends of globalization appear to be driving the different 
countries to a certain degree of convergence in terms of institutions 
and public strategies, with the aim of increasing competitiveness.  



THE MINIMUM FEATURES OF A FISCAL PACT TODAY 

 

 No single formula exists, due to the heterogeneity of countries. It is 
essential to take historical, political and institutional restrictions 
into account.  

 A move to a simple tax system, with revenue raising capacity, easy to 
manage, and which attempts to be equitative, avoiding a merely 
formal and distorting progressivity. 

 Attempt to implement general taxes, to include the majority of 
citizens and make them “responsible” for the performance of public 
institutions and the quality and efficiency of public services. 

 Implementation of adequate mechanisms to periodically control 
and evaluate expenditure programs. 

 The best comparative experiences, both regional and international,  
in this field must be exploited. 



PRINCIPAL GENERAL EXPLANATIONS OF 
DECENTRALIZATION 

 

 Reasons of economic organization and territorial articulation. 

 Administration closer to citizens (i.e. increasing welfare). 

 Quicker awareness of demands and policy responses. 

  Competitiveness and innovation. 

 The domain of concern. 

 Other non-financial reasons (language, culture, history). 

 Pressure from rich territories, to avoid excessive loss of 
resources and opportunities. 

  Pressure from local politic elites. 

 

 

 



 
PRINCIPAL POLICIES SUBJECT TO DECENTRALIZATION 

 
 In a context of decentralized (federal) countries, welfare policies are 

usually a competence of the intermediate or local level of 
government. 

 The policies most commonly decentralized are education, housing 
and poverty; employment and pensions are usually the 
responsibility of central government, while health care is in an 
intermediate situation. 

 The lowest level of government (local), normally plays an important 
role in housing and a quite significant one in the fields of 
education, poverty and the family. Its activity is lower in other 
spheres. 

 With regard to the public administration, decentralization is 
strongest in general administration and the management of 
decentralized services (poverty, housing, family protection or 
education). Decentralization is less clear in financing and in 
legislative or regulatory competencies. 

 



WHAT ARE THE MAIN RISKS OF DECENTRALIZING SOCIAL 
POLICIES?   

 Management capacity of the decentralized governments 
(accreditation systems). 

 Local pressures and corruption. Possible bias in especially sensitive 
questions. 

 Relevant differences among regions inside each country and 
important differences in terms of tax bases. 

 Financing problems, especially with the intense growth in some 
expenditures e.g health care. Need for resources. 

 Equilibrium between autonomy (more decentralized power) and 
solidarity (equalization) in the financing system. 

  Great differences among social policies in the regions and principle 
of territorial equity broken. 

 Possible losses of scale economies (pharmaceutical expenditures). 

 Equalized grants, but trying to avoid an excess of equalization and 
the opposition of richer regions. 



IS INCREASED AUTONOMY COMPATIBLE WITH 
SOLIDARITY?  

 The right tradeoff must be found. How much autonomy? How much 
equalization? How can both principles be articulated? 

 An inverse relationship appears to exist between autonomy and 
service equalization (Switzerland and the USA, the most strongly 
autonomous models, have fewer transfer mechanisms). 

 We must not forget the internal disequilibrium inside each country 
(Why should I give money to other territories  when some ones in my 
own region are in difficulties?). 

 Tax resources are necessaries. In countries with low levels of Fiscal 
Pressure is difficult t o decentralize social services. 

 It is difficult as well to apply the correspondence principle if there 
exist serious differences in respect of the tax bases. 

 Objections to over strict (or generous) equalization systems. 
(Germany, Spain, Bolivia, Ecuador). 

 It is necessary to establish and implement transparent instruments 
of equalization among territories. 



SOME CONCLUSIONS 

 A Social Cohesion Strategy (SCS) is necessary if we want 
guarantee an equilibrium between growth and redistribution of 
resources and social stability. 

 A SCS implies, good and controlled institutions, a strong Public 
Sector and the collaboration of private economic agents. 

 To finance a right SCS makes necessary  to get resources (taxes) 
and, perhaps, a social general agreement (Fiscal Pact). 

 The general trend (in all countries) toward decentralization 
means that large responsibilities on public social spending  are 
assigned to lower levels of government. 

 Such competences must be financed through territories own 
resources and transferences from the central government. 

 A right trade off between autonomy (more decentralized services 
financed with own resources) and solidarity (equalization  and 
regional development grants) must be designed. 

 


