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EXECUTIVE SUMMARY 

After a decade o f  continuous growth, the Uruguayan economy experienced a recession over 
1998-2001. The deeper contraction registered in 2002 followed the unraveling o f  the Argentinean 
crisis in late 2001, which culminated in default and devaluation in early 2002. This led to a 50% 
reduction in bank deposits in Uruguay which in turn had a debilitating impact on the economy. 
As a result, GDP fell 10.8% and the exchange rate declined 90%. Unemployment reached i t s  
highest level in the last twenty years. Household income suffered a significant drop since 1998. 
Between 1998 and 2002 it declined by about 20%, leaving i t  at a level 7% lower than the one 
observed in 1991. Most o f  the fall occurred between 2000 and 2002. In response, in mid 2002 the 
Government adopted a far reaching and well designed stabilization plan supported by a Stand-by 
arrangement with the IMF. 

As expected, the recession had a deteriorating effect on poverty and other social indicators, 
although most o f  them continue to be better than in the majority o f  Latin American countries. 
Unemployment began to increase in 1998, when it was below lo%, and reached 18.9% in the f i rst  
quarter o f  2003 (although by May 2004, unemployment had declined to 13.3%). The proportion 
o f  self-employed also grew between 1998 and 2001. The increase in unemployment and self- 
employment was accompanied by a reduction in real wages in the private sector. Since 1999 
pensions, which constitute a sizeable portion o f  household incomes, have been falling as well. 
Poor performance o f  the labor market in terms o f  job creation and wage behavior impacted 
negatively household income. As a result, poverty and income inequality increased between 1998 
and 2002 (poverty i s  measured in this Report using the methodology adopted by INE in 2003). 
Extreme poverty, however, remained at very low levels despite the recession, situation which 
contrasts the experience o f  most Latin American countries during recessions. During 1999-2002 
poverty increased by almost 60%, to a level close to 24% (as an average o f  the year). This growth 
was particularly strong in 2002. Although poverty and inequality are s t i l l  low for Latin American 
standards, the deterioration in social conditions i s  important when compared with s imi la r  
episodes in other countries. As shown in the main text o f  the report, the existence o f  an effective 
safety net in the country was instrumental in avoiding further deterioration of social conditions. 

Vulnerable groups were the most affected by these negative developments. These vulnerable 
groups are composed by households in which the head i s  unemployed, employed in the informal 
sector or self-employed; crowded households; households headed by construction sector workers, 
by individuals with low educational attainment or by young persons. There are also some “new 
poor”, notably individuals living in households with intermediately educated heads. As expected, 
the poor display higher needs than the non-poor, and at the same time their income generation 
possibilities are lower. This i s  evidenced by the larger household size (including the number o f  
children), coupled with lower employment rates in poor households. The unemployment rate in 
poor households more than doubled that observed in non poor ones in 2002. A key finding o f  this 
report i s  that labor market attachment matters a lot. In particular, the employment rate o f  the 
household and the occupation o f  i t s  members were found to be highly and increasingly correlated 
with poverty. Having self-employed individuals in the household increases the probability o f  
being poor relative to households with only wage earners. Furthermore, a household with a self- 
employed head i s  more likely to be poor than a household with an unemployed head. These 
differences between poor and non-poor households became more significant during the recession. 

The growth o f  poverty during the period resulted from three broad factors: (i) higher incidence o f  
unemployment combined with longer unemployment spells and less hours worked, al l  o f  which 
affected more the vulnerable segments; (ii) reductions in real earnings originated in the 
resurgence o f  inflation and a reduced rate o f  increase in nominal remunerations. These were 
compounded by occupational and sectoral shifts in the labor market that contributed to the 
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reduction o f  average earnings; and (iii) higher household income inequality. Pensions contributed 
to the increase in inequality until 1997. 

Using a special survey, the Report showed the effect o f  the recession on individual incomes and 
welfare. In particular, a high proportion o f  individuals (56%) and households (63%) reported a 
decrease in nominal incomes. This incidence was very similar along the wealth distribution. 
Changes in household consumption (which i s  the ultimate determinant o f  welfare) also had high 
incidence but, contrary to the income shock, were strongly related to wealth. Rising 
unemployment and falling real incomes translated into lower consumption levels for a significant 
part o f  the population. The incidence o f  reductions in non-durable consumption (food and non- 
food) was higher than that in health and education, probably showing (i) household reluctance to 
reduce human capital accumulation; (ii) the existence of appropriate public policies and programs 
in the areas o f  education, health and social assistance, among others, that buffered the negative 
effects o f  the shock; and (iii) the use o f  a diverse array o f  coping mechanisms by families. In 
education, while most households tried to avoid the extreme measure o f  taking kids out o f  school 
or delaying their entry, they responded to income reductions by cutting back expenditures on 
school materials. Although the majority o f  households also attempted to avoid cutting back on 
health consumption, particularly as i t  refers to children, the incidence o f  reductions in health 
consumption was higher than in the case o f  education. Additionally, there i s  a decreasing 
relationship between reductions in consumption and wealth. Thus, the poor appear to have 
suffered the most from the recession in terms o f  welfare losses. 

Households developed several ways to cope with the shock: (i) the reallocation o f  expenditures 
among different consumption goods (e.g. buy cheaper goods); (ii) the generation o f  income using 
own resources (managing labor, physical or financial assets through formal and informal ways); 
and (iii) reliance on someone else’s resources (effective programs o f  public assistance and 
assistance from friends, family, NGOs). The use o f  coping strategies i s  related to wealth. Overall, 
the recession appears to have limited the ability o f  households to access and effectively use the 
different self-insurance and mutual-insurance mechanisms. However, households with greater 
access to credit and savings (wealthier households) managed to weather the storm better than 
more liquidity-constrained households. 

The government response to the recession included many positive actions. In particular, the 
existence o f  a firmly established and overall well designed set o f  social programs, including 
social assistance, was evident. There are, however, some areas in which room for increased 
efficiency and effectiveness can be found. In particular, as it i s  common in these situations, social 
spending behaved pro-cyclically during the period 1998-2001, although the reductions in social 
spending were less severe than those observed in other countries (volatility was low). Also, some 
shift in the composition o f  public spending towards non social spending occurred. In 2002, 
however, the government took a positive step by protecting a selected group o f  key social 
programs from budget cuts, described in detail in the main text. 

There are three programs that play an important role in mitigating and coping with social risks. 
An early child development program for children younger that 4 years l iving in poor households; 
a housing program targeted to poor households in rural areas; and a housing program with similar 
characteristics, but targeted to urban slums, introduced in 2000. These three programs represent 
clear examples of well designed and integrated approaches to poverty, by providing a 
comprehensive and well-coordinated bundle o f  goods and services to the poor. A new program 
using this integrated approach was due to start in 2003 with external funding, which aims at 
improving the l iving conditions and social integration o f  children, adolescents and their families 
in situations o f  vulnerability. However, there are important interventions that could be introduced 
to complement the current ones and to enhance the effectiveness o f  the social safety net: 
conditional school subsidies targeted to poor children, particularly in secondary school, where 
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problems o f  coverage st i l l  exist; a training program for unemployed adults; and, given the low 
coverage o f  the unemployment insurance and increased incidence o f  unemployment and self 
employment (particularly among the poor), a redesign o f  the unemployment protection 
mechanism currently in place. 

Some fragmentation within institutions and overlapping program objectives across institutions 
were found in some social interventions. These imply that there i s  room to increase coordination 
o f  social policies, and sharpen the strategic focus o f  the already well designed safety net policies. 
The government has taken an important step in this regard by creating in 2001 a technical unit 
within the OPP to coordinate, monitor and evaluate social programs. Also, other important 
actions related to information and evaluation of social programs have been taken, within the 
context o f  the recently approved World Bank adjustment loan ( S A L ) .  

The tariff increases for the main public utilities (water and electricity, which had increased by 
November 2002 some 20-25%), combined with reduced household incomes, affected the 
affordability o f  basic utilities. An important proportion o f  households reported having problems 
to pay their bills, especially within the poorer segments. Additionally, electricity tariffs were 
shown to absorb an important share o f  the incomes o f  households in the f i rst  quintile o f  the 
income distribution. 

A key question arising from the analysis in the Report i s  why nominal wages kept growing in the 
face of reduced economic activity, forcing a significant quantity adjustment o f  the labor market. 
Even real remunerations grew until 2001 and only declined in 2002. Part of  the explanation 
seemed to be related to the downward inflexibility o f  public wages, which appeared to be 
partially transmitted to the broader labor market, forcing the adjustment to be carried out through 
quantities until 2001. This situation may have changed in 2002 and 2003 when public real wages 
also declined. The analyses showed that public workers wages were 63% higher than private ones 
in 2001 and this difference widened in the period 1997-2001, although most o f  this premium was 
due to higher human capital in the public sector. However, wages in the central government, 
where the majority o f  public sector workers were employed, followed very closely the behavior 
of formal private wages. Once selection into the sector o f  employment was taken into account, 
the public wage premium became even larger, indicating that there i s  a systematic earnings gain 
from working in the public sector that i s  unrelated to productivity or economic performance. 
Furthermore, this wage distortion decreases with s k i l l  level (returns to sk i l l  are lower in the public 
sector). Analyses o f  the effect o f  these policies showed that public wage rigidities exerted a 
negative, although small, impact on employment as a whole until 2001, especially for 
intermediately educated individuals and those belonging to the three lowest quintiles o f  the 
income distribution. The impact o f  this distortion on the level and evolution o f  poverty i s  o f  
second order. Finally, i t was found that both the public wage bill and overall wage inequality 
would be lower if public workers earned according to the private pay structure. As noted in the 
final chapter, however, a deeper analysis o f  the labor market i s  needed to assess what other 
factors are preventing smoother adjustments in this market. Currently, the existing evidence in 
this regard i s  contradictory. 

Priority Policy Actions 

0 Subject to budgetary constraints, there i s  urgent need for flexible programs to protect the 
consumption and welfare of vulnerable groups during recessions that, despite the efficacy 
o f  the current network o f  social programs in protecting the poor, are not completely covered 
by it. Vulnerable groups comprise the unemployed, self-employed (who are the most 
affected) and the poor. Programs o f  this sort include targeted conditional transfers and a 
redesigned unemployment insurance program which addresses the issue o f  limited 
coverage. These programs have to be counter cyclical and ready to act when the demand for 
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services increases. An adequate complement for this i s  a well designed training program 
that takes advantage o f  the existing network o f  institutions, and uses arrangements that favor 
personal choice (Le. use demand subsidies more heavily). 
Along these lines, it i s  recommended to undertake actions regarding the unemployment 
insurance. The thrust of these actions should be to interfere as little as possible with the labor 
market and maintain the fiscal outlay in reasonable levels while addressing the issue of 
limited coverage, especially among non-formal workers. 
Continuation and deepening o f  the efforts in the area of policy coordination are required. 
The government has taken many positive actions in the context o f  the S A L  recently approved 
by the Bank (mainly related to coordination, information and evaluation o f  the main 
programs). However, deepening o f  these activities i s  now called for. Actions should start by 
mapping the supply o f  social programs. This should be complemented by information on 
implementing agencies, objectives, services provided and target populations. Basic data on 
spending levels and coverage should be collected. Success requires the implementation o f  an 
integrated and flexible information system. I t  i s  key to continue the standardization of 
the measurement of social spending and to generate common targeting procedures. 
In a second stage, program evaluations should be carried out to provide feed-back on what 
i s  working and what i s  not in terms o f  efficiency, targeting, coverage and socio-economic 
impact. Currently, i t  i s  clear that there exist some programs that require a major 
transformation or consolidation (kitchen programs, urban housing and the main labor 
training program). 
The case o f  university education deserves special attention due to (i) the importance of  this 
service to generate higher income streams along the l i fe cycle; and (ii) the long tradition in 
Uruguay o f  providing a high quality superior education to large segments of the population at 
low (or none) cost to the end user. The recommendation i s  directed towards finding 
innovative mechanisms to enhance the possibilities of enrollment for the most 
disadvantaged groups, especially the poor, improving targeting and containing the 
growing fiscal cost of the service. An important policy recommendation in this area i s  to 
consider the possibility of offering able but needy students financial alternatives to 
undertake higher education. A scheme like this would require (i) the equilibrium between 
professional and technical studies; (ii) greater flexibility in the financing o f  public education; 
(iii) take into account the synergies between universities, research centers and business; and 
(iv) an analysis and subsequent reform o f  the public university system. 
Macroeconomic performance matters a lot for poverty. In particular, large and unexpected 
fluctuations o f  macroeconomic aggregates, caused by previous misalignments, and reductions 
o f  economic growth have a large negative effect on the poor. Thus, the importance o f  
maintaining appropriate macro policies cannot be sufficiently stressed. Hence, the policy 
recommendations are oriented to reinforce the strengthening of the fiscal position of the 
country and to implement adequate micro and macro policies to favor economic growth. 
An analysis o f  these w i l l  be presented by the Bank in the upcoming “Sources o f  Growth” 
report currently under preparation. Uruguay needs to proceed with i t s  objective o f  improving 
access to industrialized markets. In that endeavor a strengthened Mercosur, better integrated 
into the world markets could play a critical role. Finally, Uruguay needs to advance in the 
deregulation of small and medium enterprises (reducing entry, expansion and exit costs 
and non-monetary barriers). 
I t  i s  recommended to carry out a complete revision of public labor market regulations, 
especially those related to remunerations and hiring and firing clauses. The wage structure 
of the public sector should be more closely linked to the market wages. This i s  especially 
important in the case o f  local governments and public enterprises. In terms o f  hiring and 
firing, performance based recruitment and promotions are the policies that would offer the 
right incentives and have a positive effect on the quality of the public sector. Also, it i s  
important to evaluate the effects that the prohibition to hire new workers in the central 
government has had on the quality o f  public services, the evolution of wages, and whether 
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the measure has rendered the desired effect o f  containing the wage bill. These should be part 
o f  a broader reform o f  the civi l  service. 
Also, it i s  key to understand the nature of self employment in Uruguay (dynamics, 
attachment, determinants and structure) and the sources o f  additional distortions in the 
labor market. The recommendation i s  a joint effort to carry out a detailed analysis of the 
institutional aspects related to the labor market in order to understand i t s  dynamics and 
how these aspects prevent smoother adjustments. 

0 

Other Areas of Policy Action 

0 Continuing the successful efforts undertaken by the government to improve the internal 
efficiency of the high school system. This i s  key for enhancing the possibilities o f  welfare 
improvements for the poor. 
It i s  important also to strengthen the regulatory framework of  the health sector and allow 
cost recovery in the public hospital network. The Bank i s  currently preparing a Report 
covering these subjects. 

0 
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INTRODUCTION 

Population 
GDP growth rate (%) 
Unemployment rate (%)* 
Inflation (%) 
Devaluation (%) 
Mean household income(U$)** 
Growth household income (%) 

1991 1994 1998 2002 
3.126.976 3.195.010 3.289.271 3.384.700 

3.5 7.3 4.5 -10.8 
8.9 9.2 10.1 17.0 

81.5 44.1 8.6 25.9 
50.5 24.7 6.6 89.9 

18736 21172 22047 17444 
na 13.0 4.1 -20.9 

2. Declining economic activity was accompanied by rising fiscal deficits, area that was 
actively acted upon by  the government. The unraveling o f  the Argentinean banking crisis 
in late 2001 prompted a run on bank deposits, which initially affected some Uruguayan 
banks owned by Argentine citizens. This, compounded by strong depreciation of the 
Argentinean peso in early 2002, further deepened stagnation pressures and fiscal deficits, 
debilitating the entire economy. These shocks were reflected in a 37% loss in 
international reserves in January-February 2002, and a further loss o f  nearly $1 bil l ion in 
March-May 2002. Sovereign debt spreads, that traditionally oscillated around 250 basic 
points (bps), jumped to 1800 bps in mid July. With high interest rates in dollars, no 
growth and the peso depreciation, the debt burden began rising at a faster pace until a 
massive run on the banking sector (this time including residents) forced the Government 
to correctly free the exchange rate and to adopt a fiscal stabilization plan supported b y  a 
Stand-by arrangement with the IMF. The IDB and the World Bank also offered 
unprecedented cooperation to the country. 

3. The actions taken by the government and the Central Bank, combined with the 
international financial institution’s (IFI) support, allowed to stop the bank run (by August 
2002 deposits had been cut by  60%), rebuild reserves and begin the process of  fiscal 
adjustment. However, by  the end o f  2002 the debt to GDP ratio rose to 90%, heavy 
amortization commitments approximated in 2003 and access to domestic and 
international capital markets was difficult. Thus, concerns about the financing o f  the 
fiscal gap surfaced and eventually led to a revision of  the IMF program in February 2003 
and, most importantly, to a successful sovereign debt exchange offer in May. The 
revision of  the program with the IMF spread over time disbursements and amortizations, 
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while the debt exchange expanded the average maturity of  bonds (nearly half of  the total 
debt) by  at least 5 years without adjustments to the principal or higher interest coupons. 

Country Year 

East Asia Crisis: 
Indonesia 1998 
Korea 1998 

Tequila Crisis: 
Argentina 1995 
Mexico 1995 
Others: 
Russia 1998199 
Argentina 2002 

Malaysia 1998 

4. The Government expects that as the recent fiscal measures start showing results, 
voluntary external financial support wi l l  return. Important and correct measures, such as 
the nominal freeze on wages and pensions, explained most of  the fiscal adjustment in 
2002. Inflation and the increasingly strong economic recovery since 2003 contributed to a 
gradual improvement in tax revenues. This compounded the beneficial fiscal impact o f  
other reforms l ike the tax on pensions and wages of  the public sector. Other measures in 
the right direction included new excises on water, electricity and telecommunications, a 
broadening of  the V A T  base and a reduction of  exemptions for the tax on net worth and 
the tax on banking assets. 

GDP Change in Unemploy. Growth Poverty Change in 
growth X-Rate Rate Wages after crisis Poverty 

(%) (%I (%) (%I (%) Rate (%) 

-13.1 70.9 5.4 -44.0 13.8 20.3 
-6.7 32.1 6.8 -9.8 7.6 64.4 
-7.4 28.3 3.2 -2.7 10.4 21.2 

-2.8 0.0 16.2 -1.9 27.6 22.8 
-6.2 47.4 5.7 -18.5 53.3 23.7 

-4.9 60.6 13.3 NIA NIA NIA 
-11.0 210.0 17.8 -21.9 57.5 50.1 

5. Social conditions deteriorated during the recession. Unemployment began to increase 
in 1998, when i t  was below lo%, and reached 18.9% in the f i rs t  quarter of  2003. This 
trend, however, began to be reversed in 2003. During the quarter March-May 2004, the 
unemployment rate declined to 13.3%, which i s  s t i l l  high but shows a clear decreasing 
trend. This fact i s  due to the recovery experienced by output growth in 2003. Self 
employment grew also between 1998 and 2001. The increase in unemployment and self- 
employment was accompanied by  a reduction in real wages in the private sector, and 
since 1999 pensions began to fall as well. Poor performance o f  the labor market, in terms 
of  job creation and wage behavior, impacted negatively household income. As a result, 
poverty and inequality increased between 1998 and 2002. The combination of  these 
adverse circumstances, additionally, threatened the ability of  the government to respond 
to the growing needs o f  the vulnerable segments due to the tight budget constraint i t  
faces. However, several measures taken by  the government in different areas, plus the 
existence of  developed social programs, were instrumental in helping the population in 
overcoming the effects of  the recession. Compared to other countries experiencing 
recessions, the movements of  the various indicators in Uruguay seem severe (Table 1.2). 

Colombia 1999 I -4.3 I 18 20.1 -10 54 12.5 
Uruguay 2002 I -10.8 I 89.8 I 18.6" 1 -19.2"" I 23.7 
Source: Fallon and Lucas (2002), and World Bank staff estimates. 
* October-December 2002 
** Refers to Wages in the Entire Private Sector. December 2001-December 2002 

41.9 

6. The table shows some indicators for various countries in recession, including Mexico 
during the Tequila Crisis, Colombia in i t s  recent set back, Argentina (both episodes), four 
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of the East Asian Tigers during the 1997 crisis and Russia in 1998. Uruguay i s  third in 
decline of  GDP. The country has the second highest resulting unemployment rate. The 
drop o f  the exchange rate i s  also high, while the increases in poverty are among the 
largest (although the post-recession poverty rate i s  s t i l l  the lowest among the Latin 
American countries included in the table). 

7. Considering the importance and magnitude of  these events, and their direct 
implications on welfare, this update seeks to provide a clearer picture of  the 
developments related to poverty and welfare since 1998 in Uruguay and their main 
determinants. In some aspects, notably the analysis of  government expenditures, the 
update does not attempt to cover all o f  the ground in the original poverty assessment (see 
Box 1.1). The poverty estimates and related analyses are standardized using the 
methodology recently published by INE (2002). The update focuses on four broad topics, 
relevant to the current situation: (i) i t  examines the trends in poverty, income distribution, 
labor market and other social indicators in Urban Uruguay for the period 1991-2001', 
with some analyses for 2002, according to data availability; (ii) it  looks at how people 
have adjusted to the recession, how i t  has impacted on the population and the types o f  
coping strategies used; (iii) it  analyzes succinctly how the crisis has impacted government 
spending programs, particularly those considered to be pro-poor. Here, a brief assessment 
of the impact o f  public utility tariffs on the poor i s  carried out; and (iv) i t  develops an in- 
depth study o f  public sector employment and pay policies and their impact on the broader 
labor market. 

Box 1.1: The 2001 Poverty Assessment. The Poverty Report (World Bank, 2001) studied the evolution 
of  social conditions in the period 1991-98. The Report analyzed: (i) patterns o f  poverty, income inequality 
and vulnerability; (ii) labor market performance; (iii) marginalization and vulnerability, including an 
identification o f  the r isks faced by the poor and a field work in marginal neighborhoods; and (iv) public 
expenditures targeted to vulnerable groups (financing, distribution and efficiency). The Report found that 
trends in poverty were closely linked to growth and macroeconomic stability, both o f  which deteriorated 
after 1995. Also, the Report argues that during the period under study changes in the sectoral distribution 
o f  GDP, reductions in industrial labor demand and increased informality were observed. The country 
experienced high growth rates during the first half  o f  the decade accompanied by a decreasing poverty 
rates from 1990 to 1995. Then, the recession and the changes just mentioned contributed to elevate 
poverty in 1998 to levels close to those o f  1991. Income inequality increased. These developments 
resulted from rising unemployment rates, deterioration o f  employment quality and reductions in earnings, 
especially among the vulnerable (children, the youth, persons with low education, female headed 
households, unemployed males between 40 and 50 and older women). Unemployment grew from 8 to 
11.3% between 1994 and 1999, hitting harder the youth, women, individuals with low education and the 
poor. Finally, the Report found that social spending i s  high, but 80% goes to social security, which i s  
poorly targeted. Education and health spending levels are average for the region. The latter were found to 
be progressive, while social security expenditure was regressive. Despite efforts to ensure coverage, 
services for marginal areas appeared to be o f  the lowest quality and accessibility. 

' Urban Uruguay comprises all the urban centers with 5,000 inhabitants or more. All the analysis, except those of 
chapter 2 are canied out for this sample, which corresponds to the coverage of the ECH. 
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CHAPTER 1 

Social Indicators 1991-2002: What Happened During the Crisis2 

Basic Trends 

General 

1.1. A broad analysis of  the evolution of human capital accumulation and access to public 
services in the last decade shows a mostly positive picture, with some negative factors 
(Table 1.1). Average schooling of  the adult population grew 1.2 years in the last ten 
years, although the figure in 2001 (8.5 years) i s  low for the income level of  the country 
(the average of  middle income countries i s  around 10 years). At the same time, the 
proportion of  children aged five or less attending school grew due to the increase in the 
public supply o f  pre-school education. The primary school age group (6-12) has had 
universal coverage in Uruguay for a long time. Enrollment rates were constant over the 
decade for the 13-17 years group. On the other hand, enrollment in higher education 
remained somewhat low, but increased during the period. This trend i s  particularly 
encouraging due to i t s  positive effect on long term income inequality and poverty. At the 
same time, the proportion of  children 14-17 who work declined throughout the decade, 
especially during the recession. 

1.2. In general, school enrollment became more unequal over the 90s (by income level), 
especially for boys (table 1.la). That is, the degree of  concentration in 2001 was higher 
than that in 1991 for most age groups. However, the trend since 1997 i s  towards more 
equal enrollment, probably reflecting appropriate policies during the last six years. 
Enrollment rates for primary school aged children have been traditionally equally 
distributed. For higher levels of  education, girls display less unequal enrollment rates 
than boys. Enrollment for the older group (18-25) i s  very unequal and became more so 
during the period, especially for girls, pointing to difficulties faced by the poorer 
segments to attend tertiary studies. This i s  a troublesome result as higher education 
provides larger income streams and acts as an “insurance” against the effects of  income 
shocks. Evidence on the latter statements w i l l  be presented in this chapter and the next. 

1.3. Completion rates (Table 1.1) remained practically unchanged around 92% for the 
younger group (13-17 years). For the older group (18-25) the situation i s  one of  
improvements in the completion o f  primary (97% in 2001) and the first cycle of  
secondary (60%). The proportion o f  those who have completed the second cycle (i.e. they 
are high school graduates), however, remains low (25.5%, down from 26.4% in 1991), 
indicating internal inefficiency o f  the schooling system along with increased economic 
uncertainty faced b y  families. Furthermore, these low completion rates of secondary 
school among individuals aged 18-25 jeopardize their process of  human capital 
accumulation, as entry to higher levels of  schooling i s  delayed, postponed or completely 
abandoned. This may help explain why access to tertiary education i s  so low and 
unequally distributed in the country. 

1.4. In regards to access to public utilities, most urban households have access to 
electricity and water. Meanwhile, the coverage o f  sewage i s  somewhat lower and did not 

* See Amarante (2003); Santaman’a (2003); Vigorito (2003). 
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experience significant modifications in the last decade. Finally, infant mortality rates 
were reduced from 16.7 per 1000 in 1997 to 14.8 in 2002. 

Table 1.1: Selected Social Indicators, 1991-2001 

1991 
16.5 
64.8 
98.8 
80.4 

School enrollment by age group (%) 
0 to 3 
4 to 5 
6 t o  12 
13 to 17 

1994 
9.6 

64.2 
98.7 
74.9 

1997 
7.6 

74.2 
98.3 
78.7 
29.2 

92.2 
26.3 

1.2 
0.6 

96.5 
61.8 
25.3 

5.2 
0.7 
0.6 

14.0 

99.3 
98.3 
65.5 

1% population aged 13 -17 that completed I I 

2000 2001 
11.6 11.7 
79.0 61.9 
98.7 96.9 
79.6 83.6 
31.3 35.1 

91.9 92.4 
27.0 28.0 

1.3 1 . I  
0.6 0.4 

96.8 96.7 
60.3 60.4 
25.7 25.5 

5.0 5.3 
0.7 0.7 
0.6 0.9 

13.6 10.9 

99.4 99.6 
98.0 98.4 
60.7 63.9 

primary school I secondary 1st cycle 
secondary 2nd cycle 
technical school 

% population aged 18-25 that completed 
primary school 
secondary 1 st cycle 
secondary 2nd cycle 
technical school 
school teachers 

1.6 1 .? 
0.7 0.9 

95.8 96.4 
54.2 58.1 
26.3 26.4 

6.6 6.C 
0.7 0.E 

University I 1 .o 0.i  
Employment rate age group 14-17 (%) 17.71 19.c 

Access to public utilities 
Electricity 
water 

g8.01 99.1 
97.7 98.1 

Sewage I 61.51 62.f 
Source: Vigorito (2003) 

Table M a :  Inequality in School Enrollment by Gender, 1991-2001 

Source: ECH 
The cells are the ratio of enrollment in the richest quintile to the poorest 

Poverty 

1.5. First, extreme poverty (defined as not having income to buy a very basic basket of  
food, see Box 1) remained very low in the country despite the recession. In fact, the level 
of  this indicator i s  the lowest in Latin America at 1.9% in 2002. Poverty, on the other 
hand, decreased significantly during the period 1991-98, but all the reduction occurred in 
1991-94, while there was no change between 1994 and 1999 (Table 1.2). During 1999- 
2002 poverty increased by  more than 8 percentage points to a level slightly higher than 
that of 1991 (23.7%). Most o f  this increase occurred during 2001-2002. This i s  shown at 
the bottom of Table 1.2, which shows poverty headcounts for the four quarters of 2002 
(note that these quarterly numbers should not be compared with the yearly averages 
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shown in the rest o f  the table). Poverty incidence went from 16.7% in the first quarter to 
3 1 % in the final one3, and the average value during the year was the 23.7% mentioned. 

1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

1 st Quarter 
2nd Quarter 
3rd Quarter 

Total Mont. Rest 
23.4 22.4 24.4 
19.9 17.6 22.4 
17.0 13.7 20,s 
15.3 13.3 17.5 
17.4 16.1 182 
17.2 15.4 19.1 
17.2 16.0 18.5 
16.7 15.9 17.E 
15.3 15.6 15.c 
17.8 17.7 18.C 
18.8 18.4 19.: 
23.7 22.9 24.4 
16.7 na na 
20.5 na na 
26.2 na na 

4th Quarter I 31.3 na na 
Source: INE (2002); INE (2003) 

Region 1 

Headcount ratio % 
Poverty gap ralio % 

Note : The yearly figures are averages over the entire year. 
Thus, quarterly figures are not shown for comparison with 
the yearly ones. 

mange 
1991 1994 1997 1999 2001 199401 

37.1 28.1 27.3 24.6 30.3 23.4% 
12.5 9.6 8.6 8.0 10.7 33.6’4 

Box 1.1: Poverty Measurement: poverty i s  measured 
using the methodology and the poverty line (PL) 
designed by INE (2002). Poverty lines consist o f  the 
basic food basket and nonfood consumption bundle 
whose combined values are sufficient to allow an 
individual to achieve a minimum level o f  welfare, 
adjusted to reflect consumption patterns within 
households (equivalent scales). The indigence line 
(IL) i s  the value o f  the food basket that would allow 
an adult male to achieve consumption o f  a minimum 
daily energy intake. Updated for 2002, the adult 
equivalent IL i s  U$914.1 per month (US$34). Non- 
food consumption among households in the same 
group gave the parameter to estimate the adult 
equivalent P L  (2.99 for Montevideo and 2.65 for the 
rest), resulting in poverty lines o f  U$2733.1 and 
2422.3. Then, the income o f  household members i s  
compared to these values to determine poverty status. 
For a description o f  this methodology see INE (2002). 
As shown below, in the new methodology, it i s  
especially important the change in the method for 
updating the value of the PL. 

1.6. Outside Montevideo, region one i s  the poorest but experienced the smallest increase 
in poverty between 1999 and 2001 (Table 1.3). This region corresponds to the north and 
northeast departments located at the border with Brazil. Region two has the lowest 
incidence o f  poverty but experienced the largest increase in poverty (which doubled). 
This Region corresponds to Maldonado and i t s  economic activity i s  linked to tourism. 

Table 1.3: Poverty Count and Poverty Gap by Region (%), 1991-2001 

Headcount ratio % 6.0 9.7 5.3 10.4 ..EQ% 
Poverty gap ralio % 2.9 1.5 2.2 1.4 2. 56.1Y 

Region 3 

kxdwunt  ratio % 
Poverty gap ratio % 
Region 4 

Headwunl ratio % 29.6 20.6 20.2 17.2 
Poverty gap ralio 7~ 9.6 6.3 6.3 5.4 

Source: Vigorito (2003) 

1.7. Poverty Profile: the poor seem to not change faces, but worsen their situation4: 
Table 1.4 presents unconditional relative risks of  being poor for several groups o f  
households according to various characteristics. The entries in the table are calculated as 
the proportional difference in poverty incidence between each group and the entire 

The poverty gap rose by an equivalent proportion. However, this gap was not a major source of concem in 2001 (6%). 
In what follows the term “vulnerability” should be understood as the higher relative incidence o f  poverty for some 

groups of households or the higher conditional likelihood of being poor for the same groups (compared to the average). 
In some cases, the variance of household incomes i s  used to assess vulnerability. 
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sample. What i s  important from the table i s  the following. First, households in which the 
head i s  unemployed or employed in the informal sector have a substantial higher risk to 
be in poverty than the average household5. The risk associated to unemployment 
decreased throughout the decade, maybe due to the increased incidence of  
unemployment. Households in which the head does not participate in the labor market are 
much better of f  than any other group, and this effect became more pronounced 
throughout the period. This result i s  related to the increasing coverage and value of  
pensions since the 1989 reform. Pensions became then an even more effective insurance 
against poverty. This i s  confirmed by looking at the risk associated to the employment 
rate o f  the household presented at the bottom. Those households in which there are no 
employed individuals face substantially lower r isks than any other household. The 
households in which half or less of  the individuals able to work are employed face higher 
risk of poverty, and the effect was stable throughout the period. Households with 
employment rates between one half and one went from facing lower poverty r isks at the 
beginning o f  the decade (1 3%), to become very similar to the average household in 2001. 
Finally, those households with all adults employed face significantly lower r isks of  being 
poor than any group, and this effect became stronger. These results point out to the 
importance o f  employment to avoid poverty, showing that employment became 
increasingly necessary as the recession unfolded. 

1.8. Second, and consistent with the findings for most Latin American countries, the risk 
o f  poverty i s  also higher for crowded households (five or more people), households 
headed b y  construction sector workers or by  individuals with low educational attainment 
(primary education or less). The risk of being poor i s  lower for households headed by  
older individuals, by women or by  workers of  high paying industries (banking, utilities 
and transportation). High school education consistently lost part o f  i t s  value as an 
effective insurance against poverty during the period. That is, having a head with some 
post-secondary education i s  becoming increasingly important for households. Note that, 
in most cases, the high risk groups were worse of f  in 2001 than in 1991, while the 
opposite i s  true for the low or no risk groups. Thus, poverty has not “changed faces”, but 
differences became larger and vulnerable groups in 1991 have become more so. The 
young are over represented among the poor, and this situation got worse during the 
recession. Thus, age i s  highly and negatively correlated with the risk o f  being poor. This 
i s  linked to the universal coverage o f  the pension system and the reform of i t s  indexation 
mechanism in1989, the bad performance o f  the labor market, and the fact that fertility 
rates are higher for less educated women. Probably due to the chief role o f  the labor 
market in affecting household well-being, the increase in poverty rates for the younger 
groups was more significant than for the older adults. 

Th is  fact i s  confirmed by the higher variance of incomes for informal or self-employment headed households. 
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Table 1.4: Relative Risks of Being Found in Poverty 1991-2001 (%) 

Household size 
1 person 
2 to 4 persons 
5 persons and more 

Household head labour status 
non participant 
Unemployed 
employed informal sector 
employed formal sector 

Household head industry 
Agriculture and mining 
Manufacturing 
Electricity. gas and water 
Construction 
Wholesale and retail c. 

Transportation 
Professional services 
Education. welfare. etc. 

Household head schooling 
Primary 
Secondary 
Technical 
Terciary 
Other 

Age of household head 
18 to 25 
25 to 39 
40 to 49 
50 to 59 
60 and more 

Sex of household head 
Male 
Female 

% employed adults 
0 
0<0.5 
0.5 
0 . 5 ~ 1  
Source: Vigorito (2003) 

1991 

-75% 
-25% 
122% 

-29% 
136% 
57% 
-1 0% 

2 2 % 
-2% 

-33% 
59% 
-1 3% 
-7% 

-79% 
1 % 

25% 
-32% 
28% 
-85% 
-78% 

69% 
36% 
17% 

-20% 
-38% 

5 Yo 
-1 7% 

-3 1 % 
72% 
28% 
-1 3% 

1994 

-84% 
-34% 
169% 

-43% 
2 1 7% 
98% 
-20% 

44% 
-6% 

-53% 
107% 
-1 9% 
-25% 
-80% 
-4% 

30% 
-30% 
18% 

-93% 
-1 00% 

79% 
47% 
13% 

-20% 
-38% 

7% 
-1 9% 

-51% 
86% 
52% 
-7% 

1.9. Table 1.5 contains a sharper presentation of the main differences between poor and 
non poor households. The former group displays higher needs and the difference widened 
over the 1990s. Indeed, in 2002 the average number of persons was 4.8 in poor 
households and only 2.8 in non-poor ones (these numbers were 4.7 and 3 in 1991), and 
poor households had four times the number o f  children under 14 than a non poor family. 
This was coupled with an employment rate in the average poor household that 
represented 90% of that in the non poor household. The other side o f  the problem i s  an 
unemployment rate in poor households than i s  more than twice the one among non poor 
families in 2002. While the unemployment rate in non poor households did not change 
between 2001 and 2002, in poor households i t  grew by  20%. Additionally, poor 
households display lower levels o f  educational attainment. The ratio o f  average years of 
schooling between poor and non poor households remained unchanged during 1991- 
2001. This can also be seen by  looking at the percentage of  households having at least 
one college graduate, where the gap between poor and non poor i s  extremely wide, and 
increased during the period. The continued lower school enrollment rates for the two 
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older groups of boys and girls, combined with higher incidence o f  child work among the 
poor, foretell mediocre prospects for the next generation’s transition out o f  poverty. On 
the positive side, however, the differences in enrollment for the two older groups 
decreased in the period 1997-2001. 

Table 1.5: What Distinguishes Poor Households from Non-Poor ones? 
Needs. Endowments and Income Sources 1991-2002 

llndex I 1991 

nmpoor poor 

I 

lNasda Number of members I 3.0 4.7 
I 0.5 1.7 

I 
7.6 5.E 
7.6 5.7 I 11.3 0.E 

Years of schooling household head 
Years of schooling adults aged 25 and more 
O h  of households uith at least 1 cdleue araduate 
I Enlployment and Child Labor I 
Unemployment Rate (?A) I Employment rate (33) 
% of children 14 to 17 employed 
School Attendance 

A- 6-12 
Ages 1317 83.4 68.9 
Ages 18-25 31 .O 
* Calculations are made for the f irst quintile to approximate 
Source: Vigorito (2003), INE (2002,2003) 

t 

1994 I 1997 

7.8 5.9 
10.8 0.3 11.5 02 

he poor vs. the rest (non-pc 

1999 

3.0 5.0 
0.5 2.1 

8.0 6.: 
8.1 6.t 

12.5 0.2 

10.3 20.: 
53.0 49.( 

~ 13.6 14.C 

87.6 66.1 
99.4 98.7 
86.5 65.0 
34.1 11.0 

3r) 

2001 I 2002 I 

8.6 6.7 na na 
8.7 6.8 na na 

14.5 0.3 M M 

14.1 24.2 14.7 29.9 
51.8 48.3 49.9 44.7 
9.7 13.3 M na 

90.7 72.5 na na 
99.4 98.3 na na 

38.9 15.2 na na 
89.4 69.7 M na 

1.10. Multivariate (conditional) analyses of  poverty provided the following additional 
information (see Annex): (i) labor market attachment seems to matter even more than 
what could be inferred from the analyses above. In particular, the employment rate of  the 
household and the occupational choice of  i t s  members (including the head) were found to 
be highly correlated with poverty. Having self-employed individuals in the household 
increases the probability o f  being poor relative to households with only wage earners, or 
with only inactive members. Furthermore, a household with an informal (Le. not having 
social security benefits) or self-employed head i s  more likely to be poor than a household 
with an unemployed head, especially during the recession. This i s  related to the severe 
income reductions faced by the self-employed and, possibly, to the temporary nature o f  
the unemployment state6; (ii) being a public employee i s  an effective insurance against 
poverty; (iii) being a home owner also provides effective protection against poverty; (iv) 
households conformed by  a couple and children displayed the highest probabilities o f  
being poor; and (v) once household characteristics are controlled for, the likelihood o f  
being poor in Montevideo i s  higher than in any other region, excepting region 2, where 
there i s  no significant difference. International experience suggests that ethnicity i s  

Since we are measuring income poverty, the effect of unemployment and self-employment on poverty i s  very strong 
and may seem obvious. However, the fact that the conditional likelihood o f  being poor for a household i s  larger i f  its 
head i s  self-employed or informal than in any other state means that the vulnerability o f  these groups i s  not an artifact, 
and rather reflects important negative features o f  those types o f  employment, notably higher income variability and 
lack o f  protection against shocks (evidence o f  this last point i s  presented in Chapter 2). T h i s  result i s  also related to the 
fact that informal workers possess unobservable (or non-measured) characteristics that make them more prone to be 
poor. That is, causality in this case cannot be clearly established. 
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correlated with poverty. To complete the profile o f  the poor, the available data (INE, 
1998) was used to study this issue (box 1.2). 

Total 

Box 1.2: the Situation of the Afro Uruguayans: according to INE, 5.9% o f  urban Uruguay declared 
themselves, in a survey conducted in 1996 and 1997, to belong to the “Negro race” either in exclusive 
form or as a mixture with other races. This percentage represents 164,200 persons o f  which 78,000 are 
resident in Montevideo and 86,200 reside in other urban areas. Within this population, 50.8% (83,400 
persons) are Afro-descendant women. As Table B. 1.2.1 shows, the Afro-Uruguayan population has a 
younger age structure compared to the total and white population. This i s  a result o f  higher fertility rates 
combined with lower l i fe expectancy. Unemployment rates among Afro Uruguayans were significantly 
higher than the ones corresponding to any other group, while participation rates are higher. 

White I Afro-Uruguayan I Indigenous 

Table 8.1.2.1 Age structure of the population by self-declared ethnic group. Urban Uruguay 

25-29 
30-39- 
40-49- 
50-59 

60 and more 

10.0 8.6 9.7 11.4 
9.5 8.2 9.4 9.0 
8.9 7.1 7.2 7.8 
7.6 6.0 6.7 7.4 
5.8 4.2 4.8 5.3 

What Lies Behind these Developments? 
1.11. The analysis below shows that poverty incidence rose in the last four years due to 
three broad factors: (i) higher incidence o f  unemployment combined with longer 
unemployment spells and less hours worked, which, in general, affected the vulnerable 
segments more; (ii) reductions in real earnings originated in the resurgence o f  inflation 
and a reduced rate of  increase in nominal remunerations. Additionally, there were 
occupational and sectoral shifts of  employment, caused by  the adjustment o f  the labor 
market, which contributed to the reduction of  average earnings; and (iii) higher 
household income inequality, which also was in large part determined by the 
occupational and sectoral shifts just mentioned, and by  the higher and unevenly 
distributed incidence of  unemployment7. Additionally, pension income contributed to the 
increase in inequality until 1997. Each o f  these issues (inequality and labor markets) i s  
analyzed below. I t  i s  important to note that, given the methodology used to update the 

Note that poverty and inequality are, by the most part, determined by the same factors. Also, i t  i s  important to 
highlight the effect that increased educational wage differentials had on the evolution of income inequality. 
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value o f  the poverty line (which i s  quite standard), i t  i s  evident that there i s  a strong 
statistical correlation between poverty rates and food prices. This correlation, however, 
does not embody any casual relationship. 

1.12. From a pure algebraic point of  view, and given the methodology used for measuring 
income poverty (which, as mentioned, in the case o f  Uruguay i s  standard), three factors 
can change the poverty rate from year to year: (i) relative price movements (Le. different 
evolution o f  the price index used to update the value of  the poverty l ine and the general 
price index); (ii) shifts in the household income distribution (Le. income transfers 
between households located in different parts of  the distribution); and (iii) average 
household income growth (which closely follows GDP growth). O f  these, the last two are 
of  economic significance, while the f i rst  one describes a purely statistical relationship. 
Table 1.6 decomposes the changes in the poverty rate between these three factors. 

Table 1.6: Decomposition of Poverty Changes (Percentage Points) 
1991-2001 

1991-2001 

1999-2001 

Source: Vigorito (2003) 

1.13. Two points are worth mentioning from the table. First, income inequality exerted a 
sizable negative effect on poverty, which was especially important in the latter part of  the 
decade. In the absence o f  the increase in inequality, poverty would have decayed by  6.5 
percentage points between 1991 and 2001, instead o f  the 4.6 points observed. Second, 
during the entire period household income growth alone made the poverty rate go down 
by 4.4 percentage points (almost 20% of the 1991 poverty rate), while during the period 
1999-2001 the fall in household income increased poverty 2.2 points. Thus, in what 
follows the determinants of  inequality and of the evolution o f  average household income 
(mostly determined in the labor market) are analyzed to understand the ways in which 
they affected poverty. Also, as noted above, the statistical association between price 
changes and poverty i s  strong and caused the poverty rate to shift importantly. 

Income Znequality 
1.14. Attention now focuses in the first important fact from Table 1.6: income inequality 
had a negative effect on poverty, especially since 1997'. Income inequality in Uruguay 
has traditionally been low when compared to other Latin American countries. Even 
today, after the increase o f  the last years, Uruguay i s  a more equal society than all the rest 
of  Latin American countries. However, inequality increased during the 1990s, especially 

* Most o f  the analyses are done using equivalent income. The results for per capita income are similar ( see Annex 1). 
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throughout the recession (Table 1.7). The Gini coefficient increased by 4% during 1991- 
1999 and by 2.4% in 1999-2001. 

€9  uivalen t 
Tota l  

Gini 
Theil index 
Montevideo 
Gini 
Theil index 
Rest 
Gini 
Theil index 

1991 1994 1997 1998 1999 2000 2001 

41 . I  41.5 42.0 43.4 42.8 43.5 43.8 
31.8 30.8 31.5 33.9 33.0 34.2 34.6 

39.9 39.6 40.7 42.5 42.4 43.2 43.2 
29.0 52.3 29.1 32.3 31.8 33.4 33.1 

38.0 37.4 37.1 39.4 38.0 38.3 39.0 
29.0 25.1 24.0 27.2 24.8 25.6 26.7 

1.15. In the period 1999-2001 the inequality increase was similar for Montevideo and for 
the rest o f  the country, being slightly higher in the latter. During the previous years, 
household income inequality grew more in Montevideo (6.2%) than in the rest of  the 
country, where there was no change. Figure 1.1 suggests that part of  the increase in 
income inequality comes from the labor market. In effect, the evolution of  household 
income i s  different depending on the education level o f  the head. This result i s  commonly 
found in many studies for diverse countries, both developed and developing. These 
unequal paths are linked to increasing returns to sk i l l ,  and to the different probabilities of  
being unemployed according to educational attainment (explored below). Households 
headed by  a high school graduate fared the worst by  far. This result i s  consistent with 
evidence from many Latin American and OECD countries (see, for example, World 
Bank, 2003 for the case o f  Latin America or Collins, 1999 for the case o f  the US). An 
additional contributor to the inequality increase was the occupation of  the household 
head. During the recession, households headed by  salaried workers experienced smaller 
income reductions (especially i f they were public employees), while the self-employed 
were hit the hardest. 

Figure 1.1: Evolution of Household Income by  Education of the Head (Indices) 

130 I 

i m  

115 

110 

10s 

1w 

95 

93 

85 

80 

-High School - W ‘Technical 

1991 1994 1997 1999 2w1 

Source: Vigorito, 2003 

1.16. During the entire period, most household income came from earnings (wages) and 
pensions. However, the composition of  household income across different groups of  
households changed. For the poorer, the share o f  wages increased. Pension earners, on 
the other hand, moved to the right o f  the distribution (became richer). The information of  
Table 1.8 suggests that the contribution to inequality of  wages increased during this 
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W a g e s  (1 )  
Sel f -em p loyment  (2) 

Ent repreneur ia l  (3) 
Earnings (1+2+3)  
Pens ions  
Other  
Imputed  rent 
To ta l  

1.18. Additional decompositions were performed to assess inequality between groups of  
households sharing the same observable characteristics (see Annex). The results indicate 
that regional differences do not explain much inequality. However, since inequality grew 
more in Montevideo, between group differences increased. The proportion o f  inequality 
explained by schooling increased between 1997 and 1999, and then remained unchanged. 
This result points to the increased relative earnings of the more educated segments o f  the 
population (earnings o f  the more educated rise, while those of  the intermediately and less 
educated fall) and i s  consistent with a pattern observed in most of  the western world. I t  
reflects two broad factors, also present in Uruguay: (i) increasing demand for more 
educated workers by the productive sector, possibly arising from a process of  rapid 
technical change; and (ii) slow response o f  the supply o f  highly educated workers, 
reflecting insufficient and unequal coverage o f  post-secondary education. The joint 
impact of  a set of  variables dividing households in 240 fine and homogeneous groups was 
also examined. These groups were formed according to the educational attainment o f  the 
head, household structure, region and labor force status of  the head. Inequality jointly 
explained by these variables grew throughout the decade to a maximum of  40%. The 
portion of  inequality explained b y  this partition was especially high when considering the 
group of  employed household heads during the recession. These findings imply: (i) urban 
Uruguay has become more polarized. That is, differences between homogeneous group o f  
households became larger; (ii) employment and occupation appear again as key 
determinants o f  household well being; and (iii) the fact that finely defined groups of  

1 9 9 1  1994 1997 1 9 9 9  2 0 0 1  

32.7 31 .6 34.5 33.9 36.3 

6.2 9.6 10.9 9.7 10.2 
31.7 24.9 16.6 24.9 19 .6  
70.6 66.3 64  .O 68 .5  66.3 

6.7 10 .1  13.9 13.2 14 .2  
10.3 9.7 9 .6  6.9 6.2 
12 .4  13.9 13.3 11.4 11.3 

100.0  100.0  101.0  100.0  100.0  
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households only explain 40% of total inequality implies that unobservable factors, such 
as asset ownership and access to safety nets, are playing an important role. 

Region 1991 

100.0 Montevideo 

Rest  100.0 
Total 100.0 

Box 1.3: Inequality Between M e n  and Women, a Positive Trend 
Table B.1.3.1 shows that the gender gap in hourly earnings was reduced during the last decade. However, 
i t s  evolution varied according to educational levels. According to Amarante and Espino (2002), 
segregation has been growing mildly during the 1990s and most of the reduction in the gender gap was 
due to increasing female schooling. 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 

113.6 114.7 122.5 118.8 117.2 117.3 122.3 128.1 120.8 116.3 101.7 
103.2 106.8 116.3 110.5 106.5 110.5 120.9 117.9 110.4 104.0 95.9 
109.8 111.8 120.2 115.7 113.2 114.8 121.8 124.3 116.9 111.7 99.6 

Table B1.5.1 Average female hourly wages as a proportion of male hourly wages. Private 
employees. 1991 -2000 

Year Primary Unfinished Completed Technical School Unfinished College Total 
secondary secondary school teachers university Graduates 
school school degree 

1990 0.68 0.73 0.64 0.71 0.71 0.65 0.75 0.73 

1992 0.73 0.72 0.61 0.75 0.99 0.68 0.71 0.76 

1994 0.76 0.69 0.68 0.82 0.77 0.64 0.59 0.76 

1996 0.83 0.83 0.69 0.75 1.17 0.64 0.59 0.81 

1998 0.87 0.77 0.73 0.8 0.91 0.71 0.73 0.83 

2000 0.89 0.86 0.77 0.84 0.96 0.69 0.82 0.88 
~ 

Sniirce: Amarante and Esnino f2002) 

Economic Growth and the Labor Market 

1.19. The poverty to growth elasticity was high and constant around minus one 
throughout the decade’. Thus, an analysis of  why household income has fallen in the last 
years (Table 1.9) i s  needed. In particular, the way in which the labor market adjusts to the 
reduced growth determines to a great extent the evolution of  household incomes. 
Household income increased significantly until 1994, did not change much in 1995-98 
and decreased since then. The rate o f  negative growth accelerated since 1999, and 
especially between 2001 and 2002, when the drop was o f  11%. The fall in per capita 
income between 1998 and 2002 reached 20% (the reduction was larger outside 
Montevideo). The lower quintiles experienced bigger reductions during the recession. So, 
why did household income fall l ike this? The answer, in general, i s  that the increase of  
household income in the first half o f  the decade was broadly led by  the increase in wages 
experienced in the f i rs t  years of the decade, which also increased the value of  pensions 
due to the indexation mechanism. Then, earnings began to decrease and unemployment 
grew rapidly. These last effects (wage reduction and increased unemployment) stem from 
the adjustment of  the labor market. Their joint effect on household income, and thus on 
poverty, i s  shown in Figure 1.2. In the recession the relationships seem to be very strong. 

T h i s  value i s  low compared to Argentina (-4), but high compared to Colombia (-0.5) or Brazil (-0.6) 
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Figure 1.2: Real Wages Falling and Increased Unemployment Incidence Seem to Have 
Played a Key  Role in the Reduction of Household Income and the Increase in Poverty 

- - -unemployment 
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1 1  
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Source: INE 
The graph shows indices (1990=1) for all the variables 

1.20. Thus, the story seems to be one in which nominal wages do not respond to reduced 
growth (that is, they do not adjust downwards). Thus, the labor market adjusts in three 
ways: (i) the resurgence of  inflation and slower growth o f  nominal wages produce a real 
wage decrease in 2002; (ii) unemployment grows by more than 50%; (iii) informality 
grows, contributing to the fall in average wages in the economy since remunerations in 
the informal sector are lower. Additionally, shifts in the sectoral composition o f  
employment occurred, affecting the earnings and employment of  the poor. Each one o f  
these three issues i s  analyzed below. 

1.21. Employment and Unemployment: rapid economic growth in the early years of the 
decade (an average of  5.4% in 1991-94), combined with smaller employment growth 
(1.7% per year), were reflected in productivity increasing fast (Table 1.10). In those years 
productivity grew by  3.7%, and the employment elasticity was low at 0.35. During 1996- 
2002, employment declined in every year but 2001, with the largest drops occurring in 
1998 (-5.9%) and 2002 (-3.5%). Since output growth was strong during 1996-98, 
productivity increased very rapidly (8% per year). This implies that the solid performance 
in terms of  economic growth was not “pro-employment””, i t  was led by increasing 
productivity. Importantly, Table 1.10 shows that in the early years of  the recession the 
elasticity employment-growth was almost one, while in 2002 GDP declined by 10.8% 
and employment only by  3.5%. This means that in the last year the adjustment fe l l  more 
on real wages than on employment. Also, i t points to the fact that the labor market had 
already suffered a large quantity adjustment. 

lo Amarante (2003) estimates the Okun coefficient, showing that before 1996 the long term elasticity was about -0.82. 
After 1996, i t  was -1.21. That is, after 1996, to reduce the unemployment rate by 1%, output should grow 1.21%. 
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Table 1.10 Growth of GDP and Employment 1991-2002 
Y e a r  

1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2 0 0 0  
2001 
2 0 0 2  

Source: INE 

1.3% 
1.6% 
1.1% 
2.7% 
1 .6% 

-2.6% 
-0.2% 
-5.9% 
-2.0% 
-1.3% 
0.8% 

-3.5% 

3.5% 
7.9% 
2.7% 
7 .3% 

- 1 . 4 %  
5.6% 
5.0% 
4.5% 

-2.8% 
- 1 . 4 %  
-3.1% 

-1 0.8% 

1.22. During the last years the number o f  unemployed grew by 85,000 (there were 
120,000 unemployed in 1998). However, the destruction of  jobs was smaller (65,000). 
The difference i s  due to the increase in the participation rate. Approximately 20,000 of  
these new unemployed were household heads. A summary i s  given b y  the employment 
rate (Figure 1.3), that subsumes the behavior of  employment and the participation rate. 

Figure 1.3: Employment Rate 1991-2001 
I 

55.0 - 

53.0 - 

51.0 - 

45.0 4 , ~ 
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1-Tata.l Montevideo - - - Interior 

Source: Amarante (2003) 

1.23. As shown in Table 1.5, unemployment incidence i s  higher among the poor, who 
also experienced a larger increase in unemployment between 2001 and 2002. Table 1.1 1 
shows, however, that despite the fact that unemployment i s  higher for the most 
vulnerable groups (young individuals and the poor), i t s  increase in 1998-2001 was, in 
many cases, larger for the less vulnerable ( eople older than 25 years, educated 
individuals, and persons belonging to the 20th-80t percentiles of  the income distribution). ! 
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Table 1.11: Unemployment Rates for Different Groups, 1990-2001 (%) 

6.7 8.2 
4.0 5.2  5.8 8.2 9.1 

7.4 7.9 7.7 10.9 12.0 

Source: Amarante (2003) 

1.24. The most vulnerable groups suffered, however, larger increases in unemployment 
duration and a more significant decline in hours worked (Table 1.12). In fact, the 
differences by  income quintile are large: the richest 40% experienced shorter 
unemployment spells and worked more hours in 2001 than in 199811. Thus, the poor have 
higher than average unemployment rates, coupled with longer unemployment spells and 
fewer hours worked. 

Table 1.12: Changes in Unemployment Duration and Weekly Hours of Work 

Source: Amarante (2003) 

1.25. Real wages: as mentioned earlier, real wages took more o f  the adjustment in 2002 
than employment. Real wages increased 12% between 1990 and 2001, while in 2002 
decreased 11% (their level in 2002 was slightly lower than in 1991 for private workers). 
The fall in real wages was also in part determined by  the evolution o f  self-employment. 

I t  i s  important to note in the table how high school graduates perform worse than the other educational categories. 
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Uruguayan statistics distinguish between self employed with and without investment 
(“con local” and “sin local”). Self employment accounted for 22% o f  total employment 
in 2001 (8.2% and 13.5%, respectively). Self employed without investment (SEWI) grew 
31% during the decade, particularly between 1998 and 2001. Those with investment 
(SEI) grew 26% between 1990 and 2001. While the share of  SEWI increased throughout 
the decade, particularly during the recession, the proportion of  SEI fluctuated up and 
down. This behavior maybe related to the different nature of both occupations (SEWI 
appears to be closer to the traditional “segmented-market” view of  self employment). The 
majority o f  the self employed are men. While in 2001 private workers displayed 9.5 years 
of  schooling and public workers 11.4, SEWI showed even lower levels of  education than 
informal workers (7.8). SEI had s im i la r  schooling than formal workers. SEWI are 
concentrated in households in the lower tail of  the income distribution. SEI, on the other 
hand, are evenly distributed along quintiles. SEWI receive very low wages (half of  
private workers in 2001), whereas SEI display earnings s im i la r  to private workers, or 
even higher at the end of the decade. While SEI earnings increased over the decade, 
SEWI experienced a reduction in their real earnings of  15% (Figure 1.4). 

Private e m p l o y e e s  
Publ ic e m p l o y e e s  
Ent repreneur  
Se l f  e m p l o y e d  w i thout  i n v e s t m e n t  

S e l f  e m p l o y e d  wit  i n v e s t m e n t  
O t h e r  

T o t a l  

Figure 1.4: Self-employment Earnings (Indices) 

1 9 9 0  1 9 9 5  1 9 9 8  2000 2001 1990.98 1998-01 
5 5 8 6 3 2  6 3 9 1 8 0  8 2 0 2 7 9  593586 586529 6 1 6 4 8  -33750 
2 4 3 2 2 1  2 2 9 1 4 0  1 7 9 9 0 3  182560 178649 -6331 8 -1254 

4 7 7 5 6  5 5 4 7 6  4 8 5 6 3  39501 41  9 7 2  8 0 7  -6591 

7 2 1 8 9  8 2 0 0 8  7 8 3 6 3  85408 94706 6 1 7 4  1 6 3 4 3  
1 2 4 3 8 7  1 7 2 4 5 8  1 5 3 4 1  4 147329 157125 2 9 0 2 7  3 7 1  1 

64415 2 7 7 3 8  231 78  1921 7 17219 -41237 -5959 

11 10600 1 2 0 6 0 0 0  11 0 3 7 0 0  1087600 1076200 -6900 -27500 

1 1 4 0  , 

I I O  * - -  - -  
1 0 0  - 

9 0  - 

6 0  
1 9 9 0  1 9 9 1  1 9 9 2  1 9 9 3  1 9 9 4  1 9 9 5  1 9 9 6  1 9 9 7  1 9 9 8  1 9 9 9  2 0 0 0  2 0 0 1  

I S E W  I - S E I  - - - P r i v a t e  w o r k e r s  

Source: Amarante (2003) 

1.26. Table 1.13 shows that private salaried employment (of which 70% i s  formal) grew 
in the first half of  the 1990s and was stable over 1995-98. Public employment declined al l  
along 1990-02 (especially in 1990-98), while self-employment grew during the same 
period. The important point i s  that in the present recession, job losses have been 
predominant in the private salaried sector. Between 1998 and 2001, 34,000 jobs were lost 
in that sector. The increase in self-employment was not able to absorb al l  these workers 
(the number of  self-employed grew by 20,000, o f  which 80% were SEWI). 

1.27. On top o f  this, the growth o f  self  employment concentrated in short-term temporary 
jobs offering low incomes. This type o f  intermittent work employs about 20% of the 
labor force. In fact, while before the recession SEWI o f  a long term nature comprised 
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about 60% of total SEWI, this proportion fe l l  to 42% by  2002. While total self 
employment has risen, that o f  a long-term nature fell. Hence, the traditional role of  self 
employment o f  absorbing employment from the formal sector appears to have gained 
importance during the recession. The most stable source of  employment i s  the public 
sector, of which about 18% o f  al l  households depend in whole or in part. This source of  
employment i s  generally enjoyed by  the middle class, however, not the poor (only 7% of  
all the public-sector employees belong to the lowest 20% of the income distribution). 
Thus, these occupational changes, similarly to other shifts occurred within the labor 
market are more important for the poor. Some 60% of the employed poor work in the 
informal sector (informal salaried plus self-employment). O f  these, half are intermittent 
workers. This move toward lower wage employment has been transmitted to households, 
which now depend more on self-employment as the main source o f  income. As shown 
above, this source entails an important increase in the probability of  a household being 
poor. When discussing the results of  the multivariate analysis of  poverty (paragraph 
1.10), i t  was found that the “insertion” o f  the household in the labor market mattered a 
lot. Households having only self-employed earners, or a combination o f  salaried workers 
and self-employed faced higher probabilities of  being poor. Table 1.14 shows that the 
proportion of  individuals l iving in these households increased substantially during the 
recession. Table 1.14 displays comparative information of  relevant characteristics 
according to the labor market insertion o f  the household. I t  shows that during the 
recession the differences in poverty rates between the low-incidence groups (wage 
earners and inactive) and the highest incidence groups (self-employed) have widened. In 
2001 a household with only self employed was almost twice as likely to be poor as one 
with only wage earners, implying that the already vulnerable segments have been the 
most exposed to the occupational shifts occurred in the labor market. Additionally, 
throughout the period 1991-98 poverty incidence among wage earner households and 
mixed ones was very simi lar .  B y  2001, the difference was over 20%. 

Table 1.14: Selected Indices for Different Types of Labor Market  Insertion 

% 

58.7 
10.6 
15 .4  
15 .4  

55.4 
1 1  .6 
16.5 
16.4 

55.6 
12.1 
16.9 
15 .4  

Y e a r  a n d  
e m p l o y m e n t  s e c t o r  

w a g e  e a r n e r s  
s e l f - e m p l o y e d  
m i x  
n o n e  

w a g e  e a r n e r s  
s e l f - e m p l o y e d  
m ix 
n o n e  

1 9 9 1  

1997 

1 9 9 8  
w a g e  e a r n e r s  
s e l f - e m p l o y e d  
m ix 
n o n e  

2 0 0 1  
w a g e  e a r n e r s  
s e l f - e m p l o y e d  
m ix 
n o n e  

pove r t y  E m p l o y m e n t  
R a t e  

25.1 5 9 . 2  
26.8 5 5 . 8  
23.3 74.5 

1 5  11 .2  

16.5 60.2 
25.5 56.7 
19.4 74.5 
10.7 7.5 

15 .3  60.1 
25.5 56 .1  
16.1 74.5 

9.5 6.6 

Source: Vigonto (2003) 
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1.28. Finally, the sectoral shifts that occurred in the 1990s, but especially during the 
recession, must be taken into account as well. Their effect i s  twofold. First, they 
contributed to the reduction o f  average wages in the economy. Second, the shifts 
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disproportionately affected the poor. Figure 1.5 displays changes in employment for the 
periods 1990-98 and 1998-01 (adjusted by the sector size in 1998), along with changes in 
real wages between 1998 and 2001 for the different sectors. Two things are immediately 
apparent from the graph. First, the sectors that grew during the period were precisely the 
ones that experienced the highest wage losses (Construction, Commerce and Financial 
Services). These sectors employed 40% of  the population in 2001. Thus, average 
earnings were affected negatively by the sectoral adjustments of  the labor force. Second, 
the sectors that provide the most opportunities of  employment for the poor 
(Manufacturing, Construction, Commerce and Services, which employ 74% of the 
employed poor), experienced either wage reductions (Construction, - 18% and Commerce, 
-6%), or employment reductions (Services, - 13%), or both (Manufacturing reduced 
employment and wages by 12%). 

1.29. Additionally, i t  i s  worth noting that the currency appreciation may help explain the 
expansion o f  the service sector at the expense o f  the industrial and agriculture sector 
employment throughout the 1990s, with obvious consequences for poverty and income 
distribution (since the service sector exhibits greater wage inequality and lower wages). 
The sharp depreciation in 2002 was a blow to the service sector (which saw demand for 
i t s  services plummet), with serious implications for employment and income of poorer 
people in urban areas. 

Figure 1.5: Employment and Wages by Sector 
1990-2001 

15.0% 1 

-"."I" 

Source: Amarante (2003) 
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CHAPTER 2 

The Recession: Impact on Household Well-Being and Coping Strategied2 

Background 

2.1. In an environment l ike the one described in the previous chapter, i t i s  expected that 
families w i l l  adjust. International evidence in similar situations i s  clear in pointing out 
that often these adjustments have large negative and irreversible effects on long term 
human capital accumulation, welfare and through these channels on economic growth, 
the main anti-poverty engine13. Thus, the objective o f  this chapter i s  to shed light on the 
main impacts of the recession on the welfare o f  Uruguayan families, and the type o f  
coping strategies they have resorted to. The difference with the previous chapter i s  that 
here attention i s  focused on the family and how it reacted when faced to exogenous 
shocks that threatened its well-being. The analysis i s  based on a Bank-funded nationally 
representative survey o f  urban households ("Encuesta de Caracterizacidn Social: 
Uruguay 2002-ECS), which was conducted during the months o f  November and 
December 2002 and covered 2502 households (8543 individuals) located in urban centers 
over 10,000 inhabitants. The sample design i s  equivalent to the one used by  INE to 
conduct the ECH (see Ridao-Can0 2003)14. Three issues w i l l  be analyzed: (i) a 
characterization o f  how the aggregate shock translated into household-level shocks; (ii) 
how households have responded to the shock in terms of  coping strategies to protect 
consumption, and how effective these strategies have been; and (iii) most importantly, the 
resulting changes in household consumption, and thus welfare. 

Descriptive Analysis 

Changes in income 

2.2. Individual-level Income Shock: aggregate income shocks need not translate into 
proportional changes in individual or household incomes. Some households may be more 
vulnerable to shocks than others. The information on changes in income i s  based on 
retrospective information on whether current income decreased, remained the same or 
increased in nominal terms, relative to March 2002. Several points are worth noting about 
this measure. First, ideally, the researcher would l i ke  to know not only the sign of  the 
change in income, but also the magnitude. To this extent, this variable i s  likely to hide 
important heterogeneity within each category, and captures only extreme changes in 
income. Second, those individuals who report no change in nominal income actually 
experienced a decline in real income. Likewise, in some cases the increase in nominal 
income may not have been sufficient to offset inflation. Third, not all reported changes in 
income can be directly attributed to the recession. In that sense, the variable may 
overestimate the impact o f  the recession on individual incomes. Fourth, the effect of 
income reductions may be confounded with the use of  income generating activities to 
cope with the shock. However, extreme changes in the sign o f  the income variable (like 
the ones used here) are unlikely to be reversed by  the use of  these strategies. 

'' See Ridao-Can0 (2003a). 
l3 See, for example, Gaviria (2001) and Frankenberg et al. (1999). 
l4 The comparison o f  the ECS with the ECH in terms o f  a selected set o f  key variables shows very similar figures. 
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2.3. Table 2.1 shows the effect of  the recession on individual incomes. In particular, more 
than half o f  the sample (55.6%) reported a decrease in nominal income. Although about 
50% of those who experienced a reduction in income were household heads, they do not 
appear to have been disproportionately affected relative to other household members. 
Table 2.2 shows how the incidence of  the income shock varies with education, as a proxy 
for the socio-economic status of the i nd i v id~a l '~ .  There i s  no strong relationship between 
the level o f  education and the incidence of the income shock. However, excluding 
teachers (who tend to be highly protected), i t  seems that those with the highest level of 
education suffered the highest incidence. 

Table 2.1: Changes in Individual Income (%) 
Count Percent 

Decreased 2697 55.6 
Nochange 1838 37.9 
Increased 316 6.5 
Total 4851 100.0 

2.4. The analysis of  the relationship between income changes and changes in job status 
shows the following results: (i) a small proportion o f  the change in income i s  explained 
by changes in employment status or in job quality; and (ii) in both cases, however, the 
variables are related as expected. The proportion o f  those becoming 
unemployedemployed i s  higher for those whose income decreasedincreased than for the 
other groups. Likewise, the highest proportion o f  deteriorations/improvements in job 
quality correspond to those whose income decreasedincreased. 

2.5. Household-level Income ShockI6: Table 2.3 shows that the incidence of  reductions 
in nominal income i s  higher at the household level than at the individual level. In effect, 
64% of households suffered a decreased in nominal incomes. Table 2.4 shows the 
incidence of  the household income shock by  socio-economic status of  the household 
(proxied by a wealth index constructed on the basis of  household ownership of  durable 
goods and dwelling characteristics). As in the case of  individual level shocks, there i s  no 
strong monotonic relationship between household wealth and the incidence o f  the income 
shock, which speaks for the severity of  the shock. However, i t appears again that the 
richest households have the highest incidence. 

l5 I t  would be wrong to condition the incidence o f  the income shock on the ex-post realization o f  income. I t  i s  better to 
use indicators o f  socioeconomic status that are not affected by short-term fluctuations in income, such as education. 
l6 The household income shock variable i s  constructed based on the individual income shock. A household i s  
considered to have experienced a reductiodno changelincrease in income if al l  earning members experienced a 
reductiodno changelincrease in income. If the household experienced a combination o f  declinehncrease with no 
change, the change is considered to be  decline/increase. I f  the change in household income could not be determined 
using the above criteria, the sign o f  the change for the head is  used. This last adjustment may entail a small 
overestimation o f  income reductions due to the fact that the majority o f  heads experienced income reductions 
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Table 2 . 3 : s  in Household Income (%) 
Count Percent 

Decreased 1551 63.9 
Nochange 686 28.2 
Increased 192 7.9 
Total 2429 100.00 

Changes in Household Welfare 

2.6. Household welfare depends on consumption, not on income. Unless an assumption i s  
made that income changes are fully unanticipated, or that households have no ability to 
smooth consumption (no assets or access to credit and insurance), changes in income 
cannot be interpreted as changes in consumption. Thus, in general, income variations 
overstate welfare changes. In this sense, a test o f  how changes in income translate into 
changes in consumption i s  a test o f  access to coping strategies, and their effectiveness. 
Given the same proportional change in income, different households may adjust their 
consumption differently, depending on their ability to access insurance mechanisms. 
Thus, from a policy perspective, the key i s  to characterize those households that suffered 
the most in terms of  changes in consumption. B y  comparing who loses in terms of  
income with who loses in terms of  consumption, a clear characterization of  the most 
disadvantaged groups can be made. Now, household welfare depends on non-durable 
consumption, but also on the consumption of  durable goods such as health and education. 
Changes in the consumption of  non-durables are mainly reflected in contemporaneous 
changes in welfare (although changes in food consumption may have long-lasting effects, 
particularly when they affect children). Changes in the consumption o f  health and 
education, on the contrary, are likely to have longer term effects on household welfare. I t  
has been argued that poor households may react to shocks by reducing investment in 
human capital. As a result, even relatively short-lived shocks might have persistent or 
even permanent consequences related to the perpetuation o f  states o f  vulnerability for 
certain groups of  households. In other words, (partial) short-run smoothing o f  shocks may 
be achieved by changing investment strategies and therefore changing long-term 
prospects 17 

2.7. Table 2.5 shows the incidence o f  reductions in the consumption o f  non-durable 
goods (food and non-food), health and education. In education, i t  i s  examined whether 
someone in the household had to drop out o f  school or to delay school entry (as a proxy 
to access), and whether the household reduced expenditures on school clothing and 
materials. In health, the access variables are whether parents take children to preventive 
check-ups less frequently, and whether household members could be attended by a doctor 

From a social welfare standpoint, the welfare o f  different groups o f  households may be weighted differently 
(Cunningham and Maloney, 2000), so that for a given distribution o f  welfare changes, the resulting change in social 
welfare varies depending on how different households are weighted. 
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every time they needed. Changes in health expenditures are approximated by whether 
household members were able to buy all the medicines needed’*. 

2.8. Rising unemployment and falling real incomes have translated into a reduction in 
household consumption o f  all goods. Fortunately, the incidence o f  reductions in non- 
durable consumption i s  higher than that in health and education. Within non-durables, the 
reduction i s  higher for non-food items than for food items, but both affect a sizable 
proportion of  the sample. In education, most households avoided the extreme measure o f  
taking kids out of  school or delaying their entry, which also speaks for the efficacy of the 
public education system to respond to the recession. However, households have 
overwhelmingly responded by  cutting back on expenditure on school materials, result 
that also may have been related to the different evolution o f  prices in 2OO2l9. Also, the 
majority of  households were able to avoid cutting back on health consumption, 
particularly as i t  refers to children. The incidence of  reductions in health consumption is, 
however, more notorious than in the case o f  education. Overall the substantial incidence 
of  reduction in household consumption reflects the severity of  the recession, which may 
have reduced the ability of  households to use consumption smoothing mechanisms. In all 
cases, however, the proportion o f  households reducing consumption i s  lower than the 
proportion experiencing a reduction in real incomes, indicating that consumption 
smoothing took place to a certain extent. Many households responded by cutting back 
consumption of  non-essential goods to preserve as much as possible food consumption, 
health and education. Households seem to have been more reluctant to cut back on 
consumption of  items that affect long-term household welfare, particularly i f they affect 
children. This result i s  also due, in part, to the existence of  well established public social 
programs in the country. 

2.9. Table 2.6 shows how the incidence o f  consumption reduction varies with wealth. In 
all cases, except medical check-ups for children, there i s  a decreasing relationship 
between these two variables. Three points are worth mentioning. First, despite the equally 
distributed incidence o f  the income shock, the poor suffered the most from the crisis in 
terms of  welfare losses (in the short run and in the long run). Second, the differences 
between the poorer and wealthier groups are larger in the case of  education and health, 
which i s  a troublesome result. Third, household wealth i s  a more important determinant 
of  the ability to cope, than o f  the ability to avoid the shock. Table 2.7 shows the 
relationship between consumption reduction and the shock, grouping the ‘no change’ and 
‘increased’ categories. The difference in the incidence o f  consumption reduction between 
those who suffered a drop in income and those who did not i s  positive, significant and 
sizable, except in the items related to children. The largest difference corresponds to 
doctor visits and expenditures on medicines. 

l8 Not all the changes may be attributed to the crisis, as some of these would have taken place in its absence. 
l9 Tuition increased by 1.8% between March-December 2002. School materials increased by 28.9 percent. 
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School drop out or delay school entry 8.3 7.5 5.3 4.8 

Fewer medical check-ups for children 
Fewer visits to the doctor than needed 36.1 28.1 23.3 19.3 

Note: P-values are the significance of the relationship between wealth and the change in each 
consumption item. 

Note: AY i s  change in  income. The values in parenthesis represent the significance of the 
difference. ‘% Diff i s  the difference relative to the mean incidence. ‘Contrib.’ shows the % 
contribution of the absolute difference to the overall difference between the households reducing 
consumption and the households not reducing consumption. 

2.10. Hence, the shock i s  positively related with consumption reduction, indicating that 
the coping strategies have not been sufficiently effective to mitigate the fall in income. 
Thus, the widespread scope of  the crisis appears to have limited the ability o f  households 
to effectively use the insurance mechanisms. In particular, while households have tried to 
avoid the most deleterious actions (school drop out and medical check-ups for children), 
the shock had a larger ‘impact’ on health, than on food and non-food items. Education i s  
the least affected. Finally, in all cases the contribution of  the income shock to explaining 
reductions in consumption i s  below 40%, indicating the existence of  other factors. 

Box 2.1: Subjective Changes in Welfare: i t  i s  relevant to look at changes in subjective welfare. 45% o f  the individuals 
report not feeling happy with their l i fe (15% i s  very unhappy), while 35% say they are happy. This valuation of well-being 
i s  not independent o f  household wealth. Few households in the bottom quintile say they are very happy (1.8%, compared 
with 7.4% in the top quintile), while 20% (9% in the top quintile) say they feel very unhappy. When looking at this pattern 
by the sign o f  the income shock, those who experienced a negative shock are 10% more likely to feel unhappy with their 
l i fe than those who experienced a positive shock. Additionally, 32% o f  the sample did not report to feel discouraged to 
carry out their normal activities (this proportion i s  29% among those who suffered negative shock and 40% for the rest). 
Before March, the proportion that did not feel discouraged was 53%. Among those that report to feel more discouraged, 
51% says that it i s  due to economic problems, 11% because o f  negative feelings about the future o f  the economy and 17% 
because o f  job related reasons. Thus, only about 20% feels this way for reasons not related to economics. About 70% feels 
with varying degrees o f  lack o f  hope with respect to the possibilities o f  their household in the future (before March the 
figure was 50%). When asked about the future o f  the economy the results are encouraging. 25% thinks that the situation 
w i l l  improve, 20% that w i l l  remain unchanged and 40% that i t  w i l l  worsen. About 50% o f  the sample reports to have 
become more irritable in the last six months, while 20% points to the increased number o f  fights within the household in the 
same period. Finally, 24% reports having been subject to either a violent act (9%) or a felony (14.5%) in the last six months. 

2.11. The difference in the incidence of consumption reduction between those who 
experienced a decline in income and those who did not i s  likely to overestimate the effect 
of  the shock. There are systematic differences across households that affect both the 
propensity to experience a reduction in income following an aggregate shock, and the 
propensity to reduce consumption. To the extent that the use o f  coping strategies i s  able 
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to reverse the sign of  the shock, the difference in consumption reductions would also pick 
up disparities across households in characteristics that affect access to coping strategies. 

Coping Strategies 

2.12. Coping strategies are considered to be those actions aimed at smoothing the impact 
o f  the income shock on consumption. That is, responses that affect welfare through the 
budget constraint. Households have developed several ways to cope with the r isks o f  
negative shocks and protect their consumption. A comprehensive set i s  considered here: 
(i) reallocation of  expenditures among different consumption goods (e.g. buy cheaper 
goods); (ii) generation of  income using own resources (managing labor, physical or 
financial assets through formal and informal ways); and (iii) relying on someone else’s 
resources (public assistance and assistance from friends, family, NGOs). The analysis o f  
coping strategies has several dimensions. The f i r s t  i s  what determines the access to each 
coping strategy, and how these determinants are related across strategies. The second 
point i s  how the income shock affects the choice o f  strategy. Third, and most importantly, 
an assessment of how effective the different strategies were in smoothing consumption. 
An analysis of  who has access to the different strategies has important policy 
implications in the preparation of well-designed social safety nets. Households have 
relied more heavily on strategies that do not involve drawing upon existing assets (sales 
or use of  savings) or building negative assets (borrowing). Strategies involving the 
reallocation o f  consumption expenditures towards less expensive goods and the 
substitution for home-production are by  far the most common. Among strategies for 
which information i s  available for the two periods, informal borrowing from family and 
friends i s  the strategy that increased the most, while the selling/mortgaging/pawning of  
physical assets i s  the most important ‘new’ strategy in the recession (Table 2.8). 

Table 2.8: Use of Coping Strategies Before and After the Crisis (%) 
Now Before Abs. Change % Change 

Budget management strategies 
Substitute for cheaper foods 88.8 
Substitute for cheaper non-foods 82.7 
Home production for own consumption 62.9 

Labor management 
Income-generating strategies 

New member to the labor force 19.4 
New business 15.3 
International migration 3.4 

Physical assets management 

Financial assets management 
Selling/mortgaging/pawning 8.9 4.8 4.1 85.0 

Borrowing from financial institutions 40.8 38.7 2.2 5.5 

Compra a fiado 19.9 16.4 3.6 22.0 

Using savings 10.6 9.0 1.6 17.6 
Borrowing from family and friends 21.2 15.2 6.1 40.1 

Social assistance 
Public assistance 8.1 6.2 1.9 30.8 
Other types of assistance 24.3 19.9 4.4 22.3 

2.13. The most often quoted items sold/mortgaged/pawned are furniture (43%), clothing 
(19%), tools (16%), cars ( l l%) ,  jewelry (9%) and housing (8%). This pattern indicates 
that households have relied more on liquid physical assets, as expected. I t  also indicates 
that households are less willing to give up assets that could compromise their long term 
welfare status, such as housing. Although we lack information on the timing of  sales, i t  i s  
very likely that not only has the incidence o f  asset sales increased, but also the nature of  
assets involved has changed. In particular, throughout the recession households are likely 
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to have sequenced the management of  assets along liquidity and long term welfare 
considerations. The issue o f  sequencing also appears, more generally, across coping 
strategies. For example, the likelihood of  starting relying on physical asset management 
i s  increased if savings were used up in the past. 

2.14. Note the high percentage o f  households reporting that at least one member entered 
the labor force. They have relied more heavily on sons and daughters (47%), followed by  
the household head (21%) and the spouse (20%). However, only 34% of those who 
entered the labor force found employment. Whether employed or looking for a job, the 
entry o f  children into the labor force has important effects on long term welfare, to the 
extent to which it interferes with school time and performance. Only 21% of the ‘sons 
and daughters’ that entered the labor force can be considered as children (younger than 
18 years), comprising about 4.7% o f  the population at risk, which can be considered a 
low figure when comparing with other countries in s im i la r  circumstances. The 18 year 
olds have been the most active, relative to other age groups (14%). Using the population 
of  individuals aged 25 or younger to broadly define the school age population, in 16% of 
cases labor force entry i s  directly related with school drop out. The incidence of  starting 
up a new business acquires additional significance when taking into account i t s  potential 
long term consequences. In particular, setting up a business may help mitigate the income 
shock in the short run, but i t  comes ,at the cost o f  increasing future earnings risk and thus 
diminishing future welfare. In effect, in Chapter one it was shown that the informal-self- 
employed face higher risk of  being poor and, below, evidence w i l l  be presented pointing 
to the fact that this group i s  among the worst hard-hit by  the income shock2’. 

Box 2.2: The Recession and Migration: the ECS shows an increase in international migration, 
especially among young people. The profile o f  the new migrant i s  the following, according to the survey: 
male (54%), young (aged 29 or younger, 54%), with medium to high level o f  education (second cycle of 
secondary school or tertiary education, 64%). The preferred countries o f  destination have been the U S  and 
Spain (about 33% each), Argentina (8.5%) and Italy (5%), which constitutes a completely different trend 
to the one observed during the migratory wave o f  the 1970s, in which the preferred destinations were 
Argentina, Brazil and the US. Migration i s  clearly related to labor market performance, either in the form 
o f  unemployment (50%) or low incomes (16%). Among households where there i s  at least a recent 
migrant, the proportion o f  women reporting having children that migrated abroad before 2002 i s  27%. 
Most migrants do not send contributions at present (61%) but this i s  probably due to the short time span 
considered. Beyond actual migration, about 29% o f  households declare having members that would like 
to migrate, 90% o f  which would l ike to do so abroad (see Pellegrino and Vigorito 2003 for a more 
detailed description o f  this phenomenon). 

2.15. Despite the severity o f  crisis, a significant proportion of  households have been able 
to resort to informal mutual insurance mechanisms, such as borrowing from family and 
friends, compra al fiado and non-public assistance. Public assistance programs appear to 
have responded to the crisis, although the increase in poverty referenced in the previous 
chapter calls for further efforts. Table 2.9 characterizes the current use o f  strategies b y  
household wealth, which i s  monotonically associated with the adoption o f  coping 
strategies in all cases, except migration. The poorer the household, the higher the 
probability of adopting any coping strategy (including the ones that have more 
deleterious effects on long term welfare), except borrowing from financial institutions 
and disaving, where the relationship i s  reversed. This i s  explained by  the higher access of 
richer households to credit and greater availability o f  savings. The differences across 

2o Ner i  and Thomas (2000) and Cunningham and Maloney (2000) find the same result for Brazil and Mexico. 
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quintiles are greatest in public assistance, followed by  informal mutual insurance. The 
former indicates that public transfers seem to be well targeted to the poor. Poorer 
households rely more heavily on budget management strategies, followed by informal 
mutual insurance. Richer households rely more heavily on budget management strategies, 
followed by formal borrowing. However, sending new members to the labor force or 
starting a new business i s  much more common among the poorer segments. 

Table 2.9: Current Use of Coping Strateeby Wealth Quintile (%) 
Lowest 2 3 4 Highest 

Substitute for cheaper foods 93.4 93.6 90.8 87.3 78.9 

Home production for own consumption 68.5 69.2 63.0 62.0 51.6 

Labor management 

Budget management strategies 

Substitute for cheaper non-foods 89.3 88.8 83.4 80.3 71.9 

Income-generating strategies 

New member to the labor force 26.1 23.3 19.9 17.2 10.6 
New business 21.5 17.4 14.2 15.2 8.2 
Migration 2.8 3.6 3.6 5.2 3.8 

Selling/mortgaging/pawning 12.8 12.2 8.6 6.4 4.4 
Physical assets management 

Financial assets management 
Borrowing from financial institutions 27.9 32.4 45.8 47.6 50.4 
Using savings 2.8 5.7 10.6 12.9 19.7 
Borrowing from family and friends 30.5 30.4 21.2 13.4 10.6 
Compra a fiado 29.1 26.0 20.4 16.2 8.0 

Social assistance 
Public assistance 19.3 12.4 6.2 2.0 0.6 
Other types of assistance 37.1 28.0 24.8 20.0 11.8 

2.16. Table 2.10 shows the relationship between the shock and the adoption of  strategies. 
The shock i s  positively associated with the probability of  adopting each strategy, except 
new member to the labor force, migration and non-public assistance. The differences in 
usage by  shock are higher when analyzing new users than current users. The greatest 
‘response’ to the income shock corresponds to home production, followed by setting up a 
new business and formal borrowing. In the restricted sample, the f i rst  i s  also new 
business, followed by  disaving and physical asset management. Overall, public assistance 
seems to have responded well to the idiosyncratic income shocks arising from the crisis. 

- Table 2.10: Coping Strategies and the Income Shock (%) 
Current use Vs no use New use Vs no prior use 

Abs. Diff % Diff Abs. Diff % Diff 
Budget management strategies 
Substitute for cheaper foods 5.3 (0.000) 5.9 
Substitute for cheaper non-foods 5.4 (0.000) 6.5 
Home production for own consumption 11.4 (0.000) 18.0 

Labor management 
Income-generating strategies 

New member to the labor force 0.9 (0.623) 4.6 
New business 9.1 (0.000) 59.1 
Migration 0.3 (0.674) 9.1 

Selling/mortgaging/pawning 3.2 (0.007) 36.9 2.3 (0.014) 46.1 

Borrowing from financial institutions 7.3 (0.000) 17.9 3.7 (0.015) 40.5 
Using savings 5.2 (0.000) 49.7 3.5 (0.001) 79.0 
Borrowing from family and friends 5.8 (0.001) 27.4 4.8 (0.000) 59.3 
Compra a fiado 4.8 (0.004) 24.2 2.9 (0.004) 56.1 

Public assistance 2.7 (0.01 9) 33.4 1.5 (0.020) 66.2 
Other types of assistance 2.1 (0.234) 9.0 3.3 (0.004) 53.6 

Physical assets management 

Financial assets management 

Social assistance 
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Multivariate Analysis 

2.17. The determinants of  the household income shock are examined, to then identify 
who suffered the biggest welfare loses by  looking at the determinants o f  consumption 
changes, including the household shock (assumed to be exogenous). The effectiveness o f  
coping strategies i s  examined indirectly b y  (i) the overall significance o f  the shock in 
explaining consumption changes; (ii) the effect of  variables affecting the liquidity o f  
households before the crisis hit, conditional on the shock; and (iii) the heterogeneity in 
the effect o f  the shock on consumption changes in terms o f  those variables2'. 

2.18. Household Income Shock: larger households had a higher incidence of  the shock. 
Once other household characteristics are controlled for, there does not appear to be a 
significant difference between the poorest and the richest households, but between the 
second poorest quintile and the rest. Households with precautionary savings seem to have 
been more vulnerable. Hence, the incidence of  the negative income shock seems to have 
been, in general, evenly distributed across the wealth distribution. If anything, there i s  
some evidence indicating that the most affluent segments have had the highest incidence 
o f  the shock. The most important finding i s  that the self-employed and the informal 
private salaried were the most vulnerable to the shock. This finding i s  consistent with the 
literature (Maloney and Wodon, 2000) which shows that the self-employed have higher 
variance in incomes across the business cycle than formal salaried labor. This higher 
income volatility calls for the design o f  more targeted policies in Uruguay directed at the 
self-employed and informal private salaried workers (see Chapter 3). 

2.19. Household Consumption and Welfare: in the most flexible specification, all the 
effects of  the income shock on consumption (Table 2.1 1) become statistically significant 
and larger (except for school materials) compared to those reported in Table 2.7. 
Likewise, the impact of  the income shock appears to have been proportionally larger on 
health and education (which have long lasting effects on welfare) than on non-durables 
(food and non-food items, which have a more short-term impact on welfare). Overall, the 
significance o f  the impact of  income shocks on consumption speaks for the severity o f  
the crisis, which appears to have limited the ability o f  households to access and 
effectively use the different coping strategies. 

Table 2.11: Average effects of the income shock on consumption 
Abs. Diff. % Diff. 

Reduced food consumption 15.1 (0.000) 23.2 
Reduced expenditure of non-food items 10.7 (0.000) 13.3 
School drop out or delay school entry 2.2 (0.022) 36.1 
Reduced expenditure on school materials 9.3 (0.004) 13.2 
Fewer medical check-ups for children 7.9 (0.001) 40.6 
Fewer visits to the doctor than needed 9.2 (0,000) 39.4 
Reduced expnditure on medicines 14.0 (0.000) 52.3 

See notes on Table 2.7 

2.20. Controlling for the income shock, the most important determinant o f  the probability 
o f  reducing consumption i s  wealth. Household wealth accounts for a significantly higher 
proportion o f  the variation in consumption reduction than the income shock. As in Table 
2.6, in all cases except school drop out and medical check-ups for children, there i s  a 
monotonically decreasing relationship between the incidence of  consumption reduction 

The results are discussed but not reported (see Ridao-Can0 2003). The focus i s  on new results. 
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and household wealth, particularly in the case o f  medicines and food. The availability of  
precautionary savings also reduces the probability of  reducing consumption of  most 
items. Results also show that access to credit (and other coping strategies determined by 
wealth) and precautionary savings appear to have been an effective consumption 
smoothing mechanism against the economic crisis in general, but not specifically against 
household-level income shocks. Education does not appear to have a very significant 
contribution beyond its effect through household wealth, although households headed by 
individuals with complete university education seem to have experienced a lower 
incidence o f  consumption reduction. Larger families have a higher probability of  a 
reduction of  consumption o f  all child-related goods and medicines. This i s  a troublesome 
result as these goods have a long term effect on household welfare, and larger families 
tend to be poorer and have more children. To add to this result, households with children 
are more likely to suffer reductions in food consumption. These results highlight the need 
for programs, to complement the current ones, aimed at protecting the consumption of  the 
poor in general, particularly in items that have long term effects on welfare, as well as 
that of  children and female-headed households in particular. 

2.21. Coping Strategies: the estimated effects o f  the income shock on the current use of  
coping strategies are very similar to those in Table 2.10, except on non-public assistance, 
which becomes statistically significant. The multivariate results also confirm that the 
income shock induces households to use a new coping strategy more than i t  induces a 
more intensive use o f  an existing strategy. As i t  i s  the case of  reductions in consumption, 
wealth i s  the most important determinant o f  the probability o f  using coping strategies. 
Controlling for the shock, the relationship between household wealth and the probability 
of  adopting the different coping strategies mimics that in Table 2.9. The good targeting o f  
public transfers i s  further suggested b y  the higher likelihood of  receiving public 
assistance of  larger households, with children and female-headed. Households headed by  
females are significantly more likely to engage in home production and be recipients of  
social assistance. Larger households tend to use more heavily all coping strategies except 
those involving the management o f  assets, probably because they lack them. Households 
headed by  public employees are more likely to engage in formal borrowing than any 
other occupation category except patrones. The difference i s  particularly large in the case 
of  non-working and other self-employed individuals. This result may indicate the 
importance of  job quality as collateral to credit or the existence o f  special credit programs 
(on the job, for example) for public employees. Public jobs may carry some direct non- 
monetary benefits, including access to credit, and are the most secure. On the other hand, 
households headed by  individuals who were either self-employed or not working are 
more likely to resort to borrowing from family and friends. 

2.22. To finalize this chapter, i t i s  important to reinforce one point made in the previous 
one. One aspect in which the effects o f  the recession suffered by Uruguay are clearly 
different to those observed elsewhere in the continent, i s  the very low incidence of  
extreme poverty, even after the worst part o f  the recession was over, which speaks, 
among other things, of  (i) the relative more advanced development level o f  the country; 
and (ii) the existence o f  a strong set o f  social policies with a long tradition o f  providing 
adequate services to the population. The recession, however, brought to the forefront the 
need to complement that set with new, specifically targeted and more flexible programs, 
which wi l l  be described in the final chapter o f  this Report. 
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Box 2.3: Impacts of the Crises in Uruguay and Argentina: Similarities and Differences. The 
incidence o f  the income shock was high in both countries, but more so in Uruguay where more than 63% 
o f  the households report reduction in nominal incomes. The proportion in Argentina i s  close to 50%. The 
incidence o f  the income shock in both countries seems to have been remarkably uniform along the “socio- 
economic status distribution”, measured by the education level o f  the household head. If anything, in 
Argentina the shock appears to have affected more the middle classes, while in Uruguay the most severely 
affected seem to be the richest. The effect o f  the economic crisis on household welfare also seems to have 
been widespread in both countries, but i t  i s  strongly related to socio-economic status. In effect, in 
Argentina the proportion o f  households that report having reduced food and non-food consumption i s  75 
and 81%, respectively, while these figures i n  Uruguay are 65 and 80%. Additionally, in Argentina these 
shares are around 90% for the poorest quintile o f  the income distribution and 65% for the richest, while in 
Uruguay the differences appear to be more pronounced: 83% o f  the households o f  the first quintile o f  the 
wealth distribution reduced food consumption, while 45% o f  the richest households did. In terms o f  
effects on long-term welfare, 6% o f  the Uruguayan families report having at least one member who 
dropped out from school, 71% say they cut back expenditure on school materials and 19% report having 
reduced medical check-ups for children. In Argentina, these proportions are 5%, 72% and 37%, 
respectively, indicating slightly higher long term welfare losses in Argentina. The results in both countries 
point to a higher welfare reduction for the poorer segments. 

In terms o f  coping strategies used by families, the highest incidence in Uruguay is given by the 
substitution for cheaper goods (over 83%), home production (63%), borrowing (formal and informal with 
40% and 20%, respectively), compra alfiado (20%), sending a new member to the labor force (20%) and 
the opening o f  a new business (15%). The strategies used the least were migration (4%), public assistance 
(8%), selling/mortgaging/pawning assets (9%), and the use o f  savings (10%). Socio economic status o f  
the household was found to matter a lot for the effective use o f  coping strategies and for the choice o f  
what strategy to use. There are important differences in the use o f  coping strategies by  Argentinean 
families. In particular, those strategies that involved the loss o f  assets were used less extensively in 
Argentina, although there was a significant increase in usage between 2001 and 2002. Only 4% o f  the 
sampled households sold assets, 5% used savings to pay for l iv ing expenses, 7% used compra alfiado and 
a low 2% borrowed from banks (1 1% borrowed from family and/or friends-informal borrowing).These 
low numbers for savings and formal borrowing may be determined in part b y  the collapse o f  the financial 
system in Argentina. Also, the proportion o f  households that sent new members to the labor force was 
lower in Argentina (13%). Coping strategies associated with budget management, on the other hand, were 
used in strikingly similar proportions in Argentina when compared to Uruguay. Finally, as in the case o f  
Uruguay, socio economic status o f  the household in Argentina also played a key role in the effective use 
o f  coping strategies and the choice o f  what strategy to use. 

Information for Argentina comes from Fiszbein, Giovagnoli and Ad6riz (2002) and Fiszbein, Giovagnoli 
and Thurston (2002) 
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Chapter 3 

Government Services for the Poor22 

Overall Trends and Incidence of Social Spending 

3.1. Social spending i s  the main tool available to a government to c,,ange the i istribution 
of  income, to enhance welfare (present and future) and to address the needs o f  the 
vulnerable groups. The impact of  public social spending depends on i t s  magnitude, i t s  
distribution and i ts  financing, as well as on i t s  stability and efficiency in the use o f  the 
resources. Regarding magnitude, Uruguay has one o f  the highest levels of  social spending 
in Latin America, whether measured in per capita terms, as a share of  the product or o f  
total spending. This, in part, explains why outcome indicators in Uruguay are among the 
best in Latin America. In 2001, the last year for which spending data are available, 
consolidated social spending of the central government stood at U$13,000 per person 
(Table 3.1)23. This represents 23% of GDP and 74% of  total spending. In terms o f  the 
trends observed during 1998-2001, social spending has decreased in both absolute and 
per capita terms, although before 2001 the reductions were very small. The decline in 
2001, however, was greater than that of  GDP, resulting in a decrease in social spending 
as a percentage o f  GPD. Hence, social spending showed a pro-cyclical behavior during 
the recession, although i t s  volatility was lower than that observed in most Latin American 
countries facing similar episodes. Also, i t i s  important to note that many of  the most 
important social assistance programs did not suffer budget cuts. Additionally, a shift in 
the composition of  public spending towards non-social spending occurred. 

Table 3.1: Consolidated Social Spendingf  the Central Government (CGSS) - 
1998 1999 2000 2001 

Millions of current pesos 72,673 76,079 76,489 77,487 
Millions of 1997 pesos (1) 63,088 64,500 61,312 58,903 

Total spending 

Growth rate of (1) 2.2 -4.9 -3.9 
Social spending 

Millions of current pesos 55,212 57,257 58,738 57,076 
Millions of 1993 pesos (2) 47,930 48,543 47,083 43,388 

% Total spending 75.97 75.26 76.79 73.66 
Yo PIB 23.57 24.14 24.17 23.09 
(2) per capita (3) 14,680 14,759 14,212 13,002 
Growth rate of (3) 0.5 -3.7 -8.5 

Growth rate of real GDP -2.9 -1.4 -3.4 
-3.6 -2.2 -4.1 

Growth rate of (2) 1.3 -3.0 -7.9 

Source: INE. Real figures obtained with a combined index of wholesale and retail prices (1997=base year) 

3.2. The deepening of  the recession and the increased pressure to correct fiscal 
imbalances in 2002 generated growing needs for social protection, but little maneuver to 
increase the already high levels o f  spending. Also, an important feature o f  government 
spending, particularly of  social spending, i s  the five-year budgeting framework (the latest 
was approved in 2000). Even though the figures can be revised, the five-year Budget Law 
imposes restrictions to the potential reallocation o f  the budget during the period but, at 
the same time, serves to protect social spending from fiscal or external shocks. As a result 
of the above challenges and limiting factors, the government, in collaboration wi th the 

22 See Ridao-Can0 (2003b); Ruggeri-Laderchi (2003). 
23 This includes spending from the central administration and the social security institutions. 
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Bank and the IDB, i s  starting to redirect its efforts towards ways to increase the 
efficiency and effectiveness of  social spending. 

3.3. As part o f  a new effort o f  implementing an information system for monitoring social 
spending, the government, through the OPP, recently produced a report on consolidated 
public social spending for 1999-2001. I t  includes social spending from the central 
government, social security institutions, departments and public enterprises. Table 3.224 
shows that when social spending from departments and public enterprises i s  considered, 
social spending continues to show a pro-cyclical pattern, although less than 
proportionally so, and the shift towards non-social items remains. The central 
government (including social security institutions) account for most social spending and 
this share increased slightly during the recession (Table 3.3). The main social services 
provided by  the central government are social security, education and health. Those 
provided by  local governments are mainly housing and community services, while public 
enterprises focus on water and health. 

Table 3.2: Consolidated Public Social hending (PSS) 
1999 2000 2001 

Total spending 
Millions of  current cesos 87,245 89,796 95,678 
Millions of  1997 pesos (1) 73,966 71,979 72,732 
Growth rate of  (1 ) -2.7 1.1 

Social spending 
Millions of current cesos 60.067 61.305 63.774 
Millions of 1993 pesos (2) 50,925 49,141 48,479 
Growth rate of (2) -3.5 -1.4 
% Total spending 68.9 68.3 66.7 
% PIB 25.3 25.2 25.8 
(2) Der caoita (3) 15.484 14.833 14.528 
GroLth rite of (3) -4.2 -2.1 

Source: OPP 

Table 3.3: Distribution of Social Spending by Jurisdiction (%) 
1999 2000 2001 

Central government 27.6 26.8 24.3 
Social security institutions 59.9 60.9 65.2 
Montevideo municipality 2.7 3.0 2.3 
Interior municipalities 3.5 3.2 3.0 
Public enterprises 6.3 6.1 5.3 
Total social spending 60,067 61,305 70,397 

Source: OPP 

3.4. Social security and assistance account for most social spending o f  the central 
government, followed by  education and health (Table 3.4). All spending categories, 
except the residual, have been subject to cuts at least one year in the period 1998-01. 
However, while social security and assistance has been systematically declining since 
1998, spending on housing, education and health increased between 1998 and 2001, 
which constitutes a particularly encouraging result. Hence, the overall decline in 
consolidated social spending o f  the central government i s  due to the decrease in social 
security, which i s  related to the decreased value of  real pensions, as shown in Chapter 
one. Social security accounted for about 96% of  the spending on social security and 
assistance in 2001. Pensions, in turn, accounted for 84% of social security spending, 

24 There has also been reclassification of spending items with respect to the series provided by INE. The amounts 
corresponding to departmental governments other than Montevideo had to be estimated as only 4 out o f  18 departments 
provided the OPP with the necessary information. 
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while the rest are mainly cash transfers. Family allowances and unemployment insurance 
are the two largest cash transfer programs. The main spending item in education i s  pre- 
school and primary education (38%), followed by secondary education (33%) and tertiary 
education (17%). Hospitals account for most health spending (62%). 

Table 3.4: Consol idatedmending of the Ce 
1998 1999 2000 2001 

Millions of current pesos 5,061 5,902 5,515 5,854 
Millions of 1997 pesos (1) 4,394 5,004 4,421 4,450 
Growth rate of (1) 13.9 -11.7 0.7 
% CGSS 9.2 10.3 9.4 10.3 

Millions of current pesos 4,209 4,459 4,483 5,080 
Millions of 1997 pesos (2) 3,654 3,780 3,593 3,862 
Growth rate of (2) 3.5 -4.9 7.5 
Yo CGSS 7.6 7.8 7.6 8.9 

Millions of current pesos 44,628 45,115 46,554 43,803 
Millions of 1997 pesos (3) 38,742 38,249 37,317 33,298 

Yo CGSS 80.8 78.8 79.3 76.8 

Millions of current pesos 1,073 1,258 1,302 1,233 
Millions of 1993 pesos (4) 931 1,067 1,044 937 
Growth rate of (4) 14.5 -2.2 -10.2 
% CGSS 1.9 2.2 2.2 2.2 

Millions of current pesos 241 523 884 1,106 
Millions of 1993 pesos (5) 209 443 709 841 
Growth rate of (5) 111.9 59.8 18.7 

Education 

Health 

Social security and assistance 

Growth rate of (3) -1.3 -2.4 -10.8 

Housing 

Other social services 

. ,  
% CGSS 0.4 0.9 1.5 1.9 

Source: INE 

3.5. In a context of recession, i t  i s  important to look at the trends of  spending in social 
protection and poverty reduction programs25. Although the OPP has recently started to 
collect basic data on these programs, this information at the time of the report was s t i l l  
not complete. As a result, no figure was available on the magnitude of  spending on these 
programs. In recognition o f  the negative social impact of the crisis, particularly on 
children, the unemployed and the underemployed (particularly in poor households), the 
government has protected from the 2002 budget cuts a selected group of programs 
representing the main interventions in education, health, nutrition, labor and social 
security26. Table 3.7 compares, for each o f  these programs, actual spending with 
protected budgets and shows that overall compliance has been high. 

Overall Incidence of Social Spending 

3.6. Table 3.5 reproduces the latest estimates o f  the incidence of social spending in 
Uruguay from World Bank (2001). While public social spending is, on the whole, 
relatively progressive, there i s  substantial heterogeneity across and within social sectors. 
The public pension system (the largest expenditure item) i s  not progressive, since i t  i s  a 
contributory program aimed at formal sector workers, and it i s  not explicitly targeted to 
the poor. In fact, among the programs included in the table i s  the only one that shows a 

Social protection and poverty reduction programs are the group o f  public actions aimed at protecting the most 
vulnerable groups, in light o f  the multiplicity of risks o f  modem life, and alleviating situations o f  extreme poverty. 
26 The selection o f  programs and the specification o f  the amounts to be protected were the result of the conditionality 
imposed by the WB and the IDB in their respective SALS to Uruguay. 
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positive “Quasi-Gini Coefficient”. This means that there i s  room for improving the 
effectiveness of this risk mitigating program. However, i t  i s  a program that shows a high 
coverage rate (the highest in Latin America) and provides adequate protection to a large 
portion o f  households, as shown in Chapter One. Also, i t contains an important 
redistributive mechanism, the Minimum Guaranteed Pension, which calls for more 
analysis. For these reasons, the public pension system wi l l  be analyzed in more detail in 
the upcoming “Sources o f  Growth” study currently carried out by  the Bank. On the other 
hand, overall spending on education and nutrition are progressive. Within education, the 
university level shows room for improving targeting to reach the neediest students, who, 
as shown in Chapter One, have difficulty in accessing this type o f  education. Pre-school 
and primary education spending have a significant positive distributional impact, facts 
that are very consistent with evidence found for many Latin American countries. Most of  
the spending on feeding programs i s  progressive, although there are some small programs 
(kitchens for university students) that are regressive. Expenditures in health, housing and 
other BPS cash transfers have an overall small progressive effect. Within health, 
expenditures by the Ministry of  Health are very progressive, while the BPS transfers to 
the private sector to provide care to private sector workers needs improvement. Within 
housing, rural programs have proven effective in reaching the poor, while urban 
programs have not been so successful. Finally, most of  the other BPS cash transfers have 
a reduced coverage of  the poor relative to the coverage of  the non-poor. The exception i s  
the program family allowances that seems to be working well. 

Table 3.5: Incidence of social spending across income quintiles 

her PBS cash transfers 

Source: ECH 1998, EIG 1995, and evaluation results (Munugarra, 2000). 
Expenditure data refers to consolidated social spending o f  the central 
govemment, excluding some expenditure items. A quasi-Gini index i s  a 
measure o f  the relationship between per capita income and program transfers. 
A program that transfers the same to each individual has a quasi-Gini index 
equal to 1. The more progressive (regressive) the program the closer the index 
to -1 (1). 

Social Protection and Poverty Reduction Programs 

3.7. This section reviews (i) the adequacy of  the network of  social protection when 
confronted with actual social risks; (ii) the ability o f  the network to protect the poor and 
vulnerable during the crisis; (iii) coverage; (iv) efficiency; (v) incidence; and (vi) 
effectiveness. Table 3.6 categorizes the main social programs by  risk addressed and 
program type. Most r isks have been addressed in some way in Uruguay, using different 
types o f  programs27, which shows that, in general, Uruguay has in place a mostly well 
designed social safety net. Most social programs in Uruguay have been designed as either 
risk mitigation or coping strategies. Even though some programs may have a risk 

27 In Ridao-Can0 2003a the focus i s  on programs used to address the risks o f  children, the youth and the unemployed 
adults, particularly among the poor, as they have been identified as particularly vulnerable to the crisis 
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reduction effect on later stages of  the l ife cycle, their main objective has been to remedy 
some existing problem. Some of the programs are directed at mitigating the effects of  
risks. For example, the unemployment and health insurance provide income support in 
case o f  job dismissal and sickness, respectively; the pension system provides transfers 
when productivity declines and retirement occurs; and the maternity subsidies transfer 
income to pregnant women. The family allowances program provides income support for 
dependent children in lower-income households in order to reduce the effects of  poverty 
on child development. This cash transfer i s  conditional on some education and health 
controls. In general, these programs are not explicitly targeted to the poor and are 
managed by  the BPS. The necessary enrollment in the BPS should be reevaluated since, 
in practice, many among the poor work in the informal sector and thus they do not fulfill 
this requirement by definition (BPS only covers formal sector workers). Family 
Allowances to some extent f i l l s  this gap. While most allowances are s t i l l  directed at 
formal sector employees, the BPS introduced in 2000 a second line of  action directed at 
poor households with children, irrespective of  work status. This i s  a positive step and 
efforts should be made to increase i t s  coverage (right now, i t  i s  mostly limited to female- 
headed households). Other programs were designed as coping mechanisms to help 
households face the effects of  adverse shocks, especially for children and the youth. 
Among these, there are some feeding programs that operate through schools (PAE- 
ANEP) or through the National Institute o f  Feeding (INDA). A variety o f  labor market 
training (ProJoven-INJU) and recycling programs (PROCAL-MTSS) also exist. Finally, 
some housing programs to urban (SIAV, PIAI) and rural areas (MEVIR) have been 
implemented. 

3.8. Most risk mitigating programs can be characterized as having extensive coverage on 
the population, although not necessarily among the poor. The majority of  programs tend 
to be costly. Coping programs are better targeted, generally have a more reduced 
coverage with limited transfers, but show a diversity o f  institutional arrangements. Most 
o f  these programs (except those linked to labor market and housing) are funded through 
general revenues, evidencing some budgetary vulnerability that needs to be addressed. 
The challenges are to increase coverage among the poor and to improve and coordinate 
their targeting mechanisms, tasks in which the government i s  currently committed. 

3.9. There are three programs that play an important role in mitigating and coping with 
social risks. First, CAIF i s  an early child development program for children younger that 
4 years l iving in poor households. I t  helps mitigating r isks by  buffering children’s human 
capital from household shocks, such as unemployment of  the head. I t  also serves as a 
coping mechanism since i t  i s  targeted to those children who have already been exposed to 
some of the main effects o f  poverty (malnutrition, poor education and health). Second, 
MEVIR i s  a housing program targeted to poor households in rural areas. A mitigation 
effect i s  observed since improved rural dwellings may reduce the effects of  exogenous 
community shocks such as epidemics. At the local level, MEVIR i s  also a risk coping 
mechanism since it provides a delivery mechanism for support in case o f  community 
level shocks (health or natural disasters). Third, PIAI i s  a housing program with 
characteristics similar to those of  MEVIR but targeted to urban slums. The program was 
introduced in 2000 with external funding and responds to the inadequacy o f  the main 
urban housing program (SIAV) to serve the needs of  the growing number of  the urban 
poor living in slums. I t  needs to be evaluated soon as concerns about i t s  efficacy have 
been raised recently. 
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Table 3.6: Social protection programs in Uruguay, 2002 
Available Programs (Institution) 

I Maternal-Infant Health (MSP) 
* PNCA-M (INDA) 

Age Group I Social Risks Typea 
I KT 
F - Health/Mortality 

- Stunted development 
0-5 years 

CAlF (INAME) 
* Mandatory Preschool (ANEP) 

* 

Full Time Schools (ANEP) 

Todos 10s NiRos pueden Aprender -TNPA 
(ANEP) 

Programa de Alimentacidn Escolar, PAE 
(ANEP) 

- Poor education 
6-11 years quality 

Primary 

I KT 
I KT 

I KT 

F 
schooi - Poor cognitive skills 

12-18 Years 
Secondary 

School 

19-24 years 
University 

Note: (a) IKT=In-kind transfers, F=l 

- Poor education 
quality 

- Inactivity 

- Teenage pregnancy 

- Street children 

- Low human capital 

- Unemployment 

- inactivity* 

- Unemployment 

Required Programs 
- Maternal-infant Health 
- Feeding programs 

Seguro de Paro-UI (BPS) 

- Early Child Development 
- Pre-school 

CT 

-Quality of education. 

60+ years 

Overall 

- Feeding programs 

- Remedial education 
- Transfers Conditional to 
attendance 

- Female headship 
- Pension coverage 
- Low income among 
women 

- Precarious health 
- Health 

- Poor housina 

- Reproductive health education 
- Technical education 

Health insurance (BPS) 
Health care (MSP) 
Credimat, SIAV, PIAI, MEVlR (MVOTMA) 

- Youth Labor programs 

CT 
I KT 
I KT 

- Reproductive health education 

- Unemployment Insurance 

-Workfare programs 
- Training/Retraining 

- Income support 
- Pension system 
- Income support for widows 

- Health coverage 
- Feeding programs 

- Health insurance 

- Housing support 
:eding, LT=Labor and training, iil 

I iKT MESYFOD (Quality Improvement in 
Secondary Education, ANEP) 

Teenage pregnancy (MSP) 
Universidad Tecnica (UTU) 

I KT 
T 

ProJoven (INJU/MTSS) 
Primera Experiencia Laboral (INJU) 
Oportunidad Joven (INJU) I 
Maternidad-Paternidad Elegida (MSP) 

Reconversidn Laborai - PROCAL (MTSS) 

Asignaciones Familiares (BPS) i Maternity Subsidy (BPS) ~ 

Jubilaciones y Pensiones - IVS (BPS) CT 

Health Insurance (BPS) 
PNCA-P (INDA), SAAC (INDA) 

3.10. These three programs represent examples o f  integrated approaches to poverty b y  
providing a comprehensive bundle o f  goods and services to the poor. As such, they also 
serve as long-term development strategies. They are an example o f  interinstitutional 
coordination and civil society participation. A new program using this integrated 
approach was scheduled to start in 2003 with external funding (PIIAFR) which aims at 
improving the l iving conditions and social integration of  children, adolescents and their 
families in situations o f  vulnerability. These well designed programs would be adequately 
complemented by a program offering conditional school subsidies targeted to poor 
children, particularly in secondary school, where problems o f  coverage and efficiency 
s t i l l  exist, particularly among the poor, as shown in chapter one. Also, an efficient 
training program for the unemployed adults would also complement well the existing set 
o f  interventions. Finally, given the current low coverage o f  the unemployment insurance, 
particularly among the poor, the government may want to analyze the possibility o f  
introducing a complementary assistance intervention, which would have to display better 
targeting and efficiency in the use o f  the resources. 
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Social Programs in the Context of Economic Downturns 

3.11. There are several programs in the current network whose design i s  well-suited to 
deal with the negative impacts o f  recessions. While none of  these programs has been 
explicitly introduced as a result o f  the recession, several incorporate mechanisms that 
allowed their quick expansion, showing the required flexibility. Although there have been 
some implementation problems, the existence of  well-established programs facilitated the 
prompt disbursement of  funds to those in need. Implementation problems accentuated in 
2002 as the fiscal crisis deepened and the demand for services increased. The deepening 
of  the crisis revealed deficiencies and virtues of  social programs to deal with shocks. 
Thus, the crisis poses challenges and opportunities for improving the current, overall, 
well functioning social network. 

Protected budget Actual spending % Compliance 
EDUCATION 
Centro de Atencibn a la lnfancia & Familia (CAIF) 155.0 135.5 87.4 
Alimentacion Escolar (PAE) 70.6 73.3 103.9 
Escuelas Context0 Socio Cultural Critic0 123.0 86.2 70.1 
Mejoramiento de la Calidad de la Educaci6n Primaria (MECAEP) 146.0 227.8 155.8 
Modernizacidn de la Educacidn Media (MEMFOD) 226.8 151.6 66.9 
HEALTH 
Programa Ampliado de lnmunizaciones 51.2 63.9 124.8 
Reactivos Control Epidemioldgico 6.0 6.3 108.8 
CampaAa AEDES 5.0 0.9 18.7 
Gastos Funcionamiento APS/SEC 1,091 .8 1,195.9 109.5 
Mantenimiento Planta Fisica APS/SEC 24.4 25.2 103.4 
Programa Fortalecimiento de las IAMC (PROMOSS) 11.6 5.7 48.7 
FOOD AND NUTRITION 
Apoyo a lnstituciones Publicas & Privadas (AIPP) 20.2 45.8 226.7 

Centro de Atencidn a la lnfancia & Familia (CAIF) 18.6 26.9 144.6 
LABOR 
Programa de Reconversion Laboral (PROCAL) 91.5 53.8 58.8 
SOCIAL SECURITY 

Seguro de Desempleo 899.9 1,400.6 155.6 
Pensiones de Vejez e lnvalidez 1,507.6 1,583.2 105.0 
Reforma del Sistema Previsional 2,767.6 2,539.1 91.7 
TOTAL 8,201.1 8,664.0 105.6 
Source: OPP. The list includes programs protected under the S A L S  of the WB and IDB. Food and Nutrition information 
i s  based on data as of November 2002. 

Programa Nacional de Complementacion Alimentaria (PNCA) 94.6 190.8 201.7 

Asignaciones Familiares 889.7 851.5 95.7 

3.12. The protection offered by  the five year budget Law i s  not available at the program 
level, except for large programs. Given the current crisis and the increased demand for 
services, there i s  recognition of  the need to focus on increasing the effectiveness and 
efficiency of  spending. A key element o f  this strategy i s  to set priorities. As a first step, 
the government correctly protected from the 2002 budget cuts some programs, selected 
on the basis of  their coverage and good targeting o f  vulnerable groups. They comprise the 
main programs in education, health, nutrition, labor and social security. Table 3.7 
compares, for each o f  them, actual spending with protected budgets. The degree o f  
compliance has been high, with overall spending actually above the protected level. Some 
programs have, however, executed less than the protected amount. Setting up priorities 
involves the reinforcement o f  programs that work well, and the reform or possible 
elimination o f  programs that do not in order to free up resources. There i s  more 
willingness to reinforce programs that work well (or create new ones to address 
uncovered risks) and to reform programs that do not, than to eliminate programs not 
justified on equity or efficiency grounds, such as comedores universitarios and 
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comedores para empleados pLiblicos. This i s  a reflection o f  the ‘entitlement’ problem, 
which i s  particularly acute in a country used to a generous, and mostly universal, social 
protection system. 

3.13. Family allowances were not specifically designed to deal with crisis but, despite 
having been protected from budget cuts in 2002, the program has a tendency to be pro- 
cyclical, as benefits are lost when employment in the formal sector ends2’. The recent 
effort to extend benefits to poor households with children irrespective o f  work status i s  a 
step in the right direction, but i t  s t i l l  leaves out many o f  the increasing number o f  
informal workers and their families. Furthermore, there appears to be some leakage o f  
resources to the richest quintile, indicating the need for further refinement of the targeting 
mechanism and information system of the BPS. Important steps in that direction were 
taken with the re-engineering o f  family allowances in 20002’. Unemployment insurance 
(UI) has been expanded with the crisis, but s t i l l  the program i s  geared only toward formal 
sector workers. The government wants to pass legislation to reform the UI program to 
address the structural problems. Such legislation would include provisions along the 
following lines: (i) limit the duration of  benefits to 6 months without exceptions, 
requiring beneficiaries to perform community services or attend retraining programs; (ii) 
monthly benefits that decrease over time (higher than now in the first part and lower than 
now in the second part); (iii) no benefits to those receiving severance payments in excess 
of 100 minimum wages; and (iv) impose a lifetime limit o f  36 months o f  unemployment 
insurance benefits. 

3.14. Regarding the active labor market programs funded by  the FRL, some room for 
improvement has also been identified. In particular, there could be a more efficient use of  
resources along the business cycle. For example, the surplus generated during expansion 
was not set aside for the downturn. Also, the recession revealed some weaknesses o f  the 
system of labor market policies, which jeopardize to some extent their ability to either 
serve as long term development strategy (training) or as a risk coping strategy for the 
unemployed. The main criticism has been geared toward the training program for those 
receiving UI (PROCAL-TSD). In an effort to improve targeting, the benefits were limited 
in 2001 to those who had been fired. In August 2002, and as part of  the conditionalities to 
the SAL, the government started a deeper reformulation of  the program. This draws 
heavily on the recommendations of  a recent study evaluating the impact of  the program 
(Doyenart, 2000). The main objective o f  this reform i s  to increase the impact of  the 
program by: (i) targeting benefits to those in greater need (using information on 
education level, socio-economic status, and giving priority to household heads); (ii) 
introducing new training modules and methodologies; and (iii) enhancing efficiency by 
improving access to the program components with supported reentry into the work place 
and payments over employment. An issue that has not been addressed yet i s  the coverage 
of  those not receiving UI. 

3.15. In addition to the reformulation of  PROCAL-TSD, the government introduced two 
new programs. The first, TSD Joven, has the same characteristics as the reformulated 
PROCAL-TSD (including the restriction to be receiving UI) but targeted to individuals 

Coverage decreased by  11 percent between 2000 and 2001 in the general regime. The coverage of the second regime 
increased by  28%. Benefits decreased by  16 percent, so that the average benefit per beneficiary decreased by  8 percent. *’ Additional cross-agency efforts, to be discussed in the next section, were more recently implemented. Issues related 
to targeting, coverage and information, including those mentioned here, are part o f  the recommendations o f  the recent 
evaluation o f  the family allowances program (BPS, 2003). 
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29 or younger. The second i s  a program directed at the long-term unemployed and it i s  
the most promising change in the whole set o f  reforms. First, i t  i s  targeted to the long- 
term unemployed, who by definition are not receiving UI and are poor. Second, i t  
provides benefits in exchange o f  work in municipal public projects, which makes i t  a 
workfare program. Although the compensation and targeting mechanisms still need some 
refinement and the coverage of  the program, in terms o f  the number of  municipalities 
attended, i s  s t i l l  low, i t  constitutes a correct innovation towards developing much needed 
emergency employment programs for the unemployed poor. Finally, another positive step 
i s  the introduction of  a new system of information, evaluation and coordination of  active 
labor market programs. 

3.16. Overall, food assistance has been effective during the crisis. The overwhelming 
number of new beneficiaries put enormous pressure on INDA, the institution that runs 
food programs. As a result, some programs, such as CAIF, have experienced delays in 
food delivery. There are, however, some issues that need to be analyzed in more detail. In 
particular, except for PAE, all other food programs distribute food through public 
institutions, which are slower and tend also to be more expensive than private companies. 
The recent evaluation of  programs run by  INDA (INDA, 2002) shows that the current 
system o f  centralized purchase results in food items bought at a price above market 
prices. INDA justifies this system as a way to control food quality. However, there i s  no 
reason why the quality would decrease if the system were to be run in a decentralized 
fashion. Research has shown that cash transfers are more effective tools for poverty 
alleviation than in-kind transfers, particularly in the short-run, and to be less subject to 
the inefficiencies and administrative difficulties related to in-kind transfers. In countries 
l ike Argentina and Colombia, the federal government no longer provides food to the 
poor. I t  provides cash assistance or financial resources to support ongoing nutritional 
programs run by provincial and municipal governments. As mentioned earlier, programs 
l ike comedores universitarios and comedores para empleados pliblicos should be 
rethought and their impact and efficiency analyzed more thoroughly. Also, appropriate 
mechanisms need to be put in place to assure that the kitchens that were set up 
temporarily as a result o f  the crisis stay temporary while the emergency persists. 

Information, Coordination, Monitoring and Evaluation of Social Programs 

3.17. To operate properly, social protection networks require appropriate systems to 
obtain information as well as to monitor the performance and impact o f  the actions taken. 
To this end, a technical unit within the OPP was created in 2001 to coordinate, monitor 
and evaluate social programs. Although it i s  probably too early to evaluate the 
performance of  this new unit, the following describes some o f  its challenges, which also 
apply for other public agencies. 

3.18. Historically, very little has been known about the coverage and efficiency of  social 
assistance programs, not only in Uruguay, but in the majority of  Latin American 
countries. Basic data on the number of  beneficiaries and budgets has to become more 
readily available. Program information on objectives, target population and services 
provided i s  also needed to avoid duplications and to achieve better coordination. 
Currently, there i s  some fragmentation o f  programs within institutions and overlapping 
program objectives across institutions (within the central government and between the 
central and local governments). Thus, there i s  need for a better coordination of social 
policies, and also, the government should sharpen the strategic focus of  i t s  safety net and 

40 



social policies. Recognizing this, the OPP has appropriately started to collect basic data 
on the programs at all levels of  government. The challenge for the OPP looking ahead i s  
to achieve the simultaneous goals of  this information being complete and systematically 
organized and analyzed for the purpose o f  coordination o f  social programs. Additionally, 
another step in the right direction i s  that programs with external funding began to be 
subject to systematic monitoring in 2001 through the Social Investment Program (PRIS). 
As part o f  this new effort o f  implementing an information system for the monitoring of 
social spending, the government, through the OPP, recently produced a report on 
consolidated public social spending for 1999, 2000 and 2001, including social spending 
from the central government, social security institutions, departments and public 
enterprises (all these actions are framed in the context of  the policy measures agreed with 
the Bank in the last SAL). 

3.19. Targeting i s  an issue closely linked to the efficiency and effectiveness of  social 
assistance. The targeting mechanisms observed in Uruguay range from school (or 
community) based, to increasingly more precise ones based on individual information. 
Among these are Fichu Familiar (CAIF), Formulario de Seleccidn (Projoven), Fichu 
Socioecondmica Unica (SIAV), BPS payment stubs and the Ministry of  Health Carnet de 
Salud. Some programs use means-tested mechanisms, but many programs use the Basic 
Needs Index at the household and community level for targeting. While this Index has a 
simplicity appeal, i t  also suffers from two problems. First, there i s  an important leakage 
in the NBI, since 46% of  individuals in Montevideo with any uncovered basic need do 
not belong to the poorest 40% of  the population. This number i s  only 23% in the Interior. 
Second, there i s  a problem o f  undercoverage, in the sense that NBI does not capture all 
poor individuals. Roughly, only one half of  the poorest quintile has an uncovered basic 
need. Despite this lack of  sufficiency, some programs have been successful in targeting 
resources by including other indicators as type of  health care, or mother’s education, 
suggesting that a more comprehensive information system may enable improvements in 
the targeting of these and other social programs. 

3.20. In the last poverty report, the implementation of  a socioeconomic information 
system was recommended to generate common targeting procedures that would 
encourage inter-agency coordination, enable the monitoring of  targeting by  third parties 
(NGOs or Asociaciones Civiles), and enhance impact on the poor. In this context, the 
government i s  working to implement a Social Information System (Programa Unico de 
Znformacidn Social) for beneficiary identification, prioritization, investment allocation, 
and integral coverage of  the family and community demands. As a f i rs t  step, the 
government has recently introduced a mechanism to cross-check the data bases of  
beneficiaries included in the Ministry o f  Public Health Sector (RUCAF, Registro Unico 
de Cobertura de Asistencia Forma and IPB, Zdentificacidn Positiva de Beneficiarios), 
MVOTMA (Registro Nacional de Postulates) and BPS (Registro de Activos). This 
mechanism would help to improve the effectiveness of  the programs, minimize 
duplication of  benefits and ensure that the needy actually get the benefits. Right now i t  i s  
not possible to know how well-targeted the 2002 social programs are. The only 
socioeconomic survey that i s  collected on a regular basis (ECH) does not include 
information on program participation, except in 1998. Thus, the government may 
considerate the need o f  developing more comprehensive data sets. INE i s  widely 
recognized by a high technical capacity and also by  a high level o f  independency and 
transparency. These features make it feasible to develop this type o f  more comprehensive 
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data sets in the short run. Also, more information and willingness to carry out rigorous 
impact evaluations, a key component in assessing the performance of  programs in 
reducing poverty, i s  needed. This issue i s  of  strategic importance. The government, 
recognizing this fact, has carried out rigorous impact evaluations on a few programs (e.g. 
programs run by  MECAEP). However, other programs, such as the very progressive 
feeding program PNCA-M, needs to be evaluated on the nutritional status of the 
beneficiaries (this i s  facilitated by  the fact that i t s  eligibility i s  based on the information 
collected by the Ministry of Health). In general, a culture of  evaluation needs to develop, 
allowing several policies and programs to be evaluated on the basis o f  the proposed 
objectives (nutrition, children development, health status, and employment) in order to 
identify potential weaknesses and strengths and feed the policy design and budgetary 
processes. To this extent, the recent move by the Ministry o f  Labor to evaluate active 
labor market programs i s  a step in the right direction. I t  i s  also worth mentioning the 
recent evaluation o f  INDA programs, SIAV and family allowances in 2002. 

Public Utilities and the Poor3' 

3.21. As mentioned in chapter one, access to the main utilities (water, electricity and 
telephone) i s  almost universal. Access to sewage, in contrast, i s  more limited, showing 
differences among income groups. 

Figure 3.1: Access to Water and Sewage b y  Decile, 2002 
Access to the water and sewerage network,  by  decile r~~~ ~ 

1 2  3 4 5 6 7 8 9 10 

3.22. The 2002 devaluation forced tariff increases over 20% for both water and 
electricity. This, combined with reduced household incomes, affected the affordability of  
basic utilities. Evidence from this fact may be extracted from the ECS, where a large 
proportion of  households report having problems paying their bills (Table 3.8), 
particularly in the case of  electricity (45%) and water (32%), and especially within the 
poorer segments o f  the population. 

Table 3.8: Percentage of Households with Arrears in the Payment of Utilities, 2002 

30 Most o f  the information in this chapter comes from the ECS. 
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3.23. These delays have often resulted in disconnection, especially in telephone and 
electricity (Table 3.9). Information from official data suggests that, in the case of  
electricity, reconnections are high (70%) and that the number of  contracts in place 
dropped by 0.7%. The comparison with Argentina shows that in Uruguay the percentage 
o f  households disconnected was lower, but that of  households having problems to pay i s  
s imi lar .  These troubles for paying, and the tariff increases in 2002, make i t  particularly 
important to understand the structure o f  tariffs and the effects on demand by  the poor. 

HH CONSUMPTION (CUBIC 
METERS) 

Table 3.9: Disconnections from Public Utilities, 2002 

STD MPTION PER HOUSEHOLD SIZE 

3.24. Water: Tariffs are characterized by (i) fixed charges for connection; (ii) a metered 
charge priced differentially across consumption blocks; (iii) 60% of  the water charge for 
sewage; and (iv) other charges related to expansion. There i s  cross-subsidization between 
residential and non-residential customers (favoring the former), and between water and 
sewage charges (the latter are not sufficient to cover the cost o f  collection and treatment). 
Figures 3.2 illustrate the resulting expenditure pattern. The expenditure o f  the poorest 
20% on water and sewage i s  just above the 5% suggested by  the WHO. 

1 
2 
3 
4 
5 

Figure 3.2: Average Cost ($/m3) and Share of Water and Sewage Expenditure in Income (%) by Quintile 
I 

11.8 7.5 2.6 4.6 
10.9 7.4 3.0 3.9 
11.6 8.3 3.6 3.4 
10.6 8.3 4.3 2.7 
12.8 9.6 5.9 2.3 

I 3 4 5 I 3 5 

Data from actual bills. Share of income: median for quintile 1, mean for quintiles 2-5 

3.25. The flat pattern of cost across quintiles i s  explained by  the low correlation that 
exists between income and consumption (Table 3.10). Although consumption per capita 
o f  the richest quintile more than doubles that o f  the poorest, this i s  almost completely 
explained by the differences in household size. 
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3.26. Given the income share that the first quintile devotes to water, i t  i s  important to 
understand what features of  the current tariff structure contribute to this outcome. One i s  
the existence o f  minimum consumption charges that penalize small consumers. Another 
i s  the additional charges, which may be regressive given the fact that they relate more to 
areas where the network has recently expanded (which may coincide with poorer 
neighborhoods). Finally, and most importantly, since the poor display significant lower 
access to sewage, the implicit cross-subsidy established between water and sewage 
consumers taxes the poor. 

3.27. The effect o f  removing these features was explored in order to compare the 
distribution o f  charges with and without each of  them (minimum charges, cross- 
subsidization between water and sewage, and additional charges). Given that there i s  no 
correlation between income and consumption, an examination of  whether the block tariff 
structure really makes a difference in distributional terms i s  also carried out. The main 
conclusions from this exercise are the following. First, in terms of  total outlay on water, 
the effects of  the minimum consumption charges and o f  the increase in the tariff across 
blocks are minimal. The bottom quintile, however, i s  slightly penalized by the existence 
o f  high charges for higher blocks. Second, the structure o f  the additional charges and the 
subsidy for sewage benefit the top quintiles. Third, the existence of charges unrelated to 
consumption implies higher levels o f  water consumption. As the poor have less access to 
sewage, however, they benefit less than the other income groups from maintaining high 
fixed and additional charges. Finally, the differentiation in consumption blocks and the 
cross-subsidization o f  water and sewage charges contribute to the higher levels o f  
expenditure shares for the poorest income groups. Nevertheless, if these characteristics of 
the tariff structure changed, the share of  expenditure for the lowest income group would 
decline by at most 0.2 percentage points. 

3.28. Given these results and the flatness o f  water expenditure, there i s  relatively l i t t le 
that can be done to ease the burden of water and sewage charges on the poor by only 
modifying the tariff structure. Any attempt to improve the distributional impact of  water 
expenditures would need to make use of information about the poverty status of  
households as a basis for directing interventions. Such measures would have to be 
conceived so as to be revenue-neutral for the provider. 

3.29. EZectricity: the majority o f  customers subscribe to the “simple residential tariff ’, 
composed by: (i) a fixed monthly charge; (ii) a fixed charge for power; and (iii) a variable 
charge according to a step-wise tariff, increasing across three consumption ranges. 
Consumption does not vary much across households (Table 3.11), with 90% o f  the 
households consuming less than 400 kWh. Households in the top quintile consume about 
28% more electricity than those in the first quintile, but have 40% more installed 
capacity. Although electricity consumption per capita increases fivefold from the f i rs t  to 
the fifth quintile, declining household size attenuates this effect. The majority of  
households have contracts wi th an installed capacity of  2.2 kW, so that this component of  
the tariff structure i s  almost a fixed charge across households, and weighs more on the 
poor. The bands in the step-wise tariff structure are not particularly relevant given that 
about 95% of the population consumes in the middle step, wi th barely 5% in the bottom 
and less than 1% in the top. Electricity represents a large item in the expenditure of  the 
poor households (Figure 4.4), absorbing more than 10% of  total income, indicating that 
affordability i s  a concern, more than in the case of  water and sewage. 
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Figure 4.4: Share of Electricity Expenditure by Quintile 

I 1 2 3 4 

3.30. The regulatory agency has evaluated the possibility o f  reforming the tariff structure 
for all contracts o f  less than 4.4 kW, by ‘energizing’ the charges for installed capacity, so 
that these are recovered through the variable charge for energy use, while converting the 
step-wise tariff structure into a linear tariff rate. While these proposals may be driven by 
financial considerations, i t  i s  relevant to explore their distributional incidence, examining 
to what extent they might contribute to making electricity more affordable for the poor. A 
simulation was carried out, taking into account the demand reaction to the higher cost, 
and ensuring that the reform i s  revenue neutral for the provider. Simulating the impact of  
these changes on income groups suggests that (i) they do not change significantly the 
overall expenditure on electricity; (ii) a significant portion o f  the costs are shifted onto 
the variable charge. However, electricity consumption falls significantly in each income 
group, and most notably among the poorest households, where the decline i s  of  the order 
o f  5%; (iii) consistent with the absence of  any significant impact on overall expenditure, 
the income share devoted to electricity i s  not significantly affected. Thus, the proposed 
reform of electricity tar i f fs  would have very little distributional impact, and i t s  main 
effect would be to reduce electricity consumption by  increasing the price. These results 
indicate that this kind o f  reforms wi l l  have l i t t le impact on the affordability of  electricity 
by the poorest, largely because electricity consumption and installed capacity are not 
strongly correlated with poverty. Therefore, any attempt to improve the distributional 
incidence of  electricity tariffs would need to take into account poverty status. 
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Chapter 4 

Public Employment and Wage Premium: Evolution and Effects3’ 

Background 

4.1. The core of  this chapter i s  the impact that public labor market regulations have on the 
functioning of  the entire labor market. The question to be answered i s  twofold: (i) 
whether there exist systematic differences between public and private labor markets in 
terms o f  pay policies, and whether these differences vary across different groups o f  
workers; and (ii) whether these differences have an effect on a number of  relevant 
outcomes, notably employment and wage inequality, and whether these effects vary 
across the population. For example, downward inflexibility o f  public wages may be 
partially transmitted to the entire labor market, inducing a larger quantity adjustment in 
the lower part of the business cycle. This effect, in turn, may be amplified by the 
difficulty o f  this adjustment to fall on public employment. Chapter one showed that wage 
rigidity did cause a somewhat painful adjustment in the labor market during the recessive 
period. Since the previous Report prepared by the Bank found that the standard sources 
of  wage rigidity (minimum wages, unions, etc) are not very important in the case of  
Uruguay3*, i t  i s  of  interest to analyze the relevance o f  other potential sources o f  wage 
rigidity, such as public employment and pay policies. Additionally, since systematic 
differences in employment and pay policies may end up affecting other variables, notably 
the fiscal position of  the government and the efficiency o f  civil service, a comprehensive 
analysis o f  such policies i s  called for. 

Public Sector Employment and Wages 

Public Sector Employment 

4.2. The public sector in Uruguay comprises the central administration, local 
governments and financial and non financial  enterprise^^^. The 1952 Constitution 
establishes the prohibition of  firing central administration employees. This regime was 
extended to workers o f  the financial and non financial enterprises, and o f  local 
governments some years later. On the other hand, since 1986 different limitations to the 
hiring o f  new public workers have been imposed. The most important one i s  the 
prohibition of  hiring new workers in the central administration, which originally ruled up 
to 1998, but was extended until 2015. Vacancies can only be filled by  hiring workers 
from within the sector. Some o f  the vacancies require public competition based on 
curricula and examinations. As in many developing countries, downsizing of  the public 
sector was an important component o f  the policies followed during the 1990s. Different 
incentive regimes were adopted to reduce public sector employment, which were based 
on a voluntary approach. As a result, the share o f  public sector employment on total 
employment decreased from 22% in 1990 to 16.5% in 2001 (a drop of  26%). This 
decrease was driven by  men leaving the public sector, as female public employment 
remained almost unchanged during the decade. As a result, female participation in public 

31  See Amarante, Ridao-Cano and Santaman’a (2003). 
32 Other studies (Forteza and Rama, 2002) find a high degree of rigidity in Uruguayan labor market, and suggest that 
these rigidities stein from the importance that public labor markets have. 
33 “Entes autdnomos y servicios descentralizados ” and include utility providers and public banks. 
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employment rose from 38% in 1990 to 45% in 2001. The major public employer i s  the 
central government (71.4% in 2002), followed by local governments (15.4%) and public 
enterprises (13.2%), and the shares have remained relatively stable in recent times. Figure 
4.1 shows that private employment i s  closely linked to the economic cycle, whereas 
public employment seems to be independent of  the cycle. International comparisons shed 
some light on the size o f  the Uruguayan public sector. Public employment accounts for a 
considerable share o f  total employment in most countries (Table 4.1). If only Latin 
American countries are considered, Uruguay i s  above the average (13% of total 
employment). Only Costa Rica, Nicaragua and Panama have higher shares of  public 
employment (right panel). Additional evidence arises when considering the ratio of  
public employment to total population (Table 4.2). This indicator i s  s imi lar  in Uruguay to 
that in Eastern Europe and the ex-Soviet Union, and smaller than that for OECD 
countries. Also, the distribution of  workers in the public sector i s  unique in Uruguay. 
Central government workers are a higher share in Uruguay than in any other region. 

Figure 4.1 
Evolution of Public and Private Employment and Economic Growth (Indices) 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

Private employment -Public employment 
-Ec. growth 

Source: Amarante, et.al. (2003) 

4.3. So, why do public labor markets behave differently than private ones? A key 
institutional difference between them i s  unionization, which i s  higher in the public sector 
(this i s  a stylized fact around the world). The higher union density in the public sector can 
be explained by the lower costs o f  union organization as establishment size increases, 
and/or the possibility that political aspects of the public sector may lower the incentives 
to oppose unionism. In Uruguay, the level o f  unionization has been decreasing since 1985 
as a reflection of  the developments in the private sector. The total unionization rate fe l l  
from 38% to 16% between 1985 and 2000. However, unions s t i l l  show high coverage 
rates in the public sector (40% in 2000, compared to 8.5% in the private sector), and 
these rates changed very little during the 1990s. This i s  an important feature of  
Uruguayan labor markets. Union density i s  closely linked to wage bargaining and thus to 
the pay structure o f  the economy. Through this channel, as argued by  Forteza and Rama 
(2002), public unions may have important effects on the broader labor market. 

4.4. The government sets wages for the central administration and then informs the union, 
fact explained by  the close linkage between the fiscal objectives and the wage bill. This 
fact may explain why central administration workers are precisely the lowest average 
earners among the different public sub-sectors (see below). At the local governments, the 
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wage policy i s  independently decided by the Regional Boards. Public enterprises have 
more flexibility in setting their wages and they usually follow centralized agreements. 

East Europe and ex-Soviet 
Union 
LAC 
OECD 
Uruguay’ 
Total 

Table 4.1: Share of Public Employment 
Selected countries 

6.9 1 .o 0.8 5 .1  

3.0 1.2 0.7 1 .I 
7.7 1.8 2.5 3.4 
6.9 4.0 1.1 1.8 
4.7 1.2 1 .1  2.4 

Australia 

Austria 

Belgium 

Canada 

Denmark 

Finland 

France 

Germany 

Ireland 

Italy 

Japan 

Netherlands 
Spain 

Sweden 

Switzerland 

United States 
Uruguay 
Total 

Source: Amarante, 

Table 4.2: Share of Public Employment in Total Population 
1 Total I Central Gov.1  Local  Gov, ISocial  Services 

Africa I 2.0  I 0.9 I 0.3 I 0.8 
lAsia I 2.6 I 0.9 I 0.7 I 1.0 I 

*Based on data from ONSC 
Source: Amarante, et& (2003) 

4.5. I t  was found earlier in this Report that public employees earn substantially higher 
wages than private workers, formal or informal. Additionally, real public remunerations 
kept growing even when the labor market was undergoing a painful adjustment process 
(1998-2001). In fact, multivariate analysis of poverty showed that living in a household 
where there i s  a public employee constitutes an effective insurance against poverty and 
against the income shock resulting from the 2002 crisis. These features of  the Uruguayan 
public labor market (unresponsiveness to the cycle, high share o f  employment and a wage 
premium) may be introducing rigidities in the aggregate labor market. Additionally, they 
imply that someone within the Uruguayan society i s  paying for these benefits to a 
reduced group of workers. Most likely, that “someone” i s  the entire Uruguayan society 
that, through taxes, i s  making a transfer to finance high wages and stable employment for 
public workers. 

4.6. There are important differences between public and private workers (Table 4.3). 
Public workers are older and more educated, while private workers work more hours. 
There i s  heterogeneity within both sectors. In the public sector, the educational advantage 
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of workers in financial and non financial enterprises narrowed significantly throughout 
the 1990s. Men are s t i l l  over represented in this group relative to the rest o f  public 
employees. Within the private sector, informal workers are significantly less educated 
and work fewer hours than formal employees. Women are over represented in the 
informal sector relative to any other sector in the economy. 

Pr i va te  F o r m a l  I n f o r m a l  Public Pub. enterp.  & O the r  public 
banks  

1 9 9 1  

A g e  36.0 37.0 35.0 40.0 43.0 40.0 
Schoo l i ng  8.2 8.5 7.8 10.1 9.2 10.3 
H o u r s  44.0 46.0 40.0 41.0 43.0 40.0 
% w o m e n  42.0 38.0 50.0 39.0 23.0 42.0 
% Co l l ege  G r a d  9.0 10.0 9 .o 26.0 15.0 28.0 

2001 
A g e  37.0 38.0 38.0 43 .0  45.0 42.0 

H o u r s  41.0 45.0 35.0 40.0 42.0 40.0 
% w o m e n  46.0 43.0 53.0 45.0 31 .O 47.0 

% Co l l ege  G r a d  14.0 18.0 7.0 34.0 27.0 35.0 

Schoo l i ng  9.5 10.1 8.2 11.4 11.5 11.4 

- 

The Wage Premium 

4.7. Public sector wages increased by  15% between 1990 and 2001 (Figure 4.2), but 
suffered a 10% decline in 2002. While this decrease in 2002 affected all segments of  the 
public sector, the increase up to 2001 displayed significant variation across segments. 
Wages in the central government remained stable, increased by  36% in public enterprises, 
and by  86% in local governments. On the other hand, wages in the private sector 
increased 12% between 1990 and 200 1, and declined almost 1 1 % during 2002. 

Figure 4.2: Real Wage Evolution 

/--- 

Source: Amarante, et.al., (2003) 

4.8. As regards magnitudes and heterogeneity within sectors, public workers earned 63% 
more than private workers in 2001 (Table 4.4). This difference was 36% if only formal 
salaried workers were considered. Public wages more than double those o f  informal 
workers. Within the public sector, workers of  public enterprises earn higher wages than 
those in the central and local government and the differential also widened (71% in 
2001). I t  i s  important to note that ratio between public and private wages increased over 
almost all the decade, but especially in the period 1998-2001. However, this trend i s  
likely to have been reversed in 2002-03, as fiscal considerations have virtually frozen 
public nominal wages and given the expectation that private wages w i l l  lead the recovery 
of  the economy. Furthermore, the trend in the public wage premium during the period 
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1990-2001 i s  influenced by the wage decline experienced b y  informal workers, on the 
one hand, and the wage increases experienced by  workers of  public enterprises and local 
governments, on the other. Average wages in the central government (which i s  the most 
important public employer) remained stable, while average wages in the formal private 
sector (which accounts for 66.5% of private sector employment) increased somewhat. 

1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

Table 4.4: Ratios of Wages Between Different Sectors (U$ of 2001), 1991-2001 

1.20 1.50 
1.29 1.51 
1.32 1.55 
1.34 1.50 
1.37 1.56 
1.36 1.52 
1.60 1.14 
1.63 1.71 

I Public/Private I Pub. Ent./Cent.-Loc. I FormaVlnf. 
19911 1.14 I 1.32 I 1.43 

1 Source 

1.56 
1.52 
1.61 
1.62 
1.68 
1.50 
2.08 
1.99 

4.9. There are also differences in wage dispersion. The ay distribution i s  more 
compressed in the public sector. The ratio of  the 90th to the lot percentiles of  the private 
distribution i s  higher, although most of  this inequality comes from the informal sector. 
However, the inequality in the public sector increased importantly throughout decade. 

R 

4.10. Interest lies ultimately on identifying the non market-based public wage premium, 
as this would give a measure o f  the distortion created by  public wage policies. In 
particular, a measure o f  the premium that nets out wage differences due to systematic 
differences between the characteristics of  public and private sector workers i s  sought. To 
this end, a model in which workers are allowed to choose the sector of  employment on 
the basis of  the comparison of  the expected earnings associated to each sector was 
estimated34. The estimated model consists of  three interrelated elements: a wage 
relationship for each sector and one defining the sector. of  employment. These 
relationships include productivity-related characteristics and job attributes (education, 
experience, occupation type, sector of  activity, region and gender)35. This model allows 
to get an estimate o f  the average non market-based public wage premium and to identify 
the groups of  workers that benefit the most from public sector employment. The results 
indicate the following. First, regarding sector of  employment, education and experience 
increase the probability o f  joining the public sector. People l iving outside Montevideo are 
more likely to work in the private sector, whereas males are more likely to be public 
workers. Married people with children are more likely to jo in the public sector, a strategy 
that i s  consistent with the preference for stability. Second, sector-specific wage 
relationships indicate that returns to education and experience are considerable higher for 
private workers. Thus, in the public sector human capital investments are significantly 

34 There are a number of other factors affecting the costs and benefits of employment in a particular sector, such as job 
security, flexible work hours, working environment. See van der Gaag and Vijverberg (1988). 
35 The model was estimated for a restricted sample consisting of private and public employees working twenty or more 
hours per week, in order to capture workers with strong attachment to the labor market. T h i s  analysis, as well as those 
of the effects of wage distortions that follow, do not distinguish between sub-sectors within the public or private 
sectors. As mentioned earlier, i t  i s  important to bear in mind this heterogeneity in interpreting the results. 
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less rewarded than in the private one, which may be an indication of  inefficiencies in the 
pay structure. Additionally, this fact i s  a f irst sign that the public wage premium i s  
unrelated to productivity or personal characteristics of  the workers. Likewise, differences 
by  gender and region are higher for private workers. 

4.1 1. Third, Table 4.5 reports the estimated public wage premium (PWP) for the period 
1990-2001, taking into account the sector choice made by individuals. This i s  compared 
with wage premia estimated from a model that does not take into account sector choice 
but does control for personal attributes (PWPns), and with the average differences in 
wages (PWPu), not controlling for any attribute. PWPns i s  significantly smaller than 
PWPu, indicating that part o f  the observed wage differences are due to better 
productivity-related characteristics o f  public workers (for example, higher educational 
attainmentQ6. PWP i s  significantly higher than PWPns and PWPu, highlighting the 
importance o f  the choice o f  sector. The fact that PWP i s  positive and significant indicates 
that there i s  a systematic earnings gain from working in the public sector that i s  unrelated 
to productivity or economic performance. This wage distortion i s  not only persistent 
through the period, but it increased in the second half of  the decade. In fact, the premium 
attained i t s  highest value in 200 1 , which indicates a disproportionate adjustment o f  
private wages relative to public wages in the recession. 

Table 4.5: The Public Wage Premium - 
PWPu PWPns PWP - 

1990 0.171 0.135 0.566 
1991 0.117 0.114 0.412 
1992 0.171 0.135 0.566 
1993 0.201 0.128 0.505 
1994 0.219 0.091 0.427 
1995 0.285 0.153 0.606 
1996 0.333 0.172 0.633 
1997 0.330 0.210 0.712 
1998 0.356 0.202 0.738 
1999 0.327 0.237 0.739 
2000 0.378 0.21 1 0.530 
2001 0.429 0.260 0.774 

Note: A PWP o f  0.774 means that, after controlling 
for systematic differences between public and private 
workers, public wages as 77.4% higher than private 
wages. 

4.12. The average premium may be hiding important heterogeneity. The analysis o f  this 
heterogeneity i s  key to understand the reasons for the presence o f  such a premium. The 
framework allows the identification o f  the groups of workers the benefit the most from 
public employment. The results indicate that the premium i s  significantly higher for 
women than for men, and that i t  decreases with sk i l l s  (proxied by  education). These 
findings are consistent with those for other Latin American countries (Panizza, 2001). 
Explanations for the existence o f  this premium include the higher incidence o f  
unionization in the public sector. This fact, coupled with the monopolistic situation o f  the 
government and the relevance o f  the goods and services it produces, provide more power 
to the unions in the wage negotiations. Additionally, i t i s  possible that high public wages 
do not derive from the public sector trying to attract the best workers, but from the public 
sector’s inability to increase the productivity o f  i t s  workers, as high firing costs grants 
them high levels of  job security (Panizza, 1998). There i s  abundant evidence that 

36 Differences in characteristics explain around 81% (on average during the period) o f  the total wage difference. 
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meritocratic recruitment and promotions are the policies that offer the right incentives 
and have a positive effect on the quality of  the public sector. Finally, these results should 
be interpreted with caution given the heterogeneity within the public and private sectors, 
and the recent trends in public and private wages. 

Consequences 

The Effect of Public Wage Policies on the Labor Market 

4.13. Having identified the presence of  a positive non market-based public wage 
premium, the next step i s  to investigate i ts  effects on the labor market. Public wage 
setting and indexation, job guarantees, lifelong employment security and fringe and non 
wage benefits may distort the price and supply o f  labor. In that sense, public sector wage 
policies may pose upward pressure and downward rigidity on the entire wage structure of  
the formal labor market, contributing to the generation of  unemployment (particularly 
during recessions) andlor shifting employment to the informal sector (Lindauer, 199 1). 

4.14. Mincer (1976) provides a framework to capture the effect o f  exogenous rigidities on 
employment. In this framework, the ratio of  public to private wages i s  used to measure 
the effect o f  the public wage premium on the overall the employment rate, controlling for 
the business cycle. Since the effect o f  the wage premium on employment may vary across 
groups, the model was also estimated separately by  schooling, gender, and per capita 
income quintiles. Additional estimations were carried out excluding the self-employed, as 
they face higher levels o f  wage flexibility. The results showed that the public wage 
premium has a statistically significant negative effect on total e m p l ~ y m e n t ~ ~ .  For the first 
three quintiles of the income distribution the effect i s  also negative. No significant effects 
are found for the richest quintiles, reflecting the fact that they, in general, have more 
stable jobs. The size of  the effect decreases with income. A puzzling finding was that the 
premium has no effect on the employment o f  the less educated, but affects employment 
of  medium and well educated individuals. The puzzle may be resolved (partially) by  
noting that low levels of  education are disproportionately represented in the 
informal/self-employment sector. Since in this sector l i t t le wage rigidity exists, any 
model relating wage rigidities with employment would show non-significant results. 
Thus, a model without the informal and self-employed was estimated. The effect o f  wage 
rigidities on employment increases for medium schooling workers and decreases 
significantly for high schooling, conforming to expectations. However, although the 
relationship for low schooling becomes more negative, i t  i s  s t i l l  not significant. 

4.15. In order to shed more light on the distribution of  the effects across different groups, 
a s im i la r  model was estimated using a pseudo-panel. The sample was divided into 
different cells, each representing a s k i l l  level. Sk i l ls  were defined on the basis o f  age, 
gender and education, producing 24 groups (Table 4.6). 

37 A 10% increase in the premium reduces the employment rate by 0.45%. 
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Table 4.6: Skill Groups 
14-24 25-39 40-49 50 v+ ~ ~ 

Men Primary Group 1 Group 2 Group 3 Group 4 
Secondary Group 5 Group 6 Group 7 Group 8 
Tertiary Group 9 Group 10 Group 11 Group 12 

Women Primary Group 13 Group 14 Group 15 Group 16 
Secondary Group 17 Group 18 Group 19 Group 20 
Tertiaw Grow 21 GrouD 22 GrouD 23 GrouD 24 

4.16. The dependent variable was the rate o f  employment for each group, and the 
independent variable was the ratio of  public to private wages38. A negative and 
significant effect on employment for the reference group (males with primary education 
aged 25-39) arises. I t s  magnitude i s  almost equal to the one found in the previous 
exercise (around 5%). Regarding the effects on different groups, the results are consistent 
with ones presented above and shed some further light on the heterogeneity in the effect 
of  the premium on employment. Table 4.7 shows that there are two aggregate groups for 
which the effect o f  the wage premium on employment i s  less significant: (i) young 
individuals with high education; and (ii) women, except in the 30-49 age group. This may 
be related to the high proportion of women that work in the informal sector, where wage 
rigidities are not as important (24% of women worked in the informal sector in 2001, 
compared to 14% of  men). In the case o f  young individuals with high levels o f  education, 
the result may be partly explained by the fact that these individuals are entering the labor 
market and thus their reservation wage i s  low. The only group that ends up being more 
affected than the reference group i s  that of older men with low education (the most 
numerous). Thus, these results imply that this rigidity affects those groups with strong 
labor market attachment, and within these, the most vulnerable. 

Table 4.7: Skills Affected Differently than the Reference 

Variable Coefficient 

Wage differential reference group -0.051 
Wage differential group 4 -0.075 

Wage differential group 9 0.095 
Wage differential group 13 0.049 
Wage differential group 14 0.067 
Wage differential group 18 0.072 

Wage differential group 21 0.073 
Wage differential group 24 0.046 

Note: The coefficient on the wage differential for the 
reference group indicates that a 10% increase in the 
wage premium reduces the employment rate o f  this 
group by  0.5 1 %. 

The Wage Bill and Effects on Income Inequality 
4.17. The existence of  higher wages in the public sector reduces i t s  ability to adjust to the 
business cycle (e.g. cutting expenditures and reallocating financial resources towards 
social policies during recessions). In a simple attempt to address this problem, the cost o f  
the wage premium for the government i s  estimated. This cost i s  computed by comparing 
the actual public wage bil l  with the simulated wage bill if public sector workers earned 

38 The model controls for  group fixed effects as well as year and quarter effects. 
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according to the private pay structure. For the three simulations carried out (Table 4.Q 
the wage bill would be around 18% lower if public workers earned according to the 
private pay structure. 

Table 4.8: Some Simulations 
Log. public Log. public wage Gini public Gini public wage Gini Gini wages Wage bill 
wage (real) (simulation) wage (real) (simulation) wages (simulation) (simulation)/Wag 

(real) e bill (real) 
1991 4.7 4.5 29.2 24.6 38.2 37.2 0.84 
1995 4.8 4.6 34.1 28.9 40.5 38.9 0.82 
2000 4.9 4.8 34.5 29.6 41.2 39.5 0.82 

4.18. I t  i s  also likely that distortions introduced in the labor market through the public- 
private wage differential exert an effect on overall wage inequality. Thus, simulations o f  
how much would overall wage inequality change if public workers earned according to 
the private workers pay structure were performed. Table 4.8 shows that, indeed, if this 
were the case, wage inequality would be almost two Gini points lower than the actual 
figure, and that this negative effect increased over the last decade (in fact in 1991 i t  was 
the opposite). 

4.19. In sum, the public sector labor market clearly differs from the private one. Among 
other things, the relationship with the economic cycle, the rates of  unionization, wage 
inequality and workers’ characteristics differ between both sectors. On average, public 
workers have been enjoying substantially higher wages than private ones during the 
period 1990-2001. There i s  a significantly large premium for workers with low levels o f  
education, whereas high education workers get a penalty for working in the public sector. 
The main part of  the difference i s  due to differences in productivity-related 
characteristics. The wage differential only gets larger when the choice of  sector i s  
incorporated in the analysis, indicating that there i s  a systematic earnings gain from 
working in the public sector that i s  unrelated to productivity or economic performance. 
Furthermore, this wage distortion decreases with s k i l l  level, and the returns to s k i l l  are 
lower in the public sector. These results suggest that the premium can be used as an 
indicator o f  the inefficiency of  the public sector wage structure, relative to the private 
sector one. Analyses of  the effect o f  public wage policies show that wage rigidities exert 
a negative impact on employment as a whole, especially if intermediately educated 
individuals and those belonging to the three lowest quintiles of  the income distribution 
are considered. These results on the effect of the premium on employment and its 
distribution, while important, do not have any direct implication for the level or evolution 
of  poverty during the 1990s. Likewise, they must be interpreted with caution as (i) the 
measure o f  the public wage premium used in the analysis i s  the unconditional average 
difference in wages which, as mentioned earlier, does not include only wage distortions 
but also systematic differences in workers’ characteristics; (ii) the effect of  public wage 
distortions on employment works through the effect o f  the wage premium on private 
wages, which it i s  not explicitly modeled here; (iii) the exercise does not include the year 
2002 in which important changes in the trends took place; and (iv) workers in the central 
administration, which represent two thirds o f  public employment, did not experience 
wage increases during most of  the period. Additionally, the analysis does not mean to 
imply that overall wage rigidity i s  a direct result of public pay policies, but rather that 
those contributed to the overall wage rigidity observed in the period 1998-2001 in 
Uruguay. 
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Chapter 5 

Final Comments and Broad Areas for Policy Action 

5.1. This survey of  current economic and social conditions described in detail the impact 
of  the recession on the poor and how it contributed to increase vulnerability and 
inequality in the country, despite the appropriate measures taken by the government in 
different areas. The crisis i tself  has not yet been completely reversed, although there were 
some early signs in 2003 that the exchange-rate depreciation stabilized and that growth 
has recovered. During January-September 2003, GDP fell by 2.4%, as compared to 
10.8% during 2002. In fact, the quarter July-September/2003 was the third consecutive 
one in which growth was positive, evidencing the break in the negative trend observed in 
the last four years. Also, strong growth during the last quarter of  the year led to estimate a 
growth rate of  over 1% for the entire year. In any case, the economic situation remains 
perilous and the government must continue i ts  efforts to stabilize the economy on the one 
hand, while on the other i t  must deepen the actions already taken to provide a safety net 
for the most vulnerable groups, which complement the already well established set o f  
social programs. At the same time, the crisis i tself  constrains the actions of  the 
government in terms o f  how it might respond to the social problems created: resources 
are scarce and options are few. The previous analysis, however, does point to some 
policy actions that the government might consider in this direction. They are presented in 
what follows, highlighting those considered to be priority actions. 

Priority Policy Actions 

5.2. Safety Nets. This i s  the main area o f  policy recommendations in this Report. The 
findings in the Report call for rapid policy actions oriented at protecting the welfare o f  
vulnerable groups and their possibilities o f  transiting out poverty, subject to budgetary 
restrictions. These actions constitute an adequate complement to the extensive set o f  
social policies and programs already in place. More specifically, this report points to the 
urgent need for flexible programs that protect the consumption o f  vulnerable groups that 
are not completely covered b y  the current network o f  programs. Vulnerable groups 
comprise, in general terms, the unemployed, self-employed (who are the ones showing 
the lowest levels o f  coverage o f  current programs) and the poor. Programs o f  this sort that 
have proven to be effective in other countries include temporal employment type o f  
programs and targeted conditional transfers. These programs have the following 
beneficial features (when adequately implemented and funded): (i) they provide an 
income stream that protects consumption o f  the poorest segments during hardship, at 
least of  the basic goods; (ii) they offer protection to those segments, irrespective o f  work 
status (i.e. coverage i s  not restricted to formal workers); and (iii) they prevent families 
from taking those actions more deleterious for their long term welfare (education and 
health). A key aspect i s  that the net composed by  these programs has to be truly counter- 
cyclical and ready to act when the demand for social services increases (Le. in 
recessions). Generally, this entails the adoption o f  budgetary mechanisms that permit the 
accumulation of  funds during booms or normal times and the fast disbursement during 
downturns. Additionally, i t  requires institutional flexibility to address the needs o f  the 
population adequately and in a timely fashion. The recent effort to extend the benefits o f  
family allowances to poor households with children, irrespective of  work status i s  a very 
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positive one, which requires profundization to reach a wider group o f  individuals and 
their families among the self-employed and informal workers. 

5.3. As a complement of programs l ike the ones just described, i t  i s  necessary to take 
actions related to the unemployment insurance program. These measures should promote 
better use of the scarce resources by means of  a more efficient risk pooling and by  
limiting the benefits received to more reasonable levels. The adoption of  such measures i s  
extremely important because i t  would allow a more adequate use of  the instrument and i t  
would free resources for the sort of  programs described in the last paragraph, which seek 
to protect the welfare of vulnerable groups outside the formal sector. Finally, a good 
complement for this network would be a well-designed training program that takes 
advantage o f  the existing network of training institutions, and uses flexible arrangements 
that favor the choice of  institutions and programs on the part of  the potential trainees. 
These recommendations are based on the findings of the report and consistent with the 
framework laid out in Securing our Future39, which proposes that r isks can be mitigated 
either through self-insurance, or through risk-pooling arrangements. 

5.4. Coordination of Social Policies. To improve the efficiency of  the current network of  
social policies i t  i s  fundamental to enhance coordination among institutions and different 
levels o f  government. In the context of  the recently approved SAL, the government has 
taken many positive actions in the areas of  information, policy coordination and program 
evaluation. Recent efforts by the OPP to collect data on social programs and to cross- 
check program beneficiaries are steps in the right direction. A more profound effort i s  
required now. The severity o f  the recession has, in some way, forced policy makers and 
donors, including the World Bank, to seriously look at what the priority actions in this 
front should be. In a first stage, efforts should start by mapping the supply of  social 
programs. This should be complemented by  detailed information on implementing 
agencies, program objectives, services provided and target populations. Finally, basic 
data on spending levels and coverage should be collected. This information would serve 
as the basis to identify priorities and sharpen the strategic focus in terms of  social needs, 
to avoid duplications and to achieve enhanced coordination. The ultimate objective i s  to 
reduce fragmentation o f  programs within institutions and the overlapping of program 
objectives across institutions (within the central government and between the central and 
local governments). The success of  this first stage requires the implementation of  an 
integrated and flexible information system. Among other things, i t  i s  key to continue the 
efforts to standardize the measurement of  social spending among the different institutions 
and agencies and to generate common targeting procedures that would encourage inter- 
agency coordination, enable monitoring b y  third parties, and enhance impact on the poor 
(the government i s  already working on this). In the second stage, rigorous program 
evaluations should be carried out to provide feed-back information on what i s  working 
and what i s  not in terms of  efficiency, targeting, coverage and socio-economic impact. 
This includes the design o f  new instruments for data collection that take advantage o f  the 
expertise developed by INE and i ts  transparency. If these actions are taken, enough 
information w i l l  be available improve the functioning of the social network, and to 
substantiate the reform, elimination or creation o f  social programs, within a well 
coordinated network. 

39 De Ferranti et. al., Securing Our Future in a Global Economy, Lat in America and Caribbean Studies, World Bank, 
2000. 
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5.5. As of now, it i s  clear that there exist some programs that require a major overhaul to 
improve targeting, efficiency and/or impact, especially among the poor. They include 
some kitchen programs that benefit wealthier segments of  the population, university 
education, urban housing and the main labor training program. The case o f  university 
education deserves special attention due to (i) the importance of  this service to generate 
higher income streams along the l i fe cycle of  the beneficiaries; and (ii) the long tradition 
in Uruguay o f  providing a high quality superior education to large segments o f  the 
population at low (or none) cost to the end user. The recommendation i s  directed towards 
finding innovative mechanisms to enhance the possibilities o f  enrollment for the most 
disadvantaged groups, especially the poor, improving targeting and containing the 
growing fiscal cost of  the service. In this context, i t  i s  advisable to study this issue in 
detail and design a reform package that keeps the many positive elements of  the current 
system, at the same time that the considerations just mentioned are taken into account. 

5.6. Macro and Growth Policies. Chapter one showed that the link between 
macroeconomic performance and poverty i s  very strong. In particular, large and 
unexpected fluctuations of  macroeconomic aggregates and reductions of  economic 
growth have a large negative effect on the poor (and on the middle class). Thus, the 
importance of  maintaining appropriate macro policies cannot be sufficiently stressed, and 
the main policy recommendations refer to the key structural problems that the country 
faces. Uruguay has experienced persistent budget imbalances as a result o f  the sharp 
increases in social security spending during the 1990s and a rigid expenditure structure. 
Both o f  these originate mainly on the behavior and evolution o f  public pensions and 
wages (described in detail in chapters one and four). There i s  also room for improvement 
in tax structure and administration. Appropriate fiscal policies are also needed for the 
country to be able to have a truly counter cyclical safety net policy in the future. That is, 
sound fiscal accounts are a pre requisite to have a “buffer” that allows to attend to the 
growing needs o f  vulnerable segments during recessive periods. Also, being the small 
neighbor of  crisis prone countries l ike Argentina and Brazil, Uruguay’s macroeconomic 
performance has been strongly associated with the pace o f  trade liberalization o f  
Mercosur, and has been subject to strong contagion from trade and macroeconomic 
developments in those countries. I t  i s  in this context that large capital inflows to Latin 
America during the 1990s and the rising prices o f  non-traded goods and services resulted 
in a real appreciation of  the currency and lower competitiveness o f  Uruguayan exports in 
world markets. This appreciation was in also the result of  rising wages and prices o f  
public sector services. Thus, prudent fiscal management i s  also needed to avoid future 
contagion. I t  i s  important to mention that the actions taken in the last two years in the 
fiscal front are extremely positive, specially the tax on pensions, whose incidence falls on 
the richer segments of  the population (as shown in chapter one) and which gives 
significant revenues to the government. Hence, the policy recommendations are oriented 
to reinforce those and to complement them with the findings of additional micro and 
macroeconomic policies to favor economic growth that w i l l  be described in detail in the 
upcoming “Sources of  Growth” report currently being prepared by  the Bank. 

5.7. Public Labor Market. Chapter four provided solid evidence that some public 
employees enjoy a substantial non market-based wage premium, particularly women and 
low skilled workers, and that the effects o f  such premium may be detrimental, especially 
for the poorer segments of  the population. The current hiring and firing regulations in the 
public sector do not seem to be playing a positive role either. Additionally, the public pay 
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structure was shown to exert a regressive influence on the overall wage distribution, and 
a negative impact on the fiscal position of  the government, and thus on overall 
macroeconomic performance. Therefore, the policy recommendation here has to do with 
a complete revision of  the public labor market regulations, especially those related to 
remunerations and hiring and firing clauses. In particular, i t  i s  recommended that the 
wage structure of  public employees be more closely linked to the market wages and the 
performance of  employees. This, however, needs to be part o f  a broader civil service 
reform initiative oriented at offering clearer incentives to public employees. Adopting 
these measures would surely entail ample debate within the country, which makes i t  more 
urgent to start discussing the subject with the interested parties, and with the general 
public right away. In terms o f  hiring and firing, the staffing process and the structure of  
public employment should be based on the needs of  the public sector, meaning that they 
should depend on the services provided by  the government. Performance based 
recruitment and promotions are the policies that would offer the right incentives and have 
a positive effect on the quality o f  the public sector. Also, i t i s  important to evaluate the 
effects that the prohibition to hire new workers in the central government has had on the 
quality of  public services, the evolution o f  wages and whether the measure has rendered 
the desired effect o f  containing the public wage bill. Finally, and taking into account the 
fact that the behavior of public wages i s  greatly influenced by  public enterprises, i t  i s  
recommended that the Government changes the productivity sharing clauses for public 
enterprise employees, which amount to 0.2% of GDP per year. 

5.8. Labor Market. Chapter one showed that a high proportion of  the increase in poverty 
during the recession was due to the adjustment that took place in the labor market. In 
particular, the rigidity of  nominal wages to downward shifts in demand caused significant 
increases in the unemployment rate, while sectoral and occupational changes caused an 
important drop in real remunerations. The occupational shifts seemed to be very 
important, as the incidence o f  self-employment grew, at the same time that their wages 
declined. Thus, besides the measures proposed in the f i rs t  policy recommendation related 
to the protection for this vulnerable group, i t  i s  of  the utmost importance to understand 
the nature of self employment in Uruguay in terms of  dynamics, attachment, determinants 
and structure. This understanding i s  key to the formulation of  meaningful policy 
recommendations. Similarly, there i s  no analytical knowledge (or consensus) on the 
institutional factors that determine how Uruguayan labor markets adjust to changing 
economic conditions. Therefore, the recommendation here i s  a joint effort to carry out a 
detailed analysis o f  the institutional aspects related to the labor market in order to 
understand its dynamics and how these aspects prevent smoother adjustments within the 
labor market. This analysis should also include non-wage labor costs and incentives for 
informality (avoiding taxes and yet being able to tap components o f  the social safety net). 
At the same time, the study should explore the dynamics o f  self-employment using the 
framework developed by  the Bank (see World Bank, 2002a). This study would allow the 
finding of policy actions to mitigate the negative effects o f  future crises. Additionally, the 
sectoral shifts occurred during the last years have favored low productivity sectors 
associated with low and decreasing earnings (construction, retail commerce and services). 
The majority of  the poor are employed in these sectors, which makes very relevant the 
identification of policies to increase their productivity. 
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Other Areas of Policy Action 

5.9. Public Utilities. Given the discussion presented at the end of Chapter three, i t i s  
important that the government (particularly the regulatory agencies) considers that the 
current tariff structure of  the water and electricity sectors has an important impact on the 
poorest segments of the population. In this context, any effort to improve their 
distributional impact should incorporate explicit targeting mechanisms. In any event, the 
issue of  appropriate interventions on this front requires further analysis. 

5.10. Education. One o f  the important findings o f  Chapters one and two was the 
significant protective role of  university education. University educated headed 
households were less vulnerable to suffer welfare reductions as a result of  the crisis. At 
the same time, it was found that the differences regarding the share of  individuals with 
university education between the poor and non-poor was not only high, but widened over 
the last decade, indicating difficulties in the access of the poor. This i s  probably related to 
lack of  financial resources to replace the foregone income while studying. Also, evidence 
of  the disproportionate share of unemployment of  young high school graduates, related at 
least in part to a lack o f  sk i l ls  demanded in the labor market, was presented. Hence, an 
important policy recommendation i s  to consider the possibility of  offering able but needy 
students financial alternatives to undertake higher education. Expanding credit 
opportunities (possibly coupled with some kind o f  subsidy) would support efficient 
investment in human capital, with considerably high returns. A scheme like this would 
require a lot o f  fine tuning, particularly in the following aspects: (i) the equilibrium 
between professional and technical studies; (ii) greater flexibility in the financing of  
public education; (iii) the synergies between universities, research centers and business 
development; and (iv) an in-depth analysis and subsequent reform of the public university 
system, as mentioned above. The experiences of  Colombia, Mexico and Chile in this 
respect, supported by  the Bank, could provide useful guidelines in this area. Additionally, 
Chapter one identified issues related to coverage and, most importantly, internal 
inefficiency (low completion rates) in high school. Part of  the solution of  this problem 
may l ie  on the conditional cash transfers recommended above, which address the problem 
from the demand side. However, the low completion rates indicate that there i s  a 
structural problem in the supply side in the high school education system in Uruguay, 
which has recently started being addressed by  the government with the support o f  the 
IDB. Continuing the efforts in this area i s  key for improving the welfare o f  the poor and, 
also, for enhancing the possibilities of  the poor to reach higher levels of  education. 

5.11. Health. Chapter two provided strong evidence that in the midst of  the on-going 
social crisis, the f i rs t  priority in health i s  to guarantee access for all o f  the population, 
particularly the poor who lack insurance and have less ability to pay, to a minimum 
package of  treatments and medicines that cover major health r isks and to ensure that 
children get their preventive medical check ups. Needed government actions must 
simultaneously address some inefficiencies in the health sector, freeing up scarce 
resources to support the above and improving the effectiveness o f  health care for the 
poor. Main actions here include strengthening the regulatory framework of  the health 
sector and allowing (at least partial) cost recovery in the public hospital network. 

5.12. Economic Empowerment and Social Inclusion. The unequal access to secondary 
and university education, the low levels o f  employment in the formal labor market and 
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the concentration in low level service sectors of  the Afro-Uruguayan community, paired 
with limited infrastructure and services do not provide a solid foundation for this group to 
cope with changing economic conditions and to escape from their situation of  
vulnerability. To revert this situation, the policy recommendations discussed above w i l l  
need to pay special attention to the needs o f  the Afro-Uruguayan community and maybe 
include some focalized actions targeted to this group. In any case, further analysis of their 
current situation i s  needed. Points that need to be addressed rapidly are: (i) problems in 
access o f  Afro-Uruguayans to secondary and university.education; (ii) issues of  coverage 
of  safety net programs to Afro-descendant households in extreme poverty, particularly 
single women headed households; and (iii) provision of  public services such as housing, 
water and sanitation, particularly in urban shanty towns where most Afro-Uruguayans 
live. Unlike other countries in the region, the government of  Uruguay has correctly 
recognized the link between poverty and race and the urgency o f  tackling this problem. 
In a search for alternatives, in May 2003 the government of  Uruguay, together with the 
United Nations, hosted a Regional Conference on Affirmative Action. They see 
affirmative action and focalized programs as central instruments in achieving the 
Millennium Development Goals and an avenue to close the poverty and inequality gap. 
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ANNEX 1: SELECTED TABLES 

Table Al.1: Indigence Rates 

1 .o 
0.8 
0.3 
0.5 
0.7 
0.9 
0.6 
0.9 
0.5 
0.7 
0.6 

Year 

1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

1.4 
1.1 
1 .o 
0.9 
1 .o 
0.9 
0.7 
0.7 
0.7 
0.8 
0.7 

Total 

1.2 
0.9 
0.6 
0.7 
0.8 
0.9 
0.6 
0.8 
0.6 
0.8 
0.7 

Households 
Rest of Total 

2.1 
1.8 
1.2 
1.2 
1.6 
1.7 
1.2 
1.6 
1.2 
1.5 
1.3 

Table A1.2: Share of Income Sources by Decile (%) 
M I  I 1 2 3 4 5 6 7 8 9 1 

19911 
50.5 51.8 51.5 51.3 48.9 47.8 45.3 45.5 44.2 
129 121 11.8 10.4 9.6 9.8 126 10.8 10.6 
0.4 1 .o 1.2 1.8 2.6 34 3.4 5.8 7.7 

136 15.1 15.4 16.8 16.6 16.6 16.1 15.8 13.9 
7.6 5.0 4.6 4.1 4.6 4.8 4.8 4.5 55 

16. 15.1 15.1 15.6 156 17.7 17.7 17.7 17.7 iao 
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Table A1.3: Ratios of Cut-off Income Values for Various Percentiles 

1991 
primary 
secondary 
UTU 
terciary 
other 
1994 
primary 
secondary 
UTU 
terciary 
other 
1997 
primary 
secondary 
UTU 
terciary 

1991 
1994 
1997 
1999 
2001 

G W  G W )  Gini 

0.19 0.19 0.33 
0.23 0.28 0.37 
0.17 0.18 0.32 
0.22 0.23 0.36 
0.17 0.1 8 0.33 

0.18 0.18 0.33 
0.22 0.22 0.36 
0.17 0.17 0.31 
0.23 0.23 0.37 
0.14 0.15 0.28 

0.18 0.18 0.33 
0.22 0.23 0.36 
0.20 0.21 0.34 
0.22 0.22 0.36 

5.48 2.38 0.43 2.39 1.55 0.65 
5.60 2.43 0.43 2.45 1.57 0.64 
5.69 2.47 0.44 2.49 1.60 0.64 
6.22 2.65 0.43 2.55 1.63 0.64 
5.92 2.57 0.43 2.44 1.58 0.65 

other 
1999 
primary 

0.25 0.21 0.36 

0.19 0.19 0.33 
secondary 
UTU 
terciary 
other 
2001 
primary 
secondary 
UTU 
terciary 

0.22 0.23 0.36 
0.21 0.23 0.36 
0.25 0.24 0.38 
0.70 0.63 0.58 

0.17 0.17 0.32 
0.22 0.23 0.36 
0.18 0.18 0.33 
0.24 0.24 0.37 

Table A1.5: EV 

1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

average value index 
375.3 100.0 
476.7 127.0 
501.7 133.7 
520.9 138.8 
577.5 153.9 
528.0 140.7 
542.6 144.6 
600.9 160.1 
602.9 160.6 
616.9 164.4 
614.5 163.7 
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Table A2.6: Evolution of Average Equivalent Income by Quintile (Indices) 
Quintile 1991 1994 1997 1999 2001 2001/1999 
1 100.0 109.7 99.0 100.7 91.1 -9.6 
2 100.0 112.7 102.0 104.5 94.7 -9.3 
3 100.0 114.2 105.1 107.7 98.5 -8.5 
4 100.0 116.4 108.2 111.9 105.4 -5.8 
5 100.0 116.2 108.9 115.9 109.9 -5.2 

Variable 

log members 
Y! 0 to 4 
Yo 5 to 9 
% l o t 0 1 4  
%15 to 17 

INE (2002) INE (1997) ECLAC 
1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 
0,23 0,12 0,14 0,11 0,16 0,29 0,19 0,26 0,24 0,33 0,08 0,04 0,06 0,05 0,07 
0,21 0,13 0,18 0,lO 0,15 0,31 0,18 0,31 0,16 0,26 0,06 0,04 0,08 0,04 0,07 
0,18 0,lO 0,09 0,09 0,12 0,24 0,15 0,18 0,13 0,17 0,03 0,03 0,04 0,03 0,06 
0,15 0,11 0,09 0,04 0,lO 0,23 0,15 0,15 0,05 0,14 0,02 0,Ol 0,03 0,Ol 0,05 
0,09 0,08 0,06 0,03 0,08 0,17 0.13 0,17 0,05 0,12 0,02 0,02 0,02 0,OO 0,03 

one person 
hh 
childless 
couple 
lone parent hh 
Extended hh 

Variable 

Age and gender 
less than 25 male** 
less than 25 female" 

25 to 39 male** 
25 to 39 female** 
39 to 49 female" 
50 to 59 male** 
50 to 59 female" 
60 and more male** 
60 and more female** 
Schooling 
Secondary"' 
Technical*** 
University"' 
other *** 

*Non-significant; 

0,06 -0,06 -0,03 -0,Ol -0,Ol 0,lO -0,07 -0,07 -0,05 -0,02 0,02 -0,05 -0,03 -0,OO -0,Ol 

-0,02 -0,02 -0,Ol -0,02* -0,Ol * -0,Ol -0,Ol -0,Ol -0,oo -0,oo 
-0,OO -0,03 -0,02 -0,03 -0,02 -0,02 -0,03 -0,05 -0,07 -0,04' -0,oo -0,02 -0,02 -0,Ol 

' 0,oo -0,Ol 0,Ol = -0,Ol -0,Ol 0,OO' 0,oo 0,oo 

INE (2002) 
1991 1994 1997 1999 2001 

ECLAC INE (1997) 
1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 

0,05 
0,04 
0,01 
0,02 
0,01 
0,00 
0,04 

-0,oo 
-0,Ol 

0,23 0,11 0,09 0,12 0,09 
0,23 0,16 0,lO 0,lO 0,13 
0,Ol 0,Ol 0,Ol 0,Ol 0,02 
0,11 0,06 0,07 0,03 0,05 
0,08 0,07 0,07 0,04 0,05 

-0,03 0,02 0,02' 0,02 
0,12 0,09 0,07 0,04 0,11 

-0,04 -0,02 -0,Ol -0,Ol -0,Ol 
-0,06 -0,03 -0,OO -0,06 

0,04 
0,07 
0,00 
0,02 
0,02 
0,00 
0,04 

-0,01 
-0,03 

0,27 0,16 0,15 0,20 0,22 0,05 0,03 0,03 
0,27 0,14 0,15 0,23 0,33 0,21 0,13 0,06 
0,02 0,02 0,Ol 0,04 0,04 0,Ol 0,OO 0,OO 
0,11 0,12 0,08 0,08 0,09 0,04 0,03 0,03 
0,09 0,lO 0,12 0,07 0,11 0,05 0,03 0,02 

-0,02 0,Ol 0,02 0,OO 0,03 -0,Ol 0,OO 0,Ol 
0,18 0,lO 0,lO 0,07 0,15 0,08 0,03 0,02 

-0,02 -0,Ol * -0,Ol -0,Ol -0,Ol -o,oo* 
0,04 -0,06 -0,03 -0,Ol -0,06 0,02 -0,Ol -0,Ol 

-0,13 -0,05 -0,06 -0,05 -0,06 
-0,08 -0,03 -0,04 -0,03 -0,04 
-0,17 -0,07 -0,08 -0,06 -0,08 
-0,13* -0,Ol * 
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-0,16 -0,09 -0,12 -0, l l  -0,13 -0,03 -0,Ol -0,02 -0,02 -0,02 
-0,08 -0,051 -0,07 -0,06 -0,09 -0,02 -0,Ol -0,Ol -0,Ol -0,02 
-0,21 -0, l l  -0,16 -0,14 -0,19 -0,04 -0,Ol -0,03 -0,02 -0,03 
-0,16' -0,06 * 0,17' 0,07 -0,Ol + 



Table A2.10: Covar 
I 

INE (2002) INE (1997) ECLAC 
1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 

0,09 0.07 0,lO 0,06 0,13 0,11 0,09 0,12 0,13 0,21 0,03 0,02 0,06 0,05 0,08 
0,02 -0,Ol -0,03 -0,03 -0,04 0,04 -0,Ol -0,04 -0,051 -0,07* -0,Ol -0,Ol -0,Ol -0,02 

0,17 0,07 0,12 0,06 0,08 0,18 0,lO 0,16 0,13 0,17 0,06 0,02 0,06 0,06 0,05 
-0,02 0,Ol 0,Ol 0,Ol -0,02* = 0,02 0,Ol -0,Ol * 0,Ol 0,02 0,Ol 

-0,09 -0,04 -0.04 -0,04 -0,06 -0,12 -0,08 -0,07 -0,08 -0,13 -0,02 -0,Ol -0.01 -0,Ol -0,02 

0,05 0,09 0,11 0,07 0,07 0,11 0,09 0,16 0,13 0,14 0,03 0,02 0,04 0.04 0,05 
-0,03 -0,02 -0,03 -0,03 -0,051 -0,02 -0,03 -0,051 -0,05 -0,09 -0,Ol -0,Ol -0,Ol -0,Ol -0,02 
0,02' * 0,Ol 0,03* * 0,Ol 0,Ol 0,05 -0,Ol 0,OO 0,Ol 0,OO 0,02 

-0,44 -0.22 -0,251 -0,24 -0,251 -050 -0,32 -0,39 -0,41 -0,45 0,17 -0,07 -0, l l  -0,lO -0,12 
0,04 0,02 0,05 0,04 0,08 0,05 0,04 0,09 0,06 0,13 0,03 0,02 0.02 0,02 0,04 

Household head 
informal private emp." 
public employee** 
Entrepreneur** 
self-employed 1 ** 
self-employed 2" 
Unemployed" 
Retired" 
other non participant'* 
Adults 
employment rate 
all self-employed"' 

Variable 

Renters' 
Allowed occupants* 
Occupants without permission* 

INE (2002) INE (1997) ECLAC 
1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 

0,16 0,09 a0,lO 0,07 0,08 0.21 0,13 0,16 0,14 0,14 0,051 0,02 0,04 0,03 0,03 
0,11 0,06 0,11 0,08 0,08 0,14 0,08 0,16 0,14 0,16 0,05 0,Ol 0,05 0,04 0,03 
0,29 0,15 0,14 0,13 0,30 0,43 0,22 0,18 0,19 0,37 0,18 0,04 0,06 0,08 0,09 

self-employed and salaried workers'** 0,03 0,02 0,Ol 0,04 0,03 0,OO 0,03 0,02 0,051 0,02 0,OO 0,Ol 0,OO 0,Ol 
None*** -0,04 -0,02 -0,02 -0,02 0,OO -0,04* -0,03 -0,04 -0,02* -0,Ol -0,Ol 0,oo 0,oo 
* non significant ; ** relative to private formal ; *** relative to only wage earners 

Region INE (2002) 
1991 1994 1997 1999 2001 

reg2** 0,07 0,04 0,02 0,OO 0,OO 
reg3** -0,12 -0,04 -0,051 -0,05 -0,06 
reg4'* -0,08 -0,03 -0,04 -0,04 -0,051 
reg5" * 0,Ol -0,Ol -0,02 -0,02 

INE (1997) ECLAC 
1991 1994 1997 1999 2001 1991 1994 1997 1999 2001 

0,03 0,02* -0,Ol -0,04 0,03 0,02 0,Ol 0,OO 0,OO 
-0,16 -0,08 -0, l l  -0 , l l  -0,151 -0,03 -0,Ol -0,02 -0,02 -0,02 
-0,14 -0,07 -0,08 -0,lO -0,13 -0,02 -0,Ol -0,Ol -0,02 -0,02 
-0,04 -0,Ol -0,05 -0,06 -0,07* 0,Ol 0,oo -0,Ol -0,Ol 
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Uruguay at a glance 6/30/03 

1981 1991 2000 2001 
of GDP) 

Agriculture 11.8 8.1 5.9 5.8 
Industry 32.2 34.1 26.0 25.0 

Manufacturing 23.5 27.1 16.1 15.4 
Services 56.1 57.8 68.1 69.2 

Private consumption 68.0 70.1 74.5 74.4 
General government consumption 14.4 12.0 13.2 13.7 
Imports of goods and services 19.0 17.9 21.0 20.2 

POVERTY and SOCIAL 
Uruguay 

3.4 
5,790 

19.5 
GNI per capita (Atlas method, US$) 

Average annual growth, 1995-01 

GNI (Atlas method, US$ billions) 

0.7 
1.2 

cent estimate (latest year available, 1995-01) 
(% of population below national poverty line) 

Utban population (% of total population) 
Life expectancy at birth (years) 

Access to an improved water source (“A of population) 
Illiteracy (“9 of population age 7 5 )  
Gross pnmary enrollment (% of school-age population) 

91 
74 
15 

98 
2 

109 
Male 109 
Female 108 

Infant mortality (per 1,000 live bu?hs) 
Child malnutntion (% of children under5) 

KEY ECONOMIC RATIOS and LONG-TERM TRENDS 
1981 1991 

GDP (US$ billions) 11.0 11.2 
Gross domestic investmenVGDP 21.4 15.1 
Exports of goods and servicedGDP 15.2 20.7 
Gross domestic savingdGDP 17.6 18.0 
Gross national savingdGDP 17.0 15.6 

Current account balance/GDP -4.2 0 4  
Interest payments/GDP 2.0 4.2 
Total debVGDP 19.7 37.4 
Total debt sewice/exports 16.2 25.9 
Present value of debVGDP 
Present value of debVexports 

1981-91 199141 2000 
(average annual growth) 
GDP 1.4 2.6 -1.4 
GDP per capita 0.8 1.8 -2.2 
Exports of goods and services 4.4 4.8 6.4 

Growth of investment and GDP (%) 
20 

o 

.To 
-20 

F G D I  -GDP 

Latin 
America 
& Carib. 

516 
3,680 
1,895 

1.6 
2.3 

75 
70 
30 

9 
85 
12 

113 

2000 

20.1 
14.0 
19.3 
12.3 
10.9 

-2.7 
4.2 

44.3 
34.5 

2001 

-3.4 
-3.8 
-8.7 

-2.9 3.0 -13.0 -9.1 

Upper- 
middle- 
income 

647 
4,620 
2,986 

1.3 
2.0 

76 
69 
28 

87 
10 

107 
106 
105 

2001 

18.6 
13.8 
18.3 
11.9 
9.9 

-2 8 
5.1 

48.2 
39.8 

2001-05 

-1.3 
-0.9 
0.1 

-Exports -Imports 

Development diamond’ 

Life expectancy 

T 
GNI Gross 

capita nrollment 
per primary 

I 

Access to improved water source 

-Uruguay 
- -- - - Upper-middle-income group 

Economic ratios’ 

Investment Domestic 
savings 

i 

Indebtedness 

-Uruguay 
- - - Uooer-middle-income orouo 

(average annual growih) 
Agriculture 
Industry 

Services 

Private consumption 
General government consumption 
Gross domestic investment 
Imports of goods and services 

Manufacturing 

2ooo 2o01 [ Growth of exports and imports (%) 1981-91 199141 c 
0.4 1.6 -3.0 -7.1 
0.9 0.6 -2.3 -6.1 
1.4 -0.4 -2.1 -7.6 
1.9 3.7 -0.8 -1.7 

1.7 3.9 -1.6 -2.3 
1.8 2.1 -0.3 -2.9 

15 

10 

5 

0 

5 

-10 

Note: 2001 data are preliminary estimates. 

’ The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will 
be incomplete. 
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Urunuav 

PRICES and GOVERNMENT FINANCE 

Domestic prices 
(% change) 
Consumer prices 
Implicit GDP deflator 

Government finance 
(" of GDP, includes current grants) 
Current revenue 
Current budget balance 
Overall surpluddeficit 

TRADE 

(US$ millions) 
Total exports (fob) 

Meat 
Vegetables 
Manufactures 

Total imports (cif) 
Food 
Fuel and energy 
Capital goods 

Export price index (1995=100) 
Import price index (1995=100) 
Terms of trade (1995=100) 

BALANCE of PAYMENTS 

(US$ mi/lions) 
Exports of goods and services 
Imports of goods and services 
Resource balance 

Net income 
Net current transfers 

Current account balance 

Financing items (net) 
Changes in net reserves 

Memo: 
Resewes including gold (US$ millions) 
Conversion rate (DfC, /oca//US$) 

EXTERNAL DEBT and RESOURCE FLOWS 

(US$ millions) 
Total debt outstanding and disbursed 

IBRD 
IDA 

Total debt service 
IBRD 
IDA 

Composition of net resource flows 
Official grants 
Official creditors 
Private creditors 
Foreign direct investment 
Portfolio equity 

World Bank program 
Commitments 
Disbursements 
Principal repayments 
Net flows 
Interest payments 
Net transfers 

1981 

0.0 
27.3 

1981 

1981 

1,701 
2,098 
-397 

-74 
i o  

-461 

495 
-34 

61 1 
1.08E-2 

1981 

2,174 
70 
0 

298 
16 
0 

0 
-5 

358 
49 
0 

70 
6 
8 
-2 
7 

-9 

1991 

101.1 
100.8 

32.5 
4.8 
1.2 

1991 

1,605 
376 
207 
798 

1,636 
119 
232 
530 

93 
90 

103 

1991 

2,201 
1,966 

235 

-232 
40 

42 

-270 
228 

976 
2.0 

1991 

4,189 
407 

0 

631 
70 
0 

7 
141 

-1 38 
0 

47 

65 
81 
42 
39 
28 
11 

2000 

4.8 
4.0 

29.4 
-2.4 
-3.9 

2000 

2,295 
701 
257 

1,057 
3,466 

316 
462 
973 

86 
102 
85 

2000 

3,660 
4,193 
-533 

-61 
43 

-552 

719 
-167 

2,687 
11.8 

2000 

8,895 
552 

0 

1,540 
176 

0 

0 
193 
51 0 
274 
191 

108 
141 
61 
80 
36 
44 

2001 

4.3 
5.3 

29.3 
-3.3 
-4.0 

2001 

2,060 
517 
292 
967 

3,061 
279 
469 
824 

82 
92 
89 

2001 

3,276 
3,722 
-446 

-115 
43 

-519 

82 1 
-302 

2,989 
12.8 

2001 

8,937 
544 

0 

1,644 
100 

0 

0 
152 
852 
318 
744 

6 
58 
65 
-8 
42 
-50 

I 1 Inflation ("/) 
150 

I 
I 

96 97 98 99 00 01 

-GDP deflator ' I O I C P I  

Export and import levels (US$ mill.) I 
4.000 
3,593 
3,000 
2,500 
2,000 
1,500 
1,000 

500 
0 

I I 95 96 97 98 99 00 01 

Exports Imports 

I 1 Current account balance to GDP (%) 

:omposition of 2001 debt (US$ mill.) 

F 6.122 

\ - IBRD E.  Bilateral 
3 - IDA D ~ Other multilateral F - Private 
> - IMF G . Short-term 
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