
THE DEFENSE BUDGET
 IN LATIN AMERICA

The importance of transparency
and tools for an independent monitoring



Donadio, Marcela
    The defense budget in Latin America : the importance of transparency and tools for an
independent monitoring /  coordinado por Marcela Donadio - 1a ed. - Buenos Aires : SER en
el 2000, 2005.
    126 p. ; 24x20 cm.

    ISBN 987-21725-2-8

    1. Defensa-América Latina. I. Donadio, Marcela, coord. II. Título
    CDD 355.03

Prepared by:
Marcela Donadio (coordinator)
Helena Hofbauer
Carlos Wellington Leite de Almeida
Virginia Lencina
Laura Malajovich
Juan Rial
Gustavo Sibilla

Cover design: Julián Bueno
Deposit made according to Act 11,723
Copyright 2005 SER en el 2000

The views expressed in this paper, including analises and interpretations
contained thereof, are only those of  the authors and do not necessarily
represent the views of the sponsor organizations.



PROLOGUE              5

INTRODUCTION              7

PART ONE

1. The states and national defense: a perspective on the sector 11

1.1 The State 11

1.2 State, civil society and political regime 13

1.3 Military organizations and national defense 17

1.4 The budget as a materialization of power 22

2. Rationale and characteristics of the defense sector 25

2.1 Defense is a public good 26

2.2 Defense implies managing sensitive information 27

2.3 Defense is not always a matter of public attention 28

2.4 Defense is a continuous need 30

3. Transparency in the defense budget 33

3.1 Independence in defense budget development and oversight 35

3.2 Reliability 37

TTABLE OF CONTENTS



3.3 Need for civilian control and transparency of the defense sector 38

PART TWO

4. Civil society's budget work: strengthening transparency and accountability 43

4.1 The budget cycle 45

4.2 Key elements for independent public budget analysis and control 48

4.3 Some suggestions on budget analysis 51

5. The public budget: a language that can be learned 53

5.1 The national budget 53

5.2 Why is fiscal transparency important? 54

5.3 How is the budget broken down and what does each classification tell us? 55

5.4 What should be taken into account when analyzing fiscal figures?             69

6. Initial Suggestions around the analysis of the defense budget 73

6.1 Who does the spending? 73

6.2 What is it spent for? 75

6.3 What is it spent on? 78

6.4 How is spending funded? 80

6.5 Where should we look for information? 81

7. Strategies for the incidence of civil society on the defense budget 85
7.1 Incidence and participation. concept and scope 85
7.2 Steps towards the incidence of civil society 87

Annexes
Annex 1: Various types of budget analysis          109
Annex 2: Reference documents and sites for budget work          112
Annex 3: Fiscal data available to citizens          113
Annex 4: Terminology guidance          115
Annex 5: International sources for defense expenditure          120

Annex 6: The Planning, Programming and Budgeting System (PPBS)          124



The armed forces in Latin America have been weakened for many years because they have been
isolated from the societies for which they provide the critical public good of national defense. This
isolation and weakness has had extremely negative impacts on the region's military institutions, the
professional soldiers who serve in them, and the political systems which they defend.  Strong military
institutions would consist of well-trained and well-paid professionals carrying out defense missions
critical for their nations' security and essential for their foreign policies. Instead, these weakened and
isolated forces often carry out a miscellaneous melange of military and non-military duties with little
constructive input from the rest of their nations' political systems or from individual citizens themselves.
Latin America's military professionals would be much better served if the importance of their essential
missions were clearly understood by the citizens of their countries. Only then could national defense
policies be set which would provide proper pay and material for the region's defense professionals.

In the past this weakness and isolation has resulted in such separation between military and
civilian that essential information about the region's armed forces was kept from the public record.
Precise and accurate information about troop strength, military material, military technology, and
their underlying budgets was simply not available, often to the general public and frequently even to
select committees of the region's legislatures. Today that pattern is being reversed. The publication of
"White Books" describing basic information about the armed forces of many of Latin America's
countries represents an important step forward, one which shows clear progress with each passing
year; the regular meeting of the region's defense ministers (most recently in 2004 in Quito, Ecuador)
shows promise for coordination of concerns and rationalization of resources among these nations.

PPROLOGUE
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This progress is essential for the institution building which is central to the strengthening of
democracy in the region's political systems. In fact it is particularly important because, in every nation
in the western hemisphere, the armed forces are the largest and, usually, best-organized institution of
the state. For progress to be made on democracy in Latin America, then deepening the
institutionalization of its armed forces is essential. This institutionalization will be advanced if citizens
and their representative are aware of the defense and foreign policy needs carried out on their behalf
by their nations' armed forces and the material requirements necessary to carry them out. For this to
happen elected representatives must be able to cast informed votes on military budgets, their advisors
must know how to read and interpret the statistics on which they are based, and private sector and
civil society organizations must have the capacity to review and monitor those budgets.

With the publication of  The Defense Budget In Latin America  RESDAL has made an
important contribution to that effort. This volume describes the political and technical contexts in
which defense budgets need to be interpreted; it explains why budget transparency is so important for
good governance and political democracy. It explains the cycles through which budgets are constructed;
the categories through which they are expressed; basic questions to ask when examining a  military
budget; how outside organizations can monitor military budgets; and where information on military
budgets can be found.

Formed in 2001 as a network of scholars and practitioners concerned with deepening the
institutionalization of defense and security in the hemisphere, RESDAL has helped those in the network
stay in touch and answer critical questions addressed in their day-to-day work. The publication of this
book directly extends the skills of the members of the network to citizens in the political systems of
which they are part. RESDAL is to be congratulated for this practical application of the skills of its
members. It is my hope that it will be widely utilized by citizens and civil society organizations
throughout the hemisphere. The result would be a strengthening of the professionalization of the
armed forces in countries in the region and a corresponding strengthening of democracy in those
nations.

Louis W. Goodman, Dean and Professor
School of International Service,

American University, Washington, D.C.,
December 2004
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At first glance, budget analysis seems to be a task suitable only for economic science experts. Budget
figures, allocations and fiscal years tend to make up an intricate equation which government officials,
advisors or academicians many times ignore, owing to the difficulties in understanding it. Is it helpful for
those responsible for designing, executing or supervising a policy to become involved in such a complicate
matter? What is the budget and why is it necessary to discuss it? What about adding the complexities of
defense to it? What should we consider when we must deal with it?

The need to find practical answers to such questions was the starting point for the idea to
develop a guide on the defense budget, as introduced here. Its aim is to provide basic theoretical and
practical tools to deal with the defense budget, even if we have no experience in this area. It is also
intended to put forward to the reader key aspects relating to the subject in a simple and practical way,
offering tools to design an influence strategy according to his/her national background.

The guide layout was especially designed to respond to those objectives. The first part
discusses the main conceptual ideas before we start to address the subject, beginning in Chapter I
with a Latin America defense outlook, then touching upon the specifics of budget preparation work
and finally discussing particular considerations applicable to the defense area. The second part of the
guide provides the tools necessary to learn and understand what a budget entails and, more specifically,
what the defense budget involves. Finally, with those foundations already laid, we present an influence
strategy tailored to this sector, as a way of encouraging readers to develop their own thinking and
initiatives according to their own country realities.

This work is the product of an initiative of the RESDAL (Latin American Security and

IINTRODUCTION
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Defense Network), created in 2001 with the goal of helping institutionalize security and defense
functions in the region, as well as strengthening civilian leadership capabilities. The first steps in
budget work for the defense area started in 2002 when, from a seed grant from the National Endowment
for Democracy, a methodology for defense budget transparency and quality started to be elaborated.
Since then, the objective of discovering the budget "black box" has become the Network's main
project.

Since the cooperation and exchange with other parties who share common interests are inherent
characteristics of RESDAL, for the elaboration of this practical guide, under the coordination of SER en
el 2000 we contacted organizations widely experienced in budget work in the region. This is how we
tried to put together knowledge on defense and budget preparation work, which is one of the main
virtues of this material. Under the overall supervision of Juan Rial from RESDAL and Helena Hofbauer
from FUNDAR, the team set up to undertake this task included defense experts who are members of the
Network (Carlos Wellington and Gustavo Sibilla), and organizational and budget experts (Virginia
Lencina from Poder Ciudadano and Laura Malajovich from CIPPEC). The team's work started at a
meeting held in March 2004, to exchange points of view and experiences in order to decide what this
guide should contain. The guide preparation work was started from that point on, and each author
focused on his/her own specialty area: Juan Rial wrote Chapter 1, Carlos Wellington, Chapter 2 and
Chapter 3;   Helena Hofbauer, Chapter 4; Laura Malajovich, Chapter 5; Gustavo Sibilla, Chapter 6; and
Virginia Lincina, Chapter 7. The fact that each expert had primary responsibility over his/her specific
area did not prevent constant exchange of views, remarks, inputs and criticism by the others, to produce
a common project contained here in a final version reviewed together with Juan Rial and Helena Hofbauer.

This project was made possible by the support of OSIDEV and the active involvement of
the Network, which contributed to the work of the writing team. The work for the elaboration of this
guide showed us that bringing together different professional backgrounds can add unique perspectives
to the discussion and can contribute to enhanced results. We hope this experience transpires in the
pages that follow this introduction, so that it may serve to open a forum of discussion on a matter that
is key to our region: namely, the defense budget and its relation to political aspects in a democratic
environment.

Marcela Donadio, President
SER en el 2000, Buenos Aires,

December 2004
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1PART ONE





1.1 The State

In Latin America's recent history, countries have constantly experimented with different models of
economy, society and policymaking.  Most of the thinking done on the subject in the region shows
an "inflation of diagnostics" which, as a corollary, has promoted constant policy changes. It has,
therefore, been difficult to assess the result of a previous policy, once abandoned and superseded by
another new phase. However, there are permanent attempts to revive each model previously applied.
Populism was traditionally one way of addressing the demands of new middle-low and popular
social sectors in times of modernization, accompanied by a protectionist-economic model of a semi-
closed economy, which found a fertile ground all around the region. Politically, this was expressed in
authoritarian or semi-authoritarian governments which, however, the inclusion and involvement of
popular sectors. Although this model no longer exists, the style persists and re-emerges in other
forms which do not contribute positively to today's economic model.1

1 The inflation of diagnostics is an expression used by Albert Hirschman in the 70's. Populism has ceased to be a matter of contemporary
study of Latin America. More recent work includes a revised version of the 1978 compilation of Michael L. Conniff, Populism in Latin
America, University of Alabama Press, 1999; and the classic work of June Nash, Juan Corradi and Herbert Spaulding, Ideology and
Social Change in Latin America, Gordon & Breach Pu., 1977.

c HAPTER 1

The states and national defense:
a perspective on the sector
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In the 80's, the entire region had to shift towards the so-called "Washington consensus",
which consisted in a number of economic measures intended to suffocate inflation by way of strict
fiscal policies. 2  These resulted in a reform of the State and its role. Most of the state-owned companies
were transferred to private owners, including a large portion of the countries infrastructure across the
region. The State ceased to be the guide for society and its economy; lost its role as protector of the
low classes and, hence, reduced its involvement in order to focus social programs and assistance only
on a few sectors. Education and health lost their well-known inclusive and quality features, directly
affecting the possibilities of social ascent for those sectors of society impoverished in the last few
decades. Social inequality was an undesired effect of such policies, but one which was obviously
expected. Some countries tried bold financial changes, such as leaving their currency to adopt the US
dollar (such is the case of El Salvador and Ecuador), or implementing foreign exchange schemes by
which their currency was pegged to the dollar (as in the case of Brazil and Argentina).

The application of this model was simultaneous to the process of democracy reconstruction
all across the region. At the same time liberties were being recovered, a political system based on free
elections was built and the military were subjected to the control of civilian leadership, those economic
and financial "recipes" were applied, increasing poverty and social inequality. Financial crises such
as the Mexican crash in 1994 and the Brazilian crisis in 1988 showed the need to limit such programs.
Brazil had to announce that its currency would no longer be pegged to the dollar. In the case of
Argentina, abandoning the Washington Consensus meant a financial, social and political crisis which
ended with the resignation of president Fernando de la Rúa in December 2001. Not long before,
social discontent had led president Jamil Mahuad to step out of power in Ecuador, followed by
president Gonzalo Sánchez Lozada in Bolivia. Other countries continue to live in constant fragility;
while it still remains to be seen what course most of the countries in the region will take.

As a consequence of globalization and the predominance of economic adjustment programs,
a strong wave of immigration of Latin Americans towards more prosperous countries has taken place.
Thus, several countries's remittances from their nationals are their main revenue source. In 2004, it was
estimated that Latin American workers remitted about US$45 billion from developed countries to their
homes. This amount only includes remittances from legal citizens living abroad, who use a recognized

2 The so-called "Washington consensus" expression is attributable to John Williamson (The Political Economy of Policy Reform,
Washington, Institute for International Economy, 1991), to refer to the set of measures driven by the institutions created in Bretton
Woods, the IMF and the World Bank, to reduce government spending, privatize state companies, carry out severe fiscal adjustment
policies, reduce the number of employees in the civil service, etc.
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financial channel for their money transfers. The figure does not consider, however, money sent by
illegal immigrants, remittances through travellers who act as intermediaries, and deliveries in kind. For
small countries in Central America and the Caribbean, remittances from immigrants have become their
main resource, and in others, such as Colombia and Ecuador, they are the second source of income after
oil exports.3

1.2 State, civil society and political regime

In spite of the various experiments conducted in the political, social and economic fields, the key
player of the region continues to be the State. Its pre-eminence over society is part of its historical
heritage. The region was organized by the colonial state; and it was the primitive administrations of
the newly-created republics that little by little took territorial control and organized society, which at
the time was split in two large groups: the dominating group, composed of a small elite of professionals
and armed regional leaders ("caudillos"), and the dominated group, i.e. their followers or simply the
rest of the people.

The 20th century was the time in which most of the countries consolidated their structures
based on the will and power of the State. The scope, however, differed from country to country.
Some of them, such as Chile, Argentina, Uruguay and Costa Rica, virtually controlled the entire
territory, economy and people. Others established the State in their central areas, thus leaving more
leeway in the peripheral areas, by entering into alliances with local elites, as is the case of Brazil
and Mexico. Other countries, such as Colombia, lived a partial process, thus suffering as a
consequence a loss of territorial control to the various "war lords".  The governments of countries
with a large indigenous community chose the exclusion path, thus preventing native inhabitants
from enjoying the benefits of regular citizens. Overall, such was the model used in Guatemala,
Ecuador and Peru. Bolivia does not fall under this rule because of the type of dominating activity,
namely mining, which turned the indigenous people into protagonists in the country's modern
history, i.e. between the 50's and 60's. In the eighties, the depletion of the silver resource and the
loss of importance of the pewter marked a substantial change, which led to the exclusion of this
group of people.

THE STATES AND NATIONAL DEFENSE

3 Data gathered from FOMIN, Interamerican Development Bank
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When the "Washington Consensus" was implemented in the countries of Latin America,
the impact differed according to the degree of "statesmanship" of each country. Those that had
attained a larger degree of integration showed a better ability to defy rules that meant a reduction
in the government role as a regulator of the economy and a society guide. However, even they
had to undergo important changes. In particular, they felt the loss of an arbitration voice, a
conflict moderator, which several countries had had in the past.

As a result, previously radicalised groups considered it was not helpful to keep such a State
and, hence, proposed changes through violent means. It is important to note that the revolutionary
groups of the sixties and seventies wanted to overturn those systems not to reduce the State, but rather
to rebuild it on the basis of a statist and socialist dictatorship. But after they failed in their attempt, the
States accepted the new course, which favoured economic openness and speculative behaviour. Thus,
governments in the decades of 1980 and 1990, (mostly the product of the democratic transition
period), accepted the reduction in state power.

The lack of consolidation of federal and state integration processes has affected a significant
number of countries. In some cases, as in Colombia, it continues to generate ongoing violence in the
peripheral areas. In others, the gap between those included and those excluded (i.e. the people who
can fully enjoy consumption, who are guaranteed some rights and have access to basic services, and
people who do not have any of those benefits) leads to an eroded trust in the institutions and
organizations of the State. Rising criminality in cities, as well as social anomic behaviours, are
manifestations of that lack of confidence. This precarious statism does not help attain full integration
of the people in the market. Without property title granting, mechanisms of identification, unlimited
access to the monetary circuit, both the market and economic growth are significantly limited.

Demands created by the accelerated speed of modernization in the region during the fifties
and sixties led to a governance crisis, which ended in the establishment of authoritarian regimes. These
had to address the pressures of revolutionary movements, on the one hand, and the demands of union
movements and large mass organizations, on the other. Repression did away with revolutionary
movements and dismantled mass movements, but in many cases it was unable to suppress them, as with
the union movement. However, by undertaking such actions, the State relinquished its role as arbitrator,
thus losing its ability to regulate the pulse of society.
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When the US foreign policy adopted the defense of human rights as its flagship to fight the
cold war, the authoritarian and repressive model lost its ideological backing. Thus, the idea of
redemocratization started to be promoted. Most of authoritarian regimes did not propose an alternative
founding model; their nature as commissarial dictatorships left them in a weak position, after having
lost their violent repression protector.4  As a result, the concept of a political democracy started to be
promoted. In many cases, it basically meant holding fairly clean elections to elect a parliament and
president who would engage in the classical game of power balance.

Democracy became an electoral base mechanism, and its results varied according to the
degree of development it had attained in the various Latin American countries. In the south, it was
relatively easy to restore or resume old mechanisms (in this framework, the 1980 Chilean Constitution
as amended in 1988 provided guarantees to those who had supported the authoritarian regime between
1973 and 1989). In turn, countries where democracy practically did not exist tried to slowly build the
basic minimum conditions for an electoral competition, as in most of Central America (obviously
with the exception of Costa Rica) and the Andean countries.

As part of democratization and structural streamlining processes, "civil society" also emerged
as is known today. 5  There had always been a "civil society" in the region, mainly made up of
pressure groups from dominating economic sectors, but their scope of action evidently had not included
the base sectors in all the countries. In the twentieth century, movements of workers, peasants and
cooperative associations emerged in the most advanced cases, but in this case, their purpose was to
influence the State and make it subdue to their demands. Community organizations, however, had
few channels of expression and action.

THE STATES AND NATIONAL DEFENSE

4 The commissarial dictatorship was an institution from the Roman Republic that granted power to a Dictador for a limited time in
order to face a severe crisis. The modern elaboration of the concept can be attributable to Carl Schmitt, La Dictadura, Madrid,
Revista de Occidente, 1968. Juan Rial used this concept in 1981 to refer to authoritarian regimes of the south. See J. Rial,
"Transitions in Latin America in the Threshold of the 1990's" in International Social Science Journal #128, The Age of Democracy
(London: Blackwell/Unesco, 1991)
5 On the different concepts of civil society, see Jean Cohen and Andrew Arato, Civil Society and Political Theory, Massachusetts, MIT
Press, 1994, and Andrew Arato, Civil Society, Constitution and Legitimacy, New York, Rowman & Littlefield, 1999.
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Overall, the relations between Non-Governmental Organizations (NGO's) and the State
are usually difficult. For politicians, these are organizations with little (or no) representative legitimacy.
For civil society, they are organizations that thrive for involvement in institutional arrangements
that do not take them into consideration. Their degree of independence, representation, and
mobilization capability vary according to the country, field and situation. However, these are
organizations that have consolidated in the last decade and, as such, have had a role not provided
for in previous institutional arrangements.

Hence, States have been "dismantled" from both ends: "from the top" due to the
undesired effects of globalization and adjustment policies that resulted in the loss of regulating
power, budget cuts and an badly-paid bureaucracy, very little in line with the new requirements;
and "from the bottom" due to the way they implemented decentralization and the actions of
NGO's that try to fill spaces of inaction created.6

For the countries of the Latin American region, decentralization in times of scarcity means
sharing resources with sub-national and city powers. New power groups have thus emerged,
competing with the central State, which then loses capabilities and leaves large areas in the hands
of even less experienced authorities, in many cases also inefficient. Examples of successful
decentralization in industrialized countries have been attempted to be exported not considering
that, in developing countries, state structures are weak. Under this scheme, decentralizing implies
the risk of diverting resources to regional or local authorities, thus emptying the central State and
creating "small oligarchies" that replicate its past practices.

It is true that the pre-existing state machinery was weak, and to a considerable extent, also
corrupt and inefficient. However, by taking away its attributions and resources and -only to a lesser
extent-reducing its employees, the bureaucracy of Latin American countries in the last few decades
has become "a recipient empty of content" using the Weberian expression.7   Ritualism results into an
action without sense, hence the focus on the aim is lost, and therefore a loss of reputation and lack of
legitimacy of these bureaucracies emerges. The adjustment policy has involved a reduction in real

6 To refer to current frameworks where globalization reigns, we refer to Manuel Castells, The Information Age (Malden, Mass., and
Oxford: Blackwell, 1997/98, 3 volumes), a snapshot of today's society that follows the model of the classical Max Weber, Economy and
Society. Also see the recent work of Peter Drucker, "The Next Society" in a special supplement of The Economist, November 2001.
7According to Max Weber, the expression of a "recipient without  content" means that what is left is one recurrent way with no
substance.
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salaries and the lag in young people recruitment, which accentuates the fact that this essential machine
is not fit to perform its duties as required. This national government reduction process has also led to
the growth of other organizations, since many people have sought refuge in regional and local
bureaucracies.

For societies used to demanding the State for regulation, distribution and supply of goods,
services and opportunities, the economic policies that emanated from the "Washington Consensus"
quickly changed their perception towards political parties and politicians. Parties ceased to be useful
and reliable machines, and politicians became suspicious of being merely corrupt opportunists. A
phase of strong "anti-politics" sentiment started, bringing about a change in styles and political actors,
accompanied by the proliferation of NGO's and the emergence of the media as key players in electoral
campaigns, as well as new techniques for public opinion measurement and their use for propaganda.
After the dictatorial interludes of the seventies and eighties, the "caudillos" reappeared in most of the
countries where the anti-politician sentiment had flourished. They emerged in a democratic framework
which presumably did not favour their action. They took people's sentiment towards politicians and
presented themselves as the "outsiders", as "non contaminated" by the "old way of doing politics and
the corrupt political class".8

1.3 Military organizations and national defense

Such is the context military organizations have had to face in recent years. The State and the
political system they serve have been strongly weakened. In the face of it, the functional
independence of the military has been exacerbated, though in a way different from the past.
Adjustment policies led to the return of the "gendarme" state in which the financial functions
(tax collection), justice and law-enforcement, and defense have become essential, but not in the
classical form. The State has ceased to be the force monopolizer. Private security companies
tend to have similar numbers of contingents as the State organizations, as inefficient as the former.

THE STATES AND NATIONAL DEFENSE

8 The wave of "anti-politics" and the "new caudillismo" started to grow while the "Washington Consensus" was adopted. Political
parties lost many of their traditional roles of intermediaries with the State. Parties, the political class as a whole, and parliaments became
the target of constant criticism and lost trust from the people. The "new politicians" showed their reluctance towards traditional
organizations and political practices. See Carina Perelli et al., Partidos y Clase Política en la América Latina de los años 90, San José,
IIDH-CAPEL, 1995.
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Tax collection has also been partially privatized. The justice function is notoriously inefficient in most of
the counties in the region. In this framework, the end of the cold war and the traditional type of guerrilla
movements  (the Colombia situation deserves an analysis of its own), and the growing settlement of border
disputes between countries in the Latin American region, started to leave only secondary roles to the
Armed Forces in the region.

Public security is, to a greater or lesser extent, one of the greatest and growing concerns
in the region. There is always a temptation to resort to the military to perform patrolling functions,
to fight against cattle stealing and the robberies in rural communities, and to enforce the law on
marginal groups. More than once have they been used but with little success, since their ethos,
training and capabilities are obviously not fit for such tasks. They have also been involved in the
fight against drug trafficking, in which their role has been to confront raw material producers, such
as coca growers, adding a strong social dimension to the conflict.

These functions are usually performed by the military in large areas where the State presence
is limited to a military contingent or base. In other cases, it is the result of the mistrust towards the
police tainted by the corrupting power of drug-trafficking. The tacit or specific alliance between drug
trafficking and subversive or unsatisfied groups requires, more than once, a joint police-military
action. The fear engendered by groups that use terrorism as their fighting method, considering the
context of a global world, can be added to the picture.

Today, all military organizations in the region are a professional force and have a
transcendental ethos. The police-type armed forces have disappeared at all. 9  All the armed forces
have their own officer academies and justify their existence in the defense of the national entity that
created them, which they serve.  Many of them continue to consider themselves as the founders of the
nation and the State, in many cases, they even existed before them. For that reason, the "tutelary
forces" concept is still used, and in some countries the military cannot vote. The rationale behind this
position is that, as they are the "custodians" of the Nation, they cannot become involved in political
disputes and, therefore, lie above them. According to this idea, the members of the military are not
citizens with reduced political rights, but rather citizens standing above the rest, responsible for the

9 In the 20th century, the United States created a police-type military in various countries of Central America and the Caribbean. All of
them were defeated and taken over: those of Cuba (1958), the Dominican Republic (1965) and Nicaragua (1979), due to insurrection
movements; and those of Haiti (1994) and Panama (1989) fell to their own creators.
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ultimate fate of the Nation.In other countries, this concept of founders has disappeared or, at least,
has become part of the rhetoric and not of actual political practices. The new rationale, however,
makes them continue to believe that they are the custodians of public order.

Almost all Constitutions (except for those of Argentina and Uruguay, which do not have a
specific chapter on this matter) establish, as a precept, that the Armed Forces are to defend the Nation
from external threats as well as to protect the country's constitutional order. The interpretation assumed
by most of military corporations is one of defense of the presidential institution, as the Constitution
establishes that the president is the supreme commander of the armed forces. This position means
that the military defend the president as an institution, rather than as the person holding this position
at a particular time. Thus, in the middle of institutional crises in several countries, the Armed Forces
have supported solutions entailing the president's resignation or overthrow, or his replacement through
constitutional or legal resorts, or at least, "in the spirit" of the law, thus avoiding the temptation of a
classical coup d'etat. In sum, there is a new form of political relations, which could be summarized in
the following expression: the "Armed Forces of the President". It is more concrete than the traditional
concept of Armed Forces of the Nation, of the Republic, etc., as it narrows its scope to a very specific
point of reference.

In the past, the argument was whether the military were only an instrument of oligarchic
powers, or the "representatives-interpreters" of emerging sectors, such as the middle class or the
under-served sectors, such as in Peru with Velazco Alvarado. For others, sometimes not recognizing
that category of instrument, the Armed Forces were mainly an autonomous actor that defended its
corporativist interests and justified its work with a transcendental founding myth. They were the
creators of the Nation and the State; they had existed before the State was formed and the Nation
became independent and, thus, they were the custodians of the country and were a tutelary institution
that lay above the rest of the people and conflicts as a whole. This ideology -present in the military of
the countries of the south-was also exacerbated in times of internal strife, with a mindset that justified
violent repression in the form of a "dirty war". Subversion was considered as the evil, i.e. as a
modern form or heresy, which violated traditional values that needed to be defended. This
transcendental ideology turned the military into the custodians of western values, against "the dissolving
action emerging from the international communist movement". Today, most of military corporations
in the region continue to be independent, thus serving their own survival, justified by the fact that
they are the "last resort of the Countries they serve".

THE STATES AND NATIONAL DEFENSE
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Argentina is the only example in the region of a military that does not have legal powers to
become involved in domestic affairs. The country's history gave rise to the adoption of a law at the
end of the eighties, which prevents the military from becoming involved in domestic affairs. So far,
though the country has undergone crises of different types, the law has remained in full force and
effect.

The harsh repression led by the armed forces resulted in their loss of prestige across the
region. Even in Peru, where the fight against Shining Path (Sendero Luminoso) was supported by the
people, the fact that the military participated of the Fujimori regime did not help their reputation. Only
in a few cases, such as Ecuador y Venezuela, the military did not face this situation.

In most of the countries of the region, the armed forces are emerging from a "hibernation"
period after the end of the cold war and their involvement as rulers during that time.10   Their budgets
have been reduced, but their political power is gradually growing. With weak states, disreputable
police forces plagued with corruption, fear of the people due to public insecurity, the military have
resumed their role as the last resort in protection of public order. It is obvious that in a country such as
Colombia, they are one of the key armed wings in the political-military game, which also involves the
guerrillas from the FARC (Revolutionary Armed Forces of Colombia) and the ENL (National
Liberation Army), the paramilitary forces of the AUC (Self Defences of Colombia) and military
advisors (official and private) from the United States. In most of the other countries, the armed forces
influence, to a greater or lesser extent, government action.

Military organizations have made the "necessary" adjustments to adapt to democratic political
regimes and to continuous economic adjustment. There have been profound reforms in the military
organizations across the region. After the military uprisings between 1987 and 1991, Argentina
succeeded in placing the civilian authority above the military and undertook a process of transformation,
the most important in the region. A law that prevents the military from engaging in internal conflicts,
though challenged by a few, has been sanctioned in 1988. It has been kept despite the fact that the
country has had to endure severe crises in the political, social and economic fields. But, Argentina
also shows the other extreme in the conduct of the military: the armed forces consider themselves

10 The "hibernation" metaphor is used to indicate a closed inward-looking organization, with little social and political visibility, to protect
itself in a time in which the armed forces are not highly appreciated by the societies they serve.
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"stifled" because of sparse resource allocation.

This policy, repeated by finance ministers of the region in each critical phase of the economic
situation, tries to show the military leaders that they should reduce personnel and equipment, meaning
that they should make changes in organization and deployment. For finance heads, it is a sector that only
generates expenditures, and does not render any return to the economy or society. This position is held
by the political class, in general, and by international power sectors. The armed forces know that they
cannot openly argue these decisions, but they continuously practice  defensive actions to try to maintain
their position of power in the State structure. They rightly think that they will continue to be necessary in
the future.

Many of the governments (with the tacit support of the opposition) have resorted to the same
method: cutting their resources, reducing their budget, without intervening in the key aspects (mission
definition, changes in organization and deployment, changes in recruitment, military education and
systems of discipline and military justice). Changes that have taken place are mostly the result of initiatives
from the military themselves. The Defense Ministries continue to be organizations of little relevance in
the conduct of the military; there is no major civilian elite in the region to handle defense and security
issues and, from the academic perspective, the matter continues to be secondary. After twenty years of
democratization process, the places of the armed forces in these new reduced states continue undefined.

It is important to note that that promises for a better life, which would presumably come
with democracy, have not been fulfilled for many people. However, for the time being, a large part of
the region has secured political stability, though with some exceptions. This is an important fact
considering the world scenario. But the situation is precarious, especially regarding the demands of
the middle class or popular sectors who feel the inconsistency between their aspirations and what they
can attain, between their view of their capabilities and rights and what the system can offer them.
Also, the old middle classes have lost their status, and tend to be in favour of authoritarian solutions.

According to the guidelines emanating from abroad, efforts have been made to promote
disarmament measures or prevent the access to the technology of modern weaponry, as in the case
of Argentine missile plans or Brazil's intention in the field of nuclear energy. Confidence-building
measures have also been promoted to prevent conflicts between countries.Several countries have
published Defense White Papers or similar instruments, though in many cases, they are only the
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result of an advertising or public relations effort. Initiatives have been promoted to study
militaryspending limitation. An example of this has been the study on comparative methodology
done by CEPAL (Economic Commission for Latin America and the Caribbean) for Argentina and
Chile.

1.4 The budget as a materialization of power

The budget and its execution are the materialization of the power exerted by the various actors of the
political arena. Access to resources shows to what degree each sector can afford to perform its regular
or non-regular activities.

As in any developing country, defense budgets mainly entail the budget of the armed
forces especially in two essential categories: personnel and operations. These are forces that are
"labor intensive" rather than "capital intensive". Given the predominance of the ground force,
personnel wages usually account for 75% of the defense budget in most of the countries of the
region.

As any complex organization, the budget of the Ministry of Defense and of military
organizations includes a large number of categories that are only subsidiary or supplementary to
the core task. Thus, it includes a budget allocation for military personnel health care, many times
including their dependants, as well as a budget for education, social welfare and retirements, as
well as other activities that are not strictly military.

The policies of economic adjustment  in the last decades motivated a remarkable reduction
of Defense Ministry budgets. An effective fall of real wages of a considerable portion of the officer
corps took place, as a result, and the acquisition of new equipment was frozen or substantially reduced,
while current expenditures were limited, affecting the forces' effective readiness.

In times the armed forces had direct responsibility in government, they tried to expand their
resource base by creating subsidiary companies, which covered the most diverse range of activities.
Therefore, military corporations owned banks, hotels, transport companies, just to mention the most
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known cases. Adjustment policies led to their privatization or closure.

The largest countries in the region tried to have industries of their own. Thus, Peru
built frigates in its shipyards; Chile entered into the production of light weapons, artillery weapons,
missiles and complex systems; Argentina built armoured vehicles and training aircraft and Brazil
had a military industry in the field of aviation, shipping and combat vehicles. But, due to the new
economic scenario, most of the companies went bankrupt and disappeared, while others suspended
their activities. The breakaway from the Washington Consensus model is currently leading to
the reappearance of these companies.

As a way out of the crisis, some small countries chose to participate in UN peace operations.
Aside from allowing their officers to open their minds and provide them with military experience,
their involvement would allow to receive compensations of an average US$900 per person committed
in the task and a compensation for the material used in such missions. Uruguay has been the best
example of this practice since 1991, and at present has 1600 troops deployed in Congo. Other countries
added other motivations such as diplomatic interests, as in the case of Argentina and Brazil, as well as
the need to achieve a change of mentality in their officers, as in Argentina. Countries have also
experimented with integrated contingents, such as the peace force in Haiti which started in 2004
under the UN umbrella.

Chile has, since 1958, allocated a percentage of its copper royalties to the funding of its
military. And some time ago, 9% of the royalties from oil exports fed the Ecuadorean military budgets.
However, in most of the countries, defense budgets are covered with the countries' regular tax revenues.
Many of them have a very low tax base, as in Central America, and most of them suffer from an
endemic tax evasion. Therefore, the armed forces usually have to endure constant financial hardships as
to their specific budget and other categories of spending.

In this framework, the struggle for budget resources has become one of the key issues for
any military force. It has stimulated their involvement in military missions abroad, either under the
UN or as minor partners in voluntary coalitions. It has led them to participate in police missions, such
as the fight against drug-trafficking, as they expect to receive some type of assistance in return for
their involvement. It is also what has led to an increase in women's involvement in the military, where
they perform secondary roles for wages that are considerably lower. For a good portion of these
countries, however, there is little publicity and most of this remains unknown by society.
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The defense budget exhibits certain particular features defined by history, political circumstances and
each country's strategic project as well as by the type of activity itself. Thus, there are some specific
aspects to be considered that affect not only budget oversight and transparency assurance procedures
but also the strategies to be followed with regard to its treatment. This implies taking into account the
political variables mentioned above and certain technical issues internal to the budget. This does not
mean that this budget has to be given a different treatment from that accorded to the general budget of
the Nation.

The public budget is the natural materialization of the Nation's political will. It may be
said that every political proposal is only limited to words until it is reflected in the budget. The
same happens with national defense. Otherwise, it would be impossible to make the necessary
connection between defense actions and the activities of other public sectors. All national sectors
have specificities. Each country has to analyze whether its reserves and the earmarked funds of
defense budgets are related to the sector's particular characteristics, and to what extent they are
the result of complex political relations or sectorial interests.

We will now examine some of the particular characteristics to be considered when addressing
the defense budget.

c HAPTER 2

Rationale and characteristics of
the defense sector
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2.1 Defense is a public good

The economic system prevailing in Latin America (capitalism), identifies the market as the best
mechanism to resolve problems arising from the production, distribution and consumption of
private goods. However, besides private needs, there are public needs that cannot be efficiently
met by the market. The satisfaction of those needs through the so-called public good has been
one of the arguments almost unanimously accepted by doctrine to justify the State's involvement
in the economy of a country. In the case of defense, the need for its supply by the State derives
from the very essence of this political organization: Which was one of  the first raison d'être of
the State if not the citizen's need for an entity to provide protection against external threats?

This starting point defines the first particular characteristic of this budget: national defense,
contrary to other goods and services provided by the State, is a pure public good. Public health and
education are also considered as public goods by economic theory, but the difference between those
goods and defense is that defense is part of the concept of the State itself.

Moreover, defense is a non-rival and non-exclusive good. It is non-rival because the delivery
of defense to a citizen does not result in the reduction in the amount of the good for another citizen. It
is also non-exclusive, because it is not possible to exclude from the benefits of defense persons who
do not pay for it. In other words, it is not possible to preclude anyone from enjoying the benefits of
such consumption. In practice, this means that nobody should feel more defenseless in his/her country
when a new fellow national is born. It is impossible to deprive certain individuals (such as tax evaders)
from enjoying the feeling of protection granted by the mere existence of the Armed Forces. Therefore,
defense is a typical public good. Its provision and financing must be provided exclusively by the
national government.

The uniqueness of the product offered by defense lies precisely in the idea of public good.
One of the major economic measurements used to define a budget is the relation between allocated
resources and the results obtained with them. The resources assigned to defense can be readily identified,
but the results are hard to define and even harder to measure. The subsidiary contribution of the
private sector to health and education, for example, provide the State with several organization and
operating parameters to design its public policies, even if it ultimately decides to grant a higher priority
to criteria other than efficiency.
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One cannot measure with any accuracy the defense obtained and compare it against the
expenses incurred. Even in specific, well-defined cases, this kind of analysis would be extremely
complicated. What is more, the analytic limits become stricter if one incorporates concepts such as the
country's "security", which are almost impossible to measure according to financial models. Defense
lacks any automatic efficiency indicators; only in a war can the efficiency of the expense be "proved",
and even then, it would be impossible to affirm with any degree of certainty if victory or defeat were
the exclusive product of a budgetary allocation. The picture is even more complicated, if we consider
that one of the specific objectives pursued by the public defense policy is "deterrence" from possible
war conflicts, but it would be practically impossible to measure whether the absence of conflict can
be explained by the budget assigned to defense.

However, the resources assigned to defense can be measured in financial terms. They usually
comprise the following elements:

a) Personnel and associated costs (salary, retirement, training).

b) Military equipment and maintenance.

c) Normal overhead and other costs related to technology generation and acquisition.

On the other hand, the results cannot be measured in the same way. For this reason, defense
cannot be considered as an end in itself, but rather as an instrument to achieve other purposes. An
isolated analysis of defense is a dangerous methodological mistake, one that is liable to compromise
the desired transparency and adequate national budgetary planning. What is the alternative to this?
What does a non-isolated analysis of defense imply? What are the elements to be included in a proper
analysis? The response will depend on the integration of information from different areas of knowledge
and public activity.

2.2 Defense implies managing sensitive information

The second major characteristic of the defense budget is that the information it handles sometimes
prevents the use of transparency and accountability concepts in the same direct way as in any
other public policy (i.e. making a public disclosure). There is sensitive information requiring
certain levels of confidentiality, such as technological developments or intelligence activities
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which the country does not wish to disclose.

This does not imply that defense management can be conducted without any control or
with high levels of executive discretion. Although information cannot be publicly disclosed,
accountability can, and must, be applied to the citizens' representatives. Legislation clearly
establishing the mechanisms of secrecy, confidentiality and information with respect to the
Legislative branch is key to ensure transparency in the use of resources and avoid both discretional
policies and acts of corruption. Solid institutional oversight mechanisms must, therefore, be
established in order to prevent confidentiality from becoming a shield concealing something else
besides national interests.

In the Latin American region, a veil of secrecy has surrounded this activity. This secrecy
was related with a true need to keep the country's capabilities and intentions hidden from an
eventual enemy, which was described as "national security reasons". Any opening with regard
to the country's capabilities would grant substantial advantages to any potential aggressor, who
would thus be in a position to calculate -with a higher degree of certainty- its chances of success
or failure in the case of an attack. In this scenario, the uncertainty arising from the concealment
of information is a material contribution toward the projection of the country's deterrent capacity.
This was a relevant factor in the security context based on a power balance.

However, it is important to stress that both the changes in security relations between
countries and new information technologies have eroded the importance of confidentiality. In
any event, we have to admit that, in Latin America, a debate on the matters that should be kept
secret or confidential within the national defense sphere has yet to take place.

2.3 Defense is not always a matter of public attention

The existence of a military instrument at the disposal of the State implies two aspects which are
central to the sector:  this military instrument is designed in such a way that its mere existence creates
a deterrent effect guaranteeing, to the extent possible, that it will never have to be used; on the other
hand, the possibility that the military instrument will be used must always be latent.
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The ownership of any type of good is based on the same rationale: even if held with the mere purpose
of accumulat it, the possibility to use it must continue to exist in order for such ownership to make
sense. Implies to look at it, to show it to others, to feel safe and protected, etc. And this means that the
properties of the stored good (money, valuable objects, stamp collections) remain unaltered and if
possible, improve over time. This is because a fundamental characteristic of goods is their ability to
satisfy needs. This property is called utility, according to economic science.

The utility of a good also implies a certain scope: it meets a specific need and its nature
consists of satisfying such need not only in an efficient but also feasible way. To own something
means to know what can be done or achieved with it, i.e., what need it can help meet. Therefore,
needs result from an objective reality men and society are immersed in. Thus, at the time of making a
decision, not only aspirations but also possibilities must be considered. The best decision is made
when, after contemplating both aspects of the same reality, both the means and the ambitions serve a
credible and possible objective.

In the sphere of defense strategy and its corresponding military strategy, the scope of use of
the military instrument differs according to the particular need to be satisfied. Global actors such as
the United States have a military instrument with a global scope. With their military instruments,
medium-sized actors such as the European States mainly seek to prevent any actions in their territory,
but also contemplate other purposes (such as defending their political and economic interests in the
Mediterranean area) through a greater asset: military alliances and security organizations.

Small countries face a different dilemma with regard to defense. With scarce resources and
severe internal social and economic needs, their military instrument does not, and will never, extend
beyond their borders. In such cases, the usefulness and scope of national defense will usually not
arouse any public attention. The enjoyment of peaceful periods or the absence of perceived threats
can be assumed as natural benefits more than as a consequence of defense activities. Defense is a
desirable insurance but is not naturally perceived as a part of daily life: it is there to guarantee peace
and it is only expected to appear in case of a conflict.

The legitimacy of the defense budget will therefore be fundamental to attain social acceptance.
If there is a natural economic relationship between scarce resources and infinite needs, then an excessive
allocation of resources to defense may take away social expenditures which are highly valued by the
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people. In the mid 50's, American President Dwight D. Eisenhower liked to say that the cost of a
modern bomber was similar to the cost of thirty schools in different cities, or two power plants, or two
fully equipped modern hospitals. A modern destroyer cost equaled that of houses for over eight
thousand people. The development of a balanced defense program and its conversion into a reasonable
defense budget should be an ongoing effort, essential to develop public policies.

Society, and specifically Parliament as an expression of the people, has to clearly understand
the absolute need for involvement, for adherence to the legal definitions of the budgetary process and
for the endorsement of the defense planning effort to higher national interests. Parliament must prevail
in the approval process of the national defense budget and must know the criteria used to prepare it.
Transparency in defense budget development and approval creates conditions which guarantee the
legitimacy of the approved budget and contributes to strengthen civil-military relations and to the
people's feeling that defense is part of public policies implemented for their welfare.

2.4 Defense is a continuous need

The government cannot interrupt the provision of defense as a public good. To do that, it would
require knowing with almost total certainty when a threat will materialize: an unreal condition in
the strategic context of this century's international security situation.

Short-term solutions are not an option: medium- and long-term solutions represent differential
characteristics to attain efficiency of resources assigned to defense. Decisions on partial or total deletions
or significant changes to defense expenditures in an annual budget cannot be made without deeply
affecting the defense capability. For example, acquired equipment requires ongoing maintenance and
the cost of overhauling them after having stopped their use will certainly exceed the "maintenance"
item that would otherwise have been included in the budget. The same applies to the personnel
requiring training and education which, if lost, may take decades to recover.

In this respect, the subject of multi-annual defense budgets deserves to be highlighted.
Although the multi-annual approach is usually a common feature of the State budget, since it refers
to the State's ongoing activities, defense costs are different from those of health or education.
Equipment maintenance, mechanical and electronic parts replacement and equipment training costs
are, in the case of defense, much higher than acquisition costs. This characteristic explains future
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cost growth.

For this reason, each capital investment in defense bears a cost projection which includes
maintenance, training and other actions cutting across several budget periods. This projection grows
at a significant pace. For example, the area of spare parts and ammunitions is critical. Whenever
new military equipment is incorporated into the defense system, the first thing to check is whether
their future use can be jeopardized by the lack of spares or by the economic impossibility to maintain
them. In other words, the price of equipment is important, but the implicit use and maintenance
costs must also be calculated, especially when acquisition costs seem to be very low and convenient,
because the defense sector may be acquiring something that it will not use effectively, thus wasting
public funds.

Therefore, not only is it necessary to have the society's valuation of defense within a given
period, but it must also be maintained in time to assure consistency of the defense budget with the
values that society considers important for its welfare.





Every public resource administrator must be accountable for his/her acts and the use of public funds.
Transparency must be viewed not only as a requirement of control bodies but also as a social demand
on the administrator. This situation is equally applicable to the defense budget. Defense system
administrators must render accounts of their acts as any other State resource manager.

Insufficient transparency in the national defense sector may be the result of an attempt
to reject or delay reforms in its structure, a lack of consistency between defense plans and national
plans, the wish to protect corporate or individual interests, technical incapacity or a culture of
secrecy.

The attempt to reject or delay reforms in the defense structure refers to the desire to
conceal from the public the need for reforms, especially those affecting the budget structure.
One of the reasons to act like this is the fear that a new structure may reduce available resources
and prevent the continuation of programs and projects that have not been openly discussed with
society or the Legislative branch.

The defense plans' lack of consistency with national plans refers to the gap between the actions
conducted in the defense sector and the Nation's higher interests which the defense area must adhere to.

c HAPTER 3

Transparency in the
                       defense budget



THE DEFENSE BUDGET34

It will probably be difficult to foster a higher degree of transparency in this regard if the sector involved
suspects it may be subject to strong criticism.

The desire to protect corporate interests may also be a reason for the limited level of
transparency in the sector, especially as regards the budget. This is a defensive attitude on the part of
a professional body when faced with issues that may restrict their advantages, especially financial
ones. It may be associated with the refusal to reform the sector and is different from the protection of
particular interests due to its collective nature.

The wish to protect individual interests has to do with the guarantee of personal and individual
interests, whether associated with professional interests or not. It may be connected with the interests
of people within the defense sector itself or alien to the sector but who share interests, such as companies
supplying materials and services.

Lastly, the culture of secrecy may be defined as unduly applying the secrecy concept to issues
that should be known to the public. The confidential nature of many subjects may lead to an exaggerated
degree of secrecy with respect to ordinary issues.

As regards the establishment of rules of behavior and institutional arrangements regarding
budgetary actions, transparency undoubtedly is the most important characteristic. In general, a clear
definition of institutional arrangements and access to information are key elements for success in public
policy implementation. In the specific case of the defense sector, this issue relates to the balance (or
imbalance) between the transparency requirement and the need for secrecy. For example, some studies
point to poor data availability as a factor hindering a proper analysis of the national defense budget.
Indeed, secrecy is typical of many military affairs. But we should not forget that transparency is essential
to guarantee efficiency in the use of public funds and legitimacy of public actions.

With respect to the United States Congress, in 2002 the GAO (General Accounting
Office), the country's external control body, identified transparency problems in the defense
budget. According to GAO, about US$ 101M were spent wrongfully or inefficiently in non-
conventional operations in the Balkans and in Asia. According to the audit, the main reasons for
these events were oversight failures and a low level of awareness by the administrators
themselves. In its report, GAO recommends a stronger oversight of military expenditures in
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order to enhance transparency.

Tensions between the need to preserve secret information from public knowledge and
the requirements of democratic practice, calling for transparency in defense sector decisions, are
normal. But it is neither normal nor acceptable that, in a democracy, the common citizen may be
deprived of information about the various areas of government activity. Excessive secrecy in
military affairs can be perceived as the result of the absence of clearly defined criteria and
procedures aimed at a multidisciplinary integration of defense issues.

The crucial problem is to define a point of equilibrium between transparency and secrecy.
One way to tackle this problem is, as a first step, to replace the treatment of State information as
a discrete variable where transparency and confidentiality are mutually exclusive. In order to
represent information more adequately, use may be made of a continuous model carrying infinite
options, from maximum confidentiality to the opposite extreme, i.e. maximum transparency.

Although transparency is a fundamental premise for the State to serve public objectives
cost-effectively and efficiently, the State tends almost naturally to be closed, to conceal information
and increase spaces of power in its decision-making process. It is necessary to break away from
this trend, define the point of equilibrium between transparency and secrecy and improve access
to national defense information. Society must be provided with the means to participate in
determining the goods and services financed with public funds. This can only be achieved by
improving transparency in the administration and ensuring that oversight bodies be effectively
involved in the effort of showing the taxpayers where their money actually goes. If transparency
is poor, society lacks the main tool to make proper choices.

3.1 Independence in defense budget development and oversight

The bodies involved in budget elaboration and oversight must be able to act without any political,
personal, external or organizational impediments. They must be unbiased in the conduct of their
activities. It is important for the Legislature to strengthen its role in the budgeting process and to
effectively exercise its function as a counterweight to the Executive actions. Especially in the
defense area, the organs approving and overseeing the budget must be capable of operating
without any corporate pressures from any specific sectors of the military. Budget work should
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have as its core element the guarantee of providing true and adequate information to society, i.e.
ensuring that objectives are achieved efficiently and in a transparent manner. Budgetary information
must be true, because if it is unrelated to management actions it will lose value; it must be adequate
because its aim is to facilitate or enable the analysis of its trends and implications.

The issue of independence in budget work is critical and affects the Legislative branch
and control bodies, as well as the internal offices of the defense sector itself. Especially in new
democracies, corporative pressures of specific military sectors on budget approval and oversight
are still observed. Such pressures may occur in environments external to the armed forces but are
much more intense inside the military.

One widely accepted reason explaining the influence of corporate sectors of the armed
forces on the role played by the Legislative branch and by control agencies in the budget process
is information asymmetry. Perhaps more than in any other field of public policymaking, there is
a need for a systematical understanding of issues and for improved knowledge of the subjects on
the part of such bodies external to the defense sector. The strong information asymmetry between
political decision makers and the members of the armed forces may be explained, in part, by the
high specificity of this area, the importance of capabilities and means for policy implementation
and by the low degree of transparency evidenced by military corporations.

As a result of this strong information asymmetry, the agents executing the defense policy
have a strong influence on decision makers and, therefore, on policymaking. This phenomenon
contributes to a low legitimacy of the defense policy and to an increase in the tension between
military and civilians, and between the government and society. To overcome this situation, the
effective definition and development of institutional arrangements capable of guaranteeing
transparency is a crucial challenge. In the sphere external to defense, independence in Parliament's
budget activity (as regards budget elaboration) and in oversight bodies (as regards budget control
and oversight) should be the result of a development consistent with democratic political ideals.

The same should be said of the sector's internal budgeting and audit offices. These offices
work under the direct command of the sector heads, and it is difficult to conceive their functional
independence. As sectoral budgeting and audit bodies are part of the organic structure of defense, there
is a dilemma between the duty of independent action and the personal duty to back up the authority.
However, to consider independence as incompatible with loyalty is also a fallacy stemming from non-
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transparent practices and non-democratic institutional arrangements. In this sense, there is a need for
institutional arrangements fostering the independence of internal agents and protecting them against the
personal characteristics of the supervising agents. To discuss this issue is an essential part of the defense
sector's pending debate on transparency. Society and the Legislative branch need to count on the guarantee
of independence for the defense sector's personnel working on budgeting and supervising the use of
public resources.

3.2  Reliability

Reliability is an essential characteristic that enables both the budgeting and audit bodies to ensure
positive results for the administration, for the political environment and for society at large. Together
with independence, it is a fundamental value as regards budget transparency and the proper use of
public resources.

The reliability of the actions undertaken by the budgeting and audit sectors, whether external
to defense (legislative branch and the civil society) or internal to defense (organic offices), may be
broken down into three parts:

- The overall technical capabilities of the institution.
- The access to authentic data.
- The public image of the budgeting or audit institution.

The technical capability of the budgeting and audit bodies is crucial to consider information
as a tool to enhance public management. To achieve this purpose, technical skills must be
multidisciplinary. It is not necessary that only professionals endowed with a certain technical training
lead the budgeting and audit work for a specific sector. Rather, institutions as a whole should be
capable of performing a technical evaluation of the budget and the results attained by the management
activities.

Specifically in the area of defense budgeting and auditing, it is not necessary that only
professionals with previous military training conduct these processes. The budgeting and audit bodies
related to the sector, whether internal or external, need a joint competence of their technical sectors,
which must comprise a variety of skills. The multidisciplinary nature of the members and procedures of
budgeting and audit offices is presently one of the major institutional characteristics necessary for an
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effective exercise of the budgeting and audit activities in any government sector.

Access to authentic data is another essential aspect resulting in budgeting and audit reliability.
Information will be of no value if it is isolated from the reality of management acts. There is no
reliability in budgetary information if it arouses doubts as to the authenticity of its contents. This is a
sensitive issue in the defense sector, which exhibits a typical imbalance between the requirement for
transparency and the need for secrecy. Thus, available data may fail to reflect the reality of events
occurring in national defense.

Lastly, the third component of budgeting and audit bodies' reliability to consider is the
institution's public image. This is of primary importance for society to trust the information provided
to it. There is a direct relationship between public image, reliability and the degree of independence
of the budgeting and audit organizations.

3.3 Need for civilian control and transparency of the defense sector

The contribution of internal budgeting and audit bodies to the enhancement of efficiency and
transparency is the possibility to act free from any restrictions by other sectors. Their work is to plan
and evaluate the efficiency and effectiveness of the sector as a whole. For a proper operation of the
internal bodies, independence and reliability continue to be the main characteristics required to achieve
positive results.

If we apply the general concepts of budgeting and auditing to the defense sector's internal
organs, two main conclusions may be drawn. The first is that defense internal bodies must be dedicated
to improve the sector's budgetary and supervision practices. The second conclusion is that discussions
on this issue must set aside formalities and create an exhaustive debate on the issues of efficiency,
effectiveness and transparency.

At least two problems may be identified in the internal budgeting and audit bodies of the
defense establishment: hierarchical subordination and continuous personnel rotation. The first problem
can compromise the independence and reliability of available data and of any evaluation performed.
The second problem may compromise, the quality of information produced, with negative effects on
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independence and reliability. The same problems may occur within civil sector internal bodies, but it
is important to discuss them in relation to the defense sector, because the particular traits of the military
tend to augment their effects.

In the armed forces, hierarchical subordination is more rigid than in civilian areas. This
feature is related to the armed forces' combat mission. But when the question is having a critical
attitude regarding budgeting and audit activities within this sector, subordination becomes a difficult
problem. It is not likely that an internal budgeting and audit unit under a lieutenant colonel will, for
example, make a critical evaluation of the budget demands and management decisions of a General.
And since budgeting and audit work in the military sphere is basically considered not a command
activity but as an advisory assignment, the auditor's rank will normally be lower than that of the
personnel being audited.

Likewise, continuous personnel rotation, typical of almost any country's armed forces, may
reduce the work quality of the internal budgeting and audit bodies. Even the best professional cannot
do much if his assignments change just when he has acquired the experience he needs to carry out his
activities. Budgeting and auditing are essentially activities where quality is a direct result of the
consolidation of a person's knowledge and practices.

Transparency is essential for civilian control of the armed forces and for the development of
confidence-building measures between countries. In the first case, transparency is key to gain an
effective control by society over weapons acquisition. In the second case, transparency contributes to
establishing stable diplomatic relations.

 The recognition of the need for civilian control of the military is a fact. With the evolution
of societies, isolated fields of knowledge have been brought together. This phenomenon, known as
"multidisciplinarity", brought about significant changes in the various areas of government activity,
including national defense. Defense is no longer a discipline known by the military; rather, it should
be part of every citizen's life. Today, debates on national defense go beyond the issues strictly related
to military activity and deal with other subjects, such as the country's industrial base. Modern defense
is a complex subject involving strategy, economy, law, sociology, psychology and other fields of
knowledge.
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The present characteristics of armed conflicts do not allow to conceive planning and military
actions in isolation from the national context. Globalization and the generalization of information
have emphasized the dramatic need for multidisciplinary knowledge. The involvement of civilians in
this matter is no longer rare, but has become an essential aspect. Discussions on joint commands have
also contributed to the idea of civilian control. Another factor that prompted civilian control over the
armed forces, even more than globalization, was the experience left by dictatorships.

Today, there is little doubt as to the need of civilian control over the armed forces. Whether
as a result of an understanding of their multidisciplinary nature, the fear of dictatorships, or the need
to integrate their efforts, civilians and the military usually agree on the need to keep the armed forces
subordinated to the national interests through civilian control. This can only be achieved through
transparency of defense actors.

Transparency is also crucial to build confidence among countries in order to reduce the
possibility of conflict. Some years ago, Argentina and Chile, with the participation of the Economic
Commission for Latin America and the Caribbean (CEPAL) established a standard methodology for
estimating defense spending. This initiative contributed to consolidate stable relations between both
countries, which have in turn brought about the consolidation of peace in the region.



2PART TWO





In general terms, all aspects of a country's political activity and government performance are directly
related to the public budget.The same is true for most of the activities performed by society's economic
actors, groups and communities, which are the custodians of the rights guaranteed by the State. Such
state structure, in turn, is financed by public spending.

Budget analysis and follow-up is an essential tool for explaining how a country is governed
and managed. The public budget delineates the government's priorities, the measures to be taken in
order to meet such priorities, and the agencies and institutions responsible for their implementation.
As such, every successful policy must count on a budgetary allocation in line with its objectives and
significance.

Generally, public budgets have always been covered by a veil of discretion and secrecy.
Our governments are not used to accounting for it as a customary practice, since for a long time, the
implementation of their powers and therefore the use of public funds, have been understood as a
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prerogative not linked to the citizen's opinion and information rights. However, as a result of a series
of political, economic and social changes, Civil Society Organizations (CSO) have had an increasingly
important role in the analysis and monitoring of the public budget.

Throughout the 1990's, there was a surge of discussions focused on promoting transparency
and evaluation of political decisions reflected in the government budget allocation. In this context,
transparency implies "that all causes leading to a governmental or administrative decision as well as the
costs and resources involved in implementing this decision are accessible, clear and informed to the
public in general".1  There are various obvious reasons that explain the importance of budget transparency.

The first and most important reason is the central role played by the budget in the decision-
making process of all countries, which is where the nation's priorities are established. The actions to
resolve the main issues and promote development are also established. In addition, "it favors compliance
with the law, stimulates the moderate use of public resources, reduces discretionary margins involved
in the interpretation of the law, and urges honest and responsible behavior in the exercise of public
authority."2

Considering the fundamental importance of transparency for establishing the connection
between public policies and the resources necessary for their implementation, resource analysis,
tracking and monitoring were introduced as an instrument to influence decision-making processes,
based on sound reasons and the information obtained from governments. This trend has been followed
both by medium-economy countries and developing countries going through important opening-up
and democratization processes.

The growth of organizations performing different budget analyses is shown by the increasing
figures of the International Budget Project (IBP): the first international meeting, convened by the
IBP in 1997, was attended by 50 people representing budget organizations in fourteen developing
countries. By the third conference, there were 100 participants from organizations in 25 countries.3

1 B. Lavielle, M. Pérez & H. Hofbauer (coord.) Índice Latinoamericano de Transparencia Presupuestaria: una comparación de diez
países, Mexico, Fundar, Analysis and Reseach Centre, October, 2003, pag.5
2 Loc. cit
3 See W. Krafchick, ¿Puede la sociedad civil ser un valor agregado en las decisiones presupuestarias? Descripción del trabajo
presupuestario de la sociedad civil, International Budget Project, Washington, 2001.
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Furthermore, the fourth conference held in Mexico in 2003, was attended by delegates from more
than 40 countries (see www.internationalbudget.org).

The central objective of most of the groups involved in public budget work is to assure and
prioritize policies that are essential for the development of society, especially those groups in a less
fortunate situation. Although budget analysis needs to meet certain technical and analytical soundness
criteria, its ultimate goal is to be disseminated and influence both decision-making processes and the
political debate.

Some time ago, one of the main issues for public budget analysis in various countries was
the lack of sufficient, timely and reliable official data. In the last couple of years, this problem has
been remarkably reduced, and the progress obtained at the information level is quite significant.
Although there are differences between the degree of openness and access to information, currently
it is possible to monitor and analyze the public budget at the different government levels, in most of
the countries of the region. In that sense, the transparency of, and access to, data on public spending
have dramatically improved, although this improvement does not affect all sectors in the same way.

In spite of the fact that budget work depends on a series of country-specific factors -the
degree of institution consolidation, the depth of openness and democratic functionality and the
government's ability to generate relevant, reliable and timely data- there are elements that are generally
important, as they define the context and pace of budget work, and affect its potential to influence
policies.

4.1. The Budget Cycle

When approaching a budget, it is important to consider that it is developed based on a process. The
budget process encompasses all stages of public spending, from planning how much can be spent
and on which items all the way to evaluating the expenditure itself and the results obtained. These
stages are an integral part of a continued and multidimensional process; they overlap at a certain
point in time and regularly affect the development of subsequent stages. Independently of the
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specific characteristics of each context, country and type of government, the budget process is
composed of four main stages:

Formulation: In this stage, government priorities are established and also the strategies
that will be used to address them and the specific resources that will be destined to comply with
these priorities. This is the most closed stage of the entire cycle and the one less known in
general terms. The formulation of the budget occurs almost exclusively within the executive
branch of government, except in cases where participatory processes for budget formulation are
instrumented, such as the well-known case of Porto Alegre, Brazil.

In general, budget formulation is based on the criteria and guidelines established by the
Ministry of Finance (or Treasury). This agency is in charge of setting budgetary ceilings and
delineating initial limits regarding how much each ministry or sector is allowed to spend. It is
responsible for reviewing proposals and integrating them in a general document, including revenue
and spending estimates for the next fiscal year.

It is important to note that each sector or agency is responsible for defining their own
priorities and determining resource allocation in a consistent manner, including the action plans
established for their particular tasks. However, faced with the pressure for structural adjustments
and the reduction of the state apparatus, the trend has been more towards expense reduction than
budget growth. In this context, the lack or shortage of resources often prevails, becoming a recurring
argument for those who have to elaborate sector-based budgets under growing financial restrictions.

Discussion and approval: This is the most visible stage of the budget process, as it is the
time when the government presents its revenues and expenditure bill package for legislators to
discuss, approve and, if possible, amend. It is one of the stages with the highest possibility of
influence and visibility of the discussion/approval process, with the ease to have access to decision
makers and the chance to exercise pressure on the media.

It should be noted that in the budget discussion and approval stage, all amendments that
may be introduced to the bills submitted by the Executive vary according to each country's legal
framework. In parliamentary systems, in general, a bill can only be passed or rejected, but never
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amended. In presidential systems, there are usually various degrees of amendments that can be
introduced. There are cases in which specific budget allocations can be amended, but not the budget's
total amount. In other cases, it is possible to modify the expense ceiling and, therefore, increase
resources with no need to adjust other items.

In general, changes parliament can introduce to the budget do not include programming
details or the characteristics of the application or execution of tasks performed by the Executive
agencies. However, parliament can establish the principles affecting the way data is presented and
therefore, contribute to raise transparency levels and to the balance between the branches.

Budget Execution: In this stage, the government executes its programs with the resources
approved by the Executive under the terms stated in the budget approved for the corresponding fiscal
year. The chance to exert influence depends largely on the transparency conditions and access to
government information. Considering that it is almost a rule that variations will occur in expenditures
compared with the budget, civil society's attention is essential.

Strictly speaking, this is the time in which corruption or discretional management of resources
becomes clear. Depending on the various information mechanisms available to governments, there
will be more or less information on budget execution during its application. In the last couple of years,
a great deal of progress has been made in various countries of the region as regards quarterly report
integration and management advances. However, in some cases, they do not compare with the approved
budget format, thus reducing the utilization of such information.

Another relevant aspect is the fact that the actual availability of funds differs from projections.
Therefore, it is common that, during the budget execution, variations may occur as to the final destination
of specific items of the approved budget, as well as reductions and increases.

Spending Oversight and Control: This is the most important stage of the cycle because it is
the time in which the government must account for the spent budget amounts and actual Although the
formal review process does not start until the financial report, or some equivalent document whereby
the government accounts for the results of a specific fiscal year, is completed, the integration of this
information starts long before, even at the budget execution stage.
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The oversight must reveal the moderate use of resources, their efficiency and sensitive
utilization. In theory, this information has to be considered during the development and approval of
subsequent budgets. Nevertheless, this is not often consistently achieved. Therefore, the possibility
of tracking approved and executed budgets to determine the need to prioritize selected items and
reconsider others is extremely important. Such role can be played mainly by independent groups
committed to the tracking of specific items or sectors of public spending.

4.2 Key elements for independent public budget analysis and control

The budget reflects both the social and economic policies of a government and directly impacts
living conditions and services available to society as a whole. However, the highest impact of the
budget is on poorer sectors, mainly due to the fact that for those living in poor conditions, government
services are indispensable to improve their life conditions and provide essential opportunities.
Ironically, the influence level of these unprotected sectors on the decision-making processes directly
affecting them is very low.

For this reason, independent budget analysis is becoming increasingly important. In order
to improve its impact on the debate definition and political agenda, it is important to make sure that
some basic aspects are met, i.e., the final product must be independent, sound, timely, accessible
and widely disseminated.

Independence: In order to be validated by other actors, a civil society's budget analysis
must be independent, i.e., it must not respond to the interests of any political party in particular. This
task is performed by groups of citizens, research institutes, think tanks or academic centers that analyze
budget allocations, trends, features and impacts, and which are not under the influence of any political
party or pressure group.

Independence as such requires that the analysis be focused on facts rather than on
ideological arguments, illustrating the relevance of certain issues and analyzing how they impact
the budget allocation, including the implications of those decisions. This does not mean that the
analysis must be neutral, but rather unbiased and use the elements available to express the facts.
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Soundness: The soundness of research work is important, especially to assure the credibility
and reliability of the organization responsible for such work. The figures used and presented for the
analysis of specific policy implications must be indisputable.

Considering that public budgets are, technically, complex documents, it takes time to develop
the skills and necessary knowledge to present information that may be indisputable. The cost of not
being serious enough in the analysis of information can result in the loss of credibility, bad reputation
and the subsequent impossibility to establish communication channels with the targeted government
actors.

Accessibility: Considering that budget analysis demands certain know-how, it is common
to find reports written in a jargon which the audience that might be interested in reading cannot
understand. This being a subject traditionally characterized by its inaccessibility, it is not very productive
to create technical analysis capacities only useful for those who elaborate such analysis.

Therefore, it is essential to invest time and efforts in "translating" the analysis that is made,
to make it available to society at large. Equally important is the need for arguments to be soundly
structured and for relevant highlights to be illustrated as clearly and simply as possible to feed the
debate of the various stakeholder groups and actors interested in the subject and capable of exercising
some influence.

Timeliness: Another key aspect is finding the right time to present the results of the performed
analysis. It is not very useful to have a sophisticated analysis unless it is presented at the right time to
exert political influence. Therefore, it is very important to pay attention to the political process and
keep updated information to be able to effectively respond to specific questions.

In general, opportunities for exercising some influence on budget matters are very specific
and short-termed. The various above-mentioned budget process stages show when most of these
opportunities appear. Additionally, the work performed in specific budget sectors or particular subjects
as well as the special political situation present other relevant moments where influence can be exerted.

It is also important to identify groups, sectors or government offices where it is intended to



THE DEFENSE BUDGET50

exert some influence, including their budget development and discussion processes, in order to ensure
that the subject is most appropriately approached.

Dissemination: The most important use of budget analysis is its political utilization. It is of
little or no use to study the effects of a budget allocated to various sectors unless the results obtained
from the analysis are adequately disseminated. It is essential to adopt the appropriate dissemination
strategies, aimed at making the media and policymakers read and use the reports for their debates.
Investing time and effort in building relations with the media, legislators and government officials
helps draw their attention not only to the events and specific activities conducted as part of our work,
but also use our information to enhance their own performance.

It is indispensable to adapt information according to the target audience, which is not always
the same. It is different to prepare a document for dissemination, or to encourage the legislative
branch to address a specific subject, or else promote a definite reform based on the analysis. Hence,
dissemination strategies vary according to the target.

Strategic viewpoint: Overall, it is important to identify the objectives and determine how to
attain them, bearing in mind the technical, human, political and communication resources available
for each group. In addition, it is also important to consider the characteristics of the different types of
activities and/or analyses to be performed, as it cannot be expected that the same strategy will equally
work for two different activities having different objectives. In order to maximize the estimated impact
of each organization activity, it is necessary to plan and establish differentiated guidelines and actions.

The experience of various organizations dedicated to budget analysis, or which have integrated
such analysis in their work, demonstrates that it is important to consider the particular conditions surrounding
each specific matter we are trying to influence, and plan based on:

a) type of analysis to be made (see Annex 1 for more details)

b) deadline for submission of analysis results in order to maximize their impact.

c) target audience

d) links with other organizations, the media and relevant policymakers
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4 Annex 2 includes some of relevant sources to demonstrate and provide information for independent budget work.

e) dissemination mechanisms that can be used for rendering the best results.

4.3 Some suggestions on budget analysis

The experience of some organizations that have undertaken this kind of budget analysis throughout
this last decade has taught us some lessons that can be important for groups that are just starting to get
involved in this subject.4  There are two main factors: the identification of the entry points of each
subject to assure the adequacy and relevance of analysis; and the development of strategies aimed at
strengthening such analysis. Chapter 7 describes such strategies and their incidence.

Types of Groups involved in Budget Analysis
·  Applied policy institutions

· Academic or research institutions

· Civil society organizations dedicated to specific activist subjects

· Organizations that operate at all government levels

Nature of Budget Analysis
· Attempt to be accurate, accessible, and timely

· Strive for independent assessment

· Try to influence policymaking

Main Activities of Applied Budget Analysis
· Promoting knowledge and information on the budget

· Assessing the budget and decision-making process

· Closely analyzing spending and fiscal policies

Target Audiences

· Policymakers, both the executive and legislative branches

· The media

· Other NGOs

· People at large

Typology of Applied Budget Work
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As regards entry points, it is important to note the relevance of becoming familiar with the
information and areas under review. Budget documents contain highly specialized data and present
the information in different ways to meet the various accounting functions. These aspects will be
discussed in the following chapters. Unless it is clear, from the beginning, what data we are trying to
obtain from documents and budget information, the analysis will certainly not succeed.

The entry points of budget analysis are issues and problems that can be made evident by
such analysis. If the main aspects and determining factors are not clear, the analysis becomes simply
descriptive and too broad to show trends, contribute with important elements to the debate or influence
the decision-making process. Thus, in order to analyze how relevant, transparent and adequate a
budget is, in an specific area, it is necessary to understand the disadvantages of such area, the issues
or challenges intended to be addressed, the characteristics of the actions needed, the type of diagnosis
information to be developed and the like. Without that knowledge on the subject, the budget and its
analysis will give us no more than a mere assessment of its increases and reductions in relation to the
big picture and to its specific components.

Regarding strategies to strengthen the analysis, it is important to note the following. The
first step after determining the type of work intended to be performed on a specific subject is to
identify the information available on the budget process, the possibilities to influence it and alliances
that can be formed. For this purpose, it is necessary to carry out skills and opportunity diagnosis tasks,
communicate with the political organizations and actors and provide training for developing new
analysis instruments. These aspects will be described in more detail in Chapter 7 of this Guide.



5.1 The national budget

The budget is an essential expression of democratic institutions, as it is the means through which the
representative political system authorizes the Executive branch to allocate the resources resulting
from its legal authority to collect taxes and other public revenues. The budget has three basic economic
policy objectives:

It Provides Public Goods and Services for the People. Given its imperfections, the market is
unable to provide the optimum amount of certain goods and services that are essential for the people's
well-being, including justice, defense, security, education, health, infrastructure, among many others. In
order for these goods and services to reach society, the State must assure their provision.

   Income Redistribution. Through this role, the State contributes to alleviate inequality in
the distribution of income. Among other activities, it transfers wealth from the people with the highest
income to those with fewer resources (for instance, through tax policies),from the youngest to the
oldest (via pension payments), and from more developed regions to less developed ones (through financial
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aid and subsidies of various kinds).

Growth and Stability.  The public sector, through its budgetary policy, may ensure a stable
and lasting framework that facilitates a favorable development of key macroeconomic variables,
namely, growth, employment and inflation.

The budget represents the "intentions" of the government as to policies on revenues and
expenditures expected for the corresponding fiscal year. However, budgets have not always been as
effective as they should in meeting the objectives set forth when approved. Thus, it is necessary for
various public entities and civil society organizations to monitor the execution of the budget.

For these reasons and considering the complexity and size of the so called "supreme law",
a manual that may summarize budget classifications included in the budget and how to interpret them
is essential to understand how the government is intending to respond to the country's demands. For
our purposes, such explanations will be focused on Defense spending.

5.2 Why is fiscal transparency important?

In every decision-making process, counting with proper information is a primary requirement that
directly affects the result of the decision. This principle is applicable to any kind of organization,
including the public sector.

According to the definition of the International Monetary Fund,1 fiscal transparency is based
on four essential principles:

- Clarity of Roles and Responsibilities: it reflects the importance of establishing clear
boundaries within the government among fiscal, monetary and public enterprise
activities, and between the public and the private sector.

-Disclosure of Information: it is related to the need for complete fiscal information and
the commitment of governments to publish such data at specified times.
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- Open Budget Preparation, Execution and Reporting in accordance with the
Traditional Rules for Coverage, Accessibility and Integrity of Fiscal Information:
this is mainly related to the development and harmonization of international statistical
and accounting standards for government reporting.

- Independent Integrity Assurance: it focuses on the usual way of assuring integrity
through external audits and statistical independence, although it goes beyond that to
require that governments be open to independent scrutiny.

Furthermore, it is known that fiscal transparency reinforces accountability and increases the
political risk associated with maintaining unsustainable policies. Therefore, it may increase credibility,
whose benefits will be reflected in lower financial costs and a greater support by a well-informed
public to sound macroeconomic policies. The lack of transparency in government administration may
be a destabilizing factor, create inefficiency and promote inequality and corruption in the management
of public accounts.

In this context, the role of civil society in analyzing, tracking or influencing the allocation and
exercise of public resources becomes more relevant, since in any democratic system, the correct estimation
and allocation of resources and expenditures is not just the government's responsibility. The people, as
voters, are responsible for ensuring that the needs of society are reflected in the political actions, or else
demand that proper corrective measures be taken.

As citizens, what is necessary to understand the budget? What can we "read" or "interpret"
from the pages and tables that present budget information? The following sections of this chapter will
offer various perspectives to analyze budget data, in order to illustrate, with empirical data, the various
mechanisms to interpret and "de-mystify" public spending.

5.3 How is the budget broken down and what does each classification tell us?

In order to perform their duties, public agencies carry out a large number of operations contained in
different programs. For this reason, budget accounts should be presented in a way that facilitates
government accounting. At the same time, they should allow a clear understanding of the use of
resources, their destination, their objectives and those people responsible for their execution.
Therefore, it is necessary to adopt a classification system that helps organize the required
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information in a consistent manner and presents government revenues and expenditures in
accordance with various criteria.

To understand the need for budget classification, we can mention an every-day life
example. A couple has two children and own a house. The children go to school, to the doctor's,
etc. The family has to buy clothes, furniture, school supplies, consumer goods. It could therefore
be useful to know who spends what percentage of the family resources, how much is spent by
each of the children, the wife and the husband. If we want to know the purpose of such expense,
we should identify how much is allocated to school, health or work. Finally, we could find out
what they spend the money on: clothing, school supplies, furniture. We could also determine the
resources available to this family, by analyzing the salaries earned by the adults, their credits and
their savings or loans. In essence, these same issues can be applied in the classifications of the
public budget. As described below, budget classifications allow us to answer questions such as
who spends the money, what for, what is bought and how it was financed.

In Latin America, budget classifications have evolved as public spending has diversified
and become more complex. Currently, the commonly used classifications are jurisdictional (or
administrative), functional and economic.2  The importance of budget classifications lies in the
understanding or interpretation that can be made of them, as they facilitate the decision-making
of the appropriate agents and allow a more accurate analysis by civil society in order to strengthen
government's accountability.

The different ways of classifying the budget do not overlap but rather complement each
other.  Just as in a family household in which one can wonder how much is spent on school supplies
to educate the youngest son -requiring to determine what the money is spent on, with what purpose
and who benefits from that expense-, the analysis of the budget, through its classification, allows to
answer different but related questions. For instance, if we want to determine how much will be spent
on salaries and remunerations and how much on fixed assets, we should only inquire the economic
classification or the purpose for the spending. But in order to learn how much will be spent on salaries
in the area of education, or how much the president will allocate to social promotion plans, we should

1  IMF, Código de Buenas Prácticas de Transparencia Fiscal,. March, 2001.
2 J.P. Guerrero Amparán, Y. Valdés Palacio, "Manual sobre la clasificación del gasto público", Budget and Public Spending Program,
CIDE, Mexico.
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Administrative Classification:
Who does the spending?
Agencies and Offices of

the Federal Public Administration Economic Classification:
What is spent on?

Current Expenditure
Capital Expenditure

Functional Classification:
What is spent for?

Programs
Activities
Projects

Objectives
Goal

C L A S S I F I C A T I O N  O F  P U B L I C  S P E N D I N G

Source: Guerrero Amparán and Valdés Palacio, "Manual sobre la clasificación económica del gasto público", Budget and Public Spending Program, CIDE, Mexico

consult several items or classifications.

Below is a proposal of analysis through various questions that could be answered by
analyzing the public budget. In order to illustrate the type of information provided (not intending to
analyze each particular budget mentioned in detail), we will include examples of real budget data
from different countries, selected both on the basis of available information and the region this guide
has focused on.

Who does the spending?

An initial question is who spends the public budget. In general, this information is obtained when we
analyze the breakdown of public spending between government institutions, whether this is the
administrative, jurisdictional or institutional classification. It is simply recognized when we observe
the budget broken down into ministries, secretariats or the different branches (executive, judicial and
legislative). How can this information be construed?

A first review compares the budget allocated to each institution in relation to the previous year,
in order to analyze who will have more resources and who will have fewer. This reading can be made
in two ways: by analyzing the variations in the amounts or in percentages.
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In Example 1, we may conclude that between 2003 and 2004, the budget allocated to the Ministry
of Labor (Ministerio del trabajo) in Chile had the highest increase, whereas Treasury contributions (which
include payment of debt service and subsidies) is the jurisdiction with the greatest reduction. This statement,
though correct, only provides one view of the facts: i.e. a change in resources allocated shown in absolute
figures.

However, if we analyze the percentage variation in resources allocated to each institution,
we will note that the Ministry of Foreign Affairs (Ministerio de relaciones exteriores) has increased its
budget by almost 50% with respect to the previous year, whereas the Ministry of Labor barely increased
its budget by 7.7%. Thus, in order to draw conclusions on the budget with the highest increase, we
must first specify the unit of measure being used. From this perspective, the Office of the General
Government Secretary of Chile (Secretaría general de gobierno) has suffered the largest reduction in
its budget.

We must not forget that when analyzing the variations in the budget we should consider
inflation, since it reduces purchase power. Thus, for instance, if the budget of the Ministry of Education
(Ministerio de educación) increases by 6.4%, but prices suffer a higher increase, the goods and services
that may be obtained will be lower. That is, the budget of the Ministry of Education is not automatically
comparable to the 2004 budget; in real terms, it is lower. This consideration is very important, since
the forms that accompany the Budget Act are usually presented in nominal terms (or current pesos),
and therefore if we don't take inflation into account we may reach inaccurate conclusions - for example
to think that an item in the budget has increased, when in real terms (or constant pesos) it has actually
decreased.

Even the comparison of absolute and percentage increases/reductions in each jurisdiction
budget does not offer a comprehensive picture. An additional aspect that could be analyzed is which
areas of government are considered priorities when it comes to resource allocation. From this perspective,
the scenario presented in Example 1 may point to different trends. If we consider that budget allocation
are a zero-sum game, i.e. if the budget of one agency goes up, that of another should go down, then the
change in the budget proportion of each entity shows those actually benefited. This is a way of reflecting
the government's priorities in a given year (Example 2), or along several years. It consists of comparing
the percentage variations in each jurisdiction as part of a whole.
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              Variation
             %
                             Jurisdiction

Ministry of Labor and Social Security 

Ministry of Education

Ministry of Housing and Urban Development 

Ministry of Health 

Ministry of Planning and Cooperation

Ministry of National Defense 

Ministry of Public Works

Ministry of Justice 

Ministry of Finance

Ministry of Foreign Affairs

Office of the Attorney General

National Congress

Judicial Branch

Office of the Comptroller General 

Office of the President of the Republic

Presidential Chief of Staff Office

Ministry of National Goods

Ministry of Economy, Development and Recon.

Ministry of Mining

Ministr of Agriculture

Ministry of Transport and Telecommunications

Ministry of the Secretary General

Ministry of Interior

Treasury Obligations 

TOTAL expenditures

2,674,065,583

1,954,656,137

302,661,729

656,691,158

93,341,478

831,184,500

520,646,014

205,483,961

125,838,091

17,597,469

44,721,399

45,752,726

116,008,484

19,203,049

6,540,640

14,164,071

6,418,269

40,894,196

22,548,922

144,065,076

45,547,165

33,130,624

227,471,896

1,270,240,320

9,418,872,957

2,880,236,353

2,080,468,975

371,362,817

713,421,183

124,824,626

851,855,538

537,597,241

222,116,251

136,285,002

26,008,402

52,974,906

49,627,470

119,273,340

20,062,520

7,053,872

14,370,980

6,002,745

39,654,772

20,526,661

140,902,715

41,308,646

28,071,093

205,349,980

1,094,540,429

9,783,896,517

7.7

6.4

22.7

8.6

33.7

2.5

3.3

8.1

8.3

47.8

18.5

8.5

2.8

4.5

7.8

1.5

-6.5

-3.0

-9.0

-2.2

-9.3

-15.3

-9.7

-13.8

3.9
Source:  2003 and 2004 Public  Sector Budget Act (Ley de Presupuesto del Sector Público). Ministry of Finance, Chile.

 
$ ,000   

206,170,770

125,812,838

68,701,088

56,703,025

31,483,148

20,671,038

16,951,227

16,632,290

10,446,911

8,410,933

8,253,507

3,874,744

3,264,856

859,471

513,232

206,909

-415,524

-1,239,424

-2,022,261

-3,162,361

-4,238,519

-5,059,531

-22,121,916

-175,699,891

365,023,560

2003
$ ,000 

2004
$ ,000 

Example 1: 2003 and 2004 Chilean Budget Act per Jurisdiction:

Absolute and Percentage Variation per Jurisdiction
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Example 2 illustrates the percentage variation in the total budget breakdown between
jurisdictions. It is observed that from 2003 to 2004, the government prioritizes the Ministry of Labor and
Social Security, Housing and Urban Development, and Education. At the same time, it reduces the
proportion of resources allocated to the Treasury Obligations, Ministry of Interior and Defense.

                             Jurisdiction

Ministry of Labor and Social Security 

Ministry of Education 

Ministry of Housing and Urban Development 

Ministry of Health 

Ministry of Planning and Cooperation 

Ministry of National Defense 

Ministry of Public Works 

Ministry of Justice 

Ministry of Finance 

Ministry of Foreign Affairs 

Office of the Attorney General 

National Congress 

Judicial Branch 

Office of the Comptroller General 

Office of the President of the Republic 

Presidential Chief of Staff Office 

Ministry of National Goods 

Ministry of Economy, Development and Reconst. 

Ministry of Mining  

Ministry of Agriculture 

Ministry of Transport and Telecommunications 

Ministry of the Secretary General 

Ministry of Interior 

Treasury Obligations 

TOTAL Expenditures

2003
$ ,000 

2,674,065,583

1,954,656,137

302,661,729

656,691,158

93,341,478

831,184,500

520,646,014

205,483,961

125,838,091

17,597,469

44,721,399

45,752,726

116,008,484

19,203,049

6,540,640

14,164,071

6,418,269

40,894,196

22,548,922

144,065,076

45,547,165

33,130,624

227,471,896

1,270,240,320

9,418,872,957

2004
$ ,000   

2,880,236,353

2,080,468,975

371,362,817

713,421,183

124,824,626

851,855,538

537,597,241

222,116,251

136,285,002

26,008,402

52,974,906

49,627,470

119,273,340

20,062,520

7,053,872

14,370,980

6,002,745

39,654,772

20,526,661

140,902,715

41,308,646

28,071,093

205,349,980

1,094,540,429

9,783,896,517

28.39

3.21

20.75

6.97

0.99

2.18

0.19

0.47

1.34

0.49

0.07

0.20

0.15

0.07

1.23

0.43

0.24

5.53

0.48

0.35

1.53

8.82

2.42

13.49

100

29.44

3.80

21.26

7.29

1.28

2.27

0.27

0.54

1.39

0.51

0.07

0.21

0.15

0.06

1.22

0.41

0.21

5.49

0.42

0.29

1.44

8.71

2.10

11.19

100

1.05

0.58

0.51

0.32

0.28

0.09

0.08

0.07

0.06

0.02

0.00

0.00

0.00

-0.01

-0.01

-0.03

-0.03

-0.03

-0.06

-0.06

-0.09

-0.12

-0.32

-2.30

0

   %     %     %

Source: 2003 and 2004 Public Sector Budget Act. (Ley de Presupuesto del Sector Público) Ministry of Finance, Chile.

Composition

Example 2: 2003 and 2004 Chilean Budget Act:
Relative Percentage Variation among Jurisdictions
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Both ways of analyzing the budget per government jurisdiction enable to see who spends
public resources, how much more is allocated to each institution and to what extent it is a priority area
for the government in the year under review. In fact, examples 1 and 2 show that the methodology
used is different depending on the starting point, and therefore, conclusions also differ.

This precisely applies in the case of the Ministry of Defense. In Example 1, it is clear that its
budget has increased by 2.5%, compared with the previous year. However, Example 2 shows that,
among the government priorities, defense does not have a prominent position; the proportion it receives
of the total government budget has fallen by 0.12%. This is an example that shows the need to
consider different types of comparisons before reaching conclusions. These three measurements give
an initial idea of amounts, variations and government priorities, which may be further explored by
using other ways of sorting out or classifying public spending.

What is the budget spent on?

The economic dimension of spending provide information on the input required by the public
sector for its operation and to produce goods and services. Such information is useful to analyze
the impact of spending on macroeconomic variables, especially if we add government current
expenditure, capital expenditure, and aid, subsidies and transfers. Likewise, it allows to grasp
variations in components of national accounts, which are made up of consumer goods, investment,
government spending and trade balance. Furthermore, it details the government need for resources
(human, financial, technological and material).

Example 3 presents the Mexican budget classified according to its economic characteristics,
and how the money has been spent comparing 2002 and 2001. It is important to note that current
expenditures show the highest increase, essentially due to a rise in "federal sharing and
contributions", i.e. resources the Federation transfers to other levels of government for health,
education, infrastructure, public security, etc. Likewise, the budget assigned to transfers and subsidies
are significantly increased. We should also note that National Debt records a 40% increase.

It is important to note that the data used in examples 3 and 4 are not taken from the Budget
for government spending of the Mexican Federation but from the Public Treasury Report. If we
remember the stages of the budget cycle mentioned in chapter 4, this is the report submitted after
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resources are executed. This means that it reflects the total amounts that were actually executed, and
not the original budget planned to be spent.

Current Expenditures

Personnel Services

Materials and Supplies

General Services

Subsidies and Transfers

Financial Investment, Economic Allowances 

and other current expenditures 

Revenue Sharing, Federal Contributions 

and Reallocated Expenditure 

Capital Expenditures

Personal and Real Property

Subsidies and Transfers

Public Works

Other capital expenditures

National Debt, Current Liabilities and Others

TOTAL Expenditures

 2001      

544,008.3 

93,359.3 

8,142.6 

15,530.4 

232,958.3

 

7,966.8 

186,050.9 

99,755.9 

7,104.3 

38,555.9 

33,085.7 

21,010.0 

126,974.7 

 770,738.9 

2002      

773,238.5 

103,251.1 

9,167.4 

 19,858.4 

 306,930.4 

 10,433.2 

 323,598.0 

88,021.3 

 5,365.9 

 54,164.2 

 11,459.7 

 17,031.5 

 177,672.4  

1,038,932.2 

$        
229,230.2 

9,891.8 

1,024.8 

4,328.0 

73,972.1 

2,466.4 

137,547.1 

(11,734.6)

(1,738.4)

15,608.3 

(21,626.0)

(3,978.5)

50,697.7 

268,193.3 

42.1 

10.6 

12.6 

27.9 

31.8 

31.0 

73.9 

(11.8)

(24.5)

40.5 

(65.4)

(18.9)

39.9 

34.8 

%

Source: Public Account Report (Informe de Cuenta Pública), 2001 and 2002. Secretariat of Finance and Public Credit, Mexico

Variation

Example 3: Mexico Federal Budget, 2001 and 2002, executed

Absolute and Percentage Variation per Component of Economic Classification

If, for the purposes of this case, we apply the same mechanics described in the previous
section, that is, evaluating the percentage variation in the different economic categories as part of a
whole, the situation is again different (Example 4). From this perspective, the spending on personnel
services reduces its share of the total budget, just like the budget allocated to subsidies and transfers
(although both items increase between 2001 and 2002).
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The item that undoubtedly increases, both in amount and in percentage, is "Federal
Contributions". Capital expenditures have reduced their share of the total budget and spending on
national debt and current liabilities increases, though only by 0.6%.

Example 4: Federal Budget of Mexico, 2001 and 2002, executed
Relative Percentage Variation between Components of the Economic Classification

Current Expenditures

Personnel Services

Materials and Supplies

General Services

Subsidies and Transfers

Financial Investment, Economic Allowances 

and other current expenditures 

Revenue sharing, Federal Contributions and

Reallocated Expenditure 

Capital Expenditures

Personal and Real Property

Subsidies and Transfers

Public Works

Other capital expenditures

National Debt, Current Liabilities and Others

TOTAL Expenditures

 2001   

544,008.3 

93,359.3 

8,142.6 

15,530.4 

232,958.3 

7,966.8 

186,050.9 

99,755.9 

7,104.3 

38,555.9 

33,085.7 

21,010.0 

126,974.7 

 770,738.9 
 

2002   

773,238.5

103,251.1

9,167.4

 19,858.4

 306,930.4

 10,433.2

 323,598.0

88,021.3

 5,365.9

 54,164.2

 11,459.7

 17,031.5

 177,672.4

1,038,932.2

2001 
70.6%

12.1%

1.1%

2.0%

30.2%

1.0%

24.1%

12.9%

0.9%

5.0%

4.3%

2.7%

16.5% 

100%
 

2002   
74.4%

9.9%

0.9%

1.9%

29.5%

1.0%

31.1%

8.5%

0.5%

5.2%

1.1%

1.6%

17.1%

268,193.3 

3.8%

-2.2%

-0.2%

-0.1%

-0.7%

0.0%

7.0%

-4.5%

-0.4%

0.2%

-3.2%

-1.1%

0.6%

- 

Variat.

Source: Public Account Report (Informe de Cuenta Pública), 2001 and 2002. Secretariat of Finance and Public Credit.Mexico

Composition  

An aspect that should be taken into consideration when analyzing where resources are
spent is the fact that the budget, allocated to the various economic categories, has different
implications in the medium and long term. For instance, if retirement payments (included in
transfers) are increased, this will affect the transfers budget in the following fiscal years, thus
creating constraints on the budget; as the budget is not prepared from scratch every year, but is
rather developed by the inertia of the previous year in which there are more concepts committed



THE DEFENSE BUDGET64

even before the budget is prepared. This may apply to the payment of debt interests, retirements
or even remunerations (since the salary level is generally protected and layoffs imply economic
and social costs), which may be understood as components that impose limitations on the budget.

Spending Functions    2003                          2004
in pesos        in pesos

Variation

Social Security 
Social Promotion and Assistance
Education and Culture 
Transport
Housing and Urban Developm. 
Health
Domestic Security 
Science and Technology
Other ítems
Defense 
Higher Executive Directorate
Judiciary 
Criminal System
Foreign Affairs 
Labor
Intelligence 
Agriculture 
Energy, Fuels and Mining 
Legislature
Internal Relations 
National Debt Service  
TOTAL Expenditures

Source: National Budget Act (Ley de Presupuesto Nacional), 2004. Ministry of Economy. Argentina 

Example 5: Argentina Budget Act, 2003 and 2004

Absolute and Percentage Variation per Function
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What is it spent for?

Another question that can be answered by analyzing the budget is: what government function will
public resources be allocated to? In order to answer this question, we must look at the sheets that
show classifications per function, theme or program area. Until not long ago, many national budgets
from the region did not have a breakdown of information with such characteristics. They just provided
information on who spent the money and how much, as well as what it was spent on.

But they did not go into further details on the end of such spending. It is important to
mention that without information that breaks down the budget according to functions or programs, it
is extremely difficult to make an analysis that may go beyond macroeconomic or general spending.

On the contrary, if information is available, there are different ways of approaching such
data. Some are similar to those already presented for the administrative and economic classifications.

In the case of the public budget in Argentina, if we analyze the functional classification by
observing variations in amounts and percentages for each government area, we will see that the
highest increase in amount is found in the Social Security arena, whereas in percentage terms, the
function with the highest increase is Transport (Example 5).

Example 6 shows the budget breakdown per function and the relative percentage variation
between 2003 and 2004. Once again, this perspective allows us to identify what government functions
resources will be allocated to, comparing the prioritization of the various sectors with the previous
year. Thus, whereas payment of debt interests is the function that appears more deferred in the 2004
budget plan compared to 2003, the government function with the highest priority in the budget is
Social Security, followed by Transport.

We should underscore, however, that although the budget allocated to the payment of debt
interests will show a negative percentage variation with respect to 2003, its share of the total budget
is larger than that of Social Promotion, Education and Labor, sectors that, as shown above, are
government priorities.
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What can be observed in this case is that the budget shows what tasks resources will be
allocated to in the current year. In order to compare it with the previous year, we should again take
into account its variation and composition, both to see the quantitative modifications and the change
in government priorities from one year to the next.

Social Promotion and Assistance
Transport
Education and Cultura
Housing and Urban Development 
Science and Technology
Social Security
Other ítems
Higher Executive Directorate
Criminal Justice System
Health
Domestic Security 
Agriculture
Judiciary 
Foreign Affairs
Intelligence
Energy, Fuels and Mining 
Legislature
Defense
Internal Affairs 
Labor
National Debt Service  
TOTAL Expenditures

Source: National Budget Act (Ley de Presupuesto Nacional), 2004. Ministry of Economy. Argentina 

Functions of Expenditure                       2003                          2004
                                                                             in pesos             in pesos

Composition

Example 6: Argentina's Budget Act, 2003 and 2004

Relative Percentage Variation among Functions
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How is the budget funded?

Finally, we could analyze the public budget by considering how the activities and services provided
by the government are funded. All resources of government agencies come from tax revenues (taxes,
contributions and rates), the sale of personal property, services, property tax revenues, its own revenues,
return from loans granted, application of fines, punishments and insurance claim adjustments, non-
reimbursable transfers without consideration from other governments, national or foreign legal entities,
and income resulting from the government's interest in business activities, including transfers from
other entities.

This perspective is important not only because it allows us to know where public
resources come from, but also the use made of revenues from taxes and natural resources of the
Nation, not the incumbent Administration. This is the essence and main reason why citizens are
entitled to demand the government to account for the use of public resources, i.e. because they
belong to society. It is therefore up to not only the government but each of us to become involved
and participate (either actively or passively) so that the administration of our resources is transparent
and contributes to the development of a more fair and equitable society.

In order to analyze the budget according to the source of government funding, we will
show an example that combines two perspectives: the expenditure per function and per financing
source. This type of combined analysis provides more sense to the budget figures - to represent
not only numbers but to tell us something about them.

Example 7 illustrates that regular (ordinary) resources, corresponding to tax collection
revenues and other concepts - which are not related to any agency and are available for free
programming - are the main source of government funding, accounting for 80% of all
revenues.Such revenues are used to fund functions such as the Legislative branch, Defense and
Security, Education or Foreign Affairs. However, there are certain government areas that are
funded with other sources. For instance, spending on Communications, or Housing and Urban
Development receive a high percentage of funding from Direct Revenue Resources. These are
revenues generated and directly administered by Public Entities, among which we could mention
Property Tax Revenues, Rates, Sales of Property and Services, etc.
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Finally, it should be underscored that half of the external credit, that is, resources coming
from credit operations made by the government with institutions, international bodies and foreign
governments, is allocated to Administration and Planning function. Other areas that finance an important
part of their expenditures through external credits include Energy and Mineral Resources and Transport.

 Example 7: National Budget of Peru, 2001

Breakdown per Function and Source of Funding.

                      Resources from credit operations
Function/Source of Financing              Ordinary 
   

                                                                      Resources

Royalties and 
extra royalties

Share in 
Customs Duties

Contributions    Direct Revenue
  to funds              Resources Internal External Subtotal

Legislative
Justice
Administration and Planning
Agriculture
Social Services and Security
Communications
Defense and National Security
Education and Culture
Energy and Mineral Resources
Industry, Trade and Services
Fishing
Foreign Affairs
Health and Sanitation
Labor
Transport

Housing and Urban Development

GENERAL TOTAL
Structure %

Function/Source of             Donations and            TOTAL
Financing                                 Transfer

  

What % of the expenditure is financed by…?
Ordinary 
Resources

Directly Collected 
Resources

External 
Credit

Legislative

Justice

Administration and Planning

Agricultura

Social Assistance and Security

Communications

Defense and National Security

Education and Culture

Energy and Mineral Resources

Industry, Trade and Services

Fishing

Foreign Affairs

Health and Sanitation

Labor

Transport

Housing and Urban Development

GENERAL TOTAL

Structure %
Source: Results from Fiscal Year  (Resultado del Ejercicio) 2001.Ministry of Economy and
Finance, Peru.
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5.4 What should be taken into account when analyzing fiscal figures?

When it comes to analyzing fiscal figures we should consider the following items: What definition of
public sector is used? What reporting criteria or times are used? What is the unit of accounting data
is presented in? How do fiscal figures respond to seasonality? And what is the quality of the information
used?

Usually all this data is detailed in tables containing fiscal information. Appendix 3 briefly
illustrates the type of fiscal information that is usually disclosed to the people. When working with
data for different countries or with series for one country, attention should be paid to the points
mentioned above. Otherwise, we may reach conclusions with respect to the size of the public
sector, or the fiscal imbalance of a country as opposed to others, or else the evolution of these
variables for one country, and in fact the consolidation has not been homogeneous. Too often, due
to lack of information, the panels of fiscal data elaborated by consultants, investment banks and
even multilateral credit organizations such as the IMF or the World Bank are not homogeneous.

Which definition of public sector is used?

Here we should consider not only what level/s of government the information corresponds to, but
also the definition of public sector itself. In a federal system, each of the jurisdictions within the
various levels of government has its own fiscal policy, though it is not independent.That is, each
jurisdiction manages its own budget, according to its own resources, such resources originate in
transfers from the other levels of government, and there are limitations as to its capacity of indebtedness.
Therefore, when working with fiscal numbers, an item to be taken into account is their scope.

In other words, apart from considering if figures correspond to the national government,
or to the provinces, municipalities, or whether they are the product of a consolidation process,
we should also determine in each case whether they only include the central government or
whether they also include decentralized organizations, social security institutions, state-owned
companies, etc.
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Which reporting criteria or times are used?

The internationally accepted accounting reporting criteria are the "accrual basis" and the "cash
basis". The "accrual basis" criterion corresponds to the flows of funds effectively realized
regardless of the moment in which payment or collection occurs. Under the "cash basis" criterion,
incoming or outgoing funds are reported regardless of whether the expenditure or revenue that
generated the fund disbursement corresponds to the period in which they are being paid/collected
or not. The use of one criterion over the other depends, essentially, on the use made of information.
That is, if the objective is strictly financial, such as defining the financial needs of the treasury,
the criterion to be used will be the "cash basis". Now, if the budget execution is being analyzed,
the best criterion is that of "accrual basis", since under this methodology, the economic events
are reported in the period in which they occur, regardless of their collection, payment or expiration.

What is the unit of accounting data is presented in?

This question refers to whether information is presented in current prices, that is, in prices effective in
the period under consideration, or whether they have been corrected by any inflationary measure to
convert them to constant prices, taking a specific period as the basis.  Figures may also be presented
as a percentage of the Gross Domestic Product (GDP) or other economic indicators. Thus, the amount
of Debt Interests is usually shown as percentage of exports, Public Investment as a share in the Gross
Fixed Internal Investment of the national economy or some expenditure in particular may be presented
based on the total expenditure of the economy.

How do fiscal figures respond to seasonality?

Seasonality is an additional point to be considered, especially when working with monthly or quarterly
data. Revenues and expenditures may be increased or decreased at certain times of the year. Let's take
the example of Argentina. VAT collection is usually increased in January as a consequence of the
seasonal Christmas shopping surge. In terms of expenditure, in July and January there is an increase
in the remunerations appropriation, as civil servants and pensioners are paid their Thirteenth Salary in
those months.
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What is the quality of the information used?

Finally, fiscal figures may correspond to the budget execution itself or to "projections", as in the case
of figures included in the Budget Message. Likewise, the execution may be presented on the basis of
final, temporary or estimated data.

As a final note, it is proper to state that the way to analyze budget information is not just
looking at the tables of data and calculating variations between various years. Citizens must go deeper
into the figures to find out more about the government priorities and plans. Thus, the analysis of
budget figures together with the programmatic content of government actions, statistical and economic
information, as well as population profiles, will enable to put the objectives of public policies in a
given context, including resources allocated and their actual probabilities of reaching their objectives.
Only with a complete panorama will it be possible to progress towards a higher accountability of
government.





Analyzing the defense budget implies making -basically-the same questions that we would make for
the study of the national budget, but with a focus on the institutional nature of  defense. Following the
logic presented in the previous sections, about who does the spending, what it is spent for, what it is
spent on and how spending is funded, we will outline some of the elements for the analysis of defense
budgets in the region.1

6.1 Who does the spending?

Almost all governments in Latin America have defense ministries/departments leading the
armed forces.2 The existence of these ministries, including the universe of armed forces, specialized
bodies (meteorology, hydrography, research and development, etc.) and defense-related manufacturing
companies, allows us to answer the question of who spends the budget.

However, we should note that not all countries apply -rigorously- the accepted principle of
unity and universality in their defense areas. These principles propose that there should only be one

c HAPTER 6

Initial suggestions around the
analysis of the defense budget

1 See a brief terminological definition for the budgets of the region in Annex 4.
2 See the Comparative Atlas of  Security and Defense of the RESDAL to visualize the characteristics and operational aspects of the

ministries of defense in Latin America. See http://www.resdal.org.ar/atlas/main-atlas.html



THE DEFENSE BUDGET74

budget that contain all expenditures and revenues of the entity for which it is elaborated. Consequently,
our particular "who" (the Ministries of Defense) may fail to include expenditures that are made through
other ministries/agencies for the conduct of activities that pertain to defense. In our region, this deserves
a special consideration, since the idea of maintaining as much information as possible outside the
realm of public knowledge is deeply rooted in our history. In budgetary affairs, this is revealed by
various practices, such as an intensive use of "reserved expenses", information presented at excessively
general level, or defense expenses disguised in other ministries.3

3 RESDAL is carrying out a research project on transparency of the defense budgets in the region. It has already published the cases
of Argentina, Ecuador, Nicaragua and Peru. See http://www.resdal.org.ar/papers/main-papers-resdal.html

                         Executing Unit.

General State Secretariat Directorate 

General Defense Information Directorate 

Army General Staff 

Navy General Staff 

General Staff of the Air Force 

National Directorate of Civil Aviation and Aeronaut. Infras

General Civil Aviation Directorate 

National Health Directorate of the Armed Forces 

General Aeronautical Infrastructure Directorate 

General Directorate of Services 

National Meteorology Directorate 

Retirement and Pension Funds Servi. of the Armed Forces 

National Bureau of Communications 

TOTAL

Budget 2004
Uru. $ (2000)

555.736.051

 24,475,757

1,514,077,437

823,004,832

577,030,946

19,670,998

39,887,305

412,549,627

621,857,962

11,290,288

12,007,791

30,155,796

35,294,173

4,677,038,963

%     
11,88

0,52

32,37

17,60

12,34

0,42

0,85

8,82

13,30

0,24

0,26

0,64

0,75

100,00

Example 1: Budget of the Ministry of Defense of Uruguay,
per executing unit (2004)

Source: 2004 Budget Act  (Ley de Presupuesto). Uruguay



 SUGGESTIONS FOR THE ANALYSIS 75

Going back to the specific question of who does the spending, there are different levels of
budget breakdown to answer that question in the defense sector specifically. To state that the Ministry
of Defense spends $100 is different from specifying that $15 of those $100 are assigned to the Ministry
of Defense proper, $40 to the Army, $25 to the Air Force, $20 to the Navy, and so on. Likewise, we
could go even deeper "institutionally" as to descriptive levels, and break down the Army budget, for
instance, into army corps, brigades, and regiments. In that regard, we can say that the institutional or
administrative classification of defense spending will be more transparent if it matches the
organizational structure of the Ministry of Defense and the Armed Forces.

Example 1 is an institutional breakdown of the defense budget in Uruguay, as a first
example. We can identify -in general-the organizational structure of the Ministry of Defense and its
relative role in the allocation of resources, where one third of the budget is allocated to the Army
General Staff. The consistency and quality of this classification will depend on the level of agreement
between organic levels broken down in the budget and the levels contemplated in the organizational
charts of the appropriate jurisdiction. It will be richer if the institutional breakdown includes various
levels of the organizational structure.

Most defense budgets in the region hopefully specify the expenditures of each branch;
however, we know that, operationally, the Air Forces are divided into air brigades or companies,
Navies into naval bases and Armies into brigades and regiments. Why shouldn't we break down
spending into these more open components? This factor deserves consideration, since it will
allow to evaluate the degree of transparency with which each country submits the defense budget
and will define clear guidelines as regards additional information to be requested to the various
government levels.

6.2 What is it spent for?

At first sight, the mere formulation of this question in the case of the defense budget may seem
trivial. There is a temptation to automatically resort to each country's own definition of defense
to answer the question. Therefore, we will encounter answers such as "to defend the country's
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sovereignty", "to assure territorial integrity", "to repel external threats".4  However, nobody
ignores that, in order to comply with those final objectives, it is necessary to perform very
diverse activities, such as training officers and NCOs, building and operating hospitals and
health units, building roads and bridges and carrying out training exercises.

The so called functional classification precisely tries to disaggregate the defense budget
into functions according to the nature of activities carried out by the armed forces. The catalogue of
functions that the vast majority of Latin American countries have adopted for the functional
classification of their national budgets (and particularly their defense budgets) is based on a standard
promoted by the United Nations and the IMF, called "COFOG" (Classification of the Functions of
Government). Such catalogue identifies 10 broad areas (General Public Services, Defense, Public
Order and Security, Economic Affairs, Housing and Community Services, Health, Education, etc.),
opened up in 63 specific groups which are in turn divided into classes.

According to the COFOG, the defense division is made up of 5 groups: military defense,
civilian defense, foreign military assistance, research and development related with defense and
unspecified defense. However, the defense division explicitly excludes  base hospitals (which are
assigned to the health division); military schools and academies5  (assigned to the education division),
pension plans for the military personnel (assigned to the social protection division). In some cases,
we can also find armed forces expenses in the economic affairs division; these expenses come from
activities related to air traffic control or promotion transport services.

As way of example, let's see how Argentina has tailored the COFOG. In this case, the
defense division of the COFOG is called "purpose: defense and security services". As detailed in the
following table (Example 2) containing the executed budget of the Ministry of Defense in the three-
year period between 2001 and 2003, defense and security services represented -on average- only
54.5% of the Ministry's total spending. It is important to emphasize that the 43.3% of the social
services category (education and health, among others), is an expense effectively executed within
the Ministry of Defense, but which has been classified as such because of the nature of its activities.

4 See the Comparative Atlas of Security and Defense of the RESDAL to compare the definitions of defense in the countries of Latin
America.
5 The condition imposed by the COFOG to assign them to the education division is that the curricula of those schools should be analogous to
the civilian institutions, even when access to them is restricted to military personnel and their families. However, this condition is frequently
ignored, and the expenses of most schools and academies are assigned to the education division.
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Example 2: Budget of the Argentine Ministry of Defense broken down by purpose

                  Finalidad

Administración Gubernamental

Servicios de Defensa y Seguridad

Servicios Sociales

Servicios Económicos

Deuda Pública

TOTAL GENERAL 

12.205

1.853.369

1.478.704

83.587

471

3.428.337

0,36

54,06

43,13

2,44

0,01

100

15.818

2.035.422

1.518.241

99.041

34

3.668.557

0,43

55,48

41,39

2,70

0,00

100

0,41

54,11

43,14

2,28

0,05

100

18.147

2.368.961

1.888.779

100.043

2.383

4.378.314

Purpose
2001                            2002                       2003

$ ,000          %           $ ,000        %       $ ,000   %
Government Administration
Defense and Security Services
Social Services
Economic Services
Public Debt

Source: Own elaboration based on consultation to the SIDIF

According to the Argentine catalogue, the Social Services function includes health, social
assistance and promotion, social security, education and culture, science and technology, employment,
housing and urban development, potable water and sewerage. Economic Services include functions
such as power, fuels, and mining, communications, transportation, environment, agriculture, industry,
trade, tourism, insurance and finance. It is evident that some of these roles are directly related to the
business, organization and objectives of the defense sector, but the percentage that corresponds to it is
actually difficult to be determined. If we take education as an example, it is clear that all items assigned
to the military academies that educate and train the Armed Forces personnel is directly related to the
sector objectives and, hence, they are closer to a defense expenditure than to social services. However,
schools that provide basic education to the children of military personnel do not have a direct linkage
to the purpose of the sector, but are rather a benefit granted to those who serve in it.

Another example of COFOG's adaptation to the defense budget is the Mexican case (Example
3). As clearly shown, the similarity of the Mexican budget breakdown and that of the previous example
is remarkable. The Government Administration function of the Argentine catalogue may be related to
the Mexican Government Management function. Likewise, the Argentine Social Services function can
be understood as a construction of both the functions of Health and Education in the Mexican example.
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As opposed to the Argentine case, in Mexico almost 70% of the Defense budget is assigned
to territorial sovereignty, whereas a relatively more reduced percentage (13%) corresponds to social
functions.

6.3 What is it spent on?

This is the question most often answered by public budgets. Initially, budgets used to project the input
intended to be used, without specifying what purpose those items were acquired for. In most Latin
American countries, the need to describe what is acquired has been satisfied for some time by elaborating
some kind of catalogue of goods and services. The arrangement of spending according to this criterion
is usually called classification per Object of expenditure or Group of expenditure.

As in any activity, defense requires human resources, consumable goods, services of various
kinds, capital goods, etc.  In this sense, special attention should be paid to the catalogue or accounts
plan designed by each country, considering its structuring and, most importantly, what each account
covers.6

Example 3: Mexico's Defense Department Budget, by purpose

Function                                              2003 Budget                                        %

Government Management 
National sovereignty 
Public order and law enforcement 
Health
Education

TOTAL

6 The Comparative Atlas of Security and Defense of the RESDAL has researched and presented the budgetary classification manuals
that contain catalogues of goods and services.

Source: 2003 Budget Act (Ley de presupuesto). Mexico
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$ ,000           %              $ ,000          %          $ ,000      %
Personnel Expenses 
Consumer Goods 
Non-Personal Services
Fixed Assets
Transfers
Debt Services
TOTAL EXPENDITURES

The Argentine catalogue, for instance, is broken down into sections and items (main and
partial). Below we present this classification of the Ministry of Defense, at the level of sections, for
the 2001-2003 three-year period. This perfectly portrays the picture of the military instrument in
relation to the funds used for salaries and operations (Example 4). In the case presented here, items
for personnel and transfers (mainly retirements) represent an average close to 85% of the total spending.

Group of Expenditure                                                Budget 2004                     %

Debt Amortization
Goods and Services
Debt Interests and Rates
Investments
Financial Investments
Pension Funds Obligations
Other Current Expenditures
Other Capital Expenditures
Personnel and Social Obligations
Contingency Reserve
TOTAL

Example 5: Budget of the Ministry of Defense of Peru, per group of expenditure

Example 4: Budget of the Argentine Ministry of Defense,
per object of expenditure

Source: Own elaboration based on consultation to the SIDIF

   Source: Budget Act (Ley de Presupuesto) 2004. Peru
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In the case of Peru (Example 5), for instance, money assigned to personnel and retirements
accounts for 55%, whereas goods and services represent 31%.

A way of reflecting on the budgetary classification criterion used here is to analyze the
relations between different inputs. This means identifying the share of an input A as opposed to an
input B. Probably the simplest and most universally studied example is that which relates personnel
expenditure to the rest of expenses on goods and services. That is, what this relationship reveals is
the intensity of the use of "labor".

6.4 How is spending funded?

The last question we will address in order to contribute to the analysis of defense budgets in Latin
America  relates to the origin of funds for budgets. In general, at least 3 or 4 valid sources of funding are
found in Latin American countries: General Revenues or the National Treasury, that relate to the bulk of
available taxes collected by the government; Assigned Resources (Recursos Afectados), that is, funds
collected by virtue of a specific rule that expressly specifies the destination of such funds; the government's
Own Resources, resulting from the sale or supply of goods and services by specific public entities; and
finally, Debt, which may be internal or external.

Example 6: Budget of the Ministry of Defense of Brazil,

per source of funding

            Source of Funding 

Treasury

Other Sources 

TOTAL

Budget 2004

26.062.496.328

2.006.485.786

28.068.982.114

92,85

7,15

100,00

%

Source: Budget Act (Ley de Presupuesto) 2004. Brazil
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7 Annex 3 identifies the fiscal information generally available to the citizens.

This represents the funding structure of the Ministry of Defense in Brazil, in the budget project
for 2004. Just as in almost all Latin American countries, the funding from the National Treasury has a
decisive weight, with almost 93% of all funding.

In the case of defense budgets in Latin America, such breakdown per source of funding will
allow to evaluate the degree of financial autonomy of the armed forces with respect to the central
financial agency (namely, the Ministries of Finance). To the extent that the General Tax Revenues
become the main component of budget funding, there will be more limits to self-determination regarding
defense spending size and makeup. As regards its own resources, we could say that they are usually
collected from subsidiary activities of a commercial or industrial nature. The degree of military
penetration in the economy deserves to be analyzed since, depending on the case, we may find armed
forces interest in various sectors such as hotel management, commercial fishing, banking and industries.

These trends are based on historical industrialization processes and the subsequent democratic
transition. The  military leadership, who held power in the region in most of the 20th century, was trained
under a logistic doctrine that emphasized the assurance of supply provision. Simultaneously, the low level
of industrialization in our economies strengthened the idea that the government could take an investor role
and replace the private sector. This context explains why specific funds assigned to defense expenditures
in the region stayed for years, including the "Copper Act" in Chile, the petroleum royalties in Ecuador until
1999, or the produce of a wide variety of business undertakings (hotels, banks, transport companies) in
several Caribbean countries.

6.5 Where should we look for information?7

The first thing that every researcher should do is identify the information required according to the analyses he/she
intends to undertake. Since budget information is classified according to various criteria, reflecting different aspects
and times of resource allocation, it is key to define -very clearly- what it is that we want to know in order
to find it. An initial proposal for a research process to be followed when working on the defense
budget is the following:
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. Constitutional Provisions (National Constitutions)
· The administrative competencies of ministries and agencies (administrative

   organization or ministry laws)

· The way the budget system works (organic laws of the budgetary system)

· The way the defense system works (defense or national security laws)

· Resource and spending annual budget (budget laws)

The first step is to review the constitutional provisions regarding government financing in
general. These provisions (except for an express reference in the Constitution) cover the defense
sector, and are the first layer in the framework used for analysis. Aspects such as yearly budget
submission, parliamentary approval as the necessary authority to impose charges and approve
expenditures, the establishment of a central authority to coordinate the use of resources, etc., are
typical elements to be considered in the analysis. References must then be found in relation to the
missions of the armed forces, their constitution and operation. Most likely, these references are of a
general nature, but other rules and regulations should be in line with them. At a lower regulatory
level, they are generally regulated by law.

Administrative organization laws will allow to determine the organizational structure of the
government and the distribution of functions and responsibilities. In our specific area, it will give us
an idea of the nature of the work distribution between the Ministry of Defense and the armed forces
for the formulation, execution and control of the defense budget.

The laws of the budget system will determine actors, processes, products and schedules for
the various phases of the budget cycle (budget formulation, approval, execution and oversight).  Unless
there is a special legislation for the defense sector (something common in the past, but increasingly
not used) in this law and its regulation, we will find a description of the process mechanics for the
allocation of resources to the armed forces.

National defense laws will provide a conceptual definition of defense, establishing the scope
of this term, assigning missions and objectives to the military instrument and establishing hypotheses
for its use. It is also possible that official publications, such as white papers, may supplement and
deepen the subject. In any case, for our purposes, this law will determinethe budget scope, stipulating
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the institutional ramifications the armed forces will have.

One of the most conflicting and difficult issues to deal with when we analyze budgetary transparency
in defense is that of  out-of-budget spending.

A good way to approach this phenomenon is by observing the origin of the revenues that finance
defense spending. This aspect is important, because the different sources of revenue have attributes
that imply a variable degree of discretionality and, therefore, susceptibility to transparency. It is
clearly obvious, for instance, that the expenditures that are financed with resources from the national
treasury have more transparency as compared to the expenses whose financing comes from revenues
collected by units or bodies at a decentralized level. The centralization of the collection and subse-
quent distribution of national taxes eliminates the uncertainty of the spending in two dimensions:
volume and destination. How much the armed forces are going to spend through these resources
(volume) and on what (destination) represent data externally provided by the central body (generally
the Ministry of Economy or Finance).

On the contrary, the expenditures that are financed with resources that are collected in a decentralized way
have a larger degree of maneuver. Although the central body provides just as rigid guidelines for the
execution of this type of expenditures, the truth is that there is no effective way of knowing per se when or
how much is collected. For that, it should accept the information sent by the collection entities. In this case,
the armed forces. On the other hand, these collection bodies many times have incentives to under-inform
and under-enter in the circuit the funds that are collected, because they face the uncertainty of losing them
if the central body finally does not authorize the spending.

Every now and then in Latin America there are cases where some unit of the armed forces is trading
some good or rendering some service, whose product is not reflected in the budget. In general, this
occurs in contexts where the units are under a high operative restriction. However, it must be assumed
that this kind of behavior is counterproductive, to the extent that they promote the generation of
suspicious visions that contribute tensions to the relations in the region and inside the countries.

Out-of-budget defense spending
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 Annual budget laws will be the core element to be considered in the study of resource
allocation. They will contain defense budgets, where defense is understood as a sector or purpose.

Regular budget execution reports will indicate the effective evolution of resources allocated
to the defense sector, as well as deviations with respect to the original provisions provided for in the
budget law. Since reports are only partial (i.e. usually monthly or quarterly), deviations are not generated
with reference to the total budgeted volume, but to the normal rhythm of execution (for instance,
without seasonality 50% of the budget should be executed by the middle of the year). The expenditure
account will represent a document to close the fiscal year, detailing to the maximum level of
disaggregation the final execution of the pertinent fiscal year.

Finally, it is worth mentioning that there are several sources and various proposals that have
been developed internationally to account for and systematize defense spending. For more details,
see annexes 5 and 6.
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7.1 Influence and Participation. Concept and Scope

Incidence is the result of a process based on power and participation. Participation may be understood
as the ability and possibility for individuals and groups to influence the conditions that affect their
lives. It is an attribute, a skill, a basic need; the satisfaction of that need for participation is connected
to the requirement for identity that every human being has. It is also understood as the possibility to
influence, through the existence of concrete conditions and mechanisms that allow the intervention of
individuals, groups and institutions.1

Mario Róvere2 claims that it is possible to understand participation as one of the mechanisms

1 Mercedes Jones, Sociedad Civil y Procesos de Incidencia, Foro del Sector Social, April 2003.
2 Ibid.

c HAPTER 7

Strategies for the Incidence of
Civil Society on the Defense
Budget
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for the distribution of power and, therefore, as one of the cornerstones of participatory democracy, a
more mature form of democracy. Participation as a mechanism for collective influence and citizen
control is an orderly intervention of individuals and organizations, which creates guarantees for the
possibility of improving the democratic model.

Participation is conceived as an element that transforms the democratic system, grants it a
different dynamism and, at the same time, requires permanent communication channels between the
political leaders and the citizens. Participation is the initial step towards the establishment of the social
control over public expenditure. The term "social control" refers to a particular approach to the control
function, according to which society plays the role of major supervisor of public actions. For that
purpose, it is necessary to define control levels, which will allow the gradual development of social
interest and of the abilities necessary for the exercise of such supervision. From these premises, the
levels of participation may be classified as follows:

The first level is information, which is the elementary level to start from if we are to achieve
influence. It implies counting with the necessary information, in terms of quality and quantity, to be
able to analyze and generate proposals supported by objective data or elements of reality.

A second level is opinion: based on information, it is possible to adopt positions. Positions,
ideally, are the basis for decision-making following their expression, from the point of view of society.
Election times are the most visible moments for positions, but studies confirm that, when there is no
permanent expression of opinion, there is usually a trend towards the appearance of new opinions,
contrary to the defined interest.

A third level is decision-making. In decision-making, again, we observe the fact that the
absence of active participation in all times of public activities leads to new and illegitimate claims
reaching the political center and imposing their strength.

We have chosen to use the concept of incidence, with a more limited meaning than advocacy,

3 The word advocacy comes from the Latin Advocare and means support to somebody who needs something. (Inés González Bombal,
specialist in Advocacy issues and researcher of the CEDES in Argentina).
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since it reinforces the idea of the object we wish to incidence, and does not make reference to the
origin of the action, that is, the cause or the rights we are defending.3 We should also make a distinction
between incidence and the concept of civic lobby. In its wider sense, the term lobby is used to refer to
the efforts to influence the ideas and actions of people who have decision-making power, by talking
directly to them, at their offices or in corridors. It implies exerting pressure so that they adopt or
refrain from adopting certain decisions.

Incidence is a wider concept; it covers a range of activities that is large enough to include
any individual, group or organization in different contexts. Whereas lobbying always implies
influencing, incidence does not always refer to a lobbying action.4

7.2 Steps towards the Incidence of Civil Society

Why get involved in the applied work of defense budgeting?

As was analyzed in the previous chapters, defense, just like other fields of reality, has particular
features that must be taken into account when thinking and deciding on the actions to be carried out.
Transparency will be achieved when the policy of the area finds its expression in the budget. With
that main objective it is possible to undertake actions to influence the dynamics and results of the
decision-making process, which is expressed in the budget cycle but does not end there.

If we consider that incidence is the result of a process in which the analyst or organization
participate and try to promote the achievement of values to build a democratic environment, the
defense sector is not absent from that general pattern. Defense is one of the State policies and that
alone should be a reason for society to become interested in its design and resources allocated to it.
But it is also the policy through which the State expresses its monopoly over the use of force, which
involves a potential risk to life for those who should serve in the area (whether a professional or a
citizen in the case of an armed conflict), and which accompanies the design of foreign policy in an
international environment with increasingly higher demands.

4 Mercedes Jones, op. cit.
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This leads us to another characteristic of the defense good: defense as a good is provided in
order to face external threats that may haunt the Nation. In this sense, the perception of threats that has
guided the relations between many countries in the region for decades corresponded to objective elements
of international relations, and also to subjective elements resulting from information that was not always
complete and reliable. The development of new relations among countries in Latin America has found
a key instrument in confidence building measures for the change from a logic of conflict to a  logic of
cooperation.

Transparency as a confidence-building measure reduces the uncertainty about changes in
the countries' capabilities and intentions. And the defense budget is the area that clearly reflects the
volume and destination of resources that feed country policies. Therefore, budget transparency in
defense has been stipulated as a confidence-building measure in the Second Regional Conference on
Confidence-Building Measures in San Salvador (1998). And although the highest transparency will
come from the action of governments, the work made by individuals and organizations in civil society
for a sustained and coherent consideration of this issue will allow to strengthen and accelerate that
process in each country.

Actions for an Incidence Strategy

The characteristics mentioned above imply that any incidence strategy in the area of defense will
make sense if designed in accordance with:

-  A general objective that connects - in accordance with national reality - both policy
and budget, in order to support the development of the democratic process and the
effective design of the defense policy.

- The interconnection of particular objectives that will be designed in accordance
with the overall objective.

- The combination of short-term strategies, mainly thinking of the medium and long term.
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Thus, it will be possible to assume the complexities and sensitivities of the area and avoid
the short-term temptations in terms of personal or organizational public image, instead of
the needs of the policy itself.

   For that, it will be necessary to:

A. Define a strategy
B. Project times
C. Count with human resources
D. Count with financial resources
E. Plan the expected results to evaluate the process

Let us explore a hypothetical case and the possibilities that could emerge. Let us consider
the case of an organization that begins to explore the budget preparation subject (following international
requirements for transparency, the particular interest of any of its members, etc.). This insight reveals
that, in the country, the defense budget is a black box, not only because of its complex technical
approach, but also because an analysis of this kind implies beginning to make questions about how
that budget expresses the design of the defense policy and its feasibility in the current international
environment. Then, it decides that -given its objectives and missions- it will devote part of its actions
to try to incide that aspect of national reality, and it begins a process characterized by the following
steps:

A) Define a strategy

In the definition of the strategy it is important to:

i) Identify the problem we would like to approach

Different problems imply different objectives and activities. Working on defense budgets is a useful
definition, but too wide when it comes to designing the consistency of actions. Are we going to work
on the promotion of the need to analyze budgets? On concrete figures? On the confidence and
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transparency of budgets among different countries? It may be based on all, one, or none at a given
time. It is important to clearly define what problem/s we would like to approach, and for each of them
undertake a separate road.  Latin American countries, in general, have a historical problem with the
definition of defense. There is usually a confusion between internal security and defense subjects, as
a result of which budgets can not reflect real needs.

According to the case we are presenting, the problem we define is the need to identify the
policy the current budget is expressing, its feasibility, and adjustments that should be made in order
for the budget to reflect the policy. Some of the questions we could consider are:

- What is the existing pattern of national interests and objectives, defense objectives
and public defense policy?

- According to what principles and reasons are bases established to design the defense
budget?

- What is the relationship between this budget and the macroeconomic policy of the
country in general, and the design of the defense policy in particular?

The sensitivity of the defense area, the general rigidity of its budget, the amounts of its
items, are some of the characteristics to be taken into account. Likewise, it will be necessary to
consider leading actors in the area, such as the military forces (led by the governments in a dynamic
political relationship that sustains and supports democratic construction).

ii) Identify the legal and political situation to analyze the feasibility of a strategy
of this kind

Once the problem has been defined, it will be necessary to evaluate the real possibilities for action,
offered both by the legal framework and the political environment. This will reveal whether it is possible
to approach the problem directly, or whether it will be necessary to look for indirect approaches, which
after some time will allow a direct approach. It is essential for a direct approach to be possible that there
be a rapprochement between society and its political representatives.  Most of the legal obstacles for
monitoring the public budget by the population may be corrected by the legislative branch.
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In our imaginary case, the legal framework may determine concrete difficulties to have
access to disaggregated information of the defense budget. That constitutes an intermediate problem,
which is access to the information. In that case, it will be necessary to count with a strategy aimed at
solving this problem, before approaching the major problem. This is an illustration of one of the basic
principles to be assumed for the incidence approach: be willing to redefine problems and objectives,
if that helps to introduce the issue, even if that implies taking a longer road to approach the main
objective. If there were political impediments that determine the inconvenience of a direct treatment of
the issue, it will also be necessary to define ways for working on them.

iii) Identify the needs of the population targeted by the project

Although the whole population will benefit from a better quality and efficiency in the defense budget,
there is a specific group that will be the target of actions to be undertaken and, in this case, that group
will be made up of decision-makers, members of the armed forces, academicians, and opinion makers,
that work in the area of defense at a national level. Their needs must be contemplated, since their
actions will have a positive result and better chances of openness and reception.

For instance: Is there a need for more technical knowledge, for information from compared
experiences; for the generation of channels of dialogue through which the civilian and military actors
may put forward their various concerns about the reality of defense?

iv) Define objectives and activities

At this point in the example, our project tends to collaborate so that the various actors involved in
political decisions may trigger a debate about policy and budget. To that end, we may establish objectives
and the activities that will help us attain them.

Objectives:

- Promote awareness in the actors involved in decision-making in defense about the
importance of relating the budget to the debates on policy concepts.
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- Make citizens sensitive to the importance of defense, and its budgetary expression.

- Learn about the reality of each stage in the defense budget cycle.

- Support the development of programs that research the budgetary reflection of the
defense policy in the country during the past decades.

Activities:

In order to meet the objectives, we will have to define activities. As an example, let us think
of activities along several years. Real times will bear a relationship with the possibilities for action, to
the political situation and even, in some cases and due to the sensitivity of the issue, to the internal
agreements within the organization itself.

During the first year, the activities would contemplate internal and external aspects. Internally,
it is worth considering the following:

a) Selection of the work team: do we have our own capabilities or do we need to
introduce a specific type of professionals?

b) Training and appropriation of the subject by the team (training could be provided
by organizations with experience in the area).

c) Define what we are going to do: budget analysis, citizen awareness, influence on
the defense policy.

d) Define the coalition work,5 whether alliances will be formed, and with whom.

e) Define the relation with the actors: this should be, according to the situation presented,
a relationship of cooperation rather than confrontation.

f) Drafting of a specific project to investigate the operation of each stage in the defense
budget cycle of the country, and another project to analyze how the budget behaved
during the past years in those cases in which information is available. This will also

5 The characteristics of the coalition are: 1- short term; 2- for a single public issue; 3- for a single public policy; 4- for a wide range of
public issues or policies.
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include an analysis of the relation between expenditure and the national defense policy
in the same period.

Externally, elements such as the following should be considered:

a) Awareness of the beneficiary population (seminars, workshops, drafting working
documents).

b) Meetings with government officials to present the issue, send letters, contribute
material from other experiences, express the will to work in cooperation rather than in
competition, make the knowledge of the organization available, receive suggestions,
confront their own opinion with the official experience, etc.

c) Initiate meetings to begin to make the mass media aware of the issue.

d) Awareness of other organizations of civil society, so that they get involved in the
budgetary issue of defense (for instance, organizations of the country that work on
budgets in general).

e) Generate alliances with Universities, Centers of Strategic Studies, and/or Professional
Associations for the analysis of the public budget.

f) Produce hard information, didactic and of easy access, about the composition of the
budget.

During the second year, the activities could be oriented to:

a) Strengthening the alliances: Is it possible to look for cooperation with institutions
from other countries?

b) Making a pilot exercise, after defining the methodology agreed with the various
actors, for the implementation of a mechanism of participation in budget preparation
and control.

c) Produce hard information, didactic and of easy access, about the composition of the
defense budget.
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v) Define alliances, actors and discourses

To be introduced in the issue and approach the problem -in this case, analyze the relationship between
policy and budget and begin an awareness process about the need for this relation- we may think of
the strategic design of alliances that allow a higher strength and ability to deal with the issue in all its
complexity. To promote and consolidate the action and experience of a work of this kind, new in the
region, it may be key to work in a network and in cooperation. That will imply defining:

- the actors involved in the problem.

- the discourse or message to be worked on with each of them.

Let us see some of the most relevant actors for this case:

I. Executive branch: it is the main actor in our problem, and therefore a contact
must be found to allow the organization to present its proposal and concerns. This may be with the
Ministry of Defense, or with the Ministry of Economy and Finance (decision-makers and personnel
directly involved in every day tasks), as well as with the Ministry of Foreign Affairs for the design of
the foreign policy that supports the defense policy. This may generate a connection that allows a
better understanding of the information, disseminate the idea of a consistent relation between policy
and budget, and promote a dialogue that helps strengthen the abilities for the conduction of the area.

II. Legislative branch: relation with the defense and budget committees, offering
training in budgetary issues, and results of the investigations that may be conducted. Given the problem
we are approaching, and being the Legislative the main actor in the approval of the budget, a goal of
this relationship could be to generate in the representatives the need to analyze the way the budget
expresses the policy the country is willing to implement, and establish a fluent relationship with the
Executive in order to present ideas and modifications.

 III. Armed forces: the channels of communication are essential, since these are the
main actors for their participation in planning and their experience in the execution of the defense
budget. These channels of dialogue will help the organization better know the reality of the problem,
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think of new work alternatives, and incorporate a technical knowledge to the debates it proposes.

IV. Political parties: if we speak of policy design, the political parties should be
included in the strategy of the organization, basically to generate a greater awareness about the main
problem defined.

V. Universities, research centers: we may generate academic cooperation alliances,
in order to carry out the research programs and involve them in the independent analysis of the
defense budget in a didactic manner and of easy access.

VI. Mass media: the action with the mass media in a problem of this kind could
be defined according to the opportunity criterion, to disseminate activities and propositions once
they are made and the connection with the various actors has been initiated. Thus, and according
to the political sensitivity existing in each country, the organization may determine the timely
moment so that this kind of alliances contributes to the discussion of the problem.

VII. Experts and organizations from other countries in the region: maximizing
efforts and seeing compared experiences may be another key element for the development of the
action that the organization wants to undertake. For instance, organizing a workshop with the
attendance of experts in defense budgeting and political design for defense, to discuss the
importance of the relation between both, as well as the international and regional trends in the
issue.

TO DEFINE THE STRATEGY IT IS IMPORTANT TO:

1.IDENTIFY THE PROBLEM 

WE WANT TO APPROACH

2. IDENTIFY THE NEEDS OF THE

BENEFICIARY POPULATION

4. DEFINE OBJECTIVES

AND ACTIVITIES

5. DEFINE ALLIANCES,ACTORS 

AND DISCOURSES

3. IDENTIFY THE LEGAL AND POLITICAL 

SITUATION TO ANALYZE THE FEASIBILITY 

OF A STRATEGY
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B)  Times, Human and Financial Resources

Each of them should be a particular item of consideration and discussion within the organization. If we
wish to deal with a problem such as the connection between policy and budget, we must think of an
action sustained in time and for the medium and long term. It is important to remember the particularities
of the defense budget, especially its rigidity and the dimension of the items that compose it.

The human resources should include specialists both in budgeting and in defense, with at
least part-time availability. The projection should also include the financial resources necessary to
count with the working team, for the development of the workshops, the follow-up of the activities,
publications, etc.

C) Plan expected results to evaluate the process

If the objective was an introduction to the budget expression of the defense policy, a consistent strategy
should include the provision for the expected results, and how to evaluate the difficulties and
opportunities that may appear in the process in order to correct or improve the influence strategy. For
instance:

- What are the main difficulties that affect the decision-maker in the budgetary design
of the policy? Which of them are related to the general political environment of the
country, and which are specific to the defense area?

- What are the difficulties directly related to the stages of the budgeting cycle?

- Are there -according to what can be measured in the connection generated with the
various actors- opportunities to promote an informal debate among them, about the
behavior of the budget variable in defense?
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Actions of influence in each stage of the defense budget cycle

Part of the general strategy that each organization will define to approach the defense budget issue will
be the specific action it will carry out in the budget cycle. That is, its influence will develop in practice
not only in the connection it generates with the various actors and in the investigations it may conduct,
but it will have an opportunity with every commencement and development of the cycle where political
decisions are expressed. Let us see in the example we have described so far, how it is possible to define
actions to influence the various stages of the budget cycle.

- Formulation stage, when the Executive Branch prepares the budget bill.

- Approval stage, when Parliament debates, modifies and approves the bill.

- Execution stage, when the government applies the budgeted resources.

- Oversight stage, when the specific agencies account and evaluate the execution.6

A) Budget formulation stage

Budget formulation is usually the "closest" stage throughout the budget cycle; in practice, the
opportunities for the participation of civil society have been mostly informal and based on initiatives
and connections of the organizations themselves.

One of the strategies of CSOs (Civil Society Organizations) to influence the formulation
stage, is through the discussion of the set of priorities underlying the policy options. In Canada, for
instance, this discussion has adopted the form of alternative budgets, that detail political options and
priorities different from those sustained by the government. Another example of influence in the
formulation is the well known case of participatory budgets, where the governments consult assemblies
of citizens so that they debate and set up their own set of priorities. This method has evidenced, so far,

6 Isaac Shapiro (Ed.), Guía Ciudadana para el Trabajo Presupuestario, International Budget Project, Washington D.C., Parte II, p 28.
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a practical applicability limited to local environments (cities).

For the case of the defense budget, our incidence strategy should revolve around the
analysis and discussion of the priorities defined by the Executive for the sector. The mandatory
starting point would be a careful sequential follow-up of the activities that make up the formulation
stage, which would represent some progress since the budget is a mystery for the academic
community of defense and even for the congress defense committees themselves. However,the
expectation is not exhausted in the mere collection of descriptive data about the process, but the
idea is that the CSOs promote the debate specifying the trade offs existing in the official proposals
and make specific recommendations.

Probably, the first action of incidence should be related to urging the government to provide
budgetary specifications of the productive universe of the sector. At an operative level, this implies
the development of an exhaustive and consistent program structure. Some examples may be:

1) The most important programs of the armed forces are in general those of
"operational capability". These mega-programs reflect the quantitative and qualitative characteristics
of the resources globally assigned to operations, but they don't make a distinction among specific
(of each service), joint (inter-service) and combined (with forces from other countries) operations.
The difference may seem quite unimportant for a budget analyst, but not for a defense specialist. A
wide academic and political consensus has been sustaining for some time the need to reinforce
operative integrity, to the detriment of the training of each service (trade-off between specific
operations vs. joint operations). On the other hand, combined operations with armed forces from
neighboring countries are a recognized confidence-building mechanism that leads to the consolidation
of the regional concept of cooperative security (trade-off between combined operations vs. national
operations [specific and joint]).

2) Although the education and training programs of the armed forces reflect the
number of graduated and trained officers and NCOs, it is necessary to observe the breakdown of
the affected resources to educate and train both. Another desirable aspiration would be, for instance,
to obtain the budgetary breakdown of resources affected to the education and training of the various
services and branches of the army (infantry, cavalry, artillery, engineers, communications, etc.).
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Some operative strategies, as an example, could be:

- Request, collection and critical and systematic analysis of the information contained in the
forms defined every year by the national budgeting offices for the budget formulation in defense.
These may refer with different names to:

a) Budget policy.
b) Resource projection.
c) Program structure.
d) Chart of human resources per jurisdiction.
e) Multi-annual budget.
f) Summary of the expenditure budget per section.
g) Description of the program, subprogram and other categories.
h) Chart of goals and gross production.
i) Chart of human resources per program category.
j) Budget of expenditures of the jurisdiction.
k) Programming of the investment projects, their works and activities, etc.

- Request, collection and systematic analysis of the preliminary budgets of the Defense
jurisdiction and their sub-jurisdictions.

-    Analysis of the official formulation report to National Congress. Use of this instance to
present specific observations with the guidelines determined for the budget bill.

B) Budget approval stage

This stage develops within the Legislative branch; in general, this is the biggest opportunity for
dissemination. The biggest debate and public attention occurs at this stage, so it is a good opportunity
to influence the decisions to be made by the representatives of the people and of the federal states.

   The focus of action at this stage may be located on two centers:
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   1) The forms: The parliamentary debate process, as regards observing compliance with
           the legal powers and obligations of the Legislative  branch at this stage.

   2) The substance: Make contributions about the issue itself: defense.

Given the role of Congress as a body that represents the citizenship, the budget approval
stage that occurs within it is usually judged as the most appropriate for the incidence of civil society.
However, the effectiveness of that incidence is conditioned by the power of Parliament itself in the
budgeting process.

Among the strategies of CSOs to incide on the budget approval stage, we find the preparation
of accessible budget summaries and guides, as well as the organization of round tables and debates.
The target audience would ideally be made up of the legislators themselves, who are responsible for
the approval, their staffers and the mass media.

For the case of the problem that we have proposed here as an example, our incidence
strategy may be focused on the construction of a coordinated work with the defense advisory
committees. A recent meeting of legislators members of these committees in Latin America has revealed
very clearly that the treatment of the defense budgets is not a part of their regular work schedule.7

Whether due to a lack of analytical capabilities or to institutional arrangements that kept them apart
from that decisive job, it is clear that the defense committees must strengthen their role in this discussion.

The strategies at this stage must be centered around the generation of awareness in the
parliamentary defense committees that the substantive and critical analysis of the defense budget is
probably the best and most effective opportunity to influence on the "defense policy". It must be
repeatedly emphasized that, leaving institutional arrangements aside (that the budget bill should have
no treatment in the defense committee), the discussion of the budget is for them an indeclinable
political responsibility.

It is also very important to increase the degree of budget management of the defense

7 RESDAL organized the Workshop-Seminar "Parliamentary Action in National Defense", Buenos Aires, 4-6 November 2003. See
http://www.resdal.org.ar/main-sem-parlamento.html



STRATEGIES FOR THE INCIDENCE 101

committee for another essential reason. It is established by law that every legislative bill, whose
eventual implementation implies expenditures, must specify in detail the origin of the resources. The
initial temptation to sustain that the resources will come from an increase in tax collection is generally
sterile, because it leads to the almost automatic (and justified) veto of the Executive branch. Congress
must assume the scarcity of resources and understand that an increase in a sector usually requires an
adjustment in another. If Congress has managed to build consensus internally as regards a need that
must be funded, it must discuss internally where the transfer will come from.

Some activities could include:

-  Preparation and selective dissemination of an analytical report about the budget bill for the
       sector.

-  Organization of informative meetings at the defense committee.

-  Participation of the competent committees in the debates, such as the defense committee and
       the  budget and finance committee. This could include the whole cycle of regular sessions as
       well as  the debate on the budget bill, both in the committees and in the plenary session.

-  At the end of the budget enactment stage it is possible to make a general report based on a
       scheme to classify the strengths and weaknesses detected during the debate and in the contents,
       together  with a set of recommendations to improve the debate process and the subject content.

-  At the proper political moments, it may be suitable to deploy a communicational strategy in the
      mass media to raise interest.

C) Budget execution stage

Budget execution is a function of the Executive branch. The CSOs may monitor the application
made by the Executive of the funds budgeted by law.
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The analysis may consist of observing:

-   The degree of compliance with the scheduled programs.

-   Whether the amounts are used for the planned destination.

-  Whether the periods in which the funds are applied are in accordance with the
schedule.

-  Whether there is a fund reallocation and whether it is in accordance with the law.

-  Whether the expenditures are in excess of the budget (on execution).

-  Whether the expenditures are below the budget (sub-execution).

-  Whether additional budget items have been incorporated, and for what purpose (for
instance, peace missions).

-   In the hypothetical case that the Defense policy was a part of the President's campaign
platform, it may be possible to analyze the scheduled amount in comparison to other
issues and determine whether it agrees with the promises in the election campaign
(this is useful to analyze the relation between the promises and the achievements during
office).

The activities could therefore include:

-  The publication of execution monitoring reports and their dissemination through the mass
media.

   That report may be submitted to the Executive branch with recommendations to improve their
management and the defense policies, as well as to the Legislative branch, so that they may count
with more information to perform their controller function. The report may also be used to raise
awareness in other SCOs and individual citizens. The results of the report and the recommendations
formulated to the Executive may be presented through workshops and talks. The objective of those
workshops would be to involve other people in the issue, in order to generate a critical mass to have
more influence.
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D) Oversight stage

The main actor in the oversight or control phase is the Legislative branch, through a control body or
external auditor. Additionally, there are the internal supervision bodies, that report to the Executive
and perform a centralized control, requiring regular reports of the expenditures of each jurisdiction.

The SCOs may request the reports from the auditors and/or the government offices in charge
of the control and evaluation of the expenditure execution. That information may be analyzed, translated
into an understandable language, and disseminated in the media to propose changes. In those cases
where the auditors are competent, these reports frequently document improper and misapplied
expenditures and irregularities in the acquisition system.

For the hypothetical case proposed here, our incidence strategy consists of the systematic
collection and analysis of the reports from the auditing bodies (internal and external) and the follow-
up of the implementation of the proposed corrective measures, urging the defense committee to call
on those responsible in those cases where they perceive an excessive delay or lack of will.

The activities could include:

- Systematic collection of the audit reports.

- Request, if the legal framework allows it, the reports from the internal audit units.

- Follow-up of the corrective activities (for this task, alliances may be formed with the
supervisory bodies themselves).

- Proposition to the Defense Committee to issue requests for explanation to those responsible
that may have ignored the recommendations in the audit reports.

Strategies to strengthen the budget analysis

An initial step after having identified the type of work that may and will be carried out around a
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specific issue, is to identify the information available in the budget process, the opportunities to influence
and the alliances that may be generated.

Diagnosis

Most of the successful experiences of budget analysis have implied the development of
analytical capabilities, based on an initial evaluation of the conditions of access to the information and
participation that are presented in the specific context we want to influence. Generating a diagnosis of
the legal framework that supports the budget process and its characteristics, as well as of the information
generated in the process, is important to found the analysis and make the best use of all the opportunities.

Besides the diagnosis of the budget environment, it is important to start from a diagnosis of
the specific issues that may be approached. The best budget technician or economist will have limited
capabilities to understand the implications of particular aspects of the defense or industrial development
spending. The specific knowledge of the sector, and the underlying circumstances, are therefore
essential.

Budget analysis involves an unavoidable learning process, and a long-term effort by the
organizations that carry it out. Just as with experience, the capability of the organization to be involved
in new projects may increase.

Connection

The connection of the organizations that perform applied budget analysis with other organizations
and decision-makers is essential. It must be carried out in three levels:

- within the organization, to improve the work developed in various areas of activity.

- with other groups, to supplement the influence tasks and expand the area of influence of the
  work achieved.
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- with political actors, government officials and legislators, that is, those that make the decisions.

The connection promotes a fundamental exchange of information and allows optimizing
scarce resources. In order to form networks and alliances, the proposals made acquire more credibility
and the organizations get more opportunities to incide.

Training

Training is another essential activity of the groups that work with budgets. One of the main objectives
of the budgeting work is to promote transparency, accountability and the participation of the groups
and individuals affected by the government's fiscal and expenditure policy, and there is no better
way to improve these components than through training. Training programs may be intended for
the legislatures, the media, SCOs, as well for government officials, legislative support staff and
legislators.
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Annex 1: Various Types of Budget Analysis
It is important to point to some of the types of budget research work performed on the basis of
experiences from other countries. Such research is not exhaustive, however, as independent groups
are increasingly exploring new areas and, as a result, are developing new methodologies. But they
provide a preliminary outlook of the way budget information may relate to several subject areas.

-  Economic and tax analysis: This type of analysis seeks to shed light on the
implications that public budgets may have on the economy as a whole. In other words,
if the budget causes an increase in tax deficit and indebtedness, if it promotes economic
growth by means of public spending or a high level of infrastructure investment, if it
contributes to reduce unemployment or improves the economic conditions of certain
groups. This type of work requires a detailed review of budget objectives and goals,
and may challenge assumptions supporting government projections for unemployment,
GDP growth or exchange rates.

- Budget process analysis: Its main objective is to reveal the characteristics of the
budget cycle, the actors involved in each phase and the particular legal framework as
well as political and institutional background. It may include an assessment of its
openness, level of transparency in each phase and the possibilities of influencing or
making changes to the budget. It is also useful to track information availability,
opportunities for discretionality and legal voids.

- Tax and revenue policy analysis: It starts by recognizing the special characteristics of
a country's sources of revenues and the government's tax collection limitations. It
reviews tax system features: whether is it is regressive or progressive, the type of taxes
collected, the taxable base and the system overall efficiency. Most of the groups
dedicated to budget analysis have not devoted the same effort to the revenue side.
However, these are two sides of a same coin, i.e. fluctuations in revenues also affect
spending.

 -  Overall budget analysis: Papers on the subject seek to disclose to the citizens such
information approved in the Budget Law in a clear and easy-to-read manner. Their
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purpose is to prevent budget information from being kept in the state's sphere only,
thus recognizing the importance for society to monitor budget execution. To accomplish
this, the first step is to know the budget and to understand it, in order to then describe
it in a simplified manner. This type of analysis includes the main changes introduced
to the budget compared to previous years, and the main changes in revenue structure,
including their impact on the people. It also covers a description of budget items and
definitions, in order to make them more intelligible.

-  Analysis of specific sectors: This type of analysis recognizes the importance of
specific sectors and studies how resources are allocated to meet that sector's own
objectives. In order to analyze sector budgets, it is important to have information
about the issues they intend to address, as well as their particular indicators and
characteristics. This process also includes a review of the sector priorities, objectives
and action programs in order to understand what the allocated budget can render.

-  Analysis of public policy impact on different population groups: The analysis of
public policy impact delves into how the budget process influences different groups
of people, such as women, children, low-income communities, day workers, or civil
servants. It requires specific information about spending by program, to match the
spent money with the appropriate groups, and evaluates the sector group conditions
vis-a-vis spending, i.e. whether they are in better conditions -or not- compared to
the government goals or others.

- Budgets and Human Rights: All countries have ratified a series of commitments
associated with human rights protection, based on international and regional
agreements, which must be included in their national legislation. Most human rights,
whether civil or political, economic, social and cultural, require the government to
invest in order to guarantee such rights. Consequently, human rights protection is
related to resource availability to implement legal commitments which must be
translated into real actions.

-  Sub-national Budget Analysis and Monitoring: This type of analysis is particularly
important in the context of decentralization and strengthening of state and local
authorities, since it examines the characteristics of budget allocations at the state and
local levels. The analysis delves into the breakdown of responsibilities, skills and
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resources among different government levels, and monitors the use of resources
and management transparency at levels close to the people who benefit from the
policies implemented. In the context of the decentralization process experienced by
many Latin American countries, the sub-national budget analysis and monitoring
has gained a lot of importance to monitor the transfer of political functions from the
federal government to the various local levels of government, as well as to monitor
information conditions and carry out policy evaluations, including changes to certain
programs in the various state or local governments.
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Annex 2: Reference documents and sites for budget work

The Citizen's Guide to Budget Work published by the International Budget Project is the main
reference document for getting acquainted with the subject of budget analysis, its potential and some
specific examples of successful budget analyses. This document, prepared by a large group of experts
and leaders of organizations involved in budget analysis, is a key reference. For more information,
visit http://www.internationalbudget.org/spanishguide.pdf

Generally speaking, resources available at the IBP's web site are a key to different
topics, offering documents and analyses with various degrees of specialization, and links to other
sites and sources of information. For more on this, visit  http://www.internationalbudget.org

The complete document library is available at http://ibp.forumone.com/resources/
library/title.f1ml?letter=O

The paper on "Legislatures and the Budget" by Robert Gustaffson, written for the
National Democratic Institute for International Affairs and recently published in English only, is a
good reference for studying the relationship between the legislative and executive branches in different
countries and offering some guidelines for the diagnosis of the budget process and regulatory
framework. Available at  http://www.accessdemocracy.org/library/1651_gov_budget_093103.pdf

The World Bank's web sites on Public Spending are open to the public and include
papers, dissertations and presentations associated with the different budget process areas. For
English, visit http://www1.worldbank.org/publicsector/pe/index.cfm

OECD's web sites on public administration include more specialized documents with
recommendations and "good practice" codes that can be used as reference material to evaluate the
budget process. For the English version, http://www1.oecd.org/puma/

The IMF's web page offers documents on fiscal transparency that may be used as
reference documents for the evaluation of access conditions to the budget process. English version
available at http://www.imf.org/external/np/fad/trans/index.htm
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Annex 3: Fiscal data available to citizens

Citizens' active involvement to achieve more transparency and an improved public administration is
one of the fundamental values of democracy. This is so because decisions taken at the executive and
legislative branches, not only as regards public expenditure but also funding, directly affect present
and future generations.

An essential requisite for citizens to exercise control through their participation in the tracking
of public accounts is transparency of, and access to, information. The following budgetary information
is generally available to the citizen and divided in two groups: short term information and Medium
and long term information.

Information on current situation

The analysis if the current fiscal condition is performed based on the monthly, quarterly and/or annual
information published by different agencies of the national, provincial or local governments. Generally,
the following information is available:

- The publication of the Budget Bill, the Budget Act and the Balance of Accounts,
with all its corresponding annexes according to the Law of Financial Administration
in force in each particular country, month by month according to a predetermined
schedule.

- Information on budgetary execution (generally, on a quarterly basis). Particularly, on
the evolution of tax collection, the saving-investment-financing scheme of the National
Treasury and the result of the accounts of the National Public Sector. In addition,
quarterly indicators of expenditure execution are generally available.

Also, quarterly reports are required on budget execution (on an accrual basis) of the stock,
evolution and composition of the National Public Sector's debt.
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Medium and long term information

The medium and long term analysis requires harmonized fiscal series. In Latin America, except in
some specific lines of work of the public sector and some of the private sector dedicated to consolidating
statistics, fiscal information is quite divided. Therefore, in many cases it is necessary for short term
information, whether annual, monthly or quarterly, to undergo a previous compatibility process in
order to work with fiscal series.
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Annex 4: Terminology guidance

A person set to understand the defense budget might feel lost when verifying that many of the terms
used in this subject are not found in the terminology used in his/her country or that the definition of a
certain term differs from what has been explained. We know that this will be a very common situation
since, although there are certain universal standards and increasing efforts are being made in order to
harmonize national terminology and practices, there are still some major peculiarities. Notwithstanding
this fact, we can assure that the budgetary systems of most of Latin American countries respond to the
questions we have posed, i.e., they allow us to answer -to a higher or lower degree- who spends in
defense, on which items money is spent, for what purpose and how it is funded. For the purpose of
facilitating research processes to be followed by each country, classification criteria used for national
and defense budgets in Latin American countries is described next.*

* For further information, see Comparative Atlas of Security and Defense of the RESDAL http://www.resdal.org.ar/atlas/atlas-
presupuesto.html
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Annex 5: International sources for defense expenditure

The most important sources are the International Monetary Fund (IMF) (through its publication GFSY
- Government Financial Statistics Yearbook), United Nations (through its standardized instrument for
reporting defense expenditures), the International Institute for Strategic Studies in London (through
its annual publication Military Balance), and the Stockholm International Peace Research Institute
(through a regular program that can be accessed on the Internet).

The references mentioned in the first table (last column) allow starting to differentiate
methodologies used by every source to gather information. It is worth remembering that these sources
do not have the same concept of defense; therefore, scopes and coverage differ among sources,
hampering comparisons and creating confusion. SIPRI, for instance, uses the definition of defense
provided by NATO, which includes all current and capital expenditures incurred to finance the
following:

- The military (including Peace Corps).

- Ministries of Defense and other government agencies involved in defense projects.

- Paramilitary forces, when trained, fit and available for military operations.

- Space military activities.

These expenditures include:

1) Personnel
-  Every expenditure in current staff levels (military and civilians).
-  Military pensions.
- Social services for personnel and dependants.

2) Operations and Maintenance

3) Procurement

4) Military Research & Development

5) Military constructions

6) Military assistance (in the donating country)

Therefore, these items are expressly excluded:
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COVERAGE                                   AGENCY                                                       REFERENCE

A
R

M
 T
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A

N
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ER

D
EF
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SE

 E
X

P
EN

D
IT

U
R

E

International Monetary Fund
http://www.imf.org/external/pubs/cat/
longres.cfm?sk=397.0

United Nations
(Reduction of Military Budgets)
http://disarmament2.un.org/cab/milex.html

International Institute for Strategic Studies in 
London (IISS) http://www.iiss.org/

Stockholm International Peace Research 
Institute (SIPRI)
http://projects.sipri.se/milex/mex_data_index.html

Arms Control and Disarmament Agency 
(former ACDA) U.S.
www.state.gov

Congressional Research Service

United Nations
(Register of Arms Transfer)

Questions to countries according to 
questionnaire based on the COFOG

Information and classification 
delivered by member countries

NATO for NATO-countries and 
budgetary data for non-member
countries.
Use of public information
Follows NATO actions

NATO for NATO-countries and 
budgetary data for non-member 
countries.

Register of "U.S. Foreign Military Sales"

Information and classification 
delivered by member countries

Source: adaptation based on CEPAL (2001)

1) Civil defense
2) Current expenditures on previous military activities.

     -  Veteran benefits
      - Demobilization
      - Conversion of weapon production facilities
      - Weapon disposal.
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** By means of Resolution 35/142B "Military budget reduction".

Based on this definition, SIPRI breaks down the defense budgets of the different countries
and adjusts them, introducing additions or deductions, as applicable, in order to make them comply
with NATO standard. Thus, for example in the case of Argentina, it adds the budgets of the National
Argentine Gendarmerie y Argentine Coast Guard (paramilitary forces) to its defense budget, while
these institutions are an organic and functional part of the Security, Justice and Human Rights
Ministry. On the other hand, SIPRI deducts military retirements from the Argentine defense budget
in spite of the fact that they are an integral part of the defense expenditure in the country.

In the case of the United Nations, the standardized military expenditure reporting system
was introduced by the General Meeting in 1980.**  In the approval resolution, the General Assembly
recommended all Member States to use this instrument and report to the Secretary-General on a
yearly basis. The reporting instrument develops its own classification of expenditures based on the
following main categories:

-  Personnel,
-  Operation and Maintenance,
-  Acquisition and Construction, and
-  Research and Development

The following table describes the number of Latin American countries that, year over
year, have complied with their reporting obligations. It should be noted that participation
(voluntary) is considered at the hemispheric level as a confidence building measure between
countries, allowing to effectively reduce the generation of distorted threat perceptions.
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REPORT
Argentina

Brazil

Chile

Bolivia

Paraguay

Uruguay

Perú

Ecuador

Colombia

Venezuela

Nicaragua

Guatemala

México

Honduras

Panamá
Dominican

Republic

El Salvador

Jamaica

81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 .00 .01 .02

Source: Own elaboration based on United Nations.
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The PPBS was created by a group of scholars grouped under the RAND

corporation and was first applied in the U.S. Defense Department in 1963

at the request of the then Secretary McNamara. Due to its own nature,

this new tool was extremely useful to the Secretary of Defense for his

objective of centralizing the significant power that the different forces

had on decision-making at that time.

P P B S

Annex 6: The Planning, Programming and Budgeting System
(PPBS)

As we have seen before, our budget transparency concept is based on the assumption that
transparency is perfected only when the budgetary document is capable of reflecting sectorial
political decisions, and it is worth mentioning a system that mainly shares that philosophy and has
been broadly applied by defense ministries of various countries: the Planning, Programming and
Budgeting System, widely known as PPBS.

The PPBS may be considered as something more than a budget submission methodology
or a budget formulation mechanism. Strictly, this is an integrated resource planning, management
and global control system that not only allocates available funds to pre-established objectives, but
also intends to integrate in itself the levels of necessary resources, such as the determination of the
priority of national defense objectives. It may be said that it intends to connect the different stages
sequentially and logically, and that its ultimate objective is "turning the budget into the plan's
financial expression".
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The governing principles of its operation may be summarized as follows:***

-  Focus on planning: The traditional model prioritized the control function over
any other task. The PPBS implies a change in the importance given to the different
budget functions, enhancing the relevance of the expenditure planning function
over the management or control tasks. A direct result of this supremacy is the
change in the way of preparing the budget, from an input (or supplies) budget to
an output (product) budget.

-  Financial criteria: The PPBS method provides a vast significance to costs,
reducing the defense issue to merely finding the way to guarantee the best use of
limited funds and resources available. Therefore, it is necessary to explore the
different alternatives, both from the perspective of objectives to be achieved and
that of costs. Financial analysis is not just another element of decision-making; it
is the binding force behind the rest of the factors and, ultimately, the decisive
criteria.

-  Programming: The main innovation introduced by the PPBS is a programming
system that enables to link planning with budgeting. According to the PPBS,
programming extends beyond preparing programs. It is actually an intention
materialized in a solid and continued process of turning the targeted objective into
reality.

-  Rationality: The PPBS's entire philosophy is based on the application of the
maximum rationality to the decision-making process as opposed to simple
"intuition" or "experience", which were the traditional system's operating bases.
The main problem found in assuring this rationality is that a principle to serve as
a basis for these decisions is needed. The main principle adopted consists in
selecting only those options that contribute to enhance the relationship between
the positive values (objectives to be attained) and negative values (costs).

-  Centralization: Decision centralization is another main characteristic of the PPBS.
Considering the growing operational interdependence of the different Armed
Forces' components, the system ends with this force's autonomy to jointly plan
resource usage, imposing a central planning procedure based on the missions instead
of the organizational structure.

***Ignacio Cosidó, El gasto militar, Eudema, Madrid, 1994.
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-  Efficiency: Efficiency is a common denominator that refers to strategy as well as
technology and economy. Therefore, these three elements are not independent matters,
but rather interdependent elements as regards the effective use of resources.

- Carry-over character: The PPBS is characterized not only by a substantial extension
of the time horizon, but also by the idea of continuity in the three levels of planning,
programming and budgeting. This continuity is shown by the cyclic character of the
processes and a system that incorporates annual modifications into a multi-annual
program.

-  Information: One of the main objectives of the PPBS is making sure that decision-
makers have as much information as possible on the relevant issues, in due time and
manner. Finally, adopting the most adequate decisions is just a matter of having all the
necessary information available. In that sense, the new budget systems are in the most
part information management systems. The PPBS is essentially a proper database for
defense policy planning and allocated resource management.

-  Quantification: The analysis method imposed by the PPBS requires that all variables
that participate in the decision making process are quantifiable. Although this fact
does not pose an impossible problem when calculating costs, it does however pose a
serious problem when trying to calculate the degree of compliance with select
objectives or, in other words, the efficiency level of the various components within
the Armed Forces.


