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Decision Making in Complex Environments Final Project

Background:

In Uruguay, where I live, there was a major financial crisis during 2002, which ended transmitting to the whole economy. As a result, real GDP fell nearly 20%, the unemployment rate climbed from 10% to 20%, the debt-to-GDP ratio went to 110% and income distribution worsened. As a result of it, more than half the population under 14 years old is below the line of poverty, living with 2 to 3 dollars a day, the crime rate raised to a previously unknown level, and school enrollment fell for the first time since 1999. 

In last year’s election, a new government was elected, whose political platform stated that they would put to work a so-called “Emergency Plan”. This plan creates a “citizen wage” for people eligible to receive it, and in turn what is demanded is that their children are enrolled in school. This plan is expected to cost to the government 100.000.000 USD a year. 

The election outcome was a very close win of this political party, mainly because of this plan, which many of the population consider to bear a very high risk to the economy, and could lead the country to a new financial crisis, with the already know results that it would imply. 

Objective:

Explain through a BOCR model the decision made by the government. 

The Model:

The alternatives used are: do nothing, subsidize, resocialize and state employ, which are the available possibilities of policy. These are analyzed from an economic, political and social perspective, using the same network in each case, but changing the priorities. 

From a sociologic standpoint, the politics, economics and social factors interact to result in the characteristics of a certain society, in any given period of time. The basic network is intended to summarize politics, economics and social factors.

The basic network used has four different clusters, which represent the policy options in the alternatives cluster, the macroeconomic conditions in the macroeconomic cluster, the beneficiary’s cluster and the taxpayer’s cluster.  

Table 1: Basic Network
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Table 2: Control Criteria
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As it is shown in Table 1, there is a dichotomy in the taxpayer’s cluster, since the preferences of the households and the firms may not be the same. The same occurs in the beneficiary’s cluster, where the nodules are separated between children and adults. This owes to the fact that from a political perspective, adults have the right to vote, from an economic perspective are the ones who work, and from a social perspective resocialization would have less impact. 

This model also captures how the short term is related to the long term desired effects of this plan, since it will be shown that the logic behind the plan is that the newly-elected political party can stay in office long enough to be benefited politically from improved economic and social conditions. 

From an inconsistency standpoint, the model has been calibrated to have less than 0.10 inconsistency level in any given comparison.

Table 3: The Model
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Outcomes:

Hereafter are shown the priorities for each of the subnets:

Benefits Subnet

Name              
Ideals

Normals
Raw


1 do nothing
0.841463
0.229991
0.623150


2 subsidize
0.987204
0.269825
0.731079


3 resocialize
1.000000
0.273323
0.740556


4 state employ
0.830010
0.226861
0.614668


Costs Subnet

Name

Ideals

Normals
Raw


1 do nothing
1.000000
0.366667
0.793557


2 subsidize
0.475017
0.174173
0.376953


3 resocialize
0.599721
0.219898
0.475912


4 state employ
0.652535
0.239263
0.517823


Opportunities Subnet

Name

Ideals

Normals
Raw


1 do nothing
0.244735
0.093760
0.214153


2 subsidize
0.550892
0.211051
0.482054


3 resocialize
1.000000
0.383107
0.875042


4 state employ
0.814609
0.312083
0.712818

Risks Subnet

Name

Ideals

Normals
Raw


1 do nothing
1.000000
0.362729
0.768642


2 subsidize
0.479545
0.173945
0.368599


3 resocialize
0.504439
0.182975
0.387733


4 state employ
0.772892
0.280351
0.594078

Model Priorities

Name

Ideals

Normals
Raw


1 do nothing
-0.964017
-0.335597
-0.181224


2 subsidize
0.621823
0.216472
0.116895


3 resocialize
1.000000
0.348124
0.187988


4 state employ
0.286701
0.099807
0.053896

1) Benefits

From the benefits subnet standpoint, the best choice economically speaking would be to do nothing, since in the short term would hold the status quo of the society. This can be explained because taxpayers, who are more than the beneficiaries, get benefited by the fact that the economy is recovering, and the government is collecting more taxes. Provided that the government needs to collect a fixed amount of money, it is likely that tax rates would be lowered by doing nothing whereas any of the other alternatives implies that tax rates should be at least kept at present levels (currently the VAT tax is 26%), given that the government has a very high budget constraint to service its debt and is committed to do so.

Politically, the story is different: the government gets less benefited by doing nothing than any other alternative, since voters care more about income distribution, unemployment rate and education than on the budget deficit and the debt-to-GDP ratio. This is consistent with the outcome of state employment as first option, seconded by subsidizing and resocializing. State employment has a very particular characteristic in Uruguay: The government cannot sack its employees, so it becomes a lifetime employment. Voters prefer this, but are not willing to pay more taxes, and the government knows so.

Social benefits are more difficult to explain: what resocialization means is that people who have become part of a subculture different from the mainstream culture are re-taught the values that are considered to be good or desirable to carry, as well as the way one should interact with the rest of society. What has happened in Uruguay is that the poorest people are a growing proportion of the population which has a different set of values, where stealing is preferred to working, and children are regarded as a source of income to the household. Socialization of an individual usually occurs during the stage of school, and is not very feasible to happen as a person becomes adult. The outcomes for this subnet was resocialization first and subsidize second, followed by state employment and last by doing nothing. We clearly see that from a social benefit standpoint, the policy determined by the government is preferred.  

Thus, it could be concluded that on a benefit basis, resocialization and subsidization would be the best choices, as shown in the outcomes for this subnet.

2) Costs

On the economic costs subnet, it is not hard to predict the outcome: the most costly is to state employ, because it is an economical burden until all state employed retire, followed by subsidization, which has a temporal horizon, then comes resocialization and last to do nothing.

From a political cost standpoint, the worse for the government would be to do nothing, since it promised to implement this plan, and if it does not it wouldn’t be reelected. An apparently bizarre result shows here: resocialization is the second worse choice. Since resocialization does not address the problem of improving adults’ income, and since children don’t vote, it is perfectly consistent to happen. The third in importance is to subsidize, since it does not address the problem of unemployment, and is a transitory solution to mend income problems. The least costly policy would be to state employ the beneficiaries.

On the social costs aspect, do nothing is the most important, followed by resocialization, subsidization and state employment. Here again appears to be a contradiction, which is that resocialization appears to be the second most costly choice. The logic behind it is that resocialization of adults by itself does not provide a solution for their economic situation, whereas subsidizing or state employing the adults would dramatically improve their economical situation –at least for a while- and prevent them from stealing, which is more important for the rest of the population than having them reinserted in society.

All in all, the most costly policy is to do nothing, followed by state employ, and then comes resocialization followed by subsidization.   

3) Opportunities

From the economic opportunities standpoint, state employ comes first, followed by resocialization, subsidization and last to do nothing. It happens to be that state employment is the best choice to improve unemployment, income distribution, and as more adults reach economic prosperity, they can deliver education to their children. Resocialization is second because in doing so the whole society could benefit from better economic conditions and improved human capital, but is less certain to happen than with state employment, because it would mean to rely on a market solution. Subsidization is third, because although it provides a certain momentary relief of the economic conditions, there are small chances that these conditions could be carried on to the future, because the market solution could become again the current situation. Finally, doing nothing is the last since it wouldn’t imply more taxes to tax payers, but wouldn’t mend current economic conditions in the foreseeable future.

The political opportunities front shows that resocialization is the best policy, followed by state employment, subsidization, and to do nothing. As we are looking for future situations, we must focus on future voters. Future voters are today’s children, and the best to do for them is to have them resocialized, because they would feel that the present government directly did something for them. The second best choice is somewhat less direct: As today’s parents have state employment, they won’t need their children as a source of income, and as a consequence their children will be sent to school. Some of these children won’t feel that the government did something for them, but that it was a secondary effect of their parents’ employment. 

On the social opportunities, the best policy choice is the resocialization of the poor, since it would reinsert them into the society, and give them equal opportunities to compete for a job. Then, almost together come state employ and subsidize, because neither of these guarantees that in the future all population would have the same social and cultural values. Finally, doing nothing has very little chances of reinserting present poor children in the society. 

The aggregate results for the opportunities subnet shows that resocialization would be the best policy, followed by state employ, then coming subsidization and finally, to do nothing.

4) Risks

Economic risks show that state employ the beneficiaries’ poses very high risks to the economy, mainly a new public debt crisis, which could affect all other relevant macroeconomic variables in the future. Then comes the subsidization, which is a similar situation to the previous one, but it is not sustained through time. Then resocialization comes third, because is the less costly today, and n terms of debt dynamics is the least probable to affect the debt-to-GDP ratio in the medium and long term. Finally, to do nothing won’t certainly take Uruguay to such an extreme financial situation as the one suffered in 2002. Although it is true that unemployment and income distribution are better taken care of by state employing the beneficiaries, it is also true that both of these macroeconomic conditions are subdued to the debt-to-GDP ratio, as it was in 2002. Then, if a new financial crisis occurs, the private sector will again dismiss a very high proportion of the workforce.

If the government does not do nothing, not only will not be reelected in the near term, but also won’t be reelected in the future, because reelection generally depends on past deeds, so this is the highest political risk that it faces. Then, state employment could turn to be a political risk, because if the macroeconomic conditions worsen as a result of this, then the political party presently in government will be the one blamed. Then comes subsidize, since it has less chances of worsening future macroeconomic conditions, but still some impression among voters will last that the political party tried to do something. The least threat from this standpoint is resocialization: Not only future voters will feel that something was done about their situation, but also this policy has the lesser chance of worsening macroeconomic conditions in the future among the three government spending policies.

Finally, the social risk of doing nothing is the highest, since if nothing is done the present social situation is very likely to worsen. The highest birth rates are registered among the poorest, and in Uruguay over 50% of the children under the age of 14 are below the line of poverty. This in turn implies that in a few years’ time, over 50% of the population would reach a poverty condition. Then resocialization by itself does not guarantee that present children will enjoy improved macroeconomic conditions in the future, which could mean a need to face a similar situation as today’s in a few years. The least risky options from a social standpoint would come either by state employment or by subsidization. 

Summarizing, from the risks perspective, the most risky would be to do nothing, mainly because of its social risks, then would come state employ, because of its economic risks, and then, very close to each other, subsidization and resocialization.

5) Model outcomes

The model’s priorities of policy state that the best choice would be resocialization, followed by subsidization, state employment and for last, what the government should not definitely do is to do nothing.

Observing from which subnets comes the positive result for resocialization, it can be stated that the best values come from opportunities (highest) and risks (second riskier). This would mean that resocialization is the best policy to be carried, but its outcomes will not be seen in the near term, because opportunities and costs refer to future situations. 

Subsidization is the second best policy. Once again, looking from which subnets is this policy supported, it is found that it is the second best in benefits, the best choice in costs, and the least risky policy. This means that subsidization is preferred in the short run, and it is the least likely to fire back in the future, if anything goes wrong. Moreover, in the short run subsidization is second best in political and social benefits as well as in the political and social costs.

One thing that should be said here is that the party in office has been elected for the first time since it was formed. In Uruguay there is a tendency for political parties to want to stay in office only for the power itself. It means that when a political party is first elected, then will try at any cost to perpetuate itself in power. Since it will be popular as well as economically soothing to subsidize the poorest in the short term, this is the best way to be reelected, while the medium term compensation of resocialization finally pays.

Sensitivity Analysis
An interesting thing appears when the importance of the opportunities increases. If this were the case, then state employ would replace subsidization, as the table below shows:

Table 4: Sensitivity Analysis for opportunities
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This outcome could be explained by the fact that increasing the relative weight of opportunities would reduce the weight of risks, hence diminishing the risk of a new financial crisis, and the most risky factor is to state employ.

Another result that reassures the previous outcomes is that when the importance of the political benefits increase, then state employment surpasses subsidization, as the next chart shows:

Table 5: Sensitivity Analysis for Political Benefits
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This means that from a political benefit standpoint, unemployment and income distribution are preferred to human capital, budget deficit and debt-to-GDP by the voters, and if the government cared only about this aspect then it would state employ rather than subsidize.

If the sensitivity is studied from an economic cost view, then the more relative weight it is given to this view, the less the policy should be state employ, and the more to subsidize and resocialize. It also happens that to do nothing even equals state employ when the priority given is equal to one.

Table 6: Sensitive Analysis for Economic Costs
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This outcome is consistent, because the most costly choice economically speaking is to state employ, and the least is to do nothing.

Ratings
In order to fulfill this study, an extra cluster was included, showing the meta-objectives that the newly elected party shares, which is a description of its ideal society view.

These meta-objectives, or ideals, are social justice, economic growth, health insurance, education for the whole population and poverty eradication. What this study is intended to capture is the degree to which the carried policy is compatible with these party social ideals. To do so, the ratings applied use the range from very low to very high, already used in class.

Table 7: The New Model
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Table 8: The Ratings
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First, we apply the same weight to each meta-goal.

The synthesis for the ratings is shown below:

Name

Ideals

Normals
Raw


1 do nothing
-0.371370
-0.143628
-0.098780


2 subsidize
0.692311
0.267751
0.184146


3 resocialize
1.000000
0.386750
0.265988


4 state employ
0.521967
0.201871
0.138837


The outcomes are the same as from the basic model. Thus it can be interpreted that the policy carried by the government is perfectly compatible with its meta-goals. 

Again, the best policy in the short term would be to subsidize the poor to be reelected, until the party in office collects the political benefits of resocialization, in the medium and longer term.

What was observed is that no matter what the party preferences among the meta-goals are, the adopted policy remains being highly consistent with the general view that this party has of the society. Of course the priorities would change in value, but the outcomes remain the same, as shown below:

Model outcomes

Name

Ideals

Normals
Raw


1 do nothing
-0.629369
-0.229660
-0.139012


2 subsidize
0.682569
0.249073
0.150763


3 resocialize
1.000000
0.364905
0.220875


4 state employ
0.428500
0.156362
0.094645

Table 9: New Criteria Priorities
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Finally, the government in Uruguay has already put these policies to work. This model clearly supports its decision.

For additional data, please se next pages, where the main page of the President’s Office web site is pasted, or visit the web site http://www.presidencia.gub.uy/_Web/pne/noticias/2005/03/2003051001.htm
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PLAN DE ATENCIÓN NACIONAL A LA EMERGENCIA SOCIAL

“Muchos, muchos; los más pobres, los más pobres de este país han perdido mucho, y a ellos habrá que devolverles más, y rápidamente. Por eso el Plan de Emergencia, porque hay gente que ha perdido demasiado y no puede seguir esperando. No es un acto de caridad, es un deber de la sociedad para quien tiene el derecho de ser asistido. Porque los pobres no son objeto de caridad, son sujetos de derecho”. Presidente de la República, Dr. Tabaré Vázquez. (1º de marzo 2005). 
¿Qué es el PANES? 
El Plan de Atención Nacional a la Emergencia Social (PANES) se pondrá en marcha a través de lo que será el Ministerio de Desarrollo Social, encabezado por Marina Arismendi, quien asegura que “es el compromiso que se asumió con la gente”. 
El Plan de Emergencia es una propuesta transitoria, que durará dos años, principalmente en las áreas de alimentación, salud, vivienda, trabajo y educación, y que constará de siete Programas que tienen como objetivo garantizar la cobertura de las necesidades básicas de los sectores sociales más vulnerables, y construir rutas de salida de la indigencia y la pobreza. 
¿Quién lo manejará? 
Dichos Programas estarán dirigidos por el Ministerio de Desarrollo Social, que servirá como órgano articulador entre la sociedad y las diferentes dependencias del Estado. 
La tarea fundamental de la Secretaría de Estado es unir, atar, optimizar los recursos y hacer que tengan un trabajo común, una sola orientación, que apunten en el mismo sentido. Asimismo deberá fiscalizar con “carácter preceptivo”, a toda institución privada con la que ejecute programas sociales bajo la modalidad de convenios. 
Objetivos del Plan 
· Garantizar la cobertura de las necesidades básicas a las personas más vulnerables y frenar así el riesgo de empobrecimiento agudo que sufre la sociedad uruguaya. 
· Construir de manera colectiva y participativa las rutas de salida de la indigencia y la pobreza en el marco de un proceso efectivo de integración social. 
· Es un plan dirigido a personas muy pobres: Las personas que deben ser atendidas prioritariamente son aquellas que no pueden cubrir de manera satisfactoria su alimentación, es decir, que su ingreso está por debajo del valor de una canasta básica alimentaria. 
Programas a desarrollar 
El Plan de Emergencia consistirá en ofrecer a las personas beneficiarias distintas propuestas: 
· Apoyo alimentario, prioritariamente a personas que sufren déficit nutricional. 
· Ingreso Ciudadano, que consiste en una transferencia monetaria asumiendo el beneficiario compromisos o contraprestaciones que no es más que promover el cumplimiento de sus propios derechos (salud, educación, capacitación laboral). 
· Emergencia sanitaria. 
· Trabajo transitorio. 
· Atención a personas en situación de calle. 
· Mejoramiento de asentamientos, tugurios, casas de inquilinato. 
· Apoyo a escuelas, liceos y UTU en zonas de contexto crítico. 
Claves para el buen direccionamiento del PANES 
· Asegurar los trámites de identidad de miles de indocumentados (el derecho a la identidad es un derecho humano que genera la pérdida y el no goce de otros derechos) para que sean comprendidos en la población a ser atendida por el PANES. 
· Identificar y registrar a las personas beneficiarias a través de la inscripción y verificación –visita al hogar- de su condición de pobreza. Es lo que permitirá llegar a los que más lo necesitan, permitirá evaluar, analizar qué cambios se han generado en los beneficiarios, cuánto mejoró su calidad de vida, y qué modificaciones es necesario operar en las distintas intervenciones sociales. 
Cifras primarias
El INE dice que en el último quintil de la pobreza, del millón de gente en condiciones de pobreza en Uruguay –uno cada tres uruguayos–, están aquellos con la pobreza más extrema, que son aproximadamente 200.000. Pero el Ministerio de Desarrollo Social hará su propia medición. 
Los primeros pasos
El primer paso es la identificación, para lo cual se están haciendo los procedimientos necesarios para realizar una inscripción a través de un formulario, que va a ser continua, porque algunos van a ir ingresando al plan y otros van a ir saliendo. 
Se estima que para fines de abril, se va a estar pagando la primera tanda de hogares; se paga el “ingreso ciudadano”, que es un ingreso monetario, pero se llama así porque es el ingreso al plan. Eso tiene contrapartidas, cada parte tiene compromisos, el gobierno tiene el compromiso de pagar ese ingreso y ese hogar tendrá compromisos diversos según cada familia; en algunos casos será terminar secundaria o primaria, en otros será realizar tareas comunitarias, es obligatoria la concurrencia a la policlínica que se va a indicar –porque esto está coordinado con el Ministerio de Salud Pública–, podrán cobrar el refuerzo alimentario según las situaciones. 
Esto es muy personalizado, por lo tanto la primera etapa, la de la inscripción, es clave. 
El Plan como puente
El Plan no es una burbuja en una sociedad estancada; es un plan que se convierte en un puente, facilitador de la integración de miles y miles de personas que viven en una situación de pobreza extrema y que estará fuertemente vinculado a las políticas sociales de mediano y largo plazo. 
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