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mum wage often increases employers’ and workers' incen-
tive to avoid it, so that there is little effect on employ-
Mment—or on wages.

Empirical evidence and country experiences

Evidence exists to support either side of the debate. High
minimum wages for male workers in Mauritius’s export
processing zone prior to 1984 may have discouraged their
employment. The government eliminated the male mini-
mum wage in December 1984, after noticing that demand
for female workers in the zone (for whom the minimum
wage was lower) exceeded supply, while male unemploy-
ment was high. Male recruitment rose sharply, and more
than 95 percent of workers recruited in January 1985 were
paid less than the former minimum. On the other hand, re-
cent evidence from the United States supports the view that
small increases in the minimum do not hurt employment.
The 1992 increase in the minimum wage in the state of
New Jersey did not reduce employment in the fast-food in-
dustry. Similarly, a cross-state analysis found that the 1990
and 1991 increases in the federal minimum wage did not
hurt teenage employment.

It is unlikely that increases in minimum wages would
have the same impact on employment in low- and middle-
income countries as in the United States. In many countries
the minimum is already too high relative to the country’s
income and to other wages in the economy; so that even a
small increase would lower employment. The level of the
minimum wage relative to the average income tends to be
higher in poorer countries, and to fall as national income
rises (Figure 11.1). Some of Bangladesh’s sectoral minimum
wages are more than double GNP per capita, whereas in
Canada, for example, the minimum is only one-fourth of
GNP per capita. In Russia the ratio of the minimum wage
to the average wage fell from more than 40 percent in 1990
to around 20 percent in 1993. In Kazakhstan the ratio
fell from nearly 50 percent to around 20 percent over the
same period.

Distributional impact

Minimum wages may help protect the most poverty-
stricken workers in industrial countries, but they clearly do
not in developing nations. Those affected by minimum
wage provisions in low- and middle-income countries are
rarely the most needy. Most of the real poor operate in rural
and informal markets in such countries and are not pro-
tected by minimum wages. The workers whom minimum
wage legislation tries to protect—urban formal workers—
already earn much more than the less favored majority.
Sometimes the differences are extreme-—an urban con-
struction worker in Cote d’Ivoire earns 8.8 times the rural
wage rate, and a steelworker in India earns 8.4 times the
rural wage (Table 11.4). And inasmuch as minimum wage

The relative level of the minimum wage declines

as income rises.

and other regulations discourage formal employment by in-

creasing wage and nonwage costs, they hurt the poor who
aspire to formal employment. Hence it is difficult to argue
for minimum wages in low- and middle-income countries
on equity grounds.

Enforceability

Whatever their potential impact, minimum wages in many
countries are often not enforced (Figure 11.2). Household
surveys indicate that 16 percent of Mexicos full-time male
workers and 66 percent of female workers were paid less
than the minimum wage in 1988. In Morocco half the
firms surveyed in 1986 paid their unskilled workers below
the minimum. Few low- and middle-income nations have
the administrative capacity to police minimum wage regu-
lations, especially when the minimum is set so high as to
discourage hiring—creating strong incentives for employers
and workers alike to ignore the regulations. Employers
clearly benefit from a lower minimum, which reduces costs.
Workers will also gain as long as the wage being offered is
above what they could earn in informal sector activities.
When economic and financial crises hit the developing
world in the 1980s, most governments let real minimum
wages fall rapidly. Between 1980 and 1987 the real mini-
mum wage in Mexico tumbled 43.2 percent and average
real wages fell 43.3 percent; meanwhile Chile’s real mini-
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Moreover, inadequate statistical coverage of state,
provincial, and local governments dictates the use of central
government data; this may seriously understate or distort
the statistical portrayal of the allocation of resources for var-
ious purposes, especially in countries where lower levels of
goVernment have considerable autonomy and are responsi-
ble for many economic and social services. In addition,
“central government” can mean cither of two accounting
concepts: consolidated or budgetary. For most countries,
central government finance data have been consolidated
into one overall account, bur for others only the budgetary
central government accounts are available. Since budgetary
accounts do not always include all central government
units, the overall picture of central government activities is
usually incomplete. Countries reporting budgetary data are
footnoted.

Consequently, the data presented, especially those for
education and health, are not comparable across countries.
In many economies, private health and education services
are substantial; in others, public services represent the
major component of total expenditure but may be financed
by lower levels of government. Caution should therefore be
exercised in using the data for cross-country comparisons.
Central government expenditure comprises the expenditure
by all government offices, departments, establishments, and
other bodies that are agencies or instruments of the central
authority of a country. It includes both current and capital
(development) expenditure.

Defense comprises all expenditure, whether by defense
or other departments, on the maintenance of military
forces, including the purchase of military supplies and
equipment, construction, recruiting, and training. Also in
this category are closely related items such as military aid
programs. Defense does not include expenditure on public
order and safety, which are classified separately.

Education comprises expenditure on the provision,
management, inspection, and support of preprimary, pri-
mary, and secondary schools; of universities and colleges;
and of vocational, technical, and other training institutions.
Also included is expenditure on the general administration
and regulation of the education system; on research into its
objectives, organization, administration, and methods; and
on such subsidiary services as transport, school meals, and
school medical and dental services.

Health covers public expenditure on hospitals, mater-
nity and dental centers, and clinics with a major medical
component; on national health and medical insurance
schemes; and on family planning and preventive care.

Housing, amenities, social security, and welfare cover ex-
penditure on housing (excluding interest subsidies, which
are usually classified with other) such as income-related
schemes; on provision and support of housing and slum-
clearance activities; on community development; and on

sanitation services. These categories also cover compensa-

tion for loss of income to the sick and temporarily disabled;
payments to the elderly, the permanently disabled, and the
unemployed; family, maternity, and child allowances; and
the cost of welfare services, such as care of the aged, the dis-
abled, and children. Many expenditures relevant to envi-
ronmental defense, such as pollution abatement, water sup-
ply, sanitary affairs, and refuse collection, are included
indistinguishably in this category.

Lconomic services comprise expenditure associated with
the regulation, support, and more efficient operation of
business; economic development; redress of regional imbal-
ances; and creation of employment opportunities. Re-
search, trade promotion, geological survejrs, and inspection
and regulation of particular industry groups are among the
activities included.

Other covers general public services, interest payments,
and items not included elsewhere; for a few economies it
also includes amounts that could not be allocated to other
components (or adjustments from accrual to cash ac-
counts).

Total expenditure is more narrowly defined than the
measure of general government consumption given in Ta-
bles 8 and 9 because it excludes consumption expenditure
by state and local governments. At the same time, central
government expenditure is more broadly defined because it
includes government’s gross domestic investment and
transfer payments.

Overall surplus/deficit is defined as current and capital
revenue and official grants received, less total expenditure
and lending minus repayments.

Table 11. Central government current revenue

Information on data sources and comparability and the de-
finition of central government is given in the first four para-
graphs of the note for Table 10. Current revenue by source
is expressed as a percentage of total current revenue, which is
the sum of tax revenue and nontax revenue and is calcu-
lated from national currencies.

Tax revenue comprises compulsory, unrequited, nonre-
payable receipts for public purposes. It includes interest col-
lected on tax arrears and penalties collected on nonpayment
or late payment of taxes and is shown net of refunds and
other corrective transactions. 1axes on income, proﬁt, and
capital gains are taxes levied on the actual or presumptive
net income of individuals, on the profits of enterprises, and
on capital gains, whether realized on land sales, securities,
or other assets. Intragovernmental payments are eliminated
in consolidation. Social security contributions include em-
ployers’ and employees’ social security contributions as well
as those of self-employed and unemployed persons. Domes-
tic taxes on goods and services include general sales and
turnover or value added taxes, selective excises on goods,
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Table 1 Classification of economies by income and region, 1995

Sub-Saharan Africa Asia Europe and Central Asia ~ Middle East and North Africa
East and Eastern
Income Southern East Asia and Europe and Rest of Middle North
group  Subgroup Africa West Africa Pacific South Asia  Central Asia Europe East Africa Americas
Burundi Benin Cambodia Afghanistan | Albania Yemen, Rep. Egypt, Guyana
Comoros Burkina Faso China Bangladesh |Armenia Arab Haiti
Eritrea Central African |Lao PDR Bhutan Bosnia and Rep. Honduras
Ethiopia Republic Mongolia India Herzegovina Nicaragua
Kenya Chad Myanmar Nepal Georgia
Lesotho Cote d’Ivoire Viet Nam Pakistan Tajikistan
Madagascar | Equatorial Sri Lanka
Malawi Guinea
Mozambique |Gambia, The
Rwanda Ghana
%no ngm e Somalia Guinea
Sudan Guinea-Bissau
Tanzania Liberia
Uganda Mali
Zaire Mauritania
Zambia Niger
Zimbabwe |Nigeria
Sao Tomé
and Principe
Sierra Leone
Togo
Angola Cameroon Fiji Maldives Azerbaijan Turkey Iran, Islamic Algeria Belize
Botswana Cape Verde Indonesia Bulgaria Rep. Morocco Bolivia
Djibouti Congo Kiribati Croatia Iraq Tunisia Colombia
Namibia Senegal Korea, Dem. Czech Jordan Costa Rica
Swaziland Rep. Republic Lebanon Cuba
Marshall Kazakhstan Syrian Arab Dominica
Islands Kyrgyz Rep. Dominican
Micronesia Republic West Bank and Republic
Fed. Sts. Latvia Gaza Ecuador
N. Mariana Is. Lithuania El Salvador
Papua New Macedonia Grenada
Lower Guinea FYR? Guatemala
Philippines Moldova Jamaica
Solomon Poland Panama
Islands Romania Paraguay
Thailand Russian Peru
Tonga Federation St. Vincent
Vanuatu Slovak and the
Western Samoa Republic Grenadines
Turkmenistan Suriname
Ukraine
Uzbekistan
Middle- Yugoslavia,
income Fed. Rep.
Mauritius Gabon American Belarus Gibraltar Bahrain Libya Antigua and
Mayotte Samoa Estonia Greece Oman Barbuda
Reunion Guam Hungary Isleof Man |Saudi Arabia Argentina
Seychelles Korea, Rep. Slovenia Malta Aruba
South Africa Macao Portugal Barbados
Malaysia Brazil
New Caledonia Chile
French Guiana
Guadeloupe
Martinique
Upper Mexico
Netherlands
Antilles
Puerto Rico
St. Kitts and
Nevis
St. Lucia
Trinidad
and Tobago
Uruguay
Venezuela
Subtotal: 170 27 23 26 8 27 6 10 5 38
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Table 1

Sub-Saharan Africa Asia

Europe and Central Asia ~ Middle East and North Africa

East and
Income Southern
group  Subgroup Africa

East Asia and
West Africa Pacific

South Asia

Eastern
Europe and Rest of Middle North

Central Asia Europe East Africa Americas

Australia
Japan
New Zealand

OECD
Countries

High-
income

Austria Canada
Belgium United States
Denmark
Finland
France
Germany
Iceland
Ireland
Ttaly
Luxembourg
Netherlands
Norway
Spain
Sweden
Switzerland
United
Kingdom

Brunei
French
Polynesia
Hong Kong
Singapore
OAEJ)

NonOECD
Countries

Andorra Israel
Channel Kuwait Bermuda
Islands Qatar Cayman
Cyprus United Arab Islands
Faeroe Islands| Emirates Virgin
Greenland Islands (US)
San Marino

Bahamas, The

Total: 210 27 23 34

27 28 14 5 44

a. Former Yugoslav Republic of Macedonia.
b. Other Asian economies—Taiwan, China.

For operational and analytical purposes the World Bank’s main
criterion for classifying economies is gross national product (GNP)
per capita. Every economy is classified as low-income, middle-income
(subdivided into lower-middle and upper-middle), or high-income.
Other analytical groups, based on geographic regions, exports, and
levels of external debt, are also used.

Low-income and middle-income economies are sometimes referred to
as developing economies. The use of the term is convenient; it is not
intended to imply that all economies in the group are experiencing
similar development or that other economies have reached a preferred
or final stage of development. Classification by income does not
necessarily reflect development status.

Definitions of groups

These tables classify all World Bank member economies, and all other
economies with populations of more than 30,000.

Income group: Economies are divided according to 1993 GNP per
capita, calculated using the World Bank Atlas method. The groups are:
low-income, $695 or less; lower-middle-income, $696-$2,785;
upper-middle-income, $2,786-$8,625; and high-income, $8,626 or
more.

The estimates for the republics of the former Soviet Union are
preliminary and their classification will be kept under review.
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Table 2 Classification of economies by major export category and indebtedness, 1995

Low- and middle-income

Low-income Middle-income High-income
Severely Moderately Less Severely Moderately Less Not classified
Group indebted indebted indebted indebted indebted indebted by indebtedness OECD nonOECD
Armenia Bulgaria Hungary Belarus Canada Hong Kong
China Poland Russian Estonia Finland Israel
Georgia Federation | Korea, Rep. Germany Singapore
Korea, Dem. Ireland OAE
Rep. Ttaly
Kyrgyz Japan
Exporters of Republic Sweden
manufactures Latvia Switzerland
Lebanon
Lithuania
Macao
Moldova
Romania
Ukraine
Uzbekistan
Afghanistan | Albania Mongolia Argentina Chile Botswana American Iceland Faeroe Islands
Burundi Chad Bolivia Papua New Guatemala Samoa New Zealand | Greenland
Cote d’Ivoire | Malawi Cuba Guinea Namibia French Guiana
Equatorial Togo Peru Paraguay Guadeloupe
Guinea Zimbabwe Solomon Reunion
Ethiopia Islands
Ghana St. Vincent
Guinea and the
Guinea-Bissau Grenadines
Guyana Suriname
Honduras Swaziland
Liberia
Exporters Madagascar
of nonfuel Mali
primary Mauritania
products Myanmar
Nicaragua
Niger
Rwanda
Sao Tomé
and Principe
Somalia
Sudan
Tanzania
Uganda
Viet Nam
Zaire
Zambia
Nigeria Angola Algeria Bahrain Brunei
Congo Gabon Iran, Islamic Qatar
Iraq Venezuela Rep. United Arab
Exporters Libya Emirates
offuels Oman
(mainly oil) Saudi Arabia
Trinidad
and Tobago
Turkmenistan
Yemen, Rep. | Benin Bhutan Jamaica Antiguaand | Barbados Aruba United Bahamas, The
Egypt, Arab Burkina Faso |Jordan Barbuda Belize Cayman Kingdom Bermuda
Rep. Cambodia Panama Dominican Cape Verde Islands Cyprus
Gambia, The Haiti Republic Djibouti Martinique French
Nepal Lesotho Greece El Salvador Polynesia
Western Fiji Kuwait
Samoa Grenada
Exporters Kiribati
of services Maldives
Malta
Seychelles
St. Kitts and
Nevis
St. Lucia
Tonga
Vanuatu
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Table 2

Low- and middle-income

Low-income Middle-income High-income
Severely Moderately Less Severely Moderately Less Not classified
Group indebted indebted indebted indebted indebted indebted by indebtedness OECD nonOECD
Central Bangladesh Sri Lanka Brazil Colombia Azerbaijan Australia
African Rep. | Comoros Tajikistan Cameroon Costa Rica Dominica Austria
Kenya India Ecuador Indonesia Kazakhstan Belgium
Lao PDR Pakistan Morocco Mexico Malaysia Denmark
o Mozambique Syrian Arab Philippines Mauritius France
DlUfTSlﬁfbd Sierra Leone Rep. Senegal Netherlands Luxembourg
exporters Uruguay Tunisia Antilles Netherlands
Turkey Portugal Norway
South Africa Spain
Thailand United States
Yugoslavia,
Fed. Rep.
Gibraltar Croatia Bosnia and Andorra
Czech Herzegovina Channel
Republic Eritrea Islands
Macedonia Guam San Marino
FYR® Isle of Man Virgin
New Marshall Islands (US)
Not classified Caledonia Islands
by export Slovak Mayotte
category Republic Micronesia
Slovenia Fed. Sts.
Northern
Mariana
Islands
Puerto Rico
West Bank
and Gaza
Number of
economies 210 33 13 11 18 20 59 17 21 18

a. Other Asian economies—Taiwan, China.

b. Economies in which no single export category accounts for more than 50 percent of total exports.

c. Former Yugoslav Republic of Macedonia.

Definitions of groups

These tables classify all World Bank member economies, plus all other
economies with populations of more than 30,000.

Major export category: Major exports are those that account for 50
percent or more of total exports of goods and services from one
category, in the period 1988-92. The categories are: nonfuel primary
(SITC 0,1,2, 4, plus 68), fuels (SITC 3), manufactures (SITC 5 to 9,
less 68), and services (factor and nonfactor service receipts plus
workers’ remittances). If no single category accounts for 50 percent
or more of total exports, the economy is classified as diversified.

Indebtedness: Standard World Bank definitions of severe and
moderate indebtedness, averaged over three years (1991-93) are used
to classify economies in this table. Severely indebted means either of
the two key ratios is above critical levels: present value of debt service

to GNP (80 percent) and present value of debt service to exports (22(
percent). Moderately indebted means either of the two key ratios
exceeds 60 percent of, but does not reach, the critical levels. Fo
economies that do not report detailed debt statistics to the World Bank
Debtor Reporting System, present-value calculation is not possible
Instead the following methodology is used to classify the non-DRS
economies. Severely indebted means three of four key ratios (averagec
over 1991-93) are above critical levels: debt to GNP (50 percent); deb
to exports (275 percent), debt service to exports (30 percent); anc
interest to exports (20 percent). Moderately indebted means three o
four key ratios exceed 60 percent of, but do not reach, the critica
levels. All other classified low- and middle-income economies are
listed as less-indebted.
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