
World Development Report 1988

- aS - - - __
- aw - - a- -' _ - - -a - - a -- -

Opportunities and Risks in Managing the World Economy
Public Finance in Development
World Development Indicators

a a --- --a - - _-__ _ aa --5--m a -w S- -_

a -a- a' -

a -.- aa -a -- -a-a- a--'a aw -- -

r fl -r --- a '-- a r -a- -a -
a

a

- ___- -__a

-a _- a - a- aa- a

Saa--

V

F

'U

a
'a a-

-

__________ - aa-

__ a- a- - aa -

- a- a- - a- a
a______________a -aa - aa -a a -- U -a _- -

V -- - - -a a - -- a a -aa - a- - - - -,.- -- _- - aa -

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

WB456286
Typewritten Text
7186





World Development Report 1988

Published for The World Bank
Oxford University Press



Oxford University Press

NEW YORK OXEORD LONDON GLASGOW

TORONTO MELBOURNE WELLINGTON HONG KONG

TOKYO KUALA LUMPUR SINGAPORE JAKARTA

DELHI BOMBAY CALCUUA MADRAS KARACHI

NAIROBI DAR ES SALAAM CAPE TOWN

© 1988 by the International Bank

for Reconstruction and Development I The World Bank

l8l8HStreet, NW, Washington, D.C. 20433 U.S.A.

First printing June 1988

All rights reserved. No part of this publication may be

reproduced, stored in a retrieval system, or transmitted

in any form or by any means, electronic, mechanical,

photocopying, recording, or otherwise, without the prior

permission of Oxford University Press. Manufactured in the

United States of America.

The denominations, the classifications, the boundaries,

and the colors used in maps in World Development Report

do not imply on the part of The World Bank and its

affiliates any judgment on the legal or other status of any

territory, or any endorsement or acceptance of any boundary.

ISBN 0-19-520649-5 clot hbound

ISBN 0-19-520650-9 paperback

ISSN 0163-5085

The Library of Congress has cataloged this serial publication as follows:

World development report. 1978-

[New York] Oxford University Press.

v. 27 cm. annual.

Published for The World Bank.

1. Underdeveloped areasPeriodicals. 2. Economic development
Periodicals. I. International Bank for Reconstruction and Development.

HC59. 7. W659 330.9'172'4 78-6 7086

This book is printed on paper that adheres to

the American National Standard for Permanence of Paper

for Printed Library Materials, Z39.48-1 984.



Foreword

I

This Report is the eleventh in the annual series
assessing major development issues. Part I re-
views recent trends in the world economy and
their implications for the future prospects of devel-
oping countries. Part II examines the role of public
finance in development. Like its predecessors the
Report includes the World Development Indica-
tors, which provide selected social and economic
indicators for more than 100 countries.

World economic growth has continued through
1987 and into 1988, but two problems have charac-
terized the recent trends: unsustainable economic
imbalances within and among industrial countries,
and highly uneven economic growth among devel-
oping countries. Part I of the Report concludes that
three interdependent policy challenges need to be
addressed.

First, industrial countries need to reduce their
external payments imbalances. Without such
action the world economy as a whole, and espe-
cially the developing countries, could face a seri-
ous risk of recession and financial upheaval. Sec-
ond, developing countries need to persevere in
restructuring their domestic economic policies in
order to gain creditworthiness and growth. The
divergences among developing countries in their
adjustment to the external shocks of the 1980s
demonstrate the importance of sound economic
management. Third, net resource transfers from
the developing countries must be trimmed so that
investment and growth can resume. Further ad-
justment by industrial and developing countries
will help. But debtors and creditors will also have
to continue the search, case by case, for ways to

reduce the debt overhang. For the poorest coun-
tries, especially those in Sub-Saharan Africa, con-
cessional debt relief and increased aid are neces-
sary to facilitate resumed growth.

The rapid expansion of the public sector in re-
cent decades and the emergence of fiscal crises in
most developing countries during the 1980s have
made public finance the focus of the development
and adjustment challenge. Part II of this Report
explores how public finance policies are best de-
signed and implemented.

Most of the developing countries that were able
to avoid economic crises in the 1980s maintained
moderate and stable fiscal deficits. Those that ran
into trouble generally had unsustainably high fis-
cal deficits. Once crises occur, fiscal retrenchment
is essential for effective stabilization, but by itself is
not sufficient to generate growth. The manner in
which deficits are reducedhow additional reve-
nues are raised and how expenditures are cutis
crucial.

The costs of revenue mobilization can and must
be reduced in the interest of more efficient re-
source allocation and growth. Tax reform in certain
developing countries shows that governments can
simplify overly complex and costly tax systems,
broaden tax bases, lower tax rates, and improve
tax administration, while maintaining or even in-
creasing revenues. Greater reliance on user
charges will also lead to a more efficient and equi-
table allocation of resources.

Where fiscal deficits are excessive, public spend-
ing generally has to be cut. Setting careful priori-
ties when public spending is cut is as important as
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when it is increased. Good fiscal planning, budget-
ing, and project evaluation are important tools to
ensure that public spending conforms with sound
sectoral strategies and complements rather than
competes with private initiatives.

The efficiency of public services and the scope
for raising revenue can often be strengthened by
decentralizing decisionmaking to local govern-
ments and to state-owned enterprises, and by im-
proving accountability and transparency in finan-
cial relations among public agencies. The capacity
of local governments to raise revenue needs to be
enlarged and their administrative capabilities
strengthened. Reform of state-owned enterprises
will often require an expansion of the role of the
market and of private sector involvement.

Poverty remains the ultimate challenge of devel-
opment policy. Stable fiscal policy is essential to
sustain economic growth and thus to relieve pov-

erty in the long term. Public spending, if properly
designed, provides the poor with access to basic
services, helps to protect them from the social
costs of adjustment, and buttresses the develop-
ment of human resources.

Like all previous World Development Reports, this
is a study by the staff of the World Bank and the
judgments in it do not necessarily reflect the views
of the Board of Directors or the governments they
represent.

Barber B. Conable
President
The World Bank

June 1, 1988
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I
Definitions and data notes

The principal country groups used in the text of
this Report and in the World Development Indica-
tors are defined below. The overall classification
uses GNP per capita as the main criterion.

Developing countries are divided into low-income
economies, with 1986 GNP per person of $425 or
less, and middle-income economies, with 1986 GNP
per person of $426 or more.

High-income oil exporters comprise Bahrain,
Brunei, Kuwait, Libya, Qatar, Saudi Arabia, and
the United Arab Emirates.

Industrial market economies are the members of
the Organisation for Economic Co-operation and
Development, apart from Greece, Portugal, and
Turkey, which are included among the middle-
income developing countries. This group is com-
monly referred to in the text as industrial economies
or industrial countries.

Nonreporting nonmember economies are Albania,
Angola, Bulgaria, Cuba, Czechoslovakia, German
Democratic Republic, Democratic People's Repub-
lic of Korea, Mongolia, and the Union of Soviet
Socialist Republics.

For analytical purposes several other overlap-
ping classifications based predominantly on ex-
ports or external debt are used in addition to geo-
graphic country groupings:

Oil exporters are middle-income developing
countries with exports of petroleum and gas, in-
cluding reexports, accounting for 30 percent of
merchandise exports: Algeria, Cameroon, Peo-
ple's Republic of the Congo, Ecuador, Arab Repub-
lic of Egypt, Gabon, Indonesia, Islamic Republic of

Iran, Iraq, Mexico, Nigeria, Oman, Syrian Arab
Republic, Trinidad and Tobago, and Venezuela.

Exporters of manufactures are developing econo-
mies with exports of manufactures (defined for
this purpose as SITC 5, 6, 7, and 8, less 68, 651,
652, 654, 655, 667) accounting for more than 30
percent of exports of goods and services: Brazil,
China, Hong Kong, Hungary, India, Israel, Repub-
lic of Korea, Poland, Portugal, Romania, Singa-
pore, and Yugoslavia.

Highly indebted countries are seventeen coun-
tries deemed to have encountered severe debt
servicing difficulties: Argentina, Bolivia, Brazil,
Chile, Colombia, Costa Rica, Côte d'Ivoire, Ecua-
dor, Jamaica, Mexico, Morocco, Nigeria, Peru,
Philippines, Uruguay, Venezuela, and Yugoslavia.

Sub-Saharan Africa comprises all of the coun-
tries south of the Sahara excluding South Africa.

Middle East and North Africa comprises Afghan-
istan, Algeria, Arab Republic of Egypt, Islamic Re-
public of Iran, Iraq, Israel, Jordan, Kuwait, Leba-
non, Libya, Morocco, Oman, Saudi Arabia, Syrian
Arab Republic, Tunisia, Turkey, United Arab Emir-
ates, People's Democratic Republic of Yemen, and
Yemen Arab Republic.

East Asia comprises all low- and middle-
income economies of East and Southeast Asia and
the Pacific, east of and including China, Mongolia,
and Thailand.

South Asia comprises Bangladesh, Bhutan,
Burma, India, Nepal, Pakistan, and Sri Lanka.

Latin America and the Caribbean comprise all
American and Caribbean countries south of the
United States.

xi



Economic and demographic terms are defined in the
technical notes to the World Development Indica-
tors. The Indicators use the country groupings
given above but include only countries with a pop-
ulation of 1 million or more.

Billion is 1,000 million.
Trillion is 1,000 billion.
Tons are metric tons, equal to 1,000 kilograms, or

2,204.6 pounds.
Growth rates are calculated as least squares expo-

nential rates of growth and are in real terms unless
otherwise stated. Growth rates for spans of years
in tables cover the period from the beginning of
the base year to the end of the last year given.

xii

Dollars are current U.S. dollars unless otherwise
specified.

All tables and figures are based on World Bank
data unless otherwise specified.

The symbol .. in tables means "not available."
The symbol - in tables means "not applicable."
Data from secondary sources are not always

available from 1986 onward. The numbers in this
World Development Report shown for historical data
may differ from those shown in previous Reports
because of continuous updating as better data be-
come available and because of recompilation of
certain data for a ninety-country sample.



Public finance in development: an overoiew

Public finance shapes the course of development.
It affects aggregate resource use and financing pat-
terns and, together with monetary and exchange
rate policies, influences the balance of payments,
the accumulation of foreign debt, and the rates of
inflation, interest, and exchange. Public spending,
taxes, user charges, and borrowing also affect the
behavior of producers and consumers and influ-
ence the distribution of wealth and income in an
economy. Balance of payments crises and foreign
debt problems are at least aggravated, and are of-
ten caused, by imprudent fiscal policy. Their solu-
tion almost invariably involves some combination
of cutting public spending and raising additional
revenue, thus freeing resources for exports and
debt service. Careless fiscal austerity can lead to
prolonged recession, however, and can place a dis-
proportionately heavy burden on the poor. For this
reason the structural aspects of public finance
policyhow spending is allocated and revenue
raisedmatter as much as the overall macroeco-
nomic balance.

World Development Report 1988 examines public
finance in developing countries against the back-
drop of today's uncertain economic outlook. The
Report's main concern is how appropriate public
finance policies can improve the quality of govern-
ment. The discussion is timely for two reasons.
First, budget deficits and external debts pose a di-
lemma for many governments: how can they
achieve short-term stabilization without retarding
long-term development? Second, the perception of
government has shifted during the past decade;
where government was once commonly seen as

a catalyst of development, many now think it an
obstacle.

The Report is in two parts. Part I explores recent
developments in the world economy, including
the emergence of severe macroeconomic im-
balances among industrial countries and the effect
of these imbalances on the developing world. It
concludes that a significant reduction in the budget
deficit of the United States, together with stronger
domestic demand in the Federal Republic of Ger-
many, Japan, and the newly industrialized econo-
mies (NIEs), is necessary to reduce today's sizable
current account imbalances and avoid the risk of a
slowdown in the world economy. Developing
countries must continue to reform domestic poli-
cies, while the net resource transfers from the de-
veloping countries must be reduced if these coun-
tries are to resume sustained economic growth.

Part II concentrates on public finance in develop-
ing countries. Five broad conclusions emerge.

Prudent and stable macroeconomic fiscal man-
agement is far preferable to successive phases of
extreme fiscal expansion and contraction. Modest
and sustainable fiscal deficits promote growth,
while shielding the poor from the heavy burdens
of fiscal austerity.

Greater reliance on user charges and simpli-
fied, restructured general tax systems can increase
public revenue and reduce economic distortions.

Clear priorities and concentration on quality
are necessary for efficient and effective public
spending. Priorities tend to emerge more force-
fully if decisionmakers are aware of their specific

1



Table 1 Growth of real per capita GDP, 1965 to 1995

Note: All growth rates for developing countries are based on a sample of ninety Countries.

resource constraints and expect to abide by them
in planning and budgeting.

Autonomous and accountable decentralized
public entitites, including subnational levels of
government and state-owned enterprises, can im-
prove the efficiency of both spending and revenue
gathering. But administrative constraints limit the
scope for speedy decentralization; increased pri-
vate sector involvement in the provision of public
services should therefore be explored wherever
feasible.

Well-designed public finance policies can be
powerful tools for relieving poverty.

Figure 1 Ratios of investment to GDP
in developing countries, 1970 to 1986

Exporters of manufactures
LI Highly indebted countries

J Developing countries Sub-Saharan Africa

Percentage of GDP
30

25

10

2

Although the focus of Part II is on developing
countries, many of the issues addressed are also
problems for the industrial countries. Solving
these problems is a difficult task for any govern-
ment. Reform must span the full range of macroec-
onomic and microeconomic concerns as well as
deal comprehensively with all parts of the public
sector: central, state, and local governments and
state-owned enterprises. The relations between fis-
cal and other policies are pervasive and complex.
The lack of accurate fiscal data in developing coun-
tries further complicates the task of policy design.
In addition public finance reform usually involves
politically sensitive tradeoffs that most govern-
ments, whether in developing or industrial coun-
tries, would rather avoid. Yet the many examples
of fiscal policy cited in this Report indicate that
reform is both possible and highly beneficial.

Policy options for global adjustment

As the 1980s draw to a close, economic turbulence
and uncertainty persist. Since 1983 governments
in industrial countries have managed to reduce in-
flation and maintain a positive rate of growth. But
significant problems remain: high real interest
rates, declining investment rates, volatile ex-
change rates, growing current account imbalances,
rising protectionism, andin Europehigh unem-
ployment. These problems are mainly the legacy of
past inflationary policies and structural rigidities.
But they are also a consequence of the mismatch of
macroeconomic policies during much of the
1980sexpansionary in the United States and con-
tractionary in Europe and Japanand of the com-
bination of loose fiscal policy and tight monetary
policy, particularly in the United States. This has
led to slowed growth of both production and
trade. As a result, the world economy faces contin-
uing risks.

Growth has also slowed substantially in the de-
veloping countries. Some African and highly in-
debted, middle-income countries have suffered

(annual percentage change)

Actual
Projected,
1987-95

Country group 1965-73 1973-80 1980-87 Base High

Industrial countries 3.6 2.1 1.9 1.8 2.6
Developing countries 3.9 3.2 1.8 2.2 3.6

Exporters of manufactures 4.8 4.0 4.6 3.4 4.9
Highly indebted countries 4.2 2.9 -1.3 1.0 2.5
Sub-Saharan Africa 3.8 0.5 -2.9 0.0 0.7

1970 1973 1976 1979 1982 1985

Note: Data are based on a sample of ninety developing countries.



significant declines in per capita income (see Table
1). Their investments have fallen to levels at which
even minimal replacement may no longer occur in
important sectors of their economies (see Figure 1).
Their debts are growing, but they still face nega-
tive net resource transfers because debt service ob-
ligations exceed the limited amounts of new fi-
nancing. In some developing countries the
severity of this prolonged economic slump already
surpasses that of the Great Depression in the in-
dustrial countries (see Figure 2), and in many
countries poverty is on the rise (see Box 1).

To improve the economic outlook for industrial
and developing countries alike, policymakers must
achieve progress toward three related goals:

Reducing economic imbalances among indus-
trial countries

Restructuring economic policies in developing
countries

Reducing the net transfer of financial re-
sources from developing countries.

Reducing economic imbalances
among industrial countries

While the immediate outlook in mid-1988 is for
continued modest world economic expansion,
three main steps are needed to enhance growth
prospects and reduce the risks of further instability
in the financial market and, possibly, a sharp slow-
down in activity beyond the near term. The first is
credible action to reduce the U.S. federal budget
deficit. This is essential to bring about a lasting
reduction in the country's current account deficit
and to lower real interest rates. Second, Japan
should maintain, and Germany accelerate, the
growth of domestic demand through appropriate
macroeconomic and structural policies. Third,
those NIEs of East Asia that are running sizable
current account surpluses could do even more to
accelerate the growth of domestic demand, appre-
ciate their currencies against the dollar, and reduce
the degree of protection of their domestic
producers.

In the present climate of economic uncertainty,
judging the appropriate stance of macroeconomic
policy will be unavoidably difficult. However, con-
certed and credible change along the lines sug-
gested here would help reduce the sizable current
account imbalances among industrial countries
(and the East Asian NIE5) and lessen the risks of a
recession. It would also stabilize exchange rates.
Economic growth, moreover, could be faster, as
indicated in the "high-case" scenario of Table 1.

Figure 2 Per capita GDP during the
Great Depression and the current crisis
in selected countries

Index (1929 = 100)
120

100

80

60

Great Depression

France

Current crisis
Index (1977 = 100)

120

Germany

United States

These policies should also be accompanied by a
reduction of protection. The current Uruguay
Round of the General Agreement on Tariffs and
Trade (GATT) negotiations provides a timely fo-
rum to promote multilateral reductions in the bar-
riers to trade.

Without concerted policy action by the industrial
countries, the global economic outlook is more
likely to conform to the "base-case" scenario of

3
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Note: Data for Germany are net national product.
Sources: Mitchell 1975, United States Government 1975, and
World Bank data.



Table 1. Per capita incomes in many parts of the
developing world would continue to stagnate or, at
best, reverse only very slowly the dramatic de-
clines of the past few years. Trade would remain
sluggish and commodity prices depressed. Nega-
tive net resource transfers would continue to drain
financial resources from the highly indebted coun-
tries. More serious downside risks would persist.
Further disruptions in financial markets, higher in-
terest rates, and a more severe slowdown of the
world economy would all be possible.

Restructuring economic policies in developing countries

The responsibility for the second task of policy ad-
justment lies with the developing countries. Their
pace of development depends greatly on the effec-
tiveness of the domestic economic policies that
each government pursues. Those policies can be
effective even in a generally unfavorable interna-
tional environment. Examples go beyond the East
Asian NIEs, whose achievements are so often
cited: they include Botswana, China, Colombia,
India, Indonesia, Thailand, and Turkey. In each of
these countries strong economic performance in
recent years can be traced to sound policiesnot
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just to special factors such as external aid or natu-
ral resource endowments.

Reducing the net resource transfers
from developing countries

Finally, the net resource transfers from developing
countries to the rest of the world need to be re-
duced to improve the debtor countries' economic
performance. Improved policies in industrial coun-
tries could lower real interest rates and improve
trading prospects for the highly indebted develop-
ing countries. This, in conjunction with sound poi-
icies in the developing world, would enhance the
creditworthiness of the highly indebted countries
and help them to attract new capital. Combining
better policies and inflows of new capital with vari-
ous available methods of stretching out or reduc-
ing debt repayments would reduce the resource
drain and allow increased investment to support
growth. Finally, there is the challenge for most
highly indebted, middle-income countries to find
new financial options, including ways to pass on
current market discounts on debt to the debtor
countries under case by case, market-based ap-
proaches. For the debt-distressed, low-income

Box 1 The continuing need to alleviate poverty

Poverty in the developing countries is on the rise. Be- dined in nine Sub-Saharan African countries. In Zam-
tween 1970 and 1980 the number of people with inade- bia deaths from malnutrition among infants and chil-
quate diets in developing countries (excluding China) dren doubled during 1980-84, and in Sri Lanka the
increased from 650 million to 730 million. Since 1980 calorie consumption of the poorest tenth of the popula-
matters have turned from bad to worse: economic tion fell 9 percent between 1979 and 1982. In Costa Rica
growth rates have slowed, real wages have dropped, falling real wages during 1979-82 increased the inci-
and growth in employment has faltered in most devel- dence of poverty by more than two-thirds. Real per
oping countries. Precipitous declines in commodity capita public spending on health and education in low-
prices have cut rural incomes, and governments have income developing countries stagnated between 1975
reduced their real spending on social services. and 1984. For six low-income countries the number of

Comprehensive data on poverty are lacking, espe- physicians per capita decreased between 1965 and
cially for the most recent years, but scattered informa- 1981, and enrollment ratios for primary education de-
tion from individual countries confirms the general im- clined in twelve low-income Sub-Saharan African
pression of deteriorating social conditions in many countries.
developing countries. A recent study found that the In the aftermath of the second oil price shock, the
number of people below the poverty line increased at subsequent worldwide recession, and the debt crisis, it
least up to 1983-84 in Brazil, Chile, Ghana, Jamaica, is not surprising that governments have focused their
Peru, and the Philippines. It also found that there has attention on stabilization and adjustment and that fis-
been a sharp and widespread reversal in the trend to- cal austerity has reduced spending on the relief of pov-
ward improved standards of child health, nutrition, erty. However, increases in the incidence of poverty
and education. Other sources show that in twenty-one make it essential for the issue to move again into the
out of thirty-five low-income developing countries, the forefront of policy designand especially the design of
daily calorie supply per capita was lower in 1985 than public spending programs.
in 1965. Between 1979 and 1983 life expectancy de-



countries of Sub-Saharan Africa, proposals to ease
their debt burdens by official support need careful
consideration.

Concerted action in all three areasindustrial
country policies, developing country policies, and
resource transfersprovides the best chance to
avoid a worldwide economic downturn and to re-
turn developing countries to a level of growth
comparable with that of the 1950s and 1960s. How-
ever, inaction on any front should not become an
excuse for inaction elsewhere. Developing coun-
tries can still do much to influence their own eco-
nomic prospects, regardless of the international
economic environment. This is true especially in
the area of public finance.

The role of public finance in development

Many of today's public finance issues have trou-
bled policymakers for centurieshow to raise and
allocate public funds effectively while limiting bud-
get deficits and how to delegate authority while

maintaining accurate accounts and financial disci-
pline, for example (see Box 2). But these issues are
of even greater importance now because of the ex-
pansion of the public sector during the past 100
yearsbeginning in the industrial countries
around 1880 and in the developing countries after
1940. From a share of 5 to 10 percent of gross na-
tional product (GNP), central government spend-
ing has grown to an average of about 25 percent of
GNP in developing countries and 30 percent in
industrial countries. In some countries the share
exceeds 50 percent of GNP. The public sector af-
fects the economy not only through its taxation
and spending, but also through interventions such
as price controls and licensing. Although country
experiences vary widely and rigorous assessment
is difficult, the public sector now appears to be as
important in developing countries as in the indus-
trial countries.

The expanded role of the public sector carries
with it risks and opportunities, however. The risks

Box 2 Insights from the history of public finance

From the earliest days of recorded history one of the
principal challenges to government has been the man-
agement of public finance. In their book, A History of
Taxation and Expenditure in the Western World, Carolyn
Webber and Aaron Wildavsky explore taxation and ex-
penditure policies from ancient times to the present. In
the final chapter they concluded:

No matter what a society's patterns of taxing and
spending are, supporting government has always
been problematic. In this respect, at least, past and
present merge.

Virtually every aspect of modern budgetary be-
havior that we regard as especially distinctive has
its analogue in ancient practices. Governments,
from the Mauryan kings of ancient India to early
Roman emperors to the feudal monarchies of medi-
eval Europe and the new nation-states of the early-
modern era, have tried to maintain accounts of tax
receipts, and sometimes (but never successfully) to
keep records of spending for different purposes.
Though the technology differs, the results are often
the same: as with the off-budget trust funds in
modern governments, detailed line-item accounts
of spending did not help much if receipts in a given
fund were insufficient to cover mandated spending.

Ancient, medieval, and early-modern govern-
ments certainly lacked effective technical and ad-
ministrative instruments, but they did use expedi-

ents to help stay afloat. They taxed the land and
necessities; they debased currency arid confiscated
as much as possible; they sold offices, crown lands,
and sometimes the king's jewels; they conquered
and pillaged. When officials could not get inside
houses, they taxed columns, windows, and doors.
They levied hundreds of taxes on the production
and sale of commodities and services. In doing this,
governments alienated their subjects, debased pub-
lic morality, and wrought havoc with trade. But, for
the most part, they got by. And when, after centu-
ries of reform, such venal and inefficient practices
were abolished, governments still faced financial
crises. The big difference today is that crises take
place at much higher levels of expenditure and
revenue.

What stands out in the ebb and flow of financial
tides is problem succession: old solutions give rise
to new problems that are in their turn superseded.
No policy instrument is good for all seasons.

Whether or not governments stay solvent, at the
very least our lengthy chronicle of the difficulties
continuously associated with efforts by govern-
ments at diverse times and places to raise and
spend revenue should convey the message that tax-
ing and expenditure are never a straightforward
matter.
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arise from the ineffective use of public resources
and from the overextension of government into
areas that are better left to private markets. The
opportunities arise from the government's power,
in principle, to allocate resources efficiently when
markets fail to do so and from its ability to provide
relief to those in poverty. It is the task of public
finance to balance the opportunities and the risks,
and thus improve the quality of government. The
most important aspects of public finance within
which pragmatic policies should be pursued are
the management of public deficits, revenue mobili-
zation, allocation of public spending, and decen-
tralization of public functions.

Fiscal policy for stabilization
and adjustment

Large fiscal deficits are often at the root of both
external and internal macroeconomic imbalances.
External imbalances express themselves as current
account deficits, capital flight, and rapidly expand-
ing external debts. Internal imbalances take the
form of high real interest rates, falling private in-
vestment, and rising inflation. Prudent fiscal
policythat is, fiscal deficits consistent with low
and stable inflation, a sustainable level of foreign
debt, and a favorable climate for private
investmentis indispensable to stabilization and
adjustment. Furthermore, reforms in many other
areasfinancial liberalization, currency devalua-
tion, price deregulation, trade reform, and so on
can work only if the fiscal implications are taken
into account.

With a few exceptions, the fiscal deficits of to-
day's "problem debtors" increased significantly in
the late 1970s and early 1980s. Current account
deficits widened in step with fiscal expansion, and
the ratio of public debt to gross domestic product
(GDP) increased correspondingly. Capital flight
worsened the debt problem as domestic savers re-
sponded to unsustainable fiscal deficits by shelter-
ing their assets abroad. Unlike the problem
debtors, other countries (such as Indonesia, the
Republic of Korea, and Thailand) had more sus-
tainable fiscal policies during the 1970s. They accu-
mulated smaller stocks of public debt in relation to
their capacity to service it. They also adjusted their
fiscal policies quickly in the early 1980s and took
steps to prevent their real exchange rates from ris-
ing excessively. As a result these countrieswhich
might easily have joined the problem debtors
steered clear of debt troubles.

Countries with commodity booms are a special
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example of the importance of prudent fiscal policy.
In many countries public revenues accelerated rap-
idly as the export prices of commodities soared in
the 1970s. The windfall encouraged governments
to increase spendingsometimes by more than the
windfall, as higher domestic revenues were
leveraged through foreign borrowing. However,
much of this spending went to higher consumer
subsidies or investment projects of dubious eco-
nomic merit. After the boom, spending kept rising
while revenue contracted sharply. The resulting
fiscal deficits led to fiscal and external debt crises
that finally forced spending cuts. Some commod-
ity exportersBotswana, Cameroon, and Indone-
sia, for examplemanaged to avoid destructive
boom and bust cycles by cautious fiscal manage-
ment of the boom revenues. They moderated
spending increases during the boom and used the
rise in public savings to accumulate external assets
or repay external debt. They also adjusted rapidly
to the end of the boom by cutting spending and
maintaining low inflation, stable exchange rates,
and solid performance in other exports. These con-
trasting country experiences demonstrate that er-
ring on the side of caution is less costly than falsely
assuming a temporary boom to be permanent.

Low-income Africa faces even greater difficulties
than the middle-income debtors. It depends heav-
ily on erratic flows of concessional and nonconces-
sional lending; the public revenue base is narrow
and volatile. After borrowing heavily to finance fis-
cal expansion in the 1970s, African countries have
been forced to adjust as lending has been cut back.
Adjustment has been complicated by dual ex-
change rate systems, which are especially common
in low-income Africa and which, in effect, tax ex-
ports. Removing this tax through exchange rate
unification and devaluation helps the export sec-
tor, but the temporary loss of revenue can lead to
bigger fiscal deficits and higher inflation. These
countries therefore need to synchronize exchange
rate reform with fiscal reform.

Prudent fiscal policy guards against the risks of
excessive foreign debt and overvalued currencies.
But sound macroeconomic policy is not enough.
Many developing countries need to make struc-
tural changes if they are to resume satisfactory
long-term growth. Public finance offers many op-
portunities for reform of this kind. The ways in
which governments raise revenue can substan-
tially affect economic efficiency. Similarly, the
quality and composition of public spending
strongly influence development. This Report con-
siders each side of the budget balance in turn.



Reforming tax systems

When public deficits need to be reduced, the eco-
nomic cost of raising more revenue must be
weighed against the cost of cutting public spend-
ing. More revenue and less spending will both be
needed as a rule. The temptation in the short term
is to rely on ad hoc increases in revenue because
they are administratively and politically conve-
nient. But in many countries this approach has led
to complex and highly distortionary revenue sys-
tems that not only fail to collect sufficient revenue
but also damage long-term growth. Most of to-
day's systems could be restructured to increase
yield, reduce distortions, and minimize the burden
on the poor.

The two main types of public revenue are gen-
eral taxes (compulsory charges unrelated to partic-
ular expenditure items) and user charges (pay-
ments from beneficiaries in exchange for goods
provided by public agencies). General taxes make
up the bulk of central government revenue,
whereas user charges are the main source of reve-
nue for state-owned enterprises. State and local
governments commonly collect both.

Tax revenue as a share of GNP has increased
during the past decade in many developing coun-
tries in response to the need for fiscal
adjustment. Taxes on international trade are still
the largest source of central government revenue
in low-income countries, particularly in Sub-
Saharan Africa. But the revenue share of trade
taxes has been declining, since most developing
countries are shifting gradually to domestic taxes.
Among the domestic taxes, commodity taxes such
as sales, excise, and value added taxes are more
important than income taxes. In industrial coun-
tries, however, income taxes are often the more
important source of revenue.

In general, the economic cost of taxation in-
creases with the tax rate and is higher when the
base is narrow, as is the case in most developing
countries. Recent reforms in developing countries
such as Colombia, Indonesia, Jamaica, and Malawi
have rightly concentrated on expanding the base,
thus avoiding higher tax rates and adverse effects
on incentives. To make the tax structure more
transparent and to ease administration and en-
forcement, the reforms have also favored fewer
rates and fewer exemptions. They have tried to
promote equity by improving the collection of
taxes from the wealthy through limited exemp-
tions and improved tax administration and by
avoiding taxes on the poor. Progressive income

taxes are hard to collect in developing countries.
Successful tax reforms have also demonstrated

that variants of the value added tax (VAT) can gen-
erate substantial revenue with fewer distortions
than import, turnover, or excise taxes. Joint reform
of trade and commodity taxes is particularly effec-
tive in meeting the dual goals of raising revenue
and reducing inefficiency.

Many developing countries have a limited capac-
ity for administration, so tax reform must be con-
fined to what is administratively feasible. In most
developing countries, especially the poorer ones,
simplicity is essential. However, modern tech-
niques, such as the use of computers and tax iden-
tification codes, can make it easier to collect most
taxes.

Improving the allocation of public spending

Central government spending grew substantially
until 1982 in many developing countries but then
tended to decline as a percentage of GDP until
1985 as resources grew tighter. Although the
breakdown of spending by category varies tremen-
dously among countries, some generalizations are
possible. For example, industrial countries spend
much more (as a share of both total spending and
GDP) on subsidies and transfers, primarily for
health and social security, while developing coun-
tries tend to allocate more of their spending to
investment.

Governments can promote both economic
growth and equity by supplying the physical infra-
structure needed for productive private invest-
ment and by providing social services to meet the
basic needs and improve the productivity of the
population. But the high cost of raising revenue
means that it is vital to set priorities and attain
quality in public spending. Priorities can be set by
considering what governments do best and what
markets do best. Governments must provide
"public goods" that benefit all citizens, such as
law and order and national defense. They should
also be involved in providing goods and services
with large external benefits to society, such as pri-
mary education, basic health care, and immuniza-
tion programs. Direct investment or regulation is
needed to control monopolies caused by a single
source of supply or large returns to scale relative to
the size of the marketwater supply, sanitation,
and power, for instance. Finally, government sub-
sidies on goods and services consumed by the
poor are sometimes justified, but, to contain the
cost, they should be accurately targeted.
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These criteria help to explain the widespread
public provision of infrastructure for transport,
communications, power, water supply, and
irrigationareas critical for growth in the early
stages of development. They also support public
spending on basic education and health, which
has been instrumental in producing higher literacy
rates and skill levels, reducing mortality and mor-
bidity, and lowering fertility rates. In contrast,
these criteria generally do not support direct public
production or marketing of industrial or agricul-
tural products, or direct public provision of bus
transport or housing.

Setting priorities is only the first step. All dimen-
sions of investment projectseconomic, technical,
administrative, and financialmust be appropri-
ately designed and implemented in a policy envi-
ronment that provides incentives for good perfor-
mance. Priorities and quality must also be
considered in allocating recurrent public spending:
adequate spending on operation and maintenance
will often be more important than new invest-
ment, hiring fewer civil servants and paying them
competitive wages will generally be preferable to
using the government as the employer of last re-
sort, and subsidies will be more efficient when tar-
geted to the poor rather than dispersed across the
entire populace.

Improving the efficiency and effectiveness of
public spending requires reform of fiscal planning,
budgeting, implementation, and monitoring. Fis-
cal planning ideally involves formulating a phased
investment program, projecting current spending
needs, and assessing revenue availability and bor-
rowing requirements for three to five years, all set
in the context of a consistent macroeconomic
framework. The annual budget would then be a
comprehensive one-year slice of the medium-term
plan. For plans and budgets to promote effective
decisionmaking by individual public agents, the
tradeoffs among agencies, programs, and projects
must be explicit, and the budget constraint for
each agency, once set, must be firm so that
an agency may not exceed a budget on its own
initiative.

Although the capacity to carry out medium-term
fiscal planning and comprehensive annual budget-
ing is limited in most developing countries, some
have coped well. Botswana, for example, has de-
veloped procedures to ensure that careful atten-
tion is paid to the recurrent cost implications of its
investment spending. Chile has used economic
analysisprimarily cost-benefit analysisto
screen potential investments thoroughly. Others
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are trimming government payrolls through hiring
freezes, civil service censuses, and voluntary re-
tirement schemes; a few countries are trying to
rationalize the civil service wage structure. Mexico
is moving toward targeted food subsidies. These
and other examples show that it is possible to im-
prove the efficiency and effectiveness of public
spending.

Spending priorities and revenue options
in selected sectors

Sectoral perspectives on public finance highlight
the need to consider revenue and spending jointly.
Similar problemsinsufficient spending on cost-
effective activities, inefficient public programs, and
limited access by the poorbeset current public
involvement in education, health, urban services,
and rural infrastructure in many countries. Solving
these problems calls for three sorts of public fi-
nance reform: redirecting spending toward activi-
ties in which government participation is most crit-
ical, increasing the reliance on user and other
benefit-related charges to finance such spending,
and decentralizing some public responsibilities
to those in closer touch with local needs and
conditions.

Spending should be more sharply focused
within each of the sectors mentioned above. In ed-
ucation, a pressing need exists to expand and im-
prove primary schooling, particularly in the poor-
est countries. In health, more public resources
should be allocated to basic health measures such
as immunization and prenatal care. Public spend-
ing on these basic services is not only socially more
profitable than spending on higher education,
nonessential drugs, and expensive curative hospi-
tal care, but it is also more equitable, because the
more expensive services are used primarily by the
relatively wealthy. In urban services, public provi-
sion of roads, water, electricity, and sanitation is
critical, whereas bus services and housing infra-
structure can often be more efficiently provided by
the private sector. In rural infrastructure, roads,
potable water, irrigation, and electricity are areas
in which the public sector has been, and should
continue to be, involved; but in each case spend-
ing can often be shifted toward more cost-effective
techniques. Such reforms can expand the access of
the poor to basic services, while increasing the
contribution of the public sector to economic
growth and development.

User charges provide the link between spending
and revenue decisions for many sectors. Unlike



taxes, user charges can raise revenue to finance the
expansion of priority services, while increasing
rather than decreasing efficiency. Publicly pro-
vided goods and services will be used efficiently if
they are priced to reflect the cost of production as
well as externalities and other market imperfec-
tions. In contrast, subsidized (that is, underpriced)
services result in excessive consumption and de-
mands for additional spending, and the taxes
needed to pay for such subsidies create distortions
elsewhere in the economy. User charges thus lead
to a double efficiency gain: they allocate the supply
of public goods and services efficiently, and their
use avoids the need for distortionary taxes.

The case for user charges is well established for
public utilities such as gas, water, power, and tele-
phones. But selective user charges can be in-
creased even in health and education. Although
sound economic and social reasons exist for con-
tinuing to subsidize primary education and basic
health programs, whose benefits spill over to soci-
ety at large, the generous subsidies so common for
other education and health services in developing
countries can be reduced. Charging users of public
facilities that have large private benefitsincluding
curative outpatient hospital care and university
educationwill increase efficiency in production
and consumption. It will also mobilize resources to
finance the expansion of priority services, many of
which are used primarily by the poor. This is an
important goal during times of severe budgetary
restraint. Some subsidies will likely have to re-
main, but these need to be carefully targeted pri-
marily to the poor. Selective scholarships, for ex-
ample, are one way to give poor students access to
higher education, for which others would have to
pay at least part of the cost.

For some public services, such as the distribution
of irrigated water and the maintenance of local
feeder roads, shifting some responsibilities to local
providers will free central authorities to focus on
priority tasks. With appropriate training, regula-
tion, and monitoring from the center, many local
initiatives can identify needs and mobilize re-
sources more easily. Where services are already
provided locally, the decentralized agencies need
to be strengthened, as discussed below.

Financing local government

Many developing countries would benefit from an
increase in the responsibility of state and local gov-
ernments for certain public functions. Decentral-
ization is advisable for goods and services that are

regional or local, rather than national, in character,
such as water supply and sanitation, transport,
and even some health and education services. In
such cases it can increase public accountability and
responsiveness to local preferences. The scope for
decentralizing is greatest in urban areas, but
broadening the involvement of rural communities
in water supply, irrigation, and rural roads can also
improve the quality of public services.

Despite these benefits, state and local govern-
ments frequently face restrictions in raising re-
sources to finance present or potential spending.
Central authorities often regulate the few local
sources of revenue by controlling tax rates, prohib-
iting increases in user charges, and limiting the
means for revenue collection and enforcement. As
a rule these restrictions can be safely eased, which
increases the revenue-raising capability of subna-
tional governments and reduces their dependence
on central transfers.

User charges are especially helpful at the local
level because local governments generally concen-
trate on services whose direct cost can be recov-
ered. Although central government restrictions,
lack of local technical expertise, and political oppo-
sition may limit the extent of charging, local gov-
ernments in some developing countries have man-
aged to develop successful cost recovery
programs, usually in conjunction with improved
service.

Among local taxes the property tax has many
desirable features but is often administratively and
politically difficult to collect. Even so, property tax
reform should be considered as part of any broader
local finance reform. Other local taxes, which are
often complex and excessive in number and thus
costly to collect and poorly enforced, can generally
be streamlined to reduce administrative costs.

Central or state government grants are also com:
mon sources of local finance. If properly designed
and administered, such grants can adjust for in-
come differences, ensure national benefits from
certain local public functions such as educa-
tion, and provide incentives for greater local fiscal
effort.

Credit can provide an alternative way to finance
local capital investment. Municipal development
funds have been successful in some developing
countries in channeling credit, training, and tech-
nical assistance to local governments. Raising
more revenue locally remains desirable in order to
increase the debt service capacity of local govern-
ment and to complement or replace grants from
higher tiers of government.
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Weak administrative capacity limits the ability of
local governments to raise and spend revenue ef-
fectively. Efforts to increase this capacity
including training, technical assistance, and even
central government staff deployed at the lo-
cal levelis an essential task for the central
authorities.

Strengthening public finance through reform
of state-owned enterprises

State-owned enterprises (SOEs) were usually es-
tablished either to decentralize some key public
sector activities or to move others from the private
sector to the public domain. In some developing
countries certain SOEs have succeeded as com-
mercial ventures, contributing to public revenues
and playing important roles in nation-building. In
most countries, however, the achievements of
SOEs have fallen short of what was hoped for.
Their success has been hampered by a multipli-
city of conflicting objectives and a lack of fiscal
discipline.

Many SOEs are expected to finance themselves
through internally generated funds or nongovern-
mental borrowing. In practice, however, the need
to finance persistent gaps between SOE saving and
investment has added greatly to the public deficits
and public indebtedness in developing countries.
Direct budgetary subsidies to SOEs have substan-
tially increased central government deficits. Fur-
thermore, direct foreign borrowing by SOEs typi-
cally has grown faster than that of the private
sector. Governments frequently guaranteed these
borrowings without overall borrowing strategies
or controls, and poor SOE performance forced
many governments to assume debts that SOEs
could not service.
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Many governments now see the critical impor-
tance of reforming SOE finance as part of the
broader task of fiscal reform. The first step is to
reduce SOE claims on the government budget by
improving operational efficiency and ensuring that
charges cover costs. Transparency in financial rela-
tions between the government and SOEs is also
critical. If all subsidies to SOEs are explicitly bud-
geted, their cost can be subject to annual review,
rather than hidden or simply forgotten. Increasing
the availability of reliable information on SOEs'
financial and operational performance, eliminating
arrears between public agencies, and controlling
government guarantees of SOE borrowings will
also help to restore fiscal discipline. Finally, private
sector involvement can often improve the effi-
ciency of SOE operations and reduce their drain on
fiscal resources. Because the barriers to full and
rapid privatization are often daunting, intermedi-
ate solutionssuch as subcontracting, leasing,
or allowing private competitionare often more
feasible.

Directions for reform

Prudent budget policies, reduced costs of raising
revenue, efficient and effective public spending,
strengthened decentralization in government, and
public finance policies consistent with poverty
alleviationthese are the five broad directions
which public finance policies should strive to pur-
sue. Progress simultaneously on all fronts will be
difficult to attain in most countries. Nonetheless,
neglect of any one area can easily lead to problems
in the others. A comprehensive approach to public
finance reform is therefore essential to produce
consistent policy advice and to implement sustain-
able reform.
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Policy options for global adjustment

The global economy remains fragile despite rea-
sonable short-term growth prospects. Although
average GDP growth in the industrial countries
was marginally higher in 1987 than in 1986, it was
well below the high levels of the 1950s and 1960s.
Moreover large international payment imbalances
persist, and there is a risk of further volatility in
stock markets, exchange rates, and interest rates.
This fragility is a direct consequence of lasting di-
vergences in the macroeconomic policies of the
leading industrial countries. Without significant
changes in these policies the present economic un-
certainty may soon be followed by a worldwide
recession. For developing countriesdespite con-
siderable stabilization and adjustment effortsthe
outlook remains worrying, especially for those
with acute debt problems. These countries face the
risk of prolonged stagnation in real per capita in-
come, greater poverty, and social unrest.

Three issues need to be addressed if the growth
prospects of industrial and developing countries
are to improve.

The leading industrial countries must perse-
vere in adjusting their macroeconomic and struc-
tural policies so as gradually to reduce external im-
balances to a sustainable level. This would
improve the longer term outlook for growth in the
industrial countriesa precondition for faster
growth in developing countries.

Developing countries must pursue policy re-
forms designed to advance their development
prospects, even if the international environment is
unfavorable.

Net resource transfers from developing coun-
tries to the rest of the world must be reduced.

Resolving these issues poses an enormous chal-
lenge for governments in industrial and develop-
ing countries and for the international financial
community. These issues are closely linked.
Progress on all three would lessen the risks in the
outlook and make it possible to resume healthy
economic growth.

The legacy of the 1970s

The 1970s were a period of turmoil and transition
for the world economy. Following the long post-
war expansion, GDP growth in the industrial
countries became generally more erratic. For the
decade as a whole it declined to 3.1 percent a year,
compared with 5.0 percent during the 1960s. The
first oil price shock, mounting fiscal deficits, rising
inflation, and greater rigidity in the functioning of
domestic markets were the main reasons for this
slowdown. The volatility of exchange rates follow-
ing the collapse of the Bretton Woods exchange
rate system in 1971 added to the financial tensions.

In the developing countries, economic growth
during the 1970s remained largely unaffected by
the slowdown in industrial countries. It averaged
5.4 percent, or broadly the same as in the previous
decade. As documented in earlier World Develop-
ment Reports, however, this relatively strong per-
formance was achieved by a rapid accumulation of
external debt andin many countriesat the ex-
pense of growing domestic imbalances. These in-

13



Figure 1.1 Actual and projected growth of GDP, 1960 to 1990
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From the central case scenario of World Development Report 1979. This projection did not include China, which was expected to have higher
than average growth.

Based on actual growth for 1980-87 and projected growth for 1987-90 under the base case.
Sources: World Bank, World Development Report 1979, and World Bank data.

cluded large fiscal deficits, inflation, overvalued
currencies, and distorted incentives for industry
and agriculture. As a result many developing
countries were left vulnerable to new external
shocks.

Despite the increased economic uncertainty of
the 1970s the global outlook toward the end of the
decade generally permitted cautious optimism.
The oil price shock of 1973 appeared to have been
weathered successfully and without lasting dam-
age to world trade and capital markets. A modest
resurgence of growth in industrial countries, closer
to the averages of the 1950s and 1960s, together
with steady growth in the developing countries,
seemed a likely outcome for the 1980s. Like other
forecasts prepared at the time, projections for the
world economy presented in World Development Re-
port 1979 envisaged average real GDP growth of
4.2 percent in industrial countries and 5.6 percent
in developing countries for 1980-90 (see Figure
1.1).

Combining the outcome for 1980-87 and projec-
tions for the remainder of the 1980s, the average
rate of growth for the decade as a whole is likely to
be little more than half that projected in 1979 for
the industrial countries and roughly two-thirds
that projected for the developing countries. This is
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a large discrepancy. It underlines the reversal in
world economic fortunes in three main areas.

Sharp fluctuations in the price of oilstarting
with the second price shock in late 1979caused
serious disruptions for oil-importing and oil-
exporting developing countries alike. Those that
had accumulated large external debts were the
worst hit.

Faced by high and rising inflation, most indus-
trial countries redirected their macroeconomic pol-
icies to reduce inflationary pressures.

The unexpected deterioration in the interna-
tional environmentslower growth in world
trade, falling commodity prices, reduced access to
foreign financing, and steep increases in real inter-
est ratescompounded the structural weaknesses
and past economic policy failures of many devel-
oping countries.

The next section reviews macroeconomic policy
in industrial countries during the 1980s and its ef-
fect on the world economy. It also considers cur-
rent policy options for these countries. The chapter
goes on to analyze the effect of changes in the ex-
ternal environment facing developing countries,
and explores options to deal with their trade and
debt problems. It concludes with an assessment of
the outlook for the world economy until 1995.

Industrial countries Developing countries

3.1

Actual



Macroeconomic policies and imbalances
in industrial countries

In most industrial countries the policy response to
the high inflation and widening fiscal deficits in-
herited from the late 1970s was rapid and vigor-
ous. Starting in late 1979, these countries turned to
strict anti-inflationary monetary policy. For the
seven largest countries (the G-7) the rate of growth
of narrow money (Ml) declined from 10 percent in
1979 to 6 percent in 1980. Together with the second
oil shock this helped to trigger a severe recession
in 1981-82. Most industrial countries also shifted
the emphasis of their fiscal policies, aiming for
lower structural budget deficits. Although
recession-related automatic stabilizers caused off-
setting increases in budget deficits-in most indus-
trial countries central and general government def-
icits remained high until the middle of the decade
(see Table 1.1)-the new direction of fiscal policy
had a procyclical effect that deepened the reces-
sion. In 1982 average GDP growth tumbled to -0.4
percent in industrial countries and to 2.0 percent in
developing countries.

The United States was the main exception to the
new orientation of fiscal policy; its combination of
lower tax rates and higher spending caused budget
deficits to rise after 1981. In the United States and
the United Kingdom, among others, efforts were
also initiated to curb the role of the public sector in
the economy and to loosen the regulation of pri-
vate enterprise. This involved far-reaching liberali-
zation of financial markets and other sectors of the
economy. The privatization of some state-owned
enterprises, especially in the United Kingdom,
was another part of this reformist philosophy.

Figure 1.2 Inflation, 1973 to 1987

U Developing countries 0 Industrial countries

Annual percentage change
20
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Table 1.1 Fiscal balances in major industrial countries, 1979 to 1987
(percentage of GNP)

Note: (+) indicates a surplus and (-) a deficit.
Canada, France, Federal Republic of Germany, Italy, Japan, United Kingdom, and the United States.
Includes central, state, and local governments.

Source: IMF data.

1985
1987

Note: Inflation is defined as the annual change in the GDP defla-
tor. For developing countries, the data points indicate median
values; for industrial countries, average values.

Effects of the new macroeconomic policies

The new policies had rapid and profound effects.
On the positive side, with the help of the drop in
dollar oil prices after 1981, they successfully re-
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Fiscal entity and
country or country group 1979 1980 1981 1982 1983 1984 1985 1986 1987

Central government
United States -1.1 -2.3 -2.4 -4.1 -5.6 -5.1 -5.3 -4.8 -3.4
Japan -6.1 -6.2 -5.9 -5.9 -5.6 -4.7 -4.0 -3.3 -3.8
Germany, Federal Republic of -1.9 -1.9 -2.5 -2.4 -1.9 -1.6 -1.3 -1.2 -1.4
G-7' -2.8 -3.3 -3.6 -4.6 -5.4 -5.0 -4.9 -4.3 -3.6

General governmentb
United States +0.5 -1.3 -1.0 -3.5 -3.8 -2.8 -3.3 -3.5 -2.4
Japan -4.7 -4.4 -3.8 -3.6 -3.7 -2.1 -1.0 -0.6 -0.8
Germany, Federal Republic of -2.6 -2.9 -3.7 -3.3 -2.5 -1.9 -1.1 -1.2 -1.7
G-7' -1.8 -2.5 -2.7 -4.0 -4.1 -3.4 -3.4 -3.2 -2.6
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duced inflation. For industrial countries as a group
inflation dropped from a peak of 9.4 percent in
1980 to 4.8 percent in 1983 and declined further to
2.9 percent in 1987 (Figure 1.2).

On the debit side the recession speeded the rise
in unemployment that had already started in the
1970s. In many countries this contributed to wage
restraint, which in due course helped to restore
business confidence and corporate profitability.
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Box 1.1 The rising costs of protectionism

Protectionism broadly declined up to 1974 as tariffs
were cut under successive agreements of the GA1'T
(General Agreement on Tariffs and Trade). GATT is
based on three principles: first, nondiscrimination,
which requires that tariffs be equal for all trading part-
ners of a given country; second, transparency, which
favors explicit tariffs rather than nontariff barriers
(NTBs); and third, reciprocity, so that if country A
lowers its tariffs on imports from country B, country B
should reciprocate. Through the adoption of these
standards, average import tariffs on manufactures fell
from about 40 percent in the early 1950s to less than 10
percent in 1974. Agricultural products and textiles
two major developing-country exportsremained the
biggest exceptions to the trend toward more liberal
trade.

The revival of protectionism

Liberal trade has been seriously threatened since the
mid-1970s, and especially since 1980. Manufacturing
has seen a resurgence of protectionism, especially in
the guise of NTBs such as Voluntary Export Restraints
(VER5) and import quotas. Between 1981 and 1986 the
proportion of imports to North America and the Euro-
pean Community (EC) affected by NTBs rose by more
than 20 percent. Trade between industrial and develop-
ing countries is increasingly affected by NTBs. Roughly
20 percent of developing-country exports were directly
covered by such measures in 1986. One form of grow-
ing and systematic protectionism involves the succes-
sive Multifibre Arrangements. These have created a
worldwide system of managed trade in textiles and
clothing, and severely curtail developing-country ex-
ports. For politicians in industrial countries NTBs are
attractive because of their popular appeal and because
in the short term they seem to safeguard employment
in declining industries.

In farming, large subsidies and import barriers are
common, especially in Europe, Japan, andto a lesser
degreeNorth America and appear to have been rising
in recent years. The growth of the Common Agricul-

Worringly, though, unemployment shows no sign
of declining in many industrial countries; in Eu-
rope the average rate of unemployment has re-
mained above 10 percent since 1983. That is a
heavy social cost, and it has contributed to a resur-
gence of protectionism (see Box 1.1). Political ten-
sion associated with high unemployment may also
account for the industrial countries' reluctance to
expand their aid programs.

tural Policy (CAP), which heavily subsidizes EC agri-
culture and discriminates against all agricultural im-
ports into the EC, is one of the developments that
underlie this trend.

Of course protectionism is not restricted to industrial
countries. Developing countries, particularly those
with more inward-oriented policies, often use NTBs
and import tariffs. Lack of data makes it difficult to
judge the extent of protectionism in developing coun-
tries. However, numerous countries have in recent
years lowered the effective rates of protection on man-
ufactured goods as part of their structural reforms.

The costs of protectionism

Estimates of the costs of industrial countries' protec-
tion against developing countries range from 2.5 to 9
percent of the developing countries' GNP. For indus-
trial countries the costs of their own protection range
from 0.3 to 0.5 percent of GNP. The cost of protecting
particular subsectors can be extremely large. For exam-
ple, the cost of protecting agriculture ranges from 3
percent of total farm output in the United States to 16
percent in the EC. In the United States it is estimated
that in 1983 every dollar paid to preserve employment
in the steel industry cost consumers $35 and amounted
to a net loss of $25 for the U.S. economy. In the United
Kingdom the cost of preserving one job in the car in-
dustry was equivalent to four times the average indus-
trial wage in 1983.

NTBs are usually much more damaging than tariffs.
VERs are estimated to cost the importing country up to
three times as much as the equivalent tariff protection.
For example, the cost to the U.S. economy of protect-
ing the steel industry alone was nearly $2 billion in
1985. NTBs also reduce the effectiveness of exchange
rates as a way of influencing the balance of payments
because trade regulations, not relative prices, deter-
mine the volume of trade. It has been demonstrated
that the responsiveness of the U.S. trade balance to
changes in the value of the dollar has been significantly
reduced by the growing use of NTBs. Since foreign



Moreover the switch to anti-inflationary mone-
tary policy raised interest rates sharply, especially
iii the United States, where it coincided with fiscal
expansion. Real yields on U.S. Treasury bonds
rose from an average of 2 percent in 1980 to a peak
of 8 percent in 1984 (see Figure 1.3). On this ac-
count alone the developing countries would have
had to carry a far heavier burden of debt service
costs. The diverging paths of the industrial coun-

producers enjoy swollen profits as a result of VERs,
they can afford to keep dollar prices unchanged as the
dollar depreciates and thus protect their market share.

Protectionism can also involve direct budgetary
costs, especially when it takes the form of subsidies.
For example, it has been estimated that direct agricul-
tural subsidies in the United States amounted to
roughly $25 billion in fiscal 1987, or approximately 17
percent of the federal budget deficit. Agricultural sub-
sidies under the CAP amounted to $33 billion in 1987
and have been a significant source of friction between
members. NTBs could be replaced by revenue-earning
tariffs. The revenue forgone is a hidden budgetary
cost.

Finally, large agricultural subsidies and import barri-
ers in industrial countries have led to overproduction
and have pushed agricultural export prices below pro-
duction cost. This has been one of the important factors
explaining depressed agricultural commodity prices in
recent years. Protection has harmed agricultural com-
modity exporters in developing countries and has re-
duced the income of agricultural producers and rural
labor.

The Uruguay Round

The current round of GAY!' negotiations ("the Uru-
guay Round") is an opportunity to address these is-
sues and return to more liberal international trade in
manufacturing, agriculture, and services. A particu-
larly important breakthrough would emerge from a
successful negotiation of U.S. proposals for a phased
elimination of farm subsidies. Developing countries
have an important stake in the Uruguay Round, espe-
cially in agriculture and industry. Progress toward re-
duced protectionism in industrial countries and in the
developing countries could be a major factor in improv-
ing the world economic outlook and the development
prospects of the Third World. (See World Development
Report 1986 and World Development Report 1987 for dis-
cussions of agricultural and industrial protectionism,
respectively.)
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tries' fiscal policiesstimulation in the United
States and budgetary consolidation elsewhere
sowed the seeds of persistent financial disequilib-
rium and the present external payments im-
balances.

Emergence of macroeconomic imbalances
among industrial countries

In the wake of the Mexican debt crisis of 1982 the
U.S. government strongly expanded the money
supply to avert the collapse of a banking system
already weakened by recession. This was the cata-
lyst for a strong economic recovery, further pro-
pelled by fiscal expansion and the "supply-side
friendly" tax reform of 1981. The combination of
lower tax revenues and higher public spending
caused U.S. general and federal budget deficits, as
a proportion of GNP, to rise considerably above
past trends (see Table 1.1). The rate of private say-
mg fell to its comparatively low postwar average,
and private investment increased, partly as a result
of the 1981 tax reform (see Box 1.2). The private
saving-investment balance therefore moved from a
surplus of 3.2 percent of GNP in 1982 to a deficit of
1.2 percent in 1987. Combined with a rising gen-
eral government deficit, this resulted in a negative
overall saving-investment balance, which was re-
flected in a spiraling current account deficit. In
contrast, Japan and the Federal Republic of Ger-
many followed a path of more restrictive fiscal pol-
icy. Against a background of high private saving,
this led to mounting current account surpluses
(see Table 1.2 and Figure 1.4).

These diverging trends of saving and spending
prompted rising interest rate differentials between
the dollar and other major currencies and a pro-
longed appreciation of the dollar (see Figure 1.5).
This worsened the growing trade imbalances. The
newly industrialized economies (NIEs) in East Asia
were able to greatly expand their exports to the
United States. By 1987 the United States' external
imbalance had reached an unprecedented scale.

The capital flows that are the counterpart of
these protracted payments imbalances have a!-
tered the creditor positions of the main industrial
countries. The United Stateslong the world's
largest creditor and capital exporteris now the
largest debtor. Its estimated net foreign debt was
already equivalent to 6.5 percent of GNP at the
end of 1986. In the same year Japan and Germany
had already become the principal creditor coun-
tries, with net foreign assets of 8.5 and 10.5 per-
cent of their respective GNPs.
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Figure 1.3 Real interest rates in major industrial countries, 1979 to 1987

United States Japan Federal Republic of Germany

Notes: All rates are annual averages. The real interest rate is the nominal rate deflated by the CPI (for short-term rates) or by the GDP deflator
(for long-term rates). The short-term nominal rates used are: United States, three-month bank certificates of deposit; Japan, unconditional call
money before 1981 and two-month private bills for 1981-87; and Germany, three-month interbank loans. The long-term nominal rates used
are: United States, ten-year treasury bonds; Japan, central government bonds with maturities of ten years or longer (OTC sales yield); and
Germany, public authorities bonds with three years or more remaining to maturity.
Sources: IMF and World Bank data.

Box 1.2 Tax policy, the balance of payments, and international capital flows

Tax policy influences the balance of payments and in-
ternational capital flows in many ways. It helps to de-
termine the saving-investment balance, for example,
and it affects the return on capital. These influences
have become more pronounced as barriers to interna-
tional capital mobility have declined. Against this back-
ground, many industrial country governments have re-
cently adopted major tax reforms.

The structural effects of the U.S. tax reforms on the
balance of payments and on international capital flows
have received less attention than its effects on the fed-
eral budget deficit. The 1981 reform included invest-
ment tax credits, accelerated depreciation, and liberal-
ized provisions for leasing capital equipment. These
help to account for strong private investment in 1983
and 1984, despite high real interest rates. At the same
time tax reform had an ambiguous effect on private
savings; in fact private saving rates declined during the
early 1980s from their high levels of the 1970s. The net
effect of the 1981 tax reform on private investment and
saving thus provides an added explanation for the
growing saving-investment gap, the resulting current

account deficit, and the international capital require-
ments of the United States. The 1986 U.S. tax reform
weakened the investment incentives introduced in
1981 by broadly equalizing effective tax rates for all
forms of income. This should help to narrow both the
U.S. saving-investment gap and the current account
deficit.

Another aspect of tax policy is the treatment of in-
come earned abroad. The United States, like most
other industrial countries, uses a resident-based sys-
tem, which taxes the income of residents even if it is
earned outside the United States, but does not tax in-
terest income paid to foreigners. In contrast, many de-
veloping countries, including most Latin American
countries, use a source-based approach to taxation,
which attempts to tax only income having its source
within their boundaries and does not attempt to tax the
income of their citizens originating in the rest of the
world. The interaction of tax policies in industrial and
developing countries can thus create incentives for cap-
ital outflows from developing countries, while discour-
aging inward foreign investment.

Short-term Long-term

Percentage points

9



Table 1.2 Current account and saving-investment balances in major industrial countries, 1975 to 1987

Note: The saving-investment balance is defined as gross saving minus gross investment. The overall saving-investment balance is the sum of the
government and private saving-investment balances; it is by definition equal to the current account.
Source: IMF data.

Initial steps toward international macroeconomic
policy coordination

Between late 1981 and early 1985 the dollar appre-
ciated in real terms by 35 percent against the main
currencies. This trend was reversed in March 1985,
when it began to decline because of changing per-
ceptions of the sustainabiity of the U.S. external
deficit. Policymakers of the five leading industrial
countries (the G-5) initially supported this adjust-
ment. In September 1985 the G-5 reached the Plaza
Agreement, which set in motion concerted inter-
vention in currency markets to maintain an orderly
decline of the dollar.

However, the U.S. current account deficit con-
tinued to widen, despite a cumulative depreciation
of 34 percent in the real effective value of the dollar
from its peak in early 1985 through the end of 1987.
Several factors account for this.

Important trading partners of the United
States-especially Canada, the Latin American
countries, and the Asian NIEs-have either
pegged their currencies to the dollar, devalued
against it, or appreciated their currencies only re-
cently and to a limited extent. In addition the real
appreciation of the German mark has been slowed
by its link to other major European currencies in
the European Monetary System (EMS); its cumula-
tive rise was only 12 percent between March 1985
and December 1987. Due to these various factors

Figure 1.4 Current account balance
in industrial countries, 1980 to 1987
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(percentage of GNP)

Country
Average,
1975-84 1985 1986 1987

United States
Current account and overall saving-investment balance -0.4 -2.9 -3.3 -3.6

Government saving-investment balance -1.9 -3.3 -3.5 -2.4
Private saving-investment balance 1.5 0.4 0.2 -1.2

Gross private saving 17.8 16.9 16.5 14.8
Gross private investment 16.3 16.5 16.3 16.0

Japan
Current account and overall saving-investment balance 0.7 3.7 4.3 3.6

Government saving-investment balance -3.8 -1.0 -0.6 -0.8
Private saving-investment balance 4.5 4.7 4.9 4.4

Gross private saving 29.3 28.4 32.4 33.3
Gross private investment 24.8 23.7 27.5 28.9

Germany, Federal Republic of
Current account and overall saving-investment balance 0.3 2.6 4.2 3.9

Government saving-investment balance -3.1 -1.1 -1.2 -1.7
Private saving-investment balance 3.4 3.7 5.4 5.6

Gross private saving 19.8 19.9 23.1 23.3
Gross private investment 16.4 16.2 17.7 17.7
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Figure 1.5 Real effective exchange rates
of key currencies, 1978 to 1987
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the dollar and the German mark returned to their
real 1980 trade-weighted levels only in late 1987
(see Figure 1.5).

Nominal trade balances take time to adjust.
After a currency devaluation, prices respond faster
than volumes, so current-price trade deficits tend
to increase in the short run. This is known as the
J-curve effect.

Protectionist measures such as Voluntary Ex-
port Restraints (VERs) have reduced the price sen-
sitivity of imports to exchange rate movements by
encouraging foreign suppliers to reduce profit
margins rather than accept quantity adjustments
(see Box 1.1).

Major U.S. corporations continue their foreign
sourcing in low-cost labor markets, which adds to
the rigidity of import volumes.

Import compression after 1982 in several
highly indebted developing countriesmany of
which, especially in Latin America, are major trad-
ing partners of the United Statesaccounts for a
large part of the decline of U.S. exports after 1982.

Last, but not least, the reduction of the U.S.

external deficit was impeded by the persistence of
the fiscal deficit. The fiscal deficit, a key element in
the overall U.S. saving-investment imbalance, is
not significantly affected by exchange rate realign-
ments. Thus, as long as the general government
deficit remains at or close to its 1987 level (2.4 per-
cent of GDP), the burden of adjustment must fall
on the private sector; the private saving-
investment deficit will have to become a sizable
surplus if the U.S. current account is to improve.
This would mean a big fall in private consumption
or private investment or both. To achieve such a
correction solely through exchange rate adjust-
ments would probably call for a further deprecia-
tion of the dollar.

Recognizing the importance of convergent mac-
roeconomic policies in correcting payments im-
balances, the six largest industrial countries took a
further step toward coordination in early 1987. The
Louvre Accord of February 1987 marked a commit-
ment by the countries with external surpluses to
stimulate domestic investment and consumption
so as to reduce their savings surplus. The United
States, for its part, agreed to fiscal contraction to
reduce its external deficit. These commitments
were reiterated by the heads of state of the G-7 at
the Venice Summit of June 1987 and in the G-7
statements of December 22, 1987, and April 13,
1988.

The parties to the Accord also agreed to "cooper-
ate closely to foster stability of exchange rates
around current levels," on the grounds that a fur-
ther devaluation of the dollar would be counter-
productive. Japan and Germany were concerned
that a further drop of the dollar would erode the
international competitiveness of their exports and
precipitate a slowdown in their economies. U.S.
authorities were similarly concerned that it would
boost domestic inflation, sap foreign confidence in
dollar assets, and deter further inflows of private
capital.

In line with its commitment of February 1987,
Japan adopted several expansionary fiscal mea-
sures. A supplementary budget allocation of 5

trillion (approximately $40 bfflion) for additional
public investment expenditure and major public
works programs was announced in May 1987. The
Japanese authorities have also launched a major
initiative to recycle a part of the country's surplus
in favor of developing countries during the next
three years (see Box 1.3).

The German federal government announced
steps to stimulate its economy through a tax reduc-

1978 1981 1984 1987

Notes: All index values are averages for December of each year.
The "real effective' exchange rate is the trade-weighted
exchange rate index (effective exchange rate) adjusted for relative
inflation. An increase in the index indicates an appreciation of
the currency.
Source: IMF data.



tion program to be phased over three years. It pro-
vides for a reduction in projected 1988 tax revenue
of up to DM14 billion (0.7 percent of GNP), by
bringing forward parts of a reform planned for
1990.

As a complement to fiscal stimulation in Japan
and Germany, the U.S. government reaffirmed its
commitment to significant public spending cuts, in
line with the revised targets of the Gramm-
Rudman-Hollings Amendment aiming at budget
balance by 1993. The federal deficit was already set
to fall by more than 1 percent of GNP in fiscal 1987
because of the nonrecurring revenue effect of the
1986 tax reform and the prospect of high revenues
from capital gains taxes.

The financial crisis of October 1987

While consensus on the need to correct payments
imbalances now exists among the governments of
the leading industrial nations, progress has been
limited. Aligning economic policy to international
objectives rather than domestic ones is difficult.
The German government's reluctance to add to
inflationary pressures with fiscal stimulation or to
jeopardize its medium-term goal of budget consoli-

dation is likely to preclude further fiscal expansion
in the short term. Similarly, the United States has
so far been unable to commit itself to a credible
path of fiscal contraction. Moreover, even when
governments agree on their joint goals, they often
differ over ways and means.

The apparent stalemate contributed to a loss of
confidence in financial markets. The G-7 decision
to try to stabilize exchange rates before the an-
nounced fiscal measures proved damaging. In the
United States it meant tightening credit after two
years of modest monetary expansion. This caused
a steep rise in interest rates between February and
early October 1987. As a result the yield gap be-
tween bond and equity portfolios widened to more
than 2 percent, well above past differentials. Allied
to the perception that speculation had already
driven equity prices too high, the yield gap in-
duced a massive shift in international portfolios
from stocks to higher yielding bonds. This was
probably one of the triggers of the New York stock
market collapse of October 19, 1987. The increas-
ingly integrated global capital market transmitted
New York's price falls to stock markets around the
world.

The U.S. Treasury and Federal Reserve reacted
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Box 1.3 Recycling Japan's funds

In 1987 the Japanese government pledged to recycle up
to $30 billion in the form of completely untied public
and private funds to developing countries, in two
tranches of, respectively, $10 and $20 billion.

The first tranche consists of three parts: the creation
of the Japan Special Fund of about $2 billion in the
World Bank, Japanese government lending to the IMF
of 3 billion SDR, and the Japanese government's $2.6
billion contribution to IDA-8 and $1.3 billion contribu-
tion to the Asian Development Fund. The Japan Spe-
cial Fund will comprise grants of 30 billion mainly for
technical assistance in connection with World Bank-
supported projects and programs as well as for co-
financing World Bank-supported sectoral and struc-
tural adjustment loans. It also provides for expanded
access for World Bank borrowings in the Japanese capi-
tal market, in an amount of 300 billion (a total of
about $2 billion), to be spread over three years.

The second tranche will be provided to the develop-
ing countries during a three-year period, ending in
1990. Of this $20 billion, about $8 billion represents the
additional fund raising by the World Bank in the Tokyo

L
ket in accordance with the agreement between the

Japanese government and the World Bank, the estab-
lishment of Japan Special Fund for the Asian Develop-
ment Bank and the Inter-American Development Bank
similar to that already established in the World Bank,
and contributions to multilateral development banks;
more than $9 billion is for expanded cofinancing with
the World Bank and other multilateral development
banks by the Export-Import Bank of Japan, the Over-
seas Economic Cooperation Fund (OECF), and Japa-
nese commercial banks, and/or additional OECF direct
loans in support of developing countries' adjustment
programs; and about $3 billion is for expanded direct
loans to the developing countries through the untied-
loan scheme of the Export-Import Bank of Japan.

Finally, Japan also intends to advance by at least two
years its target to double its official development assis-
tance (ODA) to developing countries under its Third
Medium-Term ODA Expansion Program and to have
ODA disbursements exceed $7.6 billion in 1990. In 1986
Japan's ODA rose to $5.6 billion; it replaced France as
the second largest provider of ODA after the United
States. Japan has traditionally extended much of its aid
to developing countries in Asia, but in recent years has
increased its grants to Sub-Saharan Africa.
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promptly, ensuring that liquidity in banking and
financial markets was adequate to prevent a full-
scale financial crisis. These steps restored some
stability to the stock market, but they also pro-
voked a temporary run on the dollar by rekindling
fears of rising inflation. In late November and De-
cember 1987 the dollar dropped precipitiously. In
nominal terms it reached postwar record lows
against the yen and German mark. This turbulence
has added greatly to the complexity of the problem
and has narrowed policy options. To date, nega-
tive wealth effects associated with the stock market
losses appear to have been overestimated. But un-
certainty remains for the longer term, although
forecasts of GNP growth for 1988 have generally
been revised upward after favorable growth statis-
tics were announced for late 1987 and early 1988.

The brightest note in the international economy
is Japan's shift to domestically led growth. In 1987
its domestic demand and GNP growth accelerated
to 5.0 and 4.1 percent, respectively; they are ex-
pected to decline only moderately in 1988. Japan's
current account surplus declined to 3.6 percent of
GNP in 1987 from a peak of 4.3 percent in 1986; the
volume of exports is declining moderately, and im-
ports are surging.

Recent trends in Europe are less favorable. High
unemployment continues to restrain domestic de-
mand and hold growth below potential in most
countries of the European Community (EC). Ex-
ports and investment have been harmed by the
recent currency appreciations against the dollar.
Meanwhile the Federal Republic of Germany,
Western Europe's largest economy, remains com-
mitted to a path of relatively restrictive fiscal policy
despite real GDP growth of only 1.7 percent in
1987.

Policy options for macroeconomic adjustment
in industrial countries

The risk of renewed weakness of the dollar puts
policymakers in a quandary. A further rapid de-
preciation could push up U.S. inflation, raise do-
mestic interest rates, andif international inves-
tors become reluctant to hold dollar assets at
prevailing yieldscause instability in financial
markets. Alternatively, stabilizing the dollar might
require continued currency intervention, mone-
tary tightening in the United States, or a combina-
tion of both. This course, too, has its drawbacks.
Heavy intervention might result in unwanted
monetary expansion. Tighter credit and rising U.S.
interest rates would increase the risk of a domestic
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recession and of a further disruption of the stock
market. Concerted policy action by the main in-
dustrial countries therefore seems the only way to
reduce payment imbalances to sustainable levels,
avoid a recession in the United States, and set the
stage for steady growth worldwide during the next
decade.

The United States' low private saving rate means
that it cannot safely maintain fiscal deficits as large
relative to GNP as those of the other main indus-
trial countries. Further fiscal action would reduce
its aggregate domestic demand and its overall
saving-investment deficit. To maintain adequate li-
quidity in financial markets and stimulate domestic
investment, especially in export industries, the
U.S. government should avoid tightening its mon-
etary stance. With sufficient fiscal restraint it
should be possible to achieve lower real interest
rates and stifi contain inflationary expectations.

Fiscal contraction wifi be difficult. But without it
tight money and the attendant risk of a domestic
recession may be the only way to prevent further
weakness of the dollar and stem an acceleration of
inflation in the United States. Budget cuts amount-
ing to $76 billion for fiscal years 1988 and 1989 were
announced in November 1987 in the wake of the
stock market crash. They are a step in the right
direction. However, they may not suffice to cut the
federal budget deficit to less than its 1987 level of
$151 billion. Further reduction of the deficit is
therefore needed.

Firm action along these lines can reduce the
United States' external deficit, stabilize its ratio of
net foreign liabffities to GNP, and gradually restore
stability in currency markets. But rapid fiscal con-
traction and lower U.S. imports would depress the
world economy. Unless a slowdown in domestic
demand in the United States can be offset by in-
creased demand in the countries with external sur-
pluses, the correction of imbalances will be pro-
tracted and the risk of recession will increase.
Under these circumstances Japan should maintain,
and Germany accelerate, the growth of domestic
demand by using a combination of monetary ac-
commodation, fiscal expansion, and structural re-
form.

An accommodating monetary stance in both
countries would help to keep down their interest
rates, ease further downward pressure on the dol-
lar, and permit a more flexible U.S. monetary pol-
icy. Fiscal stimulation wifi continue to be limited by
domestic policy concerns. In Japan the need to re-
duce the existing burden of government debt is
seen as paramount; Germany is unwffling to jeop-



ardize its successful reduction of fiscal deficits. As
a minimum, however, both should refrain from
further procyclical fiscal tightening. In Germany
additional stimulation of investment-and im-
proved investment efficiency-through tax cuts
and reduced market rigidities would also be desir-
able. Appropriate steps include eliminating do-
mestic subsidies, improving the flexibility of labor
markets, and deregulating domestic trade and dis-
tribution. Finally, both countries could reduce bar-
riers to trade, which combined with stronger do-
mestic demand would also create new and much
needed export opportunities for developing
countries.

In contrast to Germany, several countries in Eu-
rope already face considerable pressure on their
current accounts and are likely to incur deficits in
1988 and 1989. Since they also face rising domestic
inflation, they are ill placed to offset the effect of
U.S. contraction. However, smaller European
countries with a strong external position-the
Benelux group and Switzerland-could also con-
tribute to the international adjustment process by
increasing domestic demand, increasing imports,
and improving the efficiency of their markets
through structural reforms.

Finally, the two largest Asian NIEs could in-
crease the momentum of global adjustment by re-
ducing their current account surpluses. Lower im-
port barriers and further currency appreciation in
these countries would reinforce the benefits of in-
creased domestic demand growth and of concur-
rent fiscal contraction in the United States.

These combined steps could translate into signif-
icant benefits for the global economy: a gradual
reduction of international payment imbalances,

Table 1.3 Growth of real GDP, 1965 to 1987

Note: Data for developing countries are based on a sample of ninety countries.

greater financial stability, and falling unemploy-
ment would move the world economy to a higher
growth path for the next decade. The benefits for
developing countries would also be important.
Strong growth in industrial countries would assist
them directly through greater demand for their ex-
ports. In addition lower U.S. trade and budget def-
icits would lessen U.S. dependence on foreign sav-
ings and result in lower interest rates. This more
favorable external environment would make it eas-
ier for developing countries to service their debt. If
combined with measures to restore the creditwor-
thiness of problem debtors and to facilitate new
lending, the improvement in the global economy
would also permit a reduction in the net resource
transfers by developing countries. This, in turn,
would enhance their prospects of sustained adjust-
ment with growth.

Developing countries in the world economy

Until the end of the 1970s GDP growth in develop-
ing countries remained generally strong, continu-
ing the trend of the 1960s (see Table 1.3). After 1980
their growth rates dropped from an average of 5.4
percent a year during 1973-80 to 3.9 percent for
1980-87. China and India were important excep-
tions because of major growth-promoting policy
reforms during the 1980s (see Box 1.4). The decline
can be traced in part to unforeseen changes in the
world economy. These changes not only had a di-
rect adverse effect; they also exposed the unsus-
tainability of the macroeconomic policies that
many developing countries had adopted during
the 1970s. Those most profoundly affected had
four things in common:
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(annual percentage change)

Country group
Average,
1965-73

Average,
1973-80

Average,
1980-85 1986 1987

Industrial countries 4.5 2.8 2.4 2.7 2.9

Developing countries 6.5 5.4 3.2 4.7 3.9
Low-income 5.5 4.6 7.4 6.4 5.3

Excluding China and India 3.4 3.4 3.0 4.8 4.5
China and India 6.1 4.9 8.6 6.8 5.4
Low-income Africa 3.6 2.0 0.7 3.7 3.0

Middle-income 7.0 5.7 1.6 3.9 3.2

Oil exporters 7.0 5.9 0.9 0.3 0.8

Exporters of manufactures 7.4 6.0 5.8 7.2 5.3

Highly indebted countries 6.9 5.4 0.1 3.5 1.7

High-income oil exporters 8.7 8.0 -2.5 -8.1 -2.9



High levels of external debt
Major macroeconomic imbalances, such as
large fiscal deficits and high inflation
Distorted and inflexible markets
Unresponsive policies.

External factors impinged on these highly vul-
nerable economies in two main ways: through
trade and through finance.

International trade

A healthy international trading environment is im-
portant for strong economic growth in developing
countries. Most have small domestic markets that
make them highly dependent on trade. Moreover
their foreign exchange earnings can be volatile; ex-
ports often comprise only a small number of pri-
mary commodities, such as grains, tropical bever-
ages, vegetable oils, or minerals. In 1985 primary
commodities accounted for 72 and 51 percent of
the total exports of low- and middle-income coun-
tries (excluding China and India), respectively. The
proceeds from these exports are needed to pay for
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imports of manufactures, which are vital for con-
tinuing industrialization and technological
progress. Shifts in the relative prices of commodi-
ties and manufactures can therefore change the
purchasing power of the developing countries' ex-
ports dramatically, often with major repercussions
for growth.

Between 1980 and 1986 the real prices of primary
commodities fell sharply (see Figure 1.6). Several
factors were at work. Slower growth in industrial
countries had depressed demand. Over the longer
term, shifts in technology continued to reduce the
demand for industrial raw materials. Meanwhile
supply had expanded. Growing subsidies and
trade protectionas provided, for example, by the
EC's Common Agricultural Policycaused over-
production in the industrial countries. Output had
also expanded in developing countries in response
to the high prices of the early 1970s. Past invest-
ment in infrastructure, new techniques, and im-
proved domestic policies also contributed.

Crude oil prices fell even more sharply than
those of other primary commodities (see Figure
1.6). This posed serious adjustment difficulties for

Box 1.4 Economic progress and policy reforms in India and China

Among low-income countries India and China stand
out with strong growth despite the worsening environ-
ment of the early 1980s. China, whose GDP had grown
an average of 5.4 percent between 1973 and 1980, grew
at 10.3 percent between 1980 and 1987; growth peaked
at 12.7 percent in 1985. Average annual population
growth remains relatively low at 1.6 percent, and the
long-term per capita GDP is growing unusually quickly
for the developing world. In some areas deep poverty
persists. However, China's health, literacy, and life ex-
pectancy place it on a par with many middle-income
countries. India suffered from declining terms of trade
in the 1970s because of rising oil prices. Agricultural
output also fell due to bad weather. GDP growth recov-
ered in the early 1980s and averaged 5.0 percent during
1980-87. But population growth remains high, so per
capita income growth averaged only 2.8 percent a year,
and nearly half of India's population continues to live
in poverty. Nutritional deficiency, infant mortality, and
illiteracy also remain extremely high in many areas.

Considering their low income levels, both countries
have uncommonly high saving rates and relatively low
per capita external debt. China stands out with gross
domestic savings of 34 percent of GDP in 1986, com-
pared with 21 percent in India in 1987. For 1987 esti-
mated long-term external debt as a share of GDP stood

at 7 percent for China and 15 percent for India. In both
cases this debt is predominantly from official bilateral
and multilateral sources. Finally, both countries have
achieved growth with low current account deficits: In-
dia's has averaged less than 2 percent of GDP since
1980, and China's has declined from a post-1980 peak
of 4.2 percent of GDP to a small surplus in 1987.

Economic policies and internal reform in China

China owes much of its recent success to wide-ranging
domestic reforms and sound economic management. It
is undertaking a delicate transition from a strictly cen-
trally planned economy to one where market forces are
increasingly brought into play. The thrust of the most
recent reforms was provided by the Central Committee
of the Chinese Communist Party at its meeting of Octo-
ber 1984 and confirmed at the Thirteenth Party Con-
gress in October 1987. The "command economy" is
giving way to indicative planning, with the focus on
long-term guidance, and reliance on free market trans-
actions is increasing. These reforms build on those be-
gun in 1979.

Following the gradual opening of the economy and
the revitalization of agriculture after the communes
were disbanded, economic reforms have been ex-
tended to industry and the towns. Price reform is a key



Figure 1.6 Real commodity prices, 1970 to 1987
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Note: Real prices are annual average nominal prices in dollars,
deflated by the annual change in the manufacturing unit value
index (MUV), a measure of the price of industrial country exports
to developing countries.

all oil exporters, including the high-income, oil-
exporting countries. Growth in the latter group de-
clined by an average of more than 3 percent from
1980 to 1987, compared with strong growth of 8
percent during 1973 to 1980. This abrupt shift in
economic fortunes resulted directly from falling oil
prices.

Starting in mid-1987, a better balance of supply
and demand for non-oil commodities led to a small
rise in the composite index of real commodity
prices. Despite this improvement real commodity
prices at the end of 1987 were still some 32 percent
below the average for 1980-84.

Developing countries have differed greatly in
their ability to respond to these changes. After the
last significant peak in non-oil commodity prices in
the late 1970s East Asia offset the decline in prices
by stepping up the volume of primary commodity
exports; the purchasing power of these exports
therefore remained approximately unchanged (see
Figure 1.7). In contrast, in Latin America and
South Asia the volume growth of commodity ex-
ports was insufficient to compensate for declining
prices, and their purchasing power declined. In

element. Macroeconomic managementincluding fis-
cal, credit, and pricing policiesis taking on a greater
role. For example, a profit tax system has replaced the
remittance of all enterprise profits to the state budget.
Similarly, forced agricultural procurement has been re-
placed by contracts negotiated between farmers and
procurement agencies. After a reform and decentraliza-
tion of the banking system, interest rates are beginning
to reflect the scarcity of capital. Management proce-
dures are being reassessed at all levels. Foreign invest-
ment in joint ventures has been stimulated through tax
and cost incentives, special economic zones, and spe-
cial status for certain coastal cities. In January 1988 the
government announced that it was aiming for export-
led growth. The program has had its problems, how-
ever. Price reform has greatly increased the supply of
food and consumer goods, but high inflation followed
the fiscal and credit expansion after 1985.

Economic policies and internal reform in India

As well as striving for greater efficiency, competitive-
ness, and productivity, India's main challenge is to a!-
leviate poverty and provide employment. The Seventh
Plan, for 1985-90, addresses these problems directly.
Overall it calls for maintaining the growth achieved
under the Sixth Plan and aims for real GDP growth of 5

percent a year. In agriculture the plan gives the highest
priority to completing irrigation schemes; in industry it
emphasizes improvements in productivity. The plan
stresses the need to keep food supplies up and prices
down, both to protect the real income of the poor and
to raise employment and productivity. It also empha-
sizes changes in economic policy. Unlike its predeces-
sors the Seventh Plan calls for a greater role for the
private sector and promises to provide the incentives
needed to encourage private industrial investment.
Measures taken during the Sixth Plan have already
given entrepreneurs greater freedom. The Seventh
Plan envisages further progress by easing licensing re-
quirements and introducing more flexibility into pric-
ing. It also calls for continued trade liberalization and
emphasizes the promotion of exports.

In line with this plan several major initiatives have
been undertaken to reform trade, industry, and public
finance, for example by liberalizing imports of high
technology products. Joint ventures with foreign inves-
tors are also being encouraged. The government is pro-
moting exports by simplifying procedures, reducing
export taxes, and facilitating forward cover of foreign
exchange receipts.
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Figure 1.7 Volume and purchasing power of exports by developing regions, 1965 to 1987
(index 1970 = 100)

- East Asia South Asia - Latin America and Caribbean - Sub-Saharan Africa

Volume of nonfuel primary exports Purchasing power of nonfuel primary exports
1.000

Notes: The vertical axis is in log scale. Data are based on a
sample of ninety developing countries. Purchasing power is
the dollar value of exports deflated by the manufacturing
unit value index (MUV), a measure of the price of industrial
country exports to developing countries.
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Sub-Saharan Africa purchasing power declined
sharply as commodity export volumes stagnated.
All these regions faced similar trends in prices. The
differences between trends in purchasing power
must therefore be attributed to varying degrees of
flexibility in supply response. That response, in
turn, depended in no small measure on the do-
mestic policy environment (see World Development
Report 1986).

The growth in the value of manufactured exports
from developing countries also slowed consider-
ably after 1980, from an average of 25 percent dur-
ing the 1970s to 9 percent after 1980, while the rate
of growth in the volume of exports declined from
13 to 9 percent during the same period. Again
these declines were most pronounced in Latin
America and Sub-Saharan Africa, where they com-
pounded the loss in the purchasing power of non-
oil commodity exports. However, even the best
performers experienced a decline in the growth of
exports of manufactures during the early 1980s,
mainly caused by the recession and rising protec-
tionism in industrial countries (see World Develop-
ment Report 1987, chapter 8).

Changes in the purchasing power of total ex-
ports capture the overall effect of these changes in
prices and trade volumes (see Figure 1.7). The four
major country groups discussed above fared quite
differently after 1980. The purchasing power of
East Asia's exports rose by 45 percent from 1980 to
1987, after doubling during the preceding five
years. In South Asia purchasing power of exports
improved moderately, while in Latin America it fell
by 26 percent. Sub-Saharan Africa fared worst.
The purchasing power of its exports was cut by
more than half between 1980 and 1987; this fully
reversed the gains of the 1970s. The divergence
can only be partly accounted for by differences in
the structure of trade. Economic flexibility in re-
sponding to essentially similar external forces is
the major factor. However, GDP growth in almost
all developing countries has been retarded since
1980 by the slowdown in international trade (see
Table 1.3).

To sum up, growth and trade policies in indus-
trial countries have a direct bearing on export op-
portunities for developing countries. Steady
growth and more liberal trade policies in industrial
countries have benefits for the wider world econ-
omy. But the developing countries' own policies
help to determine how vulnerable they will be to
such external factors. Prudent macroeconomic pol-
icies and outward-looking trade strategies give de-
veloping countries greater resilience and flexibility.

Box 1.5 illustrates the scope and need for domestic
adjustment in Sub-Saharan Africa. With sound
policies in place developing countries can gener-
ally preserve domestic growth, even in periods
when the external environment deteriorates.
In contrast, failure to adjust makes growth less
certain.

External finance

Besides trade, the cost and availability of interna-
tional finance are the other main external determi-
nants of the economic performance of developing
countries. The debt crisis has had a profound im-
pact. One of the most urgent tasks facing the inter-
national community is to find ways of reducing the
drag exerted by the continuing debt overhang on
economic growth in the developing world.

DETERIORATION IN THE AVAILABILITY AND COST OF

EXTERNAL FINANCE. Developing countries have tra-
ditionally been net importers of capital; their do-
mestic savings are generally insufficient to meet
their investment needs. The availability and cost of
such external finance depend mainly on the overall
size of the pool of exportable savings in capital-
surplus countries and on the competing claims on
that pool. During the 1980s both moved against
the developing countries.

Between 1974 and 1982 the two oil price shocks
had created a temporary savings surplus in high-
income, oil-exporting countries. Their surplus
funds were recycled to developing countries. This
process is now well understood. In addition to in-
creasing their development aid, high-income, oil-
exporting countries placed much of their surplus
oil revenue with international commercial banks in
the form of short-term Eurodollar deposits. This
contributed to raising liquidity in the international
banking system because credit demand in the in-
dustrial countries had been depressed by the oil
price shocks. Liquidity and monetary expansion in
the industrial countries drove real interest rates
down. It also prompted banks to compensate for
the slack in their traditional markets by lending
more to developing countries.

Commercial lending to developing countries
along with official lending and aidgrew very rap-
idly during this period. As a result the total
medium- and long-term debt of developing coun-
tries rose fourfold in nominal terms, from about
$140 billion at the end of 1974 to about $560 billion
in 1982. In real terms it more than doubled (see
Figure 1.8). Loans to central governments and
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Box 1.5 Policy reform in Sub-Saharan Africa

In contrast to other developing regions, Sub-Saharan
Africa has shown consistently weak economic perfor-
mance over an entire generation. To make matters
worse, during the 1980s per capita income has fallen to
about three-quarters of the level reached by the end of
the 1970s. Rapid population growth and external
shocks have contributed to this, but weak economic
management was a major cause. Africa's poor eco-
nomic performance has now begun to erode the re-
gion's productive base and human resources. By the
mid-1980s gross investment levels in many countries
were too low to maintain the capital stock, and health
care and education are now deteriorating.

However, many African governments have started to
improve past policies. Their reform efforts can best be
described as a slow process of important policy change
that is gaining momentum. Changes cover a broad
range of policies in many countries. Although reform
was initially prompted by the austerity of the early
1980s, many African leaders now recognize that further
reforms are essential for improved economic perfor-
mance. At the U.N. Special Session on Africa in 1986,
African governments submitted a Program of Action
for African Economic Recovery and Development. That
program recognizes the failures of past policies and
stresses the need for sustained reform.

Commitment and action vary among countries. On
balance, however, about half of the countries in Sub-
Saharan Africa are already committed to serious re-
form. In some areas, especially where institutional and
managerial changes are involved, progress is difficult
to quantify. In other areas, such as fiscal and monetary
policies and price incentiveswhere better data are
availablethe signs of progress are clear (see Box table
1.5). A number of countries have made positive adjust-
ments. These include lowering real exchange rates, re-
ducing fiscal deficits, and raising export crop prices.
Policy reform has been greatest in countries whose ad-

Box table 1.5 Key reform indicators

Fiscal deficit
(percentage of GDP)

Real effective exchange rate
(1980-82 = 100)

Inflation
(annual percentage)

Commercial bank lending rates
(real)

Agricultural incentives
Export crop prices

(real, 1980/81-82/83 = 100)
Food crop prices

(real, 1980/81-82/83 = 100)

justment programs have been sufficiently strong and
sustained to be supported by World Bank program
lending. Other countries have sometimes allowed poli-
cies to worsen.

Most adjusting countries have also taken steps to re-
structure public employment; rationalize and improve
management in public enterprises; lift price and trade
controls, both domestically and externally; and
strengthen government economic management
especially in public investment programming.

The severity of Africa's structural economic im-
balances and the vulnerability of African economies to
the external environment often obscure the impact of
reform efforts on economic performance. Moreover it
takes considerable time to increase growth, and
progress is often spread unevenly across Countries and
sectors. Although comparisons between Countries with
and without strong reform programs can be made diffi-
cult by the uneven effects of exogenous factors such as
export prices and weather, evidence shows that adjust-
ment is generally conducive to growth. For example,
excluding countries recently affected by strong external
shocks (both positive and negative), growth in reform-
ing countries accelerated from an average of 1 percent
during 1980-85 to nearly 4 percent during 1986-87. By
contrast, growth in nonreforming Countries, also 1 per-
cent in the earlier period, barely increased during 1986-
87. In most cases reform has helped to alleviate poverty
by raising agricultural incomes and improving the eff i-
ciency of public spending on infrastructure and key
social services.

Reform efforts in Africa are impressive. But given the
uncertain global prospects and severe constraints such
as high population growth, Countries with adjustment
programs must deepen existing reforms. Others still
need to adopt and implement adjustment programs.
Industrial countries and multilateral financial institu-
tions, in turn, must persevere in their support of Afri-
can adjustment through increased aid and debt relief.

Note: Depending on available data, twelve to seventeen countries have been included in the group of reforming countries and six to ten in the
group of nonreforming countries, depending on the indicator. Averages are unweighted.

28

1980-82 8.2 7.4
1987 5.2 8.1

1987 69 79
1980-82 19 16
1987 15 38
1980-82 -3.5 -2.2
1987 4.7 -11.6

1986/87 153 114

1986/87 122 94

Countries Countries
with strong with weak or no

Indicator of reform Period reform programs reform programs
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state-owned enterprises were especially favored
by commercial banks. Because of their sovereign
status these entities were considered to be low
risk. Developing countries were happy to take ad-
vantage of this unaccustomed access to cheap
loans with few strings attached. They stepped up
their commercial borrowing. This enabled them to
maintain domestic growth and to finance major
public investment programs, especially in the en-
ergy sector. With hindsight it is clear that lending
and borrowing decisions were often imprudent
and resulted in excessive indebtedness in a num-
ber of countries. New funds were often channeled
into low-yielding investments. And in a number of
countries borrowings fueled a flight of capital that
drained the pooi of resources for investment even
as the burden of foreign debt mounted.

The early 1980s were a turning point. The shift
toward anti-inflationary macroeconomic policies in
industrial countries led to a rapid rise in nominal
interest rates. Developing countries with large for-

Figure 1.8 Long-term external debt
of developing countries, 1970 to 1987

Billions of dollars

1970 71 73 75 77 79 81 83 85 87

Nominal long-term debt from
D Official sources Private sources

Total real long-term debt a deflated by

Developing-country export price index

- Developing-country import price index

a. Real debt is the nominal dollar value of debt, deflated by the
relevant price index using 1980 as the base year.

Figure 1.9 Interest rates on external
borrowings of developing countries,
1976 to 1987
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Note: The nominal rate is the average six-month dollar LIBOR
during each year; the real rate is the nominal LIBOR deflated by
the change in the export price index for developing countries.

eign debts were hit hard. The combination of
higher interest rates and lower export prices for
non-oil commodities led to soaring real costs for all
forms of new and existing debt (see Figure 1.9).
The Mexican debt crisis of August 1982, triggered
in part by these factors, precipitated an abrupt loss
of confidence in the creditworthiness of many
highly indebted countries. Voluntary lending to
most of them came to a standstill. Finally, from
1982 onward, the rapid deterioration of the U.S.
saving-investment balance caused the United
States to stake a bigger claim on the world's sav-
ings at a time when the savings surplus of the
high-income oil exporters was falling along with
the price of oil.

IMPLICATIONS OF THE DETERIORATION IN EXTERNAL

LENDING. Rising debt service and the cut in lend-
ing led to a reversal of net resource transfers to
developing countries. In the five years to 1982 de-
veloping countries received positive net resource
transfers of $147 billion through long-term lending
(including concessional loans). Since 1982 resource
transfers have become negative, totaling $85 bil-
lion. The shift in resource transfers was especially
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Figure 1.10 Net resource transfers
to developing countries, 1973 to 1987

All developing Highly indebted
countries countries

Low-income Africa

Billions of dollars

40

Note: Net resource transfers are defined as disbursements of
medium- and long-term external loans minus interest and amor-
tization payments on medium- and long-term external debt.

pronounced for the highly indebted, middle-
income countries. Their net resource transfers of
$61 billion in 1978-82 became a net loss of $93
billionor more than 2 percent of their aggregate
GDPin the next five years (see Figure 1.10). In
addition, as interest costs soared and export reve-
nue stagnated, the cost of servicing their long-term
external debt increased as a proportion of exports
of goods and services from 27.1 percent in 1980 to
38.8 percent in 1982 (see Table 1.4).

The drain of resources forced many countries to
undertake rigorous domestic adjustments. Limited
access to foreign financing meant that current ac-
count deficits had to be cut back after 1982 (see

Table 1.5). This in turn meant that trade balances
had to move strongly into surplus. For the seven-
teen highly indebted countries, for example, an
aggregate trade surplus of only $2 billion in 1982
had to be turned into an average annual trade sur-
plus of $32 billion during 1983-87. This could be
achieved only through import compression, lower
investment, and reductions in per capita consump-
tion; between 1980 and 1987 the imports of the
highly indebted countries declined at an average
annual rate of 6.3 percent, investment at 5.3 per-
cent, and per capita consumption at 1.6 percent. In
the twenty-two debt-distressed, Sub-Saharan Afri-
can countries per capita consumption dropped by
about 3.2 percent a year and investment by 2.6
percent a year between 1980 and 1986. The debt
crisis of the 1980s thus dealt a double blow to the
more vulnerable developing countries. Reductions
in per capita consumption lowered economic wel-
fare immediately, while large cuts in investment
threatened the potential for future growth.

THE DEBT OVERHANG PERSISTS. The outright fi-
nancial collapse that many had feared has not hap-
pened. It was averted through a combination of
debt reschedulings by private and official credi-
tors, expanded lending by international agencies,
and substantial adjustment efforts in the debtor
countries themselves. At the same time commer-
cial banks have managed to reduce their exposure
to debtor countries and build up their reserves and
capital. More recently, substantial loan loss provi-
sions have further strengthened the banks against
possible defaults or debt moratoria. Finally, regula-
tory changes governing capital adequacy and port-
folio risk have made a return to the excessive lend-
ing of the 1970s less likely. In many important
ways, therefore, the past few years have seen con-
siderable success in averting what might have
been a deeper crisis.

However, the debt overhang remains an obstacle
to growth in the debtor countries and a threat to
the world economy. The outstanding long-term
debt of developing countries has continued to in-
crease since 1982 (see Figure 1.8); the total external
debt of highly indebted countries rose from $390
billion in 1982 to an estimated $485 billion at the
end of 1987. Valuation effects caused by the decline
of the dollar account for most of the increase since
1985. The rest reflects increased official lending
especially in support of stabilization and adjust-
ment programsand, to a lesser extent, involun-
tary bank lending as part of debt reschedulings.

Most indicators of creditworthiness continued to



Table 1.4 Debt indicators in developing countries, 1975 to 1987

Notes: Data are based on a sample of ninety developing countries. The debt service ratio is defined as the dollar value of external debt payments
(interest and amortization) on medium-and long-term loans expressed as a percentage of the dollar value of exports of goods and services. The
debt-GNP ratio is defined as the dollar value of outstanding medium-and long-term debt expressed as a percentage of dollar GNP.
a. Estimated. Ratios do not assume further buildup of arrears. This accounts for the sharp increase in the debt service ratio for low-income Africa
in 1987.

deteriorate until 1986. Despite a modest improve-
ment in 1987 they are still worse than in 1982. In
other words, despite drastic cuts in the growth of
aggregate domestic demand (from an annual aver-
age increase of 5.8 percent between 1973 and 1980
to less than 1 percent during the next seven years),
the highly indebted countries have seen little im-
provement in exports and a severe decline in eco-
nomic growth. Poverty is on the rise (see Box 1 in
the Overview). In several countries the economic
and social costs of prolonged retrenchment are
causing adjustment fatigue.

Negotiations between creditors and debtors
have gradually become more confrontational. In
1985 Peru announced that it would limit the servic-
ing of its long-term public debt to 10 percent of its
export revenues. In 1986 it applied the ceiling to

Table 1.5 Current account balance, 1973 to 1987
(billions of dollars)

Country group

Industrial countries

Developing countries
Low-income

Excluding China and India
China and India
Low-income Africa

Middle-income

Oil exporters
Exporters of manufactures
Highly indebted countries

High-income oil exporters

Notes: The total current account balance for
counting and measurement discrepancies
assets.

Average, Average,
1973-79 1980-82

-5.1 -34.9

-27.5 -82.2
-3.4 -9.7
-3.6 -8.5

0.1 -1.1
-2.3 -5.8

-24.1 -72.5
-5.8 -15.6

-10.2 -25.9
-14.2 -43.4

22.7 53.6

private sector debt as well. In February 1987 Brazil
suspended debt service payments on medium-
and long-term debt owed to commercial banks; af-
ter protracted negotiations with its creditors it
started to clear up its payment arrears in early
1988. In November 1987 U.S. bank examiners
came close to declaring Brazilian debt "value im-
paired," which would have required large write-
offs by creditors. Unilateral restrictions on debt
service threaten economic performance in the
longer term because they inevitably disrupt access
to short-term trade finance and to longer term de-
velopment funds.

Future defaults and moratoria might yet occur.
This danger remains a potential threat to the stabil-
ity of the international financial system. Moreover,
import compression in the highly indebted coun-

industrial, developing, and high-income, oil-exporting countries is less than zero primarily because of
in the balance of payments reporting, especially on trade in services and on the income of foreign
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(percent)

Country group
and debt indicator 1975 1980 1981 1982 1983 1984 1985 1986 1987'

All developing countries
Debt service ratio 13.7 16.2 17.9 21.0 19.7 19.5 21.8 22.6 21.0
Debt-GNP ratio 15.7 20.7 22.4 26.3 31.4 33.0 35.9 38.5 37.6

Highly indebted countries
Debt service ratio 24.0 27.1 30.7 38.8 34.7 33.4 33.9 37.7 32.7
Debt-GNP ratio 18.1 23.3 25.6 32.4 45.4 47.5 49.5 54.1 55.9

Low-income Africa
Debt service ratio 10.2 13.6 14.6 14.2 14.2 15.1 17.9 19.9 34.7
Debt-GNP ratio 25.2 39.8 44.2 48.0 55.1 62.0 68.9 72.1 76.2

1983 1984 1985 1986 1987

-23.3 -60.8 -50.4 -19.7 -50.3

-44.7 -18.5 -23.5 -21.3 2.1
-2.7 -4.2 -22.4 -16.6 -9.6
-4.9 -4.2 -5.7 -5.3 -5.9

2.2 0.0 -16.8 -11.2 -3.6
-3.5 -2.9 -2.9 -3.2 -4.4

-42.1 -14.3 -1.1 -4.7 11.7

-5.9 3.2 0.1 -18.5 -8.8
-5.8 5.2 -4.7 10.3 25.9

-13.9 1.0 0.6 -11.4 -7.2

-0.2 1.7 7.4 2.7 1.0



tries is hampering the export growth of the indus-
trial countriesespecially the United States. From
1980 to 1986 the U.S. trade balance with Latin
America turned from a surplus of around $2 billion
to a deficit of $13 billion. As long as debt service
continues to absorb a large part of the debtors'
export revenues, their imports will not revive and
global economic growth will suffer.

Dealing with the debt overhang:
the need for a comprehensive framework

There can be no simple, single solution to the debt
problem: a comprehensive framework is needed.
Its main objectives should be, first, to enable
debtor countries to allocate more resources to in-
vestment and consumption and, second, to
strengthen their creditworthiness, thus eventually
permitting a resumption of voluntary commercial
lending. Debtors and creditors alike stand to gain
from such an approach. As creditworthiness is re-
stored, the secondary-market discounts on out-
standing debtwhich exceed 50 percent for many
of the highly indebted countrieswould drop.
Moreover the debtors' improving growth pros-
pects would enable them to import more from the
industrial countries. That would assist in the
global correction of external imbalances.

A framework to reduce the burden of debt must
have two elements. First, the debtors need to grow
faster and export more. Second, the cost of debt
service must fall. With the right policies in both
industrial and developing countries, these ele-
ments can go hand-in-hand.

STRUCTURAL ADJUSTMENT. The key to faster
growth and better export performance is the more
efficient use of domestic resources in both the pub-
lic and private sectors. Macroeconomic stabiliza-
tion needs to be supported by sectoral policy re-
form in trade, agriculture, industry, energy, and
human resources. This affects the use of public re-
sources directly and influences the use of private
resources through improved incentives of taxes,
subsidies, and regulation. Countries such as Co-
lombia, Indonesia, Republic of Korea, and Thai-
land were able to avoid major debt problems
mainly because of their relatively sound economic
policies. In other countries, though, once access to
foreign capital was lost, investment dropped. As a
result those countries found it harder, economi-
cally and politically, to reform domestic policies.
The programs of structural adjustment that are
now being pursued in several highly indebted
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countries are therefore designed to permit faster
economic growth by improving the economies'
supply response.

NEW EXTERNAL CAPITAL INFLOWS. Capital inflows
from official and commercial sources can help to
finance new productive capacity and provide sup-
port for policy reform and growth. This has been
the rationale for the balance of payments support
provided by the IMF and the World Bank. For the
foreseeable future, however, new lending is likely
to remain scarce. In any case it will help only if
used efficiently. Turkey shows that a combination
of good policies, ample supplies of external
fundsincluding aidand a favorable external en-
vironment can successfully restore creditworthi-
ness through growth. For low-income countries,
new external capital, especially from official
sources, is essential. Unfortunately, many low-
income countries have suffered a decline in lend-
ing from industrial country governments. For ex-
ample, disbursements of long-term bilateral official
loans to low-income African countries declined
from $2.1 billion in 1981 to $1.2 billion in 1986,
reinforcing the fall in net resource transfers. Ja-
pan's recent initiative to increase grants and con-
cessional flows to developing countries is, there-
fore, most welcome (see Box 1.3).

A BEUER TRADING ENVIRONMENT. As discussed
above, favorable prices for developing-country ex-
ports and unimpeded access to growing markets in
industrial countries can greatly strengthen the ef-
fectiveness of both domestic policy and external
finance. Slower growth and increased protection
in the industrial countries have narrowed export
markets and depressed commodity prices for the
debtors. The industrial countries should reverse
the trend of rising protectionismfor their own
benefit, as much as for that of the developing
countries.

LOWER INTEREST RATES. Long-term solvency de-
pends directly on the cost of debt. A simple rule of
thumb is that if the real interest rate exceeds the
rate of growth of exports, the debt service ratio will
tend to rise. Between 1981 and 1986 this condition
held for the developing countries in general, and
for the highly indebted countries in particular.
Conversely, lower interest rates can significantly
reduce the debt service burden over time. For the
highly indebted, middle-income countries, at their
present level of external indebtedness, every per-
centage point decrease in the cost of debt service



would lower their interest burden by an estimated
$5 billion and reduce their debt service ratio by
about 4 percentage points. Economic policies in
the industrial countriesespecially the stance of
U.S. fiscal and monetary policydetermine inter-
est rates worldwide. A return to low and stable
interest rates would significantly improve the pros-
pect of a gradual release from the debt overhang.

DEBT RESTRUCTURING AND DEBT RELIEF. Another

approach is to alter the profile of debt service
through debt restructuring. Depending on its
terms, restructuring may involve nothing more
than a deferral of debt service, leaving the dis-
counted present value of total debt service un-
changed. Alternatively it may involve an element
of debt relief. This, in turn, might be either "non-
concessional," in the case where a trade in debt
instruments lets the debtor share in a market dis-
count, or "concessional," in the case where it in-
volves the provision of public funds or explicit for-
giveness of debt.

The need for alternative forms of debt
restructuringand their feasibilitywill vary from
country to country and over time. At its outbreak
the debt crisis was commonly viewed as a problem
of lack of liquidity; debt restructuring emphasized
rescheduling with generally little relief. Subse-
quently awareness grew that the debt problems of
some countries involved more fundamental issues
of solvency, and a secondary market developed for
the debt instruments of highly indebted develop-
ing countries. The development of this market re-
sulted in a range of nonconcessional instruments
for debt restructuring and relief, generally known
as the "menu approach." It includes transactions
such as debt-equity swaps, securitization, and in-
terest capitalization (see Box 1.6). For some of the
highly indebted countries these instruments have
been used effectively in combination with domes-
tic policy reforms and new money packages from
commercial and official sources. The World Bank is
actively supporting these developments (Box 1.7).

Concessional debt relief usually follows the rec-
ognition by creditors that a country's limited pros-
pects for growth and expanded exports will limit
its ability to regain solvency, even with effective
domestic policy reform, injections of new money,
or changes in the timing and structure of debt.
Precedents for concessional debt relief exist. One
example is the United States' cancellation of large
war debts after World War II. This contributed to
the successful postwar reconstruction of Europe.
In contrast, the debts and reparation obligations

after World War I were among the factors that led
to protracted economic difficulties. Moreover bilat-
eral official debts of some low-income developing
countries have been forgiven by many industrial
countries. Expanded programs of concessional
debt relief for the poorest countries, complement-
ing domestic policy reform and supported by addi-
tional aid, are undoubtedly needed, especially for
Sub-Saharan Africa. The debt of these countries
consists mostly of official claims, so decisions
about debt relief lie squarely with industrial coun-
try governments. The Venice economic summit of
June 1987 endorsed the principle of concessional
relief for the poorest countries. Recent progress
and further options in this area are discussed in
the World Bank's World Debt Tables 1987-88.

The issue of debt relief for the highly indebted,
middle-income countries is more complex because
prospects for medium-term growth are reasonable
for some countries, assuming satisfactory domes-
tic policies. Moreover some countries have suc-
ceeded in significantly expanding their exports
with realistic exchange rate regimes and appropri-
ate incentive frameworks. The bulk of their debt is
owed to commercial creditors. Because of the sub-
stantially better economic prospects and higher
per capita income of the middle-income countries,
most official donors have not been wffling to pro-
vide concessional financing in face of the growing
demands of low-income countries and the scarcity
of aid resources. Under these circumstances re-
structuring and nonconcessional relief (that is,
debt reductions not exceeding market discounts)
have been seen as the appropriate course of action
for addressing their debt problems, with few ex-
ceptions. There nevertheless are a few highly in-
debted, middle-income countries whose per capita
income figures are misleading because they reflect
an enclave economy based on mineral exports. In
such countries the debt is so great, compared with
the productive potential of the nonmineral part of
the economy, that with the nonconcessional in-
struments available a return to creditworthiness
and growth remains very far off. If the interna-
tional environment were to deteriorate substan-
tially, many more countries could fall into this cate-
gory. There is the challenge for creditors, debtor
countries, regulators, tax authorities, and multilat-
eral financial institutions to find new financial op-
tions, including ways to pass on current market
discounts on debt to the debtor countries under
case by case, market-based approaches.

In sum, progress is needed simultaneously on
many fronts. Measures to improve the interna-
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Box 1.6 Comparing alternative financial options to reduce the debt overhang

The Baker Initiative of September 1985 proposed a
change of course in dealing with the debt overhang. It
emphasized the importance of resumed lending to sup-
port growth and adjustment in highly indebted coun-
tries. Despite its merits this initiative has fallen short of
its objective to date. Commercial lending failed to reach
projected levels because of the banks' perception that
"defensive" lending may not improve the value of
loans already in their portfolio. Large discounts in the
secondary market for developing-country debt play a
crucial role in this respect: lenders assume that the
market will value new loans at much less than book
value.

Under these circumstances commercial banks have
divergent long-term interests in their dealings with the
developing countries because of the varied size and
composition of their loan exposure. This stands in con-
trast with the period immediately after 1982, when
most commercial lenders shared an interest in con-
certed lending to protect the financial system and gain
time to reduce their individual exposures to developing
countries. Now that both objectives have largely been
accomplished, many smaller banks are trying to leave
the debt-restructuring processeven at the cost of sub-
stantial write-offs-.-to redirect their lending to more tra-
ditional activities. The core of concerted lending now
comprises the major international banks that have es-
tablished branch networks in debtor countries or
whose corporate clients are also active in those coun-
tries. Thus, depending on their business strategies,
banks are eager to explore new options to reduce the
risk of participating in "new money" packages, to im-
prove the quality of existing exposures, or to seek "ex-
its" to eliminate or reduce such exposures. Some of
these optionswhich make up the so-called "menu
approach"are reviewed below. They can be attrac-
tive to borrowers as well as lenders. They can be a
source of new funds for reducing exchange rate risk on
existing debt and a means of reducing the debt burden
through debt relief. All depend on voluntary coopera-
tion between debtors and creditors.

Foreign direct investment (FDI) can generate inflows
of new capital. As distinct from loans, the return on
FDI varies with the quality of the investment and the
state of the economy; by definition investors share
these risks. But potential political unrest and the unfa-
vorable economic climate in most highly indebted
countries may lead prospective foreign investors to
seek appropriate risk coverage before committing
themselves. The Multilateral Investment Guarantee
Agency sponsored by the World Bank could play a use-
ful role in this context. Even so the volume of invest-
ment flows is unlikely to make up for the current short-
fall in lending or to provide a positive net inflow of
resources. As investments bear fruit, foreign profit re-

mittances through dividend transfers could exceed
normal servicing of interest-bearing debt and thus
put additional strain on the current account of debtor
countries.

Debt-equity swaps are a variation on FDI. They con-
vert foreign currency debt into domestic currency in-
vestment, rather than serve as a channel for new
money. Such swaps alter the debtors' obligation and
reduce their interest-bearing external debt. As dis-
cussed in the World Development Report 1987, debt-
equity swaps have covered substantial amounts of
debt, especially in Chile and Mexico. They could be-
come vehicles for the repatriation of flight capital.
However, since domestic currency is usually offered at
a discount to investors, swaps can distort the allocation
of resources: investments of marginal economic return
may be undertaken. In addition the increase in the do-
mestic money supply resulting from the conversion of
foreign currencies may prove inflationary. On balance,
though, debt-equity swaps are a useful item on the
"menu." If used carefully, they can help to revive the
momentum of productive investment. They can be
used as "exits" by existing creditors if the original loan
is sold to a third party before the swap, and they can
provide a vehicle for repatriating flight capital.

The conversion of existing loans into local currencies is
a variety of swap. It too can be a vehicle for repatriating
flight capital, as well as alleviating the drain on foreign
currency resources. The most serious drawback is that
since domestic interest rates in the debtor countries are
usually high, increased debt-servicing costs may exac-
erbate domestic fiscal problems.

Other forms of noninterest-bearing capital include
instruments such as performance bonds or commodity-
indexed bonds. Service is conditional and tied to the
debtor's economic growth, or to an export price index
for major commodities. Innovations of this sort are un-
likely to reduce the debt overhang significantly, but
they can be another source of "new money."

Financial engineering and liability management are
techniques that aim to cushion interest rate and cur-
rency shocks to debtor countries through hedging. For
instance, interest rate swaps and interest rate caps re-
duce the interest rate sensitivity of existing liabilities by
converting floating-rate borrowings into fixed-rate lia-
bilities or by putting a ceiling on future interest rates.
Similarly currency swaps can hedge currency exposure
and alter the currency mix of a debt portfolio to match
the composition of the debtor's export revenues. Fi-
nancial hedges of this type involve a risk for the pro-
vider of the hedge that the purchaserin this instance
the debtor countrywill not fulfill his obligations when
the contract matures. This restricts use of these tech-
niques to borrowers that have remained creditworthy,
unless the risk can be guaranteed by a creditworthy



third party.
New contractual arrangements between debtors and

lenders are another possibility. Debt-equity swaps and
the renegotiation of interest spreads over LIBOR (Lon-
don Interbank Offered Rate) and of loan maturities in
debt reschedulings have set the legal precedents. One
idea is to subordinate existing debt to future loans,
thus giving the latter senior status. This could prevent
new credits from being marked down in line with
secondary-market prices and thus make it easier to at-
tract new lenders. But current creditors might object if
this practice became widespread. Securitization, which
transforms traditional bank loans into negotiable secu-
rities, is another legal variant. It can be a channel for
debt relief if the exchange of securities for loans reflects
market prices and passes the discount on to the debtor.
Mexico's novel scheme of December 1987 was a hybrid.
It combined the features of securitization (by exchang-
ing existing loans for tradable securities) and subordi-
nation (by deeming the collateralized securities "se-
nior" to the remaining old loans). In this case
"seniority" stems from the fact that the collateral (a
zero-coupon U.S. Treasury bond with a present value
equal to that of the new securities) guarantees the re-
payment of principal, although not of the interest on
the new bonds. Despite its limited success this scheme
sets a precedent for market-based debt relief: it passed
some of the market discount to the debtor.

In the same vein partial write-offs of existing loans
could be an effective way of sharing the burden be-
tween debtors and creditors as well as providing debt
relief. But write-off s raise delicate operational, account-
ing, and regulatory problems. Views differ over the
banks' contention that partial write-offs are incompati-
ble with existing accounting practices because these re-
quire an "all or nothing" approach. Clarification of
these rules is essential. Partial write-offs recognize that
the book value of developing-country loans is at odds
with their market value, and they secure tax deduc-
tions. If set between existing secondary market value
and nominal principal, they can provide an equitable
formula for limited debt relief. They can thereby im-
prove the borrowers' creditworthiness and debt-
servicing capability, as well as improve the market
value of existing loans.

Finally, partial or complete interest capitalization is a
constructive alternative to accumulating new loans to
finance interest due. However, under U.S. banking
regulations capitalization is currently tantamount to
nonpayment: the loans involved would be declared
nonperforming. A change in regulations will be
needed to make this approach viable. Moreover, auto-
matic interest capitalization may prove unacceptable to
commercial creditors, most of whom will prefer to keep
the refinancing of interest a matter for negotiation.

tional outlook, domestic policy reform, new
money, and creative debt-restructuring ap-
proaches are all necessary. The right mix of ingre-
dients will vary from case to case. Prospects for the
next decade will depend on how effectively the
broad policy framework outlined above can be im-
plemented by all those concerned: industrial and
developing country governments, commercial
banks, and multilateral financial institutions. The
next section examines the outlook for the world
economy under alternative policy scenarios.

The outlook for the world economy until 1995

Growth in the world economy to the mid-1990s
will largely depend on the extent to which govern-
ments in industrial countries address the policy
issues identified above. This section presents alter-
native growth paths: a "base case," which as-
sumes that the industrial countries will leave their
policies broadly unchanged, and a "high case,"
which assumes that they will change them to
conform with the guidelines spelled out in this
chapter.

The base case

The assumptions underlying the base case sce-
nario are as follows.

Driven by circumstance as much as by design,
fiscal policy in the United States will gradually, but
fitfully, become more restrictive. The federal bud-
get deficit will follow the broad targets set by the
amended Gramm-Rudman-Hollings Act.

Fiscal action in Japan and Germany will be
confined to preventing a significant decline in do-
mestic demand.

Monetary policy in the major industrial coun-
tries will avoid increases in real interest rates.

Industrial countries will pursue no major
structural reforms, and protectionism will persist
at roughly its present level.

The world economy will encounter no shocks,
such as a sharp change in the price of oil.

Developing countries will continue their ad-
justment efforts at a pace similar to that in the
recent past.

Under these conditions exchange rates and fi-
nancial markets are likely to remain highly volatile.
The threat of further stock market crashes, rising
inflationary expectations, and the restrictive influ-
ence of U.S. fiscal contraction would depress do-
mestic demand in the United States. This would be
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Box 1.7 How the World Bank supports the highly indebted, middle-income countries

The World Bank's strategy for assisting the highly in-
debted, middle-income countries is based on the prem-
ise that the resumption of growth is an essential condi-
tion for their return to creditworthiness. The
resumption of growth, in turn, hinges both on domes-
tic policy reforms and on the adequacy of external fi-
nance. It also requires a supportive, international eco-
nomic environmentabove all, access to growing
export markets and favorable interest rates.

More specifically the Bank's strategy calls for:

Policy analysis and dialogue with member govern-
ments to identify the needed structural changes and to
gain agreement on the required reforms

Financial support for implementing structural re-
forms, often in the form of fast-disbursing, policy-
based operations

Sustained investment financing, refocused as nec-
essary on rehabilitating and restructuring projects, en-
terprises, and investment programs, as well as expand-
ing productive capacity

Continued efforts to alleviate poverty, including
measures to cushion the effect of adjustment on the
poorest groups

Assistance in mobilizing financial support from
commercial and official lenders.

The difficulties faced by the debtor countries require
a sustained policy effort and continuing external assis-
tance as part of a medium-term adjustment framework.
The Bank's support is tailored to specific country cir-
cumstances and problems. The pace of lending and the
mix between adjustment and project lending varies
among countries and depends on a variety of factors,
such as the borrower's efforts to reform, project lend-
ing opportunities, and the Bank's own guidelines on
prudential exposure levels. Typically lending plans are
made up of a series of operations, each intended
to address specific adjustment and investment
requirements.

The Bank plays a catalytic role by mobilizing the

needed new financing from commercial banks (and
other sources) or by encouraging other forms of finan-
cial relief, including debt conversion and reduction.
The Bank's efforts have focused particularly on com-
mercial lenders. These provided by far the largest fi-
nancing to the middle-income countries in the past but
have reduced their net lending precipitously in recent
years. As a result reforms in many countries are in
danger of being underfunded.

The Bank's catalytic influence has traditionally been
achieved through the example of its own lending and
the signal of its confidence in the policy reforms under-
taken by the debtor. Beyond this the Bank canand
doesplay a more specific role on a case-by-case basis,
by making use of formal linkages between its own
lending and that of other lenders and, more rarely, by
providing partial guarantees on commercial financing.

Changing priorities within the banking industry
have widened the possibilities for providing cash flow
relief both through new money and through the con-
sensual debt reduction schemes summarized in Box
1.6. Consistent with its charter and policies, the Bank
will seek to foster these market developments as a
means of financial relief for its borrowers. For example,
the Bank and its affiliate, the International Finance Cor-
poration, have supported debt conversion by their as-
sistance for policy reforms aimed at privatizing public
enterprises. The Multilateral Investment Guarantee
Authority will further enhance these schemes. The
Bank has also supported market-based debt reduction
schemes, as in Mexico, by agreeing to the establish-
ment of a collateral trust by the debtor.

hi performing a catalytic role, the Bank seeks to en-
sure, on a case-by-case basis, that the financing plan it
supports is well designed and reflects an adequate
level of burden sharing by commercial banks. Credit
enhancement is provided only when it is seen as essen-
tial to close the transaction and when the added expo-
sure that it entails for the Bank is acceptable in light of
the Bank's overall country exposure.

on'y partly offset by increases in export demand
resulting from the recent depreciation of the dollar.
Growth in the other industrial countries and in the
East Asian NIEs would also slow down, because of
the slump in exports to the United States and the
instability of financial markets. The U.S. current
account deficit might fall to around 2 percent of
GNP in the early 1990s, or roughly half its level in
1987. The ratio of U.S. net external liabilities to
GNP would stabilize by the early 1990s. The cur-
rent account surpluses of Japan and Germany
would be correspondingly smaller.
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This reduction of imbalances, although painful
in the short term, would avoid a major world re-
cession. For the longer term the scenario can be
regarded as cautiously optimistic, since it sets the
stage for somewhat faster growth in the early
1990s. If, subject to the assumptions above, macro-
economic policies in industrial countries are rea-
sonably well managed, a modest economic recov-
ery could follow in the early 1990s. Investor and
consumer confidence might improve, and, in re-
sponse to more stable financial markets, real inter-
est rates would decline. As capital stocks were re-



built, the capacity for noninflationary growth and
reduced unemployment would also improve. Un-
der these circumstances real GDP growth in indus-
trial countries should eventually return to rates
similar to those of the turbulent 1970s and 1980s.
Between 1987 and 1995, however, average indus-
trial country growth would be 2.3 percent, or
slightly less than that for 1980-87 (see Table 1.6).

For many developing countries, especially the
highly indebted, middle-income countries and the
low-income countries of Sub-Saharan Africa, this
base case is decidedly unpromising. The prospect
is for the demand for developing-country exports
to slow down and for the real cost of servicing
foreign debt to remain close to its 1987 level. Their
economic growth wifi therefore be weak at best.
For the most vulnerable countries-Sub-Saharan
Africa, the highly indebted countries, and the oil-
exporting countries-per capita incomes would
stagnate or increase only slowly from their current

Table 1.6 Growth of real GDP, 1973 to 1995

Note: All growth rates for developing countries are based on a sample of ninety countries.
Weighted average of industrial countries' GDP deflators expressed in local currency.
Average six-month U.S. dollar Eurocurrency rate deflated by the GDP deflator for the United States.
Average annual rate.

Table 1.7 Growth of real GDP per capita, 1973 to 1995

Note: All growth rates for developing countries are based on a sample of ninety countries.

depressed levels (see Table 1.7). The countries'
debt service burden would remain high (see Table
1.8). The tensions in the international financial sys-
tem would remain, and the wfflingness of both
creditors and debtors to search for cooperative so-
lutions to the debt problem would continue to be
strained.

This is a fragile situation-one that could rapidly
deteriorate. For example, a tightening of U.S.
money supply intended to stabilize the dollar
might trigger a world recession instead. The
process might begin as a repetition of the events of
late 1987: a steep drop in stock markets worldwide
followed, after a lag, by a further substantial fall in
the dollar as international investors flee to other
currencies. This could damage investment and
consumption worldwide, enough to induce a deep
recession. Dollar interest rates would rise as the
flow of foreign capital to the United States dried
up. The developing countries might therefore si-
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(average annual percentage change)

Country group

and indicator 1973 -80 1980-8 7

Industrial countries 2.8 2.5

Developing countries 5.4 3.9
Low-income countries 4.6 7.4
Middle-income countries 5.7 2.4

Oil exporters 5.9 1.0
Exporters of manufactures 6.0 6.3
Highly indebted countries 5.4 1.1
Sub-Saharan Africa 3.3 0.2

Memo items
Inflation rated 8.2 4.1
Real interest rate" 1.3 5.6
Nominal interest rater 9.3 10.5

(average annual percentage change)

Country group 1973 -80 1980-87

Industrial countries 2.1 1.9

Developing countries 3.2 1.8
Low-income countries 2.5 5.5
Middle-income countries 3.2 0.1

Oil exporters 3.2 -1.6
Exporters of manufactures 4.0 4.6
Highly indebted countries 2.9 -1.3
Sub-Saharan Africa 0.5 -2.9

198 7-95

Base High

2.3 3.0

4.2 5.6
5.4 6.5
3.6 5.1

2.7 3.7
5.0 6.5
3.2 4.8
3.2 3.9

4.0 3.2
2.6 2.1
8.1 7.7

1987-95

Base High

1.8 2.6

2.2 3.6
3.5 4.6
1.5 3.0

0.2 1.3
3.4 4.9
1.0 2.5
0.0 0.7



Table 1.8 Current account balance and its financing in developing countries, 1987 and 1995

Notes: Data are based on a sample of ninety developing countries. Subcategories may not add to totals because of rounding. Net exports plus
interest does not equal the current account balance because of the omission of private transfers and investment income. The current account
balance not financed by loans is covered by direct foreign investment, other capital (including short-term credit and errors and omissions), and
changes in reserves. Ratios are calculated using currrent price data.

Estimated.
Based on long-term debt only.

multaneously have to face deteriorating exports,
commodity prices, terms of trade, and debt service
costs. The magnified risk of debt defaults would
then feed back on prospects for the broader world
economy. In short the risk of a severe setback for
the global economy is real. The steps necessary to
avoid it are well worth taking.

The high case

The best way to avoid these risks is for the indus-
trial economies to adopt the economic policies that
lead to the "high-case" scenario.

Prompt and convincing steps to reduce pay-
ments imbalances, as suggested here, would rap-
idly restore confidence and equilibrium to financial
markets worldwide. In the short term, private in-
vestment and consumption would rise, and infla-
tion and real interest rates could be held within
reasonable bounds.

Renewed efforts at structural reform-through
higher and more efficient private investment, the
elimination of bottlenecks in labor markets, and
the reduction of protectionism and agricultural
subsidies-would greatly improve the industrial
economies' potential for growth. Steps toward fur-
ther integration and internal liberalization are cur-
rently envisaged in the EC by 1992. This too could
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make an important contribution to longer term
economic revival in the industrial countries.

Under these conditions it should be possible to
achieve real annual growth rates of around 3 per-
cent during 1987-95 in the industrial world (see
Table 1.6) and perhaps even higher rates toward
the end of the decade. The principal obstacle to
achieving this result appears to lie not in the task
of identifying the appropriate policies, but in find-
ing ways to overcome political opposition to them.

An improved medium-term outlook for the in-
dustrial countries would greatly help the develop-
ing countries, too. By combining the direct effect of
a more favorable external environment (higher ex-
port demand, improved commodity prices, and
lower interest rates) with its indirect benefits
(greater acceptability of domestic policy reform,
improved access to external capital, and lower net
resource outflows), the high case projects better
economic performance in the developing world
(see Tables 1.6 to 1.8). As in the past these im-
provements will be unevenly spread across coun-
tries. Highly indebted countries and exporters of
manufactures would see substantial improve-
ments in growth of per capita incomes. In contrast,
even in this optimistic case, Sub-Saharan Africa
would recoup the losses of the past only very
slowly. Continued high population growth and the

(billions of dollars)

All developing countries Highly indebted countries Sub-Saha ran Africa

1995 1995 1995

Item 1987' Base High 1987a Base High 1987' Base High

Net exports of goods and nonf actor
services 27.6 -24.4 -41.0 25.3 35.0 30.8 -3.0 -4.3 -3.7

Interest on long-term debt 55.9 73.3 75.4 30.1 36.3 35.9 3.7 5.8 5.6
Official 17.0 26.6 26.5 6.7 9.0 8.8 2.1 3.5 3.4
Private 38.9 46.7 48.9 23.4 27.3 27.1 1.5 2.4 2.2

Net official transfers 16.0 21.7 23.2 1.1 2.3 2.2 3.7 7.6 7.8
Current account balance 2.1 -40.6 -52.1 -7.2 1.3 -1.6 -7.2 -5.0 -4.0
Long term loans, net 30.4 43.8 64.8 14.3 -7.7 -4.4 5.2 4.4 3.3

Official 19.6 35.3 36.9 6.9 5.6 5.0 3.3 7.3 6.8
Private 10.8 8.6 27.9 7.5 -13.3 -9.4 1.9 -2.9 -3.5

Debt outstanding and disbursedb 886.0 1,113.8 1,184.7 441.4 447.1 456.9 92.9 129.7 125.7
As a percentage of GNP 37.7 23.9 22.5 53.6 28.9 25.9 73.1 58.9 53.0
As a percentage of exports 145.3 94.5 85.4 300.4 172.8 155.3 263.3 215.9 190.6

Debt service as a percentage of exportsb 20.2 15.6 13.7 35.2 37.3 33.0 25.5 24.5 22.5



ongoing effect of existing structural rigidities mean
that even apparently modest improvements pose a
challenge.

The outlook for the developing countries de-
pends critically on their own domestic policies.
Whatever the international environment, they
must seek to adjust in ways that minimize the ef-

fect of any deterioration in that environment on
their growth and to maximize the benefits from
any improvements. The rest of this Report dis-
cusses the role public finance can play in support-
ing effective adjustment over the short and me-
dium term and in setting the stage for successful
long-term development.
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II
Public Finance in Development





The role of public finance in development

Most developing countries have faced a fiscal crisis
of one sort or another during the past decade. Un-
til 1982 public sector deficits rose to unsustainable
levels almost without regard to economic structure
and income level: oil exporters, oil importers,
middle-income countries, low-income countries,
commercial debtors, aid recipients, and planned
and market economies all followed the same
course. When the external economic shocks of the
early 1980s made it impossible to finance these def-
icits, a period of severe fiscal retrenchment became
inescapable (see Figure 2.1). The reduction in defi-
cits since then has been remarkable, but many
countriesstill deprived of external financial
resourcesneed to do more. For them the di-
lemma is how to cut deficits further without slid-
ing even deeper into recession.

The urgency of this problem has distracted atten-
tion from the Froader role of public finance in de-
velopment. The short-term imperative has been to
contain fiscal deficits through some mixture of re-
duced expenditure and higher revenues. The con-
cern for the longer term is that such changes be
carried out in ways that promote, rather than ham-
per, growth. Indeed prudent control of fiscal defi-
cits is just one aspect of sound public finance in the
widest sense. Among other things this means con-
fining (or extending) public expenditure to those
areas in which the public sector can act efficiently;
it also means raising the necessary revenues in
ways that distort prices as little as possible. This
chapter introduces the broad perspective within
which deficit reduction should be viewed.

Governments everywhere play an essential role
in allocating resourcesin influencing what gets

produced, how it is produced, who receives the
benefits, and who pays. They do so both directly
and indirectly. For instance, all directly provide de-
fense and social infrastructure; most supply power
and telephone services; a few produce industrial
and agricultural goods. Often governments create
state-owned enterprises (SOEs) to carry out these
functions. But governments also indirectly influ-
ence the production and allocation of privately
produced goods through subsidies, taxes, and a
wide range of regulatory tools such as price con-
trols and quantitative restrictions. In centrally
planned economies governments rely mainly on
direct intervention; in market economies they tend
to favor the indirect approach. Both modes of in-
tervention involve public spending and revenue
and are thus equally subject to the strictures of
sound public finance.

Public finance affects economies in many differ-
ent ways. Revenue, expenditure, and the publk
sector deficit they imply are essential tools for mac-
roeconomic stabilization: they help to determine
the inflation rate, the current account deficit, the
growth of the national debt, and the level of eco-
nomic activity. They also affect adjustment and
growth by influencing the rates of consumption,
savings, and investment in both physical and hu-
man capital. At the microeconomic level, taxes,
subsidies, and government purchases of commod-
ities encourage the production and consumption
of some goods and discourage the production and
consumption of others. Public finance policies can,
in principle, affect all sectors of the economy, and
they typically do so in developing countries as in
industrial countries.

43



44

Figure 2.1 Public sector deficits in selected
developing countries, 1979 to 1985

Percentage of GDP
12

10

4

2

0

Low-income
countries

Other middle-income
countries

All countries

Highly indebted
countries

1979 1980 1981 1982 1983 1984 1985

Notes: Data are unweighted annual averages. The low-income
sample includes Bangladesh, India, Kenya, Malawi, Zaire, and
Zambia. The highly indebted sample includes Argentina,
Bolivia, Chile, Colombia, Côte d'Ivoire, Dominican Republic,
Ecuador, Jamaica, Mexico, Nigeria, Peru, and Venezuela. The
other middle-income sample includes Indonesia, Malaysia,
Poland, Thailand, and Turkey. The twenty-three countries were
selected on the basis of available data.

However, three factors complicate any analysis
of public finance policies, whether in developing
or industrial countries.

The dividing line between "public" and "pri-
vate" is unclear. This is especially true for SOEs.
For example, does an enterprise that is jointly
owned by both the government and private indi-
viduals fall into the public or the private sector?
What about a publicly owned enterprise that oper-
ates on commercial principles? Two criteria can
help distinguish public from private activities:
whether profits and losses accrue to the state and
whether the state directly controls the allocation of
resources of the enterprise. Even these tests are of
only limited use, because ownership and control
by the state vary in degree and over time. The
definition of what is part of the public sector thus
remains a matter of judgment. By necessity this
Report relies on the conventions of each country
to distinguish between the public and private
domains.

Governments are not monolithic entities, but
consist of many agencies with varying degrees of

autonomy. The structure of the public sector has
both vertical and horizontal dimensions. The verti-
cal dimension includes the central, state or provin-
cial, and local government levels. The horizontal
dimension reflects the division between govern-
ment, SOEs, and other autonomous or semiauton-
omous entities, often grouped under the heading
of "off-budget" accounts or agencies. The rela-
tions between these different branches of the pub-
lic sector are usually complex.

There is a lack of accurate public finance data
for developing countries. For most developing
countries consistent data are available only for the
past decade or two and often cover only the central
government. Comparable data on state and local
governments and on SOEs are patchy across coun-
tries and over time (see Box 2.1). Because of this,
much of the cross-country analysis in this Report
focuses on central government finances. Where
possible the analysis is extended to include state
and local governments and SOEs, but conclusions
based on data for the entire public sector have to
be treated with caution. The weakness of public
finance data has complicated the design and imple-
mentation of public finance policies. This is all the
more troublesome in view of the rapid increase of
the public sector worldwide.

Patterns of public finance

The pervasive growth of the public sector in the
past half century represents a fundamental struc-

Table 2.1 Share of government spending
in GNP or GDP in selected industrial countries,

Note: Includes central, state, and local expenditure except where
noted. For 1880 and 1929 data are the share of GNP; for 1960 and
1985 the share of GDP.

For 1960 and 1985, Federal Republic of Germany.
1881.
1885.
Central government only.
The year 1929 was chosen as a representative year before the

disruptions of the Great Depression and World War II.
Sources: For 1880 and 1929: France, André and Delorme 1983, p. 723;
Germany, Andic and Veverka 1964, p. 244; Japan, Ohkawa and oth-
ers 1965-79, vol. 1, p. 200, and vol. 7, pp. 170-71; Sweden, Mitchell
1975, pp. 699 and 782; United Kingdom, Peacock and Wiseman 1961,
p. 164; United States, Peltzman 1980, p. 239. For 1960: Saunders and
Klau 1985, p. 29. For 1985: OECD 1987, Economic Outlook 42 (Decem-
ber), p. 187.

1880, 1929, 1960,
(percent)

and 1985

Year France Germany' Japan Sweden
United

Kingdom
United
States

1880 15 10b 6' 10 8
1929' 19 31 19 81 24 10
1960 35 32 18 31 32 28
1985 52 47 33 65 48 37



Box 2.1 Sources and limitations of public finance statistics

To be effective, public finance policies must be based
on accurate and comprehensive statistics on the finan-
cial transactions of public agencies. For intercountry
analysis, fiscal data also need to be compiled on a com-
parable basis across countries. Although much
progress has been made during the past three decades
in improving both national and international statistics,
public finance analysis is still hampered by serious data
limitations.

Public finance statistics are currently assembled on
an internationally comparable basis in two systems: the
Government Finance Statistics (GFS) of the IMF and the
System of National Accounts (SNA) of the United Na-
tions. The GFS focuses solely on government transac-
tions, whereas the SNA considers government transac-
tions as a component of the economy as a whole.

The GFS compiles national public finance statistics
according to the standard specifications of the IMF's
Manual of Government Finance Statistics. It distinguishes
among the central government account, social security
and other extra budgetary accounts, state and local ac-
counts, and state-owned enterprises (SOE5). The first
two accounts are grouped together in the "consoli-
dated central government" account. When data for the
first three groups are available, the accounts are consol-
idated in the "general government" account. Because
of the difficulty of collecting consistent and accurate
SOE data, only data on transactions between the gen-
eral government and SOEs are currently recorded in
the GFS. The GFS does not report asset or liability
positions of the government, nor does it report depre-
ciation for fixed assets owned by the government. Ac-
counts are recorded on a cash, not an accrual, basis.
GFS coverage is most complete for central government
accounts, but more limited for general government
accounts.

The SNA framework is designed to measure income,
production, consumption, savings, and investment to

tural change comparable in scope with such other
basic transformations as industrialization and ur-
banization. The long-term evolution of public fi-
nance in the industrial countries provides a ref er-
ence point for the experience of the developing
world.

Industrial countries

The scale of public finance has increased dramati-
cally in the industrial countries during the past
century. Table 2.1 shows trends in government
spending for six of them. In 1880 the (unweighted)

aid economic analysis. The SNA accounts are recorded
on an accrual basis and include depreciation. For na-
tional aggregates the SNA consolidates transactions
between all sectors and eliminates intersectoral trans-
actions, so that only final demand and value added are
aggregated. (The GFS framework, in contrast, elimi-
nates only transactions between parts of government.)
National accounts data compiled within the SNA
framework lack the detail required for many aspects of
public finance analysis. The consolidated accounts
omit some important financial flows, such as all do-
mestic transfers, including interest. Moreover up-to-
date national accounts data are not available in many
developing countries.

These limitations of international statistics mirror the
weaknesses of national data sources. Delays in audit-
ing, weak administrative systems, and incomplete re-
porting of subnational government and SOE accounts
combine to make it very difficult to get a timely, com-
plete, and accurate picture of the main sources and
uses of public funds. Therefore it is generally difficult
to assess recent trends in major fiscal aggregates or to
project and plan future financial flows. Fiscal planning,
consistent fiscal policy design, and financial account-
ability by decisionmakers are thus significantly im-
peded. Improving the national and international fiscal
data systems deserves a high priority in developing
countries.

Lack of data has hampered the analysis of public ex-
penditure, revenue, and financing in this Report. The
discussion relies mostly on GFS data but for selected
countries adds data from national sources for the total
public sector, including available SOE statistics. Infer-
ences drawn from these data need to be treated with
caution, because the sample of countries is small and
not necessarily representative, the coverage of SOEs
may be incomplete and may differ across countries,
and definitions may not always be strictly comparable.

average of their public expenditure as a share of
GNP was about 10 percent. By 1985 the average
share had reached 47 percent. Much of the in-
crease occurred after World War II. Although the
overall trend has been common to all six countries,
some of the differences are significant. For exam-
ple, Japan's share tripled during the century, while
that of Germany and the United Kingdom in-
creased almost fivefold.

Historically the growth of public revenue kept
pace with that of public spending, but during the
past two decades expenditures have tended to
grow more rapidly than revenues. So govern-
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Table 2.2 Central government total expenditure, current revenue, and deficit as a share of GNP,
1972 and 1985
(percent)

Note: Data are based on a sample of ninety countries.
Deficits are defined as current and capital revenue and grants received, minus total expenditure, minus lending minus repayments.
Excluding China and India.

ments increasingly have become net borrowers. By
the early 1980s sizable budget deficits prevailed in
most industrial countries. Many have since made
efforts to cut spending. These efforts have been
motivated by the inflationary pressures that fiscal
deficits can generate, by the perception that pri-
vate sector activity was being displaced by public
intervention, and by concern over the distortions
resulting from efforts to raise more revenue. Gov-
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Figure 2.2 The relation between per capita
GNP and the share of central government
expenditure in GNP, 1985

Central government expenditure/GNP (percent)

125 500 2,000 8,000 20,000

GNP per capita (dollars)

Low-income Middle-income Industrial
countries countries countries

Note: The horizontal axis is in log scale.
Source: IMF, Government Finance Statistics, 1987.

ernments have largely failed to lower the absolute
level of public spending in real terms, but they
have managed to slow or reverse the trend of ris-
ing spending as a share of GDP.

Developing countries

Before 1940 public finance in the developing world
was in a similar condition to that of the now-
industrialized countries during the latter half of the
nineteenth century. According to one study, colo-
nial administrations and independent govern-
ments alike raised about 5 percent of GNP in taxes,
spent the same amount on government consump-
tion, and made only limited public investments,
mostly in transport infrastructure (especially rail-
ways). After World War lithe situation changed
dramatically. Central government spending alone
rose to 19 percent of GNP by 1972 and to 26 per-
cent by 1985 (see Table 2.2).

The trend has not been uniform, however. In at
least ten developing countries (such as Burma,
Chile, the Dominican Republic, Peru, and Yugo-
slavia) central government expenditure as a share
of GNP was substantially lower in 1985 than in
1972, and reductions in real government spending
(often following rapid increases) have been quite
common during the past decade. Some of these
reductions reflect shifts in responsibility for expen-
diture from central government to state and local
governments; more often they have been genuine
cuts, prompted by economic crises or changes in
political regime.

The most striking feature of public spending in
developing countries is the variation in the share
of government expenditure in GNP (see Figure
2.2). For example, in 1985 the central government
shares for developing countries ranged between 7
percent (Yugoslavia) and 64 percent (Nicaragua).
The correlation between central government ex-
penditure shares and per capita income explains
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only about 10 percent of this variation. Even when
total public spending is considered (that is, includ-
ing the expenditures by state and local govern-
ments and SOEs) the variation remains (see Figure
2.3).

Despite this some general conclusions may be
drawn. First, in most developing countries the
share of central government spending in GNP re-
mains below that of the industrial countries. Much
of the difference, though, is due to the industrial
countries' higher level of transfers for social secu-
rity and welfare. Excluding these expenditures,
central government spending as a percentage
of GNP is higher in low- and middle-income
countries than in the industrial countries (see
Chapter 5).

Second, in developing countries the public sec-
tor tends to play a greater role as an investor than
in industrial countries. The share of total public
investment (including investment by SOEs) in to-
tal investment was higher for a sample of twelve
developing countries than the average for a sample
of thirteen industrial countries (see Table 2.3). This
may in part be explained by the fact that develop-
ing countries tend to need more investment in in-
frastructure than the industrial countriesand
government investment is bound to play a large
role in infrastructure development.

Third, in most developing countries SOEs ac-
count for important shares both of total public
spending and of GDP. Data are limited, and the
variation is again large. For the sample of thirteen
developing countries shown in Figure 2.3, the cap-
ital outlays of SOEs (that is, their spending on final

Table 2.3 Public sector investment as a
percentage of total investment for selected
developing countries, averages for 1980 to 1985

Note: Data include investment by central, state, and local govern-
ments and SOEs.

1983-85.
1981-85.
1982-85.
1980.

Sources: Industrial countries, adapted from Saunders and Klau 1985;
developing countries, World Bank data.

Figure 2.3 Total public sector expenditure as a
share of GDP in selected developing countries,
1985

Central U State and local U SOF'

Percent
0 10 20 30 40

Argentina

Bangladesh"

Botswana"

Colombia'

Côte d'Ivoire"

Dominican Republic

Korea, Republic of

Malawi"

Mexico'

Peru

Thailand

Turkey

Notes: Except where noted, the expenditure figures represent
total spending by central, state, and local governments minus
transfers, plus fixed capital outlays by SUEs. Countries were
chosen on the basis of available data.

SOE capital expenditure.
State and local data are not available.
State and local data include SUEs operating at the state and
local levels.
1982.
State and local data cover only the Federal District of Mexico.

demand) was typically in the range of 5 to 7 per-
cent of GDP in 1985. Since the coverage of SOEs
and off-budget funds is incomplete, these figures
understate the role of nongovernmental public en-
tities. By comparison, in industrial countries the
(unweighted) average share of SOE capital spend-
ing in GDP was only 3.6 percent during the late
1970s; in the United States it was as low as 0.9
percent.

Fourth, state and 'ocal governments appear in
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Turkey' 68 Peru 29

Egypt" 65 Philippines" 26

Côte d'Ivoire 61 Dominican Republic 24

Argentina 58
Botswana 45 Average (unweighted)
Colombia 40 Twelve developing
Korea, Republic oF' 35 countries 43

Thailand 33 Thirteen industrial
Mexico 31 countries" 30

Philippines II



general to have a smaller role in developing coun-
tries than in the industrial worldalthough, again,
data are incomplete. Subnational governments are
important in some developing countries, however,
including Argentina, Brazil, Colombia, India, Re-
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Figure 2.4 Growth of public debt and
the composition of total external debt
(percent)

Public and publicly guaranteed debt/GDP, 1973 and 1986

9 0%2.5%\
\

Composition of total external debt, 1986'

Medium- and Short-term public
long-term and private
private

11.5%

Medium- and long-term public

Low-income Middle-income
countries countries

a. Does not include the use of IMF credit.

public of Korea, and Nigeria (see Chapter 7).
Public expenditure is only one aspect of public

finance; revenue also needs to be considered. The
ratio of central government current revenue to
GNP in developing countries increased from 16
percent in 1972 to 23 percent in 1985 (see Table 2.2).
Despite this, spending has tended to outstrip reve-
nue, and the prevailing methods of collecting reve-
nue have often resulted in unnecessarily severe
losses in economic efficiency. Chapter 4 examines
the costs of revenue raising and how to reduce
them.

The excess of expenditure growth over revenue
growth has led to fiscal deficits in developing
countries, just as in industrial countries (see Table
2.2). Because developing countries have less scope
for domestic financing, however, their fiscal defi-
cits have tended to spill over more readily into
domestic inflation or external imbalances (see
Chapter 3).

One consequence of the fiscal deficits has been
the public sector's contribution to the accumula-
tion of foreign debt. Public and publicly guaran-
teed foreign debt tripled as a percentage of GDP
between 1973 and 1986 for all developing countries
and nearly quadrupled for the highly indebted,
middle-income countries (see Figure 2.4). More-
over, in 1986 medium- and long-term public debt
accounted for some three-quarters of total foreign
debt in middle-income developing countries and
for 89 percent of total foreign debt in low-income
countries. The current debt overhang in develop-
ing countries is thus in part due to past fiscal policy
failures and is at the core of the current fiscal crisis
in the developing countries (see Chapter 3).

Expenditure, revenue, and deficit shares in GNP
provide an incomplete picture of the public sector.
They do not measure the full extent to which gov-
ernments affect the private sector because they ig-
nore regulations and other controls. Such policies,
widely applied in developed and developing coun-
tries, are difficult to quantify. Scattered evidence
suggests that the developing countries saw an in-
crease in regulations and controls in the 1970s, al-
though some of these were reduced as part of the
adjustment efforts of the 1980s. Overall, however,
there is little doubt that the role of the public sector
has greatly expanded in the developing world dur-
ing the past four decades.

Evolving views of the public sector

Since World War lithe growing importance of the
public sector has been seen by many development



economists and policymakers as a natural and
even necessary ingredient of development. In
what can be called the "public interest" view, gov-
ernments must intervene to foster development:
the unmodified interaction of private agents will
not achieve the goals of economic efficiency,
growth, macroeconomic stability, and poverty
alleviation.

According to this view, free markets under-
provide "public" goods such as national defense,
law and order, primary education, basic health, in-
frastructure, and research and development
goods that benefit people other than the producers
or consumers. Equally, markets can overproduce
goods that impose costs beyond those borne by the
producer: traffic congestion, pollution, the deple-
tion of natural resources, and so on. In addition
the existence of monopolies, the lack of fully devel-
oped markets (especially for capital and insur-
ance), and gaps in the supply of information may
result in inefficient resource allocation and yield
savings and investment rates that are less than op-
timal. Market mechanisms may thus produce in-
sufficient growth as well as macroeconomic im-
balances, such as balance of payments deficits and
unemployment. According to the public interest
view, these market failures need to be corrected by
governmentsthrough public provision of goods
and services, through public savings and in-
vestment, and through taxes, subsidies, and
regulations.

This approach reserves a special place for gov-
ernment in influencing the distribution of income
and alleviating poverty. Some argue that the inci-
dence of poverty determined by the market is not
usually just or appropriate, so that government
mayand shouldstep in. It might do so through
the degree of progressivity of taxes and through
expenditures targeted to the poor. Governments
often design poverty programs to ensure that the
poor are able to consume a minimum level of cer-
tain "merit" goods, such as food or shelter.

In the developing economies the unmet backlog
of physical and social infrastructure, the low levels
of savings and investment, the need to foster eco-
nomic growth through modernization, and the
availability of concessional foreign funding for
public projects explain the rapid expansion of pub-
lic finance that is consistent with the public interest
view. While considering the growth of govern-
ment to be appropriate in general, the public inter-
est view also recognizes that the growth in govern-
ment spending may at times have been excessive.
Mistakes by government are seen as a serious

problem in practice, but not as inevitable or irre-
versible. Policy and administrative reforms have
commonly been proposed to correct such "govern-
ment failures."

During the late 1970s and 1980s concern about
the expansion of the public sector arose in the in-
dustrial and developing countries. Slow growth,
lagging private savings and investment, high infla-
tion, balance of payments deficits, heavy debt bur-
dens, continued poverty, and unemployment be-
gan to be seen, at least in part, as the result of the
excessive growth of the public sector. Even when
external events beyond the control of individual
countries were the immediate cause of many of the
difficulties, the actions of governments were often
blamed for having left the developing countries
poorly prepared. The late 1970s also marked an
important turning point in the centrally planned
economies, where reliance on direct command by
government was increasingly seen as a drag on
economic growth; during the 1980s several of
these countries have increased the role of markets.

These concerns found an intellectual underpin-
ning in the reemergence of what can be called the
"private interest" view of the public sector. Trac-
ing its roots back to the classical liberal economists,
especially Adam Smith, the private interest view
starts with the presumption that individuals,
whether in or out of government, use the re-
sources and influence at their disposal to further
their private interests, rather than any abstract no-
tion of the public interest. Although the pursuit of
private interests allocates resources efficiently in
competitive markets, this generally does not occur
when individuals use the monopolistic powers of
government to their own advantage. Politicians,
bureaucrats, and many private interests gain from
a growing government and greater government
expenditure. So, it is argued, the government's
necessary role as provider of public goods needs to
be carefully circumscribed. Otherwise, inefficient
public and private provision of goods and services
is sure to follow.

The emergence of persistent fiscal imbalances
and the difficulties of implementing effective stabi-
lization and adjustment programs in developing
countries have also been explained by the private
interest view (see Box 2.2). Exponents of the pri-
vate interest view commonly suggest balanced
budget laws to prevent the emergence of fiscal def-
icits. Experience with such laws in developing
countries suggests, however, that they are unlikely
to be effective (see Box 2.3).

In their extreme versions the public interest and
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Box 2.2 Political interests and economic reform

Effective stabilization and structural adjustment pro-
grams require political support. This is especially true
of public finance policies, because they generally affect
the distribution of income. A recent study by Stephan
Haggard and Robert Kaufman highlighted four main
aspects of the political process.

Interest groups

Economic policies are heavily influenced by the balance
of power among competing interest groups, especially
business, labor, and agriculture. Reforms are unlikely
to succeed without the backing of some of these
groups. For example, the support of business groups
and their confidence that reforms will be sustainedis
vital for a successful reallocation of resources. Labor
unrest over wage restraint, for instance, can undo re-
forms, as has been demonstrated in several developing
countries, including Argentina, the Dominican Repub-
lic, Egypt, and Jamaica.

Type of regime

Authoritarian regimes have not always been better at
imposing economic austerity than democracies. A dis-
tinction between different types of democracies and
authoritarian regimes is more useful. Strong democra-
cies, such as Costa Rica, have a tradition of consulta-
tion with business and labor; this facilitates acceptance
of economic programs. In contrast, where policymak-
ing is conducted by technocrats behind closed doors,
reform may succeed in the short term but may be diffi-
cult to sustain. Strong authoritarian governments
characterized by continuity in leadership, insulation
from societal pressures, well-established and inte-
grated interest groups, and the power to enforce
decisionstend to be relatively successful in imposing
the short-term costs of economic reform. The Republic
of Korea in the early 1980s has been cited as an exam-
ple. Weak authoritarian governments, which maintain
political authority through personalistic patron-client
relations, tend to be bad at economic reform. Several of
the small, ethnically fragmented, Sub-Saharan states
fall into this category. Here the maintenance of political
power often depends on the discretionary use of public
funds, and the reform of public finances, while eco-
nomically rational, becomes politically irrational. Such
regimes are likely to have greater difficulty imposing

reform than either strong authoritarian regimes or con-
sultative democracies.

Political cycles

The time horizon of a government may influence its
decisions. This will differ according to whether coun-
tries have a stable electoral system. In a stable system
the period before elections is characterized by expan-
sionary policies, the period after by retrenchmentas
in Mexico during the past twenty years. In contrast,
when transitions are insecure, uncertainty affects p01-
icy choices. New democratic governments are likely to
pursue expansionary programs early in officeas in
Argentina in the early years of Alfonsin, Brazil under
Sarney, and Turkey after the succession of the civilian
government. New authoritarian regimes tend to follow
the opposite path. Typically the military seizes power
in the midst of a crisis and attempts to restore order
and rationalize the economic system. Although circum-
stances differed, Argentina (1966 and 1976), Bolivia
(1971), Brazil (1964), Chile (mid-1973), Indonesia
(1966), Turkey (1971 and 1980), and Uruguay (mid-
1970s) all serve as illustrations.

The bureaucracy

The government's administrative capacity is crucial to
its ability to organize and carry out a program of eco-
nomic reform. In some countries, such as Korea, this
capacity is well developed. In others, including many
low-income African countries, it is not. Moreover, in
most developing countries the bureaucracy forms an
influential interest group that may oppose stabilization
and structural reform. Economic reform often requires
reducing the size of the public sector through gov-
ernment employee layoffs and privatization of SOEs.
Such policies are at odds with the interests of the
bureaucrats.

Politics and "first-best" policies

Political factors are important in developing a program
of economic reform. "First-best" policies may not al-
ways be achievable because of political constraints. In-
deed, failed attempts to pursue first-best policies with-
out considering the political dimensions may make
matters worse. "Second-best" policies will prove more
successful if they respond better to political reality and
thus are sustainable in the long term.

private interest views of the public sector are irrec-
oncilable. It is therefore only natural to seek an
empirical validation of either view. One approach
is to ask whether the growth of government has
helped or hurt economic growth: the former find-
ing would tend to support the public interest view;
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the latter would buttress the private interest view.
At the simplest level a scatter diagram for a sample
of countries shows a lack of any significant correla-
tion between the growth of GDP and the share of
government spending in GDP (see Figure 2.5).
Some researchers, after allowing for other factors



that may influence growth, have found that eco-
nomic growth and the share of government spend-
ing in GDP are negatively related; others have
found that economic growth and the growth of
government spending are positively related. In
any case serious questions remain about the ana-
lytical approaches and data used. The evidence is
thus inconclusive.

A pragmatic approach to public policy

Rather than pursuing this line of inquiry, it is more
fruitful to consider the public and the private
views as contributing complementary perspectives
to an understanding of the public sector and public
finance. The public interest view stresses the po-
tential benefits of government intervention when it
is effectively deployed to correct market failures. It
also provides a framework for identifying the con-
ditions under which market failure is likely to oc-

cur and for designing the appropriate policies to
offset these failures. The private interest view em-
phasizes the potential for failure and cautions
against an overly sanguine view of government as
the impartial guardian of the public interest. Box
2.4 provides an example of how the correction of
market failures must be accompanied by efforts to
minimize government failure in the environmental
field.

Pragmatic policy design can draw on the
strengths of both the public interest and private
interest view by:

Considering both the benefits and costs of
government involvement

Asking which groups in society are likely to
receive the benefits and which to bear the costs

Recognizing the institutional and political con-
straints that are likely to be encountered in imple-
menting a particular policy

Box 2.3 Balanced budget laws

Some developing countries have adopted laws that re-
quire the national budget to be balanced. The economic
rationale for these laws is shaky. What is intended is a
budget consistent with targets for inflation, public
debt, and private sector growth (see Box 3.2). A budget
to achieve these targets need not necessarily be bal-
anced. Experience has also shown that these laws are
very hard to implement. A principal difficulty is defin-
ing "budget balance." To do this one must first define
the "government." This is not straightforward, be-
cause most countries have a multiplicity of state-owned
enterprises (SOE5) and extra-budgetary accounts.
Then one must decide what constitutes revenue and
expenditure for the purposes of the budget. For exam-
ple, it is sometimes difficult to distinguish between as-
set sales, loans, and genuine revenue items. Finally,
one must specify the period over which the budget is to
be balanced.

Balanced budget laws in Colombia and Indonesia il-
lustrate these difficulties. In both countries govern-
ments are required by law to prepare a balanced bud-
get for each fiscal year. Colombia has an additional
restriction that revenue must not increase by more than
10 percent over the level of the previous year. In both
countries "revenue" is defined to include aid and
loans already contracted by the government. "Expen-
diture" is defined to include debt amortization pay-
ments. The budget balance does not correspond, there-
fore, to the economic definition of government surplus
or deficit (where loans are treated as financing items),
and it provides little insight into the significance of the

budget for inflation and debt. Colombia and Indonesia
have run significant central government deficits and
surpluses in recent years when defined in economic
terms.

Other problems arise. It is relatively easy to keep
important public sector agencies out of the budget and
thus achieve the required balance. In Colombia, SOEs
and other off-budget entities receive earmarked taxes
directly and can borrow and spend without the sanc-
tion of the budget. Indonesia also has many SOEs that
are not covered by balanced budget requirements.

Balanced budget laws can complicate fiscal planning.
In Colombia supplemental budgets have had to be pre-
pared during every fiscal year as extra revenue be-
comes available. These supplemental budgets disrupt
expenditure planning, because little effort is made to
check for consistency with overall spending goals. As
many as five supplemental budgets have been pre-
pared in a year. This increased the original budget by
up to 50 percent.

Although balanced budget laws are in practice easy
to evade, they can be useful to fiscally conservative
governments. They allow the finance ministry to in-
voke the constraint of the "balanced budget" when
resisting calls for more spending. Indeed, Colombia
and Indonesia have on balance followed prudent fiscal
policies since the laws have been in force. But balanced
budget laws are more often a symbol of a fiscally con-
servative state than an effective restraint on a spend-
thrift one.
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Figure 2.5 Relation between central
government expenditure as a share of GDP and
the growth of GDP in developing countries
(percent)
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Searching for ways to ensure that the public
sector operates efficiently within these constraints.

A pragmatic approach to public policy analysis
might begin by ranking areas of economic activity
according to the extent to which government inter-
vention is desirable. Plausible criteria for ranking
would be the scope for government to promote
efficiency, growth, poverty alleviation, and stabili-
zation. Accordingly a stronger case can be made
for government involvement in some areas than in
others.

First, governments have certain core areas of re-
sponsibility. The public goods that only the public
sector can effectively provide include defense, di-
plomacy, macroeconomic management, and a le-
gal and institutional system that defines and en-
forces the rules of justice, property, and
commerce. Second, governments need to help
provide social, physical, and information infra-
structure: education, health, transport networks,
public utilities, technology development and dis-
semination, and environmental protection. Market
failures are common in these areas, and many of
the merit goods required to meet basic needs are

found there. Elsewhere the case for government
involvement is weaker on economic or equity
grounds, and the costs of intervention threaten to
outweigh the benefits. For example, in agriculture,
industry, energy, mining, and many services
although some support may be needed
governments are generally not well equipped to
play a major role.

Where exactly the line should be drawn between
government involvement and private sector re-
sponsibility depends in principle on an evaluation
of the costs and benefits of government interven-
tion. Where the system for collecting revenue al-
lows additional resources to be raised with little
distortion of private sector activity, greater govern-
ment involvement may be appropriateperhaps
because market failures and poverty problems are
especially severe or because the civil service is ef-
fective in providing the needed public goods. Else-
where the same level of involvement may be too
high because the revenue collection is already
highly distortionary, because private markets are
operating efficiently, or because the bureaucracy is
ill equipped to intervene.

This suggests that what matters is the quality of
government, more than its size as such. Quality
might be defined broadly to cover five factors.

Prudent fiscal policy. The need to improve fiscal
policy has already been pressed upon most devel-
oping countries. Excessive fiscal deficits and the
resulting financing requirements of the public sec-
tor have often been at the root of macroeconomic
imbalances. Bringing expenditures more closely in
line with revenues to ensure that the resulting defi-
cits are consistent with other macroeconomic poli-
cies and objectives is an essential element of im-
proving the quality of government (Chapter 3).
The harder question is how to go about this. The
goal is to raise additional revenue in the most cost-
effective way and to cut spending, where neces-
sary, in the least damaging way

Efficient revenue mobilization. The cost associ-
ated with raising a given level of public revenue
can generally be lowered by reforming the tax sys-
tem so as to reduce the distortions and inefficien-
cies that taxes generate. Revenue can also be raised
efficiently by raising prices or user charges for pub-
licly provided goods and services when these are
set below cost, as is frequently the case. Tax sys-
tems and user charges may be structured so as to
minimize the burden on the poor without causing
significant efficiency losses (Chapters 4 and 6).

Priorities for public expenditures. For a given size
of government as measured, for example, by the
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Box 2.4 Public finance and the environment

Economic activity depends heavily on the natural re-
source base in most developing countries. Countries
must increase the productivity of that base if their
growing populations are to attain substantially higher
living standards. Public finance policies designed to
promote stable economic growth and to alleviate pov-
erty have an important role in this effort. Without gov-
ernment intervention individuals may not adequately
consider the long-term environmental effects of their
collective actions. But inappropriate government inter-
ventions have sometimes aggravated environmental
problems.

Lack of protection by free markets

Most resource degradation results from the cumulative
activities of farmers, households, and industries, all
trying to improve their economic well-being. There are
several reasons why their efforts may actually work
against them. First, people may not completely under-
stand the long-term consequences of their activities on
the natural resource base. Second, ill-defined or badly
enforced property rights may result in environmental
losses. For example, vaguely defined rights over com-
munal grazing lands, tree crops, or water resources
have discouraged soil, forest, and water conservation,
because individuals are not certain they will benefit
from their investment in conservation. Third, poverty
can undermine the efficiency of market processes in
accounting for long-term environmental concerns. In
many cities around the world, in order to reduce hous-
ing costs and travel time, many people live in the
shadow of factory walls where they are constantly ex-
posed to pollution or industrial accidents.

In combination with other policies public finance in-
struments can be used to change the economic incen-
tives to promote sustainable productive uses of natural
resources. On the revenue side, taxes, subsidies, and
price interventions can be designed to ensure that the
private costs of resource use accurately reflect long-
term economic costs. Education, family planning pro-
grams, and the enforcement of property rights can en-
courage people to think further ahead.

Well-designed environmental policies can add to
government revenue while conserving natural re-
sources. Between 1979 and 1982, for example, the Phil-
ippine government collected only about $140 million of
a potential $1.5 billion in timber royalties; it left the
remainder to favored concession holders. Because of
such policies productive virgin forests in the Philip-
pines have been reduced by nearly 90 percent, and

the logging of upland forests has contributed to severe
erosion.

Failure of public finance policy

Many countries follow policies that aggravate rather
than correct the market failures described above. Ineff i-
cient incentives may result from public finance policies
that were designed without adequate recognition of
environmental effects. The link between policy and the
environment is often difficult to trace; sometimes the
problem is a lack of influential environmental interest
groups. In these cases there is no tradeoff between
increasing efficiency and preserving the resource base.

In some cases there are tradeoffs between long- and
short-term considerations. This is particularly true
when economic problems are extreme and urgent. Of-
ten, however, the policies that accelerate resource deg-
radation and reduce economic productivity also in-
crease the fiscal burdens on government, distort
short-term efficiency, and benefit relatively well-off
groups at the expense of the disadvantaged.

The environmental effects of poorly designed public
finance policies are well illustrated in the energy sector.
In most developing countries energy prices have until
recently failed to reflect opportunity costs. At the same
time low prices have reduced returns to investments in
energy conservation, perpetuated inefficient fuel use,
and, in turn, caused environmental problems. For ex-
ample, in countries where coal is an important fuel,
prices have often been below economic costs, so that
many mines operate at a loss and require government
subsidies. Yet each step in using coal (mining, wash-
ing, transporting, and burning) also involves potential
damage to land, water, and air quality. Similarly, subsi-
dized electricity prices intended to promote industrial-
ization in many developing countries (including Bo-
livia, China, Peru, and Uganda) have led to
uneconomic growth in electricity demand and ineffi-
cient levels of public investment in power-generating
capacity. This, in turn, has led to excessive or prema-
ture development of hydro resources and unnecessary
pollution from oil or coal-fired power plants.

Limiting the risks for the future

Economic activities are bound to have environmental
side effects. Public finance policies provide a set of ef-
fective instruments to limit the damage and reduce the
risks, often without having to confront major tradeoffs
between economic growth and poverty alleviation.
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share of public spending in GDP, government
spending may be devoted to sectors or activities of
low priority, while high-priority sectors or activi-
ties get insufficient attention. Shifting public re-
sources from low- to high-priority areas can signifi-
cantly improve the effectiveness of the public
sector in supporting long-term growth and pov-
erty alleviation (Chapters 5 and 6).

Appropriate structure of government. The quality
of the public sector hinges on the effectiveness of
its constituent partscentral, state, and local gov-
ernments and SOEs. A combination of excessive
control by the central government, poor account-
ability of decentralized agencies, and unclear fiscal
relations among the different parts of the govern-
ment have often contributed to an ineffective mo-
bilization and use of public resources in develop-
ing countries. Improving the structure of
government can significantly increase its quality
(Chapters 7 and 8).

Good administration. The administrative capa-
bilities of government are an important constraint
on its ability to design and implement high-quality
expenditure and revenue programs. Improving
the quality of administration is an essential part of
improving the quality of government. (Public ad-
ministration reforms are addressed in this Re-
port only insofar as they relate directly to public
finance.)
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Placing stress on the quality of government is
compatible with the view that the public sector in
many developing countries in recent years has be-
come overextended and has taken on responsibili-
ties it is ill equipped to handle. As a result expendi-
hires and available resources have been balanced
poorly. The challenge for governments is to exam-
ine their priorities and policies in the light of expe-
rience and limited resources. Often this will point
to a reduced role for government and a greater
reliance on private initiative. In some countries or
sectors, however, more public spending may be
appropriateespecially where protracted fiscal
austerity has led to deep, across-the-board cuts in
public spending. The rest of this Report explores
these choices and indicates ways to improve the
quality of public finance so that developing coun-
tries can respond to their present fiscal emergency
without seriously harming the prospects for long-
term growth. Although the focus is on public fi-
nance policies in developing countries, there is no
doubt that many of the lessons for policy apply
with equal force to industrial countries. The main
difference is that developing countries can even
less afford to waste their extremely scarce
resources than can the better-off industrial
countries.



Fiscal policy for stabilization and adjustment

The fiscal crisis facing most developing countries
and the related problems of external debt, infla-
tion, and recessionhave called new attention to
the importance of sound fiscal policy. Although
country circumstances vary greatly, fundamental
principles of fiscal management apply every-
where. This chapter describes these principles and
then applies them to three different issues: the
debt troubles of the middle-income countries, the
problem of cycles in commodity-exporting econo-
mies, and the task of adjustment in the severely
resource-constrained economies of Sub-Saharan
Africa.

One of the most important aspects of fiscal poi-
icy is the management of the public sector's
deficitthe excess of its spending over its revenue
(see Box 3.1). Deficits in themselves do not auto-
matically imply' macroeconomic problems. If the
use of public resources is sufficiently productive,
future income can be generated to cover the servic-
ing costs of any debts incurred. If expenditures rise
owing to temporary factors, such as wars or natu-
ral disasters, then deficits may be justified as a way
to spread the cost over several years. Deficits can
be more easily absorbed by countries with high
rates of domestic private saving and well-
developed capital markets. Thus a relatively high
deficit need not cause problems in an efficient,
high-saving economy, whereas in a low-saving,
highly distorted one, even a small deficit might be
destabilizing A prudent fiscal policy can therefore
be defined as one that maintams the public deficit
at a level that is consistent with other macroeco-
nomic objectives: controlling inflation, promot-

ing private investment, and maintaining external
creditworthiness.

Fiscal policy and macroeconomic performance

The extent to which any given public sector deficit
can be reconciled with broader macroeconomic
goals depends largely on the way it is financed. A
deficit must be funded by the private sector lend-
ing the government some of the excess of its sav-
ing over its own investment, by foreigners lending
part of their savings, by printing money, or by
some mixture of the three (see Box 3.2). Too great a
strain on any of these sources of finance can create
macroeconomic imbalances. Overreliance on do-
mestic borrowing may mean high real interest
rates and falling private investment. Overreliance
on foreign borrowing can cause appreciating real
exchange rates, widening current account deficits,
unsustainable external indebtedness, and dwin-
dling foreign exchange reserves. Overreliance on
money creation may prompt higher inflation.
Viewed from the alternative perspective of produc-
tion and expenditure, an increased fiscal deficit is
an additional claim on the supply of goods. The
only ways to meet this extra claim are by importing
additional goods from the rest of the world (that is,
increasing the current account deficit), by driving
up domestic inflation and interest rates to make
the private sector buy fewer goods, or by increas-
ing domestic production.

Figure 3.1 ifiustrates the link between fiscal defi-
cits and current account deficits in four countries.
Since the surplus of private saving over invest-
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Box 3.1 Measuring the public deficit

The correct way to measure the public sector deficit
dpends on the purpose. The most obvious objective is
to measure the net claim on resources by the public
sector; this in turn influences the external deficit, infla-
tion, domestic interest rates, and employment.

A useful indicator would then be the public sector's
net use of financial resources, the public sector borrowing
requirement (PSBR). The PSBR represents the total ex-
cess of expenditure over revenue for all government
entities, all of which must be financed by new borrow-
ing net of repayment of previous debts. It is also called
the "consolidated public sector deficit." Expenditure
includes wages of public employees, spending on
goods and fixed capital formation, interest on debt,
transfers, and subsidies. Revenue includes taxes, user
charges, interest on public assets, transfers, operating
surpluses of public companies, and sales of public as-
sets. Expenditure does not include amortization pay-
ments on government debt or accumulation of financial
assets, while revenue does not include the drawdown
of cash reserves.

The PSBR is the most comprehensive deficit mea-
sure, but it can be misleading in some circumstances.
In countries with a high rate of inflation, part of the
borrowing by the public sector is offset by the decline
in the real value of their existing debts. A fraction of the
interest payments by the public sector then compen-
sates creditors only for the loss in the real value of the
debts; it does not represent a real interest cost to the
government. Sometimes the debt principal is explic-
itly indexed to inflation, in which case the indexation
inflates the PSBR. Another measure of the public sector
deficit for these cases is the change in real debt. The
operational deficit is defined as the PSBR minus the infla-
tion correction part of interest payments; it is some-
times called the "inflation-corrected" deficit. The dif-
ference can be significant. In 1985 in Brazil the inflation
correction component of the indexed domestic debt
was so large that the PSBR was 27.1 percent of GDP,
while the operational deficit was only 3.5 percent of
GDP.

The interest paid on debt is a result of past deficits

rather than current behavior. A measure of the current
policy stance might therefore exclude all interest pay-
ments, yielding the primary deficit, also called the "non-
interest deficit." The primary deficit measures how
current actions improve or worsen the public sector's
net indebtedness, and it is important for evaluating the
sustainability of government deficits. Although fiscal
deficits can be run indefinitely, the primary balance
must eventually become positive to cover at least part
of the interest on current debt. If public revenue and
the economy as a whole grow faster than the real inter-
est rate, then even the primary balance can remain in
deficit. However, it is generally not possible in the long
run to always grow faster than the interest rate. The
relation between these deficit concepts is shown in Box
figure 3.1.

The public sector should include the central govern-
ment, provincial and municipal governments, decen-
tralized agencies, and state-owned enterprises. Con-
ventional deficit measures often include only the
central government. This can give a very misleading
picture when other public entities are running large
deficits or surpluses. Even in comprehensive measures
the public financial intermediaries are often excluded
because of their special role as financing agents. On
occasion these intermediaries, especially the central
bank, have run large losses. These are sometimes
called the "quasi-fiscal deficit." They usually arise be-
cause the central bank assumes the exchange rate or
portfolio losses of private banks (see Box 3.3) or be-
cause the central bank directly engages in subsidized
lending. The deficit of public financial intermediaries
has macroeconomic effects similar to the deficits of
other public entities; they should therefore be included
in the overall PSBR. Measurement difficulties are for-
midable, however. Such losses are often omitted unless
they are too large to ignore.

Another correction to the deficit is to remove the ef-
fect of temporary factors: the deviation of domestic in-
come, commodity prices, and interest rates from their
long-run values, and events such as tax amnesties.
Sales of government assets could also be excluded,

ment often cannot cover additional public deficits,
these spill over in varying degrees as bigger cur-
rent account deficits. Higher international interest
rates and lower commodity prices also add directly
to both types of deficit in many countries. So while
foreign borrowing permits the fiscal deficit to ex-
pand without undue pressure on domestic infla-
tion and interest rates, the buildup of external debt
makes countries more vulnerable to external
events such as global recession, falling commodity
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prices, and sudden changes in the cost and avail-
ability of new foreign lending. If fiscal expansion is
unsustainable, the continued accumulation of ex-
ternal debt only delays an adjustment that is all the
more severe for being postponed.

Fiscal deficits and inflation

Governments can choose to finance their fiscal def-
icits by creating money, that is, by printing and



Box figure 3.1 The relation between different
deficit concepts

a
a

CJ)

Inflation
correction

Real
interest
payment

Total
interest
payment

since they are really financing deficits rather than con-
tributing revenue. The result would be the structural
deficit, that is, the deficit likely to persist unless correc-
tive measures are taken.

All of these deficit measures provide their own in-
sight into the economic impact of government finance.
The PSBR measures the need for domestic or external
financing (see Box 3.2). The operational deficit removes
some of the distortions caused by high inflation. In
debtor countries the primary deficit indicates the public
sector's current contribution to debt difficulties. Dur-
ing times of abnormal commodity prices or domestic
income, the structural deficit gives a picture of the
long-run position.

spending currency. By issuing currency, govern-
ments are able to claim real resources; this claim is
known as seignorage. The sum of currency hold-
ings by the public and by banks is known as the
money base, since it is the basis for monetary
transactions performed with cash, checking ac-
counts, savings accounts, and other types of mon-
etary assets. Because the demand for monetary as-
sets keeps increasing in a grpwing economy, the
government can to a limited extent finance itself

through expanding the money base without caus-
ing inflation. When the rate of new money creation
exceeds the growth in demand for money, how-
ever, inflation can result. (In countries where the
currency is freely convertible, foreign exchange re-
serves might also be lost as people exchange the
unwanted domestic money for foreign currency.)
Individuals are, in effect, taxed by inflation be-
cause the real value of their money holdings falls:
part of the government's seignorage then becomes
an implicit "inflation tax." Banks holding reserves
against deposits also face this tax, which they usu-
ally pass on to depositors in the form of lower
interest rates on deposits. Inflation created by the
printing of money may carry an extra fiscal benefit
because it reduces the real value of domestic gov-
ernment debt. (When inflation is anticipated, how-
ever, nominal interest rates rise in advance to com-
pensate bondholders for the inflation tax.)

Seignoragethe government's ability to claim
resources in return for issuing currencyis usually
limited by the demand for real money balances,
which typically falls as inflation rises. Beyond a
certain point an increase in money creation, and
thus in the rate of inflation, may actually decrease
seignorage if the demand for money falls sharply
enough in response. Countries that have relied fre-
quently on money creation as a form of public fi-
nance typically have a very low rate of money
holdings. Brazil and Israel, for instance, have had
modest levels of seignorage on currencythanks
to their low ratios of currency holdings to GDP
despite very high inflation (see Table 3.1). Only
countries with extremely high rates of inflation
for example, Argentina and Boliviahave tempo-
rarily generated seignorage on currency of more
than 3 or 4 percent of GDP, but such seignorage
rates are not sustainable.

Inflation, therefore, is often a fiscal phenome
non: it is caused by governments with no alterna-
tive source of deficit finance resorting to money
creation at a higher rate than the growth in money
demand. Any hope of controlling inflation without
reducing government deficits is then in vain. Ex-
cessive reliance on money creation is particularly
risky if the inflation itself worsens the deficits, be-
cause expenditures keep pace with rising prices
while revenues do not. This means that still more
money creation becomes necessaryfurther wors-
ening the inflationary spiral.

To counteract the inflationary pressures of
money creation, governments sometimes raise the
reserve requirements on bank deposits. This in ef-
fect requires banks instead of the general public to
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Box 3.2 What is a "prudent" fiscal deficit?

One way to decide whether a public deficit is "pru-
dent" is to determine whether financing it is consistent
with the government's other macroeconomic
objectivesexternal creditworthiness, growth of pri-
vate investment, and control of inflation, for example.
To do this, financing must be broken down into its
components. A good starting place is the identity stat-
ing that the sum of all investment in the economy must
be equal to the saving available from both residents
and foreigners (see Box figure 3.2, top). Foreign saving
is the excess of foreigners' income from the domestic
economy over their spending in it. This is equal to the
current account deficit in the balance of payments. Pri-
vate saving is equal to GNP minus taxes and private
consumption, which gives the private component of
gross national saving. Public saving is the excess of
public current revenues over current spending, and the
public deficit can therefore be defined as public invest-
ment minus public saving. The first identity can thus
be rewritten as shown in Box figure 3.2, bottom. A
public deficit must be balanced by a domestic private sector
that saves more than it invests and/or by an external current
account deficit. The "prudence" of the public deficit de-
pends on the level of private saving, the desired level

Box figure 3.2 The savingsinvestment identity and the financing of a public deficit

Public
investment

Public
investment

+

Public deficit
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investment

Public
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hold currency, so that the money basebut not the
overall supply of moneyexpands. Alternatively,
the financial system may be required to hold large
amounts of government bonds in its portfolio at
artificially low interest rates. While increased re-
serve or portfolio requirements avoid the inflation-
ary effects of monetary expansion, the resulting

Public
saving

Private
saving

of private investment, and the desired current account
deficit.

The financial flows corresponding to both the exter-
nal current account deficit and the private surplus are
also important. The amount and type of foreign and
private lending will determine whether the public defi-
cit is consistent with other macroeconomic goals, as
described below.

External creditworthiness is sometimes defined as
maintaining an acceptable ratio of gross external debt
to exports. This is because exports determine the ability
to service debt; a permanently increased debt-export
ratio could impair creditworthiness. This suggests that
public external debt should grow at the same rate as
exports over the long run. Temporary increases in com-
modity exports should not lead to more public borrow-
ing for the reasons discussed in the section on com-
modity export cycles in the text. If access to voluntary
foreign lending has already been interrupted because
of excessive borrowing in the past, then it makes sense
to aim for a lower debt-export ratio, implying that the
growth of debt should be held below the growth of
exports.

The usual objective in managing foreign exchange

+
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Private
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Private
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+
Foreign
saving

Foreign
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increase in the spread between deposit and loan
rates hinders domestic financial intermediation.
Savers react to the poor returns on deposits by
storing their wealth in property or by taking it
abroad. The squeeze on bank loans restricts do-
mestic investment and forces investors to turn
abroad for funds.



reserves is to maintain an adequate ratio of reserves to
imports of goods and services. Deficits can be pru-
dently financed by running down reserves only to the
extent that reserves remain over this target. As imports
grow, additional reserves have to be accumulated; the
financing available from this source could therefore be
negative.

Printing money to finance a deficit can result in infla-
tion to the extent that it exceeds the growth in demand
for money at the current level of prices. Higher reserve
requirements are one way to avoid that result, but they
widen the spread between deposit and loan rates, and
can therefore be inconsistent with other objectives of
efficiency in domestic financial markets and greater pri-
vate investment.

Nonmonetary domestic borrowing from the banking
system or from the nonbank private sector should be
consistent with the macroeconomic objective of pro-
moting private sector investment. One guideline is to
avoid an increase in the share of public borrowing in
domestic credit provided by the banking system. An-
other approach would be to target public domestic bor-
rowing at a level consistent with the desired level of
domestic real interest rates.

Delaying payments on debt service or on goods
purchasesthat is, increasing arrearsis an important
source of finance in some countries. Arrears are im-
plicit credits that have similar macroeconomic conse-
quences to other forms of public borrowing, as well as
jeopardizing future financing. A common objective is
to reduce arrears either in absolute terms or as a pro-
portion of GDP.

These criteria can be used to judge what level of fiscal
deficit is prudent. Higher growth in exports, real de-
mand for money, and overall financial savings means a
higher deficit can be financed without violating the ob-
jectives of external creditworthiness, low inflation, or
reasonable real interest rates. In general, faster eco-
nomic growth brings bigger deficits within the bounds
of prudence, because it usually implies faster growth of
exports and demand for money. In a slowly growing
economy with low financial savings and stagnant ex-
ports, the prudent fiscal deficit is likely to be low.

Sustainability of fiscal deficits

Fiscal deficits have implications for the future as
well as for the present. The debts created by bor-
rowing have to be serviced. The public sector must
generate the necessary resources through receipts
from public investment, through additional taxes

or spending cuts, or through money creation. Al-
though governments can borrow indefinitely, in
the long run they aiust claim enough resources to
pay at least part of the interest; otherwise the level
of debt will rise without limit as a proportion of
GDP. This means that the so-called "primary
deficit"the consolidated public sector deficit ex-
cluding interest payments (see Box 3.1)must
eventually run into surplus to compensate for past
deficits. The only exception to this requirement is if
resources are used so effectively that the growth
rate of the economyand of public revenues
persistently exceeds the real interest rate on public
debt.

The sustainabiity of fiscal policy is not an ab-
stract concern. The private sector takes it into ac-
count, for example, when deciding whether to in-
vest. If deficits are perceived to be unsustainable,
then the private sector will expect future tax in-
creases or money creation. If it predicts the latter, it
will also expect higher inflation and currency de-
valuation. Savers can avoid this threat of implicit
or explicit taxation by taking their capital abroad;
this itself accelerates the breakdown of the unsus-
tainable policies. The moment of truth for impru-
dent fiscal policy often comes with a financial or
balance of payments crisis.

Stabilization versus structural adjustment

In analyzing the fiscal crisis in developing coun-
tries, a distinction must be made between macro-
economic stabilization and structural adjustment.
Stabilization addresses short-term problems that
need to be dealt with urgently: inflation, loss of
foreign exchange reserves, capital flight, and large
current account deficits. Structural adjustment ad-
dresses obstacles to longer term growth: distor-
tions in the incentives for production (for example,
overvalued real exchange rates); controls on
prices, interest rates, and credit; burdensome tar-
iffs and import restrictions; and excessive taxes
and subsidies. These tasks must be undertaken to-
gether. Careless structural adjustment can make
the problem of stabilization more difficult, because
the distortions are often a source of revenue to the
government. For example, high tariffs provide
public revenue as well as protection to domestic
industry. Equally, structural reforms are unlikely
to command credibility unless stabilization policies
are in place. Investors will expect trade liberaliza-
tion to be short lived if fiscal deficits imply an
eventual balance of payments crisis. And fiscal sta-
bilization can hamper structural adjustment. For
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Figure 3.1 Public deficits and current account deficits in four countries, 1977 to 1986
(percentage of GDP)
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Notes: The public deficit for Turkey includes only central government and state-owned enterprises. The public deficit for Kenya includes only
central and local governments. The 1986 public deficit figure for the Republic of Korea is a budget estimate. Other public deficit figures are for
the consolidated public sector.

example, cuts in public infrastructure spending to
reduce the deficit may cause private investment to
fall. Raising tariffs to increase public revenues may
distort relative prices.

Stabilization is often associated with a domestic
recession characterized by rising unemployment,
sharply contracting imports, and falling real wages
and living standards. Lower living standards are
unavoidable when the previous level has been arti-
ficially raised by unsustainable policies. But the re-
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too deep or too prolonged. The blow to the confi-
dence of domestic investors may inhibit necessary
new investment. The decline in the economy can
also strain the financial system and impair its abil-
ity to finance new growth. Excessive cuts in spend-
ing risk a downward spiral of continually falling
output. These risks make it vital to team contrac-
tion of demand induced by fiscal retrenchment
with structural adjustment to increase output.
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Some waste of resources can be eliminated with
little effect on growth; other forms of fiscal re-
straint can be damaging. Incentives to expand ex-
ports reduce the contraction of imports necessary
to restore external balance, and steps to promote
savings lessen the fall in investment required to
finance the fiscal deficit. Additional external fi-
nancing can buy time for new supply incentives to
take effect.

Stabilization and structural adjustment face dif-
ferent institutional constraints. Stabilization is of-
ten postponed, but it can usually be implemented
when a crisis forces events. In contrast, structural
adjustment seldom carries the same sense of ur-
gency; its results are less obvious and more grad-
ual. It often requires the support of a broader circle
of policymakers than stabilization, which is typi-
cally undertaken at the behest of the central bank
and finance ministry. Structural reforms are diffi-
cult, too, because they inflict visible damage on a
few and bring less obvious benefits to many. These
difficulties reinforce the tendency to pursue short-
run stabilization to the exclusion of structural ad-
justment during crises.

Table 3.1 Revenues from seignorage on currency in selected countries, average for 1980 to 1985

Level of
seignorage revenues
and country

High
Argentina
Bolivia
Ghana
Sierra Leone

Moderate
Brazil
Israel
Mexico
Peru
Turkey

Low
Bangladesh
Colombia
Côte d'Ivoire
Dominican Republic
Korea, Republic of
Nigeria
Venezuela

Seignorage
revenues (increase

in currency as a
percentage of GDP)

The interdependence of fiscal, monetary,
and exchange rate policies

Fiscal policy needs to be judged alongside the
other main tools of macroeconomic policy: mone-
tary policy and exchange rate policy. Macroeco-
nomic imbalances are often addressed by tighten-
ing monetary policy. However, the governments
of developing countries find it more costly to con-
trol the money supply than do their counterparts
in the industrial countries. To tighten monetary
conditions, they are usually forced to impose
higher reserve requirements on banks or to induce
the banking system to hold more government
bonds. In their shallow financial markets this often
provokes a bigger rise in interest rates than would
be the case in the industrial countries. Private bor-
rowers must therefore reduce their demands for
credit more drastically by decreasing capital invest-
ment or by going abroad for foreign loans. Higher
interest rates on existing private debt are also more
likely to cause financial distress for private enter-
prises and thus to weaken the banking system in
developing countries. Interest rate controls are

Ratio of
currency holdings
to GDP (percent)

Currency
growth (percent

per year)

Inflation
(percent
per year)

Notes: This table measures only the seignorage corresponding to currency held by the public, since seignorage on banks' holdingof currency
reserves is difficult to measure for some countries. The first column is calculated as the end-of-year currencyoutside banks (IFS line 14a) minus
the end-of-year value of the previous year, divided by the current year GDP. The second column is the ratio of the average of beginning-of-year
and end-of-year currency outside banks to current GDP. The third column is the percentage change in currency outside banks from end-of-year to
end-of-year. The final column is the percentage change in the consumer price index (IFS line 64) from December to December. The geometric
average of growth rates is used for coluthns three and four; the arithmetic average of ratios is used for columns 1 and 2.
Source: IMF, International Financial Statistics.
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Figure 3.2 Real effective exchange rate indexes for selected countries

Notes: The vertical axis is in log scale. The real exchange rate is an index of relative domestic and international prices expressed in a common
currency. (In technical terms it is defined as the domestic price index times the exchange rate-expressed as units of foreign currency per unit of
domestic currency-divided by an international price index in foreign currency.) An increase in this index signifies that the foreign currency
equivalent of the domestic price index is increasing faster than the international price index. This is referred to as a real appreciation of the
domestic currency, which implies that the country exporters are less competitive in international markets, while foreign producers are more
competitive in the domestic market. The real exchange rate index is often expressed in "effective" terms, which take into account the relative
importance of inflation and exchange rate movements in each trading partner.

sometimes used to counteract these pressures, but
this often leads to credit rationing and capital
flight. So, more than in industrial countries, tight
money is a poor substitute for fiscal discipline.

Exchange rate policy on its own is also unlikely
to be successful at stabilization. Public deficits of-
ten result in real exchange rate overvaluation be-
cause the additional pressure on domestic demand

62

drives up wages and prices. Tight monetary policy
reinforces this tendency by raising domestic inter-
est rates and attracting capital inflows. Devalua-
tions of the currency without an accompanying fis-
cal correction will eventually be offset by increases
in domestic prices and affect the real exchange rate
only temporarily. Equally, when wages and do-
mestic prices do not fall readily in nominal terms, a
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fiscal contraction without a nominal devaluation is
also unlikely to change the real exchange rate.

Figure 3.2 shows the pattern of real exchange
rate movements for a sample of twelve countries
representing middle-income debtors, commodity
exporters, low-income countries, and countries
that avoided debt-servicing difficulties through
successful adjustment. The countries that stayed
out of trouble had remarkably stable real exchange
rates, thanks partly to stable fiscal policies. The
other three groups saw expanding fiscal deficits in
the late 1970s and early 1980s, and their real ex-
change rates appreciated during this period. After
1982 fiscal austerity accompanied by nominal de-
valuation began in these countries. The result was
a sharp depreciation of the real exchange rate.

Nominal devaluations have an immediate effect

Figure 3.3 Overall and primary public balances for four middle-income debtors, 1977 to 1985
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on public sector accounts because they revalue for-
eign currency income and expenditure in domestic
currency. Whetherthe effect on the fiscal deficit is
negative or positive depends on whether the pub-
lic sector's spending on debt service and imports
exceeds its income from exports and trade taxes
and on how producer prices and public sector
wages change. For example, an oil exporter would
likely gain additional public revenue from a deval-
uation, while a debtor without significant public
sector exports would more likely find that its extra
expenditure was greater than its additional reve-
nue. So the degree of fiscal squeeze needed to
achieve a given reduction in the budget deficit fol-
lowing a devaluation varies according to whether
the public sector is a net earner of foreign ex-
change.
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Figure 3.4 Net transfers, current account
deficits, and public deficits for seventeen
highly indebted countries, 1981 to 1985

Percentage of GNP
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Notes: Net transfers are defined as disbursements of medium-
and long-term external loans minus interest and amortization
payments on medium- and long-term external debt. Public defi-
cits refer to the consolidated public deficit, except for Costa Rica,
Morocco, Uruguay, and Yugoslavia, where central government
deficits are used. For Mexico and Brazil, two countries with high
internal debt and high inflation, the "operational deficit" mea-
sure was used.

The fiscal dimension of the external debt crisis

Fiscal deficits were a principal cause of the interna-
tional debt crisisboth directly, because they
meant greater public borrowing, and indirectly, be-
cause they encouraged the private sector to send
its capital overseas. Most developing countries
have recognized that fiscal discipline will help both
to prevent future debt problems and to resolve the
present ones. But the debts already incurred make
fiscal adjustment all the more difficult.

Fiscal management and external borrowing

With a few exceptions the countries that devel-
oped debt-servicing problems in the early 1980s
were those that had significantly increased their
fiscal deficits in the late 1970s and early 1980s. Fig-
ure 3.3 shows the overall public sector balance and
the primary balance for four middle-income coun-
tries. Two of these (Argentina and Mexico) devel-
oped debt problems, the other two (Republic of
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Korea and Thailand) did not. The problem debtors
allowed their primary deficits to rise before 1982.
These inflows of debt were used partly to finance
an increase in public consumption and transfers.
The governments of many debtor countries also
greatly expanded their capital spending. But the
quality of these projectsand the corresponding
rates of returndeclined, so that many projects
were unprofitable once international interest rates
rose.

The aggregate current account deficit of the sev-
enteen highly indebted countries widened in step
with their aggregate fiscal deficit (see Figure 3.4).
This growing external imbalance was supported by
a huge flow of financial resources. Real exchange
rates appreciated. Then in August 1982 the capital
inflow came to an abrupt halt. Mexico announced
that it could not service the principal on its debt,
which precipitated a sudden loss of confidence in
the creditworthiness of all the indebted developing
countries. Voluntary commercial lending to most
of them ceased, and they were forced to resche-
dule their debt service payments. Thanks to the
fall in new lending and the increase in interna-
tional interest rates, the net flow of resources to
the seventeen highly indebted countries was actu-
ally reversed. The turnaround in net transfers was
equivalent to almost 6 percent of GDP from 1981 to
1985.

Some countries managed to avoid debt-servicing
difficulties altogether or recovered quickly from
earlier debt troubles. Korea and Thailand main-
tained uninterrupted access to commercial bank
loans, even though their borrowing was heavy
both in absolute terms and relative to their GNP
(see Table 3.2). Turkey recovered vigorously from a
debt crisis after 1980 and managed to regain access
to commercial borrowing. In these cases the key to
avoiding or recovering from the crisis was sound
fiscal management, stable real exchange rates, and
export-oriented trade policy. Korea had two years
of high deficits in 1981-82 but recovered quickly to
a sustainable deficit ratio of less than 2 percent of
GDP (see Figure 3.3). Thailand had somewhat
higher deficits, but benefited from low initial in-
debtedness and high growth. Turkey lowered its
fiscal deficit after 1980, then managed to absorb the
deficits that remained by promoting private sav-
ing. Relative fiscal restraint stabilized real ex-
change rates in Korea and Thailand and enabled
Turkey's to depreciate gradually. This helped to
fuel vigorous export expansion. As a result Thai-
land's debt-exports ratio was held to a manageable
rate of increase; in Korea and Turkey it fell.



Table 3.2 External debt statistics for successfully adjusting debtor countries
and highly indebted countries, 1980 and 1986

Most of the highly indebted countries responded
to the cessation of lending by tightening their fiscal
policies. This austerity helped them to avoid a gen-
eral suspension of payments, but it was insuffi-
cient to solve their debt problem. By 1985, Argen-
tina, Colombia, the Dominican Republic, Mexico,
and the Philippines had all achieved primary fiscal
surpluses. However, this improvement fully offset
neither the earlier deterioration in fiscal deficits nor
the decline in external financing. The interest on
foreign debt accumulated in the earlier fiscal ex-
pansion significantly added to the fiscal burden.
For example, in Argentina interest on the external
debt was equivalent to 17.1 percent of current pub-
lic revenues in 1985, while in Mexico it was 12.9
percent in the same year. As a result the consoli-
dated public deficit improved by far less than the
primary deficit. In Mexico, for example, large pub-
lic deficits remained although the primary balance
reverted to surplus.

Almost all the debtors supported their fiscal con-
tractions by devaluing their currencies. Depreci-
ated real exchange rates made debt service more
burdensome, although for many governments this
was more than offset by the rise in trade taxes and
export revenues. The devaluations were generally
associated with lower real wages. The real wage
fell in Mexico by 38 percent between 1981 and
1986, in Brazil by 21 percent between 1982 and
1984, and in Turkey by 45 percent between 1981
and 1986. Lower incomes were necessary to com-
press demand and improve the external balance.
But this decline placed a heavy burden on the
poorest members of society at a time when social
spending was already being sharply cut.

To reinforce the effect of devaluation and fiscal
contraction on the external balance, many coun-
tries also tightened import restrictions after 1982.
This interrupted attempts at import liberalization,
which had been embarked upon earlier when for-
eign debt was freely available. In Mexico quantita-

tive restrictions were imposed on all imports, in
contrast to an average of 60 percent of imports in
the 1970s. (After 1984 the country moved back to-
ward import liberalization.) Argentina subjected
all imports to permits in 1984 and imposed a sur-
charge of 10 percent on imports in 1985. Chile
raised import duties and imposed surcharges dur-
ing 1982-84. Colombia increased tariffs and import
restrictions in 1983-84 and imposed an import sur-
charge of 8 percent in 1984.

Fiscal policy and private capital flows

The fiscal imbalances of the late 1970s and early
1980s contributed to the external debt crisis in sev-
eral ways-not merely through direct public bor-
rowing. Unsustainable fiscal policies and the ac-
companying overvalued exchange rates helped to
stimulate an exodus of private capital from the
heavily indebted nations. The inconsistency of fis-
cal policy and exchange rate targets also led in
some countries to large-scale external borrowing
by the private sector.

Unsustainable fiscal deficits provoke capital
flight because domestic savers anticipate a coming
crisis that is likely to involve a major devaluation
and new taxes on income and consumption. All
estimates of capital flight are highly uncertain and
controversial, but one recent study argued that it
has been a significant factor in the debt accumula-
tion of some countries. The estimate of cumulative
capital flight from Argentina during 1974-82 was
$31.3 billion. Nearly half of Venezuela's external
debt is estimated to be due to capital flight. The
total for seven highly indebted countries was $92
billion, compared with an aggregate debt of $307
billion. Most of the countries that suffered from
severe capital flight had free currency convertibil-
ity at the time it occurred; countries with strict cap-
ital controls, such as Brazil and Colombia, were
less badly affected. Countries that maintained pru-
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Total external debt
(billions of dollars)

Debt-GNP ratio
(percent)

Debt-export ratio
(percent) GDP growth

Country or country group 1980 1986 1980 1986 1980 1986 rate, 1980-86

Successfully adjusting debtor countries
Korea, Republic of 29.7 45.1 49.3 47.4 131.8 107.5 8.2
Thailand 8.3 18.0 25.1 44.7 96.3 148.4 4.8
Turkey 19.0 31.8 34.1 56.5 517.9 293.6 4.9

Seventeen highly indebted countries 287.6 471.7 32.8 60.8 175.6 364.1 0.7



Box 3.3 Fiscal deficits and financial crises

The public expenditures associated with subsidizing
banking systems or resolving financial crises are often
not included in the conventional measure of the public
deficit. Such spending became important after the on-
set of the external debt problem in 1982, when several
middle-income countries faced a banking system crisis.
Highly leveraged enterprises in the debtor countries
were unable to repay their debts. The banks that had
been borrowing abroad on behalf of the enterprises
were forced to absorb the losses. Some domestic banks
had many of their liabilities denominated in foreign
currencies, with the corresponding assets in domestic
currency. Currency devaluations then meant sizable
exchange rate losses. In Yugoslavia, for example, the
foreign exchange losses of the commercial banking sys-
tem averaged almost 2 percent of GDP between 1981
and 1983, and the banking system's equity dropped
from 3 to 0.5 percent of total assets.

When a financial crisis occurs, policymakers face a
dilemma: they need to stabilize the economy, which
calls for a smaller fiscal deficit. But they also need to
make substantial transfers to maintain the viability of
the financial system, which implies a bigger deficit. In
virtually all cases the central bank has borne the losses
and financed them by printing money or by exchang-
ing its bonds for the bad debts. Financial emergencies
have not caused budget deficits, conventionally de-
fined, to rise by much. A more meaningful measure of
the public deficit, however, should include the losses of
the central bank. Their economic consequences
including the impetus they give to inflationare the
same.

In Yugoslavia public sector entities, including the
federal government, have been prohibited from bor-
rowing from the banking system to finance their reve-
nue shortfalls. Consequently public sector revenue has
normally equaled or slightly exceeded expenditure.
Some public expenditures, however, were financed by
large contributions from enterprises, many of which
were already incurring losses. These losses were fi-
nanced, in turn, by credit from the banking system.
Thus monetary growth was rapid despite fiscal re-
straint, mainly because the National Bank of Yugo-
slavia bore the banking system's portfolio and foreign
exchange losses during the past few years. In 1986, for
example, the government budget remained virtually
balanced, but the losses of the National Bank of Yugo-
slavia were about 13 percent of national income. This

led to substantial money creation and inflation of
around 70 percent in that year.

In Chile the government response to financial crisis
was more transparent. The private sector was given a
preferential exchange rate for the repayment of exter-
nal debt, and the central bank bought the nonperform-
ing assets of the commercial banks in exchange for
bonds under a repurchasing agreement. Under this
agreement the central bank made large transfers to the
banks in 1983 to support their liquidity. If the measured
public sector deficit had included these transfers, it
would have been 9 percent of GDP, not 3 percent as
conventionally measured.

Argentina's fiscal deficit was relatively low in 1986, at
about 2 percent of GDP. But the central bank was also
posting annual losses of about 2 percent of CDP. These
resulted mainly from the difference between the inter-
est rate the central bank paid on deposits from banks
and the preferential rate it charged on loans given to
the troubled commercial banks. Furthermore, since the
recipients of these preferential rates are not servicing
their debt with the central bank, the loans could be
thought of as a fiscal transfer. If such transfers were
included, the overall deficit would have exceeded 7
percent of GDP in 1986. This helps to explain Argenti-
na's difficulties in servicing public debt. In Bolivia the
government still has to address a grave problem: the
banks suffered foreign exchange losses when the gov-
ernment converted the foreign currency debts of nonfi-
nancial firms to local currency. The government has
suspended foreign debt service, and it has not decided
how those losses are to be allocated.

Financial crises led to similar problems in other
middle-income countries. In Mexico the losses associ-
ated with exchange rate differences between dollar as-
sets and liabilities of the nationalized banks added 4
percent to the consolidated public deficit in 1982. This
contributed to the burst of inflation in that year. In
Costa Rica, where the conventional fiscal deficit was
only 1.8 percent of GDP in 1985, central bank losses
were about 5.3 percent of GDP. This helps to explain
that year's current account deficit of 5 percent of GDP.

Transferring the burden of financial losses to the cen-
tral bank does not eliminate the effects of public spend-
ing arising from a financial crisis. Such transfers simply
make the conventional definition of the fiscal deficit
misleading.

dent fiscal policies, such as Thailand, were able to
avoid severe capital flight even without capital
controls.

Flight capital has largely failed to return since
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1982. This indicates continued uncertainty about
policy sustainabiity and thus about the invest-
ment climate. Fiscal contraction has been more
painful as a result; a return inflow would have in-



creased the domestic savings available for produc-
tive investment. Capital flight also meant that the
costs of stabilization were often inequitably distrib-
uted. The rich protected their income and wealth
from devaluation and inflation by shifting assets
abroad, while the poor suffered real wage declines.

Capital flight began in many cases because stabi-
lization was postponed too long. Another contrib-
uting factor was lack of consistency in policy.
Some countries tried to control inflation by fixing
exchange rates or by depreciating them in real
terms at a preannounced rate, but they could not
sustain this policy alongside fiscal expansion. Ar-
gentina faced this problem during 1979-81; incon-
sistent policies led to massive capital flight and an
exchange rate crisis in 1981, followed by a rapid
real depreciation of the currency.

The interaction of fiscal policy with monetary
and exchange rate policy also affected private bor-
rowing. In Argentina private external debt grew
from $3.1 billion to $11.2 bfflion between 1978 and
1982, while in Chile it rose from $1.6 billion to $8.7
billion. Tight money and insufficiently contrac-
tionary fiscal policy drove up domestic interest
rates, while the comparatively low rate of currency
depreciation made foreign loans seem cheap to pri-
vate borrowers. Liberalized capital markets facili-
tated the inflow of foreign credits. The Chilean
government ran a modest surplus until 1982, but
even this was not contractionary enough to sustain
a fixed exchange rate in the face of wage index-
ation, inflation inertia, and a deterioration in the
terms of trade.

One oddity concerning the debt crisis, it might
seem, is that large-scale capital flight and private
foreign borrowing continued side by side. If the
private sector expected a breakdown of policy and
large devaluations, why did it keep borrowing? A
partial answer is that many governments implicitly
subsidized private borrowing. Argentina, Chile,
Mexico, and Venezuela subsidized private debt re-
payment after the crisis broke, either through dif-
ferential exchange rates or by explicitly taking on
private foreign debt (see Box 3.3). To the extent
that the private sector anticipated these subsidies,
it was willing to keep borrowing. Distortions in
financial markets also help to explain simultaneous
capital flight and private borrowing. Where gov-
ernments relied on large reserve requirements to
finance deficits while maintaining strict monetary
policy, the resulting interest rate spread between
deposits and loans drove both savers and borrow-
ers offshore. In effect the government's "tax" on

financial intermediation led the private sector to
shift its financial intermediation abroad.

Inflation and internal debt management

After 1982 the highly indebted countries had to
rely much more on internal financing of their pub-
lic deficits. The fall in net external finance (that is,
in their current account deficits) was greater than
the reduction in their public deficits. That in turn
meant greater reliance on monetary finance and
internal debt accumulation. In some countries re-
duced foreign finance combined with devaluation
led to domestic financial crises (see Box 3.3). Some
governments assumed private foreign debt to pre-
serve the country's international credit standing
sometimes under pressure from commercial
banksor to bail out private borrowers. Others
made substantial public transfers to keep their fi-
nancial systems afloat. Such operations further in-
creased the public sector deficit and the need for
additional internal financing.

Large exchange rate depreciations and growing
reliance on monetary finance caused inflation to
accelerate in many of the debtor countries during
their stabilization programs, despite falling fiscal
deficits. Faster money creation led to increased
revenues from the "inflation tax," which helped to
finance the remaining public deficit. The behavior
of this "tax" was quite unstable, however. Capital
flight and more rapid turnover of the money stock
had diminished the share of the money base in
GDP; accelerating inflation was therefore needed
to maintain the required financing. Governments
resorted to conventional and unconventional ways
of stopping inflation, with mixed results (see Box
3.4). Bolivia and Chile managed to stop runaway
inflation through fiscal austerity, although both
suffered recessions in the process. Argentina and
Brazil tried an unconventional ("heterodox") mix-
ture of price controls, wage policies, and monetary
reform but failed to halt inflation for lack of sup-
porting ("orthodox") fiscal measures.

The highly indebted countries were aware of the
inflationary consequences of printing money.
Some used higher reserve requirements on domes-
tic bank deposits to raise seignorage revenues
without loosening their monetary stance. This was
important in Mexico in 1982, in Peru during 1984-
85, in the Philippines in 1986, and in Venezuela in
1983. Government borrowing from the banking
system also increased, either through forced bond
purchases or through borrowing at market rates.
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In some cases public bonds were also sold to non-
bank institutions or individuals.

Greater reliance on domestic finance and higher
reserve requirements drove up real domestic loan
rates. As shown in Table 3.3, real loan interest
rates reached extreme levels in many countries in
1985 or 1986. Often abrupt shifts in policy also led
to great variability in real interest rates. In many
cases domestic interest rates were higher than in-
ternational rateseven when corrected for cur-
rency depreciation. So the substitution of internal
for external debtfar from alleviating the debt
crisishas actually increased the public debt bur-
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Box 3.4 Stabilizing inflation: experiences in Latin America

Recent experience in Latin America gives some insight
into the role of fiscal policy in fighting inflation.

"Orthodox" stabilization

Bolivia. Inflation accelerated in Bolivia when the gov-
ernment printed money to compensate for the abrupt
decline in external financing in the early 1980s. This
inflation itself worsened the fiscal deficit. As prices
rose, people delayed paying taxes so that their tax lia-
bility would be lower in real terms. Revenues of the
nonfinancial public sector dropped from more than 11
percent of GDP in 1981 to less than 5 percent by 1984.
The consolidated public sector deficit exploded from 8
percent of GDP in 1981 to more than 27 percent in 1984.
To cover this, the government printed money even
faster. Even the suspension of debt service payments in
1984 could not arrest the spiraling inflation. In the
twelve months preceding August 1985 prices rose by
24,000 percent.

A newly elected government unveiled a far-ranging
stabilization program in August 1985. This ended con-
trols on most prices, wages, and interest rates and
tightened fiscal and monetary policies. Public sector
revenues were increased by reforming the tax system
and raising public sector prices (for oil, gas, electricity,
and transport), while public sector wage costs were
reduced through cuts in employment and wages. The
program stopped inflation almost instantly. Because
the inflation was so severe, peso prices were being set
by converting dollar prices into pesos at the parallel
market exchange rate. Once the exchange rate had
been stabilized, which was possible because of fiscal
and monetary austerity, the peso inflation rate rapidly
converged to the dollar inflation rate prevailing in the
world markets. However, the program has had limited
success so far in restoring output and incomes.

Chile. Another successful anti-inflation program has
been implemented in Chile. With some reversals, per-
sistent fiscal and monetary austerity has gradually low-
ered inflation from triple-digit rates in the 1970s to
around 20 percent at present (see Box table 3.4). A
failed attempt at curbing inflation through a fixed ex-
change rate led to a large devaluation in 1982, followed
by a recession and financial crisis. But fiscal restraint
was broadly maintained, so inflation remained lower.
The adoption of a flexible exchange rate policy and the
abolition of formal wage indexation, along with a re-
strained monetary policy, allowed fiscal austerity to
have the desired anti-inflationary effect. However, per
capita income declined by 18 percent during 1982-83,
partly because of the ill-fated exchange rate experiment
and the decline in Chile's terms of trade. Growth has
since resumed, with per capita income rising by 10 per-
cent between 1983 and 1986.

"Heterodox" stabilization

The costs believed to be associated with conventional
anti-inflation policies have led to a search for new
methods. In 1985-86 Argentina and Brazil adopted an
innovative policy mix of wage and price controls, mon-
etary reform, fixed exchange rates, and fiscal adjust-
ment. These programsthe Austral and Cruzado
plans, respectivelywere called "heterodox" in con-
trast to the "orthodox" mix of fiscal and monetary
stringency.

Argentina. After the Austral Plan was introduced, in-
flation fell from monthly rates of 25 percent in May
1985 to 2 percent in the second half of the year. The
fiscal deficit fell substantially because falling inflation
and improved tax administration meant additional real
revenues (equal to about 6 percent of GDP). The pro-

den. In Mexico public domestic interest payments
reached 24 percent of current public revenues in
1985. In Brazil domestic public debt more than
doubled in real terms from 1981 to 1987. Without
further fiscal adjustment some countries risk being
trapped in a spiral of rising real interest rates,
growing domestic debt service and fiscal deficits,
or faster money creation and inflation.

Even countries with lesser external debt
problemsThailand and Turkey, for instance
have faced a growing pressure on domestic inter-
est rates from domestic financing of public deficits.
Thailand chose to forgo the inflation tax by follow-



Box table 3.4 Inflation in selected heavily indebted countries, 1971 to 1987
(CPI percent December-over-December)

Source: 1971-86, IMF, International Financial Statistics; 1987, World Bank data.

gram was accompanied by new loans and debt resche-
duling from both private and official external creditors.
The economy began to grow again by the last quarter of
1985, when growth of 5.7 percent was achieved. In
1987, however, unfavorable movements in interest
rates and export prices caused the external balance to
deteriorate. Public spending had increased; when reve-
nues again declined, the fiscal deficit grew. Inflation
accelerated, although it remains below the pre-Austral
rate. In retrospect the failure to reform taxes and cut
public spending prevented the needed adjustment in
public deficits.

Brazil. The Cruzado Plan was a failure. Inflation was
even higher after the breakdown of the plan than be-
fore. Fiscal deficits significantly exceeded projections
after price controls were put in place. The controls
themselves contributed to the deficits of public enter-
prises, whose prices fell in real terms. The deficit was
contained in the short run only because of a large fall in
domestic debt service thanks to the "de-indexation" of
government bonds. Real wages were increased by 8
percent at the beginning of the plan and continued to
rise gradually thereafter. Fiscal stimulus and higher

wages led to a private consumption boom. This rapidly
eroded the trade surplus required for external debt
service and created shortages of domestic goods. In
1987 inflation accelerated, a new price freeze was im-
posed, and payments of interest on commercial exter-
nal debt were suspended.

The necessity of fiscal correction

The attempts to stabilize prices through "heterodox"
measures were based on a misreading of the causes of
inflation. It was assumed that inflation was largely "in-
ertial," meaning that it was caused by spiraling wage
and price increases arising from indexed labor con-
tracts. This undoubtedly explained some of the persis-
tence of inflation in Argentina and Brazil (in contrast to
Bolivia, which did not have indexed contracts). How-
ever, the financing requirements of the public sector
were the more fundamental cause. The lack of suffi-
cient external finance and continued high deficits
meant that money creation had to continue in Argen-
tina and Brazil. Although "heterodox" measures
might speed the fall in inflation in the presence of fiscal
correction and may help in building political consensus
for reform, they are of little use by themselves.

Table 3.3 Real loan interest rates for selected countries, 1980 to 1986
(percent)

Note: Calculated as the average nominal lending rate for each year minus the consumer price inflation for that year. Countries were selected on the
basis of availability of data.
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Country 1980 1981 1982 1983 1984 1985 1986

Argentina 26.8 8.7 -43.2 -22.5 -27.1 -9.2 19.6

Brazil -2.5 4.9 29.8 -3.7 23.7 26.1 -7.8
Indonesia 10.5 9.5 16.5 20.0 17.5

Malaysia 1.0 -1.1 2.8 7.1 7.2 11.2 9.3

Mexico 3.5 5.2 -23.5 -23.0 2.5 9.2 15.4

Philippines 4.5 7.0 6.0 -19.7 21.1 17.0

Thailand -4.0 2.9 8.4 13.3 19.2 15.2 15.2

Turkey -38.0 -3.0 5.0 15.0 0.0 6.0 17.0

Uruguay -8.4 9.3 26.4 14.5 8.9 2.4 0.3

Average,
Country 1971-80 1981 1982 1983 1984 1985 1986 1987

Argentina 121 131 210 434 688 385 82 175

Bolivia 20 25 297 328 2,176 8,170 66 11

Brazil 38 101 102 178 209 249 64 321

Chile 131 10 21 23 23 26 17 23
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Figure 3.5 Aggregate production and
expenditure in highly indebted and
successfully adjusting countries, 1980 to 1986
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Notes: The aggregate for highly indebted countries excludes Bra-
zil and Colombia because of the atypical adjustment pattern in
those countries. The three successfully adjusting countries are
Republic of Korea, Thailand, and Turkey. The aggregate is com-
puted by converting the domestic currency value in 1980 prices
into dollars using the 1980 exchange rate, and then summing all
dollar values. The difference between domestic production
(GDP) and expenditure (total consumption plus investment) rep-
resents the net resource balance, which is the same as the net
resource flow from the domestic economy to foreigners. An
excess of expenditure over GDP represents a resource deficit (net
resource inflow) , while a surplus of GDP over expenditure
is equivalent to a resource surplus (net resource outflow) fl

ing tight monetary policies. Interest rates in-
creased, and public domestic interest payments
reached 13 percent of current revenues in 1985 as

the cautious external borrowing policies of the
government led to greater reliance on internal fi-
nancing. Turkey experienced both high domestic
interest rates and inflation as a result of moderately
high fiscal deficits. In both cases the effect of high
interest rates was cushioned by continuing access
to international borrowing and by steady economic
growth. Their mix of policies averted financial cri-
sis. Nonetheless, the combination of tight mone-
tary policy and moderately high fiscal deficits can-
not continue indefinitely without causing internal
or external debt difficulties.

The dynamics of growth and debt

As discussed above, stabilization programs have
set back structural adjustment and growth in many
highly indebted countries, despite well-meaning
efforts to the contrary. Tariffs and quotas have
been used to cut imports. Some countries liberal-
ized later, but revenue requirements left little room
for widespread tariff reductions. Financial liberali-
zation has been set back by increased government
demands on the banking system, higher reserve
requirements on deposits, and financial crises. The
only significant change in supply incentives has
been the real devaluation of domestic currencies.
Output has declined sharply during these stabili-
zation programs. Per capita incomes in the seven-
teen highly indebted countries fell 9 percent dur-
ing 1980-87. Despite the need to generate current
account surpluses, the aggregate exports of the
seventeen countries actually contracted in value
terms, from $167 billion in 1981 to $147 billion in
1987. Lack of success in expanding domestic sup-
ply meant that the response to the cutoff of lend-
ing was heavily focused on contracting aggregate
demand. Real domestic expenditure (the sum of
total investment and consumption, public and pri-
vate) fell precipitously after 1981 in the heavily in-
debted countries in order to generate a surplus of
output over expenditure to make the required re-
source transfer (see Figure 3.5).

Investment bore the brunt of this cutback; con-
sumption stayed roughly constant in absolute
terms. High and volatile domestic interest rates
against an uncertain economic background dis-
couraged private investment. Public investment
was cut sharply as a fiscal austerity measure. To
the extent that productive investments were cut or
delayed, growth of output suffered. If resource
outflows could have been avoided, it would have
been possible to keep investment at its level of the
early 1980s. Countries that did not need to gener-
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ate a resource outflow were able to maintain in-
vestment, in some cases slowing consumption to
do so. Partly through strong supply incentives,
countries such as Republic of Korea, Thailand, and
Turkey have maintained reasonable debt ratios
through strong income growth, without cutting to-
tal spending. Figure 3.5 shows the contrast be-
tween the steadily rising output, expenditure, and
consumption of these three countries and the
unhappy experience of their highly indebted
counterparts.

Why has the private sector in many highly in-
debted countries responded weakly to the export
incentives implied by the depreciation in the real
exchange rate? Although the fall in commodity
prices partly explains the poor export perfor-
mance, another factor is the great variability of fis-
cal policy, real exchange rates, and real interest
rates during the past five years (see Figure 1.7 on
the export volume performance of Latin American
countries). That degree of uncertainty makes in-
vestors reluctant to commit themselves, even if in-
centives are (temporarily) favorable. The more suc-
cessful economies generally pursued more stable
macroeconomic policies.

To sum up, many middle-income countries de-
veloped debt problems because of excessive fiscal
expansion and overvalued currencies, which made
them vulnerable to the rise in global interest rates
and the fall in export prices after 1981. Responding
to the cutoff of commercial lending, they have
achieved considerable fiscal adjustment by cutting
spending and generating additional revenue.
Growth has been severely curtailed, however, be-
cause of the reliance on investment cutbacks, im-
port rationing, and distortionary revenue in-
creases. Inflation has accelerated in many cases
because of large nominal devaluations and in-
creased reliance on monetary finance of the re-
mairnng budget deficits. Heavy burdens of internal
debt have also developed where governments
have relied on nonmonetary domestic finance.
Real wages have fallen, and the incidence of pov-
erty has risen.

There are no easy remedies. The experiences of
the more successful countries ifiustrate that pm-
dent fiscal policy and timely adjustment are essen-
tial before a crisis becomes too severe. This is an
important lesson for countries that have not yet
reached the crisis stage. However, the lesson
comes too late for most highly indebted countries.
The challenge for them is to continue shrinking
fiscal deficits without further contracting domestic
demand. Cuts in public spending should prefera-

bly be selective rather than across-the-board. New
revenues might come from increased user fees and
tax reforms to close loopholes and expand tax ba-
ses. Lower deficits would allow less reliance on
domestic financing and thus lower inflation and
interest rates, which would permit renewed
growth of the private sector. Redirecting spending
away from import-intensive uses and providing in-
centives to expand exports would reduce the need
to restrict demand. Moderate capital controls will
probably remain necessary in most countries to re-
strain short-term capital outflows, at least until full
stabilization is achieved. The adjustment task
would be far easier if the international environ-
ment improved. Lower international interest rates,
improved flows of financing to highly indebted
countries, or selective debt relief would enable
public and private investment to recover and
would allow the indebted countries to grow out of
their debt problems if appropriate domestic poli-
cies are pursued.

The fiscal management of commodity
export cycles

Many developing countries rely on one or two pri-
mary commodity exports as their major source of
foreign exchange. Often these exports also contrib-
ute revenue to the government budget, either
through direct state ownership or through export
taxes. Cyclical swings in commodity prices have
had a large effect on both external and fiscal ac
counts. The price increases of the 1970s and the
later unexpected collapses created fiscal crises in
many countries. With hindsight it is clear that re-
sources generated by the "booms" (periods of
high export prices and volumes) were managed in
a way that left countries vulnerable to the coming
collapse. As a result some countries may even be
worse off for having experienced a boom.

Country experience with commodity booms

Figure 3.6 shows the behavior of public spending
and revenue before and after commodity booms in
selected countries. It shows a remarkable regular-
ity. In most countries public revenue accelerated
dramatically during the boom. This was some-
times due to direct state ownership of the enter-
prise producing the export commodity, as in oil
exporting countries such as Indonesia, Mexico,
and Nigeria. Elsewhere it resulted from the in-
creased profits of publicly owned marketing
boards or stabilization funds. When world prices
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Figure 3.6 Public revenues and expenditures during commodity booms
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went up, the marketing boards did not raise the
prices they paid to producers proportionately.
Marketing board revenues in Côte d'Ivoire, for ex-
ample, reached a remarkable 16.5 percent of GDP
at the peak of the cocoa and coffee boom of 1977.
Even in countries where the profits of the com-
modity boom remained mostly with the private
sector, the boom indirectly increased government
revenue. For example, in Kenya the coffee sector is
in private hands, and producer price increases
more or less matched world price increases. Yet
government revenue increased from 17 to 23 per-
cent of GDP during 1977-78 thanks to increased
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When the boom ended, government revenue de-
clined sharply. Commodity-producing state enter-
prises suffered sharply lower earnings. In other
countries the marketing boards absorbed some of
the decline in prices, which led to substantial
losses. For example, public revenue in Côte
d'Ivoire fell from 37 percent of GDP in 1977 to only
25 percent in 1981. Revenue from trade taxes fell as
trade flows slowed.

Public spending also went up in the boomin
many cases by more than revenue. In Kenya gov-
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ernment expenditure rose from 15 percent of GDP
in 1977 to more than 21 percent in 1979. Public
spending in Côte d'Ivoire shot up from 28 percent
of GDP to 35 percent in only one year, from 1976 to
1977. Increases in both current and capital spend-
ing were often of dubious economic merit. Gov-
ernment payrolls expanded, consumer subsidies
increased, and ambitious new investment projects
began. In the Dominican Republic, for example,
profits from sugar in the 1970s were used to subsi-
dize consumer purchases of petroleum products.
In many of the oil-exporting countries profits from
oil exports were used to keep oil prices artificially
low at home. Later evaluation of many of the pub-
lic investments begun during the boom shows that
they had very low rates of return. They were
plagued by cost overruns and delays. For example,
an analysis of a sample of investment projects in
seven oil-exporting countries showed that the larg-
est third of the projects had cost overruns averag-
ing 109 percent. A quarter of these suffered delays
of three to four years. Some were abandoned be-
fore completion; others were rendered uneconom-
ical by changed world market conditions. Mexico,
Trinidad and Tobago, and Venezuela began major
public investments in large steel plants in the
1970s, not long before the prolonged glut on world
markets. Far from paying the interest on the debt
that was raised to finance them, these projects be-
came a heavy drain on public budgets.

Even as the boom was ending, spending was
maintained or increased (see Figure 3.6). This led
to a jump in public deficits. Mexico's, for example,
rose from 7.9 percent of GDP in 1980 to 17.5 per-
cent in 1982. The Nigerian public deficit rose from
1.1 percent of GDP in 1979 to 9.1 percent in 1981.
After a delay of several years most countries did
cut spending or raise revenue; in many cases they
were forced to do so because voluntary foreign
commercial lending stopped.

External debt had grown rapidly during the
boom in many countries; net capital flows were
reduced or even reversed during the bust. Foreign
commercial banks were eager to lend to
commodity-exporting countries during the boom
because of the apparent security provided by com-
modity revenue, while public sector borrowers
wanted to leverage their commodity revenues into
even greater spending growth. After revenue fell
sharply, nervous lenders were reluctant to make
new loans. For example, net flows of long-term
public external debt to Nigeria were $1 billion a
year as oil prices soared in 1979-80. During the
disastrous oil price slump of 1986, however, the

corresponding flow was only $20 million. Contrary
to the principle that debt should be used to smooth
such cycles, it exacerbated them.

The macroeconomic effects of the mismanaged
booms were similar in most countries. Real ex-
change rates appreciated excessively (see Figure
3.2). Exports of other goods declined, while im-
port growth accelerated under pressure from high
aggregate demand, overvalued exchange rates,
and the ready availability of foreign exchange. Ni-
geria's imports increased from $9.7 bfflion in 1977
to $19 bfflion in 1981; Mexico's more than quadru-
pled in value between 1977 and 1981. After the
boom, imports contracted sharply in Nigeria, from
$19 bfflion in 1981 to $4 billion in 1986, and in Mex-
ico, from $24 bfflion in 1981 to $12 billion in 1986.

During the boom, export revenues and capital
inflows led to a surge in central bank holdings of
foreign exchange reserves. This in turn led to rapid
monetary growth and higher inflation. In both
Côte d'Ivoire and Kenya, for example, money
growth accelerated to more than 43 percent in
1977, and inflation reached 21 percent in both
countries. Inflation in Nigeria rose from 6 to 34
percent during the first oil boom, then from 14 to
44 percent during the second. Although most
economies became overheated, higher export
prices did not cause GDP growth to increase sig-
nificantly above its long-run trend. For example, in
Côte d'Ivoire growth was 7.0 percent during the
boom years of 1975 to 1980 compared with 7.9 per-
cent during 1965 to 1975.

Not all countries fell into the commodity cycle
trap. Botswana, Cameroon, and Indonesia man-
aged their boom revenues cautiously, by minimiz-
ing macroeconomic imbalances and easing adjust-
ment in the downswing. Spending did increase in
Cameroon and Indonesia in the boom, but the in-
creases were comparatively modest. Indonesia
avoided public deficits during the boom itself in
1979-81, and the downward adjustment in spend-
ing was rapid once the boom ended; in 1986-87 the
government responded promptly to another fall in
oil prices by cutting spending. In Cameroon up to
75 percent of the revenue generated during the
1979-81 oil boom was saved abroad, in part
through the repayment of public external debt. In
the aftermath of the boom, revenue continued to
grow faster than expenditurepartly thanks to
further growth in the volume of oil exportsso
that deficits were avoided until recently. Botswana
is an even more dramatic case. Its public spending
fell as a share of GDP during the diamond boom
after 1983. During the coffee boom of 1986 Colom-
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bia also showed exceptional fiscal restraint by cut-
ting expenditures while revenue was increasing
sharply.

Careful fiscal management greatly reduced the
macroeconomic side-effects of these countries'
commodity booms. Inflation either stayed level or
increased only slightly in Botswana, Cameroon,
and Indonesia. During the boom the real exchange
rate actually depreciated modestly in Cameroon
and Botswana, while in Indonesia the appreciation
was moderate compared with elsewhere. Exports
of other goods were satisfactory in all three cases,
and import growth remained within bounds.

Principles for managing commodity export cycles

One commonly stated principle for managing com-
modity price movements is that the revenue from
temporary price increases should be saved,
whereas income from permanent increases can be
spent. Usually this precept was disregarded, or
else price increases were erroneously assumed to
be permanent. In one sense, though, the principle
misses the point, which is that all commodity
prices have been extremely volatile during the past
decade. Classifying a particular shift as "perma-
nent" or "temporary" in such an environment is
uncertain. Policymakers therefore have to ask
which sort of mistake is more costly. The cost of
assuming a temporary price increase to be perma-
nent is probably higher than that of assuming a
permanent increase to be temporary. As the exam-
ples of Mexico, Nigeria, and others illustrate, it is
often difficult to rein back spending that increased
during a supposedly permanent boomespecially
if boom revenue was leveraged through borrowing
into even higher spending. Delays in adjustment
to the fall in export prices lead to further debt accu-
mulation. When the adjustment finally comes, it is
more difficult because countries have to cope not
only with lower commodity revenue, but also with
increased debt service and reduced flows of new
lending. A prudent strategy, therefore, is for the
public sector to save a large portion of its commod-
ity revenue.

The use to which these additional savings are
put determines how quickly the government can
respond to changed circumstances. The main alter-
natives are increasing the country's net foreign as-
set position (either through repaying debt or accu-
mulating foreign deposits), reducing public
domestic debt, or raising public domestic invest-
ment. Besides the drawbacks of increased public
spending described above, public investment suf-
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fers from the defect that it is difficult to reverse:
new investment spending is hard to stop for
projects under way, and it is usually difficult and
time-consuming to sell physical assets once they
have been acquired. All this suggests that any ad-
ditional public investment financed by commodity
revenue should be limited to highly profitable
projects.

Although not completely without risk, foreign
assets are highly liquid and thus can be sold
quickly during bad times. Botswana has protected
itself against downturns in the diamond market by
increasing its foreign exchange reserves to cover
two years' worth of imports. Repayment of debt
reduces the public sector's exposure to unstable
revenues and avoids the monetary pressures
caused by reserve accumulation at the central
bank. Cameroon (after 1978) and Colombia (in
1986) used their commodity revenues to repay
public external debt. Reducing the government's
net debt to the central bank would also reduce
monetary expansion by offsetting ("sterilizing")
the increase in foreign exchange reserves; Colom-
bia used this method in 1986.

In addition many countries could usefully recon-
sider the balance between public and private sav-
ing during commodity booms. If governments
save a high proportion of boom revenues, this can
help the country to save enough in good times to
provide resources for consumption in bad times.
As discussed above, however, governments have
often spent too much in booms. It may be better in
many cases to allow private producers to retain
more of the boom revenue, so that they can them-
selves save during good times to prepare for bad
times. If private saving is thought to be inade-
quate, it may be due more to controls on financial
markets, such as low deposit interest rates, than to
any inherent defect in private savings behavior.
Wise policy would try to facilitate both public and
private saving during booms.

Adjustment in low-income Sub-Saharan Africa

In the 1980s low-income countries have faced eco-
nomic problems similar to other developing coun-
tries. These problems include fiscal and external
deficits, excess public indebtedness, overall eco-
nomic contraction, and inflation. However, the
problems in low-income countries have been par-
ticularly severe. The external debt problem has be-
come even more serious than in the highly in-
debted middle-income countries, with little
prospect for full debt servicing in the foreseeable



future. In 1986 the ratio of all external debt to GNP
in low-income Africa was 88 percent, compared
with 61 percent for the seventeen highly indebted
middle-income countries.

The special difficulties of low-income economies
arise from their limited flexibility, particularly in
the financing of public expenditure. Yet the need to
build up social and physical infrastructure makes
heavy demands on budgets. External financing is
mostly limited to official sources, domestic financ-
ing is restricted because of thin financial markets,
and the tax base is usually narrow. These countries
depend heavily on official development assistance:
in low-income Sub-Saharan Africa official develop-
ment assistance amounted to 12.2 percent of GNP
in 1986. However, the way the aid flows were man-
aged may have contributed to the severe adjust-
ment problems that became apparent in the 1980s.
The inflow of foreign exchange supported an ap-
preciation of real exchange rates, excessive imports
by urban consumers, and a resulting decline of
export- and import-competing sectors in the late
1970s and early 1980s. The mismanagement of aid
may also have contributed to low rates of domestic
saving.

The scarcity of public financing has led these
countries to rely on some highly distortionary
means of financing, including heavy taxes on the
main commodity export. These are usually imple-
mented through low producer prices paid by the
commodity marketing board or through differen-
tial exchange rates that penalize producers. Import
tariffs are another important source of revenue.
Low-income countries derive 38 percent of govern-
ment revenues from international trade taxes,
compared with 19 percent in middle-income coun-
tries. The revenue system of low-income countries
is thus very fragile and subject to wide swings as
external conditions change. Their high commodity
taxes have also encouraged the growth of black
markets and smuggling.

Fiscal and external deficits in Africa

Low-income African countries borrowed heavily in
the late 1970s and early 1980s to finance consump-
tion and domestic capital formation in the face of
declining export prices and volumes. The fall in
export revenues was the result both of their own
bad policies, such as heavy taxation of export com-
modities, and of weak growth in export demand
from the industrial countries. High fiscal deficits
led rapidly to external borrowing because the level
of domestic savings is low in most low-income

countries. In 1986 the average rate of gross domes-
tic saving in all low-income countries besides
China and India was only 8 percent of GDP, com-
pared with 23 percent in middle-income countries.
In Burkina Faso, Lesotho, Mozambique, and So-
malia saving was negative in 1986. The corres-
ponding levels of public and private consumption
were unsustainable without external financing.

After 1980 official and private creditors and the
countries themselves realized that the rate of pub-
lic borrowing needed to be cut. The debt troubles
of the highly indebted middle-income countries
also contributed to a drop in lending to low-
income countries. Total net lending to Sub-
Saharan low-income countries fell from more than
$4 bfflion in 1980 to less than $2 bfflion in 1985 (see
Figure 3.7). Repayments of principal on past offi-
cial credits, as well as a drop in new disburse-
ments, were to blame.

The countries were forced to cut deficits sharply.
In Kenya the primary deficit (that is, excluding in-
terest) fell from 7.4 percent of GDP in 1981 to near
zero in 1985, while in Malawi it dropped from 11.8
percent of GDP in 1981 to 1.0 percent in 1985. In-
terest payments increased in Kenya from 2.4 to 4.4
percent of GDP during the same period, however,
while in Malawi they rose from 4.6 to 6.3 percent
of GDP. This meant that the overall deficit im-
proved about 2 percent of GDP less than the pri-
mary balance. As with middle-income debtors, ex-
ternal debt service (including both interest and
amortization) was a large burden on the budget
and amounted to 34 percent of current public reve-
nue in Kenya and 44 percent in Malawi in 1985.
Debt service was also a heavy burden on the bal-
ance of payments, although severe import restric-
tion allowed current account deficits to improve in
line with improved fiscal balances.

Negative rates of economic growth and more re-
alistic exchange rates have dramatically increased
the ratio of outstanding and disbursed debt to
GNP in many low-income countries, despite the
drop in net flows of new debt. In Malawi the ratio
of public debt to GNP increased from 56 percent in
1980 to 71 percent in 1985, while in Kenya it in-
creased from 32 to 51 percent, in Zaire from 43 to
112 percent, and in Zambia from 61 to 133 percent.
Unfortunately adjustment to date has been at best
a matter of running harder to stay in place.

Exchange rate management in Africa

Overvalued real exchange rates have been particu-
larly common in Sub-Saharan Africa. They are at
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Figure 3.7 Net flows of medium- and long-
term debt financing to Sub-Saharan Africa,
1980 to 1986

Billions of 1980 dollars
5.0

Private

Official

Notes: Net flows are disbursements minus amortization of con-
cessional and nonconcessional lending; figures do not include
grants or short-term lending. The deflator used to convert to 1980
dollars is the manufacturing unit value index, which measures
the average price of manufacturing exports by the five largest
industrial countries. The solid line indicates the level of total net
flows, and the dotted line indicates total net official flows. For
1985, net private flows are negative.
Source: World Bank 1987d.

the center of the macroeconomic management
problems that many countries in the region have
faced. The official exchange rate is used as a fiscal
instrument in many low-income African countries,
although not in the francophone countries, where
the individual authorities do not control the ex-
change rate. Lacking an adequate tax base to fi-
nance desired spending, governments resort to
taxing the mineral and agricultural export com-
modities, which account for a large share of the
formal sector. Often this is done by maintaining an
official exchange rate below parallel market rates

and requiring commodity exporters to sell foreign
exchange at this rate to the central bank. Alterna-
tively the government sets domestic producer
prices with reference to the official rather than the
parallel rate. The official exchange rate is also often
used to subsidize certain sectors through the ad-
ministrative allocation of foreign exchange to these
sectors at the official rate. If the government's pur-
chases of foreign exchange exceed its sales, then
the tax implicit in the differential between the offi-
cial and parallel exchange rates exceeds the sub-
sidy to the private sector. The tax is distortionary
because it discourages exports. Attempts to evade
the tax lead to the growth of parallel markets in
smuggled goods and foreign exchange.

Since 1982 many countries have sharply deval-
ued their official exchange rate (see Figure 3.2).
Official and parallel rates have converged, which
has reduced the export tax and improved produc-
tion incentives. However, the devaluations can be
destabilizing: where other revenue sources are not
found to replace the lost export tax, the result may
be bigger fiscal deficits and an inflationary increase
in money creation. Fiscal reform therefore needs to
happen along with exchange rate reform (see Box
3.5).

The need for fundamental reform

As has happened elsewhere in the developing
world, fiscal restraint in low-income countries has
often damaged the prospects for long-term
growth. Spending cuts have fallen disproportion-
ately on public capital formation, as in the middle-
income countries. Social services have been cut
from already inadequate levels. A more selective
way to reduce expenditure must be found, by
eliminating subsidies to better-off consumers in fa-
vor of priority areas such as transport mainte-
nance, primary education, and basic health. Chap-
ters 5 and 6 discuss these issues in more detail.

The tension between stabilization and structural
adjustment runs in both directions. Stabilization
has sometimes made the task of structural reform
all the harderfor example, when it has meant
cutting productive investment. But structural re-
form can also set back efforts at stabilization. Low-
income countries face this problem in a particularly
acute form. They find it hard to reduce distor-
tionary taxes, for instance, since the lost revenue is
difficult to replace. Without a doubt these coun-
tries need to reduce the massive protection that
they grant to inefficient industries, but the revenue
role of tariffs cannot be lightly dismissed. No alter-



native revenue source could immediately compen-
sate for the loss of revenue that would result from
a sweeping liberalization effort. The implication is
that trade liberalization must proceed in stages,

accompanied by matching fiscal reforms. Replac-
ing quotas by tariffs and adopting more uniform
tariff structures are two ways to reconcile liberali-
zation and revenue goals in the short term.

Box 3.5 Exchange rate unification and fiscal balance

The effect on the fiscal balance of closing the gap be-
tween the official and parallel exchange rates can be
seen in the experience of Ghana and Sierra Leone. Be-
fore 1983 Ghana had large fiscal deficits financed by
printing money, strict foreign exchange rationing, high
inflation, and a strong demand for foreign currency as
a hedge against inflation. The black market exchange
rate was a more accurate measure of the true value of
the local currency (the cedi) than the official rate. The
purchase and allocation of foreign exchange at the off i-
cial rate levied an implicit tax on exports and granted
an implicit subsidy on imports. The black market pre-
mium was generally more than 500 percent and
reached more than 2,000 percent in 1982. Production of
the key exports, cocoa and gold, fell sharply during
1970-82 in response to the prohibitive rate of implicit
export taxation; real per capita incomes fell 30 percent.
Because of the fall in exports and the lack of external
financing, imports were severely compressed.

In April 1983 the Ghanaian government initiated its
Economic Recovery Program. In October 1983 the offi-
cial exchange rate was increased from 2.75 cedis/dollar
to 30 cedis/dollar, at a time when the black market rate
was roughly 90 cedis/dollar. The black market received
formal recognition: special import licenses were
granted to those who wished to bring imports in
through the black market, provided the appropriate
taxes were paid. Noncocoa exporters were allowed to
retain a fraction of their foreign exchange earnings for
debt service and approved imports. The Cocoa Board
also had a retention account from 1983 to early 1987. In
January 1986 the currency was devalued again to 90
cedis/dollar. The market was split into two tiers in Sep-
tember 1986. Only cocoa exports, debt service, and pe-
troleum imports were to go through the official market,
while raw materials and inputs were to pass through
an auction market for foreign exchange; consumer
goods were excluded. In February 1987 the markets
were unified at the auction rate. Consumer goods were
subsequently integrated into the auction except for a
few prohibited items.

The stepwise devaluation of the official exchange rate
was accompanied by fiscal reform to reduce the deficit,
thus lessening the need for the export tax implied by
the previous difference between the official and black
market exchange rates. The fiscal deficit was reduced
from 2.7 percent of GDP in 1983 to 0.7 percent in
1986. This was accomplished mainly by dramatically
increasing tax revenue, from only 5.5 percent of GDP

in 1983 to 13.6 percent in 1986. This allowed the gov-
ernment to decrease its use of the "inflation tax."
Wholesale price inflation fell from 81 percent in 1984 to
30 percent in 1986, despite the huge changes in the
official exchange rate. Overall the Ghanaian experience
is one of successful devaluation accompanied by fiscal
reform.

Sierra Leone encountered greater difficulties with ex-
change rate unification. The local currency (the leone)
was floated in June 1986, at a time when the black
market rate was five times the official exchange rate.
Inflation immediately accelerated from 57 percent for
the twelve months preceding the float to 259 percent
for the following twelve months. The monetary base
increased by 151 percent from June 1986 to June 1987.
In reaction, the official exchange rate was artificially
fixed one year after the initial float. Since then few
transactions have been occurring at the official rate.

The disappointing outcome reflected an underlying
fiscal imbalance. During the preceding five years reve-
nue had been greatly eroded; it fell from 16.1 percent of
GDP in 1978-79 to 6.0 percent in 1985-86. The sharpest
decline was in international trade taxes, reflecting the
shrinkage of reported trade flows as goods moved into
the parallel market, but domestic tax collections also
fell. This chronic inability to collect taxes caused the
deficit to increase to 14 percent of GDP in 1985-86. The
deficit was financed through a combination of money
creation and the implicit tax on exports arising from the
difference between the official and black market rates.
The effective elimination of the difference led to a drop
in the export tax, so the rate of money creation had to
rise. Maintaining consumer subsidies on staple foods
and petroleum in the face of increased inflation and
depreciation increased the deficit further. Thus for fis-
cal year 1987 the fiscal deficit was about $6.7 million a
month. The average monetary base for the fiscal year
was the equivalent of $44 million, so that inflation of
about 15 percent a month was necessary to generate
the "inflation tax" to finance the deficit. This was close
to the actual inflation rate of about 11 percent a month
for this period.

The experience of Sierra Leone illustrates that float-
ing the official exchange rate by itself does not solve a
macroeconomic imbalanceindeed, without accompa-
nying fiscal reform it may actually make it worse. The
Sierra Leonean float was implemented when the fiscal
balance was out of control. Fiscal reform is often a pre-
requisite to unify dual exchange rates.
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In summary, the fiscal problems of the low-
income African economies are even more severe
than those of the middle-income debtors and com-
modity exporters. Past fiscal deficits have left a leg-
acy of debt that complicates their present adjust-
ment efforts. Impressive reductions in fiscal
deficits have been achieved, but they have by ne-
cessity focused on unsustainable short-term mea-
sures. The scarcity of public revenue sources is
cramping attempts to correct structural distortions,
such as large gaps between official and parallel ex-
change rates, high tariffs, and low producer prices
for commodities. Fiscal reform is a way to resolve
the dilemma. Broader revenue bases would make
it possible for the low-income countries to reduce
or eliminate some of their most distortionary taxes.
A greater flow of external finance, together with
selective debt relief, would help support reform.

Fiscal policy and the growth imperative

The developing countries face a fiscal dilemma. On
the one hand, departures from prudent fiscal pol-
icy have helped to create economic crises involving
excessive debt and high inflation. Fiscal austerity
in these circumstances was unavoidable. On the
other hand, it is essential to restore growth, in-
comes, and employment. Several of the worst af-
fected countries are in depressions as severe as the
Great Depression of the 1930s.

One of the most important lessons from this sit-
uation is that overspending and unsustainable
growth carry a high cost. Countries that followed
stable macroeconomic policies were hurt far less by
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the turbulence of the 1980s. For example, Thailand
surpassed the Philippines, and Colombia outpaced
Peru in per capita income in the 1980s, although
the pairs were closely matched in the 1970s. The
poor also fared much better in the stable econo-
mies, although the excessive public spending that
helped to destabilize the other economies was
sometimes carried out in their name.

The only way to resolve the tension between
austerity and growth is to combine fundamental
fiscal reform with other measures in trade, indus-
try, agriculture, and finance. The recent progress
toward short-term stabilization can now be supple-
mented with structural adjustment to restart
growth. The contribution that sound public fi-
nance can make to this task is described in the
following chapters. The narrow public revenue
base in many developing economies can be ex-
panded through improved tax administration and
collection, new broadly based taxes such as the
value added tax, and increased reliance on user
charges for public services. This would make it
possible to rely less on the "inflation tax," exces-
sive trade taxes, and parallel exchange rates, all of
which can do great economic harm. Public expen-
diture can be shifted toward infrastructure and
away from subsidies for consumption and ill-
chosen capital spending. Reforms in local govern-
ment and state enterprises can also help to make
public spending more effective and revenue less
costly to raise. In these ways sound public
financemore perhaps than any other area of
policyoffers opportunities to reconcile lower
public deficits with long-term economic growth.



Reforming tax systems

Reducing the fiscal deficits analyzed in the pre-
vious chapter will require some combination of
lower public spending and higher public revenue.
The following chapters discuss lowering and re-
directing public spending. This chapter examines
the scope for increasing and restructuring public
revenues.

Ultimately public spending is limited by the abil-
ity of the public sector to transfer resources from
the private sector through taxes or charges on cur-
rent economic activities, or to issue public debt se-
cured by taxes or charges on future economic activi-
ties. Other sources of finance are either temporary
or corrosive, as in the case of money creation in
excess of real economic growth, or of minor impor-
tance, as is income from public property, licenses
and fines, and other nontax revenues (see Figure
4.1). This Report focuses, therefore, on taxes and
user charges (or public prices) as the primary
means of financing public spending.

Taxes are unrequited, compulsory payments col-
lected primarily by the central government. In con-
trast, user charges are payments in exchange for
specific publicly provided goods and services and
are collected primarily by state-owned enterprises
and local governments. The relative importance of
these two sources of public revenue is difficult to
establish because the financial accounts of state-
owned enterprises or local governments are rarely
available on an aggregate, nationwide basis.
Rough estimates exist for a few countries, how-
ever. In Thailand during 1977-83 the gross revenue
of state-owned enterprises was estimated to be of
the same order of magnitude as the central govern-

ment's tax revenue. In Bangladesh gross revenue
from state-owned enterprises in fiscal 1985-86 was
estimated to be almost double central government
tax revenue. The importance of user charges varies
from country to country and depends on the num-
ber of publicly provided goods and services out-
side the budget. Nevertheless, user charges are an
important component of public revenueeven
though only a fraction of the funds they generate is
passed to the central government as income tax or
as a transfer of the operating surplus of state-
owned enterprises.

In principle the criterion for choosing between
taxes and user charges is straightforward. Charges
should be used wherever a publicly produced
good or service can be sold and should reflect
some measure of the costpreferably the incre-
mental costof production (see Box 6.1). This is an
efficient way to fund necessary public expendi-
tures. Tax financing should be reserved for cases
where user charges are not appropriate: to pay for
public goods whose costs or benefits cannot be as-
signed to individuals, to compensate for market
failures (such as externalities), or to achieve a dis-
tributional goal (such as alleviating poverty).

User charges can provide substantial revenue. A
recent study on Sub-Saharan Africa put the pro-
ceeds from modest increases in charges at roughly
20 to 30 percent of central government revenue or
4 to 6 percent of GDP (see Box 4.1). In practice,
though, taxes remain the principal source of in-
come for central governments. Tax reform has
therefore become an increasingly important aspect
of structural adjustment and stabilization. Indeed,
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Figure 4.1 Share of tax and nontax revenue
in central government current revenue,
1975 and 1985

Property income

Percent
100

Nontax
revenue

Tax
revenue

to be successful, tax reform must serve both these
goals at once. However, this may not always be the
case: lower international trade taxes in pursuit of
structural adjustment can run afoul of revenue and
other constraints; higher taxes aimed at reducing
budget deficits can hinder the efficient allocation of
resources or make the poor worse off.

This chapter examines the scope for reforming
the main central government taxes. User charges
are discussed in more detail in Chapters 6, 7, and
8. Price ceilings, quantity restrictions, and other
devices analogous in some ways to taxes are not
covered; nor are taxes that generate little revenue
(poll taxes and stamp duties, for instance). Taxes
on property, which are often important at the local
level, are discussed in Chapter 7.
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Patterns of taxation

Patterns of taxation differ from country to country
both in level and composition. These are consid-
ered in turn.

Tax levels

On average, taxes have risen slightly as a propor-
tion of GDP since 1975 in all broad country groups
(see Figure 4.2, top). However, this disguises wide
variation from country to country. The tax-GDP
ratios for Botswana, Italy, and Yemen Arab Repub-
lic grew much faster than the average of their
groups, while the ratios for Sri Lanka, Venezuela,
and Zimbabwe fluctuated sharply from year to
year, and those for Brazil, Canada, and Turkey
were lower in 1985 than in 1975.

Tax-GDP ratios appear to rise with per capita in-
come, but the wide variation across countries sug-
gests that income growth is only a partial explana-
tion. For example, the average tax-GDP ratio for
countries in Sub-Saharan Africa, which are pri-
marily low-income, is similar to that for countries
in Latin America and East Asia, which are primar-
ily middle-incomeand higher, than the average
ratio of South Asia's low-income countries (see
Figure 4.2, bottom).

Tax composition

Tax revenue is usually considered under two head-
ings: direct taxes on individuals and firms, and
indirect (commodity) taxes on goods and services.

Direct taxes include taxes on personal and com-
pany income as well as other direct taxes, consist-
ing mainly of social security contributions, payroll
taxes, and taxes on property and wealth. Indirect
or commodity taxes include domestic taxes, such
as broadly based taxes on turnover, value added,
and sales, as well as excises on specific goods; and
taxes on international trade, namely import duties,
export taxes, and cesses.

Difficulties over definitions and lack of data
make it hard to compare tax patterns across coun-
tries. Nonetheless two important points seem
clear. First, trade taxation is insignificant in indus-
trial countries; second, developing countries rely
very heavily on commodity taxes (see Figure 4.3).
Low-income countries collect almost three-fourths
of their tax revenue, and middle-income countries
almost one-half, through commodity taxes. Excises
and import taxes account for approximately two-
thirds of this.

1975 1985 1975 1985 1975 1985

Low- Middle- Industrial
income income

Notes: Figures are unweighted and represent the average pattern
for countries in the sample. The low-income sample includes
seventeen countries. The middle-income sample includes thirty-
three countries; the larger role of nontax revenues in middle-
income countries reflects the classification of oil royalties. The
industrial sample includes seventeen countries.
Source: IMF, Government Finance Statistics, 1987.



Box 4.1 Revenue and user charges

The growing experience with user charges in develop-
ing countries suggests that their benefits have been
understated and their costs exaggerated (see Chapter
6). The main advantages are efficiency, equity, and rev-
enue, as discussed below.

Efficiency

Unlike taxes, most user charges do not involve a trade-
off between revenue and efficiency. Setting the price of
a publicly produced good or service equal to marginal
cost is often efficient (for some qualifications see Box
6.1). Charging less than marginal cost leads to excess
demand and the need to generate funds from other
activities, which can Create distortions elsewhere in the
economy. These economic costs must be added to the
efficiency loss associated with expanding underpriced
public services. Setting prices correctly generates reve-
nue while ensuring an efficient allocation of resources.

Equity

The tradeoff between efficiency and equity may be
overstated for user charges. At present there are many
subsidized services in developing countries that dis-
proportionately benefit the better-off. Rationing is re-
quired when production of subsidized goods is cur-
tailed by the lack of financial resources. In these
circumstances the poor often do not gain access to ra-
tioned public goods and services. By charging marginal
cost prices to most users or beneficiaries while target-
ing limited subsidies to poor consumers (for example,
through lifeline or multiblock pricing arrangements for
water and power services, as described in Box 6.1), it is
possible to improve efficiency and relieve poverty at
the same time.

Revenue

User charges are also a potentially important source of
revenue. The public revenue aspect of user charges is
not readily apparent in standard fiscal statistics be-

cause this revenue is not transferred to the central bud-
get directly. At best, net not gross, revenue is trans-
ferred to the revenue account of the budget or subject
to profit taxes. More often the services concerned fail to
generate a surplus. In such cases higher user charges
will reduce the need for borrowing or transfers from
the budget to pay for such expenditures.

A recent study on Sub-Saharan Africa has linked the
limited use of user charges for infrastructure services,
such as electricity, water, roads, and telecommunica-
tions, to revenue shortfalls that worsen the central gov-
ernment's budget deficit, undermine the quality of
service, and restrict the provision of services to low-
income groups and regions. The study estimates gross
investments in infrastructure (water, electricity, tele-
communications, and roads) at $6 billion in 1987 in the
region's oil-importing countries. Suppose the value of
these assets is twelve times current investment, then a
5 to 6 percentage point increase in the financial rates of
return on the capital stock could generate more than
$3.6 billion, or approximately 20 to 30 percent of cur-
rent central government revenue.

Raising prices and user charges to levels closer to
marginal supply costs could generate additional reve-
nue to reduce, and possibly eliminate, deficits in the
consolidated enterprise accountsthe primary source
of budget deficits in many Sub-Saharan African coun-
tries. Greater reliance on user charges might also re-
duce instability in public revenue, because demand for
services is much less volatile than revenue from trade
taxesparticularly on primary commoditiesa major
source of current revenue. Finally, revenue from user
charges could finance an expansion of services. In this
case the reduction in net deficits may be small, but
welfare would increase.

In spite of qualifications and limitations to the esti-
mates above, the revenue potential is large enough to
suggest that user charges are worth exploring in other
developing countries as well.

In industrial countries income and other direct
taxes account for 69 percent of total tax revenue.
The weight placed on personal income (27 percent)
and social security taxes (31 percent) in industrial
countries is feasible because the necessary admin-
istrative apparatus exists. (Even so, other factors
are evidently at work; among this sample of indus-
trial countries the revenue share of personal in-
come taxes ranges from Norway's low of 9 percent
to Australia's high of 56 percent.)

Personal taxes are hard to collect in predomi-
nantly rural, agricultural economies, where people

are widely dispersed. Taxes on company income
including taxes levied on the profits of commodity
exporting firms, especially mining and agricultural
estate operationspresent fewer administrative
difficulties. Company taxes are therefore relatively
more important in the revenue structure of devel-
oping countries.

Cultural and historical factors also influence tax
composition in developing countries. On average
low- and middle-income countries raise roughly 10
percent of their tax revenue through personal in-
come taxes. Surprisingly, however, the richer Latin
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Figure 4.2 Trends in ratios of tax revenues to GDP, 1975 to 1985
(percent)

Industrial U Middle-income LI Low-income

Tax revenue/GDP (percent)
32

By income

American countries raise a smaller share of reve-
nue from personal income taxes than do the poorer
countries of Sub-Saharan Africa, where the per-
sonal tax base is limited to public employees and
employees of large firms, particularly multina-
tional firms. In contrast, Latin American countries
are the dominant users, within developing coun-
tries, of social security taxes, which fall primarily
on wage income (see Figure 4.4).

The revenue shares of general commodity taxes
(that is, taxes on sales, value added, and turnover)
are similar across three of the four developing

LI Middle East and LI Latin America
North Africa and Caribbean

LI Sub-Saharan Africa U East Asia South Asia

By region (developing countries only)

Tax revenue/GDP (percent)
26

Notes: Figures are unweighted and represent the average pattern for countries in the sample. The sizes of the low-income, middle-income,
and industrial samples are given in Figure 4.1. The Middle East and North Africa sample includes seven countries; the East Asia sample, six
countries; the Latin America sample, twelve countries; the Sub-Saharan Africa sample, seventeen countries; and the South Asia sample, four
countries. Data are for central government tax revenue. Inclusion of state tax revenue in federal systems, such as in Brazil and India, will
change the absolute magnitudes but not the trends or relative rankings.
Sources: IMF, Government Finance Statistics, 1987, and World Bank data.

country groupings. Again this masks important
differences. General commodity taxes in Latin
America are usually value added taxes (VATs); in
Africa, Asia, and the Middle East they are usually
taxes on turnover or manufacturer's sales. (In in-
dustrial countries general commodity taxes are
typically retail sales or comprehensive VATs.) Gov-
ernments in Asia and Latin America collect excises
on a wide variety of goods and services; in Africa
and the Middle East excises apply to comparatively
few products. Reliance on import taxes also varies
by region. Sub-Saharan Africa depends on them



most, followed by the Middle East, Asia (particu-
larly South Asia), and Latin America. Export taxes
matter more in Sub-Saharan Africa, Asia, and
Latin America than in the Middle East; overall,
however, their role is small and declining (see Fig-
ure 4.4).

In summary, there is a clear difference in the
composition of taxes between industrial and devel-
oping countries and to a lesser extent between
groups of developing countries. The differences
between industrial and developing countries
mainly reflect the difficulties of taxing informal sec-
tors (such as subsistence agriculture, and informal
production and distribution) with the limited ad-
ministrative capacity available in the developing
world. The differences between groups of develop-
ing countries are partly a matter of varying stages
of development and partly a reflection of historical
and cultural factors.

Objectives and constraints in tax reform

Governments attempt to use tax systems to
achieve many goals; raising revenue is only one of
them. To facilitate compliance and collection, how-
ever, a tax system must be administratively feasi-
ble. For the same reason, but also as an end in
itself, it must spread its burden equitably. To avoid
misallocating resources, it must not upset the pat-
terns of production, trade, consumption, saving,
and investment. All these aims can rarely be satis-
fied simultaneously, so tax reform is a matter of
tradeoffs.

The need for revenue

Over the long term, revenue cannot lag behind
expenditure. So unless public spending is ex-
pected to grow at the same rate as national income,
the government should ideally choose tax bases
that will expand in tandem with spending, not
GDP. Since spending plans can change, tax reve-
nue should be generated by a few broadly based
instruments. Changes in a few tax rates will then
be all that is required to adjust the revenue total.

It makes little sense to seek a norm for tax-GDP
ratios. The opportunity cost of raising more reve-
nue, the benefits to be derived from extra public
spending, and the cost of servicing public sector
debt all change over time and differ across coun-
tries. Decisions on public spending, borrowing,
and revenue are highly interrelated; if they are to
be set, they must be set jointly.

Higher tax-GDP ratios may be necessary in some

Figure 4.3 Variations in tax composition, by
income group, 1975 and 1985
(percentage of tax revenue)
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countries where public deficits are high and unsus-
tainable and where feasible public spending cuts
cannot reduce the deficit as required. What matters
is how any such increase is brought about. Experi-
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Figure 4.4 Variation in taxes, by regional
group, 1985
(percentage of tax revenue)
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ence suggests that increases in tax-GDP ratios
should be gradual. During the late 1970s and early
1980s some countries (Kenya, Malawi, and Sene-
gal, for example) increased their tax-GDP ratios by
3 to 4 percentage points in the short span of five or
six years. The increases were soon eroded. Even if
tax-GDP ratios can be increased, domestic saving
may fall if public saving rises by less than private
saving falls, as happened in Senegal.

In the short run the urgency of deficit reduction
will generally necessitate the use of easily activated
taxes. In developing countries this has often meant
increasing international trade taxes, as in Argen-
tina, Kenya, the Philippines, and Thailand in the
early or mid-1980s (see also Chapter 3). However,
these taxes are among the most damaging for the
efficient allocation of resources. Since quick fixes
have a tendency to become permanent, the cumu-
lative effect of repeated short-term measures can
seriously distort the system of taxation. In such
circumstances there is a strong case for fundamen-
tal reform. Jamaica, Malawi, and the Philippines
implemented such reforms in the mid-1980s.

The concern for efficiency and growth

Any intentional change in tax revenue will require
a change in the base or rate of some tax. Firms and
households will then shift resources from heavily
taxed activities to lightly taxed ones. When market
prices reasonably reflect social costs and benefits,
this poses a tradeoff between revenue and effi-
ciency. Sometimes market prices may not reflect
social costs and benefits. Taxes can then improve
the allocation of resources, but only if the market
imperfections can be quantified so as to guide the
design of the tax structure. Such cases are rare. A
safer course is to aim for a tax structure that is
relatively neutral: one that generates the necessary
revenue with the least effect on the allocation of
resources.

As a rule the economic cost of taxation increases
more than proportionately with the rate of taxa-
tion. In other words, the economic cost of a tax
levied at 15 percent is likely to be substantially
more than three times those of a tax levied at 5
percent. The narrower the base, the higher the tax
rate will have to be to generate a given amount of
revenue. This is one of the strongest arguments in
favor of broadly based taxes.

Evidence on the efficiency losses resulting from
taxation in developing countries is sparse. Studies
of the tax structure in India, Kenya, and Pakistan
in the early 1980s suggest, however, that the effi-
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ciency or economic cost of increasing trade taxes is
higher than that of increasing domestic taxes and
that the economic cost of taxes on all sales (that is,
turnover taxes) is higher than that on the sale of
final goods only (that is, retail sales taxes and
VATs). A recent study on the Philippines focused
on the economic cost of trade taxes versus domes-
tic commodity taxes; its results are shown in Fig-
ure 4.5. The study found that the marginal (incre-
mental) economic cost of trade taxes is higher than
that of domestic taxes and that this cost rises with
the rate of the tax. While the magnitudes are case-
specific and reflect the prevailing structure of taxes
and assumptions about their interactions, the di-
rection and pattern of these findings are consistent
with those of other studies.

The pursuit of equity

Tax reform raises questions of equity. This has
many dimensions. Equity in the distribution of
household expenditure may matter more than in
the distribution of personal income. Attention has
traditionally focused on income distribution, how-
ever, and on the distinction between horizontal
and vertical equity. Horizontal equity asks how
those with similar incomes are treated: it is con-
cerned, in other words, with fairness. Vertical eq-
uity refers to the scope for reducing income in-
equality by taxing the rich more heavily than the
poor.

Taxes in developing countries often fail badly in
terms of horizontal equity because the coverage of
tax instruments is spotty and arbitrarily enforced.
The tax net may capture income in some formal
activities, but not its equivalent in informal or
hard-to-tax formal activities, such as professional
services. This undermines the system's credibility
and the average taxpayer's willingness to pay.
Even in terms of vertical equity, tax systems in
developing countries are not notably successful,
despite the fact that they would generally be
highly progressive if their rate structures were
fully applied. But that is rarely so. A 1978 study of
income tax in Argentina found that 80 percent of
gross income was not reported and that only 30
percent of 1.6 million people eligible to pay taxes
on nonwage income did so.

In practice it seems that taxes do little to change
the overall distribution of income. Their important
role in the pursuit of equity is to raise the revenue
needed to pay for distributive spending, particu-
larly to alleviate poverty. So it is public finance
broadly definedtaxes and spending together

Figure 4.5 Marginal economic costs of raising
revenue from tariffs and domestic commodity
taxes in the Philippines

Marginal economic cost
(pesos per peso of revenue raised)

2.25

Source: Clarete and Whalley, 1987.

Domestic commodity taxes

that matters for equity, not the structure of taxa-
tion alone.

Consistency with administrative capacity

Lack of trained administrative personnel and the
accounting sophistication of taxpayers prevent
many developing countries from applying broadly
based income or consumption taxes. Instead they
have to rely on taxes on trade, production, and
company income. These can be collected from rela-
tively few sources. Given the staffing and resource
limitations in developing countries, tax reform
must give preference to taxes that are simple and
enforceable. But this preference is not unlimited.
Sometimes simplicity can conflict with fairness be-
cause it means that taxes pay no heed to the vary-
ing circumstances of the taxpayers. Sometimes it
can lead to inefficiency, too.

For example, the administrative costs of trade and
excise taxes normally range from 1 to 3 percent of
revenue collected. The corresponding figure for
VATs can be as high as 5 percent; for personal in-
come taxes it can reach 10 percent. However, the
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economic costs of trade and excise taxes are often
higher than those for income taxes and VATs. Re-
form of the tax structure must try to weigh these
two types of cost. The resulting tradeoff may sug-
gest different systems for different countries ac-
cording to the existing tax structure, the effective-
ness of the administrative apparatus, and the
structure of the economy. In Papua New Guinea
trade taxes are low, and the administration of an
income tax or VAT would be extremely difficult, so
the government has been advised to increase reve-
nue from trade taxation. In Thailand, by contrast,
trade taxes are high and have created serious dis-
tortions; the government has been advised to shift
toward a simple VAT

The next two sections examine the options for
improving the design of commodity and income
taxes. However, ultimately it is the interaction of
the different taxes that determines revenue and in-
fluences economic behavior. For example, increas-
ing domestic or trade taxes on inputs used in pro-
duction may reduce the revenue collected from
taxes on company profits. It is important that tax
reforms also take account of these interactions.

Commodity taxation

Commodity taxes are taxes on the transaction of
goods and nonfactor services. They include the ar-
ray of taxes on domestic production and consump-
tion, as well as those on international trade. Re-
ducing the distortionary effects of commodity
taxes can be important for two reasons. First, they
currently account for 50 to 70 percent of all tax
revenue in most developing countries (see Figure
4.3). Second, in the early stages of development
governments often rely heavily on the least desir-
able sort of commodity taxes, namely turnover
taxes on domestic production and taxes on interna-
tional trade. These latter taxes are often used be-
cause they generate revenue with limited adminis-
trative costs. As economic and administrative
conditions change, however, it is useful to reassess
the tradeoff between the administrative and eco-
nomic costs of these tax instruments.

Taxes on domestic production and consumption

Production taxes are levied on goods before they
enter the distribution chain. Often they fall on
transactions between producers, such as the sale
of an intermediate good. As such they affect pro-
duction decisions and feed through the system of
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production to affect consumption decisions also.
In contrast, taxes on the sale of final goods only
consumption taxesdo not generally affect the ef-
ficiency of domestic production. They are there-
fore a better way to raise revenue. Commodity
taxes, whether on domestic production or con-
sumption, can be general or selective.

GENERAL COMMODITY TAXES. The most common
general tax on production is the turnover tax. Its
base is every salewhether between firms or be-
tween firms and consumers. As such it is a multi-
stage tax, activated at every stage of the
production-distribution chain. Turnover taxes are
relatively easy to administer because they do not
require tax authorities to differentiate between dif-
ferent kinds of transactions. This simplicity is
bought at the expense of distorting transactions
between producers. In addition this tax "cas-
cades": tax liabilities accumulate as each succeed-
ing transaction adds tax to that already paid at pre-
vious stages of production and distribution. This
increases the price of outputs that use taxed in-
puts, as in exports, and it generates differential
taxation of consumption even when the turnover
tax is applied at a single rate.

Under a pure consumption tax all domestically
consumed goods, whether imported or produced
locally, would be taxed at the retail stage. Rates
may vary for different consumer goods, but similar
goods would be subject to the same tax rate inde-
pendent of origin. All inputs into production
intermediate products, raw materials, and capital
goodsand all exports would not be taxed. As a
result consumption taxes have some general ad-
vantages over other broadly based taxes. Unlike
production taxes they do not interfere with pro-
ducers' choices between intermediate inputs, or
between the latter and factors of production (capi-
tal, land, and labor). Consumption taxes also do
not cascade through the production process and
do not create incentives for firms to avoid tax liabil-
ities through vertical integration. In contrast to
taxes on international trade, they do not favor pro-
duction of import-substitutes or reduce incentives
to produce for export.

Commodity taxes on consumption are of two
types. The first is a general sales tax on final goods
imposed at the retail level. This ensures that all
consumed goods are taxed, but leaves other goods
tax free. The second is a value added tax (VAT). In
its most popular version the VAT is a tax on con-
sumption. Applied to all transactions in the
production-distribution chain up to and including



the retail stage, it has the same final tax base as a
retail sales tax. Each intermediate purchaser in the
chain is able to credit taxes paid on purchases
against taxes due on sales. All inputs are therefore,
in effect, tax free. The final purchaserthe
consumerhas no means of crediting, and thus
all sales at this stage are taxed. The rate is set to
zero for exports. Thus, both general sales taxes
and comprehensive VATs have the economically
desirable properties of commodity taxes on
consumption.

Retail sales taxes are rare in developing countries
because of the prominence of informal distribution
networks. Instead, single stage manufacturer's
sales taxes are commonly used, as in the Philip-
pines (before 1986) and Kenya. In some develop-
ing countries the pattern of sales taxes and excises
resembles a turnover taxthe sales taxes in Zam-
bia and Tanzania, for example, or the excises in the
Republic of Korea (before 1976) and India (before
1986).

The VAT has made consumption-type taxes more
accessible to developing countries (see Box 4.2).
Some distortions between sectors will remain be-
cause the VAT, although a high yield tax, can be
costly to administer for producers in agriculture
and services and for small enterprises generally.
However, a movement toward a VAT is likely to
promote efficiency while also generating a sub-
stantial amount of tax revenue.

India is a case in point. Until 1986 its extended
system of excise taxes covered a wide range of
goods, including intermediates. It thus resembled
a turnover tax. Because of cascading, export prices
included a 5 to 7 percent tax. This was only partly
offset by rebates. In addition the prices of goods
such as cereals and edible oilsespecially impor-
tant to the poorcontained a 5-to-lO-percent tax,
although they were nominally exempt. India
sharply reduced excises on intermediate goods in
1986 by implementing a modified VAT through the
manufacturing stage. A higher rate is required to
raise the same revenue as before, because the tax
base shrinks from gross output to net output.
However, the new tax will interfere less with pro-
duction and trade decisions.

SELECTIVE COMMODITY TAXES. Some taxes, by
their nature, cannot be broadly based. Taxes to cor-
rect for specific market failures, such as external-
ities, are best restricted to a few goods only, be-
cause a great deal of information is needed to
determine the appropriate rate structure. Taxes to
cover specific spending programsfuel taxes to re-

cover road use costs, for instanceare sometimes
necessary, but the rates cannot deviate signifi-
cantly from taxes on close substitutes. Studies on
the Philippines, Thailand, and Tunisia found that
petroleum taxes led producers and consumers to
switch to other fuels. Other selective taxes include
traditional excises on demerit goods such as alco-
hol and tobacco, and luxury excises on goods such
as cars or jewelry.

Governments generally set the base and rates for
these selective taxes for ease of collection; thus the
taxes are often not well integrated with the broadly
based taxes. This is of greatest concern for excise
taxes, which are an important source of revenue in
most developing countries. In contrast to broadly
based taxes, many excise rates are specified per
unit of quantity rather than as a proportion of the
price. Therefore excises can be regressive and not
insulate revenues against inflation. Where infla-
tion proofing is desired, the tax rates should be set
relative to prices rather than quantities. For excises
on goods such as tobacco and alcohol, it is also
possible to retain specific rates, provided there is
periodic adjustment for inflation and the rate struc-
ture is differentiated to reflect distributional con-
siderations.

The case for some progressivity in commodity
taxes is strengthened by the limited coverage of
personal income taxes and the scale of evasion by
the highest income groups. So, for example, gov-
ernments that collect the bulk of their domestic
commodity tax revenue from a general tax, such as
a single rate VAT, can supplement this with a selec-
tive luxury or excise tax with a few rates. The base
of such a tax should be goods whose share in
household expenditure increases with income
motor vehicles in Indonesia, for instance, or enter-
tainment and recreational services in Korea. Such
a tax can be outside the VAT crediting system if it is
restricted to final consumer goods. This distin-
guishes the combination of the VAT plus a luxury
excise tax used in Korea and Indonesia from the
multirate VAT used in the EC. The latter attempts
to promote equity within the rate structure of the
VAT and therefore within the crediting system.
This increases the administrative burden of the
VAT and may be premature for many developing
countries.

International trade taxes

International trade taxes generate about a third of
the tax revenue in developing countries and are
among the easiest taxes to administer.
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IMPORT TAXES. In principle, taxes can be collected
from imports at the border without driving a
wedge between the price of imports and compet-
ing domestic products, provided the tax on im-
ports has a counterpart on domestic production. In
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practice, however, import taxes are used not only
to raise revenue but also to protect domestic pro-
duction and to promote equity in consumption.

In view of these multiple objectives it is not sur-
prising that the typical import tax regime is com-

Box 4.2 The value added tax in developing countries

In 1967 Brazil imposed the first comprehensive value high administrative costs, a VAT is often implemented
added tax (VAT) extending to the retail stage and apply- at a rate of at least 10 percent. Where the tax base is
ing to all states of the federation. It was designed to narrow, particularly when the tax does not go to the
ensure greater tax coordination among the states and retail stage, it is likely that the VAT will have to be
to overcome the defects of the turnover tax. The Brazil- imposed at 15 percent or more to generate sufficient
ian VAT is based on the destination principle, which revenues. Despite initial skepticism about high rates,
focuses on the use of the product. As such it is a tax on experience (in Brazil and Chile, for example) has
consumption or final sales. It is this comprehensive shown that rates of about 17 to 20 percent can also be
form of the consumption-type VAT that the European enforced, even for VATs that extend to the retail stage.
Communities adopted in the late 1960s. An alternative A valuable feature of the VAT is its potential for self-
type of VAT is based on the origin principle, which enforcement through a system of credits. However, an
focuses on the income generated by an activity. It is important requirement for successful VAT administra-
used in Argentina and Peru, and some of its features tion is to minimize problems of implementation. From
are found in the VAT introduced in Turkey in 1985. The an administrative point of view a single rate is prefera-
consumption-type VAT is easier to implement and has ble to a multirate VAT. To reduce regressivity, the VAT
become by far the most popular version of the VAT in can be supplemented by a luxury tax with two to three
developing countries. rates. Exemptions complicate administration because

VATs generally replace a multitude of small taxes and the distinction between what is exempt and what is
can greatly simplify the system of commodity taxation. taxed is often tenuous or arbitrary. Nevertheless, distri-
The consumption-based version has three main advan- butional objectives have led many countries to exempt
tages. First, by not taxing inputs used in production some basic commodities (such as some unprocessed
(for example, through a system of credits), it simulta- foods and selected medical items). Zero-rating, a more
neously avoids the distortion of choices between in- complex form of exemption that requires refunds and
puts; the cascading of taxes, which can lead to ineffi- therefore burdens the administration, has been limited
cient vertical integration; and the presence of multiple to exports by most countries. The need to provide spe-
effective tax rates in consumer prices. Second, it does cial treatment for small businesses under a VAT is much
not discriminate between imports and domestic pro- more pressing in developing than in industrial coun-
duction in domestic markets. Third, exports are not tries. Various methods for dealing with small taxpayers
taxed. Together these provisions ensure that the tax are used, but all methods present technical and practi-
does not interfere with production or trade. cal problems.

VATs have become an important source of revenue in Successful introduction of a VAT depends largely on
many countries. They yield more than 20 percent of tax whether the country has had previous experience with
revenue in about thirty industrial and developing multistage taxes or general sales taxes, the nature of
countries. Some twenty developing countries, primar- the taxes that the VAT will replace, the lead-in time,
ily in Latin America, now have comprehensive VATs and the structure of rates and exemptions, including
through the retail stage. Many others, including some provisions for small taxpayers. Indonesia and Korea
in Sub-Saharan Africa, have taxes with VAT-like charac- introduced a VAT after two to three years of prepara-
teristics through the manufacturer-importer stage. tion, whereas Turkey successfully implemented a VAT

VATs at the retail stage are more feasible in middle- within two months of its enactment, following a rela-
income developing economies, such as the Republic of tively long period of analysis. Administrations with
Korea, than in low-income ones, because the formal few resources often stress enforcement for large tax-
distribution network is more developed in the former. payers and practice restrictive refunds. Such adminis-
VATs through the manufacturer-importer stage are in- trative practices weaken the broadbased and neutral
creasingly common in lower middle-income countries features of an ideal VAT. Most successful tax reforms,
such as Côte d'Ivoire and Indonesia, since they are however, have introduced some form of a VAT, both to
easier to implement. Even these VATs can cover large- reduce distortions in production and trade, and to gen-
scale distributors, agricultural estates, and other activi- erate adequate revenues to compensate for revenues
ties beyond manufacturing. Because of its relatively lost through rationalizing other tax instruments.
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plex. For imported goods that have no domestic
competition, tariff rates are determined by the
need for revenue or adjustments in the exchange
rate rather than the need to achieve a desired de-
gree of protection. But for competing imports,
where protection is the primary concern, rates are
often differentiated, with goods for production
subject to lower rates than goods for consumption.
Rebates or duty drawbacks are often introduced to
avoid increasing the cost of production for ex-
porters and for firms that have been granted in-
vestment incentives. For equity reasons some basic
goods are either exempt from tariffs or subject to
very low rates, whereas luxuries are subject to
high rates. In some countries strategic or priority
imports, including government and parastatal pur-
chases, are exempt from duties. Finally, where
high rates do not stem the volume of selected im-
ports, quantitative restrictions or prohibitions are
introduced, but these entail a loss of tariff revenue.

The incentives generated by such complex sys-
tems are often not transparent. It would be prefer-
able to transfer as much as possible of the revenue
function of tariffs to broadly based domestic con-
sumption taxes, such as the VAT, and of the equity
function to selective taxes. Quantity restrictions on
trade are best replaced by tariffs, and "specific"
rates (per unit quantity) should be changed to ad
valorem rates (per unit price). These changes
would make it easier to rationalize the protective
functions of tariffs.

As noted above, a tax on domestic production
can also be collected from imports at the border.
This wifi fulfill the revenue function of a tariff and
be equally easy to administer without protecting
domestic producers. Similarly, if the objective is to
restrict the consumption of imported luxuries
rather than to stimulate their domestic production,
it is better to subject them to a domestic luxury tax
rather than a higher rate tariff. In the absence of a

retail-level consumption tax, the luxury tax on im-
ports can be collected at the border, with its do-
mestic counterpart collected at the factory gateas
in Indonesia.

In rationalizing tariffs there is a general consen-
sus that protection should be reduced in the long
run because it penalizes consumers and promotes
inefficient patterns of production. In practice it is
hard to cut tariffs quickly because of revenue
losses and opposition from the protected sectors.

Moreover statutory tariff rates are a poor mea-
sure of the protection provided to domestic pro-
ducers because of interactions with other taxes. If
the domestic producer is subject to a domestic ex-
cise or turnover tax and the competing import is
not, then the nominal rate of protection is not the
statutory tariff, but the difference between the stat-
utory tariff rate and the domestic tax. If, in addi-
tion, domestic production uses imported inputs,
then the nominal rate of protection is unlikely to be
a good measure of the protection afforded to do-
mestic value added. A better measure is the effec-
tive rate of protection (ERP). This takes into ac-
count the interaction between tariffs on output and
inputs. The dispersion of ERPs is often large
larger than for statutory ratesand can include
negative rates of protection (see Table 4.1). When
calculating ERPs, taxes on domestic inputs must
also be taken into account, so restructuring the
pattern of protection generally requires a joint re-
view of taxes and tariffs.

Import tariffs also implicitly tax exports. An in-
crease in import tariffs can result in an exchange
rate appreciation and the preferential treatment of
import-substituting industries. This reallocates re-
sources toward import-substituting industries and
away from all other industries, including exports.
This is so even when imported inputs are not sub-
ject to tariffs; where imported inputs also face tar-
iffs, the distortion against exports can be greater

Table 4.1 Distribution of effective rates of protection for selected countries in East Asia
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(percent)

Item
Indonesia,

1987

Republic of
Korea,
1982

Malaysia,
1982

Philippines,
1985

Thailand,
1985

Selected sectors
Textiles - 11-155 54 106 118

Intermediates 4-280 40-62 17 15-125 45-60

Machinery 75-82 31 37 116-201 18-37

Transport equipment 6-220 124 74 118 60-90

Summary measures
Import competing sectors 30-380 27 25

Export sectors 23-11 5 3



Box 4.3 Integrating trade and domestic taxes in Malawi

In the early 1970s the tax-GDP ratio in Malawi was
relatively low (11 percent), and trade taxes applied pri-
marily to consumer imports. By the late 1970s revenue
pressures forced the government to introduce new tax
measures annually to generate additional revenue and
reduce its budget deficit. During the same period im-
ports were constrained to reduce the trade deficit. Im-
port priority was given to government, aid-financed
projects, and necessities-all of which were duty free.
As a result the taxable import base shrank. To compen-
sate, tariff rates were first increased on consumer
goods, particularly luxuries, and then extended to in-
termediate and capital imports; finally, taxes were im-
posed on exports.

By 1984-85 the tax-GDP ratio had reached approxi-
mately 20 percent, and it was clear that the ad hoc
approach to generating revenue had relied too heavily
on easily administered instruments, even though they
were likely to have adverse incentive effects. Increas-
ing tariffs and excises on intermediate goods raised the
cost of exportsmaking Malawi less competitive, espe-
cially in nontraditional exports such as textiles and
even in traditional agricultural exports. The tax rebate
system was not functioning well because of administra-
tive problems and restrictive interpretations of the defi-
nition of inputs qualifying for rebates. In addition, in-
creasingly high tax rates on imported luxuries and
exemptions for imported necessities were creating a
protective structure inconsistent with the objectives of
industrial development. Finally, increased import tar-
iffs and excises on intermediate goods caused the tax
content in consumer prices to cascade and to reduce
the already limited progressivity of indirect taxes.

On the basis of a 1985 tax study the government initi-
ated a comprehensive tax reform in 1986-87 to broaden
the tax base and simplify tax procedures. The first
phase was to eliminate the export tax and reduce taxes
on intermediate goods. Revenue losses were to be off-
set by increasing the rate of the surtax. However, the
surtaxessentially a consumption tax at the manufac-
turer and importer level and less distortive of produc-
tion and trade decisionshad to be increased by 5 per-
centage points to 35 percent to offset revenue losses
associated with the declining import tax base and the
elimination of the export base. This unusually high rate
demonstrated the narrowness of the domestic tax base.

Expanding the base to include additional producers
and distributors will take a few years and will include,
among other things, the introduction of a crediting sys-
tem within the surtax. This new feature will reduce tax
pressure on exports, which results from the taxation of
inputs used in production. It will also indirectly tax the
informal sector producers and traders who would not
be eligible for a credit unless their output is taxed. Dis-
tributional concerns in the reformed surtax are ad-
dressed by introducing two or three luxury rates,
which will apply equally to domestic and imported
goods. This will enable import tariff rates on luxuries to
be lowered and restructured so as not to inadvertently
stimulate their production relative to necessities. The
joint determination of domestic and trade taxes will
allow improvements in trade tariff incentives without
losing revenue. However, revenue needs will still set
limits on the extent to which the tax structure can be
rationalized in the short run.

still. Many developing countries have tried to deal
with this using export subsidies, export rebates, or
duty drawback systems. Their record of success is
mixed. When there is no paper trail of taxes and
tariffs paid, it is difficult to avoid over- or under-
compensating different exports, although well-
administered schemes, as in Korea, have been rea-
sonably successful. Linking information about tar-
iffs and the VAT may improve such crediting
schemes, because the VAT provides a fuller record
of taxed transactions. The standard design of a
VAT automatically eliminates the need for a sepa-
rate export rebate for taxes on domestic inputs.

During a fiscal crisis trade liberalization can falter
for revenue reasons. Import tariffs on inputs are,
in effect, also a tax on export production. This
weakens the case for increasing tariffs on inputs to
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compensate for revenue losses when tariffs on out-
put are cut. Joint reform of tariffs and taxes then
becomes desirable, as in Malawi (see Box 4.3). Re-
structuring trade tariffs and domestic taxes to pro-
duce a broadly based consumption tax should be
the primary objective of tax reform in countries
that do not already have one. Such a tax can be-
come an important source of revenue.

Where rudimentary taxes on consumption are
already in place, their role as a source of revenue
should be increased at the expense of tariffs. This
could be achieved by an increase in the tax rate
with a compensating reduction in tariff rates. In
the long run an increasing amount of revenue can
be generated from taxing domestic activities. The
development of the manufacturer's stage VAT in
Côte d'Ivoire illustrates this. In 1960 the tax ac-



counted for 15 percent of total revenue, with 70
percent of its contribution coming from the taxa-
tion of imports. By 1982 the corresponding figures
were 30 and 40 percent. Thus the tax generated
more revenue, with an increasing share coming
from the taxation of domestic activities.

EXPORT TAXES. Many countries levy export taxes
on primary products. The use of export taxes in
mining is less frequent than in agriculture primar-
ily because economic rents in mining can often be
captured through company taxation, such as the
resource rent taxes in Papua New Guinea. Export
taxes are on occasion used, as in Liberia and Zam-
bia, to supplement the company tax. Such use of
export taxes is justified to the extent they substi-
tute for royalties. They should not, however, be

greater than the royalties, otherwise they are likely
to interfere with the time profile of extraction.

The use of export taxes is more common in agri-
culture. A 1987 study of seventy-four developing
countries found that export taxes were used in at
least fifty-three of these countries. In general these
taxes did not account for more than 5 percent of tax
revenue, but there were exceptions to this observa-
tion in selected periods (see Figure 4.6). Export
taxes are inadvisable because they reduce the in-
centive to produce for export. This is inappropriate
in view of the slow rates of growth in agriculture
and the importance of trade in agricultural prod-
ucts to many of the countries that use this form of
tax. Under some circumstances these taxes can be
justified as imperfect substitutes for other forms of
taxation, but for a limited period only (see Box 4.4).

Box 4.4 Export taxes and agriculture

Export taxes are commonly used in agriculture because
traditional taxes on income and profit are hard to ad-
minister in this sector. In principle land taxes are an
attractive alternative. Where land is in fixed supply, a
land tax is collected from economic rent and leaves
production decisions unchanged. However, with a few
exceptions, such as Ethiopia, Kenya, Paraguay, Peru,
and Somalia, land taxes generate less than 1 or 2 per-
cent of total revenue. The low yield reflects the inade-
quacy of land registration and valuation. In many Afri-
can countries and the Pacific islands it is difficult to
establish ownership because land tenure is based on
customary arrangements. In other countries rural land
transactions are infrequent, which restricts the use of
market prices to determine the value of land. There are
also limitations on the use of presumptive measures to
link land values to the productivity of land, because
data on land quality and the variations in productivity
between seasons are generally inadequate.

Some export taxes are implicit and result, for exam-
ple, from the price-setting activities of marketing
boards, such as the Cocoa Board in Ghana and the
Agricultural Development and Marketing Corporation
in Malawi. These boards act as distributor and exporter
of a few important smallholder crops and usually set
farmgate prices below border prices, thereby implicitly
taxing smallholders.

Evidence on the level of taxation suggests that in
some countries producers of agricultural exports may
be overtaxed. If export taxes substitute for income
taxes, it is possible to compute a rate of tax on exports
that will generate the same amount of revenue as a tax
on the smallholder's income. A simple calculation for a

typical cocoa farmer in Ghana in the early 1980s reveals
that an export tax of 4 percent of the farmgate price
would have yielded as much revenue as if the farmer's
profits had been subject to income tax. The prevailing
export tax was more than 100 percent, which suggests
that to the extent export taxes substituted for income
taxes, rates could have been reduced substantially.
Even as a tax to capture excess profits, the export tax
would be only 12 percent.

More important, export taxes create an incentive to
shift production to other crops. Given the ample em-
pirical evidence that smallholders respond to prices,
the economic costs of export taxes are likely to be sub-
stantial. Where feasible, presumptive taxes on agricul-
tural income may be preferable, as in Uruguay.

Other arguments favoring export taxes include the
desire to manipulate the terms of trade and the
need for revenue. The former should be treated with
caution.

Inelasticity of world demand in the short run can
lead quickly to loss of markets in the long run because
of changes in both world demand and supply. This
happened to Ghana and Nigeria's world market share
of cocoa and to Nigeria's and Zaire's share of palm oil
in 1961-63. Given the large budget deficits in many
countries, the need for revenue cannot be ignored in
the short run, especially if there is a case for export
taxes as a cess or proxy user charge. In the long run
extending broadly based commodity and income taxes
to also include the agricultural sector is necessary to
reduce and eventually eliminate agricultural export
taxes.
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Figure 4.6 Countries in which agricultural
export taxes provide more than 5 percent of tax
revenue for selected years

Source: Strasma 1987.
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Income taxes have long been the principal means
of taxation in industrial countries. With relatively
few distortions they can generate a great deal of
revenue and leave scope for income redistribution.
Experience in developing countries, however, sug-
gests that personal income taxes are difficult to ad-
minister, raise little revenue, are weak in redistrib-
ution, and are often unfair. Recent reforms have
therefore stressed the role of commodity taxes.
Nonetheless, the reform of taxes on personal and
company income will often be necessary to en-
hance the revenue and efficiency of a tax system.

Company income taxes

Reform of taxes on company income is especially
important because they account for about a third of
revenue in developing countries and have
a greater potential for misallocating new
investments.

BASE AND RATE STRUCTURE. Company taxes are
designed to collect revenue from a firm's economic
profits. In practice, the tax base is net accounting
profits: gross revenue less operating costs and cap-

ital adjustments. Often a single statutory rate is
used and is usually most desirable, particularly
when there are administrative constraints. How-
ever, a few developing economies use an explicitly
progressive rate structure with two to three brack-
ets and a moderate range of 15 to 35 percent.
Fewer still use more than three brackets: Guatema-
la's and Mexico's rates ranged between 5 and 42
percent up to 1987. Finally, some have an implicitly
progressive rate structure through the use of dif-
ferentiated surcharges, as in Brazil.

The statutory rate of the company tax is often a
poor indicator of its effect on revenue or invest-
ment behavior. Rates apply to financial income not
economic income; inflation, for instance, drives
the two apart. For policy, therefore, effective tax
rates are more important. The average effective tax
rate (AETR) is the ratio of total revenues collected
through the company income tax to the company's
economic profits. For revenue purposes this rate
should be high. By contrast, the marginal effective
tax rate (METR) measures the effect of taxes on
investors' rate of return for an incremental addi-

Figure 4.7 Asset-specific marginal effective tax
Income taxes rates in Malawi, 1974 and 1984
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tion to their activities. To avoid interfering with
investment decisions, the METR should be low.
The main tasks of company tax design should be to
achieve a high AETR while keeping the METR low,
or preferably zero, and to avoid large variations in
METRs across different types of investment.

Differences between METRs and statutory rates
arise from provisions that allow the recouping of
invested capital, deduction of interest incurred on
investment debt, credits for investment, correc-
tions for inflation, and so forth. As a result a single
rate company tax can mean many different METRs
across assets and sectors.

A 1985 study of taxes in Malawi found that when
statutory rates changed, METRs changed in the
same direction (see Figure 4.7). However, METRs
in manufacturing were substantially lower than in
nonmanufacturing. At a subsectoral level the

Table 4.2 Marginal effective tax rates for a hypothetical project investment, circa 1985
(percent)

METR of an investment project varied according to
the economic lifespan of its assets. Since METRs
are so hard to observe, it is difficult to use
company taxes to steer investment in a particular
direction.

It is possible to compare company taxes across
countries as well, as in Table 4.2, by positing a
hypothetical standard project with a fixed asset
composition and a common pretax rate of return,
investment horizon, and other relevant parame-
ters. As a result the figures do not show actual
after-tax rates of return, which will be affected by
variations in the asset composition of projects and
by tax enforcement practices. However, they are
useful for highlighting on a comparable basis the
wide variation between statutory rates and
METRs. As is apparent in the table, METRs are
equal to statutory rates only by chance. Countries

Note: The asset composition of the hypothetical project consists of 40 percent building, 40 percent machinery and equipment, 10 percent vehicles,
and 10 percent land. Replacement investment is at the rate of econonmic depreciation for ten years. Real rate of return before taxes is fixed at 10
percent. Calculations are based on tax code provisions, not actual enforcement. Ireland is included as an example of a tax code with 100 percent
depreciation in the first year but no adjustment to nominal interest deductions.

Ranked by statutory income tax rates.
Refers to the use of negative tax liabilities in the project to offset positive tax liabilities on income from other investments. This can arise either

from legal provisions in the tax code, allowing the filing of consolidated returns for a firm or holding company, or through transfer pricing
schemes when consolidated returns are not allowed.
Sources: Pellechio and Dunn 1987, and Pellechio and others 1987a and 198Th.
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Statutory

All equity
financing with loss

carried forward

50 percent debt
financing with loss

carried forward

50 percent debt
financing with full

loss offset'

tax 5 percent 50 percent 5 percent 50 percent 5 percent 50 percent
Economy' rate inflation inflation inflation inflation inflation inflation

(1) (2) (3) (4) (5) (6) (7)

Hong Kong 18.5 18.4 29.5 16.4 17.4 9.6 7.3
Ecuador 20.0 13.5 27.9 10.1 12.8 10.1 9.4
Yemen, Arab Republic 25.0 32.2 62.2 30.5 47.4 30.5 45.4
Colombia 30.0 28.5 47.4 36.9 43.0 14.5 35.1
Korea, Republic of 30.0 33.2 48.0 32.8 52.3 24.6 42.8
Egypt 32.0 37.0 73.9 31.2 56.8 29.2 48.7

Argentina 33.0 31.7 51.0 29.7 42.5 11.2 29.8
Jamaica 33.3 40.6 59.0 35.3 37.1 33.7 28.4
Brazil 35.0 54.4 68.1 45.9 62.9 45.9 62.9
Indonesia 35.0 41.6 81.4 36.0 63.1 34.1 54.1
Philippines 35.0 40.5 81.0 40.2 66.1 31.9 53.3
Thailand 35.0 24.9 68.6 20.0 48.9 18.6 42.6

Jordan 38.0 37.4 64.2 27.3 37.8 25.1 34.6
Tunisia 38.0 24.5 23.0 19.8 20.1 4.9 -60.9
Malaysia 40.0 31.7 62.7 24.2 34.0 20.5 20.9
Portugal 40.0 45.5 79.1 28.7 51.4 28.7 46.5
Singapore 40.0 29.5 46.5 23.2 20.5 15.2 1.9
Guatemala 42.0 10.7 40.3 2.8 39.1 -13.6 39.1

Mexico 42.0 19.6 24.0 10.3 6.9 -20.5 -22.9
Turkey 46.0 45.5 81.5 27.7 47.9 25.6 30.0
Morocco 48.0 44.0 65.3 24.0 65.3 22.9 60.4
Greece 49.0 20.0 68.3 10.6 40.5 10.6 34.1
Ireland 50.0 5.8 11.5 5.5 5.6 -65.9 -54.0



with equivalent statutory ratessuch as Brazil, In-
donesia, the Philippines, and Thailand at 35 per-
cent or Malaysia, Portugal, and Singapore at 40
percentcan have dramatically different METRs
because of other company tax provisions. Equally,
differences in statutory rates may not reflect differ-
ences between METRs. For example, Ireland's
METRs are lower than Hong Kong's despite a
much higher statutory rate.

In most cases debt financing lowers the METR
for a given level of inflation (columns 4 and 5
against 2 and 3, respectively, in Table 4.2). This
creates a bias in favor of debt financing
increasingly so for higher rates of inflation. How-
ever, the interaction of inflation and the mode of
financing can vary. In Ecuador high inflation in-
creases the METR for equity financing relative to
the statutory rate and lowers it for debt financing;
in Argentina, Brazil, and Colombia high inflation
increases the METR relative to the statutory rate
regardless of the mode of financing and despite
indexing provisions. If the tax code allows nega-
tive tax liabilities in a project to be offset against
positive tax liabilities on income from other invest-
ments, the METR wifi be lowered (columns 6 and
7, Table 4.2). It can even become negative, as in
Mexico and Tunisia, which suggests an implicit in-
vestment subsidy at the expense of the treasury for
activities submitting consolidated returns.

The treatment of depreciation, debt, and infla-
tion greatly affects the METR. Valuing assets at
historic cost and spreading depreciation allow-
ances over more than one year ensure that tax de-
preciation wifi diverge from economic depreciation
in the presence of inflation; the recouping of the
initial investment is understated and taxable in-
come overstated. When this is combined with full
deductibility of nominal rather than real interest
on debt, it is likely that the company tax wifi skew
the firm toward debt, as the deductibility of nomi-
nal interest rates overcompensates for the real cost
of borrowed funds. The firm's reduced capitaliza-
tion may then increase its vulnerabifity to external
shocks.

There is no single answer to this interlocking set
of problems. When inflation is low, the overcom-
pensation of financing costs (due to nominal inter-
est deductions) may just offset the undercompen-
sation of depreciation values based on historic
cost. The effect of inflation on revenues would
then be limited. Although the incentive in favor of
debt finance remains, it is likely to be small and
unlikely to justify the administrative complications
of schemes to convert financial income into eco-
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nomic income. In such cases the METR can be re-
duced by lowering the statutory rate. This ap-
proach, however, also lowers the AETR, which
means a windfall to past investments and a reve-
nue loss for the treasury whether or not new in-
vestments materialize. The revenue loss can be
partially offset by reducing asset-specific invest-
ment incentives. The combination of a lower statu-
tory tax rate and streamlined investment
incentivesas in Jamaica and Indonesia, as well as
in the recent U.S. tax reformwifi reduce tax dif-
ferentiation between taxed sectors. (It may reduce
the difference between the taxed and untaxed sec-
tors.) However, the METR remains positive.

When inflation is high, other measures may be
needed. Indexation of historic cost or periodic re-
valuations are an important step toward bringing
depreciation allowances in line with economic de-
preciation. Periodic revaluation of assets, as in Af-
rica, or various indexing schemes, as in Latin
America, have a mixed record. Revaluations are
costly and infrequent; indexation is often insuffi-
ciently comprehensive to avoid generating distor-
tions between assets or sectors. For example, a
move toward economic depreciation must be ac-
companied by the use of real interest rates, yet
nominal interest deductions are rarely adjusted for
inflation. Such a correction was recently intro-
duced in Mexico and has been proposed for
Turkey.

A simpler alternative is "full expensing." Under
this approach, when calculating taxable profits,
firms can treat investment expenses like other
business costs at the time they are incurred. This
relatively new approach has not been applied fre-
quently in practice, but it is similar to the treatment
of exploration and development expenses for min-
ing in developing countries. It is also used for the
manufacturing sector in Ireland and as an option
in the tax codes of Bangladesh and Zimbabwe. Full
expensing eliminates the need for indexing, for
special rules about inventories, and for estimates
of depreciation rates for different types of assets. It
would also make it easier to withdraw explicit in-
vestment incentives, many of which have the same
purpose, that is, to reduce the taxation of returns
to new investment.

If expensing is allowed, however, the cost of
debt should not be allowed as a tax deduction. If an
interest deduction is granted, the firm would be
receiving a double deduction for assets financed by
debt. This can result in a negative METR, as in
Ireland. It is appropriate only if there is a strong
case to subsidize overall investment and if other



activities can generate the revenue to finance such
a subsidy.

Full expensing without interest deductions pro-
vides, in effect, a zero METR and does not interfere
with an investor's rate of return. It also reduces
intersectoral differences in incentives and elimi-
nates the bias toward debt finance and thin capital-
ization. It can be difficult to introduce in some
sectorsfinancial institutions, for instanceand
initially it can be costly in revenue foregone, be-
cause the invested capital is recouped in the early
years rather than over the life of the asset. How-
ever, income in later years will not be reduced by
depreciation allowances, and tax revenue will then
increasealthough not to the levels associated
with a positive METR. In the ore and hydrocarbon
mining sectors in many countries (for example,
Cameroon and Nigeria) revenue from company
taxes is high because of high economic profits. The
taxes imply AETRs of 70 to 80 percent, even

though METRs may be negative because of the
combined immediate write-off of most invest-
ments and the full deductibility of nominal inter-
est. Transition problems make hybridswith par-
tial expensing, positive METRs, and a lower initial
loss of revenue, as in Malawiattractive. This is an
area that warrants further research.

INVESTMENT INCENTIVES. Governments often
use explicit investment incentives in addition to
those implicit in the tax treatment of depreciation,
interest, and so forth. Where market failures can
be quantified, there may be a case to use tax instru-
ments to promote efficiency. Special investment
incentives include exemptions, tax allowances, tax
credits, or special tax reliefs designed to assist par-
ticular groups or activities in specified industries or
locations. These incentives serve either to reduce
or defer tax liability; the latter corresponds to an
interest-free government loan over the deferment

Box 4.5 Reform of Indonesia's investment incentives

The government of Indonesia adopted a major tax re-
form in late 1983. Here the focus is on only one aspect
of the reformnamely the wholesale elimination of tax
incentives for investment.

Before 1983 the tax structure was inordinately com-
plex. Hundreds of ad hoc amendments had been
adopted, which created a law that was incomprehensi-
ble to taxpayers and tax collectors alike. Many amend-
ments resulted from changing trade and business con-
ditions, and many more were for special nonrevenue
purposes, with predictably negative consequences for
revenues and unforeseen results on equity and devel-
opment

The massive array of incentives in the investment
code was designed to favor specific industries, pro-
mote exports, develop remote regions, promote tech-
nology transfers, strengthen the stock exchangeand
even to encourage firms to be audited by public ac-
countants. The numerous and often contradictory tax
incentives created an excessively complicated system
unable to fulfill its revenue function or to serve the
special purposes originally intended.

Investors and the Investment Coordinating Board
(BKPM) negotiated many incentives as part of an over-
all package. These incentives, and the relatively rapid
change in both their design and their structure, meant
that firms in the same industry were taxed under dif-
ferent rules and that the same firm faced a different tax
regime at various times. Such incentives created effec-
tive tax rates that varied both between and within sec-
tors and thus misallocated the capital stock. For exam-

ple, the tax rules created incentives to change the
composition of investment toward short-term projects
that, in extreme cases, never paid taxes, such as "hit-
and-run" projects, particularly in textiles and light
manufacturing.

Because of a lack of communication with the BKPM,
auditors in the tax department did not know what in-
centives were available to firms, which resulted in au-
dit conflicts. In addition some firms did not file returns
during the tax holiday period, or simply filed blank
returns, which made it difficult to audit returns once
the holiday period ended.

Finally, nonuniform tax holidays created the impres-
sion of discrimination against certain industries, which
would then seek extended tax holidays or alternative
incentives to offset the perceived discrimination. Prob-
lems similar to these existed for every incentive. Tax
incentives are difficult to administer, and thus the gains
from incentives must be weighed against the increased
administrative costs.

The principles underlying the tax reform were ad-
ministrative simplicity, transparency, and minimum
distortion of economic behavior. As a result all special
tax incentivestax holidays, investment allowances,
and accelerated depreciation other than double-
declining balancewere eliminated. The expected rev-
enue gains from eliminating incentives allowed the tax
rate to be reduced. The simplified incentive system is
expected to minimize tax-induced intersectoral prefer-
ences, while the lowered company tax rate is expected
to benefit all investors.
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Figure 4.8 Income level at which personal
income tax liability begins and the
subsequent structure of the marginal
tax rates during 1984 and 1985
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period. Tax incentives for special purposes, how-
ever, are often ad hoc and poorly integrated into
the overall tax structure,

In general the effectiveness of a tax is inversely
related to the number of goals it is meant to
achieve. Tax incentives overload tax instruments
with multiple objectives. They complicate compli-
ance and prompt unproductive efforts to obtain
their benefits. If the incentives are small, the eco-
nomic gains are likely to be limited. If they are
large, the erosion of the tax revenue base is likely
to be significant.

Investment incentives are also difficult to admin-
ister. Consider tax holidays, for instance. To be
consistent, they would have to be granted to exist-
ing firms making new investments as well as to

new firms. But costs and profits must then be di-
vided between old and new operations, thus caus-
ing problems of internal transfer pricing and cost
allocation. It makes sense to reduce the number of
investment incentives; Indonesia has eliminated
them altogether (see Box 4.5).

Personal income taxes

Personal income taxes account for about a tenth of
total tax revenue in developing countries. The low
yield reflects limited coverage and poor design.
Improving the yield requires changes in the base
and rates to make the tax easier to administer,
without adverse effects on incentives to work and
save.

BASE AND RATE STRUCTURE. The typical personal
income tax is levied on net taxable income, derived
by deducting allowances and exemptions from
gross personal income. A schedule of rates is ap-
plied to determine tax liability. Tax credits are then
subtracted from this tax liability to generate the
final tax obligation.

The design of personal income taxes varies con-
siderably across countries. In some countries, such
as Ghana in 1984, very low levels of income are
legally subject to tax; in others, such as India, ex-
emption rates are quite high. In some the marginal
rate increases very rapidlyas in Jamaica before
tax reform. In others the rate schedule is relatively
flatas in Côte d'Ivoire. Finally, the highest mar-
ginal rate and the level of income to which it ap-
plies vary significantly.

Figure 4.8 shows two groups of countries, based
on their legal or intended tax structures, not the
tax structures as actually enforced. In the group A
countries low levels of income are subject to tax,
and the marginal tax rate increases rapidly. This
structure is difficult to administer since large num-
bers of small taxpayers are caught in the tax net
and subject to high rates. The higher exemptions
and more gradual increase in marginal tax rates of
the group B countries are better suited to the ad-
ministrative capacity of most developing coun-
tries.

Figure 4.9 shows that many countries have maxi-
mum rates above 50 percent. These rates often af-
fect only a handful of individualsthose with in-
comes in excess of fifty times per capita GDP. High
rates on narrow bases generate little revenue and,
if not enforced, damage the credibility of the
system.
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Income level
(multiples of GDP per capita)

Source: Sicat and Virmani 1988.



The revenue share of personal taxes has grown
slowly in the past two decades. Their base had
been expected to expand more rapidly than GDP
as more and more activities entered the formal sec-
tor. The ability to fine-tune tax rates according to
ability to pay was another reason to expect the
share of personal taxes to rise. But these factors
have been outweighed by the difficulties of en-
forcement and collection. In many countries per-
sonal income taxes are collected from less than 15
percent of the population; in South Asia and Sub-
Saharan Africa the figure is less than 5 percent.
Almost everywhere the potential revenue from
personal taxes is further eroded by avoidance
through loopholes and tax shelters, as well as out-
right evasion. A 1981 study of Bolivia estimated
that 75 percent of the revenue due from labor in-
come was collected primarily because of withhold-
ing taxes on wages, whereas the equivalent figure
for capital income was 20 percent.

Many of the same features that limit the revenue
yield of personal income taxes also limit the equity

Figure 4.9 Maximum marginal tax rate (MTR) and the level of personal income at which it becomes
effective during 1984 and 1985

Greater than 70

50 to 70

Less than 50

Source: Sicat and Virmani 1988.

features of these taxes in practice. In developing
countries personal income taxes are not the mass
taxes they are in industrial countries. The progres-
sivity of the rate structure is therefore less impor-
tant when 80 to 90 percent of the population, pri-
marily the lowest income groups and those in
subsistence or informal activities, are outside the
personal income tax net. With the difficulty of en-
forcing this tax on high-income recipients in agri-
culture, trade, and the professions, plus the preva-
lence of a multitude of allowances and provisions
benefiting wealthier groups in society, it is not sur-
prising that in many countries it is now recognized
that the personal income tax does not significantly
improve the distribution of income. However, a
less ambitious distributive objective can be at-
tained. Legally excluding the poor from the tax
base altogether is a more powerful way to protect
them than incorporating lower rates in a multirate
structure. Revenue lost from more exemptions at
the bottom of the income scale can be largely offset
by eliminating loopholes for those at the top. This
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wifi also improve the equity features of the tax.
Horizontal equity requires that all sources of in-

come (from agriculture, trade, manufacturing, and
services) and all types of income (wages, interest,
rent, profits, and so forth) be treated equally. This
favors a global income tax over schedular taxes for
different sources or types of income. A global tax,
however, entails a tradeoff between equity and
savings. Personal income taxes can affect the vol-
ume of private saving by reducing both the income
of would-be savers (usually higher income house-
holds) and the returns to savings. The second ef-
fect depends on the openness of capital markets
and the extent of financial intermediationthat is,
the availability of nonbank institutions to attract
savings through insurance schemes, social security
schemes, pension plans, and so forth.

Some governments have tried to exclude the re-
turns to savings from the income tax base. They
have exempted interest from certain types of de-
posits, for example, small post office deposits in
India and Malawi, or interest income up to a ceil-
ing, as in Jamaica. In other countries schedular in-
come taxes are used to tax different sorts of
incomesuch as interest from savings deposits
at a lower rate. Such taxes are used, as in West
Africa, because they are considered easy to
administer.

There is some evidence, however, that in devel-
oping countries changes in the returns to savings
may have a greater effect on the composition of
savings than on the level. Taxes on the return to
financial savings can reallocate savings between
different types of assetsfor example, between
stocks and bonds in middle-income countries (if
capital gains and dividend income is treated differ-
ently from interest income) or between financial
and real assets in lower income countries. These
switches can disturb the efficiency of intermedia-
tion between savings and investment. Some have
therefore argued that personal taxes based on ex-
penditures are preferable to personal taxes based
on income; expenditure taxes do not tax income
that is saved. However, such taxes applied to indi-
viduals, as opposed to transactions, have not yet
been implemented anywhere.

It makes better sense to ease the tasks of admin-
istration and enforcement by simplifying personal
income taxes. Most allowances can be eliminated.
Instead the threshold should be set high enough
say up to incomes three times per capita GDPto
exclude most low-income earners, and the maxi-
mum rate should be set low enoughsay 30 to 40
percentto reduce the incentive for tax evasion.
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Revenue would in any case be low from the very
lowest income groups and from those subject to
confiscatory rates. A multitude of brackets can be
replaced by a few brackets. Even a single rate tax
with the fewest number of loopholes and a high
threshold can still be reasonably progressive, as,
for example, in Jamaica (see Box 4.6).

PRESUMPTIVE INCOME TAXES. One way to im-
prove the income tax is to supplement it with a
presumptive taxa tax assessed not on income it-
self but on indicators of incomefor evasion-prone
groups such as self-employed professionals and
those employed in agriculture and trade. Income
tax assessment has evolved from presumptive to
exact methods as indicators of income have gradu-
ally been replaced by measures of actual income
received. In practice, however, income tax assess-
ment for large numbers of taxpayers in both indus-
trial and developing countries is still largely pre-
sumptive.

The francophone countries of West Africa rely on
presumptive or "forfeit" taxes more than other de-
veloping countries. However, this kind of tax is
also used elsewhere. In the early 1980s Turkey's
tax authorities noted that 85 percent of taxpayers
filing income declarations claimed to be in the
lowest tax bracket; audits of cases of suspected
evasion found that approximately 50 percent of in-
come was undeclared. The government intro-
duced a system of presumptive taxation in 1983.
Indicators of living standards are used to assess
taxpayers filing regular tax declarations. A pre-
sumptive assessment of certain minimum tax
amounts is made for activities in agriculture, trade,
and professional practices. Further, specified
amounts of income are presumed to be associated
with, for instance, ownership of residential prop-
erty (both owner-occupied and rental), automo-
biles, boats, airplanes, and racehorses; foreign
travel; and employment of personal servants. Tax
is levied on the income determined by a presump-
tive assessment or the taxpayer's declaration,
whichever is greater. This system increased tax col-
lections; 84 percent of those who filed declarations
in 1985 had their tax liability based on the pre-
sumptive assessment.

These methods can also be applied to taxes on
goods and services or on wealth, where valuation
is difficult. However, experience in countries as
different as Colombia and Korea suggests that a
considerable administrative effort is stifi required
for any type of presumptive tax to ensure it is
based on realistic criteria and applied fairly.



Tax administration

Tax administration in industrial countries by and
large carries out the intent of tax legislation; in de-

veloping countries tax administrators often make
their own tax policy by selective administration.

As a result steps to simplify the task of tax ad-
ministration are likely to make tax policy more ef-

Box 4.6 Reform of Jamaica's personal income tax

The government of Jamaica embarked on a comprehen-
sive tax reform in 1985. It includes changes in the per-
sonal income tax, the company tax, and indirect taxes.
The reform of the personal income tax is unique. A
complicated, narrowly based individual income tax lev-
ied under a progressive statutory rate structure
commonly found in developing countrieswas re-
placed by a broadly based, single-rate tax in 1986.

Before the reform the highest marginal tax rate of 60
percent (including payroll taxes) was reached at the
relatively low annual income level of less than three
times per capita GDP. The provisions in the tax code
were complicated. There was no standard deduction,
but taxpayers qualified for sixteen separate credits.
These credits had been added to the system over the
years for purposes that ranged from personal allow-
ances to stimulation of savings and home ownership,
and even to employment of helpers in the home. In
addition employers could grant nontaxable allowances
to employees. These allowances were negotiated be-
tween employer and employee, and the results did not
have to be reported to the income tax commissioner.
The ratio of nontaxable allowance to taxable wage was
estimated to average 40 percent.

The tax was difficult and costly to administer. Impor-
tant disincentives were inherent in the rate structure.
Capital gains and interest income were tax free, but
dividends were taxed twice. The pay-as-you-earn
(PAYE) tax ensured that formal sector labor income was
taxed at a high rate but that self-employed income
went virtually untaxed. In addition Jamaicans with
higher incomes, many outside the pay-as-you-earn
system, tended to avoid or evade a substantially higher
percentage of the tax liability than did lower income
families. This evasion and avoidance all but negated
the progressivity of the statutory rate structure. A tax-
payer survey suggested that the tax net did not cover
about half of the potential individual income tax liabil-
ity. The complexities of the system contributed to poor
enforcement, which compounded the inequities.

The primary objective of the tax reform was to sim-
plify the tax and minimize adverse incentives. This led
to several changes in its design: the sixteen tax credits
were replaced with a standard deduction equal to two
times per capita GDP, the present rate structure was
replaced with a single rate of 331/3 percent, most non-
taxable allowances were incorporated into the tax base,
and interest income was included in the tax base.

The tax reform was enacted after a committee of citi-
zens from the private sector spent several months scru-

tinizing and amending the proposals before recom-
mending its adoption. Another committee of
representatives from union, business, and public inter-
est groups also reached a consensus that the revised
and streamlined tax seemed fairer than the previous
system. From 80 to 90 percent of the population would
not pay income tax as a consequence of the relatively
high standard deduction. By eliminating loopholes, the
tax base would expand, which enabled the maximum
statutory tax rates to be lowered. This would in turn
reduce the incentive for evasion or avoidance at higher
income levels and would facilitate enforcement and
collection.

It now appears that the combination of a higher stan
dard deduction, a broadened base, and a lower flat rat
has improved administration and increased the prc
gressivity of the tax system. Revenues from company
and personal income taxes are also running 18 percent
higher in the twelve-month period after introduction of
the reform, in part because of improved administration
of the streamlined tax.

Perhaps the best indicator that the program has been
accepted is the lack of public discontent with the new
reform. However, the reform has three significar
problems. First, the potential exists for abuse in the few
allowances that remain; if the numbers or significance
of these allowances grow, they could compromise the
fairness of the new structure and necessitate a rate in-
crease to compensate for the narrowing of the base.
Second, the standard deduction has not yet been in-
dexed, and this could become another policy problem
if the rate of inflation were to increase again. Finally, to
avoid burdening lower income savers, there is no tax
on the interest from bank deposits below a certain ceil-
ing, which could encourage higher income depositors
to split their holdings. All these problems can, in prin-
ciple, be dealt with by a continuing policy review.

The Jamaican case shows that comprehensive tax re-
form can occur in a weak economic setting. Jamaica
restructured its tax system at the same time it faced a
serious exchange rate disequilibrium and a substantial
government deficit. The tax system had become so
onerous, obviously unfair, and out of control adminis-
tratively, that there was substantial public support for a
major overhaul. This support also reflected the realiza-
tion that tax rates would have to be increased signifi-
cantly under the old system because of the country's
serious fiscal and external imbalances. In many ways,
therefore, the time was right for tax reform.
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fective. Administrative reforms can improve the
tax structure by bringing reality in line with inten-
tions. But they can also magnify distortions that
were dormant when the structure was badly ad-
ministered. Setting goals for long-term tax policy
broadening the base, say, or shifting the tax base
from production and trade toward consumption
can identify needed improvements in administra-
tion. So, even though present administrative re-
sources limit the scope for tax reform, thinking
about reform helps to set administrative priorities.

In the 1960s and 1970s comprehensive tax re-
forms focused on instruments rather than on the
system as administered. Some of these compre-
hensive reforms were only partially implemented,
as in Colombia, and some not at all, as in Ghana.
Some partial reforms paid attention to administra-
tive difficulties (as in Korea, for instance) and were
successful. In the 1980s, in contrast, comprehen-
sive reforms placing a greater weight on adminis-
tration have become more common (such as the
reforms in Indonesia, Jamaica, and Malawi). Ad-
ministrative reforms must try to address the fol-
lowing problems.

Compliance and enforcement

Poorly drafted tax forms, long queues, rude offi-
cials, and cumbersome appeals procedures all re-
duce compliance. Slowor norefunds of legiti-
mate claims can foster reluctance to pay taxes in
the first place. High tax rates increase the benefits
of evasion, particularly if the tax authorities are
known to lack the resources to track down the of-
fenders. In most developing countries the sanc-
tions on fraudulent taxpayers are neglible.

For obvious reasons evasion is hard to measure.
Defining avoidance and evasion also raises concep-
tual problems. As a result there are few country-
specific or comparative studies on the subject. A
1980 study of the income tax in Indonesia before
reform found that, depending on the year, tax eva-
sion ranged from 84 to 94 percent of taxes due on
personal income tax, and 76 to 93 percent of taxes
due on corporate income. These high evasion rates
were blamed on rates too high to be enforceable
even by a relatively efficient administration. Real-
ism in tax laws is important.

A 1985 study estimated India's black, or unre-
corded, economy to account for roughly a fifth of
GDP. Not only was the treasury losing revenue,
but evasion was also blunting the allocative and
distributive features of the system. For example,
tax rates could not be lowered to reduce tax-related
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distortions without a loss in revenue given that the
tax base had been narrowed by evasion. Other,
older studies in the 1960s and 1970s for Chile, Co-
lombia, Kenya, and Nigeria all found similar high
rates of evasion.

Poor system design promotes corruption. Re-
form can reduce the opportunities for taxpayers to
bribe rather than pay taxes. One way to do this is
to reduce the number of discretionary elements in
the tax code (as was done in Indonesia and Ja-
maica). Another partial solution is to separate as-
sessment and collection (as in Malawi), while en-
suring that assessments are not made without
regard for what is collectible.

Other measures are also often needed, including
reasonable salary levels and more trained officials,
particularly those able to audit company and per-
sonal accounts and to design and operate com-
puter procedures. A greater capacity to gather and
process data would enable administrators to iden-
tify assessment and collection problems more eas-
ily. Ultimately, though, political backing is neces-
sary for successful enforcement.

Improving collection

The revenue yield of the tax system cannot readily
be increased unless ways are found to improve
collection.

TAx AMNESTIES. It serves no purpose to have a
tax assessed but not paid. In some countries the
problem of tax arrears has become so critical that
governments have taken emergency measures
such as tax amnesties and provisions for resche-
duling tax payments. These may make it easier to
collect delinquent taxes, but they can also under-
mine voluntary compliance if used frequently.

WITHHOLDING. The scant auditing resources
available in the tax administrations of most devel-
oping countries make it impractical to audit more
than a small percentage of taxpayers. A system to
withhold money from current income is therefore
one of the most efficient techniques for preventing
deliquency and evasion. Withholding is most com-
monly applied to wage income, as in the pay-as-
you-earn (PAYE) systems in Jamaica, Malawi, and
other countries. Withholding is also applied to in-
terest and dividends in some countries, such as
Colombia and Indonesia. An effective withholding
scheme, however, requires a relatively small num-
ber of easily identifiable payers of income. With-
holding is hard to apply to rental income, profes-



sional income, and small business income, where
there are as many payers as receivers.

INFORMATION EXCHANGE. Another approach is
for tax-collecting agencies to exchange iriforma-
tion. In many developing, as well as industrial,
countries import duties and taxes on domestic
transactions are administered by separate depart-
ments, with little or no exchange of information. In
other countries sales and income taxes are admin-
istered by separate departments. The exchange of
information between these revenue departments is
highly advisable because gross sales figures are im-
portant in determining income tax liabilities, and
valuations of sales for income tax purposes make it
easier to implement ad valorem excises and duties.

SELF-ENFORCEMENT AND CROSS-CHECKING. The
availability of personal and minicomputers makes
the use of self-enforcing taxes-based on matching
information from different sources-more feasible
than it was a decade ago. It is now possible for
information furnished by one taxpayer to reveal
the receipts and gains made by other taxpayers, as,
for example, in a VAT. The ultimate goal of a
linked, self-checking system of taxes, however, is
stifi far away.

COMPUTERIZATION. Automated data processing
(ADP) can improve the administration of taxes.
ADP systems that perform multiple functions re-
quire an integrated master file system. The useful-
ness of master files depends mainly on a reliable
and up-to-date system of unique taxpayer identifi-
cation numbers to distinguish one taxpayer's
records from another's. Despite the technical prob-
lems, automation may eventually offer the most
effective way to deal with expanded workloads in
customs departments (with the growing volume
and complexity of international trade), income tax
departments (with the growing number of taxpay-
ers), and treasuries (which need to forecast and
monitor revenues). Such systems are currently be-
ing set up in Indonesia, Jamaica, Malawi, and Mo-
rocco. They are already partially or fully opera-
tional in Brazil, Ecuador, Honduras, Korea, and
Nigeria. Experience suggests that ADP can in-
crease the efficiency of well-run operations, but it
can exacerbate problems if superimposed on badly
organized administrations.

Tax analysis units

Better collection and administration can improve
the implementation of tax policy. However, it is

also important in most developing countries to
strengthen the treasury's ability to analyze reve-
nue options. A tax analysis unit can support poli-
cymakers by analyzing the revenue consequences
of changes in exchange rates, interest rates, and
trade and industrialization policiesall of which
affect tax bases and interact with tax rates. It can
also weigh the implications of new revenue mea-
sures for other policies and forecast revenue to as-
sist in fiscal planning. Such units feature in many
of the comprehensive tax reform programs cur-
rently under way.

The scope for tax reform

With fiscal deficits high and access to new borrow-
ing limited, there is little scope for deliberate re-
ductions in taxation in the near future. Whether
taxes can be raised to cut fiscal deficits depends on
the existing structure of taxes and the period over
which the deficit reduction is to occur. Where tax
bases are narrow, a rapid increase in revenue will
call for higher rates. But in some cases higher rates
wifi erode the tax base through evasion. In other
cases they will cause inefficiencies in economic be-
havior, especially if the changes rely on adminis-
tratively convenient measures such as trade taxes.
In contrast, carefully designed tax reform can re-
duce the cost of raising additional revenue and en-
sure that tax policy complements other policies.
Such reforms take time.

Even in the absence of fiscal deficits, tax reform
may be necessary, especially when price regula-
tions and barriers to market competition are being
removed, or when there is a case for rectifying an
accumulation of ad hoc distortionary tax mea-
sures. Recent tax reforms in developing countries
have focused on reducing tax-induced distortions
and on simplifying tax administration. Reforms are
long term but not permanent. Significant changes
will be needed periodically to take account of shift-
ing external circumstances or internal needs. (See
Box 4.7 on Colombia's reforms.)

No system of taxation can be perfectly neutral
with respect to allocation. Nor can tax policy ig-
nore distributional concerns. The balance between
the various taxes is a matter of changing priorities
and constraints. Where the growth of income is
adequate, equity can be given greater weight
through expansion of taxes on income. However,
where slow income growth and limited adminis-
trative capacity are of greater concern, taxes on
consumption may need to be given preference.

In spite of the complexity of these issues, some

101



Box 4.7 Periodic tax reform in Colombia

At the start of the twentieth century Colombia relied
almost exclusively on trade tariffs for public revenue.
The collapse of international trade in the 1930s sharply
curtailed revenues from customs duties and prompted
a reform that established the basis of the present tax
system, including full-fledged taxes on income, net
wealth, and inheritance. This early reform was in-
tended to strengthen public revenues weakened by the
effects of the Depression and to increase the impor-
tance of direct taxes, especially on capital income.

Since then Colombia has had major tax reforms in
1953, 1960, 1974, and 1986. The objective of the 1953
reform was broadly the same as in 1930: to increase
revenue and taxes on capital income, both by raising
income tax rates and by taxing dividends. The reforms
were carried out in the face of strong opposition by
some political groups and were successful in large part
because of support from other political groups. By the
end of the 1950s taxes on income and wealth were
more important, and probably more progressive, in
Colombia than elsewhere in Latin America.

Though it set out to increase revenue and impose
taxes on capital income, the 1960 reform had the oppo-
site effect in both respects because a wide range of tax
incentives was simultaneously introduced to foster in-
vestment in manufacturing and exports. These incen-
tives were so heavily used, however, that both the rev-
enue and the progressivity of the income tax declined.

A series of ad hoc reforms, mainly income tax sur-
charges, were implemented in an effort to close the
revenue gap; by far the most important reform was the
introduction of a general sales tax in 1963. As a result of
strong opposition aroused by fears that the sales tax
would be regressive, its implementation was delayed

general prescriptions for tax design can be gleaned
from recent experience. Clearly their application
will vary from county to country.

Simplify the design of tax instruments, with
fewer rates and fewer adjustments to the base; in
particular, eliminate or streamline special tax in-
centives for investment, production, and trade.

Strengthen tax administration to improve col-
lection and facilitate the shift in the tax structure
from reliance on higher tax rates to reliance on
broader tax bases.

Avoid taxing the poor.

Simplify the design of tax instruments

Simplification of tax instruments applies primarily
to the definition of the base and adjustments to it.
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until 1965. Serious administrative problems soon
caused the tax to be transformed into a value added tax
at the manufacturing level, and it came to be second
only to the income tax as a revenue producer. Adminis-
trative problems with income taxation, particularly tax
evasion due to high and rising marginal tax rates, also
resulted in the introduction of a system of wage with-
holding and current payments in the late 1960s. These
measures helped the income tax retain its importance
in Colombia's fiscal system.

The next major tax reform in 1974 reflected Colom-
bia's extensive experience with such reforms. Not only
was this reform intended to strengthen revenue as in
previous years, but it represented a return to the pre-
1960 emphasis on taxation as an instrument of social
policy rather than the use of tax incentives as an instru-
ment of economic policy. Ineffective tax incentives
were substantially reduced. Additionally, a minimum
presumptive income tax was introduced to ensure
more adequate taxation of income from capital. Other
changes were made to reinforce the role of income (and
wealth) taxation. At the same time, however, the rates
of the sales tax with value added features were sub-
stantially increased, and its base was expanded.

The immediate effect of the 1974 reform was to in-
crease income tax revenue substantially, largely as a
result of the new presumptive tax regime. These effects
were not permanent, however. The courts had decided
that some critical administrative changes included as
part of the reform package were beyond the power of
the legislative authority. This greatly weakened the
ability to enforce the minimum tax. Moreover, a series
of rate reductions and amnesties in the late 1970s, in-
tended in part to offset the effects of inflation, not only

This in turn has a bearing on the number of tax
instruments and their rate structure.

Commodity taxes could be consolidated into
three or four instruments with the following char-
acteristics.

A shift from the taxation of production to the
taxation of consumption. This could be achieved
with two instruments. The first is a broadly based,
general tax on consumption (such as a retail VAT or
a manufacturer's VAT), which does not tax transac-
tions between industries, does not differentiate
commodities by source of production (import ver-
sus domestic), and does not tax exports (implicitly
or indirectly); this tax could have a single rate if
equity concerns can be met with a luxury tax. The
second instrument is a selective commodity tax for
demonstrable and quantifiable externalities and for



eroded the capacity of the income tax to keep up with
inflation but, in effect, eliminated the capital gains tax.
In 1983 the changes of the previous years were to some
extent offset both by regularizing the system of infla-
tionary correction and by strengthening the presump-
tive tax. At the same time the sales tax was consider-
ably altered and became in effect a full-fledged, value
added tax through the retail level.

Tax reform continued to be high on the Colombian
political agenda, however, leading to significant
changes in income taxation in 1986. This reform low-
ered tax rates on business income, freed dividends
from taxation at the individual level, and abolished the
inheritance tax. To some extent this reform reversed
the 1974 reform, just as that in 1960 had reversed part
of the 1953 reform. Unlike in 1960, however, the 1986
reform was intended more to unify the marginal effec-
tive tax rates on different types of investment than to
favor some types of investment over others. At present
still further changes along these lines in business taxa-
tion are being considered. An especially interesting
feature of the current wave of tax reform in Colombia,
however, is that it is the first designed primarily to
improve the tax structure rather than to increase
revenue.

The more than fifty years of tax reform in Colombia
point to several lessons.

Except for the reforms of 1986 and (to a lesser extent)
1974, all have been motivated primarily by economic
crises. These in turn were frequently caused by exter-
nal shocks and required new efforts to raise revenue.

The influence of changing intellectual fashions on
tax reform is as obvious in Colombia as in most coun-
tries. The reforms of the 1930s and 1950s, like those of

purposes of equity. In the latter case the base
should be luxuries (defined as those final con-
sumption goods whose share of expenditure in-
creases with income). Again there should be no
distinction between sources of production (im-
ports versus domestic producers); exports should
be excluded and the number of rates limited.

A shift from the taxation of international trade
to the taxation of domestic transactions. Domestic
taxes on goods and servicesrestructured as de-
scribed abovecan be collected at the point of im-
port for administrative convenience without being
confused with tariffs. It is then possible to restruc-
ture taxes on international trade so that the level
and variation of protection rates are reduced. Ex-
port rebates or duty drawback schemes would
have to be strengthened if production inputs faced

1974, reflected the dominant "progressive" view of
most tax experts in this century, while the 1960 reform
reflected the transitory popularity of "incentive-
directed" growth policies, and the 1986 reform reflects
the renewed interest in "market-directed" growth.

Despite the strong influence of outside forces
whether economic or intellectualColombia's fiscal
system, and the timing and manner in which it has
developed, is peculiarly its own. It reflects both the
balance of forces in its rather stable political system and
what has been called "fiscal inertia," or the tendency
of fiscal institutions to persist and change gradually
rather than radically.

A continuing undercurrent has been the inability of
tax administration to cope with direct taxes in a dis-
torted inflationary environment; hence the growing
importance of both the sales tax and presumptive in-
come taxes.

Above all, the Colombian experience suggest that tax
reform is inherently neither a continuous nor a once-
for-all process, but a periodic one. The almost-annual
minor changes in tax bases and rates common in many
countries are not usually enough to accommodate fun-
damental changes in the economic and political envi-
ronment of developing countries. Circumstances
change, and tax systems must change with them. The
Colombian case shows that such adaptative efforts are
inevitably affected by external circumstances, the polit-
ical context, and administrative constraints. They are
not always successful. However, Colombia's relative
success in maintaining government revenue, and even
a moderate degree of progressivity, in the face of con-
siderable adversity also suggests that tax reform is not
beyond the reach of a developing country.

tariffs. Export taxes should be phased out or rede-
signed in light of their primary functionfor exam-
ple, as a proxy for taxing income, profits, or eco-
nomic rent.

Income taxes could be simplified as follows.
A restructuring of company taxes so that aver-

age effective rates are high for revenue purposes
and marginal effective rates low for investment
purposes. This can be achieved through some
combination of better approximations of annual
economic depreciation rates, elimination of sector-
and asset-specific allowances, lower statutory tax
rates, and adjustments for inflation where inflation
rates are high (say more than 10 to 15 percent).
Eliminating double taxation of dividends and im-
proving the links between personal and company
taxes is also desirable.
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A restructuring of personal taxes to include all
sources of income, with lower maximum rates,
fewer brackets, higher exemptions, and the elimi-
nation of most existing special allowances. Index-
ing wifi be important where inflation is high.

Strengthen tax administration

Administrative procedures, capabilities for data
processing and analysis, and staff training must be
improved in all types of tax reform. A reform that
eliminates multiple adjustments to the base of a tax
and reduces the number of rates can go a long way
toward improving administration. Increased ad-
ministrative costs, however, may sometimes be
justified to lower economic costs, for example, by
shifting from trade taxes to a VAT

In the abstract there is no reason to prefer com-
prehensive over partial reforms. Country-specific
needs wifi determine the reform required. Com-
prehensive reforms need not be avoided on the
grounds of overloading administrative capacity.
The elements of a comprehensive reform can be
introduced simultaneously or in stages in light of
revenue and administrative constraints. New tax
instruments have been introduced successfully, as
in Colombia and Korea. Implementing a tax
change, however, is likely to be easier if the reform
builds on existing tax instruments, as in India and
Malawi. The benefits of tax reform take time to
become apparent.

Avoid taxing the poor

The equity characteristics of actual tax systems can

104

be improved by incorporating moderate progres-
sivity in both income and commodity taxes and by
simplifying tax instruments to free administrative
resources for collection, auditing, and enforce-
ment. The progressivity of the tax system can be
enhanced by exempting the income and essential
purchases of the poor from the tax net, by elimi-
nating most of the income tax deductions and al-
lowances that primarily benefit the rich, and by
subjecting luxury purchases to higher rates of taxa-
tion. The revenue loss resulting from high exemp-
tions in the personal income tax can largely be off-
set by eliminating most allowances.

Improving the resource allocation aspects of a
tax can also improve its equity aspects. For exam-
ple, eliminating taxes on production inputs en-
sures that nominally exempt basic goods are not
inadvertently taxed. Efforts at fine-tuning the tax
structure to achieve income redistribution objec-
tives, however, are not likely to be successful in
practice. Poverty alleviation can better be served
through coordination with other policies, espe-
cially on the spending side of the budget.

Careful reform of revenue instruments can en-
hance their contribution to revenue and minimize
their social and economic costs. But the remaining
costs of raising revenue, in effect, set a floor to the
benefits required from public spending. Accord-
ingly, revenue should be planned jointly with
spending: cost-benefit considerations apply to
both parts of the budget. The next chapter turns to
the expenditure side of this equation.



Improving the allocation of public spending

Public spending plays a critical role in develop-
ment. Through spending, governments preserve
and promote national identity, supply infrastruc-
ture for development, influence both the course of
economic growth and the distribution of its bene-
fits, and provide social services to meet the basic
needs of the population. Yet rapid growth in public
spending unmatched by domestic revenue has led
many developing countries into fiscal crisis, and in
many cases spending has been ineffective in pro-
moting growth and equity. Governments through-
out the developing world face the need to trim
expenditures and to improve their allocation. It is a
formidable challenge. The technical and institu-
tional problems involved in planning, budgeting,
implementing, and monitoring expenditures are
very great.

This chapter addresses three questions:
How do governments spend their resources?
How might governments best spend their re-

sources?
What institutional and technical reforms

might improve the allocation of public spending?
Although the quality of budget execution is also

critical in determining the ultimate impact of pub-
lic spending, this and other issues of public man-
agement and administration were the focus of
World Development Report 1983 and are not dealt
with in detail here.

Patterns and trends in government spending

How do governments spend their resources? This
section looks at both longer term trends in central

government spending and patterns of recent
spending cutbacks in selected developing
countries.

Long-term patterns and trends

Central government spending as a share of GDP
grew substantially in many developing countries
until 1982 but then tended to decline until a re-
newed rise in 1985 (see Figure 5.1). As noted in
Chapter 2, government spending as a share of
GDP is smaller on average in developing countries
than in industrial ones, but the exclusion of trans-
fer payments (which are controlled by government
but do not represent direct public claims on GDP)
eliminates that gap. Generalizations about govern-
ment spending patterns in the developing coun-
tries need to be treated with caution because of the
wide variation among countries even at similar lev-
els of income and because of the lack of compre-
hensive data on the public sector.

The countries of the Middle East and North Af-
rica have, on average, the largest central govern-
ments in the developing world. This reflects in
part the relatively expansive view of the public sec-
tor's role in countries such as Algeria, Egypt,
Syria, and Tunisia and in part the region's heavy
military spending (see Box 5.1). Central govern-
ments are smallest in South Asia, but state govern-
ments are unusually prominent in India and Paki-
stan. Central governments are of intermediate size
in East Asia, Latin America, and Sub-Saharan Af-
rica, with Africa's somewhat larger than those in
the other two regions.
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Figure 5.1 Central government spending as
a share of GDP by region, 1975 to 1985
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Note: Figures represent group averages weighted by GDP.
Because of the lack of comparable data, China, Japan, Nigeria,
and several relatively small countries are excluded from the sam-
ples in this figure and in Figures 5.2 through 5.7.
Sources: IMF, Government Finance Statistics, various years, and
World Bank and IMP data.

Classifying expenditures is problematic (see Box
5.2), but Figures 5.2 through 5.5 present some
broad comparisons of the allocation of central gov-
ernment spending in low-income, middle-income,
and industrial countries. In 1980 capital spending
accounted for 16 percent of total central govern-
ment spending in low-income countries and 23
percent in middle-income countries, compared
with only 6 percent in industrial countries. (The
year 1980 was chosen because data were available
for more countries for that year than in later years.)
This contrast between developing and industrial
countries partly reflects their different priorities.
Governments tend to emphasize infrastructural in-
vestment in the early stages of development. Basic
infrastructuresuch as roads, water, electric
power, and telecommunicationsis essential for
developing a national market and an industrial
base. Furthermore, the demand for such infra-
structure rises rapidly with income at low levels of
per capita income and tapers off as incomes reach a
middle range. Spending on social services and in-
come transfers takes on added importance as in-

comes rise; it expands in composition, coverage,
and quality in response to demand pressures. It
also becomes increasingly influenced by demo-
graphic trends as social services take on the charac-
ter of entitlements (see Box 5.3).

Box 5.1 Military spending

An estimated 6 percent of the world's total public
spending goes for military purposes: more than $900
billion in 1985 alone. Industrial countries spend by far
the most in absolute and per capita terms (heavily
weighted by the relatively high spending in the United
States), while developing countries spend more on the
military as a share of their GNP (see Box figure 5.1).
Most of the growth in military spending in recent
years, both absolutely and as a share of GNP, has oc-
curred in industrial countries. (These data exclude the
Soviet Union and Eastern Europe. Their total military
spending is equivalent to that of the industrial coun-
tries; as a share of GNP it is significantly higher.)

On a regional basis, Latin America devotes the small-
est share of its GNPabout 1.5 percentto military
spending. Military spending as a share of GNP is high-
est in the Middle East and North Africa, where it ac-
counted for 11 to 14 percent between 1974 and 1985.
Military spending is also relatively high in East Asia
(more than 7 percent of GNP), mainly because of high
spending in China. It is less than 4 percent of GNP in
South Asia and Sub-Saharan Africa.

The data are not necessarily reliable, however. Gov-
ernments often deliberately understate and conceal
military spending. They may categorize military-
related construction as public works, combine military
pensions with civil service ones, or classify interest on
military debt with other debt service. Or they may not
account for military spending at all and pay for it with
export earnings that are never repatriated or entered
into official trade accounts. If a bias exists, it is likely to
lean toward understatement rather than overstatement
of total military expenditure.

The goals of military spending are noneconomic
onesprimarily defense against external threat and in-
ternal instability. However, some have also justified
military spending by claiming it can contribute to eco-
nomic development. A controversial 1973 study by
Emile Benoit found that higher spending was posi-
tively associated with economic growth. This and sub-
sequent studies have argued that military spending can
have positive spinoff effects, such as fostering techno-
logical innovation, training personnel who later move
into civilian work, providing employment opportuni-
ties, building domestic institutions, stimulating a coun-
ty's tax effort, and promoting more intensive use of
existing resources. Furthermore, military industries
can be a focus of industrialization activities. Although

\
\
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Although these data cover only central govern-
ment spending, the addition of data for state and
local government and for state-owned enterprises
(SOEs) would probably only heighten the differ-
ences among country groups. SOEs are most

military spending in developing countries has tradi-
tionally been for personnel and imported weapons, in
recent years several developing countriesincluding
Argentina, Brazil, China, India, the Republic of Korea,
and Pakistanhave developed arms export industries
of their own. Brazil is now the world's sixth largest
arms exporter.

These positive effects appear to be more than offset
by the long-term negative impact of military spending,
however. Research in the past decade, although not
conclusive, points to a negative relation between mili-
tary expenditure and economic growth. The most basic
criticism is the high opportunity cost of military spend-
ing, that is, the diversion of scarce resources from more
productive civilian uses. As seen in Figure 5.4, low-
income countries spend much more for military pur-
poses than for social services. The true difference is
likely to be much greater, because IMF data appear to
understate military spending. Moreover, the military
has typically been the sector most protected from
spending cuts (see Figure 5.8). A 1982 study of sixty-
nine developing countries indicated that growth of mil-
itary spending during the 1950s and 1960s significantly
reduced overall investment, agricultural production,
and economic growth. Other studies have found nega-
tive relations between military spending and spending
on social development (including education and
health) and between military spending and savings.
Critics of military spending have argued that the
spinoff effects are overstatedfor example, that the
linkages with civilian industries are small or that the
benefits of military training to the civilian economy are
few in countries with professional armed forces. More-
over, defense spending often has a high import con-
tent. In developing countries as a whole, arms imports
represent about 5 percent of total imports. Payment for
such imports can add considerably to balance of pay-
ments problems and to the debt burden.

In sum, although the controversy over the relation
between military spending and economic growth is by
no means resolved, evidence increasingly points to
high military spending as contributing to fiscal and
debt crises, complicating stabilization and adjustment,
and negatively affecting economic growth and devel-
opment. Whatever benefits might arise from such
spending must be carefully weighed against these
heavy costs.

Box figure 5.1 Military spending as a share of GNP,
1974 to 1985

D Industrial countries
Fl Middle-income countries LI Low-income countries

prominent in developing countries, where they
concentrate on infrastructure and other economic
services and typically account for a large share of
public investment. State and local governments
are more prominent in industrial countries, where

1974 1976 1978 1980 1982 1984

1974 1976 1978 1980 1982 1984

LI Latin America and Caribbean
LI Sub-Saharan Africa LI South Asia

LI East Asia LI Middle East and North Africa

Sources: United States Government 1986b and 1987.
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Government spending can be classified in a variety of
ways. For purposes of national accounting it is usually
classified by presumed effect on the economy: con-
sumption, investment, or transfer payments. For gov-
ernment budgeting purposes it can be classified either
by "economic" type (wages and salaries, other goods
and services, interest, subsidies and transfers, invest-
ment in fixed assets, and so forth) or by "function" or
sector (general administration, defense, education,
health, infrastructure, and so forth), or by some combi-
nation of both. Budget classifications vary enormously
among countries, and many budget reforms during the
past forty yearsincluding moves toward "perfor-
mance" or "program" budgeting discussed later in
this chapterhave primarily been attempts to improve
budget structures.

The most important distinction in a budget is be-
tween current and capital transactions. Separate bud-
gets for each are common. Dual budgets grew from the
idea that originated in the 1930s that current spending
is equivalent to current consumption and should be
financed by taxation. Capital spending, in contrast, is
investment that will generate returns in the future and
that shouldon grounds of efficiency and intergenera-
tional equitybe financed by borrowing or other capi-
tal revenues. Borrowing to build assets is acceptable,
because assets increase in line with liabilities, while
borrowing to fund consumption is not. The balance on
the current account, called "public savings," can also
be used for investment and is an important indicator in
its own right.

The dual budget system has advantages and disad-
vantages. On the positive side, the distinction between
current and capital spending gives a clear picture of the
extent of both borrowing and capital formation and
assumes a link between them that does have an under-
lying economic rationale. Because a current surplus is
seen as a positive indicator, the distinction also helps to
impose discipline on current spending while implicitly

Box 5.2 Alternative classifications of public expenditures: their uses and abuses

favoring investment.
On the negative side, however, if capital spending is

defined as spending on tangible assets with a life span
of more than one year, the distinction can introduce a
bias, toward investment in physical capital at the ex-
pense of current operations and maintenance. Such a
bias can, in turn, lead to a bias toward "hard" sectors,
such as infrastructure, and away from social sectors,
for which physical capital investment is a small share of
total spending. To overcome this bias, some countries
have altered the traditional split between current and
capital spending and have distinguished instead be-
tween "developmental" and other spending. Under
this distinction the developmental budget includes cur-
rent expenditures that either constitute investment in
human resources or enhance the productivity of physi-
cal investment. While perhaps avoiding the bias to-
ward tangible assets, this variant introduces difficult
definitional problems that can make the distinction in
the two budgets seem quite arbitrary.

In addition to the problem of bias, an emphasis on
the current balance alone may be misplaced. For mac-
roeconomic stabilization the important variables are
the overall budget balance and its means of financing.
Furthermore, borrowing may need to be limited not
only for stabilization but also because public invest-
ment may not always yield long-term returns as high
as the cost of debt service. Low returns on the invest-
ment of borrowed capital have contributed signifi-
cantly to the current international debt crisis.

Finally, the existence of two budgets is often institu-
tionalized in two budget-making bodies. For example,
in developing countries ministries of finance often
have responsibility for current budgets, while minis-
tries of planning are in charge of capital budgets. Lack
of coordination between the two can lead to serious
inefficiencies and biases in the allocation of overall
spending.

they are major providers of social services such as
education.

Current government spending is divided among
subsidies and transfers, wages, other goods and
services, and interest. Subsidies and transfers
comprise the largest category, accounting for more
than 40 percent of current spending in developing
countries. Interest is the smallest category, al-
though its size has been growing rapidly in recent
years, especially in the highly indebted countries
(see Figure 5.6). Spending on wages and other
goods and services is a larger share of government
spending in developingparticularly middle-
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incomecountries than in industrial countries. As
a share of GDP, however, the difference is much
smaller (see Figure 5.3). Similarly, central govern-
ment interest payments command a greater share
of the budget in low-income countries but as a
share of GDP are higher in the industrial world. As
discussed earlier, perhaps the most striking differ-
ence between the spending patterns of developing
and industrial countries is the large share of GDP
that the latter devote to subsidies and transfers.

The severity of the resource constraint facing de-
veloping countries comes into sharper focus in
comparing spending per capita (see Figure 5.7).



Central government spending per capita was only
$44 in low-income countries in 1984, compared
with $298 in middle-income countries and $3,429
in industrial ones. The disparities are even more
pronounced in the social sectors. The low-income
countries spent only $1 per capita on education
and health, against levels more than a hundred
times greater in the industrial world, especially if
state and local government spending are included.
Different levels of spending do not translate fully
into different levels of inputs, because wage rates
are lower, and thus purchasing power higher, in
developing countries. Nonetheless input (and thus
presumably output) differences are clearly huge.
Big increases in spending are not possible for these
countries; they lack the resources, Their task is to
use the few resources they have more efficiently.

Figure 5.2 Allocation of central government
spending by economic category, 1980

60%
14%

El Capital spending
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countries

Middle-income
countries

Low-income
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Note: The areas of the circles represent the relative shares of total
spending in GDP; the figures in the circles represent group aver-
ages weighted by GDR
Source: IMF, Government Finance Statistics, 1987.

Figure 5.3 Shares of GDP allocated by the
central government to various economic
categories, 1980
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Note: Figures represent group averages weighted by GDP.
Source: IMF, Government Finance Statistics, 1987.

Patterns of recent spending cutbacks

In the early 1980s many developing countries re-
duced the share of government spending in GDP
as international banks curtailed their lending and
recession squeezed domestic revenues. Which
public sector activities were worst hit by the new
austerity? Figure 5.8 shows the average reduction
in real central government spending in fifteen
(mainly highly indebted) countries during the
early 1980s. Total real expenditure fell on average
by 18.3 percent. Capital spending suffered a 35.3
percent decline, while current spending fell only
7.8 percent. This may reflect the greater flexibility
of capital spending; it is easier to cancel or post-
pone a few large projects than to lay off govern-
ment workers, reduce civil service pensions, or de-
lay or renegotiate interest payments. Among
categories of current spending, lower payments
for goods and services and for subsidies were par-
tially offset by sharply higher interest payments.
Analyzed by sector, infrastructure spending-
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Figure 5.4 Allocation of central government
spending by functional category, 1980

Note:ISource: See Figure 5.2.

Industrial
countries

Middle-income
countries

much of it capital spendingsuffered the deepest
cut. Social spending fell by somewhat less, mii- 16

tary spending by much less.
14

Although the pattern of cuts is clear, interpreting
it is difficult. First, the data show the decline in 12
total spending as deflated by a general GDP
deflatornot necessarily the decline in the actual 10

quantity of government activity. If prices in some
sectors rose faster than in others, the decline in 8

services rendered would have been greater than
indicated. Second, prior spending levels were not 6

necessarily optimal; certain cuts should have been
made anyway. Many cases of spending reduction
in fact followed periods of rapid spending expan- 2
sion. Finally, each cut needs to be judged in the
context of the country where it happened. If the 0

private sector is active in certain sectors, greater
private sector activity may readily offset reduced
government spending. In many cases, however,
domestic recession hit private sector activity at the
same time that public spending was falling.

Detailed case studies confirm that in many coun-
tries public investment dropped dramatically dur-
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ing recent periods of austerity. In Mexico, for ex-
ample, total public sector investment fell from
almost 11 percent of GDP in 1982 to less than 6
percent in 1986. In the Philippines it declined from
8 percent of GDP in 1981 to less than 4 percent in
1985. In addition, the cut in public investment was
often exacerbated by lower private investment.
Gross private investment in the Philippines, for
example, fell from 23 to less than 13 percent of
GDP between 1981 and 1985. An even more ex-
treme case is Argentina, where gross private in-
vestment plummeted from 14 percent of GDP in
1980 to less than 3 percent in 1985, and net private
investment (after depreciation) was negativein
other words, the capital stock was shrinking. In
cases such as these it is clear that a revival of effi-
cient investment spending, both public and pri-
vate, is needed.

Figure 5.5 Shares of GDP allocated by the
central government to various functional
categories, 1980

LI Low-income countries Middle-income countries

LI Industrial countries

Percentage of GDP
18

Other General Economic Defense Social
public services sectors
services

Note:/Source: See Figure 5.3.
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Box 5.3 Demographic trends and public spending

Population trends affect spending in the social sectors.
This is particularly true in industrial countries, where
many social services in education, health, and social
security are considered to be entitlements mandating
universal coverage. The predominant demographic
trend expected during the next forty years in these
countries is the rapid growth of the elderly population,
both in absolute terms and as a share of total popula-
tion. This trend implies higher spending on pensions
and health care, offset only partially by savings on edu-
cation, unemployment insurance, and other social
programs.

Demographic trends are very different in developing
countries. Most of these countries experienced high
birth rates and declining infant and child mortality in
the 1960s and 1970s, and many are still experiencing
these trends. The result is rapid growth in the popula-
tion as a whole and particularly among the young. In
some countries, such as Kenya and Rwanda, school-
age populations will double by 2000 and put added
pressure on spending for education.

The demand for additional public spending resulting
from these demographic trends must confront the real-
ity of severe resource constraints. Many developing
countries have not achieved universal coverage in such
areas as education, health, and social security, so cov-
erage and qualityrather than spendingmay unfor-
tunately be the variables that must adjust when popu-

lations increase. If a country has set a goal of achieving
a particular level of coverage, higher population
growth will make that achievement more expensive.
Cutting costs and improving efficiency in the near term
and moderating population growth over the medium
term are both critical to expanding the coverage and
quality of social services in developing countries.

Fertility rates in some countries, such as China, Co-
lombia, and the Republic of Korea, have declined sig-
nificantly since the 1960s. Perhaps the most extreme
example is China, where, as a result of the one-child
policy, the school-age population will fall during the
next fifty years not only as a proportion of the total
population but in absolute size as well. The working-
age population is projected to grow from 64 percent of
the total population in 1980 to 68 percent in 2000, and
then fall again to 65 percent in 2030. The elderly popu-
lation is projected to grow from 4 percent in 1980 to 7
percent in 2000 and to 14 percent in 2030. Pressures for
social spending will ease in the next decade as depen-
dency ratios fall, and China can emphasize improving
the quality of services and access to them. Only well
into the next century will the dependency ratio in-
crease from today's levels, as current and future work-
ers reach old age. Long-range planning is needed to
adapt to the changing balance of needs of young and
old generations.

The risks and challenges of austerity

In sum, the data point to a steadily increasing role
for the public sector in the economies of most
countries in the world until the early 1980s. In-
creasing demands on governments have not been
met, however, with the flow of resources needed
to fund their activities. Adjustment programs, of-
ten mandated by fiscal crises, have forced cutbacks
in public spending in some developing countries
in the 1980s. Public sector investment has been
particularly prone to cutbacks. Spending on wages
and on subsidies and transfers has been reduced
less, while spending on interest has increased dra-
matically because of rising debt burdens. Such
changes in spending patterns hold considerable
risk. Although curbing overall expenditure growth
may be necessary to maintain or restore fiscal sta-
bility, governments must be increasingly con-
cerned about the allocation of spending among ac-
tivities and the quality of each activity. These will
determine the longer run effect of public spending
on development goals.

Figure 5.6 Trends in central government
interest payments, 1975 to 1985

Interest payments as a percentage of GDP
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Note: Figures represent group averages weighted by GDP.
Source: IMF, Government Finance Statistics, various years.
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Figure 5.7 Central government spending
per capita, 1975 and 1984
(constant 1984 dollars)

Note: Figures represent group averages weighted by population.
a. Includes social security, general public services, defense,
housing, and other miscellaneous spending for which detailed
data were not available in certain countries.
Sources: IMF, Government Finance Statistics, various years.

Priorities for public spending

Governments must set priorities if they are to con-
trol the total level of spending and allocate it effi-
ciently. These priorities should be based on two
considerations. The first is an appreciation of
where government involvement is necessary and,
conversely, where markets can be counted upon to
provide the same output as well or better. The sec-
ond is an understanding of how limited resources
can be spent most efficiently and effectively in the
areas in which public involvement is called for.

As discussed in Chapter 2, both economic theory
and practical experience suggest that governments
should concentrate their spending in certain areas
where their participation is necessary for a well-
functioning market, for economic growth, and for
the alleviation of poverty. Decisions on public
spending should be grounded in an understand-
ing of these basic principles and in the recognition
of the fact that spending is not costless. All funds
have alternative uses, or opportunity costs (see
Box 5.1), and governments create economic bur-
dens in the process of raising revenues to finance
spending (see Chapter 4). In addition the public
provision of goods and services may affect market
prices or behavior (such as an individual's work
effort or tendency to save or consume). It may thus
have far-reaching effects beyond its direct benefits.

Unfortunately, many governments are not allo-
cating their limited resources efficiently or effec-
tively. Too much is being spent in the wrong areas,
and too little is being left for the critical tasks that
only governments can perform. Misallocation is
occurring both within and between capital and
current spending.

Public investment

Governments must plan their public investment
programs by jointly considering both their overall
priorities for the economy and the appropriate di-
vision of responsibility between public and private
activities. Intersectoral priorities will depend on
economic structure, natural resource endowment,
and development strategy. No clear techniques ex-
ist to guide intersectoral choices, although identi-
fying bottlenecks in an economy and comparing
rates of return to different activities may provide
some clues. Intersectoral spending allocations are
inevitably based largely on intuitive judgments,
recognizing the need for overall balance between
sectors.

Within any sector the principles discussed above
can help to guide public investment decisions. The
general goal of public sector investment should be
to complement and supportrather than compete
withmarket-determined activities. The priority
areas of public sector involvement in education,
health, urban services, and rural infrastructure are
discussed in Chapter 6. Both primary education
and preventive health care provide broad benefits
to society in addition to those received by the di-
rect beneficiaries and would tend to be undersup-
plied without government involvement. There is
room for government involvement in higher edu-



cation and curative health care, but more of the
costs of these services should be borne directly by
the beneficiaries through user charges. In both ur-
ban and rural infrastructure, governments have an
important role in road construction, water supply,
electricity generation and distribution, and solid
waste disposal. Less justification exists for public
involvement in bus service and housing construc-
tion, which can be provided efficiently by private
companies. Unfortunately, many governments are
not observing these priorities (see Chapter 6).

The roles for government investment in agricul-
ture and industry were discussed in the past two
World Development Reports. Government invest-
ment in these sectors should concentrate on pro-
viding basic complementary infrastructure, includ-
ing electricity, water, transport, communications,
and flood control. Basic research is also an impor-
tant area for government involvement. Public in-
vestment in direct production or marketing of agri-
cultural or industrial products is rarely justified on
economic grounds. The involvement of SOEs in
these activities has been widespread, however, of-
ten for historical reasons. Although SOEs can be as
dynamic and efficient as privately owned enter-
prises if they are run by competent, autonomous
managers, often SOEs are sheltered from competi-
tion or are subjected to intrusive political interven-
tions, the appointment of unqualified managers,
or the expectation that they will meet a variety of
often conflicting social objectives (see Chapter 8).

Although setting priorities for public investment
is a first important step in using the government's
limited resources most effectively, an equally im-
portant concern is the quality of investment. Sev-
eral characteristics of investment projects contrib-
ute to quality and are important determinants of
success (see Box 5.4). The investment needs to be
not only economically attractive, but also techni-
cally, administratively, and financially feasible.
The objectives of the investment should be clearly
stated and acceptable to the main parties con-
cerned. Finally, the policy environment should be
stable and predictable and should create incentives
that encourage efficiency. Government officials
and project managers respond to input and output
prices, interest rates, and the international trade
regime in selecting and implementing invest-
ments. If these signals are significantly out of line
with true opportunity cost, investments are un-
likely to promote long-term growth. In Sierra
Leone, for example, government price controls on
the output of SOEs have led to a squeeze on SOE
profits and thus on investment and maintenance.

Capacity has not expanded enough to meet de-
mand, and the quality of services has suffered.
Furthermore, SOEs are being decapitalized and re-
quire large government subsidies in many cases.
Sierra Leone is not unique. SOEs in many other
countries face similar problems because of price
controls. It is clear that the success of public invest-
ment is being seriously hampered by the skewed
policy environments in those countries.

Operation and maintenance of investment

Part of current public spending on goods and serv-
ices goes for the operation and maintenance
(O&M) of capital investment and is critical for the

Figure 5.8 Real reduction in central
government spending in fifteen countries,
early 1980s
(unweigh ted average percentage change)
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Note: The countries include Argentina, Bolivia, Brazil, Costa
Rica, Dominican Republic, Indonesia, Liberia, Mexico, Morocco,
Paraguay, Senegal, Sri Lanka, Togo, Uruguay, and Venezuela.
Source: Hicks 1988.

113



The success of seven cotton projects in three West Afri-
can countries illustrates the positive effect of good pub-
lic sector investment and some of the characteristics
that lead to success. These seven projects have led to
dramatic increases in the yields, the area planted, and
the number of growers in cotton during the past fifteen
to twenty years and have resulted in major production
gains (see Box table 5.4).

Several characteristics of the projects account for this
success. First, the objectives were clear and had strong
support from the government. These included the pro-
vision of farm inputs, credit, and extension support for
cotton and foodcrops; assistance to the project author-
ity; the construction of feeder roads and village wells;
and the establishment of a seed multiplication system.
Second, the technical packages were well adapted to
local socioeconomic conditions and were adjusted peri-
odically to new developments at the international, na-
tional, and farm levels. The cotton companies, which

Box table 5.4 The positive effect of cotton projects
in West Africa

had monopolies on seed production and distribution,
maintained close links with the cotton research insti-
tute and were able to introduce homogenous and
better-performing varieties resistant to insects and dis-
ease. Third, the institutions running the projects were
autonomous and effective, and the extension agents,
who lived in the villages and spoke the local languages,
were motivated and well trained. Both the delivery of
inputs to farmers and the payment for farmers' seed-
cotton were timely, in part because of government-
provided input subsidies that helped to insure the
parastatals' financial health. This contrasted sharply
with the unreliable input supply and late crop pay-
ments of similar crop parastatals elsewhere, particu-
larly those in financial trouble. Fourth, the financial
arrangements were adequate. Future project costs
were taken into account, cash flow was sufficient, and
project authorities had both a strong incentive and the
ability to recover the costs of crop inputs from farmers.
The financial arrangements did entail government sub-
sidies on input use, however, that were quite expen-
sive. Since 1984 all three countries have eliminated or
considerably reduced input subsidies while increasing
producer prices, thus maintaining adequate differences
between output and input prices to provide good in-
centives for farmers. The overall economic environ-
ment for the projects has deteriorated somewhat, how-
ever, because of drastically lower world market prices.
Even successful rural development efforts are vulnera-
ble to unfavorable external economic conditions.

success of such investment in promoting economic
growth and development. Inadequate spending
on operations (whether supplies or personnel
costs) can lead to low levels of effectiveness in ar-
eas such as education and health and result in a
poorly educated, less healthy population. In Zam-
bia, for example, a 1975 evaluation of health clinics
found large shortfalls in drugs and medical sup-
plies, with some key drugs (such as chloroquine,
penicillin, and oral rehydration salts) out of stock
for up to seven months in some areas. Inadequate
spending on maintenance can lead to rapid deteri-
oration of physical capital. In Indonesia, for exam-
ple, inadequate maintenance of irrigation facilities
has led to breakdowns and inefficiency in water
delivery. It has lowered the productive life of irri-
gation systems by up to 50 percent.

Often a choice must be made between invest-
ment and maintenance. The latter is frequently the
more cost-effective use of resources. For example,
developing countries have lost road infrastructure
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worth bfflions of dollars through insufficient main-
tenance. In eighty-five developing countries with a
main road network of 1.8 million kilometers, a
quarter of the paved roads and a third of the un-
paved roads outside urban areas need to be re-
built. The cost of restoring these deteriorated
roadsestimated at $45 bfflionis three to five
times greater than the bill would have been for
timely maintenance. Furthermore, the cost of op-
erating vehicles on deteriorated paved roads can
be 20 to 50 percent higher than the cost on roads in
good condition. If the road is unpaved, this differ-
ence can be more than 100 percent. Because oper-
ating costs constitute a large share (75 to 95 per-
cent) of total road transport costs, except when the
traffic is extremely low, insufficient road mainte-
nance exacts hidden costs several times the cost of
restoring road infrastructure. These hidden costs,
borne primarily by road users, can become a heavy
drag on economic growth.

Unfortunately, spending on O&M (particularly

Box 5.4 An example of successful investment: cotton projects in West Africa

Percentage increase in project areas

Seedcotton Number
Country production Yields Area of growers

Burkina Faso (1965-86) 700 240 280 230
Côte d'Ivoire (1967-86) 450 140 330 190
Togo (1971-86) 800 160 660 590



spending on materials and supplies as opposed to
personnel) is generally undervalued and under-
funded in developing countries. It is undervalued
because the benefits are often hard to measure pre-
cisely and may lack political visibility. The benefits
of increased operational spending in education
and health, for example, tend to be subtle ones
relating to quality rather than quantity, once the
bare minimum necessary to keep schools and clin-
ics open has been allocated. The benefits of
maintenanceparticularly routine as opposed to
periodic maintenanceare often not clearly visible
at all. They consist merely of costs avoided in the
relatively distant future. O&M is underfunded not
only because it is undervalued, however, but also
because other spending demandsinterest, subsi-
dies, civil service wages, investment projects, and
so onexert stronger pressure on decisionmakers
or lead to more visible disruption if not met. Fur-
thermore, bureaucratic incentives may provide
few rewards for efficient O&M once funds have
been allocated. This leads managers to spend more
on administrative overheads than on the delivery
of services or supplies. More attention must be
given to O&M in budget allocation and execution,
and incentives must be changed to make this
spending effective.

Public pay and employment policies

Among the most important issues surrounding
spending on general government administration,
as well as wage-related spending on O&M, are
those involving public pay and employment poli-
cies. These policies differ considerably among de-
veloping countries. In Sub-Saharan Africa, for ex-
ample, not only has the growth of public
employment differed markedly among countries
(see Figure 5.9), but the salary structure
including differentials in wages between skilled
and unskffled workers and between public and pri-
vate sectorshas also varied greatly. Salary differ-
entials between senior (undersecretary level) and
unskffled civil servants are twenty-five to one in
Malawi but only seven to one in Zambia. The ratio
of an unskilled civil servant salary to per capita
GNIP is greater than four in Liberia but less than
one in Sudan and between one and two in Malawi,
Sierra Leone, and Zambia. One consistent pattern
among African countries and several other devel-
oping countries around the world is the decline
from the mid-1970s to the mid-1980s both in real
compensation levelswhether cash or fringe
benefitsand in pay differentials between skilled

Figure 5.9 Growth in central government
employment
(percentage annual rate of growth)

Sources: Lindauer (background paper) and World Bank data.

and unskilled workers. Extreme cases include
Ghana and Uganda, where real basic starting sala-
ries had fallen to below subsistence level by 1983,
and Sudan, where these salaries fell by four-fifths
between 1970 and 1983.

Public pay and employment policies not only
have important implications for the total level of
public spending, but they also affect the develop-
ment effort in other ways. First, employment and
wage policies help to determine the mix of inputs
going into the production of public goods. If the
wage bifi is too large and other expenditure catego-
ries are relatively underfunded, too much labor
will be employed relative to nonlabor inputs. Corn-
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Box 5.5 Controlling the wage bill of the public sector

Many countries recognize that government pay and
employment policies need reform, and some have
taken steps in that direction. The following list de-
scribes some avenues for reform; the first five address
employment and the last two the wage structure.

Civil service censuses and the elimination
of "ghosts"

The most blatant abuse of government employment
policy is the so-called "ghost" or "phantom" worker
somebody who receives government wages but either
does not exist or is not employed in the position for
which the payment is made. To isolate and delete
"ghost" workers from the payroll often requires a civil
service census that matches payroll data with budgeted
and actual employment. Ghana and Zambia have car-
ried out such censuses. Efforts to eliminate "ghosts" in
the Central African Republic and Guinea identified
1,300 and 7,000 "ghost" workers, respectively, equiva-
lent in both cases to roughly 7 percent of civil service
employment. Once "ghosts" are eliminated, it is im-
portant to establish payroll mechanisms that prevent
them from materializing again.

Elimination of vacancies and temporary positions

Audits of government employment in The Gambia led
to the dismissal of 2,625 temporary and daily wage
employees and 764 permanent employees and the
elimination of 848 out of 10,700 civil service posts. Ja-
maica has also dismissed temporary workers. The sig-
nificance of reducing expenditures on temporary labor

plaints of teachers without textbooks, public
health workers without vaccines, and agricultural
extension workers without fuel for their vehicles
are manifestations of this problem; the crowding
out of investment by an excessive wage bill is an-
other indicator. Alternatively, the combination of
labor skills may be inefficient; corridors full of idle
messengers outside the offices of overworked sen-
ior administrators point to this. Public employ-
ment programs initiated in part to combat unem-
ployment, combined with the political difficulty of
dismissing civil servants, appear to have led in
many developing countries to an excess of workers
compared with the availability of nonlabor inputs
and to an excess of unskilled workers relative to
skilled ones.

Second, civil service compensation creates in-
centives that affect performance. Rapid erosion in
real compensation can reduce work effort (if em-

should not be overlooked. In Zambia, for example,
temporary workers account for roughly one-fifth of to-
tal government expenditure on wages. Such workers
are often easier and less expensive to release than per-
manent staff, because they possess fewer legal claims.

Freezes on recruitment and suspension
of employment guarantees

Employment can be reduced over time by freezing gen-
eral recruitment, with some limited provision to re-
place essential staff. Retirements and other attrition
will then reduce total employment. Costa Rica froze
public sector employment for three years beginning in
1984. The Central African Republic limited recruitment
with a rule permitting the hiring of one functionary for
every three dismissed. This proved expensive because
a higher level person was commonly recruited when
three lower level ones were fired. Recruitment was
subsequently limited to a ratio of one franc of hiring for
every three francs of saving.

Suspending "employer-of-last-resort" practices can
also reduce government hiring. Sudan abolished its
employment guarantees for secondary school grad-
uates during the 1970s. In general such guarantees
are becoming less common, except perhaps for teacher
colleges.

Automatic and voluntary retirement

Costa Rica and Senegal have imposed automatic retire-
ment upon reaching retirement age or requisite years
of service. Guinea is offering voluntary retirement.

ployment is considered secure), because workers
will turn to other activitiessuch as moonlighting,
petty corruption, and the pursuit of nongovern-
ment work during official working hoursto sup-
plement their declining salaries. Maintaining staff
morale and honest, efficient government under
such conditions is difficult. Furthermore, while
wage costs may decline, if services decline more
than proportionally, the unit costs of government
goods and services will rise.

Wage differentials between grades are important
too. The severe wage compression that is occuring
in many countries not only diminishes the incen-
tive to work hard, but it also encourages better
qualified staff to leave and lesser qualified staff to
stay. Most efforts to reduce the public sector wage
bill, although important in helping to achieve fiscal
balance, have overlooked the critical importance of
wage differentials (see Box 5.5).



While reducing the total work force, such schemes pro-
vide governments with little control over who actually
leaves public service, and governments risk losing staff
they would prefer to retain. In addition, voluntary re-
tirement schemes may require expensive inducement
mechanisms, such as severance pay, to be effective.

Dismissal of workers

The most difficult form of retrenchment politically is
outright dismissal of redundant or (even more difficult)
incompetent workers. Severance pay for redundant
workers can ease the transition. However, only those
workers with a legitimate claim to public employment
as an acquired right, rather than a recent windfall,
should be eligible for severance pay. A public educa-
tion program can ease the political costs of a dismissal
program. In Guinea, French technical assistance fi-
nanced an information campaign that publicized and
explained the government's retrenchment plan, and
apparently increased the public's acceptance of the
austerity measure.

Wage cuts, caps, and freezes

The most common form of salary action is an across-
the-board wage freeze. In 1982 Togo imposed a 5 per-
cent cut in wages, referred to as the "solidarity tax,"
and a multiyear freeze on salaries. These policies led to
virtually zero growth in the wage bill from 1983 to 1986.
Nigeria also froze its salary structure until recently. In
addition it reduced fringe benefits, lowered transport
allowances, cut cash leave grants in half, and elimi-

Subsidies

Subsidies fall into two main types. The first, which
may include export or credit subsidies, is designed
to encourage the private sector to undertake activi-
ties that generate external benefits. Subsidies of
this type are intended to promote growth through
more efficient allocation of resources. The second,
which includes food or housing subsidies and sub-
sidies to SOEs to support government-imposed
price controls, is intended mainly to provide in-
come support. Some such subsidiesthose for
food, health, or education, for examplecan also
be justified because of their social benefits.

Although subsidies can contribute to efficiency,
the relief of poverty, and growth, their benefits
must be carefully weighed against their costs
which can be very substantial. If a government's
revenue-raising capacity is severely constrained by

nated subsidized lunches.
Wage freezes may relieve budget pressures only tem-

porarily if governments acquiesce to built-up wage de-
mands when the freeze is lifted. Furthermore, because
freezes are applied to the salary structure and not to
individual compensation, promotions may offset in-
tended budgetary savings. A 7 percent increase in the
real wage bill followed a wage and employment freeze
in 1980 in Senegal.

Wage differentials

Salary reforms to improve the pay of senior staff are
especially difficult to implement despite the clear need
for them in many cases. Budgetary constraints and po-
litical pressures are significant barriers. Nonetheless,
improving the overall performance of government may
require such reforms. After sustained periods of wage
compression both Ghana and Sri Lanka have increased
the differentials in their salary structure. From 1984 to
1986 the ratio of top to bottom salaries in Sri Lanka
increased from about 4:1 to about 12:1.

Creating supergrades for upper management, like
the senior executive service in the United States, is one
way to offer higher compensation to senior govern-
ment officials. Ghana has seconded staff to several im-
portant government posts from more remunerative po-
sitions in SOEs or the private sector. Such secondment
is currently eligible for financing through a World Bank
technical assistance credit.

administrative limitations, as is true in many de-
veloping countries, using scarce revenues to subsi-
dize private activities will mean that fewer re-
sources are available for other uses. The
investments or O&M spending forgone must be
seen as a major cost of subsidies in such cases. If a
government's revenue-raising capacity is not so
limitedas in more advanced countriesa major
cost of subsidies is the burden incurred in raising
the revenue to finance them (see Chapter 4).

Still further costs of subsidies arise from the
changes in private behavior they induce. Credit
subsidies designed to spur investment, for exam-
ple, cheapen capital relative to labor and can lead
to excessive capital-labor ratios in production and
thus exacerbate unemployment. In Thailand credit
subsidies to agriculture in the late 1970s encour-
aged excessive mechanization and have since been
scaled back. Similarly, subsidies on certain forms
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Box 5.6 How agricultural subsidies affect the environment

Countries generally subsidize agricultural inputs to
promote agricultural growth. However, the subsidies
can promote wasteful, careless, or excessive applica-
tions of these inputs and lead to significant environ-
mental damage. For example, many countries-
including Colombia, Ecuador, Egypt, Ghana,
Honduras, and Indonesia-have heavily subsidized
sales of agricultural pesticides to overcome farmers'
misperception of risk in adopting an unfamiliar tech-
nology, or in some cases to offset implicit taxes on farm
output. Such subsidies ignore the negative effects of
pesticide use on human health, other species, and the
resistance and future resurgence of the pest itself. In
addition, heavy irrigation subsidies in developing
countries have encouraged low-return investment and
caused or aggravated flooding and salinization, expo-
sure of the population to waterborne diseases, and pro-
ductivity losses in fisheries. Subsidies to chemical fer-
tilizers have depressed the use of organic manures
essential to long-term soil productivity, discouraged in-
vestments in soil conservation, and increased chemical

runoff into surface and groundwater. Economic analy-
sis of these programs has rarely considered their envi-
ronmental effects.

Environmentally costly subsidies also exist on the
output side. Several Latin American countries have
subsidized livestock production on large estates
through a variety of tax incentives, low-interest loans,
and other means. As a result ranchers have cleared
millions of hectares of tropical forest despite rapid pas-
ture deterioration, low carrying capacity, and long dis-
tance from markets. Such subsidies have made invest-
ments that are questionable on both economic and
environmental grounds highly profitable to private en-
trepreneurs, only few of whom are poor smallholder
farmers. Brazil has subsidized ranching investments so
heavily in some parts of the country that, although
they lose more than one-half the capital invested, they
yield positive returns to the private investors as high as
250 percent of their equity input. As with input subsi-
dies, fiscal policymakers have rarely considered the en-
vironmental cost of these production subsidies.

of energy or food can lead to overconsumption and
waste, as well as to inefficient use of the subsidized
product in unintended ways. The use of subsi-
dized kerosene rather than unsubsidized diesel or
fuel oil in industry and the use of subsidized bread
as animal feed are two examples. Furthermore, in
some cases subsidies can have harmful environ-
mental side effects (see Box 5.6). Finally, the mere
existence of subsidies can divert the private sector
away from productive pursuits while it lobbies for
a share of the subsidies.

Although the exact magnitude of the costs asso-
ciated with subsidies is difficult to measure, in
most cases costs are likely to rise faster than bene-
fits as the subsidy scheme grows. Careful targeting
of benefits to those most in need can go far in
increasing the benefit-cost ratio of such a scheme
(see Box 5.7).

Public spending to alleviate poverty

Experience has revealed that certain characteristics
of subsidies and other spending intended to re-
lieve poverty help determine whether resources
reach the poor efficiently and effectively. Assum-
ing a service is needed by the poor, the first impor-
tant characteristic i the level or standard at which
the service is delivered, as indicated by the unit
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cost of the service per beneficiary. Poor people can-
not afford expensive services, and no developing
country government can afford to provide expen-
sive services to large numbers of people free of
charge. Therefore, programs that offer basic low-
cost services are most likely to be of greatest help
to the poor. Furthermore, such schemes are in a
sense self-targeting, because higher income
groups often seek higher standards of service.

For example, spending on low-cost, broadly
based primary education is more likely to reach the
poor than spending on expensive primary educa-
tion or on higher education. In São Paulo, Brazil,
low-cost approaches to preschool childcare, which
use existing community buildings and mothers as
teaching assistants, can reach five times as many
preschool children for a given budget as high-cost
approaches, which use new buildings and on'y
fully qualified primary teachers. Similarly, invest-
ment in basic health clinics is more likely to assist
the poor than investment in fancier clinics or hos-
pitals. The same is true for upgrading slums as
opposed to building new housing or for providing
water through standpipes as opposed to individ-
ual house connections. Food subsidies can also be
targeted to the poor by choosing less expensive
foods to subsidize. A study in Brazil in the early
1980s showed that subsidies on bread or milk



would benefit the relatively well-off more than the
poor, while a subsidy on cassava flour, a cheap
food consumed primarily by the poor, would be
highly progressive.

A second factor affecting a program's effect on
the poor is location; the poorest tend to be concen-
trated in certain regions, in rural areas, and in ur-
ban slums. For example, subsidieswhether for
food, health care, education, credit, or housing
are unlikely to reach the poorest segments of the
population if they are available exclusively in ur-
ban areas. Unfortunately, isolationthe very char-
acteristic that tends to exacerbate povertyalso
heightens the administrative difficulty and cost of
projects designed to reach the poor in rural areas.

An urban bias in public spending programs has

often been alleged but is hard to prove. One rea-
son is the difficulty of tracing the spatial impacts of
particular spending programs. For example, a bus
terminal or port facility located in a city may bene-
fit primarily rural dwellers. Another reason is that
investments in urban infrastructure, whether for
safe water, electricity, health, or education, tend to
involve lower unit costs than their rural counter-
parts and thus may be justified on efficiency
grounds. Although rural development should
never be neglected, neither should the demands of
urbanization that inevitably accompany economic
development and growth. The main issue is not so
much the distribution of spending, but rather how
it is financed. Avoiding subsidies to urban services
through increased reliance on local taxes and user

Box 5.7 An example of expenditure targeting: food subsidies in Mexico

Until 1986 the Mexican government offered global sub-
sidies on most staple foods. Most subsidies were ad-
ministered by the state-owned National Basic Foods
Company, CONASUPO, through one of two mecha-
nisms: either by selling the products at reduced prices
to processors (who themselves were subject to price
controls on output) or by reimbursing processors di-
rectly for Costs not covered by sales revenue. These
subsidies rose substantially in the early 1980s as the
government increased guaranteed producer prices to
stimulate domestic production and held down con-
sumer prices to avoid upward pressure on domestic
wages. In 1983 the total cost to the government of these
food subsidies alone exceeded 1 percent of GDP.

By the mid-1980s subsidies of this magnitude were
no longer sustainable. Mexico faced high fiscal deficits,
rapid inflation, a rising debt service burden, and de-
clining access to international resources. As part of an
effort to reduce the fiscal deficit, policymakers reduced
global subsidies in 1985 and phased most of them out
in 1986. This more than doubled the real prices of both
tortillas and bread. By the end of 1986 the remaining
subsidies administered by CONASUPO amounted to
less than 0.2 percent of GDP.

Because of the precarious nutritional status of the
poor in Mexico, where more than 30 percent of pre-
schoolers suffer from malnutrition, the elimination of
all food subsidies for the poor could cause great suffer-
ing and undermine support for the government's aus-
terity program. The government addressed this prob-
lem by beginning a program of food coupons for
tortillas, while continuing its existing program of milk
distribution in poor urban areas. CONASUPO had
long operated special stores that sold staple foods at
subsidized prices in poor rural areas. However, all of

these efforts were underbudgeted and ineffectively
monitored. The government, supported by an agricul-
tural sector loan from the World Bank, has recently
expanded the food coupon and milk programs by in-
creasing the number of urban families covered. It is
also strengthening supervision and monitoring to re-
duce diversion of the subsidies to nontarget popula-
tions. If targeted to the poorest 20 percent (16 million
persons), a funding level of $250 million would be ap-
proximately sufficient to compensate them for the
global subsidies that were eliminated.

Targeted subsidies are a more efficient use of re-
sources than are global ones, but they face difficult
administrative challenges in Mexico and elsewhere.
The first challenge is minimizing leakage to nontarget
populations. Three types of targeting are possible: by
location, if the poor are concentrated geographically;
by food, if certain foods are consumed primarily by the
poor; and by individual income or income indicator.
The last, although the most exact in defining the target
population, is the most difficult to administer because
of the individual screening required. The Mexican food
coupon system is officially targeted by income level;
coupons are available only to families with total income
less than twice the legal minimum wage. But CON-
ASUPO's outlets are concentrated in lower income ur-
ban areas, thus implicitly also targeting by location.

The second challenge is reaching the poorest and
most malnourished, who in Mexico, as in many devel-
oping countries, live in rural areas and have limited
interaction with formal markets. The rural CON-
ASUPO stores already offer low-priced staples in many
poor areas. Special efforts will be needed to improve
their operation without crowding out efficient private
wholesalers and retailers.
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charges is the key to achieving both efficiency and
equity.

A third characteristic that determines the effect
of public spending on poverty is the program's
ability to reach the informal sector. Government
programs that touch only employees in the formal
sector, such as social security and other public pen-
sion schemes, subsidized employee health insur-
ance, or civil service housing assistance, are not
likely to alleviate the worst conditions of poverty
in developing countries.

Finally, the effect of public spending on poverty
can be increased through an explicit focus on em-
ployment and poverty alleviation in project de-
sign. Labor-intensive rural works programs, such
as rural road maintenance, can efficiently create
many jobs for the poor. Attempts have been made
in recent years to bring a poverty focus into rural
development projects. Of 192 World Bank projects
approved between 1974 and 1979, for example, the
cost for each beneficiary family was $1,104 for the
112 targeted projects, as compared with almost
$1,400 for the 80 untargeted ones. Targeted
projects could therefore reach more families for
equal cost. The rates of return on poverty-oriented
projects were not significantly different from those
of the untargeted ones, which suggests that effi-
ciency and equity can be compatible goals.

An agricultural project just beginning in Bangla-
desh provides a good example of appropriate pub-
lic investment well designed to reach the poor. The
project wifi finance basic complementary infra-
structure, in particular new construction and reha-
bilitation of flood-control, drainage, and irrigation
schemes. In addition to reducing crop losses and
boosting yields by about 160,000 metric tons a year,
it wifi generate employment equivalent to almost 5
million days of work. The project is expected to
benefit more than 200,000 poor rural families,
many of them landless laborers and sharecrop-
pers.

Emerging lessons

Several lessons emerge from the above discussion.
First, public investment should in general be com-
plementary to, rather than directly competitive
with, private investment. Second, public invest-
ment planners should concentrate on all aspects of
project design. Projects should be not only eco-
nomically viable, but also technically, administra-
tively, and financially feasible, and set in a policy
environment that provides signals to encourage ef-
ficiency. Third, adequate funding for continued
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O&M must be provided for the life of an invest-
ment. Fourth, developing-country governments
must put greater emphasis on attracting and moti-
vating qualified staff. They cannot afford to be em-
ployers of last resort for the entire labor force. Fi-
nally, efficiency and equity are not necessarily
incompatible goals. Government programs that
provide low-cost services or subsidies that are rig-
orously limited in scope and targeted to those most
in need can help alleviate poverty at reasonable
cost while building the human skifis so important
to growth. Untargeted subsidies have generally
proven to be too costly and inefficient to be justi-
fied, given the tight resource constraints now fac-
ing governments.

Three important tasks face governments as they
plan, budget, and implement public spending de-
cisions: they must control the overall level of
spending, set priorities for its allocation, and en-
sure quality within each spending category. The
challenge of planning and budgeting public spend-
ing is the focus of the rest of the chapter.

Planning and budgeting public spending

The two primary tools typically used in controlling
and allocating public spending are the medium-
term plan and the annual budget. The medium-
term plan promotes careful consideration of
spending alternatives, facilitates the phasing of
lumpy investments over several years, and pro-
vides some indication of the sustainabiity of pro-
posed revenue and expenditure patterns over the
medium term. The annual budget is the authorita-
tive legal document for allocating resources. It is
not the best vehicle for medium-term planning be-
cause its time horizon is short, it provides little
scope for proposing and evaluating options, and
it is typically prepared under significant time
pressure.

The continuing need for fiscal planning

The practice of planning has varied immensely in
developing countries during the past thirty years.
On one end of the spectrum are countries, such as
China and Hungary, which have attempted com-
prehensive central planning and direction of both
public and private investment. On the other end
are economies, such as Hong Kong, in which little
or no emphasis has been placed on central plan-
ning and in which investments have been guided
essentially by price signals arising from a relatively
freely functioning market. Between these two ex-



tremes are countries (including India, the Republic
of Korea, Malaysia, and Singapore) that have used
planning actively to guide public spending and set
a framework for private sector decisionmaking,
and countries (including Indonesia, Thailand, and
much of Sub-Saharan Africa) that have regularly
prepared central plans but have used them primar-
ily as general policy statements and often have
only nominally adhered to them.

Comprehensive central planning for the econ-
omy as a whole has lost favor in both government
and academic circles in recent years. Many coun-
tries, including China and Hungary, have put
growing emphasis on market forces and individual
incentives. In part this follows a change in the em-
phasis of development theory. Although econo-
mists once thought structural rigidities in develop-
ing countries were a major barrier to growth,
emphasis is now placed more on the harm done by
distortionary price signals. This reflects the grow-
ing belief that resources are more mobile than once
thought and that producers and consumers in de-
veloping countries do respond readily to price sig-
nals. Previous theories called for direct govern-
ment intervention in resource allocation, while the
newer view stresses the primary importance of
well-functioning markets and correct price signals.

A further reason for growing skepticism with
comprehensive central planning is the widespread
disappointment with its results in practice. Cen-
tralized decisionmaking has proved inflexible and
inefficient and has resulted in a growing array of
state institutions and large public projects, some of
which remain costly burdens. Planning has suf-
fered, particularly in the 1980s, as financial crises
have forced many governments to resort to short-
term crisis management, crowding out almost any
attempts to take a medium-term view.

The move away from comprehensive economy-
wide planning should not signal, however, a move
away from all planning. A danger exists that the
current economic crisis may obscure the virtues of
a medium-term plan for the public budget. An-
other danger is that ideological stereotypes will
block reform, with comprehensive economywide
planning linked to interventionist approaches to
development and lack of planning to noninterven-
tionist, market approaches. That would be regret-
table, because the case for better management of
public expenditure is not an ideological one. Fiscal
prudence is needed in both capitalist and socialist
economies.

The goal of fiscal planning should be to forecast
and program public spending over a three- to five-

year period and to take into account both likely
resource constraints and the linkages of such
spending with the economy. A comprehensive
medium-term expenditure plan to accomplish
such a goal contains several components. First, it
sets out a macroeconomic framework linking the
growth of national income, savings, investment,
and the balance of payments to public expenditure
and revenue. Second, it projects current spending
obligations on debt service, public administration,
defense, the operation and maintenance of invest-
ment, and so on. Although few if any items of
spending are completely inflexible, some types of
current spending (such as debt service on existing
debt, civil service pensions, and certain portions of
spending on O&M) are less flexible than others.
Third, it defines a multiyear phased public invest-
ment program, divided between high-priority
projects and those with lower priority that will be
undertaken only if resources are sufficient. Finally,
it projects revenue from tax and nontax sources
and resources needed from domestic and external
borrowing and grants. Such a plan is formulated
on an iterative basis under alternative assumptions
concerning the tax system, the level of user
charges, policies toward SOEs, and the macroeco-
nomic environment. It thus helps to achieve con-
sistency between expenditures and macroeco-
nomic assumptions, and stresses the role of public
spending as a policy instrument.

Although few countries have the capacity to for-
mulate such a comprehensive medium-term plan,
the concept is a useful prototype toward which to
strive. Progress on individual components is possi-
ble in many cases, as ifiustrated in some of the
country examples cited below.

Using budgets as policy instruments

The annual budget is usually the legal authority for
public spending. It is ideally a one-year slice of a
medium-term expenditure plan, although in prac-
tice this link between planning and budgeting has
often been tenuous. The role and form of the bud-
get process varies markedly among countries and
depends in large part on tradition. While the exact
process may vary, certain key characteristics are
important if the budget is to be an effective policy
instrument.

First, the budget should be comprehensive. It
should include all spending of the central govern-
ment, whether financed by general taxes, ear-
marked sources of revenue, borrowing, or grants.
Major investment projects of subnational levels of
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government and of SOEs should definitely be sub-
ject to central review and might also be included in
the budget or a related document. Although these
entities need autonomy in managing their day-to-
day operations, the central government should re-
tain the right of approval over significant new in-
vestments or new borrowings.

Such comprehensiveness is more the exception
than the rule, even at the national level. Extra-
budgetary accounts flourish in many countries,
both developed and developing. Furthermore, the
investments, and in some cases even the borrow-
ing, of state and local governments or SOEs are
often excluded from central review. Some coun-
tries are exceptions. Core ministries in Chile and
Panama, for example, are able to exert effective
budgetary and administrative control over all pub-
lic sector expenditure, and Thailand has estab-
lished adequate monitoring of all public sector
borrowing.

An important reason for the existence of extra-
budgetary accounts and the earmarking of reve-
nues is the desire to avoid cumbersome and often
highly politicized budgetary procedures in fund-
ing essential services. Such accounts may be inevi-
table in the short-run when budgetary processes
are severely dilapidated. The longer term goal
should be to improve these processes, however,
and to consolidate revenues and expenditures into
the budget.

Turkey has experienced rapid growth in the use
of extra-budgetary funds; more than eighty are be-
lieved to exist, about a dozen of which are large
and fully operational. They accounted in 1985 for
about 20 percent of central government budget
revenue (up from only 8 percent in 1983), or 3.5
percent of GNP. Financed primarily through ear-
marked levies, the funds are used for such diverse
purposes as promoting exports and investment,
funding high-priority public investments, subsi-
dizing agricultural inputs such as fertilizer and
livestock feed, and financing miscellaneous social
programs. They were created both to avoid cum-
bersome budgetary and disbursement procedures
and to ensure protection from general budget cut-
backs. However, their independence has under-
mined overall budgetary control, put added pres-
sure on those items of spending that are included
in the budget, and exacerbated inefficiencies and
inconsistencies in the allocation of public re-
sources. The government of Turkey recently an-
nounced plans to place up to 30 percent of the
revenue of these funds into the consolidated
budget.
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In addition to being comprehensive, meaningful
links should exist between government objectives
(as laid out in programs and projects) and tradi-
tional budget categories such as salaries, equip-
ment, and supplies. Traditional line-item budgets,
useful in tracking spending in a narrow accounting
sense, cannot provide an adequate picture of the
extent to which public objectives are being
achieved.

Several countries, both developing and indus-
trial, have reformed their budgeting procedures in
the direction of "program" or "performance"
budgeting. Such reforms not only reclassify the
budget to reflect objectives and programs, but also
attempt to monitor government performance by
relating inputs to outcomes. They have proved
hard to implement because of institutional and in-
formational difficulties in programming and in
measuring performance. The outcome has been
mixed. For example, Sri Lanka attempted to intro-
duce performance budgeting in 1969 but aban-
doned it after 1976. A more sustained effort has
produced a working system in India, but it is cum-
bersome, and the detailed information it produces
(more than 2,000 pages) is not well adapted to the
needs of the legislature or ministries. Performance
budgeting reforms in Malaysia have had a deep
and lasting effect in only two or three ministries.
Despite these problems, the efforts in all three
cases have improved performance measurement
and auditing, have broadened managerial atti-
tudes, and have indirectly improved resource allo-
cation. In sum, although the term "performance
budgeting" has lost favor because of the difficul-
ties of implementation, its elementsthe categori-
zation of spending by program, the emphasis on
monitoring performance, and the view of the bud-
get as a planning and policy instrumentremain
central to better public budgeting.

Improving expenditure planning and budgeting

Few countriesdeveloping or developedengage
in such thorough decisionmaking processes as
those described above. In fact, planning and budg-
eting systems in many developing countries have
deteriorated markedly in recent years because of
heightened economic instability. Some of the more
common problemsinadequate basic accounting,
the lack of an economic framework, uncoordinated
decisionmaking, uneconomic investment choices,
and failure to consider the lifetime cost of projects,
to plan for contingencies, or to anticipate the ef-
fects of inflation on the budgetare considered
below.



REHABILITATING BASIC ACCOUNTING. The correct
and timely recording of expenditures as they occur
is an integral part of proper fiscal control. Whether,
and after what delay, government accounts ap-
pear, and their credibility when they do, are the
most basic indicators of the health of a fiscal sys-
tem. Some developing countries fail in this ele-
mentary requirement for fiscal control. Accounts
are often so late or so unreliable that they cannot
serve as the basis for rational public expenditure
planning or monitoring. Their absence can jeopar-
dize the discipline of the entire planning and budg-
eting regime.

The example of one West African country is illus-
trative. Although the basic accounting system
used to work reasonably well, in recent years it has
disintegrated. The data needed to prepare and
evaluate budgetary requests are no longer avail-
able, and the discipline of the budget timetable has
been lost. Managers at all levels either disregard
requests for budget estimates for the next fiscal
year or submit estimates far in excess of what is
possible. They reason that the government cannot
fail to allocate some resources to their activities,
that whatever they might submit is unlikely to be
reflected in the ultimate budget, and that the actual
release of funds will not match the budget anyway.
Yet unrealistic budget submissions in turn destroy
confidence among those who receive them. All
phases of the process lose credibility in a cycle of
mutually reinforcing skepticism.

Rehabilitation of basic accounting functions is a
prerequisite for improving public expenditure
management in cases such as this. Improvements
in recording spending as it occurs should receive
top priority. Computerization of government pay-
rolls can be one significant improvement. Simple
and systematic monitoring of the investment pro-
gram can be another. Recent efforts to improve
monitoring of the investment program in several
African countries, including Ghana and Uganda,
have focused on preparing simple project profiles.
The standardized profiles contain five compo-
nents: a concise description of project content and
objectives, an unambiguous identifying title and
project number, an estimate of total investment
costs, a proposed annual phasing of investment
costs, and an estimate of recurrent costs arising
from the project. If regularly prepared and up-
dated, these simple standardized profiles can be
very useful in tracking project spending.

SETrING THE ECONOMIC FRAMEWORK. In addition
to knowing what was spent in the past, an assess-

ment and projection of the macroeconomic outlook
for the coming three to five years is important in
estimating available resources. Yet governments
often lack either the skified personnel to do such
macroeconomic analysis or the institutional incen-
tives that ensure such analysis is properly consid-
ered when plans and budgets are formulated. As a
result revenue forecasts and spending estimates
may not exist or, if they do exist, may have little
basis in reality. In addition, without central guid-
ance the spending ministries and SOEs may make
different assumptions concerning macroeconomic
variables such as expected inflation or exchange
rates that lead to inconsistencies that resurface at
later stages of the expenditure cycle. Building up
both macroeconomic and sector-specific microeco-
nomic skifis should be a high priority.

COORDINATING DECISIONMAKING. Responsibility

for planning and budgeting is often dispersed
among several institutions without effective coor-
dination. While the organizational structure will
depend in large part on history and tradition, and
while a variety of structures can work in practice,
coordination is essential.

Perhaps the most obvious example of this prob-
lem is the tension that often exists between the
ministries of finance and planning; a common in-
stitutional question is whether the two should be
merged. There are many examples of mergers and
almost as many of subsequent separations. A
number of countries, including Kenya and Sierra
Leone, have been through several rounds of this
process. Only rarely is there a genuine fusion.
More often a single minister simply presides over
both institutions. An exception is Botswana,
where the merger of the Finance and Planning
Ministries was a genuine merger of roles.

The question of whether to have one ministry or
two, or a budget office separate from both, is per-
haps not of central importancereconciling the
two functions is. Short-term budgets need to re-
flect a well-considered, longer term perspective,
and medium-term plans need the accountability
and relevance provided by direct links with the
budget. The medium-term expenditure planning
process discussed earlier can provide the vital link
between the two.

Unfortunately, few countries have managed to
integrate the planning and budgeting functions
well. For several reasons the plan is often disre-
garded as the budget is prepared. First, plans may
not be sufficiently detailed to provide guidance in
budgeting. Second, the budget process is often
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rushed and subject to many short-term pressures,
not allowing adequate time to consider plan input.
Third, planners may have less influence than bud-
geters, because the budget is the authoritative le-
gal document, while the plan does not typically
have the force of law. Frequent organizational
changes can also diminish the influence of plan-
ners. In Argentina, for example, the planning
function has undergone five major organizational
changes and several minor ones since 1973, which
has undermined its credibility. Finally, traditional
stereotypes have sometimes acted as a wedge.
Budgeters are often depicted as being concerned
with short-term expenditure control more than
long-term development, while planners are de-
picted as being overly concerned with economic
aggregates over which the government has little
practical control.

Chile and Thailand are two countries that have
tackled the integration of plans and budgets quite
successfully. Thailand has accomplished this
through procedural measures rather than organi-
zational ones. No project can be included in the
annual budget unless it is first fully appraised ac-
cording to methods approved by the planning
agency and then reviewed by that agency. Chile, in
contrast, does not have a separate planning agency
in the traditional sense. Both annual budgeting
and medium-term planning are the responsibility
of the Finance Ministry and are carried out simul-
taneously. ODEPLAN, the central project review
agency, assists the Finance Ministry in long-term
planning and must fully appraise each project be-
fore it can be included in the budget. In both coun-
tries the planning and budgeting agencies have
traditionally been well staffed, fully supported by
the political leadership, and respected for their
competence and professionalism.

Problems of coordination can also exist between
core ministries and spending agencies, whether
sectoral ministries, subnational levels of govern-
ment, or SOEs. As discussed further in Chapters 7
and 8, in all of these cases the goal is to maintain
coordination and accountability without losing the
benefits of decentralized decisionmaking. With re-
gard to sectoral ministries, the role of the central
ministries (finance or planning) should be to set
binding overall expenditure ceilings and to estab-
lish guidelines reflecting national priorities for the
allocation of total resources among broad catego-
ries of activities. For example, the ministry of edu-
cation might be allocated 10 percent more than the
previous year's spending limit, but told to hold
higher education spending constant while increas-
ing expenditure on primary education. Within
124

these guidelines (and probably with restrictions on
overall recruitment), the ministry could determine
the best allocation of resources within each activ-
ity, subject to normal central review. Only the
spending agencies have the specialized knowledge
to make detailed allocations of resources within a
subsector.

As a corollary to this division of responsibilities,
the spending agencies should not be allowed to
submit spending requests in excess of targetand
thus force the central ministries, who are in a
worse position to judge priorities, to take the re-
sponsibility for cutting the sector budget. In 1979
the Canadian government took an innovative step
to reinforce this division of responsibilities when it
introduced the "envelope" system into its budget-
ing process. Before 1979 ministers could approve
policy ideas without explicitly considering their fis-
cal implication. Under the envelope system each
policy committee in the cabinet is given an expen-
diture limit ("resource envelope") for which it is
responsible and within which it must fit all spend-
ing in its policy area. Both intrasectoral allocation
authority and fiscal responsibility are thus dele-
gated downward to those in charge of spending.
While developing countries may perceive a greater
need for central direction of public investment
than industrial ones, the insistence on "hard"
budget constraints at all levels and the devolution
of fiscal responsibility represented by the envelope
system can strengthen budget control in all
countries.

Coordination can also break down during imple-
mentation. In theory, spending agencies (sector
ministries or SOEs) should generally be responsi-
ble for implementing a spending plan once deci-
sions about allocation have been made through the
plan and the budget. Central ministries should
monitor expenditures to ensure that the allocated
amounts are spent for the assigned purposes
(within some range of flexibility) and to assess the
effect of spending choices on development. How-
ever, central ministries often react to tight budget
constraints, overprogrammed budgets, or simple
mistrust of spending agencies by slowing the dis-
bursement of funds or by erecting unnecessarily
cumbersome procedures in areas such as procure-
ment, land acquisition, or contractor eligibility. Of-
ten these are politically easier ways of controlling a
budget than denying funding requests as plans
and budgets are formulated. Such indirect forms
of control slow the implementation of projects and
restrict managerial flexibility in the sectoral minis-
tries and the SOEs. They may be better than no
control at all, but they have costly implications for



institutional development in planning and budget-
ing; they affect the morale, the staffing, and the
managerial capabilities of the implementing agen-
cies. Governments should instead foster account-
ability (particularly in SOEs) by giving financial
and managerial autonomy while implementing a
system of performance evaluation (see Chapter 8).

Of course adverse events may force a govern-
ment to cut spending below originally budgeted
amounts. Ideally the ministry of finance should
amend the original budget by negotiating new ceil-
ings with individual agencies, but in the short run
slowing disbursements may be the only feasible
way to make the necessary cuts.

CHOOSING BETWEEN INVESTMENTS. Decisionma-
kers typically face a staggering array of choices

when designing or updating a public investment
plan. First, they must choose between alternatives
for new investment, including rough ideas to be
further investigated as well as projects with de-
signs already worked out in detail. In addition
they must consider the stock of ongoing projects,
some funded by foreign aid and others not.

Preparing and updating a public investment pro-
gram should be seen as a matter of screening, in
which projects are accepted on the condition that
they meet satisfactory appraisal criteria at appro-
priate stages in their life cycle. Projects at early
stages of development would receive a less de-
tailed screening; firm proposals for new projects
should be subject to full-scale economic analysis
before construction begins (see Box 5.8). Ongoing
projects should not be exempt from continued eco-

Box 5.8 The role of cost-benefit analysis in project selection

Few public investment projects are selected on eco-
nomic criteria alone. Other concerns, including na-
tional security or the political or personal interests of
policymakers, often play a role. Economic analysis can,
however, indicate the potential effect of proposed
projects on growth or poverty alleviation and can help
prevent costly mistakes.

The basic technique of economic appraisal is cost-
benefit analysis. It consists of adding up all the benefits
and costs of the project to society, discounting them to
reflect the opportunity cost of the invested funds, and
calculating the absolute amount of discounted net ben-
efits expected from the project (the "net present
value"). The discount rate should reflect either the
preference society has for consumption today over con-
sumption tomorrow, or the amount that could have
been earned if the funds had been invested elsewhere,
or (if they are different) some combination of both.
Social costs and benefits are intended to represent not
financial costs and benefits to any particular individual,
but the true opportunity (or "shadow") cost of inputs
and outputs (such as goods, labor, or foreign exchange)
to an economy.

Techniques of cost-benefit analysis originated more
than fifty years ago in the United States and have be-
come increasingly sophisticated since then. Analysts
have devised methods to take into account such con-
siderations as the distribution of costs and benefits of a
project among income groups or regions, the net con-
tribution of the project to national savings, the riski-
ness of the project and its correlation with other risks in
an economy, and the economic costs of raising the
funds necessary to finance the project. At the same
time, however, inherent difficulties remain in such fun-

damental tasks as measuring costs and benefits and
choosing the appropriate discount rate. How does one
measure, for example, the benefits of constructing a
national monument, building a prison, helping to cre-
ate a more educated or more healthy population, in-
vesting in agricultural research, or controlling popula-
tion growth? For a large class of public expenditures in
which benefits are difficult to measure, "cost effective-
ness" analysisthat is, trying to minimize the costs of
an agreed-upon output or to maximize such output
with given costis often more useful than cost-benefit
analysis. Cost-effectiveness techniques cannot be used
to compare the economic returns on investment in dif-
ferent sectors or between returns of different activities
within a sector (such as primary and university educa-
tion). Even though intersectoral comparisons of rates
of return are possible with cost-benefit analysis, how-
ever, such comparisons are usually too uncertain to do
more than indicate which activities might usefully re-
ceive greater priority.

The most important consideration in individual
project analysis is not which specific type of economic
analysis is used, but that some attempts are made to
bring rational, objective, and, to the extent possible,
quantitative analysis into the decisionmaking process.
Systematic attempts at objective project appraisal will
not always prevent poor investments, but if given suf-
ficient weight in the allocation process, they are likely
to provide some defense against the largest and most
costly investment mistakes. They can also help in
choosing among various alternatives for the size, loca-
tion, components, timing, or technology of a proposed
project.
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nomic scrutiny merely because costs have been in-
curred. Their economic rationale may disappear as
conditions change.

Unfortunately, economic criteria are often ne-
glected, partly because many core and spending
ministries lack the capability to appraise projects
thoroughly. In addition, other considerations may
take precedence over economic return: the power
of interest groups, tied financing, the desire for
prestige projects, the unwillingness to forget sunk
costs and stop bad projects, ministerial lobbying,
corruption, or simple inertia. Requiring that a team
(possibly a centralized one such as ODEPLAN in
Chile) carry out a simple and consistent project
appraisal for every major project (including those
of SOEs and subnational levels of government)
and then adopting procedures that ensure the
results receive attentioncan help to avoid the
most costly mistakes (see Box 5.9).

CONSIDERING THE LIFETIME COSTS OF A PROJECT.

One way spending agencies try to preserve or en-
large their claims on the central budget is to submit
a funding request for only the first phase of a large
project without specifying what later phases will
cost. Because projects are difficult to cancel once
begun, the best way to avoid ballooning costs is to
require that no project begin without a full picture
of projected future costs.

It is important to emphasize here that "costs"
include not merely capital costs but all recurrent
resources needed to complete and operate the
project. Although this point is now widely appre-
ciated, the recurrent cost implications of invest-
ment decisions are often understated or over-
looked. The problem is partly procedural.
Recurrent and development budgets are often
drawn up by separate processes, even by different
groups of people, with little or no account taken of

An example of the importance of economic analysis in
designing an investment program is Thailand's Eastern
Seaboard Development Program. The Fifth Five-Year
Plan (1982-86) selected the eastern seaboard region of
Thailand as a major new center for industrial develop-
ment. The region was one of the most rapidly growing
in the country and had several advantages: proximity
to Bangkok and to raw material and labor supplies;
excellent road, port, and communications infrastruc-
ture; and direct access to natural gas. The plan pro-
posed large investments in heavy and light industry
both to contribute to employment and export growth
and to shift economic activity from Bangkok. Total in-
vestment for the program was projected to be $4.5 bil-
lion (in constant 1981 prices).

The government initiated a major study in 1981 to
assess the feasibility and economic implications of this
program. It concluded that:

The economic rate of return for the overall pro-
gram would be 9.7 percent, which meant a negative net
present value using a 12 percent discount rate; but se-
lected components had returns as high as 50 percent.

The effect on employment would be relatively
small, and the program's cost for each job created
would be very highmore than ten times the average
for new industrial investment in Thailand in 1981.

The financing requirements would place signifi-
cant burdens on the Thai financial system; the program

Box 5.9 Economic analysis makes a difference:
Thailand's Eastern Seaboard Development Program

would require about one-third of the average new eq-
uity capital generated annually in the country.

The program would contribute significantly to the
country's international indebtedness; it would require
loans equal to about 10 percent of total medium- and
long-term disbursements to Thailand in 1981.

The program would impose substantial burdens
on public finances by absorbing 6.5 percent of total
public investment during the plan period and by re-
ducing total revenues by 5 to 10 percent because of
declining trade taxes.

The net foreign exchange savings from the pro-
gram could be substantial because of import substitu-
tion in heavy industry.

The doubts raised by the study, together with the
subsequent deterioration of Thailand's fiscal position,
prompted the government to adopt a cautious ap-
proach to the program's implementation. It subjected
major components, especially the large-scale industrial
projects, to further in-depth evaluation and scaled
down the program significantly. Total investment dur-
ing the 1980s will probably amount to only about one-
half of that originally projected. All parts of the pro-
gram continue to be subject to economic and financial
analysis. Such analysis is clearly making a difference,
not only in the way public spending is allocated, but
also in its effect on economic growth and development.
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the complementarities between the two. The prob-
lem can also be one of inadequate information.
Country-specific norms, established through em-
pirical investigation of ongoing projects, can be
useful as a rough guide in forecasting recurrent
costs.

Botswana's planning and budgeting system is
exemplary in its attention to the recurrent cost im-
plications of investment spending. In preparing
the most recent (the sixth) National Development
Plan (covering fiscal 1985-86 to 1990-91), each sec-
tor ministry was asked to list the programs that it
needed to carry out its sector policies. The pro-
grams were presented in summary form with a
brief description of each project, its purpose, and
its cost in both capital and recurrent expenditures.
The investment ceilings were then determined
from the overall targeted growth of recurrent
spending, itself reflecting ceilings for use of skilled
employees. The historical relation between recur-
rent and capital spending was an additional guide.
The system allowed investments in excess of the
ceilings only if a ministry could demonstrate that
such investments would require no further alloca-
tions from the recurrent budget.

PLANNING FOR CONTINGENCIES. Because of their
inability or unwillingness to make difficult deci-
sions, planners and budgeters often overprogram
and pay too little attention to priorities, resource
constraints, or phasing. In addition unexpected
shortfalls can make a well-programmed fiscal plan
obsolete. In the squeeze caused by an overpro-
grammed budget, the tendency is to cut or delay
all spending rather than to define priorities. As a
result funding for many programs is likely to fall
below the minimum effective level. For these rea-
sons setting priorities and developing contingency
plans for unexpected shortfalls should be a part of
any planning or budgeting exercise. This can be
accomplished in part by formulating a "core" in-
vestment programa group of projects that
should receive funding under all circumstances
together with a list of standby projects to be
funded only when additional resources are avail-
able. The common practice of partially funding all
or most projects should be abandoned.

ADJUSTING FOR INFLATION. Plans and budgets are
often drawn up in constant prices. Forecasting in-
flation is technically difficult, especially during pe-
riods of economic instability. Moreover, providing
explicitly for inflation is often regarded as a self-
fulfilling prophecy. Yet inflation can play havoc

with forecasts made in constant prices, especially if
spending rises faster than revenue when inflation
accelerates. This is likely to be true if, for example,
government wages and transfer payments are fully
indexed to inflation while taxes are not. If fiscal
deficits are to be properly managed, inflation must
be taken explicitly into account in planning and
budgeting. Medium-term spending plans, al-
though generally drawn up in constant prices,
should consider the likely consequences of alterna-
tive inflation scenarios. Annual budgets should be
formulated in current terms, with contingencies
built in for unexpected price movements. The
problem is not unique to developing countries.
The British government recognized the need to
consider inflation in its 1981 shift from the use of
constant to current prices in medium-term expen-
diture planning. Under the previous system auto-
matic adjustments were made to spending alloca-
tions in response to price movements, which led to
constant upward pressure on total spending. Un-
der the new system of "cash planning," in con-
trast, binding cash limits are imposed on depart-
mental spending, which allows greater discipline
in budgetary control.

COORDINATING DONOR ACTIVITIES. Donors fi-
nance a large portion of the investment budget in
many developing countriesup to 100 percent in
parts of Sub-Saharan Africa. Their involvement
has both good and bad effects on the allocation of
spending.

On the positive side, in addition to providing
concessional funds, some donors carry out rela-
tively comprehensive economic evaluation and de-
mand thorough recordkeeping. Their skills in eco-
nomic analysis and in project appraisal and
monitoring may be higher than those of the bor-
rowers. They can influence not just the selection of
individual projects, but borrowers' standards
more generally (see Box 5.10). Furthermore, they
help to educate governments, citizens, and the pri-
vate sector in the industrialized world about the
problems of development and the urgent need for
continued international capital transfers.

Balanced against this, however, are potential
drawbacks. First, donors can complicate policy-
making. In many countries each sector ministry
deals directly with donors. This can lead to dupli-
cate efforts and, more important, can impede cen-
tral control of the budget. Lack of a central view-
point makes intersectoral tradeoffs difficult to
judge and overall spending hard to contain. In the
extreme an investment program may be no more
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Box 5.10 The World Bank's evolving role in public expenditure reviews

The World Bank has made a significant commitment in
the past few years to carrying out extensive analyses of
the public investment and public expenditure pro-
grams of its borrowers. Aside from studies incorpo-
rated directly into general country economic reports,
more than thirty public investment reviews (PIRs) or
public expenditure reviews (PER5) have been pro-
duced. These reviews provide recommendations to
governments on the size and composition of their
spending programs and on ways to strengthen local
institutions to enhance the countries' own abilities to
design such programs.

A typical review begins by laying out a feasible mac-
roeconomic framework, which usually includes pro-
jected borrowing requirements of both the central gov-
ernment and the public enterprises. It may present
alternative macroeconomic scenarios to illustrate the
favorable consequences of policy reform or the unfa-
vorable consequences of excessive spending. PERs
then consider the adequacy of operation and mainte-
nance expenditure and the appropriateness of the level
of wages, employment, transfers, and subsidies. Both
PERs and PIRs recommend a core public investment
program based on a review of priorities for eight to ten
sectors, including agriculture, industry, energy, trans-
port, telecommunications, housing, water, education,
and health. They consider ongoing and newly pro-
posed projects in light of the sector strategy, the appro-
priate role of the public sector, and specific project Se-

lection criteria. They also consider financing
alternatives, including cost recovery.

The role of these World Bank reviews has expanded
and evolved in recent years. Earlier reviews looked
mainly at investment priorities; more recent reviews
have looked more broadly at the economic and institu-
tional dimensions of managing public expenditure. In-
creasingly PERs are also used to examine particular
types of government expenditure. For example, cur-
rent expenditure and public social expenditure are be-
ing reviewed for Senegal and Brazil, respectively, in
1988. Recommendations on spending priorities are fre-
quently incorporated into structural adjustment
lendingat either the sectoral or economywide level.
The reviews are also often discussed at meetings of aid
donors, where concessional loans and grants are
sought, and as an element of conditionality in IMF ad-
justment lending.

This process of public expenditure review faces two
challenges in the future. First, so far the reviews have
been very costly. The growing experience of Bank staff
in conducting such reviews and the accumulation of
country-specific knowledge should help improve cost-
effectiveness. Second, ultimately the country's own
policymakers and economic staff should carry out the
reviews, preferably on a continuous basis. Without this
latter goal no lasting contribution can be made to the
country's institutional development.

than a list of projects that donors choose to fund,
without any centralized consideration of the eco-
nomic merits of each project or the balance be-
tween them. Furthermore, donor representatives
may be under pressure from their own organiza-
tions to lend and disburse, which may lead them
to seek special treatment. This could include sepa-
rating counterpart funds from the budget or ex-
empting projects from the normal procedural
checks.

In addition, donors sometimes place restrictions
on project funding that can lead to greater cost,
heighten domestic budgetary pressures, or reduce
effectiveness. One example is the requirement that
aid be tied to the purchase of goods and services
from the donor country, even if the cost is higher
than it would be under competitive bidding. An-
other is the common refusal of donors to fund cur-
rent spending on O&M. This means that budget-
ary pressures mount later, because countries must
provide not only matching capital funds but also
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continued recurrent funding. It also reinforces the
underlying bias against spending on O&M.

Aside from the need for changes in some donor
policies and practices, all of these problems can be
tackled through better coordination of foreign aid
by borrower governments. Donor projects and fi-
nancing should be incorporated into the central
budget, and donor projects should be subject to at
least the same standards of central review as do-
mestically financed ones. The willingness of do-
nors to fund should not be the decisive factor in
allocating resources to investment. Efforts at better
coordination of aid have increased in recent years,
but the difficulties are great.

Indonesia provides an example of effective aid
coordination. Donor activities enter into the nor-
mal planning and budgeting process, so that
spending priorities drive funding rather than vice
versa. The Planning Ministry coordinates the total
size of the aid program and major policy decisions
relevant to it, while donors work with individual



spending ministries on detailed project objectives
and design. Although constant interaction among
individual donors, sector ministries, and core min-
istries occurs throughout the year, donor represen-
tatives and senior economic ministers meet annu-
ally as a group. At this meeting the parties review
recent economic developments, the ministers brief

participants on upcoming policy initiatives, and
donors indicate the size and provisional allocation
of their funding for the coming year. A spirit of
cooperation pervades the process, primarily be-
cause all parties see the government as both re-
sponsible for coordinating aid and effective in car-
rying it out.

Box 5.11 The importance of process in budget reform:
the Kenyan task force on budget issues for agriculture

The problem was familiar, the causes baffling: Kenya's
overall agricultural program in the mid-1970s was per-
forming poorly. Projects were stalled, disbursements
lagging, and overall results disappointing. What was
going wrong?

Some of the difficulties clearly resulted from weak
technical packages, from distortionary policies (such as
credit or marketing systems), and from poor project
management. But the budget process also emerged as a
source of problems. Officials of the Ministry of Agricul-
ture insisted that funds were insufficient because of
arbitrary budget cuts and slow disbursements of autho-
rized funds by the Ministry of Finance. Finance offi-
cials, however, argued that fault lay with the Ministry
of Agriculture and its poor use of the resources it re-
ceived. It was clear that sector plans were vague, that
project screening techniques were undefined, and that
the many projects on the books did not together form a
coherent investment program. Too much was spent on
recurrent costs, especially salaries, and on financial
support of parastatal institutions. Mistrust and failure
to coordinate decisionmaking characterized the plan-
ning, budgeting, implementation, and monitoring sys-
tems. The budgeting process was not well linked with
either planning or with final budget allocations, and
funds took months to reach spenders.

Attempts were made to redress the problems
through studies, technical assistance, and incremental
changes in procedures and institutions, but to no avail.
The root causes were simply too complex and involved
too many actors and basic government procedures to
be susceptible to simple, one-shot solutions, especially
where these rested primarily on outside assistance.

The government finally decided to focus first on the
process of reform rather than on detailed solutions. A
task force, composed of top officials from the Ministries
of Agriculture and Finance, was established in 1981 for
two years (later extended) to recommend and imple-
ment improvements in planning, budgeting, spend-
ing, accounting, and project management. The work
program entailed four formal meetings a year, which
were geared to the major phases of the resource man-
agement cycle: the plan (forward budget estimates),

the budget estimates for the year, the release of funds,
and the evaluation of annual results.

Meetings were well attended and well prepared. Pa-
pers prepared by Kenyan government staff and consul-
tants (mostly from Kenyan institutions) set the sub-
stantive agenda, which was eventually expanded to
include the broader effect of budget issues on the work
of the Ministry of Agriculture. The meetings focused
increasingly on specific issues. Practical proposals and
results followed. The process was linked with, and re-
inforced throughout by, exercises supported by the
World Bank, including a public expenditure review, an
agricultural sector loan, other agricultural projects, and
technical assistance.

The effort was considered a great success. It helped
to spotlight budget issues, promoted changes, and led
to steady and visible improvement in the resource
management process. For example, disbursements
sped up dramatically, with the time required for funds
to reach a project manager in the field falling from
seven months to three weeks. A much stronger, policy-
oriented budget proposal was prepared, with priorities
clearly defined, and the Ministry of Agriculture was
able to defend its budget more successfully. A sound
project management system was launched. Overall the
Ministry of Agriculture developed better management
tools and information systems, aided by the introduc-
tion of microcomputers. The overall quality of agricul-
tural programs improved markedly during this period.
After four years the Ministry of Finance decided to be-
gin a similar reform process.

Several lessons emerged from this experience. First,
the "process" approach is a precondition for success.
The outcome in this case was not, and could not be,
precisely specified in advance. The direct involvement
of participants in forging solutions was critical. Sec-
ond, the budget is central to the policy process and is a
good vehicle for promoting institutional change. Gov-
ernment policy is reflected directly in how funds are
spent and how effectively. Finally, change in this field
is likely to be quite slow and incremental. One-shot
efforts or complex blueprints for change are unlikely to
succeed.
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Directions for reform

The tasks of containing and allocating spending
call for medium-term plans and shorter term bud-
gets that set clear priorities and ceilings. But devel-
oping countries face shortages of skifis and infor-
mation, fragile political systems, and unstable
macroeconomic conditionsexacerbating the diffi-
culties that all governments face in these matters.

Although improvement is certainly possible, re-
forms in planning and budgeting wifi be slow and
incremental, as Kenya's budget reform suggests
(see Box 5.11). Along with a continuing need for
training to improve civil service skifis, experience
indicates some directions for reform. The starting
point is basic accounting. Governments must de-
velop ways to track spending in a timely and accu-
rate way. The next step is routine economic
analysisas part of the planning processof both
the macroeconomic environment and proposed in-
vestments. The first should tell governments ap-
proximately how much they wifi have to spend;
the second should prevent at least the most fla-
grant mistakes of investment selection, while alert-
ing decisionmakers to the future capital and recur-
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rent cost implications of their choices.
Another basic concern is the coordination of de-

cisionmaking among planners, budgeters, spend-
ing agencies, and donors. Budgets cannot be prop-
erly controlled and directed without it. All of these
decisionmakers have important roles to play. In
turn, each should be directly responsible for oper-
ating within clear limitsthat is, within "hard"
rather than "soft" budget ceilings. Furthermore,
such ceilings should be in the form of cash limits
on spending to prevent inflation from eroding
budgetary discipline. Priorities within these ceil-
ings should be as explicit as possible (for example,
through the specification of a core investment pro-
gram) to permit a flexible, efficient response to un-
foreseen circumstances. Finally, once allocations
have been made, they must be followed up by
monitoring, with the proper incentives in place to
ensure that implementation proceeds as intended.
Chapter 8 returns to this issue. It shows that many
governments are already trying to improve the in-
centives for efficient performance of SOEs through
innovations such as performance contracts and an
expanded role for market forces in public
provision.



6
Spending priorities and revenue options
in selected sectors

Public finance policies to meet the goals of stable
long-term growth, economic efficiency, and pov-
erty alleviation vary from sector to sector. Despite
these differences all sectors confront the same fis-
cal dilemma: tightening financial constraints make
it impossible to maintain large subsidies across a
wide range of public services and still provide ade-
quately for priority needs and target groups. This
chapter complements the earlier discussion by fo-
cusing jointly on spending, revenue, and the role
of government in certain specific sectors. It has
three recurring themes.

Setting priorities. Spreading resources across
low-priority tasks is common. Spending and
subsidies need to be selective in the types of ser-
vices covered and to be directed toward target
beneficiaries.

Mobilizing financial resources. User charges and
other benefit-related fees can improve economic
efficiency as well as raise revenue. Charging pro-
vides incentives for efficiency in production and
use (see Box 6.1). Distributive goals need not suffer
if charges are levied on services used primarily by
the rich and are differentiated by income.

Decentralizing provision. Shifting more adminis-
trative and financial responsibilities to those in
closer touch with local conditions and needs may
both improve efficiency and raise revenue.

The sectors examined are those in which public
finance has traditionally had a major rolehuman
resources and urban and rural infrastructure.
Other important sectors, such as industry, agricul-
ture, and national infrastructure (for example,
transport and telecommunications) are not dis-

cussed, but examples drawn from some of them
appear in other chapters. Public policies toward
agriculture and industry were examined in the
1986 and 1987 World Development Reports.

Education and health

For historical, economic, and political reasons,
government has had a dominant role in education
and health in most countries. Schools are usually
owned, administered, and financed by central gov-
ernments. As shown in Table 6.1, the average re-
gional percentage of students in public schools ex-
ceeds 83 percent at the primary level and 74
percent at the secondary level. The direct cost of
public schooling is borne almost entirely by the
government. In a survey of thirty-six developing
countries in 1980, more than 30 percent obtained
no fee revenue at primary or higher levels. Of
those with fees, the amount collected was small
about 8 percent of cost.

Although private activity in the health sector is
greater than in education, the government ac-
counts for a major share of total health expenditure
in all regions except Asia. Government activities
include free or low-cost curative care in public
health institutions or social security facilities, spe-
cialized hospitals for certain diseases, and other
public programs for immunization, water purifica-
tion, sanitation services, and the like.

What's wrong with present financing arrangements?

Government activity in education and health has
produced dramatic improvements in the indicators
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Box 6.1 Pricing public services

What price should public providers charge to induce
the amount of consumption that is best for society as a
whole? If efficiency is the principal goal of price setting,
the marginal cost rule generally applies. According to
this rule, price should be set equal to society's cost of
providing the last, or marginal, unit. Since the price
the consumer is willing to pay measures the benefit of
another unit of consumption, when price exceeds mar-
ginal cost, society can be made better off by a lower
price and more consumption. By the same argument,
at a price that is lower than marginal cost, society gains
from a higher price and less consumption.

Evaluating benefits and costs is difficult

As with most rules the exceptions and qualifications
are as important as the rule itself. Finding the right
price is complicated for many goods and services.
When a state-owned enterprise operates in a competi-
tive market, such as in traded goods like steel, copper,
or rice, the appropriate reference point is generally the
prevailing market price (see Chapter 8). For nontraded
goods, such as water, electricity, or other utilities, how-
ever, the incremental cost of resources used in produc-
tion must be considered in relation to the benefits. This
raises difficulties.

Externalities. When one individual's consumption of
a publicly provided good affects others, the individual
should be induced to consider the social rather than the
private costs and benefits of his or her behavior. For
example, because individuals may primarily consider
only their own well-being, fewer of them are willing to
pay the cost of being immunized against a contagious
disease than would be socially desirable. A price below
marginal cost is thus required. But how much lower? In
some cases, as in immunization or family planning pro-
grams, it is almost impossible to estimate the price that

of human well-being during the past thirty years.
But risks lie ahead because of three basic problems.

In a time of rising demands and tightening
financial constraints, many governments cannot fi-
nancially sustain these rates of improvement.

Many public programs are inefficiently run.
The distribution of education and health sub-

sidies is not equitable.

INSUFFICIENT SPENDING ON COST-EFFECTIVE ACTIV-

ITIES. Despite improvements in literacy, child mor-
tality rates, and other human resource indicators
during the past three decades, more investment in
education and health is still socially profitable.
Studies based on wage employment data show

will promote the desired behavior, and the service is
best provided free. In other cases a fee to "internalize"
the externality is feasible, as when toll roads charge a
premium for congestion during peak periods. In all
cases it is important not to generalize across a wide
range of services, even within a sector.

Lumpy investments. In some sectors, such as ports,
telecommunications, and power, system expansion re-
quires a few large investments rather than a series of
small ones. Setting price to short-run marginal cost
results in considerable price instability. Price rises as
the system approaches full capacity and falls immedi-
ately after a new facility is built, usually with excess
capacity. One way to avoid this problem is to use aver-
age incremental cost, a formula that provides an inex-
act but more stable approximation of marginal cost. A
further problem is that since unit cost drops as the scale
of operation increases (that is, there are scale econo-
mies), charging marginal cost will fail to cover operat-
ing cost. A two-part pricing schemea fee for connec-
tion plus a fee equal to the marginal cost of
consumptionis sometimes the answer.

Budget constraints and economic distortions. Many coun-
tries face tight budgetary constraints because the cost
of generating revenue from general sources is high. In
many cases, therefore, a price above marginal cost may
be warranted.

Price influences the consumption and production of
substitutes and complements. In addition misaligned
prices and taxes elsewhere in the economy can cause
economic distortions. Where feasible, prices should
compensate for these effects.

Incomplete markets. Some public services, such as
higher education or a hospital stay, would require large
payments, albeit over relatively short periods, to cover
marginal cost. Where financial markets cannot provide

that the social rate of return to education, as calcu-
lated by comparing the higher lifetime productiv-
ity of educated workers with the social cost of edu-
cation, generally exceeds that of most alternative
investments. This finding is corroborated by evi-
dence that educated farmers are considerably more
productive: the crop yields of farmers with four
years of education are up to 9 percent higher than
those of farmers with no education. Health invest-
ments, too, have been shown to contribute to de-
velopment through improvements in the produc-
tivity of the labor force, although returns here are
more difficult to quantify.

Moreover, much remains to be done for purely
humanitarian reasons (see also Box 1 in the Over-



educational credit or health insurance, as is generally
the case in developing countries, a price equivalent to
marginal cost would be beyond the means of most of
the population. Until such markets can be developed,
their failure serves as a practical constraint on higher
prices.

Administrative costs. For some goods or services (for
example, a malarial spraying program to eliminate
mosquitoes), it may be extremely costly to identify in-
dividual beneficiaries. It may not be feasible to charge
at all. In many cases, however, there are alternatives to
charging individuals, such as levies within a geo-
graphic area. Another problem is that it may be costly
to monitor consumption (such as urban road use) or to
administer the collection of fees. If fees are collected
and kept by the public facility that provides the service,
collection may be easier: beneficiaries are often willing
to pay more when they know that their money will go
toward improved access or quality. Even a high collec-
tion cost may not justify free provision. The ineffi-
ciency and administrative cost of generating revenue
from general taxes may exceed that of mobilizing reve-
nue through prices.

Poverty alleviation. Many public services are provided
free so that the poor have access to them. In practice,
however, poor people often fail to get these services
anyway. Because of budget constraints, public services
must often be rationed. When that happens, poor peo-
ple are likely to be at a disadvantage. Subsidized water
and electricity consumption benefits heavy users, such
as the rich or industry. Subsidized universities are
open only to students, mostly from rich families, who
have finished secondary education and who can pass
the entrance examination. Subsidized urban transport
often bypasses the poorest neighborhoods.

Generating revenue by charging users can improve

view). In developing countries infant mortality
rates are still about eight times higher, and female
life expectancy about a third shorter, than in indus-
trial countries. Investment in human resources is
critical for poverty alleviation. Without access to
basic education or health care the poorest in devel-
oping countries have little chance of improving
their prospects.

Unfortunately the outlook is bleak for increased
resources to improve education and health care.
As many developing countries adjust to recent
macroeconomic setbacks, human resource sectors
have been adversely affected because they rely
heavily on the central government budget. Be-
tween 1972 and 1985 education's share in central

the distribution of income if the revenue then subsi-
dizes services used by the poor, such as rural health
care, primary education, and maintenance of feeder
roads. In addition fees can be designed so that subsi-
dies are targeted to the poor rather than dispersed
across the entire population. For example, a "lifeline
charge" for water allows for free consumption up to a
threshold amount and then charges at marginal cost
thereafter.

Bureaucratic incentives and political constraints. Basing
price purely on cost may limit the incentives for public
providers to minimize cost. To ensure efficient opera-
tion in the absence of competition, public providers
should be evaluated according to rigorous performance
criteria and should be made responsive to users who
lobby for better and cheaper public services. Political
constraints are important because, once subsidies have
become entrenched, beneficiaries see them as an enti-
tlement and will object vigorously to any reductions.
Subsidy cuts are more easily implemented if they are
combined with a credible commitment to improve
quality and cut costs.

Apply pricing rules carefully. . . but apply them all
the same

Because of the many objectives and constraints, charg-
ing for publicly provided goods and services almost
always involves some tradeoffs. As the sectoral exam-
ples of this chapter demonstrate, however, the trade-
offs are generally less dramatic than often thought.
Against a background of clear spending priorities, ap-
propriate prices improve investment decisions and the
operational efficiency of public agenciesand often re-
duce inequities, too.

government budgets in all developing countries
dropped from 13 to 10 percent; health's share also
fell slightly. More important, for many of the poor-
est countries the falling shares meant real declines
in spending and even larger declines in spending
per capita. Between 1975 and 1983 in Sub-Saharan
Africa, for example, real expenditure for each pupil
in primary education declined in seventeen out of
the twenty-five low-income countries. Almost all
the countries in which such spending fell had
lower per capita incomes than those where the
spending rose. These trends mean that the enor-
mous gap in per capita spending on human re-
sources between industrial and developing coun-
tries has been widening rather than closing.
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Table 6.1 The role of the public sector in educational enrollment and health expenditure
in developing countries, by region

Note: Unweighted averages are used for each country group.
Source: Unesco data and de Ferranti 1985, table 2.

A fundamental problem is that the limited re-
sources are badly used. Too little goes to relatively
cheap and cost-effective services. In education,
there is a pressing need to expand and improve
primary education, the socially most profitable

Figure 6.1 Range of approximate cost of each
additional life saved by various health services
in developing countries

Approximate cost of each additional life saved
(dollars)
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Source: World Bank 198Th, table 4.
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form of investment, particularly in the poorest
countries. In twenty-six African countries sur-
veyed by Unesco in 1982, more than half of all
adults were illiterate; among women the propor-
tion was much higher. Yet, in a quarter of the
countries in Sub-Saharan Africa, primary school
enrollment in 1982 was less than 50 percent of the
school-age population. In health, most current
public spending goes to nonessential drugs and
expensive curative services provided largely by
hospitals (see Figure 6.1). Inexpensive health mea-
sures (in terms of the cost of each death averted),
such as immunizations and prenatal care, are not
as well financed.

The problem of resource allocation for health
and education is partly the result of large across-
the-board subsidies and the lack of any pricing
mechanism, particularly in centralized systems.
The large share of the health budget going to hos-
pitals is a response to demand stimulated by subsi-
dies. Much more of the burden of hospital spend-
ing could be borne by the beneficiaries, especially
in urban areas. The direct and implicit annual pub-
lic cost of university students in developing coun-
tries is on average twenty-six times that of primary
school students. The gap is largest for Sub-
Saharan Africa (see Figure 6.2). Much of this cost is
in living allowances. In some of the poorest Afri-
can countries, including Benin, Burkina Faso,
Cameroon, and Niger, these living allowances
paid directly to students regardless of need
amounted in 1982 to about one-half of the average
salary in the public sector. Because of subsidies
such as these the private rate of return to higher
education for all developing countries exceeds 20
percent, about twice the social rate of return to
higher education.

INTERNAL INEFFICIENCY OF PUBLIC PROGRAMS. Evi-

dence indicates that the mix of inputs in publicly

Percentage of public
school students in total

enrollment, 1980

Percentage of public
spending in total
health spending,

Primary SecondaryRegion 19 75-80

Sub-Saharan Africa 84 80 63
Francophone 90 83
Anglophone and others 78 78

Asia 87 78 32
Latin America and the Caribbean 84 75 49
Middle East and North Africa 92 91 42



provided services is often inefficientthat is, the
same funds could achieve more if they were reallo-
cated. One problem is that administrators of cen-
tralized tax-supported systems have to set norms
on budgetary allocations for key inputs; for exam-
ple, they must balance labor inputs (such as teach-
ers', doctors', and nurses' salaries) against nonla-
bor inputs (such as drugs and school books). These
norms may not match the institution's needs or
the community's preferences, but school or health
administrators have neither the financial power
nor any incentive to change them.

This problem has worsened in recent years be-
cause centralized systems have been slow to adjust
to aggravated resource scarcities. A common re-
sponse has been to underfund nonlabor recurrent
costs. Central authorities find it extremely difficult
to cut the wage bill in favor of operation and main-
tenance. This creates an imbalance that reduces
the efficiency of spending. For example, the scar-
city of learning materials in the classroom, such as
books and pencils, is the most serious impediment
to educational effectiveness in Africa. In health,
drug shortages are common in public facilities;
Zambia's "free" government health services sim-
ply ceased for lack of basic supplies.

Another sort of inefficiency arises when, for lack
of an appropriate price signal, demand fails to
match supply. When demand cannot be met, insti-
tutions resort to rationing by queue. In health, this
means long waiting times in government facilities:
up to eight hours in Nigeria and five hours in
Uganda, according to some studies. Not only is
time wasted, but services could be unintentionally
and inefficiently rationed, because people with rel-
atively minor ailments are induced to use health
facilities more often when the facilities are heavily
subsidized.

INEQUITABLE DISTRIBUTION OF PUBLIC SUBSIDIES.

Uniformly low prices throughout the education
and health sector imply that high-cost services are
much more subsidized than low-cost ones. The rel-
atively poor have little access to those high-cost
services, however. Contrary to policy, the poorest
are not only denied a greater share, but they often
get less than their proportionate share.

In education, subsidies for higher education are
much greater than at lower levels. Thus the very
small percentage of the population able to gain ac-
cess to higher education receives a large share of
the education budget. Moreover, among these
few, the rich are overrepresented. In the sample of
countries shown in Table 6.2, the bottom 40 per-

Figure 6.2 Cost per student of different levels
of public education as a percentage of GNP per
capita in three country groups, early 1980s

Cost per student of public education as
a percentage of GNP per capita

Source: World Bank 1988a, table 6-3.

Higher

Secondary

cent of the population obtains from 2 to 17 percent
of all higher education subsidies. In Colombia, the
Dominican Republic, and Indonesia, this poorest
group obtains less than 10 percent of the subsidies.
The evidence for Africa suggests that only 39 per-
cent of students in higher education have parents
with poor rural backgrounds, although farmers
make up 76 percent of the population.

The distribution of public health expenditures is
also skewed in many countries. Most health facili-
ties are in urban areas, where household incomes
are on average higher. Because 70 to 90 percent of
hospital clients live within ten kilometers of the
facility they use and public hospitals are generally
free, health subsidies disproportionately benefit
higher income households. The average health
sector subsidy for urban households in China, Co-
lombia, Indonesia, and Malaysia, for example, is
up to five times that for rural households.
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Table 6.2 Share of higher education subsidies received by different income groups in selected countries
in Asia and Latin America

Note: Rows may not add to 100 because of rounding.
Sources: Colombia, Indonesia, and Malaysia, World Bank 1986a, table 10; all other countries, Petrei 1987.

Toward more efficient and equitable delivery
of human resource services

What can governments do to alleviate these prob-
lems? Specific policy options will vary, but the
overall direction of change is clear. Public involve-
ment should be more selective, both in the type of
service to be subsidized and the beneficiaries to be
targeted.

SELECTIVE USER CHARGES. Public facilities that
are used mostly by high-income households and
have large private benefits (but few additional ben-
efits to society at large) should carry charges, with
some protection for the poor. Higher education is
an obvious candidate. It is usually heavily subsi-
dized, and in many countries excess demand is so
great that fees would have little effect on enroll-
ment. Such fees should initially be small (perhaps
taking the form of reduced allowances). Further
improvements in cost recovery will depend partly
on the development of scholarship and student
loan schemes. In health, fees set at cost are gener-
ally undesirable unless insurance is widely avail-
able (as discussed below), but outpatient fees and
more modest inpatient charges would discourage
inappropriate resort to hospital care. Alternatives
are charges in public hospitals for patients of doc-
tors in private practice, hospital charges payable
directly by insurance providers for insured pa-
tients, and charges for drugs.

The allocation of services will be improved if the
revenue generated from charges is used to supply
more of those services with the highest social ben-
efit. For many of the poorest countries this means
improving access to primary education, which
should continue to be subsidized. The budget for
primary education in some African countriesfor
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example, Côte d'Ivoire, Mali, Senegal, Tanzania,
and logocould be increased by more than 20 per-
cent if the stipends for living expenses paid to
higher education students were terminated. For
other developing countries in which enrollment in
primary education is already high, the best policy
would be to improve its quality and to expand sec-
ondary education or even some selected disci-
plines in higher education where graduates are in
short supply.

Similar considerations apply to health. Revenue
from user charges would allow underfunded, cost-
effective basic health services to expand. Modest
fee increases could cover a substantial part of non-
salary costs, the component of expenditure that
tends to be squeezed.

Charges to users could also make delivery of
government services more efficient. In health, a
small charge proportional to the service cost would
tend to make clients avoid unnecessary services.
Different charges for different services could be
used to signal priorities. For example, a clinic
could charge nothing for prenatal care but a fee for
regular outpatient care. In education, too, fees in-
duce students, their parents, and administrators to
scrutinize costs.

Modest charges for some services used by the
bulk of the population, such as drugs and school
materials, also appear to be affordable. In surveys
of several countries the current level of spending
by households indicates a willingness to pay for
both education and health services. This willing-
ness is greater if households feel they are receiving
better services in return. In the Philippines visits to
private facilities and traditional practitioners re-
main popular, despite the fact that their charges
averaged twenty-eight times those of government
clinics.

(percent)

Country Year

Income group

Lowest
40 percent

Middle
40 percent

Highest
20 percent

Argentina 1980 17 45 38
Chile 1982 12 34 54
Colombia 1974 6 35 60
Costa Rica 1982 17 41 42
Dominican Republic 1980 2 22 76
Indonesia 1978 7 10 83
Malaysia 1974 10 38 51
Uruguay 1982 14 52 34



Can social goals such as poverty alleviation still
be met? Increased charges need not reduce the
poor's access to health and education facilities.
Charges for universities and tertiary-level hospi-
tals have a negligible effect on the poor. If spend-
ing on services used by the poor expanded at the
same time that charges for services used by the
rich increased, the distribution of subsidies could
be significantly improved at no additional cost. For
example, in developing countries 71 percent of
people leave their school-age years with either no
schooling or at most only primary schooling.
These people, who tend to be poor, receive only 22
percent of public spending on education. Their
share would rise to 64 percent if user charges were
introduced to recover the entire public cost of
higher education and the savings were then used
to finance additional primary school places for
those now denied access. The funds could also be
used to stimulate the demand for education, par-
ticularly in rural areas, through reimbursement for
out-of-pocket expenses, feeding programs, and
other initiatives. Although full cost recovery is
generally neither economically appropriate, for
reasons explained below, nor politically feasible,
this rough calculation illustrates the potential re-
distributive gains to introducing or increasing fees.

These policies do not preclude safeguarding the
poor's access to higher education or hospital care,
or the access of the very poorwho cannot afford
even modest feesto services at every level. Dif-
ferential pricing is needed. One option would be to
base fees on residence, so that people living in
poor areas pay less. In Mali, for example, cost re-
covery in hospitals began in 1983. The fee for a
day's stay in a small-town health center is less than
20 percent of the fee at a main urban hospital.
Adult consultation at rural health posts costs half
that at an urban health post. In Thailand, where
insurance is available only in urban areas, rural
coverage is provided through the sale of health
cards, which entitle the bearer to a specified num-
ber of treatments. In education, one approach is to
make greater use of scholarships based on need as
well as merit. More sophisticated schemes, such as
student loans, need to be developed if cost recov-
ery is going to be used extensively for the most
expensive services.

AN ADEQUATE FINANCIAL ENVIRONMENT. The de-

velopment of educational credit and health insur-
ance systems is critical in determining how much
governments should recover of costs. Educational
loans can serve the goals of cost recovery, effi-

ciency, and equity. Particularly in the middle-
income countries of Latin America and Asia, it is
possible to recover a substantial part of current
subsidies through loans, while keeping the repay-
ment burden relatively low. Such schemes in-
crease the competition for places by opening
higher education to a larger pool of applicants
including good students with no fundsthus in-
creasing efficiency and equity.

Few developing countries have capital markets
that enable individuals to borrow for education,
however, even though the returns on such invest-
ments are high. Education is a particularly long-
term investment. Risks are high because few stu-
dents have acceptable collateral, and many
countries lack the legal or administrative frame-
work to enforce financial contracts. Governments
can therefore play an important role. Whether they
lend the money themselves or insure commercial
loans, governments are big enough to absorb risks
that private lenders will not bear. Many countries
in Latin America have been able to maintain a
long-standing educational credit system with a rel-
atively low incidence of default and late repay-
ment. Administrative problems remain, however;
some of the present systems fail to be self-
financing because of low interest rates. If a subsidy
is desired, a financially viable loan scheme should
be complemented by scholarships targeted to
needy students.

In health, where large individual expenditures
are unpredictable, risk-sharing through insurance
is desirable. Health insurance programs generally
cover only a small proportion of low-income
households, despite government sponsorship.
Coverage is often restricted to urban areas or to
employees of agricultural estates. One reason for
this is that many governments have opted to offer
free services, making insurance unnecessary. An-
other is that the administrative cost of organizing
and operating a risk-sharing program tends to be
high. The government can play an important role
in setting up these schemes by encouraging in-
creased participation and, for example, by mandat-
ing that only high-cost services be covered. Such
schemeslike any othersshould use techniques
such as deductibles and copayments to encourage
beneficiaries to take care of themselves and en-
courage providers to compete with each other. In
Uruguay, for instance, the social security system
funds health care organizations in which members
pay a participation fee plus small charges for ser-
vices used. Such schemes pool risk without elimi-
nating the incentive to minimize cost.
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Many health schemes are part of the national
social security systems existing in most developing
countries; old age pensions are usually the other
main element. Although most such systems are
recently established and are not yet a burden on
public finance, experience from older schemes in
both industrial and developing countries shows
that financial problems can easily arise. In many
developing countries the fiscal cost of new and ex-
panded schemes may outweigh the benefits (see
Box 6.2). Countries that already have such systems
can try to improve their design.

DECENTRALIZING RESPONSIBILITIES. User charges
will improve efficiency if public institutions such as
clinics or schools are given greater responsibility
for collecting them and choosing how to spend the
proceeds. Decentralization means greater flexibil-
ity in responding both to local demands and to
tightening financial constraints. Incentives for fee
collection and efficiency should also improve,
since users are more willing to pay when they can
hold the providers accountable for the cost.

However, the central government must retain an
important role in areas such as training policy,
overall facilities planning (particularly of large in-
stitutions, such as hospitals and universities), re-
search funding, the setting of national education
standards, and the provision of information about
the benefits and costs of services.

Public transfers can ensure that equity is not sac-
rificed. Ideally these should be given directly
(based on need and, for education, on merit) to
individuals to spend the funds at the facility of
their choicepublic or private. These schemes are
stifi at the experimental stage in some developing
countries, such as Chile and Thailand. A more
modest approach is to distribute subsidies accord-
ing to the economic need of localities or neighbor-
hood groups. But funding should be set to main-
tain the local community's incentive to collect its
own revenue (see Chapter 7).

INCREASING THE USE OF NONGOVERNMENTAL RE-

SOURCES. As Chapter 2 made clear, there is no
uniquely "correct" balance between public and
private activity. However, governments reduce
their ability to broaden access to education and
health when they discourage private initiatives.
For example, Congo, Ethiopia, Nigeria, and Paki-
stan banned or tried to ban private schools
through legislation in the late 1970s. In Benin,
Cameroon, and Togo, private health care is
frowned upon. Private schemes elsewhere face un-
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Box 6.2 Financing social security

Most developing countries have social security sys-
tems; that is, public programs that provide financial
support if people lose their source of income (caused
by retirement, disability, death of a primary earner in a
family, illness, maternity, work-related injury, or un-
employment) and often if they need medical care or
help with the expense of raising children. These pro-
grams provide social insurance by sharing the risk
against individual income loss among the population.
As of 1985, twenty-four out of thirty-seven low-income
economies and fifty-two out of sixty middle-income
economies had programs that cover at least work-
related injury and provide pensions for those retired
because of age or disability. Many of these systems
apply only to urban workers in the formal sector and
are small. In urbanized middle-income countries such
as Brazil, Chile, Cyprus, Hungary, Malaysia, Portugal,
Singapore, Uruguay, and Yugoslavia, however, social
security covers much of the labor force, and receipts
exceed 5 percent of GDP.

Issues in social security finance

Solvency, distribution, and efficiency of social security
are critical issues in public finance.

Solvency. Current mandatory contributions from
workers and their employers finance disability, unem-
ployment, and maternity benefits. Pensions may be
operated on a pay-as-you-go basis, where current con-
tributions pay for current benefits, or on a fully funded
one, where reserve funds equal the value of future ben-
efit payments, or some combination of the two. In most
developing countries benefit payments are still sub-
stantially below revenues, particularly for recently es-
tablished systems where there are few beneficiaries rel-
ative to contributing workers. For a sample of
twenty-nine developing countries, only four with older
systemsMexico, Peru, Portugal, and Uruguayhad
deficits in 1983 (Box figure 6.2). These deficits
amounted to less than 10 percent of revenues for all
sampled countries except Uruguay, which is discussed
further below.

However, social security systems can easily become
insolvent and have broader public finance implica-
tions. First, surpluses generated in the early stages of
these systems can be quickly dissipated if they are used
to fund general government activities with low finan-
cial returns. Once the social security system matures
and ceases to run surpluses, governments that rely on
it may not redeem the bonds held in the social security
reserve fund. A more subtle, and more common,
means by which a government escapes its obligation to
its social security reserve fund is through high infla-
tion, which erodes the value of nominally fixed assets
such as government bonds. This has happened in Tur-
key (in the late 1970s and early 1980s) and in many
Latin American systems. Second, the soundness of so-



cial security finance can also be altered by demographic
factors. An unexpected rise in life expectancy, decline
in the birth rate, or increase in emigration raises the
"dependency ratio' 'the number of pension beneficia-
ries for each contributing workerand worsens the
system's financial status. For example, the old age and

Box figure 6.2 Financial status of social security systems, 1983

Revenues minus expenditures as a percentage of revenues

survivors components of Uruguay's social security sys-
tem, which is now being reformed, required subsidies
in 1983 amounting to more than 3 percent of GDP
partly due to low retirement ages (sixty for men, fifty-
five for women), high life expectancy (seventy-two
years at birth), and a high rate of emigration among the

Note: Social security systems include public programs that provide benefits for old age, disability, death, work injury, and unemployment. Some
of these programs also provide health and family allowance benefits.
Sources: Puffert (background paper), U.S. Government 1986, and World Bank data.
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Box 6.2 (continued)

young. Third, financial problems can arise unless a
pragmatic balance is reached between the objectives of
social assistance, which call for an adequate benefit fi-
nanced by redistribution from rich to poor, and individ-
ual equity, which provides benefits based solely on an
individual's contributions. For example, Turkey's use
in 1984 of general revenue to finance the government's
social assistance objective for the civil service pension
will soon have a substantial effect on the budget deficit.

Distribution. The use of general funds to subsidize
social security can be inequitable. Coverage is limited
in most developing countries. Only in industrial coun-
tries and several middle-income countries in Latin
America (Argentina, Brazil, Chile, Costa Rica, Uru-
guay, and Venezuela) and a few other countries (such
as Israel, Mauritius, and Singapore) are most of the
labor force and population covered. In most other
countries less than 10 percent of the population, pri-
marily in urban areas, is covered. Coverage is highly
correlated with income, work skills, and the power of
pressure groups. If social security is funded from gen-
eral revenues, it can be a mechanism for a regressive
redistribution.

Efficiency. Social security reserve funds may not be
directed toward investments with the highest eco-
nomic returns. As a readily available and large source
of long-term financing, such funds are often used for
projects that turn into "white elephants." In the 1970s
the Philippine Government Service Insurance Systems
(GSIS) devoted a large share of its investment portfolio
to developing a series of first-class hotels in Manila.
These hotels were never used at full capacity and have
had a mixed record of profits. The present government
plans to turn them over to the private sector.

Social security may also distort savings and labor
markets. People may reduce their own savings because
their expected social security benefits serve as a re-
placement. Social security systems can affect the labor
market both by inducing earlier retirement and by in-
troducing distortionary marginal taxes on wage pay-
ments. In practice, the net effect on savings and labor
markets varies across countries and depends on the
responsiveness of private transfers and labor supply to
social security taxes.

What can be done?

For the poorest countries the financial, economic, and
administrative costs of establishing a publicly funded
social security system, or of significantly expanding ex-
isting systems, can be substantial. The risk that such
schemes may eventually be a substantial drain on gen-
eral revenue and distort resource allocation will gener-
ally outweigh the benefits of serving only a limited and
already privileged segment of the population.

Countries that have already implemented extensive
systems have several policy options.

Sustainable benefit bases. First, where low retirement
ages are partly responsible for financing problems, an
increase in the age at which workers can receive bene-
fits is appropriate. Second, social security programs
should be structured so that the growth of benefits is
tied to the growth of revenue. If benefits are indexed
for inflation, then the revenue base should also be in-
dexed. Third, social security benefits are often much
higher than an actuarial return on contributions. This
happens, in part, because benefits are frequently based
on the last few years of a person's earnings, when they
peak, while contributions are drawn from a much
longer earnings history. To bring benefits in line with
contributions, benefit levels could be more closely re-
lated to an individual's full earnings history.

Financially autonomous systems. One efficient method
of safeguarding against insolvency is through autono-
mous social security funds. Current contributions for
disability, work-related injury, unemployment, and
maternity benefits should thus equal the actuarial pre-
miums. Managers of such funds would be responsible
for providing actuarially fair benefits based on explicit
principles of social insurance and would be account-
able to the beneficiaries. They should be subject to
oversight and incentives to promote investments with
high economic returns (see Chapter 5).

Targeting social assistance. Providing social assistance
for redistributive purposes through social security
poses risks for financial solvency and autonomy. Social
assistance is best provided through programs financed
from general revenue and kept separate from social
security funds.

duly harsh restrictions on fees and on the hiring of
professionals such as teachers and health workers,
as well as overly high requirements for quality.

Relaxing these restrictions can mobilize new re-
sources. In Pakistan in 1983, five years after a
nearly complete ban on private schools was lifted,
enrollment at the primary and secondary levels
had increased significantly. Private schools ac-
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counted for at least 10 percent of total enrollment.
With assistance in training and coordinating activi-
ties, private voluntary organizations can also con-
tribute.

Again, the central government retains an impor-
tant role. It must balance incentives and regulation
to ensure that services are provided efficiently. In
health, the government must ensure that the pri-



vate market for individual health services is as
competitive as possible. This involves spreading
information on the prices charged by alternative
providers, on the appropriate treatment for vari-
ous ailments, and on the importance of insurance
coverage. Cost control through prepayment plans
or capitation (set fees per patient) is crucial in pri-
vately provided health care. For example, the Bra-
zilian government encourages prepaid health
organizations by allowing social security contribu-
tions to be used as payment. In education, this
informational role might mean displaying the
results of systemwide examinations. The govern-
ment can also withhold accreditation from institu-
tions that attempt to defraud students.

The scope for reform

These measures could be combined into a program
that would make spending on education and
health more efficient and more equitable. They

would do so by making public spending more se-
lective, both in the services covered and in the ben-
eficiaries targeted. They include: charging for pub-
licly provided curative hospital care, drugs, and
university education; increasing public subsidies
for basic services, such as preventive care and pri-
mary education; providing an adequate financial
environment for both private consumers and pro-
viders through effective insurance and credit sys-
tems; decentralizing government services to foster
management accountability; and encouraging the
use of nongovernmental resources with an appro-
priate balance of incentives and regulation.

Such a package may be difficult to implement. In
some countries it would upset the long-established
traditions, often inherited from developed coun-
tries, of free education and health. Institutional
limitations may also complicate the administration
of some policies, such as the loan schemes or the
insurance systems. For these reasons reform will
take time and is bound to vary from country to

Box 6.3 Implementing educational reform in Ghana

Until the mid-1970s Ghana had one of the most devel-
oped and effective educational systems in Western Af-
rica, with enrollment rates at all levels among the high-
est in the region. As the country's economy declined
during the 1970s, however, the quality of education
deteriorated, and school enrollments stagnated or fell.
With some international assistance the present govern-
ment started in 1987 to rehabilitate its educational sys-
tem. The overall objectives of the six-year reform are to
improve teaching standards, to make education financ-
ing more efficient and equitable, and to ensure that the
reformed system is fiscally sustainable.

The reform is concerned with both the primary and
the secondary levels. It calls for savings from eliminat-
ing nonexistent staff from the rolls, from reducing the
number of nonteaching staff (Universities had more
than one nonteaching member of staff for each stu-
dent), and from avoiding duplication in programs.
Moreover the public share of postprimary education
costs will be reduced by gradually eliminating boarding
subsidies and by introducing fees for the use of books.
At both the secondary and tertiary levels, loan and
scholarship schemes are being developed to make edu-
cation more accessible to poorer students.

In 1971 an effort to reduce the cost of higher educa-
tion by introducing maintenance fees along with stu-
dent loans provoked strong opposition. Within a year
the government was overthrown, and its successor
withdrew official support for the proposal. The present

government, recognizing the importance of gaining
broad public support for the current reforms, drew up
a plan. The early signs are that it is enjoying some
success. It has two main elements.

Cost recovery linked with improved quality. Secondary
school boarding subsidies will end at the same time
that new science equipment and textbooks for second-
ary students arrive. At the university level, to minimize
opposition to the announced reduction of boarding
subsidies, the policy promises to make books and
equipment more easily available, to rehabilitate educa-
tional facilities, to offer land on which students can
grow food, and to introduce student loans to cover the
cost of textbooks and, eventually, boarding.

Public education campaign. Since it was first an-
nounced, the education reform program has domi-
nated the media and been a major topic of public de-
bate in Ghana. Through leaflets, meetings, and
speeches by high officials, the government has stressed
the disparities in the cost for each student at different
levels of education (unit costs in Ghanaian universities
are 120 times those in primary education); the high cost
of subsidizing the boarding of university students and
secondary students, when the funds could provide
places for many more students; the fact that the cost of
food and lodging for one university student is enough
to educate fifteen primary school pupils; and the sav-
ings to be achieved through improved quality and ef-
fectiveness.
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country. Improvements in public administration,
management, and institutions are also generally
needed to complement the reforms in financing
mechanisms. A hopeful sign is that many govern-
ments have already begun reform (see Box 6.3 on
Ghana). Even if it is only partial, reform can pro-
duce worthwhile improvements.

Urban services

Governments usually play a large role in the provi-
sion of urban services. A traditional justification
for this is that private providers find it hard to
make profits from some urban services. For exam-
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Financial and fiscal issues

Box 6.4 The public finance of power: issues

With few exceptions electric power in developing
countries is provided by a single, publicly owned, ver-
tically integrated utility. In many countries this is the
largest state-owned enterprise (SOE). Its prices are reg-
ulated by the government. This public involvement is
usually justified by the argument that electric power is
a natural monopoly. Power production and transmis-
sion have high fixed costs and low marginal costs that
make it both expensive for a newcomer to enter the
market and cheap for the established firm to add an-
other customer.

The financial and management autonomy of power
utilities varies. Often they have little of either. This
leads to budgetary difficulties and to inefficient use of
resources.

A well-managed power utility that sets tariffs at long-
run marginal costs should generally be able to cover all
of its operating expenses and debt service and to con-
tribute substantially to its investment program out of
its own resources. Its effect on the government budget
would be neutral or even positive if it were subject to
corporate income taxes. Unfortunately, however, a re-
cent study by the World Bank concluded that since
1965 the financial performance of power utility compa-
nies in developing countries has declined. The self-
financing ratiointernal funds as a proportion of the
enterprise's investment requirementshas fallen on
average from 25 percent during 1966-73 to 17 percent
during 1980-85. Financial rates of return are also falling
(see Box figure 6.4).

The poor financial state of many power utilities has
been blamed on the failure of governments to permit
timely and sufficient rate increases. Collecting tariffs is
a problem in itself. Accounts receivable increased from
an average of 77 days in 1966-73 to 112 days in 1980-85,

pie, it is usually impractical to charge individuals
for road use. Economies of scale in water provision
imply that a service may be economical only if run
or regulated by government. For almost all urban
services the government's role is also important
because of congestion and environmental external-
ities: one person's consumption affects the well-
being of others. Moreover the provision of urban
services has a distributional dimension. Although
urban residents are, on average, better off than
their rural counterparts, a significant proportion of
a country's poor lives in urban slums with no ac-
cess to safe water and other basic services.

Despite the great diversity between and within

and options

a trend that reflects difficulties over metering, billing,
and collection. In many countries governments and
SOEs are among the most delinquent customers (see
Chapter 8).

As a result many utilities depend on government for
investment financing at preferential interest rates, for
the waiving of debt, and sometimes even for subsidies
toward operating costs. In turn, these subsidies in-

Box figure 6.4 Financial rate of return of power
utilities, 1965 to 1984
(percent)

Rate of return
11

3

1965 1970 1975 1980 1984

Source: Munasinghe, Gilling, and Mason 1988, figure 5.



countries, most urban services are provided by lo-
cal governments and financed from local taxes,
user charges, or transfers from higher level gov-
ernments (see Chapter 7). Infrastructure, such as
water, transport, and solid waste disposal, takes
up a substantial share of the municipal budget in
many cities. Some of these lower tier decisions can
also have decidedly national repercussions, how-
ever, especially in the power sector (see Box 6.4).

Issues in public finance

Urban services are best examined as a whole. The
major componentsurban transport, water sup-

crease the national debt and deprive other sectors of
the economywhere user charges may be inappro-
priateof budgetary resources. In Colombia, for exam-
ple, an ambitious investment program, which raised
power's share in total public investments from 24 per-
cent in 1980 to 38 percent in 1985, was not matched by
new revenues. As a result the combined deficits of the
country's power utilities amounted to 345 million dol-
lars, or 1 percent of GDP, by 1986.

Efficiency issues

Electricity is efficiently supplied in very few developing
countries. In Colombia excessive public investments in
power, made when growth in demand was falling, con-
tributed not only to the public deficit but also to excess
capacity, which is expected to be about 20 to 25 percent
of installed capacity during 1987-89. A comprehensive
energy reform is now being planned. Even in a country
such as the Republic of Korea, where operational stan-
dards are high, reforming investment policies and set-
ting less ambitious targets for reliability could save $200
million a year.

Weak planning, high transmission losses, excessive
staffing, inefficient operation, and inadequate mainte-
nance are common and growing problems. hi some
cases the size and sophistication of the power sector
has increased dramatically in the past decade without a
corresponding improvement in management. In many
other cases these problems can be blamed on regula-
tions that take away managerial incentives to be inno-
vative and efficient, such as rules regarding pricing,
coverage of service, the use of inputs, and pay.

Inefficiency on the demand side is a worry, too. Effi-
ciency requires that in principle the prices that guide
the decisions of producers and consumers reflect true
economic costs. Unsatisfied demand at those prices
also indicates the need to expand production; under

ply, power, and housingconfront the same issues
of allocation, internal efficiency, and equity. More-
over consumers, private and public providers, and
regulators typically make decisions about several
services jointly. For example, residents do not buy
or rent housing without considering the availabil-
ity of local infrastructure.

UNDEJu'RovIsIoN OF BASIC SERVICES. Efficient ur-
ban services are a precondition for economic
growth. Urban-based firms need transport and
communications to do business with each other,
sanitary services to dispose of their waste, and
power to make their capital productive. Their

these conditions it is clear that consumers are willing to
pay for the expansion. When the principle is violated,
consumption is distorted, and the utility may face a
serious financial handicap, leading in turn to a deterio-
ration in service.

Policy options

Appropriate pricing is critical for allocational and inter-
nal efficiency in the absence of effective competition.
Because investments in power are large and lumpy, the
level of revenues needed to ensure financial viability
will not necessarily coincide with that produced by
short-term marginal cost pricing (see Box 6.1). In that
case alternatives such as multipart pricing may need to
be considered.

From a macroeconomic perspective the net fiscal ef-
fect of efficient electricity prices would generally assist
programs of stabilization and structural adjustment.
Rough estimates based on data from six African coun-
tries indicate that raising user charges closer to long-
run marginal cost could add 5 to 10 percent to central
government revenue.

Manipulating prices to redistribute income often
goes wrong. Subsidizing the unit cost of electricity
encourages waste and fails to aid the small consumer,
who has few appliances, let alone the majority of poor
households, which lack access altogether. If subsidies
are used, they should be targeted. For example, the
utility might charge "lifeline rates" for low levels
of consumption. Alternatively, selective rebates
on the connection charge to allow easier access are
more visible and efficient than cuts in the unit price of
consumption.

Pricing policy reform in power should be comple-
mented by more transparent and accountable manage-
ment practices, increased training, and a greater reli-
ance on private sector (see Chapter 8).
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Table 6.3 Comparative operating conditions and costs of private and public bus services in selected cities
in developing countries, 1985

Ankara, Turkey

Bangkok, Thailand

Calcutta, India

Istanbul, Turkey

Jakarta, Indonesia

Karachi, Pakistan

Khartoum, Sudan

Note: Only data for comparable large bus types are included.
Source: Armstrong-Wright and Thiriez 1987, table 1.

workers need all these services and housing, too.
Yet, despite heavy subsidies, many urban services
are underprovided. Most recent World Bank esti-
mates indicate that 23 percent of the urban popula-
tion in developing countries has no potable water
within 200 meters; the figure rises to 35 percent in
Sub-Saharan Africa. Road congestion is spreading,

Box 6.5 How do Nigerian manufacturers cope with inadequate infrastructure services?

Nigerian manufacturers face frequent interruptions of
publicly provided services such as water, electricity,
telecommunications, transport, and waste disposal.
When available, the services are often of poor quality.
This is a waste of public funds that also adds signifi-
cantly to the cost of manufacturing.

Nigerian manufacturers therefore make capital in-
vestments in services such as electricity and water for
themselves. According to the Nigerian Industrial De-
velopment Bank (NIDB), frequent power outages and
fluctuations in voltage affect almost every industrial
enterprise in the country. To avoid production losses as
well as damage to machinery and equipment, firms
invest in generators. A milk processing firm, for exam-
ple, needed its own generators because voltage surges
or gaps in supply could threaten vital equipment. One
large textile manufacturing enterprise estimates the de-
preciated capital value of its electricity supply invest-
ment as $400 per worker. If extrapolated to all 6,000
Nigerian manufacturing firms, such an amount (at cur-
rent prices) could pay for capital equipment to improve
transmission and distribution for the entire country,

including the residential sector. Similarly companies
invest in boreholes and water treatment plants. Typi-
cally as much as 20 percent of the initial capital invest-
ment for new plants financed by the NIDB is spent on
electric generators and boreholes.

The cost of poor telecommunications is reflected in
numerous small expenditures, such as motorcycles for
couriers and radio systems, and in time wasted, as
managers and sales people travel to deliver messages
or hold conversations that would take moments over a
working phone line. In Lagos long commuting times
caused by inefficient bus services have led firms
and workers to rely on private transport as much as
possible.

Although necessary, many of these self-provided in-
frastructure investments are inefficient, because they
are too small. Since possibilities for input substitution
are limited, firms that make capital expenditures to
provide their own services have higher production
costs. Better public provision of infrastructure would
reduce the losses; policy options are already being
studied and developed.
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and escalating transport costs have reduced pro-
ductivity. Housing shortages are common in many
cities.

Both sides of the public finance equation-
revenue and spending-have contributed to this
underprovision. Municipalities face tight budget-
ary constraints (see Chapter 7). Traditional ways of

Public 65 6.0 2.5 0.67
Private 95 2.6 1.2 1.70
Public 80 6.2 1.9 0.74
Private 80 .. 1.2 1.10
Public 64 20,7 1.9 0.46
Private 86 4.0 0.7 1.10
Public 60 7.5 2.0 0.88
Private 1.7 1.10
Public 59 14.5 1.8 0.50
Private 76 7.3 0.9 1.20
Public 40 12.4 2.8 0.49
Private 72 6.4 1.0 1.15
Public 65 18.1 1.5 0.80
Private 80 4.5 0.6 1.10

Fleet Staff- Cost per Revenue-
utilization operating passenger cost

City, country Ownership (percent) bus ratio (km/U.S. cent) ratio



raising revenue are becoming increasingly costly.
Transfers from higher tiers of government are un-
reliable, and many local authorities have neither
the authority nor the know-how to coax more out
of the property tax. Services that rely heavily on
general funding sources are therefore bound to
suffer.

The problem is aggravated because spending in
many cities is not directed toward the appropriate
services. In some cases, as in bus transport, large
subsidies to public providers have squeezed out
more efficient private providers. Table 6.3 shows
that in cities where both types operate simultane-
ously, the cost per passenger is lower for private
operators compared with subsidized public opera-
tors. Also public transit authorities often favor ex-
pensive schemes. The new metros in Caracas,
Venezuela, and São Paulo, Brazil, cost (at 1983
prices) $1.44 bfflion and $2.34 billion, respectively.
They serve a small percentage of the urban popula-
tion, place a considerable and continuous burden
on the cities' financial resources, and displace im-
provements elsewhere.

At the same time basic services are being ne-
glected. The cost of this neglect is particularly high
when alternative private sources are either un-
available or too small to be efficient. This is true for
the provision of water and electricity. Private water
vendors, who have an inefficiently small volume
of business, operate in congested cities where the
unit cost of piped water would be low. A water
carrier's average charge was at least three times
higher than the average incremental cost of pub-
licly provided piped water in Nairobi, Kenya, in
1977 and two times higher in Lomé, logo, in 1981.
In Lagos, Nigeria, low-income families buy potable
water from vendors at a price at least four times
the marginal cost of piped water and must carry it
long distances. Private manufacturing firms in La-
gos have also found it necessary, at great cost, to
provide almost all basic services themselves (see
Box 6.5).

Public regulatory policies have inhibited private
providers. Although not explicitly part of the pub-
lic budget, these policies can have large effects akin
to taxation and spending. The situation in housing
illustrates this problem. In many cities private
housing markets have been overly restricted by
rent control, which has often produced results ex-
actly opposite to those intended. Roughly 40 per-
cent of the world's urban dwellers are renters.
Most are subject to some form of rent control.
Studies in industrial as well as developing coun-
tries show that the benefits of such restrictions to

present renters are low. Some restrictions are sim-
ply not effective because of side payments. Effec-
tive restrictions, however, inhibit maintenance and
new constructionas in Kumasi, Ghana, where
controls have contributed to a nearly complete
shutdown of the housing market. In addition rent
control reduces property taxes and, thus, the gov-
ernment's ability to improve those services that
cannot be privately provided.

Another constraint on the supply of private
housing is housing finance. In many countries
credit to finance investment in housing is limited.
In some cases this is the result of financial policies
that repress the efficient flow of capital in general
and housing investment in particular. These poli-
cies act very much like distortionary taxes, with
effects throughout the economy as well as the sec-
tor (see Box 6.6).

THE HIGH COST OF SOME SERVICES. Heavily subsi-
dized public providers often produce urban ser-
vices inefficiently. They have little incentive to be
cost-effective or to respond speedily to changing
conditions. In Calcutta, India, the public bus cor-
poration requires a subsidy of around $1 million a
month, since revenues cover only about one-half
of the system's operating cost. Yet it has a lower
fleet utilization rate, a higher staffing ratio, and a
greater incidence of fare evasion than private sec-
tor competitors that are not subsidized (see Table
6.3).

FAILURE TO SERVE THE POOR. Heavy subsidies in
urban infrastructure often fail to reach the poor.
The poorest members of urban society do not use
the most expensive forms of urban transport. For
example, the Caracas metro, due to be completed
in 1990, will not directly serve the lowest income
groups; they demand few of the longer trips that
the metro will provide, and they neither live nor
work on the main line. Middle-income groups are
expected to benefit the most.

As noted above, one-quarter of the developing
world's urban population has no access to safe wa-
ter. These are the city's poorest; many have to buy
water from private vendors at rates from 4 to 100
times higher than those paid by the more fortu-
nate, who have access to piped water (see Table
6.4).

Improving the delivery of urban services

The direction of reform depends on the service.
Where a competitive private market is viable, such
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Box 6.6 Hidden fiscal dimensions of housing policies

Fiscal policy has a significant effect on the housing sec-
tor even though, on average, housing accounts for only
about 2 percent of central government expenditure in
developing countries. One reason is that the intermedi-
aries that finance and build housing in many countries
are state-owned enterprises, which are regulated and
financed in part by budgetary transfers that are not
classified under the housing category. Another reason
is that these intermediaries, whether private or public,
are subject to implicit taxes and subsidies through gov-
ernment regulation. Interest ceilings and portfolio re-
strictions on banking institutions have tax-like effects
that are magnified in inflationary environments. They
significantly affect the ability of financial institutions to
intervene efficiently in housing markets.

In Argentina implicit subsidization of housing fi-
nance for low-income dwellers and households that
already own their homes has been costly. During the
most recent macroeconomic downturn the only institu-
tions lending for housing were FONAVI, a government
wage tax fund, and BHN, a national mortgage bank.
Both recover only a small percentage of their loans. The
former pays extraordinarily large subsidies to a fraction
of the eligible households. The latter has been decapi-
talized by a loan forgiveness program for previous bor-
rowers. Other lenders have no access to government
subsidies and have withdrawn from the market be-
cause of financial policies that make it impossible to
mobilize resources and on-lend profitably. Access to
housing finance is thus severely limited. Those most

badly affected by the recent macroeconomic downturn
are low-income renters, whose real rents doubled, and
middle-income savers, who are either not eligible for,
or have been denied, FONAVI and BHN funds.

In Poland public subsidies for housing, combined
with restrictions on the ability of private providers to
enter the market, have led to a severe housing short-
age. High subsidies have stimulated the demand for
government and cooperative housing programs. How-
ever, the large amounts being spent (off-budget inter-
est subsidies and explicit government housing pro-
grams claim 6 and 13 percent of current government
spending, respectively) have been insufficient to meet
the growing demand. At the same time restrictions on
prices and sales, the centralized allocation of housing
materials, limitations on homeownership, and other
regulations have removed the incentive for private fi-
nances to enter the sector. Thus, despite the obviously
high rates of return to investment, shortages persist. In
1980 there were roughly 18 percent more households
than dwellings, a very high figure compared with other
countries.

Removing these distortions would bring substantial
benefits. Reducing off-budget subsidies would alleviate
pressure on the overall rate of inflation by slowing the
rate of money creation. In the longer term there are
also implications for growth, because housing is the
single most important repository of household savings,
and because efficient housing markets would increase
labor mobility.
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markets. Where direct provision is most efficient
as in water, power, and roadsthe public provider
should apply user charges or cost-covering benefit
taxes.

PRIORITIES FOR URBAN TRANSPORT. Governments
can do much to improve urban transport in devel-
oping countries. The most pressing task is to up-
grade and extend the urban road network. Experi-
ence shows that such activities offer high rates of
return through faster journeys, reduced fuel con-
sumption, and fewer breakdowns. Maintenance,
in general, is a cost-effective form of spending (see
Chapter 5). But some developing countries could
make it more so. Studies in Argentina, Brazil, and
Kenya, for example, have shown that roads can be
maintained more effectively by private contractors
than by public agencies. In Ponta Grossa, Brazil, in
the mid-1970s road maintenance cost 59 percent
more when done by municipal workers rather than
by private contractors.

as in urban transport and housing, narrowing pub-
lic involvement will release resources for better use
elsewhere. This might mean shifting from direct
provision to financial and regulatory policies that
mitigate externalities and breakdowns in capital

Table 6.4 Ratio of the price charged by private
water vendors to the price charged by the public
utility in selected cities, mid-1970s to early 1980s

City, country Price ratio

Kampala, Uganda 4:1 to 9:1
Lagos, Nigeria 4:1 to 10:1
Abidjan, Côte d'Ivoire 5:1
Lomé, Togo 7:1 to 10:1
Nairobi, Kenya 7:1 to 11:1
Istanbul, Turkey 10:1
Dhaka, Bangladesh 12:1to25:1
Tegucigalpa, Honduras 16:1 to 3.4:1
Lima, Peru 17:1
Port-au-Prince, Haiti 17:1 to 100:1
Surabaya, Indonesia 20:1 to 60:1
Karachi, Pakistan 28:1 to 83:1



Governments also have a role in traffic regula-
tion and management, vehicle licensing, the set-
ting of safety and environmental standards in
mass transit, and, where feasible, road pricing.
These policies can serve as cheap, congestion-
relieving alternatives to new transport invest-
ments. For example, in San José, Costa Rica, in-
tense commercial development in the business
district increased on-street parking and slowed av-
erage car speeds to ten kilometers an hour. Peak-
hour parking restrictions (especially on bus
routes), parking meters, and formal designation of
loading areas greatly improved the traffic flow.
Thus funds for new roads could be shifted to other
priority areas in the overall highway system.

Efficient private providers should be allowed to
enter the market for bus services. Transport ser-
vices, whether publicly or privately provided,
work best with a minimum of control on the set-
ting of fares. Aside from balancing supply and de-
mand, competitive fares create a favorable climate
for efficient investment. Equally, they discourage
investment that is unlikely to be profitablesuch
as capital-intensive subway systems in poor,
densely populated cities.

In most cases a greater reliance on competitive
provision of bus services will not hurt the very
poor, since they tend to live in areas that are not
served by subsidized bus routes. Indeed, competi-
tive provision may even increase access by extend-
ing service to areas not covered by subsidized pub-
lic providers. In Bangkok, Thailand; Istanbul,
Turkey; and Kingston, Jamaica; for example, bus
routes that public operators deemed "unprofit-
able" were contracted out to competitive private
operators who earned profits without changing the
fare structure.

PUBLIC PRIORITIES IN HOUSING. Housing means
shelter, the lot on which the shelter stands, and the
surrounding infrastructure. By itself public shelter
construction can rarely meet the housing needs of
the poor, let alone that of the entire population.
Public housing projects frequently fail to give the
poor what they want. Subsidies intended for the
poor are often captured by high- and middle-
income households. Instead of building shelter,
the public sector could try to make the private mar-
ket work better. That could mean, for example,
rationalizing land tenure; liberalizing financial
markets; easing restrictions, such as rent control;
and providing basic infrastructure, such as water,
sewerage, and electricity.

Housing finance has been particularly neglected.

The scope for housing finance to stimulate supply
is admittedly limited in low-income developing
countries. In middle-income countries, however,
appropriate reforms could readily free additional
resources. In many countries interest rate ceilings
and restrictions on new lenders have increased the
public deficit (since many financial institutions are
publicly owned) and have acted as distortionary
taxes on the housing sector (see Box 6.6). Such
subsidies are bad vehicles for relieving poverty.
A liberalized financial sector would enable most of
the population to finance its housing needs
privately.

For the very poor, direct public intervention in
housing will continue to be needed. However,
such intervention is better focused on providing
basic services and security of tenure rather than on
dwellings. Where ill-defined property rights in-
crease the risk of buying and selling a site, security
of tenure makes squatters better off. One study in
the Philippines estimated that it increases the
value of dwellings by 18 percent. It also encour-
ages squatters to improve their buildings. The pro-
vision of basic urban services is essential, too. For
example, the kampung (neighborhood) improve-
ment program in Indonesiawhich emphasizes
the provision of service roads, footpaths, drainage,
and improved water supply and sanitationhas
been extended into a national program covering
220 towns during the past fifteen years. Studies
have concluded that this has greatly assisted a
large proportion of poor neighborhoods without
imposing too much of a fiscal burden. The lessons
are being applied in slum-upgrading projects else-
where in the world.

EFFICIENT PRICING OF WATER AND SEWERAGE. Wa-

ter and sewerage systems are generally managed
at the local level by autonomous or semiautono-
mous agencies. Spending on these services is usu-
ally a big part of total local government expendi-
ture; user charges generate additional revenue to
finance such spending and can also improve effi-
ciency.

Cities in developing countries differ greatly in
their policies toward pricing water services. Effi-
cient pricing in the absence of externalities means
setting the price at marginal cost and using the
proceeds to provide the service. For water supply
the marginal costs of different levels of service may
differ. Thus efficient pricing would include three
components: a consumption charge related to the
quantity consumed and roughly equal to the mar-
ginal cost of producing, treating, and pumping
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water; a connection charge to reflect the marginal
capital cost of connection, metering, and billing;
and a development charge to cover the capital cost
of the distribution network. Further refinements
might take account of geographical and seasonal
variations in cost.

Most cities face rising long-run costs because
supplies of clean water are hard to find. In such
cases the efficient price exceeds the average cost.
Some cities have put this rule into practice. As a
result, in Jakarta the local water company was able
to pay surplus revenues to the local government in
the early 1970s, and in Nairobi water surpluses
were used to fund other city spending. What
matters is that user charges should be set with
efficiencynot merely short-term financing
needsin mind.

Falling long-run costs occur only rarely, as in La-
hore, Pakistan, which has a plentiful supply of
ground water. Marginal cost may sometimes fall
below average cost temporarily, as a result of ex-
cess capacity following expansions of the system.
In these cases efficient pricing would entail a defi-
cit and would run counter to the objective of finan-
cial self-sufficiency. So in balancing efficiency with
financial objectives, governments must also take
account of the cost of raising revenue in other
ways (that is, through taxation).

Urban water tariffs often reflect equity consider-
ations. Some such price structures are consistent
with efficiency and financing objectives, while oth-
ers are not. Rising block rates (that is, higher unit
prices at higher levels of consumption) have been
used in cities as diverse as Belo Horizonte, Brazil;
Bujumbura, Burundi; Cartagena, Colombia; and
Jakarta, Indonesia. These might appear to meet ef-
ficiency and equity objectives. Water demand may
be more sensitive to household size than income,
however. If this is so, such schemes could hit poor
families harder. A better way to ensure access for
low-income households would be to charge ac-
cording to the consumer's characteristics
according to property values, for example, or to
the type and size of connection. Another possibil-
ity is to charge "lifeline" rates for very low levels
of consumption (see Box 6.1). Because the poor
may have no access at all, it is usually better to
subsidize connection charges first and then con-
sumption, if at all, later.

PRICING OF OTHER URBAN SERVICES. In principle,
road pricing is an attractive approach to the urban
transport problem. Charges could ideally be re-
lated to the amount of travel through congested
areas. In practice, such schemes can be expensive
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to run. A scheme in Singapore, however, where
low-occupancy vehicles pay a charge for entering
congested areas during rush hours, has been
working since 1975. Where such charges are im-
practical, another option may be to use benefit
taxes, such as lump sum charges to recoup costs
from beneficiaries (see Chapter 7).

Subsidies for refuse disposal are required be-
cause of the externality of pollution and the diffi-
culty of controffing unauthorized disposal. Still, it
may be useful to levy different charges for indus-
trial and commercial waste, as opposed to residen-
tial waste; to enforce refuse charges by collecting
them jointly with water or electricity charges; or to
levy a flat monthly fee according to area.

The pace of reform

Ultimately the public sector must decide which
services to provide or to subsidize. Housing and
urban mass transit are subsectors in which private
providers can be efficientespecially if policy facil-
itates both free entry by new providers and a flow
of private financing. Government can then focus
its financial and administrative resources in areas
where intervention is essential: road maintenance,
traffic management, and urban land tenure. Where
a competitive market does not exist because of
economies of scale, as in water supply, cost recov-
ery through consumption and development
charges is desirable.

Administrative and political factors pose obsta-
cles, however. Coordinating the activities of dif-
ferent tiers of the public sector is difficult (see
Chapters 7 and 8). Once in place, subsidies are
hard to remove, because they come to be perceived
as entitlements, even if they were conceived as
temporary measures to ease adjustment. City
dwellers are particularly vocal in protecting their
entitlements. Urban demonstrations forced the
Philippine government to cancel a planned dou-
bling of gasoline prices in August 1987. Rights to
subsidies are also sometimes implicitly traded,
since the price of land reflects the value of the sur-
rounding infrastructure. Highly visible improve-
ments in the quality of service, publicity cam-
paigns, support from popular leaders, and gradual
rather than sudden increases in user fees can re-
duce political inertia. These were part of the suc-
cessful effort in Bangkok to increase the public wa-
ter company's revenues during the mid-1980s.

Rural infrastructure

The importance of rural infrastructure in produc-
tivity has long been recognized. Rural roads allow



inputs and outputs to be more efficiently trans-
ported between farms and market. Irrigation in-
creases the yield from agricultural land. Rural elec-
trification expands the area under irrigation
through the use of pumps and offers power for
rural nonfarm enterprises. Residential water sup-
ply may bring health benefits and, hence, a more
productive labor force.

In most cases the central or provincial govern-
menteither directly or through state-owned en-
terprises (SOE5)is the main provider of infra-
structure in rural areas. Most services are provided
either free or at highly subsidized rates. According
to a recent study in Asia, tariffs covered only a
small percentage of the economic costs of electrifi-
cation. User charges for residential water are well
below cost. In six Asian irrigation systems reve-
nues collected from farmers as a percentage of cap-
ital and recurrent costs ranged from a high of 25
percent to a low of 1 percent. It is impractical to
charge directly for access to rural roads, although
vehicle and gasoline taxes might be considered as
user charges to recover the cost of road
maintenance.

Arguments of efficiency and equity have been
used to justify this pattern of provision. Many of
the benefits of rural infrastructure accrue to society
at large. For services such as potable water the
individual consumer might not be aware of all the
benefitsespecially improved healthand would
consume too little at competitive prices. In addi-
tion subsidizing agricultural infrastructure is one
way to target government spending toward the
poor.

Issues in present financing arrangements

Although the arguments above justify public inter-
vention in rural infrastructure in some form, the
precise manner of intervention will depend as be-
fore on the criteria of allocation, internal efficiency,
and equity.

UNDERINVESTMENT IN WATER AND ROADS. The
need for more infrastructure is becoming pressing
partly because of the continuing rise in rural popu-
lations. Despite recent improvements, access to
potable water has fallen short of what had been
hoped for. More than 1.5 billion peopleroughly a
third of the world's populationare estimated to
be without access. In many low-income countries
more than half of all villages remain unconnected
to any all-weather road.

The cost of distributing rural services is high be-
cause the beneficiaries are scattered. Economies of

scale in the production and transmission of power
and water, for example, are offset by the high cost
of serving far-flung communities. Extending cov-
erage will be increasingly costly, since those easiest
to reach have already been served.

Better allocation of resources is one way for-
ward. Few rural electrification programs are part of
an integrated plan based on the costs and benefits
of alternatives. In residential water supply, misal-
location has resulted from central governments
(and external funding agencies) taking too great a
role in deciding what to install and how to operate
it. Projects tend to fail when users have no sense of
responsibility for the service. The Thai govern-
ment dug wells, installed handpumps, and com-
mitted itself to maintaining them, only to find that
the people continued to use their traditional sur-
face water sources. Another cause of failure is lack
of maintenance. In Tanzania better access to pota-
ble water was provided without support for recur-
rent costs. The people wanted the new facilities,
but the systems rapidly fell into disrepair.

Similar problems face investment in irrigation.
Programs tend to be biased toward big new
projects at the expense of cheaper solutions, such
as improving existing systems, developing smaller
community-controlled facilities, and improving
rainfed farming methods. Studies conclude that ir-
rigation agencies, which get most of their re-
sources from central treasuries, support farmers'
demands for costly and subsidized investments.
This is in line with their traditional role of expand-
ing water supplies, and it enables the agencies to
preserve high levels of staffing and spending.
Cost-benefit analysis may sometimes screen out
bad investments, but the system's incentives still
encourage bigger and more expensive alternatives.
If water diverted for irrigation were used more effi-
ciently, partly through appropriate maintenance,
the need for costly new irrigation projects would
diminish. In Pakistan, where waterlogging and sa-
linity problems are widespread, reducing water
losses in the Indus Canal system from 50 to 30
percent would match the contribution to irrigation
supply of three dams the size of Tarbela, the larg-
est in the country, each costing $3 billion.

INEFFICIENT SUPPLY AND CONSUMPTION. Rural ac-

cess roads tend to be constructed by the roads de-
partments of national or provincial ministries.
These departments do not like to contract out.
They claim that small contractors have little experi-
ence or are generally inefficient. Yet, according to
World Bank surveys in Latin America and West
Africa, the performance of road maintenance agen-

149



cies has been generally poor. Equipment is under-
used because of lack of spare parts, poor training,
lack of preventive maintenance, operator abuse of
equipment, and inadequate workshop facilities.
Government regulations make it difficult for roads
departments to attract the right personnel, hire
and fire staff, and provide incentives. Private con-
tractors or highly decentralized rural construction
unitsas in Benin and Kenyahave been more
cost effective. Ghanaian contractors now under-
take regraveling and routine maintenance.

The pattern of consumption is often inefficient as
well, because prices are set too low. In fully irri-
gated areas, for example, farmers closer to the
main water source, where water is abundant, typi-
cally waste more than those further away. To avoid
such waste, prices need to confront users with true
economic costs. Underpricing also makes it harder
to plan investments.

INEQUITABLE ACCESS BY THE POOR. Heavy public
spending on rural infrastructure is often justified
as a measure to help the poor. Incomes in rural
areas are indeed lower on average than those in
urban areas, but the range is wide. In many coun-
tries poverty alleviation is not well served by the
current system of rural subsidies.

Highly subsidized rural electrification does not
mean that all village families have equal access to
electricity. Findings from a survey of ninety vil-
lages in India indicate that about 15 percent of the
population was connected during the first few
years of electrification and only 45 percent after
twenty years. The poorest often live far from the
main electricity lines and can rarely afford to con-
nect to them. Data for 1974 show that nearly 65
percent of the highest income groups in Malaysian
rural areas had electricity compared with 20 per-
cent of the lowest income groups; in Colombia
only 29 percent of those connected were in the
lowest 40 percent of rural income groups. Thus the
uniform distribution of subsidies within rural areas
(for example, through low prices for all) may mean
that the poorest do not get their share.

There is also evidence of a regressive distribution
of subsidies for rural water supply. For example,
the proportion of the poorest families with connec-
tions to rural water services was about one-half
that of higher income households in Colombia,
Kenya, and the Republic of Korea in the late 1970s.
The alternative to piped or well water is very ex-
pensive. Without access in their local community,
families must walk and queue for their supplies.
This claims 15 percent of women's time in some
areas.
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The distribution of benefits from spending on
rural roads and irrigation is more difficult to judge.
Some studies have found that the rural poor tend
to live outside areas affected by new roads and are
neglected by publicly financed rural development
programs. Subsidies for irrigation can be regres-
sive if instituted in response to political pressure,
and the larger landowners are experienced at ex-
erting such pressure. Land values rise in irrigated
areas, but these economic rents are generally not
shared with labor. Thus free (or nearly free) public
provision of rural infrastructure may not serve the
poorest: landless farm workers and smallholders
of irrigated upland farms.

Policy options

Policymakers first have to set priorities and decide
which services will be provided centrally rather
than locally. The central government can shift re-
sponsibility for decisionmaking, investing, main-
taining, and overseeing some rural infrastructure
services to local communities and in so doing im-
prove efficiency. This is particularly so for rural
roads and the distribution-related services of water
supply, where economies of scale and technical
difficulties pose fewer problems. The center can
then focus on training, regulating, and targeting
subsidies toward selected impoverished communi-
ties. Having set priorities, the next task is to ar-
range for appropriate financing of the services that
wifi continue to be centrally provided.

DECENTRALIZING PUBLIC RESPONSIBILITY. Al-
though the argument for centralizing "natural"
monopolies is strong for services that require
heavy capital spending, it may not hold when the
source of supply is local. Many irrigation facilities
are supplied by national networks, but even in
such cases a community-level service might still be
the most efficient system for distribution to indi-
vidual users. Programs with community participa-
tion coordinated by vifiage-level officials or private
associations have been shown to be generally more
successful than those without such participation.

Such programs provide the services that are in
demand, provide them at the appropriate stan-
dard, and do so effectively. Decisions made with
little local consultation often result in low use. In
northeast Thailand, for example, five years after
handpumps and communal standpipes were in-
stalled, only one-quarter of the systems were still
operating. Communal facilities were then con-
verted to individual yard taps; after another five
years about 90 percent were functional and well-
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Box 6.7 Cooperation in irrigation: the Philippines

In the Philippines the National Irrigation Administra-
tion (NIA) is responsible for constructing and operat-
ing the national irrigation system and smaller pump
systems. The NIA is a semiautonomous public corpora-
tion that finances the capital costs of the projects from
foreign assistance, capital stock subscriptions of the
government, and general government appropriations.
It covers operation and maintenance costs with supple-
mentary income (equipment rental, funds on deposit,
and fees charged for managing the construction of new
projects) and water charges.

At its inception the NIA was authorized to collect
user fees directly from the beneficiaries. Until 1980 the
NIA remitted the entire collection to the national trea-
sury. From 1980 onward, however, the NIA was given
authority to retain the collection for operation and
maintenance, and the government gradually reduced
subsidies. To counter an initial shortage of funds, the
NIA began promoting water users' organizations
(WUOs) among farmers' groups to share responsibility
for constructing, operating, and maintaining of irriga-
tion systems. The NIA converted some of the marginal
irrigation schemes (those that generate revenues less
than operation and maintenance costs) into communal
systems. In some cases it transferred the responsibility
for managing entire systems to groups of WUOs. In
other instances it turned over responsibility for operat-
ing and maintaining a portion of a project (such as the

area

served by a lateral canal) to WUOs with no cash
payment in return. Sometimes WUOs were contracted
to maintain sections of lateral canals at a fixed fee

and at lower cost than if the job were done by NIA
personnel.

The NIA relies on WUOs for better cost recovery. It
encourages farmers to form user groups to collect
charges among the group members and to pay a lump
sum to the NIA. As an incentive the farmers' groups
are allowed to retain some of their collection. In cases
where the NIA collects charges directly from individual
farmers, it provides cash incentives to collectors. In all
cases it tries to raise the farmers' willingness to pay for
irrigation services by improving them. Within the
farmers' groups, farmers pay either in cash or in kind
to the groups. The NIA negotiates with each group
over the quantity of water delivered, and the group
members in turn allocate water and costs among
themselves.

The results are promising. The NIA has reduced its
personnel, improved cost recovery, and reduced oper-
ation and maintenance costs. A case study on the
Angat-Maasim River irrigation system showed that the
collection of irrigation fees increased by 15 percent after
the farmers' groups were formed. Fee collections as a
percentage of spending on operation and maintenance
increased from 69 percent in 1979 to 75 percent in 1984.
The ratio of collections to collectibles improved from
about 45 percent in the late 1970s to more than 60 per-
cent in 1984. The expenditure on operation and mainte-
nance per hectare declined 38 percent between 1981
and 1984. At the same time the ratio of personnel costs
to total costs declined from 90 to 78 percent, indicating
significant cuts in personnel.

maintained, despite relatively high metered con-
sumption charges. Water systems in Kenya built as
part of harambee (self-help) efforts have proved
more reliable than those installed by the water
ministry, which were hampered by lack of funds,
poor organization, and failure to design according
to the communities' needs. In Malawi a carefully
administered water supply program has tried to
maximize local participation by making commit-
tees responsible for construction of local branches,
cleanliness around the taps, enforcement of rules
on water use, and minor maintenance. The sys-
tems have received a high rating for reliability. In-
formal users' associations can play an important
role in such programs (see Box 6.7).

Central governments can rarely provide heavy
subsidies indefinitely, especially during periods of
fiscal adjustment. Self-financed community
schemes, in contrast, match needs to available re-
sources.

Paying for the service also gives users an incen-
tive to consume economically and to monitor the
efficiency of provision, If development as well as
operational costs are recovered, the bias in favor of
expansion over maintenance is reduced. Farmers
in the Philippines, although responsible for only a
modest fraction of the cost of developing their irri-
gation system, lobbied successfully against the use
of expensive components that they considered un-
necessary for good service.

Some have argued that it is impossible to make
user charges for rural services cost-effective, par-
ticularly when metering is required. Egypt offers a
counterexample. The cost of metering irrigation
there is estimated to be only about $1 to $7 an
acreless than 3 percent of the full cost of supply-
ing irrigation water. In many cases, however, me-
tering is indeed uneconomical, and other methods
of cost recovery have to be relied upon. In water
supply, for example, charges for connection and
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Box 6.8 Local village cooperation in India

Robert Wade's recent study of thirty-one villages in
upland South India suggests that local initiatives can
thrive in an appropriate setting. Within the sample
many villages have autonomous institutions to provide
public goods and services. Only a few miles may sepa-
rate a village with a substantial amount of "corporate"
organization from others with none.

The "corporate" villages have a village council (dis-
tinct from the officially designated but moribund vil-
lage council, the panchayat), maintain a village fund,
and hold a general meeting of all the village's cultiva-
tors at least once a year. They employ a group of "com-
mon irrigators" to distribute water between and below
the outlets of the government-run irrigation canal, to
which all the sampled villages have access, and an-
other work group of village field guards to protect the
crops from livestock and thieves. In addition to paying
the irrigators' and field guards' salaries, the village
fund is used to hire laborers to repair access roads,
wells, and primary school buildings; to provide match-
ing grants for the construction of animal clinics and
primary schools; and to hire professional monkey
catchers. Money for the fund is raised by the sale of
franchises, which the council creates and sanctions.
For example, the council auctions the right to sell liquor
in the village and sells the right of access to the village's
stubble grazing to groups of outside shepherds. Some
villages also auction the right to catch fish in the village
pond and to collect a commission on all bulk grain
sales.

Why do some villages have this kind of organization

while others close by do not? One answer is that pro-
duction conditions in the corporate villages make the
net collective benefit of concerted action substantially
higher than in other villages. The corporate villages
tend to be located toward the tailends of irrigation dis-
tributories (which may be from five to twenty miles
long). Because of their location, their water supply is
more at risk than villages higher up. The function of
the common irrigators is to reduce the risk by obtaining
more water from higher up and by distributing water
equitably between and beneath the outlets. The gov-
ernment's irrigation department is meant to control all
water allocation in the canal above each outlet, but de-
ficiencies in the quality of control prompt villagers
lower down to compensate through collective action.

The corporate villages also face a greater risk of crop
damage by animals. Because they are in lower-lying
locations, they tend to have a higher proportion of
black soils, which are especially suitable for growing
stubble for a long period after the harvest. As a result
there is a higher density of livestock in the villages at
the same time that some rainfed crops are still standing
and therefore vulnerable to livestock. Organized vil-
lages can charge an entry fee to outside shepherds and
thus have a larger village fund.

So where the risks of crop loss and conflict caused by
water shortage and straying animals are high, villages
tend to organize. Once set up to handle these prob-
lems, they can go on to organize village infrastructure
at little additional cost.

development can be used instead of consumption
charges. Betterment levies or access charges of this
kind are analogous to urban benefit taxes. Connec-
tion charges can be subsidized for the poor.

Even where neither connection charges nor user
charges are feasibleas in roadsremedies do ex-
ist. Many of them are better handled by local orga-
nizations than by central ones. In India local vil-
lage funds have successfully provided basic
services (see Box 6.8). Local benefit taxation (for
example the valorization scheme discussed in
Chapter 7) can be costly to implement in village
areas but has sometimes proved feasible. In Kenya
local residents have formed rural road crews to
ensure effective maintenance.

These policy recommendations do not imply
complete decentralizationnor even a diminution
of the central government's role. Rather they sug-
gest a change in that role, away from directly pro-
viding many local services and toward helping lo-
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cal communities to organize themselves. Unlike in
urban municipalities, formal government in rural
areas is generally weak. Often at the village level
traditional household groupings must be relied
upon. In some cases individuals have little incen-
tive to plan communal services (see Box 6.8). Cen-
tral governments can play a crucial role in organiz-
ing rural communities, motivating them, and
curbing the influence of self-serving local elites.

Further roles for the central or regional govern-
ment are as educator, regulator, and financial inter-
mediary. Rural residents will generally be un-
aware, for example, of the latest techniques for
maintaining irrigation canals. National or provin-
cial authorities can provide technical assistance,
spread information about the benefits of innova-
tion, design educational materials, and develop
standards of service. Since local communities may
find it hard to get loans for rural infrastructure,
governments might provide financial guarantees



or even funds. Experience has shown, however,
that such credit schemes can be sustained only if
they are not used to distribute subsidies through
distorted interest rates.

The higher tier of government must regulate the
use of common resources that cut across localities,
such as water and roads. It must also provide
those services for which only a systemwide ap-
proach is economical, such as trunk irrigation lines
and large-scale power generation and distribution.

EFFICIENT MANAGEMENT AND FINANCIAL AUTON-

OMY OF CENTRALIZED PROVIDERS. In some countries
and for some services it may be neither desirable
nor feasible to decentralize. However, national in-
stitutions need to become more efficient, too. The
managerial and administrative improvements dis-
cussed in World Development Report 1983 would be
important elements of reform.

Managerial reforms would be more effective if
central institutions had greater financial autonomy
(as in power, see Box 6.4). The tendency for pub-
licly subsidized irrigation authorities to invest
anew when it may be more cost-effective to main-
tain or improve existing systems can be partly
countered by making them more financially ac-
countable to userslocal communities or individ-
ual farmers. One approach would be to set up pub-
lic utilities under the supervision of a regulatory
body. Another would be to establish water districts
empowered to impose fees or betterment levies. In
either case the goal should be to establish a closer
link between user and provider.

Such schemes hinge on the pattern of user
charges. Traditional arguments that water systems
are subject to large economies of scale and exter-
nalities in consumption do not justify low levels of
cost recovery (see Box 6.1). Economies of scale in
production are often offset by the rising cost of
finding new sources. Efficiency pricing would then
require full cost recovery. The externality argu-
ment correctly cites the health benefits of water
supply, but without cost recovery there may be no
service at all.

Decentralizing financial responsibility to local
communities and to semiautonomous agencies
does not mean that government subsidies from
general sources are no longer needed. In some
cases central subsidization is necessary to protect

the interests of the poor or because the cost of
raising revenue from beneficiaries is too high. But
even when subsidies from general sources are nec-
essary, governments can devise ways to ensure
that they are distributed efficiently. What is impor-
tant is that subsidized consumers are, as far as
possible, given an incentive to choose the most
efficient alternative. Similarly, public providers
must be free to choose efficient suppliers. For ex-
ample, governments could establish relatively au-
tonomous road maintenance departments with the
freedom to contract out to private providers.

Prospects for change

In summary, a gradual devolution of financial and
administrative responsibility to the local level
would improve efficiency and equity for services
with few economies of scaleresidential water
supply, the distribution of local irrigation services,
and the building and maintenance of rural roads.
The central government's roles would shift from
those of primary decisionmaker, investor, main-
tainer, and overseer to those of regulator, technical
adviser, and dispenser of information. For services
with economies of scalerural electricity genera-
tion and main trunk line construction, for instance
a higher tier of government must remain the pro-
vider. In such cases the focus must be on appropri-
ate pricing policies.

Decentralizing public activity must be done in
stages, because built-in incentives lead the system
to perpetuate itself. Some of the clearest lessons in
the political economy of subsidies come from in-
dustrial countries, not developing ones. Irrigated
water in the United States is a case in point. In
1985 the value of the total subsidy to the 146,000
farms that use water provided by the U.S. Bureau
of Reclamation amounted to nearly $15 billionor
56 percent of the average market value of irrigated
land. The 6 percent of all farmers who receive the
subsidy are among the richest in the nation. Farm
groups, politicians, and the irrigation agencies all
support this largely wasteful scheme. Reform is
always possiblein the developing countries as
well as in the United Statesbut the risks of doing
nothing are far greater in the developing countries.
It is indeed encouraging that many of the reforms
discussed above are already being implemented.
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Financing local government

State and local governments play an important
role in providing public services. Decentralizing
both spending and revenue authority can improve
the allocation of resources in the public sector by
linking the costs and benefits of local public ser-
vices more closely. To the extent possible, subna-
tional government should charge for services, but,
where such charges are not feasible or desirable,
spending must be financed from local general reve-
nue, loans, or grants from higher levels of govern-
ment. This chapter examines subnational govern-
ment finance and focuses on reforming local
revenue systems to allocate resources efficiently.

Patterns of subnational government finance

The role of subnational government varies from
country to countryfor political and historical rea-
sons as much as for economic ones. The relative
importance of the subnational level of government
is indicated by its share of total government spend-
ing. For a sample of eighteen developing countries
for which comparable data are available, this share
ranges from 2.5 percent in The Gambia to 74.9 per-
cent in Yugoslavia (see Figure 7.1). To capture
longer run patterns, all figures reported in this sec-
tion are averages of data available for 1974 through
1986. The sample is diverse. India and Yugoslavia
conduct more than half of government spending at
the subnational level, while for seven other coun-
tries this share is less than one-tenth. India, Yugo-
slavia, and, to some extent, Brazil have high sub-
national spending because they are large countries
with strong state governments. The subnational
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shares of total government revenuenot including
intergovernmental grants-also vary widely, rang-
ing from 2.2 percent for Tunisia to 72.1 percent for
Yugoslavia.

The figures show that subnational governments
tend to be more important as providers of public
services than as collectors of revenues. Chinanot
in the sampleis an exception and relies heavily
on subnational governments to collect revenue
(see Box 7.1). In every sample country the revenue
raised by subnational government from its own
sources falls short of its spending. These shortfalls
range from 0.1 percent of GDP in Costa Rica, The
Gambia, and Sri Lanka to 4.2 percent of GDP in
India and are more than 2 percent of GDP in six
sample countries. In several countries the com-
bined state and local fiscal imbalance was more
than the total government deficit, which means
that central governments operated in surplus be-
fore intergovernmental grants were disbursed.

In most countries own-source revenues at the
subnational level fail to cover even current spend-
ing (see Figure 7.2). When grants are included,
however, subnational government achieves fiscal
balance or surplus in most sample countries. Ac-
cordingly, net borrowing, which is equal to the dif-
ference between total spending and total revenue,
is a relatively minor source of funds for subna-
tional governments.

Fiscal imbalances do not necessarily indicate in-
appropriate fiscal policies at the subnational level.
A grant may really be a shared tax, as in Brazil, or a
compensatory grant for the central government's
repeal of a local tax, as in Bangladesh, or a transfer



Figure 7.1 Size of subnational and local governments, averages for 1974 to 1986
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to finance some centrally mandated expenditure
such as teachers' salaries, as in Kenya. Nonethe-
less, the allocation of spending and revenue re-
sponsibilities, and the resultant transfers between
levels of government, may induce an inefficient
use of resources that contributes to total govern-
ment deficits.

Expenditure and financing measures can be com-
bined to indicate the degree of fiscal decentraliza-
tion. The share of state and local governments in
total government spending reveals their impor-
tance as providers of public services. The extent to
which they are self-financing indicates their fiscal
autonomy, because outside financing may come
with conditions that limit local discretion in the use
of funds. Figure 7.3 looks at both aspects for the
sample of eighteen countries. Yugoslavia's posi-

tion in the upper right-hand corner indicates a
highly decentralized government sector. Not only
do the state and local governments account for a
large share of total government spending, but they
are largely self-financing. The Gambia is autono-
mous in the financing of subnational government,
yet the size of its subnational government is only a
small fraction of the government sector. Colombia,
Indonesia, and the Republic of Korea display the
opposite pattern: the subnational government has
a large role in the provision of services, but its
financing comes largely from central government
grants and revenue sharing.

Expenditure and financing measures, however,
provide only a partial indication of decentraliza-
tion. Central governments that want to exert con-
trol over local finance usually have many instru-
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Box 7.1 Local government finance in China

The financing of China's local governments presents
an interesting contrast to local government finance in
most market economies. China has three distinct levels
of government: central, provincial, and local. They
share a common set of taxes, with policy decisions left
to the central government and tax assessment and col-
lection to the local government. All tax rates and bases
are set centrally, and there are no truly local taxes at
either the municipal or provincial level. China's reve-
nue sharing is primarily a division of sales and profit
taxes among the central, provincial, and local govern-
ments. Taxes are collected by the local governments

and "shared-up" to the higher levels. China has no
regular grant program to support capital projects or
current expenditures (all grants are on an ad hoc basis),
there is no mechanism or formal program for lending
to local governments, and there are no guidelines for
local governments to develop beneficiary financing
schemes.

A combination of a backlog in infrastructure needs
and increased urbanization has put great pressure on
local budgets. The overall elasticity of taxes on profits
and sales may be relatively low, that is, revenues rise
less than proportionately with increases in profits and

Figure 7.2 Spending and revenue of subnational governments, averages for 1974 to 1986
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sales. This is a structural problem, possibly exacerbated
by weaknesses in the tax administration system. The
high tax rates may induce tax avoidance by enterprises
and perhaps even by the local governments that own
them. The lack of borrowing and self-financing mecha-
nisms creates a bias against infrastructure investments
because the full cost is shifted onto the general public.
Options presently under discussion include reform of
the company tax, introduction of autonomous local
taxes, and, in particular, the institution of a local gov-
ernment property tax.

ments, such as approval of budgets, spending
requirements, restrictions on the use of tax bases,
limits on tax rates, and other fiscal constraints.
Many developing countries are actively exploring
ways to increase local fiscal autonomy to improve
public sector efficiency and reduce total govern-
ment deficits.

Fiscal decentralization and the role
of subnational government

State and local governments usually provide a
range of public services that contribute substan-
tially to raising living standards and growth. These
include basic health and education; street lighting
and cleaning; water, sewerage, and power; public
markets and refuse collection; major transport net-
works; and land development for business and
residential purposes. Subnational government
must decide how much to spend for these public
services and how to finance them. Ideally each
subnational government provides both the level
and mix of public services and the means of financ-
ing these services that most closely meet the pref-
erences of individuals in its jurisdiction. In this
way decentralization promotes efficiency by allow-
ing a close match between public services and the
multiplicity of individual preferences, and it pro-
motes accountability and equity by clearly linking
the benefits of services with their costs. This is the
rationale for establishing state and local govern-
ments that are responsive to the wishes of their
citizens and not simply the instruments of central
government.

Decentralization faces certain practical problems.
First, local governments often lack the administra-

Figure 7.3 Fiscal decentralization to the
subnational level, averages for 1974 to 1986
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tive capacity to collect revenue and prepare bud-
gets and investment plans. In Tunisia, because
municipal staff lacked expertise in project design
and implementation, municipalities used only a
portion of the capital resources available to them.
Second, improving local government's administra-
tive capacity can unnecessarily duplicate the num-
ber and skills of staff at the central and local levels.
Decentralization should not inefficiently expand
public employment. Third, the fact that public
services provided by one jurisdiction produce ben-
efits or costs for other jurisdictions calls for in-
volvement by higher levels of government. How-
ever, these problems can be addressed through
appropriate grant policies and other mechanisms
for strengthening local administration, as dis-
cussed below.

Assigning responsibility for services among lev-
els of government should be as clear and simple as
possible for decentralization to work. Vagueness in
the division of responsibility can undermine local
accountability. In Brazil, because of an unclear di-
vision of functions between state and municipal
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government, mayors can garner support for fa-
vored municipal projects from state governors in-
stead of pushing for increased local taxes. This di-
minishes the incentive for generating local
revenue.

A common feature of government in developing
countries is joint responsibility at different levels
for providing the same service in a particular juris-
diction. In Turkey, for example, something as ap-
parently local in nature as street lighting involves
all levels of government. The central government
shares responsibility for funding; a national
agency is mainly responsible for planning, execu-
tion, and operation and maintenance; and local
governments have the main responsibility for
funding and secondary responsibility for plan-
ning. In some caseseducation and health, for
examplethe structure of service delivery is un-
avoidably complex. But for services that are clearly
local, such as water and street lighting, it can gen-
erally be simple.

Many countries would benefit from periodic re-
views of the assignment of functions and finances
to different levels of government. A review of in-

tergovernmental fiscal relations in Colombia was
the basis for comprehensive local fiscal reform and
showed that such reform is feasible (see Box 7.2).
The rest of this chapter focuses on reforming local
revenue instruments and overcoming problems in
local administration.

Strengthening local government finance

Strengthening local government finance can im-
prove the efficiency of the public sector and reduce
the need for transfers from central to local govern-
ment, particularly in urban areas. Certain revenue
sources, such as user charges and property taxes,
are more easily administered by local government.
Strengthening these revenue sources is important
for stabilization and structural adjustment in de-
veloping countries such as Indonesia and Paki-
stan, where inadequate reliance on subnational
government finance has caused a heavy financial
drain on the central government.

The principles discussed in previous chapters
suggest four criteria for efficiency in raising local
revenue:

Box 7.2 Fiscal decentralization in Colombia

Concerns about the assignment of fiscal responsibilities
among central, departmental, and municipal govern-
ments in Colombia led to the appointment of the Mis-
sion of Intergovernmental Finance in 1980. The mission
concluded that local resources should be relied on
more for local purposes. Subsequent legislation to
strengthen local government institutions and to de-
centralize both functions and finances marked a his-
toric point in Colombia's fiscal and institutional
development.

The finances of subnational governments were
strengthened by expanding their traditional revenue
sources. The most important changes were those relat-
ing to the property tax, in particular those relating to
the tax base. First, all cadastral values were updated to
a 1983 base by applying an annual increase of 10 per-
cent for each year (up to a maximum of fifteen years)
since the last official valuation. Thereafter, in years
when properties were not revalued, their cadastral val-
ues were to be adjusted automatically each year by a
price index. Although political considerations have
kept the rate of adjustment consistently below the rate
of inflation, the adjustment has nonetheless slowed the
erosion of this important source of local revenues.

Property tax rates were also changed. The basic mu-
nicipal rate can now be set between 0.4 and 1.2 per-

cent, compared with the previous fixed rate of 0.4 per-
cent. This change was important because it introduced
an element of local discretion in rate-setting for the first
time.

The base and rates of the industry and commerce tax
were also reformed. Before 1983 this taxalthough im-
portant as a revenue source, particularly in the larger
municipalitieswas levied on a wide variety of bases,
generally with large variations in rates depending on
the type and size of the business. The reforms estab-
lished a uniform tax base (based on gross sales) and
reduced the variation in rates.

The flow of national transfer payments to the small
municipalities has substantially increased. The share of
the sales tax allocated to the subnational level is to rise
from 30 percent in 1986 to 50 percent by 1992. More-
over, for the first time in Colombia, the distribution
formula was changed to give a bigger share to small
municipalities that tried to raise their own resources. A
new law provided that the additional funds for munici-
palities above the 1986 share are to be spent solely on
investment, including maintenance and debt service.
Finally, the national government was given one year to
transfer functions to the municipal level so as to match
the transfer of additional revenues by 1992.
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Table 7.1 Comparison of local public spending and revenue shares by major categories in selected cities
(percentage of total spending)

Note: For each city, spending shares (including debt service) add to 100 percent, except for rounding errors; likewise all revenue shares (including
borrowing) add to 100 percent.

Includes refuse collection, parks and recreation, industries, fire protection, law enforcement, general administration, employee pensions and
health care, grants and transfers, and other miscellaneous services. Local taxes include other miscellaneous revenues.

Includes water supply, sewerage and drainage, electricity, telephones, housing, markets and abattoirs, highways and roads, and public
transport. User charges include revenues from development charges, housing schemes, and so forth.

Includes education, health, and social welfare.
Source: Bahl and Linn, forthcoming.

The cost of providing local services should be
recovered, to the extent possible, from charges on
the beneficiaries. Such charges should be related to
individual consumption or, where this is not possi-
ble, to a measure of individual benefit received.

Services whose costs cannot be recovered
from charges can be financed from general taxes-
property taxes, business taxes, and sales taxes-
levied within the relevant jurisdictions.

If the benefits of local services spill over into
other jurisdictions or produce nationwide benefits,
then grants from higher level governments should
finance such services in proportion to their outside
benefits.

Borrowing is an appropriate way to finance at
least some local capital investment, provided mac-
roeconomic fiscal balance is maintained.

As these criteria indicate, the appropriate use of
local revenue instruments depends on the spend-
ing responsibilities assigned to local government.
Equity can dictate modifications of these criteria,
such as avoiding the imposition of user charges on
low-income households.

In the absence of detailed nationwide informa-
tion, public finance data for a sample of cities pro-
vide some insight into the composition of spend-
ing by sector, and of revenue by source, for
particular local jurisdictions (see Table 7.1). These
data make it possible to relate broad categories of
spending with revenue sources. The four effi-
ciency criteria suggest that general urban services

should be financed by local taxes, public utilities
should be self-financing, and social services should
be supported by grants.

In Bogota and Cali spending and revenue have
closely matched the efficiency criteria. In Carta-
gena grants from other levels of government have
tended to support the nonsocial services. All the
other sample cities collected a surplus of local taxes
to help finance public utilities and social services.
Calcutta has received a large share of grants, ap-
parently mostly to support public utilities.

Increasing local revenues-especially through
user charges-is often desirable, but it is difficult
when local governments do not have revenue au-
thority commensurate with their spending respon-
sibilities. Central government usually lets local
government use only a few revenue sources, and
even these are subject to limits. In Thailand, for
example, the proportion of local expenditure fi-
nanced from local sources declined between 1977
and 1982 because of central restrictions on the rate
at which local taxes and charges could be levied.
Local authorities could, and should, be encour-
aged to raise more revenue locally. This might be
done through user charges, local taxes, borrowing,
and grants.

User charges

User charges can be of two types: consumption
related and benefit related. They account for about
one-third of all locally raised revenue in a sample
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Spending and
associated
revenue category

Brazil,
São Paulo,

1984

Colombia Kenya
Republic
of Korea, Ind Pakistan

Bogotd, Cali, Cartagena, Nairobi, Mombasa,
1972 1974 1972 1981 1981

Seoul, Ahmedabad, Bombay, Calcutta, Gujranwala, Karachi,
1983 1981 1981-82 1982 1983 1982

Spending on general
urban servicesa 30.2 17.3 22.6 37.2 10.3 7.9 34.0 23.2 12.4 42.2 33.1 16.8

Local tax revenue 68.7 14.0 16.9 27.1 34.1 75.6 44.2 61.4 47.0 61.3 98.4 85.9

Spending and debt
service for public
utiitie&' 36.3 69.1 74.5 61.2 53.0 28.0 29.1 48.9 69.8 46.4 55.4 52.3

User charges and
borrowing 30.8 72.0 80.4 60.1 52.1 -7.8 33.8 30.1 52.2 -16.2 -8.7 11.1

Spending on social
services' 33.6 13.7 2.9 1.6 36.8 64.0 36.9 27.8 17.8 11.4 11.5 30.8

Grants received 0.4 14.0 2.8 12.8 13.7 32.2 22.0 8.6 0.7 54.9 10.3 3.0
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Box 7.3 Benefit financing: land readjustment in the Republic of Korea
and the valorization system in Colombia

In Korea urban land readjustment schemes involve the
consolidation of numerous small parcels of raw land at
the urban periphery. Nothing is paid to the owners.
This land is serviced and subdivided for urban use and
then returned to the original owners in proportion to
the value of their land contribution. Some of the land is
retained by the public authority, in part to meet the
needs of urban infrastructure (especially roads and
green spaces) and in part to provide a source of finance
to defray the cost of development. The land retained
for this latter purpose is sold at market prices in com-
mercial transactions or auctions.

The scale of Korea's land readjustment program has
been impressive. By 1985 some 43 percent of Seoul's
total built-up area was covered by completed or ongo-
ing schemes. The system has opened up new land for
urban uses and thus has helped to increase the supply
of housing and raise public funds. While it appears to
have conveyed its direct benefits mainly to middle- and
high-income landowners, some trickle-down effect
may have occured. The large scale of the program
probably reduced general urban land prices and rents
below the levels that would have occurred in its ab-
sence.

Land readjustment programs require fairly sophisti-
cated methods of public land management, including
effective land registration and cadastral records and
land redistribution formulas. Nevertheless the admin-
istrative feasibility of the schemes has been amply
demonstrated in Korea.

In contrast to land readjustment programs, which
have been used mainly to develop new areas at the
fringe of cities and towns, the valorization system often
applied in Latin American countries has principally
been used to finance improvements in infrastructure in
built-up areas. Street improvements, water supply,
and other services have been financed by this system of
taxation, in which the cost of public works is allocated
to affected properties in proportion to the benefits con-
ferred. Valorization charges are designed to recover
project costs, not to recapture all the benefits the
project is expected to confer. The system is intended to
make urban services largely self-financing and thus re-

duce municipal tax burdens.
The valorization system has been used most exten-

sively in Colombia, and its application in the capital
city, Bogota, has been carefully studied. At the height
of its use in 1968 it contributed 16 percent to the financ-
ing of all local public expenditures, including spending
by local state-owned enterprises. Subsequently its rela-
tive importance has decreased, but it has retained a
role in the financing of urban infrastructure in Bogota.

One of the practical problems encountered in the ap-
plication of the system has been its dependence on
large financial transfers from the city's general reve-
nue. In practice, valorization charges have not fully
recovered the costs of all projects. An important reason
for this is that some projects have been designed to
improve living conditions in low-income areas, and the
beneficiaries have not been expected to pay valoriza-
tion charges. If a valorization program is to be main-
tained while pursuing subsidization of low-income
neighborhoods, the resulting need for transfers from
local general revenues should be recognized, explicitly
calculated, and met.

Arrears in the collection of charges have been an-
other reason why valorization charges have failed to
recover costs. For projects undertaken from 1968 to
1986, arrears amounted to 16 percent of project costs.
The collection problem has arisen mainly from lack of
payment by public agencies and by a few large proper-
ties. The introduction of interest charges on late pay-
ments after 1981 reduced the recovery period for
project costs.

Finally, Bogota has demonstrated that the valoriza-
tion system depends heavily on the quality of invest-
ment planning and project preparation. In years in
which infrastructure planning was weak, the system
receded in importance even though requirements kept
growing. Projects for which benefits were uncertain or
not clearly concentrated among the properties bearing
the valorization charge often created the greatest col-
lection problems. The participation of beneficiaries in
planning and managing the project made the resulting
charges more acceptable to them.

/

of twenty-five cities in developing countries. User
charges are especially important at the local level
because, being closer to beneficiaries, local public
services are more amenable to such charges than
services provided by higher levels of government.
User charges reduce the pressure to raise revenue
from general local taxes; this can improve effi-
ciency because the costs of public services and in-
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frastructure are borne by its beneficiaries. Of
course, when the imposition of such charges is ex-
pressly not desired for equity reasons, as in subsi-
dized improvement of poor neighborhoods, gen-
eral taxes or grants can provide the necessary
finance.

A major benefit-related charge is the develop-
ment charge or "betterment tax": a lump sum



charge designed to recover the cost of infrastruc-
ture development from beneficiaries. A develop-
ment charge may cover only a limited projectfor
example, a neighborhood paving scheme or the
construction of a sewage canalor it may cover the
full development of a new area. It is usually im-
posed on the owners of property in the areas that
are improved by public action, and it represents a
tax on the increase in land values that results from
new local infrastructure. It can be an equitable tax
because those who benefit from development pay
for its cost. Two particularly successful systems of
development chargesland readjustment in East
Asia and the valorization system in Latin
Americaindicate their potential (see Box 7.3).

The main difficulty with development charges
lies in administration and collection. Jakarta's bet-
terment tax suffered from late notification of the
tax department that an area would be improved
and, hence, late notification of landowners; diffi-
culties in tracing landowners because of unregis-
tered land transactions; and a lack of data on land
values. A properly functioning property tax (dis-
cussed below) makes administering development
charges far more straightforward.

User charges are especially well suited to local
government finance, but they have often been un-
derutilized. Colombian cities, such as Bogota, Call,
and Cartagena, were an exception because of their
relatively limited dependence on local taxes and
grants and much heavier reliance on user charges.
Two main factors account for this. First, in the
larger Colombian cities local governments provide
the important public utility services (water, sewer-
age, electricity, and telephones), whose cost can be
recovered through user charges. Second, local
governments in Colombia have placed a relatively
heavy emphasis on benefit charges to finance in-
frastructure.

When not relying on user charges, local govern-
ments often require inefficient transfers from cen-
tral government that strain central budgets. For
example, in Pakistan increasing dependence on
federal grants to finance provincial services is at-
tributed, in part, to the provinces' low reliance on
user charges. In Mexico municipalities have not
had the incentive to recover the cost of invest-
ments made with grants from states or the federal
government.

Local taxes

As the efficiency criteria indicate, another way to
raise revenue locally is through local taxes. These

can be either property taxes or other local taxes,
such as those on industry, commerce, and the
professions.

PROPERTY TAX. The property tax has several ad-
vantages as a local revenue source. First, all munic-
ipalities have some taxable real estate within their
boundaries. Unlike taxes on business and trade,
whose bases are concentrated in major cities, the
property tax can produce revenue in small outly-
ing local governments as well as in large cities.
Second, within small towns the property tax base
is broad; thus the burden of such a tax can be
distributed across a large segment of the popula-
tion, and significant revenue can be raised at low
tax rates. Third, because property values are en-
hanced by the provision of local government serv-
ices, property taxation based on accurate property
valuation can recover the cost of services directly
from the beneficiaries. Relatively little of the tax on
residential property will be shifted from property
owners to others, whereas the tax on commercial
property can be shifted to consumers. Finally, the
burden of the property tax on the poor can be re-
duced or eliminated by reducing or exempting
taxes on properties below a certain value.

Despite these theoretical advantages, data for ur-
ban local governments in selected developing
countries indicate that property taxes account for
only 5 to 25 percent of recurrent receipts of local
government, except in Africa, where reliance on
property taxation is generally higher. Moreover,
the performance of the property tax over time has
been mixed. Property tax revenues have declined
in real terms in more than half of the Asian and
Latin American countries. The countries experi-
encing the greatest revenue erosion were generally
those with high rates of inflation, particularly in
Latin America. In most of Africa, however, prop-
erty tax revenues have grown in real terms.

An obvious way to increase property tax yields is
to raise the tax rate. This is often a bad approach,
however. It exaggerates inequities by increasing
the burden on taxpayers whose properties are on
the tax rolls and who pay their taxes in full. A
better approach is to raise more revenue from de-
linquent taxpayers by collecting more efficiently.
Examining payment records to identify major de-
linquents, introducing a systematic method of
chasing them (such as reminders and warnings),
and conspicuous enforcement of penalties can to-
gether significantly increase collected arrears and
produce longer term improvements in the system.
In Delhi, for example, better property tax
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collectionincluding rebates for timely payments,
penalties for late payments, better facilities for
making payments, and an improved management
information systemincreased revenue by 16 per-
cent in 1985-86 and 96 percent in 1986-87. Another
major reason for improved collections was that tax-
payers had to pay their assessment before being
able to appeal it in court.

Improving collections works best when the tax
rolls are reasonably complete and valuations are
accurateat least in relative terms. Otherwise, in-
creases in the efficiency of collection may exagger-
ate existing inequities. More basic reforms may
then be necessary. The maintenance of accurate
property tax records, usually termed the fiscal ca-
dastre, is a particularly important step in basic re-
form, because the tax base is constantly changing
in developing countries because of rapid urban
growth and high inflation. An accurate cadastre
also aids in planning and providing local services,
especially infrastructure, and in administering and
collecting development charges.

Valuation is a critical step in basic property tax
reform. One approach is to use the annual rental
value, which in many developing countries is de-
termined by asking renter occupants how much
they pay in rent and extrapolating from that to
owner-occupied property. The method is simple,
but open to inaccuracy and misrepresentation, es-
pecially for owner-occupied structures. A second
approach is based on the capital value, which is
calculated either by estimating the value of the
land and the cost of replacing the structure or by
extrapolating from recent sales of comparable
property. (A fundamental policy decision must be
made on whether to tax only land or buildings and
improvements as well.) In practice a pragmatic mix
of the two approaches will be needed depending
on the availability of rental and sales data. Valua-
tions also require technical expertise and time. To
economize on scarce skills, local governments can
draw on a central valuation agency for information
and technical assistance, as was done in Malaysia.

Setting the property tax rate is the next key step
in basic reform. The rate should be high enough to
make the property tax worth collecting, and local
governments should be allowed some flexibility in
setting it, as in Colombia's fiscal reform (see Box
7.2). Flexible rates can ensure that property tax
revenues are maintained between valuations: by
adjusting rates, local governments can keep prop-
erty taxes constant in real terms. When property is
revalued, the rate can be reset to where it was at
the previous valuation.

Once established, a well-functioning property
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tax system needs continual updating. General re-
valuation of properties, which can be very expen-
sive, can be done at five-year intervals if changes in
property characteristics are recorded promptly and
price increases are captured by indexing the tax
base or increasing the rate.

Experience with fundamental property tax re-
form in Brazil and the Phffippines demonstrates
the need to address all aspects of the problem (see
Box 7.4). Brazil, especially, shows that an efficient
property tax can be achieved only if intergovern-
mental fiscal relations provide the right in-
centivesan important general rule for all countries.

OTHER LOCAL TAXES. Taxes on industry, com-
merce, and the professions are usually another im-
portant source of local revenue. These taxes may
take several different forms, including a turnover
(gross sales) tax, a tax on the value of gross busi-
ness assets, or specific levies tailored to the type of
enterprise. Local taxes on industry, commerce,
and services have accounted for more than 80 per-
cent of local revenue in San Salvador and more
than one-half in La Paz. In the Philippines, busi-
ness license taxes are the second largest source of
locally raised revenue. The revenue from business
taxes can grow substantially, because with urban-
ization the number and size of business establish-
ments increase and the taxable base grows. A flat
charge or exemption eliminates the need to assess
small firms.

Few local governments in developing countries
levy broadbased sales taxes partly because central
governments prohibit it and partly because sales
taxes are difficult to administer. To avoid adminis-
trative problems, a higher tier of government
might assess and collect a sales tax and then remit
part or all of it to the local authority. For example,
the sales tax could be a local surtax on the central
government tax, with the central government act-
ing as collector. The local government could set the
rate, determine special exemptions and other de-
tails, and pay the central government a collection
charge. Local autonomy would be sacrificed only
in choosing the tax base and determining collec-
tion efficiency. One problem with this approach
and the reason it is rarely adoptedis that central
governments are generally unwilling to let the lo-
cal authorities share in so lucrative a revenue
source because it may limit the national govern-
ment's ability to raise revenue from the base. An-
other is that such a tax might be less visible and
thus make local governments less accountable to
their taxpayers.

Some local governments use personal income



Box 7.4 Fundamental property tax reform in the Philippines and Brazil

The Philippine Real Property Tax Administration
(RPTA) Project was designed to address the problems
of a weak property tax system. The project's approach
was to change the system of valuation from one based
on owners' declarations to one based on a government
inventory. The project aimed to compile in each juris-
diction a comprehensive inventory of all land parcels,
which would incorporate missing parcels, eliminate
duplicate claims, and include an accurate measurement
of all land and building characteristics to be used in
valuation.

The project was successful within its narrowly de-
fined objectives. Average valuations increased by 50
percent. This was largely due not to the discovery of
missing parcels, but to the revaluation of existing par-
cels, based on property characteristics gathered in the
field. Contrary to the government's original diagnosis,
property owners were in the habit of declaring all par-
cels under their ownership. Owners did, however, un-
derstate the dimensions and quality of each parcel and
the improvements they had made to it.

The RPTA left several problems, however. First, the
calculation of individual valuations remained highly ar-
bitrary. Although the RPTA yielded more accurate data
on the characteristics of individual properties, the
method used by valuers to convert that data into esti-
mates of value was not improved. Second, property tax
liabilities remained low. The RPTA did not reform rate
setting and related policies. The central government in
the Philippines fixes the maximum tax rate on prop-
erty, mandates fixed assessment ratios (as low as 15

percent on low-value residential property), and fixes
the date on which new general revaluations become
effective. Interim indexation of values is not permitted.
As a result, effective tax rates before and after RPTA
were as low as 0.3 percent. Finally, the RPTA did not
improve collection. On average revenue collections in-
creased by only 1 percent in the year after the project
began.

Brazil's property tax reform (known by the acronym
CIATA) was designed, like the RPTA, to address the
technical defects of a system producing very little reve-
nue. The objectives of the CIATA were to revise the
fiscal cadastre, in order to incorporate missing parcels
and improve the accuracy of valuations, and to devise a
better system for monitoring collection and financial
reporting.

The short-run effect of the CIATA on municipal reve-
nues was dramatic. Municipalities typically reported
increases of 100 to 200 percent in revenues in the year
following implementation. Most of this increase was
due to improvements in the fiscal cadastre: missing
parcels were discovered, and values were recalculated
using more accurate data on the physical characteristics
of individual properties.

Intergovernmental relations in Brazil were an obsta-
cle to property tax reform. Unconditional transfers pro-
vide 80 percent of the recurrent revenues of local gov-
ernment. Because local governments could draw on
outside finances to deliver services, they had little in-
centive to raise property taxes for their constituents.

taxation as an alternative to business taxes. Local
income taxes have the same characteristics and
face the same problems as those at the national
level, as described in Chapter 4: that is, they tend
to be narrow in coverage and often quite primitive
in administration. Thus most local "income taxes"
are really poll (head) taxes, wage taxes, or proce-
dures for limited income tax sharing with higher
authorities. As with sales taxation, a local surtax
on the national personal income tax may be the
best way for local governments to raise revenue
from the base of individual income.

Taxing the ownership and use of urban motor
vehicles can be an important source of local
revenueand a reasonably efficient and equitable
one. Automobile use is growing rapidly in devel-
oping countries and is concentrated in urban areas
and among the better off. The increase in use has
been accompanied by greater traffic congestion
and air and noise pollution, as well as by rapidly

rising demand for investment in, and maintenance
of, street infrastructure and traffic management.
The case for recouping these costs with a tax is
strong. Unfortunately not all urban governments
in developing countries are authorized to tax auto-
mobiles. For instance, local authorities in Manila
have been told not to levy taxes or fees on motor
vehicle registration. Furthermore, even where lo-
cal governments can impose taxes, they generally
have not made a significant effort to tap this reve-
nue source to its full potential. Jakarta and Seoul
are among the few exceptions. Jakarta proves that
automotive taxation, if turned over to local author-
ities and given sufficient attention, can make a
large contribution to local revenue; it accounted for
37 percent of local current revenue in 1983-84. In
Seoul automobile tax revenue more than doubled
between 1982 and 1986, while total local tax reve-
nue increased 64 percent.

One of the most striking features of local govern-
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ment taxation in developing countries is the prolif-
eration of minor revenue sources, including selec-
tive excise taxes and a variety of license taxes, fees,
stamp, and poii taxes. While any one of these adds
little revenue, they may jointly make a significant
contribution. For example, local taxes and fees ac-
count for more than 20 percent of total local reve-
nue in Indonesia. Often, however, their adminis-
trative and compliance costs are considerable, and
they are subject to wide discretion by tax collec-
tors. Fewer such taxes would be appropriate in
most jurisdictions.

Borrowing

As mentioned earlier, borrowing is generally a mi-
nor source of local government revenue in devel-
oping countries. This reflects both the conservative
financial policies of central and local governments
and their limited sources of loan finance. In princi-
ple, however, there is no reason why local govern-
ments should not borrow to finance at least a por-
tion of capital project costs. Debt service payments
can be linked to user charges for local services gen-
erated by the capital projects for which the debt
was incurred. In this manner greater reliance on
borrowing favors self-financing projects. This need
not imply an increase in aggregate public sector
borrowing. Instead it would usually mean replac-
ing intergovernmental capital grants with internal
loans from central to local government. Grant fi-
nancing places the burden on central governments
and general taxpayers, rather than on local deci-
sionmakers and beneficiaries where it properly
belongs.

One way to provide local access to loans while
ensuring some central control to preserve macroec-
onomic balance is to create a municipal develop-
ment fund (MDF). Typically, MDFs have two
broad objectives. The first is to raise additional re-
sources for public investment. This usually begins
with an initial injection of funds from a donor and
a counterpart contribution, usually larger, from
central or state government. In addition domestic
financial markets may be tapped through bond
and debenture issues. But ultimately most of these
programs aim to extract additional resources from
municipalities themselves through better revenue
administration and cost recovery.

The second objective is to improve the use of
resources. This can be done by developing ap-
praisal criteria and enlarging local capacity for
sound financial analysis of the projects financed by
MDFs (as proposed in Brazil and Mexico), by as-
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sisting municipalities with the design and execu-
tion of their investment programs (as in Turkey
and Venezuela), and by improving the operation
and maintenance of local infrastructure (as in Jor-
dan, which is discussed below).

MDFs are not new. In the past thirty years they
have spread rapidly through Africa, Asia, and
Latin America. Historically, few have developed a
capacity for sustained assistance and funding for
municipal government on the scale needed. They
have tended to play a narrow and passive financ-
ing role by providing little technical or financial
appraisal to the investments they have funded and
offering little assistance to municipalities other
than capital finance. Furthermore repayment disci-
pline has sometimes been weak. MDFs in Hondu-
ras, Kenya, and Morocco, for example, have expe-
rienced (and tolerated) substantial arrears, and the
latter two made new advances to borrowers in de-
fault.

Jordan's MDF has been notably successful. In
1979 the government established an autonomous
Cities and Villages Development Bank to provide
investment finance and assistance to municipal
and village councils, with the aim of extending ac-
cess to infrastructure and employment. The bank
played a role in financing the spread of urban
physical and social infrastructure (for example,
paved roads, schools, clinics, piped water, and
electricity) to virtually all settlements, however
small and remote. It has also been instrumental in
maintaining and improving the quality of infra-
structure investment through its standards, ap-
praisal, and monitoring. The bank has taken on an
increasingly active role in financial and technical
advice and in training for municipal authorities. It
has introduced new criteria that will allow munici-
palities to forecast their debt service capacity more
accurately.

Efforts are under way in many developing coun-
tries to strengthen existing MDFs or to set up new
ones. To succeed the local governments concerned
will need a buoyant revenue base to support debt
service. If MDFs are allowed to recover debt serv-
ice from central government transfers to local gov-
ernments, they will be tempted to induce local au-
thorities to borrow more than they can afford.

Intergovernmental grants

Central government transfers to subnational gov-
ernments through shared taxes and grants are a
critical link in distributing expenditure responsibil-
ity and taxing authority between the two tiers.



Box 7.5 Effects of intergovernmental grants: the experience of Nigeria in the late 1970s

Nigeria embarked on a nationwide reform of its local
government system in 1976. It was intended to reverse
the deterioration in the treatment of local governments
by the states after the country achieved independence.
Specifically, many states had cancelled their grants.

Under the reform, grants from both the federal and
the state governments were to be substantially in-
creased. In the first year local governments received in
grants from the federal government roughly five-and-
a-half times the amount they had received in the pre-
vious year. This increase followed from sharp increases
in revenue from oil exports and the reformed grant
allocation rules. The budgeted revenue of some local
governments increased 1,000 to 2,000 percent. As a
result local governments greatly expanded their provi-
sion of social services and economic infrastructure.
Some serious problems arose, however. State adminis-
trations sit between federal and local governments; all
but one of them failed to pay its full allocation to the
local governments. In many cases federal transfers
were diverted to other uses without consultation. In
addition virtually all the state governments approved
large salaries for state-appointed local government
officialsincreases, in some cases, of more than two-
thirds.

Federal grants to states depended in part on the
number of localities under state jurisdiction and thus
led to a widespread demand for more local government
units. The number of local governments increased
from 301 to 781 between 1979 and 1983, which led to a
severe shortage of skilled managerial and technical
staff.

Furthermore the criteria for distributing transfers
placed too great an emphasis on the equality of reve-
nue across jurisdictions, rather than on the generation
of local revenue. The transfers served as a disincentive
to local revenue effort. Local taxes, such as the prop-
erty tax, remained grossly underdeveloped, and some
states decided to suspend or abolish important revenue
sources. Various explanations were given to justify ab-
olition, but they all rested on the supposition that fed-
eral transfers made collection of local taxes unneces-
sary. So the cumulative effect of Nigeria's dramatic
increase in transfers to local government was to reduce
local governments' own contribution to local finance in
relative and absolute terms. For example, the number
of property tax payers in Ibadan City dropped from
27,000 persons in 1975 to 8,650 in 1979. Other cities
experienced similar declines.

The administrative burdens on local government in-
creased as a result of the 1976 reform. The distribution
of increased transfers through states brought local gov-
ernments under stricter control. Local budgets had to
be approved by the states, which often caused severe
delays in program execution. In one case the budget
process had to go through eight stages of approval
with state officials before final approval by the state's
chief executive. The substantial increase in transfers to
local governments in Nigeria in the late 1970sin the
wake of the steep rise in oil revenuedid not enhance
local governments' autonomy or ability to act.

Grants are needed because the benefits or costs of
public services provided by local governments can
spill over to other jurisdictions. For example, a
highway constructed through one jurisdiction is
likely to benefit residents in neighboring jurisdic-
tions, or one jurisdiction's education services con-
tribute to a productive labor force that can migrate
to other jurisdictions. Some local public services,
especially social services, may have national and
regional benefits as well.

Another objective of grants is to adjust for dis-
parities in fiscal capacity among local jurisdictions
caused by variations in resources, tax bases, and
population. Grants can equalize local fiscal capaci-
ties, although obtaining adequate data to do this
by formula can be difficult.

Excessive reliance on grants, or unexpected in-
creases in them, can result in poor use of public
finances. Nigeria's grant system expanded greatly

in the late 1970s, and this had severely detrimental
effects on local government finance and intergov-
ernmental relations (see Box 7.5). Grants can en-
courage recipients to be less efficient. For example,
grant systems in Indonesia and Sri Lanka have
paid the salaries and allowances of virtually all lo-
cal government employees, including primary
school teachers. This cost reimbursement grant
guarantees a uniform pay scale for local govern-
ment employees without regard for the financial
health of any single locality; its lack of cost sharing
can encourage local governments to employ ineffi-
ciently large numbers of people.

The experience of several developing countries,
including Colombia, Ecuador, and Mexico, reveals
that increasing reliance of local governments on
grants can decrease the fiscal autonomy of local
jurisdictions. Local governments come to view
grants as substitutes for local taxes and user
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charges. Many intergovernmental grants are sim-
ply central government subventions of local activi-
ties. They have many undesirable qualities: they
are a drain on central revenue, they encourage in-
efficiency and worsen regional and urban-rural
disparities, and they reduce the accountability of
local government while giving it no assured access
to funds.

A formula-based grant system addresses these
problems by simultaneously meeting central gov-
ernment objectives and providing local govern-
ments with some degree of autonomy. Formula-
based allocations require the granting government
to decide on the factors that are to be used in deter-
mining grant amounts. These may include, for ex-
ample, indicators of need, such as population or
miles of road, or indicators of local revenue capac-
ity, such as local income or taxable economic activ-
ity. The grants may be block grants, that is,
general-purpose, lump-sum transfers that provide
local governments with considerable autonomy, as
in the Philippines. Alternatively they may be cate-
gorical, that is, restricted to particular uses, some-
times requiring approval by the central govern-
ment. Categorical grants give the central gov-
ernment more control over the allocation of funds
between sectors.

Categorical grants can be designed to cover only
part of the total spent locally in a sector, in which
case grant funds are said to "match" local funds.
The matching rate can be set to achieve an efficient
level of local spending. If a matching grant is used
to support spending that has spillover benefits, the
matching rate should ideally equal the ratio of
spilover benefit to total benefit, although the in-
formation needed to compute matching rates pre-
cisely is very difficult to obtain. A single grant can-
not accomplish all objectives. For example, if the
principal objective is to equalize fiscal capacity
across jurisdictions, the goals of stimulating local
government tax effort and promoting local fiscal
autonomy are not likely to be well served. This
problem can be addressed by including different
types of grants in the system, for example, pure
shared taxes to provide adequate revenues for
large urban areas, formula grants to equalize
across jurisdictions, and matching grants to stimu-
late tax effort. Balancing the merits of shared taxes
and formula grants is a central issue in designing
grant systems.

Grant systems should be kept as simple as possi-
ble. Complex systems lack transparency, are likely
to introduce mutually offsetting incentives, are dif-
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ficult to implement effectively, and are open to
abuse or ad hoc political bargaining.

Local government administration

Decentralizing spending responsibility and reve-
nue authority can assist development, provided lo-
cal administrative capacity is adequate to the tasks.
An important reason for past shortcomings was
the failure to deal with the difficulties of planning
and implementation.

Many of the reforms recommended for public
spending in Chapter 5 apply at the local level also.
In particular, local governments should prepare
both a medium-term fiscal plan and a comprehen-
sive annual budget. These force local governments
to evaluate the needs of their jurisdictions and to
make strong arguments for spending programs,
either current or capital, which then serve as the
foundation for strong fiscal efforts. They also help
central governments to coordinate municipal de-
velopment and provide a clearer picture of re-
quired intergovernmental transfers.

Effective local administration is hampered by
lack of finance and accounting skills because
skilled personnel frequently would rather work for
the central government. One approach to local
staffing is to assign central civil servants temporar-
ily to local authorities. Also technical agencies at
the center can provide direct services to local gov-
ernments. Malaysia's. central government lends as-
sistance in public health, sanitation, and food in-
spection, especially in rural areas, and has
assigned accountants to state governments. Tech-
nical assistance to local governments may be pro-
vided with either loan or grant finance. Municipal
development funds can enlarge the local capacity
for financial analysis and implementation of in-
vestment programs.

Training local officials is essential for better local
administration. Several Indonesian cities have pi-
lot programs for local training to improve tax ad-
ministration and financial management. In Nepal
local officials have attended training workshops on
techniques of financial analysis, current and capital
budgeting, and tax collection procedures (includ-
ing records systems). As a result, at least initially,
locally raised revenues have increased.

Another option for local governments with staff-
ing shortages is to buy services from the private
sector. Many services can be provided this way.
Contracting reduces staff requirements and gives
local governments the flexibility to provide a
changing mix of services.



Toward more efficient local government

The structure of government in many developing
countries is inefficient. Often fiscal relations are
opaque because of political expediency rather than
lack of knowledge or skifi. This makes reform
much more difficult. Nonetheless more open and
transparent systems are urgently needed. Respon-
sibility for many services can be devolved to local
government. Local government should rely on the

revenue sources that they are best equipped to
use, such as property taxes and user charges. A
properly designed system of grants can encourage
efficient provision of local services. Local govern-
ments must be held responsible for their use of
public resources to those who provide them: for
user charges, the beneficiaries; for locally raised
revenue, the general public; for grants, the cen-
tral government; and for borrowed funds, the
creditors.
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Strengthening public finance through reform
of state-owned enterprises

In almost every developing country the public sec-
tor undertakes a significant share of its production
and investment through state-owned enterprises
(SOEs). SOEs are financially autonomous and le-
gaily distinct entities wholly or partly owned by
central or subnational governments. Unlike gov-
ernment departments that generally depend on
taxes, SOEs can earn most of their revenue by sell-
ing goods and services. The output of SOEs can be
a substantial share of GDP, although it varies
widely from country to country (see Figure 8.1).
SOEs have an even greater share of total invest-
ment; they accounted for more than 20 percent in
thirteen of the nineteen developing countries
shown in Figure 8.1. In Zambia, Burma, and Vene-
zuela their share of total investment was more
than half in 1984.

SOEs produce a wide variety of goods and serv-
ices, many of which are also produced by the pri-
vate sector. They range from power generation,
water supply, telecommunications, and transport
to manufacturing, mining, agricultural marketing,
and finance. Varying degrees of state control and
different legal forms further underscore the diver-
sity of SOEs. However, the pricing and borrowing
practices of SOEs have much in common; so do
their financial implications for government bud-
gets. As a result SOEs have been a major element
in public finance in developing countries. In the
past their fiscal effect was often hidden by a lack of
consolidated financial data on their operations,
opaque budgetary procedures, extrabudgetary fi-
nancing, implicit subsidies, and protection from

competition. More recently tight budget con-
straints, limits on domestic and external financing,
and the effects of devaluation and trade liberaliza-
tion have exposed the weakness of SOE finances
and their worrying effect on the fiscal stability of
many developing countries.

SOE contributions to rising public sector deficits
and growing foreign indebtedness are increasingly
recognized as key issues in public finance. More-
over, during the past twenty years many govern-
ments have added dramatically more SOEs to the
utilities, marketing boards, and other enterprises
they inherited at independence. More than half of
Africa's SOEs were established between 1967 and
1980; during the same period the number of SOEs
grew rapidly in many other countries, including
Mexico, Peru, the Philippines, and Portugal. By
establishing a wide array of largely manufacturing
and service-oriented SOEs, governments have
sought to localize ownership of assets, to control
strategic resources, and to foster infant industries.
More recently, this trend has led to mounting con-
cern over possible displacement of private initia-
tive in areas where the public sector does not have
a clear advantage. This chapter focuses on the is-
sues of public finance common to many SOEs and
explores the scope for reform.

How SOEs interact with public finances

As an integral part of the public finance system,
SOEs both affect and are affected by public finance
policies and institutions. Direct transfers to SOEs



from government budgets are the most obvious
sign of this. Others are harder to see: interagency
arrears and government guarantees of SOE debts
do not appear by name in the budget. Through
these interactions SOEs have added to public sec-
tor deficits and to a lack of transparency in public
finance.

SOEs have imposed direct budgetary burdens

The budgetary effect of SOEs is the balance be-
tween central government financing of SOE opera-
tions through subsidies, net lending, and equity
injections, on the one hand, and SOE contribu-
tions to the budget in the form of dividends and
interest payments, on the other. In eight develop-
ing countries with suitable data the net budgetary
transfers to SOEs ranged from more than 1 percent
of GDP in the Dominican Republic to more than 5
percent in Sri Lanka during 1983-85 (see Figure
8.2). In a few casesmost notably Turkeythese
transfers have fallen in recent years, through re-
forms in pricing and management and cuts in in-
vestment. In 1984 the net budgetary transfers to
the SOEs among six of the countries shown in Fig-
ure 8.2 ranged from one-tenth of the overall central
government deficit in Turkey to twice the deficit in
the Philippines.

Some SOEs do make sizable positive contribu-
tions to the budget. In Egypt, for example, SOEs in
the construction and services sectoras well as the
Suez Canal and petroleum authoritiesmade posi-
tive net contributions. Persistently weak perfor-
mance elsewhere, however, meant that Egyptian
SOEs as a whole were a drain on government
finances.

Transfers to SOEs can sometimes be justified by
economies of scale, externalities, or attempts to re-
lieve poverty. As discussed below, such goals
might be achieved if SOE transfers were evaluated
in advance, appropriately targeted, and closely
monitored. Too often, however, such controls have
been lacking. Budgetary transfers have thereby
been the unintended outcome of poor decisions in
investment, pricing, and management.

Interagency arrears have grown

SOEs also affect government finances through the
buildup of interagency arrears and cross-debts.
Sizable arrears can impede effective financial man-
agement because they obscure the true pattern of
financing within the public sector. This situation
has been especially common in Egypt, Morocco,

Portugal, and many Sub-Saharan African coun-
tries. In several instances unpaid government bills
from state-owned utilities producing power, water,
and telecommunications services have amounted

Figure 8.1 Nonfinancial SOE shares of value
added and investment
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Figure 8.2 Average annual net transfers
from government to nonfinanical SOEs
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to the equivalent of one year or more of the gov-
ernment's consumption of the relevant SOE out-
put. Governments sometimes fail to hand over
promised capital grants or subsidies; these become
obligations for future fiscal years. If capital grant
arrears had been counted in Morocco's central
government budget in 1984, they would have
added two and a half percentage points of GDP to
the net budgetary transfers shown in Figure 8.2.

Sometimes, however, SOEs do not pay their ob-
ligations to governments: taxes, dividends, debt
service, and so on. Often this happens after gov
ernments have failed to meet their financial obliga-
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tions toward the SOEs; mutual arrears are a short-
term answer for all concerned. The Gambian state
power company owed the treasury an equivalent
of 16 percent of current government revenue in
1984; its own unpaid claims on the government
amounted to one-quarter of these arrears. At the
same time interlocking arrears accumulated among
other Gambian SOEs and municipalities. In ex-
treme cases chain reactions may occur that seri-
ously undermine the financial discipline of the en-
tire public sector. For example, Egypt's publicly
run railway company refused to pay state-owned
engineering industries because of mounting gov-
ernment arrears. In turn the engineering industries
did not pay the state-owned steel industries; the
steel industries then refused to pay the state power
company.

Government guarantees of SQE debt can be risky

SOEs have borrowed significantly in domestic and
foreign credit markets. Governments have com-
monly guaranteed substantial parts of their debt
and have often assumed the debts of SOEs in fi-
nancial difficulties even where there were no for-
mal guarantees. Explicit or implicit guarantees of
this kind create contingent liabilities, but lack of
accounting discipline means that often they do not
appear in government budgets or accounts. Recent
experience in many countries has made it painfully
clear that the government's contingent liabilities
can have serious repercussions if the financial situ-
ation of one or more major SOEs deteriorates. For
example, when the former state agricultural mar-
keting board in Senegal was liquidated in 1980, the
government assumed bank debts equivalent to 15
percent of GDP.

Partly because of government guarantees SOE
borrowing has added significantly to foreign debt.
The direct foreign borrowings of SOEs accounted
for more than one-fifth of total foreign debt in
ninety-nine countries as a group and grew faster
than the foreign debt of private borrowers during
1970-86 (see Figure 8.3). The total contribution of
SOEs to external indebtedness is greater than this
suggests, because governments passed much of
their own foreign borrowing on to SOEs. SOEs
have accounted for more than half of the outstand-
ing external debt of Brazil, Mexico, the Philippines,
Portugal, Zambia, and other countries. In most
cases overambitious investment programs explain
the rapid rise in foreign borrowing. Foreign inter-
est rates often were, or at least appeared to be,
lower than domestic rates; foreign lenders pre-



ferred lending to SOEs rather than to private en-
terprises because of explicit or implicit guarantees.

Government backing of SOE borrowing is all the
more risky when public ownership is extensive in
the financial sector. Credit granted to SOEs by
government-owned banks poses the well-known
risks of any financial institution lending to borrow-
ers connected with its owners. Standard lending
criteria may not be applied, so that loans are made
for unsound investments, and foreclosures, where
called for, are too long delayed. When SOEs per-
form badly, this can then mean a sharp rise in the
banking sector's nonperforming assets, as in Cam-
eroon, Madagascar, and Mali, for instance. In such
cases public capital is required to recapitalize the
banking system, which implies heavy future
claims on the budget. In Benin, for example, SOEs
created central government contingent liabilities to
the domestic banking sector ten times larger than
the direct budgetary transfers shown in Figure 8.2.
Moreover most of their borrowingwhich ac-
counted for more than one-third of outstanding
domestic bank credit and 13 percent of GDP in
1986became nonperforming. This virtually para-
lyzed the country's banking system and put heavy
demands on future budgets. The total effect of
SOEs on public finance is understated when they
contribute to financial crises. This is because public

Figure 8.3 SOE contributions to the growth
of external debt in developing countries,
1970 to 1986

Billions of dollars

Private sector

Notes: The vertical axis is in log scale. Data are from a sample of
ninety-nine countries and include only direct SOE and private
sector medium- and long-term debt.

expenditure associated with resolving financial cri-
ses is usually not included in the public sector defi-
cit (see Box 3.3).

SOEs contribute to public sector deficits

The aggregate effect of SOEs on public finance
shows up in the overall deficit of the public sector.
For some of the years shown in Figure 8.4, SOEs
realized deficits larger than the overall public sec-
tor deficit in Brazil, the Dominican Republic, Ecua-
dor, Egypt, Turkey, and Venezuela. In other
words, the rest of the public sector would have
generated a fiscal surplus without the net transfers
to the SOEs. In the Philippines and Costa Rica,
SOE deficits on average accounted for one-half of
the overall public sector deficit during 1981-84. In
many other countries such calculations are impos-
sible for lack of data. Most countries fail to monitor
the financial position of their public sector as a
whole, even though macroeconomic management
and stabilization policies call for control of public
sector deficits, broadly defined. What accounts for
this weakness in fiscal management?

SOEs have diminished the transparency
and accountability of public finances

Traditionally, public finance analysts and policy-
makers have focused their attention on the central
government budget as the main determinant of fis-
cal policy. Analysis of SOE finances had largely
been left to sectoral experts. Thus few systematic
attempts have been made to monitor SOE financial
performance in the aggregate or to compile fiscal
data for all levels of the public sector. In Brazil, for
example, where SOEs were the fastest growing
part of the public sector during the 1970s, the gov-
ernment had no consolidated statistics on their
earnings, spending, or debt until 1979. Where ef-
forts have been made to gather information, the
rapid growth of SOEs has often outpaced the ana-
lysts' ability to collect and evaluate it. In Tanzania
in 1986, where the number of SOEs had increased
tenfold since the mid-1960s, almost a third were
more than two years behind in submitting ac-
counts for audit. SOEs often do not follow uniform
accounting standards, so their financial statistics
are difficult to consolidate with other public sector
statistics. Unforeseen budgetary claims can also
arise from failing private enterprises in which pub-
lic holding companies and state-owned banks had
acquired portfolio interests. These indirect and mi-
nority state shareholdings have rarely been subject
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Notes: SOE balances are calculated after taxes and before net transfers from government. Public sector balances are defined as total public
revenue minus total public expenditure and are based on consolidated government and nonfinanical SOE accounts. The years covered vary
because of differing data availability for individual countries.
Sources: World Bank and IMF data.
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either to strict investment criteria or to central
monitoring.

However, the failure to view public finances
comprehensively is not entirely caused by a lack of
data. SOEs were often set up or enlarged precisely
because they were largely exempt from fiscal con-
trol. Where strict legal or administrative rules lim-
ited the creation of new SOEs, ways were often
found to circumvent them. For example, in the
Philippines during the 1970s and early 1980s some
sectoral ministries were able to avoid legal restric-
tions on the establishment of new SOEs by form-
ing subsidiaries of existing ones. This practice has
been widespread elsewhere, as in Brazil, where
the creation of SOE subsidiaries was largely un-
controlled until 1979.

SOEs have therefore been both a cause and a
symptom of weak fiscal discipline and lack of
transparency. Transparencythe ability to assess
the financial implications of public sector activities
in advance, to evaluate them after the fact, and to
identify who bears the costs and who receives the
benefitsis necessary if decisionmakers are to be
accountable for their actions. Of course, develop-
ing countries are not alone in these difficulties. A
recent study has documented the growth of off-
budget SOEs and agencies at all levels of govern-
ment in Japan, the United Kingdom, and the
United States"underground public sectors" not
subject to the usual fiscal and political controls.
Even in the United States, where SOEs have tradi-
tionally had only a limited role, off-budget enter-
prises borrowed an estimated $50 billion in private
capital markets in 1982; this sum was implicitly or
explicitly guaranteed by the federal government.
However, lack of transparency has been particu-
larly disruptive in developing countries. The SOE
sector has often been the source of unexpected fis-
cal crises when the economic or political fortunes
of a country worsened, which exposed the weak-
nesses of substantial segments of the economy
that had directly or indirectly come under public
control.

Recent fiscal crises have forced the governments
of developing countries to reconsider the role and
management of SOEs. Official reports in India,
Kenya, and Tanzania, for example, have drawn at-
tention to poor management of the SOE sector and
to its budgetary implications. More than thirty
governments have undertaken studies to identify
weaknesses in the sector and in its relations with
government. More than ten developing countries
have begun comprehensive reforms as part of
broader efforts to improve resource mobilization,

allocation of public expenditures, and overall fiscal
management. One approach is to reform the tradi-
tional instruments of fiscal policy: pricing, taxa-
tion, subsidies, and expenditure allocation. An-
other is to enhance fiscal discipline within the
public sector. A third is to increase the role of the
private sector.

Strengthening SOEs through fiscal instruments

SOEs finance their spending in three main ways:
through revenues from the sale of goods and serv-
ices, through transfers from the government (in-
cluding receipts from earmarked taxes, subsidies,
and equity contributions), and through borrowing.
For commercial SOEs the first of these three
sources of finance is generally by far the most
important.

Rationalizing SOE pricing policies

Better pricing can have many benefits. It can make
SOE operations and investments self-financing,
thus reducing the SOE contribution to the overall
public sector deficit. This facilitates the pursuit of
sound public finance policies. For example, it al-
leviates the pressures on central government to
raise taxes, which are often costly in terms of ad-
ministration and economic distortions (see Chap-
ter 4). It also alleviates pressure to raise financing
through inflation, crowding out, and foreign debt
(see Chapter 3). In addition, it helps to limit the
overall imbalance between savings and investment
in the economy, thus reducing pressures on the
balance of payments. The scope is substantial. In
Argentina in 1985 the sale of SOE outputs ac-
counted for roughly one-third of public sector rev-
enue. Pricing adjustments in Costa Rica helped
move the SOE overall deficit from more than 5
percent of GDP in 1982 to a small surplus in 1984
(see Figure 8.4).

As discussed earlier, raising revenue from the
sale of publicly provided goods and services can
also improve the efficiency of resource allocation,
provided prices or user charges are set to reflect
economic cost (see Boxes 4.1 and 6.1). Where SOEs
produce internationally traded goods, prices in in-
ternational tradealso called "border prices"are
generally the appropriate reference point. The coal
industry provides an example. In many countries
its domestic price was often set below border
prices. The implicit subsidy to users was met by
grants, equity contributions, or loans from govern-
ments to coal-producing SOEs. This encouraged

173



inefficient use and excessive expansion of capacity.
Tighter budgets then forced deep cuts in invest-
ment, in some cases compromising longer term en-
ergy plans. This happened in Indonesia and the
Philippines during the 1970s; since 1980 both have
taken steps to align domestic coal prices with bor-
der prices.

For SOE outputs not traded internationallyfor
example, power, water, and telecommunications
the long-run marginal cost of production is the ba-
sis for efficient pricing. The principles were dis-
cussed and illustrated for the water and power
sectors in Chapter 6. Underpricing leads to overex-
panded capacity, unnecessary burdens on govern-
ment budgets, and excessive foreign borrowing by
the SOEs concerned. Often it happens because
cumbersome centralized mechanisms for revising
utility tariffs delay price increases after costs have
gone up. Political difficulties can then cause fur-
ther delay. Small but frequent price increases, in
line with broad factors affecting costs (such as in-
flation or devaluations), have successfully avoided
these problems in some countries.

Limiting SQE subsidies

Setting SOE prices with reference to economic cost
will go a long way toward limiting both the call on
central government transfers and SOE borrowing.
Experience has shown that for most SOEs efficient
prices wifi be compatible with financial viability.
However, subsidies will still be appropriate in
some cases, most notably for the relief of poverty
or on the grounds of declining costs, since efficient
prices wifi then not cover financial costs.

In principle, to ensure financial viability and
transparency, SOEs should be explicitly reim-
bursed from the budget for the cost of financially
unviable, but socially desirable, projects. Other-
wise they may have an incentive to underprovide
such services or may encounter financial difficul-
ties. The costs and benefits of such subsidies
should be evaluated according to standard invest-
ment criteria, and a budgetary provision should be
made in advance. In some instances, though, it
may be more effective to subsidize low-income
consumers by charging them less than cost and
charging better-off consumers more. Some coun-
tries have applied this approach to water, power,
and rural telephone services. Cross-subsidies are
particularly suitable where the obstacles to raising
general taxes are insurmountable.

Rather than receive subsidies, commercial SOEs
should pay taxes just as private enterprises do.
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This will put them on an equal footing with private
competitors and thus encourage efficiency. Where
SOE prices act as taxes, as in commodity boards,
surpluses should be transferred to the treasury. In
areas such as telecommunications and natural re-
source extraction, efficient SOE prices may lead to
financial surpluses. In these cases it is better to tax
away some of the surplus to finance other high-
priority public investments than to plough it all
back into the same sector, pass it on to SOE clients
through insufficient charges, or pay SOE employ-
ees higher wages. In several oil-producing coun-
tries, for example, much of the income generated
by state-owned oil companies was wasted in exces-
sive domestic consumption of oil, gas, and
electricity.

Controlling SOE borrowing

Borrowing is justified as a way of allocating part of
the financial burden of large-scale, lumpy invest-
ments to future users. However, it should not be-
come a substitute either for justified increases
in user charges or for injections of equity by the
government.

It is also important that SOEs bear the full mar-
ginal cost of borrowingespecially foreign bor-
rowing. The marginal cost will exceed the nominal
cost if the loan has been provided on concessional
terms or if access to foreign lenders is rationed. To
ensure adequate discipline, some central control of
borrowing will be needed in most countries. SOEs
in Brazil and Côte d'Ivoire, for example, became
subject to such controls in the late 1970s. Thailand
has a strict ceiling on total public sector borrowing
from abroad that also applies to government-
guaranteed SOE loans. In addition, there are regu-
lations that require SOEs to satisfy certain self-
financing ratios and to remit a prescribed amount
of profit to the government in order to be eligible
for government loan guarantees.

Government guarantees on SOE borrowing
should be given sparingly and mainly for public
works and infrastructure that could spur private
investment. They should not be used for commer-
cial projects or joint ventures where unguaranteed
credit on market terms is available. Informal or im-
plicit guarantees are to be avoided; this can be
done only with strict, pre-established limits on
government exposure to SOEs, clear bankruptcy
laws for SOEs, and the wfflingness of govern-
ments to liquidate insolvent enterprises. In the in-
terest of fiscal discipline two socialist countries
China and Yugoslaviahave recently begun to



apply their bankruptcy laws to SOEs. Another
remedy is to pass laws that clearly excuse govern-
ments from liability for SOE debts that are not for-
mally guaranteed.

Improving the allocation of SQE spending

SOEs often operate in areas of special concern to
the government; their investments are seen as cru-
cial for development. In allocating their resources,
they may not be subject to a direct market test.
Moreover, in financing their expenditures, they of-
ten draw on subsidies, loans, or guarantees from
government. Accordingly their spendingand es-
pecially their investmentshould face an evalua-
tion as rigorous as that applied to direct govern-
ment transactions (see Chapter 5). Much of this
can be properly carried out within the enterprise
by applying standard criteria for project appraisal
and operational cost-effectiveness. Central govern-
ment agencies, in particular the planning and fi-
nance ministries, should restrict themselves to en-
suring that the broad directions of SOE investment
fall within national planning parameters, that the
SOE carries out the appropriate analysis, and that
SOE managers are accountable for the resources
they use. However, the precise dividing line be-
tween central and delegated responsibility will
vary from enterprise to enterprise.

In practice governments and SOEs every-
wherenot just in developing countrieshave de-
viated from these principles. The demands on
public managers could be reduced by excluding
from public sector planning those activities in
which SOEs could compete among themselves or
with private enterprises for banking creditin
manufacturing, for example, and many services.
Financing in these cases would then be indepen-
dent of government subsidies, loans, or guaran-
tees. The point is also relevant for socialist coun-
tries that have begun to move away from central
planning. Since 1984 the profits of SOEs in China,
instead of being remitted to the government bud-
get, have been taxed and the balance retained by
the enterprises. SOEs in China have thus increas-
ingly financed their investments from internal re-
sources and bank loans rather than from govern-
ment budgetary grants.

Enhancing fiscal discipline

Fiscal discipline is more than a matter of control-
ling borrowing and allocating spending more effi-
ciently. This section highlights three further as-

pects: eliminating interagency arrears, improving
the transparency of the financial reporting and
monitoring of SOEs, and increasing the account-
ability of SOE managers. Experience in several de-
veloping countries has shown that after progress
has been made in these areas, sound public finance
becomes much more feasible.

Eliminating interagency arrears

Clearing government arrears to SOEs can be a la-
borious and expensive exercise, but it can greatly
strengthen SOE finances. In 1982, using the pro-
ceeds of a special bond issue equivalent to 6 per-
cent of GDP, the Ethiopian government settled its
unpaid bills to SOEs and strengthened their capital
base. Eliminating government arrears in Portugal
has improved the financial ratios of several SOEs.
Once arrears have been settled, government con-
sumption of SOE outputs must be rigorously
budgeted to prevent the problem from recurring.
By reducing waste and by making civil servants
pay the cost of utilities in government housing, the
Moroccan government reduced its consumption of
water, power, and telecommunications services
all provided by SOEsby 4 percent, although its
arrears remain substantial. An integrated govern-
ment cash control system in Jamaica allows ade-
quate budgetary provision and timely payment for
SOE outputs.

The arrears of SOEs to governments also deserve
attention. They are often settled by being con-
verted to equity. But as long as SOEs do not pay
dividends, such conversions are akin to govern-
ment grants: they provide no incentive for fiscal
discipline. Conversions should therefore be com-
plemented by reforms in SOE taxation and pricing.
Government auditing should monitor financial
balances between individual SOEs and guar4
against the accumulation of arrears, which ham-
per efficient financial management in individual
enterprises.

Improving financial reporting and monitoring

Improving the transparency of SOE finances calls
for up-to-date data. These should include data on
actual and planned spending and revenues and on
changes in assets and liabilities, organized in a sys-
tematic accounting framework, and assembled
regularly by a central agency. Most utilities in de-
veloping countries that receive foreign assistance
or loans already apply standards of this kind; in
principle they can be adapted for other commercial
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SOEs without much difficulty. The use of a com-
mon fiscal year for all public bodies facilitates the
consolidation of public sector accounts. Once es-
tablished, such a reporting system is an invaluable
tool of fiscal analysis and policy. In Thailand the
central bank compiles SOE financial data in a com-
prehensive and timely manner. In 1979 Brazil cre-
ated a federal body (SEST) charged with centrally
monitoring SOE finances; it permitted the govern-
ment to exercise better control over the creation,
expansion, and liquidation of SOEs, as well as
over their foreign and domestic credit operations.
Kenya recently established a debt-reporting sys-
tem, and it is already beginning to improve the
management of SOE debt (see Box 8.1).

It is often useful to separate commercial and
noncommercial public entities. Noncommercial ac-
tivities are usually best integrated into the budget,
as in Brazil, where 200 noncommercial agencies
were removed from the oversight of SEST and put
into the government budget. Separating these two
kinds of public bodies (which is also being planned
in the Central African Republic and Malawi) allows
enterprises that are able to finance themselves to
be overseen in a different way from those that
must continue to depend on budgetary transfers.

Competent auditing is one of the keys to accu-
rate financial reporting. It is also essential for creat-
ing or maintaining good internal financial manage-
ment and for ensuring public confidence that
funds collected by SOEs are not misused. Where
public audit institutions and the domestic audit
profession are too weak to carry out a radical re-
form of SOE audit procedures, it may be necessary

to bring in foreign firms on a temporary basis, both
for initial rounds of audits and to train local staff.

Increasing the accountability of managers

Reliable and timely information on the operations
of SOEs improves the accountability of SOE man-
agers. At the same time data collection and moni-
toring systems are of little help unless they are part
of a broader effort to give managers incentives for
efficiency. Recently some developing countries
have introduced incentive systems based in part
on indicators of financial performance. In Pakistan
an evaluation system provides managers and em-
ployees with bonuses based on performance; these
have led to better cost control (see Box 8.2). In
Senegal the government and six major SOEs
signed contracts that established objectives and
performance indicators and set out the reciprocal
obligations of the government and the enterprises.
Compared with others in the first three years of the
experiment, these enterprises had greater sales
growth and lower personnel costs. However, con-
tinued restrictions on SOE managers and the gov-
ernment's inability to honor financial commit-
ments have reduced the effectiveness of these
experiments. Similar experiments have recently
started in other developing countries, including
Bangladesh, Guyana, Mexico, and Morocco; oth-
ers are being considered in Argentina, Egypt, and
India. Agreements on pricing, subsidies, loan and
equity financing, and investment programs should
feature in performance contracts or evaluation
systems.

Box 8.1 Improving the monitoring of SOE debt in Kenya

During the 1970s and early 1980s Kenya's SOE sector
was plagued by poor debt reporting. No clear indica-
tion existed whether funds provided by the govern-
ment to its SOEs were loans, equity, or grants, and the
interest and amortization schedule for loans were often
unspecified.

In 1984 the government began to assemble data on all
outstanding loans to SOEs. The Kenya Internal Debt
Reporting System (KIDRES) became operational in
1986. The system computes amounts due from SOEs
according to banking principles, with penalty interest
accruing on overdue balances. Retroactive agreements
are sought where no loan records exist. If an SOE does
not pay, the Treasury will not approve its budget.

During implementation several weaknesses in the

system became apparent. KIDRES cannot legally en-
force debt servicing. It does not cover commercial bank
lending to SOEs and thus presents an incomplete pic-
ture of debt-servicing obligations. Inadequate adminis-
trative resources have handicapped the smooth run-
ning of the system.

Nonetheless KIDRES has achieved progress in sev-
eral areas in a short time. First, better information is
now available for judging existing as well as new debts
of SOEs. Second, a standard agreement is now com-
pleted before any new government funds are released
to an SOE. KIDRES has also enabled the government
to recover loan repayments from SOEs with above-
average financial performance. In the past these SOEs
had been unwilling to repay their loans.

176



Box 8.2 Evaluating SOE performance in Pakistan

In 1980 an Experts Advisory Cell (EAC) was estab-
lished in the Ministry of Production in Pakistan to ad-
minister an oversight system for industrial SOEs. The
system consists of enterprise information, performance
evaluation, and incentive components. By evaluating
SOEs on the basis of financial after-tax profits as well as
indicators measuring physical production and energy
consumption, the EAC focuses on increasing SOB pro-
duction and sales while minimizing costs. Each SOE is
required to provide cost-accounting data in a standard
format. Targets based on budgetary proposals pre-
sented by SOBs are officially agreed on in a contract
between the EAC and SOE managers, subject to ap-
proval from the ministry. A comprehensive weighted
indicator based on agreed criteria and weights is used
to grade the performance of each SOE into one of five
categories. Managers receive bonuses ranging from
three months of base salary down to nothing on the
basis of this performance evaluation.

The new system appears to have induced managers
to increase after-tax financial profits, which rose for
most of the SOEs evaluated. By linking performance
evaluation to bonuses, the new system also provided
incentives for improved SOE accounting. Audited re-
ports, which previously were delivered one to three
years after the fiscal year, are now received within five
to seven months. SOE managers more readily under-
stand and accept performance targets, because these
are negotiated with them rather than set from above.
Required periodic meetings organized by the EAC be-
tween SOE managers and the heads of their holding
companies have increased motivation and communica-

tion of problems.
Several constraints have, however, limited the ability

of SOE managers to increase operating efficiency.
Among them are the inability to reduce labor to cut
costs, lack of control over compensation decisions, in-
ability to close certain product lines, inflexibility in pro-
curement decisions, and constraints on the choice of
product mix, markets, and suppliers. In addition credit
and foreign exchange ceilings are allocated as part of
the budgetary process through negotiations between
SOE holding companies and the Ministries of Produc-
tion and Finance. There is no reason why these ceilings
would tend to favor the more efficient firms, especially
since price distortions make it hard to judge efficiency.
Finally, the system's profit measure appears to provide
incentives to SOE managers to minimize taxes, under-
take interest arbitrage, underprovide for depreciation,
and focus on nonoperating income that does not reflect
operating efficiency.

These problems could be mitigated by reducing re-
strictions on managers in employment and production
policies as well as by lowering barriers to domestic and
foreign competition with SOEs. Further improvements
might result from using the indicator originally pro-
posed when the system was first considered. Perfor-
mance was to be evaluated using "public profits" in
constant prices based on private profits plus taxes, in-
terest costs, and depreciation minus nonoperating in-
come. These adjustments were designed to discourage
SOE managers from activities that do not directly en-
hance the efficiency of their operations.

Although performance monitoring can bring im-
provements, the scarcity of managerial skills in
most developing countries severely limits the
number of SOEs that governments can oversee ef-
fectively. Improved SOE performance demands a
balance between autonomy and accountability that
is especially difficult to achieve when the number
of SOEs and parent ministries is large. Evaluating
SOEs that encompass utilities, manufacturing en-
terprises, transport companies, marketing boards,
and financial institutions requires skill and re-
sources. Where such expertise exists, it is usually
captured by the enterprises, so governments often
depend on the SOEs themselves for technical eval-
uation. As long as the number of SOEs remains
large, measures to avoid arrears and to monitor
financial flows will severely strain public re-
sources. Where possible, therefore, SOEs should

accept competition and involvement by the private
sector.

Reappraising the environment and the scope
of SOEs

In recent years several industrial and more than
fifty developing countries have begun to reduce
the administrative and financial burden of the pub-
lic sector by liberalizing and narrowing the SOE
sector. These efforts have meant more competition
and a smaller role for the government in the man-
agement and ownership of the enterprises. Be-
cause the span of effective government oversight is
limited, such avenues should continue to be ex-
plored through periodic reviews of government
shareholdings. These should assess the benefits of
privatization, broadly defined as increased private
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Box 8.3 Performance of public bus companies in two Indian cities

Comparing the performance of public bus companies
in two Indian cities illustrates how prudent manage-
ment, financial independence, and competition can
combine to produce efficient and commercially viable
public systems.

The Calcutta State Transport Corporation (CSTC) has
a fleet of some 1,100 buses, of which usually less than
700 are in operation, mainly for want of repair and
maintenance and sometimes because of lack of drivers.
It has a high staffing ratio of 20.7 per operational bus.
The CSTC has also been plagued by fare evasion esti-
mated at more than 15 percent of revenue. The result-
ing combination of low productivity with fare inade-
quacies and evasion necessitates a subsidy of about $1
million a month. By contrast, the city's 2,200 private
busesoperated mainly by small companies or individ-
ual owners grouped into several route associations
have been able to survive financially without subsidy
and to maintain low staffing ratios and high fleet avail-
ability. The drivers and conductors of private buses
receive a percentage of revenue, which gives them a
strong incentive to combat fare evasion. As a result the
fare losses of private bus operations are extremely low,
and their operating costs are about half those of the
CSTC and are more than covered by revenues.

The Cheran Transit Corporation (CTC) in Coimba-
tore, a city of about 1 million inhabitants, is one of
fourteen publicly owned bus corporations in the state
of Tamil Naduall of which are financially viable and
efficient. The CTC does not have an exclusive franchise
but operates in direct competition with private buses.
The corporation operates with a very high level of effi-
ciency: more than 95 percent of the fleet is regularly in
service, and the staffing ratio of 7.3 per operating bus is
comparatively low for public bus corporations. Despite
very low fares ($0.04 for a five-kilometer trip), the CTC
is able to make a profit ($750,000 in fiscal 1984-85),
which enables it to expand its fleet in line with de-
mand. Much of the success of the CTC must be at-
tributed to its dynamic and accountable management
and to relatively consistent state government support
for adequate and timely fare revisions. Also the CTC
pursues prudent commercial policies, comprehen-
sively monitors and costs its services, and has incorpo-
rated staff incentives that are common among its pri-
vate competitors, including bonuses based on revenue
gains and savings that result from a higher rate of bus
use and better fare collection as well as an annual bo-
nus for accident-free driving.

sector participation in the management and own-
ership of activities and assets controlled and
owned by the government. Leases, management
contracts, and divestiture are the principal modes
of privatization. Among 600 documented privat-
izations completed worldwide since 1980, nearly
400 have occurred in developing countries and
more than 160 in Sub-Saharan Africa alone. This
excludes the divestiture of government sharehold-
ings in many nationalized enterprises that were
once in private hands, as in Bangladesh, Chile,
and Uganda.

Reducing SOE protection

In many areas, exposing SOEs to domestic and
foreign competition would promote economic effi-
ciency. This means, as a rule, removing several
forms of protection, including budgetary subsi-
dies. In India public bus companies have per-
formed better in cities where they are fully ex-
posed to competition without subsidy than in
cities where subsidies and inappropriate incentives
have fostered inefficiency (see Box 8.3).

SOEs are also be protected by regulated domes-
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tic markets that keep out private competitors. This
has occurred in agricultural marketing, where
SOEs have been especially inefficent because of
the geographical dispersion of their operations un-
der diverse market conditions and rapidly chang-
ing circumstances. Eliminating state marketing
monopolies in China led to big gains in agricultural
efficiency and drew greater output from private
farmers and collectives. Replacing SOE monopo-
lies with private trading networks to import, ex-
port, and distribute crops and fertilizers can also
improve the distribution of income. By using de-
centralized modes of transport instead of the
capital-intensive systems generally employed by
SOEs, private sector marketing can generate
higher productivity while favoring unskilled work-
ers and small entrepreneurs.

Tariffs or import quotas protect SOEs from for-
eign competition and make their inefficiencies less
transparent. Tanzania's industrial SOEs were prof-
itable in terms of domestic prices, but, when their
inputs were valued at world prices, more than
one-third of the enterprises (compared with one-
tenth of private industrial firms) were producing
negative value added. In other words the output of



the enterprise was worth less than its inputs. Re-
moving protection brings inefficiencies into the
open: in Turkey, for example, eliminating the trade
monopoly of a giant meat-processing SOE in 1980
led to fewer subsidies and to the closing of ineffi-
cient slaughterhouses. Private agents generally
adapt more quickly to the removal of trade distor-
tions than SOEs, unless the government removes
its budgetary and banking support for SOEs at the
same time.

Using private management

In sectors where the domestic and foreign private
sector have strong technical and management
skifis, governments can use management contracts
and leases to increase the operating efficiency of its
SOEs while retaining ownership. Management
contracts for state-owned hotels in several coun-
tries including Egypt, Jamaica, Sudan, and Zaire
have proved to be politically acceptable and com-
mercially successful. In Sri Lanka management
contracts transformed the financial performance of
state-owned textile mills. Water and sewerage
services of a high standard are provided in Côte
d'Ivoire by a joint venture company comprising
local and foreign interests. Where private opera-
tors might be unable to manage an entire SOE, it is
often feasible to hive off certain parts. For a port,

for instance, these might include stevedoring,
transit, container, and other activities. The Kelang
Port Authority in Malaysia initially arranged for
private management of its container terminal
through a lease.

Nonetheless leases and management contracts
can be difficult to draw up and can pose the same
dilemmas as enterprises run by public managers.
Contracted managers can be efficient only if they
are given autonomy in day-to-day operations. At
the same time management fees may be payable
regardless of performance. Incentives rewarding
managers for increased profitability are therefore
useful. Governments need to avoid depending on
a single contractor if the service is not provided
competitively. With a lease the business risk is
borne by the lessee. Although governments might
shed their immediate financial burdens, they need
safeguards to ensure that a viable asset is returned
at the end of the lease. Leases are often used as an
intermediate step toward eventual transfer of own-
ership from the public to the private sector.

Divesting SOEs

To alleviate the burdens of a large public portfolio
of commercial enterprises, several governments in
industrial countries and an even larger number in
developing countries have begun to divest part or

Box 8.4 An SOE public offering in an undeveloped capital market

In December 1986 the Jamaican government sold 51
percent of its equity in the National Commercial Bank
(NCB), the country's largest bank. Although this was
not the first privatization undertaken by the govern-
ment, it was by far the largest and the first to involve a
public share offering on the Jamaican Stock Exchange.
The NCB, which had been a private bank before it was
nationalized in 1977, had a record of moderate profit-
ability and had not created any financial burden on the
government. The government decided that the most
important objective of the public offering was to pro-
mote broad share ownership and to demonstrate the
merits of privatization rather than to maximize govern-
ment revenues.

Supported by a major media campaign explaining
share ownership, the offering attracted tens of thou-
sands of new Jamaican shareholders, none of whom
was allowed to acquire more than 7.5 percent of the
voting shares. Oversubscription at the end of the offer-
ing led the government to use a sliding scale to allocate
proportionately more shares to small buyers. The larg-

est single group of new shareholders were the NCB's
own employees, who were offered a special share pur-
chase scheme; they controlled almost 13 percent of the
voting shares after the offering.

As with similar offerings in industrial countries with
substantially more sophisticated capital markets, get-
ting the "right" price was difficult; in accordance with
common practice the issue was priced at a discount
from the share price of the NCB's closest competitor, a
publicly quoted private bank. Because of heavy over-
subscription NCB shares traded at a substantial pre-
mium after the offering. Since the government retained
a 49-percent stake in the NCB, it will be able to sell
shares in the future at market prices. The NCB's privat-
izatiori demonstrates that a developing country with a
relatively low per capita income can mobilize domestic
savings from a broad spectrum of the population; can
channel these funds through a small, undeveloped
stock market; and can shift control of a major SOE to
the shareholding public.
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all of their ownership in several SOEs. In the few
industrial countries such as France and the United
Kingdom where divestiture has been extensive, it
has sometimes proved difficult. Appropriate valu-
ation of SOEs, resistance from public employees
and interest groups, and the dangers of substitut-
ing private monopolies for public ones have been
significant problems even where capital markets
are well developed, where public debate has been
open and extensive, and where regulatory mecha-
nisms are strong. The constraints are far more se-
vere in developing countries, where capital mar-
kets are thin, where deep fears prevail of economic
domination by foreigners or by ethnic minorities,
and where the regulatory capacity of governments
is limited.

Nonetheless divestiture is being actively pur-
sued in several developing countries. Where SOEs
are financially sound and can attract a large num-
ber of local investors, some governments have
made public offerings partly to develop domestic
capital markets (see Box 8.4). Private offerings are,
however, likely to remain the primary form of
divestiture in most developing countries. They
include the outright sale of assets of SOEs (see
Box 8.5).

Along with divestiture the government needs to

decide on whether to continue providing protec-
tion and subsidies to the newly private enterprise.
Generally this will not be desirable, especially
where SOE reform is part of a broader adjustment
in trade and fiscal regimes. Some SOEs are unsuit-
able for divestiture because they are not financially
viable once protection and subsidies are removed.
In these cases liquidation may be the only feasible
course of action. Many small unviable SOEs have
been closed or liquidated in several countries, in-
cluding Guinea, Mali, Mexico, and Venezuela.

Agenda for SOE reform

Some SOEs in developing countries have been
able to operate as successful commercial ventures
without burdening public finances (see Box 8.6). In
most countries, however, many have drained
budgetary resources, contributed to overall public
sector deficits, weakened fiscal management, and
made negative contributions to value added. Such
problems, although they may vary across coun-
tries and SOEs, suggest common areas for reform.

A few key SOEs in developing countries, espe-
cially those concerned with infrastructure, are
likely to remain under public ownership, as in sev-
eral industrial countries. Strengthened account-

Box 8.5 Divestiture of state-owned textile mills in Togo

Like many other African countries, Togo undertook an
ambitious state-led industrial development program in
the 1970s using the windfall from short-lived commod-
ity booms and substantial foreign borrowing. By the
early 1980s the country was left with several ailing
SOEs, including its two largest textile mills. One of
these textile mills, designed to produce knitted and
woven garments for exports, was completed by the
government in 1980 at a cost of $50 million. It was
closed shortly after start-up, however, because of in-
adequate management, faulty equipment, lack of tech-
nical expertise and working capital, and insufficient
knowledge of the market. The second mill, built by a
private concern that went bankrupt in 1981, had been
taken over by the government. Although it was in fair
condition, it required extensive rehabilitation.

On the basis of proposals from several interested
groups, the government decided to sell to private in-
vestors the assets of the mills but to retain their liabili-
ties. Three independent audits confirmed a sale price
of about $10 million. A Korean group with U.S. financ-
ing was selected.

The resulting privatized concern was established in
mid-1987 and engaged 120 Korean technicians and
managers to supervise the rehabilitation of the existing
plant. Overall, a $20 million investment in rehabilita-
tion and additional equipment is envisioned. At full
capacity the two plants are expected to employ about
5,000 Togolese workers and to produce more than 24
million garments for export and 12 million yards of
printed fabric.

In early 1988 a U.K.-based investment group ac-
quired a majority interest in the operating company to
cover a shortfall in the U.S. financing. The original
Korean and U.S. investors remained as minority share-
holders. The shareholders plan to be operating both
plants on a significant scale by late 1988. By creating a
private concern that will substantially increase employ-
ment, maximize the use of existing equipment, and
assume significant financial risk with no direct subsidy,
this transaction has provided a favorable impetus for
further privatizations that are planned by the Togolese
government.
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Box 8.6 Malaysia's power utility: a financially viable SOE

Malaysia's National Electricity Board (NEB) is an exam-
pie of an SOE that is well run and financially sound.
Through appropriate pricing policy, investment plan-
ning, financial discipline, and adequate autonomy, it
has avoided the debt-servicing difficulties and depen-
dence on government budgets of commercial SOEs in
many other countries. After adjusting its tariffs to fully
reflect the effect of fuel price increases in the late 1970s,
the NEB maintained those high rates until 1985. In its
1986 financial year the NEB tariffs were adjusted twice.
The NEB has no significant problems with accounts
receivable (arrears).

Through maximizing its use of internally generated
cash to finance investment, the NEB has been able to
maintain a strong capital base and to finance 50 percent
of its investment from its own resources. Although 40
percent of NEB total capital was provided in foreign

exchange, prudent management had led to a relatively
small financial risk based on its existing loan portfolio.
By introducing a foreign exchange stabilization reserve
in its accounts in 1986, the NEB will be able to adjust its
investment program or its financing patterns quickly in
response to any changes in exchange rates.

The government of Malaysia reviews tariff changes
and the financial performance of the utility, but it does
not interfere in operational matters or investment deci-
sions. As natural gas (managed by another SOE) and
large-scale hydropower (purchased from another do-
mestic utility) have recently become attractive options
for power generation, the government has become
more involved with the NEB. However, it has been
providing mostly advice and arbitration rather than im-
posing decisions.

ing, incentive-based performance evaluation, and
rigorous investment appraisal are essential if these
SOEs are to contribute to development rather than
burden public finances. It is also vital for govern-
ments to define, and then follow, pricing, taxation,
and oversight policies to permit cost recovery,
proper accounting, and a balance between auton-
omy and accountability.

The degree of state ownership does not itself de-
termine the performance of an enterprise. How-
ever, a large portfolio of SOEs can severely burden
public administrative and financial resources.
Many governments in industrial, as well as devel-
oping, countries have halted and even reversed
their earlier policies of extending public owner-
ship. Governments should continually review the
costs and benefits of maintaining public manage-
ment and ownership in individual SOEs and con-
sider, where feasible, divestiture to private hands.
For many activities, notably manufacturing and

services, it is often possible to use management
contracts and leases as intermediate steps in that
direction.

Such reforms demand substantial adjustments
by the public and private sectors alike. Often they
also encounter serious financial, managerial, and
political constraints. To help overcome political re-
sistance, greater transparency is needed to demon-
strate the costs of unviable or poorly managed
SOE operations. The transfer of management or
ownership to private agents should occur accord-
ing to explicit criteria and without additional pro-
tection. Since better performance is the strongest
argument for privatization, governments should
ensure that private agents operate within a ma-
croeconomically sound framework and without
the distortionary pricing and subsidies that pro-
duced inefficiency in SOEs. The challenge calls for
government commitment and adequate resources
to support adjustment.
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Directions for reform

The public sector has grown rapidly in almost all
countries during the past few decades. This Report
has shown how the poor conduct of fiscal policy
has contributed to serious economic problems in
parts of the developing world. Unsustainable bud-
get deficits have led many countries into heavy
foreign borrowing, high inflation, and stagnant
private investment. Public revenues have failed to
match spending. They have also been costly and
inequitable, relying too much on trade, excise, and
turnover taxes and not enough on broadly based
domestic commodity and income taxes or user
charges. Too many public funds have been spent
on unwise investment, costly subsidies, and exces-
sive public employment; too few have been spent
on investment to support development.

The Report has pointed to many examples of
sound public finance policy. Some developing
countries have managed to avoid serious fiscal
problems. Others have taken bold steps toward
reform. Reform is clearly possible, although insti-
tutional change is difficult and takes time. The ex-
perience of the past few decades suggests five
broad policy prescriptions. These are not unattain-
able ideals, but practical goals. Some countries
have already taken steps in their direction.

Adopt prudent budget policies.
Reduce the cost of raising revenue.
Increase the efficiency and effectiveness of

public spending.
Strengthen the autonomy and accountability

of decentralized public entities.
Design public finance policies consistent with

poverty alleviation goals.
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Prudent budget policies

Moderate and sustainable public deficits, with
some allowance for cyclical ups and downs, are far
preferable to successive phases of rapid fiscal ex-
pansion followed by sharp fiscal contraction. Debt
accumulation, capital flight, and loss of confidence
during the expansion ensure that the ensuing con-
traction will be all the more severe. The poor then
bear the greatest burden. They are unable to shield
income by moving assets abroad, and they are of-
ten the first to lose their jobs in times of recession.
What then are "moderate and sustainable" public
deficits? They are deficits at levels consistent with
low and stable inflation, an acceptable external
debt service burden, and reasonable real interest
rates. A higher rate of domestic saving and more
productive use of public resources will per-
mit higher deficits consistent with prudent fiscal
management.

Countries that depend on commodity exports
face a particularly difficult fiscal environment.
Their safest strategy is to treat commodity revenue
as inherently volatile. Mistakenly treating a tempo-
rary boom in revenue as permanent carries heavy
long-term costs, because it can take years to cut
spending and reverse the accumulation of debts
incurred during the boom. By contrast, erring on
the side of cautiontreating a permanent boom as
temporaryis easily put right later. Boom revenue
can then be used to accumulate external assets or
repay debt, thus avoiding the risk of inflation and
an appreciating exchange rate.

If a deficit becomes unsustainable, macroeco-
nomic stabilization is a top priority. Structural eco-



nomic adjustment cannot happen alongside major
macroeconomic imbalances. At the same time sta-
bilization without structural measures to support
growth may itself prove unsustainable. Stabiliza-
tion and structural adjustment must therefore be
coordinated to avoid inconsistency in policy. Ad-
justment that relies on lowered tariffs and import
barriers, unified exchange rates, and deregulated
financial markets can be destabilizing because of its
fiscal implications. Adjustment should therefore
allow for complementary fiscal reform to replace
any lost revenue. Conversely, stabilization that re-
lies on higher tariffs, restricted imports, and re-
duced public and private investment can stifie
structural reform and growth. In fiscal retrench-
ment the choice between higher revenue and
lower spending will vary; it wifi depend on the
size of the public sector and the efficiency of both
its revenue gathering and its spending. Regardless
of that choice, special short-run measures may be
needed to cushion the effect of stabilization on the
poor.

Reduced costs of raising revenue

Raising public revenue is expensive. The costs in-
clude not just the direct costs of administration,
but also the indirect costs that arise from distor-
tions in economic activity. Some methods, though,
are far costlier than others. Certain principles
should guide governments in reforming their reve-
nue systems.

As far as possible the costs and benefits of public
services should be linked through user charges.
These might be charges related to consumption
(public pricing) when specific consumers can be
identffied or charges related to benefits (such as
valorization schemes in Latin America) when the
benefits of a public service are concentrated in a
particular area. User charges can promote greater
economic efficiency by making beneficiaries weigh
the economic cost of a good or service against its
benefit. Users are also more likely to oversee the
performance of suppliers when they have to pay.
Many public services for which charges are both
feasible and appropriate are often provided free or
at highly subsidized prices to all users. As a result
there is significant scope for raising additional pub-
lic revenue from higher user chargesespecially
for services such as higher education, hospital
care, electricity, water supply, and urban trans-
port. Far from hurting the poor, evidence shows
that cost recovery can help them by producing the

financial resources necessary to expand the supply
of basic services. Subsidies can stifi be targeted to
the poorest groups to alleviate poverty and to meet
basic needs for education, health, and sanitation.

Even though user charges can often be in-
creased, general taxes will continue to be neces-
sary to finance public goods that benefit the citi-
zenry at large. Although some tradeoffs among
objectives remain unavoidable, taxes can be re-
formed to raise revenue while reducing economic
distortions and the burden on the poor. Simplicity
in tax design is essential, because developing
countries have severely limited administrative re-
sources. Thus administrative feasibility and better
tax administration should be basic concerns of any
tax reform.

Tax systems satisfying these criteria wifi typically
include more streamlined company and personal
income taxes, a value added tax (often at the man-
ufacturer's level only, for simplicity), and a few
excise taxes on luxury or socially undesirable
goods. Where import duties are judged to be nec-
essary, they should be low and more uniform.
Marginal tax rates should be low to minimize dis-
tortions and to promote compliance. Taxes should
be simply structured, with few rates and few ex-
emptions. Extensive use of tax incentives to
achieve particular social goals rarely works in prac-
tice, since it tends to create or exacerbate economic
distortions and severely complicates tax adminis-
tration. High threshold exemptions in the individ-
ual income tax and exemption of unprocessed
products from the VAT will go far toward reducing
taxes on the poor while concentrating administra-
tive resources where they are most productive in
raising revenue.

Efficient and effective public spending

A guiding principle for public investment is that it
should complement, rather than compete with,
private investment. Government involvement is
clearly needed to supply public goods, such as de-
fense and law and order. It is also needed where
the private sector would undersupply goods or
services that benefit society at large, such as pri-
mary education, basic preventive health care,
transport infrastructure, and agricultural research.
Public intervention can also be appropriate for util-
ities that monopolize a single source of supply or
that face large economies of scale. But govern-
ments need not spend scarce, costly resources on
activities that the private sectorif allowed tocan
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do better. For example, they need not try to pro-
duce or market most agricultural and industrial
goods, nor to provide services such as urban bus
transport.

Spending needs to follow sound priorities. Prior-
ities emerge more forcefully when all parties are
aware of their specific resource constraints. Setting
overall spending limits means balancing needs
against the cost of raising revenue. It is best
achieved through a coordinated process of
medium-term fiscal planning, annual budgeting,
and regular monitoring of revenue and expendi-
ture. Binding spending limits should apply not
just to finance and planning ministries, but also to
sector ministries, subnational levels of govern-
ment, and SOEs.

The effectiveness of each item of spending is crit-
ical in determining its effect on development. Each
major project should be carefully appraised, not
only for economic viability (using cost-benefit or
cost-effectiveness analysis), but also for technical,
administrative, and financial feasibility. A dis-
torted policy environment may cause even the best
projects to fail. They need the support of appropri-
ate pricing, trade, and credit policies.

Among recurrent expenditures, adequate alloca-
tions for operations and maintenance are essential
for efficient use of the existing capital stock. Gov-
ernments often face a tradeoff between mainte-
nance and new investment, but the former is usu-
ally the more efficient. The cost of rebuilding roads
can be three to five times that of timely mainte-
nance. Adequate civil service salaries are also
needed to attract and motivate qualified policyma-
kers and administrators. The common practice of
cutting salaries and narrowing pay differences
while expanding total employment is bound to
produce poor administration. Developing-country
governments cannot afford to be employers of last
resort for the entire labor force. Finally, subsidies
for poverty alleviation should be aimed at those
most in need.

Strengthened autonomy and accountability
of decentralized public entities

Decentralized decisionmaking and accountability
can help to link costs and benefits, and thus im-
prove efficiency. Local decisionmakers can be more
flexible and responsive to the needs and prefer-
ences of their constituents; equally, citizens can
better watch over local entities than over central
ones. The extent of feasible decentralization varies

184

from sector to sector. Urban infrastructureroads,
water, and sewerageis best handled by local gov-
ernments and financed as far as possible through
user charges. In rural infrastructure a greater role
can also be played by vifiage-based community
groups, such as water user associations in irriga-
tion. Social service providers, such as schools and
clinics, can usually be given greater responsibility
for delivery and for cost recovery, although some
degree of central control is needed to maintain
standards and to provide targeted subsidies where
necessary. SOEs should be granted the autonomy
to cover costs through pricing, with managers held
accountable for the quality of services and for the
financial viability of their enterprises.

Local entities and SOEs will require financing
other than user charges if they supply public
goods or subsidies. Local governments can stream-
line their tax systems andthrough more accurate
property valuation and better administration
broaden the base and improve the collection of
property taxes. Borrowing by local governments or
SOEs may be warranted for capital spending
whose benefits occur in later years, but major bor-
rowing throughout the public sector should be
subject to central approval, especially when gov-
ernment guarantees are given. Central govern-
ment grants and subsidies are often justified, usu-
ally on equity grounds, but they should be
designed to provide incentives for efficient cost re-
covery. Regular and reliable auditing by central au-
thorities can increase local accountability for the
use of borrowed funds, grants, or subsidies.

Financial flows within the public sector are usu-
ally complex and often confusing. Transparency in
these transactions can be increased by accounting
explicitly for all subsidies, equity injections, divi-
dends, taxes, payments for goods and services,
borrowing, or debt guarantees. Financial obliga-
tions between agencies should be enforced. Ar-
rears in one account jeopardize the financial stabil-
ity of the creditor and often lead to compensating
arrears in other accounts. This causes greater con-
fusion and lack of control.

Like most of the other reforms suggested in this
Report, strengthening local government requires
improved administration and management. Ef-
forts to upgrade the quality of public sector em-
ployees through recruitment, training, and perfor-
mance incentives will always be critical in fiscal
reform. For many commercial SOEs greater com-
petition from private providers or increased pri-
vate sector involvementthrough private manage-



ment contracts, leasing, or outright divestiture
can help to reduce inefficiency as well as the
budgetary burden.

Public finance policies consistent
with poverty alleviation

Reducing poverty remains the ultimate challenge
of development policy. Public finance can be a
powerful tool for this purpose if the prescriptions
described above are borne in mind. Fiscal pru-
dence sets the groundwork for growththe pre-
condition for defeating poverty in the long run.
Moreover the poor often bear the biggest direct
burden of imprudent policies.

On the revenue side the poor can be exempted
from income and property taxes. Exemption of un-
processed products (particularly food) from sales
taxes softens the effect of such taxes on the poor.
Targeted subsidies can be used to exempt the poor

from user charges. In some cases modest user
charges on higher cost services may actually help
the poor by permitting increased investment in,
and thus expanded access to, publicly provided
essential services, such as potable water, primary
education, and basic health care.

The most important instrument for directly re-
lieving poverty is public spending. Expanding the
resources devoted to low-cost urban and rural in-
frastructure can lead to immediately improved liv-
ing standards, even if they are financed through
user charges. Strengthening local governments is
crucial because they are usually the main providers
of urban services. Subsidies targeted for the poor
can be maintained even in times of fiscal austerity.
In the long run, investment in human resources
including basic health care and nutrition, primary
education, and family planningcan significantly
improve the lot of the poor and support growth in
developing countries.
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Statistical appendix

The tables in this statistical appendix present data
for a sample panel of ninety developing countries,
along with information for industrial countries and
high-income oil exporters where available. The ta-
bles show data on population, national accounts,
trade, and external debt. Readers should refer to

Table A.1 Population growth, 1965 to 1986, and projected to 2000

a. Excludes nonmarket industrial economies.

Table A.2 Population and GNP per capita, 1980, and growth rates, 1965 to 1987

the technical notes to the World Development In-
dicators for definitions and concepts used in these
tables. For Tables A.13, A.14, and A.15 readers
should refer to the Chapter 1 text for further expla-
nation of the base and high case scenarios.

Country group

1980 GNP
(billions

of dollars)

1980
population
(millions)

1980 GNP
per capita
(dollars)

Average annual growth of GNP per capita (percent)

1965-73 1973 -80 1980-84 1985 1986' 1987'

Developing countries 2,096 3,130 670 3.9 3.1 0.7 3.3 3.1 1.8
Low-income countries 573 2,124 270 2.9 2.6 5.1 7.2 4.2 3.1
Middle-income countries 1,523 1,006 1,510 4.5 3.1 -1.4 1.1 2.3 1.1

Oil exporters 523 407 1,290 4.8 3.1 -2.4 1.3 -1.7 -1.3
Exporters of manufactures 949 1,889 500 4.7 3.9 3.4 6.4 5.8 3.5
Highly indebted countries 876 494 1,770 4.5 2.8 -3.7 1.7 1.9 -0.5
Sub-Saharan Africa 198 331 600 3.7 0.7 -4.9 2.9 -0.2 -4.6

High-income oil exporters 227 16 14,540 4.2 5.6 -7.7 -8.2 -10.1 5.7

Industrial countries 7,701 716 10,760 3.6 2.1 1.3 2.4 2.0 2.2

a. Preliminary.
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Country group

1986
population
(millions)

Average annual growth (percent)

1965-73 1973 -80 1980-86 1986-90 1990-2000

Developing countries 3,528 2.5 2.1 2.0 2.1 1.9
Low-income countries 2,374 2.6 2.0 1.9 2.0 1.8
Middle-income countries 1,154 2.5 2.4 2.3 2.2 2.0

Oil exporters 475 2.6 2.6 2.6 2.5 2.3
Exporters of manufactures 2,081 2.5 1.8 1.6 1.7 1.5
Highly indebted countries 570 2.6 2.4 2.4 2.3 2.2
Sub-Saharan Africa' 399 2.7 2.8 3.1 3.3 3.2

High-income oil exporters 20 4.8 5.5 4.2 4.0 3.4

Industrial countries 742 1.0 0.7 0.6 0.5 0.4

World' 4,290 2.2 1.9 1.8 1.8 1.7



Table A.3 Population and composition of GDP, selected years, 1965 to 1987
(billions of dollars, unless otherwise specified)

Note: Components may not add to totals because of rounding.
Preliminary.
Private consumption plus government consumption plus gross domestic investment.
Includes goods and nonfactor services.
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Country group and indicator 1965 1973 1980 1983 1984 1985 1986 1987'

All developing countries
GDP 339 759 2,135 2,103 2,149 2,158 2,244 2,403
Domestic absorptiont' 342 764 2,180 2,120 2,135 2,151 2,237 2,379
Net exports' -3 -5 -46 -17 14 6 6 24
Population (millions) 2,211 2,700 3,130 3,328 3,392 3,457 3,528 3,605

Low-income countries
GDP 148 260 574 603 604 621 634 691
Domestic absorptionb 149 259 597 617 618 651 657 706
Net exports' -1 0 -23 -13 -14 -31 -24 -15
Population (millions) 1,509 1,847 2,124 2,249 2,289 2,328 2,374 2,424

Middle-income countries
GDP 192 499 1,561 1,500 1,545 1,537 1,610 1,712
Domestic absorptiont' 193 504 1,584 1,504 1,517 1,500 1,580 1,673
Net exports' -1 -5 -23 -4 28 37 30 39
Population (millions) 702 854 1,006 1,078 1,103 1,129 1,154 1,181

Oil exporters
GDP 51 138 539 506 531 546 466 452
Domestic absorptionb 50 137 523 495 510 530 468 447
Net exports' 0 1 16 11 21 16 -2 4

Population (millions) 277 339 407 440 452 463 475 488

Exporters of manufactures
GDP 166 368 961 963 979 1,014 1,119 1,245
Domestic absorptiont' 168 373 993 963 968 1,013 1,105 1,219
Net exports' -2 -5 -32 0 11 1 15 26
Population (millions) 1,365 1,660 1,889 1,987 2,017 2,047 2,081 2,118

Highly indebted countries
GDP 117 292 898 775 800 803 812 809
Domestic absorption' 115 291 906 755 764 769 793 777
Net exports' 2 1 -8 20 36 35 19 32
Population (millions) 341 419 494 531 543 556 569 584

Sub-Saha ran Africa
GDP 26 60 203 180 178 177 160 127
Domestic absorptionb 26 59 205 187 178 175 165 129
Net exports' 0 1 -2 -7 0 2 -5 -3
Population (millions) 221 273 331 364 376 386 399 414

High-income oil exporters
GDP 8 28 224 214 198 184
Domestic absorptionb 5 17 148 190 192
Net exports' 2 11 76 24 6
Population (millions) 7 11 16 18 19 19 20 21

Industrial countries
GDP 1,397 3,297 7,661 7,927 8,284 8,680 10,613 12,224
Domestic absorption' 1,390 3,284 7,713 7,920 8,311 8,702 10,590 12,206
Net exports' 6 12 -52 7 -27 -23 23 18

Population (millions) 632 681 716 730 734 738 742 745



Table A.4 GDP, 1980, and growth rates, 1965 to 1987

Country group

Developing countries 2,135 6.5 5.4 3.0 5.1 4.7 3.9
Low-income countries 574 5.5 4.6 7.1 9.2 6.4 5.3
Middle-income countries 1,561 7.0 5.7 1.4 3.3 3.9 3.2

Oil exporters 539 7.0 5.9 0.5 3.7 0.3 0.8
Exportersof manufactures 961 7.4 5.9 5.2 7.9 7.2 5.3
Highly indebted countries 898 6.9 5.4 -0.7 3.8 3.5 1.7
Sub-Saharan Africa 203 6.6 3.3 -1.5 5.8 2.6 -1.4

High-income oil exporters 216 8.8 8.0 -2.1 -5.9 8.1 -2.9
Industrial countries 7,661 4.5 2.8 2.0 3.0 2.7 2.6

a. Preliminary.

Table A.5 GDP structure of production, selected years, 1965 to 1987
(percentage of GDP)

Country group

a. Preliminary.

Table A.6 Sector growth rates, 1965 to 1986
(average annual percentage change)

Country group

Developing countries
Low-income countries
Middle-income countries
Oil exporters
Exporters of manufactures
Highly indebted countries
Sub-Saharan Africa

High-income oil exporters

Industrial countries

1980
GDP Average annual growth of GDP (percent)

(billions
of dollars) 1965-73 1973-80 1980-84 1985 1986' 1987'

1965 1973 1980 1984 1985 1986' 1987'

Agri- Agri- Agri- Agri- Agri- Agri- Agri-
cul- Indus- cul- Indus- cul- Indus- cul- Indus- cul- Indus- cul- Indus- cul- Indus-
ture try ture try ture try ture try ture try ture try ture try

Developing countries 30 29 24 32 19 37 20 35 19 35 19 35 19 35
Low-income countries 41 27 38 32 34 35 34 33 32 33 31 33 32 33
Middle-income countries 22 30 17 32 14 37 14 36 14 36 14 35 13 36

Oil exporters 24 28 19 32 15 41 17 38 17 38 18 35 16 37
Exporters of manufactures 34 31 27 35 21 39 21 37 20 37 18 37 18 37
Highly indebted countries 20 32 16 33 13 37 15 36 15 36 14 35 13 36
Sub-Saharan Africa 44 19 34 24 29 32 37 25 36 27 37 25 34 27

High-income oil exporters 4 62 2 68 1 74 2 58

Industrial countries 5 40 5 38 3 36 3 34 3 34 3 34 3 35

Agriculture Industry Services

1965-73 1973-80 1980-86 1965-73 1973 -80 1980-86 1965-73 1973 -80 1980-86

3.3 2.6 3.6 8.6 6.4 3.7 7.0 5.9 3.2
2.9 2.5 5.5 8.6 7.2 9.9 6.3 4.5 6.9
3.6 2.8 1.7 8.7 6.2 1.2 7.1 6.3 2.3
3.9 1.9 1.3 9.9 6.4 0.2 6.1 7.0 1.5
3.2 2.7 5.7 10.0 7.9 6.7 8.6 6.1 5.1
3.5 2.2 1.5 8.5 5.6 -1.1 7.1 6.1 0.6
3.4 0.2 0.2 13.7 4.7 -2.4 5.7 5.0 0.1

13.2 3.9 -8.2
1.7 0.4 2.5 5.0 2.0 2.5 4.7 3.4 2.6
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Table A.7 Consumption, savings, and investment indicators, selected years, 1965 to 1987

a. Preliminary.
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(percentage of GDP)

Country group and indicator 1965 1973 1980 1983 1984 1985 1986 1987

All developing countries
Consumption 79.7 76.9 75.8 77.8 76.5 76.6 76.7 75.6
Investment 20.8 23.6 26.6 23.2 22.9 23.6 23.4 23.8
Saving 19.3 23.0 23.4 20.3 21.4 21.3 21.5 23.6

Low-income countries
Consumption 81.1 76.0 78.9 77.8 76.6 75.3 75.4 74.0
Investment 20.4 23.8 26.0 24.8 26.2 29.8 28.8 28.2
Saving 18.5 23.7 22.1 23.4 24.4 25.4 25.1 26.2

Middle-income countries
Consumption 78.7 77.4 74.7 77.7 76.5 77.1 77.3 76.3
Investment 21.1 23.4 26.8 22.5 21.6 21.1 21.3 22.1
Saving 19.9 22.6 23.9 19.1 20.2 19.6 20.1 22.5

Oil exporters
Consumption 80.2 76.6 70.5 76.0 75.0 77.3 79.8 76.1
Investment 19.4 22.6 26.4 21.8 21.0 21.2 21.2 23.2
Saving 17.3 21.6 26.6 19.4 20.3 18.3 15.9 20.0

Exporters of manufactures
Consumption 77.9 75.4 75.6 75.1 73.0 71.9 71.3 71.9
Investment 22.5 25.9 28.4 25.2 26.2 28.1 27.7 27.3
Saving 21.6 25.4 24.5 24.2 26.2 27.3 28.1 27.7

Highly indebted countries
Consumption 76.2 77.8 75.7 79.2 78.2 78.9 79.2 77.6
Investment 21.2 21.8 25.2 18.0 17.2 17.7 19.0 19.6
Saving 22.0 21.3 22.4 16.2 17.2 16.6 17.0 20.7

Sub-Saha ran Africa
Consumption 82.3 78.4 80.3 88.8 88.3 86.6 88.5 84.8
Investment 15.0 18.9 20.4 15.1 11.6 12.2 14.5 17.4
Saving 15.4 17.5 16.7 8.5 8.5 10.2 7.6 10.9

Industrial countries
Consumption 76.5 74.6 77.7 80.0 79.0 79.5 78.9 78.8
Investment 23.2 25.0 23.0 19.9 21.3 20.7 20.9 21.2
Saving 23.9 25.8 22.7 20.3 21.3 20.7 21.2 22.0



Estimated.
Projected.
Excludes nonmarket industrial countries.
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Table A.8 Growth of export volume, 1965 to 1987

Average annual change in export volume (percent)

Country group and commodity 1965-73 1973-80 1980-84 1985 1986 1987"

By commodity
Developing countries 4.9 4.7 4.7 3.3 5.7 5.9

Manufactures 11.6 13.8 9.5 3.3 4.9 9.5
Food 2.9 4.3 1.7 4.3 4.1 4.2
Nonfood 2.7 1.2 0.1 7.9 5.9 4.2
Metals and minerals 4.8 7.0 -0.2 7.8 11.1 1.2
Fuels 4.0 -0.8 1.8 0.7 6.8 0.0

Worldc 8.8 4.4 1.4 30 37 43
Manufactures 10.7 6.1 3.8 4.3 1.8 4.8
Food 5.0 6.6 0.8 0.9 4.4 8.2
Nonfood 3.1 1.0 0.6 8.1 -0.3 7.6
Metals and minerals 6.8 8.7 -0.7 3.9 3.6 10.6
Fuels 8.6 0.0 -5.0 -2.6 12.3 -2.9

By country group
Developing countries 4.9 4.7 4.7 3.3 5.7 5.9

Manufactures 11.6 13.8 9.5 3.3 4.9 9.5
Primary goods 3.7 1.2 1.3 3.3 6.4 2.8

Low-income countries 2.0 4.7 5.4 7.7 10.4 6.2
Manufactures 2.4 8.2 9.6 0.7 15.0 9.3
Primary goods 1.7 2.8 2.4 13.7 6.9 3.6

Middle-income countries 5.3 4.8 4.6 2.7 5.0 5.8
Manufactures 14.9 14.8 9.4 3.6 3.5 9.5
Primary goods 3.9 1.1 1.2 1.8 6.3 2.7

Oil exporters 4.1 -0.9 0.4 0.0 3.2 -1.0
Manufactures 10.1 3.4 24.5 3.6 3.9 6.7
Primary goods 4.0 -1.0 -1.0 -0.4 3.1 -1.8

Exportersof manufactures 8.4 9.8 9.3 4.1 8.2 12.2
Manufactures 11.6 14.0 10.2 2.8 7.8 12.8
Primary goods 5.5 3.4 7.4 7.2 9.1 10.9

Highly indebted countries 3.1 1.1 0.9 0.5 -2.6 -0.4
Manufactures 13.4 10.2 5.6 -2.3 -11.5 3.4
Primary goods 2.4 -0.4 -0.3 1.3 0.2 0.4

Sub-Saharan Africa 15.0 0.1 -7.5 9.9 0.8 -6.8
Manufactures 7.5 5.6 2.9 12.5 2.3 -0.3
Primary goods 15.3 -0.1 -8.2 9.7 0.7 -7.4

High-incomeoilexporters 12.8 -0.6 -16.3 -15.4 24.9 -8.8
Industrial countries 9.4 5.4 2.5 4.2 1.9 4.6



Table A.9 Change in export prices and terms of trade, 1965 to 1987
(average annual percentage change)
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a. Estimated. b. Projected.

Table A.10 Growth of long-term debt of developing countries, 1970 to 1987
(average annual percentage change, nominal)

The increase in debt outstanding and disbursed is caused in part by the effect of rescheduling.
Preliminary. c. Estimated.

Country group 1970-73 1973-80 1980-84 1985 1986' 1987''

All developing countries
Debt outstanding and disbursed 18.2 21.6 12.2 9.2 11.8 5.8

Official 15.8 17.4 9.9 15.1 20.9 8.8
Private 20.5 24.8 13.5 6.1 6.8 3.9

Low-income countries
Debt outstanding and disbursed 13.0 16.4 8.2 18.0 19.2 11.0

Official 13.1 15.1 8.8 17.7 18.2 10.0
Private 12.6 22.7 5.9 19.1 22.7 14.7

Middle-income countries
Debt outstanding and disbursed 19.7 22.8 12.9 7.8 10.6 4.9

Official 17.5 18.6 10.4 13.9 22.1 8.3
Private 21.1 24.9 13.9 5.6 6.0 3.3

Oil exporters
Debt outstanding and disbursed 22.7 24.9 13.7 5.2 13.4 6.4

Official 16.9 19.6 7.6 12.0 29.4 13.1
Private 27.5 27.8 16.0 3.2 8.1 3.7

Exporters of manufactures
Debt outstanding and disbursed 22.3 19.9 10.5 8.4 8.4 5.6

Official 15.3 13.5 8.6 10.7 19.0 8.0
Private 30.7 24.6 11.2 7.3 3.5 4.4

Highly indebted countries
Debt outstanding and disbursed 17.4 22.1 15.4 4.7 11.2 5.2

Official 13.3 15.3 13.6 17.5 32.6 13.7
Private 19.1 24.2 15.7 2.0 6.0 2.6

Sub-Saha ran Africa
Debt outstanding and disbursed 20.4 24.5 10.0 13.8 22.6 6.7

Official 18.1 23.6 12.4 16.4 30.4 7.6
Private 24.2 25.9 6.9 10.0 10.6 5.0

Country group 1965-73 1973-80 1980-84 1985 1986 1987°

Export prices
Developing countries 6.4 14.0 -3.2 -4.0 -6.4 12.2

Manufactures 7.2 8.1 -2.7 -1.1 12.0 10.9
Food 5.3 9.1 -2.3 -9.8 4.9 -4.3
Nonfood 4.5 10.3 -4.1 -13.8 0.1 23.8
Metals and minerals 2.5 4.7 -5.2 -5.5 -4.2 13.2
Fuels 8.0 27.1 -4.0 -3.5 -47.2 23.9

High-income oil exporters 7.6 26.9 -4.1 -2.6 -45.3 20.8

Industrial countries
Total 4.8 10.4 -3.5 -0.6 13.9 8.4
Manufactures 4.6 10.8 -3.4 0.9 19.8 9.4

Terms of trade
Developing countries 0.7 1.6 -0.9 -2.3 -7.3 0.6

Low-income countries 1.7 -2.5 0.0 -3.6 -2.0 0.5
Middle-income countries 0.6 2.2 -1.0 -2.1 -7.9 0.4
Oil exporters 0.0 10.0 -1.8 -3.1 -38.7 9.3
Exporters of manufactures 1.8 -2.7 0.3 -0.4 3.9 -2.4
Highly indebted countries 1.4 3.5 -0.7 -2.3 -14.3 -0.5
Sub-Saharan Africa -8.4 4.8 -1.4 -5.9 -23.5 1.1

High-income oil exporters 0.3 13.4 -2.3 -2.2 -49.1 7.6

Industrial countries -1.0 -3.0 0.1 1.7 9.5 -0.1



Table A.11 Saving, investment, and the balance on goods, services, and unrequited private transfers,
1965 to 1986

Note: An asterisk indicates a highly indebted country.
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(percentage of GNP)

Balance on goods, services,
Gross domestic investment Gross national saving and unrequited private transfers

Country 1965-73 1973-80 1980-86 1965-73 1973 -80 1980-86 1965-73 1973 -80 1980-86

Latin America and Caribbean
*Argentina 19.8 23.8 15.2 19.9 22.7 10.4 -0.1 -0.6 -4.7
*Bolivia 25.4 25.3 7.0 22.4 18.4 -1.7 -3.0 -6.8 -8.7
*Brazil 21.2 23.7 20.6 19.2 19.1 17.2 -2.0 -4.6 -3.3
*Chile 14.3 17.4 17.4 12.5 11.8 6.8 -1.8 -5.5 -10.6
*Colombia 18.9 18.8 19.8 16.5 18.7 14.4 -2.5 -0.1 -5.4
*Costa Rica 21.8 25.5 24.4 13.0 13.4 12.7 -8.8 -12.2 -11.7
*Ecuador 19.0 26.7 22.9 14.6 21.0 18.0 4.4 5.7 -4.9
Guatemala 13.3 18.7 11.9 11.0 14.3 7.7 -2.2 -4.3 -4.2

*Jamaica 32.0 20.2 23.1 20.9 12.2 6.9 -11.1 -8.0 -16.2
*Mexico 21.4 25.2 25.3 19.2 21.2 23.4 -2.2 -4.0 -1.9
*peru 27.7 28.9 26.7 27.1 24.6 22.3 -0.6 -4.3 -4.4
*Uruguay 12.0 15.7 13.3 11.5 11.3 10.0 -0.5 -4.4 -3.3
*Venezuela 29.5 32.5 20.0 30.3 35.2 24.3 0.8 2.6 4.3

Africa
Cameroon 16.8 21.8 26.4 17.7 24.3 -4.1 -2.0

*CôtedIvoire 22.8 29.2 20.5 23.2 15.5 .. -6.0 -5.0
Ethiopia 12.8 9.5 11.3 11.8 6.0 2.2 -1.1 -3.5 -9.1
Ghana 12.3 8.7 4.7 11.4 6.9 -0.8 -0.9 -1.8 -5.5
Kenya 22.6 26.2 25.5 17.8 16.4 17.7 -4.9 -9.8 -7.8
Liberia 19.1 28.7 15.0 30.6 12.3 1.8 -2.7
Malawi 20.0 29.7 19.5 10.7 6.1 -19.0 -13.4
Niger 9.7 23.8 18.5 . . 11.8 6.8 -12.0 -11.8

*Nigeria 17.5 22.1 14.5 15.3 24.0 13.2 -2.2 1.9 -1.4
Senegal 14.7 17.5 15.9 4.6 -2.7 -13.0 -18.6
Sierra Leone 13.8 14.1 13.6 9.7 -1.6 4.4 -4.2 -15.7 -9.2
Sudan 11.9 16.2 16.7 10.5 7.5 -0.7 -1.4 -8.7 -17.5
Tanzania 19.9 23.9 18.0 16.9 13.0 8.5 -3.0 -10.9 -9.6
Zaire 13.7 15.0 14.4 12.1 9.3 6.5 -1.6 -5.6 -7.9
Zambia 31.9 28.5 18.5 38.5 24.7 7.2 6.6 -3.7 -11.3

South Asia
India 18.4 22.5 24.5 16.7 21.2 21.5 -1.7 -1.3 -3.0
Pakistan 16.1 17.5 17.5 . . 6.4 4.6 -11.1 -13.0
Sri Lanka 15.8 20.6 28.0 12.7 12.5 11.9 -3.1 -8.1 -16.1

East Asia
Indonesia 15.8 24.5 28.1 12.4 24.6 24.9 -3.5 0.1 -3.2
Korea, Republic of 23.9 31.0 30.6 16.2 25.0 27.6 -7.7 -6.0 -3.0
Malaysia 22.3 28.7 34.1 23.4 29.8 27.5 1.0 1.0 -6.6
Papua New Guinea 27.8 22.0 28.4 .. 14.1 7.8 -7.9 -20.6

*Phiippines 20.6 29.1 23.8 19.3 23.5 18.3 -1.3 -5.6 -5.5
Thailand 23.8 26.6 24.2 21.5 21.1 19.1 -2.3 -5.4 -5.1

Europe and North Africa
Algeria 32.1 44.5 37.0 25.5 37.5 36.1 -6.6 -7.0 -0.9
Egypt 14.0 29.8 28.6 9.0 8.9 3.6 -5.0 -20.9 -25.0

*Morocco 15.0 25.6 23.1 12.5 11.2 6.4 -2.6 -14.4 -16.8
Portugal 26.6 29.7 30.6 . . 16.5 14.5 -13.2 -16.0
Tunisia 23.3 29.9 30.2 16.9 19.9 17.9 -6.4 -9.9 -12.3
Turkey 18.5 21.8 22.0 16.1 14.9 14.7 -2.4 -6.9 -7.3

*Yugoslavia 29.9 35.6 38.8 25.6 26.9 31.8 -4.2 -8.7 -6.9



Table A.12 Composition of debt outstanding, 1970 to 1986

Note: An asterisk indicates a highly indebted country.
a. Percentage of public long-term debt.
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(percentage of total long-term debt)

Debt from official sources Debt from private sources Debt at floating ratesa

Country 1970-72 1980-82 1986 1970-72 1980-82 1986 1973-75 1980-82 1986

Latin America and Caribbean
*Argentina 9.5 6.7 11.4 65.5 68.3 88.6 4.9 21.9 74.4
*Bolivia 43.7 38.6 57.6 31.3 36.4 42.4 5.5 19.8 20.4
*Brazil 23.0 9.4 20.6 52.0 65.6 79.4 17.8 34.1 58.4
*Chile 35.3 8.2 16.4 39.7 66.8 83.6 5.9 17.8 69.7
*Colombia 51.2 34.5 49.4 23.8 40.5 50.6 4.0 25.3 38.1
*Costa Rica 29.8 27.4 43.5 45.2 47.6 56.5 11.1 32.2 53.3
*Ecuador 38.8 22.9 28.9 36.2 52.1 71.1 6.0 27.4 71.6
Guatemala 35.6 53.2 63.4 39.4 21.8 36.6 0.0 4.2 29.6

*Jamaica 5.5 51.3 81.3 69.5 23.7 18.7 3.3 13.0 20.4
*Mexico 14.6 8.1 12.6 60.4 66.9 87.4 22.4 46.5 66.0
*Pe 11.7 30.1 39.8 63.3 44.9 60.2 11.2 17.2 32.3
*Umguay 33.1 15.8 17.8 41.9 59.2 82.2 7.5 21.4 68.0
*Venezuela 22.4 1.8 0.4 52.6 73.2 99.6 13.1 45.5 70.0

Africa
Cameroon 61.7 42.9 66.8 13.3 32.1 33.2 1.4 8.3 6.6

*Côte d'Ivoire 38.6 17.3 33.3 36.4 57.7 66.7 13.8 27.0 34.2
Ethiopia 65.5 69.5 86.2 9.5 5.5 13.8 1.1 1.6 4.1
Ghana 43.8 68.6 95.1 31.2 6.4 4.9 0.0 0.0 0.0
Kenya 43.8 42.1 75.6 31.2 32.9 24.4 1.4 7.5 3.4
Liberia 60.8 56.5 81.8 14.2 18.5 18.2 0.0 11.7 12.3
Malawi 63.4 54.6 92.9 11.6 20.4 7.1 1.6 15.8 4.9
Niger 72.8 31.7 65.9 2.2 43.3 34.1 0.0 9.9 12.2

*Nigeria 51.6 15.3 40.1 23.4 59.7 59.9 0.5 36.4 53.4
Senegal 44.4 52.1 87.9 30.6 22.9 12.1 17.3 6.4 7.2
Sierra Leone 45.5 50.8 64.3 29.5 24.2 35.7 2.4 0.1 0.6
Sudan 64.7 55.8 80.1 10.3 19.2 19.9 1.6 7.6 22.9
Tanzania 45.7 57.0 89.7 29.3 18.0 10.3 0.3 0.2 4.0
Zaire 19.1 49.4 86.6 55.9 25.6 13.4 19.3 8.5 12.9
Zambia 16.4 52.8 83.7 58.6 22.2 16.3 14.7 7.5 34.8

South Asia
India 71.4 68.4 77.9 3.6 6.6 22.1 0.0 2.5 10.0
Pakistan 68.0 69.7 93.1 7.0 5.3 6.9 0.0 2.3 5.1
Sri Lanka 61.2 60.5 77.7 13.8 14.5 22.3 0.0 8.9 8.4

East Asia
Indonesia 54.1 38.8 50.9 20.9 36.2 49.1 3.6 11.3 24.2
Korea, Republic of 27.1 26.0 32.3 47.9 49.0 67.7 8.4 22.2 37.5
Malaysia 38.3 16.5 19.5 36.7 58.5 80.5 12.3 27.1 44.1
PapuaNewGuinea 4.6 19.2 24.5 70.4 55.8 75.5 0.0 17.7 19.6

*Philippines 17.0 24.3 38.0 58.0 50.7 62.0 5.3 17.5 48.8
Thailand 30.1 30.3 48.6 44.9 44.7 51.4 0.3 16.5 25.1

Europe and North Africa
Algeria 34.4 14.0 21.2 40.6 61.0 78.8 24.5 18.2 30.0
Egypt 50.4 58.8 71.9 24.6 16.2 28.1 2.3 2.2 3.1

*Morocco 59.4 38.7 67.9 15.6 36.3 32.1 2.0 22.7 33.8
Portugal 29.3 18.9 16.2 45.7 56.1 83.8 0.0 25.7 44.0
Tunisia 53.9 45.8 66.5 21.1 29.2 33.5 0.0 10.0 16.4
Turkey 69.4 47.4 60.8 5.6 27.6 39.2 0.6 17.3 27.2

*Yugoslavia 28.7 17.9 31.4 46.3 57.1 68.6 2.3 7.6 50.7



Table A.13 External financing for developing countries, by type of flow, 1980 to 1995
(billions of dollars)

Note: All data are based on a sample of ninety developing countries. The deficit on goods, services, and private transfers not financed by ODA,
direct investment, long-term loans, and other capital is covered by foreign exchange reserves.
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Level Period average (mean value)

1995 1988-95

Country groupand type of flow 1980 1987 Base High 1981-87 Base High

All developing countries
Deficit on goods, services, and private transfers 71.2 13.9 62.3 75.3 56.0 37.0 39.4
Net ODA 23.6 27.5 47.6 50.1 24.3 38.3 39.1

Grants 12.1 17.3 21.7 23.2 14.5 17.9 18.5
Concessional loans 11.5 10.1 25.9 26.9 9.7 20.4 20.6

Direct private investment 10.0 11.3 19.5 21.2 11.8 15.3 16.1
Long-term nonconcessional loans, net 49.4 20.2 17.9 37.9 36.9 6.7 15.4

Official 8.8 9.4 9.4 10.0 10.4 6.3 6.6
Private 40.6 10.8 8.6 27.9 26.5 0.4 8.8

Other capital -0.3 -5.0 -2.5 -1.2 -10.1 -5.5 -4.8
Highly indebted countries
Deficit on goods, services, and private transfers 23.4 8.3 1.0 3.8 20.0 7.9 8.5
Net ODA 1.6 1.4 5.9 5.3 1.9 4.6 4.0

Grants 0.5 1.4 2.3 2.2 1.0 1.7 1.7
Concessional loans 1.1 0.0 3.7 3.0 0.9 2.9 2.3

Direct private investment 4.4 2.6 5.9 6.4 4.3 4.5 4.8
Long-term nonconcessional loans, net 27.5 14.4 -11.4 -7.4 19.3 -2.7 -1.0

Official 3.6 6.9 1.9 2.0 5.0 1.0 1.0
Private 23.9 7.5 -13.3 -9.4 14.3 -3.8 -2.0

Other capital 0.9 0.9 4.4 5.3 -9.6 2.8 3.3

Sub-Saha ran Africa
Deficit on goods, services, and private transfers 5.5 10.9 12.6 11.8 11.0 11.1 10.6
NetODA 5.2 6.5 15.3 15.1 5.6 12.2 11.9

Grants 2.7 3.6 7.6 7.8 3.1 6.2 6.3
Concessional loans 2.5 2.9 7.7 7.3 2.5 6.0 5.6

Direct private investment 0.0 1.0 1.7 1.8 0.9 1.3 1.4
Long-term nonconcessional loans, net 5.5 2.3 -3.3 -4.0 3.3 -1.5 -1.6

Official 1.2 0.4 -0.5 -0.5 1.0 -0.7 -0.7
Private 4.3 1.9 -2.9 -3.5 2.2 -0.8 -0.9

Other capital -1.4 -0.7 -0.1 0.0 -0.8 -0.3 -0.3



Table A.14 Current account balance and its financing in developing countries, 1987 and 1995

Note: All data are based on a sample of ninety developing countries. Columns may not add to totals because of rounding. Net exports plus interest
plus official transfers does not equal the current account balance because private transfers and investment income are omitted. The current
account balance not financed by loans is covered by direct foreign investment, other capital (including short-term credit and errors and

Table A.15 Change in volume of trade in developing countries, 1973 to 1995

Note: All data are based on a sample of ninety developing countries.
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(billions of dollars)

All developing countries Low-income countries Middle-income countries

1995 1995 1995
Item 1987 Base High 1987 Base High 1987 Base High

Net exports of goods and nonfactor
services 27.6 -24.4 -41.0 -14.9 -33.2 -38.0 42.5 8.8 -3.0

Interest on long-term debt 55.9 73.3 75.4 4.9 14.5 15.4 51.0 58.8 60.0
Official 17.0 26.6 26.5 3.0 6.6 6.6 14.0 20.0 19.9
Private 38.9 46.7 48.9 1.9 7.9 8.8 37.0 38.7 40.1

Net official transfers 16.0 21.7 23.2 5.3 7.6 8.1 10.7 14.1 15.1
Currentaccountbalance 2.1 -40.6 -52.1 -9.6 -27.7 -31.4 11.7 -13.0 -20.7
Long-term loans, net 30.4 43.8 64.8 9.1 35.9 42.9 21.3 8.0 21.9

Official 19.6 35.3 36.9 7.4 16.7 17.7 12.2 18.6 19.2
Private 10.8 8.6 27.9 1.7 19.2 25.2 9.1 -10.6 2.7

Debt outstanding and disbursed 886.0 1,113.8 1,184.7 137.7 320.8 344.5 748.3 793.0 840.2
As a percentage of GNP 37.7 23.9 22.5 21.9 22.8 22.2 43.4 24.4 22.7
As a percentage of exports 145.3 94.5 85.4 180.6 187.0 169.5 140.3 78.7 70.9

Debt service as a percentage of exports 20.2 15.6 13.7 17.5 18.2 16.3 20.6 15.2 13.2

(average annual percentage change)

Exports of goods Exports of manufactures

1987-95 1987-95
Country group 1973-80 1980-87 Base High 1973 -80 1980-87 Base High

Developing countries 4.7 5.4 4.0 5.6 13.8 8.6 5.8 8.3
Low-income countries 4.7 6.8 5.2 6.7 8.2 8.9 7.4 9.9
Middle-income countries 4.8 5.2 3.9 5.5 14.8 8.6 5.6 8.1
Oil exporters -0.9 1.6 2.2 3.2 3.4 17.3 8.3 11.3
Exporters of manufactures 9.8 9.3 5.1 7.1 14.0 9.6 6.0 8.5
Highly indebted countries 1.1 1.4 3.2 4.3 10.2 2.1 5.9 8.5
Sub-Saharan Africa 0.1 -1.6 2.7 3.4 5.6 4.7 4.6 7.0



omissions), and changes in reserves. Debt outstanding and disbursed, as well as debt services, is for long-term loans only. Ratios are calculated
using current price data.
a. Estimated.
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Oil exporters Exporters of manufactures Highly indebted countnes Sub-Saha ran Africa

1995 1995 1995 1995

1987a Base High 1987 Base High 1987 Base High 1987 Base High

9.0 25.2 25.8 20.8 -37.2 -51.0 25.3 35.0 30.8 -3.0 -4.3 -3.7
17.2 18.7 17.7 16.3 31.9 35.2 30.1 36.3 35.9 3.7 5.8 5.6

3.6 6.2 6.2 5.3 8.7 8.8 6.7 9.0 8.8 2.1 3.5 3.4
13.7 12.5 11.5 10.9 23.3 26.4 23.4 27.3 27.1 1.5 2.4 2.2

1.4 1.3 1.4 4.5 4.7 5.1 1.1 2.3 2.2 3.7 7.6 7.8
-8.8 0.5 2.9 25.9 -33.8 -47.2 -7.2 1.3 -1.6 -7.2 -5.0 -4.0
11.8 -5.3 -7.6 3.8 39.6 60.9 14.3 -7.7 -4.4 5.2 4.4 3.3
7.0 6.5 6.9 4.2 10.9 12.0 6.9 5.6 5.0 3.3 7.3 6.8
4.9 -11.8 -14.5 -0.4 28.7 48.9 7.5 -13.3 -9.4 1.9 -2.9 -3.5

255.8 247.7 240.6 262.8 451.7 523.4 441.4 447.1 456.9 92.9 129.7 125.7
59.8 32.4 28.4 22.1 17.5 17.7 53.6 28.9 25.9 73.1 58.9 53.0

253.6 143.4 124.5 80.4 65.5 62.9 300.4 172.8 155.3 263.3 215.9 190.6
35.3 30.8 26.9 11.3 10.5 9.5 35.2 37.3 33.0 25.5 24.5 22.5

Exports of primary goods Imports of goods

1987-95 1987-95

1973-80 1980-87 Base High 1973 -80 1980-87 Base High Country group

1.2 3.1 2.2 2.8 5.9 1.1 4.6 6.3 Developing countries
2.8 5.3 2.9 3.4 5.6 6.4 5.0 6.6 Low-income countries
1.1 2.8 2.1 2.7 6.0 0.1 4.5 6.3 Middle-income countries

-1.0 0.5 1.3 2.0 10.3 -6.0 1.9 3.1 Oil exporters
3.4 8.4 2.8 3.2 5.6 5.8 5.8 7.9 Exporters of manufactures

-0.4 1.1 2.4 3.0 5.5 -6.3 3.3 4.9 Highly indebted countries
-0.1 -2.0 2.5 2.9 7.5 -6.9 2.6 3.0 Sub-Saharan Africa



This Report has drawn on a wide range of World
Bank reports and numerous outside sources.
World Bank sources include ongoing research, as
well as country economic, sector, and project work
on individual countries. Outside sources include
research publications and reports from other orga-
nizations working on global economic and public
finance issues. Staff of the IMF provided valuable
comments and data in addition to the contribu-
tions specified here. The principal sources in each
chapter are noted below. These and other sources
are then listed alphabetically by author or organi-
zation in two groups: background papers commis-
sioned for this Report and a selected bibliography.
The background papers, some of which will be
available through the Policy, Planning, and Re-
search (PPR) Working Paper series, synthesize rel-
evant literature and Bank work. The views they
express are not necessarily those of the World
Bank or of this Report.

In addition to the principal sources listed, many
persons both inside and outside the World Bank
helped prepare this Report by writing informal
notes or by providing extensive comments.
Among these were members of the Bank's Public
Economics Division, as well as Roy Bahi, Bela
Balassa, Richard M. Bird, Wilem H. Buiter, Ramesh
Chander, Raja J. Chelliah, Rudiger Dornbusch,
Arnold C. Harberger, David Lindauer, Richard
Musgrave, Jacques J. Polak, Sarath Rajapatirana,
Vito Tanzi, and Herman G. van der Tak.

Overview

Box 1 of the Overview draws on numerous Bank
reports as well as on Cornia and others 1987. Box 2
comes from Webber and Wildavsky 1986.
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Chapter 1

The data used in this chapter were mainly drawn
from IMF, BIS, and OECD publications and from
World Bank sources. The discussion of recent mac-
roeconomic issues in industrial countries has bene-
fited especially from the background paper by Bui-
ter and also draws on Baneth 1987, Hooper and
Mann 1987, Marris 1987, Rohatyn 1987, Thurow
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Key

In each table, economies are listed in their
group in ascending order of GNP per cap-
ita except for those for which no GNP per
capita can be calculated. These are itali-
cized, in alphabetical order, at the end of
their group. The reference numbers below
reflect the order in the tables.

Figures in the colored bands are summary
measures for groups of economies. The
letter w after a summary measure indicates
that it is a weighted average; m, a median
value; t, a total.

All growth rates are in real terms.

Note: For U.N. and World Bank member countries with populations of less than I million, see Box A.

Figures in italics are for years or periods
other than those specified.

= not available.
0 and 0.0 = zero or less than half the unit
shown.
Blank means not applicable.
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Introduction

The World Development Indicators provide infor-
mation on the main features of social and eco-
nomic development. Most of the data collected by
the World Bank are on its developing member
countries. Because comparable data for developed
industrial market economies are readily available,
these are also included in the indicators. Addi-
tional information on some of these and other
countries may be found in other World Bank publi-
cations, notably the Atlas, the World Tables, the
World Debt Tables, and Social Indicators of Develop-
ment. National accounts data for economies that
are not members of the World Bank are not in-
cluded in this report because they are not readily
available in a comparable form.

Every effort has been made to standardize the
data. However, full comparability cannot be en-
sured, and care must be taken in interpreting the
indicators. The statistics are drawn from sources
thought to be most authoritative, but many of
them are subject to considerable margins of error.
Variations in national statistical practices also re-
duce the comparability of data which should thus
be construed only as indicating trends and charac-
terizing major differences among economies,
rather than taken as precise quantitative indica-
tions of those differences.

The indicators in Table 1 give a summary profile
of economies. Data in the other tables fall into the
following broad areas: national accounts, industry,
agriculture, energy, external trade, external debt,
aid flows, other external transactions, central gov-
ernment finances, monetary system, demograph-
ics, health, education, labor force, and urbaniza-
tion.

Two new tables have been added this year. Table
33 provides indicators on women's comparative
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demographic status and access to some health and
education services. Table 6 provides information
on the structure of consumption. An earlier table
on the origin and destination of merchandise ex-
ports has been discontinued (but a similar table for
trade in manufactures has been kept). The table on
life expectancy and related indicators has been dis-
continued, but most of its data can be found in
other tables.

Data on external debt are compiled directly by
the Bank on the basis of reports from developing
member countries through the Debtor Reporting
System. Other data are drawn mainly from the
United Nations, its specialized agencies, and the
International Monetary Fund (IMF), but country
reports to the World Bank and Bank staff estimates
are also used to improve currentness or consis-
tency. In particular, national accounts estimates are
obtained from member governments by World
Bank staff on economic missions and are, in some
instances, adjusted by Bank staff to conform to in-
ternational definitions and concepts to provide bet-
ter consistency.

For ease of reference, ratios and rates of growth
are shown; absolute values are reported in only a
few instances in the World Development Indica-
tors but are usually available from other World
Bank publications, notably the recently released
fourth edition of the World Tables. Most growth
rates are calculated for two periods, 1965-80 and
1980-86, and are computed, unless noted other-
wise, by using the least-squares method. Because
this method takes all observations in a period into
account, the resulting growth rates reflect general
trends that are not unduly influenced by excep-
tional values, particularly at the end points. In or-
der to reflect real changes from year to yearthat



is, to exclude the effects of inflationconstant
price economic indicators are used in calculating
growth rates. Details of this methodology are
given on page 288. Data in italics indicate that they
are for years or periods other than those
specifiedup to two years earlier for economic in-
dicators and up to three years on either side for
social indicators, since these tend to be collected
less regularly but change less dramatically over
short periods of time. All dollar figures are U.S.
dollars. The various methods used for converting
from national currency figures are described,
where appropriate, in the technical notes.

Differences between figures shown in this year's
and those in last year's edition reflect not only up-
dating but also revisions to historical series and
methodological changes and changes to proce-
dures for aggregation. In addition, the Bank also
reviews methodologies in an effort to improve the
international comparability and analytical signifi-
cance of the indicators, as explained in the techni-
cal notes.

As in the World Development Report itself, the
economies included in the World Development In-
dicators are grouped into several major categories.
These groupings are analytically useful for distin-
guishing economies at different stages of develop-
ment. Many of the economies are further classified
by dominant characteristics. The major classifica-
tions used in the tables this year are 39 low-income
developing economies with per capita incomes of
$425 or less in 1986, 58 middle-income developing
economies with per capita incomes of $426 or
more, 4 high-income oil exporters, and 19 indus-
trial market economies. For a final group of 9 non-
reporting nonmember economies, paucity of data,
differences in method for computing national

income, and difficulties of conversion are such that
estimates of gross national product (GNP) per
capita and other economic variables are not
attempted.

Economies with populations of less than 1 mil-
lion are not included in the main tables, but basic
indicators for those that are members of the World
Bank or the U.N. are in a separate table on page
289. One Bank member, Gabon, has moved into
the main tables because its population now ex-
ceeds 1 million.

The summary measures are overall estimates:
countries for which individual estimates are not
shown, because of nonreporting or insufficient
history, have been included by assuming they fol-
lowed the trend of reporting countries during such
periods. This gives a more consistent aggregate
measure by standardizing country coverage for
each time period shown. Where missing informa-
tion accounts for a significant share of the overall
estimate, however, the group measure is reported
as not available.

Throughout the World Development Indicators,
the data for China do not include Taiwan, China.
However, footnotes to Tables 11-15 provide esti-
mates of the international transactions for Taiwan,
China.

The format of this edition follows that used in
previous years. In each group, economies are
listed in ascending order of GNP per capita except
those for which no such figure can be calculated.
These are italicized and are in alphabetical order at
the end of the group deemed to be appropriate.
This order is used in all tables except Table 21,
which covers only OECD and OPEC countries.
The alphabetical list in the key (page 215) shows the
reference number for each economy; here, too,
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italics indicate economies with no estimates of
GNP per capita.

In the colored bands are summary measures
totals, weighted averages or median values
calculated for groups of economies if data are ade-
quate. Because China and India heavily influence
the overall summary measures for the low-income
economies, summary measures are shown for two
subgroups, China and India, and other low-income
economies. For analytical purposes, data for all de-
veloping economies are also summarized in the
following overlapping groupings: oil exporters, ex-
porters of manufactures, highly indebted coun-
tries, and Sub-Saharan Africa. Sub-Saharan Africa
includes all African countries except South Africa
and those with access to the Mediterranean. For
definitions and lists of countries in the other
groups, see page xi.

The methodology used for computing the sum-
mary measures is described in the technical notes.
For these numbers, w indicates that the summary
measures are weighted averages; m, median val-
ues; and t, totals. The coverage of economies is not
uniform for all indicators, and the variation from
measures of central tendency can be large; there-
fore readers should exercise caution in comparing
the summary measures for different indicators,
groups, and years or periods.

The technical notes and footnotes to tables should be
referred to in any use of the data. These notes outline
the methods, concepts, definitions, and data
sources used in compiling the tables. The bibliog-
raphy gives details of the data sources, which con-
tain comprehensive definitions and descriptions of
concepts used. It should also be noted that country
notes to the World Tables provide additional expla-

Groups of economies
The colors on the map show what group a
country has been placed in on the basis of its
GNP per capita and, in some instances, its dis-
tinguishing economic characteristics. For
example, all low-income economies, those
with a GNP per capita of $425 and less (in
1986), are colored yellow. The groups are the
same as those used in the 33 tables that follow,
and they include only the 129 countries with a
population of more than 1 million.

Low-income economies

Middle-income economies
High-income oil exporters
Industrial market economies
Nonreporting nonmember economies

Not included in the Indicators
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nations of sources used, breaks in comparability,
and other exceptions to standard statistical prac-
tices that have been identified by Bank staff on
national accounts and international transactions.

The World Development Indicators includes
three world maps and two charts. The first map
shows country names and the main groups in
which economies have been placed. The maps on
the following pages show population and the
share of agriculture in gross domestic product
(GDP). The first chart illustrates the fertility and
mortality indicators from Tables 28 and 33. The
second reports the external balances of developing
countries. While Table 15 reports these measures
in nominal dollar terms for two years (1970 and
1986), the chart expresses each for three longer pe-
riods (1970-79, 1980-83 and 1984-86) as a percent-
age of GNP for the appropriate economy group.

The difference between the two measures is net
official unrequited transfers (essentially foreign
aid) which, for developing countries, tends to
make current account deficits smaller than the fi-
nancing requirement.

The Eckert IV projection has been used for these
maps because it maintains correct areas for all
countries although it slightly distorts shape, dis-
tance, and direction.

Comments and questions relating to the World
Development Indicators should be addressed to:

Socio-Economic Data Division
International Economics Department
The World Bank
1818 H Street, N.W.
Washington, D.C. 20433.
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The colors on the map show the general for each of the 129 countries; the techni-
size of a country's population. For cal note to that table gives data for 34
example, countries with a population of more countries with a population of less
less than 15 million are colored yellow, then 1 million.
Note that Table 1 gives the population
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Total fertility Infant mortality Life expectancy

Births per woman Deaths per 1,000 live births Years
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Note: For explanations of terms or methods, see the technical notes for Tables 28 and 33.

1965 1986 2000 1965 1975 1986 1965 1970 1975 1980 1986



Share of agriculture in GDP

Percent
of GDP

0

1
2
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4

0-9 percent

10-19 percent

20-39 percent

40 + percent

Data not available

- - - - Current account balance

The value added by a country's agricul-
tural sector divided by the gross domes-
tic product gives the share of agriculture
in GDP. The map classifies countries by
those shares. For example, countries
whose shares of agriculture in GDP
range from 0 to 9 percent are colored yel-

External financing

Note: For explanations of terms or methods, see the technical notes for Table 15.

ri

low. The shares say nothing about abso-
lute values of production. For countries
with high levels of subsistence farming,
the share of agriculture in GDP is diffi-
cult to measure due to difficulties in as-
signing subsistence farming its appropri-
ate value.

Net official transfers
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The current account balance (on goods, services, income, and all unrequited transfers)6 represents transactions that add to or subtract from an economy's stock of foreign financial
items. For some purposes, however, official unrequited transfers (mainly foreign aid grants,
food aid, and technical assistance) are treated as being closely akin to official capital move-7 ments. A measure of the current account balance excluding net official transfers, referred to
here as external financing, is then appropriate. For further information, see the technical
note to Table 15 but note that the table reports dollar values for each measure in 1970 and8 1986, while the chart traces period averages, relative to GDP, throughout the period.

9

External Balances of Developing Countries
Low-income Middle-income Highly indebted Sub-Saharan
economies economies countries Africa

1970-79 1980-83 1984-86 1970-79 1980-83 1984-86 1970-79 1980-83 1984-86 1970-79 1980-83 1984+6



Table 1. Basic indicators

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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GNPper cap ita

Population
(millions)

Area
(thousands
ofsquare

Average annual
rate of inflationa

(percent)

expectancy
at birth
(years)Dollars

Average annual
growth rate

(percent)

mid-1986 kilometers) 1986 1965-86 1965-80 1980-86 1986

Low-income economies 2,493.0 33,608 270 w 3.1 w 4.6w 8.1w 61w
China and India 1,835.4 12,849 300 w 3.7 w 2.9w 5.3w 64w
Other low-income 657.6 20,759 200 w 0.5 w 11.3w 19.1 w 52w

1 Ethiopia 43.5 1,222 120 0.0 3.4 3.4 46
2 Bhutan 1.3 47 150 . . . . . . 45
3 BurkinaFaso 8.1 274 150 1.3 6.2 6.3 47
4 Nepal 17.0 141 150 1.9 7.7 8.8 47
5 Bangladesh 103.2 144 160 0.4 14.9 11.2 50

6 Malawi 7.4 119 160 1.5 7.0 12.4 45
7 Zaire 31.7 2,345 160 -2.2 24.5 54.1 52

8 Mali 7.6 1,240 180 1.1 . . 7.4 47
9 Burma 38.0 677 200 2.3 8.7 2.1 59

10 Mozainbique 14.2 802 210 . . 28.1 48

11 Madagascar 10.6 587 230 -1.7 7.9 17.8 53

12 Uganda 15.2 236 230 -2.6 21.5 74.9 48

13 Burandi 4.8 28 240 1.8 8.4 6.4 48
14 Tanzania 23.0 945 250 -0.3 9.9 21.5 53

15 Togo 3.1 57 250 0.2 6.9 6.7 53

16 Niger 6.6 1,267 260 -2.2 7.5 6.6 44
17 Benin 4.2 113 270 0.2 7.4 8.6 50
18 Somalia 5.5 638 280 -0.3 10.3 45.4 47
19 CentralAfricanRep. 2.7 623 290 -0.6 8.5 11.5 50
20 India 781.4 3,288 290 1.8 7.6 7.8 57

21 Rwanda 6.2 26 290 1.5 12.4 5.6 48
22 China 1054.0 9,561 300 5.1 0.0 3.8 69
23 Kenya 21.2 583 300 1.9 7.3 9.9 57

24 Zambia 6.9 753 300 -1.7 6.4 23.3 53

25 SierraLeone 3.8 72 310 0.2 8.0 33.5 41

26 Sudan 22.6 2,506 320 -0.2 11.5 32.6 49
27 Haiti 6.1 28 330 0.6 7.3 7.7 54

28 Pakistan 99.2 804 350 2.4 10.3 7.5 52
29 Lesotho 1.6 30 370 5.6 8.0 13.1 55
30 Ghana 13.2 239 390 -1.7 22.8 50.8 54

31 SriLanka 16.1 66 400 2.9 9.6 13.5 70
32 Mauritania 1.8 1,031 420 -0.3 7.7 9.9 47
33 Senegal 6.8 196 420 -0.6 6.5 9.5 47
34 Afghanistan . . 648 4.9
35 Chad 5.1 1,284 6.3 45

36 Guinea 6.3 246 2.9 42
37 Kampuchea, Dem. . . 181
38 Lao PDR 3.7 237
39 VietNam 63.3 330 65

Middle-income economies 1,268.4 t 37,2781 1,270w 2.6w 21.0w 56.8w 63w
Lower middle-income 691.2 t 15,0291 750w 2.5 w 22.3 w 22.9 w 59w

40 Liberia 2.3 111 460 -1.4 6.3 1.1 54
41 Yemen, PDR 2.2 333 470 4.8 50
42 Indonesia 166.4 1,919 490 4.6 34.3 8.9 57
43 Yemen Arab Rep. 8.2 195 550 4.7 13.1 46
44 Philippines 57.3 300 560 1.9 11.7 18.2 63

45 Morocco 22.5 447 590 1.9 6.1 7.7 60
46 Bolivia 6.6 1,099 600 -0.4 15.7 683.7 53

47 Zimbabwe 8.7 391 620 1.2 6.3 13.0 58
48 Nigeria 103.1 924 640 1.9 14.4 10.5 51
49 Dominican Rep. 6.6 49 710 2.5 6.8 15.9 66

50 Papua New Guinea 3.4 462 720 0.5 8.1 5.1 52
51 Côted'Ivoire 10.7 323 730 1.2 9.3 8.3 52

52 Honduras 4.5 112 740 0.3 6.3 5.2 64
53 Egypt, Arab Rep. 49.7 1,001 760 3.1 7.5 12.4 61

54 Nicaragua 3.4 130 790 -2.2 8.9 56.5 61

55 Thailand 52.6 514 810 4.0 6.8 3.0 64
56 El Salvador 4.9 21 820 -0.3 7.0 14.9 61

57 Botswana 1.1 600 840 8.8 8.0 7.6 59
58 Jamaica 2.4 11 840 -1.4 12.8 19.8 73

59 Cameroon 10.5 475 910 3.9 9.0 11.0 56

60 Guatemala 8.2 109 930 1.4 7.1 11.3 61

61 Congo, People's Rep. 2.0 342 990 3.6 7.1 7.5 58

62 Paraguay 3.8 407 1,000 3.6 9.4 19.0 67

63 Pens 19.8 1,285 1,090 0.1 20.5 100.1 60
64 Thrkey 51.5 781 1,110 2.7 20.7 37.3 65

65 Thnisia 7.3 164 1,140 3.8 6.7 8.9 63

66 Ecuador 9.6 284 1,160 3.5 10.9 29.5 66
67 Mauritius 1.0 2 1,200 3.0 11.4 8.1 66
68 Colombia 29.0 1,139 1,230 2.8 17.4 22.6 65



Note: For U.N. and World Bank member countries with populations of less than 1 million, see Box A.
a. See the technical notes.
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Population
(millions)
mid-1986

Area
(thousands
ofsquare

kilometers)

GNP per capita
Average annual
rate of infiationa

(percent)

Life
expectancy

at birth
(years)

1986

Average annual
growth rate

Dollars (percent)
1986 1965-86 1965-80 1980-86

69 Chile 12.2 757 1,320 -0.2 129.9 20.2 71
70 Costa Rica 2.6 51 1,480 1.6 11.3 32.3 74
71 Jordan 3.6 98 1,540 5.5 . . 3.2 65
72 SyrianArab Rep. 10.8 185 1,570 3.7 8.4 6.2 64
73 Lebanon . . 10 . . . . 9.3

Upper middle-income 577.2 t 22,248 1,890 w 2.8 w 20.5 w 72.0w 67 w

74 Brazil 138.4 8,512 1,810 4.3 31.3 157.1 65
75 Malaysia 16.1 330 1,830 4.3 4.9 1.4 69
76 South Africa 32.3 1,221 1,850 0.4 9.9 13.6 61
77 Mexico 80.2 1,973 1,860 2.6 13.1 63.7 68
78 Unsguay 3.0 176 1,900 1.4 57.8 50.4 71

79 Hungaiy 10.6 93 2,020 3.9 2.6 5.4 71
80 Poland 37.5 313 2,070 . . 31.2 72
81 Portugal 10.2 92 2,250 3.2 11.5 22.0 73
82 Yugoslavia 23.3 256 2,300 3.9 15.3 51.8 71
83 Panama 2.2 77 2,330 2.4 5.4 3.3 72

84 Argentina 31.0 2,767 2,350 0.2 78.3 326.2 70
85 Korea, Rep. of 41.5 98 2,370 6.7 18.8 5.4 69
86 Algeria 22.4 2,382 2,590 3.5 9.9 6.1 62
87 Venezuela 17.8 912 2,920 0.4 8.7 8.7 70
88 Gabon 1.0 268 3,080 1.9 12.7 4.8 52

89 Greece 10.0 132 3,680 3.3 10.5 20.3 76
90 Oman 1.3 300 4,980 5.0 20.5 3.6 54
91 Trinidad and Tobago 1.2 5 5,360 1.6 14.0 8.6 70
92 Israel 4.3 21 6,210 2.6 25.2 182.9 75
93 Hong Kong 5.4 1 6,910 6.2 8.1 6.9 76

94 Singapore 2.6 1 7,410 7.6 4.7 1.9 73
95 Iran, Islamic Rep. 45.6 1,648 . . 15.6 . . 59
96 Iraq 16.5 435 . . 63
97 Romania 22.9 238 . . 71

Developing economies 3,761.4 70,922 610 w 2.9w 16.7 w 44.3 w 61 w
Oil exporters 538.3 13,053 930 w 2.5 w 15.3 w 26.0 w 59 w
Exporters of manufactures 2,132.4 22,472 540 w 4.0w 13.0 w 51.0w 64w
Highly indebted countries 569.5 21,213 1,400w 23 w 26.5 w 91.6w 63w
Sub-Saharan Africa 424.1 20,895 370 w 0.9 w 12.5 w 16.1 w 50 w

High-income oil exporters 19.1 4,011t 6,740w 1.8w 16.4w -1.3w 64w

98 Saudi Arabia 12.0 2,150 6,950 4.0 17.2 -1.3 63
99 Kuwait 1.8 18 13,890 -0.6 14.1 . . 73

100 United Arab Emirates 1.4 84 14,680 -1.4 69
101 Libya 3.9 1,760 61

Industrial market economies 741.6 t 30,935 t 12,960 w 2.3 w 7.6w 5.3 w 76 w

102 Spain 38.7 505 4,860 2.9 11.8 11.3 76
103 Ireland 3.6 70 5,070 1.7 12.2 10.7 74
104 New Zealand 3.3 269 7,460 1.5 9.6 11.0 74
105 Italy 57.2 301 8,550 2.6 11.2 13.2 77
106 UnitedKingdom 56.7 245 8,870 1.7 11.2 6.0 75

107 Belgium 9.9 31 9,230 2.7 6.6 5.7 75
108 Austria 7.6 84 9,990 3.3 5.8 4.5 74
109 Netherlands 14.6 41 10,020 1.9 7.6 3.1 77
110 France 55.4 547 10,720 2.8 8.0 8.8 77
Ill Australia 16.0 7,687 11,920 1.7 9.5 8.2 78

112 Germany, Fed. Rep. 60.9 249 12,080 2.5 5.2 3.0 75
113 Finland 4.9 337 12,160 3.2 10.4 8.1 75
114 Denmark 5.1 43 12,600 1.9 9.2 7.3 75
115 Japan 121.5 372 12,840 4.3 7.8 1.6 78
116 Sweden 8.4 450 13,160 1.6 8.3 8.2 77

117 Canada 25.6 9,976 14,120 2.6 7.2 5.5 76
118 Norway 4.2 324 15,400 3.4 7.7 7.0 77
119 United States 241.6 9,363 17,480 1.6 6.4 4.4 75
120 Switzerland 6.5 41 17,680 1.4 5.3 4.2 77

Nonreporting nonmembers 367.3 t 25,825 t 69 w

121 Albania 3.0 29 . . . . 71
122 Angola 9.0 1,247 . . 44
123 Bulgaria 9.0 111 72
124 Cuba 10.2 115 75
125 Czechoslovakia 15.5 128 . . . . . . 70

126 GennanDem. Rep. 16.6 108 72
127 Korea,Dem. Rep. 20.9 121 . . . . 68
128 Mongolia 2.0 1,565 . . . 64

129 USSR 281.1 22,402 70



Table 2. Growth of production
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Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.

Average annual growth rate (percent)

GDP Agriculture Industry (Manufacturing)a Services, etc.

1965-80 1980-86 1965-80 1980-86 1965-80 1980-86 1965-80 1980-86 1965-80 1980-86

Low-income economies 4.8w 7.5w 2.7w 4.9w 7.5w 10.6w 7.6w 11.2w 5.1 w 6.6w
China and India 5.3w 8.6w 2.9w 5.7w 8.0w 11.3 w 7.9w 11.7w 5.7 w 7.8w
Other low-income 3.1 w 2.9w 1.9w 2.0w 4.6w 4.2w 4.8w 4.8w 3.8w 3.3w

1 Ethiopia 2.7 0.8 1.2 -3.9 3.5 3.8 5.1 3.9 5.2 5.1
2 Bhutanb . . . . .. .

3 BurkinaFaso 3.5 2.5 . . 2.7 2.1 . . 2.4
4 Nepal 2.4 3.5 1.1 4.8 . . . . . . .. .

5 Bangladesh' 2.4 3.7 1.5 2.7 3.8 4.6 6.8 2.1 3.4 4.7

6 Malawi 6.1 2.4 2.5 . . 1.5 . . 2.8
7 ZAire" 1.4 1.0 . . 1.7 . . 2.7 -0.7 . . -0.7
8 Mali" 4.1 0.4 2.8 -2.3 4.2 4.0 . . . . 7.0 3.8
9 Burmab 3.9 4.9 3.7 4.7 4.4 6.3 3.9 5.8 4.0 4.8

10 Mozambique . . -9.0 . . -15.9 . . -13.3 0.2

11 Madagascart' 1.6 -0.1 . . 2.1 . . -3.6 . . . . . . -0.7
12 Uganda 0.8 0.7 1.2 -0.1 -4.1 0.9 -3.7 -0.3 1.1 3.3
13 Bunrndi 3.6 2.3 3.3 1.3 7.8 4.9 5.9 6.9 2.7 3.2
14 Tanzania 3.7 0.9 1.6 0.8 4.2 -4.5 5.6 -4.6 6.9 2.9
15 Tog&' 4.5 -1.1 1.9 1.7 6.8 -2.2 -2.6 5.4 -2.3

16 Niger" 0.3 -2.6 -3.4 2.8 11.4 -4.3 . . 3.4 -8.0
17 Benin 2.3 3.6 3.0 10.2 4.6 1.8

18 Somalia 2.5 4.9 . . Z9 . . -5.1 . . -3.4 . . 3.6
19 Central African Rep. 2.6 1.1 2.1 2.5 5.3 1.7 . . -0.6 2.0 -0.5
20 India 3.7 4.9 2.8 1.9 4.0 7.1 4.3 8.2 4.6 6.0

21 Rwandab 5.0 1.8 . . 0.9 . . 4.8 . . 4.1 . . 1.1

22 China" 6.4 10.5 3.0 7.9 10.0 12.5 95c 12.6c 7.0 9.4
23 Kenya 6.4 3.4 4.9 2.8 9.8 2.7 10.5 4.1 6.4 4.2
24 Zambia" 1.8 -0.1 2.2 2.8 2.1 -0.7 5.3 0.6 1.5 -0.5
25 Sierra Leone 2.6 0.4 2.3 0.5 -1.0 -2.4 4.3 2.0 5.8 1.5

26 Sudan 3.8 0.3 2.9 0.4 3.1 2.1 . . 0.0 4.9 -0.3
27 Haiti" 2.9 -0.7 1.0 -1.3 7.1 -2.4 6.2 -2.6 2.7 0.5
28 Pakistan 5.1 6.7 3.3 3.3 6.4 9.3 5.7 9.3 5.9 7.2
29 Lesotho 6.6 0.9 . . 1.6 . . -3.9 . . 16.1 . . 2.7
30 Ghanab 1.4 0.7 1.6 -0.2 1.4 -2.4 2.5 -1.9 1.1 3.3

31 Sri Lanka 4.0 4.9 2.7 3.9 5.1 4.5 3.2 5.6 4.3 5.7
32 Mauritania 2.0 1.0 -2.0 1.2 2.2 5.4 . . . . 6.5 -2.4
33 Senegal" 2.1 3.2 1.4 2.3 4.8 4.0 3.4 4.1 1.3 3.2
34 Afghanistan 2.9
35 Chad" 0.1

36 Guinea" 3.8 0.9 0.3 . . 0.1 1.5 2.1
37 Kampuchea, Dem.
38 Lao PDR
39 VietNam
Middle-income economies 6.6w 2.3w 3.4w 2.3w 7.0w 2.1w 8.2w 2.5w 7.6w 2.6w

Lower middle-income 6.5w 1.8w 3.4w 2.1w 8.4w 1.2w 7.4w 3.0w 7.5w 2.3w

40 Liberia 3.3 -1.3 5.5 1.2 2.2 -6.0 10.0 -5.0 2.4 -0.8
41 Yemen, PDR5 1.7 .. .. .. .. ..
42 Indonesia' 7.9 3.4 4.3 3.0 11.9 1.8 12.0 7.7 7.3 5.6
43 Yemen Arab Rep." 4.3 . . 0.2 . . 8.3 . . 16.5 . . 5.2
44 Philippinest' 5.9 -1.0 4.6 2.0 8.0 -3.5 7.5 -1.7 5.2 -0.6
45 Moroccob 5.4 3.3 2.2 3.9 6.1 1.1 5.9 1.1 6.5 4.4
46 Bolivia" 4.5 -3.0 3.8 -1.8 3.7 -7.5 5.4 -9.0 5.6 -0.8
47 Zimbabwe 4.4 2.6 . . 3.4 . . 0.8 . . 1.3 . . 3.7
48 Nigeria 8.0 -3.2 1.7 1.4 13.4 -5.1 14.6 1.0 8.8 -4.0
49 DominicanRep." 7.3 1.1 4.6 1.0 10.9 1.0 8.9 0.4 6.7 1.3

50 Papua New Guine&'
51 Côte d'Ivoire
52 Honduras

4.1
6.8
4.2

1.8
-0.3

0.6
3.3
1.6

o1

2.2
iol4
5.7

-1.9
-0.8

0 1
6.0 -2.1

9.4
5.4 0.3

53 Egypt, Arab Rep. 6.7 4.7 2.8 1.9 7.0 6.3 9.5 4.4
54 Nicaraguat' 2.6 0.2 3.3 1.4 4.2 0.3 5.2 o.a 1.4 -0.4
55 Thailandt'
56 El Salvadoi'

7.4
4.3

4.8
-1.0

4.9
3.6

2.9
-2.3

9.5
5.3

5.0
-0.7

10.9
4.6

5.2
-1.1

8.0
4.3

5.6
-0.4

57 Botswana" 14.3 11.9 9.7 -9.8 24.0 19.1 13.5 6.2 11.5 7.6
58 Jantaicab 1.3 0.0 0.5 1.4 -0.1 -1.3 0.4 1.1 2.7 0.7
59 Camemo&' 5.1 8.2 4.2 2.0 8.1 15.9 7.0 4.8 7.0

60 Guatemala" 5.9 -1.2 5.1 -0.4 7.3 3.0 6.5 -1.6 5.7 0.7
61 Congo, People's Rep." 5.9 5.1 3.1 -0.6 10.3 8.4 . . 2.9 4.7 3.7
62 Paraguay" 6.9 1.1 4.9 1.9 9.1 -0.7 7.0 0.5 7.5 1.6
63 Peru" 3.9 -0.4 1.0 2.2 4.4 -1.1 3.8 . . 4.3 -0.3
64 Turkey 6.3 4.9 3.2 3.1 7.2 6.4 7.5 8.0 7.6 4.7

65 Tunisia 6.6 3.7 5.5 3.3 7.4 3.3 9.9 6.5 6.5 4.1

66 Ecuadoi" 8.7 1.8 3.4 1.0 13.7 3.5 11.5 0.2 7.6 0.6
67 Mauritius 5.3 4.4 . . 5.3 . . 6.1 . . 7.8 . . 3.4
68 Colombia 5.7 2.4 4.3 2.3 5.5 3.8 6.2 2.5 6.4 1.7



Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR

a. Because manufacturing is generally the most dynamic part of the industrial sector, its growth rate is shown separately. b. GDP and its components are at purchaser
values. c. World Bank estimate.
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Average annual growth rate (percent)

GDP Agriculture Industry (Manufaciuring)a Services, etc.

1965-80 1980-86 1965-80 1980-86 1965-80 1980-86 1965-80 1980-86 1965 -80 1980-86

69 Chile" 1.9 0.0 1.6 3.1 0.8 0.7 0.6 -0.2 2.7 -0.9
70 Costa Rica" 6.2 1.3 4.2 2.2 8.7 1.1 6.0 1.1
71 Jordan 5.1 . . 1.8 5.8 4.9 5.1
72 Syrian Arab Rep.b 8.7 1.5 4.8 -1.4 12.2 0.6 9.0 2.9
73 Lebanon" -1.2

Upper middle-income 6.7 w 2.5 w 3.4w 2.4w 6.5w 2.5w 2.4w 7.7w 2.7w

74 Brazil 9.0 2.7 3.8 2.0 9.9 1.6 9.6 1.2 10.0 3.8
75 Malaysia" 7.4 4.8 3.0 6.0 5.8 . . 4.5
76 South Africa 4.0 0.8 . . -1.3 . . -0.5 . . -1.7 . . 2.4
77 Mexico" 6.5 0.4 3.2 2.1 7.6 -0.1 7.4 0.0 6.6 0.4
78 Uruguay 2.4 -2.6 1.0 -0.7 3.1 -5.2 . . 2.3 -1.6
79 Hungaiy" 5.6 1.6 2.7 2.8 6.4 1.3 . . 6.2 1.4
80 Poland . . 1.5 . . . . . . .

81 Portugal 5.5 1.4 . . 0.1 . . 1.4 . . . . . . 1.7
82 Yugoslavia 6.0 1.2 3.1 1.4 7.8 1.1 . . . . 5.5 1.4
83 Panama" 5.5 2.6 2.4 2.2 5.9 -1.4 4.7 0.2 6.0 3.7

84 Argentina" 3.4 -0.8 1.4 2.3 3.3 -1.7 2.7 -0.4 3.9 -0.8
85 Korea, Rep. of" 9.5 8.2 3.0 5.6 16.5 10.2 18.7 9.8 9.3 7.2
86 Algeria" 7.5 4.4 5.8 3.2 8.1 5.2 9.5 . . 7.1 3.6
87 Venezuelab 5.2 -0.9 3.9 2.3 3.4 -0.8 5.8 2.0 6.5 -1.2
88 Gabon" 9.5 1.5 .

89 Greece 5.6 1.5 2.3 0.3 7.1 0.4 8.4 0.2 6.2 2.5
90 Oman" 12.5 5.7 . . . . . . . . . . . . .

91 TrinidadandTobago 5.1 -6.3 0.0 4.8 5.0 -9.1 2.6 -12.8 5.8 -3.2
92 Israel" 6.8 2.0
93 Hong Kong 8.5 6.0

94 Singapore" 10.4 5.3 3.1 -3.5 12.2 4.4 13.3 2.2 9.7 6.1
95 Iran, Islamic Rep. 6.2 4.5 2.4 10.0 13.6
96 Iraq
97 Romania

Developing economies 6.1w 3.8w 3.1 w 3.6w 7.2w 4.6w 8.0w 5.9w 7.1w 3.4w
Oil exporters 7.1w 1.7w 3.4w 2.4w 6.8w 1.6w 8.5 w 2.4w 8.7w 1.9w
Exporters of manufactures 6.6w 6.2w 3.0w 5.0w 8.9w 7.8w 9.1 w 8.6w 7.4w 5.3w
Highly indebted countries 6.6w 0.7w 3.0w 1.8w 7.3w -0.2w 7.3w 0.4w 7.2w 1.0w
Sub-Saharan Africa 5.6w 0.0w 1.6w 1.2w 9.4w -1.6w 8.5w 0.3 w 7.5w 0.1w

High-income oil exporters 7.8 w -3.3 w 5.7w 6.5w 9.6w 11.1 w

98 SaudiArabiab 10.9 -3.4 4.1 10.3 11.6 -10.4 8.1 6.1 10.5 4.4
99 Kuwait" 3.1 -0.9
100 United Arab Emirates .. -3.8 ..
101 Libya 4.2 10.7 1.2 13.7 . . 15.5

Industrial market economies 3.6w 2.5 w 0.9 w 2.5 w 3.2 w 2.5 w 3.7 w 3.6 w 2.6w

lO2Spain" 5.2 1.8 3.0 2.8 5.8 0.8 6.7 0.3 4.6 2.3
103 Ireland 5.1 0.7 -6.2 -1.1 3.8
l04NewZealand" 3.1 2.6 . . 2.1 . . 3.8 . . . . . . 2.0
lOSItaly" 3.9 1.3 0.8 0.5 4.2 0.2 5.1 -0.2 4.1 2.1
lo6UnitedKingdom 2.2 2.3 1.7 4.1 1.2 2.0 1.1 1.2 2.9 2.6

107 Belgium" 3.9 0.9 0.5 3.1 4.4 0.5 4.8 1.6 3.8 1.1
108 Austria" 4.3 1.8 2.2 1.2 4.5 1.6 4.7 2.1 4.4 1.9
109 Netherlands" 3.7 1.0 4.3 4.5 3.6 0.5 4.3 4.0 1.9
110 France" 4.4 1.3 0.8 2.8 4.6 0.6 5.3 4.6 1.6
111 Australia" 4.0 3.1 2.6 6.1 2.9 2.0 1.2 5.4 3.5

112 Gemiany, Fed. Rep." 3.3 1.5 1.4 3.1 2.9 0.7 3.3 0.8 3.7 2.1
113 Finland 4.1 2.7 0.1 0.2 4.4 2.8 5.0 3.0 4.8 2.4
114 Denmark 2.7 2.8 0.9 4.6 1.9 2.6 3.2 2.9 3.1 2.4
115 Japan" 6.3 3.7 0.8 1.0 8.5 5.0 9.4 7.8 5.2 2.9
116 Sweden 2.8 2.0 -0.2 2.5 2.2 2.5 2.3 2.3 3.3 0.5

117 Canada 4.4 2.9 0.7 2.8 3.4 2.9 3.8 3.6 5.5 2.9
118 Norway" 4.4 3.5 -0.4 3.0 5.6 3.8 2.6 0.3 4.2 3.4
119 United States" 2.8 3.1 1.1 3.1 1.9 3.2 2.7 4.0 3.4 3.0
120 Switzerland" 2.0 1.5 .



Table 3. Structure of production

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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GDPa

(millions ofdollars)

Distribution ofgross domestic product (percent)

Agriculture Industry (Manufacturing)t' Services, etc.

1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

Low-income economies 146,330 t 621,260 t 42 w 32 w 28 w 35 w 21 w 24 w 30 w 32 w
China and India 111,850 t 475,670 t 42 w 31 w 31 w 39w 24w 27w 27 w 30w
Other low-income 34,480 t 145,590 t 43w 38w 18w 20w lOw 11 w 41 w 41 w

1 Ethiopia 1,180 4,960 58 48 14 15 7 10 28 36
2 Bhutanc . 210 . . . . . . . .

3 Burkina Faso 260 930 53 45 20 22 . 27 33
4 Nepal 730 2,200 65 . . 11 . . 3 . . 23
5 Bangladeshc 4,380 15,460 53 47 11 14 5 8 36 39
6 Malawi 220 1,100 50 37 13 18 . . 12 37 45
7 Zairec 3,140 6,020 21 29 26 36 16 . 53 35
8 Ma1F . 1,650 . . 50 . . 13 . . 7 . 37
9 Bunna 1,600 8,180 35 48 13 13 9 10 52 39

10 Mozambique . . 4,300 35 12 53

11 Madagascarc 670 2,670 31 43 16 16 11 . . 53 41
12 Uganda 1,100 3,310 52 76 13 6 8 5 35 18
13 Burandi 150 1,090 . 58 . . 17 . . 10 . . 25
14 Tanzania 790 4,020 46 59 14 10 8 6 40 31
15 Togoc 190 980 45 32 21 20 10 7 34 48

16 NigeP 670 2,080 68 46 3 16 2 4 29 39
17 Benin 220 1,320 59 49 8 13 . . 4 33 37
18 Somalia 220 2,320 71 58 6 9 3 6 24 34
19 CentralAfricanRep. 140 900 46 41 16 12 4 4 38 47
20 India 46,260 203,790 47 32 22 29 15 19 31 39

21 Rwandac 150 1,850 75 40 7 23 2 16 18 37
22 China 65,590 271,880 39 31 38 46 30d 34d 23 23
23 Kenya 920 5,960 35 30 18 20 11 12 47 50
24 Zambiac 1,060 1,660 14 11 54 48 6 20 32 41
25 Sierra Leone 320 1,180 34 45 28 22 6 4 38 33

26 Sudan 1,330 7,470 54 35 9 15 4 7 37 50
27 Haitic 350 2,150 . . . . . . . . . . . .

28 Pakistan 5,450 30,080 40 24 20 28 14 17 40 47
29 Lesotho 50 230 65 21 5 27 1 13 30 52
30 Ghanac 2,050 5,720 44 45 19 17 10 12 38 39

31 SriLanka 1,770 5,880 28 26 21 27 17 15 51 47
32 Mauritania 160 750 32 34 36 24 4 . . 32 42
33 Senegal 810 3,740 25 22 18 27 14 17 56 51
34 Afghanistan 600 . . . . .

35 Chad 290 42 . . 15 . . 12 43 .

36 Guineac 520 1,980 40 22 2 38
37 Kampuchea,Dem. . .

38 Lao PDR
39 VietNam

Middle-income economies 202,630 I 1,740,010 22w 15w 33w 36w 19w 22w 45w 48w
Lower middle-income 65,950 t 504,440 30w 22w 25w 30w 15w 17w 43w 46w

40 Liberia 270 990 27 37 40 28 3 5 34 35
41 Yemen, PDRC . 930 . . . . . . . . . . . . .
42 Indonesiac 3,830 75,230 56 26 13 32 8 14 31 42
43 Yemen Arab Rep.c . 4,760 . . 34 . . 16 . . 7 . . 50
44 Phiippinesc 6,010 30,540 26 26 28 32 20 25 46 42

45 Morocco 2,950 14,760 23 21 28 30 16 17 49 49
46 Boliviac 710 4,180 23 24 31 23 15 13 46 52
47 Zimbabwe 960 4,940 18 11 35 46 20 30 47 43
48 Nigeria 4,190 49,110 53 41 19 29 7 8 29 30
49 Dominican Rep.c 890 5,280 23 17 22 30 16 16 55 53

50 Papua New Guinea 340 2,530 42 34 18 26 . . 9 41 40
51 Côted'Ivoire 760 7,320 47 36 19 24 11 16 33 40
52 Honduras 460 2,960 40 27 19 25 12 14 41 48
53 Egypt, Arab Rep. 4,550 40,850 29 20 27 29 . . . . 45 51
54 Nicaraguac 570 2,900 25 23 24 33 18 27 51 44
55 Thailandc 4,050 41,780 35 17 23 30 14 21 42 53
56 ElSalvadorc 800 3,980 29 20 22 21 18 15 49 59
57 Botswanac 50 1,150 34 4 19 58 12 6 47 38
58 Jamaicac 970 2,430 10 6 37 40 17 22 53 54
59 Cameroon 750 11,280 32 22 17 35 10 50 43

60 Guatemalac 1,330 7,470 . . . . . . . . . . . . .
61 Congo,PeoplesRep.c 200 2,000 19 8 19 54 . . 6 62 38
62 Paraguayc 440 3,590 37 27 19 26 16 16 45 47
63 Peru' 5,020 25,370 18 11 30 38 17 20 53 51
64 Turkey 7,660 52,620 34 18 25 36 16 25 41 46
65 Tunisia 880 7,790 22 16 24 33 9 15 54 52
66 Ecuadorc 1,150 11,510 27 14 22 42 18 19 50 45
67 Mauritius 190 1,160 16 15 23 32 14 23 61 53
68 Colombia 5,570 29,660 30 20 25 25 18 18 46 56



a. See the technical notes. b. Because manufacturing is generally the most dynamic part of the industrial sector, its share of GDP is shown separately. c. GD!' and its
components are shown at purehaser values. d. World Bank estimate. e. Services, etc. includes the unallocated share of GD!'.
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GDP
(millions of dollars)

Distribution of gross domestic product (percent)

Agriculture Industry (Man ufacturing)b Services, etc.

1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

69 Chile' 5,940 16,820 9 .. 40 .. 24 52
70 Costa Rica' 590 4,260 24 21 23 29 . . . 53 50
71 Jordan . . 4,000 . . 8 . . 28 14 . 63
72 SyrianArabRep.' 1,470 17,400 29 22 22 21 49 58
73 Lebanon' 1,150 . . 12 21 67

Upper middle-income 136,6801 1,235,5701 18 w 10 w 37 w 40w 21 w 25 w 46w SOw

74 Brazil 19,450 206,750 19 11 33 39 26 28 48 50
75 Ma1aysia 3,130 27,580 28 . . 25 . . 9 . . 47
76 South Africa 10,540 56,370 10 6 42 46 23 22 48 49
77 Mexico' 20,160 127,140 14 9 31 39 21 26 54 52
78 Uruguay 930 5,320 15 12 32 33 . 53 56

79 Hungaiy" 23,660 17 . 41 . . 43
80 Poland' 73,770 . . . .

81 Portugal . . 27,480 . 10 . . 40 . 51
82 Yugoslavia 11,190 61,640 23 12 42 42 . . 35 46
83 Panama' 660 5,120 18 9 19 18 12 8 63 73

84 Argentinac 16,500 69,820 17 13 42 44 33 31 42 44
85 Korea, Rep. ofc 3,000 98,150 38 12 25 42 18 30 37 45
86 Algeria' 3,170 60,760 15 12 34 44 11 13 51 44
87 Venezuela' 8,290 49,980 7 9 41 37 . 23 52 54
88 Gabon' 220 3,190 26 10 34 35 40 55

89 Greece 5,270 35,210 24 17 26 29 16 18 49 54
90 Oman' 60 7,320 61 . . 23 . . 0 . . 16
91 TrinidadandTobago 690 4,830 8 5 48 35 . 8 44 59
92 Israel' 3,590 29,460 . . . . . . . . . . . . .

93 Hong Kong 2,150 32,250 2 0 40 29 24 21 58 71

94 Singapore' 970 17,350 3 1 24 38 15 27 73 62
95 Iran,Islamic Rep. 6,170 26 36 12 38
96 Iraq 2,430 18 46 8 . . 36
97 Romania

Developing economies 348,960 2,361,370 30 w 19 w 31w 36 w 20w 38 w 46 w
Oil exporters 58,080 642,360 24 w 18 w 31w 33 w 14w 15w 46 w 49 w
Exporters of manufactures 178,990 1 34 w 18w 33 w 24w 31w
Highly indebted countries 111,120 713,560 20 w 15w 34 w 3li w 22w 46 w 47 w
Sub-Saharan Africa 26,440 165,990 45 w 36 w 19 w 25 w 9w lOw 37 w 36 w

High-income oil exporters 6,820 t 153,270 Sw 65w 5w 30w

98 Saudi Arabia' 2,300 78,480 8 4 60 50 9 9 31 46
99 Kuwait' 2,100 22,310 0 73 3 27

100 United Arab Emirates .. 25,280 ..
101 Libya 1,500 5 63 3 33

Industrial market economies 1,373,360 I 10,451,880 t 5 w 3 w 40 w 35 w 29w 54w 61w

102 Spain' 23,320 229,100 15 6 36 37 27 49 56
103 Ireland 2,340 21,910 . 14 45 . . 41
104 New Zealand' 5,640 26,630 . . 11 . . 33 . . . . . . 56
105 Italy' 72,150 599,920 11 5 41 39 23 22 48 56
106 United Kingdom 88,520 468,290 3 2 46 43 34 26 51 55

107 Belgium' 16,600 112,180 5 2 41 33 31 23 53 64
108 Austria' 9,480 93,830 9 3 46 38 33 28 45 59
109 Netherlands' 19,890 175,330 . . 4 . . 34 . . 18 . . 62
110 France' 99,660 724,200 8 4 39 34 28 . . 53 63
ill Australia' 24,050 184,940 9 5 39 34 26 17 51 62

112 Germany, Fed. Rep.' 114,790 891,990 4 2 53 40 40 32 43 58
113 Finland 7,540 62,370 16 8 37 37 23 25 47 55
114 Denmark 8,940 68,820 8 6 36 28 23 20 55 66
115 Japan' 91,110 1,955,650 9 3 43 41 32 30 48 56
116 Sweden 19,610 114,470 6 3 40 35 28 24 53 62

117 Canada 45,940 323,790 6 3 40 36 27 . . 53 61
118 Norway' 7,080 69,780 8 4 33 41 21 14 59 56
119 United States' 701,670 4,185,490 3 2 38 31 28 20 59 67
120 Switzerland' 13,920 135,050

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 Ger,nanDem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 4. Growth of consumption and investment
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Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.

Average annual growth rate (percent)

General government

consumpt ion Private consumption, etc.
Gross

domestic investment

1965-80 1980-86 1965-80 1980-86 1965-80 1980-86

Low-income economies
China and India
Other low-income

5.7 w
6.1 w
4.1 w

5.4w
6.1 w
1.7w

3.8w
4.0w
2.9 w

5.4w
6.2w
2.7 w

7.4w
8.3 w
3.7 w

13.2 w
14.9w

0.4w

1 Ethiopia 6.4 5.6 3.0 1.6 -0.1 2.0
2 Bhutan . . . . . . . . .
3 BurkinaFaso 8.7 3.2 3.] 0.9 8.8 -3.2
4Nepal .. .. ..
5 Bangladesh a a 2.7 3.5 0.0 3.6

6 Malawi 5.7 3.7 4.3 -0.1 9.0 -7.9
7 Zaire 0.7 -13.0 -0.2 -0.4 6.7 -0.3
8 Mali 1.9 -0.5 5.6 5.3 1.8 -7.9
9 Burma a a 3.5 5.7 5.3 -2.8

10 Mozambique -11.0 . . -5.3 -22.8
11 Madagascar 2.0 -1.1 0.6 -0.6 1.5 -6.1
12 Uganda a 1.2 . . -5.7
13 Burundi 7.3 2.9 4.0 1.8 9.0 5.0
14 Tanzania a -7.0 4.6 1.0 6.2 1.8
15 Togo 9.5 -0.4 5.0 -1.8 9.0 -2.0
16 Niger 2.9 0.7 -0.6 -0.6 6.3 -20.4
17 Benin 0.7 3.8 2.6 1.8 10.4 -15.5
18 Somalia 12.7 -9.1 2.0 3.4 0.4 21.5
19 Central African Rep. -1.1 -3.0 4.2 0.2 -5.4 12.5
20 India 6.3 8.2 2.8 5.2 4.9 4.6
21 Rwanda 6.2 6.1 5.1 1.8 9.3 10.1
22 China 6.0 5.3 5.3 6.8 10.5 19.3
23 Kenya 10.6 -0.1 5.7 2.8 7.2 -5.1
24 Zambia 5.1 -3.3 0.1 0.5 -3.6 -7.1
25 SierraLeone a a 2.6 -4.6 -1.0 -6.3
26 Sudan 0.2 -3.2 4.3 0.3 6.5 -5.2
27 Haiti 1.9 1.7 2.3 -1.5 14.8 -1.8
28 Pakistan 4.7 8.9 4.7 5.0 2.6 7.5
29 Lesotho 12.3 . . 8.6 . . 17.3
30 Ghana 3.8 0.1 1.4 -0.6 -1.6 -0.5
31 Sri Lanka 1.1 6.7 3.8 7.1 11.5 -4.9
32 Mauritania 10.0 -9.0 1.8 5.8 19.3 -4.3
33 Senegal 2.9 2.9 1.8 2.2 3.9 0.3
34 Afghanistan
35 Chad

36 Guinea -5.2 . . 1.1 -7.6
37 Kampuchea, Dem.
38 Lao PDR
39 VietNam

Middle-income economies
Lower middle-income

7.9 w
8.7 w

1.8w
2.2 w

6.5w
6.0w

2.0w
2.4w

8.9 w
9.2 w

-2.3w
-3.4w

40 Liberia 3.4 1.3 3.2 0.8 6.4 -16.7
41 Yemen, PDR
42 Indonesia 11.4 4.2 6.3 5..i 16.1
43 Yemen Arab Rep. . . 9.9 1.5 -12.9
44 Philippines 7.7 -0.3 1.7 8.5 -17.6
45 Monicco 11.0 4.1 4.5 2.9 11.1 -2.2
46 Bolivia 8.2 -2.3 4.0 -0.7 4.3 -17.3
47 Zimbabwe a 8.4 6.3 -2.2 0.9 -4.7
48 Nigeria 13.5 -1.2 6.7 -2.2 14.7 -13.7
49 Dominican Rep. 0.3 -2.3 7.1 -0.4 13.5 0.7
50 Papua New Guinea 0.1 -3.1 3.7 1.5 1.4 -3.0
51 Côted'Ivoire 12.7 -4.0 7.8 0.9 10.4 -21.6
52 Honduras 7.3 -0.1 4.3 -1.9 6.7 2.6
53 Egypt, ArabRep. a 5.3 5.6 2.4 11.5 -2.8
54 Nicaragua 6.6 20.6 2.0 -9.0 . . 0.2
55 Thailand 9.3 4.0 6.7 4.2 7.5 0.8
56 El Salvador 7.0 2.2 4.1 -0.9 6.6 -0.8
57 Botswana 12.0 12.8 9.2 4.2 21.0 6.9
58 Jamaica 9.8 0.7 2.0 -0.1 -3.2 0.8
59 Camemon 5.0 8.3 4.1 3.8 9.9 10.0

60 Guatemala 6.2 0.3 5.2 -1.4 7.3 -9.8
61 Congo, People's Rep. 5.5 4.1 2.8 5.0 4.5 -5.7
62 Pamguay 5.1 2.6 6.4 2.8 13.9 -6.0
63 Peni 5.6 -1.2 4.7 0.8 1.0 -13.9
64 Turkey 6.1 2.9 5.7 4.9 8.9 5.1

65 Tunisia 7.2 5.2 8.3 4.2 4.6 -1.8
66 Ecuador 12.2 -1.9 6.8 1.2 9.5 -5.6
67 Mauritius 7.1 2.0 4.5 0.6 8.0 11.7
68 Colombia 6.7 1.1 5.9 2.5 5.8 0.1



a. General government consumption figures are not available separately; they are included in private consumption, etc.
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Average annual growth rate (percent)

General government
consumption Private consumption, etc.

Gross
domestic investment

1965-80 1980-86 1965 -80 1980-86 1965-80 1980-86

69 Chile 4.0 1.4 1.0 -2.0 0.6 -7.4
70 Costa Rica 6.8 -0.5 5.2 1.5 9.4 0.7
71 Jordan 5.0 9.3 -5.8
72 Syrian Arab Rep. 15.0 4.8 10. I 0.2 14.3 3.1
73 Lebanon

Upper middle-income 7.6w 1.6w 6.9w 1.8w 8.7w -1.9w
74 Brazil 7.0 0.8 9.0 2.7 11.2 -2.7
75 Malaysia 8.5 2.7 5.9 1.2 10.4 0.8
76 South Africa 4.9 3.7 3.3 1.5 4.0 -8.2
77 Mexico 8.5 3.0 5.8 -1.0 8.5 -7.6
78 Unsguay 3.2 1.2 2.4 -3.9 8.0 -16.3
79 Hungary a 0.4 3.5 0.1 7.0 -3.2
80 Poland . . 3.5 . . -1.7 . . -0.8
81 Portugal 8.1 3.0 7.2 -0.2 4.5 -6.2
82 Yugoslavia 3.6 0.0 8.1 -1.8 6.2 1.6
83 Panama 7.4 3.5 4.6 4.3 5.9 -5.2
84 Argentina 3.6 -2.4 2.9 0.6 4.5 -12.6
85 Korea, Rep. of 7.7 4.2 7.8 5.5 15.9 9.6
86 Algeria 8.6 5.3 9.0 4.8 15.9 0.0
87 Venezuela 7.3 -0.4 8.8 -1.2 8.4 -8.4
88 Gabon 2.4

89 Greece 6.6 2.9 5.2 3.1 4.5 -2.4
90 Oman . . . . . . . . .

91 TrinidadandTobago 8.9 -3.5 6.7 -8.8 12.1 -15.8
92 Israel 8.8 -1.2 6.0 3.7 5.9 0.2
93 Hong Kong 7.7 5.8 9.0 6.5 8.6 -0.6

94 Singapore 10.1 8.3 7.8 4.5 14.4 3.3
95 Iran, Islamic Rep. 14.6 10.0 11.6
96 Iraq
97 Romania

Developing economies 7.3 w 2.7 w 5.7 w 2.9w 8.5 w 2.4w
Oil exporters 11.1 w 1.4w 7.4 w 1.5 w 11.3 w -3.1 w
Exporters of manufactures 6.3 w 3.9w 5.9w 4.2 w 8.8 w 8.0w
Highly indebted countries 7.0 w 0.6w 6.6 w 0.7 w 8.4w -6.3 w
Sub-Saharan Africa 8.1w -1.0w 4.9 w 0.7 w 8.8 w -9.3 w

High-income oil exporters 16.7 w

98 Saudi Arabia a . . 20.0 27.5
99 Kuwait a 8.4 11.7
100 United Arab Emirates
101 Libya 19.7 19.1 7.3

Industrial market economies 2.8 w 2.9w 4.0 w 2.6 w 3.0 w 2.8 w

102 Spain 5.0 3.9 5.4 0.7 4.0 -0.2
103 Ireland 6.1 1.2 3.8 -2.4 6.8 -1.6
104 New Zealand 3.3 1.1 2.9 1.9 1.4 3.3
105 Italy 3.3 2.6 4.6 1.9 2.5 -1.1
106 United Kingdom 2.3 1.0 2.2 2.7 1.2 4.7

107 Belgium 4.6 0.3 4.3 0.6 2.9 -2.2
108 Austria 3.7 1.9 4.4 1.9 4.5 1.4
109 Netherlands 3.1 0.8 4.3 0.2 1.6 2.4
110 France 3.5 1.8 4.9 2.0 3.8 -0.2
111 Australia 5.1 3.9 4.1 2.9 2.7 0.9

112 Germany, Fed. Rep. 3.5 1.3 4.0 1.1 1.7 -0.1
113 Finland 5.3 3.7 3.9 3.1 2.7 1.0
114 Denmark 4.8 0.9 2.3 2.5 1.2 7.1
115 Japan 5.1 3.1 6.2 2.9 6.7 3.2
116 Sweden 4.0 1.5 2.4 1.1 0.9 1.2

117 Canada 4.8 1.8 5.0 2.6 4.7 1.6
118 Norway 5.5 3.7 3.8 3.4 4.4 2.9
119 United States 1.4 4.5 3.4 3.5 2.1 5.6
120 Switzerland 2.7 2.2 2.5 1.3 0.8 2.6

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 5. Structure of demand

Distribution of gross domestic product (percent)

65 Tunisia 15 17 71 66
66 Ecuador 9 12 80 68
67 Mauritius 13 11 74 64
68 Colombia 8 12 75 68

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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Gross domestic

investment
Gross domestic

savings

Exports of goods

and nonfactor
services

Resource
balance

1965 1986 1965 1986 1965 1986 1965 1986

20w 29 w 17 w 25 w 7 w 10 w -7 w -4w
22w 32w 21w 30w 4w 9w -1w -3w
15 w 15 w 12 w 7 w 19w 14 w -3 w -8 w
13 9 12 3 12 13 -1 -7

. . . . . . .

12 20 4 -7 9 16 -8 -26
6 19 0 9 8 13 -6 -10

11 12 8 2 10 6 -4 -9
14 10 0 7 19 22 -14 -3
14 12 30 13 36 33 15 0
. . 21 . . 4 . . 15 . . -17
19 15 13 12 14 . . -6 -3

9 -1 3 -10
10 14 4 10 16 14 -6 -3
11 14 12 11 26 12 1 -3
6 17 4 9 10 12 -2 -8

15 17 16 2 26 10 1 -15
22 28 17 13 20 33 -6 -14

8 11 3 7 9 18 -5 -4
11 13 3 0 13 14 -8 -12
11 15 8 -5 17 7 -3 -21
21 16 11 2 27 20 -11 -13
18 23 16 21 4 6 -2 -2
10 19 5 9 12 12 -5 -10
25 39 25 36 4 11 1 -3
14 26 15 26 31 27 1 0
25 15 40 13 49 46 15 -2
12 10 9 8 30 13 -3 -1
10 12 9 4 15 9 -1 -8
7 12 2 6 13 14 -5 -6

21 17 13 7 8 12 -8 -10
11 33 -26 -78 16 12 -38 -112
18 10 8 8 17 10 -10 -2
12 24 13 13 38 23 1 -11
14 25 27 15 42 56 13 -11
12 14 8 6 24 28 -4 -8
11 1 . . 11 -10
12 6 . . 19 . . -6

0 15 Sc 4. .

13
- . .

12
.- . .

12
-

-1

21 w 23 w 21 w 24w 17 w 22 w 0 w 1 w
17 w 19 w 16 w 17 w 15 w 21 w -1 w -2 w
17 10 27 18 50 43 10 9
.. . .

8 26 8 24 5 21 0 -2
. . 21 . . -15 . . 5 . . -36

21 13 21 19 17 25 0 6

10 20 12 13 18 25 1 -7
22 8 17 5 21 16 -5 -3
15 18 23 20 . . 26 8 2
19 12 17 10 18 14 -2 -2
10 18 6 12 16 30 4 -6
22 24 2 15 18 45 20 -8
22 12 29 22 37 40 7 11
15 17 15 13 27 27 0 -4
18 19 14 9 18 18 -4 -II
21 19 18 -2 29 14 -3 -21
20 21 19 25 18 27 -1 4
15 13 12 7 27 23 -2 -6
6 26 -13 26 32 63 -19 1

27 19 23 19 33 53 -4 0
13 25 13 28 25 23 -1 4
13 Il 10 9 17 19 -3 -2
22 29 5 30 36 47 -17 1

15 24 14 7 15 15 -1 -17
34 20 31 18 16 13 -3 -1
15 25 13 22 6 18 -1 -3
28 24 14 17 19 31 -13 -7
14 20 11 20 16 23 -3 -1
17 17 13 25 36 63 -4 7
16 18 17 20 11 20 1 3

General
government Private
consumption consumption, etc.

196.5 1986 1965 1986

Low-income economies 12w 13 w 73 w 62 w
China and India 13w 13w 66w 57w
Other low-income 10 w 12 w 78 w 78 w

1 Ethiopia 11 17 77 80
2 Bhutan . . . .

3 BurkinaFaso 9 15 87 91
4Nepal a 8 100 84
5 Bangladesh 9 8 83 90

6 Malawi 16 18 84 75
7 Zaire 9 7 61 81
8 Mali . 13 . 83
9 Burton a 14 87 74

10 Mozambique 15 86

11 Madagascar 23 13 74 76
12 Uganda 10 a 78 89
13 Burundi 7 12 89 79
14 Tanzania 10 8 74 89
15 Togo 8 15 76 71

16 Niger 6 11 90 82
17 Benin 11 9 87 90
18 Somalia 8 12 84 93
19 CentralAfricanRep. 22 9 67 88
20 India 10 12 74 67
21 Rwanda 14 20 81 71
22 China 15 14 59 50
23 Kenya 15 19 70 55
24 Zambia 15 25 45 62
25 SierraLeone 8 a 83 92

26 Sudan 12 14 79 83
27 Haiti 8 12 90 83
28 Pakistan 11 12 76 81
29 Lesotho 18 35 109 143
30 Ghana 14 10 77 82

31 SriLanka 13 9 74 78
32 Mauritania 19 14 54 71
33 Senegal 17 17 75 77
34 Afghanistan a 99
35 Chad 20 . . 74 . .

36 Guinea . . 14 . .
75

37 Kampuchea,Dem. 16 71
38 Lao PDR
39 VietNam

Middle-income economies 11 w 13 w 68 w 63 w
Lower middle-income 11 w 13 w 73 w 69w

40 Liberia 12 17 61 65
41 Yemen, PDR . . . . .. . .

42 Indonesia 5 12 87 64
43 Yemen Arab Rep. . . 22 . . 93
44 Philippines 9 8 70 73

45 Momcco 12 17 76 70
46 Bolivia 9 10 74 85
47 Zimbabwe 12 19 65 62
48 Nigeria 7 12 76 78
49 Dominican Rep. 19 8 75 80

50 Papua New Guinea 34 22 64 63
51 Côted'Ivoire 11 15 61 62
52 Honduras 10 17 75 70
53 Egypt, ArabRep. 19 19 67 72
54 Nicaragua 8 45 74 57
55 Thailand 10 13 71 62
56 El Salvador 9 14 79 79
57 Botswana 24 28 89 47
58 Jamaica 8 15 69 65
59 Cameroon 14 9 73 62

60 Guatemala 7 7 82 84
61 Congo,People'sRep. 14 20 80 50
62 Paraguay 7 7 79 87
63 Pens 10 11 59 71
64 Turkey 12 9 74 69



Distribution of gross domestic product (percent)

General Eoports of goods

government Private Gross domestic Gross domestic and nonfactor Resource

consumption consumption, etc. investment savings serwces balance

a. General government consumption figures are not available separately; they are included in private consumption, etc. -
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1965 1986 1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

69 Chile 11 13 73 69 15 15 16 18 14 31 1 4
70 Costa Rica 13 17 78 59 20 23 9 24 23 33 -10 1

71 Jordan . 27 . 81 . . 24 . . -9 . 39 . . -33
72 SyrianArabRep. 14 25 76 62 10 24 10 14 17 11 0 -11
73 Lebanon 10 81 22 9 36 . . -13

Upper middle-income 11 w 13w 65w 61w 23w 24w 23w 26w 18w 22w 1w 2w

74 Brazil 11 a 67 76 20 21 22 24 8 9 2 3
75 Malaysia 15 17 61 51 20 25 24 32 42 57 4 6
76 SouthAfrica 11 19 62 51 28 19 27 30 26 33 0 10
77 Mexico 7 10 72 64 22 21 21 27 9 16 -1 5
78 Uruguay 15 14 68 73 II 8 18 13 19 24 7 5

79 Hungaiy a 10 75 65 26 26 25 25 . . 40 -1 -1
80 Poland . . a . . 70 . . 29 . . 30 . . 18 . 2
81 Portugal 12 14 68 66 25 22 20 20 27 34 -5 -2
82 Yugoslavia 18 14 52 46 30 38 30 40 22 24 0 2
83 Panama 11 22 73 57 18 17 16 21 36 34 -2 3

84 Argentina 8 12 69 77 19 9 22 11 8 11 3 2
85 Korea, Rep. of 9 10 83 55 15 29 8 35 9 41 -7 6
86 Algeria 15 a 66 69 22 32 19 31 22 16 -3 -1
87 Venezuela 12 13 54 66 24 20 34 21 31 24 10 1

88 Gabon 11 26 52 55 31 37 37 19 43 37 6 -18
89 Greece 12 19 73 66 26 23 15 14 9 22 -11 -8
90 Oman . . . . . . . . . . . . . . . . . . . . .
91 Trinidad and Tobago 12 19 67 62 26 22 21 18 65 33 5 4
92 Israel 20 31 65 58 29 17 15 11 19 38 -13 -6
93 HongKong 7 8 64 65 36 23 29 27 71 112 -7 4

94 Singapore 10 12 80 48 22 40 10 40 123 -12 0
95 Iran, IslamicRep. 13 . . 63 . . 17 24 . . 20 6
96 Iraq 20 50 16 31 38 15
97 Roenania . . . . . , . . . .

Developing economies 11 w 13w 68 w 63 w 21 w 24 w 20 w 24 w 13w 19w -lw Ow
Oil exporters 10 w 14 w 69 w 63 w 19 w 23 w 21 w 22 w 18 w 16 w 2w Ow
Exporters of manufactures 13 w 12 w 65 w 60 w 23 w 29 w 22 w 29 w 8w 18w --lw Ow
Highly indebted countries 10 w 11w 67 w 67 w 21 w 19 w 23 w 22 w 14 w 16w 1w 2w
Sub-Saharan Africa 11w 13w 73 w 74 w 15 w 14w 15 w 11w 23 w 19 w 1w -2w

High-income oil exporters 15 w 30 w . 20w . . 54 w 63 35 w

98 SaudiArabia 18 40 34 43 14 27 48 18 60 36 34 -9
99 Kuwait 13 26 16 60 68 45

100 United Arab Emirates .. .. .. ..
101 Libya 14 36 29 50 53 . . 21

Industrial market economies 15 w 17 w 61 w 62 w 23 w 21 w 23 w 21 w 12 w 17 w Ow 0 w

102 Spain 7 14 71 63 25 21 21 23 11 20 -3 2
103 Ireland 14 19 72 58 24 19 15 23 35 57 -9 3
104 New Zealand 12 16 61 60 28 23 26 24 21 29 -2
105 Italy 13 16 60 61 24 21 26 23 14 20 2 2
106 United Kingdom 17 21 64 62 20 18 19 18 19 26 -1 -1
107 Belgium 13 17 64 64 23 16 23 20 43 69 0 4
108 Austria 13 19 59 56 28 24 27 25 25 37 -1
109 Netherlands 15 16 59 59 27 21 26 25 43 54 -1 4
110 France 15 19 57 61 26 19 28 20 13 22 1

Ill Australia 13 19 61 61 28 22 26 21 15 16 -2 -2
112 Gernsany, Fed. Rep. 15 20 56 56 28 19 29 24 18 30 0 5
113 Finland 14 21 60 55 28 23 27 24 20 27 -2
114 Denmark 16 24 59 55 26 22 25 22 29 32 -2 0
115 Japan 8 10 59 58 32 28 33 32 Il 12 1 4
116 Sweden 18 27 56 52 27 18 26 21 22 33 -1 3

117 Canada 14 20 60 58 26 21 26 22 19 27 0
118 Norway 15 20 56 54 30 29 29 26 41 38 -1 -3
119 United States 17 19 63 66 20 18 21 15 5 7 1 -3
120 Switzerland II 13 60 60 30 26 30 27 29 37 -1
Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 6. Structure of consumption

Low-income economies
China and India
Other low-income

Percentage shareof total household consumption frange ofyears, 1980-85)

Food Gross rents, frel Other consumption
and power Transport and OtherCereals Clothing

and and Fuel and Medical communication consumer
Total tubers footwear Total power care Education Total Motorcars Total durables

Note: For data comparability and coverage, see the technical notes. Figures in italics are for yeara other than those specified.
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1 Ethiopia 32 12 8 17 5 3 2 12 4 27 8
2 Bhutan . . ..
3 Burkina Faso .
4 Nepal
5 Bangladesh

6 Malawi 55 28 5 12 2 3 4 7 2 15 3
7 Zaire 55 15 10 11 3 3 1 6 0 14 3
8 Mali 57 22 5 6 5 1 2 20 2 10 3
9 Burma

10 Mozambique . . . . .

11 Madagascar 58 22 6 12 7 1 6 4 1 14 2
12 Uganda
13 Bunindi . . . . . . . . . . . . .

14 Tanzania 62 30 12 8 3 1 5 2 0 10 3
15 Togo

16 Niger . . . . . . . . . . . . . .

17 Benin 37 12 14 11 2 5 4 14 2 15
18 Somalia
19 Central African Rep. . . . . . . . . . . . . .

20 India 52 . . 10 8 5 3 4 11 . 12

21 Rwanda 29 10 11 15 6 4 4 9 4 28 9
22 China . . . . . . . . . . . . . . . . . . . .
23 Kenya 42 18 8 13 3 0 2 9 1 26 6
24 Zambia 50 13 7 10 2 5 6 2 0 21 2
25 SienaLeone 47 18 4 12 4 2 1 10 0 24 1

26 Sudan 58 5 13 4 6 4 2 12
27 Haiti . . . . . . . . . . . . . . . .
28 Pakistan 54 17 9 15 6 3 3 1 0 15 5
29 Lesotho . . . . . . . . . . .

30 Ghana 50 13 11 3 5 3 15

31 Sri Lanka 48 21 5 6 2 3 3 11 1 24 6
32 Mauritania . . . . . . . . . . . . . . . . . . .
33 Senegal 53 16 12 14 6 2 3 6 0 10 3
34 Afghanistan
35 Chad .. .. ..
35 Guinea
36 Kampuchea, Dem.
37 Lao PDR
39 VietNam

Middle-income economies
Lower middle-income

40 Liberia . 0

41 Yemen, PDR .. .. .. .. .. .. .. . .

42 Indonesia 48 21 7 13 7 2 4 4 0 22 5
43 Yemen Arab Rep. . . . . .. . . . . . . . . .

44 Philippines 47 6 11 . . 4 8 3 . . 21

45 Morocco 48 14 10 14 3 3 6 5 0 13 5
46 Bolivia 33 . . 9 13 1 5 7 12 . 21
47 Zimbabwe 43 9 11 13 5 0 8 6 1 19
48 Nigeria 52 18 7 10 2 3 4 4 1 20 6
49 Dominican Rep. 46 13 3 15 5 8 3 4 0 21 8

50 Papua New Guinea . . . . . . . . . . 0 . . . .

51 COted'Ivoira 38 10 12 9 2 1 5 17 2 18 4
52 Honduras 39 . . 9 21 . . 8 5 3 . . 15
53 Egypt, Arab Rep. 36 7 4 5 1 14 11 3 I 26 2
54 Nicaragua
55 Thailand 34 . . 11 6 3 6 6 13 . . 24
56 El Salvador 33 12 9 7 2 8 5 10 1 28 7
57 Botswana 35 13 8 15 5 4 9 8 2 22 7
58 Jamaica 38 . . 4 16 7 3 . 17 . . 22
59 Camemon 26 8 15 11 3 7 4 16 4 22 8

60 Guatemala 36 10 10 14 5 13 4 3 0 20 5

61 Congo,People'sRep. 31 12 3 6 2 22 2 16 1 19 3
62 Paraguay 30 6 12 21 4 2 3 10 1 22 3
63 Peru 35 8 7 15 3 4 6 10 0 24 7
64 Turkey 40 15 13 7 4 1 5 22

65 Tunisia 42 10 9 20 3 3 7 6 1 14 5
66 Ecuador 31 . . 11 6' 5 5 1l . 31
67 Maurjtjus 20 4 8 10 3 13 5 12 1 33 5
68 Colombia 29 6 13 2 7 5 13 . . 27



Developing economies
Oil exporters
Exporters of manufactures
Highly indebted countries
Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia
99 Kuwait

a. Data relate to government expenditure. b. Excludes fuel. c. Includes fuel. d. Includes beverageu and tobacco.
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Percentage shareof total household consumption (range ofyears, 1980-85)

Food

Clothing
and

footwear

Gross rents, frel
and power

Medical
care Education

Transport and
communication

Other consumption

Total

Cereals
and

tubers

Other
consumer

Total duralsiesTotal

Fuel and
power Total Motor cars

69 Chile 29 7 8 13 2 5 6 11 0 29 5
70 CoutaRica 33 8 8 9 1 7 8 8 0 28 9
71 Jordan 36 6 6 . 5 7 6 . 34
72 Syrian Arab Rep.
73 Lebanon

Upper middle-income

74 Brazil 35 9 10 11 2 6 5 8 1 27 8
75 Malaysia 30 5 9 5 8 16 . . 27
76 South Africa . . . . . . . . . . . . . . .

77 Mexico 35d 10 8 . . 5 5 12 . . 25
78 Unsguay 31 7 7 12 2 6 4 13 0 27 5

79 Hungaly 25 . . 9 10 5 5 7 9 2 35 8
80 Poland 29 . . 9 7 2 6 7 8 2 34 9
81 Portugal 34 . . 10 8 3 6 5 13 3 24 7
82 Yugoslavia 27 . . 10 9 4 6 5 11 2 32 9
83 Panama 38 7 3 11 3 8 9 7 0 24 6

84 Argentina 35 4 6 9 2 4 6 13 0 26 6
85 Korea, Rep. of 35 6 11 4 8 9 27
86 Algeria . . . . . . . . . . . . . . . . .
87 Venezuela 38 4 8 8 7 10 25
88 Gabon . . . .

89 Greece 30 8 12 3 6 5 13 2 26 5
90 Oman .

91 Trinidad and Tobago . . . . . . .. . . . . .

92 Israel 26 . . 4 20 2 6 9 10 . . 25
93 Hong Kong 19 3 9 12 2 6 5 8 1 39 19

94 Singapore 19 8 11 7 12 13 . . 30
95 Iran, Islamic Rep. . . . .

96 Iraq .

97 Romania . . . . .

100 United Arab Emirates
101 Libya

Industrial market economies

102 Spain 24 3 7 16 3 7 5 13 3 28 6
103 Ireland 22 4 5 11 5 10 7 11 3 33 5
104 New Zealand 12 . . 6 14 2 9 6 19 6 34 9
105 Italy 19 2 8 14 4 10 7 11 3 30 7
106 United Kingdom 12 2 6 17 4 8 6 14 4 36 7

107 Belgium 15 2 6 17 7 10 9 11 3 31 7
108 Austria 16 2 9 17 5 10 8 15 3 26 7
109 Netherlands 13 2 6 18 6 11 8 10 3 33 8
110 France 16 2 6 17 5 13 7 13 3 29 7
Ill Australia 13 5 21 2 10 8 13 4 31 7

112 Germany, Fed. Rep. 12 2 7 18 5 13 6 13 4 31 9
113 Finland 16 3 4 15 4 9 8 14 4 34 6
114 Deimiark 13 2 5 19 5 8 9 13 5 33 7
115 Japan 19 3 6 17 3 10 7 9 1 32 7
116 Sweden 13 2 5 19 4 11 8 11 2 32 7

117 Canada 11 2 6 21 4 5 12 14 5 32 8
118 Norway 15 2 6 14 5 10 8 14 6 32 7
119 United States 13 2 6 18 4 14 8 14 5 27 7
120 Switzerland 17 4 17 6 15 9 38

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 7. Agriculture and food

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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Value added

in agricsitsre

(millions of

csrrent dollars)

Cereal imports

(thousands of

metric tons)

Food aid

in cereals

(thossands of

metric tons)

Fertilizer consumption

(hand reds of grams

ofplant nutrient per

hectare of arabic land)

Average index of

food production

per capita

(1979-81=100)
1984-861970 1986 1974 1986 1974/75 1985/86 1971? 1985

Low-income economies 74,7551 202,852 t 21,8971 18,038 t 5,718t 6,3841 168w 674w 114w
China and India 55,0451 147,9271 12,724 I 7,4571 1,582 1 548r 217 w 939w 118w
Other low-income 19,710 t 54,900 1 9,173 t 10,581 I 4,136 1 5,836 t 80 w 234 w 101 w

I Ethiopia 931 2,403 118 1,047 54 793 4 47 87

2 Bhutan 3 18 0 3 0 10 107

3 BurkinaFsso 126 423 99 82 28 109 3 46 112

4 Nepal 579 18 3 0 9 30 187 102

5 Bangladesh" 3,636 7,254 1,866 1,214 2,076 1,287 142 592 98

6 Malawi 119 404 17 6 0 5 52 143 90
7 Zaireb 585 1,739 343 361 1 101 8 10 100

8 Mali" 216 548 281 181 107 83 29 129 101

9 Burma" 819 3,899 26 0 9 34 198 124

10 Mozambique 1,505 62 393 34 252 27 12 85

11 Madagascar" 266 1,147 114 208 7 65 56 32 98

12 Uganda 929 2,524 37 17 0 7 13 0 111

13 Burundi 159 636 7 14 6 6 5 18 98

14 Tanzania 473 2,367 431 244 148 66 30 76 92

15 Togob 85 318 6 66 11 9 3 69 91

16 Niger" 420 952 155 43 73 97 1 10 85

17 Benin 121 653 8 55 9 11 33 66 114

18 Somalia 167 1,335 42 274 111 126 3! 36 98

19 Central African Rep. 60 372 7 40 1 11 11 15 94

20 India 23,227 64,487 5,261 1,582 257 114 504 112

21 Rwanda" 135 733 3 24 19 25 3 14 87

22 China" 31,818 83,440 7,463 7,457 0 290 384 1,692 123

23 Kenya 484 1,770 15 189 2 139 224 460 87

24 Zambia" 191 179 93 148 5 82 71 155 96

25 Sierra Leone 108 529 72 130 10 49 13 20 97

26 Sudan 757 2,630 125 636 46 904 31 75 96

27 Haiti 83 196 25 133 4 35 96

28 Pakistan 3,352 7,357 1,274 1,909 584 384 168 736 104

29 Lesotho 23 49 49 144 14 40 17 117 82

30 Ghana" 1,030 2,014 177 154 33 96 9 44 109

31 Sri Lanka 545 1,525 951 927 271 366 496 887 85

32 Mauritania 58 254 115 209 48 137 6 103 88

33 Senegal" 208 838 341 544 27 117 20 55 102

34 Afghanistan 5 126 10 170 24 91 99

35 Chad" 142 . 37 83 20 74 7 23 100

36 Guinea" 791 63 151 49 55 18 2 93

37 Kampuchea,Dem. 223 100 226 6 13 16 145

38 Lao PDR 53 34 8 4 4 22 123

39 VietNam . . . . 1,854 614 64 17 512 561 114

Middle-income economies 57,710 I 255,490 1 44,0111 72,109 I 2,263 I 4,149 1 292 w 603 w 103 w
Lower middle-income 28,320 1 122,1301 15,701 t 27,525 1 1,8801 4,115 I 150w 422 w 105 w

40 Liberia 91 368 42 124 3 76 55 100 99

41 Yemen, PDR . . . . 149 561 0 7 0 138 89

42 Indonesia 4,340 19,431 1,919 1,752 301 50 119 947 117

43 YemenArabRep." 118 1,252 158 247 33 57 1 121 109

44 Philippines" 1,996 8,029 817 1,094 89 181 214 358 94

45 Momcco" 789 3,140 891 1,610 75 142 130 356 109

46 Bolivia" 202 1,016 209 529 22 293 13 17 93

47 Zimbabwe 214 562 56 54 0 . . 466 622 92

48 Nigeria 3,576 19,964 389 1,596 7 0 3 108 103

49 Dominican Rep." 282 910 252 545 16 125 354 415 100

50 Papus New Guineab 240 858 71 182 . . 1 76 225 99

51 Côted'Ivoire 462 2,645 172 601 4 0 71 118 105

52 Honduras 212 804 52 122 31 135 160 128 86

53 Egypt, Arab Rep. 1,942 8,199 3,877 8,846 610 1,799 1,282 3,473 105

54 Nicaraguat' 193 649 44 122 3 41 184 494 76

55 Thailand" 1,851 6,962 97 191 0 89 76 210 109

56 El Salvador" 292 807 75 212 4 278 1,048 1,156 90
57 Botswana" 28 45 21 141 5 49 14 4 76

58 Jamaica" 93 149 340 364 I 203 886 439 103

59 Camemon" 335 2,509 81 149 4 12 28 81 94

60 Guatemala" . . . . 138 242 9 53 224 518 97

61 Congo, People'sRep." 49 173 34 104 2 2 112 69 93

62 Paraguay" 191 964 71 25 10 4 58 52 106

63 Peru 1,409 1,824 637 1,767 37 180 297 201 100

64 Turkey 3,383 9,598 1,276 1,065 16 6 166 538 100

65 Tunisia 245 1,220 307 1,312 59 80 82 194 108

66 Ecuador" 401 1,704 152 288 13 5 123 285 100

67 Mauritius 30 178 160 168 22 5 2,081 2,615 100

68 Colombia 1,817 5,846 503 909 28 6 310 640 96



a. Average for 1969-71. b. Value added in agriculture data are at purchaser values. c. Value added in agriculture data refer to net domestic product at factor
cost. d. Includes Luxembourg.
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Value added

in agriculture
(millions of

current dollars)

Cereal imports

(thousands of

metric tons)

Food aid
in cereals

(thousands of

metric tons)

Fertilizer consumØion

(hundreds of grams

ofplant nutrient per

hectare of arable land)

Average index of

food production

per capita
(1979-81 = 100)

1984-861970 1986 1974 1986 1974/75 1985/86 1971? 1985

69 Chileb 558 1,737 264 323 10 317 391 101

70 CostaRica" 222 883 110 152 1 119 1,086 1,332 92
71 Jordan 44 332 171 728 79 46 20 369 109
72 Syrian Arab Rep." 435 3,500 339 942 47 30 67 407 94
73 Lebanon" 136 354 518 26 36 1,279 1,190 113

Upper middle-income 29,390 t 143,360 1 28,310 1 44,584 t 402 w 739 w 102 w

74 Brazil 4,401 22,940 2,485 5,940 31 6 169 425 106
75 Malaysia" 1,198 . . 1,017 2,067 1 0 436 1,165 121

76 South Africa 1,362 3,207 127 734 425 657 83
77 Mexico" 4,330 11,467 2,881 2,710 . . 11 246 693 97
78 Uruguay 268 614 70 131 6 0 392 378 101

79 Hungary" 1,010 3,906 408 144 . 1,485 2,527 111

80 Poland . . 4,185 2,056 . 5 1,715 2,299 107
81 Portugal . . 1,943 1,860 2,052 0 . 411 873 102
82 Yugoslavia 2,212 7,193 992 561 766 1,275 100
83 Panama" 149 479 63 113 3 0 391 452 98

84 Argentina" 2,438 8,867 0 1 24 43 99
85 Korea, Rep. ofb 2,311 12,081 2,679 7,408 234 . 2,466 3,764 102
86 Algeria" 492 7,401 1,816 4,664 54 4 174 376 101
87 Venezuela" 826 4,471 1,270 1,694 165 1,082 93
88 Gabon" 60 323 13 74 0 62 98

89 Greece 1,569 5,939 1,341 1,008 858 1,739 104
90 Oman" 40 . 52 273 0 1,021
91 Trinidad and Tobago 40 262 208 243 640 601 92
92 Israel' 295 878 1,176 1,950 53 8 1,394 2,203 105
93 Hong Kong 62 159 657 859 0 0 110

94 Singapore" 44 119 682 829 2,667 10,400 97
95 Iran,Islamic Rep. 2,120 2,076 4,141 76 609 99
96 Iraq 579 870 3,338 35 325 102
97 Romania . . 1,381 1,597 559 1,460 112

Developing economies 132,4701 458,3101 65,9081 90,1471 7,981 t 10,526t 232w 644w 110w
Oil exporters 21,0701 112,5501 15,977 t 30,8131 1,038 t 1,911 t 131w 555w 105w
Exporters of manufactures 72,2701 216,0701 29,2291 30,8521 1,9001 5671 341w 950w 116w
Highly indebted countries 27,5001 103,8701 13,655 t 20,2081 637 1 1,1541 165 w 374w 101 w
Sub-Saharan Africa 15,500 1 60,530 t 3,931 1 8,730 t 9101 3,655 I 32 w 91 w 97 w

High-income oil exporters 340 1 1,327 I 7,347 t 58 w 1,218 w

98 Saudi Arabiab 219 3,446 482 4,625 44 2.926
99 Kuwait" 8 . . 101 433 0 2,333

100 UnitedArabEmirates . . 132 491 0 2,211
101 Libya 93 612 1,798 64 265

Industrial market economies 87,730 t 304,700 1 65,494 1 60,855 1 986 w 1,164 w 103 w

102 Spainb . 14,260 4,675 2,997 595 819 104
103 Ireland 559 3,130 631 553 3,573 7,809 103
104 New Zealand" . . 2,960 92 84 8,875 8,748 107
105 Italy" 8,195 25,500 8,100 7,360 962 1,723 99
106 UnitedKingdom 2,976 10,250 7.541 3,861 2,521 3,566 111

107 Belgium" 920 2,740 4585d 4047d 5,686" 5223" 98
108 Austria" 992 3,100 165 86 2,517 2,547 109
109 Netherlands" 1,850 7,130 7,199 4,435 7,165 7,812 109
110 France" 9,100 27,810 654 1,058 2,424 3,008 107

Ill Australia" 2,292 8,360 2 26 246 235 101

112 Gennany, Fed. Rep." 5,951 17,680 7,164 5,170 4,208 4,273 113

113 Finland 1,205 5,030 222 98 1,931 2,104 110
114 Denmark 882 3,980 462 349 2,254 2,418 123

115 Japan" 12,467 61,550 19,557 27,119 3,849 4,273 108
116 Sweden 1,370 3,840 301 140 1,639 1,406 109

117 Canada 3,224 10,850 1,513 822 192 497 108

118 Norway" 624 2,580 713 479 2,471 2,776 108
119 UnitedStates" 27,856 89,490 460 1,246 800 939 99
120 Switzerland" . . 1,458 926 3,842 4,362 106

Nonreporting nonmembers 15,476 t 32,847 t 561 w 1,210 w 108 w

121 Albania . . 48 3 745 1,320 97
122 Angola 149 276 0 53 45 58 90
123 Bulgaria 649 1,475 1,446 2,090 101

124 Cuba 1,622 2,162 1,539 1,786 109
125 Czechoslovakia 1,296 428 2,402 3,365 118

126 GermanDem. Rep. 2,821 2,776 3,202 3,296 110

127 Korea, Dem. Rep. 1,108 200 1,484 3,575 107

128 Mongolia 28 55 18 137 97

129 USSR 7,755 25,473 437 1,093 108



Table 8. Structure of manufacturing
Value added

Distribution ofmanufacturing value added (percent; current prices)

in manufacturing Machinery and
(millions of Food and Textiles and transport

current dollars) agriculture clothing equipment Chemicals Othera

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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1970 1985 1970 1985 1970 1985 1970 1985 1970 1985 1970 1985

Low-income economies
China and India
Other low-income

40,890
35,750
5,140

145,750
130,700

15,050

I Ethiopia 149 492 46 51 31 23 0 0 2 3 21 22
2 Bhutanb
3 BurkinaFaso . . 69 62 9 18 2 2 1 1 19 17

4 Nepal 32 108
5 Bangladesh" 387 1,332 30 26 47 36 3 6 11 17 10 15

6 Malawi 126 51 49 17 13 3 2 10 11 20 25
7 ZAire" 286 59 38 40 16 16 7 8 10 8 29 29
8 Mali" 22 82 36 40 .. 4 5 14

9 Burma" 225 680 . . . . 0 .

10 Mozambique 51 13 5 . 3 28

11 Madagascar"' 118 . . 36 35 28 47 6 3 7 23 15
12 Uganda 158 130 40 . . 20 . . 2 4 . . 34
13 Bunindi 16 87 57 75 19 11 0 0 7 5 17 9
14 Tanzania 116 393 36 28 28 26 5 8 4 7 26 31

15 Togob 25 49

16 Niger" 30 58 . . . .

17 Benin 19 43 . . 58 . . 16 . . 0 . . 5 . . 21

18 Somalia 26 138 88 46 6 21 0 0 1 2 6 31

19 Central African Rep. 12 55 . . 44 . 19 0 0 . 7 . 30
20 India 6,960 35,597 13 11 21 16 20 26 14 15 32 32

21 Rwanda" 8 260 86 77 0 1 3 0 2 12 8 9
22 China" 28,794c 95,103c . 13 . . 13 . . 26 . . 10 . . 38
23 Kenya 174 631 31 35 9 12 18 14 7 9 35 29
24 Zambia" 181 513 49 44 9 13 5 9 10 9 27 25
25 SierraLeone 22 71 36 4 0 38 22

26 Sudan 140 498 39 22 34 25 3 1 5 21 19 31

27 Haiti" .. .. .. .. .. .. .. .. ..
28 Pakistan 1,462 4,949 24 34 38 21 6 8 9 12 23 25
29 Lesotho 3 26 11 12 26 20 0 0 0 0 63 68
30 Ghana" 252 526 34 53 16 6 4 2 4 4 41 35

31 SriLanka 321 804 26 19 10 . 11 33
32 Mauritania 10 . . . . . . . . . . . . S .

33 Senegal" 141 474 51 48 19 15 2 6 6 7 22 24
34 Afghanistan . . . . . . .. . . .

35 Chad" 51 . . 45 40 0 0 15

36 Guinea" 41
37 Kampuchea,Dem.
38 Lo.oPDR
39 VietNam

Middle-income economies 64,310 t 358,300
Lower middle-income 15,390 t 85,260

40 Liberia 15 49
41 Yemen, PDR .. .. .. .. ..
42 Indonesia" 994 11,447 . . 23 . . 11 . 10 . . 10 . . 47
43 Yemen Arab Rep." 10 259 20 . . 50 . . 0 . . 1 . . 28
44 Philippines" 1,622 8,048 39 34 8 10 8 11 13 11 32 34

45 Momcco" 641 2,009 . . 26 . . 16 . . 10 . . 11 . . 37
46 Bolivia" 135 817 33 37 34 16 0 2 3 4 29 41

47 Zimbabwe 293 1,314 24 28 16 16 9 10 11 9 40 36
48 Nigeria 438 7,373 . . 29 . . 11 . . 17 . . 9 . . 35
49 Dominican Rep." 275 698 74 63 5 7 1 1 6 5 14 24

50 Papua New Guineab 35 203 25 52 1 1 37 10 5 3 33 35

51 Côted'Ivoire 149 889 27 . . 16 . . 10 . . 5 . . 42
52 Honduras 91 419 58 56 10 10 1 1 4 4 28 29
53 Egypt, ArabRep. . . . . 17 20 35 27 9 13 12 10 27 31

54 Nicaragua" 159 787 53 54 14 12 2 2 8 10 23 22

55 Thailand" 1,048 7,696 43 30 13 17 9 13 6 6 29 34

56 El Salvador" 194 598 40 36 30 18 3 4 8 14 18 29

57 Botswana" 5 49 . . 52 . . 12 . . 0 . . 4 . . 32
58 Jamaica" 221 409 46 50 7 6 0 0 10 13 36 31

59 Camemon" 119 952 47 50 16 13 5 7 4 6 28 23

60 Guatemala" . . 42 40 14 10 4 3 12 17 27 29
61 Congo, People's Rep." . . 128 65 47 4 13 1 3 7 9 23 29
62 Paraguay" 99 513 56 . . 16 . . 1 . . 5 . . 21

63 Pens 1,413 3,426 25 25 14 12 7 12 7 11 47 39

64 Turkey 1,930 12,277 26 20 15 14 8 15 7 8 45 43

65 Tunisia 121 981 29 17 18 19 4 7 13 13 36 44
66 Ecuador" 305 2,369 43 35 14 13 3 7 8 9 32 37

67 Mauritius 26 185 75 37 6 34 5 4 3 5 12 21

68 Colombia 1,154 5,565 31 33 20 14 8 9 11 13 29 32



Value added
Distribution ofmanufacturing value added (percent; current prices)

in manufacturing Machinery and
(millionsof Food and Textiles and transport

current dollars) agriculture clothing equipment Chemicals Othera

a. Includes unallocable data; see the technical notes. b. Value added in manufacturing data are at purchaser values. c. World Bank estimate.
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1970 1985 1970 1985 1970 1985 1970 1985 1970 1985 1970 1985

69 Chile" 2,092 17 28 12 7 11 4 5 9 55 53
70 Costa Rica" 48 47 12 10 6 6 7 10 28 27
71 Jordan 32 494 21 27 14 6 7 0 6 10 52 57
72 SyrianArabRep.b 37 28 40 19 3 10 2 6 19 38
73 Lebanon" 27 19 1 3 49

Upper middle-income 48,920 1 273,040

74 Brazil 10,433 58,089 16 15 13 12 22 24 10 9 39 40
75 Malaysia" 500 26 21 3 6 8 23 9 10 54 40
76 SouthAfrica 3,914 11,096 15 16 13 7 17 16 10 12 45 49
77 Mexicob 8,416 43,613 28 24 15 12 13 14 11 12 34 39
78 Uniguay . . 34 32 21 20 7 6 6 10 32 32

79 Hungary" . 12 8 13 11 28 34 8 12 39 35
80 Poland . . 20 17 19 16 24 30 8 6 28 32
81 Portugal . 18 17 19 22 13 16 10 8 39 38
82 Yugoslavia . . . . 10 12 15 17 23 25 7 7 45 40
83 Panama" 127 420 41 49 9 8 1 2 5 7 44 35

84 Argentina" 5,761 17,954 24 24 14 10 18 16 9 13 35 37
85 Korea, Rep. of" 1,880 24,466 26 16 17 17 11 23 11 9 35 36
86 Algeria" 682 6,157 32 26 20 20 9 11 4 1 35 41
87 Venezuela" 1,849 10,556 30 22 13 8 9 7 8 10 39 54
88Gabon" .. .. 37 7 6 6 44

89 Greece 1,642 5,448 20 20 20 22 13 14 7 7 40 38
90 Oman" 0 267 .. 29 0 0 0 71
91 TrinidadandTobago 198 516 . . 20 . . 4 . . 10 . 6 . 60
92 Israel . . . . 15 13 14 9 23 28 8 8 41 42
93 HongKong 1,013 6,739 4 5 41 39 16 21 2 2 36 33

94 Singapore" 388 4,311 12 6 5 4 28 49 4 8 51 33
95 Iran, IslatnicRep. 1,501 30 13 20 22 18 22 6 7 26 36
96 Iraq 325 26 14 . . 7 3 . . 50
97 Romania . . .

Developing economies 105,200 I 504,050 t
Oil exporters 16,010 I 114,150 t
Exporters of manufactures 63,780t 289,2001
Highly indebted countries 38,730 1 186,920
Sub-Saharan Africa 3,3101 19,1301

High-income oil exporters 600 1

98 Saudi Arabia" 372 7,586 . . . . . . . . . . . . . .

99 Kuwait" 120 1,654 5 12 4 8 1 4 4 11 86 65
100 United Arab Emirates .. 2,715
101 Libya 81 1,215

Industrial market economies 598,270 t 2,012,650 1

102 Spain" . . 44,891 13 17 15 10 16 22 Ii 9 45 43
103 Ireland 785 696 31 28 19 7 13 20 7 15 30 28
104 New Zealand" 1,784 6,040 24 27 13 10 15 17 4 6 43 41
105 Italy" 29,205 93,973 10 7 13 13 24 32 13 10 40 38
106 UnitedKingdom 35,954 101,470 13 15 9 6 31 32 10 II 37 37

107 Belgium" 8,226 18,570 17 20 12 8 22 23 9 14 40 36
108 Austria" 4,873 18,299 17 18 12 9 19 24 6 6 45 43
109 Netherlands" 8,652 23,063 17 19 8 4 27 28 13 11 36 38
110 France" 40,502 124,436 14 18 10 7 29 33 8 9 39 34
111 Australia" 9,495 30,730 16 17 9 7 24 23 7 7 43 46

112 Germany, Fed. Rep." 70,888 201,640 13 12 8 5 32 38 9 10 38 36
113 Finland 2,588 12,199 13 13 10 7 20 24 6 7 51 50
114 Denmark 2,929 9,729 20 22 8 6 24 24 8 10 40 38
115 Japan"' 73,339 395,148 8 10 8 6 33 37 11 9 40 38
116 Sweden 8,333 20,878 10 10 6 2 30 35 5 8 49 45

117 Canada 16,710 58,862 16 15 8 7 23 25 7 9 46 44
118 Noeway" 2,416 7,939 15 20 7 3 23 26 7 7 49 44
119 UnitedStates" 254,115 803,391 12 12 8 5 31 36 10 10 39 38
120 Switzerland" 10 7 . . 31 9 42

Nonreporting nonmembers

121 Albania . . . . . . .

122 Angola .

123 Bulgaria . . . . . . . . . .

124 Cuba . . . 62 . . 6 . . 11 . 7 . . 14

125 Czechoslovakia . . . . 9 9 12 11 34 38 6 8 39 35

126 German Dem. Rep.
127 Korea, Dem. Rep.
328 Mongolia
129 USSR



Table 9. Manufacturing earnings and output
Earnings per employee
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Note: For data comparability and covemge, see the technical notes. Figures in italics are for years other than those specified.

Total earnings as Gross output per employee

Growth rates index (1980=100) percentage ofvalue added (1980= 100)

1970-80 1980-85 1983 1984 1985 1970 1983 1984 1985 1970 1983 1984 1985

Low-income economies
China and India
Other low-income

1 Ethiopia -4.7 -3.5 101 94 79 24 20 19 19 61 110 109 113

2 Bhutan . .

3 BurkinaFaso 1.3 94 105 107 18 20 20 91 97 106
4Nepal .. ..
5 Bangladesh -2.9 -3.9 84 85 83 26 31 32 32 116 98 98 98

6 Malawi 105 36 38 121 92
7Zaire ..
8 Mali -8.4 46 97
9 Burma

10 Mozambique 29

11 Madagascar -0.9 -12.9 60 62 36 40 36 91 50 57

12 Uganda
13 Burundi -6:1 .. 133 .. :: 135
14 Tanzania -14.5 61 53 45 42 35 34 34 122 77 78 74
15 Togo

16 Niger
l7Benin .. .. 25 25 25

18 Somalia -6.4 -7.9 91 71 69 28 30 30 30 . . 91 71 69
19 Central African Rep. . . 0.3 101 105 103 . . 56 51 51 . . 77 74 74
20 India -0.2 4.6 113 116 122 47 49 48 48 95 125 138 145

21 Rwanda 22 19

22 China . . . .

23 Kenya -3.4 -5.6 80 79 76 53 46 46 46 38 90 90 90
24 Zambia -3.2 -2.1 96 96 95 33 26 26 26 110 98 97 103
25 Sierra Leone

26 Sudan . . . 31

27 Haiti -3.0 -0.4 108 107 102
28 Pakistan 3.4 7.0 116 130 134 21 20 20 20 51 129 139 151

29 Lesotho 112 . . . 48 48 48 . . 110 137 151

30 Ghana . . 48 23 18 . . 193 76

31 SriLanka 70
32 Mauritania
33 Senegal -4.8 0.5 105 97 101 125 102
34 Afghanistan
35 Chad

36 Guinea
37 Kainpuchea, Dem.
38 Lao PDR
39 VietNam

Middle-income economies
Lower middle-income

40 Liberia 3.1 102 111 107
41 Yemen, PDR .. ..
42 Indonesia 4.7 8.1 128 132 153 26 21 18 21 42 129 138 156

43 Yemen Arab Rep. . . . .

44 Philippines -3.3 . . 21 19 19 20 102 123 114

45 Morocco . . -3.7 88 82 85 . . 51 51 51 . . 89 83 81

46 Bolivia 2.5 4.4 99 122 . 44 35 35 . 68 66 6l
47 Zimbabwe 1.6 5.4 106 1l4 142 43 40 44 44 98 98 104 113

48 Nigeria 0.0 -4.8 86 18 21 105 131 .

49 Dominican Rep. -1.0 -3.2 101 101 79 35 23 24 24 63 106 99 91

50 Papua New Guinea 2.9 -0.4 88 89 96 42 37 36 36 .

51 Côted'Ivoire -0.9 136 27 52
52 Honduras -0.4 . . 38 38 38
53 Egypt, ArabRep. 4.0 2.7 122 117 121 54 57 57 57 91 151 155 172
54 Nicaragua -9.2 76 71 63 16 22 20 22 206 122 107 104

55 Thailand 1.1 10.6 135 151 160 25 24 24 24 70 146 159 163

56 El Salvador 2.4 . . 90 28 28 . . 71 92 .

57 Botswana 10.4 -4.2 80 81 85 . . 39 40 . . 70 69
58 Jamaica -0.2 43
59 Cameroon 29 37 37 37

60 Guatemala -3.2 1.0 107 110 106 . . 23 24 24
61 Congo, People's Rep. . 34 57
62 Paraguay .. . .

63 Peru . . -1.9 86 87 . . . . 19 19 19 83 69 66 79
64 Turkey 3.7 -3.5 96 84 89 26 25 24 24 108 128 131 125

65 Tunisia 4.2 -5.2 83 83 78 44 47 47 47 95 94 91 87
66 Ecuador 2.9 7.1 93 143 140 27 35 44 44 83 115 132 117

67 Mauritius 1.7 1.0 96 92 112 34 50 47 48 139 107 90 104
68 Colombia -0.2 4.4 109 117 122 25 21 20 21 84 102 111 119
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Earnings per employee

percentage
Total earnings as

of value added
Gross outp at per

(1980=100)
employee

Growth rates Index (1980=100)

1970-80 1980-85 1983 1984 1985 1970 1983 1984 1985 1970 1983 1984 1985

69 Chile 0.0 112 105 III 19 17 15 18 60123
70 Costa Rica
71 Jordan 0.6 109 101

41
37 30 30 i'4

72 Syrian Arab Rep. 2.2 -1.4 101 96 33 31 31 32 72 136 129 169
73 Lebanon

Upper middle-income

74 Brazil 4.0 -2.1 84 91 93 22 20 20 20 71 71 72 74
75 Malaysia 2.0 8.3 119 125 153 29 30 29 30 96 136 .

76 SouthAfrica 2.7 1.3 108 109 106 46 52 50 50 50 93 96 95
77 Mexico 1.2 -5.9 75 73 86 44 24 21 26 77 101 108 107
78 Uniguay -3.7 102 78 96 29 21 22 . . 114 115 106

79 Hungaly 4.0 1.3 101 106 108 28 32 33 34 41 114 116 III
80 Poland . . . .

81 Portugal 2.5 -1.7 94 87 98 34 44 38 43 . . 114 117 120
82 Yugoslavia 1.3 -2.7 92 87 94 39 33 30 30 59 105 109 00
83 Panama 0.2 5.0 117 32 32 67 92 92 92

84 Argentina 1.4 4.1 103 126 104 30 20 23 19 79 105 III 103
85 Korea, Rep. of 10.0 4.4 109 119 119 25 26 26 27 40 126 139 139
86 Algeria 0.2 -3.0 88 88 83 45 53 53 53 101 94 93 94
87 Venezuela 3.8 0.5 119 109 110 31 32 26 26 118 116 111 112
88 Gabon .

89 Greece 5.0 -1.7 91 92 93 32 39 39 39 57 93 93 95
900man .. .. 61 61 61

91 Trinidadandlobago 2.7 8.4 136 132 120 . . 41 41 41 . . 116 111 105
92 Israel 8.8 . 36 68 48 45
93 HongKong 6.3 3.1 103 106 119 . . 47 57 51

94 Singapore 3.6 8.9 130 142 152 36 36 36 38 74 106 114 115
95 Iran, Islamic Rep. . . . . 25 . . 85
96 Iraq . . 36
97 Romania . . . . . .

Developing economies
Oil exporters
Exporters of manufactures
Highly indebted countries
Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia . . . .

99 Kuwait 3.9 113 115 12 38 46 96 132
100 United Arab Emirates . . . . . . .

101 Libya . . . . 37 45

Industrial market economies

102 Spain 4.5 3.4 101 111 119 52 41 43 43 . . 117 122 129
103 Ireland 4.1 7.2 96 120 142 49 36 39 39
104 New Zealand 1.2 -2.8 94 92 88 62 62 55 57 . . 106 116
105 Italy 4.3 0.2 98 104 101 41 45 46 43 57 107 118 114
106 United Kingdom 1.7 3.0 106 109 117 52 44 44 45 . . 121 128 130

107 Belgium 4.6 -1.2 97 96 95 46 48 47 46 51 114 117 120
108 Austria 3.4 1.6 104 103 111 47 56 55 56 64 110 115 120
109 Netherlands 2.5 3.0 101 111 114 52 54 57 57 69 107 115 116
110 France . . . 64 105 110
III Australia 2.9 1.3 106 107 106 53 56 51 48 72 tOt 109

112 Germany, Fed. Rep. 3.5 0.5 99 101 102 46 48 48 46 60 108 114 117
113 Finland 2.6 1.9 105 107 110 47 44 43 44 72 109 113 119
114 Denmark 2.5 -0.4 100 98 97 56 53 52 52 64 112 113 109
115 Japan 3.1 2.2 105 107 113 32 36 35 36 45 110 120 130
116 Sweden 0.5 -0.3 96 97 98 52 37 37 37 72 116 121 124

117 Canada 1.8 2.5 101 102 117 53 49 46 49
118 Norway 2.6 1.0 98 101 105 50 58 55 57 75 104 109 118

119 United States 0.1 1.3 102 104 106 47 40 39 40 63 107 114 117
120 Switzerland

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 10. Commercial energy
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Noee: For data comparability and coverage, see the technical notes. Figuras in italics are for years other than those specified.

Average annual energy

growth rate (percent)

Energy consumption

per capita
(kilograms

of oil equivalent)

Energy imports
as a percentage of

merchandise exportsEnergy production Energy consumption

1965-80 1980-86 1965-80 1980-86 1965 1986 1965 1986

Low-income economies 9.1 w 6.4 w 8.2 w 5.6w 131 w 314w 5w 9w
China and India 9.1 w 6.6 w 8.8 w 5.8 w 146 w 394 w 4w 6w
Other low-income 9.0 w 2.9 w 2.9 w 3.8w 71w 86 w 7w 17w

1 Ethiopia 7.5 5.3 4.1 2.1 10 21 8 36
2 Bhutan .. . . . . . . . .

3 BurkinaFaso . . . . 10.5 0.2 7 18 II 7
4 Nepal 18.4 14.6 6.2 11.6 6 23 10 25
5 Bangladesh . . 17.3 . . 8.8 46 17

6 Malawi 18.2 5.0 8.0 -0.7 25 43 7 8
7 Zaire 9.4 2.7 3.6 0.8 74 73 6 2
8 Mali 38.6 9.4 7.0 2.3 14 23 16 27
9 Burma 8.4 5.3 4.9 5.8 39 76 4 3

10 Mozambique 19.8 -50.1 2.2 1.8 81 86 13

11 Madagascar 3.9 11.0 3.5 1.2 34 40 8 12
12 Uganda -0.5 2.7 -0.5 4.4 36 26 1 6
13 Burundi . . 15.7 6.0 10.4 5 21 11 6
14 Tanzania 7.3 2.5 3.7 2.0 37 35 10 39
15 Togo 2.9 11.4 10.7 -3.2 27 52 4 13

16 Niger 17.6 12.5 3.3 8 42 9 9
17 Benin . . 9.9 5.4 21 46 10 45
18 Somalia . . . . 16.7 1.8 14 82 8 8
19 CentralAfricanRep. 6.7 1.0 2.2 4.6 22 30 9
20 India 5.6 8.9 5.8 6.4 100 208 8 19
21 Rwanda 8.8 8.2 15.2 4.9 8 42 10 25
22 China 10.0 6.0 9.8 5.6 178 532 0 2
23 Kenya 13.1 10.4 4.5 -0.8 110 100 13 21
24 Zambia 25.7 1.0 4.0 -0.4 464 381 6 12
25 SierraLeone 0.8 -1.8 109 77 11 19

26 Sudan 17.8 0.6 2.0 0.3 67 58 5
27 Haiti 5.3 8.4 1.6 24 50 6 4
28 Pakistan 6.5 7.4 3.5 6.9 135 205 7 23
29 Lesotho
30 Ghana 17.7 -10.7 7.8 -4.9 76 131 i

31 SriLanka 10.4 10.7 2.2 4.1 107 139 6 23
32 Mauritania 9.5 -0.2 48 114 2 8
33 Senegal . . . . 7.4 -2.3 79 116 8 25
34 Afghanistan 15.7 2.2 5.6 14.3 30 71 8
35 Chad

36 Guinea 16.5 1.8 2.3 0.6 56 59
37 Kampuchea,Dem. 4.6 7.6 2.1 19 60 7
38 Lao PDR .. -0.6 4.2 1.9 22 37
39 VietNam 5.3 -0.4 -2.6 1.1 106 87

Middle-income economies 4.9w 3.0w 6.6 w 2.8 w 487 w 883 w 8w 12w
Lower middle-income 10.6 w 2.8 w 7.0 w 4.1 w 179w 346 w 8w 12w

40 Liberia 14.6 -3.2 7.9 -12.4 182 166 6 10
41 Yemen, PDR . . . . -6.4 2.7 . . 714 .

42 Indonesia 9.9 0.9 8.4 3.9 91 213 3 14
43 YemenArabRep. . . . . 21.0 13.8 7 102 .

44 Philippines 9.0 11.6 5.8 -1.9 160 180 12 17

45 Morucco 2.5 -2.5 7.9 2.7 124 246 5 22
46 Bolivia 9.5 -0.6 7.7 -2.0 155 255 1 2
47 Zimbabwe -0.7 -0.9 5.2 0.4 441 517 7 7
48 Nigeria 17.3 -2.8 12.9 6.5 34 134 7 2
49 Dominican Rep. 10.9 7.3 11.5 2.6 127 337 8 28
50 Papua New Guinea 13.7 6.7 13.0 2.6 56 244 11
51 Côted'Ivoire 11.1 17.0 8.6 2.7 101 175 5 5
52 Honduras 14.0 1.7 7.6 1.5 111 192 5 10
53 Egypt, ArabRep. 10.7 7.6 6.2 7.3 313 577 11 8
54 Nicaragua 2.6 2.7 6.5 1.7 172 259 6 20
55 Thailand 9.0 47.3 10.1 8.2 81 325 11 13
56 El Salvador 9.0 3.6 7.0 1.5 140 216 5 8
57 Botswana 8.8 2.7 9.5 2.2 191 430 .

58 Jamaica -0.9 4.2 6.1 -4.5 703 844 12 23
59 Cameroon 13.0 20.2 6.3 6.8 67 142 6 4

60 Guatemala 12.5 6.7 6.8 -1.3 150 171 9 10
61 Congo,People'sRep. 41.1 10.1 7.8 5.0 90 225 10 5
62 Paraguay . . 15.9 9.7 5.1 84 224 17 32
63 Peru 6.6 -0.1 5.0 -0.3 395 478 3 1
64 Turkey 4.3 9.3 8.5 7.3 258 750 12 26

65 Tunisia 20.4 -0.5 8.5 6.5 170 499 12 11
66 Ecuador 35.0 7.7 11.9 2.6 162 575 II 2
67 Mauritius 2.1 6.6 7.2 3.0 160 378 6 6
68 Colombia 1.0 9.4 6.0 2.1 413 728 1 4
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Average annual
growth rate (percent)

energy
Energy consumption

per capita
(kilograms

of oil equivalent)

Energy imports
usa percentage of

merchandise exportsEnergy production Energy consumption

1965-80 1980-86 1965-80 1980-86 1965 1986 1965 1986

69 Chile 1.8 3.7 3.0 1.2 657 812 5 7
70 Costa Rica 8.2 5.7 8.8 2.3 267 565 8 8
71 Jordan . . . . 9.3 9.2 226 767 33 19
72 Syrian Arab Rep. 56.3 0.3 12.4 4.8 212 914 13 38
73 Lebanon 2.0 -7.2 2.0 3.6 713 846 50

Upper middle-income 3.8 w 3.0w 6.5 w 2.4w 823 w 1,527 w 9 w 12 w

74 Brazil 8.6 11.7 9.9 4.2 286 830 14 19
75 Malaysia 36.9 19.5 6.7 6.6 312 762 11 4
76 SouthAfrica 5.1 6.5 4.3 3.9 1,744 2,470 5 0
77 Mexico 9.7 2.6 7.9 0.5 604 1,235 4 1

78 Uruguay 4.7 13.7 1.3 -2.8 765 742 13 13

79 Hungaiy 0.8 2.2 3.8 1.3 1,825 2,985 12 21
80 Poland 4.0 1.7 4.8 0.6 2,027 3,369 .

81 Portugal 3.6 7.3 6.5 2.7 506 1,284 13 20
82 Yugoslavia 3.5 3.0 6.0 3.0 898 2,041 7 25
83 Panama 6.9 12.9 5.8 4.9 576 653

84 Argentina 4.5 2.5 4.3 1.4 975 1,427 8 3

85 Korea, Rep. of 4.1 11.3 12.1 6.2 237 1,408 18 14
86 Algeria 5.3 4.5 11.9 6.8 226 1,034 0 1

87 Venezuela -3.1 -2.3 4.6 2.4 2,319 2,502 0 0
88 Gabon 13.7 0.2 14.7 3.0 153 1,141 3

89 Greece 10.5 10.9 8.5 3.0 615 1,932 29 28
90 Oman 16.0 11.9 30.5 10.4 14 2,146
91 Trinidad and Tobago 3.8 -3.2 6.6 -0.8 2,776 4,778 . . 24
92 Israel -15.2 -19.0 4.4 1.3 1,574 1,944 14 10
93 Hong Kong 8.4 4.4 424 1,260 4 3

94 Singapore . . . . 10.8 -1.5 670 1,851 17 22
95 Iran, IslamicRep. 3.6 5.2 8.9 2.6 537 958 0
96 Iraq 6.2 -0.8 7.4 5.2 399 734 0
97 Romania 4.3 0.7 6.6 0.7 1,536 3,405

Developing economies 5.9 w 4.0w 7.2 w 3.9w 252 w 506 w 8w 11w
Oil exporters 5.0w 1.5w 7.8 w 2.9w 298 w 608 w 5w 5w
Exporters of manufactures 7.1 w 5.7w 7.8 w 4.3 w 246 w 569 w 8w 12w
Highly indebted countries 3.6w 1.9w 6.9w 2.1w 420 w 764 w 6w lOw
Sub-Saharan Africa 15.3 w -1.0w 6.4 w 2.3 w 62 w 103 w 7w 8w

High-income oil exporters 6.4w -10.7w 7.7w 5.2w 1,345w 3,313 w

98 SaudiArabia 11.5 -15.0 7.2 5.7 1,759 3,336 0
99 Kuwait -1.6 -1.1 2.1 2.8 . . 4,080 0 0

100 United Arab Emirates 14.7 -3.1 36.6 5.7 108 5,086 .

101 Libya 0.6 -6.8 18.2 4.5 223 2,259 2

Industrial market economies 2.1 w 1.9 w 3.0w 0.4 w 3,745 w 4,952 w 11 w 13 w

102 Spain 3.6 8.9 6.5 1.2 901 1,928 31 25
103 Ireland 0.1 5.6 3.9 0.8 1,504 2,436 14 8
104 New Zealand 4.7 8.6 3.6 4.2 2,622 4,127 7 9
105 Italy 1.3 1.4 3.7 -0.4 1,568 2,539 16 18
106 United Kingdom 3.6 3.4 0.9 0.8 3,481 3,802 13 9

107 Belgium -3.9 12.5 2.9 0.2 3,402 4,809 9 9

108 Austria 0.8 -1.0 4.0 1.3 2,060 3,400 10 10
109 Netherlands 15.4 -1.5 5.0 1.1 3,134 5,201 12 11

110 France -0.9 9.1 3.7 0.6 2,468 3,640 16 14
Ill Australia 10.5 6.9 5.0 0.5 3,287 4,710 Il 5

112 Germany, Fed. Rep. -0.1 0.7 3.0 -0.1 3,197 4,464 8 9
113 Finland 3.8 9.5 5.1 3.6 2,233 5,475 11 14
114 Denmark 2.6 55.8 2.4 1.1 2,911 3,821 13 10
115 Japan -0.4 5.3 6.1 1.5 1,474 3,186 19 18
116 Sweden 4.9 7.7 2.5 2.4 4,162 6,374 12 9

117 Canada 5.7 3.4 4.5 0.9 6,007 8,945 8 4
118 Norway 12.4 5.3 4.1 2.8 4,650 8,803 11 7
119 UnitedStates 1.1 0.2 2.3 -0.1 6,535 7,193 8 19
120 Switzerland 3.7 2.0 3.1 2.1 2,501 4,052 8 6

Nonreporting nonmembers 4.6 w 2.9 w 4.4 w 2.9 w 2,509 w 4,552 w

121 Albania 9.4 -1.3 7.8 0.9 415 1,664 2
122 Angola 19.9 12.1 5.3 2.7 114 202
123 Bulgaria 1.3 2.7 6.1 1.9 1,788 4,590
124 Cuba 8.1 23.9 5.8 0.8 604 1,086 12

125 Czechoslovakia 1.0 0.9 3.2 0.8 3,374 4,845

126 German Dem. Rep. 0.8 3.2 2.4 1.5 3,762 5,915
127 Korea, Dem. Rep. 6.4 2.5 6.7 3.4 1,196 2,174
128 Mongolia 10.3 6.7 9.6 3.9 471 1,195
129 USSR 4.9 2.9 4.5 3.2 2,603 4,949

a. Includes Luxembourg.



Table 11. Growth of merchandise trade

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.

242

Merchandise tratle

(millions of dollars)

Average annual

(percent)

growth rate a

Terms of trade

(1980=100)&ports Imports
1986 1986

Exports Imports

1965-80 1980-86 1965-80 1980-86 1984 1986

Low-income economies 61,228 t 88,754 t 2.7 w 6.5 w 2.7 w 7.2 w 97 m 91 m
China and India 43,161 t 58,845 t 4.8w 9.5 w 4.5 w 11.9w 103 m 105 ,n
Other low-income 17,922 t 29,690 t 0.5 w 0.6 w 1.1 w -0.1 w 97 m 91 m

1 Ethiopia 453 1,102 -0.5 -2.5 -0.9 10.7 102 127
2 Bhutan . . . . . . . . . . . . .

3 BurkinaFaso 112 325 4.0 1.6 5.8 -0.9 95 69
4 Nepal 142 459 -2.3 6.7 2.9 6.5 85 97
5 Bangladesh 880 2,701 . . 5.6 . . 3.3 109 109

6 Malawi 243 260 4.3 1.1 3.3 -6.5 97 88
7 Zaire 1,844 1,488 4.6 -4.3 -2.9 -1.2 84 80
8 Mali 383 438 11.0 7.2 6.2 3.4 93 73
9 Burma 299 617 -2.1 -0.2 -5.8 -8.8 76 62

10 Mozambique 159 489 . . . . . . .

11 Madagascar 331 395 0.7 -3.7 -0.4 -5.0 100 108
12 Uganda 395 344 -3.9 4.4 -5.3 2.2 100 116
13 Bumndi 167 207 3.0 11.6 2.0 3.6 101 117
14 Tanzania 343 1,050 -4.0 -9.8 1.6 -1.3 96 104
15 Togo 275 379 4.5 -6.6 8.6 -10.0 92 86

16 Niger 331 436 12.8 -13.4 6.6 -4.4 100 94
17 Benin 181 386 -2.3 -3.5 6.7 -1.2 97 74
18 Somalia 89 440 3.8 -7.9 5.8 -1.7 93 80
19 CentralAfricanRep. 130 219 -0.4 2.0 -4.8 -2.7 95 85
20 India 11,741b 16,269b 3.7 3.8 1.6 3.6 109 127

21 Rwanda 188 348 5.9 1.3 8.7 6.5 101 133
22 China* 31,148 43,172 5.5 11.7 8.0 16.8 97 83
23 Kenya 1,216 1,649 0.3 -0.9 1.7 -5.2 92 100
24 Zambia 689 714 1.7 -2.1 -5.5 -7.3 70 69
25 SierraLeone 142 155 -3.9 -3.1 -2.7 -16.5 99 93

26 Sudan 497l fl38b -0.3 6.9 2.4 -4.0 96 70
27 Haiti 373b 503b 6.8 3.4 8.4 1.5 94 102
28 Pakistan 3,384 5,377 4.3 6.2 0.4 3.8 92 103
29 Lesotho' . . . . . . . . . . . . .

30 Ghana 863 783 -1.8 -7.1 -1.4 -4.6 98 88

31 SriLanka 1,215 1,948 0.5 6.4 -1.2 3.0 118 96
32 Mauritania 419 363 2.7 13.6 6.6 0.0 98 87
33 Senegal 615 1,021 2.4 8.7 4.1 1.8 101 87
34 Afghanistan 552 1,404 .

35 Chad 120 203 . . . . .

36 Guinea 448 351
37 Kampuchea, Dem.
38LaoPDR
39 VietNam
Middle-income economies 364,355 t 368,656 I 3.2 w 4.6 w 6.1 w -0.9 w 96 m 94 m

Lower middle-income 84,172 t 98,942 t 6.7 w 2.4 w 6.1 w -2.4 w 96 m 92 m
40 Liberia 404 235 4.5 -2.0 1.5 -8.8 93 97
41 Yemen, PDR 645 1,543 -13.7 3.2 -7.5 3.1 100 78
42 Indonesia 14,824 13,371 9.6 2.0 14.2 -1.0 96 64
43 YemenArabRep. 20 1,033 -0.3 1.9 25.2 -7.8 95 99
44 Philippines 4,771 5,394 4.7 -1.7 2.9 -6.0 104 101

45 Morocco 2,454 3,803 3.6 3.8 6.6 0.8 88 98
46 Bolivia 563 716 2.8 0.0 5.0 -3.9 90 46
47 Zimbabwe 1,301 1,132 3.5 -2.7 -1.8 -6.7 96 86
48 Nigeria 6,599 4,498 11.4 -6.0 15.1 -17.2 97 44
49 Dominican Rep. 718 1,433 3.7 -3.6 5.5 0.4 88 104

50 PapuaNewGuinea 1,033 1,130 12.8 3.2 1.2 0.0 103 90
51 Côted'Ivoire 3,200 2,024 5.6 3.5 8.0 -5.4 99 92
52 Honduras 854 875 3.1 2.6 2.5 0.7 97 103
53 Egypt, Arab Rep. 4,617b 9517b 2.8 7.4 6.0 5.2 98 76
54 Nicaragua 247 770 2.4 -3.2 1.3 -0.6 96 97

55 Thailand 8,794 9,178 8.5 9.2 4.1 2.0 82 83
56 El Salvador 757 902 2.4 -6.3 2.7 0.9 99 114
57 Botswanac . . . . . . . . . . . . .

58 Jamaica 596 964 -0.2 -7.2 -1.9 -1.9 95 109
59 Camemon 2059b 1,512b 5.2 13.8 5.6 -0.5 96 60

60 Guatemala 1,043 898 4.9 -2.5 4.6 -7.1 95 107
61 Congo, People's Rep. 673 629 12.5 5.4 1.0 2.0 97 57
62 Paraguay 234 577 6.6 1.6 4.6 -5.4 94 82
63 Peru 2,509 2,829 2.3 0.1 -0.2 -6.7 84 66
64 Turkey 7,985 11,027 5.5 19.9 7.7 9.9 92 102

65 Tunisia 1,759 2,890 8.5 -0.6 10.4 -2.8 91 81
66 Ecuador 2,181 1,810 15.2 8.4 6.8 -3.3 96 56
67 Mauritius 675 684 3.4 10.4 6.4 2.8 88 99
68 Colombia 5,102 3,862 1.5 4.9 5.3 -3.0 101 98

* Data forTaiwan, China are: 39,758 24,165 19.0 12.7 15.1 4.3 104 107



a. See the technical notes. b. World Bank estimate. c. Figures are for the South African Customs Union comprising South Afnca, Namibia, Lesotho, Botswana, and
Swaziland; trade between the component temtories is excluded. d. Includes Luxembourg.
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trade

Merchandise trade
(million.s of dollars)

Average annual growth rates
(percent) Terms of

(1980=100)Exports Imports Exports Imports

1986 1986 1965-80 1980-86 1965-80 1980-86 1984 1986

69 Chile 4,222 3,436 7.9 3.9 2.6 -9.3 80 75
70 CostaRica 1,125 1,147 7.1 1.2 5.7 -2.9 96 106
71 Jonlan 733 2,432 13.6 5.7 9.7 0.1 93 97
72 SyrianArabRep. 1,325 2,703 11.4 1.5 8.5 -5.0 97 74
73 Lebanon 500 2,203 . . . . .. ..

Upper middle-income 280,615 t 269,715 t 1.7 w 5.6 w 6.0w -0.1 w 94 m 96 m

74 Brazil 22,396 15,555 9.4 4.3 8.2 -5.1 101 125
75 Malaysia 13,874 10,829 4.4 10.2 2.9 5.2 86 64
76 South Africac 18,454 12,989 6.1 -0.4 0.1 -9.5 82 72
77 Mexico 16,237 11,997 7.7 7.7 5.7 -9.2 97 66
78 Uruguay 1,088 820 4.6 0.9 1.2 -11.3 90 99

79 Hungary 9,165 9,599
80 Poland 12,074 11,535 . . . . . . . . .

81 Portugal 7,242 9,650 3.4 11.0 3.7 0.8 84 104
82 Yugoslavia 10,353 11,753 5.6 1.5 6.6 -1.6 93 96
83 Panama 2,412 2,955 . . -2.0 -0.8 97 101

84 Argentina 6,852 4,724 4.7 1.5 1.8 -13.8 99 80
85 Korea, Rep. of 34,715 31,584 27.3 13.1 15.2 9.3 106 111
86 Algeria 7,875 10,162 1.5 0.9 13.1 -3.1 96 44
87 Venezuela 10,029 9,565 -9.5 -1.4 8.7 -7.2 94 47
88 Gabon 1,052 951 8.1 -0.6 10.5 3.1 95 56

89 Greece 5,648 11,350 12.0 4.6 5.2 4.1 93 99
90 Oman 2,527 2,401 . . 6.7 . . 5.1 86 37
91 TrinidadandTobago 1,376 1,355 -5.5 8.1 -5.8 -11.9 97 71
92 Israel 7,136 10,737 8.9 6.4 6.3 2.0 91 96
93 Hong Kong 35,440 35,366 9.5 10.7 8.3 7.9 100 108

94 Singapore 22,495 25,511 4.7 6.1 7.0 3.6 102 101
95 Iran,Islamic Rep. 13,435 11,635
96 Iraq . . 10,190
97 Romania 12,543 11,437

Developing economies 425,984 457,155 3.1 w 4.8 w 5.5 w 0.5 w 96 m 93 m
Oil exporters 84,587 90,443 0.0 w 1.8w 8.3 w -5.4w 96 m 57 m
Exporters of manufactures 217,171 230,994 7.7 w 8.4 w 7.2 w 5.4w 101 m 108 m
Highly indebted countries 98,995 86,302 0.4 w 1.6w 6.3 w -7.2w 96 m 92 m
Sub-Saharan Africa 28,285 29,229 6.6w -2.1 w 4.9 w -7.5 w 97 m 87 m

High-income oil exporters 43,374 t 36,844 t 5.6w -12.5w 19.5w -7.7w 97 m 46 m

98 SaudiArabia 20,085 19,112 8.8 -19.2 25.9 -7.7 97 46
99 Kuwait 7,383 5,845 -1.9 -3.8 11.8 -3.1 97 47

100 United Arab Emirates 9,900 7,447 10.9 -1.0 20.5 -4.0 96 53
101 Libya 6,006 4,511 3.3 -4.9 15.3 -15.2 91 39

Industnal market economies 1,443,629 t 1,510,671 t 7.1 w 3.3 w 6.7 w 4.3 w 101 m 109 m

102 Spain 27,187 35,055 14.2 6.4 6.3 2.6 100 120
103 Ireland 12,657 11,619 8.3 9.3 7.1 3.4 101 109
104 New Zealand 5,880 6,033 3.6 4.5 3.1 3.7 97 94
105 Italy 97,811 99,452 8.2 4.3 6.3 2.6 93 108
106 United Kingdom 106,929 126,330 5.5 4.0 4.4 5.6 99 97

107 Belgiumd 68,892 68,656 7.9 3.8 7.7 6.9 94 102
108 Austria 22,622 26,104 8.4 5.3 8.7 3.8 101 108
109 Netherlands 79,436 75,292 8.4 3.4 6.5 2.8 102 107
110 France 124,948 129,402 8.8 2.1 8.1 2.1 101 114
ill Australia 22,622 26,104 6.0 5.5 4.8 4.3 96 83

112 Germany, Fed. Rep. 243,327 191,084 7.5 4.3 7.1 3.0 96 115
113 Finland 16,356 15,339 5.6 2.8 4.8 1.9 102 114
114 Denmark 21,293 22,878 5.5 4.5 4.6 3.9 99 106
115 Japan 210,757 127,553 11.5 6.4 8.7 3.5 108 156
116 Sweden 37,263 32,693 5.0 5.7 4.5 4.0 100 110

117 Canada 90,193 85,068 6.2 7.2 7.1 5.2 92 89
118 Norway 18,230 20,300 7.5 5.1 6.2 5.8 118 87
119 UnitedStates 217,307 387,081 6.9 -2.7 6.2 9.0 112 119
120 Switzerland 37,471 41,039 6.2 3.7 5.6 4.2 113 117

Nonreporting nonmembers

121 Albania .

122 Angola 1,787 1,080
123 Bulgaria 13,348 13,656
124 Cuba .

125 Czechoslovakia 20,456 21,055

126 German Dem. Rep. 27,729 27,414
127 Korea, Dem. Rep.
128 Mongolia .

129 USSR 97,336 88,871



Table 12. Structure of merchandise exports
Percentage share of merchandise exports

Fuels, Other Machinery and
minerals, primary transport Other (Textiles
and metals commodities equipment manufactures and clothing)
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Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.

1965 1986 1965 1986 1965 1986 1965 1986 1965

5w

1986

17w

Low-income economies
China and India
Other low-income

17w
8w

25w

15w
12w
21w

57w
45w
69w

29w
22w
47w

1w
2w
Ow

11w
14 w
2w

28w
45w
12w

44w
52w
27w

1 Ethiopia 1 2 98 97 1 0 0 1 0 0
2 Bhutan . . . . . . .

3 Burkina Faso 1 0 94 87 1 5 4 7 2

4 Nepal 0 2 78 31 0 2 22 66 43
S Bangladesh 1 25 0 73 57

6 Malawi 0 0 99 84 0 5 1 11 0
7 Zaire 72 49 20 45 0 1 8 5 0
8 Mali 1 0 96 70 1 1 2 29 1 3
9 Burma 5 3 94 84 0 9 0 4 0 0

10 Mozambique 14 . . 84 0 2 . . 1

11 Madagascar 4 7 90 81 1 2 4 10 1 6
12 Uganda 14 2 86 98 0 0 1 0 0
13 Burundi 1 0 94 88 0 0 6 12 I 0
14 Tanzania 4 4 83 79 0 3 13 14 0
15 Toga 33 58 62 22 1 1 4 19 0 0

16 Niger 0 81 95 16 1 1 4 2 1

17 Benin 1 42 94 36 2 6 3 16 0
18 Somalia 6 1 80 98 4 0 10 1

19 Central AfricanRep. 1 0 45 67 0 0 54 33 0
20 India 10 15 41 23 1 10 48 52 36 18

21 Rwanda 40 5 60 94 0 0 1 1 . . 0
22 China* 6 14 48 22 3 16 43 48 . . 24
23 Kenya 13 14 81 70 0 2 6 14 0
24 Zambia 97 96 3 1 0 1 0 2 0
25 SierraLeone 25 22 14 21 0 0 60 56 0 0
26 Sudan 1 6 98 88 1 3 0 4 0 1

27 Haiti 14 5 61 32 2 10 23 53 .

28 Pakistan 2 1 62 31 1 3 35 65 29 51
29 Lesothot . . . . . . .

30 Ghana 13 30 85 68 1 0 2 2 0

31 Sri Lanka 2 7 97 52 0 2 1 39 0 30
32 Mauritania 94 34 5 65 1 0 0 1 0 0
33 Senegal 9 35 88 36 1 7 2 22 1

34 Afghanistan . 47 87 46 . . 0 13 7 13

35 Chad 5 92 0 3 0

36 Guinea . . . . . .

37 Kampuchea, Dem. 0 99 . 0 0 0
38LaoPDR 62 32 0 .. 6 0
39 VietNam

Middle-income economies 31 w 28 w 48w 20w 3w 14w 15w 35w 5w 11w
Lower middle-income 29 w 38 w 63w 34w 1w 3w 7w 24w 2w

40 Liberia 72 63 25 36 1 0 3 1 0
41 Yemen, PDR 80 92 14 7 2 0 4 0 2

42 Indonesia 43 58 53 21 3 3 1 19 0 4
43 YemenArabRep. 9 . . 91 . . 0 . . 0 . . .

44 Philippines 11 14 84 26 0 6 6 55 1 7

45 Morrscco 40 26 55 27 0 1 5 46 1 18

46 Bolivia 92 90 3 8 0 0 4 2 0 0
47 Zimbabwe 24 23 47 41 6 3 23 34 6

48 Nigeria 32 94 65 4 0 0 2 1 0
49 Dominican Rep. 10 15 88 56 0 6 2 23 0

50 Papua New Guinea 1 54 89 40 0 1 10 5 .

51 Cole d'Ivoire 2 6 93 85 1 2 4 7 1 1

52 Honduras 7 7 89 82 0 0 4 10 1

53 Egypt, ArabRep. 8 74 72 14 0 0 20 13 15 9
54 Nicaragua 4 1 90 88 0 0 6 10 0

55 Thailand 11 4 84 54 0 9 4 33 0 15

56 El Salvador 2 2 81 75 1 2 16 21 6 7
57 Botswanat' . . . . . . . . . . . . .

58 Jamaica 28 15 41 19 0 4 31 63 4
59 Cameroon 17 50 77 44 3 1 2 5 0
60 Guatemala 0 2 86 66 1 2 13 30 4 5
61 Congo,People'sRep. 5 64 32 17 2 1 61 18 0
62 Paraguay 0 0 92 81 0 0 8 19 0 0
63 Peru 45 60 54 18 0 3 1 20 0
64 Turkey 9 11 89 33 0 5 2 51 1 29

65 Tunisia 31 27 51 13 0 5 19 55 2 28
66 Ecuador 2 54 96 43 0 1 2 2 1 0
67 Mauritius 0 0 100 58 0 2 0 39 0
68 Colombia 18 12 75 70 0 1 6 17 2 3

* Data for Taiwan, China are: 2 2 57 7 4 29 37 62 5 18



Fuels, Other Machinery and
minerals, primary transport Other (Textiles

and metals commodities equipment manufactures and clot hing)

Percentage share of merchandise exports

a. Textiles and clothing isa subgroup of other manufactures. b. Figures are for the South African Customs Union comprising South Africa, Namibia, Lesotho, Bot-
swana, and Swaziland; trade between the component territories is excluded. c. Includes Luxembourg.
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1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

69 Chile 89 66 7 25 1 3 4 6 0 0
70 CostaRica 0 1 84 63 1 6 15 30 2
71 Jordan 27 21 54 20 11 10 7 49 1 2
72 SyrianArabRep. 7 49 83 23 1 3 9 25 7
73 Lebanon 14 3 52 32 14 10 19 55 2

Upper middle-income 39 w 25 w 39w 16 w 3 w 19w 19w 38w 6w 12 w

74 Brazil 9 19 83 41 2 15 7 26 1 3
75 Malaysia 35 26 59 38 2 26 4 10 0
76 South Africab 24 40 44 21 3 3 29 36 1

77 Mexico 22 49 62 21 1 18 15 12 3 2
78 Uruguay 0 0 95 58 0 2 5 40 2 14

79 Hungaiy 5 7 25 23 32 35 37 35 9 6
80 Poland . . 20 . 12 . . 35 . . 33 . . 5
81 Portugal 4 5 34 16 3 16 58 64 24 31
82 Yugoslavia 11 7 33 12 24 34 33 47 8 9
83 Panama 35 10 63 77 0 0 2 13 1 4

84 Argentina 1 4 93 73 1 6 5 16 0 2
85 Korea, Rep. of 15 3 25 6 3 33 56 58 27 25
86 Algeria 58 97 38 1 2 0 2 2 0 0
87 Venezuela 97 90 1 1 0 3 2 6 0
88 Gabon 50 65 39 22 1 3 10 10 0

89 Greece 8 14 78 35 2 3 11 48 3 29
90 Oman 90 92 10 7 0 0 0 1 . . 0
91 Trinidad and Tobago 84 64 9 4 0 9 7 23 0 0
92 Israel 6 2 28 11 2 20 63 67 9 6
93 HongKong 2 2 11 6 6 21 81 71 43 35

94 Singapore 21 21 44 12 11 38 24 30 6 5
95 Iran, IslamicRep. 88 8 0 4 4
96 Iraq 95 4 0 .. 1 0
97 Ronsania

Developing economies 27 w 26 w 51 w 22 w 2w 14w 18w 37w 6w 11w
Oil exporters 58 w 72 w 35 w 12 w 1w 4w 6w 9w
Exporters of manufactures 9w 8w 45 w 14 w 6w 25w 41w 54w 15w i7 w
Highly indebted countries 38 w 36 w 51 w 32 w 3w 11w 8w 21w 1w
Sub-Saharan Africa 33 w 48 w 59 w 40 w 1w 1w 7w lOw Ow

High-income oil exporters 98w 88w 1w 1w 1w 3w 1w 8w

98 Saudi Arabia 98 90 1 I 1 4 1 5 0
99 Kuwait 98 87 1 I 1 4 0 7 0

100 United Arab Emirates 99 78 1 4 0 1 0 18
101 Libya 99 99 1 1 1 0 0 0 0

Industrial market economies 9 w 8 w 22 w 12 w 32 w 42 w 37 w 37 w 6 w 4 w

102 Spain 9 9 51 19 10 31 29 42 6 4
103 Ireland 3 2 63 28 5 31 29 39 7 5
104 New Zealand 1 6 94 68 0 6 5 21 0 3
105 Italy 8 4 14 8 30 34 47 54 15 14
106 United Kingdom 7 15 10 9 41 36 41 40 7 4

107 Belgiumc 13 9 11 12 20 26 55 54 12 7
108 Austria 8 5 16 8 20 32 55 55 12 9
109 Netherlands 12 18 32 25 21 19 35 38 9 4
110 France 8 5 21 19 26 35 45 41 10 5
Ill Australia 13 40 73 39 5 6 10 16 1 1

112 Germany, Fed. Rep. 7 4 5 6 46 48 42 41 5 5
113 Finland 3 5 40 14 12 28 45 53 2 5
114 Denmark 2 4 55 36 22 25 21 35 4 5
115 Japan 2 1 7 1 31 64 60 34 17 3
116 Sweden 9 6 23 10 35 44 33 40 2 2

117 Canada 28 18 35 18 15 42 22 22 1 1

118 Norway 21 53 28 10 17 18 34 20 2 1

119 United States 8 7 27 17 37 48 28 28 3 2

120 Switzerland 3 3 7 4 30 35 60 59 10 6

Nonreporting nonmembers

121 Albania
122 Angola 6 76 . i 6
123 Bulgaria
124 Cuba 4
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 13. Structure of merchandise imports

Note: For data comparability and coverage, see the technical notes. Figures in italics are for yeais other than those specified.
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Percentage share of merchandise imports

Food Fuels

Other
primary

commodities

Machinery

and transport
equipment

Other
manufactures

1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

Low-income economies
China and India

.. 10 w
18 w

6 w
5 w

6 w
6 w

30 w
29 w

48 w
53 w

Other low-income 19 w 14 w 6 w 10 w 5 w 4 w 29 w 32 w 44 w 38 w
1 Ethiopia 6 22 6 15 6 3 37 32 44 28
2 Bhutan .. ..
3 BurkinaFaso 23 20 4 2 14 5 19 33 40 41
4 Nepal 22 10 5 11 14 6 37 22 22 51
5 Bangladesh 27 6 11 19 37

6 Malawi 15 7 5 7 3 3 21 34 57 50
7 Zaire 18 16 7 3 5 4 33 36 37 41
8 Mali 20 13 6 12 5 2 23 46 47 28
9 Burma 15 6 4 1 5 2 18 43 58 48

10 Mozambique 17 8 7 24 45

11 Madagascar 19 13 5 15 2 2 25 29 48 41
12 Uganda 7 6 1 7 3 2 38 46 51 38
13 Burundi 16 12 6 5 9 4 15 23 55 56
14 Tanzania .. 4 16 2 30 48
15 Togo 15 23 3 8 5 6 31 45 45 17

16 Niger 12 18 6 4 6 11 21 32 55 35
17 Benin 18 16 6 24 7 2 17 17 53 40
18 Somalia 31 15 5 2 8 5 24 47 33 32
19 Central AfricanRep. 13 16 7 1 2 3 29 38 49 41
20 India 22 10 5 14 14 10 37 22 22 44
21 Rwanda 12 12 7 10 5 8 28 32 49 38
22 China5 7 1 5 31 56
23 Kenya 10 9 11 15 3 3 34 39 42 34
24 Zambia 9 4 10 12 3 1 33 40 45 42
25 SierraLeone 17 32 9 10 3 4 30 28 41 26
26 Sudan 23 21 5 9 4 3 21 30 47 37
27 Haiti 25 15 6 3 6 2 14 27 48 53
28 Pakistan 20 18 3 14 5 7 38 32 34 29
29 Lesotho* 0

30 Ghana 12 7 4 16 3 3 33 36 48 38
31 SriLanka 41 16 8 14 4 2 12 29 34 39
32 Mauritania 9 25 4 7 1 2 56 39 30 27
33 Senegal 36 20 6 16 4 2 15 28 38 34
34 Afghanistan 17 10 4 1 1 1 8 24 69 63
35 Chad 13 17 20 1 3 2 21 32 42 47
36 Guinea . . 12 . . 29 . . 3 . . 25 . . 31
37 Kampuchea,Dem. 6 . . 7 2 . . 26 58
38 LSIOPDR 32 14 1 19 34
39 VietNam ..
Middle-income economies 15w lOw 8w 11w lOw 7w 28w 33w 36w 43w

Lower middle-income 16w 11w 7w 11w 6w 5w 30w 33w 40w 40w
40 Liberia 16 21 8 17 3 3 34 30 39 30
41 Yemen, PDR 19 11 40 55 5 2 10 17 26 15
42 Indonesia 6 4 3 14 2 4 39 39 50 38
43 YemenArab Rep. 40 26 6 1 6 2 26 32 21 39
44 Philippines 20 8 10 15 7 5 33 22 30 51

45 Momcco 36 17 5 14 10 14 18 26 31 29
46 Bolivia 19 10 1 1 3 2 35 49 42 39
47 Zimbabwe 13 12 8 6 3 2 31 36 46 43
48 Nigeria 9 11 6 3 3 3 34 35 48 49
49 Dominican Rep. 23 15 10 14 4 4 24 27 40 40
50 Papua New Guinea 23 20 5 9 3 1 25 34 45 36
51 Côted'Ivoire 18 15 6 7 3 3 28 34 46 41
52 Honduras 11 10 6 17 1 1 26 21 56 51
53 Egypt, Arab Rep. 26 22 7 4 12 6 23 29 31 40
54 Nicaragua 12 14 5 9 2 1 30 21 51 54
55 Thailand 6 5 9 12 6 8 31 34 49 40
56 El Salvador 15 15 5 6 4 4 28 20 48 56
57 Botswana . . . . . . . . . . . . . . . . .
58 Jamaica 20 18 9 14 5 4 23 20 43 44
59 Camemon 11 11 5 1 4 2 28 37 51 49
60 Guatemala 11 7 7 12 2 3 29 27 50 51
61 Congo, People's Rep. 15 19 6 6 1 3 34 27 44 45
62 Paraguay 14 9 14 18 2 7 37 39 33 27
63 Pens 17 13 3 1 5 3 41 48 34 36
64 Turkey 6 4 10 18 10 8 37 34 37 35
65 Tunisia 16 14 6 7 7 12 31 26 41 42
66 Ecuador 10 5 9 2 4 3 33 52 44 38
67 Mauritius 34 23 5 6 3 4 16 20 43 47
68 Colombia 8 8 1 6 10 6 45 40 35 41

* Data for Taiwan, China ale: 13 8 5 12 24 15 29 32 29 33



::

a. Figures are for the South African Customs Union comprising South Africa, Nainibia, Lesotho, Botswana, and Swaziland; trade between the component temtories is
excluded. b. Ineludes Luxembourg.
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Percentage share of merchandise imports

Food Faels

Other
primary

commodities

Machinery
and transport

equipment
Other

manufactures

1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

69 Chile 20 12 6 9 10 3 35 40 30 37
70 Costa Rica 9 7 5 8 2 3 29 29 54 53
71 Jordan 28 22 6 13 6 4 18 25 42 36
72 SyrianArabRep. 22 12 10 23 9 4 16 26 43 36
73 Lebanon 26 8 8 15 43

Upper middle-income 15 w 10 w 8 w 14 w 12 w 8 w 29 w 32 w 36 w 36 w

74 Brazil 20 15 21 27 9 7 22 25 28 26
75 Malaysia 25 10 12 5 10 4 22 51 32 30
76 South Africaa 5 3 5 0 11 4 42 43 37 50
77 Mexico 5 11 2 1 10 8 50 47 33 34
78 Unignay 7 3 17 21 16 8 24 35 36 32

79 Hungaly 12 8 11 20 22 10 27 28 28 34
80 Poland . . 10 . 21 . . 9 . . 32 . . 28
81 Portugal 16 13 8 15 19 9 27 29 30 33
82 Yugoslavia 16 7 6 22 19 12 28 28 32 31
83 Panama 11 10 21 17 2 1 21 26 45 46

84 Argentina 6 7 10 9 21 10 25 31 38 41
85 Korea, Rep. of 15 6 7 16 26 15 13 34 38 30
86 Algeria 26 22 0 1 6 5 15 32 52 41
87 Venezuela 12 14 1 0 5 4 44 45 39 36
88 Gabon 16 21 5 1 2 3 38 37 40 38

89 Greece 15 16 8 17 11 8 35 25 30 34
90 Oman 27 15 19 1 4 3 15 42 34 39
91 TrinidadandTobago 11 17 50 3 2 5 16 37 22 38
92 Israel 16 9 6 7 12 5 28 34 38 44
93 HongKong 25 9 3 3 13 6 13 23 46 59

94 Singapore 23 9 13 20 19 5 14 37 30 30
95 Iran, Islamic Rep. 16 0 6 36 42
96 Iraq 24 0 .. 7 .. 25 44
97 Romania

Developing economies 17w lOw 7w lOw 10 w 7w 29 w 32 w 36 w 41 w
Oil exporters 14w 13w 6w Sw 6w 5w 34 w 41 w 40 w 39 w
Exporters of manufactures 22 w 9w 7w 11w 17 w 9w 23 w 30 w 31w 42 w
Highly indebted countries 14 w 11w 7w 11w 10 w 7w 34 w 35 w 35 w 35w
Sub-Saharan Africa 15w 12w 6w 7w 4w 3w 30 w 34 w 45 w 42 w

High-income oil exporters 20 w 15 w 2 w 2 w 5 w 2 w 32 w 35 w 40w 45 w

98 Saudi Arabia 29 17 1 1 5 2 27 34 38 46
99 Kuwait 21 17 1 0 7 3 33 38 39 41

100 UnitedArabEmirates 15 11 3 7 7 3 34 37 41 42
101 Libya 13 15 4 1 3 2 36 33 43 49

Industrial market economies 19 w 10 w 11 w 12 w 19 w 7 w 19 w

102 Spain 19 12 10 19 16 11 27
103 Ireland 18 13 8 8 10 5 25
104 New Zealand 7 6 7 9 10 4 33
105 Italy 24 14 16 17 24 11 15

106 UnitedKingdom 30 12 11 7 25 8 11

107 Belgium' 14 11 9 11 21 9 24
108 Austria 14 6 7 9 13 8 31
109 Netherlands 15 14 10 12 13 6 25
110 France 19 Il 15 13 18 7 20
111 Australia 5 5 8 5 10 4 37

112 Germany, Fed. Rep. 22 12 8 12 21 9 13

113 Finland 10 6 10 15 12 7 35
114 Denmark 14 11 11 9 11 6 25
115 Japan 22 17 20 31 38 17 9
116 Sweden 12 7 11 11 12 7 30

117 Canada 10 6 7 5 9 5 40
118 Norway 10 6 7 6 12 6 38
119 UnitedStates 19 7 10 10 20 5 14
120 Switzerland 16 7 6 6 11 6 24

Nonreporting nonmembers

121 Albania
122 Angola 18
123 Bulgaria
124 Cuba 29 15

125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR

33 w 31 w 37 w

29 28 29
31 39 43
39 43 43
25 21 32
33 23 39

28 32 41
34 35 43
28 37 40
29 27 40
43 41 44

26 35 41
36 34 36
31 39 42
11 11 24
36 36 39

56 34 29
40 32 42
42 36 36
30 43 51



Table 14. Origin and destination of manufactured exports
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Note: For data comparability and coverage, see the technical notes. Figures in italics are for 1983, 1984 or 1985.

Manufactured
(millions of

exports
dollars)

Destination of manufactured exports (percentage of total)

Industrial

market
economies

Nonreporting

nonmember
economies

High-income
oil exporters

Developing
economies

Origin 1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

economies.ow-income 2,420 w 32,785 w 56w 45w 9w 3w 2w 4w 33w 48s
China and India 1,850 w 27,576 w 55w 39w 11w 5w 2w 3w 32w 53s
Other low-income 537 w 4,939 w 58w 66w 4w 4w 2w 8w 37w 22ii
1 Ethiopia 0 3 67 63 0 21 20 3 13 13
2 Bhutan
3 Burkina Faso i8 2 34 0 0 0 0 98 66
4 Nepal 13 95 65 -. 7 0 .. 28
5 Bangladesh 636 67 4 1 28

6 Malawi 0 39 3 39 0 0 0 0 97 61
7 Zaire 28 88 93 22 0 0 0 0 7 78
8 Mali 0 57 14 11 8 0 0 0 78 89
9 Burma 38 73 43 1 0 0 7 26 51

10 Mozambique 3 27 2 5 0 0 9 68 89

11 Madagascar 5 41 80 82 0 5 0 0 20 13
12 Uganda 1 1 7 81 0 0 0 1 93 18
13 Bumndi 1 19 0 28 0 0 0 0 99 72
14 Tanzania 23 58 93 36 0 2 0 1 7 12
15 logo 1 52 37 11 0 1 0 0 62 89

16 Niger 1 7 43 . 0 . . 0 . 57
17 Benin 1 20 15 82 0 0 0 1 85 18
18 Somalia 4 1 21 65 0 0 2 0 77 33
19 Central AfricanRep. 14 47 60 9 0 0 0 7 40 93
20 India 828 7,234 55 59 II 10 2 0 32 24
21 Rwanda 0 1 95 93 0 0 0 0 5 7
22 China5 1,021 19,997 . 32 . 3 . . 2 . 62
23 Kenya 13 192 23 8 0 0 2 1 75 91
24 Zambia 1 21 14 67 0 0 0 1 86 32
25 Sierra Leone 53 72 99 99 I) 0 0 0 1 1

26 Sudan 2 32 78 . (1 . . 2 . . 20
27 Haiti 9 236 . 99 . 0 . 0 . . I
28 Pakistan 190 2,285 40 65 7 4 2 11 52 19
29 Lesothot' . 0 . . . . . . .

30 Ghana 7 22 60 40 10 0 0 1 29 60
31 SriLanka 5 505 59 89 5 0 0 1 36 10
32 Mauritania 1 9 61 34 0 0 0 0 39 66
33 Senegal 4 185 48 . . 0 0 52
34 Afghanistan 11 40 98 . . 0 . . 0 . . 2
35 Chad 1 6 11 0 0 25 0 69 89
36 Guinea . . . - . . 44 . . 0 . . 3 . . 53
37 Kampuchea,Dem. 1 . . 28 . . 1 0 . 71
38LaoPDR 0 13 .. 0 0 87
39 VietNam

Middle-income economies 5,475 w 180,631 w 45 w 60 w 22 w 7 w 1 w 3 w 33w 31w
Lower middle-income 714w 23,336w 38w 55w lOw 2w 6w 6w 36w 37w

40 Liberia 4 6 77 60 0 0 0 1 23 39
41 Yemen, PDR 11 3 32 33 0 4 6 2 62 61
42 Indonesia 27 2,961 25 50 2 0 0 4 73 46
43 Yemen Arab Rep. 0 . . . . 70 . . 0 . . 23 . . 7
44 Philippines 43 2,808 93 74 0 0 0 1 7 25

45 Morocco 23 1,057 63 53 5 5 0 5 32 36
46 Bolivia 6 11 86 53 0 0 0 0 14 47
47 Zimbabwe 116 365 12 78 2 0 0 0 86 22
48 Nigeria 17 99 85 64 0 0 0 0 15 36
49 Dominican Rep. 3 208 95 87 0 0 0 0 5 13

50 Papua New Guinea 5 61 100 85 0 0 0 0 0 15
51 Côted'Ivoire 15 289 50 32 0 0 0 0 50 68
52 Honduras 6 91 2 28 0 0 0 0 98 72
53 Egypt, Arab Rep. 126 588 20 46 44 30 4 4 32 21
54 Nicaragua 8 37 4 38 0 0 0 0 96 62

55 Thailand 30 3,944 39 60 0 0 0 8 61 32
56 El Salvador 32 170 1 87 0 0 0 0 99 13
57 Botswana' . . . . . . . . . . . .

58 Jamaica 64 394 93 38 0 0 0 0 7 62
59 Cameroon 6 121 46 47 0 0 0 0 54 52
60 Guatemala 26 366 9 7 0 0 0 0 91 93
61 Congo, People'sRep. 24 134 88 39 1 0 0 0 11 61
62 Paraguay 5 44 93 68 0 0 0 0 7 32
63 Pens 5 573 51 72 0 0 0 0 49 27
64 Turkey 11 4,352 83 57 1 2 0 5 15 35

65 Tunisia 23 1060 19 70 3 3 5 1 73 26
66 Ecuador 3 68 25 30 0 0 0 0 75 70
67 Mauritius 0 277 16 89 0 0 0 0 84 11
68 Colombia 35 902 43 52 0 1 0 0 57 47

* Data for Taiwan, China are: 187 35,943 47 78 0 0 1 3 52 19



a. Includes unallocable data. b. Figures are for the South African Customs Union comprising South Africa, Namibia, Lesotho, Botswana, and Swaziland; trade
between the component territories is excluded. c. Includes Luxembourg.
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Manufactured exports
(millions of dollars)

Destination of manufactured exports (percentage of total)

Indust nal
market

economies

Nonreporting
nonmember
economies

High-income
oil exporters

Developing
economie?

Origin 1965 1986 1965 1986 1965 1986 1965 1986 1965 1986

69 Chile 28 385 38 40 0 .. 0 62 60
70 Costa Rica 18 404 6 0 0 94
71 Jordan 5 298 49 16 0 0 23 22 28 61
72 SyrianArabRep. 16 378 5 5 12 66 25 6 59 23
73 Lebanon 29 328 19 1 61 19

Upper middle-income 4,878w 161,213 w 46w 60w 23 w 8 w 1 w 3 w 31 w 30 w

74 Brazil 134 9,068 40 56 1 1 0 1 59 42
75 Malaysia 75 4,974 17 69 0 0 2 2 81 29
76 SouthAfrica5 443 7,122 94 . 0 . . 0 . 6
77 Mexico 165 4,859 71 90 0 1 0 0 29 9
78 Uruguay 10 385 71 51 5 2 0 0 24 47

79 Hungaiy 1,053 6,450 11 23 65 53 0 2 24 22
80 Poland . . 8,188 . . 19 . . 42 . . 2 . 37
81 Portugal 355 5,707 59 91 18 2 0 0 23 7
82 Yugoslavia 617 8,320 24 30 41 44 1 2 35 24
83 Panama 1 49 7 . . 0 0 93

84 Argentina 84 1,804 45 37 1 5 0 0 54 58
85 Korea, Rep. of 104 31,931 68 75 0 0 0 5 32 20
86 Algeria 24 147 50 64 2 3 1 0 48 33
87 Venezuela 51 775 59 . . 0 0 41
88 Gabon 10 140 72 . 0 . . 0 28

89 Greece 44 3,048 56 75 6 2 9 5 29 18
90 Oman 0 201 . . 30 . . 0 . . 51 . . 19
91 Trinidad and Tobago 28 340 78 78 0 0 0 0 22 22
92 Israel 281 6,052 67 71 1 0 0 0 31 29
93 Hong Kong 995 32,645 71 60 0 0 1 2 28 38

94 Singapore 338 14,672 9 55 0 1 3 4 88 40
95 Iran, IslamicRep. 58 . . 61 0 10 28
96 Iraq 8 24 . 1 13 63
97 Romania

.

Developing economies 7,984 w 214,337 w 47w 56w 19 w 7w 2w 3w 32 w 32 w
Oil exporters 610w 11,240w 52w 11w 3w 34 w
Exporters of manufactures 6,083 w 177,532 w 42w 54w 24 w 8w 1w 2w 34 w 33 w
Highly indebted countries 1,318 w 32,115 w 43w 20 w Ow 38 w
Sub-Saharan Africa 366w 3,160w 55w 34w 1w Ow Ow Ow 44w 57 w

High-income oil exporters 115 w 4,498 w 30w .. Ow .. 21w .. 49w

98 SaudiArabia 19 1,818 31 0 17 52
99 Kuwait 17 849 18 0 33 49

100 UnitedArabEmirates 0 1,831 . . . . .

101 Libya 7 0 57 0 0 43

Industrial market economies 86,373w 1,151,136w 67w 74 2w 2w 1w 2w 30w 22w

102 Spain 382 19,742 57 71 9 3 0 2 34 24
103 Ireland 203 8,773 82 94 0 0 0 1 17 5
104 New Zealand 53 1,595 90 73 0 0 0 0 10 26
105 Italy 5,587 85,724 68 75 3 3 2 3 27 19
106 United Kingdom 11,346 80,544 61 72 2 1 1 5 36 22

107 Belgiumc 4,823 54,342 86 85 1 1 0 1 13 12
108 Austria 1,204 19,622 67 77 12 6 0 1 21 15
109 Netherlands 3,586 46,197 81 85 2 1 1 1 17 12
110 France 7,139 90,495 64 72 2 2 1 2 33 24
111 Australia 432 4,784 57 48 0 0 0 1 43 51

112 Germany, Fed. Rep. 15,764 217,471 76 78 2 3 1 1 22 17
113 Finland 815 13,188 63 66 23 24 0 1 14 10
114 Denmark 967 12,334 79 80 3 2 0 1 17 17
115 Japan 7,704 203,896 47 62 3 2 2 3 49 33
116 Sweden 2,685 31,196 82 85 3 2 0 1 15 12

117 Canada 2,973 53,509 88 94 0 0 0 0 12 6
118 Norway 734 6,825 78 69 2 1 0 1 20 30
119 UnitedStates 17,833 162,838 58 63 0 0 1 2 40 35
120 Switzerland 2,646 34,997 75 75 2 2 1 2 22 20

Nonreporting nonmembers

121 Albania
122 Angola 36
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dent. Rep.
127 Korea, Dent. Rep.
128 Mongolia
129 USSR



Table 15. Balance of payments and reserves
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Note: For data compaiability and coverage, see the technical notes. Figures in italics are for yearn other than those specified.

Current account
balance

(millions of dollars)

External

financing
requirement

(millions of dollars)

Receipts

of workers
remittances

(millions of dollars)

Net direct
private investment
(millions of dollars)

Gross international reserves

Millions of dollars coverage
of impon

19861970 1986 1970 1986 1970 1986 1970 1986 1970 1986

Low-income economies 3,223 t 33,624 t 4.2 w
China and India 1,023 t 26,898 t 5.5 w
Other low-income 2,200 t 67,27 C 2.2 w

1 Ethiopia -32 5 -43 -289 . . 4 72 332 3.6
2 Bhutan .. ..
3 BurkinaFaso 9 -124 -21 -297 18 150a 0 36 238 4.4
4 Nepal 8 -112 -16 -182 . . 94 146 3.2
5 Bangladesh _114 -538 -234 -1,084 586 2 430 1.9

6 Malawi 35 _57a -46 -84 . . 9 . . 29 30 1.0
7 Zaire -64 -397 -141 -580 2 . . 42 5 189 451 2.1
8 Mali -2 -148 -22 -282 6 45 4 1 31 0.7
9 Burma -63 -210k -81 _310a . 98 131 2.0

10 Mozambique -363 -576 . . 50

11 Madagascar 10 127 -42 _127a . 10 . . 37 115 2.0
12 Uganda 20 0 19 _25a . 4 0 57 29 0.6
13 Bunindi 2 _38a 8a _86a . 0 6 15 76 3.0
14 Tanzania -36 -514 -37 -533 5 . . . . 65 61 0.7
15 logo 3 -105 -14 -181 9 0 13 35 337 7.0

16 Niger 0 -6 -32 -154 . . . . 0 19 193 4.8
17 Benin -1 _125a -21 -15l 2 35a 7 . . 16 8 0.3
18 Somalia -6 -87 -18 -347 5 0 21 20 0.5
19 CentralAfricanRep. -12 -86 -24 -188 . . . . 1 -1 1 70 2.3
20 India _386a _3,604a _592a _3,874a 113 2,000 . 208' 1,023 10,480 6.0
21 Rwanda 7 -69 -12 -186 1 2 0 18 8 162 4.5
22 China -81' -7,034 -81' -7,158 208 . . 1,425 . . 16,417 5.2
23 Kenya 49 -42' -86 42' . . 14 220 445 2.5
24 Zambia 108 -302 107 -323 . . -297 . . 515 71 0.8
25 SierraLeone -16 -36 -20 -68 . . 8 39 14 0.7
26 Sudan -42 -430' -43 -842' . . . . . . . . 22 59 0.4
27 Haiti 2 -70 -5 -173 17 109 3 5 4 23 0.5
28 Pakistan -667 -788 -705 -1,286 86 2,632 23 159 195 1,465 2.2
29 Lesotho 19' -9 0' -64 29' . . . . 4 . . 60 1.8
30 Ghana -68 -43 -76 -166 . . 1 68 4 43 624 7.1

31 SriLanka -59 -417 -71 -592 3 324 0 29 43 377 1.8
32 Mauritania -5 -185 -13 -300 I 2 1 3 3 52 0.9
33 Senegal -16 -284' -66 -284' 3 5 -2' 22 21 0.2
34 Afghanistan . . -556 . . -748 . . . . . . 49 636 5.6
35 Chad 2 -64 -33 -253 1 1 31 2 20 0.6
36 Guinea -40 -40 .

37 Kaznpuchea, Dem. .

38LO.OPDR .. 6
39 VietNam .. . . 243

Middle-income economies 15,738 t 126,940 t 3.3 w
Lower middle-income 4,927 t 39,263 t 3.0w

40 Liberia -16' 51 -27' -11 . . . . 28' -6 . . 3 0.1
41 Yemen, PDR -4 -190 -4 -208 60 283 . . . . 59 154 3.0
42 Indonesia -310 -4,004 -376 -4,099 . . 71 83 258 160 5,265 3.1
43 YemenAmbRep. -34' -126 _52a -326 45' 566 . . 5 . . 432 5.1
44 Philippines -48 996 -138 790 . . 163 -29 127 255 2,611 3.9

45 Monicco -124 -210 -161 -370 63 1,395 20 1 142 487 1.1
46 Bolivia 4 -400' 2 -482' . . 0 -76 10' 46 492 5.4
47 Zimbabwe -14' -42' -13' -91' . . . . . . . . 59 316 2.4
48 Nigeria -368 370 -412 375 . . . . 205 195 224 1,350 2.5
49 DominicanRep. -102 -119 -103 -148 25 241 72 50 32 383 2.5

50 Papua New Guinea -89' -141 -239' -353 . . . . 91 . . 450 3.7
51 Côted'Ivoire -38 -110' -73 -110' . . . . 31 29 119 37 0.2
52 Honduras -64 -155 -68 -271 . . . . 8 30 20 118 1.1
53 Egypt,ArabRep. -148 -6,373' -452 -6,742' 29 2,600' . l,208 165 1,780 1.2
54 Nicaragua -40 -742' -43 -823' . . . . 15 . . 49 .

55 Thailand -250 249 -296 88 . . . . 43 262 911 3,777 3.8
56 El Salvador 9 39' 7 -223' .. 126 4 12 64 353 3.0
57 Botswana -31 169 -37 68 . . . . 6 90 . . 1,198 15.0
58 Jamaica -153 0' -149 Øa 29 92 161 2' 139 98 0.7
59 Camemon -30 59' -47 59' . . 10 16 50' 81 71 0.3
60 Guatemala -8 -11 -8 -36 . . 29 67 79 566 5.3
61 Congo, People's Rep. 45' -595 -53' -659 1' . . 30' 22 9 11 0.1
62 Paraguay -16 -359 -19 -369 . . 0 4 32 18 460 4.5
63 Pens 202 -1,055 146 -1,151 . . . . -70 22 339 2,265 6.0
64 Turkey -44 -1,528 -57 -1,774 273 1,634 58 125 440 2,966 2.5
65 Tunisia -53 -657' -88 -698' 29 320' 16 159' 60 378 1.2
66 Ecuador -113 -613 -122 -658 . . 89 70 76 806 3.0
67 Mauntius 8 99 5 79 . . . . 2 7 46 151 2.2
68 Colombia -293 423 -333 413 6 175 39 673 207 3,481 6.1
* Dataforlaiwan,Chinaare: 1 16,217 2 16,210 .. 61 260 627 48,489 19.6
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account

dollars)

Current
balance

(millions of

External
financing

requirement
(millions of dollars)

Receipts
of workers'
remittances

(millions of dollars)

Net direct
private investment
(millions of dollars)

Gross international reserves

In

Millions of dollars

months
of import
coverage

19861970 1986 1970 1986 1970 1986 1970 1986 1970 1986

69 Chile -91 -1,091 -95 -1,135 -79 57 392 2,949 5.5
70 Costa Rica -74 -100 -77 -191 26 62 16 550 4.0
71 Jordan -20 -42 -130 -671 1,182 21 258 854 2.9
72 Syrian Arab Rep. -69 _464a -72 _l,028a 293 57 357 0.9
73 Lebanon 405 4,093

Upper middle-income 10,811 t 87,677 r 3.4w

74 Brazil -837 _4,930a -861 _4,930a 2 407 350 1,190 6,754 2.7
75 Malaysia 8 -295 2 -309 94 528 667 6,942 5.0
76 South Africa -1,215 3,125 -1,253 3,114 318 -16 1,057 2,254 1.5
77 Mexico -1,068 -1,270 -1,098 -1,470 323 905 756 6,674 3.1
78 Umguay -45 91 -55 66 -5 186 1,500 11.8

79 Hungary -25 -1,287 -25 -1,287 3,979 3.9
80 Poland -1,109 -1,109 -6 882 0.6
81 Portugal _158a 1,121 -158 929 5i 2,529 iSa 239 1,565 9,336 9.6
82 Yugoslavia -372 1,097 -378 1,099 441 3,721 143 2,189 1.4
83 Panama -64 441 -79 320 16 170 0.4

84 Argentina -163 -2,864 -160 -2,864 11 573 682 4,427 4.5
85 Korea, Rep. of -623 4,617 -706 4,606 66 325 610 3,4.44 1.1
86 Algeria -125 -2,224 -163 -2,240 211 309 45 290 352 3,843 3.9
87 Venezuela -104 -2,011 -98 -1,990 . -23 16 1,047 10,917 10.0
88 Gabon -3 -958 -15 -980 0 -1 114 15 131 0.8

89 Greece -422 -1,676 -424 -3,068 333 942 50 471 318 2,812 2.8
90 Oman -966 -966 39 . . 138 13 1,081 3.6
91 Trinidad and Tobago -109 -441 -104 -421 3 0 83 -22 43 495 2.8
92 Israel -562 1,262 -766 -2,939 40 -39 452 5,057 3.9
93 Hong Kong 225a 1 ,552 225 1,552k 282a

94 Singapore -572 478 -585 492 93 582 1,012 12,939 5.4
95 Iran, Islamic Rep. -507 -511 25 217
96 Iraq 105 104 24 472
97 Romania 1,489 1,489 1,851 1.9

Developing economies 18,961 1 160,565 3.5 w
Oil exporters 3,685 t 32,780 3.5 w
Exporters of manufactures 5,9941 73,329t 3.6 w
Highly indebted countries 5,958 r 47,588 3.9w
Sub-Saharan Africa 2,020 6,787 2.1 w

High-income oil exporters 2,475 t 37,664 1 7.2 w

98 Saudi Arabia 71 -10,360 152 -7,408 20 964 670 20,120 6.3
99 Kuwait 853k 6,160 918a 6,342 -288 209 6,494 8.6

100 United Arab Emirates 75 6,486a 68 2,616a 4a 3,689 5.7
101 Libya 645 1,890 758 1,890 139 -316 1,596 7,360 11.1

Industrial market economies 72,868t 610,9961 3.5w

102 Spain 79 4,102 79 4,500 469 1,180 179 3,057 1,851 20,548 5.7
103 Ireland -198 -450 -228 -1,859 32 161 698 3,377 2.4
104 New Zealand -232 -1,299 -222 -1,239 40 345 137 101 258 3,780 4.9
105 Italy 902 3,961 1,385 6,948 446 1,205 498 -2,917 5,547 46,049 4.5
106 United Kingdom 1,913 -1,392 2,316 1,825 -190 -8,378 2,918 25,853 1.5

107 Belgium 717 3,586 904 4,363 154 479 140 -990 2,947 18,900 2.3
108 Austria -75 133 -73 178 13 267 104 -41 1,806 14,427 4.5
109 Netherlands -483 4,686 -511 5,665 -15 -2,198 3,362 28,368 3.6
110 France -204 2,922 18 5,768 130 320 248 -2,116 5,199 63,450 4.2
111 Australia -777 -9,652 -682 -9,503 778 -114 1,709 10,347 3.2

112 Germany, Fed. Rep. 853 37,357 1,899 45,551 -290 -8,121 13,879 88,941 4.3
113 Finland -239 -887 -232 -660 -41 -419 455 2,535 1.5
114 Denmark -544 -4,313 -510 -4,146 75 488 5,601 2.0
115 Japan 1,980 85,831 2,160 87,301 -260 -14,250 4,876 51,727 3.6
116 Sweden -265 3,795 -160 4,651 -104 -2,300 775 8,923 2.6

117 Canada 1,056 -6,723 739 -6,854 566 -1,824 4,733 10,961 1.2
118 Norway -242 -4,440 -200 -3,777 12 32 -107 813 12,987 4.8
119 United States 2,330 -141,460 4,680 -127,450 -6,130 -3,000 15,237 139,884 3.4
120 Switzerland 72 4,525 114 4,427 93 383 5,317 54,339 9.5

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR

a. World Bank estimates.



Table 16. Total external debt

Note: For data comparability and coverage, see the technical notes. Figures in italics axe for years other than those specified.
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long-term debt

(millions of dollars)

Use of IMF credit
(millions of dollars)

Short-term debt
(millions of dollars)

Total external debt
(millions of dollars)

Public and
publicly guaranteed

Private
nongua ranteed

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

Low-income economies
China and India
Other low-income

1 Ethiopia 169 1,989 0 0 0 66 83 2,139
2Bhutan .. .. 0 0
3 BurkinaFaso 21 616 0 0 0 0 49 665
4 Nepal 3 711 0 0 0 15 21 747
5 Bangladesh 0 7,282 0 0 0 461 125 7,868

6 Malawi 122 910 0 0 0 124 - 80 1,114
7 Zaire 311 5,430 0 786 318
8 Mali 238 1,566 0 0 9 85 . 65 1,716
9 Burma 106 3,664 0 0 17 47 55 3,766

10 Mozambique 0 0

11 Madagascar 90 2,635 0 0 0 184 80 2,899
12 Uganda 138 929 0 0 0 229 35 1,193
13 Burundi 7 528 0 0 8 0 23 551
14 Tanzania 250 3,650 15 0 0 45 . 260 3,955
15 Togo 40 882 0 0 0 81 87 1,050

16 Niger 32 1,026 224 0 88 121 1,460
17 Benin 41 781 0 0 0 0 109 890
18 Somalia 77 1,415 0 0 0 145 20 . 1,580
19 Central African Rep. 24 393 0 0 0 33 27 .. 453
20 India 8,018 31,913 100 2,598 10 4,274 2,303 41,088
21 Rwanda 2 412 0 0 3 0 27 439
22 China 17,193 0 0 0 731 . 4,800 22,724
23 Kenya 319 3,438 88 263 0 431 372 4,504
24 Zambia 623 3,575 30 0 0 825 900 . . 5,300
25 Siena Leone 60 459 0 0 0 72 59 . . 590

26 Sudan 307 7,057 0 0 31 740 475 . . 8,272
27 Haiti 40 585 0 0 2 67 46 698
28 Pakistan 3,064 11,764 5 30 45 1,036 790 13,620
29 Lesotho 8 182 0 0 0 0 4 186
30 Ghana 494 1,413 0 0 46 748 . . 224 2,385

31 SriLanka 317 3,448 . . 96 79 286 . 289 4,119
32 Mauritania 27 1,637 0 0 0 36 . . 88 1,761
33 Senegal 100 2,456 31 15 0 247 272 2,990
34 Afghanistan . . . 0 . . 15 0
35 Chad 32 172 0 0 3 9 7 187

36 Guinea 312 1,421 0 0 3 25 69 . 1,516
37 Kampuchea, De,n. .. . . S

38LaoPDR
39 VietNam . .

Middle-income economies
Lower middle-income

40 Liberia 158 1,002 0 0 4 251 50 . . 1,303
41 Yemen, PDR 1 1,927 0 0 0 7 .. 125 2,059
42 Indonesia 2,443 31,901 461 3,828 139 51 . . 6,309 42,090
43 Yemen Arab Rep. 4 2,052 0 0 0 8 249 2,308
44 Philippines 625 19,828 919 1,794 69 1,173 5,378 28,172

45 Momcco 712 14,610 . . . . 28 1,026 2,189 .

46 Bolivia 482 3,523 11 555 6 145 . 397 . . 4,619
47 Zimbabwe 233 1,712 . . 46 0 234 . 489 2,481
48 Nigeria 452 21,496 115 50 0 0 . 330 21,876
49 Dominican Rep. 212 2,609 141 146 7 304 241 . . 3,301

50 PapuaNewGuinea 36 1,147 173 1,095 0 0 62 2,304
51 Côted'Ivoire 255 6,500 11 2,955 0 623 . . 787 10,865
52 Honduras 90 2,342 19 125 0 98 298 2,863
53 Egypt, Arab Rep. 1,713 22,788 0 947 49 31 . 4,790 28,556
54 Nicaragua 147 5,343 0 0 8 0 . . 1,027 6,370

55 Thailand 324 11,023 402 3,108 0 988 . 2,840 17,959
56 El Salvador 88 1,463 88 83 7 43 90 1,680
57 Botswana 17 355 0 0 0 0 0 0 3 358
58 Jamaica 160 2,993 822 64 0 678 . . 147 . 3,882
59 Camemon 131 2,267 9 505 0 0 . 761 0 0 3533
60 Guatemala 106 2,187 14 119 0 70 225 . . 2,601
61 Congo,People'sRep. 124 2,861 0 0 0 12 662 . . 3,534
62 Paraguay 112 1,752 0 86 0 0 122 1,960
63 Peru 856 11,049 1,799 1,337 10 728 2,189 15,303
64 Turkey 1,843 23,309 42 503 74 1,085 . 6,911 . . 31,808

65 Tunisia 541 5,001 0 250 13 183 . . 553 . . 5,987
66 Ecuador 193 7,919 49 59 14 486 490 8,953
67 Mauritius 32 427 0 22 0 158 38 . . 644
68 Colombia 1,299 11,437 283 1,585 55 0 1,597 14,619



Industrial market economies

102 Spain
103 Ireland
104 New Zealand
105 Italy
106 United Kingdom

107 Belgium
108 Austria
109 Netherlands
110 France
111 Australia

112 Germany, Fed. Rep.
113 Finland
114 Denmark
115 Japan
116 Sweden

117 Canada
118 Norway
119 United States
120 Switzerland

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR
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Long-term debt
(millions of dollars)

Use of IMF credit
(millions of dollars)

Short-term debt
(millions of dollars)

Total external debt
(millions of dollars)

Public and
psblicly guaranteed

Private
nongsaranteed

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

69 Chile 2,067 15,109 501 2,821 2 1,331 1,480 20,741
70 CostaRica 134 3,582 112 306 0 172 392 4,453
71 Jordan 119 3,079 0 0 0 70 985 4,134
72 SyrianArabRep. 232 3,060 0 0 10 0 1,290 4,350
73 Lebanon 64 211 0 0 0 0 240 451

Upper middle-income

74 Brazil 3,421 82,523 1,706 14,641 0 4,501 9,010 110,675
75 Malaysia 390 16,759 50 2,891 0 0
76 South Africa . . . . . . . 0 0 .

77 Mexico 3,196 74,962 2,770 16,100 0 4,060 6,600 101,722
78 Umguay 269 2,759 29 43 18 395 573 3,770

79 Hungaiy 13,567 0 0 0 1,031 . . 2,620 17,218
80 Poland . . 35,200 . 0 0 0 1,438 36,638
81 Portugal 485 13,929 85 641 0 700 1,389 . . 16,658
82 Yugoslavia 1,199 13,174 854 4,781 0 2,069 1,340 21,364
83 Panama 194 3,439 0 0 0 353 1,010 4,802

84 Argentina 1,880 38,453 3,291 4,559 0 2,741 3,155 48,908
85 Korea, Rep. of 1,840 29,108 175 5,196 0 1,549 . . 9,256 45,109
86 Algeria 937 14,777 0 0 0 0 3,152 . 17,929
87 Venezuela 728 24,485 236 7,934 0 0 1,472 33,891
88 Gabon 91 1,095 0 0 0 34 440 . 1,568

89 Greece 905 15,015 388 1,659 0 0 . 4,188 . 20,862
90 Oman 0 2,501 0 0 0 0 496 2,997
91 TrinidadandTobago 101 1,154 0 0 0 0 273 1,427
92 Israel 2,274 15,938 361 4,470 13 0 3,367 23,775
93 HongKong . . . . 0 0 .

94 Singapore 152 2,120 248 0 0 . . 268
95 Iran, Islamic Rep. . . 0 0
96 Iraq .. .. .. 0 0 ..
97 Rornania . . 5,309 0 0 0 714 617 . . 6,639

Developing economies
Oil exporters
Exporters of manufactures
Highly indebted countries
Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia
99 Kuwait

100 United Arab Emirates
101 Libya



Table 17. flow of public and private external capital

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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Disbursements
(millions of dollars)

Repayment ofprincipal
(millions of dollars)

Net flown

(millions of dollars)

Public and
publicly

guaranteed
Private

nonguaranteed

Public and
publicly

guaranteed
Private

nonguoranteed

Public and
publicly

guaranteed
Private

nonguaranteed

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

Low-income economies
China and India
Other low-income

1 Ethiopia 28 321 0 0 15 125 0 0 13 195 0 0
2 Bhutan
3 BurkinaFaso 2 94 0 0 2 23 0 0 0 71 0 0
4 Nepal 1 142 0 0 2 18 0 0 2 124 0 0
5 Bangladesh 0 976 0 0 0 162 0 0 0 814 0 0

6 Malawi 40 119 0 0 3 72 0 0 37 47 0 0
7 Zaire 32 233 . . 28 142 . . . . 3 92 .

8 Mali 23 173 0 0 0 23 0 0 23 150 0 0
9 Burma 22 379 0 0 13 159 0 0 9 220 0 0

10 Mozambique

11 Madagascar 11 191 0 0 5 51 0 0 5 141 0 0
12 Uganda 27 80 0 0 4 16 0 0 23 63 0 0
13 Burundi 2 103 0 0 0 19 0 0 1 84 0 0
14 Tanzania 51 185 . 10 43 . 40 142 .

15 logo 4 88 0 0 2 86 0 0 3 2 0 0

16 Niger 12 142 . . 66 2 55 . . 29 11 87 . . 37
17 Benin 2 69 0 0 1 36 0 0 1 33 0 0
18 Somalia 4 125 0 0 1 54 0 0 4 71 0 0
19 Central African Rep. 2 76 0 0 3 9 0 0 1 67 0 0
20 India 931 3,642 25 849 355 1,582 25 773 576 2,061 0 76

21 Rwanda 0 74 0 0 0 13 0 0 0 61 0 0
22 China 0 6,890 0 0 0 1,367 0 0 0 5,522 0 0
23 Kenya 34 582 17 256 17 327
24 Zambia 351 233 . . . . 35 69 . . . 316 164
25 Sierm Leone 8 25 0 0 10 10 0 0 3 14 0 0

26 Sudan 52 189 0 0 22 24 0 0 30 165 0 0
27 Haiti 4 43 0 0 4 11 0 0 1 32 0 0
28 Pakistan 489 1,113 3 19 113 708 1 15 377 405 2 4
29 Lesotho 0 22 0 0 0 10 0 0 0 12 0 0
30 Ghana 43 209 0 0 14 60 0 0 29 149 0 0

31 Sri Lanka 66 501 0 8 29 164 0 6 36 337 0 2
32 Mauritania 5 212 0 0 3 46 0 0 1 166 0 0
33 Senegal 19 390 1 5 5 111 3 3 14 279 2 2
34 Afghanistan . . . . . . . . . . . . . . . .

35 Chad 6 20 0 0 3 2 0 0 3 18 0 0

36 Guinea 90 118 0 0 11 84 0 0 80 34 0 0
37 Kampuchea,Dem. .. .. . . .. ..
38 LaoPDR
39 VietNam

Middle-income economies
Lower middle-income

40 Liberia 8 43 0 0 12 13 0 0 4 30 0 0
41 Yemen, PDR 1 557 0 0 0 77 0 0 1 480 0 0
42 Indonesia 441 4,311 195 550 59 2,385 61 532 383 1,926 134 18
43 YemenArabRep. 4 213 0 0 0 57 0 0 4 156 0 0
44 Philippines 141 1,208 276 110 74 620 186 125 67 588 90 15
45 Morocco 168 1,353 . . . . 37 699 . . . . 131 653 .

46 Bolivia 55 299 3 0 17 74 2 0 38 225 1 0
47 Zimbabwe . . 287 . . . 5 222 . . . . 5 66 .

48 Nigeria 56 1,253 25 0 38 1,233 30 0 18 20 5 0
49 DorninicanRep. 38 190 22 0 7 122 20 4 31 68 2 4
50 Papua New Guinea 43 99 111 279 0 83 20 204 43 16 91 75
51 Côted'Ivoire 78 347 . . . . 28 253 . . . . 49 93 .

52 Honduras 29 207 10 18 3 80 3 29 26 127 7 11
53 Egypt,ArabRep. 397 1,550 . . 310 309 1,034 . . 146 88 516 . . 164
54 Nicaragua 44 531 0 0 16 11 0 0 28 520 0 0

55 Thailand 51 1,302 169 587 23 1,192 107 850 28 110 62 262
56 El Salvador 8 144 24 0 6 115 16 21 2 30 8 21
57 Botswana 6 31 0 0 0 17 0 0 6 14 0 0
58 Jamaica 15 218 165 7 6 216 164 10 9 2 1 2
59 Camemon 29 274 11 207 5 179 2 246 24 95 9 40
60 Guatemala 37 147 6 15 20 134 2 3 17 14 4 12
61 Congo, People's Rep. 20 519 0 0 6 232 0 0 15 286 0 0
62 Paraguay 15 225 0 0 7 109 0 18 8 115 0 18
63 Peru 148 476 240 35 100 262 233 105 48 214 7 70
64 Turkey 329 3,563 1 180 129 1,866 3 79 200 1,697 2 102

65 Tunisia 89 765 0 50 47 507 0 46 42 258 0 4
66 Ecuador 41 1,071 7 3 16 206 11 34 26 865 4 31
67 Mauritius 2 61 0 7 1 36 0 3 1 25 0 4
68 Colombia 254 2,594 0 169 75 924 59 152 179 1,670 59 17



Industrial market economies

102 Spain
103 Ireland
104 New Zealand
105 Italy
106 United Kingdom

107 Belgium
108 Austria
109 Netherlands
110 France
111 Australia

112 Germany, Fed. Rep.
113 Finland
114 Denmark
115 Japan
116 Sweden

117 Canada
118 Norway
119 United States
120 Switzerland

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR

a. Disbursements less repayments of principal may not equal net flow, because of rounding.
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Disbursements
(millions of dollars)

Repayment ofprincipal
(millions of dollars)

Net flown

(millions of dollars)

Public and
publicly

guaranteed
Private

nonguaranteed

Public and
publicly

guaranteed
Private

nonguaranteed

Public and
publicly

guaranteed
Private

nonguaranteed

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

69 Chile 408 1,000 247 162 165 271 41 163 243 729 206 -1
70 CostaRica 30 169 30 20 21 182 20 15 9 -13 10 5

71 Jordan 15 608 0 0 3 360 0 0 12 247 0 0
72 SyrianAmbkep. 60 471 0 0 31 211 0 0 29 261 0 0
73 Lebanon 12 38 0 0 2 16 0 0 10 22 0 0

Upper middle-income

74 Brazil 892 3,170 900 0 256 2,342 200 722 637 828 700 -722
75 Malaysia 45 1,300 12 901 47 1,055 9 803 -2 244 3 97
76 South Africa . . . . . . . . . .

77 Mexico 772 3,762 603 1,700 475 2,517 542 1,990 297 1,245 61 -290
78 Uruguay 37 144 13 0 47 85 4 18 -10 59 9 -18
79 Hungaiy 3,895 0 0 2,832 0 0 1,064 0 0
80 Poland . 1,118 0 0 . . 1,346 0 0 . . -228 0 0
81 Portugal 18 1,885 20 85 63 1,938 22 103 -45 -53 -1 -18
82 Yugoslavia 179 463 465 190 170 934 204 310 9 -471 261 -120
83 Panama 68 213 0 0 24 145 0 0 44 68 0 0

84 Argentina 482 2,303 424 300 344 1,434 428 534 139 869 -4 -234
85 Korea, Rep. of 444 3,235 32 1,666 198 4,664 7 2,699 246 -1,428 25 -1,033
86 Algeria 308 3,430 0 0 34 3,905 0 0 274 -475 0 0
87 Venezuela 226 134 67 0 42 1,332 25 594 184 -1,198 41 -594
88 Gabon 26 252 0 0 9 148 0 0 17 105 0 0

89 Greece 163 2,512 144 217 61 1,090 37 215 102 1,423 107 2
90 Oman 0 790 0 0 0 223 0 0 0 567 0 0
91 Trinidad and Tobago 8 109 0 0 10 136 0 0 -2 -27 0 0
92 Israel 411 658 123 550 26 835 36 574 385 -177 87 -24
93 Hong Kong

94 Singapore 61 447 .. 6 247 55 200
95 Iran, Islamic Rep. . . . -

96 Iraq . . . . . - . - - . . - -

97 Ro,nania .. 745 0 0 1,060 0 0 .. -314
Developing economies

Oil exporters
Exporters of manufactures
Highly indebted countries
Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia
99 Kuwait

100 United Arab Emirates
101 Libya



Table 18. Total external public and private debt and debt service ratios

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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Total long-term debt
disbursed and outstanding

Total interest
payments

on long-term debt
(millions of dollars)

Total long-term debt service as percentage of.

Millions ofdollars
As percentage

of GNP GNP
Exports of goods

and services

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

Low-income economies
China and India
Other low-income

I Ethiopia 169 1,989 9.5 35.7 6 52 1.2 3.2 11.3 25.8
2 Bhutan . . . . . . . . . . . . . . . .
3 BurkinaFaso 21 616 6.5 41.8 0 12 0.6 2.3 6.5 14.8
4 Nepal 3 711 0.3 27.7 0 13 0.3 1.2 3.1 9.4
5 Bangladesh 0 7,282 0.0 47.5 0 108 0.0 1.8 0.0 25.1
6 Malawi 122 910 43.2 78.6 4 36 2.3 9.4 7.8 40.1
7Zaira .. .. ... ... .. .. ...
8 Mali 238 1,566 69.6 95.7 0 13 0.1 2.1 1.0 14.2
9 Burma 106 3,664 4.9 45.3 3 88 0.7 3.0 12.2 55.4

10 Mozambique . . . . . . . . . . .

11 Madagascar 90 2,635 10.4 105.6 2 63 0.8 4.5 3.7 27.7
12 Uganda 138 929 7.3 26.8 5 13 0.5 0.8 2.9 6.5
13 Bunindi 7 528 3.1 44.2 0 12 0.3 2.6 2.3 19.0
14 Tanzania 265 3,650 20.7 81.6 . . . . . . . . .

15 Togo 40 882 16.0 93.7 1 42 0.9 13.6 3.0 32.5
16 Niger . . 1,251 . . 62.0 . . 49 . . 6.6 . . 40.3
17 Benjn 41 781 15.1 56.5 0 22 0.6 4.2 2.2 28.8
18 Somalia 77 1,415 24.4 54.4 0 18 0.3 2.0 1.8 62.1
19 CentralAfricanRep. 24 393 13.4 41.6 1 9 1.8 1.9 5.3 9.6
20 India 8,118 34,511 15.2 15.1 204 1,359 1.1 1.6 27.3 24.6
21 Rwanda 2 439 0.9 23.9 0 5 0.1 1.0 1.2 7.6
22 China . . 17,193 . . 6.3 1,014 . . 0.9 . . 7.8
23 Kenya 406 3,700 26.3 55.5
24 Zambia 653 3,575 37.5 240.5 . . . . . . . . .

25 SiermLeone 60 459 14.3 37.0 3 4 3.1 1.2 10.7 8.2
26 Sudan 307 7,057 15.3 95.9 13 32 1.7 0.8 10.7 7.7
27 Haiti 40 585 10.3 27.4 0 7 1.0 0.9 7.5 6.0
28 Pakistan 3,069 11,794 30.6 36.0 77 358 1.9 3.3 23.7 27.2
29 Lesotho 8 182 7.8 33.4 0 4 0.3 2.5 2.7 4.2
30 Ghana 494 1,413 21.9 25.6 12 28 1.2 1.8 5.5 10.8
31 SriLanka 317 3,544 16.1 55.4 12 121 2.1 4.6 10.9 18.4
32 Mauritania 27 1,637 13.9 210.0 0 31 1.8 9.9 3.3 17.4
33 Senegal 131 2,471 15.5 69.6 2 99 1.1 6.0 4.0 20.2
34 Afghanistan . . . . . . . . . . . . .. .

35 Chad 32 172 9.9 0 2 0.9 4.0 2.2
36 Guinea 312 1,421 47.1 70.4 4 19 2.2 3.6
37 Kampuchea, Dem. . . . . - -
38 Lao PDR
39 VietNam . -

Middle-income economies
Lower middle-income

40 Liberia 158 1,002 39.3 99.0 6 15 4.3 2.7 8.1 6.4
41 Yemen,PDR 1 1,927 . . 189.7 0 22 . . 9.8 0.0 74.6
42 Indonesia 2,904 35,729 29.9 49.7 45 2,363 1.7 7.3 13.9 33.1
43 YemenArabRep. 4 2,052 1.6 41.1 0 42 0.0 2.0 0.0 59.6
44 Philippines 1,544 21,622 21.8 72.2 44 1,092 4.3 6.1 23.0 21.3
45 Morocco . . . . . . . . . . . . . . . . .
46 Bolivia 493 4,078 47.2 90.9 7 132 2.5 4.6 12.6 30.4
47 Zimbabwe . . 1,758 . . 33.2 . . . . . . . . .

48 Nigeria 567 21,876 5.7 45.0 28 391 1.0 3.3 7.1 23.4
49 DominicanRep. 353 2,756 26.1 55.5 13 182 2.9 6.2 15.2 21.7
50 PapuaNewGuinea 209 2,242 33.4 93.1 10 140 4.8 17.7 29.1 35.8
51 Côted'Ivoire 266 9,455 19.5 106.8 . . . . . . . . .

52 Honduras 109 2,467 15.6 72.4 4 117 1.4 6.6 5.0 22.0
53 Egypt, Arab Rep. 1,713 23,735 22.5 58.8 56 766 4.8 4.8 38.0 23.8
54 Nicaragua 147 5,343 19.5 198.2 7 21 3.0 1.2 10.5 12.9
55 Thailand 726 14,130 11.1 35.2 33 1,031 2.5 7.7 13.9 25.4
56 El Salvador 176 1,547 17.3 40.2 9 75 3.1 5.5 12.1 20.8
57 Botswana 17 355 21.2 36.2 0 27 0.6 4.5 0.9 4.3
58 Jamaica 982 3,057 73.1 147.5 63 219 17.4 21.4 43.5 32.7
59 Cameroon 141 2,772 13.0 25.4 5 185 1.0 5.6 4.0 22.8
60 Guatemala 120 2,306 6.5 31.7 7 156 1.6 4.0 8.2 24.3
61 Congo, People'sRep. 124 2,861 46.5 152.1 3 79 3.4 16.5 11.5 39.8
62 Paraguay 112 1,838 19.2 51.5 3 90 1.8 6.1 11.7 25.2
63 Pem 2,655 12,386 38.1 50.5 162 332 7.1 2.8 40.0 20.5
64 Turkey 1,885 23,812 15.0 42.3 44 1,564 1.4 6.2 22.7 32.4
65 Tunisia 541 5,251 38.6 61.5 18 304 4.7 10.0 19.7 30.7
66 Ecuador 242 7,977 14.8 74.4 10 648 2.2 8.3 14.1 33.9
67 Maurjtjus 32 449 14.3 33.4 2 29 1.4 5.1 3.2 7.7
68 Colombia 1,582 13,022 22.5 41.7 59 970 2.8 6.5 19.0 31.5



Industrial market economies

102 Spain
103 Ireland
104 New Zealand
105 Italy
106 United Kingdom

107 Belgium
108 Austria
109 Netherlands
110 France
Ill Australia
112 Germany, Fed. Rep.
113 Finland
114 Denmark
115 Japan
116 Sweden

117 Canada
118 Norway
119 United States
120 Switzerland

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR

Noee: Public and private debt includes public, publicly guaranteed, and private nonguaranteed debt; data are shown only when they are available for all categories.
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Total long-term debt
disbursed and outstanding

Total interest
payments

on long-term debt
(millions of dollars)

Total long-term debt service as percentage of:

Millions of dollars
As percentage

of GNP GNP
Exports of goods

and services

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

69 Chile 2,568 17,930 32.1 120.1 104 1,515 3.9 13.1 24.4 37.1
70 CostaRica 246 3,889 25.3 97.8 14 217 5.7 10.4 19.9 28.9
71 Jordan 119 3,079 22.9 68.9 2 180 0.9 12.1 3.6 28.7
72 SyrianArabRep. 232 3,060 10.8 17.7 6 87 1.7 1.7 11.3 15.6
73 Lebanon 64 211 4.2 I 12 0.2

Upper middle-income

74 Brazil 5,128 97,164 12.2 37.6 135 7,516 0.9 4.1 12.5 41.8
75 Malaysia 440 19,650 10.8 77.0 25 1,394 2.0 12.7 4.5 20.0
76 South Africa . . . . . . . . . . . . . . . . .

77 Mexico 5,966 91,062 17.0 76.1 283 7,737 3.7 10.2 44.3 51.5
78 Umguay 298 2,802 12.5 47.1 17 253 2.9 6.0 23.6 22.3

79 Hungary 13,567 59.6 1,112 17.3 35.9
80 Poland . . 35,200 . . 48.5 . . 1,264 . . 3.6 . . 18.5
81 Portugal 570 14,570 9.2 52.2 34 1,241 1.9 11.8 8.8 32.9
82 Yugoslavia 2,053 17,955 15.0 27.8 104 1,492 3.5 4.2 19.7 17.8
83 Panama 194 3,439 19.5 66.5 7 322 3.1 9.0 7.7 7.6

84 Argentina 5,171 43,012 23.2 51.7 338 3,698 5.0 6.8 51.7 64.1
85 Korea, Rep. of 2,015 34,304 22.5 36.1 76 2,896 3.1 10.8 20.4 24.4
86 Algeria 937 14,777 19.3 24.8 10 1,250 0.9 8.7 3.9 54.8
87 Venezuela 964 32,419 8.7 66.9 53 2,257 1.1 8.6 4.2 37.4
88 Gabon 91 1,095 28.7 37.1 3 61 3.7 7.1 5.6 17.5

89 Greece 1,293 16,674 12.7 42.5 63 1,213 1.6 6.4 14.7 31.9
90 Oman 0 2,501 0.0 38.3 0 172 0.0 6.0 . . 11.3
91 TrinidadandTobago 101 1,154 13.3 24.0 6 92 2.1 4.8 4.6 13.2
92 Israel 2,635 20,408 47.9 72.1 34 1,790 1.7 11.3 6.8 27.5
93 Hong Kong . . .

94 Singapore
95 Iran, Islamic Rep.
96 Iraq
97 Romania 5,309 543 . . . - 11.9

Developing economies
Oil exporters
Exporters of manufactures
Highly indebted countries
Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia
99 Kuwait

100 United Arab Emirates
101 Libya



Table 19. External public debt and debt service ratios

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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External public debt outstanding and disbursed
Interest payments on

external public debt
(millions of dollars)

Debt service as percentage of

Millions of
dollars

As percentage
ofGNP GNP

Exports of
goods and services

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

Low-income economies . 121,205 19.2 w 3,846 1.5 w 14.1 w
China and India 49,1061 9.8w 2,1291 1.0w 11.1 w
Other low-income 7,373 t 72,100 16.6w 54.4 w 2041 1,7181 lii 3.3 w 7.6 w 20.9 w

1 Ethiopia 169 1,989 9.5 35.7 6 52 1.2 3.2 11.3 25.8
2 Bhutan .. .. .. .. . .. ..
3 BurkinaFaso 21 616 6.5 41.8 0 12 0.6 2.3 6.5 14.8
4 Nepal 3 711 0.3 27.7 0 13 0.3 1.2 3.1 9.4
5 Bangladesh 0 7,282 0.0 47.5 0 108 0.0 1.8 0.0 25.1

6 Malawi 122 910 43.2 78.6 4 36 2.3 9.4 7.8 40.1
7 Zaire 311 5,430 9.1 96.8 9 228 1.1 6.6 4.4 18.2
8 Mali 238 1,566 69.6 95.7 0 13 0.1 2.1 1.0 14.2
9 Burma 106 3,664 4.9 45.3 3 88 0.7 3.0 12.2 55.4

10 Mozambique . . . . . . .

11 Madagascar 90 2,635 10.4 105.6 2 63 0.8 4.5 3.7 27.7
12 Uganda 138 929 7.3 26.8 5 13 0.5 0.8 2.9 6.5
13 Bumndi 7 528 3.1 44.2 0 12 0.3 2.6 2.3 19.0
14 Tanzania 250 3,650 19.5 81.6 7 26 1.3 1.5 5.3 15.3
15 Togo 40 882 16.0 93.7 1 42 0.9 13.6 3.0 32.5

16 Niger 32 1,026 5.0 50.9 1 37 0.4 4.6 4.0 27.9
17 Benin 41 781 15.1 56.5 0 22 0.6 4.2 2.2 28.8
18 Somalia 77 1,415 24.4 54.4 0 18 0.3 2.0 1.8 62.1
19 CentralAfricanRep. 24 393 13.4 41.6 1 9 1.8 1.9 5.3 9.6
20 India 8,018 31,913 15.0 14.0 198 1,115 1.0 1.2 25.8 17.9
21 Rwanda 2 412 0.9 22.4 0 5 0.1 1.0 1.2 7.6
22 China . . 17,193 . . 6.3 . . 1,014 . . 0.9 . . 7.8
23 Kenya 319 3,438 20.6 51.6 13 174 1.9 6.5 5.9 22.5
24 Zambia 623 3,575 35.7 240.5 29 55 3.7 8.3 6.4 16.8
25 SienaLeone 60 459 14.3 37.0 3 4 3.! 1.2 10.7 8.2
26 Sudan 307 7,057 15.3 95.9 13 32 1.7 0.8 10.7 7.7
27 Haiti 40 585 10.3 27.4 0 7 1.0 0.9 7.5 6.0
28 Pakistan 3,064 11,764 30.6 35.9 77 355 1.9 3.2 23.6 26.8
29 Lesotho 8 182 7.8 33.4 0 4 0.3 2.5 2.7 4.2
30 Ghana 494 1,413 21.9 25.6 12 28 1.2 1.8 5.5 10.8
31 SriLanka 317 3,448 16.1 53.9 12 113 2.1 4.3 10.9 17.5
32 Mauritania 27 1,637 13.9 210.0 0 31 1.8 9.9 3.3 17.4
33 Senegal 100 2,456 11.9 69.2 2 98 0.8 5.9 2.9 19.9
34 Afghanistan .. .. .. .. .. .. ..
35 Chad 32 172 9.9 21.2 0 2 0.9 0.4 4.0 2.2

36 Guinea 312 1,421 47.1 70.4 4 19 2.2 3.6
37 Kainpuchea, Dem. .

38 Lao PDR
39 VietNam

Middle-income economies 34,068 w 654,432w 12.2 w 42.2 w 1,299 w 43,639 w 1.6w 5.6w 9.8 w 20.8w
Lower middle-income 16,006w 247,863 w 15.2 w 51.9 w 491 w 12,931 w 1.7 w 5.6w 10.7w 24.1 w

40 Liberia 158 1,002 39.3 99.0 6 15 4.3 2.7 8.1 6.4
41 Yemen, PDR 1 1,927 . . 189.7 0 22 . . 9.8 0.0 74.6
42 Indonesia 2,443 31,901 25.2 44.4 24 2,047 0.9 6.2 7.0 27.8
43 Yemen Arab Rep. 4 2,052 1.6 41.1 0 42 0.0 2.0 0.0 59.6
44 Philippines 625 19,828 8.8 66.2 26 962 1.4 5.3 7.5 18.3

45 Morocco 712 14,610 18.2 103.9 24 742 1.6 10.2 8.7 40.4
46 Bolivia 482 3,523 46.1 78.5 7 87 2.2 3.6 11.3 23.7
47 Zimbabwe 233 1,712 15.7 32.4 5 117 0.7 6.4 2.3 22.3
48 Nigeria 452 21,496 4.5 44.2 20 391 0.6 3.3 4.3 23.4
49 Dominican Rep. 212 2,609 15.7 52.5 4 171 0.8 5.9 4.4 20.6
50 Papua New Guinea 36 1,147 5.8 47.6 1 66 0.2 6.2 1.3 12.5
51 Côted'Ivoire 255 6,500 18.7 73.4 12 532 2.9 8.9 7.1 23.3
5Z Honduras 90 2,342 12.9 68.7 3 111 0.8 5.6 2.9 18.5
53 Egypt, Arab Rep. 1,713 22,788 22.5 56.4 56 703 4.8 4.3 38.0 21.3
54 Nicaragua 147 5,343 19.5 198.2 7 21 3.0 1.2 10.5 12.9

55 Thailand 324 11,023 4.9 27.4 16 751 0.6 4.8 3.3 16.1
56 El Salvador 88 1,463 8.6 38.1 4 67 1.0 4.7 3.7 18.0
57 Botswana 17 355 21.2 36.2 0 27 0.6 4.5 0.9 4.3
58 Jamaica 160 2,993 11.9 144.4 9 215 1.1 20.8 2.8 31.7
59 Cameroon 131 2,267 12.1 20.8 4 121 0.8 2.7 3.2 11.2

60 Guatemala 106 2,187 5.7 30.1 6 147 1.4 3.9 7.4 23.4
61 Congo, People's Rep. 124 2,861 46.5 152.1 3 79 3.4 16.5 11.5 39.8
62 Paraguay 112 1,752 19.2 49.1 3 88 1.8 5.5 11.7 22.9
63 Peru 856 11,049 12.3 45.0 44 229 2.1 2.0 11.6 14.4
64 Turkey 1,843 23,309 14.7 41.4 42 1,529 1.4 6.0 22.0 31.3
65 Tunisia 541 5,001 38.6 58.6 18 286 4.7 9.3 19.7 28.5
66 Ecuador 193 7,919 11.8 73.9 7 640 1.4 7.9 8.7 32.3
67 Mauritius 32 427 14.3 31.8 2 28 1.4 4.8 3.2 7.3
68 Colombia 1,299 11,437 18.5 36.6 44 871 1.7 5.7 11.7 27.6



Industrial market economies

102 Spain
103 Ireland
104 New Zealand
105 Italy
106 United Kingdom

107 Belgium
108 Austria
109 Netherlands
110 France
111 Australia

112 Germany, Fed. Rep.
113 Finland
114 Denmark
115 Japan
116 Sweden

117 Canada
118 Norway
119 United States
120 Switzerland

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR
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External public debt outstanding and disbursed Interest payments on
external public debt
(millions of dollars)

Debt service as percentage of.

Millions of
dollars

.4spercentage
of GNP GNP

Exports of
goods and services

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

69 Chile 2,067 15,109 25.8 101.2 78 1,350 3.0 10.9 19.1 30.8
70 Costa Rica 134 3,582 13.8 90.1 7 196 2.9 9.5 10.0 26.3
71 Jordan 119 3,079 22.9 68.9 2 180 0.9 12.1 3.6 28.7
72 SyrianArabRep. 232 3,060 10.8 17.7 6 87 1.7 1.7 11.3 15.6
73 Lebanon 64 211 4.2 1 12 0.2

Upper middle-income 18,062 w 406,569w 10.4w 37.9w 808 w 30,708 w 1.5 w 5.6w 9.2 w 19.7w

74 Brazil 3,421 82,523 8.2 31.9 135 6,066 0.9 3.3 12.5 33.2
75 Malaysia 390 16,759 9.5 65.7 22 1,173 1.7 8.7 3.8 13.7
76 South Africa .. . . . . . . .. . . . . . .

77 Mexico 3,196 74,962 9.1 62.6 216 6,237 2.0 7.3 23.6 36.8
78 Unsguay 269 2,759 11.3 46.4 16 249 2.7 5.6 21.7 20.9

79 Hungaly 13,567 . . 59.6 . . 1,112 17.3 35.9
80 Poland . . 35,200 . . 48.5 . . 1,264 . . 3.6 . . 18.5
81 Portugal 485 13,929 7.8 49.9 29 1,205 1.5 11.3 6.8 31.5
82 Yugoslavia 1,199 13,174 8.8 20.4 72 1,052 1.8 3.1 10.0 12.9
83 Panama 194 3,439 19.5 66.5 7 322 3.1 9.0 7.7 7.6

84 Argentina 1,880 38,453 8.4 46.2 121 3,182 2.1 5.5 21.6 52.2
85 Korea, Rep. of 1,840 29,108 20.6 30.6 71 2,332 3.0 7.4 19.5 16.7
86 Algeria 937 14,777 19.3 24.8 10 1,250 0.9 8.7 3.9 54.8
87 Venezuela 728 24,485 6.6 50.5 40 1,764 0.7 6.4 2.9 27.7
88 Gabon 91 1,095 28.7 37.1 3 61 3.7 7.1 5.6 17.5

89 Greece 905 15,015 8.9 38.2 41 1,082 1.0 5.5 9.3 27.5
90 Oman 0 2,501 0.0 38.3 0 172 0.0 6.0 . . 11.3
91 Trinidad and Tobago 101 1,154 13.3 24.0 6 92 2.1 4.8 4.6 13.2
92 Israel 2,274 15,938 41.3 56.3 13 1,355 0.7 7.7 2.8 18.9
93 Hong Kong . . . .

94 Singapore 152 2,120 7.9 11.8 6 174 0.6 2.3 0.6 1.4
95 Iran, Islamic Rep. .. .. .. ..
96 Iraq .. ..
97 Romania 5,309 . . 543 . . . . . . 11.9

Developing economies 49,458w 775,637w 13.1 w 35.5 w 1,700w 47,485 w 1.5 w 4.4w 10.1 w 20.0w
Oil exporters 10,341 w 211,266w 12,2 w 47.6w 396w 13,642 w 1.7w 6.2 w 12.0 w 30.5 w
Exporters of manufactures 260,276w . . 22.7 w . . 17,254w . . 3.1 w . . 14.0w
Highly indebted countries 17,926w 354,401 w 10.2 w 45.8 w 877w 24,764w 1.6w 5.0w 12.4w 29.5 w
Sub-Saharan Africa 5,336w 82,360w 13.1 w 57.4w 166w 2,404w 1.1 w 4.3 w 5.3 w 19.3 w

High-income oil exporters

98 Saudi Arabia
99 Kuwait

100 United Arab Emirates
101 Libya



Table 20. Terms of external public borrowing
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Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.

Commitments
(millions of dollars)

Average interest

rate
(percent)

Average

maturity
(years)

Average

grace period
(years)

Public loans with

variable interest rates,
as a percentage
ofpublic debt

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

Low-income economies 19,695 5.1w 24 w 6w 11.3 w
China and India 11,958 5.9w 18 w 5w 18.6w
Other low-income 2,680t 7,737 3.2w 3.7w w 32 w 9w 8w 0.2 w 6.2 w

1 Ethiopia 21 257 4.4 2.0 32 35 7 7 0.0 4.1
2 Bhutan . . . . . . . . . . . . . . . .

S

3 BurkinaFaso 9 59 2.3 2.4 36 31 8 7 0.0 0.4
4 Nepal 17 209 2.8 1.0 27 42 6 9 0.0 1.3
5 Bangladesh 0 783 0.0 1.1 0 41 0 10 0.0 0.1

6 Malawi 14 118 3.8 3.2 29 27 6 8 0.0 4.9
7 Zaire 258 446 6.5 5.2 12 26 4 6 0.0 12.9
8 Mali 34 143 1.1 1.4 25 36 9 9 0.0 0.3
9 Burma 50 193 4.1 2.8 16 33 5 9 0.0 0.3

10 Mozambique . . . . 0

11 Madagascar 23 239 2.3 2.3 39 37 9 9 0.0 6.6
12 Uganda 12 0 3.8 0.0 28 0 6 0 0.0 0.3
13 Bunjndj 1 67 2.9 1.0 5 31 2 8 0.0 1.3
14 Tanzania 284 196 1.2 1.0 39 48 11 10 1.6 4.1
15 logo 3 38 4.5 2.8 17 27 4 7 0.0 5.1

16 Niger 19 206 1.2 1.1 40 39 8 9 0.0 14.9
17 Benin 7 45 1.8 5.2 32 19 7 5 0.0 5.4
18 Somalia 2 97 0.0 1.2 3 44 3 9 0.0 0.0
19 Central African Rep. 7 88 2.0 2.2 36 37 8 8 0.0 0.0
20 India 954 5,761 2.5 5.1 34 22 8 5 0.0 10.8

21 Rwanda 9 137 0.8 1.3 50 42 10 9 0.0 0.0
22 China . . 6,197 . . 6.7 . . 14 . . 4 . . 33.1
23 Kenya 50 327 2.6 6.3 37 20 8 5 0.1 3.6
24 Zambia 557 188 4.2 4.8 27 31 9 7 0.0 16.0
25 Sierra Leone 25 37 2.9 0.5 27 16 6 5 10.6 0.6
26 Sudan 95 271 1.8 1.4 17 34 9 8 0.0 13.4
27 Haiti 5 40 4.8 2.1 10 41 1 10 0.0 1.7
28 Pakistan 951 2,084 2.8 6.6 31 26 12 6 0.0 5.2
29 Lesotho 0 40 5.5 3.0 28 31 2 7 0.0 0.0
30 Ghana 57 141 2.1 3.1 37 44 10 9 0.0 0.0
31 Sri Lanka 81 543 3.0 4.1 26 33 5 9 0.0 8.7
32 Mauritania 7 227 6.0 2.3 11 27 3 7 0.0 3.5
33 Senegal 7 396 3.8 3.2 23 29 7 8 0.0 7.2
34 Afghanistan . . . . . . . . . . . . .. . . .

35 Chad 10 55 5.7 0.9 8 48 1 11 0.0 0.2
36 Guinea 68 67 2.9 0.9 13 46 5 10 0.0 11.9
37 Kampuchea, Dem.
38LaoPDR ..
39 VietNam .

Middle-income economies 9,274 1 51,796 6.1w 7.6w 17w 14w 5w 5w 3.6w 53.3w
Lower middle-income 3,978 1 23,542 4.7w 7.3w 21w 16w 6w 5w 1.7w 35.1w

40 Liberia 12 19 6.7 0.0 19 29 5 8 0.0 12.3
41 Yemen, PDR 63 92 0.0 1.4 21 19 11 5 0.0 0.0
42 Indonesia 520 3,930 2.6 7.2 34 16 9 6 0.0 24.5
43 YemenArabRep. 9 196 4.1 4.4 5 21 3 5 0.0 3.4
44 Philippines 171 1,029 0.0 6.0 0 23 0 6 0.8 51.8
45 Morocco 187 1,132 4.6 6.7 20 20 3 6 0.0 34.8
46 Bolivia 24 266 1.9 3.7 47 22 4 6 0.0 23.6
47 Zimbabwe . . 200 . . 5.5 . . 18 . . 4 0.0 28.6
48 Nigeria 65 1,018 6.0 8.6 14 18 4 5 2.7 54.5
49 Dominican Rep. 20 86 2.4 5.5 28 17 5 6 0.0 28.4

50 Papua New Guinea 91 160 6.4 6.9 22 15 8 3 0.0 38.2
51 Côted'Ivoire 70 591 5.8 7.0 19 17 5 5 9.0 47.2
52 Honduras 23 165 4.1 6.6 30 29 7 8 0.0 17.6
53 Egypt, Arab Rep. 704 1,389 6.0 8.8 19 23 8 10 0.0 2.1
54 Nicaragua 23 160 7.1 4.0 18 17 4 4 0.0 26.6
55 Thailand 106 1,746 6.8 6.2 19 16 4 6 0.0 33.5
56 El Salvador 12 108 4.7 3.1 23 39 6 9 0.0 8.3
57 Botswana 38 43 0.6 6.8 39 20 10 6 0.0 10.4
58 Jamaica 24 183 6.0 6.6 16 16 3 4 0.0 20.4
59 Cameroon 42 247 4.7 7.9 29 15 8 4 0.0 5.0

60 Guatemala 50 120 3.7 5.4 26 22 6 6 10.3 31.2
61 Congo,People'sRep. 32 899 2.8 10.6 17 8 6 2 0.0 31.3
62 Paraguay 14 80 5.7 7.9 25 14 6 4 0.0 15.2
63 Peru 125 290 7.4 7.4 11 12 3 3 0.0 35.7
64 Turkey 484 4,451 3.6 7.4 19 12 5 4 0.9 28.9
65 Tunisia 144 716 3.5 6.9 27 16 6 5 0.0 17.6
66 Ecuador 78 1,090 6.2 7.4 20 13 4 4 0.0 72.1
67 Mauritius 14 128 0.0 7.1 24 17 2 5 6.0 17.6
68 Colombia 363 1,540 6.0 8.5 21 14 5 3 0.0 43.8



Industrial market economies

102 Spain
103 Ireland
104 New Zealand
105 Italy
106 United Kingdom

107 Belgium
108 Austria
109 Netherlands
110 France
111 Australia

112 Germany, Fed. Rep.
113 Finland
114 Denmark
115 Japan
116 Sweden

117 Canada
118 Norway
119 United States
120 Switzerland

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR

a. Includes debt in convertible currencies only.
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dollars)

Average interest
rare

(percent)

Average
matarity
(years)

Average
grace period

(years)
Commirmenrs

(millions of

Public loans with
variable interest rates,

as a percentage
ofpublic debt

1970 1986 1970 1986 1970 1986 1970 1986 1970 1986

69 Chile 361 754 6.8 8.6 12 19 3 4 0.0 82.6
70 Costa Rica 58 148 5.6 7.8 28 21 6 5 7.5 57.8
71 Jordan 35 272 3.8 7.3 12 13 5 3 0.0 19.8
72 SyrianArabRep. 14 264 4.4 5.3 9 15 2 4 0.0 1.1
73 Lebanon 7 31 2.9 4.8 22 13 1 3 0.0 11.9

Upper middle-income 5,296 1 28,254 t 7.1 w 7.8 w 14w 12 w 4 w 4w 4.1 w 64.4 w

74 Brazil 1,436 2,650 6.7 8.7 14 13 3 3 11.8 69.4
75 Malaysia 84 2,550 6.1 6.7 19 14 5 4 0.0 52.2
76 South Africa . . . . . . . . . . . . . . . . .

77 Mexico 858 3,595 7.9 8.4 12 14 3 4 5.7 79.7
78 Umguay 71 154 7.9 8.5 12 13 3 3 0.7 69.1

79 Hungaty 3,584 7.8 9 . . 7 69.1
80 Poland . . 1,333 . . 5.3 . . 6 . . 3 . . 61.7
81 Portugal 59 2,035 4.3 7.9 17 9 4 5 0.0 46.4
82 Yugoslavia 199 13 7.1 9.5 17 9 6 4 3.3 66.7
83 Panama 111 142 6.1 8.5 15 15 4 4 0.0 60.2

84 Argentina 494 1,291 7.3 8.9 12 12 3 3 0.0 83.7
85 Korea, Rep. of 691 3,390 5.8 7.5 19 13 6 4 1.1 45.3
86 Algeria 306 2,149 6.4 7.5 10 9 2 2 2.8 29.3
87 Venezuela 198 638 7.8 8.5 8 20 2 6 2.6 92.7
88 Gabon 33 115 5.1 7.7 11 15 2 5 0.0 7.4

89 Greece 246 2,557 7.2 7.5 9 8 4 5 3.5 63.0
90 Oman . . 612 . . 7.8 . . 9 . . 5 0.0 30.7
91 TrinidadAndTobago 3 91 7.4 7.5 10 10 1 2 0.0 49.8
92 Israel 438 575 10.0 9.5 13 13 4 3 0.0 0.4
93 Hong Kong 60 . . .

94 Singapore 69 264 6.9 9.2 18 12 4 6 0.0 18.9
95 Iran, Islamic Rep. . . .

96 Iraq . . . . . . . . . . . . .
97 Romania 456 9.3 28 7 36.6

Developing economies 12,908 t 71,490 t 5.2 w 6.9w 20 w 16 w 6w 5 w 2.3 w 46.8 H

Oil exporters 2,8521 16,036 t 6.1 w 8.0w 18w 14w 5w 5w 4.0w 54.4 to
Exporters of manufactures 26,3181 . . 7.0 w . . 14 w . . 5 w . . 49.3 to
Highly indebted countries 4,781 1 16,382 t 6.6 w 8.0 w 14w 16 w 3 w 4w 5.5 w 68.7 so
Sub-Saharan Africa 1,8801 7,144 f 3.7w 5.4w 26w 25 w 8w 6w 1.5 w 24.9ss

High-income oil exporters

98 Saudi Arabia
99 Kuwait

100 United Arab Emirates
101 Libya



Table 21. Official development assistance from OECD & OPEC members
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Amount

1965 1970 1975 1980 1982 1983 1984 1985 1986 1987

OECD Millions ofUS dollars

103 heland 0 0 9 32 47 32 33 37 58 51
104 New Zealand 0 4 73 75 68 64 56 57 73
105 Italy 60 151 202 683 846 841 1,168 1,126 2,424
106 United Kingdom 472 491 916 1,745 1,720 1,523 1,346 1,456 1,667 1,887
107 Belgium 102 122 394 583 508 460 436 426 516 692
108 Austria 10 21 41 180 239 167 188 258 202 196
109 Netherlands 70 206 686 1,688 1,501 1,205 1,264 1,150 1,747 2,094
110 France 752 937 2,100 4,082 3,856 3,664 3,421 3,807 4,876
111 Australia 119 216 578 704 928 821 854 789 817 618
112 Germany, Fed. Rep. 456 603 1,706 3,543 3,124 3,129 2,646 2,827 3,651 4,454
113 Finland 2 9 58 118 155 171 207 239 350
114 Denmark 13 72 267 555 515 470 540 526 842 855
115 Japan 244 463 1,205 3,529 3,190 3,955 4,439 3,939 5,761
116 Sweden 38 144 662 1,090 1,089 813 800 861 1,167 1,337
117 Canada 96 362 950 1,042 1,240 1,424 1,663 1,634 1,606 1,880
118 Norway 11 50 236 593 675 713 641 671 921
119 United States 4,023 3,125 4,139 7,179 8,246 8,359 8,684 9,294 9,395
120 Switzerland 12 34 118 263 262 332 293 310 424 532

Total 6,480 7,008 14,339 27,683 28,210 28,143 28,678 29,407 36,497

OECD As percentage ofdonor GNP

103 Ireland 0.00 0.00 0.11 0.19 0.25 0.18 0.19 0.22 0.32 0.28
104 New Zealand 0.00 0.06 0.51 0.35 0.25 0.24 0.21 0.23 0.30
105 Italy 0.08 0.13 0.09 0.16 0.19 0.20 0.27 0.26 0.50
106 United Kingdom 0.48 0.40 0.42 0.39 0.32 0.29 0.28 0.31 0.33 0.28
107 Belgium 0.63 0.47 0.68 0.49 0.49 0.51 0.52 0.52 0.57 0.50
108 Austria 0.11 0.14 0.11 0.24 0.32 0.24 0.27 0.37 0.27 0.17
109 Netherlands 0.36 0.62 0.84 0.99 0.96 0.83 0.91 0.85 1.20 0.98
110 France 0.76 0.62 0.66 0.64 0.60 0.63 0.62 0.71 0.82
111 Australia 0.50 0.56 0.60 0.47 0.51 0.43 0.43 0.41 0.43 0.33
112 Germany, Fed. Rep. 0.40 0.35 0.41 0.43 0.41 0.44 0.38 0.42 0.50 0.40
113 Finland 0.02 0.08 0.23 0.24 0.28 0.32 0.39 0.44 0.58
114 Denmark 0.13 0.47 0.76 0.82 0.83 0.81 0.95 0.91 1.30 0.87
115 Japan 0.28 0.23 0.24 0.31 0.26 0.32 0.35 0.29 0.37
116 Sweden 0.18 0.43 0.98 0.92 0.93 0.78 0.80 0.87 1.06 0.84
117 Canada 0.19 0.44 0.58 0.41 0.42 0.45 0.49 0.46 0.44 0.46
118 Norway 0.16 0.47 0.89 1.12 1.14 1.22 1.09 1.12 1.43
119 United States 0.57 0.31 0.26 0.26 0.26 0.24 0.23 0.23 0.22
120 Switzerland 0.09 0.15 0.23 0.24 0.24 0.31 0.28 0.29 0.37 0.30

OECD National currencies

103 Ireland (millions of pounds) 0 0 4 15 33 26 30 35 43 34
104 New Zealand (millions of dollars) 0 3 53 75 82 88 85 110 143
105 Italy (billions of lire) 38 94 132 585 1,144 1,277 2,051 2,150 3,614
106 UnitedKingdom(millionsofpounds) 169 205 414 751 985 1,005 1,007 1,134 1,137 1,151
107 Belgium(millionsoffrancs) 5,100 6,090 14,491 17,057 23,197 23,516 25,200 25,313 23,037 25,835
108 Austria (millions of schillings) 260 538 711 2,326 4,079 2,998 3,764 5,336 3,084 2,478
109 Netherlands(millionsofguilders) 253 746 1,735 3,356 4,009 3,439 4,056 3,820 4,280 4,242
110 France(millionsoffrancs) 3,713 5,205 9,001 17,250 25,340 27,924 29,903 34,204 33,774
111 Australia(millionsofdollars) 106 193 423 632 841 877 942 1,028 1,168 882
112 Germany, Fed. Rep. (millions

ofdeutschemarks) 1,824 2,206 4,198 6,440 7,581 7,989 7,530 8,323 7,928 8,009
113 Finland (millions ofmarkkaa) 6 38 213 438 745 954 1,242 1,483 1,775
114 Denmark (millions of kmner) 90 541 1,533 3,126 4,291 4,301 5,589 5,568 6,813 5,848
115 Japan(billionsofyen) 88 167 358 800 795 939 1,054 940 971
116 Sweden(millionsofkmnor) 197 743 2,749 4,609 6,844 6,236 6,617 7,411 8,312 8,477
117 Canada (millions of dollars) 104 379 967 1,219 1,529 1,754 2,154 2,231 2,232 2,493
118 Norway(millionsofkroner) 79 354 1,232 2,927 4,358 5,201 5,230 5,767 6,807
119 United States (millions of dollars) 4,023 3,125 4,139 7,179 8,246 8,359 8,684 9,294 9,395
120 Switzerland (millions of francs) 52 147 305 440 533 697 688 761 763 793

OECD Summary

ODA(billionsofUSdollars, nominalprices) 6.48 7.01 14.34 27.68 28.21 28.14 28.68 29.41 36.50
ODA as percentage of GNP 0.47 0.34 0.36 0.37 0.35 0.35 0.34 0.34 0.39
ODA (billions of US dollars, constant 1980

prices) 21.03 18.68 22.68 27.68 28.63 28.39 28.92 29.17 30.42
GNP(trillionsofUSdollars, nominalprices) 1.37 2.08 3.93 7.42 8.06 8.11 8.44 8.74 9.42
GDPdeflatoi5' 0.31 0.38 0.63 1.00 0.99 0.99 0.99 1.01 1.20



a. Preliminaiy estimates. b. See the technical notes. c. Excluding Iraq. d. Excluding Iraq and Iran.
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Net bilateral flows to low-income economies

1965 1970 1975 1980 1981 1982 1983 1984 1985 1986

OECD As percentage of donor GNP

103 Ire'and 0.00 0.00 0.00 0.03 0.03 0.04 0.05 0.05 0.06 0.07
104 New Zealand 0.00 0.00 0.07 0.01 0.01 0.00 0.00 0.00 0.00 0.00
105 Italy 0.03 0.03 0.02 0.01 0.02 0.03 0.05 0.08 0.10 0.19
106 United Kingdom 0.23 0.16 0.12 0.16 0.15 0.08 0.09 0.09 0.09 0.10
107 Belgium 0.58 0.29 0.32 0.25 0.21 0.18 0.18 0.19 0.23 0.26
108 Austria 0.06 0.05 0.02 0.03 0.03 0.01 0.02 0.01 0.02 0.02
109 Netherlands 0.08 0.08 0.19 0.34 0.34 0.30 0.25 0.28 0.25 0.38
110 France 0.12 0.09 0.12 0.10 0.12 0.10 0.10 0.13 0.14 0.16
Ill Australia 0.08 0.04 0.07 0.04 0.06 0.07 0.04 0.05 0.04 0.03
112 Germany, Fed. Rep. 0.14 0.10 0.13 0.10 0.10 0.12 0.13 0.11 0.14 0.15
113 Finland 0.00 0.00 0.07 0.10 0.10 0.10 0.13 0.15 0.16 0.21
114 Denmark 0.02 0.11 0.20 0.30 0.19 0.25 0.31 0.27 0.31 0.39
115 Japan 0.13 0.05 0.04 0.07 0.06 0.10 0.09 0.08 0.09 0.13
116 Sweden 0.07 0.11 0.44 0.39 0.31 0.33 0.32 0.31 0.31 0.45
117 Canada 0.10 0.23 0.24 0.12 0.13 0.15 0.14 0.15 0.14 0.12
118 Norway 0.04 0.11 0.29 0.36 0.30 0.38 0.38 0.35 0.37 0.50
119 United States 0.25 0.12 0.08 0.03 0.03 0.03 0.03 0.03 0.04 0.03
120 Switzerland 0.02 0.03 0.09 0.08 0.06 0.09 0.11 0.11 0.11 0.14

Total 0.19 0.11 0.10 0.08 0.08 0.08 0.08 0.08 0.08 0.10

Amount

1976 1978 1979 1980 1981 1982 1983 1984 1985 1986

OPEC Millions of US dollars

48 Nigeria 80 27 29 35 143 58 35 51 45 52
86 Algeria 11 39 281 81 55 129 37 52 52 50
87 Venezuela 109 96 110 135 92 125 142 90 32 85

95 Iran, Islamic Rep. 751 231 -20 -72 -141 -193 10 52 -129 40
96 Iraq 123 123 658 864 207 52 -10 -22 -27 -40
98 Saudi Arabia 2,791 5,250 3,941 5,682 5,514 3,854 3,259 3,194 2,630 3,575
99 Kuwait 706 1,001 971 1,140 1,163 1,161 997 1,020 771 715

100 UnitedArabEmirates 1,028 889 968 1,118 805 406 351 88 71 72
101 Libya 98 132 145 376 257 44 144 24 149 31

Qatar 180 95 282 277 246 139 20 10 9 3

Total OAPEC 4,937 7,529 7,246 9,538 8,247 5,785 4,798 4,366 3,655 4,406
Total OPEC 5,877 7,883 7,365 9,636 8,341 5,775 4,985 4,559 3,603 4,583
OPEC As percentage of donor GNP

48 Nigeria 0.19 0.05 0.05 0.05 0.18 0.07 0.05 0.07 0.06 0.08
86 Algeria 0.07 0.16 0.94 0.22 0.13 0.27 0.07 0.10 0.09 0.09
87 Venezuela 0.35 0.24 0.24 0.26 0.15 0.19 0.22 0.15 0.06 0.16
95 Iran, Islamic Rep. 1.16 0.32 -0.02
96 Iraq 0.76 0.54 1.90 . . . . . . . . . . .

98 Saudi Arabia 5.95 7.98 5.09 5.77 3.91 2.41 2.35 2.74 2.64 4.29
99 Kuwait 4.82 5.10 3.99 4.03 3.24 3.71 3.50 3.62 3.03 2.90

100 United Arab Emirates 8.95 6.08 4.91 4.10 2.57 1.34 1.22 0.30 0.26 0.35
101 Libya 0.66 0.68 0.59 1.27 0.87 0.14 0.48 0.09 0.55

Qatar 7.35 2.74 6.51 5.02 3.53 2.18 0.40 0.17 0.18 0.07

Total OAPEC 4.23 4.42 3.37 333c 2.55c 1.96° 1.88° 1.86° 1.640 2.06°
Total OPEC 2.32 2.38 1.83 212d 174d 131d 122d 121d 105d 143d



Table 22. Official development assistance: receipts

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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Net disbursements of ODA from all sources

Millions ofdollars
Per capita
(dollars)

1986

As percentage

of GNP
19861980 1981 1982 1983 1984 1985 1986

Low-income economies 12,042 11,590 11,652 11,366 11,573 13,023 16,059 6.4 w 2.4 w
China and India 2,213 2,387 2,069 2,410 2,408 2,467 3,193 1.7w 0.6 w
Other low-income 9,829 9,203 9,583 8,956 9,165 10,556 12,866 19.6 w 9.0 w

1 Ethiopia 212 245 200 339 364 715 642 14.8 11.5
2 Ehutan 8 10 11 13 18 24 40 30.2 19.3
3 BurkinaFaso 212 217 213 184 189 198 284 35.0 19.3
4 Nepal 163 181 200 201 198 236 301 17.7 11.7
5 Bangladesh 1,282 1,104 1,346 1,067 1,200 1,151 1,455 14.1 9.5

6 Malawi 143 137 121 117 158 113 203 27.9 17.5
7 Zaire 428 394 348 315 312 325 448 14.1 8.0
8 Mali 267 230 210 215 320 380 372 49.1 22.7
9 Burma 309 283 319 302 275 356 416 10.9 5.1

10 Mozambique 169 144 208 211 259 300 422 29.7 9.8
11 Madagascar 230 234 242 183 153 188 316 30.0 12.7
12 Uganda 114 136 133 137 163 183 198 13.1 5.7
13 Burundi 117 121 127 140 141 142 187 38.7 15.7
14 Tanzania 679 703 684 594 558 487 681 29.5 15.2
15 logo 91 63 77 112 110 114 174 55.4 18.5

16 Niger 170 194 257 175 161 305 308 46.6 15.2
17 Benin 91 82 81 86 77 96 138 33.1 10.0
18 Somalia 433 374 462 343 350 353 523 94.3 27.8
19 CentralAfricanRep. 111 102 90 93 114 104 139 52.5 14.8
20 India 2,147 1,910 1,545 1,741 1,610 1,527 2,059 2.6 0.9
21 Rwanda 155 153 151 150 165 181 211 33.8 11.5
22 China 66 477 524 669 798 940 1,134 1.1 0.4
23 Kenya 397 449 485 400 411 438 458 21.6 6.9
24 Zambia 318 232 317 217 239 328 464 66.8 31.2
25 SierraLeone 91 60 82 66 61 66 87 23.2 7.0
26 Sudan 583 632 740 962 622 1,128 940 41.7 12.8
27 Haiti 105 107 128 134 135 153 175 29.0 8.2
28 Pakistan 1,130 764 849 668 683 735 952 9.6 2.9
29 Lesotho 94 104 93 108 101 94 88 55.3 16.1
30 Ghana 192 148 141 110 216 204 371 28.2 6.6
31 Sri Lanka 390 377 416 473 466 484 571 35.4 8.9
32 Mauritania 176 234 187 175 174 201 187 103.1 23.9
33 Senegal 262 397 285 322 368 294 567 83.8 16.0
34 Afghanistan 32 23 9 14 7 17 2 0.1
35 Chad 35 60 65 95 115 182 165 32.0
36 Guinea 89 106 90 68 123 119 175 27.6
37 Kampuchea,Dem. 281 130 44 37 17 13 13 1.7
38 Lao PDR 41 35 38 30 34 37 48 13.1
39 VietNam 228 242 136 106 110 114 147 2.3

Middle-income economies 13,589 t 13,519 t 11,846 t 11,712 t 11,916 I 12,653 I 13,395 t 11.5 w 0.9w
Lower middle-income 11,589 t 11,265 t 9,956 t 9,466 t 9,537 t 9,536 t 10,039 t 14.5 w 2.0w

40 Liberia 98 108 109 118 133 90 97 43.0 9.6
41 Yemen, PDR 100 87 143 106 102 112 58 26.2 5.7
42 Indonesia 949 975 906 744 673 603 711 4.3 1.0
43 YemenArabRep. 472 411 412 328 325 275 233 28.5 4.7
44 Philippines 300 376 333 429 397 486 956 16.7 3.2

45 Morocco 894 1,033 771 396 352 838 336 15.0 2.4
46 Bolivia 169 169 147 174 172 202 322 49.0 7.2
47 Zimbabwe 164 212 216 208 298 237 225 25.8 4.2
48 Nigeria 36 41 37 48 33 32 60 0.6 0.1
49 Dominican Rep. 125 105 137 103 198 222 106 16.1 2.1
50 Papua New Guinea 326 336 311 333 322 259 263 77.2 10.9
51 Côted'Ivoire 210 124 137 156 128 125 186 17.5 2.1
52 Honduras 103 109 158 192 290 276 288 63.7 8.5
53 Egypt, Arab Rep. 1,387 1,292 1,416 1,438 1,769 1,766 1,667 33.5 4.1
54 Nicaragua 223 172 121 120 114 102 150 44.3 5.6
55 Thailand 418 406 389 431 474 481 496 9.4 1.2
56 El Salvador 96 167 223 295 263 345 355 72.8 9.2
57 Botswana 106 97 101 104 102 96 102 92.3 10.4
58 Jamaica 136 155 180 181 170 169 177 74.7 8.5
59 Camemon 265 199 212 129 186 159 225 21.3 2.1

60 Guatemala 73 75 54 76 65 83 135 16.5 1.9
61 Congo, People's Rep. 92 81 93 108 98 71 110 56.4 5.9
62 Paraguay 30 54 85 51 50 50 66 17.4 1.9
63 Peru 203 233 188 297 310 316 272 13.7 1.1
64 Turkey 950 723 642 351 241 175 346 6.7 0.6
65 Tunisia 232 239 210 205 178 163 199 27.3 2.3
66 Ecuador 46 59 53 64 136 136 147 15.2 1.4
67 Mauritius 33 58 48 41 36 28 56 54.6 4.2
68 Colombia 90 102 97 86 88 62 63 2.2 0.2
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Net disbursements ofODA from all sources

Millions ofdollars
Per capita

(dollars)
1986

As percentage
ofGNP
19861980 1981 1982 1983 1984 1985 1986

69 Chile -10 -7 -8 0 2 40 -5 -0.4 0.0
70 Costa Rica 65 55 80 252 218 280 196 76.5 4.9
71 Jordan 1,275 1,065 798 787 686 541 537 148.4 12.0
72 Syrian Arab Rep. 1,696 1,500 962 990 853 623 842 77.7 4.9
73 Lebanon 237 455 187 127 77 94 62 23.2

Upper middle-income 2,000t 2,254t l,889t 2,246t 2,379t 3,117t 3,357t 7.1w 0.4w

74 Brazil 85 235 208 101 161 123 178 1.3 0.1
75 Malaysia 135 143 135 177 327 229 193 12.0 0.8
76 South Africa
77 Mexico 56 99 140 132 83 144 252 3.i 0.2
78 Uruguay 10 7 4 3 4 5 27 9.0 0.4

79 Hungaiy .

80 Poland . . . . . . . . . . . . . . .

81 Portugal 112 82 49 43 97 101 139 13.7 0.5
82 Yugoslavia -17 -15 -8 3 3 11 19 0.8 0.0
83 Panama 46 39 41 47 72 69 52 23.3 1.0

84 Argentina 18 44 30 48 49 39 88 2.8 0.1
85 Korea, Rep. of 139 330 34 8 -37 -9 -18 -0.4 0.0
86 Algeria 176 167 136 95 122 173 165 7.4 0.3
87 Venezuela 15 14 13 10 14 11 16 0.9 0.0
88 Gabon 56 44 62 64 76 61 79 77.2 2.7

89 Greece 40 13 12 13 13 11 19 1.9 0.0
90 Oman 168 231 133 71 67 78 84 64.9 1.3
91 TrinidadandTobago 5 -2 6 5 5 7 19 16.0 0.4
92 Israel 892 773 857 1,345 1,256 1,978 1,937 450.0 6.8
93 Hong Kong 11 9 8 9 14 20 18 3.4 0.0

94 Singapore 14 22 20 15 41 24 30 11.5 0.2
95 Iran,IslamicRep. 31 9 3 48 13 16 27 0.6
96 Iraq 9 9 6 13 4 26 33 2.0
97 Romania

Developing economies 25,630 25,109 23,498 23,078 23,489 25,676 1 29,454 8.1 w 1.4w
Oil exporters 4,985 4,718 4,177 3,958 4,130 3,907 4,437 8.2 w 1.0w
Exporters of manufactures 3,449 3,823 3,239 3,933 3,941 4,715 5,497 2.7 w 0.5 w
Highly indebted countries 2,307 2,723 2,401 2,376 2,320 3,018 3,287 5.8 w 0.4 w
Sub-Saharan Africa 6,971 6,971 7,162 6,964 7,207 8,228 10,018 23.1 w 6.2 w

High-income oil exporters 46 t 50 t 80 59 t 48 1 42 t 81 t 4.2 w 0.1 w

98 Saudi Arabia 15 30 57 44 36 29 31 2.6 0.0
99 Kuwait 10 10 6 5 4 4 5 2.8 0.0

100 United Arab Emirates 4 1 5 4 3 3 34 24.2 0.2
101 Libya 17 Il 12 6 5 5 11 2.8

Industrial market economies

102 Spain 23 2 22 0 0 0 0 0.0 0.0
103 Ireland
104 New Zealand
105 Italy
106 United Kingdom

107 Belgium
108 Austria
109 Netherlands
110 France
111 Australia

112 Germany, Fed. Rep.
113 Finland
114 Denmark
115 Japan
116 Sweden

117 Canada
118 Norway
119 United States
120 Switzerland

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

53

32

61

14

60

16

75

13

95

12

92

18

131

18

14.6

1.8

126 GermanDem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 23. Central government expenditure
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Total

expenditure Overall
Economic (percentage of surplus/deficit
services Other' GNP) (percentage of GNP)

Note: For data comparability and coverage, see the technical noteu. Figurea in italics are for years other than those specified.

Percentage of total expenditure

Defense Education Health

Housing,
amenities;

social security
and welfare

1972 1986 1972 1986 1972 1986 1972 1986

Low-income economies
China and India
Other low-income 6.2w

I Ethiopia 14.3 14.4 . . 5.7 . 4.4 . .
2 Bhutan . .. .. .. .. .. .. ..
3 BurkinaFaso 11.5 19.2 20.6 17.7 8.2 6.2 6.6 8.3
4 Nepal 7.2 6.2 7.2 12.1 4.7 5.0 0.7 6.8
5 Bangladesh' 5.1 11.2 14.8 9.9 5.0 5.3 9.8 0.6
6 Malawib 3.1 6.0 15.8 11.0 5.5 6.9 5.8 1.9
7 Zaire 11.1 . . 15.2 . . 2.3 . . 2.0 . .

8 Mali . . 8.1 . . 9.0 . . 1.7 . . 6.2
9 Burma 31.6 18.8 15.0 11.7 6.1 7.7 7.5 8.4

10 Mozambique . . . . . . . .

11 Madagascar 3.6 . . 9.1 . . 4.2 . . 9.9 . .

12 Uganda 23.1 26.3 15.3 15.0 5.3 2.4 7.3 0.8
13 Bunindi 10.3 . . 23.4 . . 6.0 . . 2.7 . .

14 Tanzania 11.9 13.8 17.3 7.2 7.2 4.9 2.1 1.4
15 logo . . 6.9 . . 11.7 . . 3.6 . . 9.2

16 Niger
17 Benin . . . . . . . . .

18 Somalia" 23.3 . . 5.5 7.2 1.9 . .

19 Central African Rep. . . . . . . .. ..
20 India . . 18.4 . . 2.1 5.6
21 Rwanda 25.6 . . 22.2 . . 5.7 . . 2.6 . .

22 China .. .. .. .. .. .. .. ..
23 Kenya" 6.0 8.7 21.9 19.7 7.9 6.4 3.9 0.5
24 Zambia" 0.0 . . 19.0 16.0 7.4 7.2 1.3 2.6
25 Sierra Leoneb . 3.4 . . 12.8 . . 5.8 . . 2.0
26 Sudan" 24.1 . . 9.3 . . 5.4 . . 1.4 . .

27 Haiti .. .. .. .. .. .. .. ..
28 Pakistan 39.9 33.9 1.2 3.2 1.1 1.0 3.2 10.5
29 Lesotho 0.0 9.6 22.4 15.5 7.3 6.9 6.3 1.5
30 Ghanab 7.9 6.5 20.1 23.9 6.3 8.3 4.1 7.3

31 SriLanka 3.1 8.0 13.0 8.4 6.4 4.0 19.5 11.1
32 Mauritania
33 Senegal . . . .

34 Afghanistan . . . .. . . . .

35 Chad 24.6 4.4 1.7 . .

36 Guinea . .

37 Kampuchea, Dem. ..
38LaoPDR
39 VietNam
Middle-income economies 13.8 w 11.7w 13.2w 11.2w 4.9w 4.8w 19.1 w 15.2w

Lower middle-income 16.1 w 15.8w 22.1w 14.5w 6.6w 4.0w 15.9w 9.1w
40 Liberia . . 7.7 . . 14.2 5.7 1.8
41 Yemen, PDR .. . . .. .. .. .. .. ..
42 Indonesia 18.6 9.3 7.4 8.5 1.4 1.9 0.9 1.4
43 YemenArabRep. . . 28.8 . . 22.5 . . 4.7 . . 0.0
44 Philippines" 10.9 11.9 16.3 20.1 3.2 6.0 0.7 1.6
45 Morocco 12.3 16.4 19.2 16.6 4.8 2.8 8.4 6.6
46 Bolivia 18.8 5.8 31.3 11.6 6.3 1.4 0.0 6.0
47 Zimbabwe .. 15.2 . . 20.9 . . 6.2 . . 4.7
48 Nigeria" 40.2 . . 4.5 . . 3.6 . . 0.8 . .

49 Dominican Rep. 8.5 8.1 14.2 12.8 11.7 9.0 11.8 13.0

50 PapuaNewGuinea" 4.5 .. 17.0 . . 9.6 .. 2.0
51 Côted'Ivoire . . 3.9 . . 20.5 . . 4.0 . . 1.8
52 Honduras 12.4 . . 22.3 . . 10.2 . . 8.7 . .

53 Egypt, ArabRep. . . 17.7 . . 10.8 . . 2.4 . . 14.9
54 Nicaragua 12.3 . . 16.6 . . 4.0 . . 16.4 . .

55 Thailand 20.2 20.2 19.9 19.5 3.7 5.7 7.0 4.6
56 El Salvador 6.6 28.7 21.4 17.5 10.9 7.5 7.6 4.6
57 Botswana" 0.0 6.4 10.1 17.7 6.1 5.0 21.5 73
58 Jamaica . . . . . . . . . . . . . . . .

59 Cameroon . . 8.8 .. 14.4 . . 5.1 . . 11.4

60 Guatemala 11.0 . . 19.4 . . 9.5 . . 4.7 . .

61 Congo, People's Rep. . . . . . . . . . . . . . .

62 Paraguay 13.8 12.1 12.1 12.2 3.5 3.1 18.3 32.3
63 Peru' 14.8 22.6 . . 6.1 . . 2.5 . .

64 Turkey 15.5 I.5 18.1 11.9 3.2 2.2 0.8 2.8

65 Tunisia 4.9 7.9 30.5 14.3 7.4 6.5 8.8 12.4
66 Ecuador" 15.7 11.8 27.5 24.5 4.5 7.3 0.8 0.9
67 Mauritius 0.8 0.8 13.5 13.4 10.3 7.7 3.1 1.6
68 Colombia . . . . . . . . . . . . . . . .

1986 1972 1986 1972 1986 1972 1986

23:8w 389w 20:8w -5.1 w
. . 38.3 . . 13.7 -1.4
.. .. ..

13.9 37.6 34.7 11.1 13.2 0.3 1.6
48.5 23.0 21.5 8.5 19.7 -1.2 -8.1
41.6 25.9 31.3 9.4 10.9 -1.9 -0.2
30.5 36.8 43.7 22.1 31.5 -6.2 -8.4

. . 56.1 . . 19.8 . . -3.8
7.7 . . 67.3 . . 34.0 . . -9.6

35.1 19.7 18.2 20.0 16.2 -7.3 -0.8
. . . . . . .

. . 32.7 . . 20.8 . . -2.5
14.8 36.6 40.7 21.8 9.4 -8.1 -2.8

. . 23.8 . . 19.9 . . 0.0
24.0 22.6 48.6 19.7 23.9 -5.0
23.5 . . 45.2 . . 42.3 _5: I

.

. . .

40.5 . . 13.5 . . 0.6
.. .. .. .

23.4 . . 48.5 . . 16.4 -8.1
. . 21.9 . . 12.5 . . -2.7
.. .. ..

27.6 30.2 37.0 21.0 27.8 -3.9 -6
16.1 45.7 58.1 34.0 38.2 -13.8 -16.3
15.4 . . 60.4 . . 13.6 -8.9

. . 44.1 . . 19.2 -0.8

.. .. .. 14.5
25.8 33.2 25.6 16.9 23.1 -6.9
25.5 42.7 41.0 14.5 24.2 3.5 -2.6
15.7 46.6 38.3 19.5 14.0 -5.8 0.1
10.2 37.7 58.3 25.4 30.5 -5.3 -9.2

. . . . .

. . 18.8 -2.8

.. .

. . 14.9 -2.7

20.0w 22.4w 37.1 w 21.7w 27.5w -3.3 w -5.8w
21.5w 14.9w 35.1w 22.1 w 24.9w -5.2w -4.5w
34.5 . . 36.2 27.1 -9.0

.. .. .. .

19.3 41.3 59.6 15.1 26.9 -2.5 -3.9
7.8 . . 36.1 . . 25.5 . . -10.3

44.9 51.3 15.6 13.4 10.8 -2.0 -1.9
25.9 29.7 31.7 22.8 35.3 -3.9 -8.4

5.8 31.3 69.4 9.6 32.0 -1.8 -28.3
26.0 . . 27.0 . . 35.2 . . -7.0

. . 31.4 . . 10.2 . . -0.9
43.5 18.3 13.6 20.0 15.3 -0.2 -2.0
18.6 . . 48.3 . . 34.8 -2.6
31.5 . . 38.3 . . 31.2 . . -3.1

. . 18.1 . . 15.4 . . -2.7
9.3 . . 44.9 . . 40.6 . . -10.9

. . 23.4 . . 15.5 56.4 -3.9 -15.9
22.6 23.5 27.4 17.2 21.7 -4.3 -5.6
22.6 39.0 19.2 12.8 12.9 -1.0 -0.8
29.7 34.3 34.0 33.6 49.4 -23.8 31.8

. . . . . . . . .

33.8 . . 26.6 . . 22.4 . . 0.8
. . 31.5 . . 9.9 -2.2
. . . . . . . . . . .

10.1 32.7 30.2 13.1 7.9 -1.7 1.5
. . 23.3 . . 16.7 14.1 -1.0

24.3 20.6 45.3 22.7 21.8 -2.2 -3.3
33.1 25.1 25.7 23.1 36.9 -0.9 -4.6
19.8 22.6 35.8 13.4 15.7 0.2 2.1
12.4 58.3 64.1 16.3 24.9 -1.2 -3.5

. . . . . . 13.0 -2.5

1972

::
22.9

..
15.5
57.2
39.3

33.1
13.3

. .

20.1
. .

40.5
12.4
33.9
39.0

. .

. .

21.6
. .

. .

22.0
..

30.1
26.7

. .

15.8
..

21.4
21.4
15.1

20.2

. .

..
21.8

. .

26.6w
24.4w

. .

..
30.5

. .

17.6

25.6
12.5

. .

19.6
35.4

. .

..
28.3

. .

27.2

25.6
14.4
27.9

. .

. .

23.8
. .

19.6
30.6
41.8
23.3
28.9
13.9

. .



Percentage of total expenditure

a. See the technical notes. b. Refers to budgetary data.
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Defense Education Health

Hosting,
amenities;

social security
and welfare a

Economic
services

Total
expenditure

(percentage
Other a GNP)

of
Overall

surplus/deficit
(percentage of GNP)

1972 1986 1972 1986 1972 1986 1972 1986 1972 1986 1972 1986 1972 1986 1972 1986

69 Chile 6.1 10.7 14.3 12.5 8.2 6.0 39.8 42.6 15.3 9.2 16.3 19.0 43.2 33.6 -13.0 -1.1
70 Costa Rica 2.8 2.2 28.3 16.2 3.8 19.3 26.7 26.7 21.8 12.3 16.7 23.3 18.9 29.3 -4.5 -5.0
71 Jordan 26.7 . . 12.2 3.8 . . 8.6 22.5 . . 26.2 . . 46.0 . . -10.0
72 Syrian Arab Rep. 37.2 . . 11.3 39.9 . . 6.7 . . 28.8 -3.5
73 Lebanon

Uppermiddle-income 13.1 w 10.3w 9.6w 10.2w 4.2w 5.1 w 21.4w 17.3w 27.7w 19.6w 24.0w 37.5w 21.6w 28.3w -2.7w -6.3w
74 Brazil 8.3 3.1 8.3 3.0 6.7 6.4 35.0 23.7 23.3 11.2 18.3 52.7 17.4 26.4 -0.3 -11.6
75 Malaysia 18.5 23.4 . 6.8 . . 4.4 0.0 14.2 . 32.7 . . 26.5 36.6 -9.4 -7.2
76 South Africa . . . . . . . . . . . . . 21.8 26.8 -4.2 -4.5
77 Mexico 4.2 2.5 16.4 11.5 5.1 1.4 25.0 11.4 34.2 25.7 15.2 47.5 12.0 27.3 -3.0 -9.2
78 Uruguay 5.6 10.2 9.5 7.1 1.6 4.8 52.3 49.5 9.8 8.3 21.2 20.1 25.0 24.7 -2.5 -0.7
79 Hungary 6.9 1.6 . 3.6 . . 25.7 . . 38.8 . . 23.4 62.6 -3.3
80 Poland . . . 42.2 -0.3
81 Portugal .. .. .. .. .. .. .. .. .. ..
82 Yugoslavia 20.5 60.0 . . . . 35.6 9.0 12.0 15.4 31.9 15.7 21.1 6.6 -0.4 0.0
83 Panama 0.0 0.0 20.7 16.0 15.1 15.8 10.8 16.7 24.2 9.0 29.r 42.5 2Z6 32.5 -6.5 -3.2
84 Argentina 10.0 5.2 20.0 6.0 0.0 1.3 20.0 33.0 30.0 18.4 20.0 36.0 19.6 25.8 -4.9 -8.0
85 Korea, Rep. of 25.8 29.2 15.8 18.1 1.2 1.5 5.9 7.2 25.6 16.2 25.7 27.7 18.0 17.8 -3.9 -0.1
86 Algeria .. .. .. .. .. .. .. .. .. .. .. .. ..
87 Venezuela 10.3 4.9 18.6 19.8 11.7 8.1 9.2 14.0 25.4 17.9 24.8 35.3 21.4 26.6 -0.3 2.9
88 Gabon . . . . . . . . . . . . . . . . 40.1 41.0 -12.9 0.1

89 Greece 14.9 . . 9.1 . . 7.4 . 30.6 . 26.4 . 11.7 . . 27.5 50.9 -1.7 -14.4
90 Oman 39.3 41.9 3.7 10.1 5.9 5.0 3.0 1.4 24.4 20.8 23.6 20.8 62.1 63.2 -15.3 -27.9
91 Trinidad and Tobago . . . . . . . . . . . . . . . . . . . .

92 Israel 42.9 30.1 7.1 6.7 3.6 3.4 7.1 20.4 7.1 5.7 32.2 33.7 43.9 72.1 -15.7 -3.5
93 Hong Kong . . . . . . . . . . . . . . . . . . . . . . . .

94 Singapore 20.1 22.5 9.0 21.6 4.5 6.5 2.2 5.7 5.7 17.7 58.6 26.0 29.5 26.5 1.3 2.0
95 Iran, IslamicRep. 24.1 . . 10.4 . . 3.6 . . 6.1 . . 30.6 . . 25.2 . . 30.8 -4.6
96 Iraq .. .. .. .. .. .. .. .. .. .. .. ..
97 Romania 6.2 4.7 3.2 1.8 0.5 0.8 16.5 21.9 .. 55.5 73.5 15.4

Developing economies 14.3w 12.5 w 12.5 w 10.3 w 4.7w 4.5 w 16.9w 13.8w 25.6w 20.6w 26.0w 38.3w 18.7w 26.3w -3.5 w -6.2 ii
Oil exporters 15.8w 11.2w 15.9w 13.3 w 5.4w 4.3 w 12.1 w 10.8w 32.3 w 22.3 w 18.5 w 38.1 w 18.4w 27.0w -3.2w -4.7ii
Exporters of manufactures . . 13.6w . . 5.5w . . 4.2w . . 16.2w . . 20.3w . . 40.2w . . 24.7w . . -7.Os
Highly indebted countries 10.1 w 5.7 w 15.8 w 10.3 w 6.8w 4.9w 29.3 w 18.8w 22.5 w 18.0w 15.5 w 42.3 w 17.5 w 23.7w -2.7w -7.6s
Sub-Saharan Africa ..

High-income oil exporters

98 Saudi Arabia . . . . . . . . . . . . . . . . . . . . . . . .

99 Kuwait 8.4 12.8 15.0 12.6 5.5 7.1 11.9 20.5 16.6 22.4 42.5 24.6 34.4 41.5 17.4 23.6
100 UnitedArabEmiratest' 24.4 45.3 16.5 9.7 4.3 6.2 6.1 5.0 18.3 5.1 30.5 28.7 4.3 1Z5 0.3
101 Libya .. . . . . . . . . . . . ..
Industrial market economies 21.7w 16.4w 5.4w 4.5w 11.2w 12.9w 42.3w 39.0w 12.8w 9.5w 12.0w 12.3w 22.2w 28.6w -1.8w -5.1w
102 Spain 6.5 4.4 8.3 6.2 0.9 13.1 49.8 48.5 17.5 11.7 17.0 16.3 19.8 29.1 -0.5 -7.7
103 Ireland . . 3.1 . . 11.7 . . 13.2 . . 30.1 . . 15.0 . . 26.9 33.0 54.7 -5.5 -11.6
104 New ZealancP' 5.8 4.7 16.9 10.9 14.8 12.5 25.6 32.2 16.5 12.3 20.4 27.4 29.2 42.8 -3.9 -4.9
105 Italy 6.3 3.2 16.1 7.2 13.5 9.9 44.8 30.0 18.4 13.2 0.9 36.5 27.6 50.2 -8.1 -14.1
106 UnitedKingdom 16.7 13.3 2.6 2.1 12.2 12.6 26.5 30.2 11.1 8.9 30.8 33.0 32.3 40.6 -2.7 -3.4
107 Belgium 6.7 5.3 15.5 13.0 1.5 1.7 41.0 41.5 18.9 11.9 16.4 26.5 39.9 56.7 -4.4 -10.6
108 Austria 3.3 3.1 10.2 9.7 10.1 12.0 53.7 42.6 11.3 13.8 11.4 18.8 29.6 40.5 -0.2 -5.9
109 Netherlands . . 5.2 . 11.1 . 10.8 . . 39.8 . . 10.7 . 22.5 41.0 56.6 0.0 -1.7
110 France . . . . . . . . . . 32.0 44.1 0.7 -2.8
111 Australia 14.2 9.3 4.2 7.2 7.0 9.5 20.3 28.9 14.4 7.8 39.9 37.3 18.8 27.9 0.3 -2.3
112 Germany, Fed. Rep. 12.4 8.8 1.5 0.6 17.5 17.9 46.9 50.5 11.3 6.8 10.4 15.4 24.2 29.9 0.7 -0.7
113 Finland 6.1 5.2 15.3 13.7 10.6 10.6 28.4 35.7 27.9 21.0 11.6 13.7 24.3 31.1 1.2 -0.5
114 Denmark 7.3 5.2 16.0 9.2 10.0 1.0 41.6 40.0 11.3 6.8 13.7 37.8 32.6 39.5 2.7 -3.8
115 Japan . . . . . . . . . . . 12.7 17.4 -1.9 -4.9
116 Sweden 12.5 6.6 14.8 8.9 3.6 1.1 44.3 51.8 10.6 6.8 14.3 24.8 27.9 44.1 -1.2 -2.6
117 Canada . . 7.6 . . 3.4 . . 6.1 . . 35.0 . . 14.9 . . 33.1 . . 25.4 . . -6.2
118 Norway 9.7 8.3 9.9 8.7 12.3 10.5 39.9 35.0 20.2 19.5 8.0 17.9 35.0 40.6 -1.5 3.9
119 United States 32.2 25.8 3.2 1.7 8.6 11.6 35.3 31.0 10.6 8.8 10.1 21.1 19.0 24.5 -1.5 -5.0
120 Switzerland 15.1 10.3 4.2 3.1 10.0 13.1 39.5 50.6 18.4 12.2 12.8 10.8 13.3 18.6 0.9 -0.1
Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR
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Note: For data comparability and coverage, see the technical notes. Figures in italics are for yeara other than those specified.

Percentage of total current revenue

Total current
revenue

(percentage
of GNP)

Tax revenue

Nontax
revenue

Taxes on
income,

profit, and
capital gain

Social
security

contributions

Domestic
taxes

on goods
and services

Taxes on
international

trade and
transactions Other taxes

1972 1986 1972 1986 1972 1986 1972 1986 1972 1986 1972 1986 1972 1986

Low-income economies
China and India
Other low-income 16.8w :: 32.2w 28:1w 19:8w : 15:4w

1 Ethiopia 23.0 . . 0.0 . . 29.8 30.4 5.6 11.1 10.5
2 Bhutan . . . . . . . . . . . . . . . . . . . . . . .

3 BurkinaFaso 16.8 12.4 0.0 7.6 18.0 13.8 51.8 33.9 3.2 6.1 10.2 26.2 11.4 15.1
4 Nepal 4.1 8.0 0.0 0.0 26.5 40.7 36.7 277 19.0 6.2 13.7 17.4 5.2 9.2
5 Banglades&' 3.7 9.6 0.0 0.0 22.4 28.1 18.0 22.3 3.8 5.7 52.2 34.3 8.6 9.4
6 Malawit 31.5 34.6 0.0 0.0 24.3 28.5 20.0 21.5 0.4 0.5 23.9 14.9 16.0 22.3
7 Zaire 22.2 26.8 2.2 0.7 12.7 19.2 57.9 37.3 1.4 1.6 3.7 14.4 14.3 19.9
8 Mali . . 9.2 . . 3.6 .. 31.2 . . 21.7 . . 19.6 . . 14.7 . . 16.3
9 Burma 28.7 4.8 0.0 0.0 13.4 15.9 34.2 40.0 23.8 39.3 12.4 13.7

10 Mozambique . . . . . . . . . . .

11 Madagascar 13.1 . . 7.2 . . 29.9 . . 33.6 . . 5.5 . . 10.8 . . 18.3
12 Uganda 22.1 5.5 0.0 0.0 32.8 19.1 36.3 75.3 0.3 0.0 8.5 0.0 13.7 5.9
13 Bunrndi 18.1 1.2 18.3 40.3 15.6 6.5 11.5
14 Tanzania 29.9 . . 0.0 . . 29.1 . . 21.7 . . 0.5 . . 18.8 . . 15.8
15 Togo . . 30.3 6.2 7.6 32.1 1.1 . . 22.6 . . 32.4

16 Niger
17 Benin . . . . . . . . . . . . .

18 Somaliab 10.7 0.0 24.7 45.3 5.2 14.0 . . 13.7
19 Central African Rep. . . . . . . . . . . . . . . . . . . . .

20 India . . 14.8 . . 0.0 . . 38.0 . . 26.9 . . 0.4 . . 19.9 . . 13.3

21 Rwanda 17.9 . . 4.4 14.1 41.7 13.8 8.1 9.8
22 China . . . . . . . . . . . . . . . . . . . . . . . . .

23 Kenyab 35.6 30.2 0.0 0.0 19.9 38.9 24.3 18.0 1.4 0.6 18.8 12.3 18.0 21.5
24 Zambiab 49.7 28.4 0.0 0.0 20.2 40.2 14.3 22.6 0.1 1.3 15.6 7.5 23.2 23.9
25 Sierra Leoneb . 28.0 . . 0.0 . . 25.0 . . 40.4 . . 1.0 . . 5.6 . . 6.5
26 Suda&' 11.8 0.0 30.4 40.5 1.5 15.7 18.0
27 Haiti .. .. .. .. .. .. .. .. .. .. ..
28 Pakistan 13.6 11.9 0.0 0.0 35.9 33.0 34.2 31.0 0.5 0.3 15.8 23.8 12.5 16.2
29 Lesotho 10.3 11.1 0.0 0.0 2.5 10.3 74.0 67.8 5.4 0.2 7.8 10.5 15.4 21.9
30 Ghan&' 18.4 19.4 0.0 0.0 29.4 28.4 40.6 40.8 0.2 0.2 11.5 11.2 15.1 13.9

31 SriLanka 19,1 13.0 0.0 0.0 34.7 40.1 35.4 29.7 2.1 1.8 8.7 15.5 20.1 20.6
32 Mauritania . . . . . . . . . . . . . . .

33 Senegal 20.0 .. .. 25.9 . . 42.7 7.5 3.8 .. 17.0
34 Afghanistan . . . . . . . . . . . . . . . . . . . . . . .

35 Chad 16.7 21.0 0.0 0.0 12.3 8.5 45.2 46.2 20.5 12.7 5.3 11.6 10.8

36 Guinea
37 Kampuchea, Dem.
38LaoPDR .. ..
39 VietNam . . . . .

Middle-income economies 21.3 w 25.7w 23.8w 25.5w 14.1 w 8.3w . . 22.5 w 26.3w 19.1 w 24.0w
Lower middle-income 19.7 w 31.7w 33.9w 24.3w 21.1 w 13.7w 15.3w . . 16.7w 21.4w

40 Liberia . . 39.7 0.0 . . 24.9 28.6 2.5 . . 4.3 . . 17.8
41 Yemen, PDR .. .. .. .. .. .. .. .. .. ..
42 Indonesia 45.5 40.4 0.0 0.0 22.8 23.3 17.6 4.9 3.5 1.8 10.6 29.7 13.4 23.1
43 YemenArabRep. . . 12.2 . . 0.0 . . 11.6 . . 43.1 . . 11.7 . . 21.4 . . 19.5
44 Philippines" 13.8 26.6 0.0 0.0 24.3 36.4 23.0 23.7 29.7 2.5 9.3 10.8 12.4 11.5

45 Momcco 16.4 18.7 5.9 5.0 45.7 37.8 13.2 16.1 6.1 7.7 12.6 14.8 18.5 26.8
46 Bolivia 15.4 6.5 . . 28.6 30.8 14.3 46.2 28.6 7.7 -6.5 8.0 28.6 7.8 3.2
47 Zimbabwe . . 42.8 . . 0.0 . . 30.6 . . 15.6 . . 1.1 . . 10.0 . . 26.8
48 Nigeriab 43.0 . . 0.0 . . 26.3 . . 17.5 . . 0.2 . . 13.0 . . 11.6
49 Dominican Rep. 17.9 19.0 3.9 3.5 19.0 33.8 40.3 33.7 1.8 2.2 17.0 7.8 19.4 13.3

50 PapuaNewGuinea" . . 47.9 0.0 . . 14.3 24.1 1.9 .. 11.8 . . 22.4
51 Côted'Ivoire . . 11.4 . . 4.4 . . 15.7 . . 26.7 . . 41.7 .. . . 28.2
52 Honduras 19.2 . . 3.0 . . 33.8 . . 28.2 . . 2.3 . . 13.5 . . 12.6
53 Egypt, Arab Rep. . . 16.4 . . 13.3 . . 10.8 . . 14.1 . . 7.2 . . 38.2 . . 34.3
54 Nicaragua 9.5 14.4 14.0 10.5 37.3 48.5 24.4 7.1 9.0 10.6 5.8 8.9 12.6 39.6

55 Thailand 12.1 20.7 0.0 0.0 46.3 43.9 28.7 22.2 1.8 2.0 11.2 11.1 12.9 16.3
56 ElSalvador 15.2 20.0 0.0 0.0 25.6 31.6 36.1 41.4 17.2 -1.8 6.0 8.9 11.6 14.7
57 Botswanab 19.9 29.8 0.0 0.0 2.2 0.9 47.2 13.9 0.7 0.1 29.9 55.2 30.7 82.6
58 Jamaica . . . . . . . . . . . . . . . . . . .
59 Camenson . . 57.2 . . 5.4 .. 10.9 . . 15.2 . . 3.3 . . 8.0 . . 24.3

60 Guatemala 12.7 . . 36.1 . . 26.2 15.6 . . 9.4 . . 8.9
61 Congo, People's Rep. 19.4 . . 0.0 . . 40.3 . . 26.5 . . 6.3 . . 7.5 . . 18.4
62 Paraguay 8.8 12.2 10.4 12.7 26.1 26.1 24.8 11.4 17.0 22.5 12.9 15.1 11.5 9.6
63 Pens" 17.2 22.0 32.2 46.6 15.9 22.6 22.1 1.2 12.6 7.6 15.5 12.9
64 Thrkey 43.5 . . . . 31.0 . . 6.6 . . 4.3 . . 14.6 17.6 18.5

65 Tunisia 15.9 12.2 7.1 7.9 31.6 19.8 21.8 28.5 7.8 5.5 15.7 26.2 23.6 34.4
66 Ecuador" 19.6 65.0 0.0 0.0 19.1 13.7 52.4 173 5.1 2.0 3.8 2.0 13.6 17.7
67 Mauritius 22.7 9.1 0.0 0.0 23.3 19.9 40.2 56.4 5.5 4.4 8.2 10.1 15.6 21.5
68 Colombia 37.2 13.9 16.0 . . 20.3 . . 7.2 . . 5.5 . . 10.6
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Percentage of total current revenue

Total current
revenue

(percentage
of GNP)

Tax revenue

Nontax
revenue

Taxes on
income,

profit, and
capital gain

Social
security

contributions

Domestic
taxes

on goods
and services

Taxes on
international

trade and
transactions Other taxes a

1972 1986 1972 1986 1972 1986 1972 1986 1972 1986 1972 1986 1972 1986

69 Chile 14.3 11.7 28.6 7.5 28.6 43.6 14.3 8.8 0.0 7.5 14.3 20.8 30.2 31.7
70 Costa Rica 17.7 10.8 13.4 24.7 38.1 28.2 18.1 21.1 1.6 -0.2 11.0 15.5 15.7 24.5
71 Jordan . . 13.2 . 0.0 . . 12.9 . . 33.1 . 14.8 . . 25.9 . . 26.7
72 SyrianArabRep. 6.8 . . 0.0 . . 10.4 . . 17.3 . . 12.1 . . 53.4 . . 25.1
73 Lebanon . . . . . .

Upper middle-income 22.5 23.8 21.1 25.8 11.6 6.6 24.8 28.3 20.3 25.0

74 Brazil 20.0 17.7 27.7 20.8 35.4 164 7.7 2.4 3.1 3.8 6.2 38.9 18.8 27.2
75 Malaysia 25.2 43.0 0.1 0.7 24.2 17.6 27.9 16.6 1.4 2.2 21.2 19.8 20.3 29.3
76 South Africa 54.8 52.2 1.2 1.2 21.5 32.5 4.6 2.5 5.0 3.1 12.8 8.5 21.2 23.3
77 Mexico 36.4 24.3 19.4 12.9 32.1 67.0 13.2 4.0 -9.8 -17.0 8.6 8.8 10.4 18.1
78 Uruguay 4.7 8.2 30.0 27.3 24.5 43.6 6.1 13.7 22.0 2.5 12.6 4.7 22.7 24.3

79 Hungary . . 15.9 . . 24.0 . . 29.0 6.2 11.5 . . 13.5 . . 59.4
80 Poland . . 25.8 . . 24.9 . . 29.8 . . 7.0 . . 6.2 . . 6.3 . . 42.0
81 Portugal .. .. .. .. .. .. .. .. .. .. ..
82 Yugoslavia 0.0 0.0 52.3 0.0 24.5 63.1 19.5 35.6 0.0 0.0 3.7 1.3 20.7 6.6
83 Panama 23.3 23.1 22.4 20.3 13.2 15.2 16.0 10.6 7.7 3.4 17.3 27.3 21.8 28.3

84 Argentina 0.0 4.9 33.3 27.1 0.0 37.4 33.3 14.7 0.0 6,3 33.3 9.7 14.7 22.8
85 Korea, Rep. of 29.1 25.2 0.7 1.6 41.8 42.7 10.7 14.9 5.2 3.9 12.5 11.7 13.2 18.8
86 Algeria . . . . . . . . . . . . . . . . . . . . . . . . .

87 Venezuela 54.2 58.4 6.0 2.9 6.7 5.4 6.1 15.4 1.1 2.2 25.9 15.6 21.9 31.8
88 Gabon 18.2 44.2 6.0 0.0 9.5 6.5 44.9 16.2 4.2 1.9 17.2 31.2 28.3 42.0

89 Greece 12.2 17.9 24.5 34.9 35.5 36.3 6.7 0.5 12.0 0.2 9.2 10.2 25.4 35.8
90 Oman 71.1 19.8 0.0 0.0 0.0 1.2 3.0 4.4 2.3 0.9 23.6 73.8 47.4 33.5
91 Trinidad and Tobago . . . . . . . . . . . . . . . . . . . . . . . . .

92 Israel 40.0 369 0.0 8.8 20.0 29.0 20.0 4.8 10.0 2.8 10.0 17.7 31.3 564
93 Hong Kong . . . . . . . . . . . . . . . . . . . . . . . . .

94 Singapore 24.4 27.0 0.0 0.0 17.6 13.8 11.1 3.6 15.5 15.1 31.4 40.6 21.6 27.0
95 Iran, Islamic Rep. 7.9 . . 2.7 6.4 14.6 4.9 . . 63.6 26.2
96 Iraq .. .. .. .. .. .. .. .. ..
97 Romania 6.3 0.0 7.9 165 0.0 0.0 0.0 0.0 0.0 12.3 85.8 71.2

Developing economies 21.1 w 24.6w 25.7 w 26.8w 16.1 w 10.5w . . 21.4 w 25.5w 16.2 w 22.7w
Oil exporters 28.0 w 32.5w 19.2 w 23.6w 14.5 w 8.4w 30.6w 29.0w 15.9 w 22.6w
Exporters of manufactures
Highly indebted countries

. ,

18.3 w
18.0w
22.0w

. .

28.1 w
25.1 w
32.1 w

. .

13.9w
8.9w
8.3w

, .

. .

. . . .

12.4 w
31.6w
22.9w

. .

16.4 w
23.0w
21.3w

Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia
99 Kuwait

. .

68.8
.

0.6 . . 19.7 o14 i1 o1 0.0 9.9 97.7 55.2 66.2
100 United Arab Emirates" 0.0 0.0 0.0 0.0 0.0 100.0 . . 0.2
101 Libya .

Industrial market economies 4.1 w 40.0 w 21.2w 17.3w 2.0w 1.2w 6.2w 9.0w 21.6w 24.1w
102 Spain 15.9 22.9 38.9 45.2 23.4 15.8 10.0 4.1 0.7 2.2 11.1 9.8 20.0 23.7
103 Ireland 28.3 33.6 9.0 14.4 32.1 32.1 16.7 7.2 3.2 1.2 10.6 11.5 30.3 45.3
104 New Zealand" 61.4 61.8 0.0 0.0 19.9 17.5 4.1 3.5 4.5 1.9 10.0 15.3 28.0 39.5
105 Italy 16.6 38.5 39.2 28.7 31.7 23.5 0.4 0.0 4.3 9.3 7.7 3.1 23.3 36.7
106 United Kingdom 39.4 38.9 15.6 17.5 27.1 30.4 1.7 0.0 5.4 1.9 10.8 11.4 33.1 37.9

107 Belgium 31.3 37.9 32.4 34.0 28.9 21.4 1.0 0.0 3.3 2.1 3.1 4.5 35.6 46.5
108 Austria 20.7 19.4 30.0 36.7 28.3 26.6 5.4 1.4 10.2 7.3 5.5 8.6 29.7 35.0
109 Netherlands 32.5 24.3 36.7 37.9 22.3 20.6 0.5 0.0 3.4 2.3 4.7 14.8 43.4 51.6
110 France 16.9 17.5 37.1 43.8 37.9 29.9 0.3 0.1 2.9 4.0 4.9 4.7 33.0 40.9
111 Australia 58.3 60.0 0.0 0.0 21.9 23.5 5.2 5.2 2.1 0.5 12.5 10.9 20.7 25.8

112 Germany, Fed. Rep. 19.7 17.5 46.6 53.3 28.1 21.8 0.8 0.0 0.8 0.2 4.0 7.3 25.3 29.4
113 Finland 30.0 31.5 7.8 9.6 47.7 45.7 3.1 0.8 5.8 4.4 5.5 7.9 26.5 29.8
114 Denmark 40.0 37.2 5.1 3.7 42.1 41.7 3.1 0.1 2.8 3.8 6.8 13.5 35.5 43.8
115 Japan 64.8 6Z 4 0.0 0.0 22.6 18.9 3.5 1.7 6.8 7.5 2.4 4.6 11.2 12.6
116 Sweden 27.0 16.0 21.6 29.8 34.0 29.6 1.5 0.5 4.7 8.3 11.3 15.8 32.4 41.1

117 Canada . . 49.3 . . 14.5 . . 18.5 . . 4.7 . . 0.0 . . 13.0 . . 19.7
118 Norway 22.6 20.2 20.6 21.8 48.0 39.7 1.6 0.5 1.0 1.0 6.2 16.7 36.8 48.4
119 United States 59.2 50.1 23.8 33.9 7.1 3.9 1.6 1.7 2.5 0.8 5.7 9.5 17.6 19.5
120 Switzerland 13.9 14.8 37.3 52.7 21.5 20.5 16.7 7.8 2.6 -1.3 8.0 5.5 14.5 18.3

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dens. Rep.
128 Mongolia
129 USSR



Table 25. Money and interest rates
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Note: For data compaiBbility and coverege, see the technical notes. Figures in italics are for years other than those specified.

Monetary holdings, broadly defined
Average

annual
inflation

(GDP deflator)

Nominal interest rates of banks
(average annual percentage)

Average annual
nominal growth
rate (percent)

Average outstanding
(percentage of GD?) Deposit rate Lending rate

1965-80 1980-86 1965 1980 1986 1980-86 1980 1986 1980 1986

Low-income economies
China and India
Other low-income

1 Ethiopia 12.7 12.8 12.5 25.2 37.3 3.4
2 Bhutan
3 BurkinaFaso 17.1 12.6 9.3 18.5 22.1 6.3 6.25 5.25 9.38 8.83
4 Nepal 17.9 18.6 8.4 21.9 28.7 8.8 4.00 7.17 14.00 15.67
5 Bangladesh 23.8 18.6 26.7 11.2 8.25 12.00 11.33 12.00

6 Malawi 15.4 15.9 17.7 20.3 22.0 12.4 7.92 12.75 16.67 19.00
7 Zaire 28.0 56.4 11.7 8.9 10.8 54.1
8 Mali 14.4 16.0 . . 17.4 23.0 7.4 6.19 6.08 9.38 8.83
9 Burma 11.5 14.3 29.0 23.9 35.8 2.1

10 Mozambique 28.1

11 Madagascar 11.9 14.3 19.6 27.6 25.7 17.8 5.63 11.50 9.50 14.50
12 Uganda 23.2 77.8 . . 12.7 7.8 74.9 6.80 35.00 10.80 33.33
13 Burundi 15.7 11.7 10.1 12.7 17.1 6.4 2.50 8.00 12.00 12.00
14 Tanzania 20.1 . . . . 37.2 . . 21.5 6.25 8.50 11.50 18.50
15 Togo 20.3 12.6 10.9 29.0 45.3 6.7 6.25 5.25 9.38 8.83

16 Niger 18.3 6.6 3.8 13.3 15.9 6.6 6.25 5.25 9.38 8.83
17 Benin 17.3 9.8 10.6 21.1 22.8 8.6 6.25 5.25 9.38 8.83
18 Somalia 20.4 29.4 12.7 25.1 10.7 45.4 4.50 14.00 7.50 20.58
19 Central African Rep. 12.7 7.5 13.5 18.9 17.4 11.5 5.50 7.25 10.50 12.00
20 India 15.3 17.6 25.7 36.2 43.9 7.8 . . . . 16.50 16.50

21 Rwanda 19.0 9.9 15.8 13.6 15.4 5.6 6.25 6.25 13.50 14.00
22 China . . 23.9 34.9 56.5 3.8 5.40 . . .

23 Kenya 18.6 15.2 37.7 39.8 9.9 5.75 11.25 10.58 14.00
24 Zambia 12.7 24.4 . . 32.6 28.3 23.3 7.00 . . 9.50 27.40
25 SierraLeone 15.9 43.2 11.7 20.6 27.2 33.5 9.17 14.17 11.00 15.00

26 Sudan 21.0 34.5 14.2 28.2 32.3 32.6
27 Haiti 20.3 7.4 9.9 26.1 . . 7.7 10.00
28 Pakistan 14.7 14.8 40.8 38.7 38.4 7.5 . . . . .

29 Lesotho . . 20.2 . . . . 48.4 13.1 9.6 10.04 11.00 13.42
30 Ghana 25.9 42.8 20.3 16.2 11.3 50.8 11.50 17.00 19.00 20.00

31 Sri Lanka 15.1 17.7 31.4 32.9 33.6 13.5 14.50 12.21 19.00 9.80
32 Mauritania 20.7 12.0 5.7 20.5 22.9 9.9 . . 7.33 . . 10.67
33 Senegal 15.6 9.8 15.3 27.0 24.5 9.5 6.25 5.25 9.38 8.83
34 Afghanistan 14.0 13.8 14.4 26.8 . . 9.00 9.00 13.00 13.00
35 Chad 12.5 19.8 9.3 20.0 25.5 5.50 5.50 11.00 11.00

36 Guinea .

37 Kampuchea,Dem.
38 Lao PDR
39 VietNam . .

Middle-income economi es
Lower middle-income

40 Liberia 1.1 10.30 7.25 18.40 14.45
41 Yemen, PDR 15.2 13.2 114.8 175.0 4.8 . . . . .

42 Indonesia 54.4 24.1 13.2 26.3 8.9 6.00 18.00 9.00 21.49
43 Yemen Arab Rep. . . 23.0 74.7 78.3 13.1 . . . . .

44 Philippines 17.7 16.7 19.9 19.0 20.9 18.2 12.25 11.25 14.00 17.53

45 Morocco 15.8 14.8 29.4 45.4 53.7 7.7 4.88 8.50 7.00 8.75
46 Bolivia 24.3 642.6 10.9 16.2 13.7 683.7 18.00 . . 28.00
47 Zimbabwe . . 12.4 . . 54.6 45.3 13.0 3.52 10.28 17.54 13.00
48 Nigeria 28.5 9.8 13.9 25.1 34.5 10.5 5.27 9.12 8.43 9.43
49 DominicanRep. 18.5 21.1 18.0 23.4 27.7 15.9 . . . . .

50 PapuaNewGuinea . . 9.8 . . 32.9 35.5 . . 6.90 11.49 11.15 12.33
51 Côted'Ivoire 20.4 9.4 21.8 26.7 29.4 8.3 6.25 5.25 9.38 8.83
52 Honduras t4.6 10.9 15.4 23.3 29.1 5.2 7.00 10.10 18.50 19.00
53 Egypt, Arab Rep. 17.7 23.2 35.3 49.7 74.0 12.4 7.04 8.50
54 Nicaragua 15.0 . . 15.4 21.0 . . 56.5 7.50 .

55 Thailand 17.8 19.0 25.6 35.9 63.0 3.0 12.00 9.75 18.00 19.00
56 El Salvador 14.3 18.3 21.6 28.1 32.0 14.9 . . . . . .

57 Botswana . . 19.7 . . 31.1 27.1 7.6 5.00 8.67 8.48 11.00
58 Jamaica 17.2 26.5 24.3 35.6 51.1 19.8 10.29 19.02 13.00 23.00
59 Cameroon 19.1 18.9 12.5 19.7 19.4 11.0 7.50 7.25 13.00 13.00

60 Guatemala 16.3 13.7 15.2 20.5 22.5 11.3 9.00 . . . .

61 Congo, People's Rep. 14.2 12.3 16.5 14.7 20.1 7.5 6.50 8.00 11.00 11.50
62 Paraguay 21.3 16.8 12.1 19.8 16.7 19.0
63 Peni 25.9 100.8 18.7 16.3 15.6 100.1 . . . .

64 Turkey 27.4 51.0 23.0 16.7 25.4 37.3 10.00 49.20 25.67

65 Tunisia 17.4 15.3 30.2 42.1 51.5 8.9 2.50 5.25 7.25 9.17
66 Ecuador 22.6 . . 15.6 20.2 . . 29.5 . . . . . .

67 Mauritius 21.8 15.6 27.3 41.1 45.0 8.1 9.25 9.50 12.19 14.33
68 Colombia 26.5 27.2 19.8 23.7 . . 22.6 31.30 29.10 19.00
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Monetary holdings, broadly defined Average
annual

inflation
(GDP deflator)

Nominal interest rates of banks
(average annual percentage)

Average annual
nominal growth Average outstanding
rate (percent) (percentage of GDP) Deposit rate Lending rate

1965 -80 1980-86 1965 1980 1986 1980-86 1980 1986 1980 1986

69 Chile 137.5 .. 16.3 17.6 . . 20.2 37.46 .. 47.14
70 Costa Rica 24.6 29.4 19.3 38.8 35.3 32.3 16.67 21.80
71 Jordan 19.1 12.9 . . 88.8 122.6 3.2
72 SyrianArabRep. 21.9 22.2 24.6 40.5 6.2 5.00
73 Lebanon 16.2 42.5 83.4 176.1 .

Upper middle-income

74 Brazil 43.4 175.8 20.6 18.0 . . 157.1
75 Malaysia 21.5 14.8 26.3 69.8 127.5 1.4 6.23 7.i7 7.75 11.

76 South Africa 14.0 14.9 56.6 49.5 52.5 13.6 5.54 10.98 9.50 14.33
77 Mexico 21.9 59.6 27.0 28.7 23.7 63.7 26.15 84.68 28.10
78 Uruguay 65.5 51.2 28.0 30.5 39.1 50.4 50.30 61.70 66.62 94.73

79 Hungary . . 7.2 46.5 48.0 5.4 3.00 4.00 9.00 11.00
80 Poland . . 23.3 . . 58.3 39.0 31.2 3.00 6.00 8.00 12.00
81 Portugal 19.5 . . 77.7 97.1 . . 22.0 18.20 26.80 18.50 25.59
82 Yugoslavia 25.7 46.3 43.6 59.1 39.5 51.8 5.88 55.67 11.50 83.00
83 Panama . . . . . . 3.3 .

84 Argentina 86.5 302.2 . . 22.3 17.6 326.2 87.97 61.23 .

85 Korea, Rep. of 35.5 18.1 11.1 31.8 41.3 5.4 19.50 10.00 18.00 10.00
86 Algeria 22.1 17.5 32.1 58.5 85.2 6.1 .

87 Venezuela 22.3 15.6 20.5 42.5 67.7 8.7 . . 8.93 . . 8.49
88 Gabon 25.2 12.1 16.2 15.2 26.3 4.8 7.50 8.00 12.50 11.50

89 Greece 21.4 25.7 35.0 61.6 75.8 20.3 14.50 15.50 21.25 20.50
90 Oman 17.4 13.8 30.6 3.6 . .

91 Trinidad and Tobago 22.4 12.4 21.3 30.8 59.4 8.6 6.57 5.97 10.00 12.00
92 Israel 52.4 193.8 13.9 56.8 68.9 182.9 18.59 176.93 60.27
93 Hong Kong 69.3 6.9

94 Singapore 17.6 10.7 58.4 74.4 101.6 1.9 9.37 3.91 11.72 6.82
95 Iran, Islamic Rep. 28.6 21.6 52.1
96 Iraq 19.7
97 Romania 7.5 33.2

Developing economies
Oil exporters
Exporters of manufactures
Highly indebted countries
Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia 32.1 11.6 16.4 18.6 53.6 -1.3
99 Kuwait 17.8 6.4 28.1 34.4 4.50 4.50 6.80 6.80

100 United Arab Emirates 14.5 . . 19.0 9.47 . . . .

101 Libya 29.2 2.2 14.2 34.7 5.13 5.50 7.00 7.00

Industrial market economies

102 Spain 19.7 8.7 60.3 75.2 63.7 11.3 13.05 9.05 16.85 12.19
103 Ireland 16.1 6.5 . . 58.1 47.6 12.00 6.50 15.96 12.23
104 New Zealand 12.8 16.4 54.8 51.1 55.3 11.0 . . 16.32 12.63
105 Italy 17.8 12.2 60.0 76.0 66.5 13.2 12.70 8.97 19.03 14.18
106 United Kingdom 13.8 13.3 48.6 46.3 63.5 6.0 14.13 6.89 16.17 10.83

107 Belgium 10.4 6.5 59.2 57.0 56.2 5.7 7.69 5.33 10.44
108 Austria 13.3 7.5 49.0 72.6 80.8 4.5 5.00 3.50 . .

109 Netherlands 14.7 5.8 54.5 79.0 87.7 3.1 5.96 3.93 13.50 8.63
110 France 15.0 10.0 53.5 69.7 68.9 8.8 6.25 5.32 18.73 16.38
111 Australia 13.1 12.7 49.3 44.5 47.7 8.2 8.58 13.96 10.58 19.85

112 Germany, Fed. Rep. 10.1 5.7 46.1 60.4 63.7 3.0 7.95 3.71 12.04 8.75
113 Finland 14.7 14.3 39.1 39.5 48.2 8.1 . . 7.33 9.77 9.08
114 Denmark 11.5 16.9 45.8 42.6 57.5 7.3 10.80 6.58 17.20 12.98
115 Japan 17.2 8.6 106.9 134.0 163.5 1.6 5.50 2.32 8.32 5.91
116 Sweden 10.8 39.3 40.6 8.2 11.25 9.58 15.12 14.18

117 Canada 15.3 6.7 40.5 65.0 62.8 5.6 12.86 8.25 18.25 9.75
118 Norway 12.8 12.9 51.9 52.9 59.9 7.0 5.08 5.35 12.63 13.46
119 United States 9.2 10.5 63.8 58.7 68.4 4.4 13.07 6.52 15.27 8.35
120 Switzerland 7.1 8.8 101.1 107.4 119.4 4.2 3.63 5.46

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR



Table 26. Income distribution

Low-income economies
China and India
Other low-income

1 Ethiopia
2 Bhutan
3 Burkina Faso
4 Nepal
5 Bangladesh

6 Malawi
7 Zaire
8 Mali
9 Burma

272

1981-82

Percentage share of hoa.whold income, by percentile groups of househo14s

6.6 10.7 15.3 22.1 45.3 29.5

10 Mozambique

11 Madagascar
12 Uganda
13 Bunindi
14 Tanzania
15 logo

16 Niger
17 Benin
18 Somalia
19 Central African Rep.
20 India 1975-76 7.0 9.2 13.9 20.5 49.4 33.6

21 Rwanda
22 China
23 Kenya
24 Zambia
25 Sierra Leone

1976
1976

2.6
3.4

6.3
7.4

11.5
11.2

19.2
16.9

60.4
61.1

45.8
46.4

26 Sudan
27 Haiti
28 Pakistan
29 Lesotho
30 Ghana

31 SriLanka
32 Mauritania
33 Senegal
34 Afghanistan
35 Chad

1980-81 5.8 10.1 14.1 20.3 49.8
.

34.7

36 Guinea
37 Kampuchea, Dem.
38 Lao PDR
39 VietNam
Middle-income economies

Lower middle-income

40 Liberia
41 Yemen, PDR
42 Indonesia
43 Yemen Arab Rep.
44 Philippines

1976

1985

..
6.6

. .

5.2

..
7.8

. .

8.9

. .

12.6
. .

13.2

23.6
. .

20.2

49.4
.

52.5

34.0

37.0

45 Monicco
46 Bolivia
47 Zimbabwe
48 Nigeria
49 Dominican Rep.

50 Papua New Guinea
51 Côted'Ivoire
52 Honduras
53 Egypt, Arab Rep.
54 Nicaragua

1985-86

1974

2.4

5

6.2

10.7 14.7

19.1

20.8

61.4

48.0

43.7

33.2

55 Thailand
56 El Salvador
57 Botswana
58 Jamaica
59 Cameroon

1975-76
1976-77

5.6
5.5

9.6
10.0

13.9
14.8

21.1
22.4

49.8
47.3

34.1
29.5

60 Guatemala
61 Congo, People's Rep.
62 Paraguay
63 Pens
64 Turkey

1972
1973 3.5

5.1
8.0

11.0
12.5

21.0
19.5

61.0
56.5

42.9
40.7

65 Tunisia
66 Ecuador
67 Mauritius
68 Colombia

1980-81 4.0 7.5 11.0 17.0 60.5 46.7

Lowest Second Third Fourth Highest Highest
Year 20 percent quintile quintile quintile 20 percent 10 percent



100 Unit Arab Emirates
101 Libya

Nonreporting nonmembers

121 Albania
122 Angola
123 Bulgaria
124 Cuba
125 Czechoslovakia

126 German Dem. Rep.
127 Korea, Dem. Rep.
128 Mongolia
129 USSR

a. These estimates should be treated with caution; see the technical notes.
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Percentage share of household income, by percentile groups of householdsa

Year

Lowest
20 percent

Second
quintile

Third
quintile

Fourth
quintile

Highest
20 percent

Highest
10 percent

69 Chile
70 Costa Rica 1971 3.3 8.7 13.3 19.8 54.8 39.5
71 Jordan
72 Syrian Arab Rep.
73 Lebanon

Upper middle-income

74 Brazil 1972 2.0 5.0 9.4 17.0 66.6 50.6
75 Malaysia 1973 3.5 7.7 12.4 20.3 56.1 39.8
76 South Africa . . . . . . . . .

77 Mexico 1977 2.9 7.0 12.0 20.4 57.7 40.6
78 Uruguay

79 Hungary 1982 6.9 13.6 19.2 24.5 35.8 20.5
80 Poland . . . . . . . . .

81 Portugal 1973-74 5.2 10.0 14.4 21.3 49.1 33.4
82 Yugoslavia 1978 6.6 12.1 18.7 23.9 38.7 22.9
83 Panama 1973 2.0 5.2 11.0 20.0 61.8 44.2

84 Argentina 1970 4.4 9.7 14.1 21.5 50.3 35.2
85 Korea, Rep. of 1976 5.7 11.2 15.4 22.4 45.3 27.5
86 Algeria . . . . . . . . .

87 Venezuela 1970 3.0 7.3 12.9 22.8 54.0 35.7
88 Gabon

89 Greece
900man .. .. ..
91 TrinidudandTobago 1975-76 4.2 9.1 13.9 22.8 50.0 31.8
92 Israel 1979-80 6.0 12.0 17.7 24.4 39.9 22.6
93 HongKong 1980 5.4 10.8 15.2 21.6 47.0 31.3

94 Singapore
95 Iran, Islamic Rep.
96 Iraq
97 Romania

Develong economies
Oil exporters
Exporters of manufactures
High indebted countries
Sub-Saharan Africa

High-income oil exporters

98 Saudi Arabia
99 Kuwait

Industrial market economies

102 Spain 1980-81 6.9 12.5 17.3 23.2 40.0 24.
103 Ireland 1973 7.2 13.1 16.6 23.7 39.4 25.1
104 New Zealand 1981-82 5.1 10.8 16.2 23.2 44.7 28.7
105 Italy 1977 6.2 11.3 15.9 22.7 43.9 28.1
106 UnitedKingdom 1979 7.0 11.5 17.0 24.8 39.7 23.4

107 Belgium 1978-79 7.9 13.7 18.6 23.8 36.0 21.5
108 Austria . . . . . . . . .

109 Netherlands 1981 8.3 14.1 18.2 23.2 36.2 21.5
110 France 1975 5.5 11.5 17.1 23.7 42.2 26.4
111 Australia 1975-76 5.4 10.0 15.0 22.5 47.1 30.5

112 Germany, Fed. Rep. 1978 7.9 12.5 17.0 23.1 39.5 24.0
113 Finland 1981 6.3 12.1 18.4 25.5 37.6 21.7
114 Denmark 1981 5.4 12.0 18.4 25.6 38.6 22.3
115 Japan 1979 8.7 13.2 17.5 23.1 37.5 22.4
116 Sweden 1981 7.4 13.1 16.8 21.0 41.7 28.1

117 Canada 1981 5.3 11.8 18.0 24.9 40.0 23.8
118 Norway 1982 6.0 12.9 18.3 24.6 38.2 22.8
119 UnitedStates 1980 5.3 11.9 17.9 25.0 39.9 23.3
120 Switzerland 1978 6.6 13.5 18.5 23.4 38.0 23.7



Table 27. Population growth and projections

Note: For data comparability and coverage, see the technical notes. Figures in italics ate for years other than those specified.
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Average annual growth ofpopulation
(percent) Populatwn (millions)

Hypothetical

size of
statioua

population

Assumed

year of
reaching net
reproduction

Population
momentum

1965-80 1980-86 1986-2 (XX) 1986 199(? 2O00 (millions) rate of 1 1985

Low-income economies 2.3w 1.9w 1.9w 2,493t 2,700t 3,246t
China and India 2.2w 1.6w 1.6w 1,835 t 1,963 t 2,281
Other low-income 2.7 w 2.8 w 2.8 w 658 1 736 t 966

I Ethiopia 2.7 2.4 2.9 43 49 65 205 2040 1.9
2 Bhutan 1.6 2.0 2.2 1 1 2 4 2035 1.7
3 BurkinaFaso 2.0 2.5 2.9 8 9 12 42 2040 1.8
4 Nepal 2.4 2.6 2.5 17 19 24 63 2035 1.8
5 Bangladesh 2.7 2.6 2.5 103 114 145 342 2030 1.9

6 Malawi 2.9 3.2 3.3 7 8 12 42 2040 1.9
7 Zaire 2.8 3.1 3.0 32 36 48 142 2035 1.9
8 Mali 2.1 2.3 2.7 8 8 11 39 2040 1.8
9 Burma 2.3 2.0 2.3 38 42 52 102 2020 1.7

10 Mozambique 2.5 2.7 3.0 14 16 22 74 2040 1.9

11 Madagascar 2.5 3.3 3.2 11 12 16 52 2035 1.9
12 Uganda 2.9 3.1 3.2 15 17 23 82 2040 1.9
13 Bunindi 1.9 2.7 3.1 5 5 7 24 2035 1.8
14 Tanzania 3.3 3.5 3.4 23 27 37 123 2035 2.0
15 Togo 3.0 3.4 3.3 3 4 5 16 2035 2.0
16 Niger 2.7 3.0 3.2 7 7 10 36 2040 1.9
17 Benin 2.7 3.2 3.4 4 5 7 22 2035 2.0
18 Somalia 2.7 2.9 3.1 6 6 8 30 2040 1.9
19 Central African Rep. 1.8 2.5 2.9 3 3 4 12 2035 1.8
20 India 2.3 2.2 1.8 781 846 1,002 1,698 2010 1.7

21 Rwanda 3.3 3.3 3.7 6 7 10 40 2040 1.9
22 China 2.2 1.2 1.4 1,054 1,117 1,279 1,695 2000 1.6
23 Kenya 3.6 4.1 3.9 21 25 36 121 2030 2.1
24 Zambia 3.1 3.5 3.4 7 8 11 37 2035 2.0
25 SierraLeone 2.0 2.4 2.6 4 4 5 18 2045 1.8

26 Sudan 3.0 2.8 2.9 23 25 34 101 2035 1.8
27 Haiti 2.0 1.8 2.0 6 7 8 17 2030 1.7
28 Pakistan 3.1 3.1 3.0 99 113 150 423 2035 1.8
29 Lesotho 2.3 2.7 2.7 2 2 2 6 2030 1.8
30 Ghana 2.2 3.5 3.1 13 15 20 58 2030 1.9

31 Sri Lanka 1.8 1.5 1.5 16 17 20 30 2005 1.7
32 Mauritania 2.3 2.6 2.8 2 2 3 9 2040 1.8
33 Senegal 2.5 2.9 3.0 7 8 10 30 2035 1.9
34 Afghanistan 2.4 . . . . . . . . . . . . .

35 Chad 2.0 2.3 2.5 5 6 7 22 2040 1.8

36 Guinea 1.9 2.4 2.4 6 7 9 26 2040 1.8
37 Kampuchea, Dem. 0.3 . . . . . . . . . . . .
38 Lao PDR 1.4 2.0 2.8 4 4 5 15 2035 1.8
39 VietNam . . 2.6 2.4 63 70 88 168 2015 1.8

Middle-income economies 2.4w 2.3 w 2.1 w 1,268 t 1,380 t 1,680
Lower middle-income 2.5 w 2.6w 2.3 w 691 t 758 t 941

40 Liberia 3.0 3.3 3.2 2 3 3 11 2035 1.9
41 Yemen, PDR 2.0 3.1 2.8 2 3 3 9 2035 1.9
42 Indonesia 2.3 2.2 1.8 166 178 207 335 2005 1.8
43 YemenArabRep. 2.8 2.5 3.0 8 9 12 39 2040 1.9
44 Philippines 2.9 2.5 2.3 57 62 76 137 2015 1.8

45 Morocco 2.5 2.5 2.2 22 25 30 59 2020 1.8
46 Bolivia 2.5 2.7 2.6 7 7 9 24 2030 1.8
47 Zimbabwe 3.1 3.7 3.0 9 10 13 33 2025 2.0
48 Nigeria 2.5 3.3 3.3 103 118 164 529 2035 2.0
49 DominicanRep. 2.7 2.4 2.1 7 7 9 13 2015 1.5

50 PapuaNewGuinea 2.3 2.1 2.2 3 4 5 10 2025 1.8
51 Côted'Ivoire 4.2 4.2 3.6 11 12 17 51 2030 2.0
52 Honduras 3.2 3.6 3.0 5 5 7 16 2020 2.0
53 Egypt, Arab Rep. 2.4 2.7 2.2 50 55 67 132 2020 1.8
54 Nicaragua 3.1 3.4 3.0 3 4 5 13 2025 2.0
55 Thailand 2.7 2.0 1.6 53 56 65 99 2000 1.8
56 El Salvador 2.7 1.2 1.9 5 5 6 13 2015 1.8
57 Botswana 3.5 3.5 3.3 1 1 2 5 2025 2.0
58 Jamaica 1.5 1.5 1.4 2 3 3 4 2005 1.7
59 Camemon 2.7 3.2 3.3 11 12 17 51 2030 1.9

60 Guatemala 2.8 2.9 2.7 8 9 12 29 2025 1.8
61 Congo, People's Rep. 2.7 3.3 3.5 2 2 3 10 2030 1.9
62 Paraguay 2.8 3.2 2.5 4 4 5 10 2015 1.8
63 Peru 2.8 2.3 2.1 20 22 27 48 2015 1.8
64 Turkey 2.4 2.5 1.9 51 56 67 112 2010 1.7

65 Tunisia 2.1 2.3 2.2 7 8 10 18 2015 1.8
66 Ecuador 3.1 2.9 2.4 10 11 13 26 2015 1.9
67 Mauritius 1.6 1.0 1.2 1 1 1 2 2000 1.7
68 Colombia 2.2 1.9 1.8 29 31 37 59 2010 1.7



a. For the assumptions used in the pmjectionu, see the technical notes.
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Average annual growth ofpopulation
(percent) Population (millions)

Hypothetical
size of

stationary
population

Assumed
year of

reaching net
rep ro,Juction

Population
momentum

1965-80 1980-86 1986-2000 1986 1990' 200 (millions) rateofl 1985

69 Chile 1.8 1.7 1.2 12 13 14 20 2000 1.6
70 Costa Rica 2.6 2.4 2.1 3 3 3 5 2005 1.8
71 Jordan 2.6 3.7 3.1 4 4 6 13 2020 1.9
72 Syrian Arab Rep. 3.4 3.5 3.3 11 13 17 42 2020 1.9
73 Lebanon 1.6

Upper middle-income 2.2w 1.9w 1.8w 577t 622t 7391

74 Brazil 2.4 2.2 1.9 138 150 180 306 2015 1.8
75 Malaysia 2.5 2.7 1.9 16 18 21 33 2005 1.8
76 South Afnca 2.4 2.2 2.3 32 36 45 90 2020 1.8
77 Mexico 3.1 2.2 2.1 80 87 107 187 2010 1.9
78 Un.iguay 0.4 0.4 0.7 3 3 3 4 2000 1.3

79 Hungary 0.4 -0.1 -0.1 11 11 11 10 2030 1.1
80 Poland 0.8 0.9 0.6 38 39 41 48 2020 1.3
81 Portugal 0.6 0.5 0.3 10 10 11 11 2030 1.3
82 Yugoslavia 0.9 0.7 0.5 23 24 25 27 2030 1.3
83 Panama 2.6 2.2 1.8 2 2 3 4 2005 1.8

84 Argentina 1.6 1.6 1.1 31 33 36 52 2005 1.5
85 Korea, Rep. of 1.9 1.4 1.2 41 44 49 65 1985 1.6
86 Algeria 3.1 3.1 2.9 22 25 33 81 2025 1.9
87 Venezuela 3.5 2.9 2.2 18 20 24 40 2005 1.8
88 Gabon 3.5 4.4 2.8 1 1 1 4 2035 1.7

89 Greece 0.7 0.5 0.3 10 10 10 10 2030 1.2
90 Oman 3.6 4.7 3.2 1 2 2 5 2030 1.9
91 Trinidad and Tobago 1.3 1.5 1.3 1 1 1 2 2010 1.6
92 Israel 2.8 1.7 1.4 4 5 5 7 2005 1.6
93 Hong Kong 2.1 1.2 1.0 5 6 6 7 2030 1.4

94 Singapore 1.6 1.1 0.8 3 3 3 3 2030 1.4
95 Iran, Islamic Rep. 3.2 2.8 3.0 46 52 69 169 2025 1.9
96 Iraq 3.4 3.6 3.6 16 19 27 75 2025 1.9
97 Romania 1.1 0.5 0.5 23 23 24 28 2030 1.3

Developing economies 2.3 w 2.0w 2.0 w 3,761 4,079 1 4,926
Oil exporters 2.7 w 2.7 w 2.5 w 538 t 595 1 754 1
Exporters of manufactures 2.2 w 1.6w 1.5 w 2,132 1 2,277 1 2,635 1
Highly indebted countries 2.5 w 2.4 w 2.2 w 570 t 625 1 773 t
Sub-Saharan Africa 2.7 w 3.1 w 3.2w 424 1 482 I 659 t

High-income oil exporters 5.3 w 4.2 w 3.6w 191 221 311

98 Saudi Arabia 4.6 4.1 3.8 12 14 20 54 2025 1.8
99 Kuwait 7.0 4.4 2.9 2 2 3 5 2015 1.8

100 United Arab Emirates 16.1 5.6 2.8 1 2 2 4 2020 1.4
101 Libya 4.6 3.9 3.6 4 5 6 17 2025 1.9

Industrial market economies 0.8 w 0.6 w 0.4 w 742 t 7561 782 1

102 Spain 1.0 0.6 0.4 39 39 41 41 2030 1.3
103 Ireland 1.2 0.8 1.0 4 4 4 6 2020 1.4
104 New Zealand 1.3 0.9 0.6 3 3 4 4 2030 1.3
105 Italy 0.6 0.3 0.1 57 58 58 46 2030 1.1
106 UnitedK.ingdom 0.2 0.1 0.1 57 57 58 56 2030 1.1

107 Belgium 0.3 0.0 -0.1 10 10 10 8 2030 1.1
108 Austria 0.3 0.0 -0.1 8 8 7 6 2030 1.1
109 Netherlands 0.9 0.5 0.3 15 15 15 13 2030 1.2
110 France 0.7 0.5 0.4 55 56 58 58 2030 1.2
111 Australia 1.8 1.4 1.0 16 17 11 20 2030 1.4

112 Germany, Fed. Rep. 0.3 -0.2 -0.3 61 60 59 40 2030 1.0
113 Finland 0.3 0.5 0.2 5 5 5 4 2030 1.1
114 Denmark 0.5 0.0 -0.1 5 5 5 4 2030 1.1
115 Japan 1.2 0.7 0.5 121 124 129 119 2030 1.1
116 Sweden 0.5 0.1 0.0 8 8 8 7 2030 1.0

117 Canada 1.3 1.1 0.7 26 27 28 28 2030 1.3
118 Norway 0.6 0.3 0.2 4 4 4 4 2030 1.2
119 UnitedStates 1.0 1.0 0.6 242 249 263 279 2030 1.3
120 Switzerland 0.5 0.3 0.0 7 6 6 5 2030 1.1

Nonreporting nonmembers 1.0w 1.0w 0.8w 367 t 381 1 4141

121 Albania 2.5 2.1 1.8 3 3 4 6 2005 1.7
122 Angola 2.8 2.6 2.8 9 10 13 43 2040 1.9
123 Bulgaria 0.5 0.2 0.2 9 9 9 10 2030 1.1
124 Cuba 1.5 0.9 0.8 10 11 11 12 2030 1.5
125 Czechoslovakia 0.5 0.3 0.3 16 16 16 19 2030 1.2

126 German Dem. Rep. -0.2 -0.1 0.0 17 17 17 15 2030 1.1

127 Korea,Dem. Rep. 2.7 2.5 2.1 21 23 28 49 2015 1.8
128 Mongolia 3.0 2.8 2.4 2 2 3 6 2020 1.1
129 USSR 0.9 1.0 0.7 281 291 312 398 2020 1.3



Table 28. Demography and fertifity
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Note: For data compambility and covemge, see the technical notes. Figures in italics ate for years other than those specified.

Crude birth

rate per

thousand
population

Crude death

rate per

thousand
population

Percentage of

women of
childbearing age Total fertitby rate

Percentage of
married women of
childbearing age

using contraception a

1965 1986 1965 1986 1965 1985 1965 1986 2000 1970 1985

Low-income economies
China and India
Other low-income

42 w
41 w
46 w

30 w
25 w
43 w

16 w
14 w
21w

10 w
9w

15w

45w
45w
45w

50w
51w
46w

6.4w
6.3w
6.6w

3.9w
3.2w
6.0w

3.5w
2.9w
5.1w

1 Ethiopia 43 47 20 19 46 46 5.8 6.3 5.8 2
2 Bhutan 43 40 31 20 47 47 6.0 5.7 5.0
3 Burkina Faso 48 47 26 19 46 46 6.4 6.5 6.3
4 Nepal 46 41 24 17 49 46 6.0 5.9 5.2 15
5 Bangladesh 47 41 21 15 44 46 6.8 5.6 4.4 25

6 Malawi 56 53 26 21 45 41 7.8 7.6 6.8
7 Zaire 47 45 21 15 46 43 6.0 6.1 5.4 1

8 Mali 50 48 27 19 45 45 6.5 6.5 6.3 2
9 Buima 40 33 18 10 48 46 5.8 4.4 3.7 5

10 Mozambique 49 45 27 17 48 44 6.8 6.3 6.1

11 Madagascar 47 46 22 14 46 44 6.6 6.4 5.7
12 Uganda 49 50 19 18 45 44 6.9 6.9 6.2 I
13 Bunmndi 47 47 24 18 46 46 6.4 6.5 6.2 9
14 Tanzania 49 50 22 15 46 44 6.6 7.0 6.2
15 logo 50 49 22 15 45 45 6.5 6.5 5.7

16 Niger 48 51 29 21 44 44 6.8 7.0 6.7
17 Benin 49 49 24 17 45 45 6.8 6.5 6.2 6
18 Somalia 50 49 26 19 44 47 6.7 6.8 6.5 0
19 CentralAfricanRep. 34 43 24 16 48 47 4.5 5.7 5.8 .

20 India 45 32 20 12 47 48 6.2 4.4 3.2 12 35

21 Rwanda 52 52 17 18 45 44 7.5 8.0 7.1 1
22 China 38 19 10 7 44 54 6.4 2.3 2.2 . . 74
23 Kenya 52 52 20 12 42 41 8.0 7.7 6.6 1 17
24 Zambia 49 49 20 14 45 44 6.6 6.8 5.9
25 Sierra Leone 48 48 31 24 46 47 6.4 6.5 6.3 . . 4

26 Sudan 47 45 24 16 46 45 6.7 6.6 5.8
27 Haiti 43 35 20 13 46 48 6.2 4.8 3.9 7
28 Pakistan 48 47 21 15 43 47 7.2 6.8 5.4 6 11
29 Lesotho 42 41 18 13 46 45 5.8 5.8 5.1
30 Ghana 47 45 18 13 45 43 6.8 6.3 5.4

31 SriLanka 33 24 8 6 47 52 4.8 2.9 2.4 62
32 Mauritania 47 47 26 19 44 45 6.5 6.5 6.3 . .

33 Senegal 47 46 23 18 46 45 6.4 6.5 5.7 . . 12
34 Afghanistan 54 . . 29 . . 47 . . 8.0 . . . . 2
35 Chad 45 44 28 20 47 48 6.0 5.9 5.7

36 Guinea 46 46 29 23 47 46 5.9 6.0 5.8
37 Kampuchea,Dem. 44 . . 20 . . 45 . . 6.2 .

38 Lao PDR 45 39 23 15 48 46 6.2 5.9 5.2
39 VietNam 34 17 7 48 4.5 3.3

Middle-income economies 39w 31w 14w 9w 46w 48w 5.6w 4.1w 3.4w
Lower middle-income 44w 35w 17w lOw 46w 48w 6.3w 4.7w 3.9w

40 Liberia 46 46 20 13 45 44 6.4 6.6 5.8 7
41 Yemen, PDR 50 49 26 16 45 46 7.0 6.6 5.2 .

42 Indonesia 43 28 20 11 49 49 5.5 3.6 2.9 0 40
43 Yemen Arab Rep. 49 49 27 20 46 46 6.8 6.8 6.1 . . 2
44 Philippines 42 35 12 7 44 49 6.8 4.6 3.4 16 44

45 Morocco 49 33 18 10 45 46 7.1 4.5 3.5 1 36
46 Bolivia 46 43 21 14 47 46 6.6 6.1 4.7 26
47 Zimbabwe 55 45 17 11 44 41 8.0 6.0 4.4 40
48 Nigeria 51 50 23 16 45 44 6.9 6.9 6.1 5
49 Dominican Rep. 47 32 13 7 42 50 6.9 3.8 3.0 50

50 Papua New Guinea 43 36 20 13 47 47 6.2 5.2 4.2 4
51 Côted'Ivoire 52 49 22 14 47 44 7.4 7.1 6.0 3
52 Honduras 51 41 17 8 44 44 7.4 5.7 4.1 35
53 Egypt,ArabRep. 43 34 19 10 47 49 6.8 4.6 3.5 32
54 Nicaragua 49 42 16 9 43 45 7.2 5.6 4.2 27
55 Thailand 41 25 10 7 44 52 6.3 3.0 2.3 15 65
56 El Salvador 46 37 13 9 44 45 6.7 4.9 3.6 . . 47
57 Botswana 53 45 19 11 45 44 6.9 6.6 4.9 28
58 Jamaica 38 26 8 6 42 48 5.4 3.0 2.4 52
59 Camemon 40 48 20 13 46 43 5.2 6.9 6.0
60 Guatemala 46 41 17 9 44 46 6.7 5.8 4.4 25
61 Congo, People's Rep. 42 46 18 12 47 43 5.7 6.4 6.2
62 Paraguay 41 35 8 6 43 49 6.6 4.6 3.4 49
63 Pent 45 32 16 10 44 49 6.7 4.1 3.2 . . 46
64 Turkey 41 29 15 8 44 49 5.8 3.7 2.9 32 62

65 Tunisia 44 32 16 9 43 48 7.0 4.4 3.3 10 42
66 Ecuador 45 34 13 7 43 47 6.8 4.5 3.3 44
67 Mauritius 36 19 8 7 45 53 4.8 2.2 2.1 . . 75
68 Colombia 45 27 14 7 44 52 6.5 3.2 2.6 21 63



a. Figures include women whose husbands practice contraception; see the technical notes.
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Crude birth
rate per
thousand

population

Crude death
rate per
thousand

population

Percentage of
women of

childbearing age Totalfertility rate

Percentage of
married women of
childbearing age

using contraception

1965 1986 1965 1986 1965 1985 1965 1986 2000 1970 1985

69 Chile 32 21 11 6 47 53 4.8 2.5 2.1
70 Costa Rica 45 29 8 4 42 52 6.3 3.3 2.5 . . 68
71 Jordan . . 39 17 7 45 43 . . 6.0 4.2 . . 27
72 Syrian Arab Rep. 48 45 16 8 41 42 7.7 6.9 4.7
73 Lebanon 40 12 42 6.2 . . . . 55

Upper middle-income 34 w 27 w 11 w 8 w 46 w 49 w 4.9w 3.5 w 3.0 w

74 Brazil 39 29 11 8 46 50 5.6 3.5 2.9 . . 65
75 Malaysia 40 29 12 6 43 52 6.3 3.5 2.6 7 51
76 SouthAfrica 40 34 16 10 46 47 6.1 4.5 3.5 .

77 Mexico 45 29 11 6 43 47 6.7 3.7 2.8 . . 48
78 Uruguay 21 19 10 10 49 46 2.8 2.6 2.2 .

79 Hungay 13 12 11 14 48 46 1.8 1.8 1.8 . . 73
80 Poland 17 17 7 10 47 48 2.5 2.3 2.1 60
81 Portugal 23 13 10 10 48 49 3.1 1.7 1.7 . . 70
82 Yugoslavia 21 15 9 9 50 5! 2.7 2.0 2.0 59
83 Panama 40 27 9 5 44 50 5.7 3.2 2.5 61

84 Argentina 22 23 9 9 50 47 3.1 3.2 2.5 .

85 Korea, Rep. of 35 20 11 6 46 54 4.8 2.2 2.1 32 70
86 Algeria 50 40 18 9 44 44 7.4 6.1 4.5
87 Venezuela 42 30 8 5 42 49 6.1 3.8 2.7
88 Gabon 31 40 22 16 45 49 4.1 5.3 5.8 .

89 Greece 18 11 8 9 51 47 2.3 1.8 1.8
90 Oman 50 45 24 13 46 44 7.2 6.9 5.2 .

91 TrinidadandTobago 33 26 8 7 45 52 4.3 2.9 2.4 44 53
92 Israel 26 22 6 7 46 48 3.8 2.9 2.4 .

93 HongKong 27 16 6 6 45 54 4.5 1.9 1.9 50 72

94 Singapore 31 16 6 5 45 57 4.7 1.7 1.7 45 74
95 Iran, Islamic Rep. 50 41 17 10 42 46 7.8 5.6 4.8
96 Iraq 49 44 18 8 45 44 7.2 6.7 5.6
97 Romania 15 15 9 10 50 47 1.9 2.0 2.1

Developing economies 41 w 30 w 15w lOw 45 w 49 w 6.1 w 4.0 w 3.5 w
Oil exporters 46 w 37 w 18w 10 w 46 w 47 w 6.4 w 4.9 w 4.0 w
Exporters of manufactures 39 w 24 w 13w 9w 45 w 51w 6.0 w 3.1 w 2.8 w
Highly indebted countries 41 w 33 w 14 w 9w 45 w 48 w 5.9w 4.3 w 3.6w
Sub-Saharan Africa 48 w 48 w 22 w 16w 45 w 44 w 6.6 w 6.7 w 6.0w

High-income oil exporters 48w 41w 18w 8w 46 w 44 w 7.3 w 6.8w 5.6 w

98 Saudi Arabia 48 42 20 8 46 44 7.3 7.1 5.9
99 Kuwait 48 32 7 3 46 46 7.4 4.8 3.5

100 United Arab Emirates 41 28 14 4 . . 45 6.8 5.7 4.7
101 Libya 49 44 17 9 45 44 7.4 6.9 5.8

Industrial market economies 19 w 13 w 10 w 9w 47 w 50w 2.7 w 1.7 w 1.8 w

102 Spain 21 13 8 9 49 47 2.9 1.8 1.8 . . 59
103 Ireland 22 18 l2 9 42 47 4.0 2.5 2.4 60
104 NewZealand 23 16 9 8 45 52 3.6 1.9 1.9
105 Italy 19 10 10 10 49 48 2.7 1.5 1.5 .

106 UnitedKingdom 18 13 12 12 45 48 2.9 1.8 1.8 75 83

107 Belgium 17 12 12 II 44 48 2.6 1.5 1.5 81
108 Austria 18 11 13 11 43 48 2.7 1.5 1.5
109 Netherlands 20 13 8 9 47 52 3.0 1.5 1.5 78
110 France 18 14 Il 10 43 48 2.8 1.8 1.8 64
Ill Australia 20 15 9 7 47 51 3.0 1.9 2.0 67

112 Germany, Fed. Rep. 18 10 12 12 45 49 2.5 1.3 1.3 . . 78
113 Finland 17 12 10 10 48 47 2.4 1.7 1.7 77
114 Denmark 18 11 10 Il 47 49 2.6 1.4 1.4 67
115 Japan 19 12 7 7 56 51 2.0 1.8 1.8 53 64
116 Sweden 16 12 10 11 47 47 2.4 1.7 1.7 78

117 Canada 21 15 8 7 47 53 3.1 1.7 1.7 . . 73
118 Norway 18 13 10 11 45 48 2.9 1.6 1.7 . .

119 United States 19 16 9 9 45 52 2.9 1.9 1.9 65 68
120 Switzerland 19 12 10 9 48 44 2.6 1.5 1.5 70

Nonreporting nonmembers 20 w 20 w 8 w lOw 47 w 48 w 2.7 w 2.5 w 2.3 w

121 Albania 35 26 9 6 44 50 5.3 3.3 2.5
122 Angola 49 48 29 21 46 46 6.4 6.4 6.2
123 Bulgaria 15 13 8 II 51 47 2.1 2.0 2.0
124 Cuba 34 16 8 6 48 55 4.4 1.8 1.8
125 Czechoslovakia 16 14 10 12 46 46 2.4 2.1 2.1

126 GermanDem. Rep. 17 13 14 13 40 47 2.5 1.7 1.7
127 Korea,Dem.Rep. 39 29 12 6 45 50 5.6 3.7 2.9
128 Mongolia 42 34 12 8 47 48 5.8 4.7 3.6
129 USSR 18 19 7 10 48 48 2.5 2.4 2.3



Table 29. Health and nutrition
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Population per:
Daily calorie supply

per capita

Babies with low

birth weights

1984

Physician Nursing person

1965 1981 1965 1981 1965 1985

Low-income economies 8,570 w 6,050 w 4,920 w 3,890 w 2,046 w 2,329 w
China and India 4,230 w 2,550 w 4,450 w 2,920 w 2,061 w 2,411 w
Other low-income 26,620 w 17,670 w 7,250w 7,130w 1,998w 2,100w

1 Ethiopia 70,190 88,150 5,970 5,000 1,832 1,704 10
2 Bhutan 19,160 8,310 2,904 2,477
3 BurkinaFaso 73,960 55,760 4,150 3,070 2,009 2,003 21
4 Nepal 46,180 28,780 33,390 1,931 1,997
5 Bangladesh 8,400 9,690 19,370 1,964 1,804 50

6 Malawi 46,890 52,830 2,980 2,132 2,415 20
7 Zaire 35,130 13,430 1,740 2,188 2,151 9
8 Mali 51,510 26,030 3,360 2,280 1,860 1,810 13
9 Burma 11,860 4,930 11,370 4,920 1,928 2,508 7

10 Mozambique 18,000 36,970 5,370 5,610 1,982 1,617 16

11 Madagascar 10,620 9,920 3,650 1,730 2,486 2,452 11

12 Uganda 11,110 21,270 3,130 2,000 2,383 2,483 10
13 Burundi 55,910 7,320 2,391 2,233 14
14 Tanzania 21,700 2,100 1,970 2,316 12
15 Togo 23,240 21,140 4,990 1,640 2,378 2,221 17

16 Niger 65,540 6,210 1,996 2,276 20
17 Benin 32,390 17,010 2,540 1,660 2,008 2,248 10
18 Somalia 36,840 17,460 3,950 2,550 2,145 2,074
19 CentralAfricanRep. 34,020 22,530 3,000 2,120 2,130 2,059 23
20 India 4,880 3,700 6,500 4,670 2,100 2,126 30

21 Rwanda 72,480 32,150 7,450 10,260 1,665 1,935 17
22 China 3,790 1,730 3,050 1,670 2,034 2,620 6
23 Kenya 13,280 10,120 1,930 990 2,287 2,214 18
24 Zambia 11,380 7,800 5,820 1,660 2,073 2,126 2
25 SierraLeone 16,840 19,130 4,470 2,100 1,836 1,784 17

26 Sudan 23,500 9,810 3,360 1,440 1,874 2,168 15
27 Haiti 14,010 9,200 12,900 2,007 1,784 17
28 Pakistan 2,910 9,910 5,870 1,747 2,180 28
29 Lesotho 20,060 4,700 2,065 2,299 II
30 Ghana 13,740 6,680 3,730 630 1,949 1,785 15

31 SriLanka 5,800 7,460 3,210 1,260 2,155 2,485 25
32 Mauritania 36,470 2,070 2,071 10
33 Senegal 21,130 13,070 2,640 1,990 2,474 2,418 10
34 Afghanistan 15,770 . . 24,430 . . 2,203 2,179 20
35 Chad 72,480 . 13,610 2,393 1,733 II

36 Guinea 54,430 56,170 4,750 6,250 1,899 1,731 18
37 Kampuchea,Dem. 22,410 3,670 2,276 2,171
38 Lao PDR 26,510 . . 5,320 . . 1,958 2,317 35
39 VietNam 4,110 . . 1,260 2,031 2,281 25

Middle-income economies 9,830 w 4,940w 3,290 w 1,400 w 2,358 w 2,719 w
Lower middle-income 17,340w 7,880w 4,780w 1,760w 2,117w 2,511 w

40 Liberia 12,360 9,340 2,290 2,920 2,155 2,373
41 Yemen, PDR 12,870 7,110 1,850 820 1,999 2,255 12
42 Indonesia 31,740 12,330 9,500 2,300 1,792 2,476 14
43 YemenArabRep. 58,240 7,120 . . 3,450 2,002 2,266
44 Philippines . . 6,850 1,130 2,640 1,936 2,260 15

45 Morocco 12,120 18,570 2,290 900 2,182 2,729 9
46 Bolivia 3,300 2,000 3,990 . . 1,868 2,171 10
47 Zimbabwe 8,010 7,100 990 1,000 2,089 2,144 15
48 Nigeria 29,530 9,400 6,160 2,690 2,185 2,139 25
49 DominicanRep. 1,700 1,400 1,640 1,240 1,870 2,530 15

50 Papua New Guinea 12,640 15,610 620 930 1,908 2,145 25
51 Côted'Ivoire 20,640 . 2,000 . 2,357 2,308 14
52 Honduras 5,370 3,100 1,530 690 1,963 2,224 9
53 Egypt, Arab Rep. 2,300 760 2,030 790 2,435 3,275 0
54 Nicaragua 2,560 2,230 1,390 590 2,398 2,464 15

55 Thailand 7,230 6,870 5,020 2,140 2,200 2,399 12
56 El Salvador . . 2,550 1,300 . . 1,859 2,155 9
57 Botswana 27,460 7,400 17,720 700 2,015 2,159 12
58 Jamaica 1,990 2,830 340 550 2,232 2,578 10
59 Cameroon 26,720 13,990 5,830 1,950 2,043 2,080 13

60 Guatemala 3,690 8,250 1,360 2,028 2,345 10
61 Congo,People'sRep. 14,210 . . 950 . . 2,255 2,511 IS
62 Paraguay 1,850 1,750 1,550 650 2,627 2,873 7
63 Peru 1,650 1,440 900 1,010 2,324 2,120 9
64 Turkey 2,900 1,530 2,290 1,240 2,636 3,218 8

65 Tunisia 8,000 3,620 1,150 950 2,296 2,796 7
66 Ecuador 3,000 . . 2,320 . . 1,942 2,005
67 Mauritius 3,930 1,820 2,030 580 2,272 2,717 9
68 Colombia 2,500 . . 890 . . 2,174 2,588 10
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Popalation per: Daily calorie supply
per capita

Babies with low
birth weights

(percent)
1984

Physician Nursing person

1965 1981 1965 1981 1965 1985

69 Chile 2,100 1,930 600 450 2,591 2,544 7
70 Costa Rica 2,010 1,440 630 . . 2,366 2,807 10
71 Jordan 4,710 1,190 1,810 1,160 2,282 2,968 10
72 Syrian Arab Rep. 5,400 2,190 1,390 2,144 3,235 9
73 Lebanon 1,010 510 2,030 . . 2,428 3,046 10

Upper middle-income 2,310w 1,380w 1,690w 900w 2,621 w 2,967w

74 Brazil 2,500 1,300 1,550 1,140 2,405 2,657 9
75 Malaysia 6,220 3,910 1,320 1,390 2,249 2,601 10
76 South Africa 2,050 . . 490 . 2,643 2,926 12

77 Mexico 2,080 1,210 980 . . 2,643 3,126 15

78 Uruguay 880 500 590 190 2,811 2,791 8

79 Hungaiy 630 390 240 160 3,186 3,544 10
80 Poland 800 550 410 230 3,238 3,224 8
81 Portugal 1,240 500 1,160 . . 2,531 3,122 8
82 Yugoslavia 1,200 700 850 300 3,287 3,499 7
83 Panama 2,130 1,010 680 . . 2,255 2,423 8

84 Argentina 600 . 610 . 3,209 3,216 6
85 Korea, Rep. of 2,700 1,390 2,990 350 2,255 2,806 9
86 Algeria 8,590 2,630 11,770 1,010 1,682 2,799 12
87 Venezuela 1,210 1,000 560 2,321 2,485 9
88 Gabon . 2,550 770 . . 1,881 2,448 16

89 Greece 710 390 600 370 3,086 3,637 6
90 Oman 23,790 1,410 6,420 . . . . 14

91 TrinidadandTobago 3,810 1,500 560 390 2,497 2,915
92 Israel 400 400 300 130 2,795 3,019 7

93 HongKong 2,460 1,290 1,220 790 2,502 2,692 8

94 Singapore 1,900 1,100 600 340 2,214 2,696 8

95 Iran,IslamicRep. 3,800 2,900 4,170 1,160 2,140 3,115 4
96 Iraq 5,000 1,810 2,910 2,250 2,138 2,891 15
97 Romania 760 700 400 280 2,994 3,413 6

Developing economies 8,990 w 5,690 w 4,360 w 3,230w 2,149 w 2,460 w
Oil exporters 18,400 w 7,020w 5,850 w 2,115 w 2,664 w
Exporters of manufactures 3,870w 2,340 w 3,980w 2,660 w 2,155 w 2,483 w
Highly indebted countries 7,930 w 4,580 w 2,070 w 2,425 w 2,607 w
Sub-Saharan Africa 33,830 w 25,310 w 4,820 w 2,800w 2,098 w 2,097 w

High-income oil exporters 7,500w 1,380w 4,440w 580 w 1,969 w 3,213 w

98 Saudi Arabia 9,400 1,800 6,060 730 1,866 3,057 6
99 Kuwait 800 700 270 180 2,963 3,102 7

100 UnitedArabEmirates . . 720 . . 390 2,672 3,652 7
101 Libya 3,850 620 850 360 1,923 3,585 5

Industrial market economies 870 w 550 w 420 w 180 w 3,137 w 3,357 w

102 Spain 800 360 1,220 280 2,844 3,303 1

103 Ireland 950 770 170 140 3,530 3,736 4
104 New Zealand 820 610 570 150 3,311 3,393 5
105 Italy 1,850 750 790 250 3,113 3,493 7
106 United Kingdom 870 680 200 120 3,346 3,148 7

107 Belgium 700 370 590 130 . . 3,679 5

108 Austria 720 440 350 170 3,303 3,440 6
109 Netherlands 860 480 270 170 3,149 3,348 4
110 France 830 460 380 110 3,303 3,358 5

Ill Australia 720 520 150 140 3,174 3,302 6

112 Germany, Fed. Rep. 640 420 500 170 3,143 3,519 6
113 Finland 1,300 460 180 100 3,119 2,961 4
114 Denmark 740 420 190 140 3,417 3,489 6
115 Japan 970 740 410 210 2,669 2,695 5
116 Sweden 910 410 310 100 2,922 3,007 4

117 Canada 770 550 190 120 3,289 3,443 6
118 Norway 790 460 340 70 3,047 3,171 4
119 UnitedStates 670 500 310 180 3,292 3,682 7
120 Switzerland 710 390 270 130 3,413 3,406 5

Nonreporting nonmembers 770w 300w 370w 3,155w 3,304w

121 Albania 2,100 550 . . 2,398 2,716 7
122 Angola 13,150 . . 3,820 . . 1,912 1,926 19

123 Bulgaria 600 400 410 190 3,434 3,593 6
124 Cuba 1,150 720 820 370 2,371 3,088 8

125 Czechoslovakia 540 350 200 130 3,406 3,473 6

126 German Dem. Rep. 870 490 . . 3,222 3,769 6

127 Korea,Dem. Rep. . . . . .. .
. 2,330 3,113 0

128 Mongolia 710 400 310 240 2,594 2,814 10
129 USSR 480 270 280 3,231 3,332 6



Table 30. Education
Percentage of age group enrolled in education

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.
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1965 1985 1965 1985 1965 1985 1965 1985 1965

13 w

1985 1965 1985 1965 1985

Low-income economies
China and India
Other low-income

74w
83 w
44 w

99w
110 w
67 w 58 w

110w
121 w
75 w 31 w

88w
98 w
56 w

22w
25 w

9 w

34w
37 w
22 w

41 w
45 w
28 w 4 w

26w
29 w
16 w

2w
2 w
1 w 5 w

I Ethiopia 11 36 16 44 6 28 2 12 3 14 1 9 0 1

2 Bhutan 7 25 13 32 1 18 0 4 0 6 1 0
3 BurkinaFaso 12 32 16 41 8 24 1 5 2 7 1 3 0 1

4 Nepal 20 79 36 104 4 47 5 25 9 35 2 11 1 5
5 Bangladesh 49 60 67 70 31 50 13 18 23 26 3 10 1 5

6 Malawi 44 62 55 71 32 53 2 4 3 6 1 2 0 1

7 Zaire 70 98 95 112 45 84 5 57 8 81 2 33 0 2
8 Mali 24 23 32 29 16 17 4 7 5 10 2 4 0 1
9 Burma 71 102 76 . 65 . 15 24 20 . . 11 . . 1

10 Mozambique 37 84 48 94 26 74 3 7 3 9 2 4 0 0

11 Madagascar 65 121 70 125 59 118 8 36 10 43 5 30 1 5
12 Uganda 67 . . 83 . 50 . . 4 . . 6 . 2 . 0 1
13 Burundi 26 53 36 61 15 44 1 4 2 5 1 3 0 1

14 Tanzania 32 72 40 90 25 85 2 3 3 4 1 2 0 0
15 Togo 55 95 78 118 32 73 5 21 8 33 2 10 0 2

16 Niger 11 28 15 36 7 20 1 6 1 9 0 3 1
17 Benin 34 65 48 87 21 43 3 20 5 29 2 12 0 2
18 Somalia 10 25 16 32 4 18 2 17 4 23 1 12 0
19 Central African Rep. 56 73 84 . . 28 . . 2 13 4 . . I .

20 India 74 92 89 107 57 76 27 35 41 45 13 24 5

21 Rwanda 53 64 64 66 43 63 2 2 3 3 1 2 0 0
22 China 89 124 . . 132 . . 114 24 39 . . 45 . . 32 0 2
23 Kenya 54 94 69 97 40 91 4 20 6 25 2 16 0 1

24 Zambia 53 103 59 106 46 96 7 19 11 24 3 14 . . 2
25 SierraLeone 29 37 . . 21 . . 5 . . 8 3 0

26 Sudan 29 49 37 58 21 41 4 19 6 22 2 17 1 2
27 Haiti 50 78 56 83 44 72 5 18 6 19 3 17 0 1
28 Pakistan 40 47 59 61 20 32 12 17 18 24 5 9 2 5
29 Lesotho 94 115 74 102 114 127 4 22 4 18 4 26 0 2
30 Ghana 69 66 82 75 57 59 13 39 19 45 7 27 1 2
31 Sri Lanka 93 103 98 105 86 102 35 63 34 60 35 67 2 5
32 Mauritania 13 . . 19 . . 6 . . 1 . . 2 . . 0 . . .

33 Senegal 40 55 52 66 29 45 7 13 10 18 3 9 1 2
34 Afghanistan 16 . . 26 . . 5 . . 2 . . 4 1 . . 0
35 Chad 34 38 56 55 13 21 1 6 3 11 0 2 . . 0

36 Guinea 31 30 44 42 19 19 5 12 9 18 2 6 0 2
37 Kampuchea,Dem. 77 . 98 . . 56 . . 9 . . 14 . . 4 . . 1

38 LaO PDR 40 91 50 101 30 79 2 19 2 23 1 15 0 1
39 VietNam 100 107 94 43 44 41

Middle-income economies 85w 104w 92w 109w 79w 101w 22w 49w 26w 57w 19w 51w Sw 14w
Lower middle-income 75w 104w 84w 111w 66w 100w 16w 42w 21w 50w 12w 41w 4w 13w

40 Liberia 41 . . 59 . . 23 . . 5 . . 8 . . 3 .

41 Yemen, PDR 23 66 35 96 10 35 11 19 17 26 5 11
42 Indonesia 72 118 79 121 65 116 12 39 18 45 7 34 1 7
43 YemenArabRep. 9 67 16 112 1 22 0 10 . . 17 . . 3 .

44 Philippines 113 106 115 105 111 106 41 65 42 63 40 66 19 38

45 Morocco 57 81 78 98 35 63 11 31 16 38 5 25 1 9
46 Bolivia 73 91 86 96 60 85 18 37 21 40 15 34 5 20
47 Zimbabwe 110 131 128 135 92 128 6 43 8 51 5 35 0 3
48 Nigeria 32 92 39 103 24 81 5 29 7 . . 3 . . 0 3
49 Dominican Rep. 87 124 87 121 87 126 12 50 11 44 12 57 2

50 Papua New Guinea 44 64 53 . . 35 . . 4 14 6 . . 2 . . . . 2
51 Côted'Ivoire 60 78 80 92 41 65 6 20 10 27 2 12 0 3
52 Honduras 80 102 81 103 79 102 10 36 11 31 9 36 1 10
53 Egypt, Arab Rep. 75 85 90 94 60 76 26 62 37 73 15 52 7 23
54 Nicaragua 69 101 68 96 69 107 14 39 15 23 13 55 2 10

55 Thailand 78 97 82 . . 74 . . 14 30 16 . . 11 . . 2 20
56 ElSalvador 82 70 85 69 79 70 17 24 18 23 17 26 2 14
57 Botswana 65 104 59 98 71 109 3 29 5 27 3 31 . . I
58 Jamaica 109 106 112 106 106 107 51 58 53 56 50 60 3
59 Cameroon 94 107 114 116 75 97 5 23 8 29 2 18 0 2

60 Guatemala 50 76 55 80 45 69 8 17 10 17 7 16 2 8

61 Congo, People's Rep. 114 . . 134 . . 94 . . 10 . . 15 . . 5 . . I
62 Paraguay 102 101 109 104 96 98 13 31 13 31 13 30 4 10
63 Peru 99 122 108 125 90 120 25 65 29 68 21 61 8 24
64 Turkey 101 116 118 119 83 112 16 42 22 47 9 28 4 9

65 Tunisia 91 118 116 127 65 108 16 39 23 46 9 33 2 6
66 Ecuador 91 114 94 117 88 117 17 55 19 51 16 53 3 33
67 Mauritius 101 106 105 105 97 106 26 51 34 53 18 49 3 1

68 Colombia 84 117 83 116 86 119 17 50 18 50 16 51 3 13

Total Male Female Total Male Female Total

Primary Secondary Tertiary
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Percentage of age group enrolled in education

Primary Secondary Tertiary

Total Male Female Total Male Female Total

1965 1985 1965 198.5 1965 1985 1965 1985 1965 1985 1965 1985 1965 1985

69 Chile 124 109 125 108 122 106 34 69 31 63 36 69 6 16
70 Costa Rica 106 101 107 101 105 100 24 41 23 39 25 43 6 23
71 Jordan 95 99 105 98 83 99 38 79 52 80 23 78 2 37
72 Syrian Arab Rep. 78 108 103 116 52 101 28 61 43 72 13 49 8 17
73 Lebanon 106 118 . . 93 26 . . 33 . . 20 14

Upper middle-income 97 w 105 w 100w 108w 93w 102w 29w 57w 31w 66w 26w 63w 7w 16w

74 Brazil 108 104 109 108 108 99 16 35 16 . . 16 . . 2 11
75 Malaysia 90 99 96 100 84 99 28 53 34 52 22 53 2 6
76 SouthAfrica 90 . . 91 . . 88 . . IS . . 16 . . 14 . . 4
77 Mexico 92 115 94 116 90 114 17 55 21 56 13 54 4 16
78 Uruguay 106 110 106 111 106 109 44 70 42 46 . . 8 32

79 Hungaiy tOt 98 102 98 100 99 . . 72 . . 71 . . 72 13 15
80 Poland 104 101 106 102 102 100 58 78 52 75 64 81 18 17
81 Portugal 84 112 84 120 83 119 42 47 49 43 34 51 5 13
82 Yugoslavia 106 96 108 96 103 96 65 82 70 84 59 80 13 20
83 Panama 102 105 104 107 99 102 34 59 32 56 36 63 7 26

84 Argentina 101 108 101 107 102 108 28 70 26 66 31 75 14 36
85 Korea, Rep. of 101 96 103 96 99 96 35 94 44 97 25 91 6 32
86 Algeria 68 94 81 104 53 83 7 51 10 59 5 43 1 6
87 Venezuela 94 108 93 109 94 108 27 45 27 41 28 50 7 26
88 Gabon 134 123 146 124 122 121 II 25 16 30 5 20 . . 4

89 Greece 110 106 111 106 109 106 49 86 57 87 41 84 10 21
90 Oman . . 89 . . 97 . . 80 . . 32 . . 43 . . 21 . . 1

91 TrinidadandTobago 93 95 97 93 90 96 36 76 39 74 34 79 2 4
92 Israel 95 99 95 98 95 101 48 76 46 73 51 80 20 34
93 Hong Kong 103 105 106 106 99 104 29 69 32 66 25 72 5 13

94 Singapore 105 115 110 118 100 113 45 7] 49 70 41 73 10 12
95/ran, Islamic Rep. 63 112 85 122 40 101 18 46 24 54 11 37 2 5

96 Iraq 74 100 102 108 45 92 28 55 42 69 14 39 4 10
97 Romania 101 98 102 98 100 97 39 75 44 74 32 76 10 II

Developing economies 78w 101w 84w 110w 62w 92w 22 w 39 w 28 w 45 w 14 w 33w 3w 8w
Oil exporters 69w 107w 78w 113w 59w 101w 14w 44 w 20 w 53 w 9w 42 w 2w lOw
Exporters of manufactures 86w 109w lt9w 98w 27 w 40 w 48 w 33w 3w
Highly indebted countries 88w 104w 91w 108w 84w 99w 21w 47 w 23 w 57 w 20 w 57 w 5w 16w
Sub-Saharan Africa 41w 75w 52w 85w 31w 67w 4w 23 w 6w 26 w 2w 14w Ow 2w

High-income oil exporters 43w 86w 60w 82w 25w 69w lOw 56w 15w 55w 5w 41w 1w 11w

98 SaudiArabia 24 69 36 77 Il 61 4 42 7 51 1 33 1 11
99 Kuwait 116 101 129 102 103 99 52 83 59 85 43 80 . . 16

100 United Arab Emirates . . 99 . . 99 . . 99 . . 58 . . 53 . . 65 0 8
101 Libya 78 127 111 44 14 87 24 4 1 11

Industrial market economies 107 w 102 w 107 w 101 w 106 w tOl w 63 w 93 w 65 w 91 w 61 w 92 w 21 w 39w

102 Spain 115 104 117 108 114 107 38 91 46 88 29 9] 6 27
103 Ireland 108 100 107 100 108 100 51 96 53 91 50 101 12 22
104 New Zealand 106 106 107 107 104 106 75 85 76 84 74 86 15 35
105 Italy 112 98 113 99 110 99 47 75 53 74 41 73 11 26
106 United Kingdom 92 101 92 103 92 103 66 89 67 83 66 87 12 22

107 Belgium 109 95 110 94 108 96 75 96 77 94 72 97 15 31
108 Austria 106 99 106 100 105 98 52 79 52 77 52 81 9 27
109 Netherlands 104 95 104 94 104 96 61 102 64 103 57 100 17 31
110 France 134 114 135 108 133 106 56 96 53 88 59 95 18 30
Ill Australia 99 106 99 106 99 105 62 95 63 94 61 97 16 28

112 Germany, Fed. Rep. . . 96 . . 96 . . 96 . . 74 . . 73 . . 75 9 30
113 Finland 92 104 95 104 89 103 76 102 72 95 80 110 II 33
114 Denmark 98 98 97 98 99 99 83 103 98 104 67 103 14 29
115 Japan 10(3 102 100 101 100 102 82 96 82 95 81 97 13 30
116 Sweden 95 98 94 97 96 99 62 83 63 79 60 88 13 38

117 Canada 105 105 106 106 104 104 56 103 57 103 55 103 26 55
118 Norway 97 97 97 97 98 97 64 97 66 95 62 100 11 31

119 United States . . 101 . . 101 . . lOt . . 99 . . 99 . . 98 40 57
120 Switzerland 87 87 87 37 38 35 8 22

Nonreporting nonmembers 102 w 105 w 103 w 102 w 66w 92 w 60 w . . 72 w , 27 w 21 w

121 Albania 92 97 97 99 87 95 33 69 40 74 26 64 8 7
122 Angola 39 93 53 . . 26 . . 5 13 6 . . 4 . . 0 1

123 Bulgaria 103 102 104 102 102 101 54 100 54 99 55 100 17 18
124 Cuba 121 105 123 108 119 101 23 85 23 82 24 88 3 21

125 Czechoslovakia 99 97 tOO 97 97 98 29 39 23 28 35 50 14 16

126 German Dem.Rep. 109 101 107 102 til tOO 60 79 62 80 57 77 19 31

127 Korea, Dem. Rep. . . . . . . . . . . . . . . . . . . . . . . .

128 Mongolia 98 105 98 104 97 106 66 88 65 84 66 92 8 26
129 USSR 103 106 103 103 . . 72 99 65 . . 79 . . 21



Table 31. Labor force

Note: For data comparability and coverage, see the technical notes. Figures in italics are for years other than those specified.

282

Percentage of
population of
working age

(15-64 years)

Percentage oflabor force in
Average annual growth
oflaborforce (percent)Agriculture Industry Services

1965 1985 1965 1980 1965 1980 1965 1980 1965-80 1980-85 1985-2000

Low-income economies 54w 59w 77w 72w 9w 13w 14w 15w 2.1w 2.3w 1.9w
China and India 55w 61w 77w 72w 9w 14w 14w 14w 2.1w 2.3w 1.6w
Other low-income 52 w 52 w 79w 71 w 8w lOw 13 w 19w 2.2 w 2.5 w 2.6 w

1 Ethiopia 52 51 86 80 5 8 9 12 2.1 1.7 2.2
2 Bhulan 55 55 95 92 2 3 4 5 1.8 1.9 1.9
3 BurkinaFaso 48 44 89 87 3 4 7 9 1.6 1.9 2.2
4 Nepal 56 54 94 93 2 1 4 7 1.6 2.3 2.3
5 Bangladesh 51 53 84 75 5 6 11 19 1.9 2.8 3.0
6 Malawi 51 47 92 83 3 7 5 9 2.2 2.6 2.6
7 Zaire 52 51 82 72 9 13 9 16 1.7 2.3 2.5
8 Mali 53 50 90 86 1 2 8 13 1.7 2.5 2.7
9 Burma 57 54 64 53 14 19 23 28 2.2 1.9 1.8

10 Mozambique 55 51 87 85 6 7 7 8 3.2 .

11 Madagascar 54 51 85 81 4 6 11 13 2.1 1.9 2.3
12 Uganda 52 52 9! 86 3 4 6 10 3.0 2.7 3.0
13 Bunindi 53 52 94 93 2 2 4 5 1.2 2.0 2.4
14 Tanzania 53 50 92 86 3 5 6 10 2.8 2.8 3.0
15 Togo 52 50 78 73 9 10 13 17 2.7 2.3 2.5
16 Niger 51 51 95 91 1 2 4 7 1.8 2.3 2.6
17 Benin 52 49 83 70 5 7 12 23 1.9 2.0 2.5
18 Somalia 49 53 81 76 6 8 13 16 3.1 2.0 1.7
19 CentralAfricanRep. 57 55 88 72 3 6 9 21 1.2 1.3 1.8
20 India 54 56 73 70 12 13 15 17 l.7 2.0 1.8

21 Rwanda 51 49 94 93 2 3 3 4 2.9 2.8 2.9
22 China 55 65 81 74 8 14 11 12 2.4 2.5 1.4
23 Kenya 48 45 86 81 5 7 9 12 3.6 3.5 3.7
24 Zambia 51 48 79 73 8 10 13 17 2.7 3.2 3.5
25 SierraLeone 54 55 78 70 11 14 11 16 0.9 1.1 1.4

26 Sudan 53 52 82 71 5 8 14 21 2.4 2.8 3.1
27 Haiti 52 51 77 70 7 8 16 22 1.0 2.0 2.2
28 Pakistan 50 53 60 55 18 16 22 30 2.6 3.2 2.8
29 Lesotho 56 52 92 86 3 4 6 10 1.8 2.0 2.1
30 Ghana 52 48 61 56 15 18 24 26 1.9 2.7 2.9
31 SriLanka 54 62 56 53 14 14 30 33 2.2 1.6 1.6
32 Mauritania 52 53 89 69 3 9 8 22 1.8 2.7 3.1
33 Senegal 53 52 83 81 6 6 11 13 3.1 1.9 2.1
34 Afghanistan 55 . . 69 . . 11 . . 20 . . 1 .7 .

35 Chad 55 55 92 83 3 5 5 12 1.6 1.8 2.1
36 Guinea 55 52 87 81 6 9 7 10 1.7 1.6 1.8
37 Kampuchea,Devn. 52 . . 80 . . 4 . . 16 . . 1.2 .

38 L.aoPDR 56 53 81 76 5 7 15 17 1.6 1.8 2.2
39 VietNam . . 55 79 68 6 12 15 21 1.8 .

Middle-income economies 54w 57 w 56 w 43 w 17 w 23 w 27 w 34 w 2.5 w 2.5 w 2.4 w
Lower middle-income 52w 55w 65w 55w 12w 16w 23 w 29w 2.4w 2.6w 2.5w

40 Liberia 51 52 79 74 10 9 1! 16 2.6 2.2 2.7
41 Yemen PDR 52 51 54 41 12 18 33 41 1.6 2.8 3.!
42 Indonesia 53 56 71 57 9 13 21 30 2.1 2.4 2.2
43 YemenArabRep. 54 51 79 69 7 9 14 22 0.7 2.6 3.4
44 Philippines 52 56 58 52 16 16 26 33 2.5 2.5 2.4
45 Morocco 50 52 61 46 15 25 24 29 2.9 3.3 3.1
46 Bolivia 53 53 54 46 20 20 26 34 2.0 2.7 2.7
47 Zimbabwe 51 45 79 73 8 11 13 17 3.0 2.7 3.0
48 Nigeria 51 49 72 68 10 12 18 20 3.0 2.6 2.9
49 Dominican Rep. 47 53 59 46 4 15 27 39 2.8 3.5 2.9
50 Papua New Guinea 55 54 87 76 6 10 7 14 1.9 2.2 2.0
51 Côted'Ivoire 54 54 81 65 5 8 15 27 2.7 2.7 2.6
52 Honduras 50 50 68 61 12 16 20 23 2.8 3.9 3.9
53 Egypt, Arab Rep. 54 55 55 46 15 20 30 34 2.2 2.6 2.7
54 Nicaragua 48 50 57 47 16 16 28 38 2.9 3.8 3.9
55 Thailand 51 59 82 71 5 10 13 19 2.8 2.5 1.7
56 El Salvador 50 60 59 43 16 19 26 37 3.3 2.9 3.3
57 Botswana 50 48 89 70 4 13 8 17 2.4 3.5 3.4
58 Jamaica 51 56 37 31 20 16 43 52 2.0 2.9 2.4
59 Cameroon 55 50 86 70 4 8 9 22 1.7 1.8 2.2
60 Guatemala 50 53 64 57 15 17 21 26 2.3 2.8 3.3
61 Congo, People's Rep. 55 51 66 62 11 12 23 26 2.0 1.8 2.2
62 Paraguay 49 51 55 49 20 21 26 31 3.2 3.1 2.8
63 Pent 51 56 50 40 19 18 32 42 2.9 2.9 2.8
64 Turkey 53 57 75 58 11 17 14 25 1.7 2.3 2.0
65 Tunisia 50 56 49 35 21 36 29 29 2.8 3.1 2.8
66 Ecuador 50 53 55 39 19 20 26 42 2.7 3.1 2.9
67 Mauritius 52 63 37 28 25 24 38 48 2.6 3.3 2.1
68 Colombia 49 59 45 34 21 24 34 42 2.6 2.8 2.3
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Perceniage of
population of

working age
(15-64 years)

Percentage of labor force n Average annual growth
of labor force (percent)Agriculture Industry Services

1965 1985 1965 1980 1965 1980 1965 /980 1965-80 1980-85 1985-2000

69 Chile 56 63 27 17 29 25 44 58 2.2 2.6 1.7
70 Costa Rica 49 59 47 31 19 23 34 46 3.8 3.1 2.4
71 Jordan 27 49 37 10 26 26 37 64 1.7 4.4 4.2
72 Syrian Arab Rep. 46 48 52 32 20 32 28 36 3.3 3,5 4.0
73 Lebanon 51 . . 29 24 47 . . 1.7

Upper middle-income 56 w 59w 45 w 29 w 23 w 31 w 32 w 40 w 2.6w 2.3 w 2.3 w

74 Brazil 53 59 49 31 20 27 31 42 3.3 2.3 2.1
75 Malaysia 50 59 59 42 13 19 29 39 3.4 2.9 2.6
76 South Africa 54 55 32 17 30 35 39 49 1.8 2.8 2.8
77 Mexico 49 54 50 37 22 29 29 35 3.9 3.2 3.0
78 Uniguay 63 63 20 16 29 29 51 55 0.4 0.6 0.9

79 Hungary 66 66 32 18 40 44 29 38 0.1 0.0 0.3
80 Poland 62 66 44 29 32 39 25 33 1.1 0.7 0.7
81 Yugoslavia 63 68 57 32 26 33 17 34 0.9 1.0 0.7
81 Portugal 62 64 38 26 30 37 32 38 1.2 1.0 0.8
83 Panama 51 58 46 32 16 18 38 50 2.7 3.0 2.6

84 Argentina 63 60 18 13 34 34 48 53 1.1 1.1 1.5

85 Korea, Rep. of 53 64 55 36 15 27 30 37 2.8 2.7 1.9
86 Algeria 50 49 57 31 17 27 26 42 2.2 3.6 3.7
87 Venezuela 49 56 30 16 24 28 47 56 4.2 3.5 3.0
88 Gabon 61 58 83 75 8 II 9 14 1.7 2.3 2.5

89 Greece 65 65 47 31 24 29 29 40 0.5 0.6 0.3
90 Oman 53 50 62 50 15 22 23 28 3.8 5.2 2.7
91 TrinidadandTobago 53 61 20 10 35 39 45 51 1.9 2.5 2.1
92 Israel 59 60 12 6 35 32 53 62 3.0 2.2 2.1
93 Hong Kong 56 68 6 2 53 51 41 47 3.9 2.5 1.4

94 Singapore 53 67 6 2 27 38 68 61 4.2 1.9 0.8
95 Iran, IslamicRep. 50 53 49 36 26 33 25 31 3.2 3.3 3.2
96 Iraq 51 50 50 30 20 22 30 48 3.6 3.7 4.0
97 Romania 65 66 57 31 26 44 18 26 0.2 0.7 0.7

Developing economies 54 w 58 w 70w 62w 12 w 16 w 18w 22w 2.3 w 2.4 w 2.1 w
Oil exporters 52 w 53w 61w 49w 15 w 19w 24w 31w 2.8 w 2.8w 2.8 w
Exporters of manufactures 55 w 61 w 71w 66w 11w 16 w 16w 17w 2.2 w 2.2 w 1.6w
Highly indebted countries 53w 56 w 51w 40w 18 w 23 w 31w 37w 2.9w 2.5 w 2.5 w
Sub-Saharan Africa 52w 50 w 79w 75w 8w 9w 13w 16w 2.5 w 2.4 2.7 w

High-income oil exporters 53 w 54 w 58w 35w 15w 21w 28w 44w 5.6 a' 4.4w 3.4 w

98 Saudi Arabia 53 54 68 48 II 14 21 37 4.9 4.4 3.5
99 Kuwait 60 58 2 2 34 32 64 67 6.9 6.2 3.5

100 United Arab Emirates . . 67 21 5 32 38 47 57 . . 5.2 2.1
101 Libya 53 50 41 18 21 29 38 53 3.6 3.7 3.5

Industrial market economies 63w 67w 14w 7w 38w 35w 48w 58w 1.3w 1.0w 0.5w

102 Spain 64 65 34 17 35 37 32 46 0.6 1.3 0.8
103 Ireland 57 60 31 19 28 34 41 48 0.8 1.6 1.6

104 NewZealand 59 65 13 11 36 33 51 56 1.9 1.8 1.2
105 Italy 66 67 25 12 42 41 34 48 0.3 0.7 0.2
106 United Kingdom 65 65 3 3 47 38 50 59 0.3 0.5 0.2

107 Belgium 63 68 6 3 46 36 48 61 0.7 0.7 0.1
108 Austria 63 67 19 9 45 41 36 50 0.2 0.8 0.1
109 Netherlands 62 69 9 6 41 32 51 63 1.4 1.4 0.5
110 France 62 66 18 9 39 35 43 56 0.8 0.9 0.5
Ill Australia 62 66 10 7 38 32 52 61 2.4 1.8 1.3

112 Germany, Fed. Rep. 65 70 11 6 48 44 41 50 0.3 0.7 -0.5
113 Finland 65 67 24 12 35 35 41 53 0.7 0.9 0.3
114 Denmurk 65 66 14 7 37 32 49 61 1.2 0.6 0.2
115 Japan 67 68 26 II 32 34 42 55 1.0 0.9 0.5
116 Sweden 66 65 11 6 43 33 46 62 1.1 0.3 0.3

117 Canada 59 68 10 5 33 29 57 65 3.2 1.4 0.9
118 Norway 63 64 16 8 37 29 48 62 1.8 0.8 0.7
119 UnitedStates 60 66 5 4 35 31 60 66 2.2 1.2 0.8
120 Switzerland 65 67 9 6 49 39 41 55 0.8 0.7 -0.1

Nonreporting nonmembers 61 w 65 w 34w 22w 34w 39w 32w 39w 1.3w 1.1 w 0.8w

121 Albania 52 59 69 56 19 26 12 18 2.8 2.9 2.4
122 Angola 54 52 79 74 8 10 13 17 2.2 1.7 2.1

123 Bulgaria 67 67 46 18 31 45 23 37 0.2 0.0 0.2
124 Cuba 59 66 33 24 25 29 41 48 2.3 2.3 1.7

125 Czechoslovakia 65 64 21 13 47 49 31 37 0.9 0.4 0.7

126 German Dem. Rep. 61 67 15 11 49 50 36 39 0.5 0.9 0.2
127 Korea,Dem. Rep. 52 58 57 43 23 30 20 27 2.7 3.0 2.8
128 Mongolia 54 56 54 40 20 21 26 39 2.7 3.0 2.8
129 USSR 62 66 34 20 33 39 33 41 1.2 0.9 0.5



Table 32. Urbanization
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Urban population
Percentage of urban population

Number of
cities of

over 500,000
persons

As percentage
of total

population

Average annual
growth rate

(percent)
In cities of over

In largest city 500,000 persons

1965 1985 1965-80 1980-85 1960 1980 1960 1980 1960 1980

Low-income economies 17 w 22 w 3.6w 4.0w 10 w 16 w 31 w 55 w 541 148t
China and India
Other low-income

18 w
13w

23 w
20 w

3.0w
4.9 w

3.6 w
5.4w

7w
26 w

6w
30 w

33 w
19 w

59 w
40 w

491
51

114t
34r

1 Ethiopia 8 15 6.6 3.7 30 37 0 37 0 1

2 Bhutan 3 4 3.7 5.2 . . 0 0 0 0
3 BurkinaFaso 6 8 3.4 5.3 . . 41 0 0 0 0
4 Nepal 4 7 5.1 5.6 41 27 0 0 0 0
5 Bangladesh 6 18 8.0 7.9 20 30 20 5! 1 3

6 Malawi 5 . . 7.8 . . . . 19 0 0 0 0
7 Zaire 19 39 7.2 8.4 14 28 14 38 1 2

8 Mali 13 20 4.9 4.5 32 24 0 0 0 0
9 Burma 21 24 2.8 2.8 23 23 23 23 1 2

10 Mozambique 5 19 11.8 5.3 75 83 0 83 0

11 Madagascar 12 21 5.7 5.3 44 36 0 36 0 1

12 Uganda 6 7 4.1 3.0 38 52 0 52 0 1

13 Bumndi 2 2 1.8 2.7 . . . . 0 0 0 0
14 Tanzania 6 14 8.7 8.3 34 50 0 50 0 1

15 Togo 11 23 7.2 6.4 . . 60 0 0 0 0

16 Niger 7 IS 6.9 7.0 . . 31 0 0 0 0
17 Benin 11 35 10.2 4.4 63 0 63 0 1

18 Somalia 20 34 6.1 5.4 . . 34 0 0 0 0
19 Central African Rep. 27 45 4.8 3.9 40 36 0 0 0 0
20 India 19 25 3.6 3.9 7 6 26 39 11 36

21 Rwanda 3 5 6.3 6.7 . . . . 0 0 0 0
22 China 18 22 2.6 3.3 6 6 42 45 38 78
23 Kenya 9 20 9.0 6.3 40 57 0 57 0 1

24 Zambia 24 48 7.1 5.5 . . 35 0 35 0 1

25 SierraLeone 15 25 4.3 5.1 37 47 0 0 0 0

26 Sudan 13 21 5.1 4.8 30 31 0 31 0 1

27 Haiti 18 27 4.0 4.1 42 56 0 56 0 1

28 Pakistan 24 29 4.3 4.8 20 21 33 51 2 7
29 Lesotho 2 17 14.6 5.3 . . . . 0 0 0 0
30 Ghana 26 32 3.4 3.9 25 35 0 48 0 2

31 Sri Lanka 20 21 2.3 8.4 28 16 0 16 0 1

32 Mauritania 7 31 12.4 3.4 . . 39 0 0 0 0
33 Senegal 27 36 4.1 4.0 53 65 0 65 0 1

34 Afghanistan 9 . . 6.0 . . 33 17 0 17 0 1

35 Chad 9 27 9.2 3.9 39 0 0 0 0

36 Guinea 12 22 6.6 4.3 37 80 0 80 0 1

37 Kampuchea,Dem. 11 . . 1.9 . . . . . . . . . . .

38 Lao PDR 8 15 4.8 5.6 69 48 0 0 0 0
39 VietNam . . 20 . . 3.4 . . 21 50 . . 4

Middle-income economies 37w 48w 4.4w 3.5w 28w 27w 37w 49w 59t 131
Lower middle-income 27 w 36w 4.5 w 3.7 w 29w 31 w 31 w 46w 22 t 55

40 Liberia 23 37 6.2 4.3 . . . . 0 0 0 0
41 Yemen, PDR 30 37 3.2 4.9 61 49 0 0 0 0
42 Indonesia 16 25 4.7 2.3 20 23 34 50 3 9

43 YemenArabRep. 5 19 10.7 7.3 . . 25 0 0 0 0
44 Philippines 32 39 4.0 3.2 27 30 27 34 1 2

45 Morocco 32 44 4.2 4.2 16 26 16 50 1 4
46 Bolivia 40 44 2.9 5.6 47 44 0 44 0 1

47 Zimbabwe 14 27 7.5 5.0 40 50 0 50 0 1

48 Nigeria 15 30 4.8 5.2 13 17 22 58 2 9
49 Dominican Rep. 35 56 5.3 4.2 50 54 0 54 0 1

50 Papua New Guinea 5 14 8.4 4.9 . . 25 0 0 0 0
51 Côte d'Ivoire 23 45 8.7 6.9 27 34 0 34 0 1

52 Honduras 26 39 5.5 5.2 31 33 0 0 0 0
53 Egypt, Arab Rep. 41 46 2.9 3.4 38 39 53 53 2 2
54 Nicaragua 43 56 4.6 4.5 41 47 0 47 0 1

55 Thailand 13 18 4.6 3.2 65 69 65 69 1

56 El Salvador 39 43 3.5 4.0 26 22 0 0 0 0
57 Botswana 4 20 15.4 4.5 . . . . . . . . .

58 Jamaica 38 53 3.4 3.2 77 66 0 66 0 1

59 Cameroon 16 42 8.1 7.0 26 21 0 21 0 1

60 Guatemala 34 41 3.6 4.2 41 36 41 36 1

61 Congo, People's Rep. 35 40 3.5 3.6 77 56 0 0 0 0
62 Paraguay 36 41 3.2 3.7 44 44 0 44 0 1

63 Peru 52 68 4.1 3.8 38 39 38 44 1 2
64 Turkey 32 46 4.3 4.4 18 24 32 42 3 4

65 Tunisia 40 56 4.2 3.7 40 30 40 30 1

66 Ecuador 37 52 5.1 3.7 31 29 0 51 0 2
67 Mauritius 37 54 4.0 2.1 . . . . . . . . . .

68 Colombia 54 67 3.5 2.8 17 26 28 51 3 4
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Urban population
Percentage ofurban populatton

Numberof
cities of

over 500,000
persons

As percentage Average annual
of total growth rate

population (percent)
in cities ofover

in largest city 500 000 persons

1965 1985 1965-80 1980-85 1960 1980 1960 1980 1960 1980

69 Chile 72 83 2.6 2.1 38 44 38 44 1 I

70 Costa Rica 38 45 3.7 3.8 67 64 0 64 0 I

71 Jordan 47 69 5.3 4.0 31 37 0 37 0 1

72 SyrianArabRep. 40 49 4.5 5.5 35 33 35 55 1 2
73 Lebanon 49 . . 4.6 64 79 64 79 1

Upper middle-income 49w 65w 3.8w 3.2w 27w 26w 39w 50w 37t 76t
74 Brazil 50 73 4.5 4.0 14 15 35 52 6 14

75 Malaysia 26 38 4.5 4.0 19 27 0 27 0 I

76 South Africa 47 56 2.6 3.3 16 13 44 53 4 7
77 Mexico 55 69 4.5 3.6 28 32 36 48 3 7

78 Uruguay 81 85 0.7 0.9 56 52 56 52 1

79 Hungary 43 55 1.8 1.3 45 37 45 37 1 1

80 Poland 50 60 1.8 1.6 17 15 41 47 5 8

81 Portugal 24 31 2.0 3.3 47 44 47 44 1

82 Yugoslavia 31 45 3.0 2.5 II 10 11 23 1 3

83 Panama 44 50 3.4 2.6 61 66 0 66 0 1

84 Argentina 76 84 2.2 1.9 46 45 54 60 3 5

85 Korea, Rep. of 32 64 5.7 2.5 35 41 61 77 3 7

86 Algeria 38 43 3.8 3.7 27 12 27 12 1

87 Venezuela 72 85 4.5 3.5 26 26 26 44 1 4

88 Gabon 8 12 4.2 4.6 . . .

89 Greece 48 65 2.5 1.9 51 57 51 70 1 2
90 Oman 4 9 8.1 7.3 . . . . . . .

91 TrinidadandTobago 30 64 5.0 3.3 . . . . 0 0 0 0
92 Israel 81 90 3.5 2.4 46 35 46 35 1

93 Hong Kong 89 93 2.3 1.3 100 100 100 100 1

94 Singapore 100 100 1.6 1.2 100 100 100 100 1

95 Iran, Islamic Rep. 37 54 5.5 4.6 26 28 26 47 1 6
96 Iraq 51 70 5.3 6.3 35 55 35 70 1 3

97 Romania 34 51 3.4 1.0 22 17 22 17 I

Developing economies 24 w 31 w 3.9w 3.8w 19 w 21 w 34 w 46 w 113 t 279 r
Oil exporters 29 w 41 w 4.3 w 3.5 w 24 w 24 w 34 w 48 w 17 1 47 t
Exporters of manufactures 23 w 29 w 3.2 w 3.5 w 12 w 12 w 37 w 46 w 70 1 1541
Highly indebted countries 44 w 57 w 3.5 w 3.5 w 23 w 23 w 35 w 50 w 29 t 67 r
Sub-Saharan Africa 13w 25 w 6.2 w 5.7w 22 w 32 w 8w 42 w 2t 14 t

High-income oil exporters 40 w 73 w 9.5 w 6.0 w 29w 28w Ow 34w 01 31

98 SaudiArabia 39 72 8.5 6.1 15 18 0 33 0 2
99 Kuwait 78 92 8.2 5.1 75 30 0 0 0 0

100 UnitedArabEmirates 56 79 18.9 5.5 . . . . . . . . .

101 Libya 29 60 9.7 6.7 57 64 0 64 0 1

Industrial market economies 70w 75w 1.4w 1.5w 18w 18w 48w 55w 1041 1521

102 Spain 61 77 2.4 1.6 13 17 37 44 5 6
103 Ireland 49 57 2.2 2.7 51 48 51 48 1

104 New Zealand 79 83 1.5 0.9 25 30 0 30 0 1

105 Italy 62 67 1.0 0.9 13 17 46 52 7 9

106 United Kingdom 87 92 0.5 0.3 24 20 61 55 15 17

107 Belgium 93 96 0.5 0.4 17 14 28 24 2 2

108 Austria 51 56 0.1 0.7 51 39 51 39 1

109 Netherlands 86 88 1.5 0.9 9 9 27 24 3 3

110 France 67 73 2.7 1.0 25 23 34 34 4 6
Ill Australia 83 86 0.2 1.4 26 24 62 68 4 5

112 Germany, Fed. Rep. 79 86 0.8 0.1 20 18 48 45 11 II
113 Finland 44 60 2.5 2.9 28 27 0 27 0 1

114 Denmark 77 86 1.1 0.3 40 32 40 32 1

115 Japan 67 76 2.1 1.8 18 22 35 42 5 9
116 Sweden 77 86 1.0 1.2 15 15 15 35 1 3

117 Canada 73 77 1.5 1.7 50 32 50 32 1

118 Norway 37 73 5.0 0.9 14 18 31 62 2 9

119 United States 72 74 1.2 2.3 13 12 61 77 40 65
120 Switzerland 53 60 1.2 0.9 19 22 19 22 1

Nonreporting nonmembers 52w 65w 2.4w 1.8w 9w 8w 23w 32w 3lt 591

121 Albania 32 34 3.4 3.3 27 25 0 0 0 0
122 Angola 13 25 6.4 5.8 44 64 0 64 0 1

123 Bulgaria 46 68 2.8 1.7 23 18 23 18 1

124 Cuba 58 71 2.7 0.8 32 38 32 38 1

125 Czechoslovakia 51 66 1.9 1.4 17 12 17 12 1

126 German Dem. Rep. 73 76 0.1 0.6 9 9 14 17 2 3

127 Korea,Dem. Rep. 45 63 4.6 3.8 15 12 15 19 1 2

128 Mongolia 42 55 4.5 3.3 53 52 0 0 0 0

129 USSR 52 66 2.2 1.6 6 4 21 33 25 50
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Note: For data comparability and coverage, see the technical noteu. Figures in italics are for years other than those specified.

Population ratios

Health and welfare

EducationLife expecta,tcv
at birth (years)

Births
attended by
health staff (per
(percent)

Maternal
mortality

10i9,000
live births)

Infant
mortality
(per 1,000
live births)

Females per 100 males Females per 100 males

Total Age 0-4 Female Male Primary Secondary

1965 1985 1965 1985 1965 1986 1965 1986 1984 1980 1965 1986 1965 1985 1970 1985

Low-income economies 96w 95w 97w 95w 50w 61w 47w 60w 329 w 122 w 69 w 53 w 74 w 39 w 60 w
China and India 95w 94w 97w 95w 51w 64w 48w 63w 237w 115w 56w .. 75w 61w
Other low-income 99w 99w 98w 97w 44w 54w 43w 52w w 607 w 150 w 106 w 47 w 68 w 37 w 53 w

I Ethiopia 104 99 101 99 43 48 42 45 58 2(j00b 165 155 38 64 32 64
2 Bhutan 98 94 95 94 32 45 30 46 3 . . 184 139 . . 52 . . 32
3 BurkinaFaso 101 104 100 99 40 49 37 45 . . . . 193 140 48 58 33 47
4 Nepal 99 98 98 94 40 47 41 48 10 850 184 130 . . 41 16 30
5 Bangladesh 93 95 95 96 44 50 45 51 600 153 121 44 67 . 38

6 Malawi 104 103 100 100 40 47 39 44 59 250 200 153 . . 77 39 48
7 Zaire 107 103 97 99 45 54 42 50 SOO 141 100 48 75 26 40
8 Mali 104 108 102 100 39 48 37 45 . . . . 207 144 49 59 29 42
9 Burma 103 100 98 97 49 61 46 58 97 135 122 64 . . 65

10 Mozambique 104 105 100 99 39 49 36 46 28 479b 168 120 . 78 . . 49

II Madagascar 105 101 100 99 45 55 42 52 62 300 201 130 83 . 70 74

12 Uganda 103 102 100 100 47 49 44 46 . 300 121 105 31

13 Burundi 105 105 101 99 45 50 42 47 12 . . 142 114 42 72 17 43
14 Tanzania 103 103 100 99 45 55 41 51 74 370b 138 108 60 99 38 58
15 logo 104 108 100 99 44 54 40 51 476b 153 96 42 63 26 32

16 Niger 101 102 101 100 39 46 35 43 47 58V' 180 135 46 56 35 39
17 Benin 104 108 100 99 43 52 41 48 34 1680b 166 117 44 50 44 39
18 Somalia 102 99 100 99 40 48 37 45 2 1,100 165 134 27 52 27 58
19 Cenlral African Rep. 107 107 103 99 41 51 40 48 . . 600 167 134 34 64 20 36
20 India 94 94 98 94 44 56 46 57 33 500 151 86 57 67 40 52

21 Rwanda 104 104 100 100 51 50 47 47 210 139 116 69 96 44 26
22 China 95 94 97 95 56 70 50 68 44 90 34 . . 81 . . 67
23 Kenya 103 101 100 99 50 59 46 56 SlOb 112 74 57 93 42 62
24 Zambia 101 103 100 99 46 54 43 51 140 121 82 78 89 49 58
25 Sierra Leone 105 103 100 99 34 42 31 40 25 450 209 154 55 . . 40

26 Sudan 98 98 96 99 41 51 39 47 20 607k' 160 108 55 68 40 74
27 Haiti 105 105 98 97 47 56 44 53 20 367 178 119 . . 86 . . 91
28 Pakistan 93 91 95 93 44 51 46 52 24 600 149 III 31 47 25 34
29 Lesotho 102 102 99 99 50 57 47 53 28 . . 142 102 157 125 III 150
30 Ghana 103 101 100 99 49 56 46 52 73 l,400c 119 89 71 78 36 62

31 Sri Lanka 93 97 97 96 65 72 63 68 87 90 63 29 86 93 101 108
32 Mauritania 102 102 101 100 39 49 36 45 23 119 178 127 31 67 13 40
33 Senegal 102 101 100 99 42 49 40 46 530C 171 130 57 68 39 50
34 Afghanistan 96 . . 93 . . 35 . . 35 . . . . 640 17 . . 16

35 Chad 104 103 100 99 38 46 35 44 . . . 183 134 39 9 18

36 Guinea 101 105 101 99 36 43 34 41 . 196 148 . . 46 30 35

37 Kampuchea 100 . . 97 . . 46 . . 43 . . . 134 . 56 . . .

38 LaoPDR 97 102 98 98 . . 51 . . 48 . . . . 146 59 81 34 73
39 VietNam . . 105 . . 97 . . 68 . 63 100 110 . 47 . . 91 . . 90

Middle-income economies 101 w 100 w 97 w 97 w 56 w 65 w 53 w 61 w 53 w 381 w 109 w 65 w 77 w 88 w 82 w 92 w
Lower middle-income 101 w 100 w 97 w 97 w 50 w 61 w 47 w 57 w 38 w 586 w 133 w 77 w 73 w 86 w 59 w 79 w

40 Liberia 102 100 99 99 46 56 43 52 89 173 138 87 . . 30
41 Yemen, PDR 98 103 97 97 39 51 38 49 10 100 . . 142 . . 36 25 48
42 Indonesia 103 101 97 97 45 58 43 55 31 800 136 87 . . 92 64 73
43 YemenArabRep. 97 110 97 97 38 47 37 44 12 . . 200 152 5 24 3 II
44 Philippines 98 98 97 96 57 65 54 62 80 72 46 94 96 . . 100

45 Morocco 100 100 97 97 51 62 48 58 327" 145 85 42 62 40 74
46 Bolivia 102 103 98 98 47 55 42 52 . . 480 160 113 68 88 64 86

47 Zimbabwe 102 100 99 99 50 60 46 56 69 145b 103 74 . . 94 63 68
48 Nigeria 103 102 100 99 43 52 40 49 . . 1,500 177 104 63 79 51
49 DominicanRep. 97 99 97 97 57 68 54 64 98 56 110 67 96 . . 122

50 Papua New Guinea 92 94 95 95 44 54 44 51 34 1,000 140 64 61 .. .

51 Côted'Ivoire 98 91 100 99 44 54 40 51 . . . . 149 96 51 70 27 41
52 Honduras 99 99 97 96 52 66 48 62 50 82 128 72 . . 99
53 Egypt, Arab Rep. 99 99 96 96 50 63 48 59 24 500 172 88 64 76 45
54 Nicaragua 101 100 98 97 52 63 49 60 65 121 65 99 108 . . 183

55 Thailand 99 99 96 97 58 66 54. 62 33 270 88 41 89 . . 69
56 El Salvador 99 99 97 97 56 66 53 57 35 74 120 61 91 99 77 94
57 Botswana 111 111 100 99 49 62 46 56 . . 250 112 69 129 110 . . 115
58 Jamaica 109 103 100 97 67 76 64 71 89 102 49 19 . . 97 111 106
59 Cameroon 105 103 100 99 47 58 44 54 303 143 96 66 84 36 59

60 Guatemala 97 98 97 97 50 63 48 58 105 112 61 80 83 82
61 Congo,PeoplesRep. 104 105 101 99 51 60 48 56 . . . . 118 75 71 94 43 71

62 Paraguay 102 100 97 96 67 69 63 65 22 469 73 43 88 91 91 98
63 Pens 100 101 98 96 52 62 49 59 44 314 130 90 82 93 74 88
64 Turkey 96 97 97 97 55 67 52 62 207 152 79 66 89 37 59

65 Tuniaia 96 98 96 97 52 65 51 61 60 l,000c 145 74 52 80 44 69
66 Ecuador 100 100 98 97 57 68 55 64 27 220 112 64 91 97 76 100
67 Mauntius 100 101 97 96 63 70 59 63 84 52 67 35 90 98 66 90



a. See the technical notes. b. Data refer to maternal mortality in hospitals and other medical institutions only. c. Includes only community data from rural areas.
d. New estimates.
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Population ratios

Health and welfare

EdurationLtfe expectancy
at birth (years)

Births
attended by
health staff

(percent)

Maternal
mortahty

(per 100,000
live births)

Infant
mortally
(per 1,000
live births)

Females per 100 moles Females per 100 males

Total Age 0-4 Female Male Primary Secondary

1965 1985 1965 1985 1965 1986 1965 1986 1984 1980 1965 1986 1965 1985 1970 1985

68 Colombia 102 100 97 96 59 68 54 63 51 126 96 47 102 100 95 100
69 Chile 101 10! 97 96 63 75 57 68 95 55 107 20 96 95 130 109
70 Costa Rica 98 98 97 96 66 76 63 71 93 26 72 18 94 111 107
71 Jordan 94 94 96 97 52 67 49 63 75 115 46 72 91 53 94
72 SyrianArabRep. 95 96 94 95 54 66 51 62 37 280 114 50 47 85 36 69
73 Lebanon 99 96 64 60 56 77

Upper middle income 101 w 100 w 96 w 96 w 62 w 70 w 58 w 64w 76 w 121 w 83 w 50 w 82 w 90 w 111 w 109 w
74 Brazil 98 100 96 97 59 68 55 62 73 154 104 65 99
75 Malaysia 97 99 96 96 60 71 56 67 82 59 55 27 94 98
76 South Africa 103 99 99 98 54 63 49 59 . 550C 124 74
77 Mexico 100 100 97 96 61 72 58 65 92 82 48 95 86
78 Uruguay 100 103 96 96 72 74 65 68 56 48 28 95 129

79 Hungary 107 106 94 96 72 75 67 67 99 28 39 19 94 95 202 186
80 Poland 106 104 95 96 72 76 67 68 12 42 18 . 94 251 268
81 Portugal 108 110 94 97 69 76 63 70 . 15 65 18 95 91 97 116
82 Yugoslavia 104 103 95 95 68 74 64 68 . . 27 72 27 91 94 86 92
83 Panama 96 96 96 96 65 74 62 70 83 90 56 24 93 92 102 108

84 Argentina 98 101 96 97 69 74 63 67 . 85 58 33 97 . . 156
85 Korea, Rep. of 100 98 95 97 58 73 55 66 65 34 63 25 91 94 65 88
86 Algeria 104 101 102 97 5! 63 49 60 . . 129 154 77 62 77 40 72
87 Venezuela 97 99 97 97 65 73 61 66 82 65 65 37 98 96 102 119
88 Gabon 104 105 100 99 44 54 41 50 l24' 153 105 84 98 43 77

89 Greece 106 103 94 95 72 79 69 74 . . 12 34 12 92 94 9! 101
90 Oman 98 9! 97 97 44 56 42 53 60 . 174 103 . . 79 38 51
91 TrinidadandTobago 101 101 98 98 67 72 63 67 . . . . 42 21 97 99 113 101
92 Israel 98 99 95 96 74 77 71 73 99 5 27 12 . . 98 133 126
93 HongKong 97 90 95 96 71 79 64 73 . . 6 28 8 . 91 74 105

94 Singapore 94 96 95 95 68 75 64 70 100 11 26 9 85 89 103 102
95 Iran, Islamic Rep. 98 96 98 94 52 59 53 59 . 157 109 46 77 49 68
96 Iraq 97 97 96 96 53 65 51 62 60 . . 119 71 42 81 41 56
97 Romania 104 102 95 96 70 73 66 68 99 175 44 26 94 .

Developing economies 97 w 97 w 97 w 96 w 52 w 63 w 49 w 60 w 44 w 346w 118 w 67 w 62 w 78 w 59 w 67 w
Oil exporters 101 w 100 w 98 w 97 w 49 w 61 w 47 w 57 w 35 w 704w 139w 83 w 62 w 86 w 56w 77 w
Exporters of manufactures 96w 95w 97w 95w 53w 65w 50w 64w 217 w 109w 54 w 62 w 76 w 63 w 67 w
Highly indebted countries 100 w 100 w 97 w 97 w 57 w 66 w 53 w 60 w 68 w 384 w 107 w 64 w 81 w 89 w 87 w 92 w
Sub-Saharan Africa 103 w 102 w 100w 99 w 44 w 52 w 41 w 49 w 48w 973 w 161 w 113 w 57w 76w 40w 55 w

High-income oil exporters 92 w 80 w 96w 97 w 51 w 66 w 48 w 62 w 86w 47 w 138 w 62 w 34 w 81 w 22 w 74 w
98 Saudi Arabia 96 84 96 97 50 65 47 61 . . 52 148 64 29 77 16 70
99 Kuwait 64 74 97 96 65 75 61 71 99 13 43 19 76 95 73 89

100 United Arab Emirates 71 47 . . 96 59 71 56 67 96 100 33 . . 93 52 95
101 Libya 93 85 97 97 51 63 48 61 76 138 85 39 . . 21

Industrial market economies 104 w 104 w 96 w 96w 74 w 79 w 68 w 73 w 99w 11 w 24 w 9 w 95 w 95 w 95 w 98 w
102 Spain 106 104 96 96 74 79 68 73 96 II 38 II 93 93 . . 102
103 Ireland 99 99 96 95 73 76 69 71 . . 7 25 9 .

104 New Zealand 99 100 95 96 74 77 68 71 99 14 20 II 94 95 . . 98
105 Italy 104 105 96 96 73 79 68 74 . . 13 36 10 93 95 86 94
106 United Kingdom 106 104 95 96 74 78 68 72 98 . . 20 9 .

107 Belgium 104 104 95 96 74 78 68 72 100 10 24 10 94 96 . . 97
108 Austria 114 110 96 96 73 77 66 70 II 28 10 95 94 95 93
109 Netherlands 100 lOt 95 96 76 80 71 74 . . 5 14 8 95 98 91 112
110 France 105 103 96 96 75 80 68 74 . . 13 22 8 95 93 . . 110
Ill Australia 98 99 95 96 74 80 68 75 99 11 19 10 95 95 . . 98

112 Germany, Fed. Rep. III 108 95 96 73 78 67 72 . 11 24 9 94 96 92 98
113 Finland 107 107 96 98 73 79 66 72 . . 5 17 6 . . 95 . . 114
114 Denmark 102 102 95 96 75 78 71 73 . . 4 19 8 96 96 102 105
115 Japan 104 103 96 96 73 81 68 75 100 15 18 6 96 95 101 99
116 Sweden 100 101 95 95 76 80 72 74 100 4 13 6 96 95 . . 107

117 Canada 99 101 95 96 75 80 69 73 99 2 24 8 94 93 95 95
118 Norway 101 101 95 96 76 80 71 74 100 4 17 9 . . 96 97 104
119 UnitedStates 103 105 96 96 74 79 67 71 100 9 25 10 . . 96 . . 95
120 Switzerland 105 103 96 95 75 80 69 74 5 18 7 . . 96 . . 99

Nonreporting nonmembers 116 w 110 w 95 w 98 w 72 w 73 w 65 w 65 w 98 w 33 w 30w
121 Albania 98 97 96 95 67 75 65 68 . . 87 41 . . 91
122 Angola 104 103 101 99 37 45 34 43 15 . . 192 139 . .

123 Bulgaria 100 101 95 95 73 75 66 69 100 22 31 15 93 94 . .

124 Cuba 95 97 96 95 69 77 65 73 99 31 38 14 95 90 118 107
125 Czechoslovakia 105 105 95 97 73 75 64 66 100 8 26 14 93 97 . .

126 Ger,nan,Dem. Rep. 119 110 95 96 74 75 67 68 . . 17 25 9 . . 93 101 98
127 Korea,Dem. Rep. 105 102 103 96 58 71 55 65 100 41 63 25
128 Mongolia 100 100 98 97 58 66 55 62 100 140 88 47 .

129 USSR 119 112 95 99 74 73° 66 64° 100 28 3O' .



Technical notes

This eleventh edition of the World Development
Indicators provides economic and social indicators
for selected periods or years in a form suitable for
comparing economies and groups of economies. It
contains two new tables: one presenting a picture
of women's demographic status and their access to
some health and education services, and the other
providing information on the structure of house-
hold consumption. To balance this addition, two
tables have been dropped this year, one on the
origin and destination of merchandise exports and
one on life expectancy and related indicators; most
of the latter are now included in the table on
women. This makes a total of 33 main tables in
which the statistics and measures have been cho-
sen to give a broad perspective on development.

Considerable effort has been made to standard-
ize the data; nevertheless, statistical methods, cov-
erage, practices, and definitions differ widely. In
addition, the statistical systems in many develop-
ing economies are still weak, and this affects the
availability and reliability of the data. Moreover,
intercountry and intertemporal comparisons al-
ways involve complex technical problems, which
are not able to be fully and unequivocally resolved.
The data are drawn from sources thought to be
most authoritative, but many of them are subject
to considerable margins of error. Readers are urged
to take these limitations into account in interpret-
ing the indicators, particularly when making com-
parisons across economies.

To facilitate international comparisons, national
accounts constant price data series based on years
other than 1980 are, for the first time, partially re-
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based to a 1980 base. This is accomplished by re-
scaling, which moves the year in which current and
constant price versions of the same time series
have the same value, without altering the trend of
either. A rescaling deviation occurs between con-
stant price gross domestic product (GDP) by in-
dustrial origin and GDP by expenditure when
components of GDP are individually rescaled, and
summed up to measure GDP. Such rescaling devi-
ations are absorbed in private consumption, etc. on
the assumption that GDP by industrial origin is a
more reliable estimate than GDP by expenditure.

This approach takes into account the effects of
changes in intersectoral relative prices between the
original and the new base period. Because private
consumption is calculated as a residual, the na-
tional accounting identities are maintained. It
does, however, involve incorporating in private
consumption whatever statistical discrepancies
arise for expenditure in the rebasing process. The
value added in services sector also includes a sta-
tistical discrepancy as reported by the original
sources. In previous editions, GDP in each coun-
try's own original base year was simply rescaled,
for presentational purposes, to equal its nominal
value in 1980. This meant that the usual national
accounting identities failed to hold true.

All growth rates shown are in constant prices
and, unless otherwise noted, have been computed
by using the least-squares method. The least-
squares growth rate, r, is estimated by fitting a
least-squares linear trend line to the logarithmic
annual values of the variable in the relevant pe-
riod. More specifically, the regression equation



takes the form of log X = a + bt + et, where this is
equivalent to the logarithmic transformation of the
compound growth rate equation, X = X, (1 + r)t.
In these equations, X is the variable, t is time, and
a = log X, and b = log (1 + r) are the parameters to
be estimated; e is the error term. If b* is the least-
squares estimate of b, then the annual average
growth rate, r, is obtained as [antilog (b*)1 -1.

Table 1. Basic indicators

Population estimates for mid-1986 are based on data
from the U.N. Population Division or from World
Bank sources. These are normally projections, usu-
ally based on data from the most recent population
censuses or surveys, which, in some cases, are nei-
ther very recent nor very accurate. Note that refu-

289

Box A Basic indicators for U.N. and World Bank member countries with populations
of less than 1 million

GNP per capita'

Average Life
Area annual Average annual expectancy

Population (thousands growth rate rate of inflation' at birth
(thousands) of square Dollars (percent) (percent) (years)

mid-1986 kilometers) 1986 1965-86 1965-80 1980-86 1986

Guinea-Bissau 905 36 170 -2.0 . . 32.9 39
Gambia, The 773 11 230 0.7 8.3 10.9 43
Maldives 189 0b 310 1.8 . . . . 54
Comoros 409 2 320 0.6 . . . . 56
São Tome and Principe 111 1 340 0.7 . . 5.3 65

Cape Verde 335 4 460 . . . . 16.0 65
Guyana 799 215 500 -2.0 8.1 10.2 66
Solomon Islands 283 28 530 . . . . 6.9 58
Western Samoa 165 3 680 . . . . 12.8 65
Swaziland 689 17 690 2.8 9.1 9.6 55

Tonga 98 1 740 . . . . . 64
St. Vincent and the Grenadines 119 0" 960 1.1 11.1 5.1 69

Belize 170 23 1,170 2.2 7.4 1.6 66
Dominica 85 1 1,210 -0.4 12.9 4.7 75
Grenada 98 0 1,240 . . 11.2 5.0 68

St. Lucia 140 1 1,320 2.3 9.4 3.9 72

St. Kitts and Nevis 43 1,700 3.6 9.3 5.2 70
Fiji 707 18 1,810 2.7 10.4 4.9 68

Antigua and Barbuda 81 0" 2,380 0.4 9.1 6.1 73
Suriname 402 163 2,510 3.7 . . 0.5 66

Malta 360 0" 3,450 7.7 3.5 1.8 75
Cyprus 672 9 4,360 . . . . 7.4 74
Barbados 254 0L 5,150 2.4 11.2 7.0 74
Bahamas, The 236 14 7,190 -0.3 6.4 5.2 70
Bahrain 431 1 8,510 . . . . -1.8 70

Qatar 317 11 13,200 . . . . . . 69
Iceland 243 103 13,410 3.1 26.9 46.7 77
Brunei 232 6 15,400 . . . . -4.4 74
Luxembourg 366 3 15,770 4.1 6.5 6.5 74

Djibouti 361 22 . . . . . . . 49

Equatorial Guinea 381 28 . . . . . . . . 45
Kiribati 65 1 . . . . . . 5.6 52
Seychelles 66 0" . . . . 12.1 3.8 70
Vanuatu 135 15 . . . . . . 4.6 63

Note: Countries with italicized names are those for which no GNP per capita can be calculated. Figures in italics are for years other than those
specified.
a. See the technical note to Table 1. b. Less than 500 square kilometers.



gees not permanently settled in the country of asy-
lum are generally considered to be part of the
population of their country of origin.

The data on area are from the FAQ Production
Yearbook, 1986. For basic indicators for U.N. and
World Bank member countries with populations of
less than 1 million, see the table in Box A.

Gross national product (GNP) measures the total
domestic and foreign output claimed by residents
and is calculated without making deductions for
depreciation. It comprises GDP (defined in the
note for Table 2) plus net factor income from
abroad, which is the income residents receive from
abroad for factor services (labor and capital) less
similar payments made to nonresidents who con-
tributed to the domestic economy.

GNP per capita figures are calculated according to
the World Bank Atlas method. The Bank recognizes
that perfect cross-country comparability of GNP
per capita estimates cannot be achieved. Beyond
the classic, strictly intractable, index number prob-
lem, two obstacles stand in the way of adequate
comparability. One concerns GNP and population
estimates themselves. There are differences in na-
tional accounting and demographic reporting sys-
tems and in the coverage and reliability of underly-
ing statistical information, between various
countries. The other relates to the conversion of
GNP data, expressed in different national curren-
cies, to a common numéraireconventionally the
U.S. dollarto compare them across countries.

Recognizing that these shortcomings affect the
comparability of the GNP per capita estimates, the
World Bank has introduced several improvements
in the estimation procedures. Through its regular
review of member countries' national accounts,
the Bank also systematically evaluates the GNP es-
timates, focusing on the coverage and concepts
employed and, where appropriate, making adjust-
ments to improve comparability. As part of the re-
view, Bank staff estimates of GNP (and sometimes
of population) may be developed for the most re-
cent period. The Bank also systematically assesses
the appropriateness of official exchange rates as
conversion factors. An alternative conversion fac-
tor is used (and reported in the World Tables) when
the official exchange rate is judged to diverge by an
exceptionally large margin from the rate effectively
applied to foreign transactions. This applies to
only a small number of countries.

The Atlas conversion factor for any year is the
average of the exchange rate for that year, and the
exchange rates for the two preceding years, which
have been adjusted for differences in relative infla-
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tion between the country and the United States.
This three-year average smooths fluctuations in
prices and exchange rates for each country. The
resulting GNP in U.S. dollars is divided by the
midyear population for the latest year to derive per
capita GNP.

The 1986 GNP per capita figures are based on
conversion factors averaged over 1984 and 1985,
when the dollar was at its highest level in recent
history, as well as 1986. Hence, the relative GNP
value of the United States and of those countries
with currencies linked to the dollar has been
raised, while the relative GNP value of countries
not directly linked to the dollarnotably in Europe
and Japanhas been lowered.

The following formulas describe the procedures
for computing the conversion factor for year t:

1 P, P Pt P
(et2,,) = [e,_2 i P_2 + + e,]

and for calculating per capita GNP in U.S. dollars
for year t:

(1) = Y / N,

where

= current GNP (local currency) for year
P, = GNP deflator for year

= annual average exchange rate (local currency/U.S.
dollar) for year

N, = mid-year population for year
= U.S. GNP deflator for year t.

Because of problems associated with the avail-
ability of comparable data and the determination
of conversion factors, information on GNP per
capita is not shown for nonreporting nonmarket
economies.

The use of official exchange rates to convert na-
tional currency figures to the U.S. dollar does not
attempt to measure the relative domestic purchas-
ing powers of currencies. The United Nations In-
ternational Comparison Program (ICP) has devel-
oped measures of real GDP on an internationally
comparable scale by using purchasing power pari-
ties (PPPs) instead of exchange rates, as conver-
sion factors. Information on the ICP has been pub-
lished in five studies and in a number of other
reports.

The ICP project has covered more than 70 coun-
tries in five phases, at five-year intervals. Phase IV
results for 1980, covering 60 countries, were in-
cluded in last year's report. Phase V results for
1985 are now available for 25 (mainly industrial)
countries, and those for many of the remaining
countries (especially African) should be available



by the end of the year. The Bank is currently re-
viewing the data and methodology underlying the
latest estimates and will include an updated com-
parison of ICP and Atlas numbers in a future edi-
tion of the Atlas or another statistical publication.
The United Nations and its regional economic
commissions, as well as other international agen-
cies, such as the European Communities, the Or-
ganisation for Economic Co-operation and Devel-
opment, and the World Bank are working to
improve the methodology and extend annual pur-
chasing power comparisons to all countries. How-
ever, exchange rates remain the only generally
available means of converting GNP from national
currencies to U.S. dollars.

The average annual rate of inflation is that mea-
sured by the growth rate of the GDP implicit defla-
tor for each of the periods shown. The GDP defla-
tor is first calculated by dividing, for each year of
the period, the value of GDP at current values by
the value of GDP at constant values, both in na-
tional currency. The least-squares method is then
used to calculate the growth rate of the GDP defla-
tor for the period. This measure of inflation, like
any other, has limitations. For some purposes,
however, it is used as an indicator of inflation be-
cause it is the most broadly based deflator, show-
ing annual price movements for all goods and
services produced in an economy.

Life expectancy at birth indicates the number of
years a newborn infant would live if patterns of
mortality prevailing for all people at the time of its
birth were to stay the same throughout its life.
Data are from the U.N. Population Division, sup-
plemented by World Bank estimates.

The summary measures for GNP per capita and life
expectancy in this table are weighted by popula-
tion. Those for average annual rates of inflation are
weighted by the share of country GDP valued in
current U.S. dollars.

Tables 2 and 3. Growth and structure
of production

Most of the definitions used are those of the U.N.
System of National Accounts (SNA), series F, no. 2,
revision 3. Estimates are obtained from national
sources, sometimes reaching the World Bank
through other international agencies but more of-
ten collected by World Bank staff during missions.

GDP measures the total final output of goods
and services produced by an economythat is, by
residents and nonresidentsregardless of the allo-
cation to domestic and foreign claims. It is calcu-

lated without making deductions for depreciation.
While SNA envisages estimates of GDP by indus-
trial origin to be at producer prices, many coun-
tries still report such details at factor cost, which
differs from producer prices because of the treat-
ment of certain commodity taxes. Overall, GDP at
producer prices is equal to GDP at purchaser val-
ues, less import duties. For individual sectors, say
agriculture, values at producer prices differ from
purchaser values because of indirect taxes minus
subsidies and, at least in theory, because pur-
chaser prices include retail and wholesale service
and transport costs. International comparability of
the estimates is affected by the fact that countries
are, in practice, about evenly divided in terms of
the valuation system they use in reporting value
added by production sectors. As a partial solution,
GDP estimates are shown at purchaser values if
the components are on this basis, and such in-
stances are footnoted. However, for a few coun-
tries in Tables 2 and 3, GDP at purchaser values
have been replaced by GDP at factor cost. Note that
in editions before 1986, GDP at producer prices and
GDP at purchaser values were referred to as GDP at
factor cost and GDP at market prices, respectively.

The figures for GDP are dollar values converted
from domestic currencies by using single-year offi-
cial exchange rates. For a few countries where the
official exchange rate does not reflect the rate effec-
tively applied to actual foreign exchange transac-
tions, an alternative conversion factor is used (and
reported in the World Tables). Note that this table
does not use the three-year averaging computation
used for calculating GNP per capita in Table 1.

Agriculture covers forestry, hunting, and fishing
as well as agriculture. In developing countries with
high levels of subsistence farming, much of agri-
cultural production is either not exchanged or not
exchanged for money. This increases the difficulty
of measuring the contribution of agriculture to
GDP and reduces the reliability and comparability
of such numbers. Industry comprises value added
in mining, manufacturing (also reported as a sub-
group), construction, and electricity, water, and
gas. Value added in all other branches of economic
activity, including imputed bank service charges,
import duties, and any statistical discrepancies
noted by national compilers, are categorized as
services, etc..

Partially rebased 1980 series in domestic curren-
cies, as explained above, are used to compute the
growth rates in Table 2. The sectoral shares of GDP
in Table 3 are based on current price series.

In calculating the summary measures for each mdi-
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cator in Table 2, partially rebased constant 1980
U.S. dollar values for each economy are calculated
for each of the years of the periods covered; the
values are often aggregated across countries for
each year; and the least-squares procedure is used
to compute the growth rates. The average sectoral
percentage shares in Table 3 are computed from
group aggregates of sectoral GDP in current U.S.
dollars.

Tables 4 and 5. Growth of consumption
and investment; structure of demand

GDP is defined in the note for Table 2, but for these
two tables it is in purchaser values.

General government consumption includes all cur-
rent expenditure for purchases of goods and serv-
ices by all levels of government. All expenditure,
including capital expenditure, on national defense
and security is regarded as consumption
expenditure.

Private consumption, etc. is the market value of all
goods and services purchased or received as in-
come in kind by households and nonprofit institu-
tions. It excludes purchases of dwellings, but in-
cludes imputed rent for owner-occupied dwellings
(see Table 6 for details). In practice, it includes any
statistical discrepancy in the use of resources. At
constant prices, this means that it also includes the
rescaling deviation from partial rebasing.

Gross domestic investment consists of the outlays
for additions to the fixed assets of the economy,
plus net changes in the level of inventories.

Gross domestic savings are calculated by deducting
total consumption from gross domestic product.

Exports of goods and nonfactor services represent the
value of all goods and nonfactor services provided
to the rest of the world; they include merchandise,
freight, insurance, travel, and other nonfactor
services. The value of factor services, such as in-
vestment income, interest, and labor income, is
excluded.

The resource balance is the difference between ex-
ports of goods and nonfactor services and imports
of goods and nonfactor services.

Partially rebased 1980 series in constant domestic
currency units (see above) are used to compute the
indicators in Table 4. Table 5 uses national accounts
series in current domestic currency units. Simi-
larly, the growth rates in Table 4 are calculated
from the constant 1980 price series; the shares of
GDP in Table 5, from current price series.

The summary measures are calculated by the
method explained in the note for Tables 2 and 3.
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Table 6. Structure of consumption

Percentage shares of selected items in total house-
hold consumption expenditure are computed from
SNA-defined details of GDP (expenditure at na-
tional market prices) mainly as collected for the
International Comparison Program (ICP) phases
IV and V. For countries not covered by the ICP, less
detailed national accounts estimates are included,
as available. The data covers 79 countries and refer
to estimates generally for a year between 1980 and
1985, inclusive. In some instances, they refer to
earlier years and are therefore italicized. Consump-
tion here refers to private (nongovernment) con-
sumption as defined in the SNA and in the notes
to Tables 2, 4, and 5, except that education and
medical care comprise government as well as pri-
vate outlays. This ICP concept of consumption en-
hances international comparability because it is
less sensitive to differing national practices regard-
ing the financing of health and education services.

A major sub-item of food is presented: cereals and
tubers. The sub-item comprises rice, flour, bread,
all other cereals and cereal preparations, potatoes,
yams, and other tubers. For industrialized market
economies, this sub-item does not include tubers.
Gross rents, fuel and power consist of actual, and
imputed rents, and repair and maintenance
charges, as well as the sub-item fuel and power (for
heating, lighting, cooking, air conditioning, and so
forth). Note that this item excludes energy used for
transport (rarely more than 1 percent of the total,
in developing countries). As mentioned above,
medical care and education include government as
well as private consumption expenditure. Transport
and communication also include the purchase of mo-
tor cars, which are reported as a sub-item. Other
consumption, the residual group, includes bever-
ages and tobacco, nondurable household goods
and household services, recreational services, and
services supplied by hotels and restaurants. It also
includes the separately reported sub-item, other
consumer durables, comprising household appli-
ances, furniture, floor coverings, recreational
equipment, and watches and jewellery.

Estimating the structure of consumption is one
of the weakest aspects of national accounting in
developing countries. The structure is estimated
through household expenditure surveys and simi-
lar sampling techniques, and shares any bias of the
technique. For example, some countries limit sur-
veys to urban areas or, even more narrowly, to
capital cities. This tends to produce exceptionally
low shares for food and high shares for transport and



communications, gross rents, and other consumption,
which includes meals purchased outside the
home. Controlled food prices and incomplete na-
tional accounting for subsistence activities also
contribute to low food shares.

Table 7. Agriculture and food

The basic data for value added in agriculture are from
the World Bank's national accounts series at cur-
rent prices in national currencies. This is in con-
trast to last year's edition, which showed constant
price data for this indicator. The value added in
current prices in national currencies is converted to
U.S. dollars by applying the single-year conver-
sion procedure, as described in the technical note
for Tables 2 and 3.

The figures for the remainder of this table are
from the Food and Agriculture Organization
(FAO).

Cereal imports are measured in grain equivalents
and defined as comprising all cereals under the
Standard International Trade Classification (SITC), Re-
vision 2, Groups 041-046. Food aid in cereals covers
wheat and flour, bulgur, rice, coarse grains, and
blended foods. The figures are not directly compa-
rable since cereal imports are based on calendar-
year and recipient-country data, whereas food aid
in cereals is based on data for crop years reported
by donor countries and international organiza-
tions. Furthermore, food aid information by do-
nors may not correspond to actual receipts by ben-
eficiaries during a given period and is sometimes
not reported to FAO or other relevant international
organizations. The earliest available food aid data
are for 1974.

Fertilizer consumption is measured in relation to
arable land. This includes land under temporary
crops (double-cropped areas are counted once),
temporary meadows for mowing or pastures, land
under market or kitchen gardens, land temporarily
fallow or lying idle, as well as land under perma-
nent crops.

The index of food production per capita shows the
average annual quantity of food produced per cap-
ita in 1984-86 in relation to that produced in 1979-
81. The estimates are derived by dividing the
quantity of food production by the total popula-
tion. For this index food is defined as comprising
nuts, pulses, fruits, cereals, vegetables, sugar
cane, sugar beet, starchy roots, edible oils, live-
stock, and livestock products. Quantities of food
production are measured net of animal feed, seeds

for use in agriculture, and food lost in processing
and distribution.

The summary measures for fertilizer consumption
are weighted by total arable land area; the summary
measures for food production are weighted by
population.

Table 8. Structure of manufacturing

The basic data for value added in manufacturing are
from the World Bank's national accounts series at
current prices in national currenciesunlike last
year's edition, which provided constant price val-
ues. The figures shown are dollar values converted
from national currencies by using single-year offi-
cial exchange rates. For a few countries where the
official exchange rate does not reflect the rate effec-
tively applied to actual foreign exchange transac-
tions, an alternative conversion factor is used.

The basic data for distribution of value added
among manufacturing industries are provided by
United Nations Industrial Development Organiza-
tion (UNIDO), and are in national currencies at
current prices.

The classification of manufacturing industries is
in accord with the U.N. International Standard In-
dustrial Classification of All Economic Activities (ISIC).
Food and agriculture comprise ISIC Division 31; tex-
tiles and clothing, Division 32; machinery and trans-
port equipment, Major Groups 382-84; and chemi-
cals, Major Groups 351 and 352. Other comprises
wood and related products (Division 33), paper
and related products (Division 34), petroleum and
related products (Major Groups 353-56), basic
metals and mineral products (Divisions 36 and 37),
fabricated metal products and professional goods
(Major Groups 381 and 385), and other industries
(Major Group 390). When data for textiles, ma-
chinery or chemicals are shown as not available,
they are also included in other.

Table 9. Manufacturing earnings and output

Four indicators are showntwo relate to real earn-
ings per employee, one to labor's share in total
value added generated, and one to labor produc-
tivity in the manufacturing sector. The indicators
are based on data from UNIDO, although the de-
flators are from other sources, as explained below.

Earnings per employee are in constant prices and
are derived by deflating nominal earnings per em-
ployee, as computed by UNIDO, by the country's
consumer price index (CPI). The CPI is from the
IMF's International Financial Statistics (IFS). Total
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earnings as percentage of value added are derived by
dividing total earnings of employees by value
added in current prices, to show labor's share in
income generated in the manufacturing sector.
Gross output per employee is in constant prices and is
presented as a measure of labor productivity. To
derive this indicator, UNIDO data on gross output
per employee in current prices are adjusted using the
implicit deflators for value added in manufacturing
or in industry, taken from the World Bank's na-
tional accounts data files.

To improve cross-country comparability, UNIDO
has, where possible, standardized the coverage of
establishments to those with 5 or more employees.

The concepts and definitions are in accordance
with the International Recommendations for Industrial
Statistics published by the United Nations. Earn-
ings (wages and salaries) cover all remuneration to
employees paid by the employer during the year.
The payments include (a) all regular and overtime
cash payments and bonuses and cost of living al-
lowances; (b) wages and salaries paid during vaca-
tion and sick leave; (c) taxes and social insurance
contributions and the like, payable by the employ-
ees and deducted by the employer; and (d) pay-
ments in kind.

The value of gross out put is estimated on the basis
of either production or shipments. On the produc-
tion basis it consists of (a) the value of all products
of the establishment, (b) the value of industrial
services rendered to others, (c) the value of goods
shipped in the same condition as received, (d) the
value of electricity sold, and (e) the net change of
the value of work-in-progress between the begin-
ning and the end of the reference period. In the
case of estimates compiled on a shipment basis,
the net change between the beginning and the end
of the reference period in the value of stocks of
finished goods is also included. Value added is de-
fined as the current value of gross output less the
current cost of (a) materials, fuels and other sup-
plies consumed, (b) contract and commission work
done by others, (c) repair and maintenance work
done by others, and (d) goods shipped in the same
condition as received.

The term employees in this table combines two
categories defined by the U.N.: regular employees
and persons engaged. Together these groups com-
prise regular employees, working proprietors, ac-
tive business partners, and unpaid family workers;
they exclude homeworkers. The data refer to the
average number of employees working during the
year.
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Table 10. Commercial energy

The data on energy are from U.N. sources. They
refer to commercial forms of primary energy
petroleum and natural gas liquids, natural gas,
solid fuels (coal, lignite, and so on), and primary
electricity (nuclear, geothermal, and hydroelectric
power)all converted into oil equivalents. Figures
on liquid fuel consumption include petroleum de-
rivatives that have been consumed in nonenergy
uses. For converting primary electricity into oil
equivalents, a notional thermal efficiency of 34 per-
cent has been assumed. The use of firewood, dried
animal excrement, and other traditional fuels, al-
though substantial in some developing countries,
is not taken into account because reliable and com-
prehensive data are not available.

Energy imports refer to the dollar value of energy
importsSection 3 in the SITC, Revision 1and
are expressed as a percentage of earnings from
merchandise exports.

Because data on energy imports do not permit a
distinction between petroleum imports for fuel
and for use in the petrochemicals industry, these
percentages may overestimate the dependence on
imported energy.

The summary measures of energy production and
consumption are computed by aggregating the re-
spective volumes for each of the years covered by
the periods and then applying the least-squares
growth rate procedure. For energy consumption per
capita, population weights are used to compute
summary measures for the specified years.

The summary measures of energy imports as a per-
centage of merchandise exports are computed from
group aggregates for energy imports and merchan-
dise exports in current dollars.

Table 11. Growth of merchandise trade

The statistics on merchandise trade, Tables 11
through 14, are primarily from the U.N. trade data
system, which accords with the U.N. Yearbook of
International Trade Statisticsthat is, the data are
based on countries' customs returns. However,
more recent statistics are often from secondary
sources, notably the IMF; in footnoted cases,
World Bank estimates are reported. Secondary
sources and World Bank estimates are based on
aggregated reports that become available before
the detailed reports submitted to the U.N. become
available. In some cases, they also permit coverage
adjustments for significant components of a coun-



try's foreign trade that are not subject to regular
customs reports. Such cases are identified in the
country notes to the World Tables. Values in these
tables are in current U.S. dollars.

Merchandise exports and imports, with some excep-
tions, cover international movements of goods
across customs borders. Exports are valued f.o.b.
(free on board) and imports, c.i.f. (cost, insurance,
and freight), unless otherwise specified in the fore-
going sources. These values are in current dollars;
note that they do not include trade in services.

The growth rates of merchandise exports and imports
are in constant terms and are calculated from
quantum indexes of exports and imports. Quan-
tum indexes for developing countries and high-
income oil exporters are obtained from the export
or import value index as deflated by the corres-
ponding price index. To calculate these quantum
indexes, the World Bank uses its own price in-
dexes, which are based on international prices for
primary commodities and unit value indexes for
manufactures. These price indexes are both
country-specific and disaggregated by broad com-
modity groups, which ensure consistency between
data for a group of countries and those for individ-
ual countries.

Such data consistency will increase as the World
Bank continues to improve its trade price indexes
for an increasing number of countries. For indus-
trial economies the indexes are as reported by the
IMF, in accordance with national methodologies.

The terms of trade, or the net barter terms of
trade, measure the relative movement of export
prices against that of import prices. Calculated as
the ratio of a country's index of average export
prices to its average import price index, this indica-
tor shows changes over a base year in the level of
export prices as a percentage of import prices. The
terms-of-trade index numbers are shown for 1984
and 1986, where 1980 = 100. The price indexes are
from the sources cited above for the growth rates
of exports and imports.

The summary measures for the growth rates are
calculated by aggregating the 1980 constant U.S.
dollar price series for each year and then applying
the least-squares growth rate procedure for the pe-
riods shown. Note again that these values do not
include trade in services.

Tables 12 and 13. Structure of merchandise trade

The shares in these tables are derived from trade
values in current dollars reported in the U.N. trade
data system and the U.N. Yearbook of International

Trade Statistics, supplemented by other secondary
sources and World Bank estimates as explained in
the note to Table 11.

Merchandise exports and imports are defined in the
note to Table 11.

The categorization of exports and imports fol-
lows the SITC, series M, no. 34, Revision 1. Esti-
mates from secondary sources also usually follow
this definition.

In Table 12, fuels, minerals, and metals are the com-
modities in SITC Section 3 (mineral fuels, and lu-
bricants and related materials), Divisions 27 and 28
(minerals and crude fertilizers, and metalliferous
ores) and Division 68 (nonferrous metals). Other
primary commodities comprise SITC Sections 0, 1, 2,
and 4 (food and live animals, beverages and to-
bacco, inedible crude materials, oils, fats, and
waxes) less Divisions 27 and 28. Machinery and
transport equipment are the commodities in SITC
Section 7. Other manufactures represent SITC Sec-
tions 5 through 9 less Section 7 and Division 68.
Textiles and clothing, representing SITC Divisions 65
and 84 (textiles, yarns, fabrics, and clothing), are
shown as a subgroup of other manufactures. Note
that because of a lack of detailed information for
many countries, this definition is somewhat
broader than that used for exporters of manufac-
tures defined on page xi.

In Table 13, food commodities are those in SITC
Sections 0, 1, and 4 and Division 22 (food and live
animals, beverages, oils and fats, and oilseeds and
nuts), less Division 12 (tobacco). Fuels are the com-
modities in SITC Section 3 (mineral fuels, lubri-
cants and related materials). Other primary commod-
ities comprise SITC Section 2 (crude materials,
excluding fuels), less Division 22 (oilseeds and
nuts) plus Divisions 12 (tobacco) and 68 (nonfer-
rous metals). Machinery and transport equipment are
the commodities in SITC Section 7. Other manufac-
tures, calculated as the residual from the total value
of manufactured imports, represent SITC Sections
5 through 9 less Section 7 and Division 68.

The summary measures in Table 12 are weighted
by total merchandise exports of individual coun-
tries in current dollars; those in Table 13, by total
merchandise imports of individual countries in
current dollars. (See the note to Table 11.)

Table 14. Origin and destination of manufactured
exports

The value of manufactured exports, reported by
country of origin, conforms to Table 12, where sep-
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arate shares in total merchandise exports are given
for machinery and transport equipment and for
other manufactures. The destination of manufactured
exports is based on the highly detailed Commodity
Trade file maintained at the U.N.'s International
Computing Center. While the two are conceptually
the same, differences may arise because aggregate
estimates by country of origin (included in Table
12) tend to be more current and comprehensive.
When data on values of manufactured exports are
not available from U.N., supplementary sources
including IMF and World Bank data files are used.

Manufactured goods are the commodities in SITC,
Revision 1, Sections 5 through 9 (chemicals and
related products, basic manufactures, manufac-
tured articles, machinery and transport equip-
ment, and other manufactured articles and goods
not elsewhere classified) excluding Division 68
(nonferrous metals). This definition is somewhat
broader than the one used to define exporters of
manufactures (see page xi) because the highly de-
tailed information used for country classification is
not generally available on a current basis.

In the destination columns, industrial market econo-
mies also include Gibraltar, Iceland, and Luxem-
bourg; high-income oil exporters also include Bah-
rain, Brunei, and Qatar. The summary measures are
weighted by manufactured exports of individual
countries in current dollars.

Table 15. Balance of payments and reserves

The statistics for this table are normally as reported
by the IMP but do include recent estimates by
World Bank staff and, in rare instances, the Bank's
own coverage or classification adjustments to en-
hance international comparability. Values in this
table are in current U.S. dollars.

The current account balance is the difference be-
tween exports of goods and services (factor and
nonfactor) as well as inflows of unrequited trans-
fers (private and official), and imports of goods
and services as well as unrequited transfers to the
rest of the world. The external financing requirement
equals the current account balance except that it
excludes net official unrequited transfers, treating
them as akin to official capital movements. The
difference between the two measures is essentially
foreign aid in the form of grants, technical assis-
tance, and food aid, which, for most developing
countries, tends to make current account deficits
smaller than the financing requirement.

Workers' remittances cover remittances of income
by migrants who are employed or expect to be em-
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ployed for more than a year in their new economy,
where they are considered residents. These remit-
tances are classified as private unrequited trans-
fers, while those derived from shorter term stays
are included in services, as labor income. The dis-
tinction accords with internationally agreed guide-
lines, but many developing countries classify
workers' remittances as a factor income receipt
(and hence a component of GNP). The World Bank
adheres to international guidelines in defining
GNP and, therefore, may differ from national
practices.

Net direct private investment is the net amount in-
vested or reinvested by nonresidents in enter-
prises in which they or other nonresidents exercise
significant managerial control, including equity
capital, reinvested earnings, and other capital. The
net figures subtract the value of direct investment
abroad by residents of the reporting country.

Gross international reserves comprise holdings of
monetary gold, special drawing rights (SDRs), the
reserve position of IMF members in the Fund, and
holdings of foreign exchange under the control of
monetary authorities. The data on holdings of in-
ternational reserves are from IMF data files. The
gold component of these reserves is valued
throughout at year-end London prices: that is,
$37.37 an ounce in 1970 and $390.90 an ounce in
1986. The reserve levels for 1970 and 1986 refer to
the end of the year indicated and are in current
dollars at prevailing exchange rates. Because of dif-
ferences in the definition of international reserves,
in the valuation of gold, and in reserve manage-
ment practices, the levels of reserve holdings pub-
lished in national sources do not have strictly com-
parable significance. Reserve holdings at the end
of 1986 are also expressed in terms of the number
of months of imports of goods and services they
could pay for, with imports at the average level for
1986.

The summary measures are computed from group
aggregates for gross international reserves and to-
tal imports of goods and services, in current dol-
lars.

Table 16. Total external debt

The data on debt in this and successive tables are
from the World Bank Debtor Reporting System,
supplemented by World Bank estimates. That sys-
tem is concerned solely with developing econo-
mies and does not collect data on external debt for
other groups of borrowers, nor from economies
that are not members of the World Bank. The dol-
lar figures on debt shown in Tables 16 through 20



are in U.S. dollars converted at official exchange
rates.

The data on debt include private nonguaranteed
debt reported by twenty-two developing countries
and complete or partial estimates (depending on
the reliability of information) for an additional
twenty-six countries.

Public loans are external obligations of public
debtors, including the national government, its
agencies, and autonomous public bodies. Publicly
guaranteed loans are external obligations of private
debtors that are guaranteed for repayment by a
public entity. These two categories are aggregated
in the tables. Private nonguaranteed loans are exter-
nal obligations of private debtors that are not guar-
anteed for repayment by a public entity.

Use of IMF credit denotes repurchase obligations
to the IMF for all uses of IMF resources, excluding
those resulting from drawings in the reserve
tranche and on the IMF Trust Fund and the struc-
tural adjustment facility. It is shown for the end of
the year specified. It comprises purchases out-
standing under the credit tranches, including en-
larged access resources, and all of the special facili-
ties (the buffer stock, compensatory financing, and
extended Fund facility). Trust Fund and structural
adustment facility loans are included individually
in the Debtor Reporting System and are thus
shown within the total of public long-term debt.
Use of IMF credit outstanding at year-end (a stock)
is converted to U.S. dollars at the dollar-SDR ex-
change rate in effect at year-end.

Short-term external debt is debt with an original
maturity of one year or less. Available data permit
no distinctions between public and private non-
guaranteed short-term debt.

Total external debt is defined for the purpose of
this report as the sum of public, publicly guaran-
teed, and private nonguaranteed long-term debt,
use of IMF credit, and short-term debt.

Table 17. Flow of public and private external
capital

Data on disbursements and repayment of principal
(amortization) are for public, publicly guaranteed,
and private nonguaranteed long-term loans. The
net flow estimates are disbursements less the repay-
ment of principal.

Table 18. Total external public and private debt
and debt service ratios

Total long-term debt data in this table cover public
and publicly guaranteed debt and private non-

guaranteed debt. The ratio of debt service to ex-
ports of goods and services is one of several con-
ventional measures used to assess the ability to
service debt. The average ratios of debt service to
GNP for the economy groups are weighted by
GNP in current dollars. The average ratios of debt
service to exports of goods and services are
weighted by exports of goods and services in cur-
rent dollars.

Table 19. External public debt and debt service
ratios

External public debt outstanding and disbursed repre-
sents public and publicly guaranteed loans drawn
at year-end, net of repayments of principal and
write-off s. For estimating external public debt as a
percentage of GNP, the debt figures are converted
into U.S. dollars from currencies of repayment at
end-of-year official exchange rates. GNP is con-
verted from national currencies to U.S. dollars by
applying the conversion procedure described in
the technical note to Tables 2 and 3.

Interest payments are actual payments made on
the outstanding and disbursed public and publicly
guaranteed debt in foreign currencies, goods, or
services; they include commitment charges on un-
disbursed debt if information on those charges is
available.

Debt service is the sum of actual repayments of
principal (amortization) and actual payments of in-
terest made in foreign currencies, goods, or serv-
ices on external public and publicly guaranteed
debt. Procedures for estimating total long-term
debt as a percentage of GNP, average ratios of debt
service to GNP, and average ratios of debt service
to exports of goods and services are the same as
those described in the note to Table 18.

The summary measures are computed from group
aggregates of debt service and GNP in current dol-
lars.

Table 20. Terms of external public borrowing

Commitments refer to the public and publicly guar-
anteed loans for which contracts were signed in
the year specified. They are reported in currencies
of repayment and converted into U.S. dollars at
average annual official exchange rates.

Figures for interest rates, maturities, and grace pe-
riods are averages weighted by the amounts of the
loans. Interest is the major charge levied on a loan
and is usually computed on the amount of princi-
pal drawn and outstanding. The maturity of a loan
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is the interval between the agreement date, when a
loan agreement is signed or bonds are issued, and
the date of final repayment of principal. The grace
period is the interval between the agreement date
and the date of the first repayment of principal.

Public loans with variable interest rates, as a percent-
age of public debt, refer to interest rates that float
with movements in a key market rate; for example,
the London interbank offered rate (LIBOR) or the U.S.
prime rate. This column shows the borrower's ex-
posure to changes in international interest rates.

The summary measures in this table are weighted
by the amounts of the loans.

Table 21. Official development assistance
from OECD and OPEC members

Official development assistance (ODA) consists of net
disbursements of loans and grants made on con-
cessional financial terms by official agencies of the
members of the Development Assistance Commit-
tee (DAC) of the Organisation for Economic Co-
operation and Development (OECD) and members
of the Organization of Petroleum Exporting Coun-
tries (OPEC), to promote economic development
and welfare. While this definition aims at exclud-
ing purely military assistance, the borderline is
sometimes blurred; the definition used by the
country of origin usually prevails. ODA also in-
cludes the value of technical cooperation and assis-
tance. All data shown are supplied by the OECD,
and all U.S. dollar values are converted at official
exchange rates.

Amounts shown are net disbursements to devel-
opmg countries and multilateral institutions. The
disbursements to multilateral institutions are now
reported for all DAC members on the basis of the
date of issue of notes; some DAC members previ-
ously reported on the basis of the date of encash-
ment. Net bilateral flows to low-income economies ex-
clude unallocated bilateral flows and all
disbursements to multilateral institutions.

The nominal values shown in the summary for
ODA from OECD countries were converted at 1980
prices using the dollar GDP deflator. This deflator
is based on price increases in OECD countries (ex-
cluding Greece, Portugal, and Turkey) measured
in dollars. It takes into account the parity changes
between the dollar and national currencies. For ex-
ample, when the dollar depreciates, price changes
measured in national currencies have to be ad-
justed upward by the amount of the depreciation
to obtain price changes in dollars.

The table, in addition to showing totals for
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OPEC, shows totals for the Organization of Arab
Petroleum Exporting Countries (OAPEC). The do-
nor members of OAPEC are Algeria, Iraq, Kuwait,
Libya, Qatar, Saudi Arabia, and United Arab Emir-
ates. ODA data for OPEC and OAPEC are also
obtained from the OECD.

Table 22. Official development assistance:
receipts

Net disbursements of ODA from all sources consist of
loans and grants made on concessional financial
terms by all bilateral official agencies and multilat-
eral sources to promote economic development
and welfare. They include the value of technical
cooperation and assistance. The disbursements
shown in this table are not strictly comparable with
those shown in Table 21 since the receipts are from
all sources; disbursements in Table 21 refer to
those made by members of the OECD and OPEC
only. Net disbursements equal gross disburse-
ments less payments to the originators of aid for
amortization of past aid receipts. Net disburse-
ments of ODA are shown per capita and as a per-
centage of GNE

The summary measures of per capita ODA are
computed from group aggregates for population
and for ODA. Summary measures for ODA as a per-
centage of GNP are computed from group totals
for ODA and for GNP in current U.S. dollars.

Table 23. Central government expenditure

The data on central government finance in Tables
23 and 24 are from the IMF Government Finance
Statistics Yearbook, 1987 and IMF data files. The ac-
counts of each country are reported using the sys-
tem of common definitions and classifications
found in the IMF Manual on Government Finance
Statistics (1987). The shares of total expenditure
and revenue by category are calculated from series
in national currencies. Because of differences in
coverage of available data, the individual compo-
nents of central government expenditure and cur-
rent revenue shown in these tables may not be
strictly comparable across all economies.

Moreover, inadequate statistical coverage of
state, provincial, and local governments, dictated
by the use of central government data, may seri-
ously understate or distort the statistical portrayal
of the allocation of resources for various purposes,
especially in countries where lower levels of gov-
ernment have considerable autonomy and are re-
sponsible for many economic and social services.
In addition, central government can mean either of



two accounting concepts: consolidated or budgetary.
For most countries, central government finance
data have been consolidated into one overall ac-
count, but for others only the budgetary central
government accounts are available. Since all cen-
tral government units are not included in the
budgetary accounts, the overall picture of central
government activities is incomplete. Countries re-
porting budgetary data are footnoted.

It must be emphasized that the data presented,
especially those for education and health, are not
comparable across countries for the above and
other reasons. 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. Great caution should there-
fore be exercised in using the data for cross-
country comparisons.

Central government expenditure comprises the ex-
penditure by all government offices, departments,
establishments, and other bodies that are agencies
or instruments of the central authority of a coun-
try. It includes both current and capital (develop-
ment) expenditure.

Defense comprises all expenditure, whether by
defense or other departments, on the maintenance
of military forces, including the purchase of mili-
tary supplies and equipment, construction, re-
cruiting, and training. Also in this category is ex-
penditure on strengthening public services to meet
wartime emergencies, on training civil defense
personnel, on supporting research and develop-
ment, and on funding administration of military
aid programs.

Education comprises expenditure on the provi-
sion, management, inspection, and support of pre-
primary, primary, and secondary schools; of uni-
versities and colleges; and of vocational, technical,
and other training institutions by central govern-
ments. Also included is expenditure on the general
administration and regulation of the education
system; on research into its objectives, organiza-
tion, administration, and methods; and on such
subsidiary services as transport, school meals, and
school medical and dental services. Note that Table
6 provides an alternative measure of expenditure
on education, private as well as public, relative to
household consumption.

Health covers public expenditure on hospitals,
medical and dental centers, and clinics with a ma-
jor medical component; on national health and
medical insurance schemes; and on family plan-
fling and preventive care. Also included is expen-

diture on the general administration and regula-
tion of relevant government departments,
hospitals and clinics, health and sanitation, and
national health and medical insurance schemes;
and on research and development. Note that Table
6 provides a more comprehensive measure of ex-
penditure on medical care, private as well as pub-
lic, relative to household consumption.

Housing and community amenities and social security
and welfare cover public expenditure on housing,
such as income-related schemes; on provision and
support of housing and slum clearance activities;
on community development; and on sanitary serv-
ices. They also cover public expenditure on com-
pensation to the sick and temporarily disabled for
loss of income; on payments to the elderly, the
permanently disabled, and the unemployed; and
on family, maternity, and child allowances. They
also include the cost of welfare services, such as
care of the aged, the disabled, and children; as
well as the cost of general administration, regula-
tion, and research associated with social security
and welfare services.

Economic services comprise public expenditure as-
sociated with the regulation, support, and more
efficient operation of business; economic develop-
ment; redress of regional imbalances; and creation
of employment opportunities. Research, trade pro-
motion, geological surveys, and inspection and
regulation of particular industry groups are among
the activities included. The five major categories of
economic services are industry, agriculture, fuel
and energy, transport and communication, and
other economic affairs and services.

Other covers expenditure on the general admin-
istration of government not included elsewhere;
for a few economies it also includes amounts that
could not be allocated to other components.

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

Summary measures for the components of central
government expenditure are computed from
group totals for expenditure components and cen-
tral government expenditure in current dollars.
Those for total expenditure as a percentage of GNP
and for overall surplus/deficit as a percentage of
GNP are computed from group totals for the above
total expenditures and overall surplus/deficit in
current dollars, and GNP in current dollars, re-
spectively. Since 1986 data are not available for
more than half the countries, by weighting, 1985
data are used for the summary measures in Tables
23 and 24.
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Table 24. Central government current revenue

Information on data sources and comparability is
given in the note to Table 23. Current revenue by
source is expressed as a percentage of total current
revenue, which is the sum of tax revenue and non-
tax revenue and is calculated from national curren-
cies.

Tax revenue is defined as all government revenue
from compulsory, unrequited, nonrepayable re-
ceipts for public purposes, including interest col-
lected on tax arrears and penalties collected on
nonpayment or late payment of taxes. Tax revenue
is shown net of refunds and other corrective trans-
actions. Taxes on income, profit, and capital gain are
taxes levied on the actual or presumptive net in-
come of individuals, on the profits of enterprises,
and on capital gains, whether realized on land
sales, securities, or other assets. Social security con-
tributions include employers' and employees' so-
cial security contributions as well as those of self-
employed and unemployed persons. Domestic taxes
on goods and services include general sales, turnover
or value added taxes, selective excises on goods,
selective taxes on services, taxes on the use of
goods or property, and profits of fiscal monopo-
lies. Taxes on international trade and transactions in-
clude import duties, export duties, profits of ex-
port or import monopolies, exchange profits, and
exchange taxes. Other taxes include employers'
payroll or labor taxes, taxes on property, and taxes
not allocable to other categories. They may include
negative values that are adjustments; for instance,
taxes collected on behalf of state and local govern-
ments and not allocable to individual tax catego-
ries.

Nontax revenue comprises all government reve-
nue that is not a compulsory nonrepayable pay-
ment for public purposes. Receipts from public en-
erprises and property income are included in this

:ategory. Proceeds of grants and borrowing, funds
arising from the repayment of previous lending by
governments, incurrence of liabilities, and pro-
:eeds from the sale of capital assets are not in-
:luded.

Summary measures for the components of current
revenue are computed from group totals for reve-
riue components and total current revenue in cur-
rent dollars; those for current revenue as a per-
:entage of GNP are computed from group totals
or total current revenue and GNP in current dol-
ars. Since 1986 data are not available for more
:han half the countries, by weighting, 1985 data
are used for the summary measures for Tables 23
and 24.
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Table 25. Money and interest rates

The data on monetary holdings are based on the
IMF's International Financial Statistics (IFS). Mone-
tary holdings, broadly defined, comprise the mone-
tary and quasi-monetary liabilities of a country's
financial institutions to residents other than the
central government. For most countries, monetary
holdings are the sum of money (IFS line 34) and
quasi-money (IFS line 35). Money comprises the
economy's means of payment: currency outside
banks and demand deposits. Quasi-money com-
prises time and savings deposits and similar bank
accounts that the issuer will readily exchange for
money. Where nonmonetary financial institutions
are important issuers of quasi-monetary liabilities,
these are also included in the measure of monetary
holdings.

The growth rates for monetary holdings are cal-
culated from year-end figures, while the average of
the year-end figures for the specified year and the
previous year is used for the ratio of monetary
holdings to GDP.

The nominal interest rates of banks, also from IFS,
represent the rates paid by commercial or similar
banks to holders of their quasi-monetary liabilities
(deposit rates) and charged by the banks on loans
to prime customers (lending rate). They are, how-
ever, of limited international comparability partly
because coverage and definitions vary, and partly
because countries differ in the scope available to
banks for adjusting interest rates to reflect market
conditions.

Since interest rates (and growth rates for mone-
tary holdings) are expressed in nominal terms,
much of the variation between countries stems
from differences in inflation. For easy reference,
the Table 1 indicator of recent inflation is repeated
in this table.

Table 26. Income distribution

The data in this table refer to the distribution of
total disposable household income accruing to per-
centile groups of households ranked by total
household income. The distributions cover rural
and urban areas and refer to different years be-
tween 1970 and 1986.

The data for income distribution are drawn from
a variety of sources including the Economic Com-
mission for Latin America and the Caribbean
(ECLAC), Economic and Social Commission for
Asia and the Pacific (ESCAP), International Labour
Organisation (ILO), the Organisation for Economic
Co-operation and Development (OECD), the U.N.



National Account Statistics: Compendium of Income
Distribution Statistics, 1985, the World Bank, and
national sources.

Collection of income distribution data is not sys-
tematically organized or integrated with the official
statistical system in many countries, and the data
are derived from surveys designed for other pur-
poses, most often consumer expenditure surveys,
that also collect some information on income.
These surveys use a variety of income concepts
and sample designs, and in many cases their geo-
graphic coverage is too limited to provide reliable
nationwide estimates of income distribution.
Therefore, while the estimates shown are consid-
ered the best available, they do not avoid all these
problems and should be interpreted with extreme
caution.

The scope of the indicator is similarly limited.
Because households vary in size, a distribution in
which households are ranked according to per cap-
ita household income, rather than according to to-
tal household income, is superior for many pur-
poses. The distinction is important because
households with low per capita incomes fre-
quently are large households, whose total income
may be high, and conversely many households
with low household incomes may be small house-
holds with high per capita incomes. Information
on the distribution of per capita household income
exists for only a few countries and is infrequently
updated; for this reason this table is unchanged
from last year's version. The World Bank's Living
Standards Measurement Study and the Social Di-
mensions of Adjustment project, covering Sub-
Saharan African countries are assisting a few se-
lected countries to improve their collection and
analysis of data on income distribution.

Table 27. Population growth and projections

The growth rates of population are period averages
calculated from midyear populations.

The estimates of population for mid-1986 are
based on data from the U.N. Population Division
and from World Bank sources. In many cases the
data take into account the results of recent popula-
tion censuses. Note again that refugees not perma-
nently settled in the country of asylum are gener-
ally considered to be part of the population of their
country of origin.

The projections of population for 1990 and 2000,
and to the year in which the population will even-
tually become stationary (see definition below) are
made for each economy separately. Information on
total population by age and sex, fertility rates,

mortality rates, and international migration in the
base year 1985 is projected on the basis of general-
ized assumptions until the population becomes
stationary. The base-year estimates are from up-
dated computer printouts of the U.N. World Popu-
lation Prospects as Assessed in 1986, from the most
recent issues of the U.N. Population and Vital Statis-
tics Report, from World Bank country data, and
from national censuses.

The net reproduction rate (NRR) indicates the
number of daughters a newborn girl will bear dur-
ing her lifetime, assuming fixed age-specific fertil-
ity and mortality rates. The NRR thus measures
the extent to which a cohort of newborn girls will
reproduce themselves under given schedules of
fertility and mortality. An NRR of 1 indicates that
fertility is at replacement level: at this rate child-
bearing women, on average, bear only enough
daughters to replace themselves in the population.

A stationary population is one in which age- and
sex-specific mortality rates have not changed over
a long period, while age-specific fertility rates have
simultaneously remained at replacement level
(NRR=1). In such a population, the birth rate is
constant and equal to the death rate, the age struc-
ture is constant, and the growth rate is zero.

Population momentum is the tendency for popula-
tion growth to continue beyond the time that
replacement-level fertility has been achieved; that
is, even after the NRR has reached 1. The momen-
tum of a population in any given year is measured
as a ratio of the ultimate stationary population to
the population of that year, given the assumption
that fertility remains at replacement level. For ex-
ample, the 1985 population of India was estimated
at 765 million. If NRR was 1 in 1985, the projected
stationary population would be 1,698 million-
reached in the middle of the 22nd centuryand
the population momentum would be 1.7.

A population tends to grow even after fertility
has declined to replacement level because past
high growth rates will have produced an age distri-
bution with a relatively high proportion of women
in, or still to enter, the reproductive ages. Conse-
quently, the birth rate will remain higher than the
death rate, and the growth rate will remain posi-
tive for several decades. It takes at least 50 to 75
years, depending on the initial conditions, for a
population's age distribution to adjust fully to
changed fertility rates.

To make the projections, assumptions about fu-
ture mortality rates are made in terms of female life
expectancy at birth (that is, the number of years a
newborn girl would live if she remained subject to
the mortality risks prevailing for the cross-section
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of population at the time of her birth). Economies
are divided according to whether their primary
school enrollment ratio for females is above or be-
low 70 percent. In each group a set of annual incre-
ments in female life expectancy is assumed, de-
pending on the female life expectancy in 1980-85.
For a given life expectancy at birth, the annual in-
crements during the projection period are larger in
economies with a higher primary school enroll-
ment ratio and a life expectancy of up to 62.5 years.
At higher life expectancies, the increments are the
same.

To project fertility rates the year in which fertility
will reach replacement level is estimated. These
estimates are speculative and are based on infor-
mation on trends in crude birth rates (defined in
the note to Table 28), total fertility rates (also de-
fined in the note to Table 28), female life expect-
ancy at birth, and the performance of family plan-
ning programs. For most economies it is assumed
that the total fertility rate will decline between 1986
and the year of reaching a net reproduction rate of
1, after which fertility will remain at replacement
level. For most countries in Sub-Saharan Africa
and for a few countries in Asia and the Middle
East, total fertility rates are assumed to remain
constant for some time and then to decline until
replacement level is reached; for a few countries
they are assumed to increase and then to decline.

In some countries, fertility is already below re-
placement level or will decline to below replace-
ment level during the next 5 to 10 years. It is as-
sumed, in order to make estimates of the
stationary population for them, that fertility rates
in these economies will regain replacement levels.
The total fertility rates in industrial economies are
assumed to remain constant until 1995-2000 and
then to increase to replacement level by 2030.

International migration rates are based on past
and present trends in migration flow. The esti-
mates of future net migration are speculative. For
most economies the net migration rates are as-
sumed to be zero by 2000, but for a few they are
assumed to be zero by 2025.

The estimates of the hypothetical size of the sta-
tionary population and the assumed year of reach-
ing replacement-level fertility are speculative. They
should not be regarded as predictions. They are in-
cluded to show the long-run implications of recent
fertility and mortality trends on the basis of highly
stylized assumptions. A fuller description of the
methods and assumptions used to calculate the es-
timates is available from the World Bank's World
Population Projections, 1987-88 edition.
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Table 28. Demography and fertility

The crude birth and death rates indicate the number
of live births and deaths occurring per thousand
population in a year. They come from the sources
mentioned in the note to Table 27.

The percentage of women of childbearing age has
been added to provide a more complete picture of
fertility patterns. Comparison of 1965 and 1985
data adds an interesting aspect to the pattern of
reproduction during the past two decades. Child-
bearing age is generally defined as 15 to 49, al-
though for some countries contraceptive usage is
measured for other age groups: 15 to 44, 18 to 44,
and 19 to 49.

The total fertility rate represents the number of
children that would be born to a woman, if she
were to live to the end of her childbearing years
and bear children at each age in accordance with
prevailing age-specific fertility rates. The rates
given are from the sources mentioned in the note
to Table 27.

The percentage of married women of childbearing age
using contraception refers to women who are prac-
ticing, or whose husbands are practicing, any form
of contraception (see definitions of childbearing
age earlier in this note).

Data are mainly derived from the World Fertility
Surveys, the Contraceptive Prevalence Surveys,
Demographic and Health Surveys, World Bank
country data, and the U.N. Recent Levels and Trends
of Contraceptive Use as Assessed in 1983. For a few
countries for which no survey data are available,
program statistics are used; these include Bangla-
desh, India, Indonesia, and several African coun-
tries. Program statistics may understate contracep-
tive prevalence because they do not measure use
of methods such as rhythm, withdrawal, or absti-
nence, or contraceptives not obtained through the
official family planning program. The data refer to
a variety of years, generally not more than three
years distant from those specified.

All summary measures are country data weighted
by each country's share in the aggregate popula-
tion.

Table 29. Health and nutrition

The estimates of population per physician and nursing
person are derived from World Health Organization
(WHO) data and have been slightly revised to take
account of more recent estimates of population.
For a few countries the information shown relates
to a year later than 1981. The figure for physicians



normally refers to the total number of registered
practitioners in the country. Nursing persons in-
clude graduate, practical, assistant, and auxiliary
nurses; the inclusion of auxiliary nurses provides
more realistic estimates of available nursing care.
Because definitions of doctors and nursing person-
nel varyand because the data shown are for a
variety of years, generally not more than three
years distant from those specifiedthe data for
these two indicators are not strictly comparable
across countries.

The daily calorie supply per capita is calculated by
dividing the calorie equivalent of the food supplies
in an economy by the population. Food supplies
comprise domestic production, imports less ex-
ports, and changes in stocks; they exclude animal
feed, seeds for use in agriculture, and food lost in
processing and distribution. These estimates are
from FAO.

A new column on the percentage of babies with
low birth weights relates to children born weighing
less than 2,500 grams. Low birth weight is fre-
quently associated with maternal malnutrition,
and tends to raise the risk of infant mortality and
to lead to poor growth in infancy and childhood,
thus increasing the incidence of other forms of re-
tarded development. The figures are derived from
both WHO and UNICEF sources and are based on
national data. The data are not strictly comparable
across countries as they are compiled from a com-
bination of surveys and administrative records,
and other such sources.

The summary measures in this table are country
figures weighted by each country's share in the
aggregate population.

Table 30. Education

The data in this table refer to a variety of years,
generally not more than two years distant from
those specified, and are mostly from Unesco.
However, disaggregated figures for males and fe-
males sometimes refer to a year earlier than that
for overall totals.

The data on primary school enrollments are esti-
mates of children of all ages enrolled in primary
school. Figures are expressed as the ratio of pupils
to the population of school-age children. While
many countries consider primary school age to be
6 to 11 years, others do not. The differences in
country practices in the ages and duration of
schooling are reflected in the ratios given. For
some countries with universal primary education,
the gross enrollment ratios may exceed 100 per-

cent, because some pupils are younger or older
than the country's standard primary school age.
The data on secondary school enrollments are calcu-
lated in the same manner, but again the definition
of secondary school age differs among countries. It
is most commonly considered to be 12 to 17 years.
Late entry of more mature students as well as repe-
tition and the phenomenon of bunching in final
grades can influence these ratios.

The tertiary enrollment ratio is calculated by di-
viding the number of pupils enrolled in all post-
secondary schools and universities by the popula-
tion, age 20 to 24. Pupils attending vocational
schools, adult education programs, two-year com-
munity colleges, and distance education centers
(primarily correspondence courses) are included.
The distribution of pupils across these different
types of institutions varies among countries. The
youth population, that is 20 to 24 years, is used as
the denominator since it represents an average ter-
tiary level cohort. While in higher income coun-
tries, youths aged 18 to 19 may be enrolled in a
tertiary institution (and are included in the numer-
ator), in developing and in many industrialized
countries, many people older than 25 years are
also enrolled in such an institution. These data and
definitions come from Unesco.

The summary measures in this table are country
enrollment rates weighted by each country's share
in the aggregate population.

Table 31. Labor force

The population of working age refers to the popula-
tion aged 15 to 64. The estimates are from the In-
ternational Labour Organisation (ILO) based on
U.N. population estimates.

The summary measures are weighted by popula-
tion.

The labor force comprises economically active per-
sons aged 10 years and over, including the armed
forces and the unemployed, but excluding so-
called economically inactive groups. The concept of
economically active is restrictive and does not, for
example, include activities of homemakers and
other care-givers. Agriculture, industry, and services
are defined as in Table 2. The estimates of the sec-
toral distribution of the labor force are from the
ILO, Labour Force Estimates and Projections, 1950-
2000(1986) and, in a few instances, from the World
Bank. Labor force numbers in several developing
countries appear to reflect a significant underesti-
mate of female participation rates and are therefore
themselves underestimates.
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The summary measures are weighted by the labor
force.

The labor force growth rates are from ILO data and
are based on age-specific activity rates reported in
the source cited above.

The application of ILO activity rates to the
Bank's latest population estimates may be inap-
propriate for some economies in which there have
been significant changes in unemployment and
underemployment, as well as in international and
internal migration. The labor force projections for
1985-2000 should thus be treated with caution.

The summary measures are country growth rates
weighted by each country's share in the aggregate
labor force in 1980.

Table 32. Urbanization

The data on urban population as a percentage of total
population are from the U.N. publication The Pros-
pects of World Urbanization, Revised as of 1984-85,
1987, supplemented by data from various issues of
the U.N. Demographic Yearbook, and from the World
Bank.

The growth rates of urban population are calcu-
lated from the World Bank's population estimates;
the estimates of urban population shares are calcu-
lated from the sources cited above. Data on urban
agglomeration in large cities are from the U.N. Pat-
terns of Urban and Rural Population Growth, 1980.

Because the estimates in this table are based on
different national definitions of what is urban,
cross-country comparisons should be interpreted
with caution. Data on urban population are from
population censuses, which are conducted at only
five or even ten-year intervals. Since for this rea-
son new data are infrequently available, this table
remains unchanged from last year.

The summary measures for urban population as a
percentage of total population are calculated from
country percentages weighted by each country's
share in the aggregate population; the other sum-
mary measures in this table are weighted in the
same fashion, using urban population.

Table 33. Women in development

This new table draws together some basic indica-
tors of the condition of women in society. It reflects
their demographic status and their access to some
health and education services. The table mostly
presents series previously published in the World
Development Indicators, but which have now
been disaggregated to show both the differences
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between the sexes and the changes in these differ-
ences over time. Statistical anomalies become
more visible when social indicators are analyzed
by gender, at least in some instances because basic
reporting systems are weak in areas of special im-
portance for monitoring the role of women in de-
velopment. Indicators drawn from censuses and
surveys, such as those on population, tend to be
about as reliable for women as for men; indicators
based largely on administrative records, such as
maternal and infant mortality, are less reliable.
Considerable work remains to be done to develop
a statistical framework for this area, and the relia-
bility of the data, even in the series shown in this
table, varies significantly.

The first four columns show the ratios of females
to males for the total population and for the under-
five age-group. In general, throughout the world,
more males are born than females. Under good
nutritional and health conditions and in times of
peace, male children have a higher death rate than
females, and females tend to live longer. In the
industrial market economies, these factors have re-
sulted in ratios of about 103 to 105 females per 100
males in the general population. The figures in
these columns reveal that there are cases where
the number of females is much smaller than what
would be a normal demographic pattern. In some
countries, the apparent imbalance may be the
result of migration, for example Kuwait and
United Arab Emirates, where males enter the
country to work on contracts. In others, male out-
migration or the disproportionate effect of war cre-
ates a reverse imbalance of fewer than expected
males and may partly hide, or compensate for, the
excessive female mortality.

Typically, however, in the absence of such fac-
tors, a female-to-male ratio significantly below 100
in the general population of a country reflects the
effects of discrimination against women. Such dis-
crimination affects mostly three age groups. Very
young girls, who may get a smaller share of scarce
food or receive less prompt costly medical atten-
tion; childbearing women; and to a lesser extent
the resourceless elderly. This pattern of discrimina-
tion is not uniformly associated with development.
There are low- and middle-income countries (and
within countries, regions) where the composition
of the population is quite "normal." In many oth-
ers, however, the numbers starkly demonstrate
why better associating women with development
is, literally, vital.

The health and welfare indicators in the next five
columns draw attention, in particular, to the condi-



tions associated with childbearing. This activity
still carries the highest risk of death for women of
reproductive age in developing countries. The in-
dicators may reflect, but do not measure, both the
availability of health services for women and the
general welfare and nutritional status of mothers.

Life expectancy at birth is defined in the note to
Table 1.

Births attended by health staff show the percentage
of births recorded where a recognized health serv-
ice worker was in attendance. The data are from
the World Health Organization (WHO). Maternal
mortality usually refers to the number of female
deaths that occur during childbirth, per 100,000
live births. Since for some countries "childbirth"
is defined more widely than for othersto include
complications of pregnancy or of abortionand
since many pregnant women die because of lack of
suitable health care, maternal mortality is difficult
to measure consistently and reliably across coun-
tries. The data in these two series are drawn from
diverse national sources and collected by WHO,
although many national administrative systems
are weak and do not record vital events in a sys-
tematic way. The data are derived mostly from offi-
cial community reports and hospital records, and
some reflect only deaths in hospitals and other
medical institutions. Sometimes smaller private
and rural hospitals are excluded, and sometimes
even relatively primitive local facilities are in-
cluded. The coverage is therefore not always com-
prehensive, and the figures should be treated with
extreme caution.

Clearly, many maternal deaths go unrecorded,
particularly in countries with remote rural popula-
tions; this accounts for some of the very low num-
bers shown in the table, especially for several Afri-
can countries. Moreover, it is not clear whether an
increase in the number of mothers in hospital re-

flects more extensive medical care for women or
more complications in pregnancy and childbirth
because of poor nutrition, for instance. (See Table
29 for low birth weight data.)

These time series attempt to bring together read-
ily available information not always presented in
international publications. WHO warns that there
are "inevitably gaps," in the series, and it has in-
vited countries to provide more comprehensive
figures. They are reproduced here, from the 1986
WHO publication Maternal Mortality Rates, mainly
as part of the international effort to highlight data
in this field. The reference year of 1980 represents
any year from 1977 to 1984.

The infant mortality rate is the number of infants
who die before reaching one year of age, per thou-
sand live births, in a given year. The data are from
a variety of U.N. sources"Infant Mortality:
World Estimates and Projects, 1950-2025" in the
Population Bulletin (1983), recent issues of Demo-
graphic Yearbook, and Population and Vital Statistics
Reportas well as from the World Bank.

The education indicators, based on Unesco
sources, show the extent to which females are en-
rolled at school at both primary and secondary lev-
els, compared with males. All things being equal,
and opportunities being the same, the ratios for
females should be close to 100. However, inequali-
ties may cause the ratios to move in different direc-
tions. For example, the number of females per 100
males will rise at secondary school level if male
attendance declines more rapidly in the final
grades because of males' greater job opportunities,
conscription into the army, or migration in search
of work. In addition, since the numbers in these
columns refer mainly to general secondary educa-
tion, they do not capture those (mostly males) en-
rolled in technical and vocational schools or in full
time apprenticeships, as in Eastern Europe.
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