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Executive Summary

It is often argued that social protection is not affordable or that government expenditure
cuts are inevitable during adjustment periods. But there are alternatives, even in the poorest
countries. This working paper offers eight options that should berexbto expand fiscal
space and generate resources to achieve the Sustainable Development Goals (SDGSs), realize
human rights and invest in women and children. These include:

Re-allocating public expenditures;

Increasing tax revenues;

Expandingsocial security coverage and contributory revenues;
Lobbying for aid and transfers;

Eliminating illicit financial flows;

Using fiscal and foreign exchange reserves;

Managing debt: borrowing or restructuring existing debt and;

© N o 00 s~ DN

Adopting amore accommodative macroeconomic framework.

All of the financing options described in this paper are supported by policy stédemen
of the United Nations and international financial institutions. Governments around the world
have been applying them for decades, showing a wide variety of revenue choices. As this
paper demonstrates, examples abound:

Costa Rica and Thailand reallded military expenditures for universal health.

Egypt created an Economic Justice Unit in the Ministry of Finance to review
expenditure priorities.

Indonesia, Ghana and many other developing countries are using fuel subsidies to
develop social proté¢ion programmes.

A large number of countries are increasing taxes for social investinantsonly on
consumption (generally regressive) but also on income, corporate profit, property,
natural resource extraction. Bolivia, Mongolia and Zambia am@néimg universal
old-age pensions, child benefits and other schemes from taxes on mining and gas.

Brazil used a financial transaction tax to expand social protection coverage.
Ghana, Liberia and Maldives have introduced taxes on tourism.

Argenting Brazil, Tunisia, Uruguay, and many others expanded social security
coverage and contributory revenues.

Algeria, Mauritius, Panama among others have complemented social security revenues
with high taxes on tobacco.

Ot her countries | aunched | otteries to suj
Lottery or Spaindbs ONCE Lottery for the

A number of lower income countries are receiving N@tuth and SoutSouth
transfers, like ESalvador and GuineRissau, while other countries are fighting the
large illicit financial flows such by cracking down on tax evasion.

Chile, Norway and Venezuela, among others, are using fiscal reserves to support social
development.

Fiscal space for social protection and the SDGs_final_25may17.docx 1



Colombia launbed the first Social Impact Bond in developing countries in 2017, an
innovative PPP; South Africa issued municipal bonds to finance basic services and
urban infrastructure to redress financing imbalances after the Apartheid regime

More than 60 countrie have successfully +gegotiated debts, and more than
20 defaulted/repudiated debt, such as Ecuador, Iceland and Iraqg, using savings from
debt servicing for social programs.

A significant number of developing countries have used deficit spending and more
accommodative macroeconomic frameworks during the global recession to attend to
pressing demands at a time of low growth, and to support-eooimomic recovery.

Each countryis unique, and all options should be carefully examinettluding the
potential risks and tradeffs associated with each opporturiitand considered in national
social dialogue. Given the importance of public investments for human rights, jobs and
sodal protection, it is imperative that governments explore all possible alternatives to
expand fiscal space to promote national seconomic development and the SDGs.

JEL Classification: F35, H12, H2, H5, H6, H62, H63, 138, 02, 023

Keywords: social protection, fiscal space, resource mobilization, public expenditures, tax,
social security contributions, feign reserves, development assistance, illicit financial
flows, government debt, expansionary fiscal and monetary policy, development policy,
social spending, social investments, equity
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1. Introduction: Fiscal space exists in all countries

The argument that spending on social protection is unaffordable is becoming less
common in international development forums. Finding fiscal space for critical economic and
social investments is necessary for achieving the Sustainable Development Goaly (SDG
for sustained human development of children and women, and for realizing human rights,
particularly during downtimes.

This paper presents eight financing alternatives, based on policy positions by the United
Nations and international financial instions, and shows that fiscal space for social
protection and the SDGs exists even in the poorest countries. Of the eight options, six
increase the overall size of a countryds b
social security coverage amntributory revenues; (iii) lobbying for increased aid and
transfers; (iv) eliminating illicit financial flows; (v) borrowing or restructuring geiotd
(vi) adopting a more accommodative macroeconomic framework. The other two options are
about redirectig existing resources from one area to another, in this case social protection:

(vii) re-allocating public expenditures and; (viii) tapping into fiscal and foreign exchange
reserves.

Fi scal space is normally defi nadlowsg t he
to provide resources for a desired purpose without jeopardizing the sustainability of its
financi al position or t h2e00sbS)aband tiyt hoed ftihnee
available to government as a result of concrete policy actions for enhancing resource
mobilizati.n200F). ( Roy et al

Today, at a time of fragile global recovery, austerity and slow growth, the need to create
fiscal sp&e has never been greater. Even the Managing Director of the International
Monetary Fund (IMF), Christine Lagarde, has called repeatedly for the aggressive
exploration of all possible measures that could be effective in supporting growth and
development, @king the best possible use of fiscal sga@ven the significance of public
investments for human rights and the SDGs, it is indeed imperative that governments
aggressively explore all possible alternatives to expand fiscal space to promote national
sacio-economic development with jobs and social protection.

To start, it is important to understand that government spending and revenue choices
vary widely. A fundamental human right principle is that States must utilize all possible
resources to realizeuman rights; however, many countries do not, they keep government
revenues and public expenditures at lower levé@ s important to understand that this is a
public policy choice. For example, total public expenditure in Sudan was 12 per cent of GDP
in 2014 and 13 per cent in Guatemala, compared to 28 per cent in China, 37 per cent in the
US, 42 per cent in Brazil, and more than 55 per cent in Denmark and Higooe 1). Some
States opt to expend more and others less.

For example, Financi al Tismeé&g al i DGn @b AlgadRetc o & e |
2011, |l MF Press Release Al MF Managing Director
Accel erat ed ,Prdéebruary208ct i ons o
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Figure 1. Total government pgnditure in selected countries, 2(iefcentage of GDP
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As in spending decisions, there is a similar disparity in how governments raise
resources for social and economic development. While somergoeasts utilize all possible
options, others do not. Indeed, many countries have succeeded in mobilizing significant
resources for public investments during downturns. By utilizing all possible options to
maximize fiscal space, these countries have achiewéduous circle of sustained growth
which, in turn, generates further resources; they serve as inspiring examples to others who
have been trapped in limited fiscal space, low social spending and weak economic growth.

This working paper is intended torge as an introductory guide to identify possible
financing options to introduce and/or scale up social protection systems and implement the
Social Protection Floors Recommendation, 2012 (No. 202), as well as other SDGs that have
impacts in the lives of waen, children and other social groups. It is not meant to be
exhaustive, nor does it attempt to provide a detailed description of the distinct risks and
tradeoffs that are associated with each of the options. As such, this paper should be viewed
as an oveview of fiscal space&nhancing opportunities that are to be further explored at the
country level.

The structure is straightforward: each section describes one of eight options that are
available to governments to generate additional resources for gwoiction, as
summarized below:

i. Re-allocating public expenditures:this is the most orthodox option, which includes
assessing egoing budget allocations through Public Expenditure Reviews (PERs) and
other types of thematic budget analyses, replaligly-cost, lowimpact investments
with those with larger socieconomic impacts, eliminating spending inefficiencies
and/or tackling corruption.

ii. Increasing tax revenue:his is a main channel achieved by altering different types of
tax rated e.g. onconsumption, corporate profits, financial activities, personal income,
property, imports or exports, natural resource extractioni eitcby strengthening the
efficiency of tax collection methods and overall compliance.

Fiscal space for social protection and the SDGs_final_25may17.docx



Vi.

Vil.

viii.

Expanding social security cgerage and contributory revenues:in existing social
security systems, increasing coverage and therefore collection of contributions is a
reliable way to finance social protection, freeing fiscal space for other social
expenditures; social protection benefits linked to employrhased cotributions also
encourage formalization of the informal economy.

Lobbying for aid and transfers: this requires either engaging with different donor
governments or international organizations in order to ramp up {Soxkth or South
South transfers.

Eliminating illicit financial flows: Given the vast amount of resources that illegally
escape developing countries each year, estimated at ten times total aid received,
policymakers should crack down on money laundering, bribery, tax evasion, trade
misplicing and other financial crimes are illegal and deprive governments of revenues
needed for social and economic development.

Using fiscal and central bank foreign exchange reserveshis includes drawing

down fiscal savings and other state revenum®dtin special funds, such as sovereign
wealth funds, and/or using excess foreign exchange reserves in the central bank for
domestic and regional development.

Managing debti borrowing or restructuring existing debt: this involves active
exploration of domestic and foreign borrowing options at low cost, including
concessional, following a careful assessment of debt sustainability. For countries under
high debt distress, restructuring existing debt may be possible and justifiable if the
legitimacy ofthe debt is questionable and/or the opportunity cost in terms of worsening
deprivations of vulnerable groups is high.

Adopting a more accommodating macroeconomic frameworkthis entails allowing
for higher budget deficit paths and/or higher levdlin@iation without jeopardizing
macroeconomic stability.

The uniqueness of each country requires that fiscal space options be carefully examined

at the national level and alternatives fully explored in a social dialogue. Most countries adopt
a mix of fical space policies as reflectedtale 1. A good starting point for country level
analysis may be a summary of the latest fiscal space indicators, which is provided in Annex
1 for 187 countries and offers a general overview of which funding possibititigor may

not be potentially feasible for a given country in the short runb@ed).

Table 1.  Matrix of fiscal space strategies, selected countries

Bolivia Botswana Brazil CostaRica Lesotho Iceland Namibia South Africa Thailand
Reallocating public X X X X X
expenditures
Increasing tax revenues X X X X X X X
Expanding social security X X X X X X
contributions
Reducing debt/debt servicX X X X X X X X
Curtailing illicit financial fli X
Increasing aid X
Tapping into fiscal reserviX X X
More accommodative X X X

macroeconomic framewo
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Box1
Identifying fiscal space: How to use Annex 1

Annex 1 provides a snapshot of different fiscal space indicatotsfoed 8nd can be used to carry out a
analysis of resource options that may be available to a particular government. It is important to note that A
as a starting reference point; it excludes the more systematic undddaaiengjraf anpew or expanding an exis
social security system. It is critical to acquire the latest available figures, as well as projections,rfoaneléga
perform idepth analysis and outcome assessments for all possible sceaeeigsudo exercises should be ca
out in consultation with key stakeholders, including worker and employer representations, as well as devel

The data below are extracted from Annex 1 and represent examples of two devélopidiffierantréesmtinents
Guatemala and Pakistan. Examination of their different fiscal space indicators reveals numerous possibili

and economic investments today.

(@ (i) (ii) ) (v) (vi)

(vii) (viii)

(ix)

Government expenditure Revenue Social ODA lllicit = Foreign | Debt (% of GNI) = Budget  Inflation
Country security | received fin. reserves 20132 deficit (%
Total | Health | Educ. | Military = Total | Tax | cont.(eof 20122 flows = 2013 Ext. = Total = 2014 | change)
2014 212 2011 2012 2014 2012 SOcalprot e stocks  service 2014
Guatemala 133 | 24 29 04 112 1 108 104 06 27 130 320 24 21 35
Pakistan 198 10 22 350 15 1 109 09 02 31 228 33 47 86
World 347 41 46 20 319 | 172 57.2 6.3 6.8 211 455 5.1 2.8 44

Source: Annex 1 (all figures in percentage of GDP, unlessotdutkfers2014 or latest available)

Vi.

Vii.

Viii.

that can be further examined to generate resources today for greater investments in social protection systq

In terms gfovernment spendingountries can consider reallocating expenditures from areas with limited ¢
returns to social and economic investments that benefit poor households. For iespamobBtureltanyPakista
is 3.5 per cent of then budget, more than all investments in education and health; examination of the
to understand the distributional impacts of current &liachtaing identifying higher impact inusstazewell

as to address spending inefficiencies, with special emphasis on tackling leakages and corruption (see

Ontax revenugGuatemala and Pakistan rank among the lowest levels of tax intake as a per cent of G
187 coun&s with comparable data. The revenue fiscal indicator thus indicates that tax codes and col
should be reviewed in both countries, which should also be accompanied by analysis of strengtheni
streams and identifying poteptiabnes. It is generally advisable kessely consumer taxes, which tend to
regressive (e.g. VATS), and expand other types df texetiqporate profits, financial activities, personal i
wealthproperty, tourism, tradel efithout jpardizing employrmgerierating investments (see Section 3).

Information @ocial security contributioris only available for Guatemala, 10 per cent of tqiabtectiah
expenditures is raised through contributions, a low level thatGilmeséia could expand fiscal space th
extending social security coverage and collection of social contributions, linked to policies on formal
sector workers (seection 4).

At less than one per cent of GDP, ledéisiafievelopment assistance (OPANt to ample scope to lobby
increased aid and transfers in both Guatemala and Pakistan. As a first step, these governments ¢
enhanced aid strategy to operationalize a social protection flootcabibtatial [itartners. Both countries ¢
also explore enhancing S8athh development cooperation with strategic emerging donors to gain both
technical support (e.g. China or United Arab Emirates in the case of Pakistan;rBfaniézhkdzgido thhe cas
of Guatemala) (see Section 5).

The estimated sizdllafit financial flows (IFFs) significant in Guatemala (2.7 per cent of GDP), more tha
health expenditure. It might therefore be strategic to cargegiit @ass@ssment of IFFs to identify chang
policies and public finance practices that could capture these resedirees thedréeoward productive- so
economic investments, including social protection (see Section 6).

In terms dbreign exbange reservesentral banks in Guatemala and Pakistan do not appear texuessilcin
levels, and other fiscal space options should be prioritized; limited data inhibits an assessment of fis
Section for an analysis on how resezae be used to foster semimomic development).

RegardindebtGu at eanmah a&dls service payments approach 2
equals and surpasses the total spent on health and strongly suggests that the governments could re
lower payments throdghtrestructuring (see $®tB8).

Although Pakistappearso have limited scope for increasinglgst defici{nearly five per cent of GDP), lev
in Guatemala were relatively tame during 2014 (two per cent), suggesting that there may be roon
increasindegree of deficit spending to support additional investments in social protection (see Section

In terms oihflation Guatemal ads 2014 | evel s amounted t
demonstrates that there might be sonferregpansionary monetary policy. For Pakistan, with inflation neg
cent, it would be prudent to analyze other options (see Section 9).

In sum, a rapid fiscal space analysis based on macro indicators for Guatemala and Pakistgnotiarddies
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2. Reprioritizing public spending

Rethinking sectespecific allocations within existing budgets is one strategy to
increase sociabg@enditures. The rprioritization of public spending is usually a contentious
and therefore difficult approach. To be successful, there must be strong political will.
Opposition to restructuring comes obviously from the fact that no extra resources are
considered available and, therefore, other sectors or subsectors must be reduced in order to
allow for increased social investmeritsthese sectors often represent important vested
interests in a country. In other words, this approach presumes that tHemwdyget is fixed
and changes of its structure must obey the rules of ase@nagame, there are winners and
losers and the latter resist to budget reallocations.

The literature on public choice and public finance describes how different interest
groupswithin and outside of government compete to influence public policies and budget
allocations (e.g. Buchanan and Musgral®99). In cases where labor and social sector
ministries are not able to garner support, the result may be reduced allocations for
labor-related policies or social investments. Very often, both in developed and developing
countries, the debate is manipulated by vested interests and/or ideological pdstaring
instance arguing that social expenditures are causing unmanageable défilgtsot
mentioning military or other neproductive expenditures that are much larger. Various
studies have highlighted the risks of ypoor budget items being the most affected during
fiscal consolidation and adjustment processes (e.g. Cornia 9@, Hicks 1991, ILQ
2014, Ortiz et a] 2015, Ravallion2002, 2004 and 2006).

Despite this is a difficult strategy to achieve larger social budgets, there are ways of
prioritizing sociallyresponsive expenditures even when overall budgets are cargracti
This reprioritization requires, first and foremost, that governments have their budget
priorities in place. The political and technical challenges of identifying sectors/subsectors
that can be reduced to promote fiscal space can be overcome in pafigoal agreement
on the following strategies (see Or2008a, Scholz et akR000, for further details):

Reprioritizing through Public Expenditure Reviews (PERs) and Social Buddetse

are weltdeveloped approaches to public financial management that bring evidence and
rationality to public policymaking by showing the impacts of current budgetary
allocations.

Replacing higkcost, lowimpact investmentdNew public investmentgan be re
examined; for example, the social impacts of many large infrastructure projects or
rescue of banking systems tend to be limited however require large amounts of public
resources. Budget items with large recurrent costs but small social impadts allso

be reconsidered, for example, Costa Rica and Thailand reduced military spending to
finance needed social investment®xes 2 and 3). Currently, many countries are
phasingout energy subsidies, such as in Ghana and Indonbgia 4), a great
opportunity to develop social protection systems. Social dialogue that includes relevant
stakeholders and public debates one strategic tool to replacedsgHowimpact
interventions, which can help to minimize the possible influence of powerful lobbying
groups on public policynaking.

Eliminating inefficienciesAlthough linked to the previous point, deeper analysis of
sector investments is required to eliminate inefficiencies. In particular, the overall cost
effectiveness of a specific program or pgléhould be impartially evaluated according

to various factors, including: (i) coverage (beneficiaries and benefits); (ii) total cost (as
a percentage of GDP, public expenditure and sector expenditure); (iii) administrative
costs (as a percentage of tatasts and how the costs compare with other progframs
for example, meantesting targeting is typically expensive; (iv) letegm social
benefits and positive externalitieend (v) opportunity cost (how this policy/program
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compares to alternatives). Makirgpctor allocations more efficient also involves
strengthening supervision and inspection as well as reducing corruption.

Fighting corruption.Corruption can also be a significant source of fiscal space for
sociceconomic development, estimated at mdran 5 per cent of global GDP
(US$2.6 trillion); the African Union estimates that 25 per cent of the GDP of African
states, amounting to US$148 billion, is lost to corruption every year; yet the problem
is pervasive worldwide, including in higher inconmuatriesi e.g. the US healthcare
programs Medicare and Medicaid estimate that 5 to 10 per cent of their annual budget
is lost as a result of corruption (OECP014a). Despite some efforts to return assets
stolen by corrupt officials and moved to offshapeounts, only about US $420 million
has ever been returned (Grey et @014). Strengthening transparency and good
governance practices, as well as fighting illicit financial flows (see later section) can
increase the availability of resources fociaband economic development

The international financial institutions such as the IMF often advise reducing
inefficiencies since it avoids political tensions; however, it must be notedxpanditure
reforms take time to advanceand are unlikely to yieldignificant, immediate resources.
While the reprioritization of public sector spending may be a good starting point to expand
fiscal space, other options should also be examined.

Box2
Thailand: Reallocating military expenditémesiniversal social protection

The 1997 Asian financial crisis severely hit the Thai economy and society. With the back
Constitution, civil society calls to address neglected social policies led the government to adg
HealtiCare Scheme in 2001. Given that approximately a third of the population was exclud
coverage at that time, most of which belonged to the informal agricultural sector without 1
achieving universal coverage through contribetogs slone was not possible, it needed b
support. Most of the improvements in public health were financed through reduced spending
around 25 per cent of total expenditures in the 1970s to 15 per cent during the 20003 rai@t o
payments. The government included the Universal Health Care Scheme as part of a mor
stimulus plan, other measures increased the amount of money in the hands of people with a
to spend, including the creation ofaPeds Bank, a debt moratori

Source: Duraralverde and Pacheco (2012)

Box3
Egypt: Reviewing Budget Priorities at the Economic Justice Unit of the Ministry of Finan

After the Arab Spring, an Economic Justice Unit was created at the Ministry of Finance,
Minister of Finance. The mission of the Economic Justice Unit is equitable fiscal policy. The u
priorities, attending to three moiallpc i pl es (partici pation, dis
(economy, efficiency, effectiveness and equity). One of the main measures after the Arab Sprin
of the minimum wage for government employees, teof pdrickersre considered poor. Tax avoidg
considered a major source of social injustice in Egypt and the Economic Justice Unit suppo
collection while improving public services, so that taxpayers feel a return from theviges oStieig
justice is not considered to be only about helping the poor, but about providing good univ
everybody, including the middle classes that are very low income in a country like Egypt.

Source: American University in Cairar@DiWnistry of Finance of Egypt

2 Specific strategies to address corruption are widely documented by internaiimmalies and
development partners. See, for example, Uinitied Nations Transparency Internationaand the
World Bank
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Box 4
Indonesia, Ghana: Lessons from using fuel subgaisscial protection systems

Since 2010, reducing subsidies is a common policy considered by 132 governments in 9]
35 highncome countries; mn@dihately they are eliminating subsidies on fuel, but also on electric
agriculture. The reduction of fuel subsidies is often accompanied by the development of a bag
way to compensate the poor, such as in Ghana and hhaeresiawhen fuel subsidies are withg
food and transport prices increase and can become unaffordable for many households. Higher
tend to slow down economic activity and thus generate unemployment. The sudden remesa
and consequent increases in prices have sparked protests and violent riots in many countries, §
Chile, India, Indonesia, Kyrgyzstan, Mexico, Mozambique, Nicaragua, Niger, Nigeria, Peru, Sy
There are several importanypoigications that must be taken into account:

A TimingWhile subsidies can be removed overnight, developing social protection progran
time, particularly in countries where institutional capacity is limited. Thus there isubsidjesi
will be withdrawn and populations will be left unprotected, making food, energy and
unaffordable for many households.

A Targeting the poor excludes other vulnerable holmsetusitideveloping countries, middle class
vernylow income and vulnerable to price increases, meaning that a policy to remove subsid
targeted safety nets for the poor may punish the middle classes and low income groups.

A Allocation of cesstvingsThe large cost savings resultinggilostions in energy subsidies should
countries to develop comprehensive social protection systems: fuel subsidies are large, b
safety nets tend to be small in scope and cost. For example, in Ghana, the eliminated fu
have cost over US$1 billion in 2013, whereas the targeted LEAP programme costs only ab
per year (where did the rest of savings go?).

A Subsidy reforms are complex and their social impacts need to be properly assessed and
the framework of national dialegukat the net welfare effects are understood and reforms 4
to before subsidies are scaled back or removed

Concluding, the reduction of energy subsidies is an excellent opportunity to develop ¢
systems for all, including floors, and other SDGs. Fuel subsidies are generally large an
governments to develop comprehensive universal social protection systems for all citizens, no

Source: ILO 2016, Ortiz. 2G5
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3.

Increasing tax revenues

Increasing tax compliance and/or raising tax rates are potential strategies to mobilize
additional public resources without necessarily sacrificing other spending priorities.
However, new taxes improve government revenues only whtesigned and executéed
Aside from strengthening a countryédés over al
support equity objectives, especially in situations of widespread disparities. For example, if
income tax rates are increased among the richest groups of taycaiiditional revenues
can be generated and invested in poor and vulnerable households, reducing poverty and
inequality, and sustaining inclusive growth in the long run.

Most common taxes include: consumption or sales taxes (e.g. on goods and services 0
on any operation that creates value; typically applied to everybody), corporate taxes (applied
to companies, including in the financial sector), income taxes (e.g. on persons, corporations
or other legal entities), inheritance taxes (applied on beqpesperty taxes (e.g. applied to
private property and wealth), tariffs (e.g. taxes levied on imports or exports) and tolls (e.g.
fees charged to persons traveling on roads, bridges, etc.).

In recent history, increasing progressive taxation from the tichesme groups to
finance social and pfpoor investments has been uncommon. This is largely the result of
the wave of liberalization and degulation policies that swept across most economies
beginning in the early 1990s. These led many countries ¢o @tk breaks and subsidies to
attract foreign capital, as well as to scale back income taxes applied on wealthier groups and
businesses to further encourage domestic investment. Moreover, to counter the revenue
losses associated with these tax policiemyyrcountries levied different consumption taxes.

The tax policy framework associated with liberalization andegglation continues to
typify most governments today. Contrary to progressive, etpaisgd policies, many current
tax regimes may be charadized as regressive in that they take a larger percentage of
income from poor households than rich households. In particular, a large number of
governments rely heavily on vakaelded taxes (VATS) for revenues, which tend to weigh
most heavily on the poaince they spend a higher share of their income on basic goods and
services when they are not exempted. In light of this reality, it is imperative that
distributional impacts are at the forefront of tax policy discussicaaoss income groups,
regions ad other.

Given the urgency to increase fiscal space for equitable development many
governments are working on increasing tax revenues. Efforts are being undertaken in
developed as well as developing countries in order to close loopholes, developorollecti
capacities and broaden the tax base, including cracking down on corporate tax evasion,
which has been estimated to result in annual revenue losses of US$189 billion for developing
countries as a whole (Christian Aid 2008, EURODAD 2014).

The following casiders six broad tax categories that governments can adjust to
increase revenue streams, which include consumption/sales taxes, income taxes, corporate
taxes, natural resource extraction taxes, import/export tariffs and other taxes that use more
innovative approaches.

3 It is important, however, to carefully scrutinize the risks of reforms involving changes to tax rates.
Some of the main argumerdgainst raising taxes include the potential of: (i) political risks (higher
income or business taxes are unpopular and can reduce the support of influential voters and campaign
contributions); (ii) inflation (higher taxes on products are often passed @ortsumers); and

(iii) increasing poverty (higher sales taxes, such as through VATS, absorb a higher percentage of the
income of the poor).
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3.1. Consumption/sales taxes

Many developing countries have introduced higher consumption or sales taxes, such as
VATS, over the past decade. According to the World Development Indicators, between 2000
and 2011, the overall share of consumatated taxes increased by five percentage points in
low-income countries and by two percentage points in mighdi@me countries, on average,
in terms of total revenue, while this share remained stable in higher income economies
(figure 2). Within the clort of developing countries, it also appears that these new taxes
have been a source of a steady increase in overall tax re¢eWltdke there is limited data
for developing countries prior to 2000, which likely hides much of the marked increase,
available data show that the contribution of new consumption taxes to overall revenue led to
increases from around 10 per cent of GDP in 2000 to 13 per cent in 2009 for-imdcbeiies
countries, on average, with a two per cent increase feimomme countries.

Further, a recent review of IMF policy discussions in 616 country reports shows that
138 governments in 93 developing and 45 high income countries are considering raising
VAT or sales taxes (ILO 2014a, Ortiz et,&015). If the distributional impact ofish a
change in tax policy is not properly addressed, there is the risk of worsening income
inequality given the disproportionate weight that consumption taxes place on the bottom
income quintiles of society. Contrary to progressive taxes, universal taxempods,
especially on basic food and household items, are regressive since they do not discriminate
between higkincome and lowncome consumers.

Given their negative social impacts, raising VAT or consumption taxes on products that
common households msume is not a recommended policy option. Levying or increasing
consumption taxes can only be a prudent policy objective and strengthen fiscal space if
targeted to the products that the bettitrconsume disproportionately more. For example, it
is possibé to exempt necessary basic goods that mamyrioeme families depend on while
setting higher rates for luxury goods that are principally consumed by wealthier families (e.g.
luxury cars). In this manner, progressively designed consumption taxes caseénpublic
resources and protect the most vulnerable (see Schenk and (2@@hfor discussion).

Figure 2. Taxes on goods/services and overall tax revenue by income grout4,*2000
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Source: World Development Indicators (2015)

*Tax revenue refergrémsfers to the central government for public purposes and does not include social security contributions;
taxes on goods/services include general sales and value added taxes, selective excises on goods, selective taxes on servi
and taxes on the wégyoods or property, among others

4 This may reflect in part strengthened collection of existing taxes, the extent of which cannot be
ascertained du® a lack of information.
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Another type of consumption tax that can be used to increase fiscal space is excise tax,
which is collected on goods such as beer, cigarettes and petroleum whose consumption
creates negative externalities (e.g. the obshe good does not factor in the negative side
effects to third parties or society that result from its consumption). The advantage of
increasingsec al | ed Asind taxes is that they may b
the revenue is directadward social expenditure, their disadvantage is that by their nature
they aim at reducing the underlying consumption. Based on current tax proceeds, WHO
(2009a) estimates that al® per cent increase in the tobacco tax rate could net up to
US$1.4billion per annum in additional revenue in kiveome countries and US$5.0 billion
in middleincome countries; raising tobacco taxes by 50 per cent could cover nearly half of
public health expenditures in a number of developing countries. Given the public health
spillovers and revenue potenti al associ at
governments appear to be considering this option. Countries with high tobacco taxes include
Algeria (box 8), Argentina, Bangladesh, Botswana, Brazil, Chile, Costa Rica, &guad
India, Indonesia, Madagascar, Mauritius, Nepal, Panama, Uruguay, Swaziland, Thailand,
Venezuela and Zimbabwe (WH@015).

3.2. Income taxes

In contrast to taxes on goods and services, income taxation is often progrehsitve
is, people in highenicome brackets pay higher tax rates than those in the bottom. According
to the World Development Indicators data, with the exception of countries in East Asia and
the Pacific, developing countries have, on average, increased personal and corporate income
taxes, as well as those levied on capital gains, since 2001. The rise in various income taxes
is likely to have led to enhanced revenue streams for most developing country governments.

However, this progressive trend hides important disparities within im¢arpolicies.
In particular, a number of developing countries have reduced income tax rates on the wealthiest
groups (able 2). In terms of individual income taxes, 34 of the 149 countries with data (or
22 per cent of the sample) had lowered the taxsragplied to the highest income earners in
2014 when compared to the 2618 period. Of the 146 countries that offer corporate income
tax data, four had reduced the tax rate applied to the top income bracket in 2014 when
compared to previous years. Fordbeountries, expanding the income tax base through more
efficient collection, especially through eliminating evasion, or by decreasing the income required
to qualify for higher tax brackets, could increase available fiscal space over the short term.

Table 2.  Developing countries that lowered income tax rates for the top income brackets, 2014
Individual income tax Corporate income tax
Antigua and Barbuda Mozambique Sierra Leone
Ecuador Netherlands Antilles Albania
Fiji New Zealand Germany
France Norway Israel
Gibraltar Pakistan
Greece Panama
Guatemala Samoa
Hungary Senegal
Iceland Sierra Leone
Isle of Man Sudan
Jamaica Swaziland
Jordan Syria
Latvia Tanzania
Lebanon Thailand
Malawi Tunisia
Malta United Kingdom
Mauritius Yemen
Source: Authorsod cMGextatten bnbd-ebruanu20lisng data from KP
* A country is included if its highest marginal tax rate in 2014 was lowertBavénagoifie
10
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Furthermore, there is an urgent need to introduce increasingly progressive income taxes
to counter current trends in inequity. The large income inequalities that characterize most
developing countries especially middléancome countrie$ are being exacerbated during
in recent years due to slow growth and persistently high unemployment, volatile food and
fuel prices, and low government spending patterns, all of which have a disproportionate,
negative impact on the bottom quintiles (OrtrzdaCumming 2011:3336). As a result,
income taxes which, among taxes, are the principal redistribution tool available to
policymakerd should be examined on both fiscal space and equity grounds.

3.3. Corporate taxes and taxes to the financial sector

Increasing business taxes is another possible strategy to generate additional fiscal
revenues. Developing countries across all regions except Latin America have decreased
commercial tax rates between 2005 and 2014. Europe and Central Asia along with
SubSafaran Africa underwent the largest reductions according to data from the World Bank
(World Development Indicatoy2015). East Asia and the Pacific and Middle East and North
Africa also lowered commercial tax rates by three per cent and six per centivegpever
the same time pericd

The logic behind lowering corporate taxes and related license costs and fees was to
encourage entrepreneurial rking and generating new economic activity. However, the
potential tradeoff needs to be carefully balagdt, to ensure that the shéetrm gains from
increased business activity do not come at the expense of foregone essential investments for
human and economic development. This may be particularly important in those countries
that have undergone major redaosi e.g. Belarus, Georgia, Mauritania, Sierra Leone and
Timor-Leste, all of which reduced commercial tax rates by more than 25 per cent between
2005and201bas well as those that have among th
i e.g. Georgia, Kosm, Lesotho, Macedonia, Vanuatu, Tirdaeste and Zambia, all of
which had commercial tax ratasder 17 per cent as of 20714

The former logic is being questioned in many countries following the global financial
crisis, particularly related to the finaatsector. Different financial sector tax schemes may
offer another possible revenue stream for stepped up social investments, provided that their
impact on financial sector development is carefully evaluated. Many countries are
considering special taxesnahe profits and remuneration of financial institutions. For
instance, Turkey taxes all receipts of banks and insurance companies, and, in the United
Kingdom and France, al | bonus payments in
(IMF, 2010a). Anotkr example is a bank debit tax in Brazil, which charged 0.38 per cent
on online bill payments and major cash withdrawals; before its discontinuation in 2008, it
raised an estimated US$20 billion per year and financed healthcare, poverty alleviation and
sodal assistance programs. And Argentina operates a 0.6 per cent tax on purchases and sales
of equity shares and bonds, which, in 2009 accounted for more than ten per cent of overall
tax revenue for the central government (Beit€x10).

At the internatioal level, it has been estimated that applying a 0.005 per cent-single
currency transaction tax on all four major currencies could yield up to US$33.0 billion per
year for developing country assistance. And if applied more broadly to cover all financial
transactions globally, a 0.01 per cent tax could raise over US$1.0 trillion annually (Leading
Group on Innovating Financing for Developme@10).

SAut horsé calculations using World Devel opment

6 1bid.
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3.4.

Taxing financial sector transactions is a feasible option to fund social protection
(box 5). A tax on financiakransactions has several advantages. In the first place, it is
relatively easy to implement and monitor because it works within supervised banking
institutions that use electronic transactions/records. Secondly, it covers everyone, even those
who evade pgoll contributions. Thirdly, it is a fiscal control instrument that allows cross
checks to be made with information on financial transactions throughout the economy.
Fourthly, it is highly progressive and allows resources to be channeled directly from the
formal economy to those who need social protection. This is especially important
considering that most developing countries have a highly regressive tax structure, which
relies primarily on indirect taxes. The introduction of a tax on financial transact®
finance social spending should be considered a viable option to increasesgiscalfor
social investments.

Box5
Brazil: A financial transaction tax to finance public health and social protection

TheContri bui - «o fPr dinanceifCPMBax was evied i Brazil from h9
to 2007. The contribution took the form of deductions from accounts held by financial in
maximum value of the CPMF quota reached 0.38 per cent of the value of financial tra
accounting purpesand because the CPMF was designed mainly to finance social protection
the mechanism was <classified as a fisoci al
per cent of the revenue collected was used for the pdbliealthifsystem, 21 per cent for sg
insurance, 21 per cenBfasa Familand 16 per cent for other social purposes. By 2007, total
from CPMF amounted to 1.4 per cent of GDP, enough to cover thBdtsalFasilEhd other nen
cortributory social protection programs. Although pressures from the financial sector led to i
2007, a financial transaction tax ivivessated in 2009 at much higher levels (6 per cent) imetpde
curb liquidity in international markatn d f ast capi t al infl owslo
was repealed once again in 2013, after leaving significant resources to the Brazilian governm
social policies, a reason driving the ongoing calls from tivildmutiéityancial transaction taxes as
of social justice.

Source: Duraralverde and Pacheco (2012) and Levinas (2014)

In addition to altering corporate tax rates, governments can also increase fiscal space
by taking concerted actions to minimizx evasion and/or aggressive avoidance of taxes on
the part of large companies. Transnational corporations, in particular, commonly shift profits
and losses around the world so that they are recorded in different jurisdictions in order to
minimize overalltax liabilities. Such practices are difficult to track, but estimates suggest
that total lost revenues could amount to US$50 billion per year among developing countries
(Cobham 2005). Proposals have been put forward to increase the transparency of
transrational corporations and hold them accountable for their tax obligations, such as
reporting profits, losses and taxes paid in each location where the company does business
(see section 6 on illicit financial flows for details).

Natural resource extraction taxes

Developing countries that rely on noenewable natural resources as a main source of
wealth should consider ways of distributing effectively and equitably the mineral rent to the
society to support social and economic development initiatiiesreTare also significant
environmental and social externalities associated with natural resources, such as the impacts
on local communities, which, if not adequately addressed, serve as a subsidy to extracting
companies and further distort the true cdstevelopment.

A government may raise revenues either by directly extracting the natural resources
through a statewned enterprise, jointentures or other forms of @xtraction, or by selling
off the exploitation rights and taxing the profits, both diieln can provide transitory
revenues for social investments. Regarding the former, a number of countries have
effectively managed their natural resources through public companies, including Botswana

12
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(diamonds), Brazil (oil), Indonesia (oil and gas) and &ysia (forestry, tin, oil and gas)
(Chang 2007). In terms of the latter, ample care must be taken to find the right types of
contracts, including licenses, joint venture, produetibaring arrangemés etc. (Radon
2007) pox 6).

Box6
Bolivia: Taxinpydrocarbons key for natiorsalcialdevelopment
Natural resources, inclwuding gold, tin,
to the countryds national devel op me nmajoritydfs

production was privatized, often through foreign companies. In the process, royalty taxes w
18 per cent, which led to extremely high profits for producers (82 per cent) and very low returr
population. The widesg dissatisfaction with this situation led to an activist campaig
AHydr ocarbons are No Longer Our s. 0 -cAafltleerd
Wa r, Brésident Sdnchez de Lozada resigned, a national referendumsreédolatiore on the
distribution of hydrocarbon wealth. The previous share of 82 per cent of oil revenues for the
18 per cent for the state was equalized a0 (and a reversed 82plit for the largest gas fiel
Renegotiatiof former contracts led to an increase in oil and gas income for the state from U
in 2004 to US$1.53 billion in 2006. Such significant revenue increases allowed the ¢
expand/sustain social policies suRlerda Dignidd®ignity Re), a nownontributory pension to g
Bolivians over 60 years old, @&dhe Juancito Bin& cash transfer for all children in public elem
schoolgfrom first through eighth grade), which offsets the costs of transportation, books ar
increase school attendance.

Source: Durarelverde and Pacheco (2012), UNCTAD (2014a) and Vargas (2007)

Whil e Norwaybs approach of taxing oil [
Petroleum Fund (now called the Government Pension Fund Glohadrhaps the best
known case, developing countries offer several innovative examples of channeling natural
resource revenue streams for social development. In Peru, for example, the government
recently expanded taxes levied on the mining sector whose geoaeebeing invested into
health and education programs. The government is aware of the fact that the amount can
every year vary substantially, because of mineral prices, operational costs and production
levels’. Mongolia is financing a universal rightssed child benefit from taxation on copper
exports; when copper prices dropped with falling demand in 2009, Mongolia was advised
by the international financial institutions to target its universal child benefit, the government
refused to do so and it wascorrect decision as in 2010/11 copper prices rose again.

Given the volatile nature of primary commaodity prices, some governments have created
Astabilization fundso based on windfal/l t a
and other developemt programs, governments have kept savings in years of bonanza for
irainy dayso when prices of commodity exp
i nvest ment s i n soci al and economic devel.
Stabilizatiomnl Fnabilliraad®isondD Fund and Pap
Resources Stabilization Fund stand as examples. During the recent economic downturn, a
number of countries have accessed these fr e
increase social protectio

In many countries, however, the private sector takes the lead in exploiting natural
resources. In these situations, the state is indirectly included in the rents since it receives a
portion via taxes. This can include: (i) productimsed taxation (pamit or ad valorem
royalties, sales taxes, export and import duties, VAT, payroll tax, stamp duty, etc.);
(i) profit-based taxation (corporate income tax, resource rent taxes, taxes on windfalls, profit
tax on dividends, royalty based on profit, etcl iii) environmental taxes to compensate

"See Peruvian Ti mes, APeru Organization Says Ne
Br e a ¢30 August 2011.
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3.5.

for negative environmental externalities caused by the activities of mining companies (e.g.
Zambia inbox 7).

Box7
Zambiads revenues from its recen

Zambia is another prominent exampewftey having raised various taxes on mineral res
and thus significant revenues since 2005, as fapa@rBirzambia also introduced institutional re
such as the creation of a | ar ge termua pobegtion
framework. Government revenues have improved considerably, from less than Kw 1.0 billion
2008 to Kw 6.6 billion in 2012, which is over 30 per cent of total tax collection. Among m
(excluding petroleum) warldi e , Zambiabds mining receipts
higher than revenues of the Chile, Democratic Republic of Congo or Guinea (Chamber of M
ICMM2014).

Figure3. Fiscalrevenuedgrom the mining sector in Zambia
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Source: ICMM (2014) based on original data from the Zambia Revenue Authority

Import/export tariffs

Tariffs have been a source of development finance for centuries. In the 1950s, import
substitution industrialization policies used import tariffs gmtect national industry,
sometimes combined with tariffs on primary exports, with the goal to reduce foreign
dependency, promote domestic markets and national development. These structuralist
policies were abandoned in the 1980s with the structural tagdus programs. Current
multilateral and bilateral free trade agreements have further limited/reduced tariffs, so this
is hardly an option to expand fiscal space.

Indeed, developing countries have steadily reduced tariff rates since the 1990s,
implying lowered capacity to generate revenues from trade. The financial implications of
this trend are likely greater for Ieimcome countries, which sliced tariffs by more than half
from 36 to 12 per cent between 1996 and 2010, on average, compared to a seveh per ce
average cut in middiimcome countriesf{i gur e 4) . Some countries
average tariff rate falling from 71 to 13
51 to 14 per cent between 1987 and 2009 (\WAM0).
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Figure 4. Tariffrates by country income groupings, 8980 (in percentage points)
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Source: World Development Indicators (2015)
*Values reflect unweighted average of applied rates for all traded products subject to tariffs

Such declines in tariff revenue is associated with trade liberalization. In theory, the
overall gains to free trade were supposed to outweigh the loss of tariff revenues, but, in
practice, less developed countries tend to have limited ability to recoegofee revenues,
which results in net revenue losses. For example, Baunsgaard and Keen (2005) find that
while rich countries have been able to offset reductions in tariff revenues by increasing their
domestic tax revenues, this has not occurred in mosiaj@ng countries. Middiéncome
countries were found to recover only up to 60 cents of each dollar of tariff revenue lost, and
low-income countries recovered no more than 30 cents.

Consequently, in many developing countries there may be a good ratmeamine
current tariff levels, at least until domestic tax collection mechanisms are strengthened, to
sustain or increase levels of revenue. In countries such as Brazil and India, there may be
ample scope to raise tariffs since prevailing levels arbdtw the WTGbound tariff rate
ceilings agreed to in the 1995 Uruguay Round of trade negotiations (Gregory261.8).
Countries like Algeria impose high taxes to pharmaceutical imports if the same medicine is
produced by at least three manufactuiierd\lgeria in quantities satisfying the market
demand a way to sustain jobs and national indushgyx(8).

Moreover, for countries undergoing expdriven commodity booms, fiscal space
could be enhanced for social investments by introducing or raésipgrt tariffs. In many
Latin American countries, for instance, special funds and laws have been created to govern
the use of revenue derived from price increases in commodities exports (Gallagher and
Porzecanski 2009). One of the most wdthown exampless Venezuela, where an
increasingly progressive windfall tax is levied on oil exports to fund social development
projects. To highlight the overall potential of commodity export taxesh pa& cent tax on
oil exports from nine largest petroletarportirg developing countries could generate
anywhere from US$10 billion to US$26 billion in additional resources to support economic
and social investments in 2016

8 Estimates reflect the 2013 averdg@rels per day of oil exported from Algeria, Angola, Iran, Iraq,
Kazakhstan, Mexico, Nigeria, Russia and Venezuela (combined total of 20.2 million barrels/day)
along with the forecasted price oil in 2016 (US$70/barrel of WTI Crude QOil), as reportesihyitibd

States Energy Information Administration
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The above five broad tax categories (consumption/sales taxes, income taxes, corporate
taxes, @mtural resource extraction taxes and import/export tariffs) can be introduced/adjusted
increase government revenues. The optimal mix changes country to country: the advantages
and disadvantages of each tax must be well understood (UNCPAD4ab and
Commawealth Secretaria009) as well as the social impacts on different household
groups assessed.

Box 8
Algeria: Taxes on tobacco, alcohol and on pharmaceutical imports
to achieve universal social protection

Algeria has achieved near universal social protection coverage, financed mostly through
contributions. Social security contributi
contribution withheld at source atther of 9 per cent, together
of 26 per cent. Social security contributions fund pensions, family allowances, maternity, uner
injury and health care for the majority of Algerians. Howeverfuaduioisaheeded for soci
assistance and schemes to cover the informal sector. A way to supplement funding by
Government is through taxes on tobacco, alcohol and pharmaceutical imports.

- Taxes on Pharmaceutical Imports30 November 2088eria introduced measures restri
imports of drugs in order to protect jobs in the local pharmaceutical industry and increas
A foreigimanufactured medicine cannot be imported if the same medicine is prodiutbeeeby
manufeturers in Algeria in quantities satisfying the market demand. A new order of 8 May
a list of 257 imported medicine that are taxed upon entry because they are produced in suf
by national and foreign pharmaceutical compgdgerfha way to sustain jobs and national indy

- Taxes on Cigarettes and Alcabobrding to WHO, taxation on cigarettes was 50 per cent 0
in 2014; in subsequent years, the Ministry of Finance introduced new legislationgblecing
on alcohol and all tobacco products, a way to raising funds as well as fighting unhaadtiny
as drinking and smoking.

SourceGovernmenf Algeria, WHO 2015.

3.6. Other taxes

A miscellaneous set of other taxes is presentéusrsection. Some are very important
sources of income in the majority of world countries, such as property taxes; others are new
alternative sources of development finance. Most of these involve taxing luxury activities or
those that have negative so@alenvironmental externalities (Atkinsa2004).

Property and inheritance taxebtigher real estate and inheritance taxes are a form of
progressive levies that require large landowners and wealthier generations to contribute
more to government revenuebhere are many advantages to such taxes, including
fairness and evasion difficulties. In many developing countries, higher property taxes
could transform into a robust source of funding for local governments. For example, a
2.5 per cent property tax irh@iland has been estimated to be able to finance all local
government spending (Halk010:41). According to the latest IMF country reports,
many countries appear to be considering introducing or increasing property or real
estate taxes in the current pylienvironment, including Costa Rica, Kosovo, Russia
and St. Lucia. Land taxes are another example, which are a broader form of property
tax applied to all land, not just buildings. Campaigns for land taxes have surfaced in
many developing countries reclnin Latvia, for instance, a group of economists and
other activists argued for the introduction of a land tax as an alternative to deep public
spending cuts (Strazd®010), and there are similar discussions in parts of Southern
Africa.

Airline and hdael taxes, taxes on tourisMany developing countries have recently
increased taxes charged at airports or on the sale of airline tickets. As demonstrated in
recent IMF country reports, this has been most commonly observed in small island
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states, like Arigua and Barbuda and the Maldives, as well as in emerging tourist
destinations, such as Dubai, Ghana and Likietize latter which increased taxes on

airlines and hotels by 3.0 per cent in fiscal year 2018 number of countries have
implemented an aiticket solidarity levy that is charged to all passengers taking off
from their nati onal airports. I n France
additional development assistance in 2009 (Leading Group on Innovating Financing

for Development2010).

International transportation taxesfaxing fuel emissions for cargo transports could
raise between US$210.0 billion a year in maritime receipts and US$3.0 billion a
year in aviation receipts (Institute for Policy Studi2®11).

Linking taxes @ social programs:Another strategy to enhance fiscal space for
economic and social development is to tie the revenues raised from new or existing tax
measures to the financing of specific social programs, which can help to secure
resources and make thees$ volatile, as well as ensure wider public support. For
example, Ghana has also introduced links between taxes and public services: 2.5 per
cent of the VAT is reserved for education, another 2.5 per cent of the VAT is allocated
for social health insurae¢and 20 per cent of a communication service tax is directed

to a national youth employment scheme (H20[10:4041).

Remittance taxesSome countries have introduced taxes on remittance inflows to
support economic and social development. Such tansed vary widely. For instance,
remittances were subjected to a 0.004 and 0.1 per cent tax rate in Colombia and Peru,
respectively; a 12 per cent VAT was applied to remittances in Ecuador; Georgia and
Poland imposed income tax rates on remittance inflandg; in the Philippines, banks
deducted withholding taxes for interest earned on deposited remittances (de Luna
Martinez 2006). However, a wide body of literature suggests that lowering transaction
costs and even subsidizing remittances may do more gmaidl than taxing inflows

and directing the revenue to specific development uses (see, for instance, Inter
American Dialogug2007, Rathg2007, Rosse2008, Barry and @verland010). This
conclusion is generally attributed to the following factorsmiiyjrants have already

paid income and sales tax in thest country on money remitte(li) taxes reduce
incentives to remjt(iii) taxes lower the value of fuds received by poor households;

(iv) remittance taxes encourage informal transfers and financial exgl(gicountries

with overvalued official exchange rates already implicitly tax remittances by requiring
recipients to convert at uncompetitive official exchange ratdy remittarce tax
policies are difficult to administer, and (vii) remittance taxes are regressive. As a result,
developing countries should look to other options to create fiscal space before
considering remittances taxes.

Carbon taxesCharging a flat fee for everton of CO2 emitted could lead to up to
US$10.0 billion a year in development financing (Institute for Policy Stuissl).

Arms trade taxesA ten per cent tax on the international arms trade could accrue up to
US$5.0 billion annually in new development revenue (WB@b).

National lottery:National lottery is an old method to fundraise for public projects, in

the 15th century, Europeariies held public lotteries to raise money for defense, urban
development and to help the poor. National lotteries fundraise billions of dollars
annual ly, examples include China Wel fare
Econt!mica FedlatabnalGhaoabébsry Authority;

9 See IMF country repoitio. 11/174 July 2011.
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para la AsistencigPublica Mo r oLa &ardcaine des Jeuyx Spai nds

(National Organization of the Blind), to mention a fdax 9).

Box 9
Spain: ONCE Lottery for the social inclusion of ithe dorhd visually impaired

The National Organization of Spanish Blind People (Organizacién Nacional de Ciegos
ONCE) is a charity founded in 1938 to create decent jobs, raise funds for servicesecbasoee
and full social intetgra of people with severe visual impairments. A special Spanish lottery s¢
primary funding source for ONCEG6s activi
disabilities in authorized kiosks in cities and towns tBpaighpuoviding major-éteempt) cash
prizes. In the 1993, the ONCE Corporate Group (CEOSA) was created to maximize profits
disabilities through investments in a wide range of sectors, including service companies, |
compaies. ONCE provides 71.000 blind and visually impaired people living in Spain with assi
jobs, financial support, rehabilitation, specialized education and sports activities. Additiong
important international programs, andst ommitted to the development and operation of th¢
Blind Union, representing 285 million blind and partially sighted persons in 190 member cq
ONCE6s management model has been copied b

Source: ONCE
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4. Expanding social security coverage
and contributory revenues

Social protection has been traditionally financed through employee and employer
contributions to soci al security, such as
insuranceunemployment insurance and pensions. These social security contributions are
levied mainly on the wages of workers in the formal sector. The first social protection
system, introduced in Germany in 1889, relied on such contributions and served as reference
for other countries in introducing their own systems.

Financing social protection through social security contributions is predictable and
reliable and relieves the burden on government finances, especially in countries with low tax
revenues or urgent cqrating investment needs. Additionally, as workers and their families
contribute to social security, they are less prone to fall into poverty in case of illness,
unemployment, maternity or when they retire, therefore fewer households wilhbed of
sochil assistance.

Nearly all advanced economies have taken advantage of social contributions as a way
to create fiscal space. In the developing world, many countries like Argentina, Brazil, China,
Costa Rica, Thailand or Tunisia have increased coverage #adtion of social security
contributions (DurafValverde and Pachech®012), often as part of their national
development strategiebdx 10). As demonstrated figure 5, the degree that governments
finance their social protection systems using emplaperemployee contributions could be
substantial and varies widely. Some countries finance nearly all their social protection
expenditures by contributions, which show how important this option is for additional fiscal
space.

Figure 5. Ratio of social sexity contributions to public social protection expenditure
(in per cent of GDP, latest year available)
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Box 10
Brazil: Increasing coveraged collection of social security contributions

Social investment plays an important role in the national development of Brazil. Social p
social insurance and social assistance programs) is the largest component of sociall sgrahtiag)
increased considerably since the 2000s. Brazil's gross tax burden also rose from 27 per cent
31 per cent in 2006. The remarkable expansion of tax collection, which constitutes nearly half g
at the state Idyés largely due to social insurance payments. The expansion in social contribut
associated with the significant extension of coverage of contributory social security (social ins
decade of the 2000s. Between 2000 ancb2@@8ge rates jumped from 45 to 55 per cent of the ecq
active population, an important case of expansion of social security as well as a success in fo
the informal economy.

Source: Duraralverde and Pacheco (2012).

In virtually all countries with social security programs, the contribution rate is set at a
specific level for all employees and for all employers and is usually stated as a percentage
of wage or payroll. Social security contributions are usually collectedjross wages;
employers pay at least half, as promulgated by ILO Conveltinri02, supplemented by
normally a smaller contribution by employees, automatically deducted from their salary and
taxable as part of the wage. Many countries provide a cénidglet subsidy, especially in
the earlier years of operation (Cichon et2004). For reference, Annex 2 presents aggregate
employee and employer shares in different countries. Generally, employers contribution is
much | ar geriasdwondhverage, dmploysr@ontribute 14 percent and workers
7 percent of covered earnings. Note that
deferred wageworkers get this part of their salary when they retire, fall sick, etc.

While the accepted level ebntributions is often a result of collective bargaining, the
level of contributions is relatively low in some countries. As the level of required financing
from social security contributions needs to be set by actuarial valuations that reflect the
ageingpattern, the labor market composition and other macomomic variables for any
given country?, it is crucial to recognize that in most countries the level of revenues from
social security should be expected to rise. Raising contribution levels teffidsl tihe
objection of employers, who prefer labor cost low to promote investment, and tends to have
the support of workers, who have experienced stagnation or decline of their real wages in
most countries, resulting in lower consumption and therefore gr@wO, 2014c). It is
important to strike the right balance between wages and social security contributions, to
ensure optimal development outcomes.

Generating funding through contributions is by its nature associated with the extension
of social securit. Much of the scope for increasing social security contributions depend on
the efforts of social security administrations and labor inspectorates to enforce the legal
provisions and ensure compliance of employers and workers to register, on the one hand,
and to pay fully their contribution dues, on the other hand. Investments into social security
collection mechanisms is important. In countries like Brazil, Costa Rica and Uruguay, social
contributions are closely associated with the introduction of infamsto encourage the
formalization of the labor market@x 11). The formalization of employment and enterprises
goes hand in hand with the extension of social security. This creates a virtuous cycle, as
more companies go within formality, the collectioh taxes and social contributions
simultaneously are increased as well.

10 For more details on actuarial estimations, see Plamondon 2062.
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Box11
Monotax in Uruguay: Extending social protection to the informal economy

Monotax is a simplified tax collection/payment scheme for small contributors imidragu
entrepreneurs who join the scheme are automatically entitled to the benefits of the contributo
system (except for unemployment protection). Monotax contributions are collected by the U
Security Institute (BPS), amdtiare corresponding to tax payments is transferred by the BPS t
authority. The remaining share is then used by the BPS to finance social security benefits for
members affiliated through the scheme and their familiehaMpnotax to be an effective too
formalize mier@and small enterprises, as well as to extend social security coverage to indepen
especially women. Argentina, Brazil and Ecuador are developing schemes sirfitauréo@ylonota

Figue6. Number of registered monotax enterprises and insured members
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SourcelLO (201).

Fiscal space for social protection and the SDGs_final_25may17.docx 21



5. Lobbying for aid and transfers

Governments have three main options for increasing net international transfers in order
to support national socieconomidnvestments today: (i) lobby for further Nof8outh aid
flows; (ii) lobby for additional Sout$outh transfers and development assistance and
(i) curtail SouthNorth financial flows, such as illicit financial flows dealt with in
section?.

5.1. More North-South transfers: Official Development
Assistance (ODA)

In principle, ODA is a first option for expanding fiscal space for-loeome countries
in particular. However, there is significant uncertainty surrounding future aid flows in a
climate of fisch consolidation that is increasingly taken hold of many traditional donor
countries since 2010. There is also concern over aid commitments more generally. In
particular, current aid levels remain far below the 0.7 per cent of gross national income (GNI)
threshold that was first agreed to by wealthy countries in 1970 and which has been repeatedly
re-endorsed at the highest levels, most recently at the G8 Gleneagles Summit and the United
Nations World Summit in 2005.

The justification for meeting the 0.7 peent GNI aid target has never been greater.
Global inequality is staggering: the top 20 per cent of the global population enjoys more than
70 per cent of total world income, contrasted by two per cent for those in the bottom
population quintile (Ortiz an€ummins 2011)!%. Given the stark disparities at the global
level, ODA serves as the main redistributive channel to ensure equity. However, current
international redistributive flows are simply insufficient. As of 2012, net ODA amounted to
only three pecent of total GDP in SuBaharan Africa and below one per cent of GDP in
all other developing regiortd Moreover, as an outflow, OECD countries contributed a
meager 0.23 per cent of their GDP to developing countriesshort, meeting aid targets is
a matter of global justice, and the failure of donors to provide additional development
support indicates that globalization continues to benefit a privileged few.

In its current form, foreign aid is characterized by problems of size, transaction costs,
limit ed predictability, macroeconomic I mpact ¢
coherence, fungibility and conditionality (see Qr#i@08b for further details). Concentration
of ODA is another major problem, which has direct implications for fispate. Given
limited development resources and increasing bilateralism, donors oftentimes pick their
favorite allied developing countries and those in which they perceive to have strategic
interests. When measuring average global aid flows between 20080&8d the list of
Adarlingsodo includes Afghanistan, Democr ati
Pakistan, Sudan, Tanzania, Vietnam, and West Bank and Galae ). Overall,

14 countries receive more than 30 per cent of all international @ssestOn the other end
of the spectrum, many of the neediest countries are virtually left out of aid flows (the
forphansod). Table 3 also shows that 13 of t

11 Estimates are based on PPP constant 2005 international dollars. See Gitizramiths (2011) for
further discussion.

2ZAuthorso6 calculations using World Devel opment
1 These estimates differ from those of the OECD due to differences in the base value year of the US

dollar as well as those between GDP and GRIECD (2011) estimates total net aid outflows to be
0.31 per cent of GNI in 2009.
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total of only five per cent of all ODA; indeed, teers a strong case for the-called

for phanso t o | ob-Bopthdssistanceencr eased North
Table3. Aid concentration and neglect, 20@8verage values)
Country % of . Aid yplume* Aid. per GDI.3 per rr:grg;itty Aid as % Z;te)ggiuzag
global aid (billions) capita**  capita** rateA of GDP % of GDP

Afahanistan 4.7 6.2 218.7 538.1 75.3 41.9 1.8
Iraa 2.7 3.6 119.8 5.025.6 30.1 2.6 2.5
Ethiopia 2.7 3.5 40.2 376.6 51.2 10.9 2.2

o Vietnam 2.6 3.4 38.9 1.405.8 20.6 2.8 2.8

% Conao. Dem. Reb. 2.4 3.2 51.0 365.1 92.5 13.9 3.3

"_5 Tanzania 2.0 2.7 60.0 534.3 41.8 11.6 3.1

@®© Pakistan 2.0 2.6 14.8 1.098.7 73.4 14 0.9

% India 1.9 25 2.0 1.329.8 46.5 0.2 1.1

:..LE) West Bank / Gaza 1.9 2.4 645.0 2.321.0 20.2 29.0 é

g, Mozambiaue 15 2.0 84.7 500.0 711 17.2 2.9

N Kenva 15 2.0 48.0 999.4 52.1 4.8 1.8
Turkev 1.5 1.9 26.8 1.0081.4 19.6 0.3 4.7
Sudan 14 1.8 51.7 1.443.2 55.0 3.1 2.1
Niaeria 1.3 1.7 10.8 2.005.5 82.0 0.6 2.0
Total/averaae 30.1 2.8 100.9 2.001.8 52.2 10.0 2.4
Burundi 0.4 0.6 61.0 219.8 61.1 28.3 4.5
Malawi 0.7 0.9 62.4 327.6 52.3 19.6 6.3
Liberia 0.7 0.9 231.3 330.2 60.9 76.8 3.8

" Niaer 0.5 0.7 42.2 370.5 66.4 11.4 2.6

% Eritrea 0.1 0.1 24.8 380.6 39.5 7.0 15

“_5 Guinea 0.2 0.3 24.0 451.2 71.6 5.3 1.7

‘© Central African 0.2 0.3 57.8 474.0 102.4 12.2 1.9

8 Sierra Leone 0.3 0.4 75.1 485.0 114.5 15.7 2.3

E Rwanda 0.8 1.0 93.1 540.8 44.0 174 5.9

= Towo 0.3 0.4 64.1 543.2 60.5 11.9 3.5
Gambia. The 0.1 0.1 72.9 552.4 51.9 13.3 2.7
Guine@issau 0.1 0.1 76.6 578.4 84.5 13.4 1.7
Nepal 0.6 0.8 30.0 590.6 36.4 5.2 2.4
Total/averaae 5.0 0.5 72.3 379.87 71.1 22.0 3.1

Source: Authorsdé calculations using World Development I ndicat

*Billions of current tdlars, ¥ n current US doll ars, A per 1,000 Iive births

There is also the issue of where bilateralsiance is actually investedgbre 7 reflects
the threeyear average values of ODA flows alongside health spending during120ihCa
selected gropl
striking feature is that health spending tends to pale in comparison to overall aid volumes,
thus suggesting that the social sectors are not a major priority area for foreitanassis
many countries. This is perhaps best illustrated by Afghanistan and Liberia. Although these
countries rank among the worst in the world in terms of infant mortality rates and public
health expenditures, the average aid that they received durl@fl20vas not utilized for
public health, actually, ODA was more than 16 and 21 times, respectively, the size of overall

public investments in the health sector.
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Figure 7. ODA and health spending in selected developing countried 228d€rage values)
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But where is the ODA directed when it actually reaches recipient countries? Following
a comprehensive study of aid in SBlahar an Afri ca, the | MF6s
Office found that nearly threquarters of aid given to poor countries between 1999 and 2005
was used to accumulate reserves and pay off debt rather than invest in much needed
economic and social progranfgg(re 8). Such a strategy implies high human development
opportunity costs, as vulnerable groups in Saharan Africa suffer from food insecurity,
poor basic services and nutritional deprivations.

For developing countri es n,ddnoresoorcegtendt he i
to move in and out together, caing herdike behavior (see, for instance, Khamfula et al.
2006, Desai and Khara2010, and Frot and Santjse011). Poverty Reduction Strategy
Papers (PRSP) and Country Policy and Institutional Assessments (EPW)ich are
performed by internationfihancial institutions (IFIs), function like rating signals for donors
T similar to international credit rating agencies for private investors. Sometimes there are
good reasons for donor withdrawal, such as when the paia§ing process is captured by
aninterest group that benefits disproportionately from public policies rather than ensuring
development for the majority of the population. On other occasions, however, the IFls base

“The CPlIAs are the base of the World Bankdos |
Resource Allocation Index for IDA eligible countries (concessional loans). Countrieardeedr

against a set of 16 criteria grouped in four clusters: economic management, structural policies, policies
for social inclusion and equity, and public sector management and institutions. Designing a universal
rating system for allocating resourcesésy correct, but criticisms naturally accompany criteria. For
instance, macroeconomic criteria measure whether aggregate demand policies are consistent with
macroeconomic stability, whether monetary and exchange rate policies ensure price stability, and
whether private sector investment is crowded out. In terms of trade, criteria include measuring tariff
levels, which need to be less than 12 per cent, on average, and never exceed 20 per cent, as well as
evaluating internal tax policies to ensure that theyot discriminate heavily against imports (World

Bank 2010a). Many argue that these criteria are based on contractionary policies that, combined with
trade liberalization, are obstacles to inclusive growth and job generation in developing countries. Even
the Independent Evaluation Group questions whether these criteria lead to growth and has
recommended a series of revisions (201653
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Figure 8.

their ratings on compliance with orthodox conditionality (e.g. fiscalraadetary austerity
measures), which do not always allow for policy flexibility.

Use of ODA in St&aharan Africa, 192905in per cent of anticipated aid increase)

Reserve
Accumulation
(36%)

Source: IMF (2007:42)

In addition, only about half of traditional donor agttually reaches developing
countries. Data from the OECD shows that just 54 per cent of ODA is country programmable
aid (CPA), which could be potentially directed toward development investments (Benn et
al., 2010)!°. Given that some donors deliver moreACthan others, it may be strategic for
governments to target those donors with better records in providing higher amounts of CPA.

A final important point on Nort#tSouth transfers is that ODA needs to be more
predictable and longer term, and less discneti@nd volatile, so that the recipient countries
could better plan and invest in future seemnomic development. Budget support
according to the Paris Declaration on Aid Effectiveness and the Accra Agenda for Action is
a donor initiative which goes this directiort®.

5.2. South-South transfers

For governments, SoutBouth transfers are a clear avenue to tap into regional and
crossregional resources for social and economic development. -Souith transfers are
becoming increasingly important and tgdtece through three main channels of cooperation:
(i) bilateral aid; (ii) regional integration anii) regional development banks.

As a first major channel of Sououth transfers, bilateral aid (R@ECD donors) is
led by Brazil, China, India, KuwgiSaudi Arabia, South Africa, United Arab Emirates and
Venezuela (in alphabetical order). Data on Sdhith transfers are disparate and
unreliable, and further difficult to compare in the absence of a univeesai®ed definition
of ODA. Neverthelesgstimates suggest that total worldwide ODA provided by@&&CD
DAC countries has increased significantly in recent years, and represents about 8.4 per cent
of total global development cooperation (OE@D14). If such estimates are at all indicative
of adual flows, SoutkSouth aid offers a fagfrowing opportunity for developing countries
to finance social investments.

15 The rest is spent on humanitarian aid (11 per centjpitor costs (10 per cent), debt relief (10 per
cent), andNGOs and local government (3 per cent), with another 12 per cent simply unallocated.

16 For countryanalysison budget support, see for example, Caputo. ¢2@i1).
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Two examples underscore the potential of S&ahth transfers. Given the magnitude
of its investments in developing countries, especialBubSaharan Africa and neighboring
East Asian countries, the case of China must be highlighted. The HExypant Bank of
China, in particular, plays a strategic role, lending mostly to large infrastructure projects.

Another case is oilich Venezuad, which has funded numerous economic and social
investments in neighboring countries, such as under the Petrocaribe Initiative. One of the
largest projects, Project Grand National, was launched in 2007 and supports everything from
literacy programs, regimal universities and radio/TV media with indigenous content to
energy generation and distribution.

Box12
SouthSouth bilateral cooperation in GuiBéssau

Traditionally, the main development partners eBi€&andzave been the European Union
European bilateral donors, and multilateral organizations such as the World Bank, the Africg
Bank, the United Nations and the Economic Comiestitfdcan States (ECOWAS). Durk@®20(
among donors that report to the OECD Development Assistance Committee (DAC), the EU (
Portugal (US$132 million), the World Bank (US$125 million), Italy (US$78 million) and Spain
provided the most development assistance t@iSséuea

Not captured in these figures, however, is development assistance from key pr@adtrs
cooperation, including China, Angola and Brazil. China has realized several Bisgapyrojelidiing
a 20,008eat stadium, the National Assembly building (US$6 million), a new govern
(US$12nillion) that will house 12 ministries and a hospital (US$8 million). China has also pro
assistance to improve rice piiod#ngola provided a US$12 million (about 1.3 per cent of GDP
February 2011, which the authorities intend to use to finance roads and agriculture proje
previous yearsod arrears to t heediphatitweuld epers
US$25nillion line of credit to support entrepreneurs from both countries who want to-Biseatin
In 2008, Angola provided US$10 million in budgeBsagiduais cooperated with GBissau across
several secsrlt has provided technical assistance to increase agricultural production; establ
centers for the military, the police, teachers;cambatants; and helped build capacity to cg
HI V/ Al DS. UNDP est i maéaneesto Gum@ssau Botaked UI$@& 2 millig
during200609.

Source: IMF country report No. 11/119, Map.2D11,

A second channel is regional integration, which is a major form of SSutkh
cooperation. Regional trading strategies can be an effati@ans of protecting, promoting
and reshaping a regionds division of |labor
integration can also help to redress social asymmetries and raise living standards through
regional transfers focused on so@abnome investments. The European Union is the best
existing example of how regional solidarity may be articulated, but there are increasing
experiences in developing countries. In fact, virtually every country in the world belongs to
a regional block: the Bolarian Alliance of the Peoples of the Americas (ALBA), the
Association of South East Asian Nations (ASEAN), the African Union (AU), the Andean
Community (CAN), the Caribbean Community (CARICOM), the League of Arab States
(LAS), the South Asian Associationrf Regional Cooperation (SAARC) or the Southern
Africa Development Community (SADC), to name a few. In terms of fiscal space, regional
formations can offer a means of il ocking
countries, which can be achieved thgbuegional transfers or through regional development
banks.
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Box13
ALBA SouttSouth regional transfers in El Salvador

ALBA was created in 2006 to address the "social debt" of Latin America, that is, addreg
those who have lost out in the process of globalization, and as an alternative to the Free Ti
of the Americas. Through regional trandfpdiey support, ALBA promotes a new set of public
to redress social asymmetries and raise living standards, based on social spending, public
policies geared towards employment and the expansion of national markets. HoweAbBle
regional transfers work can be found in El Salvador. In 2014, El Salvador became a membg
few months, the country was receiving $90 million to support rural development (subsidiz
fertilizer, providing soft credit dmildakassistance to farmers, building rural infrastructure); $14
a lowcost national airline, VECA, connecting San Salvador with other Central American caj
the only logost flight was to Florida); $2.7 million for edutafigrgBts for secondary and unive
education, rebuilding public schools, supporting sportséwadediitjuency); in late 2014, AL
Petréleos El Salvador also started supporting subsidies to domestic cooking gas consumptiq

Source: ALBA Petod El Salvador and media coverage

In summary, there are ample opportunities for developing countries to increase fiscal
space through strategies to increase N8dhth and Sout&outh transfers, as well as to
capture and rdirect illicit funds to suport development objectives. Similarly, there is an
array of innovative sources of development financing available to donor countries, which
means that there are no longer any excuses for falling short on aid commitments.
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6. Eliminating illicit financial flows

6.1. Curtailing South-North transfers

The earlier section focused on NefBbuth and SoutSouth transfers. However, a
look at the net financial flows between the South and North shows a different picture: debt
interest payments, profit mattances and public/private investments in capital markets in
developed economies largely offset net financial inflows to developing countries. According
to United Nations (2015), net financial flows out of developing economies totaled
$970billion in 2014 (table4). Most of this goes to the United States, which accounts for
two-thirds of global savings, followed by other developed countries like the United
Kingdom, Spain and Australia. In sum, poor countries are transferring resources to rich
countries, ot vice vers¥.

Tabled. Net transfer of financial resources to developing economie201998
(in billions of WBllars)

Developing regions 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014*

Africa 9.9 -20.€ -38f -85(C -102.! 97.C 977 14€ 44c 44z -37.C 37 37.1

SubSaharan Africa’ 49 6.1 5.6 1.2 6.0 -35 14 39.z 151 81 24¢ 35(C 384
East and South Asii -152.; -185.F -194.7 -293.7 -415.. -557.¢ -535.¢ -458.( -503.¢ -455.7 -454.f 567.¢ -622.]

Western Asia -25.¢ 50.1 -70.€ -142.% -173.% -132.¢ -224.7 -53.€ -125.7 -305.f -371.% 311.f -372.¢

Latin America -35.1 -66.€ -87.z -111. -137.C -102¢ -67.C -68.¢ -49.€ -60.1 -27.t 6.3 -12¢
All developing -
economies 223.. -322.7 -391.% -632.0 -827.t -890.. -925.. -565.¢ -723.. -865.f -890.f 877.1 -970.7

Source: United Nations (2015).
*Excludes Nigeria and South Afrjzath* estimated

6.2. Fighting illicit financial flows

In addition to legal financial flows, curtailing lllicit Financial Flows (IFFs) could also
free up additional resources for critical economic and social investments in many developing
countries. IFFs involve capital that is illegally earned, transferred or utilized and include,
inter alia, traded goods that are mispriced to avoid higher tavigth funneled to offshore
accounts to evade income taxes and unreported movements of cash. Almost US$1 trillion in
IFFs are estimated to have moved out of developing countries in 2012, mostly through trade
mispricing. Nearly twethirds ending up in del@ped countries (Kar et aR010). Overall,
the average annual outflow of illicit capital is estimated to surpass ten per cent of GDP in
30 developing countrie$ a truly staggering amount, especially when compared to health
spending table 5) and more than five per cent of GDP in 61 developing countries.
Moreover, as of 2012, IFFs amounted to almost ten times the total aid received by developing

7 Indeed, some of these flows are private or public savings in developing countrige ttiaasing

safe investment returns in capital markets in developed countries. Nevertheless, global savings are
flowing in the wrong direction, and countries need to ensure that more of their savings are directed
toward domestic and regional developmenteatiyes rather than being exported to rich countries.
Reversing the outflow of financial resources may require an overhaul of the financial system to
provide greater banking stability and foster confidence in financial institutions.
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countries figure 9). To put this in perspective, the net effect would be that for every on
dollar that developing countries receive in ODA, they are giving back about seven dollars to
wealthy countries via illicit outflows.

Figure 9. lllicit Financial Flows (IFFs) versus Official Development Assistance (OER), 2003
(in billions of currerg$)
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Source: Kar and Spanjers (2014) and World Development Indicators (2015)
*Only includes ODA given by OECD countries

Table 5.  Exporting illicit capital and health spending in developing countries, latest year available
(in per cent of GDP)

IFF Public health IFF Public h_ealtl

Country (200912 avg spending (2012) Country (200912 avg spending
annual value annual value  (2012)

1. Toao 60.0 4.4 16. Panama 18.9 5.2
2. Liberia 57.1 4.6 17. Samoa 17.8 6.0
3. Costa Rica 40.3 7.6 18. Guvana 17.7 4.3
4. Diibouti 35.3 5.3 19. Lesotho 17.3 9.1
5. Brunei Darussalam 31.3 2.1 20. Paragquay 171 4.3
6. Dominica 304 4.2 21. Comoros 154 25
7. Vanuatu 26.3 3.1 22. Malawi 15.2 7.0
8. Edquatorial Guinea 24.1 2.6 23. Zambia 14.9 4.2
9. Bahamas 23.0 35 24. St Vincent 14.6 4.3
10. Trinidad and Tobago 22.1 2.7 25. Suriname 13.1 3.4
11. Nicaraqua 21.8 4.5 26. Ethiopia 12.1 1.9
12. Honduras 211 4.3 27. Chad 12.0 0.9
13. Solomon Islands 20.7 7.7 28. Armenia 11.5 1.9
14. Malaysia 19.1 2.2 29. lIraq 11.0 1.9
15. Belarus 18.9 3.9 30. Sao Tome 11.0 25
Source: Aut hor s 0 Spagdrsq2014panhd WorndDevelspmengindikators (2816)d

Given the vast amount of resources that illegally escape developing countries each
year, policymakers should crack down on IFFs. Tax evasion, money laundering, bribery,
trade mispricing and other financial crimes are illegal and deprive governmentsrafesve
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needed for social and economic development. To limit IFFs, there are several broad areas
that policymakers can focus on, which include:

Curtailing trade mispricing This can be achieved through strengthening legal
institutions and attacking corrupti, while, at the same time, empowering regulatory
agencies to exercise adequate oversight over the financial system, the customs
authorities, multinational and domestic companies, and the collection of direct and
indirect taxes. Here, one concrete poljoal is to ensure that customs officials are able

to effectively check the declared price of goods being transacted against international
benchmark prices.

Reducing bribery in public contract3o this end, policy measures should focus on
enhancing thd@ransparency and accountability of contracting processes according to
international best practices.

Reducingax evasionAt the national level, efforts must aim to widen the tax base and
maximize compliancewhile also reducing indirect taxes; at theemmational level,
consensus is needed to counter tax havens and forge global tax cooperafiof Gd206 s
Centre for Tax Policy and Administratiand Kar 2011 for a detailed discussion on
policy options) box 14).

Box 14
Fighting tax evasiohThe US Foign Account Tax Compliance Act (FATCA)

The Foreign Account Tax Compliance Act (FATCA) is a federal law enacted in 2010 tha
taxpayers (individuals and companies) to report on their financial accounts held outside of the
allforeign financial institutions/banks to search their records for US persons and report their as
to the US Internal Revenue Service (IRS). An initiative of the Obama Administration in their ¢
economic recovery afterittanial crisis, FATCA was a game changer. Failure to report resultg
penalty of $10,000, and up to $50,000 for continued failure following IRS notification. In additio
foreign financial institutions/banks to report infdireettip to the IRS about financial accounts hel
taxpayers; for this, in early 2015 nearly 60 countries have signed intergovernmental agreeme
States regarding the implementation of FATCA, including traditional taxdyeaaprislékesC Gibralt
Isle of Man, Liechtenstein, Luxemburg, Malta, Switzerland and Virgin Islands, among other co

SourceOECD 2014c, US Internal Revenue Service, US Department of Treasury.
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7. Using fiscal and foreign exchange reserves

Fisaal reserves and central bank foreign exchange reserves (also known as international
reserves) offer other potential sources of financing for investments in poor households.
Fiscal reserves are accrued through government budget surpluses, profits-afistate
companies, privatization receipts or other government net income (the classic example is
export revenues from natural resources, such as oil). Foreign exchange reserves, on the other
hand, are accumulated through foreign exchange market intervebtgioosntral banks
within the context of current account surpluses and/or capital inflows. It is important to note
the conceptual difference between fiscal reserves and central bank reserves. While fiscal
reserves provide additional fiscal resources forgtréernment and can be spent without
incurring debt, central bank reserves are financed by issuing bonds or currency and do not

constitute Afree fiscal assetso since they
Regarding the latter, itfollosv t hat i f a government wishes t
it must borrow to cover its new liabilities or otherwise create new monetary liabilities (Park
2007).

7.1. Fiscal reserves

For most developing countries, it is difficult to identify the ollelevels of fiscal
reserves, largely due to transparency issues as well as differing central bank and government
accounting methods. However, given that many governments channel at least a part of their
fiscal reserves into special funds, the most popagéng sovereign wealth funds (SWFs),
we are able to broadly identify certain countries that could potentially access such resources
for social and economic development. SWFs are-stateed investment funds, which are
established to serve different objges: stabilization funds, savings/future generations
funds, pension reserve funds and strategic reserve funds. They are composed of different
financial assets that seek to maximize returns according to the different respective levels of
risk. SWFs have ésted since the 1950s, but have grown rapidly over the past decade,
reaching a record US$5.2 trillion in assets in 2Gigi(e 10)4.

There are two main types of SWFs: commodity andeammodity. About twethirds
of all assets in SWFs from developinguntries are funded by commodities exports (olil,
gas, copper, phosphates, etc.), which is why they are oftentimes referred to as oil or natural
resource funds. The two largest commodtiita s ed SWFs are Norwaybds G
Fund Global (US$893 billio) and the Abu Dhabi Investment Authority (US$773 billitin)
Non-commodity SWFs, in contrast, can be funded through government budget surpluses,
balance of payments surpluses, profits of stataed companies, official foreign currency
operations, the poeeds of privatizations and/or foreign aid. Singapore is home to two of
the most welknown nonrcommodity SWFs (Temasek Holdings and Government of
Singapore Investment Corporation) which managed US$497 billion in combined assets as
of June 2014°.

18 An additional $7.rillion was held in other sovereign investment vehicles (e.g. pension reserve
funds and development funds).

19 According to SWF Institute (2014).

20 |bid.
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FigurelO0. Assets under management by Sovereign Wealth Fund$32000

(in billions of current US$)

6,000
Commodity m  Non-commodity

5,000 —

4,000 BEGILEE = == == ©

3,000 I I = = = = s

2,000

1,000

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: TheCityUK (2013)

As evidenced by recent and projected trends in SWFs, 29 developing countries appear
well endowed with fiscal reserves. Some of the mmtable candidates are identified in
table 6 below, with China and Russia topping the list followed by Kazakhstan, Algeria,
Libya, Malaysia and Azerbaijan, all of which had more than US$30 billion as of 2014.
Importantly, three least developed countrie®Cs) also appear on this list Kiribati,
Mauritania and Timoteste.

The logic behind SWF& is to maximize financial returns, normally in international
capital markets and to sterilize foreign currency inflows to avoid an appreciation of the
national arrency. A great deal of attention has been devoted to the fact that SWFs from the
South are buying assets, real state, sovereign and corporate debt, private equity, hedge funds
andcommodity stocks in the North.

21 An overview of all natural resource funds is providedhtip://www.resourcegovernance.org/natural
resourcefunds
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Table 6.  Sovereign Wealth Funds basediscal reserves, June 2014

Country Fund name Assets* Inception Origin

China China Investment Corporation 652.7 2007 NorCommaodity

China SAFE Investment Company 567.9 1997 NorCommaodity

China Hong Kong Hong Kong Monetary Authority Investmer400.2 1993 NorCommaodity
Portfolio

China National Social Security Fund 201.6 2000 NonrCommaodity

Russia Reserve Fund 88.9 2008 oil

Russia National Welfare Fund 79.9 2008 o]]

Kazakhstan SamruKazyna JSC 77.5 2008 NorCommaodity

Algeria Revenue Regulation Fund 77.2 2000 Oil andas

Kazakhstan Kazakhstan National Fund 77.0 2000 oil

Libya Libyan Investment Authority 66.0 2006 o]]

Iran National Development Fund of Iran 62.0 2011 Oil and>as

Malaysia Khazanah Nasional 40.5 1993 NonCommodity

Azerbaijan StateOil Fund 37.3 1999 o]]

Iraq Development Fund for Iraq 18.0 2003 o]]

TimorLeste TimorLeste Petroleum Fund 16.6 2005 Oil andGas

Chile Social and Economic Stabilization Fund 15.2 2007 Copper

Russia Russian Direct Investment Fund 13.0 2011 NonrCommaodity

Peru Fiscal Stabilization Fund 7.1 1999 NorCommodity

Chile Pension Reserve Fund 7.0 2006 Copper

Botswana Pula Fund 6.9 1994 Diamondslinerals

Mexico Oil Revenues Stabilization Fund of Mexic6.0 2000 oil

Brazil Sovereign Fund of Brazil 5.3 2008 NonCommodity

China ChinaAfrica Development Fund 5.0 2007 NonCommodity

Angola Fundo Soberano de Angola 5.0 2012 Qil

Kazakhstan National Investment Corporation 2.0 2012 Qil

Nigeria Nigerian Sovereign Investment Authority 1.4 2012 Qil

Panama Fondo déhorro de Panama 1.2 2012 NorCommodity

Senegal Senegal FONSIS 1.0 2012 NorCommodity

Palestine Palestine Investment Fund 0.8 2003 NonrCommaodity

Venezuela FEM 0.8 1998 o]]

Kiribati Revenue Equalization Reserve Fund 0.6 1956 Phosphates

Vietnam StateCapital Investment Corporation 0.5 2006 NonrCommaodity

Ghana Ghana Petroleum Funds 0.5 2011 o]]

Gabon Gabon Sovereign Wealth Fund 0.4 1998 Qil

Indonesia Government Investment Unit 0.3 2006 NonrCommaodity

Mauritania National Fund for Hydrocarbon Reserves 0.3 2006 Oil andGas

Mongolia Fiscal Stability Fund 0.3 2011 Minerals

Equatorial Guinea Fund for Future Generations 0.1 2002 o]]

Total 25439

Notes: Developing countries only; LDCs are shown in bold.
Source: SWF Institute (2014)
*In billions alurrent US dollars
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7.2

Many have questioned the logic of investing earned public income for capital market
growth in order to spend at some future point in time when those resources could be invested
in needed social and economic goods and services at hdme Yenezuela, for example,
has used its fiscal reserves to finance a number of development objectives both domestically
and internationally. Domestically, the government has fostered local development since
2001 through the Bank for Economic and Sociav&opment of Venezuela (BANDES),
which offers concessional rates to public and social enterprises (such asastateand
community/family enterprises as well as cooperatives), supporting everything from milk
producers to health services. And in neigligiLatin American countries, Venezuela has
channeled its fiscal reserves in support of economic and social development through the
PetroCaribe and Petrdndes Initiatives. Thus, it is also important to understand limitations
to SWFs, in particularthepaaci ty i ssues that underlie a g
reserves today, as evidenced by the case of Timste pox 15).

Box15
When resources and poverty abound: The paradox ofl Ester

A number of countries are sitting atop abundaintesaturce funds, yet social indicators
progress toward development objectives remain dismal. One such tasteisFbimotample, th
share of people living in poverty increased from 36 to 50 per cent between 2001 and 2
underweigfichildren and maternal mortality remain unacceptably high, and it ranks in the bo
centile of all countries in terms of the human development index (HDI). Yet, at the dagagetin
has an estimated US$6.3 billion stored in a 8¥¢E. flinds were simply divided up amongs
population, they could, in effect, increase the average Timorese per capita incomefbidntore
US$5,500 per person. So why isnét the grmv
its people?

TimoLest edbs government faces many devel o
unemployment, infrastructure remains dilapidated following years of conflict, and, despite
reserves, it is the most oil depecalantry in the world. Perhaps the biggest challenge, howey|
lack of institutional capacity, which makes it difficult for the government to effectively deliver
services, especially to the poorest groups. As a result, pregelevetehdive stretched administrg
capacities and created bottlenecks in the economy. The government has recognized the exi
and developed a plan to address budgetxendéion and to build administrative capacities; pos
for procuring external capacities are also being explored for areas that are locally unavailabl
developmene s peci al | y finnovwe satti ntgh ei nf oirnev eosft it rhged
into available fiscal reserved éead to a big return on sm@aomic investments in the near future

Source: World Bank (2010) and Gomes and Haffi (2009)

Central bank foreign exchange reserves

Foreign exchange reserves accumulated at central banks have increased dramatically
in many developing countries over the past decade and offer creative possibilities to finance
social and economic investments. On a global level, the accumulation of foreign exchange
reserves increased more thanfsild between 2000 and 2013, reaching 1i7gast of global
GDP as of 2012 Several developing regions, however, experienced massive growth. For
example, total foreign exchange reserves leaped Hylsixn Europe and Central Asia, by
16-fold in East Asia and the Pacific, and by more than diglitin South Asia and the
Middle East and North Africa, on average, over the same time péigode( 11).

22 See also IMF country repodo. 11/65February2011andJni t ed Nat i onTsmolNe ws Ce
Lesteds Economy at OTur mi7Amil2e10.i nt , 6 Says Top UN

ZAut horso6 calcul ations based on the World Bankod
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Figurell

Foreign exchange reserve accumulation by developing regicB01993
(in billions of current US dollars; excluding gold)
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The massive accumulation of foreign exchange reserves is largely attributed to two
strategies. First, some countries build up large stocks of reserves-iosaedf against
economic and financial shogknotably capital flight and/or severe external imbalances
(Aykuz, 2014). While this trend is most obvious in emerging market economies, especially
in Asia, it is increasingly applicable to a number of dme@ome countries. In SuBaharan
Africa, for exanple, more than onthird of foreign aid received between 1999 and 2005 was
used to accumulate reserves (IMFD07:42). Second, countries also stockpiled foreign
exchange reserves as part of broader efforts to stabilize the-ew@mromy, especially
exchang rates. This is most commonly linked to expged growth strategies based on
exchange rate regimes with de jure or de facto pegs to the US dollar or currency baskets.

The strategy of reserve accumulation asissifirance has been questioned by many,
from the United Nations to the IMF. However, until better international solutions are put in
place, some basic indicators point to the need to explore the use of foreign exchange reserves
for economic and social development. For instance, according to thigopasar gauge
the number of months for which a country could support its current level of imports if all
other capital flows were to suddenly stop2 developing countries with recent reserves data
boasted more than ommmda-half times the threemonth safe level benchmark (i.e. more
than 4.5 months) as of 2013. Using another standard indic#terratio of shorterm debt
to foreign exchange reserved3 developing countries had shtatm debtto-reserve levels
that were under 25 per cent as o120which far exceeds the-salled GreenspaGuidotti
rule of thumb that advises countries to hold enough foreign reserves to cover totdrshort
external debt obligations. When combining these indicators, 24 developing countries with

corresponding datexceed both of the safe level benchmatkisi€7).
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Tabler.

Foreign exchange reserve adequacy in selected developing countrifexc0diBg gold)

Country Reseryes in montt  Shortterm debt Country Reser\(es in montt  Shortterm debt
of imports as % of reserves of imports as % of reserves

Alaeria 42.1 0.7 Cote dbol 5.5 4.8
Anaola 20.1 0.5 Guatemala 4.6 9.8
Azerbaiian 9.5 5.6 GuinedBissau 6.0 17.8
Banaladesh 5.2 8.1 Haiti 5.4 0.0

Belize 4.5 1.6 Lebanon 21.3 9.5

Bolivia 184 4.9 Lesotho 6.7 0.0
Botswana 14.4 5.8 Niaer 6.8 14.1

Brazil 18.6 9.3 Peru 19.1 9.8
Burundi 4.7 9.5 Philippines 16.1 135

Cabo Verde 6.8 0.3 Samoa 6.2 0.0

China 22.0 16.1 Sri Lanka 55 0.1
Comoros 10.1 0.9 Uaanda 7.8 0.8
SourceccaActuh@ants®d®ns using World Development |Indicators (2015)

So what are developing countries doing with their vast arsenals of foreign exchange
reserves? In practice, most governments investitesgrves in Treasury Bills issued by the
US government due to their safety (they were considered the least risky investment
available) and high liquidity (they have maturity dates as short as four weeks). However,
given the extremely low yields that ardeyed on these investments, there is definitely room
for central banks in some developing countries tasgess their current risk portfolios. It is
also important for developing countries to question the logic of investing excess foreign
reserves overseavhen social and economic investments are needed athome

One strategy to foster local development using surplus foreign exchange reserves is to
finance domestic projects. India stands as an innovative example, as it strategically uses a
portion of itsforeign reserves without the risk of monetary expansiorno support one of

the countrydés biggest devel op m20A7t2i28)eTed s : [
do so, I ndiaébs government created two subs

from the central bank. The foreign exchange is then directlgmtrto Indian companies for

capital expenditures outside India, used tdigance the external commercial borrowings

of Indian companies, or invested in highly rated collateral securitiealtance the credit

ratings of Indian companies that raise funds in international capital markets. The central
government plays an important role by guaranteeing the loans from the central bank, which,

in turn, is assured a higher return on domestic higlewfor instance, than would otherwise

be achieved on sher@rm US government bonds. In addition to more traditional productive
sector s, such as infrastructur e, l ndi ads a
sector borrowing for differentogial investments, such as education and health facilities.

In addition to financing domestic projects, developing countries can also seek to
achieve longeterm investment returns on their excess foreign exchange through regional
SouthSouth cooperatiorsuch SoutiSouth transfers are often mediated through the setting
up of regional development banks. The earliest S8otiith multilateral banks were founded
in the Arab and Islamic world, where institutions were established in the 1970s in a time of
highoil prices as vehicles to transfer resources from theabilcountries to poorer countries
(Ortiz, 2008b). One such example is the Islamic Development Bank, whose objective is to

24 While central bankreservesar e no't ifreed resources, they <co
liquidity guarantees to lower costs of external borrowing for financing domestic development projects
or strategic businesses.
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foster the economic development and social progress of Muslim commumiesordance

with the principles of Islamic | aw (shari 6a
in support of MDGrelated expenditures among its member states. The skrgedt

regional development bank is the Arab Fund for Economic and ISDelelopment

(AFESD), which provides soft lending for Arab League countries, again mostly for
infrastructure projects.

There are also many successful cases outside of the Islamic world, such as the Andean
Development Corporation (CAF), whose portfolio®¥0 billion, mostly in infrastructure,
has largely surpassed investments by the World Bank and theAmgzican Development
Bank in the South American subgion. Also in Latin America, countries are collaborating
to create alternative regional develaggrhbanks, such as the Bank of the Bolivarian Alliance
for the People of the Americas (ALBA) and the Bank of the South to channel excess foreign
exchange reserves to support regional investments. Following this trend, the five BRICS
countries, Brazil, Russ, India, China and South Africa, announced at their Sixth Annual
Summit in 2014, the launch of a new BRICS Development Bank, with US$50 billion in
initial capital to fund mostly infrastructure projects.

In addition, they also launched the US$100 bill@ontingent Reserve Arrangement
(CRA) to help countries manage balaimégpayment and exchange rate crises through
provision of shorterm liquidity. This builds on the Chiang Mai Initiative (CMI) started in
2010 in Asia, with the 10 countries of the Asation of SouthEast Asian Nations (ASEAN)
plus China, Japan and Korea (10+3) contributing US$120 billion, later increasing to US$240
billion, to serve as a reserp®oling mechanism to help manage shiertn liquidity
problems in the regioriThe Fondo Lahoamericano de Reservas (FLAR) also serves a
similar purpose (GriffithJones2014).

While the investment focus of these midtieral SoutkSouth initiatives has been on
infrastructure development, sustainable lomgn strategies for economic growth aam
from investments in both tangible capital as well as human capital. Therefore, social
infrastructure should constitute a key part of investments. In addition, thesdatau#i
initiatives, by funding the large unmet infrastructure needs of develaungtries and
reducing their need for salfisurance through accumulation of excessive foreign exchange
reserves, could help to free up national resources for expanding social protection systems.

In sum, fiscal and foreign exchange reserves present aeptigsibilities for
governments to enhance fiscal space for social protection, although a careful assessment of
their potential impact on monetary expansion or public debt impact is warranted.
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8. Managing debt: Borrowing and debt restructuring

Sound debtmanagement is a key principle of a good macroeconomic policy
framework. Studies have shown that high debt distress or even debt crisis could lead to a
loss of capital market access, a disruption of financial intermediation and hindering of
economic activies. Yet for countries that have some scope for additional borrowing, this
offers another source of financing for social and economic investments. For those countries
that may have very high levels of sovereign debt, it may also be possible to restructure
existing debt either by debt-reegotiation, debt relief/forgiveness, debt swaps/conversion or
debt repudiation, especially when the legitimacy of the debt is questionable and/or the
opportunity cost in terms of worsening social outcomes is high.

8.1. Borrowing

Many developing countries, having strengthened their local financial markets, show
potential capacity to engage in further borrowing, both domestically and externally. These
may include loans, either from commercial or development banks or fundisioagh
issuing government securities, such as bonds. Although international commercial bank loans
are a least preferred option for governments due to associated fees and higher interest rates,
developing countries are increasingly accessing these cesowhen faced with financing
gaps. Tanzania stands as one recent example, as its government borrowed US$1.5 billion
from local and foreign banks to boost its 2011 budget and cover a deficit left by an
unexpected withdrawal of donor suppdrt

Loans from @velopment banks and funds, as well as bilateral loans from donors, may be
at commercial or concessional interest rates. If debt is perceived as a strategic option to boost
social and economic spending, concessional loans are a much better option thavittoan
commercial rates since they offer beneficial conditions to developing countries. For example,
the World Bankés I nternational Devel opment
countries without interest along with long grace periods (uswallydars) and 3%0 40year
repayment periods. Concessional borrowing is generally available from regional development
banks (e.g. the African, Asian, ItBmerican and Islamic Development Banks), specialized
funds (e.g. the OPEC Fund for International/Blopment or the Arab Fund for Economic and
Social Development) and from bilateral loans from donor countries.

Government bonds are another matth@$ed borrowing option and generally cheaper
when compared to regularly priced commercial bank loans. VBhitepean governments
have been issuing bonds to support public spending since the dawn of modern history,
financial liberalization coupled with the rise of creditworthiness among emerging markets
has made the issuance of governments bonds increasingliapeince the 1990s. Total
public bonds issued annually by developing country governments increased markedly during
the 1990s, reaching close to US$1,956 billion in 2Gigufe 12). Latin America is the
region that has experienced the largest groissiing nearly 60 per cent more debt than the
next highest region, East Asia and Pacific as of 2013. Although bonds appear less common
in other regions, they are still viable options for many developing countries. For example,
Zambia and Ghana each raid¢8$750 million by issuing a ¥gear Eurobond in 2012 and
2013, respectively, the former which received more than US$11 billion of orders
demonstrating the strong demand from international capital markets for public debt from
developing countried. In addtion to bonds at the national level, municipal or-sakional
bonds are another alternative for local governments, which are typically issued for specific

% See The TQintziamdém,: MWor |l d Bank FHIune 2010Govt ds Bor

% Se e R eZamsarhas Raised $750 Million in a Debutyigar Eurobond, 13 September 2012
and ReGhamna Paysa Pfemium as it Raises $750 Million igel® Eurobona, 25 July 2013.
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purposes, such as for developing an urban area or expanding school, water supply or

transportation ystems (Ortiz 2008b) box 16). Recently, a few countries have launched

social impacts bonds, an innovative puiitvate partnership (PPR)dx 17).

Figure 12. Public bonds by developing regions, 1B&03* (in billions of current US dollars)
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How much public debt is unsustainable? The IMF (2010b) uses a 40 per cetatrfiong
debtto-GDP ratio as th ceiling that developing countries should not exceed in order to ensure
fiscal sustainability and macroeconomic stability. Others suggest a higher thresholdgerg. 60
cent according to Reinhart and Rog@®10). Still, another approach is to view aiimal
debtto-GDP ratio as arbitrary since public debt can be beneficial over the long term if interest
payments are less than the annual increase in nominal GDP (see UNEDIALRChapter 3).

So which countries might have room to borrow? Applying evemibst conservative
parameters, a humber of developing countries could consider borrowing. Figure 13 lists
21 countries that had total external debts under 20 per cent of GDP through 2013.

Figure 13. Possible borrowing candidates, 2(d8al external delsta per cent of GDP)

20

16

12

8

4

0 +¢2 S'c'c’'._-"5 = 5 S
© C © © = = c O c ©
7 (U::*"J;CESCES G O S O
= = c .2 T > B3 = - .2
5 3E£5 8 5 2 2 3

Rl
£ : 85 > 8 a s N
< < = O £ D
5 < S
= S
(%9}
Source: Authorsdé calculations using World

Devel opment

Fiscal space for social protection and the SDGs_final_25may17.docx

39



However, to determine the feasibility of increasing public debt for a given country, it
is important to carry out a comprehensive and dynamic analysis, suble #MFWorld
Bank debt sustainability assessments (DSA) framework. DSAs seek to determine, going

forward, if a countryo6s overall debt | evel

set of assumptions, which includes the projected fiscal andgs@#h pathg’. However,
findings of DSAs reflect the underlying assumptions, and depending on how conservative
or ambitious the underlying assumptions are, a rather different picture on the level of debt
distress may emerge. Another key limitation of D$s\&hat GDP growth projections only

take into account returns from investments in physical capital (roads, airports, etc.) but not
returns from investments in human or social capital (spending on primary/secondary
education, health, and social protectjonhich are vital to sustained growth in the longer

run. Thus, while current DSA frameworks can be viewed as a starting point of analysis, they
should be enhanced by relaxing certain assumptions and accounting for both social and
economic returns.

Box16
South Africa: Subnational Bonds Finance Basic Urban Infrastructure and Services

Municipal bonds are issued for specific purposes, many of importance for social deve
the 19th century, Europe and North America started using bondscfamiesahpualdi. Issuers cou
be cities, school districts, fire departments, water supply agencies or publicly owned airpor
These entities issued specific bonds dedicated to urban development or the expansion of
among otheralthough municipal bonds do not have a longstanding precedent in developit
their use has been generalized in recent years in major countries in Latin America, Eastg
former Soviet Union and Asia. Cities, municipalitieandistgad®s in these areas have issued b
both in local and international currencies to have more fiscal space. Municipal bonds norm
domestic market, but they may be part of the portfolio of investment funds provided t
invst ment grade (ABBBO) by a rating anyestmeny
grade rated financial instruments. This could become an important source of finance for sog
given the increasing demand for ethicah@miefsinds among investors. Municipal bonds als
limitations. They mobilize private capital to support social policies, but they are not redistribu
they build local and national debt (if central government guarantees),tihgriédoed stress tha
could collapse other necessary investments. Additionally, subnational bonds are difficult to
municipalities/regions iAaame countries.

South Africa is one example where subnational bonds have genesatéal greesémenits.
the posapartheid era, local governments are resgonsiideprovision of basic utilities and b
services for all citizens, requiring large investments in order to upgrade outdatetrndidisaifi
infrastructur®uring the apartheid regime, municipalities focused on white communities,
townships and homelands were served by national public entities and by Black Local A
postapartheid regime combined the previous Black Local Atith@rhies kacal Authorities. Th
process led to majoafcial distrebecause it increased the population municipaktiesigeout a
significantincredasen t he t ax base. In 2000, the Sou
for Muitipal Borrowing and Bin c i a | E me r g e nthe iuse sfaunicipal honds. Today
municipal bonds are issued by city councils for development projectgiititdoogert than on
yearmunicipal bond issues are not guaranteezkbyréh&overnmedither African countries are n
following suit, with municipal bonds issued in Nigeria in 2012 and Zambia in 2013 to
infrastructure.

Source: Orfi200®, Platz2009 media sources

27 The DSA approach includes four steps: (i) a fje@r forecast of variables that impact external
debt (e.g. the primary account, GDP, interest rates, exchange rates and inflation); (ii) an examination
of the evolution of debt as a percentage of GDP owendxt five years; (iii) different stress tests to
evaluate the impact of adverse shocks on the different forecasted variable§ srst€jy) evaluation

of whether current debt loads are sustainable based on the stress tests.
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8.2.

Box17
Co | o m3nciahlhpadBond An innovative pubMlgrivatepartnership (PPP)

In March 2017, the Department of Social Prosperity of the government of Colombia lay
Social Impact Bond (SIB) in a developing country. SIBs have existed since 2010, mostlg in
US. SIBs are a kind of-helsed, publprivatepartnership (PPP), in which investors put funds upfr
a program and get paid when results are achieved wdttgrmiped period of time. The Colombial
programds obj eanemplownent: & wilt sappdrt skills tainireg and fabour servig
placement and retention of 500 poor unemployed pdsgrar48id, in the citieBogota, Cali, and
PereiraThe investors are a number of Colombian foundations, wtite pgrvices upfront. Th
Fundacion Coroserves acts as an intermediary and manages the contracts with several servi
In the first year of the SIB, the Department of Social Prosperity will repay investors for the|
placement diretention of beneficiaries for at least three months; in the second and third year
will come from the Swiss Secretariat for Economic Affairs (SECO)andribaridevelopment Ba
(IDB). The outcome funds total US$765,000, arichtira neéxrn is 8 per cent (nominal). The cong
firm Deloitte will provide independent verification of the outcomes achieved.

The first SIB was implemented in 2010 in the UK for the purpose of reducing prison req
shorterm male prisonérkis was also the purpose of the first SIB in the US. The majority of SIB
are focused on employment (26 SIBs), child welfare (8 SIBs) and education andA gakitiy@ S
trait of SIBs is that, if service providers do not achiearte@bjectives, the government does not
lossesSIBs are still experimental and, in higher income countries, have not always led
outcomes, leading to investor losses, such as the SIB intended for 10,000 beneficiari€sisoRik
in New York which did not result in a statistically significant reduction in recidivism by Year 3 of
leading to a $7.2 million investor loss. Additionally, a number of challenges have been flaggg
developing coungtiéncluding: (i) the number of willing investors tends to be less; (ii) public g
regards SIBs as equivalent to the privatization of government services and thus projects may
(iii) intermediation, impartial monitoring andi@béity are crucial in a SIB and these are costly.

Source: De la Pena, 2014, Gustafsggint et aR015media sources

Debt restructuring

Debt restructuring is the process of reducing existing levels of debt or debt service.
While somedeveloping countries have space for additional borrowing, the majority are
indebted. Further, seven years after the global financial crisis, economic imbalances continue
to boost external debt and developing economies are increasingly vulnerable, @0iiuz
and Ellmers and Huloy&2013). Debt restructuring has become an increasingly common
strategy to alleviate fiscal pressures for other countries, especially those suffering from
exorbitant sovereign debt levels. Figure 14 highlights the gravity of thenextiebt burden
facing some developing countries. All of the 25 countries listed have aythaeaverage
external debto-public health spending ratio greater than 1.75; in other words, debt
payments in each of these countries is nearly double orthramreéhe amount of public funds
invested in the health, with Mauritius spending a staggering 12 times more on external debt
than on health. When sovereign debt payments crowd out essential social expenditures, there
is a strong case for countries to exploestructuring options with their creditors.
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Figure 14. Debt and health spending, 2Bt (average values, based on current US dollars)
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In recent years, mariyincluding some official creditors such as Norwayave raised
the issue of creditor egesponsibility as a way of promoting responsible lending practices.
The Monterrey Consensus additionatigened up the debate on the issue of creditor co
responsibility for wh aat well a the reednefihd affdirlaride g i t
durable solution to the debt crisis. In particular, the United Nations Seetagral and
the United Nationsndependent Expett note that creditor and debtor countries are both
equally responsible for preventing and resolving unsustainable debt situations.

As former President Julius Nyerere of Tanzania demanded publicly during the 1980s debt
crisis, "Must westarve our children to pay our debts?" The concept of illegitimate debt refers
to a variety of debts that may be questioned, including: debt incurred by authoritarian regimes;
debt that cannot be serviced without threatening the realization eeg@ssin of basic
human rights; debt incurred under predatory repayment terms, including usurious interest
rates; debt converted from private (commercial) to public debt under pressure to bail out
creditors; loans used for morally reprehensible purposes, stiehfasncing of a suppressive
regime; and debt resulting from irresponsible projects that failed to serve development
objectives or caused harm to the people or the environment (United Na2@6gaa).

In practice, there are five main options availdblgovernments to restructure sovereign
debt, which include: (i) raegotiating debt; (ii) achieving debt relief/forgiveness; (iii) debt
swaps/conversions; (iv) repudiating debt and; (v) defaulting. These are described below:

Debt renegotiation: A first option is to restructure debt via voluntary negotiations and
collective action clauses. Voluntary negotiations have mostly applied to bank loans, as
demonstrated by the more than 60 countries that have successhélgotated terms
between 1990 andetearly 2000s (Bai and Zhan@®10). These processes, however, take

an average of five years, which carry a highegotiation cost since governments cannot
resume international borrowing during that time. Collective action clauses are most
commonly usedo restructure government bonds and take much less time than voluntary

28 The United Nations Ingeendent Expert on the effects of foreign debt and other related
international financial obligations of States on the full enjoyment of all human rights, particularly
economic, social and cultural rights.

42 Fiscal space for social protection and the SDGs_final_25may17.docx



negotiations (about one year on average); through collective action clauses included in bond
contracts, many countries have successfully reached agreements with commercial creditors
to lengthen the maturity and lower the coupon of outstanding bonds.

Debt relief/forgivenessA second option is to negotiate debt forgiveness. This has
happened through creditted forums, such as the Paris and London Clubs, which are
used to restructure or candd@ateraland commercial debt, respectively, as well as the
Heavily Indebted Poor
Countries Initiative (HIPC) F_igure 15. Poor country debt at a glance
executed by the IMF ang (in current US$ billions)

World Bank. HIPC has beer
the most prominent option fo{ | 6:000 5506
debt relief. Launched in 199 | 5,000
32 lowincome countries had 4,000
reached their completio | 3000
points as of mi2011 by 2000
meeting debt relief criteria '

While ealier these countrieg 1,000 215

were spending more on del ) : . '
service than on health an Total debt (2013)Debt forgiveness or
education combined, of reduction

average, social spending no (since 2000)
accounts for roughly five| Source: World Development Indicators (2015)
times their amount of debt
service payments (IMR2011). However, debt forgiveness has been slow to deliver
(figure 15), and the benefits of agreed debt reduction have proven far less than hoped
for in most cases (UNCTA2008:139141).

Debt swaps/conversion#& debt swap or debt conversion is theesaf a debt by a
creditor to an investor (usually a nrprofit organization) who purchases the debt at a
discounted price and then exchanges it with the indebted government for shares in a
stateowned company or for domestic currency to finance a spgcidject. More than

50 developing countries have undertaken debt swaps with different aims. They emerged
in the 1980s as a strategy to improve the fiscal solvency of governments, mostly in
Latin America, and to give them access to new international fin@uoeatries such as
Argentina and Chile carried out ddbt-equity swaps, exchanging external private
debt for shares in staten companies. Delfor-nature swaps soon followed in which

a portion of a devel oping c¢ouvedtmentdis f or e
environmental conservation measures. During the 1990s, UNICEF facilitated several
private debt swaps to support chilelated aid programs. Although most swaps have
been conducted within the framework of the HIPC initiative, there are aywafievap

options available to governments to enhance fiscal spaceDd2Healthinitiative

of the Global Fund is a recent debt swap initiative, which converts debt repayments
into health expenditures in countries that are ineligible for debt f&liebr smaller

island states, there are debt conversions for climate change adaptation, @0y

There are also opportunities to negotiate other types of swaps/conversions to enhance
fiscal space, including: delidr-children/education/health/environniendebtfor-

equity, debffor-exports, debfor-offsets and even debtr-debt (Ruiz 2007).

Debt Repudiation: Another option is repudiation. History shows examples of
governments repudiating debt, such as the United Kingdom after the Boer War or the
Unted Statesd repudiation of Cuban -debt s
American War. Given that the high cost of debt servicing limits public investments in

2%See G| obDBebt2Healtm d 6 s
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essential social and economic goods and services, repudiation is increasingly
considered by deV@ping countries in recent years. Christian Aid (2007) outlines a
number of practical steps that debtor countries can follow to determine if debt
repudiation is a sensible option: (i) assess the impact that debt servicing has on the
financing of basic seiwes; (ii) carry out a full debt audit to identify which parts are
odious or illegitimate; (iii) identify what portion of the legitimate debt can be serviced
without jeopardizing essential public services; (iv) hold a moratorium on servicing
illegitimate bt and discuss with creditors; (v) depending on the progress of
discussions, examine the possibility of withholding payments in order to increase
investments in basic services; and (vi) open debt contraction processes to full
democratic scrutiny. Referemhs, such as in Icelanddx 18), and public debt audits,
such as in Ecuadobdx 19), underscore the idea that citizens have concerns about
illegitimate sovereign debt and the high social costs.

Box18
Debt repudiation: Iraq and Iceland

Two recent exangple o f sovereign debt repudiati o
cancellation was a result of international political pressure; the United States was at th
negotiating for a-dale writeff of loans undertaken by foreigjtocseto the Saddam Hussein reg
after its overthrow in 2003.

In Iceland, a national referendum was held in March 2010 that allowed its citizens to v
and how the country should repay a nationalized private debt, claimed by thad\ithdvlaitets
Kingdom. This was not a sovereign debt is
and Dutch banks, and, when they collapsed, the government decided to make public thi
According to the IMF,dBlst was a result of privatization and deregulation of the banking secto
by easy access to foreign funding; the gi
supervision. In the referendum, Icelandic voters deliveradma tei ng fino o ( mor
the Dutch and British banks and the orthodox policies that would have accompanied the debt

After massive international pressure, a second referendum was called in April 2011; Ic
rected a proposed repayment pl an. Despite
-debt repudiation, capital controls, and currency depleeiatidris recovering well from the cris
has regained access to internationall wegskets while preserving the welfare of its citizens, with
from the IMFIn 2012, Iceland credit rating is much higher than Greece.

Source: IME010 and 2012, Deipret al2010, media coverage.

Box19
Debt audits: The case of Ecuador

Some developing countries haxamgned their accumulated debt from the 1970s in order to
outstanding obligations. In 2008, Ecuador became the first country to hold an official audit to ass
of its sovereign debt. The goverconemissioned, two yeag investigation concluded that some of its f
debts had broken multiple principles of i
These were mostly private sector debts that had beemw tatimmalzegovernments.

Whil e Ecuador respected alll of t he thd b {
cal |l ed #l-étdefaultechoa its eleged ikeditimate debt in November 2008 and boug
at 35 cents to thalldr just a few weeks later. The public resources freed up in Ecuador by this
invested in human development, which included doubling education spending, nearly do
assistance prografos lowincome families angbanding its masocial protection program, the cg
transfer Bono de Desarrollo Humano (human development bond). The results are impress
from a recession peak of 36.0 per cent to 28.6 per cent, unemployment dropped from 9.1 pe
cent andchool enrolment rates rose significantly.

Based on the experience of Ecuador, as well as Norway, a special United Nations C
Experts on Reforms of the International Monetary and Financial System came out in suppo
audits as a meamism for transparent and fair restructuring of debts (UnigaDBlatl@%s. Debt audit
are ongoing in several other countries, such as Bolivia, Brazil, Greece, Ireland and the Philig

Source: Fattoreg?id13Ray and Kozameh12, UN 2009b
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Default Overall, some 20 countries have defaulted on their sovereign debt since 1999,
which includes debt denominated in both local and foreign curréhckdsUS$82

billion and US$73 billion, Argentina and Russia, respectively, stand as the largest
sovereign defaulters in history. The wid:¢
as a result of debt restructuring. While this was an estimated 75 per cent in the case of
Argentinain 2005 and 55 per cent for Russia in 1290, the average haircut in more
recent forced restructurings has beerd@5er cent (Sturzenegger and Zettelmeyer
2005). Outright default may be viewed as disorderly debt restructuring since the
immediate afterrth can be severe as foreign investments flee and capital inflows
cease, which could hurt domestic employment and economic activities, the extent of
which depends on the openness of the economy. However, history shows that countries
that defaulted have beeable to regain capital market access, achieve stable
macroeconomic conditions and increase fiscal space for social and economic
development after a relatively short period (Lora and Oliv2é®6, Weisbrot and
Sandoval2007).

Box20
The need for an grnational debt wotbut mechanism

In practice, all of the different sovereign debt restructuring options are politically difficult, a
that initiate such processes are often under enormous pressure by creditors. This reality, ¢
increasing prevalence of sovedelgncrises, underscores the pressing need for an internation
body that can resolve issues between sovereign borrowers and their lenders. Since the piong
for an International Chapter 9 Insolvency by Raffer (1993), theitdeldN#tieridnand different ci
society organizations have been advocating for an internatarkatebechanism. More recently
Il MF proposed a Sovereign Debt Restructuri
bankruptety t o gi ve states a new beginning, muc
Jubilee Campaign (Pettifor 2002) and Eurodad (2009) have identified principles for a sevetei
procedure, many of which are supportedUnytédeNations. In September 2014, the United N
General Assembly adopted by vote the crucial resolution of the Group of "A76&id. StiRey2:
Towards thetablishment of a multilateral legal framework for sovereign debt restructutidggeoc
the auspices of UNCTAD, a Sovereign Debt Workout Roadmap is being established in 2015,

According to Standard & Pooro6s (2011) and Moo«
Argentina (2001), Belize (2006), Dominican Republic (1999, 2005), Ecuador (2008), Gabon (1999,
2002), Grenada (2004), Indonesia (1999, 2000 and 2002), Ilvory Coast (2000), Jamaica (2010),
Moldova (2002), Pakistan (1999), Paraguay (2003), Peru (2000), Russia (1999), Seychelles (2008),
Ukraine (2000), Uruguay (2003) and Venezuela (2005).
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9.

9.1.

A more accommodating macroeconomic framework

The goals of macroeaomic policy are multiple, from supporting growth, price
stabilization or inflation control, to smoothing economic cycles, reducing unemployment
and poverty, and promoting equity. In the last decades, macroeconomic frameworks have
placed a strong emphasis shoriterm stabilization measures, such as controlling inflation
and fiscal deficits, as part of broader efforts aimed at economic liberalization, integrating
into global markets and attracting investment. While these macroeconomic objectives are
not recessarily problematic, there is an increasing risk in many developing countries that
other important objectives, such as employrgmterating growth and social development,
become secondary and underemphasized.

Many of these orthodox approaches haveestmeen questioned, including through the
broader advocacy efforts of the United Nations to advance human development and human
rights since the 1990s. Others (e.g. Chowdhury and |2840) have argued that higher
fiscal deficits do not necessarily leadhigher interest rates, inflation rates or current account
deficits if there is unemployment or spare capacity in an economy. As the multiple shocks
of the global economic crisis unfolded and intensified, support shifted from restrictive and
narrow macroeonomic frameworks to a more accommodating one. In practice, this means
that the conditions for more maneuverability in poliogking and resources could be
achieved through both fiscal and monetary policy, both of which are described in the
following.

More accommodative fiscal policy

The first channel to achieve a more accommodative macroeconomic framework is
through expanding government expenditures to influence the economy. As part of the crisis
response, there has been a growing recognition afegbd to ease budget constraints and
allow for an increasing degree of deficit spending, especially to support social investments
(IMF 2009). By doing so, more resources can be allocated to address the impacts of the crisis
and support povertgeducing anémploymentgenerating economic growth.

To demonstrate the potential size of resources that could be freed up for social
protection spending through lardealbeit reasonablefiscal deficits, consider SuBaharan
Africa. Of the 46 countries in the region for which there is fiscal balance data, 38 are
forecasted to have run fiscal deficits in 201able 8). If each of these countries increased
the size of their current defidily two percentage points, public health spending could jump
by more than four per cent, on average, in terms of their current health budget (Column C).
Some countries, however, could experience vast increases in available resources for public
health. Foexample, a two per cent increase in the fiscal deficit in Eritrea, Guinea and South
Sudan during 201# all countries with high infant mortality ratésould have resulted in a
more than six per cent increase in health spending (Column C).
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Table 8. Raal fiscal deficits and health spending in 38Saltaran African countries, 2014

(A) (B (©) (D)
Fiscal balance, includini  Health expenditures 2% real increase  Undef5 mortality
Country grants (% of GDP) (201612 avg.) of deficit (in % of rate, 2013 (per 1,0(
health budget) live births)
Actual Proposed % of GDP % budget
Eritrea -11.6 -11.8 1.3 3.6 17.3 36.1
Liberia -10.4 -10.6 3.9 16.5 5.4 53.6
Cabo Verde 9.6 9.8 3.1 8.6 6.2 21.9
Mozambique 9.2 9.4 3.0 9.0 6.2 61.5
South Sudan 9.0 9.1 0.8 4.0 22.9 64.1
Ghana -7.8 -8.0 3.0 11.7 5.2 52.3
S&o Tomé 6.3 -6.5 25 5.6 5.0 36.7
Kenya -6.0 6.1 1.8 5.9 6.8 47.5
Namibia -6.0 6.1 5.0 13.9 2.4 35.2
Guinea 5.9 6.0 17 6.8 6.8 64.9
Niger 5.7 5.8 25 10.6 4.6 59.9
Zambia 5.2 5.3 3.9 16.4 2.6 55.8
Togo 5.0 5.1 4.0 154 25 55.8
Cameroon -5.0 5.1 1.7 8.5 5.9 60.8
Malawi 5.0 5.1 6.4 17.8 1.6 442
Sierra Leone -5.0 5.1 2.5 12.1 4.0 107.2
Senegal 5.0 5.1 2.7 9.6 3.7 43.9
Tanzania 5.0 5.1 2.8 10.2 3.6 36.4
South Africa 4.9 5.0 4.1 12.7 24 32.8
Uganda -4.8 4.9 21 104 4.5 43.8
The Gambia -4.6 4.7 3.0 11.2 3.1 49.4
Mali -4.3 4.4 2.7 12.4 3.2 77.6
Angola 4.1 4.2 21 5.8 3.9 101.6
Burkina Faso -2.9 -2.9 35 13.3 1.6 64.1
Mauritius -2.8 -2.8 25 10.2 2.2 12.5
Ethiopia 2.7 -2.8 2.2 12.0 25 44.4
Cote d'lvoire 2.3 2.3 1.8 8.3 25 71.3
Congo, Dem. R 2.1 2.1 3.0 131 14 86.1
Madagascar 2.1 2.1 2.3 13.6 1.8 39.6
Rwanda -2.0 2.0 6.3 23.2 0.6 37.1
GuinedBissau -1.9 2.0 1.8 8.9 2.2 77.9
Lesotho -1.8 -1.9 8.7 141 04 73.0
Nigeria -1.7 -1.7 1.8 6.3 19 74.3
Burundi -1.7 -1.7 5.3 13.6 0.6 54.8
Benin -1.4 1.4 2.3 10.5 1.2 56.2
Sudan -1.0 -1.0 1.9 10.7 1.0 51.2
Swaziland -0.9 -0.9 5.9 17.2 0.3 55.9
Comoros -0.8 -0.8 1.8 7.5 0.9 57.9
Average 4.5 -4.6 3.1 111 4.0 55.2

Notes: Column (A) shows the actual fiscal balance in 2014 and the proposegeresssgeopbivids to finance additional health expenditure
(column (C)) expressed in terms of the current health budget.

Sources: | MF ®©ustlook@ctdber 20E4) fmmfiscah batance, GDP and inflation estimates; World Development Indicators (2015)
health expenditure and uBaweortality data

*Estimate based on the real value (local currency value/average consumebaldas) ahfiduzdith expenditures.
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Box21
More accommodative macroeconomic fram
spending during the Global Recession 2005

Governments are committed to reduce fiscal deficits, however, multiple develoftent p
result in the adoption of flexible macroeconomic frameworks. A review of recent trends am
countries offers interesting insights. Figure 16 shows the projected and actual fiscal balances
countries over the 2Q87time griod based on IMF revenue and expenditure estimates contair
October 2010 and October 2014 WEO databases. In 2010, the average values underestimate
of navigating the first phase of the global crigi®)( 2008 h included whdespread implementation
fiscal stimulus plans (note the median values show a more adjusted initial path). More
projections for the second phase of the crisis, starting in 2010. Although major fiscal deficit
predicteetand advised by IMF surveillance misgidage hold by 2015, the latest estimates confin
most developing countries did not pursue this policy stance; in reality, most governments ch
deficfinanced spending in order to attpnesting demands at a time of low growth and suppo
and economic recovery efforts.

Figurd& Projected andctualfiscaldeficits indevelopingcountries, 20015
(percentage of GDP)

(a) Average values (b) Median values
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While many developing countries are already running deficits, a number of others are
forecasted to have fiscal surpluses in 20fldue 16). In these cases, allocating surplus
funds to publichealth could lead to extraordinary gains. In the Republic of Congo, for
example, significant progress in health outcomes could be made if even a small portion of
surplus funds was directed to the health sector together with appropriate reforms to
strengtha service delivery institutions. And for the 17 developing countries that are
projected to benefit from a positive fiscal balance during 2014, surplus budget funds could

double current health spending levels, on averigeré 17).
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Figure 17 Fiscal surfus and health spending, 2@aderage values)
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The analysis of SuBahararAfrican countries serves to illustrate the potential of an
gover nment 0 si deficitsocsarpludpmimpadt esgential social and economic
spending. However, it is important to carry out a rigorous assessment of fiscal sustainability
within acountry, taking into account not only economic aspects such as debt burden, revenue
generation capacity and likely GDP growth trajectory, but also the potential opportunity cost

of foregoing social spending.

More accommodative monetary policy

Eco

The seond channel to achieve a more accommodative macroeconomic framework is
through expansionary monetary policy. There are two schools of thought regarding how
countryods

authorities should control

a

On the one hand, some argue that the ultimmateof monetary policy should be to
achieve low inflatiod’. Here, since high inflation creates uncertainties about the future and
depresses investment, low inflation is viewed as a key ingredient to macroeconomic stability
and growth, and becomes a gasitself. Moreover, high levels of inflation erode disposable
incomes, making it more difficult for poor households to purchase essential goods and
services. In particular, for those who rely on social transfers, inflation poses a continuous

threattothei pur chasing power.

And

even

when

mo n ¢

a

includes inflatioradjustment mechanisms that are regularly applied, in practice benefits are
only adjusted after a significant defagommonly up to six monthisdue to administrative
procedures. It is also important to recognize that volatile inflation has the potential to

overwhelm the financial structure of a social protection system, such as what happened to
many countries that experienced inflation levels above 30 per cent betvee2d70s and

late 1990s.

On the other side of the spectrum are those who view excessive inflation control as a
danger to poverty and economic growth. This camp argues that certain measures, such as

31 This view is more entroversial, as it has been found that a certain amount of inflation (moderate
inflation, not high inflationary episodes) may be necessary to generate additional economic activity.
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higher interest rates or reserve requirements, cantéeextreasing unemployment, lower
aggregate demand and weaker growth. High interest rates are especially bad for small
producers and those who already have limited access to finance, including women and
persons with limited assets. The resulting declimesutput and employment can also
weaken workersdéd bargaining positions and d
poverty. All of these, in turn, weaken the capabilities of households to provide for and invest

in children. Acknowledging the potenitiasks of low inflation on growth and poverty, the

IMF advised governments to raise inflation above the standard five per cent benchmark
during 2009 in order to respond to the food, fuel and financial shocks (IMF 2009). However,
itisimportanttounderscr e t hat there are diverse vVviews
level of inflation. Table 9 shows that this value can vary between 3 and 40 per cent.

In general, flexibility to pursue expansionary monetary policy is strongly related to the
extenttowlmi ch wages and i inicathereverdsaautenaticallynadjestecd d o
to changes in overall prices, at least to some extent. In developing countries, where most
incomes, including wage incomes, tend to move along with prices, there can be social
tolerance of fairly high rates of inflation, especially if it still allows people to continue to
consume essential goods and services. But in other developing countries, where wage
incomes and the earnings of the satiployed do not increase much when olgrdace
levels rise, even relatively low rates of inflation can cause social havoc, especially if the
inflation is not accompanied by higher employment.

Table 9.  Safe inflation thresholds for developing countries

Author(s) Inflationthreshold (%)
Fischer (1993) 1530
Bruno (1995) 20
Barro (1996) 1020
Bruno and Easterly (1998) 40
Gylfason and Herbertsson (2001) 1020
Rousseau and Watchel (2002) 1325
Burdekin et a{2004) 3
Academic  iyan et al. (2004) 10
papers
Sepehri aridoshiri (2004) 515
Pollin and Zhu (2006) 1416
Li (2006) 14
Vaona and Schiavo (2007) 12
US GAO (2009) 512
Bick (2010) 12
Kremer et al. (2011) 17
Sarel (1996) 8
Ghosh and Phillips (1998) >5
Kochar and Coorey (1999) 5
pzlil\[/)lgrs Khan anenhadji (2001) 1112
Selassie et al. (2006) 5
Espinoza et al. (2010) 10
Blanchard et al. (2010) 4
Source: Authorsd literature review

50 Fiscal space for social protection and the SDGs_final_25may17.docx



Ultimately, this means that inflation thresholds are arbitrary policy choices based on particular
conditions in different societies, and monetary policies should be designed to encourage
employment creation. Bearing this in mind, the IMF estimates that 77 developing countries had
inflation rates below five per cent during 2014, half of which exercise independeztaryquolicy
(table 10). In such cases, an expansionary monetary policy could be explored as a potential option
to support increased social and economic investments among the poorest and most disadvantaged
populations. For other developing countries thatiso experiencing low inflation rates but belong
to monetary unioni such as the Eastern Caribbean Currency Union, the Economic and Monetary
Community of Central Africa, and the West African Economic and Monetary Wrif@re may
be scope to discudst loosening of monetary policy as a block of countries.

Table 10. Developing countries with low inflation rates, 2014 forecasts
(in per cent change of average consumer prices)

Country Inflation rat Country Inflation rat
Guine&Bissau -1 Kiribati 2t
Samoa -1.2 Rwanda 2.¢
Bulgaria -1.2 Guyana 2.¢
Niger -1.1 Suriname 2.€
Greece -0.¢ Chad 2.8
Montenegro -0.€ Azerbaijan 2.8
Senegal 0.t Colombia 2.8
South Sudan 0.2 Malaysia 2.¢
Zimbabwe 0.2 Jordan 3.C
Hungary 0.: Comoros 3.(
Dominica 0.¢ Palau 3.(
Céote d'lvoire 0. Maldives 3.C
Cabo Verde 0.t Ecuador 3.1
Kosovo 1.C Djibouti 3.
Macedonia 1.C Cameroon 3.2
Bosnia and Herzegovina 1.1 Algeria 3.2
Morocco 1.1 Panama 3.2
St. Vincent and the Grena 1.z Peru 3.2
Fiji 1.2 Mauritania 3.8
El Salvador 1.2 Tuvalu 3.2
Romania 1.t Micronesia 3.8
Mali 1.t Costa Rica 3.2
Burkina Faso 1t Guatemala 3.t
Togo 1.t Lebanon 3.t
Grenada 1.€ Dominican Republic 3.€
Tonga 1. Seychelles 3.
Benin 1. Mauritius 3.1
Vanuatu 1. Sri Lanka 3.8
Marshall Islands 1.5 Mexico 3.¢
Armenia 1.¢ Haiti 4.(
Belize 1.¢ Philippines 4.t
Albania 1.¢ Cambodia 4.k
Thailand 2.1 Georgia 4.€
St. Lucia 2.1 Mozambique 4.¢€
Republic of Congo 2.z Iraq 4.
China 2.2 Gabon 4.3
Serbia 2.8 Botswana 4.t
Dem. Rep. of the Congo 2.4 Paraguay 4.¢
TimoiLeste 2.t Libya 4.t
Source: |l MF6s Worl d Economic Outlook (October 2014)
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10. Concluding: Social dialogue on fiscal
space options

This paper has demonstrated that there is national capacity to finance social protection
and other Sustainable Development Goals worldwide, even the poorest countries. There are
eight options, presented in the earlier sections: (glloeating public exenditures; (ii)
increasing tax revenues; (iii) expanding social security coverage and contributory revenues;
(iv) lobbying for increased aid and transfers; (v) eliminating illicit financing flows; (vi) using
fiscal and foreign exchange reserves; (vii) baing or restructuring debt and; (viii)
adopting a more accommodating macroeconomic framework.

All of the financing options described in this paper are supported by policy statements
of the United Nations and international financial institutions. Goventsreround the world
have been applying them for decades, showing a wide variety of revenue choices. Each
country is unique, and all options should be carefully examinedluding the potential
risks and trad®ffs associated with each opporturitandconsidered in social dialogue of
alternatives to promote national sc€iconomic development with jobs and social
protection.

National social dialogue is best to articulate optimal solutions in macroeconomic and
fiscal policy, and investments to promoteb$, social protection, support women and
children, and human rights. While in some countries, national development strategies and
their financing sources have been shaped though social dialogue, in many other countries
this has not been the case. Pubtitiqy decisions have often been taken behind closed doors,
as technocratic solutions with limited or no consultation, resulting in reduced social
investments, in lack of public ownership, adverse social impacts, and often civil unrest.
National tripartitedialogue, with government, employers and workers as well as civil
society, academics, UN agencies and others, is fundamental to generate political will to
exploit all possible fiscal space options in a country, and adopt the optimal mix of public
policiesfor inclusive growth and social justice.

Questions to consider on fiscal space options include:

i. Reprioritizing Public Spending: Can government expenditures beallecated to
support social investments that empower vulnerable householsts? for example,
current military, infrastructure or commercial sector expenditures justified in light of
existing poverty rates? Has a recent study been conducted to identify measures to
enhance the efficiency of current investments, including stepsckbe and prevent
corruption and the mismanagement of public funds?

ii. Increasing tax revenues: Have all tax codes and possible modifications been
considered and evaluated to maximize public revenue without jeopardizing private
investment?Are personaincome and corporate tax rates designed to support equitable
outcomes? What specific collection methods could be strengthened to improve overall
revenue streams? Could minor tariff adjustments increase the availability of resources
for social investments®s natural resource extraction adequately taxed? Can tax
policies better respond to fiboomo and #dAb
considered to support productive and social sector investments? Has there been any
attempt to earmark an existingx or introduce a new one to finance specific social
investments taxes on property, inheritances, tourism, tobacco, lotteries, etc.?

iii. Expanding social security coverage and contributory revenues: What is the
percentage of workers contributing to sl security?Can contributions to social
security be extended to more workers? Are current contribution rates adequate? Is there
scope to introduce innovations like the Monotax to encourage the formalization of
workers in the informal sector?
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iv. Lobbying for increased aid and transfers: Has the government delivered a
convincing case to OECD countries for increased aid, including budget support, to
support the scaling up of social investmentsias there been any formal or informal
attempt to lobby neigldsing or friendly governments for Sou8outh transfers?

v. Eliminating illicit financial flows: Has a study been carried out or a policy designed
to capture and rechannel illicit financial flows for productive uses®What can be
done to curb tax evasiomoney laundering, bribery, trade mispricing and other
financial crimes are illegal and deprive governments of revenues needed for social and
economic development?

vi. Using fiscal and foreign exchange reserves: Are there fiscal reserves, for example,
sitting in sovereign wealth funds that could be invested in poor households today?
Are excess foreign exchange reserves being maximized and used to foster local and
regional development?

vii. Borrowing or restructuring debt: Have all debt options been thoghly examined to
ramp up social investments®hat are the distributional impacts of financing
government expenditures by additional borrowing? Or is the country too indebted? If
S0, is debt service high compared to public investments and social expextditanes
different maturity and repayment terms been discussed with creditors? Has a public
audit been carried out to examine the legitimacy of existing debts?

viii. Adopting a more accommodating macroeconomic framework: Is the macroeconomic
framework too constrictive for national developmentdf so, at what cost
macroeconomic stability? Could increasing the fiscal deficit by a percentage point or
two create resources that could support essential investments for the population? Are
current inflation levelsunduly restricting employment growth and seemnomic
development?

ix. Have all possible options been carefully examirieishcluding the potential risks and
trade-offs associated with each opportunify and discussed in an open social
dialogue? Have all possible fiscal scenarios been fully explored? Is there any
assessment Bing from the national debate? Are all relevant stakeholders,
government, employers, workers, civil society, academics, UN agencies and others,
being heard and supportive of an agreement that articulates an optimal solution in
macroeconomic and fiscal poy, the need for job and income security, investments
for womenand children, and human rights?
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Annex 1. Selected fiscal space indicators for 187 countries

(@) (i) (iii) (iv) W) (vi) (vii) (viii) (ix)
Government expenditure Revenue Social ODA lliicit fin. Foreign Debt (% of GNI) Budget Inflation
Country security  received  flows reserves 2013 deficit (%
Total Health Educ. Military Total  Tax cont.(%l of 2012 2012 2018 Ext. Total 2014 change)

2014 2012  201% 2012 2014 2012 prs'zjzl)?p)d stocks  service 2014

Afghanistan 28.1 1.8 3.6 27.7 7.5 16.1 33.1 0.0 12.3 0.1 0.5 6.1
Albania 32.8 2.8 15 26.1 2.8 14 21.8 60.1 3.2 6.7 1.8
Algeria 38.9 4.4 4.6 34.4 0.1 0.7 91.6 25 0.3 -4.5 3.2
Angola 41.6 2.2 3.6 37.5 18.8 19.8 0.2 0.8 26.4 22.0 4.3 4.1 7.3
Antigua anBarbuda 21.9 3.9 20.5 18.6 0.2 0.5 16.9 -1.3 1.1
Argentina 39.9 5.9 6.3 0.8 354 0.0 0.5 5.0 22.7 2.3 4.5
Armenia 25.3 1.9 3.1 3.8 23.6 18.7 2.7 12.1 21.6 79.4 18.5 -1.7 1.8
Australia 37.6 6.1 51 1.7 34.3 214 3.3 -3.3 2.7
Austria 52.7 8.7 5.8 0.8 49.7 18.3 73.0 3.0 -3.0 1.7
Azerbaijan 39.7 1.2 2.4 4.7 40.0 13.0 32.5 0.5 3.5 19.1 13.3 3.6 0.3 2.8
Bahrain 315 2.8 3.1 26.8 0.7 16.3 -4.8 25
Bangladesh 13.5 1.2 1.2 10.8 1.5 0.8 11.2 19.5 1.0 2.7 7.2
Barbados 43.7 4.1 34.6 0.1 0.9 16.1 9.1 1.7
Belarus 45.2 3.9 4.8 12 41.8 15.1 82.2 0.2 20.1 6.9 56.7 6.7 -3.3 18.6
Belgium 54.1 8.2 6.5 1.0 515 249 68.5 3.6 -2.6 0.7
Belize 30.1 3.8 1.0 28.4 226 1.6 8.0 24.9 80.5 9.0 -1.7 1.8
Benin 22.2 2.3 1.0 20.8 15.6 254 6.8 1.0 8.4 28.7 1.4 -1.4 1.7
Bhutan 31.0 3.2 4.7 27.2 8.1 3.7 49.9 83.6 45 -3.8 10.2
Bolivia 39.3 4.1 6.9 15 38.9 2.4 3.0 46.8 27.5 1.9 0.4 6.0
Bosnidderzegovina 49.2 7.0 1.2 451 20.9 149.2 34 0.0 27.6 60.9 6.2 4.1 1.1
Botswana 34.2 3.0 2.3 351 27.1 0.5 6.9 52.2 16.6 1.3 0.9 4.8
Brazil 42.1 4.3 15 38.2 154 38.4 0.1 15 16.0 21.9 3.8 -3.9 6.3
Brunei Darussalam 35.4 2.1 3.7 24 55.8 12.2 21.1 204 0.4
Bulgaria 39.0 4.2 15 36.3 19.0 54.8 2.8 37.3 104.9 9.5 2.7 -1.2
Burkina Faso 27.5 3.4 3.4 1.4 24.7 16.3 10.5 6.6 5.2 23.2 0.7 2.9 15
Burundi 29.9 4.8 6.0 2.4 28.3 20.8 4.1 12.1 23.5 1.2 -1.7 7.0
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0] (i) (iii) (iv) W) (vi) (vii) (viii) (ix)
Government expenditure Revenue Social ODA lllicit fin. Foreign Debt (% of GNI) Budget Inflation
Country security  received  flows reserves 2013 deficit (%
Total Health Educ. Military Total  Tax Cog(tJ.(Si(Zl()' of 2012 2012 2018 Ext. Total 2014 change)

2014 2012 201% 2012 2014 2012 prot. exp? stocks service 2014

Cabo Verde 34.4 3.0 5.0 24.8 17.8 0.7 14.0 2.9 25.5 80.9 2.2 9.6 0.8
Cambodia 20.5 1.3 15 17.7 11.6 5.7 0.3 29.1 44.4 1.1 -2.8 4.5
Cameroon 23.3 1.7 3.2 1.3 18.2 2.3 2.6 171 0.7 5.0 3.2
Canada 44.0 7.7 5.4 11 41.5 11.7 36.7 3.9 -2.6 1.9
Central African Ref 14.6 1.9 1.2 15.6 9.5 32.0 10.5 1.7 374 0.4 1.0 7.4
Chad 20.5 0.9 2.3 20.6 3.9 12.0 17.2 0.8 0.0 2.8
Chile 24.3 3.5 4.1 2.1 22.5 19.0 19.7 0.0 2.3 14.7 -1.8 4.4
China 28.4 3.0 2.0 27.4 0.0 2.7 40.5 9.5 0.4 -1.0 2.3
Colombia 29.6 5.2 4.4 3.2 28.1 13.2 32.2 0.2 0.3 115 25.3 2.8 -1.5 2.8
Comoros 25.5 25 24.7 115 17.3 26.3 22.3 0.1 -0.8 3.0
Costa Rica 19.7 7.6 134 136 94.7 0.1 43.9 14.8 35.9 6.2 6.3 3.4
Céte d'lvoire 23.1 1.9 15 20.8 14.2 9.5 6.5 13.2 37.9 4.2 -2.3 0.6
Croatia 44.8 5.6 1.7 40.1 19.6 78.5 1.7 31.0 4.7 -0.3
Cyprus 46.7 3.2 1.8 42.3 255 45.0 1.7 4.4 0.0
Czech Republic 42.5 6.5 4.5 1.1 41.3 134 94.1 28.3 -1.2 0.6
Congo, Dem. Rep. 19.6 2.9 1.0 17.5 104 0.7 5.6 21.9 1.1 2.1 2.4
Denmark 55.7 9.6 1.4 54.3 334 6.0 26.0 14 0.6
Djibouti 42.7 5.3 35.4 10.8 37.6 29.2 -7.3 3.2
Dominica 34.2 4.2 316 21.8 5.2 32.9 17.5 59.4 3.7 -2.6 0.6
Dominican Republi 17.8 2.8 0.6 14.9 14.3 0.4 29 7.7 41.2 4.9 2.9 3.6
Ecuador 43.2 2.9 4.5 3.0 38.9 0.2 1.6 4.7 22.9 3.4 -4.3 3.1
Egypt 39.0 2.0 1.7 26.8 13.2 0.7 1.7 6.3 16.7 1.3 -12.2 10.1
El Salvador 225 4.2 34 1.1 18.3 14.5 54.4 1.0 2.7 11.3 57.1 4.7 4.2 1.2
Equatorial Guinea 40.1 2.6 33.3 0.1 21.9 -6.8 3.9
Eritrea 29.0 1.2 17.4 4.3 27.7 2.6 -11.6 12.3
Estonia 38.7 4.7 5.2 1.9 38.3 16.3 87.9 1.3 -0.3 0.8
Ethiopia 18.4 1.9 0.9 15.7 7.7 13.3 26.8 1.4 2.7 7.7
Fiji 31.1 2.6 4.2 15 29.0 2.8 6.6 23.3 20.7 1.2 2.1 1.2
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() (i) (iii) (iv) W) (vi) (vii) (viii) (ix)
Government expenditure Revenue Social ODA lllicit fin. Foreign Debt (% of GNI) Budget Inflation
Country security  received  flows reserves 2013 deficit (%
Total Health Educ. Military Total  Tax Cog(tJ.(Si(Zl()' of 2012 2012 2018 Ext. Total 2014 change)

2014 2012 201% 2012 2014 2012 prot. exp)! stocks service 2014

Finland 56.6 6.9 6.8 1.2 542  20.0 55.5 35 2.4 1.2
France 57.1 9.0 5.7 2.2 52.7 21.4 76.5 1.8 4.4 0.7
Macedonia 34.8 4.6 1.2 314 16.7 66.1 1.6 5.8 0.4 69.5 9.1 -3.5 1.0
Gabon 21.0 1.8 14 27.0 0.4 3.7 25.0 6.5 5.9 4.7
Georgia 30.0 1.7 2.7 2.9 27.1 24.1 4.2 1.6 175 86.4 11.2 -2.9 4.6
Germany 44.2 8.6 1.3 444 115 81.0 1.9 0.3 0.9
Ghana 26.3 3.0 8.1 0.3 18.5 4.3 1.3 10.8 33.8 2.0 -7.8 15.7
Greece 47.3 6.3 2.4 446 224 69.6 0.6 2.7 -0.8
Grenada 31.0 3.0 24.9 18.7 1.0 8.6 18.5 72.6 4.4 -6.0 1.6
Guatemala 13.3 2.4 2.9 0.4 11.2 10.8 104 0.6 2.7 13.0 32.0 2.4 2.1 35
Guinea 29.8 1.8 3.1 23.9 6.0 5.7 2.8 20.8 1.1 5.9 10.1
Guinedissau 20.3 1.3 1.7 18.4 8.2 8.9 19.3 32.3 0.2 -1.9 -1.3
Guyana 32.0 4.3 3.6 11 28.4 4.0 17.7 26.2 74.9 2.6 -3.6 2.6
Haiti 25.2 1.5 19.5 16.2 1.0 20.5 14.9 0.1 -5.6 4.0
Honduras 30.3 4.3 1.0 24.3 14.7 308.2 3.1 21.4 16.1 39.6 5.4 -6.0 6.1
Hong Kong 18.2 3.4 20.8 113.6 2.6 3.9
Hungary 51.2 5.0 4.7 1.0 48.3 22.9 67.8 0.9 35.2 99.0 2.9 0.3
Iceland 46.9 7.3 0.1 48.7 223 35.9 28.5 1.9 25
India 26.7 1.3 3.4 2.5 19.5 10.7 2.1 0.1 4.6 15.8 23.0 2.2 -7.2 7.8
Indonesia 20.1 1.2 2.8 0.9 17.6 0.0 2.4 114 30.8 4.8 2.5 6.0
Iraq 45.3 1.9 2.8 42.3 0.6 9.9 33.2 -3.0 4.7
Ireland 38.1 5.2 6.2 0.5 33.8 220 38.6 0.6 4.2 0.6
Iran 15.2 2.7 4.1 2.1 13.1 0.0 0.0 2.1 0.1 2.1 19.8
Israel 40.3 4.6 5.6 5.8 374 221 51.3 28.1 2.9 0.8
Italy 55.0 7.2 4.3 1.6 51.9 224 64.9 2.5 -3.0 0.1
Jamaica 27.5 3.3 6.3 0.9 26.8 27.1 58.8 0.1 0.9 7.4 100.6 8.8 -0.7 8.8
Japan 39.8 8.3 3.8 1.0 32.7 10.1 0.7 25.3 7.1 2.7
Jordan 38.6 6.2 4.0 28.3 15.3 11 4.6 1.7 45.4 71.9 3.0 -10.3 3.0
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() (i) (iii) (iv) W) (vi) (vii) (viii) (ix)
Government expenditure Revenue Social ODA lllicit fin. Foreign Debt (% of GNI) Budget Inflation
Country security  received  flows reserves 2013 deficit (%
Total Health Educ. Military Total  Tax Cog(tJ.(Si(Zl()' of 2012 2012 2018 Ext. Total 2014 change)

2014 2012 201% 2012 2014 2012 prot. exp)! stocks service 2014

Kazakhstan 21.8 2.4 1.2 25.6 0.1 1.4 10.7 74.6 15.0 3.8 6.9
Kenya 26.5 1.8 1.7 20.5 15.9 5.3 0.0 12.0 30.8 1.1 -6.0 7.3
Kiribati 109.7 8.9 83.9 16.1 36.9 1.1 -25.8 25
Korea 21.3 4.1 5.2 2.6 21.6 67.5 26.6 0.3 1.6
Kuwait 44.8 2.1 3.2 73.6 0.7 1.3 16.7 28.8 3.0
Kyrgyz Republic 34.9 4.3 6.8 3.2 30.5 18.1 7.2 1.3 29.0 98.4 5.6 4.4 8.0
Lao 28.1 15 0.2 23.5 14.8 4.4 8.7 6.7 81.4 2.9 -4.6 5.5
Latvia 36.2 3.4 4.9 0.9 354 13.8 70.2 10.3 24.5 -0.8 0.7
Lebanon 32.0 2.9 1.6 4.1 20.8 15.5 95.4 1.7 4.9 81.6 68.9 7.8 -11.1 35
Lesotho 62.0 9.1 2.3 60.2 11.9 11.6 46.5 30.9 14 -1.8 6.5
Liberia 34.3 4.6 0.8 239 20.9 32.6 37.8 25.2 30.9 0.3 -10.4 11.4
Libya 83.4 3.0 3.6 31.3 0.1 3.1 175.8 52.1 4.8
Lithuania 34.4 4.7 5.2 0.8 32.3 13.4 92.1 9.7 17.4 2.2 0.3
Luxembourg 435 5.8 0.5 43.9 25.5 72.6 15 0.4 1.1
Madagascar 17.0 25 2.8 0.7 14.9 3.8 1.9 7.3 27.3 0.7 2.1 7.3
Malawi 41.4 7.0 5.4 1.3 36.3 28.1 14.7 10.8 43.6 1.2 5.0 19.6
Malaysia 27.6 2.2 5.9 15 24.0 16.1 0.0 19.8 43.1 70.7 3.2 -3.6 2.9
Maldives 55.4 3.9 6.8 36.2 2.7 5.0 17.0 42.0 3.7 -19.2 3.0
Mali 27.0 2.3 4.8 14 22.6 15.6 9.8 6.1 12.0 33.3 0.9 -4.3 15
Malta 43.8 6.0 0.6 41.1 27.0 50.8 6.1 2.7 1.0
Marshall Islands 63.1 12.9 . 62.9 44.2 -0.2 1.7
Mauritania 355 4.1 3.7 35.6 10.3 91.7 4.2 0.1 3.3
Mauritius 24.5 2.4 3.4 0.1 21.7 19.0 24.9 1.6 2.8 29.2 91.4 28.4 -2.8 3.7
Mexico 26.4 3.2 5.2 0.6 22.2 0.0 5.3 14.4 35.9 3.4 4.2 3.9
Micronesia 62.8 115 . 66.6 35.3 25.3 3.8 3.3
Moldova 41.3 5.3 8.6 0.3 39.7 18.6 6.5 0.6 35.4 75.0 7.6 -1.7 5.1
Mongolia 40.4 4.0 5.5 11 29.3 18.2 99.2 4.3 0.9 19.5 176.0 13.0 -11.1 14.1
Montenegro 44.1 4.5 1.7 42.6 2.5 0.6 65.5 8.1 -1.5 0.6
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0] (i) (iii) (iv) W) (vi) (vii) (viii) (ix)
Government expenditure Revenue Social ODA lllicit fin. Foreign Debt (% of GNI) Budget Inflation
Country security  received  flows reserves 2013 deficit (%
Total Health Educ. Military Total  Tax Cog(tJ.(Si(Zl()' of 2012 2012 2018 Ext. Total 2014 change)

2014 2012 201% 2012 2014 2012 prot. exp? stocks service 2014

Morocco 32.9 2.1 3.5 279 245 91.4 15 0.5 18.4 38.7 5.0 5.0 11
Mozambique 41.9 2.8 327 20.8 16.6 14.7 2.0 20.5 45.0 0.9 9.2 4.6
Myanmar 28.7 0.4 0.8 24.2 0.9 1.4 4.5 6.6
Namibia 41.7 5.1 3.2 35.7 2.0 7.3 12.3 6.0 5.9
Nepal 18.8 2.2 1.4 21.0 13.9 4.1 5.2 27.5 19.7 1.1 2.2 9.0
Netherlands 46.2 9.9 5.9 1.3 43.8 19.7 90.0 2.6 2.5 0.5
New Zealand 34.8 8.5 7.1 1.0 342 293 9.9 9.0 0.7 1.6
Nicaragua 23.5 4.5 0.7 22.7 14.8 5.0 24.4 17.7 87.7 5.8 -0.9 6.3
Niger 32.8 2.8 4.2 11 27.1 135 5.2 15.7 36.3 0.6 5.7 1.1
Nigeria 12.3 1.9 0.5 10.6 1.6 0.4 4.0 8.2 2.8 0.1 -1.7 8.3
Norway 44.3 7.7 14 55.1 27.3 59.9 11.4 10.8 2.0
Oman 46.8 2.1 15.8 49.8 25 0.6 20.7 3.0 2.8
Pakistan 19.8 1.0 2.2 3.5 15.1 10.1 0.9 0.2 3.1 22.8 3.3 4.7 8.6
Palau 39.0 7.3 43.9 6.5 4.9 3.0
Panama 27.2 5.2 3.5 23.3 0.1 194 7.0 38.9 3.9 -3.9 3.2
Papua New Guinee 37.3 4.3 0.6 30.1 4.3 8.7 18.0 148.4 30.3 -7.2 5.3
Paraguay 22.0 4.3 4.8 14 21.3 12.8 85.5 0.4 17.0 15.5 47.2 6.8 -0.7 4.8
Peru 21.6 3.0 2.5 1.3 215 16.5 36.0 0.2 0.2 32.5 29.0 3.6 0.1 3.2
Philippines 19.2 1.7 1.2 18.9 12.9 0.0 4.3 30.6 18.6 1.8 -0.3 4.5
Poland 41.3 4.7 1.8 38.1 16.0 71.2 1.7 20.5 -3.2 0.1
Portugal 47.6 5.9 1.9 43.6 203 62.0 1.3 -4.0 0.0
Qatar 315 1.8 42.9 2.1 20.5 114 3.4
Republic of Congo 41.4 2.3 46.6 1.0 8.9 304 2.7 5.2 2.2
Romania 35.3 4.0 3.1 1.4 33.1 18.8 70.1 0.0 5.8 72.9 16.6 2.2 15
Russia 37.6 3.8 4.0 36.6 15.1 52.0 8.3 24.3 -0.9 7.4
Rwanda 28.3 6.1 4.8 11 26.3 13.7 121 8.1 14.1 23.0 0.6 2.0 2.6
Samoa 41.3 6.0 38.7 0.0 15.0 17.3 215 67.2 1.9 -2.6 -1.2
San Marino 22.4 5.7 21.2 29.9 -1.3 1.0
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() (i) (iii) (iv) W) (vi) (vii) (viii) (ix)
Government expenditure Revenue Social ODA lllicit fin. Foreign Debt (% of GNI) Budget Inflation
Country security  received  flows reserves 2013 deficit (%
Total Health Educ. Military Total  Tax Cog(tJ.(Si(Zl()' of 2012 2012 2018 Ext. Total 2014 change)
2014 2012 201% 2012 2014 2012 prot. exp)! stocks service 2014
S&o TomBrincipe  39.0 25 32.6 14.0 18.5 12.2 20.5 69.6 1.9 -6.3 6.7
Saudi Arabia 40.0 2.1 7.7 45.3 7.1 96.9 5.2 2.9
Senegal 28.3 2.8 23.3 19.2 7.7 0.0 15.2 34.9 2.7 5.0 0.5
Serbia 50.0 6.4 4.8 2.1 41.1 19.7 67.3 2.9 7.7 34.8 88.1 19.4 -8.8 2.3
Seychelles 32.4 4.3 3.6 0.9 339 31.2 3.1 0.0 30.7 222.4 4.5 15 3.6
Sierra Leone 17.9 25 2.7 0.0 12.9 11.7 11.7 3.2 10.8 31.1 0.6 5.0 8.8
Singapore 17.6 1.7 3.1 3.3 22.0 14.0 114.7 4.3 14
Slovak Republic 38.3 5.5 4.1 1.1 354 122 106.6 2.2 -2.9 0.1
Slovenia 47.6 6.4 5.7 1.2 42.7 17.5 90.0 1.9 5.0 0.5
Solomon Islands  50.4 7.7 48.8 30.8 22.6 45.2 21.2 4.6 -1.6 7.0
South Africa 33.7 4.2 6.2 1.2 28.8 26.5 12.1 0.3 4.2 14.3 40.7 2.8 -4.9 6.3
South Sudan 44.9 1.0 9.3 35.9 15.4 6.8 9.0 0.2
Spain 43.9 7.1 1.0 38.2 7.1 67.4 2.6 5.7 0.0
Sri Lanka 18.5 1.3 2.0 2.6 134 120 9.1 0.8 1.0 12.8 38.5 2.8 5.2 3.8
St. Kittdevis 31.8 2.3 379 20.2 3.0 8.7 39.0 6.2 0.6
St. Lucia 31.8 4.7 4.4 25,6 23.0 2.1 0.0 14.4 37.2 2.9 6.2 2.1
St. Vin.anthe Gren. 34.3 4.3 27.6  23.0 1.2 104 18.8 40.6 4.0 6.7 1.2
Sudan 12.4 1.7 11.4 1.6 4.4 0.3 47.9 0.5 -1.0 38.0
Suriname 28.1 3.4 24.6 19.4 0.8 11.3 14.6 -3.5 2.6
Swaziland 36.8 6.3 8.3 2.9 35.9 2.2 7.3 20.1 13.1 0.9 -0.9 5.8
Sweden 52.4 7.9 11 50.3 20.7 37.4 10.8 -2.0 0.1
Switzerland 33.1 7.0 5.3 0.7 335 45.7 76.3 0.5 0.1
Syria 1.6 3.3
Tajikistan 26.5 1.7 3.9 25.8 5.2 0.0 5.4 41.8 5.0 0.6 6.6
Tanzania 26.5 2.8 1.2 21.5 16.1 10.0 3.7 14.0 39.7 0.5 5.0 5.9
Thailand 24.2 3.0 5.8 15 21.8 16.5 18.8 0.0 8.6 43.2 37.2 3.6 2.5 2.0
The Bahamas 22.5 3.5 17.2 15.5 23.9 9.6 5.2 1.4
The Gambia 27.9 3.3 3.9 23.3 15.3 11.0 24.8 59.0 3.1 -4.6 5.3
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() (i) (iii) (iv) W) (vi) (vii) (viii) (ix)
Government expenditure Revenue Social ODA lllicit fin. Foreign Debt (% of GNI) Budget Inflation

Country security received  flows reserves 2013 deficit (%
Total Health Educ. Military Total  Tax cont.(% of 2012 2012 2013 Ext. Total 2014 change)

2014 2012  201% 2012 2014 2012 prSEEpr)d stocks  service 2014
TimoiLeste 28.9 3.2 9.4 2.3 52.4 51 0.2 235 2.5
Togo 26.4 4.4 4.5 21.4 16.4 6.2 35.2 11.7 24.4 15 5.0 15
Tonga 29.3 4.5 30.0 16.7 10.5 32.9 41.6 14 0.7 1.6
Trinidad obago 32.4 2.7 32.5 36.5 23.6 38.2 0.1 4.7
Tunisia 35.3 4.2 1.8 30.9 21.0 90.4 2.2 0.0 16.2 55.5 5.9 4.4 5.7
Turkey 37.3 4.7 2.3 35.3 20.4 126.2 0.4 0.7 16.0 47.9 7.6 -2.0 9.0
Turkmenistan 16.4 1.3 16.5 0.1 1.3 0.1 0.0 5.0
Tuvalu 100.2 154 116.0 é 61.2 15.8 3.3
Uganda 19.8 1.9 3.2 2.5 15.0 13.0 7.8 3.3 14.6 21.0 0.4 4.8 55
Ukraine 48.4 4.1 6.2 2.6 42.6 18.2 90.1 0.4 0.6 11.4 81.6 20.9 -5.8 114
United Arab Emirat 22.8 1.9 5.0 33.3 04 15.5 3.9 17.0 10.5 2.2
United Kingdom 42.5 7.8 2.2 37.2 25.3 46.7 3.7 5.3 1.6
United States 36.9 8.3 4.2 314 10.2 57.2 0.8 55 2.0
Uruguay 335 6.1 4.5 1.9 30.0 19.3 70.5 0.0 3.6 29.2 -3.5 8.8
Uzbekistan 35.6 3.1 36.2 0.5 18.1 1.2 0.6 10.0
Vanuatu 22.6 3.1 19.7 12.9 27.9 16.7 1.0 -3.0 1.7
Venezuela 43.2 1.6 1.3 29.1 0.0 1.1 9.5 27.5 4.6 -14.2 64.3
Vietnam 26.9 2.8 2.2 20.3 2.6 3.9 15.2 40.2 3.1 -6.6 5.2
Yemen 29.3 1.5 4.5 23.9 2.0 0.4 13.1 22.1 0.8 5.4 9.0
Zambia 24.2 4.2 1.3 19.0 3.8 15.3 10.1 25.9 1.2 5.2 8.0
Zimbabwe 30.9 2.5 29.2 8.0 0.0 3.6 69.5 21.2 -1.7 0.3
World 34.7 4.1 4.6 2.0 31.9 17.2 57.2 6.3 6.8 21.1 45.5 51 -2.8 4.4
Notes2014 or latest availalni@er cemtf GDP unless otherwise noted.
Source: | MF6s Worl d Eco otbemisenot®dut | ook (October 2014), wunl ess

aWorld Development Indicators (2015)

PRepresents20102 average values based on authorsdé calcul at i omies: 2008 D f(@asHington, DaCRlabal SimEaciat¢gety s
cWorl d Bankds Gl obal Economi¢c Monitor (January 2015)

dRatio of social security contributions to public social protection expenditure (in per cent of GDP, latest year available)

(4

»014),




Annex 2. Social security contribution rates

Insured Insured
Country person Employe! Total Country person Employer Total
Americas Andorra 5.5 14.5 20.0
Antigua and Barbuda 7.5 9.5 17 Austria 17.20 25.15 42.35
Argentina 14 215 35.5 Belarus 7.0 34.3 41.3
Bahamas 4.4 6.4 10.8 Belgium 13.07 24.80 37.87
Barbados 9.18 10.48 19.61  Bulgaria 12.9 17.8 30.7
Belize e e e Croatia 20.0 15.2 35.2
Bermuda 5 5a.f 10 Cyprus 7.8 7.8 15.6
Bolivia 1271  27.7%¢ 39.42  Czech Republi 11 34 45
Brazil 8 2%d.h 29 Denmark 8 0 8
British Virgin Islands 4 4.5 8.5 Estonia 4 34 38
Canada 6.83 7.582i] 14.412 Finland 8.41 22.19 30.60
Chile 17.65 4.6% 22.26  France 13.2 37.5 50.7
Colombia 8 28.848 37.848 Germany 20.175 20.575 40.750
CosteRica 9.17 17.42 26.59 Greece 12.05 23.60 35.65
Cuba 1 12.5 135 Guernsey 6.0 6.5 12.5
Dominica 4.5 7.29 11.75 Hungary 16 27 43
Dominican Republic 5.91 15.39 21.3 Iceland 4.00 15.79 19.79
Ecuador 8.64 10.36 19 Ireland 4.00 4.25 8.25
El Salvador 9.25 12.05 21.3 Isle of Man 11.0 12.8 23.8
Grenada 4 5 9 Italy 9.19 33.68 42.87
Guatemala 4.83 10.67 15.5 Jersey 6.0 6.5 12.5
Guyana 5.6 8.4 14 Latvia 10.50 23.59 34.09
Haiti 6 & 14 Liechtenstein 12.55 15.90 28.45
Honduras 3.5 7.2 10.7 Lithuania 9.00 31.17 40.17
Jamaica 2.5 2.8l 5 Luxembourg 12.70 11.95 24.65
Mexico 24 31.3i 33.7 Malta 10 10 20
Nicaragua 6.25 14.5 20.75 Moldova 6 23 29
Panama 9.75 12.28 22 Monaco 6.55 23.48 30.03
Paraguay 9 14 23 Netherlands 22.70 19.07 41.77
Peru 13n 9.63 22.63  Norway 8.2 14.1 22.3
Saint Kitts Nevis 5 6 11 Poland 22.71 19.38 42.09
Guyana 5.6 8.4 14 Portugal 11.00 23.75 34.75
Haiti 6 8 14 Romania 16.5 28 445
Honduras 3.5 7.2 10.7 Russia 0 30.2 30.2
Jamaica 2.5 2.8l 5 SanMarino 6.3 31.0 37.3
Mexico 2.4 31.3i 33.7 Serbia 19.9 17.9 37.8
Nicaragua 6.25 14.9 20.75  Slovak Republ 13.4 33.2 46.6
Africa Slovenia 22.10 16.63 38.73
Algeria 9 25 34 Spain 6.25 31.13 37.38
Benin 3.6 16.4° 20 Sweden 7.00 31.42 38.42
Botswana 0 Oe 0 Switzerland 13.25 13.35 26.60
Burkina Faso 5.5 16¢e 215 Turkey 15.0 215 36.5
Burundi 4 9ce 13 Ukraine 3.6 36.1 39.7
Cameroon 2.8 12.95e 1575 UK 111 13.8 24.9
Cape Verde 8 17ce 25 AsiaPacific
CenAft Repf 3 19¢ceg 22 Armenia 8 (02 &
Chad 35 16.50e9 20 Australia 0 9.9 9.9
Congo (Brazzavifle) 4 20.28e49 24.28  Azerbaijan 3 2Z 25
Congo (Kinshasa) 3.5 9ce 12.5 Bahrain 7 13 20
Céte d'lvoife 6.3 15.45.. 21.75 Bangladesh (02 (02 02
Djiboufi 4 15.7 19.7 Brunei 8.5 8.3 1»
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Insured

Insured

Country person Employe! Total Country person Employer Total
Egypt 14 26¢ 40 Myanmar 6 7 13
Equatorial Guina 4.5 21.5 26 China 9 24 33
Ethiopia 7 11 18 Fiji 8 8 16
Gabori 5 20.1ceg 25.1 Georgia 0 (0]o (020
Gambia 5 30e 35 Hong Kong 5 5 1¢
Ghana 5.5 13e 18.5 India 13.75 21.25 35
Guine& 5 20ceg 25 Indonesia 25 8 10.5
Kenyd 5 5 10 Iran 7 23c 3¢
Lesotho 0 Oe 0 Iraq 4.1 12.9 17
Liberia 3 4.7% 7.75 Israel 0.39 3.43 3.82
Libya 5.25 12.95 18.2 Japan 9.237 9.987 19.224
Madagascér 1 13e9 14 Jordan 6.5 12.25 18.75
Malawi 0 0e 0 Kazakhstan 10 (02 10
Malff 6.66 17.%49 24.56  Kiribati 7.5 7.5 15
Mauritania 3 14ceq 17 Kuwait 5.5 10.5 16
Mauritius 4 6ek 10 Kyrgyzstan 10 15.25 25.25
Moroccd 6.29 18.5e 2479  Laos 4.75 5.25 10
Namibia 0.9 0.9e:k 1.8 Lebanon 0 14.5 14.5
Nigef 5.25 15.4ce9 20.65 Malaysia 12 14.75 26.75
Nigeria 7.5 8.5¢ 16 Marshall Islanc 7 7 14
Rwandéa 3 5e 8 Micronesia 7.5 7.5 15
Sao Tomé Prin 4 6 10 Nepal 10 1C¢ 20
Senegdl 11 23e9 34 New Zealand 0 (02 o
Seychelles 15 1.5.m 3 Oman 7 11.5 18.5
Sierra Leone 5 10e 15 Pakistan 1 11 1z
South Afrida 1 lek 2 Palau 6 6 12
Sudan 8 19e 27 Papua NGuine 6 8.4 14.4
Swaziland 5 5e 10 Philippines 3.63 7.3P 1
Tanzania 10 10 20 Qatar 5 10 15
Togo 4 17.5:9 215 Samoa 5 6° 1%
Tunisia 8.8 15.4%n 24.25  Saudi Arabia 10 12 22
Uganda 5 10e 15 Singapore 20 16 36
Zambia 5 5e 10 Solomon Islan 5 7.5 12.5
Zimbabwe 3.5 3.5e 7 South Korea 5.195 6 11.195
Europe Sri Lanka & 1z 201y
Albania 11.39 16.51 27.90 Syria 7 17.2 24.%

NotesThis table provides an overview and contribution rates are not directly comparable across programs and peungignfRates are i
covered earnings. &dull picture of the different contributions to old age, disability, and survivors schemes; sickness amg;maternity; work
unemployment; and family allowances, seeAN®3gs4.int/sspand the ILO social protection platfewrsciplrotection.ojg/

a. Includes Old Age, Disability, and Survivors; Sickness and Maternity; Work Injury; Unemployment; and $amely Allowances. In
countries, the rate may not cover all of these programs. In some casespapb; sexthingwage earners, are represented. When
the contribution rate varies, either the average or the lowest rate in the range is used.

b. Contributions financeagklbenefits only.
c. Employers pay the total cost of family allowances.
d. Governmepays the total cost of the Old Age, Disability, and Survivors program.
e. Employers pay the total cost of work injury benefits.

f. Contributions are submitted to a ceiling on some benefits.

g. Employers pay the total cost of maternity benefits.
h. D&a are at least 2 years old.
i. Also includes the contribution rates for other programs.
j- There is no Disability or Survivors program. An Old Age program has yet to be implemented.
k. Government pays the total cost of family allowances.
I. Governmenays the total cost of cash sickness and maternity benefits.
m. Government pays the total cost of work injury benefits. n. National Social Security Fund pays the total testafitsinemployme
Source: SSA (Social Security Administration of tB&atédsifeohd ISSA (International Social Security Association) 2014.
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