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LIST OF ACRONYMS
1P

Proven Reserves (of hydrocarbons)

IRAI

IDA Resource Allocation Index

2P

Proven Plus Possible Reserves (of
hydrocarbons)

LEAP

Livelihood Empowerment Against
Poverty (Ghana)

ADF

African Development Fund

M2

Broad Money

AFRREO Africa Regional Economic Outlook (IMF)

MDG

Millennium Development Goal

AIDS

Acquired Immune Deﬁciency Syndrome

MDRI

Multilateral Debt Relief Initiative

BEAC

Bank of Central African States

MTEF

Medium-term Expenditure Framework

CEMAC Economic and Monetary Community of
Central Africa

NHIS

National Health Insurance Scheme
(Ghana)

CFA

African Financial Community

ODI

Overseas Development Institute

CGD

Centre for Global Development

OECD

CMDT

Mali Textile Development Company

Organisation for Economic Co-operation
and Development

CPIA

Country Policy and Institutional
Assessment (World Bank)

OVC

Orphans and Vulnerable Children

PEFA

UK Department for International
Development

Public Expenditure and Financial
Accountability

PEM

Public Expenditure Management

DSF

Debt Sustainability Framework (IMF)

PFM

Public Finance Management

EITI

Extractive Industries Transparency
Initiative

SCB

Selective Child Beneﬁt

TCB

Targeted Child Beneﬁt

TCBpt

Targeted Child Beneﬁt with Perfect
Targeting

UCB

Universal Child Beneﬁt

UN

United Nations

DFID

ECOWAS Economic Community of West African
States
FCFA

African Financial Community Franc1

FFG

Fund for Future Generations (Equatorial
Guinea)

GDP

Gross Domestic Product

HIV

Human Immunodeﬁciency Virus

HIPC

Heavily Indebted Poor Countries
Initiative

IBRD

International Bank for Reconstruction
and Development

IDA

International Development Association

ILO

International Labour Organization

IMF

International Monetary Fund

1
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The CFA franc has a ﬁxed exchange rate with the Euro: FCFA 100 = 0.152449.
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UNICEF UN Children’s Fund
VAT

Value-added Tax

WAEMU West African Economic and Monetary
Union
WAMZ

West African Monetary Zone

WCARO West and Central Africa Regional Ofﬁce
(UNICEF)
WDI

World Development Indicators (World
Bank)

WEO

World Economic Outlook (IMF)
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/ ÃÊ ÃÊ iÊ vÊ >Ê ÃiÀiÃÊ vÊ Ài«ÀÌÃÊ «À`ÕVi`Ê LÞÊ >Ê Ài}>Ê ÃÌÕ`ÞÊ Ê ÃV>Ê «ÀÌiVÌÊ >`Ê V `ÀiÊ Ê 7iÃÌÊ
>`Ê iÌÀ>ÊvÀV>]ÊVÃÃi`ÊLÞÊÌ iÊ1Ìi`Ê >ÌÃÊ `Ài½ÃÊÕ`Ê1  ®Ê7iÃÌÊ>`Ê iÌÀ>ÊvÀV>Ê
,i}>Ê"vwViÊ7 ,"®Ê>`ÊV>ÀÀi`ÊÕÌÊLÞÊÌ iÊ"ÛiÀÃi>ÃÊ iÛi«iÌÊÃÌÌÕÌiÊ" ®ÊÊ`ÊLiÌÜiiÊ
November 2007 and November 2008, in partnership with local researchers in the region.
Social protection is now widely seen as an important component of poverty reduction strategies and efforts to
reduce vulnerability to economic, social, natural and other shocks and stresses. It is particularly important for
children, in view of their heightened vulnerability relative to adults, and the role that social protection can play in
ensuring adequate nutrition, utilisation of basic services (education, health, water and sanitation) and access to social
services by the poorest. It is understood not only as being protective (by, for example, protecting a household’s
level of income and/or consumption), but also as providing a means of preventing households from resorting to
negative coping strategies that are harmful to children (such as pulling them out of school), as well as a way of
promoting household productivity, increasing household income and supporting children’s development (through
investments in their schooling and health), which can help break the cycle of poverty and contribute to growth.
The study’s objective was to provide UNICEF with an improved understanding of existing social protection
mechanisms in the region and the opportunities and challenges in developing more effective social protection
programmes that reach the poorest and most vulnerable. The ultimate aim was to strengthen UNICEF’s
capacity to contribute to policy and programme development in this important ﬁeld. More generally, however,
the study has generated a body of knowledge that we are hopeful will be of wide interest to policymakers,
«À}À>iÊ«À>VÌÌiÀÃÊ>`ÊÀiÃi>ÀV iÀÃ]ÊLÌ ÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>Ê>`ÊÌiÀ>Ì>Þ°
Speciﬁcally, the study was intended to provide:
UÊ ÊÃÌÕ>ÌÊ>>ÞÃÃÊvÊÌ iÊVÕÀÀiÌÊÃÌÕ>ÌÊvÊÃV>Ê«ÀÌiVÌÊÃÞÃÌiÃÊ>`Ê«À}À>iÃÊÊ7iÃÌÊ>`Ê
Central Africa and their impact on children;
UÊ Ê>ÃÃiÃÃiÌÊvÊÌ iÊ«ÀÀÌÞÊii`ÃÊvÀÊÃÌÀi}Ì i}ÊÃV>Ê«ÀÌiVÌÊÃÞÃÌiÃÊÌÊÀi`ÕViÊ«ÛiÀÌÞÊ>`Ê
vulnerability among children in the region;
UÊ *Ài>ÀÞÊÀiVi`>ÌÃÊÌÊvÀÊ1  ½ÃÊÃÌÀ>Ìi}ÞÊ`iÛi«iÌÊÊÌ iÊÀi}°
The study combined a broad desk review of available literature, ofﬁcial documents and data covering the
region as a whole on ﬁve key dimensions of social protection systems, with in-depth case studies in ﬁve
countries, resulting in 11 reports produced overall. These are as follows2:
Five regional thematic reports:
UÊ ,°ÊiÃÊ>`Ê/°Ê À>Õ Ìâ-«i} ÌÊÓää®Ê¼-ÌÀi}Ì i}Ê-V>Ê*ÀÌiVÌÊvÀÊ
Central Africa’;

`ÀiÊÊ7iÃÌÊ>`Ê

UÊ °Ê>`iÞÊÓää®Ê¼ÃV>Ê-«>ViÊvÀÊ-ÌÀi}Ì ii`Ê-V>Ê*ÀÌiVÌÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>½Æ

2

Full titles are listed in the references.
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UÊ ,°ÊiÃÊ>`Ê°Ê >ÀÀiÌÃÊÓää®Ê¼Ê

`Ê*ÛiÀÌÞ\ÊÊÀiÊvÀÊV>Ã ÊÌÀ>ÃviÀÃ¶½Æ

UÊ °Ê7>Ã ]ÊÜÌ Ê °ÊiÃÊÓää®Ê¼>ÌiÀ>Ê>`Ê
UÊ °ÊiÃÊÓää®Ê¼*ÀÌ}ÊÃÞiÀ}iÃÊLiÌÜiiÊ

`Êi>Ì \ÊÌ iÊ-V>Ê*ÀÌiVÌÊ Û`i`½ÆÊ>`
`Ê*ÀÌiVÌÊ>`Ê-V>Ê*ÀÌiVÌ½°

Five country case study reports:
UÊ °Ê 6>ÀÊ >`Ê °Ê >ÃÃÊ ÜÌ Ê ,°Ê iÃ]Ê °Ê iÃÊ >`Ê *°Ê *iÀiâiÌÊ Óää®Ê ¼-V>Ê *ÀÌiVÌÊ >`Ê
`ÀiÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>\Ê >ÃiÊ-ÌÕ`ÞÊ,i«ÕLVÊvÊ }½Æ
UÊ ,°ÊiÃÊ>`Ê °Ê6>ÀÊÓää®Ê¼-V>Ê*ÀÌiVÌÊ>`Ê
Equatorial Guinea’;

`ÀiÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>\Ê >ÃiÊ-ÌÕ`ÞÊ

UÊ °Ê iÃ]Ê 7°Ê  >`âiÊ >`Ê °Ê  Ê Óää®Ê ¼-V>Ê *ÀÌiVÌÊ >`Ê
Opportunities and Challenges in Ghana’;

`ÀiÊ Ê 7iÃÌÊ >`Ê iÌÀ>Ê vÀV>\Ê

UÊ *°Ê*iÀiâiÌÊ>`Ê6°Ê >ÊÓää®Ê¼-V>Ê*ÀÌiVÌÊ>`Ê
Mali’; and

`ÀiÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>\Ê >ÃiÊ-ÌÕ`ÞÊ

UÊ *°Ê*iÀiâiÌÊ>`Ê°Ê>ÊÓää®Ê¼-V>Ê*ÀÌiVÌÊ>`Ê
Senegal’.

`ÀiÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>\Ê >ÃiÊ-ÌÕ`ÞÊ

A ﬁnal synthesis report:
UÊ ,°ÊiÃÊ>`Ê °ÊiÃÊÓää®Ê¼
and Challenges’.

`ÃiÃÌÛiÊ-V>Ê*ÀÌiVÌÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>\Ê"««ÀÌÕÌiÃÊ

For this current report on child protection and broader social protection linkages, valuable research assistance
was provided by Hannah Marsden, Jessica Espey and Emma Broadbent and is gratefully acknowledged.
->ÀÞ]Ê i«vÕÊViÌÃÊÜiÀiÊ«ÀÛ`i`ÊLÞÊÌ ÞÊ`}iÃÊ>`Ê>V Ê/ iÃÊvÊ1  Ê7 ,"Ê>`Ê
Alexandra Yuster of UNICEF New York.
7iÊÜÕ`Ê>ÃÊiÊÌÊÌ >Ê >ÀÊ7>ÌÃÊvÀÊ iÀÊÛ>Õ>LiÊi`ÌÀ>ÊÃÕ««ÀÌ°Ê7 iÊÜiÊ >ÛiÊ`iÊÕÀÊLiÃÌÊÌÊ
reﬂect the valuable insights and suggestions they provided, we alone are responsible for the ﬁnal text, which
does not necessarily reﬂect the ofﬁcial views of either UNICEF or ODI. Finally, we would like to thank Roo
Grifﬁths of www.grifﬁths-saat.org.uk for copyediting all of the papers.
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/ ÃÊÀi«ÀÌÊiÝ>iÃÊÌ iÊVÕÀÀiÌÊÃÌÕ>ÌÊÊwÛiÊVÕÌÀiÃÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>ÊÜÌ ÊÀi}>À`ÊÌÊwÃV>Ê
space, with a view to identifying scope for the sustainable ﬁnancing of additional spending on social
protection. It starts from the premise that, although such programmes may be desirable from the point of
view of poverty reduction and politically and institutionally possible at sector level, spending decisions need
ÌÊLiÊÌ>iÊvÀÊ>Ê¼Ü iÊvÊ}ÛiÀiÌ½Ê«iÀÃ«iVÌÛi]ÊiÝ«VÌÞÊÌ>}ÊÌÊ>VVÕÌÊÌ iÊii`ÊÌÊ>Ì>Ê
ﬁscal and macroeconomic stability.
/ iÊ`iwÌÊvÊwÃV>ÊÃ«>ViÊ>`«Ìi`ÊÊÌ ÃÊ>>ÞÃÃÊÃÊ¼ÀÊÊ>Ê}ÛiÀiÌ½ÃÊLÕ`}iÌÊÌ >ÌÊ>ÜÃÊÌÊÌÊ
provide resources for a desired purpose without jeopardising the sustainability of its ﬁnancial position or the
stability of the economy’ (Heller, 2005). The basic rationale is that such space needs to exist or be created in
order for governments to increase spending on national priority areas, which may include social protection, in
>ÊÃÕÃÌ>>LiÊ>iÀ°Ê/ iÊÃÕÃÌ>>LÌÞÊvÊ}ÛiÀiÌ½ÃÊw>V>Ê«ÃÌÊ°i°Ê¼wÃV>ÊÃÕÃÌ>>LÌÞ½®ÊÀiviÀÃÊÌÊ
whether current ﬁscal policy can be continued into the future without threatening government solvency.
Different types of expenditures will have different impacts on the available ﬁscal space in the medium to long
term through their impact on ﬁscal sustainability. Some expenditures – investments in economic infrastructure,
for example – may well boost economic growth, contributing to ﬁscal sustainability by generating future
revenue and perhaps even paying for themselves. On the other hand, some recurrent expenditures may
well create entitlements that are politically very difﬁcult to revoke once provided and therefore require ﬁscal
space in future years. Social protection payments may contribute to economic growth by enabling the poor to
invest in productive assets and human capital (through investments in their children). However, they may also
create costly entitlements that represent a signiﬁcant contingent liability for the state, particularly if poorly
administered so as to undermine their growth impact.
Fiscal space is typically allocated to speciﬁc expenditures through the national budget process (Schick, 2008).
This has a number of implications for how easily and quickly simple affordability in terms of macroeconomic and
ﬁscal aggregates can be converted into budgetary resources, as appropriated by parliament. This fundamental
link between ﬁscal space and public budgets means that ﬁscal space is a forward-looking, dynamic concept,
reﬂecting the incremental increases in resources available for allocation among competing priorities through
future budgets. Further, most budgeting is inherently incremental and only a very small percentage of the
budget is reallocated to new policy initiatives (such as a new social protection scheme) from year to year: the
}ÛiÀiÌ½ÃÊ>Õ>Ê¼>À}ÊvÊ>iÕÛÀi½ÊÃÊÌÞ«V>ÞÊÊÀiÊÌ >Êx¯ÊvÊÌÌ>ÊLÕ`}iÌi`ÊiÝ«i`ÌÕÀi°Ê/ iÊ
central question for most countries in the region, except for a few oil-rich countries in the Gulf of Guinea, is
not whether they have surplus funds available today, but whether they have the capacity to build that space
}À>`Õ>Þ]Ê«iÀ >«ÃÊw`}Ê>ÀÕ`Ê£Ó¯ÊvÊ *ÊÛiÀÊÌ iÊiÝÌÊwÛiÊÌÊ£äÊÞi>ÀÃ°
It is important to note the central importance of politics in the allocation of ﬁscal space. Good practice rightly
emphasises the central role of domestic political processes in deciding where public funds are spent – and ideally
these trade-offs should be formalised within a policy-based budget process. New social protection programmes
Ì iÀivÀiÊÀiµÕÀiÊ¼«ÌV>ÊÃ«>Vi½Ê>ÃÊÜiÊ>ÃÊwÃV>ÊÃ«>Vi°ÊÀiÛiÀ]ÊÌ iÊ¼«ÌVÃ½ÊvÊ«ÕLVÊw>ViÊ>>}iiÌÊ
in many developing countries is such that the formal budget process often bears an imperfect relation to the
reality of budgetary decision making and expenditure allocation. These political considerations mean that, even
where prospective ﬁscal space is identiﬁed, there may not be corresponding political commitment within the
executive to pursue reallocation, or that available funds may be used for political or clientelist purposes rather

9

than for developmental ends. Purely technocratic calculations of ﬁscal space disregard the political dimension
of decision making around the budget. These issues are explored further in the in-depth case studies (on the
Republic of Congo, Equatorial Guinea, Ghana, Mali and Senegal) that form part of this larger research initiative.
In this regional overview, an indicative framework is provided that highlights key macroeconomic and ﬁscal
factors that should be taken into account in identifying potential ﬁscal space, with a backward look at recent
trends among the ﬁve case study countries3. The framework includes six principal mechanisms for the
creation of ﬁscal space: (i) increasing revenue through two main channels: increased economic activity, i.e.
real growth in gross domestic product (GDP) and increases in the average tax yield as a proportion of GDP;
(ii) reallocating spending from lesser to higher priorities and from lesser to more effective and productive
programmes; (iii) reducing debt by writing off all or part of a country’s debt stock with a view to freeing
up resources that would otherwise be spent on meeting government’s future debt service obligations; (iv)
increasing borrowing from either external or domestic sources; (v) increasing aid in the form of grants and
concessional loans; and (vi) seignorage, or generating revenue by money creation.
However, although ﬁscal space can be created relatively easily over the short term, the real challenge lies
in sustaining it – i.e. creating ﬁscal space that lasts. This is particularly important in the context of social
protection, which requires governments to enter into long-term recurrent commitments that are politically
very difﬁcult to revoke. The nature of these commitments demands prudent choices in means of generating
ﬁscal space. Of the six mechanisms highlighted above, increasing revenue and reallocating spending
would appear to offer the best options for national government policymakers seeking to build lasting ﬁscal
space for social protection. The analysis here therefore focuses on these two mechanisms in particular. In
addition, we follow Heller (2005) in complementing the analysis of possible avenues for the creation of ﬁscal
space with an examination of prospects that additional spending can be properly managed and that the
macroeconomic framework can withstand the increases in demand pressures that increased public spending
is likely to stimulate.
Applying this framework to the ﬁve case study countries and taking into account the results of quantiﬁed
simulations of the cost of alternative social protection programme options in these countries, the following
tentative conclusions can be drawn regarding ﬁscal space for social protection (although they should be read
in conjunction with the more detailed analysis provided by the country case studies, which are crucial to
understanding the deeper political and institutional determinants):
UÊ Congo: Headline ﬁgures suggest that Congo shows signiﬁcant potential ﬁscal space. It has seen
sustained economic and revenue growth as a result of an oil boom, but with a very low non-oil tax
ÌÊ *ÊÀ>ÌÊvÊx°Î¯ÊÊÓääx°Ê/Ì>ÊiÝ«i`ÌÕÀiÊ>ÛiÀ>}i`ÊÎä°È¯ÊvÊ *ÊÛiÀÊÌ iÊ«iÀ`Ê£ÇÓään]Ê
although this has fallen in recent years and in 2008 was projected to be the lowest of the ﬁve case study
VÕÌÀiÃ]Ê >ÌÊ ÓÓ°Ç¯Ê vÊ  *°Ê Ê Óääx]Ê `ÃVÀiÌ>ÀÞÊ iÝ«i`ÌÕÀiÃÊ ÜiÀiÊ Ài>ÌÛiÞÊ } ]Ê >ÌÊ >ÀÕ`Ê
°£¯ÊvÊ *°Ê/ iÊiÞÊ>VÀiVVÊ>`ÊwÃV>Ê>}}Ài}>ÌiÃÊÃÕ}}iÃÌÊÌ >ÌÊ>ÊÕÛiÀÃ>ÊV `ÊLiiwÌÊÜÕ`Ê
LiÊ>vvÀ`>Li]ÊVÃÌ}ÊÓ°ä¯ÊvÊ *ÊV«>Ài`ÊÜÌ Ê>ÊÛiÀ>ÊwÃV>ÊÃÕÀ«ÕÃÊvÊ££°£¯ÊvÊ *ÊÊÓääÇ°Ê
ÜiÛiÀ]ÊÌ iÊÛiÀÞÊÜÊiÛiÃÊvÊ i>Ì Ê>`Êi`ÕV>ÌÊÃ«i`}ÊÓ°Ó¯Ê>`Ê£°Ó¯ÊvÊ *]ÊÀiÃ«iVÌÛiÞ®Ê
suggest weak government commitment to converting oil wealth into ﬁscal space for improved social
service provision, and poor performance on measures of institutional quality imply that managing social
protection expenditures and programme delivery may prove challenging.
3
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ÀÊ>ÊÀiÊ¼vÀÜ>À`}½Ê>««À>V ÊÌ >ÌÊ>iÃÊ«ÀiVÌÃÊÀi}>À`}ÊvÕÌÕÀiÊwÃV>ÊÃ«>ViÊÊ>]ÊÃiiÊÊÓääÈL®°
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UÊ µÕ>ÌÀ>ÊÕi>\ This is by far the strongest candidate country for the affordability of social protection
provision, beneﬁting as it does from vast oil wealth. The economy is now 20 times larger than in the
`£äÃ]Ê>Ì Õ} ÊÌ iÊÊÌ>ÝÊÀiÛiÕiÊÌÊ *ÊÀ>ÌÊÃÊiÝÌÀiiÞÊÜ]Ê>ÌÊ£°È¯ÊvÊ *ÊÊÓääx°Ê
Despite having the highest non-oil deﬁcit in sub-Saharan Africa, there is clearly potential for additional
expenditures, particularly those that enhance the productivity of the non-oil economy (as social protection
may well do). Indeed, the estimated costs of social protection are relatively low for Equatorial Guinea
when expressed as a proportion of GDP – both a universal child beneﬁt and universal social pension could
LiÊ«ÀÛ`i`ÊvÀÊ>ÊVLi`ÊVÃÌÊvÊ>ÀÕ`Ê£¯ÊvÊ *]ÊÜ iÊÌ iÊÛiÀ>ÊwÃV>ÊÃÕÀ«ÕÃÊÊÓääÇÊiÝVii`i`Ê
ÓÓ¯ÊvÊ *°ÊÜiÛiÀ]Ê>Ì Õ} ÊÃV>Ê«ÀÌiVÌÊÃÊVi>ÀÞÊ>vvÀ`>LiÊÊÃ«iÊ>}}Ài}>ÌiÊÌiÀÃ]ÊÌÊÃÊ
not immediately clear whether sufﬁcient organisational capacity exists to develop and administer social
protection programmes in light of the country’s very low government effectiveness scores (of the case
study countries, Equatorial Guinea scored lowest on government effectiveness in 2005). Overall, social
protection is certainly affordable for Equatorial Guinea, but the feasibility of undertaking the associated
institutional reform required to deliver social transfer programmes requires further investigation.
UÊ  >>\ In the short term, the government of Ghana is probably the least able to afford additional spending
on social protection among the case study countries, notwithstanding possible future growth and revenues
associated with the exploitation of recently discovered oil reserves. Revenue is already high as a proportion
vÊ *]Ê>ÃÊÃÊÌÌ>ÊiÝ«i`ÌÕÀi]ÊÜ V Ê>ÛiÀ>}i`ÊÎä°È¯ÊvÊ *ÊÛiÀÊ£ÇÓään°ÊÊÌiÀÃÊvÊÌ iÊV«ÃÌÊ
vÊiÝ«i`ÌÕÀiÃ]Ê>ÊÀi>ÌÛiÞÊ>À}iÊÃ >ÀiÊÃÊÌ>iÊLÞÊ`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÃÊ£ä°n¯ÊvÊ *®]Ê«>ÀÌÞÊ
>ÃÊ>ÊÀiÃÕÌÊvÊÀ>«`Ê}ÀÜÌ ÊÊÜ>}iÃÊ>`ÊÃ>>ÀiÃÊÊÀiViÌÊÞi>ÀÃ°Ê7>}iÃÊ>`ÊÃ>>ÀiÃÊVÃÌÌÕÌi`Ê>ÀÕ`Ê
Ón¯ÊvÊÌÌ>ÊiÝ«i`ÌÕÀiÊÊÓääxÊ>`ÊÌ iÀiÊÃÊÃÌÀ}Ê«ÌV>ÊÀiÃÃÌ>ViÊÌÊÀi`ÕV}ÊÌ ÃÊÃ >Ài°ÊÜiÛiÀ]Ê
 >>Ê >ÃÊ>Ài>`ÞÊÃ ÜÊÜ}iÃÃÊÌÊÃ«i`ÊÊÃV>Ê«ÀÌiVÌ\ÊÌ iÊ>``ÌÊvÊÓ°x¯ÊÌÊÌ iÊÛ>Õi
>``i`ÊÌ>ÝÊ6/®ÊÀ>ÌiÊÊÓää{ÊÌÊw>ViÊÌ iÊiÜÊ>Ì>Ê i>Ì ÊÃÕÀ>ViÊÃV iiÊ -®Ê>`ÊÀi>ÌÛiÞÊ
high scores on institutional quality measures suggest that, were Ghana to create ﬁscal space, it would be
spent relatively well (although there would be a number of competing policy options, such as the need to
address infrastructure bottlenecks). A child beneﬁt, even if targeted to children in households below the
«ÛiÀÌÞÊi]ÊÜÕ`ÊLiÊ`vwVÕÌÊÌÊ>vvÀ`]Ê>ÃÊÜÕ`Ê>ÊÃV>Ê«iÃÊ>ÌÊ>ÊiÃÌ>Ìi`ÊVÃÌÊvÊ>ÀÕ`Ê£{¯ÊvÊ
ÀiVÕÀÀiÌÊiÝ«i`ÌÕÀiÊ>`ÊÎ¯ÊvÊ *Ê«iÀÊÞi>À®°ÊÊ>ÌiÀ>ÌÛiÊ«ÌÊ} ÌÊLiÊÌÊVÃ`iÀÊ>ÊiÝ«>ÃÊvÊ
the recently launched Livelihood Empowerment Against Poverty (LEAP) cash transfer programme to cover
all extreme poor households – at present it is planned to reach only one-sixth of extreme poor households
within ﬁve years, based on a very narrow form of categorical targeting.
UÊ >\Ê VVÊ >`Ê ÀiÛiÕiÊ «iÀvÀ>ViÊ Ê ÀiViÌÊ Þi>ÀÃÊ >ÃÊ LiiÊ }`]Ê ÜÌ Ê >Ê {°È¯Ê À>ÌiÊ vÊ Ài>Ê
iVVÊ}ÀÜÌ ÊÛiÀÊÌ iÊ«iÀ`ÊÓäääÓääÇÊ>`Ê>ÛiÀ>}iÊÀiÛiÕiÊ}ÀÜÌ ÊvÊ£Ó°Ó¯Ê«iÀÊÞi>ÀÊÛiÀÊÌ iÊ
«iÀ`ÊÓääÓÓääx°Ê/ iÊÀiÛiÕiÊÞi`ÊÌ>ÝÊÀiÛiÕiÊÌÊ *ÊÀ>Ì®ÊÜ>ÃÊ£x°n¯ÊÊÓääx]ÊÃÕ}}iÃÌ}ÊÃiÊ
room for an increase when compared with levels in Ghana and Senegal. Total expenditure as a percentage
vÊ *Ê>ÛiÀ>}i`ÊÓÎ°x¯ÊÛiÀÊÌ iÊ«iÀ`Ê£ÇÓään]Ê>`ÊÜ>ÃÊ«ÀiVÌi`ÊÌÊÀi>V ÊÓÈ°¯ÊÊÓään]ÊÃiV`Ê
ÞÊÌÊ >>Ê>}ÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ°Ê7Ì ÊÌÌ>ÊiÝ«i`ÌÕÀi]Ê`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÃÊ
V«ÀÃiÊ >Ê Ài>ÌÛiÞÊ Ã>Ê Ã >ÀiÊ iµÕÛ>iÌÊ ÌÊ x°x¯Ê vÊ  *Ê Ê Óääx]Ê V«>Ài`Ê ÜÌ Ê `ÃVÀiÌ>ÀÞÊ
iÝ«i`ÌÕÀiÊ>ÌÊ£°Ç¯ÊvÊ *®]ÊÜ V ÊÃÕ}}iÃÌÃÊÌ iÀiÊ>ÞÊLiÊÃiÊÃV«iÊvÀÊÀi>V>ÌÊÜÌ ÊÌ iÊ
overall expenditure envelope. Cost estimates suggest that a targeted child beneﬁt using a proxy means
ÌiÃÌÊVÕ`ÊLiÊ«ÀÛ`i`Ê>ÌÊ>ÊVÃÌÊvÊ>ÀÕ`ÊÎ°Ó¯ÊvÊ *]ÊÜ V ÊÃÊÕiÞÊÌÊLiÊ>vvÀ`>Li]Ê}ÛiÊÌ >ÌÊ
Ì ÃÊÜÕ`ÊLiÊiµÕÛ>iÌÊÌÊ>½ÃÊiÌÀiÊ«ÕLVÊ i>Ì ÊiÝ«i`ÌÕÀiÊÎ°Ó¯ÊÊÓää{®]ÊÜ iÊÌ iÊÛiÀ>ÊwÃV>Ê
`iwVÌÊVÕ`}Ê}À>ÌÃ®ÊÜ>ÃÊÎ°n¯ÊvÊ *ÊÊÓääÇ°Ê"ÞÊ>ÊÀiÊ`iÃÌÊÃV iiÊ«iÀ >«ÃÊÌ>À}iÌ}ÊÌ iÊ
extreme poor with a lower beneﬁt level) would be feasible in the short to medium term.
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UÊ -ii}>\Ê7Ì Ê>Õ>ÊÌ>ÝÊÀiÛiÕiÊ>ÛiÀ>}}Ê°¯ÊÛiÀÊÓääÓÓääxÊÌ iÊÜiÃÌÊiÛiÊ>}ÊÌ iÊV>ÃiÊ
ÃÌÕ`ÞÊVÕÌÀiÃ®Ê>`ÊÀiÛiÕiÊÞi`ÃÊ>Ài>`ÞÊÀi>ÌÛiÞÊ } ÊÌ>ÝÊÀiÛiÕiÊ>VVÕÌi`ÊvÀÊ£n°n¯ÊvÊ *ÊÊ
Óääx®]ÊÌ iÀiÊÃÊÌi`ÊÃV«iÊvÀÊVÀi>ÌÊvÊwÃV>ÊÃ«>ViÊÌ ÀÕ} ÊÀiÛiÕiÊ}iiÀ>Ì°Ê/ iÊÛiÀ>ÊÃâiÊvÊ
the public sector in relation to the economy as a whole is also relatively high, as total spending averaged
Ó{°n¯ÊvÊ *ÊÛiÀÊÓääÎÓääÇ°Ê,i>V>ÌÊqÊÀ>Ì iÀÊÌ >ÊVÀi>ÃiÃÊÊÌÌ>ÊÃ«i`}ÊqÊ>ÞÊLiÊ>Ê>Ài>Ê
Ü iÀiÊwÃV>ÊÃ«>ViÊVÕ`ÊLiÊVÀi>Ìi`]Ê>ÃÊ`ÃVÀiÌ>ÀÞÊÃ«i`}ÊÃÌ`Ê>ÌÊ£Ç°n¯ÊvÊ *ÊÊÓääÇ°Ê-Ì]Ê>Ê
very substantial portion of budgetary resources would need to be freed up, as estimates suggest that
social protection would be relatively expensive for Senegal. A targeted child beneﬁt, using a proxy means
ÌiÃÌ]ÊÜÕ`ÊVÃÌÊ>ÀÕ`ÊÎ°Ç¯ÊvÊ *]ÊÜ V ÊÜÕ`ÊLiÊÕV Ê } iÀÊÌ >ÊÌÌ>Ê«ÕLVÊ i>Ì ÊÃ«i`}Ê
Ó°{¯ÊvÊ *ÊÊÓää{®°ÊÃÊÜÌ Ê>]ÊÀiÊ`iÃÌÊÃV iiÃÊ>ÞÊii`ÊÌÊLiÊÛiÃÌ}>Ìi`°
The overall picture is therefore one of two broad country groups. First, the oil-rich countries of the Gulf of
Guinea (including Congo and Equatorial Guinea) present a special case. As a result of soaring global oil prices
and, in some cases, increases in the volume of oil production, these countries already have substantial
>Û>>LiÊÀiÃÕÀViÃ]ÊÜÌ Ê>À}iÊÛiÀ>ÊwÃV>ÊÃÕÀ«ÕÃiÃÊ>ÃÌÊ£ä¯ÊvÊ *ÊÊÌ iÊV>ÃiÊvÊ }Ê>`Ê>LÊ
>`ÊÛiÀÊÓä¯ÊÊÌ iÊV>ÃiÊvÊ µÕ>ÌÀ>ÊÕi>ÊÊÓääÇ®°Ê/ iÞÊ>ÃÊ >ÛiÊÜÊÊÌ>ÝÊÞi`Ã]ÊÜ V Ê} ÌÊ
be increased in the future. They thus have ample resources to ﬁnance additional expenditures on social
protection, including a universal child beneﬁt. At the same time, these countries have the lowest proportions
of public spending on the social sectors and the lowest measures of institutional quality, suggesting that
simple affordability is not the key barrier to the expansion of social protection. Rather, the main barriers are
political and institutional in these countries, as evidenced by very low scores on measures of institutional
quality. A further key consideration for these countries is the sustainability of increased levels of expenditure
(for example to ﬁnance new or expanded social protection programmes), given the volatility of the oil market
and oil’s nature as a ﬁnite resource. The ﬁscal sustainability of increased expenditures therefore relies upon
both the diversiﬁcation of these countries’ narrow oil-based economies and the building up of reserves
(through a Norwegian-style oil fund, for example) to smooth revenues and ﬁnance future investments.
The three aid-dependent economies (Ghana, Mali and Senegal) form a second group, for which affordability
is more of a problem. These countries spend a larger share of public resources on the social sectors, but tax
Þi`ÃÊ>`Ê«ÕLVÊÃ«i`}Ê>ÀiÊVÃiÊÌÊÌ iÊÌÃÊvÊ¼ÀiVi`i`½ÊÌ ÀiÃ `ÃÊvÀÊwÃV>Ê>`Ê>VÀiVVÊ
ÃÕÃÌ>>LÌÞÊ>ÊÌ ÀiiÊ >`ÊwÃV>Ê`iwVÌÃÊVÕ`}Ê}À>ÌÃÊvÊÎ°n¯ÊvÊ *ÊÀÊÀiÊÊÓääÇ]ÊvÀÊiÝ>«i®°ÊÊ
these countries, measures of institutional quality are higher than in the oil-dependent countries (although
still low by international standards) and it may prove possible to generate sustainable ﬁscal space for more
modest social protection programmes over a ﬁve- to 10-year period, through increased revenues and some
reallocation of expenditures, coupled with a strengthened medium-term perspective and policy focus in the
budget process.
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1. INTRODUCTION
Social protection systems have historically been weak and under-resourced in most of sub-Saharan
vÀV>]ÊÜÌ ÊÌÌ>ÊÃ«i`}ÊvÊ>ÀÕ`Êä°£¯ÊvÊ}ÀÃÃÊ`iÃÌVÊ«À`ÕVÌÊ *®°Ê/ ÃÊÃÊÃ}wV>ÌÞÊLiÜÊ
expenditure in the sector in other parts of the world, such as the Middle East and North Africa, where the
>ÛiÀ>}iÊÃÊ>««ÀÝ>ÌiÞÊx°Ç¯ÊvÊ *Ê Õ`ÕiÊiÌÊ>°]ÊÓääÓ®°Ê/ ÃÊÀi«ÀÌÊiÝ>iÃÊÌ iÊVÕÀÀiÌÊÃÌÕ>ÌÊ
ÊÌ iÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>ÊÀi}ÊÜÌ ÊÀi}>À`ÊÌÊwÃV>ÊÃ«>Vi]ÊÜÌ Ê>ÊÛiÜÊÌÊ`iÌvÞ}ÊÃV«iÊvÀÊÌ iÊ
additional ﬁnancing of social protection systems and individual programmes and assessing whether there
is the potential to raise expenditure on social protection in some or all of the countries in the region in a
sustainable manner.
ÃV>ÊÃ«>ViÊÃÊ«ÀÌ>ÌÊÌÊÌ ÃÊÃÌÕ`Þ°Ê7 iÊÌ iÊ>>ÞÃÃÊÊÌ iÊÌ iÀÊÌ i>ÌVÊÀi«ÀÌÃÊÌ >ÌÊ>iÊÕ«ÊÌ ÃÊ
regional study may conclude that scaling-up of spending on social protection is both desirable from the point
of view of poverty reduction and politically and institutionally possible at sector level, it is crucial to have a
rough indication of its feasibility from a macroeconomic and ﬁscal perspective. That is, spending decisions
ii`Ê ÌÊ LiÊ Ì>iÊ vÀÊ >Ê ¼Ü iÊ vÊ }ÛiÀiÌ½Ê «iÀÃ«iVÌÛi]Ê iÝ«VÌÞÊ Ì>}Ê ÌÊ >VVÕÌÊ Ì iÊ ii`Ê ÌÊ
maintain ﬁscal and macroeconomic stability which, among other factors, can ensure the sustainability of
social protection systems in the medium and long term.
It is important to note at the outset the limitations inherent in a primarily quantitative analysis of countries with
ÛiÀÞÊÌi`ÊÃÌ>ÌÃÌV>ÊVÛiÀ>}i°Ê"vÊÌ iÊÓ{ÊÃÌ>ÌiÃÊÊÌ iÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>ÊÀi}]Ê£{ÊÜiÀiÊV>ÃÃwi`Ê
>ÃÊvÀ>}iÊLÞÊÌ iÊ7À`Ê >ÊÊÓääÇÊvÊ>ÊÌÌ>ÊvÊÎ{ÊvÀ>}iÊÃÌ>ÌiÃÊÜÀ`Ü`i®°Ê/ ÃÊÃÊ>Ê >>ÀÊvÊÜÊÃÌ>ÌiÊ
capacity, with implications for the availability of robust ﬁnancial statistics. As a result, the following analysis
is often based on scattered and potentially inconsistent data sources and is therefore indicative of broad
trends and does not claim a high degree of precision. This does not invalidate the analysis: it simply means
we should be aware of the limitations inherent in the coverage and quality of the data.
/ iÊ>ÀÊ`>Ì>ÊÃÕÀViÃÊi«Þi`ÊvÀÊÌ iÊ>>ÞÃÃÊÜiÀi\Ê®ÊÌ iÊ7À`Ê >Ê7À`Ê iÛi«iÌÊ`V>ÌÀÃÊ
7 ®ÊiÊ`>Ì>L>ÃiÊ«ÀÊÓään®4ÆÊ®ÊÌ iÊÌiÀ>Ì>ÊiÌ>ÀÞÊÕ`Ê®Ê7À`Ê VVÊ"ÕÌÊ
7 "®Ê`>Ì>L>ÃiÊ«ÀÊÓään® 5; (iii) IMF staff estimates (as set out in IMF country analysis such as Article
6Ê Ài«ÀÌÃ® È; (iv) the IMF’s Africa Regional Economic Outlook (AFRREO) (April 2008)7; (v) the Heavily
Indebted Poor Countries (HIPC) Public Expenditure Management (PEM) performance indicators; and (vi)
the International Development Association (IDA) Resource Allocation Index (IRAI)8. Data sources are cited
alongside tables and ﬁgures.
Judgments on ﬁscal space are inherently country speciﬁc, requiring detailed assessments of the position with
regard to the eight criteria identiﬁed in Table 1 below. This report undertakes that analysis for the ﬁve case
study countries: the Republic of Congo (henceforth Congo), Equatorial Guinea, Ghana, Mali and Senegal.

4
5

ÌÌ«\ÉÉ``«iÝÌ°ÜÀ`L>°À}ÉiÝÌÉ

*++ÉiLiÀ°`¶iÌ `r}iÌiLiÀÃEÕÃiÀ`r£EµÕiÀÞ`rÈÊÃÕLÃVÀ«ÌÊÞ®°

http://www.imf.org/external/pubs/ft/weo/2008/01/weodata/index.aspx.

È

ÊÊÀÌViÊ6Ê-Ì>vvÊ,i«ÀÌÃÊ>ÀiÊÕÃÕ>ÞÊV«i`ÊViÊ>ÊÞi>ÀÊvÜ}Ê>ÊÛÃÌÊÌÊÌ iÊiLiÀÊVÕÌÀÞÊLÞÊÊiVÃÌÃÊÌÊ}>Ì iÀÊvÀ>ÌÊ>`Ê `Ê
discussions. They provide a comprehensive assessment of the national economy. See references for more information.

7

http://www.imf.org/external/datamapper/index.php.

8Ê ÌÌ«\ÉÉÜÜÜ£°ÜÀ`L>°À}É«iÀ>ÌÃÉ,ÉÓääÇÉ,ÓääÇÌ>Li£°ÝÃ°Ê/ iÊ,ÊÃÊL>Ãi`ÊÊÌ iÊ7À`Ê >½ÃÊ ÕÌÀÞÊ*VÞÊ>`ÊÃÌÌÕÌ>ÊÃÃiÃÃiÌÊ

(CPIA) indicators.

13

-iVÌÊÓ sets out deﬁnitions of ﬁscal space and the related concept of ﬁscal sustainability. -iVÌÊÎ
discusses some key characteristics of ﬁscal space and -iVÌÊ { establishes an indicative framework
to highlight some of the key macroeconomic and ﬁscal considerations for creating and sustaining ﬁscal
space and how we might assess whether additional spending would be well used or might undermine
macroeconomic stability. -iVÌÊx presents cost estimates for different social protection policy options
drawn from simulations run for the case study countries and -iVÌÊÈ goes on to discuss the situation
in the ﬁve case study countries against each dimension of the indicative framework. Finally, -iVÌÊÇ
summarises the potential for ﬁscal space in each of the ﬁve countries. The report ends with a glossary
of key terms for the analysis of ﬁscal space, followed by two annexes on indicators of ﬁscal space in the
country case studies and the politics of reallocation in Ghana.
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2. DEFINING FISCAL SPACE
ÌÊ>Ê}iiÀ>ÊiÛi]ÊwÃV>ÊÃ«>ViÊÀiviÀÃÊÌÊ¼Ì iÊ>LÌÞÊvÊ}ÛiÀiÌÊÌÊ>iÊLÕ`}iÌ>ÀÞÊÀiÃÕÀViÃÊ>Û>>LiÊvÀÊ
`iÃÀi`Ê«ÕÀ«ÃiÃ½Ê>ÞÊ>`Ê7>Ã]ÊÓääx®°ÊÌÊÃÊÌÊ>ÊiÜÊVVi«ÌÆÊÀ>Ì iÀ]Ê}ÛiÀiÌÃÊ >ÛiÊ>Ü>ÞÃÊ >`ÊÌÊ
face the challenge of how to ﬁnance policy priorities. It has come into common usage in recent years in order
to support agendas for the scaling-up of aid and public spending in least developed countries.
In order to use the concept to undertake analysis, a more precise deﬁnition is required; here, there are
different deﬁnitions in use in the literature. This is because different authors have emphasised different
objectives through the use of the term ﬁscal space depending on their respective agendas. For example,
some observers have stressed its usefulness as a means to ﬁnance additional borrowing for public investment
(see Hemming and Ter-Minassian, 2004, for a discussion). Others have sought to use it as an advocacy tool
for increased spending towards the achievement of the Millennium Development Goals (MDGs), playing
`ÜÊÌ iÊ«ÀÌ>ViÊvÊwÃV>ÊVÃÌÀ>ÌÃÊ ÀÕÊiÌÊ>°]ÊÓääÈÆÊ,ÞÊiÌÊ>°]ÊÓääÇ®°Ê,ÞÊiÌÊ>°ÊÓääÇ®Ê>`«ÌÊÌ iÊ
vÜ}Ê`iwÌ\Ê¼ÃV>ÊÃ«>ViÊÃÊÌ iÊw>V}ÊÌ >ÌÊÃÊ>Û>>LiÊÌÊ}ÛiÀiÌÊ>ÃÊ>ÊÀiÃÕÌÊvÊVVÀiÌiÊ«VÞÊ
>VÌÃÊvÀÊi >V}ÊÀiÃÕÀViÊLâ>Ì]Ê>`ÊÌ iÊÀivÀÃÊiViÃÃ>ÀÞÊÌÊÃiVÕÀiÊÌ iÊi>L}Ê}ÛiÀ>Vi]Ê
institutional and economic environment for these policy actions to be effective, for a speciﬁed set of
development objectives.’
ÃV>ÊÃ«>ViÊ >ÃÊ>ÃÊLiiÊ`iwi`Ê>ÃÊÌ iÊ¼ÀÊÊ>Ê}ÛiÀiÌ½ÃÊLÕ`}iÌÊÌ >ÌÊ>ÜÃÊÌÊÌÊ«ÀÛ`iÊÀiÃÕÀViÃÊ
for a desired purpose without jeopardising the sustainability of its ﬁnancial position or the stability of the
economy’ (Heller, 2005). The basic rationale is that such space needs to exist or be created in order for
governments to increase spending on national priority areas, which may include social protection, in a
sustainable manner9°Ê/ iÊÃÕÃÌ>>LÌÞÊvÊ>Ê}ÛiÀiÌ½ÃÊw>V>Ê«ÃÌÊ°i°Ê¼wÃV>ÊÃÕÃÌ>>LÌÞ½®ÊÀiviÀÃÊ
to whether current ﬁscal policy can be continued into the future without threatening government solvency
(Chalk and Hemming, 2000). An important point to note in this deﬁnition is that ﬁscal space means nothing
as a concept independent from the national budget, i.e. it is inherently linked to the budgetary process.
The two broad deﬁnitions of ﬁscal space outlined above imply very different approaches. The former starts
with a normative needs-based assessment of resources required to meet the MDGs, whereas the latter
starts with a positive assessment of resources already available10. In this paper, we adopt the latter deﬁnition,
not least because if the Paris Declaration’s emphasis on ownership is to be implemented, it is important to
resist the temptation to occupy the available ﬁscal space for developing country governments: ﬁscal space
should be used to free up policy space for nationally determined policy priorities.

9 In the long term, the main source of ﬁscal space is economic growth. The concept of ﬁscal space is therefore often accompanied by the argument that the

additional spending should be focused on areas that boost growth, thereby increasing future ﬁscal revenues and hence wholly or partially paying for itself. This is
not explicitly considered here, although there is considerable evidence that social protection can contribute to economic growth rates by increasing investment
by the poor in productive assets and human capital development.
10Ê-iiÊiÝ>`iÀÊÓääÇ®ÊvÀÊ>Ê`ÃVÕÃÃÊvÊÌ iÊ«ÌV>ÊÀ}ÃÊvÊ¼wÃV>ÊÃ«>Vi½Ê>}ÊÕÌ>ÌiÀ>ÊÃÌÌÕÌÃ°
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3. CHARACTERISTICS OF FISCAL SPACE
Fiscal space has a number of characteristics that are not immediately apparent from the deﬁnition but are
important to understand. First, to say that ﬁscal space exists or might be created for additional expenditures
does not mean all or even some of these funds will be spent on social protection: the allocation of ﬁscal
space obviously depends on national political priorities. Although aid is often earmarked for speciﬁc sectors,
fungibility limits the extent to which the additional funding is spent in the targeted area. For example, a study
on ﬁscal space for the health sector concludes that the effect of additional aid on health expenditures has
LiiÊµÕÌiÊÃ>\Êi«ÀV>Ê>>ÞÃÃÊÃÕ}}iÃÌÃÊÌ >ÌÊÞÊÎ°È¯ÊvÊi>V Ê>``Ì>Ê`>ÀÊvÊ>`Ê >ÃÊLiiÊÃ«iÌÊ
Ê i>Ì Ê>ÞÊ>`Ê7>Ã]ÊÓääx®°
7 iÊwÃV>ÊÃ«>ViÊV>ÌÊi>ÃÞÊLiÊÌi`ÊÌÊ>ÊÃ«iVwVÊÃiVÌÀ]ÊVÀi>Ãi`ÊiÝ«i`ÌÕÀiÃÊÊ>Ê«>ÀÌVÕ>ÀÊÃiVÌÀÊ`Ê
inﬂuence the available ﬁscal space. Moreover, different types of expenditures (variations in the composition
of public expenditure) will have different impacts on the available ﬁscal space in the medium to long term
through their impact on ﬁscal sustainability. Some expenditures – investments in economic infrastructure,
for example – may well boost economic growth, contributing to ﬁscal sustainability by generating future
revenue and perhaps even paying for themselves. On the other hand, some recurrent expenditures may well
create entitlements that are politically very difﬁcult to revoke once provided and therefore require ﬁscal space
ÊvÕÌÕÀiÊÞi>ÀÃÊÌ°Ê7 iÀiÊÃÕV ÊiÝ«i`ÌÕÀiÃÊ>ÀiÊÌ>ÞÊw>Vi`ÊLÞÊ>`]ÊÌ ÃÊ>ÞÊVÀi>ÌiÊ>ÊwÃV>ÊL}>ÌÊ
that the government has to meet once the aid is phased out. Social protection payments may contribute to
economic growth through a number of channels. They may also create costly entitlements that represent a
signiﬁcant contingent liability for the state.
Fiscal space is typically allocated to speciﬁc expenditures through the national budget process (Schick, 2008).
This has a number of implications for how easily and quickly simple affordability in terms of macroeconomic
and ﬁscal aggregates can be converted into budgetary resources, as appropriated by parliament. Public ﬁnance
management (PFM) good practice argues strongly for predictable expenditure plans linked to government
policy priorities, for a credible budget that ensures consistency between appropriation and execution
and for budget comprehensiveness, so that all government revenues and expenditures are included in a
single budgeting process and subject to (annual) appropriation by parliament11. Good practice deliberately
constrains arbitrary or selective reallocation in the short term, except for urgent and unforeseen expenditure
requirements that could not reasonably have been planned for during the budget process (Hedger et al.,
2008). Decisions such as the adoption of a substantial social protection scheme do not typically fall into this
category – indeed, they require particularly long-term planning. Thus, ﬁscal space for newly introduced social
protection programmes only exists in future years as provided through the government budget process. It is
also important to bear in mind that there will be intense competition from other government spending entities
over any ﬁscal space that becomes available within the budget.
This fundamental link between ﬁscal space and public budgets and the associated principles of good
PFM practice has immediate implications for the nature of ﬁscal space. In particular, it means that ﬁscal
space is a forward-looking, dynamic concept, reﬂecting the incremental increases in resources available
for allocation among competing priorities in future budgets. Figure 1 provides a stylised (and somewhat
iÝ>}}iÀ>Ìi`®ÊÕÃÌÀ>ÌÊvÊ ÜÊwÃV>ÊÃ«>ViÊÀÊLÕ`}iÌ>ÀÞÊ¼À½Ê} ÌÊ«iÊÕ«ÊÛiÀÊÌi°Ê7Ì ÊÌ iÊVÕÀÀiÌÊ
ﬁscal year, there will be little or no ﬁscal space, depending on the ﬂexibility of budget ceilings. In year t+1,
11 See, for example, Schick (1998a) and Schiavo-Campo and Tommasi (1999).
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while non-discretionary expenditures are likely to continue to grow, one-off expenditures such as certain
capital expenditures will start to reduce and revenue can be expected to increase as a function of economic
growth (and possibly higher tax yields). In this way, ﬁscal space begins to emerge between the proﬁle of
ÌÌ>Ê>Û>>LiÊÀiÃÕÀViÃÊ>`ÊÌ iÊ}ÛiÀiÌ½ÃÊÌÌ>ÊiÝÃÌ}ÊVÌiÌÃ°ÊÀÊÃÌÊVÕÌÀiÃÊÊ7iÃÌÊ>`Ê
Central Africa, the central question is not therefore whether they have surplus funds available today, but
Ü iÌ iÀÊÌ iÞÊ >ÛiÊÌ iÊV>«>VÌÞÊÌÊLÕ`ÊÌ >ÌÊÃ«>ViÊ}À>`Õ>ÞÊ«iÀ >«ÃÊw`}Ê>ÀÕ`Ê£Ó¯ÊvÊ *®ÊÛiÀÊÌ iÊ
next ﬁve to 10 years. In certain oil-rich countries in the Gulf of Guinea, however, the central question is rather
different. They already have substantial ﬁscal surpluses, raising the question as to whether they could use
part of this surplus to expand social protection while ensuring long-term ﬁscal sustainability.
ÌÊÃÊ«ÀÌ>ÌÊÌÊÌiÊÌ >ÌÊÌ iÊ¼À}`ÌÞ½ÊÀÊ¼ÃÌViÃÃ½ÊvÊ«ÕLVÊÃi`}Êi>ÃÊÌ >ÌÊÞÊ>ÊÛiÀÞÊÃ>Ê«iÀViÌ>}iÊ
of the budget is reallocated to new policy initiatives (such as a new social protection scheme) from year to
Þi>À°Ê-V >Û >«Ê>`Ê/>ÃÊ£®ÊÌiÊÌ >ÌÊÌ iÊ>Õ>Ê¼>À}ÊvÊ>iÕÛÀi½ÊÃÊÌÞ«V>ÞÊÊÀiÊ
Ì >Êx¯ÊvÊÌÌ>ÊLÕ`}iÌi`ÊiÝ«i`ÌÕÀi°Ê iLÌÊÀi«>ÞiÌÃ]ÊÌiÀiÃÌÊ«>ÞiÌÃÊ>`ÊÌÀ>ÃviÀÃÊ>`ÊÃÕLÃ`iÃÊ>ÀiÊ
all inﬂexible or non-discretionary (i.e. their costs cannot be avoided in the short to medium term). Greater
discretion may exist in practice to reduce or divert planned capital spending, especially in response to shortfalls
in aid ﬂows, but the consequences for economic growth and development may be severe in the longer
term. In some cases, such funding is ring-fenced or earmarked to prevent such reallocation. Operations
>`Ê>Ìi>ViÊÃ«i`}ÊÃÊ>ÊvÀiµÕiÌÊV>``>ÌiÊvÀÊ¼yiÝLÌÞ½ÊLÕÌÊÌ iÀiÊ>ÀiÊÜi`VÕiÌi`Ê`>}iÀÃÊÊ
v>}ÊÌÊvÕwÊÌ iÊÀiVÕÀÀiÌÊVÃÌÊ«V>ÌÃÊvÊV>«Ì>ÊiÝ«i`ÌÕÀi°Ê7 iÊ«ÕLVÊÃiVÌÀÊÜ>}iÃÊ>`ÊÃ>>ÀiÃÊ
are technically discretionary expenditures (i.e. outlays where the amount spent is under government control),
they are often de facto non-discretionary in nature as there are severe political constraints to reductions in
such expenditures over the short to medium term.

Figure 1: Poverty rates in West and Central Africa
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The government’s ability to identify the available ﬁscal space and allocate it to priority expenditures therefore
depends on the quality of budgetary institutions and, in particular, the credibility of the annual budget (i.e. that
budget execution does not deviate substantially from budget appropriation), the existence of a medium-term
perspective in the budget formulation process and, ideally in the case of long-term spending commitments,
some long-term budget projections. Many developing countries struggle with even the ﬁrst of these three
VÀÌiÀ>ÊÃiiÊ-iVÌÊÈ°Ç®°ÊÃÊÀi}>À`ÃÊÌ iÊ>`«ÌÊvÊ>Êi`ÕÌiÀÊ«iÀÃ«iVÌÛi]ÊÌ ÃÊÃÊÕÃÕ>ÞÊ«ÀÛ`i`ÊÌ ÀÕ} Ê
the use of medium-term expenditure frameworks (MTEFs), although the extent to which these approaches to
budgeting have taken hold in sub-Saharan Africa is somewhat limited (Le Houerou and Taliercio, 2002). LongÌiÀÊLÕ`}iÌÊ«ÀiVÌÃÊ>ÀiÊ>ÌÊ«ÀiÃiÌÊÞÊ>`iÊLÞÊ>Ê >`vÕÊvÊ`iÛi«i`ÊVÕÌÀiÃÊ1>]ÊÓääÈ®°
Finally, one must consider the central importance of politics in the allocation of ﬁscal space. Good practice
rightly emphasises the central role of domestic political processes in deciding where public funds are spent –
and ideally these trade-offs should be formalised within a policy-based budget process. New social protection
«À}À>iÃÊÌ iÀivÀiÊÀiµÕÀiÊ¼«ÌV>ÊÃ«>Vi½Ê>ÃÊÜiÊ>ÃÊwÃV>ÊÃ«>Vi°ÊÀiÛiÀ]ÊÌ iÊ¼«ÌVÃ½ÊvÊ*ÊÊ>ÞÊ
developing countries is such that the formal budget process often bears an imperfect relation to the reality
vÊ LÕ`}iÌ>ÀÞÊ `iVÃÊ >}Ê >`Ê iÝ«i`ÌÕÀiÊ >V>ÌÊ ->ÌÃ]Ê ÓääÇ®°Ê ÀÊ iÝ>«i]Ê ÃÌÀ}ÞÊ ¼ViÌiÃÌ½Ê
political systems may distort the proﬁle of expenditure in favour of sectional interests and patronage networks.
These political realities will tend to resist development-oriented ﬁscal ﬂexibility, at least in the short term. In
extreme cases, the formal budget process becomes almost entirely ritualistic, masking the reality of a shadow
allocation process driven by patronage and preferences antithetical to development-oriented public policy12.
These political considerations mean that, even where prospective ﬁscal space is identiﬁed through efﬁciency
gains or discontinuation of low-priority/poorly performing programmes, there may not be corresponding
political commitment within the executive to pursue reallocation. Purely technocratic calculations of ﬁscal space
disregard the political dimension of decision making around the budget. The analysis here does present some
>}}Ài}>ÌiÊ `V>ÌÀÃÊ vÊ ÃÌÌÕÌ>Ê µÕ>ÌÞÊ ÃÕV Ê >ÃÊ Ì ÃiÊ ÕÃi`Ê Ê Ì iÊ 7À`Ê >½ÃÊ *]Ê LÕÌÊ i>}vÕÊ
consideration of these crucial political dimensions of the ﬁscal space question require in-depth case studies and
cannot be addressed through a desk-based study such as this.

12Ê-iiÊvÀÊiÝ>«iÊVÊÓää{ÆÊÓääx®ÊÊÌ iÊ«ÌVÃÊvÊÌ iÊLÕ`}iÌÊ«ÀViÃÃÊÊ >>]ÊiÊvÊÌ iÊÃÌÀ}iÃÌÊ«iÀvÀiÀÃÊÊi>ÃÕÀiÃÊ*ÊÊÌ iÊiÌÀiÊ7iÃÌÊ>`ÊÊ

Central Africa region.
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4.Ê  Ê  /6 Ê, 7",Ê
FOR ANALYSING FISCAL SPACE
There are three core components of an analysis of available or potential ﬁscal space for social protection: (i)
whether ﬁscal space exists or how it can be created; (ii) whether such ﬁscal space is sustainable; and (iii) the
expenditure quality and macroeconomic feasibility of the use of that ﬁscal space. In order to assess whether
ﬁscal space might be created in a given country, it is necessary to examine overall macroeconomic and
ﬁscal aggregates and associated risks. This can be done with reference to a number of recognised indicators
covering different dimensions of macroeconomic and ﬁscal sustainability. Six principal mechanisms have
LiiÊ } } Ìi`ÊÊÌ iÊÌiÀ>ÌÕÀiÊvÀÊ`iÛi«}ÊVÕÌÀiÃÊ>ÞÊ>`Ê7>Ã]ÊÓääx®\Ê
(i) Increase revenue through two principal channels: increased economic activity (real GDP growth) for a
given tax system and structure and increases in revenue yields (average tax burden as a proportion of
GDP). The latter may involve the creation of new taxes, higher tax rates, improved tax administration or
a broadening of the tax base (for example, Ghana’s 2007 budget noted that, of ﬁve million potential tax
«>ÞiÀÃ]ÊÞÊiÊÊÜiÀiÊ«>Þ}ÊViÊÌ>ÝiÃ®°Ê7 iÊÃiÊÌi`Ê}>ÃÊ>ÀiÊ«ÃÃLiÊ>ÃÊ>ÊÀiÃÕÌÊvÊ
such reforms, the former channel (economic growth) is the key medium- to long-term engine of higher
revenues.
(ii) Reallocate spending from lesser to higher priorities and from less to more effective and productive
programmes. This may also include realising efﬁciency gains, although this is not explicitly discussed
here owing to paucity of comparable data and time constraints. As well as freeing up ﬁscal space,
reallocation should improve allocative efﬁciency (i.e. the strategic prioritisation of expenditure across
policies, programmes and projects in line with government priorities).
(iii) Reduce debt by writing off all or part of a country’s debt stock with a view to freeing up ﬁscal space for
developmental spending that would otherwise have been spent on meeting government’s future debt
service obligations. The HIPC initiative and the Multilateral Debt Relief Initiative (MDRI) discussed in
-iVÌÊÈ°ÎÊ>ÀiÊiÝ>«iÃÊvÊÌ ÃÊ>««À>V °
(iv) Increase borrowing from either external or domestic sources. This in turn limits future ﬁscal space, as it
implies future debt service obligations and can also result in the crowding out of private sector borrowing
and hence lower growth. In order to minimise the negative impacts of borrowing on ﬁscal space, countries
vÌiÊ «iÀ>ÌiÊ >Ê ¼}`iÊ ÀÕi½]Ê Ü V Ê ÀiµÕÀiÃÊ L>>V}Ê Ì iÊ ÀiVÕÀÀiÌÊ LÕ`}iÌÊ >`Ê LÀÀÜ}Ê ÞÊ vÀÊ
investment (which it is hoped will more than pay for itself through returns to investment). Thus, while
borrowing heavily to ﬁnance infrastructure investments may well be justiﬁed, social protection payments
are recurrent in nature and it is clearly inadvisable to borrow in order to ﬁnance them, even though they may
also contribute indirectly to growth by enabling the poor to invest in human capital and productive assets.
(v) Increase aid in the form of grants and concessional loans. The ﬁscal space created by aid depends on
Ì iÊiÛi]Ê`ÕÀ>ÌÊ>`Ê«Ài`VÌ>LÌÞÊvÊ`ÀÊÃ«i`}Ê>ÃÊÜiÊ>ÃÊÊÌ iÊ¼wÃV>ÊÀÕi½ÊÕÃi`ÊLÞÊÌ iÊÃÌÀÞÊ
of ﬁnance when budgeting. Most ministries of ﬁnance ensure that total revenue is greater than or equal
to recurrent spending so that they are insulated from the costs of the unpredictability of grant aid. It is
less politically costly to defer capital expenditure than to fail to pay wages and salaries and debt service
payments. This means that recurrent expenditures such as social protection are rarely if ever ﬁnanced by
aid (including budget support), irrespective of any earmarking donors may impose. This is the case in all
ﬁve case study countries – see Figure 8.
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(vi) -i}À>}i, or the revenue generated by money creation, comes from the fact that those who hold
currency or similar domestic claims on the central bank are giving an interest-free loan to the bank. This is
transferred to the government as central bank proﬁts or below-market loans (CGD, 2007). Its usefulness
>ÃÊ>ÊÃÕÃÌ>>LiÊÃÕÀViÊvÊwÃV>ÊÃ«>ViÊÃÊVÃÌÀ>i`]Ê ÜiÛiÀÊÃiiÊ`ÃVÕÃÃÊÊ-iVÌÊÈ°ÈÊLiÜ®°
Although ﬁscal space can be created relatively easily by most governments over the short term, the real
challenge lies in sustaining ﬁscal space – i.e. creating ﬁscal space that lasts. This is particularly important
in the context of social protection, which requires governments to enter into long-term commitments that
are politically very difﬁcult to revoke13. The very long-term nature of these recurrent commitments demands
prudent choices of means in generating ﬁscal space. Of the six mechanisms highlighted above, the ﬁrst two
would appear to offer the best options for national government policymakers seeking to build lasting ﬁscal
space. The following analysis therefore focuses on these two mechanisms in particular.
As regards the expenditure quality and macroeconomic feasibility of the use of ﬁscal space, we follow Heller
(2005) in complementing the analysis of possible avenues for the creation of ﬁscal space with an examination
of prospects that additional spending can be properly managed and that the macroeconomic framework can
withstand the increases in demand pressures that the creation of ﬁscal space (and hence increased public
spending) is likely to stimulate. Table 1 lists these six mechanisms for creating ﬁscal space together with the
two measures of use and feasibility as well as associated indicators.
The oil-rich countries of the Gulf of Guinea present a special case. As a result of soaring global oil prices and
in some cases increases in the volume of oil production, these countries already have substantial available
ÀiÃÕÀViÃ]ÊÜÌ Ê>À}iÊÛiÀ>ÊwÃV>ÊÃÕÀ«ÕÃiÃÊ>ÃÌÊ£ä¯ÊvÊ *ÊÊÌ iÊV>ÃiÊvÊ }Ê>`Ê>LÊ>`ÊÛiÀÊ
Óä¯ÊÊÌ iÊV>ÃiÊvÊ µÕ>ÌÀ>ÊÕi>ÊÊÓääÇ®°Ê/ iÊiÞÊµÕiÃÌÊvÀÊÌ iÃiÊVÕÌÀiÃÊÃÊÌ iÊÃÕÃÌ>>LÌÞÊvÊ
increased levels of expenditure (for example to ﬁnance new or expanded social protection programmes),
given the volatility of the oil market and oil’s nature as a ﬁnite resource. The analysis of ﬁscal space needs to
take into account the challenge of diversiﬁcation of these narrow oil-based economies and the importance of
building up reserves (through a Norwegian-style oil fund for example) to smooth revenues and ﬁnance future
investments.

13 In this sense, they become an implicit liability that the government is obliged to meet in future years owing to domestic public expectations and associated

political pressures (Polackova, 1998).
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#

Mechanism/measure

Indicators

1

Mobilisation of domestic revenues (tax
measures, strengthening tax admin.)

UÊ,i>Ê *Ê}ÀÜÌ Ê¯Ê«°>°®
UÊ/>ÝÊÀiÛiÕiÊ}ÀÜÌ Ê>Õ>Ê¯ÊV >}i®
UÊ/>ÝÊÞi`ÊÌ>ÝÊÀiÛiÕiÊ>ÃÊ¯ÊvÊ *®

2

Reallocation between sectors (cut lower
priority expenditures to make room for
more desirable ones) and efﬁciency gains

UÊiiÀ>Ê}ÛiÀiÌÊw>ÊVÃÕ«ÌÊ
expenditure (% of GDP)
UÊ `ÃVÀiÌ>ÀÞÊÃ«i`}Ê
(wages and interest) (% of GDP)
UÊ ÃVÀiÌ>ÀÞÊÃ«i`}Ê¯ÊvÊ *®
UÊ*ÕLVÊi`ÕV>ÌÊiÝ«i`ÌÕÀiÊ¯ÊÌÌ>Ê
government expenditure)
UÊ*ÕLVÊi`ÕV>ÌÊiÝ«i`ÌÕÀiÊ¯Ê *®
UÊ*ÕLVÊ i>Ì ÊiÝ«i`ÌÕÀiÊ¯Ê *®
UÊÌ>ÀÞÊiÝ«i`ÌÕÀiÊ¯Ê *®

3

Increase discretionary expenditure through
debt reduction

UÊ* ÊV«iÌÊ«Ì¶
UÊ iÌÊ«ÀiÃiÌÊÛ>ÕiÊiÝÌiÀ>Ê`iLÌÊÃÌVÊ¯Ê *®

4

Increase borrowing (from domestic or
external sources)

UÊ ÝÌiÀ>Ê`iLÌÊÃiÀÛViÊ
(% exports of goods and services)
UÊ/Ì>Ê}ÛiÀiÌÊ`iLÌÊÃiÀÛViÊ
(% government revenue)

5

Increase aid

UÊ"vwV>Ê}À>ÌÃÊ¯ÊvÊ *®
UÊ"vwV>Ê}À>ÌÃÊ
(% of central government expenditures)

6

Seignorage (central bank prints money in
order to lend it to the government)

UÊ À>`ÊiÞÊiÞÊ>`ÊµÕ>ÃÊiÞÊÀÊÓ®Ê
as % of GDP
UÊy>ÌÊ>ÛiÀ>}iÊVÃÕiÀÊ«ÀViÃ]Ê>Õ>Ê
% change)

7

Prospects that additional spending can be
properly managed

UÊÉ7À`Ê >Ê>ÃÃiÃÃiÌÊvÊ* Ê* \Ê
number of indicators out of 15 fulﬁlled
UÊ-iiVÌi`Ê *ÊÃVÀiÃÊÊiVVÊ
management and public sector management
and institutions
UÊÛiÀiÌÊivviVÌÛiiÃÃ

8

Prospects that additional spending will
endanger macroeconomic and ﬁscal
sustainability

UÊ Ài`ÌÊÌÊÌ iÊ«ÀÛ>ÌiÊÃiVÌÀÊ¯ÊvÊ *®
UÊ ÕÀÀiÌÊ>VVÕÌÊ`iwVÌÊVÕ`}Ê}À>ÌÃÊ
(% of GDP)
UÊ"ÛiÀ>ÊwÃV>ÊL>>Vi]ÊVÕ`}Ê}À>ÌÃÊ¯Ê *®
UÊ"ÛiÀ>ÊwÃV>ÊL>>Vi]ÊiÝVÕ`}Ê}À>ÌÃÊ
(% GDP)
UÊ ÊwÃV>Ê`iwVÌÊ¯ÊÊ *®

-ÕÀViÃ\Ê>ÞÊ>`Ê7>ÃÊÓääx®Ê>`ÊiiÀÊÓääx®°

Table 1: Creating, sustaining and using ﬁscal space - An indicative framework
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5.Ê "7Ê1 Ê- Ê-* Ê " -Ê
-" Ê*,"/ /" Ê, +1, ¶
In examining ﬁscal space for social protection, it is useful to ask at the outset how much ﬁscal space is required
ÊÀ`iÀÊÌÊw>ViÊÃV>Ê«ÀÌiVÌÊÃV iiÃ¶Ê i>ÀÞ]ÊÌ iÊ>ÃÜiÀÊ`i«i`ÃÊÛiÀÞÊÕV ÊÊÌ iÊÌÞ«iÊvÊÃV iiÊ
adopted and the demographic proﬁle of the beneﬁciary population. Estimates for seven low-income countries
ÊÃÕL-> >À>ÊvÀV>Ê`iÛi«i`ÊÊÀiViÌÊÜÀÊLÞÊÌ iÊÌiÀ>Ì>Ê>LÕÀÊ"À}>â>ÌÊ"®Ê*>ÊiÌÊ>°]ÊÓääx®Ê
ÃÕ}}iÃÌÊÌ >ÌÊÕÛiÀÃ>®ÊÃV>Ê>ÃÃÃÌ>ViÊÀiµÕÀiÃÊ>ÀÕ`ÊÎ¯ÊvÊ *]ÊV«ÀÃ}Ê>ÀÕ`Ê£¯ÊvÊ *ÊÌÊ«ÀÛ`iÊ
>ÊÃV>Ê«iÃÊ>`Ê£Ó¯ÊvÀÊ>ÊV `ÊÃV Ài>Ìi`ÊÌÀ>ÃviÀ]ÊÜ iÀi>ÃÊÌ>À}iÌi`Ê«iÃÃÊ>`ÊÃV ÊÌÀ>ÃviÀÃÊ
could be provided at a fraction of this cost, although usually with high inclusion and exclusion errors14. In addition,
ÃV>Ê ÃÕÀ>ViÊ Ê Ì iÊ vÀÊ vÊ L>ÃVÊ i>Ì Ê ÃÕÀ>ViÊ ÃÊ iÃÌ>Ìi`Ê ÌÊ ÀiµÕÀiÊ >ÀÕ`Ê Î{¯Ê vÊ  *°Ê -V>Ê
assistance is normally tax ﬁnanced, whereas social insurance has mixed ﬁnancing from private contributions
and government subsidies or cost recovery (with tax ﬁnancing likely to be needed to cover a fraction of the
estimated cost, to meet the health insurance premiums of households in poverty, for example). Overall, we
} ÌÊÌ iÀivÀiÊÜÀÊÜÌ ÊÌ iÊÛiÀÞÊÀÕ} ÊiÃÌ>ÌiÊÌ >ÌÊÀÕ} ÞÊ£¯ÊvÊ *ÊvÀÊÃV>Ê>ÃÃÃÌ>ViÊ>`ÊÓ¯ÊvÊ *Ê
for social insurance would be needed to provide a social protection package from tax revenues.
For the case study countries, Notten et al. (2008) have provided more detailed estimates for Congo, whereas
Barrientos and Bossavie (2008) have done the same for Mali and Senegal. These estimates are based on
simulations of two different social protection policy options: (i) a universal child beneﬁt (UCB), involving a
payment equivalent to one-third of the food poverty line to every child up to 14 years of age; and (ii) a targeted
child beneﬁt (TCB), involving a payment equivalent to one-third of the food poverty line to every child of
0-14 years of age living in a household identiﬁed as poor before the transfer (using a proxy means test to
identify these households, thereby introducing some error)15. It is assumed that the costs of administering
>`Ê`iÛiÀ}ÊÌ iÊ«À}À>iÃÊ>ÀiÊ£ä¯ÊvÊLiiwÌÊiÝ«i`ÌÕÀiÊvÀÊÌ iÊÕÛiÀÃ>ÊV `ÊLiiwÌÊ>`Ê£x¯ÊvÊ
beneﬁt expenditure for the targeted programme. Notten et al. (2008) also produced cost estimates for a
ÕÛiÀÃ>Ê`Ê>}iÊ«iÃÊvÊ Ê£Ó]äääÊ«iÀÊÌ Ê°i°ÊÇä¯ÊvÊÌ iÊv`Ê«ÛiÀÌÞÊi®ÊÜÌ Ê>Ê>ÃÃÕi`Ê
>`ÃÌÀ>ÌÛiÊVÃÌÊvÊ£ä¯°
More basic cost simulations have also been undertaken for Equatorial Guinea and Ghana (Barrientos, 2008),
Ü V ÊÛÛi`ÊÃÕ>ÌÃÊvÊÌ iÊVÃÌÃÊv\Ê®Ê>Ê1 ÊÌÀ>ÃviÀÊiµÕÛ>iÌÊÌÊÎä¯ÊvÊÌ iÊ«ÛiÀÌÞÊiÊÌÊi>V ÊV `Ê
vÊä£{ÊÞi>ÀÃÊvÊ>}iÊVÃÌÃÊvÊ>`ÃÌiÀ}Ê>`Ê`iÛiÀ}ÊÌ iÊ«À}À>iÃÊ>ÃÃÕi`ÊÌÊLiÊ£ä¯ÊvÊLiiwÌÊ
iÝ«i`ÌÕÀi®ÆÊ>`Ê®Ê>ÊÕÛiÀÃ>ÊÃV>Ê«iÃÊÌÀ>ÃviÀÊiµÕÛ>iÌÊÌÊÇä¯ÊvÊÌ iÊ«ÛiÀÌÞÊiÊÌÊi>V Ê`iÀÊ
«iÀÃÊ>}i`ÊÈäÊÀÊÛiÀÊ£ä¯Ê>`ÃÌÀ>ÌÛiÊVÃÌÃ®£È. The estimated costs are very different between the two
countries because per capita GDP is much higher in Equatorial Guinea than in Ghana, owing to the former’s oil
exports (ibid). Targeting of social protection makes little difference to cost in Equatorial Guinea, but signiﬁcantly
Ài`ÕViÃÊVÃÌÃÊÊ >>]ÊvÀÊn°Ç¯ÊÌÊ£°Ç¯ÊvÊ *ÊvÀÊ1 Ê>`ÊvÀÊÓ°È¯ÊÌÊä°x¯ÊvÊ *ÊvÀÊ>ÊÃV>Ê«iÃ°Ê
Table 2 summarises the monetary costs of the simulations undertaken for the ﬁve case study countries.

14Ê/ iÊ"ÊÃÌÕ`ÞÊVÛiÀi`Ê ÕÀ>Ê>Ã]Ê >iÀ]Ê Ì «>]ÊÕi>]ÊiÞ>]Ê-ii}>Ê>`Ê/>â>>°
15 Barrientos and Bossavie (2008) also simulate a targeted child beneﬁt with perfect targeting (TCBpt), involving a payment equivalent to one-third of the food

poverty line to every child of 0-14 years of age living in a household identiﬁed as poor before the transfer (where it is assumed hypothetically that these
ÕÃi `ÃÊV>ÊLiÊ`iÌwi`ÊÜÌ ÕÌÊiÀÀÀ®°Ê/ ÃÊÃÕ>ÌÊÃÊÌÊ`ÃVÕÃÃi`Ê iÀiÊ>ÃÊÌÊÃÊ«ÕÀiÞÊ Þ«Ì iÌV>°ÊÊÀi>ÌÞ]ÊÌÊÃÊ«ÃÃLiÊÌÊ>V iÛiÊ¼«iÀviVÌ½Ê
targeting with no inclusion or exclusion errors.
£ÈÊ >ÀÀiÌÃÊÓään®Ê>ÃÊÃÕ>ÌiÃÊ>Ê1

ÊÌÀ>ÃviÀÊÜÌ Ê«iÀviVÌÊÌ>À}iÌ}ÊÌÊiÛiÀÞÊV `ÊÕ«ÊÌÊÌ iÊ>}iÊvÊ£{ÊÊ ÕÃi `ÃÊLiÜÊÌ iÊ«ÛiÀÌÞÊiÊÜÌ Ê£x¯Ê
>`ÃÌÀ>ÌÛiÊVÃÌÃ®Ê>`Ê>ÊÌ>À}iÌi`ÊÃV>Ê«iÃÊÌÀ>ÃviÀÊiµÕÛ>iÌÊÌÊÇä¯ÊvÊÌ iÊ«ÛiÀÌÞÊi]ÊÜÌ Ê«iÀviVÌÊÌ>À}iÌ}]ÊÌÊi`iÀÞÊ«i«iÊÊ ÕÃi `ÃÊLiÜÊ
Ì iÊ«ÛiÀÌÞÊiÊ£x¯Ê>`ÃÌÀ>ÌÛiÊVÃÌÃ®°Ê}>]ÊÌ iÃiÊÃÕ>ÌÃÊ>ÀiÊÌÊ`ÃVÕÃÃi`Ê iÀiÊ>Ã]ÊÊÀi>ÌÞ]ÊÌÊÃÊ«ÃÃLiÊÌÊ>V iÛiÊ¼«iÀviVÌ½ÊÌ>À}iÌ}ÊÜÌ ÊÊ
inclusion or exclusion errors.

STRENGTHENING SOCIAL PROTECTION FOR CHILDREN

25

% of GDP
% of recurrent
expenditure*

2.0

1.2

1.0

16.7

9.9

8.3

5.9

Social
pension

UCB

N/A N/A

Ghana
Social
pension

232.1 135.7

Equatorial Guinea**

UCB

211.2 116.2

SCB

45.5

Senegal

UCB

91.8 54.3

SCB

Social
pension

FCFA billion

Mali

UCB

Congo, Republic

UCB

Costs

SCB 17

Table 2: Annual programme expenditure cost estimates of child beneﬁt options
- Simulations for Congo, Mali, Senegal, Equatorial Guinea and Ghana

N/A

N/A

3.2

6.4

3.7

0.9

0.2

8.7

2.6

42.8 23.5

30.0

17.6

20.8

5.0

46.3

13.9

Notes: *Author’s calculation based on IMF staff estimates for recurrent expenditure. **Equatoguinean cost projections presented here are based on United Nations (UN) estimates of
ÌÌ>Ê««Õ>ÌÊ>ÀÕ`ÊiÊ®°Ê1Ã}Ê}ÛiÀiÌÊ««Õ>ÌÊiÃÌ>ÌiÃÊ>ÀÕ`Êä°{Ê®ÊÜiÀÃÊVÃÌÊiÃÌ>ÌiÃÊÃ}wV>ÌÞÊÌÊi°}°Êä°{Ó¯ÊvÊ *ÊvÀÊ>Ê1 Ê>`Êä°£¯ÊvÊ *Ê
for a universal social pension. See Barrientos (2008) for more details on the underlying assumptions.
Sources: Barrientos (2008) for Equatorial Guinea and Ghana; Barrientos and Bossavie (2008) for Mali and Senegal; Notten et al. (2008) for Congo.

7iÊÀiviÀÊL>VÊÌÊÌ iÃiÊVÃÌÊiÃÌ>ÌiÃÊÊ-iVÌÊÇ]ÊÜ V ÊÃÕ>ÀÃiÃÊÌ iÊwÃV>ÊÃ«>ViÊ>Û>>LiÊvÀÊÃV>Ê
protection in the case study countries.

17 Selective child beneﬁt.
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6. POTENTIAL FOR FISCAL SPACE
IN THE CASE STUDY COUNTRIES
This section presents a detailed discussion of ﬁscal space for social protection in the ﬁve case study
countries (Congo, Equatorial Guinea, Ghana, Mali and Senegal) against each of the dimensions identiﬁed
in Table 1.

6.1Ê " -/" Ê"Ê " -/ Ê, 6

1 -

The key driver of revenue growth and ﬁscal space in general is real GDP growth. Figure 2 illustrates that real GDP
growth has been exceptionally strong in Equatorial Guinea in recent years (driven primarily by strong growth
ÊÊ>`Ê>ÌÕÀ>Ê}>ÃÊ«À`ÕVÌ®]Ê>ÛiÀ>}}ÊÓä°£¯ÊÛiÀÊÓäääÓääÇ°Ê/ iÊ µÕ>Ì}Õi>ÊiVÞÊÃÊÜÊÓäÊ
times as large as it was in the mid-1990s as a result. However, growth has also been consistently strong in all
vÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃÊÛiÀÊÌ ÃÊ«iÀ`]Ê>ÛiÀ>}}Ê{°£¯ÊÊ }]Êx°Ó¯ÊÊ >>]Ê{°È¯ÊÊ>Ê`ÀÛiÊLÞÊ
VÀi>Ãi`Ê}`Ê«À`ÕVÌÊ>`Ê«ÀViÃ®]Ê{°Ó¯ÊÊ-ii}>Ê>`Êx°ä¯ÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>Ê>ÃÊ>ÊÜ i°Ê

Figure 2: Real GDP growth, 2000-2007
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Equatorial Guinea

This strong real GDP growth has also driven substantial revenue growth in the case study countries. As
Table 3 shows, revenue growth has been strongest where economic growth has also been strong, with the
oil-producing economies (Congo and Equatorial Guinea) performing particularly strongly. It is also notable
that Ghana has increased total revenues dramatically in recent years. Although high inﬂation (see Figure 9
below) means that revenue increases have been less pronounced in real terms, the gains are still impressive:
 >>½ÃÊ Ì>ÝÊ ÀiÛiÕiÃÊ iÝ«ÀiÃÃi`Ê >ÃÊ >Ê «À«ÀÌÊ vÊ  *Ê ÀÃiÊ vÀÊ £È°Î¯Ê Ê ÓäääÊ ÌÊ >Ê «ÀiVÌi`Ê Óä°ä¯Ê
in 2007 (see Table 4). Mali has also realised impressive revenue increases in recent years as a result of
«ÀÛi`ÊÌ>ÝÊ>`ÃÌÀ>ÌÊvÊLÌ Ê`ÀiVÌÊ>`Ê`ÀiVÌÊÌ>ÝÊL>ÃiÃÊ]ÊÓääÈ>®°
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Table 3: Growth in revenue, 2002-2005 (annual % change)
2003

2004

2005

Average 2002-2005

Congo, Republic

-9.0

5.6

22.2

68.0

21.70

Equatorial Guinea

19.1

13.7

78.2

81.9

48.23

Ghana

27.5

56.2

38.2

21.9

35.94

Mali

15.9

13.7

7.8

11.4

12.20

Senegal

10.3

8.3

7.9

13.3

9.94

Source: IMF staff estimates.

2002

ÜÊÌ>ÝÊÌÊ *ÊÀ>ÌÃÊqÊ°i°ÊÌ ÃiÊLiÜÊ£x¯ÊvÊ *ÊqÊ>ÀiÊvÌiÊ>ÊÃ}ÊvÊÜÊÌ>ÝÊivvÀÌÊ>`ÊÃÕ}}iÃÌÊÌ >ÌÊ
there may be scope for increased revenue collection. However, additional tax effort is only likely to result in
}>ÃÊvÊÌ iÊÀ`iÀÊvÊ>Ê>``Ì>ÊÓ¯ÊvÊ *ÊLÞÊÓä£xÊ ÃÃÊvÀÊ>VÀiVVÃÊ>`Êi>Ì ]ÊÓää£®°Ê
Table 4 summarises non-oil tax revenue to GDP ratios in the ﬁve case study countries over the period 2000200718°Ê/ iÃiÊÀ>ÌÃÊ>ÀiÊ>Ài>`ÞÊÀi>ÌÛiÞÊ } ÊLÞÊÀi}>ÊÃÌ>`>À`ÃÊÊ >>ÊÓä°È¯®Ê>`Ê-ii}>Ê£n°n¯®°Ê
/>ÝÊÀiÛiÕiÃÊÊ>ÊÃÌ>`Ê>ÌÊ>ÀÕ`Ê£x°n¯ÊvÊ *]ÊÃÕ}}iÃÌ}ÊÌ >ÌÊ iÀiÊÌ iÀiÊ>ÞÊLiÊÃV«iÊvÀÊ>ÊVÀi>ÃiÊ
in domestic revenues.

Table 4: Revenue yields (non-oil tax revenue to GDP ratios)
in case study countries, 2000-2007
2001

2002

2003

2004

2005

N/A

6.2

6.0

6.5

6.5

5.3

N/A

N/A

2.8

2.5

2.7

2.8

2.3

1.6

N/A

N/A

Ghana

16.3

17.2

17.5

20.2

21.7

20.6

19.6

20.0

Mali

N/A

N/A

13.1

N/A

15.1

15.8

15.3

15.1

Senegal

N/A

17.3

18.1

17.1

17.6

18.8

19.1

N/A

Congo, Republic
Equatorial Guinea

2006 est.

2007 proj.

Source: IMF staff estimates.

2000

ÊÌ>ÝÊÀiÛiÕiÃÊ>ÃÊ>Ê«À«ÀÌÊvÊ *Ê>ÀiÊÀi>ÌÛiÞÊÃ>ÊÊ }Ê>`Ê µÕ>ÌÀ>ÊÕi>Êx°Î¯ÊÊ }Ê
>`Ê£°È¯ÊÊ µÕ>ÌÀ>ÊÕi>®°Ê/ iÃiÊVÕÌÀiÃÊÀiÞÊÃÌi>`Ê«Ài`>ÌÞÊÊÀiÛiÕiÃÊvÀÊ Þ`ÀV>ÀLÃ]Ê
and on oil revenues in particular: they are the sixth- and fourth-largest oil producers in sub-Saharan Africa,
respectively (IMF, 2007e)19°Ê"ÊÀiÛiÕiÃ]ÊÜ V ÊÜiÀiÊiµÕÛ>iÌÊÌÊÎÓ°{¯ÊvÊ *ÊÊ µÕ>ÌÀ>ÊÕi>Ê>`Ê

18Ê ÌiÊÌ >Ì]ÊvÜ}ÊÌ iÊVÛiÌÊ>`«Ìi`ÊvÀÊÀiÛiÕiÊ`>Ì>ÊÊÊÀÌViÊ6Ê-Ì>vvÊ,i«ÀÌÃ]ÊÌ iÃiÊw}ÕÀiÃÊ`ÊÌÊVÕ`iÊVÕÃÌÃ]ÊÊ>`ÊÌ>ÝÊÀiÛiÕiÃ°
19 Sub-Saharan Africa’s main oil-producing countries in 2005, in order of volume, were: Nigeria, Angola, Sudan, Equatorial Guinea and Congo.
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{ä°x¯ÊvÊ *ÊÊ }ÊÊÓääxÊ>VVÀ`}ÊÌÊÊÃÌ>vvÊiÃÌ>ÌiÃ®]Ê>VVÕÌi`ÊvÀÊÌ iÊ>ÀÊÃ >ÀiÊvÊÌÌ>Ê
ÀiÛiÕiÃÊÈn°Ç¯ÊÊ }Ê>`Ên£°£¯ÊÊ µÕ>ÌÀ>ÊÕi>ÊÊÓääÎÊqÊÃiiÊ/>LiÊxÊLiÜ®°

Table 5: Fiscal indicators for oil-producing African countries, 2003
Oil ﬁscal revenue
(% of total government
revenues)

Oil export revenues
(% of total export
receipts)

Angola

32.3

75.1

91.3

Congo, Republic

33.7

68.7

81.9

Equatorial Guinea

71.8

84.4

95.8

Gabon

28.2

54.4

84.1

Nigeria

30.9

75.4

97.3

Source: IMF staff estimates, cited
Ê >ÌÌ>V >ÀÞ>Ê>`Ê ÕÀ>ÊÓääÈ®°

Oil sector output
(% of GDP at constant
prices)

A key determinant of ﬁscal space in these countries in future years is therefore future oil and gas production
ÛÕiÃ°Ê7 iÊvÕÌÕÀiÊ«À`ÕVÌÊvÊ Þ`ÀV>ÀLÃÊÃÊÌÀÕÃÞÊ`vwVÕÌÊÌÊvÀiV>ÃÌ]ÊÀiViÌÊÊiÃÌ>ÌiÃÊ
ÃÕ}}iÃÌÊÌ >ÌÊÞÊ>LÊ>`Ê }iÀ>Ê >ÛiÊ>À}iÀÊ«ÀÛiÊ>`Ê«ÃÃLiÊÊ>`Ê}>ÃÊÀiÃiÀÛiÃÊÊÌ iÊ7iÃÌÊ>`Ê
iÌÀ>ÊvÀV>ÊÀi}ÊÃiiÊ/>LiÊÈ®°

Table 6: Estimates of oil and gas reserves in West and Central Africa, 2005
Cameroon Chad Congo, Republic Côte d’Ivoire Equatorial Guinea Gabon Nigeria

Proven reserves (1P)

0.5

0.7

2

0.3

1.2

2.1

34

Proven plus possible
reserves (2P)

1.5

2.2

5.5

0.5

2.3

7.3

55

Proven reserves (1P)

0.5

0

0.8

0.2

0.6

0.2

34

Proven plus possible
reserves (2P)

1.4

0

2.8

0.9

2.5

3.5

53.5

Gas reserves
(billions of barrels
of oil equivalents)

Source: Olters (2007).

Oil reserves
(billions of barrels)

Still, these supplies will eventually run out. Production in Congo is forecast to decline over the next decade and
possibly be depleted by around 2050; even under relatively favourable assumptions, oil revenue is projected
ÌÊ `iViÊ ÌÊ Óx°x¯Ê vÊ  *Ê LÞÊ Óä£ÓÊ vÀÊ ÎÓ°{¯Ê Ê Óääx®°Ê *ÀiVÌÃÊ ÃÕ}}iÃÌÊ Ì >ÌÊ µÕ>ÌÀ>Ê Õi>½ÃÊ
proven reserves will last for at least another two decades. Although the timing is difﬁcult to forecast, it is
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clear that both countries will eventually face a serious structural ﬁscal adjustment (see Box 1). In the medium
term, however, oil revenues are likely to continue to soar.
Regional economic cooperation has led to the establishment of harmonised domestic consumption taxes
in many countries (albeit not yet fully implemented in many cases). This limits the autonomy of individual
VÕÌÀiÃÊ ÌÊ À>ÃiÊ `iÃÌVÊ VÃÕ«ÌÊ Ì>ÝÊ À>ÌiÃÊ ÃÕV Ê >ÃÊ Û>Õi>``i`Ê Ì>ÝÊ 6/®Ê ÌÊ ViVÌÊ >``Ì>Ê
revenues and create ﬁscal space20°Ê7 iÊVÃÕ«ÌÊÌ>ÝiÃÊVÃÌÌÕÌiÊ>ÊÀi>ÌÛiÞÊÃ>Ê«ÀÌÊvÊÌÌ>ÊÌ>ÝÊ
ÀiÛiÕiÃÊÊ7iÃÌÊ>`Ê iÌÀ>ÊvÀV>]ÊÌÊÃÊ«ÀÌ>ÌÊÌÊÌiÊÌ >ÌÊ >>Ê>ÊiLiÀÊvÊ7<®ÊÀiÌ>ÃÊÀiÊ
`ÃVÀiÌÊÛiÀÊ6/ÊÀ>ÌiÃÊÌ >ÊÌ iÀÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ°ÊÌÊ >ÃÊÀiViÌÞÊÕÃi`ÊÌ ÃÊ`ÃVÀiÌÊÌÊVÀi>ÃiÊÌ iÊ
6/ÊÀ>ÌiÊÊÀ`iÀÊÌÊVÀi>ÌiÊwÃV>ÊÃ«>ViÊvÀÊÃV>Ê«ÀÌiVÌ]ÊÀ>Ã}ÊÌ iÊÀ>ÌiÊvÀÊ£Ó°x¯ÊÌÊ£x¯ÊÊÓää{°Ê
This National Health Insurance Levy aims to ﬁnance the new national health insurance scheme, providing
iÃÌ>Ìi`Ê>``Ì>ÊÀiÛiÕiÃÊvÀÊÌ iÊLÕ`}iÌÊvÊÛiÀÊ£¯ÊvÊ *Ê«iÀÊÞi>ÀÊ]ÊÓää{®°

6.2 REALLOCATION
Figure 3 summarises total expenditure as a percentage of GDP over the period 1997-2008. Figure 4 provides
an overview of discretionary and non-discretionary expenditure as a percentage of GDP in 2005. The former
gives an indication of how much scope there is for increasing ﬁscal space through raising expenditures as a
proportion of GDP; the latter provides a rough indication of how much room for reallocation there is within the
ÛiÀ>ÊiÝ«i`ÌÕÀiÊiÛi«i°ÊVVÕÀ>ÌiÊi>ÃÕÀiÃÊvÊ¼`ÃVÀiÌ>ÀÞ½ÊÃ«i`}ÊvÀÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃÊ
ÜiÀiÊÌÊ>Û>>Li\ÊÃÌi>`]ÊÜiÊvÜÊiiÀÊÓääx®Ê>`ÊÕÃiÊÌ iÊÃÕÊvÊ¼Ü>}iÃÊ>`ÊÃ>>ÀiÃ½Ê>`Ê¼ÌiÀiÃÌÊ
payments’ (as measured by IMF staff estimates) as a rough proxy for non-discretionary expenditures.

Figure 3: Total expenditure, 1997-2008
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20 Congo and Equatorial Guinea are members of the Economic and Monetary Community of Central Africa (CEMAC). Mali and Senegal are members of the

7iÃÌÊvÀV>Ê VVÊ>`ÊiÌ>ÀÞÊ1Ê7 1®°Ê7 1ÊÃÊÊÌÕÀÊ«>ÀÌÊvÊ>Ê>À}iÀÊ}ÀÕ«ÊvÊ£xÊVÕÌÀiÃÊÜÊ>ÃÊÌ iÊ VVÊ ÕÌÞÊvÊ7iÃÌÊ
vÀV>Ê-Ì>ÌiÃÊ "7-®°Ê7Ì Ê "7-]ÊÌ iÀiÊÃÊ>Ê7 1Ê}ÀÕ«ÊV>i`ÊÌ iÊ7iÃÌÊvÀV>ÊiÌ>ÀÞÊ<iÊ7<®]ÊvÊÜ V Ê >>ÊÃÊ>ÊiLiÀ°
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Figure 4: Discretionary and non-discretionary spending, 2005
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Source: IMF staff estimates.

¯ÊvÊ *
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}ÕÀiÊ ÎÊ ÀiÛi>ÃÊ >Ê } Ê `i}ÀiiÊ vÊ Û>À>ÌÊ Ê ÌÌ>Ê iÝ«i`ÌÕÀiÊ Ài>ÌÛiÊ ÌÊ Ì iÊ ÃâiÊ vÊ Ì iÊ iVÞÊ ÜÌ Ê
countries over time as well as signiﬁcant variation between countries in any given year. The observation that as
economies grow the share of public expenditure in GDP tends to grow (see e.g. Schick, 1998a) is also borne
out by this data. Figure 4 highlights the signiﬁcant variation in the composition of the ﬁve case study countries’
>}}Ài}>ÌiÊiÝ«i`ÌÕÀiÊ«ÀwiÃ]ÊÜÌ Ê`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÃÊÀ>}}ÊvÀÊ£°£¯ÊÌÊ£ä°n¯ÊvÊ *°Ê
 >>Ê >ÃÊÌ iÊ } iÃÌÊÌÌ>Ê«ÕLVÊiÝ«i`ÌÕÀiÊ>ÃÊ>Ê«À«ÀÌÊvÊ *ÊÎä°Ç¯ÊÊÓääx®°ÊÀiÛiÀ]ÊÜÌ ÊÌ >ÌÊ
ﬁgure, a relatively large proportion is taken up by non-discretionary expenditures, which accounted for around
£ä°n¯ÊvÊ *ÊÊÓääx°ÊÕV ÊvÊÌ ÃÊÜiÃÊÌÊ>ÊVÀi>ÃiÊÊÜ>}iÊÃ«i`}]ÊÜ V Ê}ÀiÜÊLÞÊ>ÀÕ`Ê{°x¯ÊvÊ
 *ÊÛiÀÊÌ iÊ«iÀ`ÊÓää£ÓääÈ]ÊV>}Ê>ÊVÀi>Ã}ÊÃ >ÀiÊvÊ`iÃÌVÊÀiÛiÕiÊ>`ÊÌÌ>ÊÃ«i`}ÊÃiiÊ
iÝÊÓÊvÀÊ>Ê`ÃVÕÃÃ®°ÊÊÓääx]ÊÜ>}iÃÊ>`ÊÃ>>ÀiÃÊ>VVÕÌi`ÊvÀÊÓn¯ÊvÊÌÌ>ÊiÝ«i`ÌÕÀiÃÊÊ >>]Ê>Ê
VÃ`iÀ>LÞÊ>À}iÀÊÀ>ÌÊÌ >ÊÊÌ iÊÌ iÀÊvÕÀÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ\Ê }Ê£Ç¯®ÆÊ µÕ>ÌÀ>ÊÕi>ÊÈ¯®ÆÊ
>Ê£¯®ÆÊ>`Ê-ii}>ÊÓÎ¯®°
/Ì>Ê«ÕLVÊiÝ«i`ÌÕÀiÃÊÊ }]Ê>Ê>`Ê-ii}>ÊÀ>}i`ÊvÀÊÓÎ¯ÊÌÊÓx¯ÊvÊ *ÊÊÓääx]Ê>Ì Õ} Ê
}Ê >`ÊÃÕLÃÌ>Ì>ÞÊ } iÀÊ`ÃVÀiÌ>ÀÞÊVÌiÌÃÊ°£¯ÊvÊ *®ÊÌ >Ê>ÊÀÊ-ii}>Êx°x¯Ê>`Ê
È°x¯]ÊÀiÃ«iVÌÛiÞ®°ÊÊVÌÀ>ÃÌ]ÊÌÌ>ÊiÝ«i`ÌÕÀiÊÊ µÕ>ÌÀ>ÊÕi>ÊÃÊÌ iÊÜiÃÌÊvÊÌ iÊwÛiÊVÕÌÀiÃÊ>ÃÊ>Ê
«À«ÀÌÊvÊ *]Ê>`ÊÌ ÃÊVÕÌÀÞÊ>ÃÊ >ÃÊÌ iÊÜiÃÌÊÃ >ÀiÊvÊ`ÃVÀiÌ>ÀÞÊÃ«i`}Ê£°£¯ÊÊÓääx®]Ê
suggesting that there may be scope for both increases in total spending and reallocation of discretionary
spending – i.e. substantial available ﬁscal space.
ÃÊÌÊiÞÊÌ >ÌÊÀi>V>ÌÃÊ>}Ê`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÃÊ} ÌÊv>ÛÕÀÊÃV>Ê«ÀÌiVÌÊiÝ«i`ÌÕÀiÃ¶Ê
Such questions of allocative efﬁciency – the allocation of public expenditures according to government policy
priorities – are inherently political, and analysis by desk review such as this can provide only circumstantial

31

evidence by examining existing expenditure patterns. Table 7 provides an indication of existing priorities in
public spending among the case study countries. This in turn gives an indication as to what ﬁscal space might
be spent on were it to become available. Notably, despite having the lowest proportion of non-discretionary
expenditures among the case study countries, Equatorial Guinea has the lowest public education expenditure
(whether expressed as a percentage of total government expenditure or as a percentage of GDP) and the jointlowest public health expenditure as a percentage of GDP. This raises question marks as to where ﬁscal space
would be allocated here were it to become available. Congo also measures up badly against these indicators,
with only Equatorial Guinea ranked lower against each measure.
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N/A
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18.9
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0.6*
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3.7
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78.2
99.5
94.5
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89.5

Total health
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expenditure
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expenditure on health)
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Private health
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(% GDP) 2004

Public health
expenditure
(% GDP) 2004

Military expenditure (%
GDP) 2005
1.4*
N/A
0.7
1.9
1.5
1.2
1.4

2.5
1.6
6.7
6.6
5.9
5.0
4.7

-ÕÀVi\Ê7À`Ê >Ê7 ]Ê«ÀÊÓään°

Congo, Republic
Equatorial Guinea
Ghana
Mali
Senegal
Region mean
Case studies mean

Public education
expenditure
(% GDP) 2005

Public education
expenditure (%
total government
expenditure) 2005

Table 7: Priorities in public spending: Selected measures of spending composition

Note: *Data for 2003.

The data presented in Table 7 provide a very static picture of public expenditures. The overall trends in
these spending areas are also a very important guide to the use of ﬁscal space. Unfortunately, the data here
>ÀiÊÛiÀÞÊ«>ÌV ÞÊ`ii`°Ê"iÊ«ÀÝÞÊÕÃi`ÊLÞÊÌ iÊÊÊ* ÃÊÃiiÊ-iVÌÊÈ°ÇÊLiÜ®ÊÃÊÌ iÊ«À«ÀÌÊvÊ
¼«À«À½ÊiÝ«i`ÌÕÀi°ÊÌ Õ} ÊÌÊÃÊ`iwi`Ê`vviÀiÌÞÊÊ`vviÀiÌÊVÕÌÀiÃ]ÊÌÃÊVÀiÊV«iÌÃÊÀi>Ê
Ã>À\ÊL>ÃVÊ i>Ì ÊV>Ài]Ê«À>ÀÞÊi`ÕV>Ì]Ê>}ÀVÕÌÕÀi]ÊvÀ>ÃÌÀÕVÌÕÀi]Ê ÕÃ}]ÊL>ÃVÊÃ>Ì>ÌÊ>`Ê6É
AIDS. Available evidence broadly supports the messages in Table 7, suggesting that Ghana has signiﬁcantly
increased the proportion of public expenditures focused on poverty-related areas in recent years, with rises
vÀÊ{°x¯ÊvÊ *Ê>`Ê£Î°¯ÊvÊÌÌ>Ê}ÛiÀiÌÊiÝ«i`ÌÕÀiÊÊÓää£ÊÌÊ>ÊiÃÌ>Ìi`ÊÈ°¯ÊvÊ *Ê>`Ê
Ó{°x¯ÊvÊÌÌ>Ê}ÛiÀiÌÊiÝ«i`ÌÕÀiÊLÞÊÓää{Ê>VVÀ`}ÊÌÊÊiÃÌ>ÌiÃÊ]ÊÓääÇ>®°Ê }Ê >ÃÊ>ÃÊ
>`ÊÃiÊÃÕVViÃÃÊÊÀ>Ã}ÊÌ iÊ«À«ÀÌÊvÊÌÃÊ«À«ÀÊiÝ«i`ÌÕÀiÃ]ÊÜ V ÊVÀi>Ãi`ÊvÀÊ{°ä¯ÊvÊ *Ê
ÊÓääÎÊÌÊ>Ê«Ài>ÀÞÊiÃÌ>ÌiÊvÊÈ°{¯ÊÊÓääÈÊ]ÊÓääÇL®°Ê

6.3 DEBT REDUCTION
Debt service payments reduce available public expenditures. This means not only that some (potentially povertyreducing) expenditures are directly forgone, but also that private investment in the economy is lower, thereby slowing
}ÀÜÌ ÊÀi>ÌÛiÊÌÊ>ÊÜÉâiÀÊ`iLÌÊÃVi>À®]ÊÀi`ÕV}ÊÀiÛiÕiÊ>`ÊÌ ÕÃÊwÃV>ÊÃ«>Vi°Ê iLÌÊV>Ê>ÃÊÀi`ÕViÊwÃV>Ê
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Ã«>ViÊÌ ÀÕ} Ê>Ê¼«ÀÌÊV«ÀiÃÃ½ÊiV >Ã]ÊÜ iÀiLÞÊ}ÛiÀiÌÃÊÀ>ÌÊ«ÀÌÃÊÊÀ`iÀÊÌÊ«ÀÛiÊÌ iÊ
current account balance to generate the trade surpluses needed to service foreign debt (Khan and Knight, 1988).
The negative impact of high debt stocks and the associated high debt service ratios on available ﬁscal space in
low-income countries has prompted a concerted debt relief campaign in recent years. The HIPC initiative is a
V«Ài iÃÛiÊ>««À>V ÊÌÊ`iLÌÊÀi`ÕVÌÊvÀÊ i>ÛÞÊ`iLÌi`Ê«ÀÊVÕÌÀiÃÊ«ÕÀÃÕ}ÊÊ>`Ê7À`Ê >
supported adjustment and reform programmes. It was developed to help poor countries obtain more manageable
debt burdens and to free up funds committed to non-discretionary debt service payments for poverty-reducing
iÝ«i`ÌÕÀiÃ°ÊÊÃi«>À>ÌiÊ`iLÌÊÀiivÊÌ>ÌÛi]ÊÌ iÊ ,]Ê >ÃÊvÜi`ÊÌ ÃÊLÞÊ«ÀÛ`}Ê£ää¯ÊÀiivÊvÊ]Ê7À`Ê
Bank and African Development Fund (ADF) debt to countries reaching HIPC completion point (i.e. fulﬁlling a
ÕLiÀÊvÊ«ÀÀÊV`ÌÃÊÀÊ¼ÌÀ}}iÀÃ½®°ÊÃÊ/>LiÊnÊÕÃÌÀ>ÌiÃ]ÊvÊÌ iÊwÛiÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ]Ê >>]Ê>Ê>`Ê
Senegal have passed the HIPC completion point, Congo has yet to reach completion point and Equatorial Guinea is
not participating in the initiative at all since it is not eligible as a high-income country without an IMF programme.

Table 8: West and Central African countries that have qualiﬁed, are eligible or potentially
eligible and may wish to receive HIPC assistance (as of March 2008)*

Benin
Burkina Faso
Cameroon
The Gambia
Ghana
Mali
Mauritania
Niger
São Tomé and Príncipe
Senegal
Sierra Leone

Interim (between decision and completion point)
Central African Republic
Chad
Congo, Republic
Congo, Democratic Republic
Guinea
Guinea Bissau
Liberia

Pre-decision point
Côte d’Ivoire
Togo

Source: http://www.imf.org/external/np/exr/facts/hipc.htm.

Post-completion point

Ìi\ÊI7Ì ÊÌ iÊÀi}]ÊÞÊ µÕ>ÌÀ>ÊÕi>]Ê>LÊ>`Ê }iÀ>Ê>ÀiÊÌÊV>«ÌÕÀi`Ê iÀi°

}ÕÀiÊ xÊ ÕÃÌÀ>ÌiÃÊ ÀiViÌÊ ÌÀi`ÃÊ Ê iÝÌiÀ>Ê `iLÌÊ ÃÌVÃÊ >}Ê Ì iÊ V>ÃiÊ ÃÌÕ`ÞÊ VÕÌÀiÃÊ iÝ«ÀiÃÃi`Ê >ÃÊ >Ê ¯Ê
of GDP). This illustrates marked reductions in external indebtedness for the countries that have reached HIPC
completion point (and therefore also beneﬁted from MDRI relief), with Ghana reducing its external debt stock from
¯ÊÊÓääÎÊÌÊÓÓ¯ÊÊÓääÈ]Ê>ÊÀi`ÕV}ÊvÀÊä¯ÊÌÊÓä¯Ê>`Ê-ii}>ÊvÀÊÈÇ¯ÊÌÊ£Ç¯°Ê }Ê >ÃÊ>ÃÊ
Ài>Ãi`ÊÃ}wV>ÌÊ«ÀÛiiÌÃ]ÊÀi`ÕV}ÊÌ iÊiÝÌiÀ>Ê`iLÌÊÃÌVÊvÀÊ£nä¯ÊvÊ *ÊÊÓääÓÊÌÊÇn¯ÊÊÓääÈÊ
(although this is still a relatively high level). In addition, Congo is the only country likely to beneﬁt from substantial
debt relief (thereby creating ﬁscal space by reducing debt service payments) in the near future, once it reaches
* ÊV«iÌÊ«Ì]Ê>Ì Õ} Ê«À}ÀiÃÃÊÌÜ>À`ÃÊiiÌ}ÊÌ iÊV`ÌÃÊÀÊ¼ÌÀ}}iÀÃ½Ê >ÃÊLiiÊÛiÀÞÊÃÜ]ÊÜÌ Ê
few triggers fully met as of March 2007; this suggests that completion point may not be reached in the near future
(IMF, 2007b). Meanwhile, Equatorial Guinea has maintained consistently low and declining external debt stocks in
ÀiViÌÊÞi>ÀÃ]ÊÀi`ÕV}ÊvÀÊÎn°Î¯ÊvÊ *ÊÊÓäääÊÌÊ£ä°Ó¯ÊÊÓääÓÊ>`ÊÎ°n¯ÊÊÓääx°
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Figure 5: External debt stock, 2002-2006
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It should also be noted that ofﬁcial debt ﬁgures often do not capture some liabilities that can nonetheless
have a signiﬁcant (typically negative) impact on available ﬁscal space. In particular, the case study countries
may have to make a series of large potential expenditures in the future, known as contingent liabilities. These
>ÀiÊL}>ÌÃÊÌÀ}}iÀi`ÊLÞÊ>Ê`ÃVÀiÌiÊLÕÌÊÕViÀÌ>ÊiÛiÌÊÌÊÜ ÞÊÜÌ ÊÌ iÊ}ÛiÀiÌ½ÃÊVÌÀ°Ê7 iÊ
there is limited coverage of contingent liabilities and they are difﬁcult to value, they can affect both ﬁscal and
debt sustainability through losses that must eventually be absorbed by the budget. Including them in ﬁscal
>>ÞÃÃÊÜÕ`ÊÌ ÕÃÊ}ÛiÊ>ÊLiÌÌiÀÊ«VÌÕÀiÊvÊÌ iÊ¼ÌÀÕi½ÊÕ`iÀÞ}ÊwÃV>Ê«ÃÌ°ÊÊ>]ÊvÀÊiÝ>«i]ÊÌ iÊÃÌ>ÌiÊ
VÌÀi`ÊVÌÌÊV«>ÞÊ  /®Ê«ÃÌi`Ê>Ê«iÀ>Ì}ÊÃÃÊvÊ£°Ç¯ÊvÊ *Ê`ÕÀ}ÊÌ iÊÓää{ÉäxÊÃi>Ã°Ê
/ÊVÛiÀÊÌ iÃiÊÃÃiÃ]ÊÌ iÊ}ÛiÀiÌÊiÌÊÌ iÊ  /Ê£¯ÊvÊ *ÊÊÓääxÊ]ÊÓääÈ>®°ÊÊ>``ÌÊÌÊÌ iÊ
cotton sector, the government of Mali faces ﬁscal risks from pension fund losses and bank recapitalisation.
Similarly, Ghana Airways, the country’s state-owned national airline, ceased operation in 2004 after ﬁve
Þi>ÀÃÊvÊÃÃiÃ]ÊÊ`iLÌÊÌÊÌ iÊÌÕiÊvÊ>LÕÌÊ£°È¯ÊvÊ *°Ê >>ÊÀÜ>ÞÃ½ÊiÝÃÌ}Ê>ÃÊV>ÀÀÞÊÊ}ÛiÀiÌÊ
guarantee, but many of the creditors are other public enterprises, such as the Port and Harbour Authority
and the Civil Aviation Authority. In addition, the government was liable for severance payments to Ghana
Airways’ former employees. A recent study has concluded that the overall ﬁscal deﬁcit in Ghana has shifted
vÀÊ>Ê>ÛiÀ>}iÊvÊÈ°x¯ÊvÊ *Ê`ÕÀ}ÊÌ iÊ«iÀ`ÊÓäääÓää{ÊÌÊÀiÊÌ >Ê¯ÊvÊ *ÊViÊÌ iÃiÊÃÀÌÃÊvÊ
VÌ}iÌÊ>LÌÞÊ>ÀiÊv>VÌÀi`ÊÊ Û>ÕÊ>`Ê9À]ÊÓääÈ®°

6.4Ê 

, - Ê ",,"7 

/ iÀiÊÃÊÊµÕVÊ>`ÊÃ«iÊ¼ÀÕiÊvÊÌ ÕL½ÊÊÜ iÌ iÀÊ>ÊVÕÌÀÞÊ >ÃÊÀÊÌÊVÌÀ>VÌÊ>``Ì>ÊiÝÌiÀ>Ê
debt, not least because the debt levels that a country can sustain are inﬂuenced by the quality of its policies
and institutions. The IMF Debt Sustainability Framework (DSF) therefore assigns different countries differing
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sustainability thresholds (deﬁned as the ratio of debt service payments to exports and debt service to receipts)
depending upon their overall CPIA score. Table 9 provides a very rough indicative guide of how the case study
countries are performing relative to IMF debt sustainability benchmarks.

Overall CPIA
score(2006)*

Congo, Republic
Equatorial Guinea
Ghana
Mali
Senegal

2.8 (weak policy)
N/A
3.9 (strong policy)
3.7 (medium policy)
3.7 (medium policy)

External debt
service, after debt
relief (% exports)**

External debt service,
after debt relief (%
government revenue)**

IMF debt
burden
threshold

Actual
(2005)

IMF debt
burden
threshold

Actual
(2005)

15
15
25
20
20

11.8
0.2
2.4
7.4
11.7

25
25
35
30
30

25.8
14.0
N/A
N/A
15.8

-ÕÀViÃ\Ê,]ÊÓääÈÆÊÊÓääÇV®Ê>`ÊÊÃÌ>vvÊiÃÌ>ÌiÃ°

Table 9: Comparison of case study countries against IMF DSF debt burden thresholds

ÌiÃ\ÊIVVÀ`}ÊÌÊÌ iÊÊ -]Ê>ÊÀ>Ì}ÊvÊÎ°ÇxÊÀÊÀiÊVÃÌÌÕÌiÃÊ¼ÃÌÀ}Ê«VÞ½ÆÊÎ°ÓxÎ°ÇxÊVÌiÃÊ¼i`ÕÊ«VÞ½ÆÊ>`ÊÎ°ÓxÊÀÊiÃÃÊVÀÀiÃ«`ÃÊÌÊ¼Üi>Ê«VÞ½°Ê *ÊÃVÀiÃÊvÀÊÓääÈÊ
are used here: the IMF recommends that DSF analysis actually use a three-year moving average CPIA score to reduce the possibility of annual ﬂuctuations creating undesirable uncertainty
regarding the country’s ﬁnancing terms from IDA. **External debt service ratios do not include domestic debt service ﬁgures. A comprehensive debt sustainability analysis should clearly
include analysis of domestic debt stocks and associated service payments. Comparable data on domestic debt were not available for the case study countries, unfortunately.

Available data suggest that most countries lie within their debt service thresholds, except Congo, which exceeded
the debt service to revenue ratio threshold in 2005. However, the recurrent nature of social protection expenditures
i>ÃÊÌ >ÌÊLÀÀÜ}ÊÌÊw>ViÊÌ iÊÜÕ`ÊÛ>ÌiÊÌ iÊvÀ>Ê¼}`iÊÀÕi½ÊÃÊÜ`iÞÊ>VVi«Ìi`ÊÌ >ÌÊÌÊÃÊvÌiÊ
formally adopted as a ﬁscal rule by governments), which states that governments should borrow only to ﬁnance
investment expenditures, maintaining a balanced recurrent budget21. Further, the very long-term nature of social
protection expenditures means that borrowing is particularly unsustainable as a means of ﬁnancing.

6.5 INCREASED AID
}ÕÀiÊÈÊÃ ÜÃÊÌ iÊiÛÕÌÊvÊ}À>ÌÊ>`Ê>ÃÊ>Ê«À«ÀÌÊvÊ *ÊÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃÊÛiÀÊ£Ç
2008. Figure 7 summarises the (limited) available data on grant aid as a proportion of total government
expenditure in recent years (2001-2005). Ghana has clearly been the most aid dependent in recent years,
ÜÌ Ê}À>ÌÃÊ>ÛiÀ>}}ÊÎ°Ç¯ÊvÊ *Ê£ÇÓään®Ê>`Ê£Ç¯ÊvÊÌÌ>Ê}ÛiÀiÌÊiÝ«i`ÌÕÀiÃÊÊÓääx°Ê>Ê
>`Ê-ii}>Ê>ÀiÊ>ÃÊÀi>ÌÊÊ}À>ÌÃ]Ê>Ì Õ} ÊÌÊ>ÊiÃÃiÀÊ`i}ÀiiÊÌ >Ê >>]ÊÜÌ Ê>`Ê>ÛiÀ>}}Ê£°n¯Ê>`Ê
£°¯ÊvÊ *Ê£ÇÓään®]ÊÀiÃ«iVÌÛiÞÊV«>Ài`ÊÜÌ Ê>ÊÃÕL-> >À>Ê>ÛiÀ>}iÊvÊä°¯®]Ê>`Ê£È¯Ê>`ÊÇ¯Ê
of total expenditure in 2005. As oil-producing countries, Congo and Equatorial Guinea are almost entirely
independent of external grants for ﬁnancing ﬁscal space, and are not likely to receive substantial additional
grants in the near future (setting aside potential debt relief for Congo discussed above).
21 Equatorial Guinea reportedly operates a similar rule, whereby recurrent expenditures are limited to non-oil revenues and capital expenditure is ﬁnanced from

ÊÀiÛiÕi]Ê>Ì Õ} ÊÌÊ >ÃÊÌÊÞiÌÊLiiÊvÕÞÊ«iiÌi`Ê]ÊÓääÈV®°
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Figure 6: Ofﬁcial grants, 1997-2008
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Figure 7: Ofﬁcial grants, 2001-2005
25

15

10
Source: IMF staff estimates.

¯ÊvÊÌÌ>Ê}ÛiÀiÌÊiÝ«i`ÌÕÀi

20

5

0
2001

2002
Congo, Republic

36

FISCAL SPACE FOR STRENGTHENED SOCIAL PROTECTION

2003
Equatorial Guinea

2004
Ghana

2005
Mali

Senegal

The most heavily aid-dependent countries in sub-Saharan Africa have much higher proportions of their
LÕ`}iÌÃÊw>Vi`ÊLÞÊ}À>ÌÃÊâ>LµÕiÊÀiViÛi`Ê>Ê>ÛiÀ>}iÊvÊÈ¯Ê>`Ê,Ü>`>Ê£ä¯ÊvÊ *ÊvÀÊ£ÇÊ
ÌÊ Óään]Ê >VVÀ`}Ê ÌÊ ,, "Ê `>Ì>®°Ê 7 ÞÊ ÌÊ Ã«ÞÊ ÀiÞÊ Ê >``Ì>Ê }À>ÌÊ >`Ê ÌÊ w>ViÊ wÃV>Ê Ã«>ViÊ
vÀÊÃV>Ê«ÀÌiVÌÊÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ¶ÊÊ«À>ÀÞÊÀi>ÃÊÌÊÌÊvÜÊÌ ÃÊVÕÀÃiÊÃÊÌ >ÌÊÃ«ÞÊ
increasing aid commitments, even via highly fungible aid modalities such as general budget support, is not
>iÊÃÕvwViÌÊÌÊVÀi>ÌiÊwÃV>ÊÃ«>Vi°Ê/ ÃÊÃÊLiV>ÕÃiÊ¼}ÛiÀiÌÃÊii`ÊÌÊLiiÛiÊÌ >ÌÊ`ÀÃÊÜÊVÀi>ÃiÊ
aid and maintain it at the higher level before they will assume it in their expenditure plans’ (Foster, 2005). In
Ài>ÌÞ]ÊviÜÊ`ÀÃÊ>ÀiÊ>LiÊÌÊvviÀÊ>`ÊVÌiÌÃÊÛiÀÊ>ÊÌiÊ ÀâÊvÊÀiÊÌ >ÊÌÜÊÀÊÌ ÀiiÊÞi>ÀÃÊ
and are often constrained by the length of their own domestic political cycles. Even then, they often reserve
the right to reduce or withhold disbursements if performance conditions or underlying governance criteria are
ÌÊiÌ°Ê7 iÊÌ ÃÊ>ÞÊ>VÌÊ>ÃÊ>Êi>ÃÊvÊViÌÛÃ}Ê}ÛiÀiÌÃÊÌÊ«iiÌÊ«>ÀÌVÕ>ÀÊÀivÀÃ]ÊÌÊÃÊ>Ê
poor basis on which to base the long-term ﬁnancing of social protection provision which, once provided, will
become a steady and very long-term obligation for governments. This is in contrast with the high volatility of
 >>½ÃÊ ÃÌÀV>Ê}À>ÌÊw>V}Ê>ÃÊÕÃÌÀ>Ìi`ÊÊ}ÕÀiÊÈ®°
As a result of the costs of unpredictable grant aid, ministries of ﬁnance typically ensure that total revenues
are greater than or equal to recurrent expenditures (see Figure 8). This means that aid is used to ﬁnance
investment expenditures and any shortfalls owing to unpredictability result in deferral of investment
projects rather than a failure to pay wages and salaries or meet debt service obligations. Failure to meet
recurrent spending commitments has high political costs. Recurrent expenditures (including social protection
programmes) are primarily ﬁnanced by domestic revenues.

Figure 8: Total revenues and recurrent expenditures, average for 2003/04-2005/06
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6.6 SEIGNORAGE
Seignorage is the revenue generated by money creation, in that those who hold currency or similar domestic
claims on the central bank are giving an interest-free loan to the bank. This is transferred to the government as
central bank proﬁts (or dividends) or below-market rate loans. Total seignorage earnings have typically been
ÊÌ iÊÀ>}iÊvÊ££°x¯ÊvÊ *ÊvÀÊÜViÊVÕÌÀiÃÊÌÊiÝ«iÀiV}ÊÛiÀÞÊÀ>«`Êy>ÌÊ  ]ÊÓääÇ®°Ê
The revenue generated through seignorage depends upon the degree of monetisation of the economy. That
Ã]ÊÌ iÊÃâiÊvÊÌ iÊiÞÊÃÌVÊ`iÌiÀiÃÊÌ iÊÃâiÊvÊÌ iÊ¼ÌiÀiÃÌvÀiiÊ>½ÊÌ >ÌÊÌ iÊ}ÛiÀiÌÊÀiViÛiÃ°ÊÊ
relatively low degree of monetisation (usually reﬂecting the large share of the subsistence economy) implies
limited scope for ﬁnancing additional spending by printing money (Heller, 2005). The stock of broad money
(M2) as a proportion of GDP therefore provides an indication as to how much seignorage revenue might be
available to the government (see Figure 9).

Figure 9: Broad money (money and quasi money or M2), 1997-2008
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ÀÊvÀÊwÃV>ÊÃ«>ViÊVÀi>ÌÊÌ ÀÕ} ÊÃi}À>}i°Ê/ iÊÃÌVÊvÊLÀ>`ÊiÞÊ >ÃÊÀÃiÊÌÊÛiÀÊÎä¯ÊÊ >>]Ê
Mali and Senegal, suggesting a more highly monetised group of economies, where scope for printing money
may be greater. However, it is also important to take into account inﬂation rates (Figure 10) because printing
money in order to pay for government services creates inﬂationary pressure.
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Figure 10: Inﬂation, 1995-2007
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ÀiÛiÀ]Ê Ì iÊ y>ÌÊ }iiÀ>Ìi`Ê LÞÊ Ãi}À>}iÊ ÃÊ ¼Ài}ÀiÃÃÛi½Ê qÊ °i°Ê ÌÊ ÜÀÃiÃÊ ViÊ `ÃÌÀLÕÌ]Ê
ÕÀÌ}Ê «ÀÊ }ÀÕ«ÃÊ Ài>ÌÛiÊ ÌÊ Üi>Ì iÀÊ iÃÊ  ÀÕÊ iÌÊ >°]Ê ÓääÈ®°Ê y>ÌÊ >ÃÊ ÃÌÀV>ÞÊ LiiÊ ÛiÀÞÊ
} ÊÊ >>ÆÊ>Ì Õ} ÊÌÊ >ÃÊLiiÊÀi`ÕVi`ÊÊÀiViÌÊÞi>ÀÃ]ÊÌÊÃÌÊÀi>ÃÊ>ÌÊ>ÊÀ>ÌiÊvÊ>ÀÕ`Ê£ä¯Ê«iÀÊ
year, suggesting that seignorage ﬁnancing is highly inadvisable. Inﬂation levels are more manageable in
Congo, Equatorial Guinea, Mali and Senegal, but institutional factors (namely the degree of government
discretion over monetary policy) limit the scope for the use of seignorage to create ﬁscal space in these
VÕÌÀiÃ\ÊÌ iÊiÌ>ÀÞÊ>ÀÀ>}iiÌÃÊÊ  Ê>`Ê7 1ÊÃiÛiÀiÞÊVÃÌÀ>ÊÃV«iÊvÀÊÃi}À>}iÊ
ÊvÀ>VÊâiÊVÕÌÀiÃÊ]ÊÓääÈL®°Ê"ÛiÀ>]ÊÌÊÃÊÌÊ>`ÛÃ>LiÊÌÊÕÃiÊÃi}À>}iÊ>ÃÊ>Êi>ÃÊvÊVÀi>Ì}Ê
wÃV>Ê Ã«>Vi°Ê Ê «>ÀÌVÕ>À]Ê `>Ê >`Ê iÛ>Ê Óääx®Ê `iÌvÞÊ >Ê ¼Ì ÀiÃ `½Ê ivviVÌÊ LiÞ`Ê Ü V Ê } iÀÊ
seignorage tends to have a negative effect on the true driver of ﬁscal space, economic growth, at about
£°Óx¯ÊvÊ *°

6.7

PROSPECTS FOR FISCAL MANAGEMENT

Securing ﬁscal space is only part of the story. As discussed, it is also important to ensure that it is put to
good use. Countries with relatively strong institutional environments (as measured by CPIA scores) and in
particular with strong PEM systems are more likely to have the safeguards and management procedures in
place to ensure that funds are spent efﬁciently and effectively. Efﬁciency can be understood both in allocative
terms (the extent to which budget outturns reﬂect national policy priorities) and in operational terms (the
extent to which outputs are maximised or unit costs minimised for a given input).
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Under the HIPC initiative, a number of PEM indicators and benchmarks were devised to measure progress
of eligible countries in strengthening PEM systems. The 15 HIPC PEM indicators are arranged into four
groups corresponding to successive stages of the budget cycle: formulation (seven indicators); execution
(four indicators); reporting (four indicators); and procurement (one indicator, introduced in 2004) 22. Scores
À>}iÊvÀÊ¼½Ê } iÃÌ®ÊÌÊ¼ ½ÊÜiÃÌ®°ÊÀÊi>V Ê`V>ÌÀ]Ê>ÊLiV >ÀÊÀÊ>ÊÃÌ>`>À`ÊÃÊ>ÃÊ`iwi`ÆÊ
country results are reported on the number of benchmarks met 23. Table 10 illustrates the number of
benchmarks met among the HIPC completion point countries (Ghana, Mali and Senegal). The data suggest
that overall PEM in Ghana has improved markedly in recent years, and that all three countries are at similar
levels in terms of PEM system progress, having met around half of the PEM benchmarks.

2001

2004

2006

Ghana

1

4

7

Mali

7

7

6

Senegal

4

7

N/A

-ÕÀVi\Ê`iÊ,iâÊ>`Ê
Dorotinsky (2007).

Table 10: PEM performance (number of benchmarks met out of 15)

Ìi\ÊI >Ì>ÊvÀÊÓää£Ê>`ÊÓää{ÊL>Ãi`ÊÕ«Ê7À`Ê >Ê>`ÊÊ* Ê>ÃÃiÃÃiÌÆÊ`>Ì>ÊvÀÊÓääÈÊVÀÀiÃ«`ÊÌÊÃÌÊÀiViÌÊ«ÕLVÊiÝ«i`ÌÕÀiÊ>`Êw>V>Ê>VVÕÌ>LÌÞÊ* ®Ê
assessment. No PEM assessments were available for Congo and Equatorial Guinea.

The CPIA, released publicly for the ﬁrst time for 2005, rates each IDA country’s present policy and
institutional framework for fostering poverty reduction, sustainable growth and ability to effectively use
`iÛi«iÌÊ>ÃÃÃÌ>ViÊÊ>ÊÃV>iÊvÊ£ÊÜi>iÃÌ®ÊÌÊÈÊÃÌÀ}iÃÌ®24. The system has evolved over time
>`Ê ÜÊ V«ÀÃiÃÊ £ÈÊ VÀÌiÀ>Ê }ÀÕ«i`Ê Ê vÕÀÊ iµÕ>ÞÊ Üi} Ìi`Ê VÕÃÌiÀÃ\Ê ®Ê iVVÊ >>}iiÌÆÊ
(ii) structural policies; (iii) policies for social inclusion and equity; and (iv) public sector management and
institutions. Table 11 provides a selection of key CPIA indicators for PEM. The overall CPIA score (right-hand
column) gives a rough indication of overall institutional quality, with Ghana scoring highest (3.9), followed
by Mali and Senegal (both at 3.7) and Congo (2.8). Equatorial Guinea is not classed as an IDA country and
therefore does not have a CPIA score. Ghana also scores highly on individual measures that are important
to the creation and use of ﬁscal space: ﬁscal policy (4.5); debt policy (4.0); equity of public resource use
(4.0); quality of budget and ﬁnancial management (4.0); and efﬁciency of revenue mobilisation (4.5). Mali
>`Ê -ii}>Ê >ÃÊ «iÀvÀÊ Ài>ÌÛiÞÊ ÃÌÀ}ÞÊ Ê Ì iÃiÊ i>ÃÕÀiÃÊ >`Ê >Ê Ì ÀiiÊ >ÀiÊ >LÛiÊ Ì iÊ 7iÃÌÊ >`Ê
Central Africa mean on these measures.

22Ê/ iÊ£ÈÌ Ê* Ê* Ê`V>ÌÀÊÜ>ÃÊÌÀ`ÕVi`ÊÊÓää{]ÊLÕÌÊ«iÀvÀ>ViÊ>}>ÃÌÊÌ ÃÊÃÊÌÊÀiyiVÌi`ÊÊ/>LiÊ£äÊÊÀ`iÀÊÌÊ>Ì>Ê>Ê`i}ÀiiÊvÊV«>À>LÌÞÊ

with 2001.
23ÊÀÊÀiÊ`iÌ>i`ÊVÕÌÀÞÊÃVÀiÃÊ>}>ÃÌÊ`Û`Õ>Ê`V>ÌÀÃ]ÊÃiiÊ`iÊ,iâÊ>`Ê ÀÌÃÞÊÓääÇ®°
24Ê i}LiÊVÕÌÀiÃÊ >`Ê>Ê«iÀÊV>«Ì>ÊViÊÊÓääÈÊvÊiÃÃÊÌ >Ê1-f£äÈxÊ>`Ê>VÊÌ iÊw>V>Ê>LÌÞÊÌÊLÀÀÜÊvÀÊÌ iÊÌiÀ>Ì>Ê >ÊvÀÊ

Reconstruction and Development (IBRD). The six point CPIA ratings scale is as follows: 1 Unsatisfactory for an extended period; 2 Unsatisfactory; 3
`iÀ>ÌiÞÊ1Ã>ÌÃv>VÌÀÞÆÊ{Ê`iÀ>ÌiÞÊ->ÌÃv>VÌÀÞÆÊxÊ`ÆÊÈÊ`ÊvÀÊ>ÊiÝÌi`i`Ê«iÀ`°
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Fiscal policy

Debt policy

Equity of public
resource use

Social protection
and labour

Quality of budget and
ﬁnancial management

Efﬁciency of revenue
mobilisation

Quality of public
administration

Transparency
accountability
and corruption in
public sector

IRAI

3.5

2.5

2.5

2.5

2.5

3.0

3.0

2.5

2.5

2.8

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

Ghana

4.0

4.5

4.0

4.0

3.5

4.0

4.5

3.5

4.0

3.9

Mali

4.5

4.0

4.5

3.5

3.5

3.5

4.0

3.0

3.5

3.7

Senegal

4.0

4.0

4.0

3.5

3.0

3.5

4.5

3.5

3.0

3.7

Regional mean

3.5

3.4

3.0

3.1

2.9

3.0

3.3

2.9

2.8

3.1

Case studies mean

4.0

3.8

3.8

3.4

3.1

3.5

4.0

3.1

3.3

3.5

Congo, Republic
Equatorial Guinea

-ÕÀVi\Ê,]ÊÓääÈ°

Macroeconomic
management

Table 11: Ofﬁcial grants, 2001-2005

CPIA scores suggest that PEM systems are weak in Congo. This is corroborated by other sources, such as
>ÊÀiViÌÊÊÀÌViÊ6ÊÃÃ]ÊÜ V ÊÃÌÀiÃÃi`ÊÌ iÊÜi>ÊVÀi`LÌÞÊvÊÌ iÊLÕ`}iÌ]Ê`vwVÕÌiÃÊÊ>>}}Ê
oil revenues in a transparent fashion and the need for a strengthened medium-term ﬁscal strategy. The lack
of a transparent budget classiﬁcation in particular hampers the monitoring of public expenditures, thereby
undermining efforts to improve expenditure quality (IMF, 2007e). CPIA scores have not been compiled for
Equatorial Guinea, but reports suggest that PEM systems are also relatively weak which, together with
crippling capacity constraints, helps to explain why the government has found it difﬁcult to channel oil
wealth to priority social areas. As with Congo, there are also difﬁculties in the transparent management of oil
revenues and problems with the credibility of the budget: current expenditure consistently exceeds non-oil
revenue (contrary to the government´s own ﬁscal rule) and there are severe overruns on capital expenditures
relative to the budget. These problems raise doubts about the ability of the current budget process as a
i>ÃÊvÊ`iÛi«}Ê>`ÊiÝiVÕÌ}ÊwÃV>Ê«VÞÊ]ÊÓääÈL®°Ê
As well as considering the overall prospects for ﬁscal management, it also makes sense to look more
speciﬁcally at the quality of public sector management in social protection. The CPIA ratings include a
composite indicator of government policies in the area of social protection and labour market regulation which
rate how far government policies and programmes are in place which: (i) are designed to protect chronically
poor and vulnerable, including the elderly; (ii) protect basic labour standards; (iii) work toward the elimination
of harmful child labour; (iv) promote reduction of discrimination in the labour market; and (v) support the poor
communities’ own development initiatives. The case study countries’ scores on this measure broadly mirror
the pattern of scores for PEM systems: Ghana and Mali score highest (3.5); Senegal scores 3.0; and Congo
is weakest at 2.5.
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The overall observation that Ghana has relatively high-quality public sector institutions, with Senegal and Mali
VÃiÊLi `Ê>`Ê }Ê>`Ê µÕ>ÌÀ>ÊÕi>Êv>À}ÊÕV ÊÜÀÃi]ÊÃÊLÀiÊÕÌÊLÞÊÌ iÊ7À`Ê >½ÃÊ>}}Ài}>ÌiÊ
governance indicators on government effectiveness – a series that includes data for Equatorial Guinea. The
evolution of country scores against the government effectiveness indicator is illustrated in Figure 11 below.

Figure 11: Government effectiveness scores, 1996-2005
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Note: The government effectiveness indicator is measured in units ranging from about -2.5 to 2.5, with higher values corresponding to better governance outcomes.

6.8 DURABILITY OF MACROECONOMIC
Ê
 Ê- Ê, 7",
A second factor to take into account when examining the available ﬁscal space is the ability of the macroeconomic
framework to withstand signiﬁcant increases in demand pressures. Although space does not permit an in-depth
assessment of this in all ﬁve case study countries, we follow Heller (2005) in examining two possible channels:
®ÊÜ iÌ iÀÊÌ iÀiÊÃÊÀÊÌÊ>ÜÊ>Ê i>Ì ÞÊ}ÀÜÌ ÊÊVÀi`ÌÊÌÊÌ iÊ«ÀÛ>ÌiÊÃiVÌÀÆÊ>`Ê®ÊÌ iÊÃâiÊvÊÌ iÊVÕÀÀiÌÊ
account deﬁcit. On the ﬁrst of these channels, we seek to establish whether ﬁscal space can be created without
adversely affecting borrowing by the private sector. The risk is that the additional public spending (unless it all
went into imports) would increase liquidity in the economy, which would need to be sterilised by the central
bank in order to avoid higher inﬂation. This may in turn push up the level of interest rates and therefore crowd
out borrowing from the private sector, which would undermine investment, a key driver of economic growth.
7iÊÌ iÀivÀiÊiÝ>iÊÌ iÊiÛiÃÊvÊVÀi`ÌÊÌÊÌ iÊ«ÀÛ>ÌiÊÃiVÌÀÊ>ÃÊ>Ê«À«ÀÌÊvÊ *ÊÃiiÊ}ÕÀiÊ£Ó®°
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Figure 12: Credit to the private sector, 1990-2006
35
30
25

-ÕÀVi\Ê7À`Ê >Ê7 ]Ê«ÀÊÓään°

¯ÊvÊ *

20
15
10
5
0
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Congo, Republic

Equatorial Guinea

Ghana

Mali

Senegal

As in many preceding ﬁgures, the ﬁve case study countries can be divided into two broad groups here: the
two oil-producing economies and the three more aid-dependent non-oil economies. Credit to the private
sector as a proportion of GDP has risen steadily since the mid-1990s in Ghana, Mali and Senegal, whereas
it has stagnated in Congo and Equatorial Guinea owing to the combination of a small non-oil private sector
and high GDP. In Equatorial Guinea, this is mainly attributable to high GDP – in absolute terms, domestic
credit to the private sector has actually expanded, particularly for services and construction activities (IMF,
ÓääÈL®°Ê }]Ê ÜiÛiÀ]Ê >ÃÊ >Ê Ài>ÌÛiÞÊ Õ`iÀ`iÛi«i`Ê w>V>Ê ÃiVÌÀÊ V«>Ài`Ê ÜÌ Ê Ì iÀÊ VÕÌÀiÃÊ
ÊÌ iÊ  ÊÀi}°Ê7 iÊÊV«>iÃÊ>ÀiÊiÞÊÌÊLiÊÀ>Ã}ÊVÀi`ÌÊÊÌiÀ>Ì>Ê>ÀiÌÃ]Ê`iÃÌVÊ
companies in the non-oil economy are hampered by limited lending opportunities, the high cost of credit and
legal and institutional constraints in recovering collateral (IMF, 2007h).
The second channel by which increased public expenditures may undermine the macroeconomic framework
is the current account deﬁcit. The theory is that a high level would exacerbate these countries’ external
vulnerability. Here, the pattern in levels of credit to the private sector is reversed, with the oil-producing
economies (Congo and Equatorial Guinea) experiencing current account surpluses, whereas Ghana, Mali
and Senegal have all had running deﬁcits in recent years, even when we include grants in the calculation
(excluding grants makes the picture even worse for these three countries). Equatorial Guinea in particular has
>`iÊ`À>>ÌVÊ«ÀÛiiÌÃÊÊÌÃÊVÕÀÀiÌÊ>VVÕÌÊL>>ViÊÛiÀÊÌ iÊ«iÀ`Ê£ÇÓään]Ê}}ÊvÀÊÓÇ¯Ê
ÌÊ³Î¯ÊvÊ *°Ê"ÊÌ iÊÌ iÀÊ >`]ÊVÕÀÀiÌÊ>VVÕÌÊL>>ViÃÊÊ }Ê>`Ê µÕ>ÌÀ>ÊÕi>Ê >ÛiÊLiiÊ
considerably more volatile than in the other three countries, suggesting that the authorities have struggled to
maintain macroeconomic stability. After the oil-producing countries, Mali has the strongest current account
balance, helped by higher gold production and prices in recent years (projected to continue in the medium
term) (see Figure 13).
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Figure 13: Current account deﬁcit including grants, 1990-2005
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Figure 14: Overall ﬁscal balance, excluding grants, 1997-2008
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An important indicator of the long-term ﬁscal sustainability of overall expenditure levels in the three aiddependent case study countries (Ghana, Mali and Senegal) is the overall ﬁscal balance excluding grants.
}ÕÀiÊ£{ÊÕÃÌÀ>ÌiÃÊ ÜÊÌ ÃÊ`V>ÌÀÊ >ÃÊiÛÛi`ÊÛiÀÊÌ iÊ«iÀ`Ê£ÇÓään°Ê7 iÊÃÌÀ}ÊÊÀiÛiÕiÃÊÊ
Congo and Equatorial Guinea ensure that this measure has realised strong surpluses, the important thing
ÌÊÌiÊÃÊÌ >ÌÊ >>]Ê>Ê>`Ê-ii}>Ê >ÛiÊ>Ê«iÀ>Ìi`ÊÛiÀ>ÊwÃV>Ê`iwVÌÃÊLivÀiÊ}À>ÌÃÊvÊÛiÀÊx¯ÊvÊ
GDP in recent years. This illustrates the severe structural challenge to creating ﬁscal space over the very
long term, especially if countries’ dependence on grant aid is to be reduced.
ÕÀÌ iÀ]ÊÌ iÊÛiÀ>ÊwÃV>Ê`iwVÌÊVÕ`}Ê}À>ÌÃÊvÀÊÌ iÃiÊVÕÌÀiÃÊÃÊ>ÃÊÛiÀÊÎ¯ÊvÊ *ÊiÃÌ>Ìi`Ê>ÌÊ
È°¯ÊÊ >>]ÊÎ°n¯ÊÊ>Ê>`Ê{°{¯ÊvÊ *ÊÊ-ii}>ÊÊÓääÈ]Ê>VVÀ`}ÊÌÊ,, "Ê`>Ì>®°Ê/ ÃÊ
suggests that scope for additional expenditures within these countries, and in Ghana in particular (recent
hydrocarbon discoveries notwithstanding), is severely constrained.
For the two oil-producing countries that are heavily reliant on oil revenues to ﬁnance expenditures (Congo
and Equatorial Guinea), a more important measure of long-term ﬁscal sustainability is provided by the nonoil primary deﬁcit, which can be compared with a benchmark such as the permanently sustainable non-oil
primary deﬁcit to give a measure of its sustainability (see Box 1 for a discussion of this concept)25°ÊÊÓääÈ]Ê
the non-oil primary deﬁcits in Congo and Equatorial Guinea, expressed as a proportion of non-oil GDP,
ÃÌ`Ê>ÌÊ{Ç°n¯Ê>`Ê£{Î°{¯ÊvÊ *]ÊÀiÃ«iVÌÛiÞ°Ê
By comparison, even using optimistic assumptions regarding the extent of exploration of proven and
possible oil and gas reserves, permanently sustainable non-oil primary deﬁcits in Congo and Equatorial
Õi>Ê >ÀiÊ iÃÌ>Ìi`Ê >ÌÊ În¯Ê >`Ê ÎÓ¯]Ê ÀiÃ«iVÌÛiÞÓÈ. This suggests the need for a signiﬁcant ﬁscal
adjustment in these countries in the long term, or, alternatively, the sorts of high-quality public investments
that can grow the non-oil economy so as to generate future revenues. Otherwise, they will not be able to
maintain current levels of public expenditure indeﬁnitely without substantial growth in the non-oil economy
(Olters, 2007).

25Ê-iiÊ>ÃÊÌ iÊ}ÃÃ>ÀÞÊvÊÃiiVÌi`ÊÌiÀÃÊLiÜ]ÊÜ V Ê«ÀÛ`iÃÊÀiÊ`iÌ>i`Ê`iwÌÃÊvÊ¼wÃV>ÊL>>Vi½Ê>`Ê>ÃÃV>Ìi`ÊÌiÀÃÊi°}°Ê«À>ÀÞÊiÝ«i`ÌÕÀi®Ê

used in this section.
ÓÈ Based on a calculation that assumes the exploration of all proven oil reserves, half of probable oil reserves, half of all proven gas reserves and a quarter of all

«ÃÃLiÊ}>ÃÊÀiÃiÀÛiÃÊÌ}iÌ iÀÊÜÌ Ê>Êw>V>ÊÀ>ÌiÊvÊÀiÌÕÀÊvÊÎ°Ó¯ÊÃiiÊ"ÌiÀÃ]ÊÓääÇ®°Ê
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Box 1: Fiscal sustainability in oil-producing countries’ oil wealth management
The large reliance on oil revenues highlighted

expenditures (and expressed as a proportion of

in Table 5, the high volatility of oil prices and the

non-oil GDP). It excludes oil income on the grounds

exhaustible nature of oil reserves oblige oil-

that this is more like ﬁnancing than revenue. But

producing countries to be particularly prudent in the

how do we interpret these ﬁgures – i.e. what level

design of ﬁscal policy. Clearly, the consumption of oil

of non-oil primary deﬁcit is consistent with ﬁscal

and associated revenues cannot continue indeﬁnitely

ÃÕÃÌ>>LÌÞ¶Ê

and ﬁscal strategy should therefore identify
mechanisms to transform exhaustible resources into

One approach advocated by the IMF is to compare

other forms of revenue-generating wealth, such as

non-oil primary deﬁcits with a ﬁscal benchmark

physical infrastructure, ﬁnancial assets and human

based on the prudent management of oil wealth.

capital (social protection is seen as a key means

The sustainable non-oil deﬁcit is determined by

of promoting investment in the latter by the poor).

government wealth (including the present discounted

However, although ensuring a sustainable path for

value of oil revenues), rather than by the ﬂow of

ﬁscal policy is a high priority, the political and social

oil revenue. The idea is that governments should

costs associated with such an adjustment create

accumulate assets (wealth) in order to sustain

incentives to delay it.

the non-oil deﬁcit once oil reserves have been
exhausted. This requires the accumulation of enough

Experience in Congo illustrates the costs of poor

assets for the return on those assets to ﬁnance

ﬁscal management of oil revenues. Congo’s lack of

the non-oil deﬁcit once oil reserves are exhausted

a strategy to manage ﬁscal oil revenue in the 1980s,

(Barnett and Ossowski, 2003). Put more formally, the

including considerations to preserve the nation’s

permanently sustainable non-oil primary deﬁcit is the

oil wealth, resulted in unsustainable growth and

primary deﬁcit that could be sustained indeﬁnitely

an eventual sharp decline in living standards. Even

if spending were set on a constant path equal to

though Congo’s human development index is higher

the expected annuity value of oil wealth and non-oil

than the average for sub-Saharan Africa, it has been

revenue (Olters, 2007).

falling steadily since 1985 (Carcillo et al., 2007).
This indicator should not represent a formal ﬁscal
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To this end, policymakers and other key stakeholders

target, not least because it does not capture growth

(parliament, civil society, etc.) could beneﬁt from

feedback effects: public investment today can

a clear indicator to help to distinguish between

stimulate economic growth, increasing government

forward-looking policies and those that address only

revenues and improving the sustainability of a given

immediate demands. One indicator (rarely seen in

expenditure path. However, it could usefully be used

national budget documents of oil-producing states)

to guide debate as to the long-term sustainability of

that might be used to do this is the non-oil primary

current ﬁscal policy, helping to inform investment

deﬁcit. This is deﬁned as the difference between

and spending decisions and focusing attention on the

non-oil revenues, including grants, and total primary

quality of public investment.

FISCAL SPACE FOR STRENGTHENED SOCIAL PROTECTION

The low scores on government effectiveness measures for both Congo and Equatorial Guinea
} } Ìi`ÊÊ-iVÌÊÈ°ÇÊÃÕ}}iÃÌÊÌ iÀiÊ>ÀiÊÃiÛiÀiÊÃÌÌÕÌ>ÊVÃÌÀ>ÌÃÊÌ >ÌÊii`ÊÌÊLiÊÛiÀViÊvÊ
this challenge is to be met. One important element of any strategy to do so would be to pursue efforts
to put in place locally appropriate institutions to support the sustainable and transparent management
of oil wealth (see Box 2).

Box 2: Oil wealth management 27
Oil-producing states have established a number

other countries: for example, in Norway, a variable

of special institutional arrangements to manage

proportion of each year’s net oil-tax revenue is

oil wealth, such as oil funds and ﬁscal rules. The

transferred from the Norwegian Petroleum Fund to

creation of oil funds is a particularly common

the government’s budget (Toto Same, 2008).

measure, which seeks to address three objectives:
(i) macroeconomic stabilisation (smoothing

Important good practice principles from Norway’s

government expenditure in the face of volatile oil

oil fund include: (i) making all decisions on spending

revenues); (ii) ﬁnancial saving of oil wealth; and (iii)

and the ﬁscal policy stance within the budget

enhanced transparency.

process; and (ii) using stringent transparency and
accountability provisions to govern the fund. Of

The Equatorial Guinea authorities have recently

course, the institutional solutions that work in

created a Fund for Future Generations (FFG) and

wealthy Organisation for Economic Co-operation

committed to allocating 0.5% of oil revenues into

and Development (OECD) democracies cannot be

the dedicated fund held at the regional central bank

directly transplanted into low-income countries

(BEAC). Early indications are that the FFG is explicitly

with challenging governance environments and

captured in the ﬁnancing component of budget

weak capacity (see Schick, 1998b, for example).

documentation and that the revenue share rule has

Nonetheless, Equatorial Guinea could improve

been adhered to in the recent years. The Equatorial

the transparency and accountability of its oil

Guinea government also has a ﬁscal rule that current

wealth management by adhering to the Extractive

expenditures are to be funded only from non-oil

Industries Transparency Initiative (EITI). Equatorial

revenues. However, this rule has not been effectively

Guinea obtained Candidate status from the EITI

observed in recent years, and current expenditure

Board in early 2008 and now has until March 2010

in the 2005 budget exceeded non-oil revenue by

to meet the validation criteria that will provide the

more than 40%, the shortfall being met through oil

status of an EITI Compliant country (see EITI, 2006,

proceeds. This de facto practice is formalised in

for more details).

27 See IMF (2007f) for a more detailed discussion of the role of ﬁscal institutions in managing the oil revenue boom.

47

7. SUMMARY OF POTENTIAL FISCAL
SPACE IN CASE STUDY COUNTRIES
/ ÃÊÃiVÌÊ`À>ÜÃÊÌ}iÌ iÀÊÌ iÊ>>ÞÃÃÊ«ÀiÃiÌi`ÊÊ-iVÌÃÊxÊ>`ÊÈÊÊÀ`iÀÊÌÊÃÕ>ÀÃiÊÌ iÊÃÌÕ>ÌÊ
with regard to potential ﬁscal space in each of the ﬁve case study countries. This should be read in conjunction
with Annex 1, which presents summary data for each country against each of the dimensions of ﬁscal space
creation and use identiﬁed in Table 1. It should also be noted that these ﬁndings are indicative only – the more
`iÌ>i`ÊVÕÌÀÞÊV>ÃiÊÃÌÕ`iÃÊ«ÀÛ`iÊÀiÊ`i«Ì ÊÃÌÌÕÌ>Ê>`Ê«ÌV>Ê`iÌ>ÊiÃÊ>`Ê6>À]ÊÓääÆÊ
iÃÊiÌÊ>°]ÊÓääÆÊ*iÀiâiÌÊ>`Ê >]ÊÓääÆÊ*iÀiâiÌÊ>`Ê>]ÊÓääÆÊ6>ÀÊ>`Ê>ÃÃ]ÊÓää®°

7.1

CONGO

Headline ﬁgures suggest that Congo shows signiﬁcant potential ﬁscal space. It has seen sustained economic
}ÀÜÌ Ê>ÃÊ>ÊÀiÃÕÌÊvÊ>ÊÊL]Ê>ÛiÀ>}}Ê{°£¯ÊÀi>Ê}ÀÜÌ ÊÛiÀÊÌ iÊ«iÀ`ÊÓäääÓääÇ°Ê,iÛiÕiÊ}ÀÜÌ Ê
VÕ`}ÊÊÀiÛiÕi®Ê >ÃÊ>ÃÊLiiÊÃÌÀ}]Ê>ÛiÀ>}}ÊÓ£°Ç¯ÊÛiÀÊÌ iÊ«iÀ`ÊÓääÓÓääx]ÊÜÌ Ê>ÊÀi>ÌÛiÞÊ
ÜÊÊÌ>ÝÊÌÊ *ÊÀ>ÌÊvÊx°Î¯ÊÊÓääx°Ê/Ì>ÊiÝ«i`ÌÕÀiÊ>ÛiÀ>}i`ÊÎä°È¯ÊvÊ *ÊÛiÀÊÌ iÊ«iÀ`Ê
1997-2008, although this has fallen in recent years and in 2008 was projected to be the lowest of the ﬁve
V>ÃiÊ ÃÌÕ`ÞÊ VÕÌÀiÃ]Ê >ÌÊ ÓÓ°Ç¯Ê vÊ  *°Ê Ê Óääx]Ê `ÃVÀiÌ>ÀÞÊ iÝ«i`ÌÕÀiÃÊ ÜiÀiÊ Ài>ÌÛiÞÊ } ]Ê >ÌÊ
>ÀÕ`Ê°£¯ÊvÊ *°Ê }Ê >ÃÊ>ÃÊÀi>Ãi`ÊÃ}wV>ÌÊÀi`ÕVÌÃÊÊÌÃÊiÝÌiÀ>Ê`iLÌÊÃÌV]ÊÜ V ÊviÊvÀÊ
£nä¯ÊvÊ *ÊÊÓääÓÊÌÊÇn¯ÊÊÓääÈÆÊÌÊÃÊÌ iÊÞÊVÕÌÀÞÊÃÌÊ`ÕiÊÌÊLiiwÌÊvÀÊÃÕLÃÌ>Ì>Ê`iLÌÊÀiivÊ
once it reaches HIPC completion point, although slow progress relative to key triggers means that its HIPC
completion point may not be reached in the near future.
The economy is heavily dependent on oil and this is reﬂected in the structure of public ﬁnances. Oil-related ﬁscal
ÀiÛiÕiÊÀi«ÀiÃiÌi`Ê>ÀÕ`ÊÈn°Ç¯ÊvÊÌÌ>ÊÀiÛiÕiÊÊÓääÎÆÊÌ iÊÊ«À>ÀÞÊ`iwVÌÊ>ÃÊ>Ê«À«ÀÌÊvÊÊ
 *ÊÃÌ`Ê>ÌÊ{Ç°n¯ÊÊÓääÈÊiÊvÊÌ iÊ>À}iÃÌÊÊ`iwVÌÃÊÊvÀV>®]ÊV«>Ài`ÊÜÌ Ê>Ê«iÀ>iÌÞÊÃÕÃÌ>>LiÊ
Ê«À>ÀÞÊ`iwVÌÊvÊÎn¯ÊvÊ *°Ê/ Ã]ÊÌ}iÌ iÀÊÜÌ Ê>Ê«ÀiVÌi`Ê`iViÊÊÊ«À`ÕVÌÊÛiÀÊÌ iÊiÝÌÊ
decade, suggests there will need to be a substantial ﬁscal adjustment in the long term as oil revenues decline. The
macroeconomic implications of large increases in public expenditures would also need to be monitored carefully,
as domestic credit to the private sector (and ﬁnancial sector development more generally) is at a low level and
vulnerable to interest rate rises. This means that reallocation and reprioritisation of existing expenditures are likely
to be an important source of ﬁscal space, particularly for a long-term commitment such as social protection.
The simulations of the costs of different social protection policy options for Congo indicate that a UCB providing a
ÌÀ>ÃviÀÊiµÕÛ>iÌÊÌÊÎä¯ÊvÊÌ iÊiÝÌÀiiÊv`®Ê«ÛiÀÌÞÊiÊÌÊiÛiÀÞÊV `Ê>}i`Êä£{ÊÜÕ`ÊVÃÌÊÓ°ä¯ÊvÊ *ÆÊ
>Ê/ ÊÜÌ ÊÌ iÊÃ>iÊÌÀ>ÃviÀÊÛ>ÕiÊÌÊV `ÀiÊÊ ÕÃi `ÃÊLiÜÊÌ iÊ«ÛiÀÌÞÊiÊÜÕ`ÊVÃÌÊ£°Ó¯ÊvÊ *°Ê
Notwithstanding the cautionary remarks above, this suggests that even a UCB would be affordable in Congo,
ÃViÊÌ ÃÊÜÕ`ÊVÃÌÊÞÊ>ÊvÀ>VÌÊvÊÌ iÊVÕÌÀÞ½ÃÊÛiÀ>ÊwÃV>ÊÃÕÀ«ÕÃ]ÊÜ V ÊÜ>ÃÊ££°£¯ÊvÊ *ÊÊÓääÇÊ
,, "®°ÊÜiÛiÀ]ÊÌ iÊÛiÀÞÊÜÊiÛiÃÊvÊ i>Ì Ê>`Êi`ÕV>ÌÊÃ«i`}ÊÓ°Ó¯Ê>`Ê£°Ó¯ÊvÊ *]ÊÀiÃ«iVÌÛiÞ®Ê
suggest a very low level of government commitment to converting oil wealth into ﬁscal space for improved social
ÃiÀÛViÊ«ÀÛÃ]Ê>Ì Õ} ÊÌ iÀiÊ>ÀiÊ`V>ÌÃÊvÊÃiÊ«ÀÛiiÌÃÊÊÌ iÊ¼«À«À½Êi« >ÃÃÊvÊÃ«i`}]Ê
ÜÌ ÊÌ iÊ«À«ÀÊ«À«ÀÌÊvÊ«ÕLVÊÃ«i`}ÊVÀi>Ã}ÊvÀÊ{°ä¯ÊvÊ *ÊÊÓääÎÊÌÊÈ°{¯ÊÊÓääÈÊ]Ê
2007b). Further, low measures of institutional quality suggest that government capacity – and PEM systems in
particular – need to be strengthened before it will be possible to ensure that intended beneﬁciaries receive the
transfer. This would be an added argument for an administratively simpler and less easily manipulated universal
approach rather than one requiring targeting and more complex administrative mechanisms.
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7.2

EQUATORIAL GUINEA

Equatorial Guinea is by far the strongest candidate country for the affordability of social protection provision,
beneﬁting as it does from vast oil wealth. Driven by oil, real economic growth averaged an exceptionally high
À>ÌiÊvÊÓä°£¯ÊÛiÀÊÌ iÊ«iÀ`ÊÓäääÓääÇÊ>`ÊÌ iÊiVÞÊÃÊÜÊÓäÊÌiÃÊ>À}iÀÊÌ >ÊÊÌ iÊ`£äÃ°ÊÃÊ
>ÊÀiÃÕÌ]ÊÀiÛiÕiÊ}ÀÜÌ Ê>ÛiÀ>}i`Ê{n°Ó¯ÊÛiÀÊÌ iÊ«iÀ`ÊÓääÓÓääx°Êi>Ü i]ÊÌ iÊÊÌ>ÝÊÀiÛiÕiÊÌÊ
 *ÊÀ>ÌÊÃÊiÝÌÀiiÞÊÜ]Ê>ÌÊ£°È¯ÊvÊ *ÊÊÓääx]Ê>`ÊÌÌ>ÊiÝ«i`ÌÕÀiÊÃÊÀi>ÌÛiÞÊÜ]Ê>ÛiÀ>}}Ê£°ä¯Ê
vÊ *ÊÛiÀÊÌ iÊ«iÀ`Ê£ÇÓäänÊ>`Ê«ÀiVÌi`ÊÌÊÀi>V ÊÓ{°x¯ÊÊÓään°Ê `ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÊ
ÃÌ>`ÃÊ>ÌÊÞÊ£°£¯ÊvÊ *Ê>`Ê`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÊ>ÌÊ£x°¯ÊvÊ *°Êy>ÌÊÃÊÊÃ}iÊ`}ÌÃ]ÊiÛiÃÊ
of indebtedness are very low and there is a strongly positive current account balance, suggesting that the
macroeconomic framework is relatively robust for increased spending.
/Ê>ÊiÛiÊ}Ài>ÌiÀÊiÝÌiÌÊÌ >Ê }]Ê µÕ>ÌÀ>ÊÕi>½ÃÊiVÞÊÃÊÀi>ÌÊÊ]ÊÜÌ Ên{°{¯ÊvÊÊwÃV>ÊÀiÛiÕiÊ
>ÃÊ>Ê«À«ÀÌÊvÊÌÌ>ÊÀiÛiÕiÊÊÓääÎÊ>`Ê>ÊÊ«À>ÀÞÊ`iwVÌÊ>ÃÊ>Ê«À«ÀÌÊvÊÊ *ÊvÊ£{Î°{¯Ê
ÊÓääÈ]ÊV«>Ài`ÊÜÌ Ê>Ê«iÀ>iÌÞÊÃÕÃÌ>>LiÊÊ«À>ÀÞÊ`iwVÌÊvÊ>ÀÕ`ÊÎÓ¯°Ê/ >ÌÊÃÊÌ iÊ } iÃÌÊ
non-oil deﬁcit in sub-Saharan Africa. Even so, there is clearly potential ﬁscal space for additional expenditures,
particularly those that enhance the productivity of the non-oil economy (as social protection may well do). Indeed,
the estimated costs of social protection are relatively low for Equatorial Guinea when expressed as a proportion of
 *ÊqÊLÌ Ê>Ê1 Ê>`Ê>ÊÕÛiÀÃ>ÊÃV>Ê«iÃÊVÕ`ÊLiÊ«ÀÛ`i`ÊvÀÊ>ÊVLi`ÊVÃÌÊvÊ>ÀÕ`Ê£¯ÊvÊ *°Ê
However, although social protection is clearly affordable in simple aggregate terms, it is not immediately clear
whether sufﬁcient organisational capacity exists to develop and administer social protection programmes
in light of the very low government effectiveness scores (of the case study countries, Equatorial Guinea
scored lowest on government effectiveness in 2005). Offsetting this to some extent, the widespread
nature of poverty means that such schemes would not require very speciﬁc targeting, thereby lessening
the administrative requirements for satisfactory delivery. Overall, social protection is certainly affordable for
Equatorial Guinea, but the feasibility of undertaking the associated institutional reform required to deliver
beneﬁts to the poorest requires further investigation.

7.3

GHANA

In the short term, the government of Ghana is probably the least able to afford additional spending on social
protection among the case study countries, notwithstanding possible future growth and revenues associated
with the exploitation of recently discovered oil reserves over the medium to long term (see Bogeti , 2007,
iÝÊ£ÊvÀÊ>Ê`ÃVÕÃÃ®°Ê >>ÊiÝ«iÀiVi`ÊÀi>ÊiVVÊ}ÀÜÌ ÊvÊx°Ó¯Ê«iÀÊ>ÕÊÊ>ÛiÀ>}iÊÛiÀÊÌ iÊ
«iÀ`ÊÓäääÓääÇÊ>`ÊÛiÀÞÊÃÌÀ}ÊÀiÛiÕiÊ}ÀÜÌ ÊÌ]Ê>ÛiÀ>}}ÊÎx°¯ÊÛiÀÊÌ iÊ«iÀ`ÊÓääÓÓääx°Ê,iÛiÕiÊ
ÃÊ>ÃÊ } Ê>ÃÊ>Ê«À«ÀÌÊvÊ *\ÊÊÓääx]ÊÌ iÊÌ>ÝÊÀiÛiÕiÊÌÊ *ÊÀ>ÌÊÜ>ÃÊÓä°È¯]ÊÌ iÊ } iÃÌÊ>}ÊÌ iÊ
ﬁve case study countries (excluding oil revenues). The prognosis for potential ﬁscal space is mixed, however,
>ÃÊ>}Ã`iÊÃÌÀ}ÊÀiÛiÕiÊ}ÀÜÌ ÊÌ iÀiÊ >ÃÊLiiÊÃÌÀ}Ê}ÀÜÌ ÊÊÌ iÊÃâiÊvÊÌ iÊ«ÕLVÊÃiVÌÀÊÀi>ÌÛiÊÌÊ
Ì iÊiVÞ]ÊÜÌ ÊÌÌ>ÊiÝ«i`ÌÕÀiÊ>ÃÊ>Ê«À«ÀÌÊvÊ *Ê>ÛiÀ>}}ÊÎä°È¯ÊvÊ *ÊÛiÀÊÌ iÊ«iÀ`Ê£Ç
ÓäänÊ>`Ê«ÀiVÌi`ÊÌÊÀi>V ÊÎn°£¯ÊLÞÊÓään]Ê>}>ÊÌ iÊ } iÃÌÊÛ>ÕiÊvÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ°ÊÊÌiÀÃÊvÊ
Ì iÊV«ÃÌÊvÊiÝ«i`ÌÕÀiÃ]Ê>ÊÀi>ÌÛiÞÊ>À}iÊÃ >ÀiÊÃÊÌ>iÊLÞÊ`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÃÊ£ä°n¯Ê
of GDP), partly as a result of rapid growth in wages and salaries in recent years, which constituted around
Ón¯ÊvÊÌÌ>ÊiÝ«i`ÌÕÀiÊÊÓääx°Ê7 iÊÌ ÃÊÃÕ}}iÃÌÃÊÌ >ÌÊÌ iÀiÊÃÊÌi`ÊÃV«iÊvÀÊÀi>V>Ì]ÊÌ iÀiÊÃÊ>ÃÊ
iÛ`iViÊÌ >ÌÊ«À«ÀÊiÝ«i`ÌÕÀiÃÊVÀi>Ãi`ÊvÀÊ{°x¯ÊvÊ *ÊÊÓää£ÊÌÊÈ°¯ÊvÊ *ÊÊÓää{°Ê
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ÕÀÌ iÀ]Ê >>Ê >ÃÊ>Ài>`ÞÊÃ Üi`ÊÜ}iÃÃÊÌÊÃ«i`ÊÊÃV>Ê«ÀÌiVÌ]ÊÜÌ ÊÌ iÊ>``ÌÊvÊÓ°x¯ÊÌÊÌ iÊ
6/ÊÀ>ÌiÊÊÓää{ÊÌÊw>ViÊÌ iÊiÜÊ>Ì>Ê i>Ì ÊÃÕÀ>ViÊÃV iiÊ -®°ÊÀiÊÀiViÌÞ]Ê >>½ÃÊÃÌÀÞÊ
of Manpower, Youth and Employment launched the Livelihood Empowerment Against Poverty Programme,
ÀÊ *]ÊÊ>ÀV ÊÓään°Ê ÞÊÕiÊÓään]ÊÎÓääÊ ÕÃi `ÃÊÜiÀiÊi>V ÊÀiViÛ}ÊÌ ÞÊ«>ÞiÌÃÊvÊ1-fn°Ê
/ iÊÌÌ>ÊVÃÌÊvÊ *ÊÛiÀÊÌ iÊiÝÌÊwÛiÊÞi>ÀÃÊÓäänÓä£Ó®ÊÃÊiÃÌ>Ìi`Ê>ÌÊä°£ä°Ó¯ÊvÊÌÌ>Ê}ÛiÀiÌÊ
expenditure (Sultan and Schrofer, 2008).
Having reached the HIPC completion point, Ghana has beneﬁted from substantial debt relief and the
iÝÌiÀ>Ê `iLÌÊ ÃÌVÊ >ÃÊ `iVi`Ê `À>>ÌV>ÞÊ vÀÊ ¯Ê vÊ  *Ê Ê ÓääÎÊ ÌÊ ÓÎ¯Ê Ê ÓääÈ®]Ê >Ì Õ} Ê
contingent liabilities continue to pose a serious threat to debt and ﬁscal sustainability, adding possibly as
ÕV Ê>ÃÊÓ°x¯ÊvÊ *ÊÌÊÌ iÊÛiÀ>ÊwÃV>Ê`iwVÌ°Ê ÛiÊÃ]ÊÌ iÊ>VÀiVVÊvÀ>iÜÀÊÃÊÀi>ÌÛiÞÊ
robust.
Overall, there is limited room for manoeuvre in Ghana, but better prospects that any available ﬁscal space will
be spent equitably and efﬁciently than in the other case study countries. Developing one of the less costly
options proposed in the simulations, such as a well-targeted social pension (at an estimated cost of around
Ó¯ÊvÊÀiVÕÀÀiÌÊiÝ«i`ÌÕÀiÊ>`Êä°x¯ÊvÊ *Ê«iÀÊÞi>À®Ê>ÞÊÜiÊLiÊ>Êvi>ÃLiÊ>ÊÜÌ ÊÌ iÊVwiÃÊvÊ
the government budget process; as the government scores relatively highly on the CPIA – including the
dimensions that relate to ﬁscal and budgetary management – it is more likely to be well administered than
in countries such as Congo and Equatorial Guinea. A signiﬁcant child beneﬁt (at an estimated cost of around
{È¯ÊvÊÀiVÕÀÀiÌÊiÝ«i`ÌÕÀiÊ>`Ên°Ç¯ÊvÊ *®ÊÜÕ`ÊLiÊÕV ÊÀiÊ`vwVÕÌÊÌÊ>VV`>Ìi]ÊiµÕÛ>iÌÊ
to over three times total public health expenditure and politically challenging in light of the issues associated
with reducing the large public sector wage bill. Other pressing needs include infrastructure bottlenecks –
particularly in energy and water and sanitation – which will compete for attention when any ﬁscal space
ÃÊ >V>Ìi`Ê ÃiiÊ ÃÌ>V iÊ >`Ê 6>}>Ã`]Ê ÓääÇ®°Ê Ê >ÌiÀ>ÌÛiÊ «ÌÊ Ê  >>Ê } ÌÊ LiÊ ÌÊ VÃ`iÀÊ >Ê
extension of the LEAP cash transfer programme to cover all extreme poor households – at present it is
planned to reach only one-sixth of extreme poor households within ﬁve years, based on a very narrow form
vÊ V>Ìi}ÀV>Ê Ì>À}iÌ}Ê À« >ÃÊ >`Ê ÛÕiÀ>LiÊ V `ÀiÊ "6 ®]Ê «iÀÃÃÊ ÜÌ Ê ÃiÛiÀiÊ `Ã>LÌiÃÊ Ü Ê >ÀiÊ
unable to work and elderly people with no other means of support).

7.4

MALI

>Ê>V iÛi`Ê>Ê{°È¯ÊÀ>ÌiÊvÊÀi>ÊiVVÊ}ÀÜÌ ÊÛiÀÊÌ iÊ«iÀ`ÊÓäääÓääÇÊ>`Ê>ÊÀiÛiÕiÊ}ÀÜÌ Ê
>ÛiÀ>}i`Ê>ÊÀi>ÌÛiÞÊ`iÃÌÊ£Ó°Ó¯ÊÛiÀÊÌ iÊ«iÀ`ÊÓääÓÓääx°Ê/ iÊÀiÛiÕiÊÞi`ÊÌ>ÝÊÀiÛiÕiÊÌÊ *ÊÀ>Ì®Ê
Ü>ÃÊ£x°n¯ÊÊÓääx]ÊÃÕ}}iÃÌ}ÊÃiÊÀÊvÀÊ>ÊVÀi>ÃiÊÜ iÊV«>Ài`ÊÜÌ ÊiÛiÃÊÊ >>Ê>`Ê-ii}>°Ê
/Ì>ÊiÝ«i`ÌÕÀiÊ>ÃÊ>Ê«iÀViÌ>}iÊvÊ *Ê>ÛiÀ>}i`ÊÓÎ°x¯ÊÛiÀÊÌ iÊ«iÀ`Ê£ÇÓään]Ê>`ÊÜ>ÃÊ«ÀiVÌi`ÊÌÊ
Ài>V ÊÓÈ°¯ÊÊÓään]ÊÃiV`ÊÞÊÌÊ >>Ê>}ÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ°Ê7Ì ÊÌÌ>ÊiÝ«i`ÌÕÀi]Ê
`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÃÊV«ÀÃiÊ>ÊÀi>ÌÛiÞÊÃ>ÊÃ >ÀiÊiµÕÛ>iÌÊÌÊx°x¯ÊvÊ *ÊÊÓääx]ÊV«>Ài`Ê
ÜÌ Ê`ÃVÀiÌ>ÀÞÊiÝ«i`ÌÕÀiÊ>ÌÊ£°Ç¯ÊvÊ *®]ÊÜ V ÊÃÕ}}iÃÌÃÊÌ iÀiÊ>ÞÊLiÊÃiÊÃV«iÊvÀÊÀi>V>ÌÊ
within the overall expenditure envelope. This avenue for creating ﬁscal space is supported by a recent IMF
review, which stressed that meeting social goals depends as much on reinforcing the impact of spending as
on increasing its level (IMF, 2008). There may also, in theory at least, be scope for inter-sectoral reallocation:
Ì>ÀÞÊiÝ«i`ÌÕÀiÊ>ÃÊ>Ê«À«ÀÌÊvÊ *ÊÜ>ÃÊÌ iÊ } iÃÌÊvÊ>ÞÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀÞ]Ê>ÌÊ£°¯ÊÊÓääx°Ê
/ iÊwÃV>ÊL>>ViÊiÝVÕ`}Ê}À>ÌÃÊÛiÀÊÌ iÊ«iÀ`Ê£ÇÓäänÊ>ÛiÀ>}i`ÊÇ°Ç¯Ê>`ÊVÕ`}Ê}À>ÌÃÊÃÌ`Ê>ÌÊ
Î°n¯ÊvÊ *ÊÊÓääÇ]ÊÌ iÊ i>Ì iÃÌÊL>>ViÊ>}ÊÌ iÊÌ ÀiiÊ>``i«i`iÌÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ°
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The external debt stock has reduced markedly in recent years as a result of debt relief and now stands
>ÌÊ ÓÓ°È¯Ê vÊ  *°Ê >Û}Ê Ài>V i`Ê Ì iÊ * Ê V«iÌÊ «Ì]Ê Ì iÊ ÃV«iÊ vÀÊ >``Ì>Ê `iLÌÊ ÀiivÊ ÃiiÃÊ
limited and, although increasing borrowing may be feasible in the short term, it does not offer a long-term
solution for the ﬁnancing of social protection. Additional aid also seems a dubious avenue for ﬁnancing social
protection, given the unpredictability associated with aid ﬂows and the already high level of aid relative to total
}ÛiÀiÌÊiÝ«i`ÌÕÀiÊÜ V ÊÃÌ`Ê>ÌÊÓä°{¯ÊÊÓääÇ]ÊÌ iÊ } iÃÌÊ«À«ÀÌÊÊ>ÞÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀÞ®°
Cost estimates based on detailed simulations of different social protection options suggest that a UCB could
LiÊ«ÀÛ`i`Ê>ÌÊ>ÊVÃÌÊvÊ>ÀÕ`Êx°¯ÊvÊ *Ê«iÀÊÞi>ÀÊ>`Ê>Ê/ ÊÕÃ}Ê>Ê«ÀÝÞÊi>ÃÊÌiÃÌÊ>ÌÊ>ÊVÃÌÊvÊÎ°Ó¯Ê
of GDP. Both options are clearly unaffordable. To put these costs in perspective, the TCB would be equivalent
ÌÊ>½ÃÊÌÌ>Ê«ÕLVÊ i>Ì ÊiÝ«i`ÌÕÀiÃ]ÊÜ V Ê>VVÕÌi`ÊvÀÊÎ°Ó¯ÊvÊ *ÊÊÓää{]ÊÀÊÌ ÀiiµÕ>ÀÌiÀÃÊvÊ
ÌÃÊ«ÕLVÊi`ÕV>ÌÊiÝ«i`ÌÕÀiÊ{°Î¯ÊvÊ *ÊÊÓääx®°Ê"ÞÊ>ÊÀiÊ`iÃÌÊÃV iiÊÜÕ`ÊLiÊvi>ÃLiÊ
in the short to medium term, although simple measures of government institutional capacity such as the
CPIA suggest that such funds may well be relatively well managed compared with some other case study
countries. Alternatives might be a lower level of beneﬁt and/or targeting households below the extreme
(food) poverty line rather than the poverty line.

7.5

SENEGAL

-ii}>Ê>V iÛi`Ê>ÊÀi>ÊiVVÊ}ÀÜÌ ÊÀ>ÌiÊvÊ{°Ó¯ÊÛiÀÊÌ iÊ«iÀ`ÊÓääÓÓääÇ]ÊÜÌ Ê}ÀÜÌ ÊÊ>Õ>Ê
Ì>ÝÊÀiÛiÕiÊ>ÛiÀ>}}Ê°¯ÊÛiÀÊÓääÓÓääxÊÌ iÊÜiÃÌÊiÛiÊ>}ÊÌ iÊV>ÃiÊÃÌÕ`ÞÊVÕÌÀiÃ®°ÊÊ>``Ì]Ê
ÀiÛiÕiÊÞi`ÃÊ>ÀiÊ>Ài>`ÞÊÀi>ÌÛiÞÊ } ]ÊÜÌ ÊÌ>ÝÊÀiÛiÕiÊ>VVÕÌ}ÊvÀÊ£n°n¯ÊvÊ *ÊÊÓääx°Ê/ iÊÛiÀ>Ê
ÃâiÊ vÊ Ì iÊ «ÕLVÊ ÃiVÌÀÊ Ê Ài>ÌÊ ÌÊ Ì iÊ iVÞÊ >ÃÊ >Ê Ü iÊ ÃÊ >ÃÊ Ài>ÌÛiÞÊ } ]Ê >ÃÊ ÌÌ>Ê Ã«i`}Ê
>ÛiÀ>}i`ÊÓ{°n¯ÊvÊ *ÊÛiÀÊÓääÎÓääÇ°Ê/ iÊÛiÀ>ÊwÃV>Ê`iwVÌÊ LivÀiÊ}À>ÌÃÊÃÌ`Ê>ÌÊÈ°È¯ÊÊÓääx]Ê
«ÀÛ}ÊÌÊ{°{¯ÊViÊ}À>ÌÃÊ>ÀiÊVÕ`i`]ÊLÕÌÊÃÌÊÀi>ÌÛiÞÊ>À}iÊvÀÊ>Ê`iÛi«}ÊVÕÌÀÞÊÞÊ >>Ê
had a larger ﬁscal deﬁcit in 2007).
Reallocation – rather than increases in total spending – may be an area where ﬁscal space could be created, as
`ÃVÀiÌ>ÀÞÊÃ«i`}ÊÃÌ`Ê>ÌÊ£Ç°n¯ÊvÊ *ÊÊÓääÇÊV«>Ài`ÊÜÌ Ê>ÊiÛiÊvÊ`ÃVÀiÌ>ÀÞÊÃ«i`}Ê
vÊ>««ÀÝ>ÌiÞÊÈ°x¯ÊvÊ *®ÆÊÜ>}iÃÊ>`ÊÃ>>ÀiÃÊ>VVÕÌi`ÊvÀÊÓÎ¯ÊvÊÌÌ>Ê«ÕLVÊÃ«i`}ÊÊÓääx°Ê-Ì]Ê
a very substantial portion of budgetary resources would need to be freed up, as estimates suggest that the
social protection options for which simulations were run would be relatively expensive for Senegal. A UCB
ÜÕ`ÊVÃÌÊÈ°{¯ÊvÊ *Ê«iÀÊÞi>ÀÊiµÕÛ>iÌÊÌÊÎä¯ÊvÊÀiVÕÀÀiÌÊiÝ«i`ÌÕÀi®ÊÜ iÀi>ÃÊ>Ê/ ÊÕÃ}Ê>Ê«ÀÝÞÊ
i>ÃÊÌiÃÌÊÜÕ`ÊVÃÌÊ>ÀÕ`ÊÓ°x¯ÊvÊ *Ê£Ó¯ÊvÊÀiVÕÀÀiÌÊiÝ«i`ÌÕÀi®°Ê/ iÊ>ÌÌiÀ]ÊV i>«iÀ]Ê«ÌÊÜÕ`Ê
LiÊiµÕÛ>iÌÊÌÊÛiÀÊÌ ÀiiµÕ>ÀÌiÀÃÊvÊÌÌ>Ê«ÕLVÊ i>Ì ÊÃ«i`}ÊÜ V Ê>VVÕÌi`ÊvÀÊÎ°Ç¯ÊvÊ *ÊÊ
Óää{®°Ê ÛiÊÌ iÊÌ>À}iÌi`Ê«ÌÊÜÕ`ÊVÃÌÊÀiÊÌ >Ê-ii}>½ÃÊiÌÀiÊ«ÕLVÊ i>Ì ÊiÝ«i`ÌÕÀiÊÓ°{¯ÊvÊ
 *ÊÊÓää{®Ê>`ÊÜÕ`ÊVÃÌÊÀiÊÌ >ÊÌÜÌ À`ÃÊvÊ>VÌÕ>ÊiÝ«i`ÌÕÀiÊÊi`ÕV>ÌÊx°{¯®°ÊÃÊÜÌ Ê >>Ê
and Mali, more modest schemes may need to be investigated.
On the plus side, Senegal scores relatively well on CPIA and government effectiveness measures compared
with other case study countries (outscored only by Ghana), suggesting that there may be an adequate base
from which to strengthen state capacity to manage social protection programmes. Further, headline indicators
ÃÕ}}iÃÌÊÌ >ÌÊÌ iÊÛiÀ>Ê>VÀiVVÊvÀ>iÜÀÊÃÊÀi>ÌÛiÞÊÀLÕÃÌ°Êy>ÌÊ>ÛiÀ>}i`ÊÓ°ä¯Ê«iÀÊÞi>ÀÊÛiÀÊ
ÓääÎÓääÇ]ÊÌ iÊVÕÀÀiÌÊ>VVÕÌÊ`iwVÌÊ>ÛiÀ>}i`ÊÇ°È¯ÊvÊ *ÊÛiÀÊÌ iÊÃ>iÊ«iÀ`Ê>`ÊVÀi`ÌÊÌÊÌ iÊ«ÀÛ>ÌiÊ
ÃiVÌÀÊ>ÃÊ>Ê«iÀViÌ>}iÊvÊ *Ê>ÛiÀ>}i`ÊÓä°¯ÊÛiÀÊÓääÓÓääÈ°
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GLOSSARY OF SELECTED TERMS
Allocative efﬁciency: The strategic prioritisation of expenditure across policies, programmes and projects
in line with government priorities. This requires strong capacity to deﬁne national priorities and capacity
and willingness to reallocate expenditures from lesser to higher priorities and from less to more effective
programmes. In order for allocative efﬁciency to be fulﬁlled, it is important that all public expenditures are
V>«ÌÕÀi`Ê ¼LÕ`}iÌ½°Ê VÌÛÌiÃÊ «>Vi`Ê ÕÌÃ`iÊ Ì iÊ vwV>Ê ¼LÕ`}iÌ½Ê VÕ`}Ê Ì ÃiÊ w>Vi`Ê LÞÊ vÀi}Ê
aid) are not subject to the discipline of the resource allocation process. A comprehensive budget process
promotes allocative efﬁciency because it forces trade-offs between the different ways a government uses
w>V>ÊÀiÃÕÀViÃÊ7À`Ê >]Ê£n®°
Appropriation: The budget approved by the legislature and any subsequent (approved) additions to it, giving
legal authority to the executive to make expenditures up to the amounts speciﬁed. The authorisation to spend
may be given to individual ministries or departments or it may be granted speciﬁcally to the chief executive or
ÃÊÀi«ÀiÃiÌ>ÌÛiÊÜ ÊÀiÌ>ÃÊÌ iÊvÀii`ÊÌÊÃÕLÃiµÕiÌÞÊ>ÕÌ ÀÃiÊÃ«i`}ÊLÞÊÌ iÊÃÌÀiÃÊ]Ê£nÈ®°
Broad money: The widest of various measures used to gauge the growth of a nation´s money supply.
7 iÊÌ iÀiÊÃÊÃiÊ`ÃVÀiÌÊ>ÌÊ>Ì>ÊiÛiÊ>ÃÊÌÊÌÃÊ«ÀiVÃiÊ`iwÌ]ÊÌÊÌÞ«V>ÞÊVÕ`iÃÊ>Ê `}ÃÊvÊ
notes and coin by the public, as well as borrowings by non-bank ﬁnancial institutions and all holdings in cash
management trusts.
Budget documentation: Includes the annual budget presentation, the budget-supporting documents,
including but not limited to background to policy proposals and discussion of ﬁscal risks, within-year budget
reports for monitoring budget execution and the ﬁnal accounts. (IMF, 2007g).
Contingent liability: Contingent liabilities are obligations triggered by a discrete but uncertain event. They
are therefore possible obligations whose existence will be conﬁrmed only by the occurrence of one or more
uncertain future events not wholly within the government’s control (this should be contrasted with direct
liabilities, which are predictable obligations that will arise in any event). There is a second useful distinction to
be made between explicit liabilities deﬁned by law or contract that the government is legally obliged to settle
when due and implicit liabilities that the government may be obliged to meet owing to public expectations
and political pressures (Polackova, 1998).
vwViVÞ\ The relationship between outputs, in terms of goods, services or other results, and the resources
used to produce them. An efﬁcient activity maximises output for a given input, or minimises the unit cost of
output. Effectiveness is the extent to which the objectives of the activity have been achieved and economy
is the extent to which resources of a given quality are acquired at the lowest cost (Schiavo-Campo and
Tommasi, 1999).
ÌÌiiÌ\ Any spending programme where expenditure is open-ended (usually transfer/grant payments)
and where recipients must be paid or given transfers/grants, if they meet certain criteria. Some common
examples are found in social security programmes, unemployment programmes and poverty programmes
(DFID, 2001).
Fiscal balance: The ﬁscal balance (also known as the overall, conventional or total balance) equals expenditure
(comprising expenditure and lending minus repayments) minus income (including both revenue and grants). If
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the ﬁscal balance is negative then the government is spending more money than it takes in over the budget
Þi>ÀÊ>`ÊÌ iÀiÊÃÊÃ>`ÊÌÊLiÊ>ÊwÃV>Ê`iwVÌÊvÌiÊÃ«ÞÊÀiviÀÀi`ÊÌÊ>ÃÊ>Ê¼`iwVÌ½®°Ê/ iÊ}ÛiÀiÌÊÌ iÊ >ÃÊ
to raise funds to ﬁnance the deﬁcit by borrowing, running down deposits or via currency emission in order
to make up for the shortfall. If the ﬁscal balance is positive there is said to be a ﬁscal surplus. If the ﬁscal
L>>ViÊÃÊ}Ài>ÌiÀÊÌ >ÊÀÊiµÕ>ÊÌÊâiÀÊÌÊÃÊvÌiÊÃ>`ÊÌ >ÌÊÌ iÀiÊÃÊ>ÊL>>Vi`ÊLÕ`}iÌ°Ê*ÕLVÊ`iLÌÊVÃÃÌÃÊvÊ
all liabilities that require payments of interest and/or principal by the government to its creditors in the future.
It is essentially an accumulated ﬂow of ﬁscal deﬁcits. In other words, a deﬁcit is a ﬂow and debt is a stock
(hence public debt is often referred to as the debt stock). There are a series of related terms that provide
important ﬁscal indicators in addition to the ﬁscal balance:
UÊ Primary expenditures are expenditure minus interest payments on public debt.
UÊ / iÊprimary balance equals the ﬁscal balance minus interest payments on public debt.
UÊ / iÊoperational balance equals the primary balance plus real interest payments.
UÊ / i current balance equals recurrent revenues minus recurrent expenditures.
UÊ / iÊ ﬁscal balanceÊ iÝVÕ`}Ê }À>ÌÃÊ iµÕ>ÃÊ iÝ«i`ÌÕÀiÊ ÕÃÊ ÀiÛiÕi°Ê / iÊ ¼wÃV>Ê L>>ViÊ VÕ`}Ê
grants’ is thus synonymous with the ﬁscal deﬁcit.
UÊ / iÊnon-oil primary balance is the difference between non-oil revenues, including grants, and total
primary expenditures (and expressed as a proportion of non-oil GDP).
UÊ / iÊpermanently sustainable non-oil primary deﬁcit equals the level of non-oil primary deﬁcit that
could be sustained indeﬁnitely if spending were set on a constant path equal to the expected annuity
value of oil wealth and non-oil revenue (Olters, 2007).
Fiscal policy: government policies with respect to taxes, spending and debt management that affect
>VÀiVVÊ ÕÌViÃ]Ê «>ÀÌVÕ>ÀÞÊ ÜÌ Ê ÀiÃ«iVÌÊ ÌÊ i«ÞiÌ]Ê Ì iÊ ÃâiÊ vÊ Ì iÊ iVÞ]Ê «ÀViÊ iÛiÊ
stability and equilibrium in balance of payments. The budget process is a major vehicle for determining and
implementing ﬁscal policy (DFID, 2001).
Fiscal space: Room in a government’s budget that allows it to provide resources for a desired purpose
without jeopardising the sustainability of its ﬁnancial position or the stability of the economy (Heller, 2005).
Fiscal sustainability: This is a concept with multiple dimensions arising out of the different perspectives of those
urging attention to the issue (Schick, 2005). The deﬁnition adopted here is the capacity of a government, at least in
the future, to ﬁnance its desired expenditure programmes, to service any debt obligations (including those that may
arise if the created ﬁscal space arises from government borrowing) and to ensure its solvency (Heller, 2005).
Fiscal transparency: Openness toward the public at large about government structure and functions, ﬁscal
policy intentions, public sector accounts and projections. It involves ready access to reliable, comprehensive,
timely, understandable and internationally comparable information on government activities so that the
electorate and ﬁnancial markets can accurately assess the government’s ﬁnancial position and the true costs
and beneﬁts of government activities, including their present and future economic and social implications
(IMF, 2007g).
Fiscal year: The government’s accounting period, often referred to by the year in which it ends (DFID, 2001).
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Fungibility: At its most generic level, fungibility is the interchangeability of funds resulting from standardisation.
In the context of foreign aid, it means that if a government undertakes a donor-ﬁnanced project in the absence
of that ﬁnancing, then donor funds simply relax the government’s budget constraint and ﬁnance, at the
margin, something else. In a federal structure of governance, aid earmarked for a subsidiary government
could end up replacing funds that the federal government would have given in the absence of that aid
(Devarajan and Swaroop, 1998).
ÛiÀ>Vi\Ê / iÊ «ÀViÃÃÊ LÞÊ Ü V Ê `iVÃÃÊ >ÀiÊ >`iÊ >`Ê «iiÌi`Ê ÀÊ ÌÊ «iiÌi`®°Ê 7Ì Ê
government, governance is the process by which public institutions conduct public affairs and manage public
resources. Good governance refers to the management of government in a manner that is essentially free of
abuse and corruption, and with due regard for the rule of law (IMF, 2007f).
À>Ì\ Transfers made in cash, goods or services for which no repayment is required.
Import compression: The rationing of imports, typically introduced in order overcome current account
imbalances, thereby generating the trade surpluses required to gain foreign exchange and pay foreign debt
(Khan and Knight, 1988).
Outturn: Actual revenues and expenditure (DFID, 2001).
Progressive (regressive) tax: A tax on income in which the tax paid as a proportion of income increases
(decreases) as income increases.
Proven reserves: In terms of recoverable hydrocarbon reserves we follow Olters (2007) in deﬁning proven
ÀiÃiÀÛiÃÊ£*®Ê>ÃÊÀi«ÀiÃiÌ}ÊÌ iÊiÃÌ>Ìi`ÊµÕ>ÌÌiÃÊvÊÊÌ >ÌÊ >ÛiÊ>Ê«ÀL>LÌÞÊvÊ>ÌÊi>ÃÌÊä¯ÊvÊLi}Ê
recovered from already discovered ﬁelds and probable or unproven reserves (2P-1P) as representing quantities
vÊÊÌ >ÌÊ >ÛiÊ>Ê«ÀL>LÌÞÊvÊ>ÌÊi>ÃÌÊxä¯ÊvÊLi}ÊÀiVÛiÀi`ÊvÀÊ`ÃVÛiÀi`ÊÀÊÃÕÃ«iVÌi`Êwi`Ã°
*ÕLVÊiÝ«i`ÌÕÀiÊ>>}iiÌÊ* ®\ The way in which public money is allocated to alternative uses
and in which these decisions are implemented. It is broader than the traditional budget process through its
focus on the link between expenditure and policy and its recognition of the importance of a broad range of
institutional and management arrangements (DFID, 2001).
Recurrent budget: Expenditures on wages and salaries, operations and maintenance that are not of an
investment nature (DFID, 2001).
-i}À>}i\ÊProﬁt on the issue of coinage by government, representing the difference between the face
Û>ÕiÊvÊVÕÀÀiVÞÊÃÃÕi`Ê>`ÊÌÃÊVÃÌÊvÊ«À`ÕVÌÊVÕ`}ÊÌ iÊVÃÌÊvÊL>ÃiÊiÌ>ÃÊ]Ê£nÈ®°Ê
Transparency: One of the characteristics of a robust PEM system. A transparent PEM system provides
an understandable guide as to how resources are planned to be used and what results are expected to
be achieved. Reporting should also enable easy monitoring of performance against government’s stated
intentions (DFID, 2001).
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Real GDP growth (% p.a.), avg. 2002-2007
Tax revenue growth (annual % change), 2002-2005
Revenue yield (tax revenue as % of GDP), 2005

General government ﬁnal consumption expenditure (% of GDP), 2003-2007
Non-discretionary spending (wages and interest) (% of GDP), 2005
Discretionary spending (% of GDP), 2005
Public education expenditure (% total government expenditure)
Public education expenditure (% GDP), 2005
Public health expenditure (% GDP), 2004
Military expenditure (% GDP), 2005
Overall ﬁscal balance, including grants (% GDP), 2007
Overall ﬁscal balance, excluding grants (% GDP), 2007
Non-oil ﬁscal deﬁcit (% non-oil GDP), 2006

* ÊV«iÌÊ«Ì¶
External debt stock (% GDP), 2007

Debt service (% exports), 2005
Debt service (% receipts), 2005

Ofﬁcial grants (% of GDP), 2003-2007
Ofﬁcial grants (% of central government expenditures), 2007

Broad money (money and quasi money or M2) as % of GDP, 2003-2007
Inﬂation (average consumer prices, annual percent change), 2003-2007

IMF/World Bank assessment of HIPC PEM:
number of indicators out of 15 fulﬁlled, 2006
Selected CPIA scores on economic management and public sector
management and institutions for 2005, e.g.:
UÊÃV>Ê«VÞ
UÊ µÕÌÞÊvÊ«ÕLVÊÀiÃÕÀViÊÕÃi
UÊ/À>Ã«>ÀiVÞ]Ê>VVÕÌ>LÌÞÊ>`ÊVÀÀÕ«ÌÊÊÌ iÊ«ÕLVÊÃiVÌÀÊ
IRAI
Government effectiveness, 2002-2005

1 Mobilisation of domestic
revenues (tax measures,
strengthening tax
administration)

2 Reallocation between sectors
(cut lower priority expenditures
to make room for more desirable
ones) and efﬁciency gains

3 Increase discretionary
expenditure through debt
reduction

4 Increase borrowing (from
domestic or external sources)

5 Increase aid

6 Seignorage (central bank prints
money in order to lend it to the
government)

7 Prospects that additional
spending can be properly
managed

8 Can the macroeconomic
Credit to the private sector (% of GDP), 2002-2006
framework withstand signiﬁcant Current account deﬁcit including grants (% of GDP), 2003-2007
VÀi>ÃiÃÊÊ`i>`Ê«ÀiÃÃÕÀiÃ¶

Indicators

2.8
-10.92

N/A
N/A
N/A
N/A
-1.5

2.5
2.5
2.5
2.8
-1.4
1.6
0.36

N/A

7.92
5.2

0.3
1.0 (2005)

0.2
14.0

Interim
3.8 (2005)

19.8
1.1
15.9
4.0 (2003)
0.6*
1.2
N/A
22.5
22.5
-143.4

20.1
48.2
1.6

EG

N/A

15.46
3.0

0.4
0.8 (2005)

11.8
25.8

N/A
78.2 (2006)

27.8
9.1
14.6
8.1
2.2
1.2
1.4 (2003)
11.1
10.7
-47.8

4.1
21.7
5.3

Congo

14.0
-6.34

4.5
4
4
3.9
-0.1

7

34.02
15.0

4.4
15.0

2.4
N/A

Completed
23.6

32.3
10.8
19.9
N/A
5.4
2.8
0.7
-6.9
-11.6
N/A

5.2
35.9
20.6

Ghana

18.5
-6.88

4
3.5
3.5
3.7
-0.5

6

29.82
1.3

2.1
20.4

7.4
N/A

Completed
22.6

24.8
5.5
19.7
14.8
4.3
3.2
1.9
-3.8
-9.3
N/A

4.6
12.2
15.8

Mali

20.9
-7.58

4
3.5
3
3.7
-0.1

7 (2004)

34.82
2.0

1.6
7.1

11.7
15.8

Completed
18.3

24.8
6.5
17.8
18.9
5.4
2.4
1.5
-4.4
-6.6
N/A

4.2
9.9
18.8

Senegal

WDI
AFRREO

World Bank
World Bank
World Bank
World Bank
Kaufmann et al. (2006)

IMF

AFRREO
WEO

AFRREO
IMF staff estimates

IMF staff estimates
IMF staff estimates

IMF
IMF staff estimates

AFRREO
IMF staff estimates
IMF staff estimates
WDI
WDI
WDI
WDI
AFRREO
AFRREO
IMF staff estimates

WEO
IMF staff estimates
IMF staff estimates

Data source

8Ê£°ÊINDICATORS OF FISCAL SPACE IN CASE STUDY COUNTRIES

# Mechanism/measure





8ÊÓ°ÊTHE POLITICS OF
REALLOCATION IN GHANA

Spending on wages and salaries in Ghana provides a useful case study in the highly political nature of some
«ÕLVÊiÝ«i`ÌÕÀiÃ°Ê7iÊvVÕÃÊÊ >>ÊLiV>ÕÃiÊÌ iÊÃÃÕiÃÊ iÀiÊ>ÀiÊLiÌÌiÀÊ`VÕiÌi`]Ê>`Ê>ÃÊLiV>ÕÃi]Ê
as one of the countries performing most strongly against institutional performance measures in the region,
issues in Ghana are suggestive of perhaps even more severe challenges elsewhere too.
The health and education sectors in Ghana have received signiﬁcant increases in budget allocations, which
have grown substantially in real terms. Rises in wages and salaries won by health and education workers
>ÛiÊLiiÊ>Ê>ÀÊ`ÀÛiÀÊvÊÌ iÃiÊLÕ`}iÌÊVÀi>ÃiÃ°Ê7 iÊÌÊÃÊVi>ÀÞÊ«ÀÌ>ÌÊÌÊiÃÕÀiÊÌ >ÌÊÃÕvwViÌÊ
incentives are provided for public sector workers, there are question marks as to how efﬁcient and effective
this spending has been. In addition, not only is the wage bill increasing, but there are consistent and large
wage bill overruns relative to the approved budget, which may mean other expenditures have to be sacriﬁced
]ÊÓääÇ`®°Ê7 iÀiÊÃ«i`}ÊÃÊivwViÌÊ>`ÊL>>Vi`]ÊÌÊ`iÃÊÌÊ}Ê>ÃÊv>ÀÊ>ÃÊÌÊVÕ`ÊÊÃÕ««ÀÌ}ÊÌ iÊ
poor. This is doubly problematic if political constraints prevent the funds being used more usefully elsewhere:
the difﬁculties inherent in reducing expenditures on wages and salaries as a proportion of total recurrent
spending limit the scope for the creation of ﬁscal space for social protection through reallocation.
In terms of sector-level results, increased spending on education has translated into signiﬁcant improvements
Ê >VViÃÃÊ ÌÊ i`ÕV>ÌÊ ÃiÀÛViÃ]Ê ÜÌ Ê >Ê x¯Ê }ÀÜÌ Ê Ê Ì iÊ ÕLiÀÊ vÊ «ÕLVÊ ÃV ÃÊ >`Ê >Ê n¯Ê }ÀÜÌ Ê
ÊÌ iÊÕLiÀÊ vÊÌi>V iÀÃÊLiÌÜiiÊ£ÉÓäääÊ >`ÊÓää{Éäx°Ê/Ì>Ê iÀiÌÊvÊ È££Ê Þi>À`Ê «Õ«Ã]ÊÊ
«ÀÛ>ÌiÊ>`Ê«ÕLVÊÃV Ã]ÊÕ«i`ÊLÞÊi>ÀÞÊÓä¯ÊLiÌÜiiÊÓää{ÉäxÊ>`ÊÓääxÉäÈ°Ê,i>Ã}Ê«À}ÀiÃÃÊÊ
health has been more difﬁcult, despite increasing resources. Allocative efﬁciency has been hampered by
the fragmentation of sector budgets, the lack of control over the wage bill and the rising administrative
VÃÌÃÊvÊ i>Ì ÊÃiÀÛViÊ«ÀÛÃ°Ê7i>Ê«iÀvÀ>ViÊ>ÞÊ>ÃÊLiÊ«>ÀÌ>ÞÊiÝ«>i`ÊLÞÊÌ iÊv>VÌÊÌ >ÌÊÌ iÊ
health sector employs relatively few tertiary skilled workers (doctors and nurses), undermining the ability of
health facilities to provide the high levels of care needed to signiﬁcantly improve the performance of health
indicators. Primary education, on the other hand, requires fewer tertiary skilled workers, partly explaining
how it has been able to deliver more signiﬁcant service delivery improvements for a very similar overall level
of resources (see table).

Public spending and employment in health and primary education in Ghana, 2004

Health

Primary education

Total

2322

100

2288

100

Labour

936

40

1700

74

0

0

29

1

Skilled

495

21

983

43

Tertiary

441

19

688

30

Unskilled
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Source: Bogetic et al. (2007).

Expenditure (billion cedis) % total expenditure

ÊÌiÀÃÊvÊwÃV>ÊÃ«>Vi]ÊÜ>}iÊVÀi>ÃiÃÊÀi«ÀiÃiÌÊ>ÊÃiÛiÀiÊVÃÌÀ>Ì°Ê7>}iÃÊ>`ÊÃ>>ÀiÃÊÊ >>Ê
>VVÕÌi`ÊvÀÊÓn¯ÊvÊÌÌ>ÊiÝ«i`ÌÕÀiÃÊÊÓääx]Ê>ÊVÃ`iÀ>LÞÊ>À}iÀÊÀ>ÌÊÌ >ÊÊÌ iÊÌ iÀÊvÕÀÊV>ÃiÊ
study countries. Moreover, there continue to be strong pressures to raise the already large wage bill still
further. For example, recent moves by the government to radically improve rewards within the health
ÃiÀÛViÊ Ê ÓääxÓääÈÊ >`Ê Ì iÀÊ iÞÊ Ã«ÛiÀÊ ivviVÌÃÊ iÃiÜ iÀiÊ Ê Ì iÊ «ÕLVÊ ÃiÀÛVi®Ê >ÀiÊ Ê ÃÌ>ÀÊ
contrast to the overall strategy on public sector reform and the design of the promised new integrated
Ã>>ÀÞÊÃÌÀÕVÌÕÀiÊLÞÊ>ÊiÜÞÊVÀi>Ìi`Ê>ÀÊ7>}iÃÊ ÃÃ°Ê
ÃÊ >Ê ÀiÃÕÌ]Ê Ì iÊ Ü>}iÊ LÊ Ê Ì iÊ LÕ`}iÌÊ Ü>ÃÊ iÝ«iVÌi`Ê ÌÊ ÀÃiÊ LÞÊ Èä¯Ê Ê ÓääxÓääÇ]Ê iÛiÊ LivÀiÊ
accounting for the usual overspend on this item during 2007. Political control over staff recruitment
remains strong, suggesting that appointments are not always made with improved service delivery
as the primary objective. Further, it is unlikely that one of the key issues in public sector reform – the
large disparity between public and private sector wages for skilled workers – can be addressed within
Ì iÊVÃÌÀ>ÌÃÊvÊLÕ`}iÌÊ`ÃV«iÊÜÌ ÕÌÊÃÕÌ>iÕÃÊÀi`ÕVÌÃÊÊÌ iÊÈxä]äääÊ«i«iÊÃ>`ÊÌÊLiÊ
employed in the public sector (Lawson et al., 2007).
7 >ÌÊ ÃÊ Ài>ÞÊ ii`i`Ê Ê À`iÀÊ ÌÊ >``ÀiÃÃÊ Ì ÃÊ V >i}iÊ ÃÊ ÌÊ Ã}wV>ÌÊ >``Ì>Ê >`Ê >À}Õ>LÞÊ
unsustainable) expenditure, but increases in the productivity of public sector personnel and more
efﬁcient use of resources. This will require concerted and broad-based political support for a more
efﬁcient allocation of expenditures within the health sector. However, there are aspects of the political
culture of Ghana that make it unrealistic to expect strong government-wide political commitment to
reform (Booth et al., 2005).
Overall, this illustrates that the primary constraint to improved performance in health is not ﬁscal
LÕÌÊ «ÌV>°Ê 7 >ÌÊ ÃÊ vÌiÊ «ÀiÃiÌi`Ê >ÃÊ >Ê ÛiÀÞÊ Ã«ÃÌVÊ VyVÌÊ LiÌÜiiÊ wÃV>Ê VÃÌÀ>ÌÃÊ >`Ê
improvements in service delivery to reach the MDGs masks a deeper and more intractable problem.
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