o st ot AT £

UNITED NATIONS | - 5465H
ECONOMIC s\ e
AND R o weamrs,
SOCIAL COUNCIL <€ i moumx

F

ECONQMIC COMMIbLSION FOI AFLICA
Seminar on Budget Planning and Management
Addis Ababa, 3-13 October 1966

Snme ¥

SURVEY
OF DEVELOPMLNTS IN PUBLIC FINANCES OF AFuICAN COUNTRIES

N66-1295



-

E/CN.14/BULD/6

TaBL:., CF COVTLNTS
Paragraphs
I! INTiiOWCTIONculoc uuuuu v 4 e 2ae>s L R T T T I S 1—11
II. AHALYSIID OP. T}LJ PU‘jLIC B‘I.‘L‘rnl.cfh T..La.l‘.‘rbbl Pessa et s beean 12 - 138

A. General considerationS..eeeeseceoesesoeeseenas 14 - 25
B, Growth and changes of expenditur€....veeecee.. 26 = 80
C. Growth and changes of government revenuss....,. 81 - 129
D. The level of government expenditure and
POVENUB s s e v sanvsscscossansonas tesesasansssess 130 = 138

III. RECENT T&ENDS IF PUBLIC FINANCES OF SELECTED
AFRICAN COUNTRI Sueeveneroenneisaannsononnnnsnanns 139 = 326
GHANA o ounonnnoovnonnaes ceeecernoararaean ceeeseess 142 - 197
L 198 - 230
SUDAR 4 e e v eunaisntetaeciivanensaonssonssnenensaas 231 = 250
TANZARTA et oteiteetorenniienneereessnsnnnnsensees 251 = 282
UNITED AuAB HEPUBLIC........ Ceeteeenaean vesuiosrass 283 ~ 326

BIBLIOGHAPHY AFD SO0UACEL OF DATA



oo 3 s e

B/CE.14/BUD/6

I, I®T..QDUCTION

1. In 1961 the Economié Commission for Africa prepared a paper on
"Public Finance in African Countries."l The purpose was to analyze
trends and problems in public finance in Africa. Faturally the analysis
guffers in that article from the limitation imposed by tgg_yeakness,pf
the data available at the time. That effort may be considered as a.
first attempt to be followed by further studies in subsequent years,

The period covered was 1350 té 1958. Despite the limitations of the
date used in this'analysis, the study succeeds in bringing out certain
problems of seriousrconcern to African governments and contributes to
increased interest on the part of governments in impreving public finance
data.

2. The process of independence of many African countries after the
1960's and.thé problems faced by the new governments created, at the same
time, more awareness in the continent of the usefulness of having actual
up-te-date and well-classified fiscél information. BEfforts to improve .
budgetary classifications have been made and the'Economio Commiésion for
Africa has given great importance to the coliectﬁon, reﬁision aﬁd adequate

presentation of those data.

3. This document is an attempt to continue the fiscal research ini-
tiated in recent years”and to present, ih the-light of the new statistical
information availqble, a comprehensive study on recent develepments in
public finance of African countries, Thé neriod covered is principally
1959-1964 and some long term analysis is‘also inclhde@ and some generali-
zations attempted for the period 1950-1964. -

1/ Published in the Lconomio Bulletin for Africa, Vel. I, No. 2, June
1961,
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4. The scope of the analysis is confined mosily to central government
transactions. In some countries it was possinle to include regional or
local governments and/or public enterprises transactions in an attempt

tc present a broader picture of the public sector finahces, The need for
such approach can be understood if it is considered that many governmentes
have recently established several decentralized development agencies and -
have created or absorbed state enterprises. On the other hand,many'_
budgetary  policy probledd.. of new Africian governments are not thghcoh—”
sequences of wronug policies .adopted by the central government, wat
principally of the necessity to provide new decentralized agéﬁéiés or
enterprises with initizl capital for their take=off in the task of promo-
ting economic development, ‘In:manyQOOuntfiés the central government's
fisecal deflclt is a consequence of heavy transfers made for flnan01ng

peripheral 1nst1tutions of thé public sector,

5. The long~term analysis here presented tries to show differences”in
the public finances during the stage of colonial rule of many Afrié;ﬁ-coﬁh—
tries and the political, social and economic changes J;Oduced after inde-
pendence, All changes in those fields have a great: repercu581on on

budgetary procedures and in the publlc expendi ture otructure.

6. Most oi the AiflCdn countrles have attempted after 1ndependence to
accelerate economic and social development and this means 1ncreased
invesiments and expenditarss in educdtlon, health, housing and social
welfare., At the same time governmen 8 expand their efforts in the promo—
tion of production, increasing the Tesources devoted to agriculture,
industry, transoortatidh, etec. Consequently the size and nature of govern—
ment transactions have drastically changed in recent years as compared 7
with the tendencies of the 1950's, ‘ ' '
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T« The basic statistical data used in this paper ace included in another
paaer.—/ Methodologlcal comments are preoehted there and avoid the neeee—
31ty of a repetltlon. It is necessary nevurtheless to apecify here the
main problems encountered in the previous statistical work. Traditional
budgetueieeeificatiens are inappropriate; these patterns of presentation A
of data are desigﬁe& primariiy to serve the purnoses of accountency. Also
they do not reflect true magnitudes of expeniitures and revenue, Many
problems arise from the division between recurrent and development budget,
or beiween ordinary and extraordinary budgets. This is complicated further
if the numerous special funds and specific transfers to and from these
funde are taken into consideration. The system of linking specific
revenue. to speocial funds is another extended practice in africa, PFinally
the fiscal period is different from one country to another and also for .

some countrles changes of the flscal perlod are frequent

8. Thls document analyzas the main char%cterlstlos of the expenditure
structure and the revenue pattern in Africa. Some generalizations are
intended as preliminary views .on the trends in public finance. The study
of the allocation and mobilization of fiscal resources is made through:-
the economic classification of government transactions. A4es it was noted
in a previous uCa document,"most of the countries follow‘a double budget
system based on a distinction between current account expenditﬁre and
capital or deveélopment account expenciture. This distinction, as nade by
the couritries, has been adopted for the purnpose of the present article.
It shcdld be noted,'however, that the use of a separate budget for deve-
lopment éxpenditure is often dictated by consideration of safeguardlng
such expenditure against periodic fluctuations in current revenues and

by the practice of eammarking .certain receiptes like loan. fundg for such

purposes,, ‘HExpenditure of a capiial nature can therefore be found on

African ' |
1/ Survey of/Bq_getazy Statletlcs, L¢CN 14/BUD/5.
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current account ana some current expenditures a.e included on the deve-
1opment account. EXamplea of other conceptual difficulties are the exlst—
ence of double countlng partlcularly in -the case of ancillary agencies,
1nclu51on of regaJment of deb? on curcent account and revenue contributions

1o capital budget shown on current account as expenditures,"l

9. Expenditures are alsc analyzed under functional and sectoral cate-
gories, in order to present efforts made in every sector of the government

action.

10. For a more relevant analysis fiscal information has been related to
national accounts data. Improvements in these statistical instruments in
recent years 'permit a more confident use of such aggregate informationg

but many reservations have been considered in some countries.

1l. The study of géneral trends in african public finance, on a regional
basisy is‘complemented by special analysis of developments in the govern-
ment's finance of some selected African countries. The countries included
in this section are Chana, Kenya, Sudan, Tanzania and the.United irab -,
Republio., - ‘

II. ABALYSIS OF THE DUBLIC FIKaNCE TMENDS

12. In this sectlon a study of general trends in public finance is made
in order to present the main problems faced by African countries. It has
been accepted that the study of public finance trends to be significant
must be related to the general development of the economy. In fact, the
size and structure of government expenditure and revenue changesin the

ocourse of socio—economic development.
13. The ability to mobilize potential taxation capacity, for instance,
depends largely on the-~stage of development ati which a given country has

arrived. On the other hand the pattern of the allocation of resources 1is

1/ Economic Bulletin for Africa, Vol. I, No. 2, p. 3.
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also influenced by the neocessities that arise in specific stages of deve-
lopment; thus less developed economies have te spend more in the expansion

of national infrastructure and forget for a while their other needs,

A. QGeneral considerations

14, African countries are now in a transition period‘from traditional

to modern societies. New problems are involved in such a process. Atten-—
tion must be given now tc the urbanization, industrialization, seculariza-
tion, democratization and so on. These changes are the result of the
mobilization of the population from the traditional pattern of life to

the modern one. This implies that important sectors of society are break-
ing old ties, habits and commitments and finding and adopting new ones,
Sociologists are developing some indicators to measure guantitatively
these changes. Indicators can measure exposure to modernity, the shift
into a mass media audience, the change in locality of residence, the
change from rural to urban regidence, the occupational shift of agricul-
ture, the increase in literacy, the changes in income per cajsita of the
different social groups, the increase of voting particination, the rate

of savings and investments, etc.

15. HNaturally, the structure and size of government finances depends on
whioch stage'of this long period of transition the country is approaching.
In poor countries, taxation capacity is very limited and is mostly concen~-
trated in one or twoAprimary products for exportation., Government expen—
ditures are limifed in such cases to few activities, mostly ueneral ser-

vices; action in economic and social services - iw vexry limited.

16. In subsequent stages of develapmeni governments can mobilize larger
. resources (from the new industry, commerce, professionals,; etc.) and
increase their capacities to invest in infrastructure and in developing

production.

17. Total government revenue shares of zross national product increase

with economic development., Countries least developed such as Afghanistah
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have a percentage as low as & per dent, while the most developed ones have
percentages from 25 to 35 per cent.  The great productivity of high—income'
countries are raising their taxabile capaci%ies.;/ Thus often government
Tevenus shares increase with per capita income.2 It is interesting to-
make some comparisons between differert countries of the world, For this .
purpose it is convehient to consider open economies, let us say with .

an importaﬁf foreign trade; middle economies, with some internal economic
activity; and closed economies, with a highly developed internal € CONouLy

and with a relativély émall share of GNP devoted to foreizn trade,

18, 1In less developed and in middle developed countries when they have
open economies the total genersl govermment current revenue as a per cent
of gross national product is higher in comparison with middle open econo~

mies or closed economies.

19. On the other hand, countries with high incomes have a higher rate of
taxation in relation to GNP if they are closed economies, than the more

open economies., Table 1 shows these differences,

20. Taxes on foreign trade are very important in less developed economies;
in higher income countries this is not relevant, In open economies (Burma,
Ceylon, Malaya) with income less than »250, taxes on foreign trade repre-
sent around 10 per cent of GNP and on the other extreme in highly developed
economies it represents less than 1 ver cent of GKP (casés of UuA and
France).

21, Interuél indirect taxes are more important in middle developed eco-

nomies representing éround 2> to 7 per cent of GNP and in highly developed

R

from 8 to 16 per cent.

;/ Western countries show in the past hundred years big jumps in government
revenue to meet crises (war and dépressions) with some plateaus until .
the next step increase. These crises forced those countries to estavlish
legal and administrative machineries to enforce the payments of taxes;
on the other hand taxpayers were more willing to make contributions to
meet national emergencies,

g/ Some estimates show that there is an increase of 2.5 percentage points
with every $100 increase in per capita incoms.
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) TABIE 1
AFRICA: Tax Structure Profiles 26 Countries, 1958/59

Percentage Percentage™ ?ETEentége Percentage Cther revenues

L _ »f general af tazes = of internal of intermal as percentage
Openness Couhtry government on foreign indirect direct taxes o GNP
reverme in trade in taxes in in GNP
GrRP GNP GNP

Countries with low
income (less $250)
Open  Burma 19 ) 4 5 3
Open . Ceylon 23 12 3 5 3
Open  Malaya 17 9 2 3 3
Middle = Cambodia 12 4 6 1 2
Middle Thailand = 12 6 4 1 1
Middle Indonesia 13 6 3 3 1
Clesed Pakistan 11 2 3 2 4
Claised India : 11 1 5 3 2

3 4 2 2

Closed Philippin®s 11

Countriés with middle
income ($250~-500)

Open Greece - 21 5 T 8 - 1
Open Coste Rioa 15 8 3 4 1
Open ' lebanon - 14 5 5 2 2
Middle Chile 19 4 1 8 1
Middle Argentina 17 2 T T 1
Middle Colombia 12 2 5 4 1
Closed BSpain 17 1 8 T 1
Closed Mexico 11 3 3 3 2
Closed Turkey 12 1 7 3 2
Countries with High

income (over $500)

Open Belgium 24 1 8 14 1
Open U.K. 30 1 13 15 1
Open Sweden 32 1 9 20 2
Middle Australia 25 1 10 1) 2
Middle W, Germany 35 1l ‘14 19 1l
Middle Italy 30 ¢ 14 15 1
Closed France 34 1 16 16 1
Closed U.S.A, 28 0 9 18 1

Source: Harley H.Hindriehs,"X General Theory of Tax Structure Change during
Economic Development p+36, Harvard Law Schosl. International Tax
Programme, Cambrxdge, 1966. (Figures taken frem UN publications)
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22. Internal direct taxation is also more important in middle developed
economies (represents around 3 to 8 per cent of GLTP) and mostly in deve—
loped countries (from 11 to 20 per cent of GN ) ' o

23+ It is natural, fherefore; ‘that a tax siructuré chunges through the
'dlfferent stages of development, and in %eldtion to the aegree of. _openness
of the economy.

..e4. . In the case of expenditure pattern, ihe.exneriehce-of:some-developing-~-~
regions shows that the allocation of resources changes also in the different-
stages of development. In La%in America, for instance, more rela,t:.vely
developed economiesilike Argentina, DBrazil, Mexico and Venezuela, have

more taxation capacity to mobilize and therefore the participation inAGNP

is higher (fluctuates between 20 to 30 per cent). These countries expend

in economic development promotion a shareiof 30 to 40 per cent_of'tofal :
gove?nment expenditures. In the other extreme, lesgidevelopediéconomies, _5
likeAHaiti, Dominicﬁn Aepublie, Bolivia and Paraguay, expend less than

25 pér cent of their respective GNP on economic services.

25, Thus it can be meen that less developed economies are faced with a
vicious cycle: a low income per capita reduces the mobilization of re-~
sources and the allocation of these resources must be concentrated in
general services rather than in reproductive activities, reducing the

impact of public finance in accelerating increases in income per capita.

B. Growth and changes of expenditure

20. -The growth of government expenuiiturss over the'period 1950¥1964 may
be c@nsidered in abéolute terms and could be related .to other impoftant
economic aggregates; like gross domestic product and prices in order . to

present an order of magnitude of their growth.

‘-

e M eiaamese s med e e T

te
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The level of sovernmenl expenditure

27. It can be seeh in Table 2 that the growth of gb#érhﬁéht'éxpenditure
was very rapid in absolute terms between 1950 and 1964. In all the
countries included in the table can be seen an impreseive growth of

expenditure; in some cases this amounts to several fold,

28... The largest increase occu.ced in theé Ush, Ligeria, Ghana, Ivory
Coast, Uganda, Zambia, ahodesia and Sierra lLeone., . On the other hand
the countries which recorded comparatively small increases in government
expenditure were Togo, Gambia, Figer, Gabon, zepublic of South Africa
and Bechuanaland (Botswana).

29, But increase in expenditure depends largely in many ceuntries on

the movements of" the leveliof prices. bome countriés are suffe;ing
infiation and therefore thé‘feal increase in government expenditure is -
much less if compared with the monetary incréase. In Table 2 is included
a comﬁérison of indices of increase in govecnoment expenditure and piices.
It can be seen that in all countries the index of growth of expenditure
rose much more than the price index; that means that the purchasing power

of African governments has increased from 1958 to 1964.

30._'A.more sighificant indicator of the growth of government expenditure
is i{te comparison wita the gross domestic sroduct. In Table 3 is pre-
seﬁtéd; in peréentages, the share of ygross domestic product absérbed by
publiqéexpendifure of 25 ifriean countries; .For comparative purposes
.thelinformationﬂis separated into twe periods: before 1960 and after
1960,

31. Ixpenditures of countries of Forti Africa zeem to participate in a
greatest share of GDP. Tue influence of courtries like Algeria and the
UAR with a large public.sector, in which many enterprises had been nation-

alized, contributes o this reality. In couniries of vest africa this
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T.8L. 2

CAFRICA: CGrowth of Government Expenditure in Selected Countries

Indices of growth

: 1958-1964
In terms of Cost of
‘National Currency Government Living
Expendi ture 1958 =
Countries 1950 1958 1964 1958 = 100 100
North Africa
Algeria (billion new francs)... 4a/ 61/ . ces
U.R (& millions) = - 164 29¢ 889 304 103
Sudan (& millions) 30¢/ 56 904/ 160 120
kest Africa
Nigeria (% millions) 29 100 213 213 112
Togo (billion CFA fr.) - ... 3 44/ 133 ces
Ghana (G5 millions) 14 64 160 250 141
Ivory Coast
(billion CFa fr.) S 11 40 363 1164/
Ganbia (£ millions) .o 2 2b/ 0 cee
Niger (billion CFA fr.) - 4 8o/ 200 1104/
Sierra Leone (% millions) 3 9 154/ 167 119
Bast Africa '
Ethiopia (million -ith.s) 70 176 3004/ 170 eee
Kenya (% millions) 16 44 574/ 129 1094/
Tanzania (% millions) 11 24 42 175 98
Uganda (% millions) 8 26 344/ 130 1124/
Madagascar (billions
CFa fr.) - ' 10 16 254/ 156 1144/
Zambia (% millions) e 25 46 184 108
Malawi (& millions) ces 8 17 212 1024/
Hhodesia (& -millions) e 28 75 267 107
Central africa '
Congo {Kinshasa)
billion francs) 4 15 eee oo ces
Gabon (billion CFi fr,) cee 3a/ 94,/ 300 137

Source:s

%// 1959,  Africa, op.cit.
b 1962.
o/ 1953,
4/ 1963,

ECi; Statistical Bulletin for'Africa, No."lh Part I, November 1965,

and '"Public Finance In African Countries, conomi¢ Bulletin for

-
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TABLE 3

AFRTCa: bhare of Gross Domestic Produci ibsorbed by
Public Expenditure in Selected Countries

‘ Before 1960 After 1960
Country Year Percent of GDP Year Percent of GDP
North ifrica - _
Algeris 1959 35 1960 40
Tunisia 1958 21 ves ves
Uar 1959 21 1964 47
Sudan 1859 15 1962 15
West Africa
Vi.eria . 1959 14 1962 16
Ghana 1959 17 1964 25
Ivory Coast 1959 15 1964 17
Senegal - oo 1961 21
Mali e Lo 1961 19
Upper Volta " L 1961 15
Niger 1959 11 e ess
Togo 1958 10 ces rea
East africa
Ethiopia - 1957 8 1960 9
Somalia . can een 1960 32
Kenya 1959 21 1963 21
Uganda ' 1959 17 1963 19
Tanzanisa 1959 13 1962 17
Malawi 1959 18 1963 2
Zambia 1959 12 1964 18
Rhodesia ‘ s .. 1964 21
Madagascar 1956 15 1960 12
Rwanda-Burundi - ‘e 1960 15
Central Africa
Gabon - . 1960 15
Chad 1958 8 s “re
Republic of S. Africa 1959 16 1960 15

Source: ECA, Statistical Bulletin for Africa, No. 1, Part I, November 1965.
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participation is not so high, except in the cases of Ghana, Senegal and
Mali, Countries of Eas{ Afrioca show different levels of participation
starting from Ethiopias (9 per cent) and ending with Somalia (32 per cent),
In Central Africa, there is very little -information; Gabon and Chad show
small shares of control in GDP, 1In South Africa the rate of participation
is also reduced, due to the fact that almost all activities are in the '

hands of the private sector.

32. The table also shows that the share of gross domestic product absorbed
by public expenditure tends to increase after 1960. This is more relevant
in the case of algeria, UAR, Ghana, hkalawi and “ambiz. This increase is
moderate in the cases of Figeria, sudan, Ivor; Coast, Ethiopia, Kenya,
Uganda and Tanzania. It decreases in the case of Madagascar and the
Republic of South Africa. )

33. There appears tc be some positive correlation between the level of
per capita income and the share of gross domestic product absorbed by the
government, Countries with low per capita incomes mobilize a small share
of the national product; there are no domestic industries-in these ocoun~
tries but there exists a small amount of commerce, and a few other econo—

mic activities which in fact absorbd the impact of taxation.

34, OFf the 23 Africén countries considered it can be seen that in coun-—
tries with per capita income under U.S. #80--Chad, Ethiopié, Nigeria, Malawi,
Tanzania, Uganda and Upper Volta-——the share of GDP absorbed by the govern<
ment averages around 14 per cent. In Some countries like Chad and Ethiopia

this rate is even less than 10 per cent.

35. The countries with per capita incomes of between U.S. #81 and $200
such as Kenya, Madagascar, Mali, Sudan, UAi, Gabon, Niger, Togo and Tunisia,: .
the average rate of participation of public expenditures in GDP is‘gygund 7

16 per cent, =

36. In countries with an income per capita of over U,S. %200, however,

(Algeria, Chana, Ivory Coast, Zambia, hepublic of South Africa, Senegal,
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and Hhodesia for instance) the share of the GDP absorbed by the govern-

ment is around 21 per cent.

3T. In- Table 4 1s presen‘ted5 country by country, the share of gross domes—
tic product absorhed by public expenditure in the 23 African countries

grouped according to their rezsedtive lavel of per capita income.

36s " It seems that countries with an in 1COMe DeT caplta of over U.s, »200
have developed domestic production (ag rioul tu: e, 1adustry, mining, commerce,
et0.) and had mobilized mors resources through the government, making pos—
sible the absorption of a greater share of gross domestic product. Coun—
tries in this group .have shkown more elasticity for absnrbing inereasing
shares of GDP, In the case of Algéria wiere the government was controlling
35 per cent of GDP in 1959 ana after 1960 absorbed 40 per oent, i@ an-be
presumed that in the following years this shafe.increased rapidly if aoccount
is taken of the fact that GDP decreased after 1962 and the government in-—
cereased their expenditures. In Ghana the government increased its share
from 17 per cent in 1959 to 25 per cent in 1964. Ivory Coast absorbed

15 per cent in 1959 and this rose to 17 per cent in 1964. This rate growth
in the Ivory Coast is entirely due to the fact that this oountry places
high importance on private and foreign investments. In Zambia the share
absorbed by the government was around 12 per qenf in 1959 and reose to 18_
per cent in 1964; and this increase waé possibie due to the expansion of

the copper exports.

The structure of sovernment exhenditure

39. The study of government expenditure patterns of African countries pre-
sents many problems and limitations. Availaple information is 1ncomplete
and fractional and any interpretation nust be made with caution. In the
first place, figures published by the governments refer generally to central
government; the exclusion of provircial and local governments as a conse—
quence creates a narrow view of the public finance study. Therefore it

is almost impossible to make an analysis of the general government acti-—

vities, and the whole public sector.
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TABLY 4
AFRICa: Share of Gross Domestic Product Absorbed by Public

ixpenditure in selected Countries Grouped by Income

per capita

Central Jovernment axpenditure
in per cent of GIDP

Group I - Countries under U.:. 48GC

Chad (1958) 8
Ethiopia (1960) 9
Nigeria (1962) ) 16
Malawi (1963) .22
Tanzania (1962) 17
Uganda (1963) - : ' 19
Upper Volta (1961) 15

Group II -~ Countries hetween

Kenya (1963) ' 21
Madagascar (1960) : 12
Mali (1961) | 19
Sudan (1962) ' 16
UAR (1959) i : 21
Gabon (1960) 15
Niger (1959) 11
Togo (1958) : 10
Tunisia {1958) 21
Group JJIT - Countries over U.J3, 200
Algeria (1960) 40
Ghana (1964) 21
Ivory Coast (1964) 17
Zambia (1964) 18
Rep. of South Africa (1960) 15
Senegal (1961) 21
Rhodesia (1964) 21

Source: Table 3.
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40. snotiner limitation is tne institutional pattern of public finance.
The ad.inistrative organization varies-considerabiy from country to -
countTy in the region; this means that the share of resources flowing

to the public sector is understated in different degrees for the various
couritries., Thus, for example, loczl government is practically non— -
existent in Somalia and &thiopia, where in practice the entirety of
public resources is represented by those collected by the central govern-
ment. The oppogite is true in countries such as Kenya Uganda and Mada-
gascar where 50 per cent of the resources absorbed by the public sector

is represented by provincial and local governments.

41. The availaonilit. of statisitical data is ver, irregulir. Some coun-
tries prodﬁce periodicél inform;tion, put some others close their final
accounts very late. Therefore, it is difficult to have statistical series
under the same bases. It can re suaid that data on bﬁdgetarJ expenditure
are far less uniform and homogenéous thun data on revenue. Only in a few
countries of the whole region produce figures for ¢ xpenditure classified
according to a functionul breakdown and even then the time series are not

as complete as the comparable figures for revenue.

42. In Table 5 government exjenditures are resumed in their broad func-
tions. The table rresents the percentage of total expenditures in economic
services, social services, general services, financial services and

unallocated expenditures.l

43, In some countries it can be seen that general services are absorving

. increasing rates of the total expenditure. This is the case in Tanzania,

Rwanda and Burundi, Malawi, Zamoia, etc. This is a cunseyuence of heavy
new expenditures in general administration, defense and police. These

heavy expenditures are a consequence of independence.

1/ Definitions can be found in document 5/CN.14 /30 /l “Juidelines for
the Co-—ordinution of National Judgets with National Development FPlans. '
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TaBLL 5

AFRICA: Breakdown of Oovernment .ixoenditure by Broad Func—
tiohis in belected Countries :

{In per cent of total expenditures)

zconomic Social General Financial Unallocated
Countries oervices bervices wervices wervices Lxpenditures
Kenya 1952 20.17 21.3 23.4 13.9 20.7
: 1955 19,9 15.0 15.9 54 42.8
1960 22.9 25.4 29.3 14.5 7.9
1963 30.5 23.5 23.9 17.0 5.5
Uganda 1950 34.5 20.1 20.1 T+5 17.4
1955 26,86 29.6 17.8 5.8 20,0
1960 27.3 33.0 23.0 8.0 6.8
_ 1963 22,2 21.5 25.1 16.6 14.6
Tanzania 1950 14,0 11,1 15.6 2.9 56.4
1955 21.9 18,5 19.6 5.8 34.2
1960 27.5 25.9 20,7 v 17.9
1963 31.7 0.4 26.1 e 11.8
nwanda~
Burundi 1957 25.6 22.8 10.9 1.0 39.7
1960 22.2 33.5 14.4 2.1 27.8
Malawi 1956 32.1 15.2 15.2 3.6 33.9
1960 32.9 16.0 24.9 8.0 18.3
1963 21.8 22,6 25.1 6.2 24.3
dambisg 1956 32.1 15.2 15.2 3.6 33.9
1960 S 32.9 16,0 24.9 8.0 18.3
. 1963 2l.& 22,6 25.1 6.2 24.3
Chana 1959 38.1 29.0 24.6 1.1 7.2
1961 39.7 36.8 23.8 2.2 3.5
1963 32.6 32.5 19.0 4.8 11.1
Somalia 1962 20.6 21.1 54.0 4.0 4.0
Nigeria 1961 33.0 21.0 ‘ 33.0 13,0 voe

source: Basic information provided by official sources.
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44. PBxpenditure in socciul services tends 1o increase continucusly in

many countries, due to social pressures created by the new attitudes of

the masses of africa. The populuation of africa teday is demanding more
education, nrealth and pocicl welfare services. The conseguence is that
countries like Kenya, Uganda, Tanzania, .vanda and Burundi, Malawi, Zambia,
Ghana and Nigeria are spending more now on social services than in previous

years.

45. The faster rute of growth of expenditure for general and sociul ser-
vicesyin detriment of economic services in scome countries like Uganda,
Rwanda and Furﬁndi, Faulawi, Zamoiz and Ghana. In these cases this means
in practice that deminds for development expenditure had to be sacrificed
to the recuirement of expenditure for services which are less directly'
reproductive, or not reproductive a* all. 1In the first category are
mainly the social services like educition and health where the returns

in terms of develouyment are slow to come; improvement in the educational
standards are undoubﬁédly an essential prere,uisite to economic develop-
ment, but the Ienyth of the reriod necessary to give adequate basic tréin—
ing demands and investment of resources without any benefits for a period
vhich may e.sily extend over seversl years. This is mostly true in the
case of countries with an income per head under U.S. £L0 a year. Some
countries have understood this yuestion and are now making efforts to

improve economic services; this is the cuase of Kenya, Tanzania, etc.

46. Another fact to be mentioned is the raypid srewth of financiil obli-
gations which is a direct refiection of the fast rising level of public
indebtedness, both on foreign znd domestic¢ accounts. This is particularly
true in the case of Kenya, Ugandz, Tanzania, Awanda and Zurundi, Malawi,
Zambla, Ghana and many other countries. hile there is no implicii limit
on the amouht of public indebtedness whicin can safely be incurred by
governments, developing .fricun countries tend inevitably to rely heavily
on foreign loans nheré the 1limit is cleuxrly marked by the capacity of the
country tc produce the foreiin exch.nie resources necessary {for the ser—

vicing of the debt.
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47. a cert.in slow down in the rate of growth of overall exgenditure in
very recent years is a symptom of growing financiul difficulties arising
from slowly rising revenue and failure in closing the gap with borrowed
funds. These are not eusy to mobilize in africun countries and, to tae
extent that they ere mobilized, new indebtedness imposes heavy financial
burdens .to the point where most of the sdditional receipts automatically

30 into debt repayment.

48. It is interesting to study the distrivution of government sexpenditures
by functions. Ixpenditures in economic services are concenirated in many
countries in transport und communication; this is the case of Ghana, Sudan,
Liveria, Nigeria, etc. In other cases prioritiszs have been given to

agriculture, like Kenya, or industry, like the U_ {see Table 6).

49. dxpenditures in social services are concentrated mainly un education.
In countries like Sudan, Ghani, Liveriu, Nigeriaz, Tanzania, the U.H, and
Kenya for wvhich informction is availicie, expenditures on educ.tion repre-
sent from 7 to 27 per cent of total expenditures. These expenditures

are followed in order of importance by expenditures on heaith.

50. Exgpenditures in general administration reypresent different shares
of total expenditures.r In the Sudan 2 per cent, in Ghana 9 per cent,
in Liberia 27 per cent, in Higeria 1¢ per cent, in Tanzania 7 per cent,
in the LAk 10 per cent and in Kenya 8 per cent. These percentages cor-

respond to the years mentioned in Table 6.

51. Expenditures on defense, police and justice absorb sharesirom 9 per
cent to 32 per cent. Unallocuted expenditures, in which repayment of the

debt is included, have an importunt share in man. countries.

52. us it. was mentioned before, independence reiresents for many African
countries the assumptiion of new res;onsibvilities. This new task is repre-~
sented mainly by the general administration and defense. But at‘the game
time the process of liber:tion has created thé conscience that conditions

of the masses must be improved throuih educ.tion and health services.
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TasLi 6
AFHICA: Distribution of Jovernment Ixnenditures by Functions
in belected African Countries (percentages)
) N Nige= Tanza- ;/ ;/ 2/
n—l-/ Ghana2/ ’L:‘L:j-j ria2/ nia2/ UAk Kenya~ Uganda
suda, 1963- ri 1961= 1964- 1963=, 1963- 1964~
Functions 1964-65 1964 1960  1962a/ 1965 _ 1964% 1964 1965
1. Hoonomic Services 49 33 36 33 29 55 33 21
—-Agriculture 10 7 3 1 T 8 24 8
-Mining, Industry
and constr. 4 8 14 1 4 26 cen 3
=Fuel and power e T 1 4 4 9 . ..
~Transport and
communications 30 10 17 27 5 9 6 T
~Other .5 1 1 cee 9 3 3 3
2. Social Bervices 30 32 21 21 24 17 19 33
-Bducation 7 18 10 9 16 10 13 14
-Health 6 6 1 5 - 5 3 4 1
-Social welfare ces 2 2 4 2 4 . 9
~Other 17 6 2 3 1 ces 2 3
3. General
Administration 9 9 27 16 1 10 -] Py
4. Defence, police | _
and justice. Az 11 9 17 15 15 17 16
~Defence o T 5 . PRPIA .. PR 5
—JuS“tiCe f:.r Police “-en : 4 4 . .00 . . ll
5. Unallocagted ’
Expendi tures e 15 1 13 25 3 23 11
Total 100 100 100 100¢ 100 100 100 100

Source: HECA, based upon official information.

1/ Budget.
2/ 4ctual.

a/ Includes federal and regiomal government.'
b/ Includes seneral sovernment and state
enterprises consolidated.,
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53. 1In Table 7 the structure of current expenditures by main functions
is presented (as a. jé;céntabe of. total. current: expenditures). The main
functions imecluded are gene1¢l adhlnlstratlon, defense, education, health.
The term "other" 1ncludes economic serv1ces, public debdt and unallocated

'expendltures.

54, Expenditurésrin general administr_ tion have increased rapidly in
relative terms in countries like Morocco, Ii_eria, etc., but in many other
countries the share absorbed by this type of exgenditure has remaeined
stagnant; this is the case of wlgeria, Tunisiz, the Uad, Ghuna, Etpnioria,
Tanzania, Uganda, Congo (“inshasa) and the Republic of South .frica.

In other countries it can ve seen a réduction of the share in countries
like the U.R, Sudan, ¥Kenya, etc.; in these cases the new bureaucracy

of independent governments has resulted in a less expen51ve admlnlstratlon

than in coloniul times. .-

55, 'Defence is absorbing an increasing rate of the total current expéndi;
tures, in countries like Tunisia, Sudan, Hijeria, Ghana, Togo, Ethiopia,
Tanzania and the Republic of South africa. On the other hand, there are
some countries which are reducing the share occupied by defense serv1ces

in recent years; this is the case of Kenya and Uganda.

56. Expenditures in education represent 2 big share of towual expendltures,
andrthe trend is to inerease this share substantially. This cun be seen
in countries like -1Ler1,, the Uil, Sudan, Wigeria, Ghana, Kenya, Aanzanla,
Uganda, Congo (Klnshdsa), etc. In some other countries the tendency

seems to be the opposite like in Tunlsla, Togo, uthlopld and the hepuollc

of South Africa in recent years.

57. Expendltures in health are grow1ng in countrles like Tunisia, Nlberla,
Ghana, &t¢.. " Thé sharé absorbed by ‘these expendltures in countrles llke
nlberld, the UAR, Sudan, Togo Kenyd, Ugzanda and Republlc of South

Africa is decreas1ng in. recent years.
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TABLS 7

2FTuas  biructure of Current ifxpenditures, by liain Functions
(Percentage of total current expenditure)

General e :
Adivinistration Defence Education Health Other

Yorth africa

Morocco 1350 o 31 PN 27 8 34
. . 1353 iz ce 19 9 40
1956 37 10 19 10 24
Algeria 1950 49a/ e 13 7 31
. 1953 38a/ - 18 10 34
1956 36a/ 16 9 38
1958 43a/ oo 15 9 33
Tuniaia 1950 29 .. 20 8 43
1953 28 21 8 43
1957 28 . 3 . 20 10 39
1959 22 . 11 18 11 30
UAR 1950 15 23 12 6 44
1953 7 17 11 3 52
1956 12 3l 12 3 42
1959 478/ 13 2 38
19628 45a/ .o 16 3 36
1964E 14 24 12 4 46
Sudan 1953 21 1 7 9 56
1956 15 9 9 9 58
1958 15 12 11 9 53
1962 13 13 9 8 51
1964 11 16 10 7 56
West Africa

Nigeria 1950 16 3 9 ) 66
1953 T 18 4 10 7 61
1956 15 3 14 7 61

1958 16 4 22 6
1961 17 T 30 9 37
™ 1963 18 T 23 12 34
Ghana, 1950 18 5 11 8 58
. 1953 19 2 17 -8 54
1956 19 4 17 1 53
1959 20 1 21 8 44
1962 19 16 24 12 29
19648 - 20 11 29 - 9 - 31
Togo 1950 ‘es ves 13 19 68
1958 e e 19 15 66
1961 v 4 18 13 65
1964E oo 13 14 12 &6l

22, .
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TaBLs 7 {continued)

General‘

Admirnistration Defence Jducation Health Other

tast Africa

Kenya 1950 21 - 5 9 8 57
1953 34 4 12 1
1956 52 3 10 5 30 -
1958 35 4 14 6 41
1962 28 ‘e 19 i 46
_ 1964 29 2 17 6 46
Ethiopia 1950 41 : 30 13 4 12
- 1953 37 27 12 4 20
1956 - 36 25 .d2 4 23
1958 35 N 27 i2 3 23
19620 37 32 11 5 15
Tanzania - 1950 25 ‘e 9 9 57
1953 21 cen 14 8 57
1956 21 e 15 9 55
1958 23 ‘o 17 9 1
1961 24 ' 15 19 9 33
, 1964 25 . 18 20 9 28
Uganda 1950 24 4 11 12 49
: 1953 20 4 15 10 51
1956 18 5 21 9 41
1958 22 4 22 10 42
1962 20 - 21 12 47
1964 19 4 16 8 53
Central Africa :
Congo(Kinshasa )1950 29 ces 18 53 . -
1953 28 cee 23 49
1956 24 .o ‘e 26 50 °
. 1958 .22 .o .- - 28 50
Rep. of South
Africa 1850 - 21 8 T 4 60
1953 - 20 . 11 ) 4 59
1956 - 25 9 6 4 56
1958 - 2l 10 7 5 57
1962 22 : 11 T 4 56
1964 21 = 14 6 4 55

Sources HCA "The Structure of Central Government Revenue 1n African
Countrles," 1959-64, _

a/ Includes defence,

A3 -
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560. The rate of growth of expendituces in defense, educ.tion and health
is presented in Table B in comparison With_the rate of growth of total
government expenditures. The.téﬁié Showsnfﬁétmexpenditures in defense
have increased more rapidly than totul government expenditures in coun-
tries like bSudan, Nigeria, Toﬁo, Ghana, Tanzania and the Republic of

South africa. -

59. The rate of ,rowth of ‘expenditures in education have indreased more
than total government expenditures in countries like Ghana, tne Republic

of South safrica and Zambia,

60. The rate of growth of expenditure in .ealth have increased more rapidly
than the total government expenditures in the cases of the UuR, Nigeria,

Ghuna and the eyubiic of Souti sfrica.

6l. In order to complete the picture of the government expenditure
structure of african countries, it is necessary to study expenditures by
economic items. .as it has been mentioned before, available information

is not sufficient for a complete analysis of current .ind capital expendi-
tures; but at least some data can be used to have a rough idea of the
main items of expenditure..‘ln Table:9 is presented the available inform-
ation on government expenditures 0y economic items in selected african i

couniries.

62. The share:absorbed by capital eipenditure is increusing in impressive
terme in countries like the UaR, Sudan, CGhana, etc. In those countries
the government has made big‘efforts to accelerate the rate of growth of
the economy. On‘the other hand, in couﬁtries in wnich the capital formation .
fis mostly in the'bands of thé private sector, the rate of cdyital expendi-
ture mude by the government is stagnant or even decréusing. .This is the
‘case of Nigeria, Malawi, debia ind thé Republic of South africa. In other
countries the ra#é of capital formitibn.is insignificant like in the case

of Togo.
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TABL:E 8

AFRIChs Growth of sxpeunditures in Jefence, Bducation and
Health in velected ifrican Countries
(Index numbers)

Total
Government
Expenditure Defence Education Health

North Africa

UAR 1959 100 100 100 100
1962 121 ces 144 160
1964 175 122 160 275
Sudan 1959 100 100 100 100
1962 133 143 99 111
1904 175 196 108 119

lest aifrica
Nigeria 1959 100 100 100 100
1961 142 128 131 126
1963 150 160 145 175
Togo 1958 .. 100 100(1961) 100 100
1962 . 144 216 124 109
1964 193 974 146 149
Ghana 1959 100 100 100 100
1962 208 375 244 297
1964 205 302 311 234

East Africa
Kenya 1959 100 100 100 100
1962 112 oo 136 121
1964 137 17 134 110
Tanzania 1958 100 100 100 100
1961 132 133 109 , 113
1964 145 77 131 129
" Uganda, 1960 100 100 100 100
1962 123 - 128 113
1964 146 215 102 91
Zambia 1959 100 cen 100 .es
1962 116 e 133 -
1964 211 .es 219 .
kep.ofS.Africa 1959 100 100 100 100
1962 110 222 126 125
1964 136 319 142 141

Source: UN Gtatistical Yearbook, 1965,




By 0,14/ 8UD/6
Page 29

TABLY 9

AF.ICA: Govermment Miuoenditure by uconomic Items in pelected ‘
Countries (per cent of total expenditures)

Current expenditure Capital expenditure
Gross :
Expenditure fixed
on goods & capital
Totdl services Transfers Toial formation Qther
North africa '
UAR 1954 83 76 5 17 .o 0o
195 83 179 4 17 ... ...
1962 51 47 4 49 o PR
‘ 1964 54 48 6 46 v P
Sudan 1854 72 v cos 28 vos .o
1959 70 ces cee 30 e e
1962 64 e e 36 cee ves
- 1964 57 . . 43 . .o
West Africa :
Nigeria 1959 57 39 15 43 27 16
: 1961 58 39 19 42 27 15
1963 65 42 23 35 23 12
Togo . 1958 93 72 21 7 6 1
1961 94 T6 18 6 6 PR
: 1964 93 78 15 7 7 “es
Ghana ' 1953 58 43 15 42 15 27
1962 54 .+ 36 18 46 29 17
1964 56 34 27 46 20 26
Bast Africs
Malawi 1957 73 53 20 27 27 ves
: 1961 63 45 18 37 30 7
1963 77 51 26 23 23
Tengania 1954 170 58 12 30 23 7
1961 72 60 12 28 18 10
wanbia 1959 59 45 14 41 23 18
1962 66 50 16 34 18 16
1964 71 52 19 29 13 16
Rep. of &. . ' '
Africa 1959 64 47 17 36 cen ves
1962 75 45 _ 30 25 e
1964 13 47 26 Co27 veo .

Source: UN Statistical Yearbook, 1955.
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63. CurréﬂfJék@eﬁdituf531§6¢ﬁ}y'ﬁatprail} the bigegest share of government
expenditure. The 56st.p£ the governmental madhinery is high and presents
somé‘iffafioﬁalitiéé; Jns_it_was_stressed by the 0. report "Public Finance
in Africéﬁ”COQntries“}‘ "ne of the reaisons for high cost of services in
these countrieé is the presence of a large number of expatriates in public
services znd high .wages péid-to-them. Tor example, in Congo (Leopoldville)_
it is estimated for 1957 that the average salary of a =uropean in the
economy was 30 timem the aversze salary of an .frican. In the Federation
of Rhodesia and Nyisaland in 1956, 39,000 africans in government adminis—
tration accounted for 2 total wage bill of 13.41 million while 9780 Buro-
peans accounted for a wage bill of £9.24 milliqn. The_éverage galary of

a Buropean in thé'economy 2B a whole was Bl034 as against £68 of an
African., To give examples of former French territories, in former French
Soudan in 1958/59, 15,9 per cent Buropeans in civil services claimed 33.5
per cent of wage bill as against 66.5 per cent of wage bill shared by 84.1
per cent Africans. 1In Togo a senior expatriute civil servant receives 76
times the national per capita income. High levels of expenditure in

these countries, therefore, do not necessarily mean provision of more ser-
vices."l . It must be said that independence has changed very much the above-
mentioned situation, through a process of .fricanization, but it must be
recognized that this process not always his been rational and that some-—
times have involved waste of resources and the creation of new bureaucratic

privileges.

64. It is impossible to measure efficiency in the public administration

of african countries. The applicztion of the standards taken from deve—
loped couniries cannoet be applied without ap.ropriate adaptation to african
conditions and the old fashioned budgetary structure makes difficult ﬁhgw.mmm‘

measurement of costs and achievements of the various fronts of the govern-

1/ See ECa, Jconomic Bulletin tor ofrica, Vol. I, No. 2.
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mentt's activities.:

65. Since African countries are asguming new functions in economic and
social development, a family of new decentralized institutions is growing
in recent jéaré; Most of these entities need financial support for per-
forming their sctivities. In fact, many countries have created new uni=~
versities; new research centres, new social securify échemes, new hosritals,
and many new state enterprises. It is easy to understand that current
transferé from the central government to the cenitralized agencies and
enterprrises have to increase accordingly. In countries like Nigeria,

Ghana, Mdlawi, Zambia and Heipublic of South africa the percentage of

total expenditures devoted to trunsfers has increased in latest jears,

absorbing increasing shares of total expenditures.

66, It is not possisle to make i detailed analysis of government expen-—
ditures cluessified by economic items. Iew countries produce periodical
information under this breakdown. In Table 10 tiuis information is pre~
sented for some few countries. .s a generil observation it can pe pointed
out that the proportion expended in personal emoluments in Nigeria and

Ghana seems to be adeguate to support public administration. The rroportion
allocated to other goods and services seems to be very high and austerity
programmes msy be recommended for the unnecessary expenditures which are

a conseguence of the "demonstration effect” or just "prestige expenditures"

in the public service.

67, In the transfers items Ppayments to decentralized institutions, as a
conseguence of the policy described above, are importunt. These payments
are followed in importunce by interest on public debt,-as a comseyuence

of the services arising for the loans policy.

The pattern of capitil exjenditures

68. Most of the african countries are muking efforts to increase their

capital cutleys.
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TaBLy 10

AFRIC4A: Oovernment Expenditures by HZoonomic Items iﬁ Selected
Countries (percentages of total expenditures)

Nigeria Ghana UAR Uganda
o 1961-62 1963-64 1963-64 196465
I. Current Expenditures 59 57 68 83
1, Operating expenditure -39 32 46 45
-Personal emoluments 23 17 16 25
Other goods asnd services 16 15 30 20
2. Transfers ‘ 20 25 22 - 38
Interest on debt 3 4 e
‘Subsidies 1 2 e
Payments to local
authorities 2 1 eee 14
Payments to persons and
institutions 14 18 cow 17
Payments abroad ' vue e e res
ITI. Capital lxcenditure 41 43 32 i7
Gross fixed capital
formation” : 26 19 26 17
Transfers for capital '
formation . 2 10 tee ves
loans 8 2 .. .
Investments 2 - .o ses
Loans repaid 2 11 ‘e e
Other 1 1 6 e
Grand total . 100 100 100 100

source: 0Official publications. Iifferences with dates in Table 9 due
to different methodology. '
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69. Fixed capital formation représents a high proportion of total expen-
ditures (aveiages taken from the years mentioned in Table 9) in countries
like Nigeria (40 per cent),Ghana (44 per cent), Malawi (29 per cent),
Tanzania (29 per cent) and :ambia (34 per cent).l ‘High also are the
proportions devoted to public debt amortization, financial investments,
ete. in countries in which public investments have been:financed With.‘

foreign and local resources, such as Higeria, Ghana and sambia.

70. as it h .s been shown, sfrican countries had made a great effort for
inereasing public investments. Now it is necessary to consider what is

the pattern of these public investments.

71. Developing countries concentrate, in general, investment efforts. in
the creatién of a national infrastructure. Construction of roads, dams,
irrigation schemes, water supply works, etc. are bagic preoccupations for
governments in early stagés'of'develdpment. ¥ithout transportatioh,
energy, communications, water and so on, agricultural productién caﬁnof'

increase, and it is impossitle to start indusirialization.

72. At the same time the training of manpower prepared to undertake the
new tasks iﬁpoéed by development is necessary. Increases in educational
services are rquired for that purpose, as well as rublic health, housing
and social welfafe serﬁices, Investments in construction of schools,

hospitals, houses,_medidal_éentreé, etc. are essential for the expansion -

of thoge gocial services.

73. In developing countries, the government also—promotés agriculture,
industry, mining and other productions. Investments in silosj’irrigatibn;
agricultural extension and research, are made by progressive governments
in order to hélp fgrﬁefs' effbrtsrtowardsiincreasing:productipn. Many
governments, on the'other hand, promote the formation of new indusiries

;/ These percentages are comparable with those of Latin american countries
like Brazil (26 per cent), argentina (21 per cent), Chile (31 per cent),
Colombia (29 per cent), Venezuela (45 per cent ), Nicaragua (38 per
cent ), Guatamala (42 per cent), estc.
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and the construction of warious kinds of industrial plants in order to
substitute importation, supply internal markets and export some manu-

factured yroducts.

T4. african countries have planned investments in these fields in their
national develoyment progyrammes. Table 11 shows the shares of public
investment in the promotion of human resources, in development of infra-
structure and in increasing production. The information was obtained fromnm
the national development plans and, of course, represents only the inten~
tions of African countries. Unfortunutely, dates on actual basis are

not available.

T5. For the analysis of the data presented in Table 11 it is interesting
to note the regrouping of the countries in relation to their income per

capita. Table 12 shows this criteria.

76. It can be seen that less feldtively developed economies (under U.s.
#80 per capita)'iike Nigeria, Tanzania, Uganda and Upper Volia concentrate
investments'ﬁdétly in infrastructure. sn average of almost 50 per cent

of government capital exbenditures goes, in these countries, to energy,
transportation, communications, water supply and 86 on. Investments are
also directed to development of production, so that around 27 per cent

of total investments were planned towards increasing agriculture and
industry. It must be noted (see Table 12) that countries like Uganda
concentrate more in industry than in agriculture. On the other hand,
countries like Tanzania and Upper Volia gave more attention to agricultural
investments. Invesiments in developing educution, health and social wel-

fare are only arcund 19 per ceut average.

T77. Countries between U.5. 8l and 199 per capita, like Guinea, Kenya,
Malagasy, Sudan, Cameroon, Congo (Brazza), Morocco and United aArab Republié
began to increase efforts in development of production, instead of infra-
structure. In fact, available data shows that around‘40 rer cent of total

investments goes, in averuge, to increasihg production against 37 per cent:
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TaRL. 12
ATRICA:  Planned bectoral Distribution of Governuent Capital
ixpenditures in oselected Countries, grouped in relgticn
to income per canita (per cent. )

Development Vevelopment

of Infra- of human Development of Production
structure Legources Total Agriculture Industry
Group I - Countries
under U.S8. ¢80
Figeria (1962-63) 52.5 20.1 27.4 13.5 13.9
Tanzania(1961-64) 43.9 27.1 29.0 25.0 4.0
Uganda (1961-66) 61.2 15.4 23.4 8.3 15.1
Upper Volta
{1963-68) 30.4 22.0 47.6 36,0 11.6

Group IT - Countries
U.5. $81-199

Cuinea (1900-63) 35.3 16.2 48,5 26.0 22,5
Kenya (1960-63) 45,0 15.4 39.6 38.6 1,0
Malagasy (1959-62) 38.2 20.2 39.6 38.5 1.1
Sudan (1961-70) 35.1 23.7 41,2 32.3 8.9
Uak (1960-65) 35.6 15.3 49.0 23.5 25.5
Cameroon (1961-65) 43.0 18.0 36,6 38.3 0.3
Congo (Brazza)
(1961-63) 41,0 45,3 13.7 .. oo
Horocco (1960-64) 24,0 26,7 49.3 21.0 28,3
Group I11 ~ Countries

over U.J. 200

Ivory Coast{1956-62) 32.9 31.6 35.5 32.9 2.6
Senegal (1961-64) 39.2 34,8 26.0 19.0 7.0

wource: Table 1l.
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in infrastructure. Investmenis for developing humen resources increase

to around 23 per cent average. Liost of these countries concentrate
investments for 1ncre451n5 ;roductlon 1n development of agriculture. Only
the UsR invested a llttle more in industry.-than in agrlculture (see

section on United Arab wepublic, p. 114).

T4. Countries with more tth N, yer cariva, like Ivory Coast and Senegal,
show 1ncrea81ng erorts in expansion of education, health and social wel-
fare (33 per cent oi total 1nvestments) Ixpenditures in developing
infrastructure continue to be the highest individual share (36 per cent)
Investments in increasing production is lower thain in the other cases
mentioned above, and are mostly concentrated in agriculture; 1ndustry is
in the hands of the private sector, the sector which can undertake, at
this stage of development, responsibilities in the 1ndustrlallzat10n pro-
cess. The case of CGhana is not in the average of countrles w1th more
than $200 per capita. FPlanned investments in this country for the perlod
1959-64 concentrated too much in infrastructure (65 per cent) and for

the development of production only 14 per cent was alloﬁated; this inade-
quate pattern of investment for a country in the stage of development of

Ghana was conducive to many disequilibriums afterwards (see seoction on
Ghana, p. 67).

79. In Table 13 a summary of the average percentages of distribution of

planned public investments for different groups of countries is shown.

80. If some generalization can be.made, it must-be said that countries-
relatively less developed concentrate more in the creation . of infrastrués
ture than in improvement of human resources (education, health and social
welfare). In the following stages investwments in human resources
inereases slowly and a more balanced distribution of public capital ex-

penditures is obtained.
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TasL. 13

CAFRICA:  Planved bectorsl Distribution of Covernment Eapltal
- Lxpenditures of 14 .frican Countries

(average percentage)

Deﬁelopment Developmuent Development
of - of Human of

Countries Infrastiucture desources . production

Group I = Countries
under U,S. ¢80

(leerld, Tanzania,

UganQa, Upper Volta) 49.5 7 18.5 32.0

Group II - Countries
U, b, $81-199

(Guinea, Kenya, Malugaa;,
oudan, Uslt, Cameroon,
Congo (Brazza) and

Morocco) ) 37.3 - 22.8 33.9

Group III - Countries
over U-bq @200

(Ivory Coast, benegal) 36.0 33.3 30.7

source: Table 12.
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C. QGrowth and changes of government revenues

81. In this section it is attemrted to analyze the trends and structure
of current revenues of .frican countries. 4 special subsection concerns

the problens of the takation system.

Trends of current revenues

2. In recent years african countries h.ve experienced an increase in
the collection of current revenues. Tae concept of current revenues

includes:

{a) Direct taxation denotes "taxes on income and wealth." - These com~

prise income tax, undistributed profits duty, trade profits
'épecial levy, fixed property profits tik, peréonal dnd.éavihgé
fund levy, insurance and pension contributions, general tax,
poll tux, african tax, native tax, graded tax, community tax,
local government tax, municipal tax, annual tax, nominal capital
tax, land tax, hut tax, real estate tax, cattle tax, estate duty,
death duty, inheritunce and succession duties, donations tax;
"iron ore profite sharing" and "health tax" (Zthiopia); "tertib"
and "tax urbaine" (Morocco); "jangali" (Nigeria); "industrial
tax"{Portuguese territories); "education tax" {ithiopia and
Tanzania}; and "taxes for the benefit of the communal budget"
(Senegal). For most of the Francophone countries it has not
been possivle to ascertain the composition of "direct taxes.™

It is quite possible that some elements of indirect taxation

are there included.

(v) Indirect taxation denotes "taxes on consumption. and production.'

These comprise customs and excise duties, consumption duties,”
duty on transport, sales tax, turnover tax, entertainment tax,
taxes on gambling, auction tax, licences, stamp duty, mining-
tax, royalties from natural resources, the profits of state

monopolies, taxes on mortgage ilnscriptions and tramscriptions,
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(c)

(d)

taxes on purchase and sale of murketable securities, transfer
duties; toll tax (Ithiopia); native pass and compound fees
(Republic of South africa); "road frontage premia" and "yremia
for provisions of sidings" (Tanzania), For algeria, Morocco,
Niger, und most of the Francophone countries the figures shown

under "indirect taxes” also include "registration fees."

Income from public coumercial enterprises and domain comprise

the receipts of government commercial undertakings such as water
and electricity supplies, currency boards profits, rents, profits

from the sale of investments.

fees and receipts from public services. These include registra-

tion fees, fines and forfeitures, Judicial fees and other depart-
mental fees for services rendered and not charged on a commercial

basis, e.g. hospital fees. also included are reimbursements.

Interest and loan repayment. This includes repayment of capital -

' falrly substantiil for the former Federation of ﬂnod631a and

()

Nyasaland, for Rhodesia, and for Zambia.

Grants and special receipts include centributions from domegtic

as.well as external sources, and proceeds of sales of capital
goods, e.g. land. For the Republic of Bouth africa, these com-
rrise receipts on Bantu Lducation account ind standing appro-
priztions from revenue in respect of the Wational Road Fund, South
Afrlcdn Native Trust Fund, South .frican Broadcusting Corporation,

and Native Trust Services .ccount.

83. Table 14 presents +the figures of sfrican current Tevenues for the

veriod 1950-64. In absolute terms the increase in revenues of UaR,

Nigeria,

Togo, Ghana, IFali, Ivory Coast, Higer, Nauritania, Ithiopia,

Uganda, Zambia, ¥alawi and lthodesie, Chad, Gzbon. and Central african

Republic

would appesir to be impressive.
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TeBLn 14

AFICL:  Growth of Current :evenues

Indices of growth
1950-64
Government Cost of
Lxpenditure Living

In terms of
hational &Susiency

1950 1956 1964 1958 = 100 1956 = 100 °
1. Forth &frica o )
Tunisia (million
dinars) .o 44.7  70.7a/ 161 107
Usit (& millions) 155.7 292.3  501.0 171 103
ovudan (£ millions) 30.3 47.0 6722 142 120
2., et africa
Figeria (% millions)  28.5 70.3  123.4 173 112
Dzhomey (million CFA :
francs) . 3.0p/ 5.3 166 e
Togo (billion CFa , . _
francs) 1.1 2.0 4.4 220 oo
Ghana (% millions) 16.8 57.1  104.0 182 141
Mali {billion Cka .
france) . 5.4 9.9a/ 198 .
Ivory Coast (billion
CFa francs) ces 10.2 4C.4 404 1160/
Senegal (billion . :
CFa francs) con 23.2b/ 24.6 108 124
Gambia (» milliom) coer L1:8 1.8a/ 0 .
Niger (billion CFa
francs) - , P 2.4 5.4 270 Ll
Sierra Leone (& e e
million) 3.0 12.9n/ 13.1a/ 107 119 R
Mauritania A 1.5 3;52/ P

233
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T4BL. 14 (continued)

Indices of growth
1958-64
Govermnment Cost of
Expenaiture Living
1950 ~ 1958 1964 1958 = 100 1958 = 100

In terms of
national currsncy

3. mast africs

FBthiopia (million

b, ) 66.0 140.4 26v.4 192 ..
Somalia (million

somalos) 41,6  123.6d/ 145.4 116 125a/
Kenya (% million) 13.4 34.7 A7 .6 137 109a/
Tanzania (% million) 10,7  18.8  22.0¢/ 115 98
Uganda (& million) 9.3 18.6 32.5 180 112a/
Madagascar (billion

CPs francs) 8.0 14.3  22.7a/ 164 114a/
Zambia (% million) s 19.1 331 173 108
Halawi (L million) ... 5.5 8.6 172 102a/
hhodesia (& million) cee 19.7 43,6 250 107

4., Central Africa
Chad {(million CF4

francs) ‘o 2.9 5.8 193 148
Congo (kinshasa) _

(billion francs) 5.4 11.0 11.7 106 372¢,
Gabon {million ’ _

francs CFA) “ee 3.3 8.9 296 132
Ceacis {billion ‘

C¥. francs) - 1.9, 5.2 260 .o

Republic of So.Africa ‘ .
(% miliion) 155.2  649.0 787.0g/ 171 110

Botswana{mill, rands) cos 4.0p/ 7.2a/ 160 oo

Source: HCA, otatistical Bulletin fo: nfrica, Ko, 1, Pfart 1, Lov., 1969,

a/ 1963, ¢/ 1962, e/ 1961 = 100,
b/ 1959. a4/ 1961.
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84. Increases in'révenues depend in nmuny countries on the movements of
the level of prices. wuLome countries are suifering inflation and there-
fore soﬁetimes ineresuses in tax collection are highly influenced by these
price increases. In Table 14 it is possible to make a comparison betweenr_
indices bf'growtﬁ (1958 = 100} of revenue collection and'cost of living.
Cnly in the cases of Senegul, Sierrs Leone, Somalia and. Congo (Kinshasa),
the index of cost of living rose more th.n revenues. In most african
countries the purchising power ol the revenues collected seems to increase

between 1950 and 1964.

85. But a significant indicator of the growth of government revenues is
its compairison with the gross domestic product at factor cost. In
Table 15 is presented in per cent the share of gross domesitic product

abgsorbed by public current revenues.

86, In Table 15 it can be seen that in six countries with low income

ver capita (under U.S. 80 per capita) the share of GDP absorbed by the
government through taxation, fees and other current rescurces is around
10 per cent. On the other hand, countries with more than 200 per capita
absorb around 1b per cent. In the middle, countries with income per

carita between .81 to 4200 absorb almost 14 per cent average.

87. Countries with less than 80 per capita, like Chad, ﬁfhibpia, Nigeria,
Tanzania, Ugunda and Upper Velta collected their t.ixes primarily from
foreign trade (around a 4 per cent average of GDP). Internal indirect
taxes reprpsent arocund 2 per cent average; internai direct taxes absord

2 per cent averuge und other revenues 1 per cent. In 10 countries wifh
income per capita frowm 81 to %199 goverameni revenues absorb 14 per

cent averaze of GDr. These countries include Central .frican ‘tepublic,
Kenyd, Yadagascar, Sudan, U.i, Dahomey, Gabon, Morocco, Wiger and Tunisia.

arcund 5:per cent .ot GDI is derived from taxation on foreisn trades 2

1/ For comparative purposss see Table 1.
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Tasli: 15
AFRIC4: devenue Structure of selected Countries
Central Taxes on Internal Internal Other
government foreign  indirect direoct revenues
: revenue as trade as taxes as taxes as as %
Countries % of GDP__ % of GDP % of GDP % of GDP  of GDP
Group I — Countries ' -
under U.5. 380
Chad 1958 & 1 s 2 1
Ethiopis 1962 9 2 3 2 2
Nigeria 1962 10 6 1 1 1
Tanzania 1962 10 4 2 3 1
Uganda 15363 17 &) 2 2 7
Upper Volta 1961 9 5 1 3 -
Group IT - Countries
U.e $651-199
C.iudis 1961 9 5 1 2 1
Kenya 1964 17 5 4 5 3
Mal..gasy hep.l960 5 2 1 1 1
Sudan 1962 i5 8 - 1. 6
UAR 1960 21 z 5 4 10
Dahomey 1959 10 7 1 2 -
Gabon 1960 17 8 2 4 3
Morocco 1961 16 4 6 3 3
Niger 1961 8 2 3 3 -
Tunisia 1958 18 1l 2 3 2
Group III -- Countries
over U.S. 200
Algoria 1963 320 12 10 7 3
Ghana 1963 i5 | b 4 2 3
Ivory Coast 1964 20 9 7 3 1
Zambia - 1963 11 2 i 5 3
Rep. of . . : ‘ :
S.Africa 1962 12 2 2 5 3
senegal 1962 16 5 7 3 1
Rhodesia = 1963 = . 22 4 2 9 1

Sourcéz”.Bésic data from official publications. Figures of GD? taken .
from Statistical Bulletin for Africa, No. 1, Part 1, November 1965..
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fer cent from internal indirect taxes, 3 per cent from internal direct
taxes; and 3 per cent from other revenﬁes. It szems that these countries
have a more developed foreigﬁ trade and sore incipiéﬁt internal activities
like commerce, industry, profeséidnals, etc. sectors on which some profit

or income taxes are levied.

66. Cdﬁntries with income per capita over .200, like ..l eria, Chana,
Ivory Coast, Zambia, Republic of South africa, benegal and Rhodesia
absorb around 18 ver cent of GD¥. Taxation on foreiun trade reyresents

6 per cent averaze of GDP; intern«l indireci taxes around 4 per cent
average; internul direct taxes almost 4 prer cent; and other revenues 3
rer cent. It seems thiat these countries h.ve increased their foreign
trade, Which represents a high quotz of GNr, and base therefore theii,
tax system on these ictivities. Tuxation on the déheatic activities
increases also; these sources rspresent w.round 12 per cent of GDP apainst

6 per cent average of countries with less than »80 per capita.

89. 48 a summary the following figures give un idea of the structural
changes which take place in the transition through the different stages
mentioned:

T.BL., 16

aliilICa;  Share apgo.bed by government revenues in 23 safrican coun-~
triss grouped by income yper carita

(average percentages of 4Di at factor cost)

Central Taxes on Internal Internal
government . foreign  indirect direct Other
revenues trade taxes - taxes. ravenues
Countries under $80 9 4 2 2 1
Countries 81 to _ -
<199 14 9 2 4 3
Countries over _ ' : :
«200 18 & 4 5 . - -3

Source: Table 15. .
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90.

~hen countries just bewin their developing process the capaclity to

absorb resources through tixation and other current sources is very limited;

there is not enougn internzl taxation Lotentiil capacity and in this case

. 1/ .
most of the government rescurces come from foreign trade.—/ rhen coun—

tries have developed some internal activities, domestic taxation increases

and dependency on roreign trade iu relatively reduced. Naturally the

process of mobilization of internal resources can be accelerated if the

government his enough strength to oblige the rich people to pay tuixes

in relation with their profits and wealth.

Y

Mr. O.A. Spencer in his paper "Taxation and Development" sajd: "It

is undoubtedly true th.it the more advanced economies with high per
capita incomes have generally succeeded in appropriating larger shares
of those incomes by way of tazation thun poorer countries; and it is
certainly eusier to t.ix the rich (if you can catch them) thin the
poor, without inflicting serious person.l hardship. Yet I suggest
that this approach conceals a dingerous over-simplificution. ¥hat

is amiss in the less developed economy is that zverage income per
head is low and productive investment is low. But behind these
statements variety of situ.tions muy lie conceusled.

"Thus phrases about lou average income may conceal wide discrepancies
in ite distribution. They miy conceal for example that 2 per cent of
the nation's families control & quarter of its incomes — figures
which were tuken from Mexico ir the list decade; or to cite unother
case often quoted by Kaldor, thit in Caile the personal consumption
of the property-owning sector accounted for over -a fifth of the

national product. There are some similar cages in Africa.

"Clearly in such cases there is scope for creaming off a sizeable share
of the national product by wiy of taxation from the relatively very
vwealthy minority, without inflicting any really serious hardship or
injustice ugon them. ‘

"It one may o further. Over the lirge agricultural sectors of the
economy, which may account for 80 per cent of nationail output, conven-
tionzl national accounts usually substantially under—estimate the real
income of the populution., Thus the recorded average income expressed
in monetary terms may be no real guide =t 11l to the taxable capacity
of that part of the populition., Nor by its nature does it say anything
about their potential taxable capacity. Sometimes this may be appre-
ciable.," (ECA document E/(¥.14/FIoC/1, 4nnex IV, pp. 7-8
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Tax structure of nleCun countries

9l. african tax systems have, in generil, followed the lines of European
countries. Taxes on persons, incomes and wealth range from simple poll
and hut taxes, through various types of income tuXx, to taxes on property,
capital guins and inberitance. as Siencer says "taxes on the person

or the hut have a bad reputation in political and social eircles, but
they are still-to bé.found in many african countries; from the economic
point of view they can perform a useful role in encouraging peopls to
move out of the subsistence sector and into the monetary sector. They
may also be partlcularly useful if the fiscal obligution can be discharged
by useful work, e.g. on development projects for the benefit of the local
community. Taxes on animals, when applied in conjunction with other
meagures, may facilitate ﬁhe'culling of herds and the improvement of
stock ‘and of ‘the meat supply. But progressive iﬂcome tax claims the
advantage that it is a form of taxation wniguely félated to capacity to

pay, and conducdive to the befter distribution of'wéalth wl/

92. Two types of tdxatlon on personal income are always found in the
aAfrican French—speaklng countrles, a'reflned procedure for persons liable
to submit returns whlch is indeed based upon a return verified by the
government; and a special presumptive or indiciary procedure, applicable

to citizens with low incomes.

93. The yield of taxes to which the first procedure is applied is always
allotted to .the general budget, in one case additionul percentages are
added to them for the uvenefit of local communities. Taxes in the second
group are allocated sometimes to local budgets and sometimes to the general
budget, but in the latter case, additional percentages are often levied

for the benefit of local commnities.

94. 1In relation to the first mentioned system, it must be said that the. .. .
majority of French-speaking african countries employ a schedular system
1/ Op. cits Anmmex IV, p. 10.
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of taxation on personal income, i.e. this income is subject-first to a -
proportional tax depending upon its nature and then, after totalization
of net income of different categories, to a global tax at a graduated

rate intended to personalize the deduction.

95. This system, vhich has been .bandoned in PFrance and many industrial-
ized countries such as Great Britain, the United States, etc., makes it '
possible for the African countries, if they wish, to adjust income tax

(e.g. to tax business profits more heavily than wages ), taizing into

account, in partieular, the origin of income (earned, unearned, part-earned ),
its degree of precariousness, the financial productivity of v.rious acti-

vities, etc.:

96. The schedules, of categories adoﬁted includé-énd diffeientiate
between: bu31ness profits, profits from non—commer01al occupations (llberal
prof9551ons), agrlcultural proflts {when they are not taxed under the same
schedule as bu51ness proflts), - salaries, wages, ilfe annuities, - income
from land - and income from transferable securities and bonds., 1In fact,
with the exception of slgeria, Tunisia and Morocco, agricultural profits
are treated as business’ profits, which is explained by the modern type of
plantation farming (it will be seen elsewhere that small farmers are

taxed on a presumptive basis). In some countries, however, categories

of income are encountered that are not subject to schédular taxes but
solely to the‘global tax (salaries,_wages and income from land in one,

and income from income from land and income from transferable securities

in another).

97. In éonnection with the second system, all French-speaking ..frican
countries have a system of taxation based on presumptive assessment for

individuals. whose income is not sufflclent to be subgect to general

income tax based on returns.
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98. The presumptive tax, which has various names (poll tax, yresumptive
income tax, personal tax, "ecivie" tux, etc.) is levied sometimes on behalf
of the State, sometimes on beh3lf of local communities and sometiwes for

both, the local communities voting additionil percentages to the State tax.

99. The tix is sometimes levied upon botn men and women and sometimes
upon men only. The age at which an individual vecomes liable to taxation
likewise wvaries. In general, however, the minimum age is 18 and in some

cases there is a maximum age limit (50 or 65).

100. there exemptions are provided for, they ire few in number and chiefly
apply to paupers, memoers of the armed forces and students. In theory,

both the floating population and the sedentary population are affected.

101. The law detéermines the scale of contributions or maximum contributions
wherever taxation is left to local communities. In one case, at least, a

minimum of taxation is specified for the latter.

102. In most instances, various methods are used to determine the tax on
the basis of the taxpayer's income: appreciation by local authorities
and divisions of taxpayers into occcupational classes or categories. Iin
Cameroon, a local committee draws up the list of taxpayers and determines
the rate of tauxation, using a basic tariff that can be multiplied by 2,

3 or 4 or divided by 2. Chad has made provision for payment in kind by

taxpayers unable to discharge their cbligations in cash.l

103. Taxation of corporations has two types of systemss +that inberited
from former French territories and thut inherited from former Bfitiéh
colonies. In French speaking african countries no specific company tax
has been instituted apart from some exceptions and the minimum presumptive
tax; on the other hand, almost all of these countries apply different rates

to company profits and the profits of individual enterprises, which in
practice leads to the same result.

;/ ECA, "Taxation on Personal Income" (French-speaking African coun-
tries, African Taxation Notes No, 1, April 1966, pp. 1=5,
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104. ihatever the name given it, *lie tax on .business profits is levied
on the profits of individu:l :nd artifieial persons who are carrying on a
commercial or industrial occupation or a nandicraft, who are engused in

mining or forestry, or wao are planters, farmers or herders.

105. In general, there is permanent exemption for co-operative consumer
societies, agricultural co-oreratives, agricultural loan funds, mutual

ald societies, low-cost housing boards, and companies and bodies for
financing ind development. Profits of a new operation are exempt for five
years (in a2t least one case, reduction is allowed for the following tharee
years if the net profit does not eiceed s certain percentuge of the capital
expenditure); in some cases 4 minimum level of capital investment is re-
quired for exemption to be granted (e.g. capital expenditure equal to at
least ten times the profit realized during the five-year period); the
exemption period may alsc be fixed by decree in countries where such a

procedure has been set up.

106. The tax base consists of the net profit, which is equal to the gross
product less charges, and this definition requires no especial comment.
The gross product itself corresponds to the operating profit plus capital
€ains and miscellaneous profits. Stocks are evaluated at cost price or
at the market rrice in force at the end of the business year, whichever

. 1
is lower.

107. Taxation on internal production and expenditure has an increasing
1mportunce in developing countries through the different stages of develoyp-
ment. hen national production begins to supply urban markets, taxation

on 1t can be a useful instrument to orient the production and consumption.
The main types of this kind of tauxes that nay be considered are: sales
taxes imposed at retail outlets; excise or rroduction tuxes imposed at

the factory gate, and the tax on the value added.

;/' ECA, "Taxatlon of Business Profits" (French-speaking African coun-
tries, African Taxation Notes No, 1, April 1966, pp. 6-10. :
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108. The general siles tux hag the sdvantage of its income elasticity
aspect whic.i'is of greuat. importance to developing countrigs. Countries
like Ghana and Ethiopi; have introduced this type of taxation. Tuxes on
factory output, called excise taxes in English tradition, are easier 10
administer than sales taxes. The usual practice is of course to levy
them in addition to import duties when the same item happens to be im-
ported. *here the demand for the product is inelastic in relation to
price.(as iz usually the case with conventional necessities such as
liquors, alcohol, tobacco, perfumes, etc. ) and with necessities on which,
however, the 1nd1v1duil spends only a small portion of his 1ncome (such
as Bugar, kerosene or bdlt) such taxes may be used to raise large ‘revenues.
Admlttedly they are regressive and for tnls reason the yield may not rise
ae fast as national income. They snould therefore be balanced with other
duties - either by wayldf excise or import duties as the‘case requires -
on items the demand for wnlch is 1ncome elastlc. Petrol, films, domestic
electr1clty and 11qu1d Zas consumption, domestlc services and forelgn
travel may be good examples zlthough the last three named may not be

popular, and the 1ast two may present administrative dlffzcultles.

109. In French-speaking aAfrican countries, 1nd1rect taxes on productlon

and expenditure are of various types.

.{(a) Taxes on mining comprising fixed taxes collected on the issue,

renewal and transfer of mining permits, dues levied according to
the area of the concessgion, a proportional charge, which is a
genuine taux on production, levied on the product.extracted, on

the bazis of its market value at the place of extraction.

() Speclflc consumption duties on various products, 2.8 alcohollc

beverdses, tobacco, motor fuel.

(c) Taxes on transactlons of a cumul;tlve nature, dpplled to all
stages of the act1v1t1es taxed, and levied on the turnover of
the taxp;yers, whether 1nd1v1duals or artlflcldl persons, who

hab1tually buy for resale or are engaged in any branch of
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(4)

(e)

commercizl, industrisl or mining activity. There are exemptions
for agricultural credit banks, azricultural co-operative, low- .
cost housing boiies, the sale of staple foods (rice, bread,
pilk, flour) trade in exports for which a price stabilization
fund exists. In generzl, the rate is low as the tax is cumula-

tive (2 per cent generszlly ). The .ssessment is mide acco.ding

~to the actual turnover or on a presumptive basis when the turn-

over is below certain limits. In several cases, the tax is also

levied on services rendered.

Taxes on production, levied on business by individuals or arti-

ficial persons engaged in an industrial, commercial or handicraft
activity. The tax base is egqual to the gross sales income less
the tax paid on the products or materials incorporated in the
final product, or destroyed during the manufacturing process.
BEither the tax is based on the actual profits, or else a pre-
sumptive assessment is made, when the turncver is below certain

levels.

Value added tax, which is of varying scope in different coun—

tries. It is levied on the business carried on by individuals
or artificial persons engaged in industrial, handicraft or
commercial activity: the sale of local products, congtruction,
and, generally, operations carried out by persons liable to the
tax (compulsory liability: producers, entrepreneurs; and
optionallliability: persons engaged in the finishing trades,
etc., merchants and middlemen who make deliveries to other persons
liable to the'tax or for export). The taxpayers are authoriged
to deduct from the tax applicable to their operations in any
particular month the amount of tax levied in the previous month
on the materials and products bought or imported by them and the
services rendered to them. Certain exemptions are provided for

(e.g. transport, natural food products of local origin intended
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for domestic consumption, fishery products, bread). There are
. general, reduced and incressed rates of this tax, to shade its

applicatiocn. .

(£) Single fax according to u.system granted in specific individual
cages by the government and levied on manufaetured producis as
‘they leave the factofy. -Paymenf of this tux exempts the tuxpayer
‘from other duties and taxes normally levied, namely, customs
duties and all import duties levied on raw materiuls and products
used in manufacturing, domestic ccnsuﬁption taxes and turnover

tax.

110. “hile it is often complex, und in purticular taxes overlap and rules
of assessﬁeht vary, the indirect taxzaiion system of the French~-speaking
Afrlcan countrles nevertheless seems to be in full development. This
development appears to be inspired by a desire four productivity, simpli-
city of assessment and collection and minimunm 1nterferenoe with economic -
factors of prodﬁotion. It is therefore usefulrfo devote some consideration

to a relatlvely new taxatlon formula, the value- added tax.

lll The Tax on Value added originated in France and is already spreadlng
to other countries. It is of course even more complicated to admlnlster
than a single stage sales tax. However, it hus alreadJ dppeared in at

least one Freneh«speaklng african country.

112. Finally the tex system of .african countries incluiles a oomplex group
of customs duties levied on imported and exported merchandlsa. Slnce o |
most of -the African ‘couniries are just ‘starting the1r development process;
these taxes are very important in the fiscal structure. In Table 17

the relative impo tance of direct and indirect taxes is presented for

i/ ECA, "Taxation nn Expenditure" (French-speaking countries), African
Taxation Notes No. 1, April 1966, pp. 11-22,
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TesLla 17
LORTH AFHICA: Tax structure 19359-64 (percentages)

. Direct iaxes — ew__ Andirect taxes
Ircome and
Total Profits Other Total Import ixport Other

NMorocco 1959 25.0  19.3 5.7 75.0 27.3 2.3 45.5

1960 23.2 15.2 5.1 76.8 26.3 3.0 45.5
) 1961 22.3 19,4 2.9 TieT 25.6 2.9 46,1
Algeria . 1959 19.5 14.6 4,9 80.5 coe o e
1960 23.4 15.4 8.0 16.6 . .
1961 26.7 20.7 6.0 73.3 o . e ess
1962 27.1 18,8 a3 72.9 oo o e
1663 24.8 foe sae 75.2 . oo P
1964 22.6 . voa Ti.4 e o ‘e
Tunisia 1959 23.7 s o 76.3 o .o v
1960 19.1 . eas 80.9 .aa o ‘e
1961 21.7 aee . 78.3 . cee T ase
1962 17.5 e e 82.5 - cas vae
1963 18.6 . e 8§1.4 e .o o
Udx . 1959 32.6 20.4 12.3 67.4 14.0 4.9 48.5
' 1960 33.9 21.2 12.6 €6.1 14.3 1.4 50.3
1961 31,1 17.5 13.6 656.9 1.9 0.4 56.6
- 1962 30.0 16,2 13.9 T0.0 13,0 - 57.0
1963 27.8 15.9 11.9 72,2 e o o vae
1964 24.9 15.8 9,1 T5.1 ces PPN e
Sudan 1959 6.9 . e 93.1 doe - P
1960 4.6 o . 95.4 e - e
1961 4,0 P ass 96.0 ara PR PP
1962 6.0 ST 0.3 94.0 73.5 16.0 4.6
1963 5.7 5.4 0.2 94.3 73,8 17.1 3.5
1964 5-7 5-4 G.3 9403 76-7 17'6 =

Source: ECA, The Structure of Central Government itevenue in African
. Countries, 1959-64 (internal document),
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countries of North africa. In these countries the indirect tux system
contributes to the 65 to 95 per cent of total tax revenues. Taxes on

importations and exportations are very importdnt in the Sudan.

113. In est african countries (see Table 18) the contribution of indirect
taxes fluctuates from 50 to 95 per cent. In ngerla the rel;t1va impor-
tance of indirect tsxes is around 90 wver cent of total tax revenues; in
Ghaona it is around 85 ?ér'cent; in Ivory Coast it is almost 90 per cent;
in Senegal it has decreased from 77 tbi?Q rer cent from 1959 to 1964;

and in Togo it is around 90 per cent. Except in the case of Liberia
(around 50'per oeht) the,tax syétem is based upon indirect taxation in

the mentioned West xfrican countries. Taxes on importations and exporta-
tions are of great importance in Nigerii and Ghianaj; and some relative
importance of_othér indirect tuxes (exéise, expenditure, production, and

sales taxes) cun be found in the case of Ivory Coast, Liberia and Togo.

114. In kast african countries (see Table 19) indirect taxation ranges
from 20 to 80 per cent of total tax revenues. Countries like Ethiopia,
Somalia, Uganda and Tanzaniz are the countries with high indirect taxes,
mainly based upon -customs duties. On the other hand, countries like
Kenya and Zambia have developed domestic income and profit tuxes., In
the case of Keny: the industrial enterprises and trade are the principal
activities charged with income und profit tixes. In the case of Zambia

the main contribution comes from the copper companies.

115. In Central sfrican countriés, tax structure is alsé based on indirect
taxation. This taxation provides from 60 to BOAper cent of totzl tax
collections+ - -Chad has less than 70 per cent of their tax revénues cole
lected by indirect taxes; Gabon-and Central Africén Republic between TO
and 80 per cent. (See Table 20.

116. Flnally, countrles like the ﬂepubllc of South Afrlca show a dlfferent

picture. In the Re}ubllc of South africa. dlrect taxes represent around 56
per cent of total tux collections this share is coniributed by taxes on
income and profits:. (see Table 21).
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TA2L.. 18

WoST AF:JICa: Tax Structure of celected Countries (percentages)

___Direct taxes Indirect taxes
Income and
Total Profits Other Total Import Ixport Qther

Nigeria " 1959 10.5 10,5 e 89.5 55.1 2%.4 3.0

1962 9.2 9,2 e 90.8 60,4 13,9 16.4
1963 7.7 7.7 e 92.3 61.9 12.C 18.4
1964 7.2 7.7 - 92.8 61.9 13,9 17.0
Ghana 1959  14.6 11.2 3.4 85.4  30.1 48,2 1.1
1960 13.7 - 10.7 2.9 B6.3 3.1 41.6 8.6
1961 15,7 12.1 3.7 84.3 46,6 29.6 8.2
1962 19,3 16,1 2,8  80.7 46.2 21,8 12.8
1963  17.4 14.9 2.4 82.6 48.4 18.7 15.7
1964 26,3 oo ves 73.7 ... “es cee
Ivory Coast 1960 8.7 7.0 1.7 91.3 36.0 25,2 30,2
1961  10.4 8.8 1.7 89.6 34,1 . 26.0 29.3
1962  13.8 12.3 1.5 86.2 30.1 21.3 34.7
1963 12.9 11,1 1.8 87.1 29.0 22.6 35.5
1964 12,0 10.5 1.5 88,0 28.5 20.7 38.8
Liberia 1959  49.0 46,0 3.0 51.0 27.7 5.5 17.7
1960 53,1 50,6 2.5 46,9 27.6 1.7 17.6
1961 52.6 49.8 2.8  47.4  27.7 1.4 18.2
1962 46.0 43.7 2.3 54.0  31.7 2.0 20.3
1963 44.4 40,3 4.2 BB.6 32,6 1.9 21.1
1964 45.8 42,2 3.6 54.2  32.5 1.5 20.2
Senegal 1959 22.7  15.7 6.9 T7.3
1960 25,0 17.. 7.4  75.0 ... . .o
1961 25,4 18,3 7.1 74.6 ... cee e
1362  20.6 17.2 3.3 79.4 ... .o ees
1963 28,1 16.7 11.4  71.9 ... cer  ees
1964  27.8 25.1 2.7  72.2 ... ees cen
Togo 1959 4.5 4.5 - 95.5 40,9  13.6 40.9
1960 8.3 8.3 eee 91,7 41,7 - 6.3 41,7
1961 5.0 - . en 92.0 ... .o .
1962 7.4 vee .ol 92,6 ... cee -
1963 9.4 vee ces 20.6 ... S
1964 U4l ves .o 91.7 ... R

Source: ECA, The Structure of Central Government .evenue 'in african -
Countries, 1959-64 (internal document). '
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Tax structure in selected Countries {percentages)

sthiopia

Somalia

Kenya

Uganda

Tanzania

Zambis

1959
1960
1961
1962
1963
1964
1961
1962
1963
1964

1959
1960

1961 -

1962
1963
1964
1959
1960
1961
1962
1963
1964
1959
1960
1961
1962

1960
1961
1962
1963

Direct taxes

Indirect taxes

Income and

39,5 10 a

Total Poofits Other Total Import Lxport Other
22.7 1.8 .14.9 TT.3 26.2 9.5
24.9 5.0 16.9 Th.1 23.5 8,8 42.8
25.8 9.8 15,0 T4.2 25.5 8.2 4G.5
26.0 10.2 14.7 74.0 26.6 1.9 39.5
24.1 12.0 12.1  75.9 26.6 3.0 41.2
25.1 cae .o 74.9 oo . oo
8.7 Gal G.7T  91.3 4A7.3 9.8 34.2
6.5 6.1 0.3 93.5 5l.4 8.4 33.7
T+5 6.8 C.7T 92.5 He.T 10.4 2v.4
6.7 6.1 0.6 ¥1.3 49.2 9.6 32.5
46.9 46,2 Q.7 53.1 32.5 - 2C.5
42. 3 42.0 0.3 57.7 36.5 - 2l.2
41.3 41.3 - 865.7 35.0 - 23.8
33.0 36.9 0.3 61.0 3T.T - 23.2
35.5 35.5 - 64.5  39.5 - 24.9
36.5 35.9 0.5 63.5 6.0 0.5 26.4
23.2 19.3 3.9 76.8 28.2 32.6 16.0
24.9 21.3 3.6 75.1 33.1  24.3 17.8
26.1 21.7 4.3  73.9 38.5 15.5 19.3
26.3 22.5 3.8 3.7 - 40.0 11.2 22.5
19.4 18.4 1.0 80.6 44.8 16,4 19.4
16.9 16.4 G.5 83.1 41.1 23.9 18.3
35.4 31.6 3.8 64.6 42,1 - 22.5
32.4 29.6 2.8 67.6 43.6 - 24.0
35.0 32.8 2.2 65.0 42.1 0.3 22.7
33.5 32.7 0.6 66,5 42,9 0.4 23,2
69,5 66.1 3.4 30.5 - - 30,5
T75.5 72.8 2.9 24.5 - - 24.5
76.3 T3.8 2.5 23.7 - - 23.7
2.0 23.0 - -

75.0

23.0

Source: FECA, The Structure of Central Government :levenue in African

Countries, 1959-64 (internal document},
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T4BLE 20

CENTZAL aFadCi: Tax oiructure in selected Countries
‘ {percentages)

Countries ' Direct taxes Indirect taxes

Chad 1959 56.5 43,5
1960 _ 36,4 61.5
1901 26.8 71.2
1962 34.1 65.9
1963 ' 31.5 68.5
1964 34.8 65.2
Congo (Kinshasa) 1959 27.8 72.2
Gabon 1959 36.0 64.0
1960 : 27.0 73.0
1961 23.4 76.6
1962 31.0 69.0
1563 27.8 72.2
1964 2441 75.9
Central-African ‘ .
Republic 1959 33.9 66.1
1960 2.3 67.7
1961 8.8 71.2
1962 22.4 77.6
1963 27.1 _ 72.9 -
1964 ' 23.6 76.4

Source: ECA, The Structure of Central Uovernment sevenue in african
Countries, 1959-64 (internal document).
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T.L':‘BL;.. 2 1

HAPUBLIC OF LOUTH 400.IC.: Tax Structure (percentaues)

Direct Taxes

Income and Indirect
Total Profits Qther Taxes
{ ~
Hepublic of ‘
South aAfrica 1959 56.7 52.6 3.9 43.3
' 1960 55.0 51,5 3.5 45,0
1961 54.5 51,3 3.2 45.5
1962 57.2 54.2 3.0 - 42,8

Source:

ECA, The Structure of Central CGovernment aevenue in African
Countries, 1959-64 (internal document),
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117. Exceﬁt in = few cases, 1t can be siid th.t african tax structure

is regressive: indirect t.xes is the muin lastrument in:mobilizing re-
sources from the private sector to the public sector. 4As it was esta-~
blished in other studies "tixution of person:l and compiny incomes in
africs is relatively unierdeveloped for virious re.sons. Une re.ison is
the ubsence of iny lurge scale company business. another reison is ex—
tremely lo. levels of jper cafita incores and the rel.atively equal distri-
bution of this income exce)t vwhere Luroipsin population is found compgrnn
tively in lurge numbers. Under sucn ciccunstinces an extremely low level
of exemption limit for income tux purrcses :ould mike collection of toxes
too costly ind 2 higher limit m2y not mike it worthwhiie. Absence of any
system.tic methods.of aceounting 4ndqbuokkeqping render assessment of

. . . i ' . . 1
income more difficult snd evasion e451er."—/

118, In relation to the dependency of africuin tax structure on customs
duties, Table 22 presents, in average figures considering three years,

the information grouping the countries by their income per capita.

119: Countries with an income per cupitz under 80, like Chad, Ethiopia,
Nigeria, Tanzania, Uganda and Somalia, have a predominuntly regressive tux
structure: indirect tazes represent .round 80 per cent of total taxes,
and direct taxation only 20 yer cent avernze. Taxation on income and
profits represents only 12 per cent aver.ge. Indirect taxation comes
mostly from import ind export duties, zround 55 per cent average; and
domestic indirect taxation represents around 23 per cent. In these coun-

iries, foreign commerce is the main source of government tax resources.

1/ ECs, Economic Bulletin for ifrica, op. oit., p. 15.
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TABL. 22
AFxICa: Tax otructure and per capita income in
- . gelected countries (average percentages)

Direct taxes . Indirect taxes
Inport
Income ' and
: and export

Countries . Total profits Other Total duties Other
Group I - Countries

under U.S. $80
Chad (1962-64) 33.4 - ees - 66,6 .., .
Ethiopia (1961-63) 25.3 10.6  14. 4.7  34.3 40.4
Nigeria (1962-64) 8.0 8.0 ... 92.0 74.6 17.4
Tanzania (1960-62) 33.6 31.7 1,9 66.4 51.1 23.3
Uganda (1962-64) 20.8 9.1 1.7 79.2 59.2 20.0
Somalia (1962-64) Te5 7.0 0.5 92,5  60.7 31.8
Group II -~ Countries ‘ '

U.S. $81-199 _ ,
Kenya (1962-64) - 37.0  36.6 0.4 63.0 38,2 24.8
UAR (1962-64) o 27.5 15.9: °11.6 72.5 .-15,5 57.0.
Gabon (1962-64) 27.6 oo ce 2.4 ... ‘e
horocco (1959-61) . 23.5  18.6. 4.9 76.5 30.8. 45.7
Tunisia (1961-63) 19.2 vee ces 80.8 .... ...
Group 111 - Countries

over U.S, $200 '
Algeria (1962-64) 24.8 ces “os 75.2 ... oo
Ghang (1961-63) 17.4 14.3 3.1 82,6 70,4 12.2
Ivory Coast (1962-64) 12.9 11,3 l.6  87.1 50,8 36.3
Zambia (1961-63) . T6.2 0 73.8 2.4 23.8 ... cee
Aepublic of Seuth R IE - S e

Africa (1960-62) 55.5 52,3 3.2 44.5 0 ... eee
Senegal (1962-64) 25.5 " 19.6 5.9  14.5 ... .ee
thodesia (1962-64) 58,2 45.1 13.1  41.8 ... cus

Source: Tables 17 to 21.
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120. In countries with an income per -capita of f:om_@&i to ¢199 such as
Kenya, UsR, Gabon, Morocco and Tunisia, direct taxes represent 27 per cent
of total tailcollections and indirect‘taxes T3 per cent. In this stage

of development ﬁax-structure is & little less regressive in comparison
with the previous stage. Taxes on income and profitis represent 24 per
cent average, against 12 per cent.of the countries with undsr U.S5. &80
per capita. Taxation on foreign tride represents around 28 per cent,
against 56 of the other countries, and domestic indirect taxation.around

45 per cenf, showing some internal economic activity.

121, Countries with an income per capita of over 200 have some develop—
ment of internal economic activities and direct taxes on income and profits
produce and increése in direct tax collections. Around 40 rer cent of

total tax receipts is direct taxzation, against 60 per cent average of
indirect taxation. Taxes on income and profits produce 26 per cent

against 12 per oeﬁt'in countries with under 80 per capita.

122, Developﬁent medns a:change in taxation capacity, and the possibility
of reducing the regressivity and dependericy of the tax system. The
summary Table 23 here included shows this very clearly for 18 -ifrican

countries.
TABLE_23

aFRIC.:  Tax Structure of 18 african Countries Grouped by Incoms

per_carpita.

(Percentages )

Countries . o . Direct. taxes. ‘ o Indirect taxes
and income Income and Import and
per capita Total profits Other Total export duties Other
Countries under

U.8. 480 20 12 8 80 56 24
Countries U.S.

;81-199 27 24 3 13 28 45
Countries over

T.8. 200 40 6 4 60 . .o

Source: Table 22.
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123. This table is illustrative of the chunges in the tax structure during
the different étages of development, .nd shows that tuax reform in african
countries must be carefully planned in rel.ition with the stage of deve-

lopment in which every sypecific country is ipassing.

124.” n relation to the flexibility of the tax structure, it is not
posslble to make a deflnlte cglcuigtlon of eldstlclty coefficient, but at
lezst some idea of the historical elasticity can be obtained by comp.ring
the total tax revenue with the GDP at factor cost. In Table 24 is pre-

gented the mentioned ‘information.

Tucls 24

AFRICA Share of GDP Absorbed by Direct and Indirect Taxes in
S belected Countries (percent of GDP)

Countries | | 1959 1963
Countries under U.S. 480
Nigeria o 1 %a/
Tanzania 9 : 9a/
Uganda 12 il
Countries U.S. ¥81-199 ‘ _
Kenya 13 13
Sudan 8 9a/
Morocco | 12 12a/
Tunisia 19 18
Countries over U.S. 200
Algeria o 18 29
¢hana ‘ o 12 12
Ivory Coast 17b/ 16
Replt of S. Aafrica o 11 ila
Senegal . 18 _ 15a
Rhodesia .. .. .. . ... 12 ... . 15a/

Source: IC4, Statistical Bulletin for africa, op. cit.

a/ 1962 b/ 1960
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125, Table 24 shows that in countries under U.S. .80, i.e. Nigeria,
Tangzania and Uganda, the share of the GDF absorbed by taxation has an
average of under 10 per cent. Only ian the case of Nigeria did this share

increase a little between 1959 and 1962.

126. In countries with U.S. ..81-199 per capita,i.e. Kenya; Sudan, Horocco
and Tunisia the share absorbed around 13 per cent average. This share is

almost the game in 1959 znd 1963.

127, But in countries with more thun <200 per capita, i.e, algerii, Ghana,
Ivory Coast, Republic of South afric., Senegal and Rhodesia, the share
absorbed in 1939 wus around 14 per ceat of GDP (average), against 16 per
cent in 1963. It seems therefore. that countries in this stage have more
chance to increase the share of GﬁP'Controlled'through'téxétibn, due to

the internal and external development of their economies.

128. In general, the medium rate of UDP controlled by thé¢ taxation system
grew very little. If increuses in tax rates; und ¢reation of new taxes .
are discounted, it secems that possibly the tax system of most of the
African countries will show an income-elasticity, due to the structural .. .
construction of taxes, to the inadequate organization of tax collection in

many countries and the complicated trocedures for tax administraiion.

129, Summarizing the main zspects here discussed, it is yossiple to find
that tax structurs in africuan couniries is in general“régféSSive; highly
dependent on foreign tride, and hazs automatic inelasticity in relation
to the growth of monetary income of the countries.

D. The level of government expenditure and revenue. The budget

130. In previous sections the trends of government. expenditures and reve-

nues have been considered. Interesting facts on the trends of both sides

;/ See £04,>Report of the ndvinced Seminar in Current Problems and
Priining Needs in TaX administration, Document #/Ci.14/FISC/le. . ..

B it il
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of the african countries' budgets have .been pointed out. In this section
some geﬂeral coumnents on the level of government revenues and expenditures

will be ‘made in order to reflect the budgetary situation in recent years.

131, In Table 25 the growth of-the‘govefnmenﬁ revenues and expenditures
is presented both in absolute terms and in index numbers. Revenues znd
expenditures are converted into U.5. dollars for the period 1960 to 1963.

The rate of grouth of expenditures is higher thun the revenue rate in
countries like algeria, Dauhomey, Ghanz, Upper Volta, Mzudagiscar, etc.

Revenue bave increased more rapidly than expenditures in countries like
Nigeria (due to improvement in foreign trade), Togo, Ivory Coast, Niger,
Gambi., fIthiopia, Kenys, Hilawi, Lhodesiu, Somilia, Tanzania, Uganda,

and the Republic of South africa.

132, In thies table loans and grants und other extraordinary resources are
included as revenue. Developing countries are borrowing from internal and
externil sources to Tinance their development. But it is necessary to
consider at the game time which is the position of the fiscal situation
considering current revenués against government expenditure. If tofal
expenditures are analyzed in relation to current ordinary revenuesifhe'--

rate of growth mentioned above are different.

133. In Table 26 the index numbers showin, the growth of total expenditure
and current revenue in the‘period_i960 to 1963 is included. In the table
it can be seen that algeria5 Dahomey, Gambia, Ghan:, Ivory Coast, Senegal,
Upper Volta, Bthiopia, Kenya, Midagascar, M:2lawi, Tanzania, Chad,_Gabon,
etc. have a rate of growth'of current revenues ldﬁer than the rate of

total exPehditure. e e e

134. On the other haind, the rate of groath of current revenues - is higﬂer
than the rate of government expenditure in Mali, Houritania, Niger,
Sierra Leone, Togo, fhodesis, Somalia, Ugunda, Zambia, Congo {Brazza),

Republic of South africa, etc.
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TABLL 25

AFEICAE Growth of Government aevenues and txpenditures

Revenue Lxpenditures Index of Growth
(million Uvy) (million USj) (1960 = 100) .

1960 1963 1960 1963 Revenue Expenditure

North Africa

Algeria 1,145 1,013 1,103 1,013 88 92
HOI‘OCCO .o ’ __:)65 e 544 e o ea

HWest Africa N .
Wijeria 270 396 321 416 147 130

Dahomey 22 26 22 27 122 124
Togo 11 16 14 19 141 132
Ghanas, 197 237 246 RY 120 152
Ivory Coast 105 12G 119 132 114 110
Mali 30 40 30 40 132 132
Mauritania 15 24 15 24 156 156
Niger ' 23 29 24 28 124 115
Senegal ‘ . 99 174 99 174 175 175
Gambia 4 10 5 9 224 192
Sierra  Leone ! 34 45 34 45 134 134
Upper Volta . .24 34 24 41 143 175
Fagt africa
Ethiopia 60 114 63 121 189 170
Kenya 129 162 130 158 125 122
Madagascar T4 102 12 102 138 141
Malawi 19 29 23 31 152 138
ihodesia ' 83 95 90 88 114 98
Somalia = . - 28 28 310 28 100 93
Tanzania T4 95 78 94 128 120
Ugands, ' o 61 87 70 90 142 129
Zambia - 73 T3 69 76 100 111
nepublic of '3, Africa 1,107 1,312 1,186 1,276 119 108

Source: fiCA, based upon governments' official puoblications,
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TABL.. 26

_AFﬁICA: sate of Growth of Total ixperditure and Current
Covt T uevenues, 1960~1963

(1960 = 100)
Government Current
Lxnenditure lievenue
North Africa
Algeria g2 89
West Africa
Dahomey ' 124 117
Gambia 192 11l
(hana 152 . 130
Ivory Coast 110 94
Mali 132 216
Mauritania 156 296
Figer 115 132
Nigeria - 130 130
Senegal 175 169
Sierra Leone 134 135
To o 132 140
Upper Volta 175 139
dast Africa
Ethiopia ' 170 161
Kenya 122 120
Madagasoar 141 135
Malawi 138 116
khodegin 98 128
Somalia 93 142
Tanzanisa 117 113
Uganda 129 137
Zambia 111 i21
Central Africa
Chad 142 141
Congo (Brazza) 193 205
Gabon _ 193 - 159
Jepublic of 5. Africa 108 | 117

Source: iCA, based upon governments' official publications,
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135. This different :empo of the development of expenditures and current
revenues is reflected in the share of the GDP absorbed oy the expenditures
and current revenues. If the figures in Table 2 are compared with the
figures in Table 15 it can be seen that there is a gap between the share
absorbed by revenues und expenditures. The Participution of government
expenditure in GDF is in general much higher than the participation of
current revenue. This situation leads to a budget deficit position in

many countries.

136. The importance of the annu2l budget deficit is presented in Table
27. The tible shovs the budget deficit s a vercentage of totil govern-
ment expenditure in selected countries. In countries like Sudan, Kenya,
Rhodesia and Zambia an effort can be seen to reduce the magnitude of the
budget deficit. But in other countries like Ghuna, Togo, Tanzania and
Uganda the manitude of the budget deficit seems te increase in latest
years. An lmpressive reduction of the magnitude of the budget deficit

can be geen in the case of Milowi.

137. It is not e.sy to make an interpret.tion of the budget deficits of
African countries in recent years. 41l these countries are miking great
efforts to accelerate the rate of growth of their economies. It is natural
that the expunsion of government investments znd the extension of services
like education, heilth and social welfare represents an increase in the
government expenditures. at the same time the new independent countries
have to create nution.il armies, police :and gecurity systems which are

very costly. Finally, for those governments who are receiving foreign

aid, the repiyment of loins represents an increasing share of government

expenditure.

138. If the growing expenditures have to be fininced through = tax systen
which is old-fashioned and extremely dependent on foreign trade, it is
easy to underst.nd thit the fluctuation of the prices and quantity of

exportitions are influencing the level of tax collections. It is

o,
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TABLy 27

AFHICL: Budgét veficit as a Percentagé of Total Government
' ixpenditure in Selected Countries

1959 1961 1963 - 1965
B

.North africa

Sudan 25 15 17 13

West Africa

Figeria’ o 18 23 17 T s
Ghana - SR 42 26 37 "33
- Togo - : e 2 10 20

Fast Africa

‘Kenya _ 19 26 20 16
Malewi M w2 .
Rhodesia L 18 38T
Tanzani;‘ o eae 26' 15 39
Uganda R . s 17 3 21

Zambia - 720 Sl 200 L

Sources UK Statistical Yearbook, 1965.

Note: Differences in tables of country studies due to methodalogical.
treatment of public debt and fiscal year (calendar years
against middle fiscal years)
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naturzl that countries «who z2re improving their sexportations like Mauri-
tania, Niger, Zzmpix, Ugaindai, etc. have the opportunity to collect more
taxes. On the-other"hand, in countries affected b 2 reduction of the
prices of exportations, like Ghan 2, Senégal, Upper VoIta, Ethiopia,
Madagascar, etc. the rate of growth of current revenue is lower than the
rate of growth of government expenditure, unliess economic development

is sacrificed in order to maintain economic stability and to avoid.infla-

tionary rressures.
III. ReCENT TilDS IN PUBLIC FIkaNCEs> OF SELLCTLD AFRICAN COUNTRIES

138, In this Section it is attempted to make an analysis of the trends

of pudblic finance of some selected African countries, e.g. Ghané, Kenya,
Sudan, Tanzania and the United Arab hepublic. The selection of these coun-—
tries has been made in attendance to the fact that they periodically pro-

duce and publish fiscal information. e

140, The analysis is based upen information of the fiscal year; thus some
differences can be noted in comparison with the data given in previous

gections in which dats are presented under calendar year basis.

141. A uniform patterﬁ has been used fof the discussion of the selected
countries. This is followed by brief coﬁments on recent trends in the
development-of the economy, folleswed by a broad description of the public
sector., The analysis continues to examine the expenditure and revenue
pnlicy. Finally, a discussion is included on the balance of the budget

accounts and the sources for firancing deficits,
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- GHANA

A, Thg{impor$ance ¢f public policy in the Ghanaian-development

142.--Publistpolicy has played a paramount role in recent developments of the
Ghanaian ecoriomy., Starting from independence, in the last eight years, Ghana a
has made contirmous efforts to improve national development, through state RS
action. Three main lines of action were followed: (1) a significanf increase
in exportation;(2) an intensive process of electrification, industrialization

and construction; and(3) the expansion of all levels of educaion.

143,  In the exportation drive, an impressive result was obtained after the
Government promoted the expansion of the private agriculture sector: Ghana
increased exportations of cocoa, its principal exportfﬁfbduo%'i,'frbm -
207,000 long tons in 1957/58 to 571,000 long tons in 1964/65. But at the same
time prices went down from an average of 352 Ghanaian pounds per long ton in
the tirgt year mentioned, to around 110 Ghanaian pounds in the second. That
means that production increased almost tripled but prices decreased more than
three fimes in the period. . This illustrates that the master: polioy to -
finangéﬁintarnal develapment through increases in expertations has failed.
Foreign economies .absorb the increases in the Chanaian productivity. It

muet ba,mqntioned, that in this period little attention was given to the

promotion of domestic foodstuff production.

144. The electrification process means a drive to develop domestic economy
towardawiydustrialization. The Volta River Dam and the energy plante will
providghgpoygh‘a;ectrioity-to-future,Ghanaian induetries. The Dam was -
finished in 1965 and will produce 510 megawatts in 1970. But industria—
1iza?igp,imp1ies provision of raw materials, which must be imported in scme
caseé, a w;da,marketA(increases in the income level of cocoa fermers permit
8 sustained demand in normal conditions), the develepment of infrastmicture
(which means salary payments to masses of workers),‘tralnlng:of~mangers

and skilled workers (vhioh means expsnsion of education). . Available
info:matlon‘gf shows that Ghana has achieved an angual rate of increase in

industrial productlon of around 10 per cent in recent years, and an ineérease

1/ Represent arcund 60 to 65 per cent of total 8Xport «
2/ Central Bivean of Statistios, Economic Survey 1964.
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in construction and housing of about the same annual rate, despite the
critical exportation position, using reserves of foreign exchange which

amounted to 180 million pounds in 1957, and suppliers credit.

145. The expansion. of infrasttucture had been another achiévement: df the.
country,_ Few other developing countries, with comparable level of develop— .
‘ment, have an 1nfrastructure so extensive as that of Ghana. Developments.:. . .
in electr1c1ty, water supply, roads, communlcatlons and transports are

impressive in relat;ve terms.

146. The ‘efforts made in education are alsc considerable; the rate of
axpansion of this activity and the amount of public expenditures devoted

to it (20 per cent) has few comparable cases. Primary, medium and technical
schools had expanded rapldly in. *ecent years. Eduoation of people. implies

at uhe Same tlme the creatlon of new needs to the population and strong

pressures_ for new opportunltles of work in public administration, enterprlses

and farms,

147+ But all these efforishelped.to promote the expansion of infrastructure,
industrinlization, constructions, education and new projects, on the one -
hand, and, on the other, the stagnation of food production and the deterier—’
ation ¢f the terms of trade, resulted in structural inflationary pressures, ‘-
These pressursg exprossed thémselves through two main channels: the figeal - o
budget deficit and the balance of payments disequilibrium. Both channels
generated an expansion ofc-—raral} demand exceeding the increases in the

supply gide.

148. So -inflation hed cdme to Ghana, a new phenomenon for which the country

was not prepared. In recent years retail prices increased yearly more than - -
10 per cent; in 1965 preliminary ‘estimates show an increase of around

25 per cent.” At the beginning, the use of reserves, loans, advances, grants, -
supplier crodits and some inflationary resources’ permitted to maintain a - e
controlled inflation. When reserves were almobt exhausted, however, the = '+
budget deficit and balance of payments disequilibria had né compensatory
instruments; ana prices began to rise more rapidly. Inflatibn'waS*th93

answer given, in depressive trends of foreigh ttrade; to maintain the level "'

of the ecomoeny and employment.,
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149. In spite ef the adverse financial situation described, the Gross
Domestic rroduct at constant prices rose at an asmmal average rate of 3,5
per cent in the period 1961 to 1965,

150. To some extent, the failure of the expertation drive was compensated
by the use of reserves and jincreasses in domestlo productlon in mamufacture.
A% the same time, foodstuff production was unsatisfactory and this was one
of the baaio bottle-necka of the economy and the tasis of ,ther disequili~
bria.

B. The expansion of the public sector activities

151. For the execution of an aggressive develepment pojicy, the scope of the
publiec secter ef Ghana increased rapidly after independence, On the whole,

the public sector, on a consolidated baxig, partigcipates in national.product
to the extent éf more than 15 per gent, The share of the Central Government
represents almost 25 per cent ef Gross Domestig¢ Product.

152, The central administration grew rapidly after independence. In the
1966 draft budget the country shows 30 different Ministries. Reforms
introduced in March 1966 reduced this rumber ge 17T,

153. The Ministries actually -existing are: Agricultura; Forestry, lLand and
Mineral Resources, Industry, Communications, Works and Housing, Trade,
Eduoation, Health, labour and Social Welfare, Econesie Affairs,

Information, Interior, Local Gevernment, External Affairs, Finance and Defence.

154. There are many descentralized agencies in charge of some speoific soc1a1
gsector., 'In education there are aroind 17 different organizations as’ follows:
University of Ohana, University of Science arid Technology, Uhiversity ‘
College of Science Education, Instituté of Publioc. Education, Instltute of
Publiec’ Administration, College of Arts, Ghana Science Museunm, Un;verszty
College of Agriculture, Institute of Demography and Fisheries, General Legai
Council, CGhana Ascademy of Science, Atomic Enexgy Commission, National Cultural
Cehtre at Kumaei, eto,

155. The Insurance Corporation“is in charge ef the social security scheme
of the country.
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156. There are two general agenecies in charge of the promotion of economic

development,  the. Volta Aiver: Authorlﬁy and Tema Development 90rporat10n.

157. In the level of lLocal Government tnere are the follow1ng gnvernments
negions of Ashanti, Brong-Ahafo, Lastern, »orthern, estern, Volta, Central,
Upper and accra District, ' o ' :
158, The pﬁblic sedtor is cdﬁpleted with about o4 public enterprises. These
enterprises can be classified 1nto agﬂlcultural, mlnlng, fuel and power,
industrial, cons!%uctlon, transportatlon and commercial ente*prlses.

159. as it can be seen the public sector of Ghana has a complete variety

of institutions, starting_from;thé-thtralugovernmen¢;:fhe-decéntralized
agencies, the local government and finishing with the state corporations

of various types. o o ‘ e e

- C. -long-term expenditurée policy:"

160, ‘During colonial %iﬁés; expenditu}é léfeié were established strictly in
relation to the expeéfed'yield of revenues, A conservative policy fol-
lowed and in.many years the ‘fiscal budget showed surplus. But from the
independence  era, the government assumed new respon81b111t1es. It had to
develop a national army, a national pelice, expand educatlon, increase food

production, develop infrastructure .and industry. -

161. These tasks were assumed by -the Chanaian govermment starting from 1958-
59. Table 28 shows.the money allocated to' the different sectors and act1v1~
_tiep., Total expenditures of the central vaernment ‘rose from 45 million
Ghanaian pounds }n_1953/54 to 64 million in 1957/58, and to 185 million in
1965. In 1957/58 the rate of participation in .Gross National Product wes 14
per ceni‘éndAin l965\ii was around 25 per-cent. But, at the same time a..
big family 6f aeceptfalized institutions and public enterprises grew simul-
taneoﬁsly; po$sibly the whole. public sector represents in 1965 not less

than 35 ﬁer‘bqnﬁ of the GDP.

162, Tabie 29'includes the percentages of the expenditures of the central
government in the different sectors. Expenditure in productive sectors dia

not increase in relative terms; fhe share to nen-productive secters was around
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85 pér dont in ali the period. - But it must ‘be considered that the expansion
.of the productlve sectors was premoted through the public ‘enterprises, which
are not ine¢luded in the table (only tho subventichs given by the central
‘government) ‘ '

163. For comparative purposes, table ¥ shows the structural changes in the

expenditure policy, taking average percentages of two yeare, startlng from

1953/54 to. 1965, - *

TABLE 3N : B e

GHANA: Structural changes in the expenditure pattern

(percontages)
Sectors | 1953/54-1954/55 1957/58-1959/60 1963/64-1965

1+ Productive Sectors- - 12,5 13.5 12.5
2, Non Preductive Sectors | 87.5 ‘86;§_A . 87.5
{ 2 1 Services _ : . 49,8 51.8 ‘ 88,5
- Educatlon . 14.5 12.5 : 18.5
"~ Defence . 2,0 45 8.9
- General Services - 1%9.0 o 20.5 - 16.0°

‘-~ Other Services 13.5 13.5 1640 -~
2.2 Infrastructure - 24,0 22.5 : 16.0
2.3 Others " 14.5 13.0 13.0

‘Tatal’ 100,07 100.6 . 1co.e:

164. 1t can be seen that the services sector increased continously, whereas
the expenditures in infrastructure decreaged in the peried. Inside the
services sectors the increment of the expenditures in defence was considerable
(ranging from 2 per cent to 8 percent average during the period), Educatlon
also increased in relative terms to an average of 18,5 per cent 1n/1ast years,

General Services and Other Services maintained in global their perceniage of
participation,
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165. In relation to the trends ir the expansion of public expenditures
different periods can be distinguished. In the first one (1953-54 to 1955-56)
- 'expenditures increased 100 per cent, becluse of the very favourable conditions
of the cocoa price in intérnational markets. In a second periéd, expenditures
were maintained at around 60 million pounds, after the boom (1956/57 and ‘
1957/58). Starting from 1958/59 till 1963/64 the expenditures rose con-
tinmuously, increasing 100 per cent. In 1965 an expansive expenditure policy
culminated in the amount ef G185 millions. In 12 years the expenditures

of the Central Government increased four times.

b, Leng-term financing policy

166, 1In the"periodJ1953/54 t0-1965 the current- Tevenues increased from
&G 47 million to G141 million, exactly three times. The gap in relation with
the expenditure side was filled with leans, reserves and g0 on. Table 31 shows

the comp031tion of current revenues in the perlod.

167. From_l953/54 to“1960/6l.taxes on income and property stagnated; a small
charge was imposed .on | persons and companies income. But starting from
1961/62 the tax reforms and the expansion of the economy, incregsed. the,
revéme collected threefold- from 1G8.6 million 1960/61 to ®G 28.9 million
in 1965. Taxes on dSmestlc prod'uctloﬁ expanded fast dur:.ng the per:.od. The
creation of the sales-tax in 1965 was the climax ef contlnuoue_effort to

inerease revermues., Other iternal reverues also exPanded.

168, Table}E:JJustrates the changes 1n rercentages of reverue items in
tutal revenue collected. It can be seen that taxes on forelgn commerce

represent a high percentage of total revenues.

169- For comparative purposes, table 33 shows the medium percentages of the
. .

diffferent stages of development of the fiscal structure.
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TABLE 33
GHATA: Structural changes in the taxation system
{medium percentages)

1953/54~  1957/56-  1963/64-

1954/55  1958/59 1965
l. Taxes on income and .

property 13.2 16.7 21.7
2., Taxes on foreign trade 72.5 55.9 47.8
2.1 Import duties (21.1) (32.6) (35.6)
2.2 Export duties on cocoa (50.8) {21.8) (11.8)
2.3 Other (0.6) (1.5) (0.4)

3. Taxes on domestic production
and expenditures 2.1 7.2 18,0
4., Other current revenues _12.2 20,2 12.5
Total 100.0 100.,0 100,0

170. Great changes can be seen in these diffcrent periods. Internal taxa-
tion increased in relative terms from the 27.5 per cent in 1953/54~1954/%5
to the 52.2 per cent in 1963/64-1965. On the other side, taxes on foreign
trade decreased from 72.5 per cent to 47.8 per cent in the same year. This
is the result of the reduction of the revenves yielded by the cocoa export
duty(in 1954/55 produced LG 649 million and 1965 only %G 610 million).

The increasc in taxable importations in recent years and in the tax rates,
compensated the decrease in the cocoa duty. In 1953/54—1954/55 export
duties in cocoa produced 51 per cent of total revenues and in 1963/64—1965
only 12 per cent. On the other hand, import duties increased from 21 per

cent in the first mentioned year to 36 per cent in the last one.

171, 4s can be seen, the structure of the revenue system changed drasti-
cally in the period. The problems in the exportation activity, created the
urgent need of developing new internal resources. But the new taxes created
represented new tax burden for the consumers and less for the producers,

In 1953/54—1954/55 consumers paid the 36 per cent of total revenues and pro-
ducers the 64 per cent., But in 1963/64—1965 consumers paid 67 per cent and
producers only 33 per cent. So the tax system was now more regressive than

before.

172. Since current revenues were also insufficient to pay for all expendi-
tures, an increasing deficit arose, creating inflationary pressures. This
means that inflation was another type of regressive taxation to the Chana-

ian consumers.
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E. The -fiscal deficit

1737 The disequilibrium in the econcmy, the failure of the export drive and
the pressuTes for increasing the rate of growth, were some of the factors
which had theiT rep¢rouSions on the fiscal budget. In some way, government
finances were used as a kéy instrﬁment for meeting thc depressive effects
‘in foreign trade and for maintaining the rkythm of national investments and

the level of employment.

174. During the period, national investment represehted g 15 to 20 psr ceﬁt
of QOross National Product and a great part was public investment. PFor
expanding its investment capacity_thé government raised the rate of iis
participation in the C.D.P. 'Thé'eiﬁéﬁsiéﬁ of government coneumption rose
8lowly from 9 per cent of C.D,P., in 1958 to 12 per cent in 1964, but. the

. expansinn of the' government total expenditure went up fast from G 53 millions
1n 1957/58 to LG 185 in 1965, the rate of participation in G.D.P. was _

14 per cent in the first mentioned year and 25 per cent in- the last year.

175, On the other hand, revenaes amounted to LG 60 millions in 1957/58
and increased to LU 141 millions in 1965; the rate of participation in’
G.D.,P was 16 per cent in the first year and’ 18 per cent in the last

(against 25 per cent of expenditures participation).

176. As it can be szeen, expendifures in relation to G.D.P, had a high
elastiocity ﬁhich was supported by an almost inelastic revenue system (if :
we discdunt.new taxes, increases in tariffs, increases in ratés and so. an).
In this condltlon & ehronie deficit followed. Deficit represented 27 per
cent of current revenues in 1960/61, 37 per cent in 1962/63 and 23 per.cent
in 1965

_}??Th?h?mfisqalndqﬁigit is a consequence of a policy of expansion of invest-—
ments to increaso the rate of development and for maintaining a level of -
internal demand to permit a sustained level of employment; and on the'othér
hand of the vulnerablllty of the revenue budget to the fluctuation of forelgn
trade. Taxes on forelgn $rade represented 60 per cent of current revenues

in 1960/61, Wit this 1mportance was reduced to 45 per cent in 1965, due tc ‘the

‘decreases in the forelgn trade activities and the development of compensatory
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receipts in domestic taxation. In relation to G.D. P._the taxation on )
cocoa exports represented 3, 2 per cent in 1960/61, but in 1965 this rate_
was reduced to 1. 3 per cent. In relation to the total current Tevenues

cocoa export duties’ were 22 per cent in 1960/61, but 1n 1965 ite contri-

butlons were only T per cent of the total current revenues.

178 So, the flscal deflclt was a consequence of an effort to ‘expand publlc
investment in very adverse financial conditions, due to the depressive effect

of the foreign trade crisis,

—_— : - o TABIE 34
- QHANA: Fiscal deficit of the Central Government

. Year Expendi‘tures -E'/_ Revenues E/ Deficit E—) Deficit as a percentage

‘ ‘Surplus (+) of toial expenditures
1953/54 . . 45.9 8.2 +2.3 | Lo
1954/55 45.1 80.2 +35.1 -
1955/56  47.7 52.5 +4.8 -
1956/57 55.2 49.4 -5.8  10.5
1957/58 52.6 59.8 +7.2 T -
1958/59 61.9 : 66.6 +4.7 -
1959/60 76.1 - 70,1 - 6.0 - - 7.9
1960/61 1077 - 83.2 -24.5 : 2,1
1961/62 114.3 75.0 -39.3 - 29,0
1962/63 - -132.7 . o 82,5 “50.2 Al o - 37,8
1963/64 144.2 - 122,5 L =21.7 ‘ : '15.0
1965 184.5 141.0 -43.5 23.6

_/ Inciuded budgetary and extrabudgetary expenditures
_f Includee current Tevenues and extraordlnary receipts

ssoource: - Central Bureau of Statistics, Economic Survey 1964. .

Fiscal deficit has been flnanoed with internal and external leans, use of ‘
‘reverues, creation of new money, etc. aspbcte ‘which will be con51dered when

the fiscal situation 15 examined in the ehort Tun.
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F. Fiscal polioy in the period 1959/60 to 1965

179+ Within the framework of the long term policy examined above, it is
possible to make a more complete analysis of the fiscal palicy follewed in

recent. years: - Information for the period 1959/60 to 1965 is available and

will be. used: far. this purpose in the follow1ng sectlons. In general, the
policy followed in this period can be charscterlzed by the efforis te expand
the econémic actlvrty, w1thout consideration of the financial implzeatlons‘

and the priorltiee to be followed.

Analysis of expenditures by major functions

180. From 1959/60 to 1965, public expenditure rose from 10 88 milliaen ta

LG 185 m11110n. This expansion was principally in eecial

servxees, and financial services, General admlnlstratian increased slewly.
In table.351t can Be seen that the amount of these expansions and the changes
in the structure of the dlfferent functional 1tems.

181. Economie services decreased in relative terms from 38 per cent of total
expenditures to 33 per cent in 1963/64. Expenditures in agriculture
represented around -7 to 10 percent, amount not satlsfactory for a eountry
which suffer from shortages 1r foodstuff production. Fuel and paver expendi— .
tures 1ncressed from G 4.1 million in 1959/60 to arsund &0 8 million in '
latest years as an effort to finish the. Volta River Dam. Construetisn and
mamfacturing also increased in the period. But transport and communlcatlons '
stagnated ‘around LG 16 million in the period; this represented reduction in |
relative terms ta a,l0.0 per.eént of expendltures, instead of the 18 per cent
in 1959/60.' This means that the government eons1dered that infrastructure
had received tno much attention ‘before and, therefore, there was a shift to
develop noTe. speedin 1ndustry and construction as well as energy to supply

manufaeture.

182, In the sosial services it is clear that gevernment puts great emyhasls
on education (1ncrease from 15 per cent in 1959/60 40 19 per cent in 1965)_

Community serv1ces elso recelved attention in the perlod.
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TABIE- 35 .
GHANA- Central Government Expenditures, By Functicns

-~

(Mllllons 1a)

1.

3.

1.

1959/60  1960/61  1961/62  1962/63 1963764

Heads (actual) (actual) .(actual) (actual) (actual)
Economic Serv1ces 33.6 .4.0 46.9 42 4  R2.3

1.1 Agricuiture 7.7 11.5 8.7 '10.3 11.1

1 2 Fuel and power 3.6 5.7 - 8.7 10.9 11.5
1.3 Mamufacture and Con- _

structions 4.8 7.0 21246 7 .7 6.l 12.9
1.4 Transport & Communi, cat— _

iomg *F 15.7 19.6 15.7 16.2 16.6
1.5 Other . 1t8 B ) 0-2 l|2 5.9 012
Social Services - 25,5 31.7 36.1 45.1 52,0
2.1 Education 12.8 15.0 17.2 22.9° 28.3
2,2 Health 4.5 6.0 9.2 9.6 8.9
2.3 Social Security 1.6 1.9 1.6 2.6 2.9
2.4 Community Services 3.0 3.9 3.9 5.0 8.1
2.5 Other 3.6 4.9 4.2 5.0 3.8
General Scrvices - 2l.] 28,7 28,1 32.6 30.5
3.1 General Administration 13.1  14.0 11.€ 15.5 13.6
3.2 Defence 4,9 10.0 1250 “11.1 10.6
2.3 Justice and Polics 3.7 4.7 4.6 6.1 6.3
Financial Servjces 1.2 9.3 6.7 1.0 29.6
4,1 Public Dedbt 1.5. 2.8 2.9 o 3.4 - 23.7T
4.2 Other 5.7 6.5 4.2 3.6 1.9

 Grand total 88,0  113.7 117.8 . 134.1 . 160.4

(Pércen%agés) _

Economic Services 38.1 38.7 39.7 36.7 32,6
1.1 Agriculture 8.8 10.2 7.4 7.7 6.9
1.2 Fuel and Power 4.1 5.0 T.4 8.1 T2
1.3 Mamufacturing and Con— ) - .

structicns - : 5.4 6.2 10.7 4.5 8,0 7
1.4 Transport and ,Communi- , ‘ ‘ o . IR

cations 17.8 S 17.2 2 13.3 11.9 10.3
1.5 Other 2.0 0.1 ‘0.9 4.4 0.2

eifee
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TABLE 35(Cont'd)

GHANA: Central Government Expenditures, By Functions
' (percentages)

1959/60  1960/61  1961/62  1962/63 1963/64

Heads (actual) (actual) (actual) (aotual) (actual)

2. Social Services 29.0 28.0 30.8 33.7 32.5
2.2 Health 5.1 5.3 7.8 Tel 5.6

2.3 Social Security 1.8 1.7 1.4 2.0 1.8

2.4 Community Services® 3.5 3.5 3.4 3.8 5.1

2.5 Other 4.0 4.3 3.6 3.7 2.4

3. General Services 24.6 25.3 23.8 24.3 19.0
3.1 General Administration 14.9 12.3 9.8 11.8 8.5

3.2 Defence 5-5 808 lO.l 8.3 6.6

3.3 Juastice and Police 4.2 4.2 3.9 4.5 3.9

4. Financial Services 8.3 8.0 5.7 o3 15.9
4.1 Public Debt 1.1 2.4 2.2 373 14.8

4.2 Others T.2 5.6 3.5 2.7 1.1

100.0

100.0 100.0 100.0 100.0

Seurces Ministry of Finance
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183, General administration hés expe%ienced a decrease in relative terms from
15 percent in 1959/60 to 8.5 percent in 1963/64. Both the army and police
on the other hand, increased their expenditures. Defence increased from

5.5 per cent in 1959/60 to 8 5 in 1965.

184. Finally, flnanclal services increased in 1963/64 and 1965, due to the

Aserv1c§_o£ the external loans and financial contributions committed by the

government. ‘

Expenditures on consumpiion and 1nvestments

185-The Central Gevernment is expendlng in current eperations less than'

* 60 per cent of total expenses. Investments represent, therefore, around
40 per cent, In table 36 details are included.
TABIE 36
GHANA: Central Government expenditures by economic items
. (%G million) - B
" Beonomio items | 1959/60 1960/61 1961/62 1962/63 1963/64 1905%/

1. Current Expenditurés 50.4  67.0 69.4 79.8 92,0 109.9

"7 1.1 Consumption 34.5  45.4 46.5 49.0 60.9 66.8
1.2 Current transfers 15.9 21.6 22.9 30,8 31.1 - d3.l

2. Capital Expenditures 43.6 52.6 60.6 52.5 70.8 86,8
2.1 Real Investments 18.0 31.2 31.6 30.5 31.5 50.7
2.2 Financial Claims 18,0 12,1 21.7 5.0 20.8 15.8
2.3 Capital transfers 7.6 9.3 7.3 17.0 18.5 20.3 -

Total 94.0 119,6 130.0 132.3 162.8 196.7
(percentages)

1. Current Expenditures 53.6 56,0 53.4 60,3 56,5 551
1.1 Consumption 36.7 38,0 35.8 37.0 37.4 33,9
1.2 Current transfers 16.9 18,0 17.6 23.3 19.1 21.8

2. Capital Expenditures 46.4 44.0 46.6 39,7 43.5 44,0
2.1 Real Investments 19.1 26.1 24.7 23.1 19.3 25.7
2.2 Pinancial Claims 19.1 10.1 16.7 3.7 12.8 8.0
2.3 Capital transfers 8.1 7.8 5.2 12.9 11.4 1C,3

Total 100.0 100.0 100.0 100.0 100.0 100.0

1/ 1Includes 15 months. This explains difference with other tables.
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186. The table is interesting for the analysis of the economic structure
oftfﬁefexpenditures. In the current expenditure side, consumption repre-
sen%é'fﬁé‘§ame share in the period, but current transfer increased_more.
This isﬂa result cof a policy 6f subsidies to prices and public enterprises
and at the same time of containment of salaries. The inc.eases in thé
salary expenditures are due to increase in the number of public employees
“andétranéfers of the existing workers to higher positions. The division
of ministries into new ministries was a system for increasing positioné

in the government.

18], The pnliéy in transfer payments can be analyzed through the follew-
ing table:
TABI:. 37

GHAKA: Ceﬁtral Government Transfer Payments
{ thousands &G)

1950-60 1060-61 196167 1362-63 196364
I. Current Transfers 15,757 21,603 22,871 29,443 . 36,996

~Interest on public debt 8,620 1,516 . 1,948 2,642 . 5,906
~Subsidies _ 216 583 2 717 1,327
—Pensions 1,519 1,415 1,410 1,720 1,780

~Transfers to househbolds 2,782 3,868 1,864 2,690 3,539
~Transfers to local
" government 1,705 2,466 1,407 1,280 1,146
~Transfers to. public ' - o
corporations and

institutions 8,498 11,598 16,103 20,112 22,939

~Transfers to abroad 175 175 137 262 359

II. Capital Transfers 9,679 9, 544 7,474 17,159 18,546
~Transfers to domestic o
sectors 7,480 9,296 75274 17,006 18,546
~Transfers to abroad 2,199 248 - 200 153 -

Total transfers 25,4360 31,147 30,345 46,602 55,542

Fiscal déficit =~ -. . 17,900 - 30,200 42,800 49,800 - 38,200

188, The table shows that transfers to public corporgtionsand institutions
L . o] .
for current and capital purposes amount almost/the sum of fiscal deficit,

This means that the origin of the deficit comes mostly from ths decentralized
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agencies and enterprises, and not from the increasing costs of the central
administration. Subsidies to State Corporation and capital contrilution,

both are the main factors of the fiscal disequilibrium in this period.

189. Capital expenditures aTe a considerable share of the total expendltures.
The Central Covernment was investing directly in capital goods around 20 per
cent of expenditures, a nermal rate for developing countries, but if 1nd1rect
resal 1nvestments are 1ncluded the rate amounts to 30 per cent, which ia more

than satisfactory., In table 38 the composition of capital expendlturea 1s

presented,
TABIE 38
GHANA: Composition of Capital Expenditures
- {Millions %G)
1959460 1960/61 1961/62 1962/63 --1963/64 1)
1. Real Investments - - -+ -18,0 31.2.¥ *31.6 ;giﬁP*' 31.5
~ Constructions ' 14.4 23.3 25,7 23.8 25,4
- Machinery and equipment 3.3 7.3 5.2 5.8 5.7
- Surveys 0.3 0.6 0.7 0.9 0.4
2. Financial Investments 18.0 12,1 2l.7 5.0 20.8
- Purchase of existing _ S
capital 0.2 0.4 5.9 5.4 0.2
- Loans granted - 8.9 3.8 10.1 - -
- Advances 1.9 6.0 1.5 " 2.3 2.5
— Bubseription to internat. :
lending institutions 2.1 0.2 0.2 0.2 e
~ Sinking fund contrib. S 0.3 5 - 0vd o 0.6 0.4 0.3
~ Repayment of public debt C 4.6 = e300 34 7 1.3 “17.1
3. Capital Transfer S 7060 - 943 183 7 17,0 ¢ 18,5
— Domestic Pransfers - ,Q7‘5" 9.3 7.3 17.0 18.5
~ Transfers to abroad | 0.1 - - - e
Total 43.6  52.6  60.6 52.5 70.8

190.In this table it can be seen that constructions represent the biggest
amount in the total of investments. Fkepayments of public debt is an increas-
ing item in the latest years because of the berrowing policy of the government.
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The structure nf the flnan01ng_systom_

191. Owing to the failure experienced in increasing the export income of the
country; and consequently the, ‘collectibn of dutles on forelgn trade, the

tax system had to develop 1nternal ‘sources of financing.

192, In table 39 “the revenue system is showu. The cocoa taxation fallure,

due to the reductlon of the pTlGeS 1n 1nternatlonal markets, explaln a large
part of’the shortage of resources. for flnanclng the expendlture level. The '
efforts made in- developlng the internal sources of taxation, adding new
domestic taxes and raising the tax rates, replaoed, to some .extent, the

losses in the taxes on cqcoa exports.

l93.i$o@e of thé taxes oﬁadomestio production represented an effeotive.
contribution, like for indtance the sales:tdxeS. Reforms introduced in
1963/64 in the 1ncome and property taxes are produclng the first results.
But 1n relatlon to the expendlture commltments and the losses 1n the cocoa
exportatlon dutles, theseé efforts were not enough. Improvements in the tax
system and in the tax admlnlstratlon ars urgent, and cannot be postponed if

the stablllzatlon programme should be accompllshed.

7o

194-7Qn ‘the othar hand, a. oomplete rev151on ‘af the strategy of figcal polzcy

must he; undertaken, re—allocatlng Tesources and increasing the immobilization,

195 The flnan01ng of the 1nvestments was only suppnrted f{o a very small
extent by public sav1ngs (see table 40) Most of the' investment expendltures

had Been financed by extraordlnary ‘means such as tho liquidation of reserves,

grants, loans, advances, the use of trust and deposxts funds, and others.

Such - Jﬁ finance procedures can only be understood as an emergenoy res;rt

in a-de?TeSS1ve trend of the economy. T -

‘P
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TABLE 39
CHANA: Central Government Revemues (&G Millions)
1960/61 - 1961/62 19A2/63 1963/64 1965
I. OCurrent Revemues ' " 70.9 74.7 84.3  103.6 141.°
1. Reverues of Taxation 54,7 62.7 69.8 89.2 125.1
1.1 Taxes on foreigm trade 42.0 44.2 46.7 51.8 64,1
~ Import duties 28.9 28.9 33.7 34.0 53.8"
- Export duties on cocoa 15.3 i4.7 12.5 17.5 9.9
~ Other export duties 0.8 0.6 0.5 0.7 0.4
1.2 Taxes on domestic production '
and expenditure 4.1 7.9 10.9 13.8 32,1
- BSales tax - - - 16.4
- Excise taxes 2.8 4.0 6.1 8.0 10.7 -
- Licenses 1.0 L3 2.1 3.0 3.4
1.3 Taxes on income and property 8.6 10,6 12,2 23.6 28.9
2, Other Revernues' . 16.2 12.0 14.5 14.4 15.9
2.1 Sales and fees - 8.0 T.7 9.2 10.6 10.5
2.2 Interest, profits and rent 7.0 2.5 2.1 2.4 2.3
2.3 Other L2 1.8 3.2 1.4 3.1
1T Capital Revermes 42,7 43.1 49.8 56.8 43,
10 Grants . s . - 12.5 . 5003 . - 18-6 1-0 '
Deficit - 30.2- 42,8 - - 49.8 - 38.2 ~42.5
Grand total . 113.6 117.8 134.1 160.4 184.5
(1) deficit as a percentage - B IR e
of total Revermes 26.6 36.3 . 37.1 23.8 . 23.1
S | : (Percentages)
I. - Current Revemies - 100.0 100.0 100.0 100.0 10CG.0 -
1. Revenues of taxation 77.2 83.9 82.8  86.1 88,7
1.1 Taxes on foreign trade 59.2 59.1 - 55.4  50.0 45.5
~ Import duties 36.5 138.5 40.0 32.8 38.2
~ Expnrt duties on coceca 21,6 19.7 14.8 16.5 TeO
—~ Other export duties 1.1 0.9 0.6 0.7 .3
1,2 Taxes on domestic Production
and expenditures 5.8 10.6 12,9 13.3 22,7
1.3 Taxes on income and property 18.2 14.2 14.5 22,0 20.5
2. Other Revernues 22.8 16.1 17.2 13.9 11.3

Sources: Ministyy of Finance
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TABLE 40
GHaFa: Investment Financing
(5C million)
) bifference bet-
Current Current Capital ween Public
Current wmxpen-  Account Fxpen— Javing and In-
Revenue diture Surplus gditure -~ vestment
1959-60 63.4 50.4 13.0 43,6 30.6
1961-62 T4.7 69.4 5.3 60,6 55.3
1963-64 103.6 42.0 11.6 70.8 59.2

196. The impact of the deficit financing has resulted in mone tary expan-—
sion and therefore in inflationary effects. Thus an attempt to accelerate
economic development, in critical trade cycle conditions has produced

inflation with all the consequences of this phenomenon,

197. The resources for financing the capital account of the CGhanaian Govern~
ment were the following in &0 million:
1359-60 1960-61 1961-62 1962-63 1963-64

Loansg from abroad - 7.1 5.1 1.0 0.9
Internal loans 22.3 5.9 41.6 53.6 35.3
Total 22.3 13.0 46,7 54.6 36.2

Internal loans were ﬁostly given by suppliers and the banking system.,
bxternal loans were few in the period, but foreign suppliers had to make
some sort of short-term loans to the government., A very important share
of the sacrifices for financing government investments were transferred to
foreign credit suppliers and internal consumers. The last have to pay higher
prices in the markets as a conseguence of the injection of money through

the budgetary deficits; that is to say, a sort of hidden indirect taxation.
The Ghanaian public debt rose from &G 83 million in 1961 to &G 424 million -

in 1965, of which 30220 million were foreign debts.
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KoNTA

A, ”,The economic backeround -

198. Economlc growth in Keays has been irregular in the last ten years.,
Du 1ng the perlod 1954 through 1959 extensive capital fo*ma+1on f1nanced
by an 1nflow of foreign funds made pOSblblu a boom in production and . 7
experts. -This was followed by a setback Tesulting from bad weather and
losg of confidence among the non-ifrican - coummunity as a result of the .
political struggle for ‘inuepenaence, Ber canita income stagnated in.
1960 thrsugh 1962 at about #85 ver head, 1In 1963 and following years,
normal weather and an- ircreasing confidence hade pob31ole a renewal of
economioc expansior. This improvement was aided by a rise in export .

income partly as a result of higher sisal 3rlcss.

199. Gross Domestic Product is formed by the co;tribution of the agri-
‘culture, manufacturing, trade ancd =overnment serv1ces sectors, as well
as other small agctivities, agriculiuce, livestock, forestiry and fishing
contributed in.1963 1021 per cent of the nonetary economy; but this
percentage 1ncreases to 46.7 per <cent if t & subsistence agriculture

and related aot1v1t1es aTe 1ncluded. The economy of kenys is e inly
agricultural and export 1 are provided by this sector. More than 85
per cent of the Afrlcan population is engageu on the land and lives on

a subsistence ievel,

200. Nanufacturing contributos nearly 13 ver cent of monetary GDP. This
industry consists of agricultural srocessing in small plants, but there'

is an expanding sector of larger units producing soft and semi-durable

l/ Coffen, teoa, sisal, ‘pyrethrum, etc.
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consumer goods. Basic economic servizces such as water, electric power
and communications are fairly well-develoned. Tholesale and rTetail
trade, banking, insurance and real estate account for some 19 per cent

of cash productiomn.

201. During the last ten years exports have more than doubled in volume,
but prices have faller YWy less than 20 per cent. Thus the increase in
export proceeds was not much less: 1t now accounts for a third of mone—
tary GDP. Imports have risen slowly, and have fallen as a percentage

of GDP from 56 per cent in 1954 to 43 per cent in 1963. Trade deficit

fell from 33 per cent to 6 per cent in the pericd.

202. At the same tlme, Eross capltal formation dropped from & level of
abou§_£45 mlillon in 1955757 (represents 30 per cent of qash GDP) to

£29 million 1963 (around 15 per gent of GDP). Private and government
investments‘have fallen drastioally in recent years. Private investment
amounted to L3O 7 million in 1956 and tapered off to H27 million in 1960
and fell steeply to &17.5 mllllon in 1961. In 1963 and 1964 it seems

to have been stabilized at around H20 nllllon.

B. The puﬁlic seétor

203, Kenya has foui levels of govermnment: +the henya Government, the dast
African Common bervices Organization, the seven hegional Authorities and

the 40 Municipal and County Councils.

204. The central government has the following Ministries: Agriculture
and Animal Husbandry, Commerce and Indusiry, Lducation, Fﬁnanqe and
seonomic Plamning, Health and Housing, Home affairs, Information, Broad-
casting and Tourism, Intérnal Security and Defence, Justice and Consti-
tutional affairs, Labour and Social bGervices, Land and Settlement, Local
Governﬁent, Natural iLesources, iorks, Communications and Power. ~Also
includes the National Assembly, the Presidency and Prime Kinister's

Offices, the Judicial Power, and some development agencies.
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205. Central government expenditure absoried around 25 per cent of total
GDP in 1963/64 against 21 per cent in 1959-60.

C. Government expenditure policy

206. Government expenditure increased from 546 million in 1954/55 to £65
rillion in 1963/64, about 41 per cent in 9 years. The government has
made efforts to improve governmental services, in particular in agricul-
ture, education and health (see Table 4L).

TaBLE 41

RENYA: Distribution of government expenditures by functions
(million &)

1954~ 1959~ 1960- 1961- 1962- 1963~
1955 1960 1961 1962 1963 1964

1. Bconomic services 9.0 10.2 13.0 13.6 17.2 21.5
Agriculture 4.9 5.6 7.1 7.9 11.7 15.6
Transport 2.7 3.1 3.7 3.9 3.7 3.9
Others ' 1.4 1.5 2.2 1.8 1.8 1.9

2. Social services 6,6 11.8 13.2 13.9 ' 13.3 13.4
mducation 443 7.1 8.1 6.6 8.4 8.9
Health 1.8 3.1 3.5 3.5 - 3.4 3.2
Others 0.5 1.6 1.6 1.8 1.5 1.3

3, Ceneral services 9.0 13.6 13.7 13.1--13;3 15.5

4., Financial-services 3.4 5.7 6.5 1.7 9,0 1ll.1l

5. Unallocated - . - 16.1 5.1 4.5 . 4.2 3.6 3.7

Total 46.1 46,4 50.9 he.5 56.4 - 65,2

Per cent of GDP ‘ 29 21 22 2y 23 | 25

Source: ' statistical abstract, dconomic and otatistical Division.

207y‘Expendituresfin economic services rose from £3 million in 1954/55
to £21.5 million. in 1963/64, which means an increase of 144 per cent in
the period,  ithin the expenditure for economic services,expenditures ,

in agricultgraljservices_:osesfrom 5 milliqn in 1954/55 to 157 million
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in 1963/64; they tripled the two mentioned fiscal years. The government
is trvying to improve agricultural production which has fallen since inde-—

pendence.

208. Social services have increased steadily from 1959-60 through 1963-64.
¢ From %11;8‘qillion it rose to £13.4 million, around 13 percent in the
latest five years. From 1954/55 to 1963/64 this expenditure doubled.

209, Bxpenditure in education grew from 34,3 million to 8.9 million in
this period; more than doubled. Alsc expenditures in health more than
doubled in these 10 years.

210. Expenditure in general servioes—administration, aefence, police and
justice—~increased 72 per cent in the period., Financial services (public
debt and financial claims) almost triplied in the period due to the impli-

cations of the financing policy followed.

211, With these different rates of srowth, the structure of the expen-

diture pattern changed in the lastl0 years.,

212. gconomic services absorbed in 1954-55 around 20 per cent of total
expenditure, but due to the policy of agricultural promotion t.is share
increased to 33 ﬁer‘cent in 1963-64. Agricultuce absorbed 11 per cent
in the first mentioned year, and fhis share rose to 24 per cent in the
last fiscal year considered. Transport maintained its relative impor-

tance in the period: abscorbed around & per cent of total expenditure.

B A el ]

L213..Sgcial -services.inereased their share:r—from 14 per-tent te 21l per ~

hadad T3

cent. The—share devoted to education rose from 9 per cent in 1954455
to 15 per cent in 1959-60 but decreased after to 13.6 per cent in 1963-
64. Health also increased its share to 6.7 per cent in 1959-60 tut it
decreased to 5 per cent in 1963-64 (see Tabled2).
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TABL. 42
KulNYA:  Structural changes in overnment expenditures
Toorcentagss)
. 1924-55  1959-60 1963-64 .
1. Boonomic services 19.5 22.1 33.0
agriculture 10.6 - 12.1 24,1
Transport 5.8 6.7 6.0 ’
Other 3.1 3.3 2.9
2. Social services 14.3 25.6 20,6
Bducation 9.3 15.4 13,6
Health 3.9 6.7 4.9
Others 1.1 3.5 2.1
3. General services 19.5 29.0 23.8
4. Financial services 1.4 iz, 17.0
D« Unallocated jg;ggf 11.0 5.6
Total 100.0 100.0 100,0
Sources Table 41.
é/ Emergency Fund is included here.
214. General services have increased very rapldly in the latest years
due to the emergency problems, the need t» establish a national police
and army, etc.
215. Finally, the share absorbed by financial ser—~ices has also increased
due to the impact of the aid policy in the level of repayment of deb’ -

Nt RIS it e e T

———— A e e L, . e

216. In connection with the inveswments made by the governments it is

not possinle to separate current and capital expenditure. as an imper- L
fect indicator, it can be said that develdpment expenditure represented

6 per cent of total expenditure in'l954-55; 17 per cent in 1959-60; and

20 per cent in 1963-64.
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D. - Government financing policy

217. During a period of tranzition, with important internal political

problems, it is not easy to develop a policy of government financing.

When public confidence does not exist in a period of struggle it is

difficult for the texpayer to accept to continue his contributions to

the fiscal freasury.

218, But in the case of nenya the 5ove nment has developed an appro-

priate: pollqy.

Current revenues rose from 527 million in 1954-55 to

45 million in 1963-64, an increase of about 66 per cent in the period
(see:Table 43).

KENYA:

TAaBLE 43

Jovernment revenue (million 5)

Taxes m~n income

Taxes on Taxes on production

and wealth Other
- Income fereign and expenditure reve—
- Total Total  tax Others trade Total IKxcise Qthers nues
1954-55 27.3 10.9 8.1 2.8 Te5H 4.0 2.1 1.9 4.9
1955-56  32.8 13.0 9.1 3.9 G.4 5.7 2.8 2.9 4.7
1956-57 36.7 12.8 10.4 2.4 6.5 BeT 2.6 3.1 9.7
1957-58 38.0 13.8 11.3 2.5 8.1 5.7 .2.9 2.8 10,0
1956-59 © 36.8 13.7 11.3 2.4 9.5 6.3 3.2 3.1 7.3
1959-60 36.9 12.4 10.4 2.0 10.7 6.5 3.2 3.3 7.3
1960-61 37.1 11.8 10.0 1.8 10.0 T2 3.6 3.6 8.1
1961-62 . 39.9 12.1 10.3 © 1.8 11.7 Teb 39 3.7 8.5
1962-63 44.3 iz2.4 11.1 1.3 13.6 9,1 5.4 . 3.7 9,0
1963-64 45,4 13.4 12.3 1.1 12.9 9.8 6.0 3.8 9.3
Source: Statistical abstract, Heonomic and Statistics Division,

219._Texes on income and wealth, paid mainly by the non-African indus- .

trialists and traders, increased their yield until 1958-59 btut later

tax collection decreased; the previous level can only be observed in

1963-64.

Taxpayers were reluctant to pay income tax, or went away,

or sent thelr capital outside, or they cculd not obtein enough profit

or income,
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220. This reduction was compensated with increases in customs duties,
Import duties yielded an increasing amount of money. Also excise taxes
and other indirect taxes such as stamp tax and petroleum tax, yielded

more for the fiscal treasury.

221. All these changes in tax jolicy rodify the tax structure as it can
be seen in Table 44,
T.BLu 44

KiNYa: Structural chan.es in :the taxation system
(percentages)

1954-55  1059-60  1963-€4

1, Taxes on income and property 39.7 3.6 29.5
2. Taxes on foceign trade 27.6 29.0 28.4
3. Taxes on domestic production

and expenditure 14,7 17.6 21.5
4. Other currvent revenue 18.0 - lﬂ;§ | gg;g

Total 100.0 = 100.0C 100,0

Source: Table-43,”#

222. Taxes on incomeé and vropesty produced in 1954~55 around 40 per

cent ef current revenues, .but this share decreased to around 30 per cent
in 1963-64. '

223. On the other hand taxes on foreiun trade have maintained their
relative position. .The share they contribute remains at around 28 per

cent in the period. ’

224. But taxes on domestic osroduction and expenditure”ihcreaéed ve:y‘.
much in relative terms: . from 15 per cent to 22 per cent in the period.
225. This means, as a whole, that the taxation system of Kenya which is
not so dependable on foreign trade as similar countries of Africa,  has
now a more regressive tax structure based upon taxes levied on consu- -

mers rather than producers,
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H. The budget deficit

226, Kenya has an unbalanced fiscal gituation, comparable with other
African countries,; as can be seen in Table 45.
T4BLL 45

K:.NYi: Budget gross revenue gnd exzenditure
(& million) :

Peficlt as per-

Current Surplus or centa of total
Years Revenue Expenditure deficit expenditure
1954-55 27.8 46.1 -18.3 39.7
1955-56 32.8 47.1 -14.3 30.4
1956-57 36.7 46.0 - 9.3 20.2
1957-58 38,0 44.4 - 6.4 14.5
1558-59 36.8 46,1 - 9.3 20.2
1959-60 36.9 46,4 -~ 9.5 20.6
1960-61 37.1 50.9 -13.8 27.0
1961=62 32.9 Hee5 -12.6 23.7
1962-63 44.3 5644 -12.1 21.6
1963-64 45.4 65,2 -19.0 30.4

Source: Gtatistical Abstract, Ieonomic and Statistics Division.

227+ In average, the fiscal deficit reoresented 30 per cent in 1954/55—
1956/57 against 25 per cent in 1961/62-1963/64.

228, This deficit was financed through the following capital resources:

1955~56 1959-60 1960-61 1961-62 1962-63 1963-64

Orants from

‘{JK and USA 2.1 1.0 1-6 2-4 4.0 4-4
Foreign loans 4.0 3.4 6.2 5.3 6.7 8.4
East Africa loans 2.5 2.2 G4 0.4 0.1 -
Other 0.7 1.0 1.0 1.2 0.6 0.5

Total 9.3 T.6 9.2 9.3 11.4 13,3




B/CN.14/3UD/6
Page 96

229. For the Covernment of Kenya grants and loans from foreign countries . -

have been decisive in meeting the budget deficit in recent years.

230, It must be said that during the 1lO0=year period from 1954-55
through 1963-64 Kenya had, in its current account, three years of surplus
and seven years of deficit. This means that the government was not an

instrument for the créétidﬁ'df'ﬁatioﬁéinéévings in the peried,
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SUDAK

i The problems of the budanese eConomy

231, The economy of the Sudan faced grave problems in recent years. Begin-
ning in 1962, foreign trade suffered critical difficulties leading to
growing défioits in the balance of payments. In 1962 total exports
amounted to 79 mllllon Sudanese pounus, but in 1964 it decreased to 68
mlllion. On the other hand, impovts rose from 89 mllllon ¢ 93 million
between 1962 and 1964.  The reduction of total value of exports was .

caused mainly by_the poor cotton harvest; the total cotton exported in

1964 decreased by 37 per cent compared with the previous year, But this
decrease was partly offset by the increase in value of gum, groundnuts,

and sesame exports.

232, In 1961~62 Gross Domestlc rroduct rose by 14.3 per cent, while in
1962-63 it reglstered an actual growth rate of 0.6 per cent. 1In 1963—64

the situation contlnued to be the samey GDP grew approximately 0.7 per cent,
For the year 1964-65 a ‘modest increase in the GDP was achieved, Agri-
culture, the main economic activity which resresents around 60 per cent

of GDP in normal times,; decreazed to 51 per cent in 1963-64, due to the

impact of the cotton crisis.

B. The public sector

233. Despite these difficult conditions, expenditure of the public sector,
under consolidated basis, grew from 125 million Sudanese pounds in 1962-
63 to 134 million in 1963--64.1 That means in terms of shares of partici-
pation in GDP that the public sector absorbed 31 per cent in 1962-63

1/ See Economic Survey, 1964, Khartoum, 1965,
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and 33 per ceut in 1963-64. 3ut after considering the situation of the
country, public expenditures were reduced in 1964-65 to 111 million,

about 20 per cent less.

234. The public sector comprises in tune oudan the central govermment, the
Provincial Councils, the Local Councils, the Sudan aailways, the CGezira
Board, the Gash Board, the VWhite ¥ile Schemes Board, Equatoria, Projects
Board, the Sudan Airways, the Bank of Sudan, the Agricultural 3ank, the
Industrial Bank, the University of Khartoum, the Central slectricity and
water administration, the Sudan Shipping Line, the Industrial Development

Corporation and some new government—owned enterprises,

C. IExpenditure policy

235. In recent years, the Sudanese government has been trying to put in
action the Ten Year Plan of Hconomic and Social Development 1961/62~
1970/71.—/Thus, public expenditure has expanded in order to achieve the

. planned targets. It must be mentioned that in 1961-62 a very high level
of investments had prevailed and the same is true for the fiscal years
1962-63 and 1963-64. The execution of a number of big projects has been
done in the period, e.g. the investments by the Sudan saailways, the
Ministey of Irrigation, and the Wadi Halfa resettlement project. Total
investments by the public sector was &5 3.8 million more than forecast
in the Plan for its first three years. On the other hand, current ex-
penditure rose vexry little in the three latest years, as can be seen in
Table 46. |

236, In the table it can be seen that the investment effort was important
during 1962-63 and 1963-64. But for 1%c4-65 a reduction of investments

was made, due to the problems of financing expenditures.,

l/ See hepublic of the Sudan, Ten Year Plan of bconomlc and Social Deve-
lopment 1961/62-1970/71, 1965/66 Development Budgets, lst July 1965
to 30th June 1966.
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Ta3Ls 46

SUDAY - Public sSecter dxpenditures

Percentages

. 1962-63 1963-64 1964-65 1962-63 1963-64 196465
I. Current expenditure 76.7 18.5 75.0 61l.1 58,8 67.5

Central government 58,5 59.1 60.0
Provincial councils 12.4 14.1 15,0
Changes in stocks 5.8 5.3 11.2

II. Capital expenditure 47.9 55.0  36.0 38,9 41,2 32.5

Central government 33.6 39.7  25.0
Public entities 8.2 8.5 5.0
Finance by external
non-cash aid 6.1 6.8 6.0
Total 124.6 133.5 111,00 100.0 100.0 . 100,0

Source: Heonomic Survey 1964.

237. The central government expenditure policy was alse aggressivé on the
development side. Table4T shows. that economic services increased their
share from 54 per cent in 1961-62 to 58 per cent in 1963-64. The reduc-—
tion in invesiment diminished the totzl share to 4% per cent in 1364-65,

238, Nevertheless the country has continued the agricultural promotion
policy. 4around 10 pexr cent of total expenditure of the central government

goes to agriculture; a high share for a developing country.

239+ Social services have increased the share absorbed in total expen—
diture: from 24 per cent in 1962-63 to 30 per cent in 1964-65,
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50D Central sovernment expenditure
o __Million Sudanese & Percenta.es
_ - 1961~ 1962- 1963~ 1964~ 1961~ 1962- 1363- 1964—
‘ . o 1962 1963 1964 1965 1962 1963 1964 1965
Boonomic services 41,4 52.2 57.9 42.6 54 51 58 49
Agricuiture 7.3 7.1 5.7 8.7 10 8 6 10
Public works 3.6 4.1 4.3 2.6 5 5 4 3
Development 23.9 33.0 38.9 23.4 31 37 39 27
Other €.4 8.0 9.0 7.9 8 7 9 9
Social services 20,1 21,5 25.3 éB.T 26 24 25 30
Education 4.6 5.0 6.1 6.5 5 7
Health 4.3 4.8 4.6 4.9 6 6
Other . 11.2 11.7 14.6 14.3 16 13 14 17
General services 14,0 .16.8 16.6 18,2 18 -18 17 21
General adminis- S -
tration 6.8 8.1 6.8 7.9 8 9 8 9
Defence & security 7.2 8.7 9.8 10,3 10 9 9 12
Total 75.5 90.5 99.8 86.5 100 - 100 100 100
As per cent of GDP 18.6 22.2 24.3 ...

Sources Ministry of Finance.

240. General services has also increased its share from 18 per cent in
1961~62 to 21 per cent in 1964-65, due to increases in the resources allo- -

cated to defence.

241. e participation of central government in CGDP increased from 18.6 .
per cent in 1961-62 to 24.3 per cent in 1964-65,
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L. Financing policy

242. Tpe government financing system of the Sudan is based principally

on taxation of foreign trade (see Table 48). From 1961-62 through 1963
64 the collgction of customs duties increased: in the first fiscal year
mentioned 31 million cudanese pounds were produced for the Treasuly and
42 million in the second. This expansion permitted the increase in the

expenditure side and the absorption of a higher share in GQDP.

243. But in 1964-65 exports were reduced and all the foreign trade re-
turned to the level of the year 1961~62. The government collected 10
million Sudanese pounds less than the previous Year in 1964-65,

TiBLd 48

SUDAl':  Central government current revenues

Million Sudanese £ - Percentages
1961~ 1962~ 1963- 1904- 1961~ 1964-
1962 1963 1964 1965 1962 1965

1. Taxes on income & peoperty 2.1 2.3 3.5 4.0 3.5 5.5
2. Taxes on foreign trade 3104 36,7 41,6 31.1 52,3  42.1
2.1 Transport duties (25.8) (29.8) (35.1) (25. 9) (43.0) (35.1)
2.2 Export duties (5 6) (6.9) (6.5) (5.2) (9.3) (7.0)
3. Taxes on production and 7
expenditure ‘ 1.6 1.5 0.6 11.0° 2.6 14,8
4. Other current revenues 25.3 33.8 32.3 21.8 41.6 37.6

4.1 Profits from agri- _
cultural enterprises 6,2 13.2 8.1 4.3 10.3 5.9

4.2 Other recelptsru 19.1  20.6  24.2 23,5 31s3-- 31,7
Total 60.4 T4.3 78.0 - 73.9 °100.0 100.0

As per cent of GDP 4.9 18.2 19,0 ...

Source: Ministry of Finance,
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244. This reduction was partly compensated wita increases in taxes on
income and property (collections roge from 2 »illion in 1961-62 to 4 -
million in 1964-65) and in taxesz on production and expenditure (from 1.6

million to 11 million in the same years).

245. An interesting source of sovernment funds are the profits from agri—
cultural enterprises. They rose from 6 million in 1961=62 to 10 million

in 1964-65. OQther receipts, like fees and other taxes on consump tion
also rose in the period.

246, When government revenues are reduced because of the foreign frade
problems, the country has to replace these resources by new domesitic
taxation and reduce at the same time the level of investments as shown
by Tables46 and 47. This case illustrates clearly the financing problems
of many developing countries.

E. The budget deficit
24T+ The development policy promoted by the Sudanese Government and the
finaneing problems produce a ovudget deficit (see Table 49).

TABLL 49
PUDAY: Budget deficit

Deficit as % of

Years nevenues Expenditure Deficit hxpenaiture
1961-62 | 60.4 75.5 ~15.1 20,1
1962-63 “T14.3 90.5 ~16.2 : 17.8
1963-64 78.0 99.8 ‘ -21.8 21.7
1964-65 “13.9 85.5 N ~-12.6 14.4

Sources Tables 47 and 48,

248, For the fiscal &ear 1904-65 the reélative importance of the budgét
deficit was reduced after the government reduced the investments and

raised domestic taxation. Nevertheless, for Ffinancing the deficit the
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country has received grants and loans from foreign sources for the follow-

ing amounts in million Budanese pounds:

1961 1962 1963 194 1965

Grants (net) 3.9 3.8 4.5 1.6 4.3
Loans and repayments (net) 2.2 _2,8 _5.6 10.2 14.5

6.1 6.6 10.1 1i.6 18.8

249. But this volicy resulted in an increase of the net foreign debts
of the government at the end of the following years by the amount indi-

cated in million Sudanese pounds: 1961 1962 1963 1964 1965
Net foreign debt 27.0 30,5 37.3 43.3 47.7

250. This means that the policy applied by the Sudanese government ine

creased net foreign debt by 20 million pounds from 1961 through 1965.
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T.IAHTA

A, Trends in economic development

251, Tanzania is orie of the few .frican countries in which a sustained
rate of growth has been achieved. TFrom 1955 through 1959 the snnual com-
pound rate of growth was around 4.6 per cent. From 1960-62 until 1365
the rate of growth was 4.1 oer cent at constant prices. Considering only

the monetary GUP-the annual rate of growth was 5.7 per cent in this period.
. ‘ ‘ . to 1965
252. The annual compound growth rate l960-62/shows an increase of agri-

cultureuby'T,Q per.cent, manufacturing by 9.4 per cent, commerce by T.2

per cent, mining by 5.9 per cent, construction by 6.6 per cent, etc.

253, In order to obtain these results the country increased the shars of
capital formation in the monetary GD? to 17 per cent in 1960, 19 per cent
in 1961, 16 per cent in 1962, 15 per cent in 1963, 15 per cent in 1964
and 19 per cent in 1965 (provisional estimate). GCross capital formation
rose from £23 million in 1960 to %36 million in 1965, an increase of

around 56 per cent.

254. Foreign trade has been favourable to the country. Ixports of sisal,
raw cotton, coffee, diamonds, cashew nuts, manufactured woods and some
other articles have increased in quantity and/or value from 1961 to 1964.;/
But in 1965 the price of sisal decreased, as well as that for coffee and
many other expert products. Total exports dropped from E£70 million in

1964 to %63 million in 1965, This pooduced an impact in the fiscal situa-—

tion.

;/ Exports to counitries outside bast Africa.
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B. The public sector

250+ There are different levels in the institutional framework of the
Tanzanian public sector. In the firat place is the Central Government
which-is organized into districts; these distvricts are combined into 17
administrative regions each headed bty a politiocal apwointee of the Central
Government. o "

256. The Central Government comprises the President's Office, the First
ViceﬂPresident'e Office, the Second Vice-President's Office, the Natienal
Assembly and the Judicial Power. The Administration is formed by the
following HMinistries: Foreign Affairs; Treasury; Defence, National Service
and Youth Services; Health; Home Affalﬂs, Communications and Lorks; Agri-
culture, Forest and nlldllfe, Industrles, Mineral nresources and Power;
Educatlon, Land, bettlement and uater Developments Commerce and Coopera~—
tivess Leonomic Affairs and Development Planning; Labour; Community Deve-
lopment and National Culture; Information and Tourism; Housing; and

neglonal Administration.

257 The Zast African Common services Organization is in charge of some
aspects of the administration. ILocal- government is organized into 58
District Councils in rural areas and 15 urban authorities, each heaued

by a legislative council of local citizens.

2581_The central government absorbed 24 per cent of GDP in 1965 against
17 per cent.in 1962. o

C. Govergment expenditure nolicy

259. The (Qovernment of Tanzania has expanted public expenditure from %29
million in 1962-63 to 57 million in 1964-65, around 94 per cent (see
Table 50).
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Tu-- 0l 50
TATZ:NTA:  Central .ove.nment gxvencitures, by function
' (% thousands)
1962-63  1963-54  1964-65 1965-66  1966~67
B B
1. Economic services 10,183 10,657 12,997 17,437 16,441
Agriculture 4,019 4,123 3,678 5,572 5,164
Mining 205 251 729 631 425
Fuel and power 600 500 34 - -
Transportation 2,712 25723 2,740 6,600 5,941
Public works 1,721 2,043 2,941 2,151 2,468
Other 836 987 2,875 2,483 24443
2. Social services 9,231 10,266 12,279 16,703 16, 302
Education 5,791 6,162 8,127 9,496 9,377
Health 2,537 2,784 2,729 3,771 3,328
Housing , 175 - 638 561 1,402
Township development 180 142 123 1,145 823
Qther 5 548 1,178 662 1,730 1,372
3. QGeneral services 7,712 9,438 11,196 ~-13,554 12,841
Administration 3,114 3,132 3, 340 3,996 3,837
Defence, Police, '
Justice 45216 55498 15555 9,144 8,526
Fiscal administration 362 612 301 - 314 478
4. Unallocated 2,483 4,728 6,381 9,903 1,333
Tojal (net) 29,609 35,089 42,853 57,597 52,917

Source: Backgrbund to the Budget. 4n Loomomic durvey, 1966-67.

260. It can be seen in the table that financing difficulties obliged the
government to reduce expenditure for the 1966-67 budget by around &H
million.

261. uoconomic services increased from 510 million in 1962-63 to Ll?'milw

lion in 1965-66, more than 17 per cent. oocial services increased by

18 per cent; general services by 17 per cent in the seriod.
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262, The relutive importance of the different funciions was the follow-

ing in the period: -
S ' ' (Per cent)
1962-63  1963-64  1G64-65  1G65-66 1966-67

Eééﬂémibiséxﬁices 4 30 30 31 31
Social seyvices 31 29 25 29 30
General services 27 27 25 24 24
Unallocated 8 14 6 16 15

Total ‘ 100 100 100 100 100

263, There are no relevant changes in the structure of expenditure by
functions in these five fisoal years, excent increases in the share of

unalloocated expenditures, due to the impact of public debt repayments.

264. But it is interesting to analyze the efforts made by the government
in developing the different sectors. Ir Table 51 is »sresented the total
central govermment expenditures divided inte productive sectors, infra-

structure, human resources, general services znd unallocated expenditure.

265. Expenditure in the productive sectog, e... agriculture, forestry,
mining, industry, eto. maintained betweer the 1962-63 and 1966-67 budgets .
the share of 17 per cent of total expenditure. The individual share of
agriculture diminished in favour of other items in wlich expénditure to

promote indusiry is included.

266. The share for develeoping infrastructure increased to 22 per cent - -
of total expenditure. The relaiive imiortuiace of the road Progranme

grew in the period and alse the water supply Programze.

267. @fforts to develop human resources vepresent around 30 per cent of
total government expenditure. The share for ecucation, as well as for
health, decreased a little besiween 1962-63 and tha buaget for 1966-67.
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Tasli 51

TANZANIA:  Sectoral distrivution of centragl sovearnment expenditure
(%,thousand) :

- Percentags '
1962-63 1966-67(L) 1962-63 1966-67(E)

1. Productive sectors 5,051 9,039 17.1 17.1

agriculture, forestry, ete. 4,019 5,164 13,6 9.8

Mining - 20% 425 - 1.0 0.8

Cther 737 3,450 2.5 6.5

2. Infragtructure 6,049 11,675 20.4 22.1

water supply 836 25443 2.9 4.5

Railways 235 100 0.8 0.2

Aviation 87 293 - G.6

Roads 2,390 5,548 8.2 10.5
Fuel and power 600 - 2.0 -

Township development 180 823 0.7 1.6

Public works 1,721 2,468 5.8 4.7

3. Human resources 9,051 15,472 30,6 29.2

Education 5,751 9,377 19.6 17.6

Health 2,537 3,328 8.5 6.3

Housing 175 1,40z 0.6 2.7

Others : 548 1,372 1.9 2.6

4. General services 7,712 12,841 26,0 2443

5. Unallocated 1,746 3,643 5.9 7.3

Total 29,509 52,917 100.0  100.0

Source: Table 50.

268. General services were reduced from 26 per cent to 24 per cent and
unallocated expenditure inecreased few cer cent soints,
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269. In connection with the uistribvutiorn of expenditure between recurrent
and capital items the following shares show the efforts to increase

investments:

1962-63 1963-64 1964-65 1965-66 1966-67

lecurrent expenditure 50.7 T9.3 76.3 62.9 7 T4.2
Capital expenditure 15.3 20.7 23.7 7.1 25.8
Total expenditure 100.0 100,0 100.0 100.0 100.0

270. In absolute terms capital expenditure incre.sed from %£95.6 million
in 1962-63 to &20.7 million in 1965-66, almost four fola., In the 1966-67
budget this amount was reduced to %12 million. In Table 52 the distri~

bution of invedtments is presented.

27l. Investments are mostly concentrated in infrastructure, mainly roads
and public works. Invesiment for increasing production is also consi-~

derable.

272+ On the other hand; investiment for developing human resources, ©.g.
construction of schools, hospiitals; housing, etc. was drastically dimi-

nished in the budget for 1966-67.

D. Financing policy

273s Lecurrent revenue has increased in Tanzania from 125 million in
1962-63 to £35.7 million in 1965-66 (by 43 per cent). For the fiscal
year 1966-67 a further increase to £39 million is expected. In recent
Years a significant-change-has been the. diminution in revernue from govern-
ment property, arisihg from thetransfer of state investments from the

government to the National Develeopment Corporation.

274. The increased yiela from indirect taxation has resulted from the

introduction of new internal taxes and from a series of increases 1n
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TAGLG 52

TARZAI'Ta:  Capital expenditure of the central government

(£ thousand)

1962-63 1963-64 1964-65 1905-66(&) 1966-67(K)

1. Infrastructure 2,503 2,020 2573 12476
Power 600 500 34 937
Transportation & '

communications 1,055 1,077 1,264 4,767
Township develop. 301 295 568 209
Public works 627 148 1,707 1,557

2. Production 1,670 2,042 24660 T, 445

3. Human resources 1,304 1,262 24350 4,034

4. Hiscellsneous 117 1,088 1,360 772

Total capital exp. 5,674 6,412 9,943 20,721

(rercentages)

1. Infrastructure 46 31 36 38

Power 11 T -
Transport &

communications 19 17 13 24
Township develop. 5 5 6 1
Public works 11 P 17 &

2. Production 29 32 27 38

3. Human resources 23 20 23 20

4. Miscellaneous 2 1 14

Total 100 10C 100 10G

22139

3,716
61
1,962

33

12,337

4T

30
1l
16

30
~1
_16
;OO

Source: Background to the Budget, An Fconomic survey, 1966-67.
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customs and excise duties. On the other hand, the growth in direct tax-
ation has largely sprﬁhg from the introduction.of a development levy and
from 1ncreases in personal tax. . The introduction of the Pay-as~you~iarn - -
Bys tem of taxatlon as from 1 July 1966 is expected to produce a favourable

impact on the revenue yield from direct taxation.

275. In Table 53 the collection of recurrent revenue is presented, sepa- -
rating dirgqt and indirect taxation, as well as other revenues.
TABL: 53

TARZAITA: Lecurrent revenue

196263 1963-~64 1964-65 "1965-66 1966 67

Direot taxation - ' 6a2 7.1 T7 8.8 10.4
Indirect taxation 14,5 6.6 | 20.2 22,2 23.9
Government property 2.4 2.6 3.2 2.0 1.9
Miscellaneous . 1.2 1.2 1.8 1.8 . 2,2
Distributable pool of .
revenue 0.7 0.8 0,9 0.9 0.9
Total . 25.0 . 28.3 . 33.8 35.7 39.3
- - B (Peroentages)
Direct taxation 24 25 . 23 25 26
Indirect taxation 58 59 60 62 61
Other revenues ~ _18 - 16 17 13 - 13
To;al - 100 100 100 100 100

Source:  Background to the Budiet, An'Economic LSuLvey, 1966-67.

276, As a consequence of the tax pollcy, indirect taxation has 1ncreased

its share in the total ourrent’ revenue. )

B. Budget deficit

27T. The expenditure policy hés meant aw expansion of the capital expen- =
diture and an effort bo build infrastructure and ‘develop production.

This policy has beer financed through recurrent revenues as well as capital
receipts, The difference between fotal expenaiture and recucrent revenue

is shown in Table B4.
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Tasl.a B4
Talicdr T2:  Budget deficit
Deficif as
percent of
aecurrent Totzl : total
revenue expenditure Deficit expenditure
1962-63 C 25.0 29.06 - 4.6 15.8
1963“64 » i 28-3 35-1 - 6.8 19.4
1964-65 33.8 42.8 - 9.0 20.9
1965-66 (&) 35.7 57.6 .. =21.9 38.0
1966-67(8) .. . o .39.3 52.9 . =13.6 . 25.6

278. As it can be seen the relatlve 1mportanoe of the budget deficit grew
until the flscal year 1965-66

279. In connection with the recurrent account balance the fizures in &

million are the following:

. 19672-63 - 1963-64 - 1964-65 1965-66(E) 1966-67(w)

Recurrent revenue 25.0 26,3 33.8 35.7 39,3
itecurrent expenditure 23.6 27.1 3L.6 36.4 39,2
burplus or deficit 1.4 1.2 2.2 -0.7 .1

280. Capital expenditure is financed by an insignificant ameunt ef
government savings. Thus the government has usedldifferent sburces of
funds to balaﬁce the buagét as fnllows: o

1962-63 1963-64 1964-65 1965-66(3) 1966-67(:)

External loans 0.3 1.4 2.9)_ 4.5 6.4
Bxternal grants 4.9 1.3 1.0} 0.5
Others 5 4.8 6.3  _6.0 6.8

Total N 7.5  10.2 10,5 . . 13.7
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281. 1ixternal grants were an important source of capital financing until

1964-65. This policy was changed and external loans increased rapidly
after 1964-65. o )

282. The ééuroes of external funds are mainly the governments af the
United Kingdom,; United States; West Germany, Israel, oweden, Netherlands,
China, Ireland, Canada and Denmark. Private trust er funde have come
from British, American and Irish sources. The multilateral sources come
from IDA, UNESCO, efugee bervices and Nordic Ceunmcil.
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UNITED il wPUBLIC

A. Development stirategy of the UAR

283. The United nr%b tepublic has given a great importance to the public

7 gsector in the direction of economic and sbcial development. In the last
decade, the government has nationalizéd'élmost 80 per cent of the bgyp-
tian iﬁdustqy; the fransporta;ion sysfem; the banking, savings and insu~
rance oompanies, the adminisﬁrétiqn of féreign trade; and so on. The o
economic system has been chénged from one of-predominantly private enter~
prise {0 an extensive publicly owned and regulated economy. The co-ordi-
ngtion of the public sector is made through comprehensive development

planning.

284, For a better execution of the planning process in 1962 the ﬁiniétxy
of Planning was established as the head of all the planning processes in
the Hepublic. Before, in 1960, ah Institute for National Planning was
created as an independent unit for research znd training of public offi-
cials in the planning techniques. In 1962 the Public Authority for the

BExecution of the Industrial Five Year Plan was created,

285, In July 1960, the Uit CGovernment adopted a comprehensive economic

and social development plan. The geneval comprehensive plan began in thé
fiscal year 1960/61 and ended in 1969/70, and for its implementgtion it

is divided in two five year plans; the first covers from 1960/61 to 1964/65
and the seocond from 196%5/66 to 1969/70. Bach five year plan is executed

through annual plans, co-ordinated with the public sector budget.

286, The target 1o double national income was established for a period of

ten years. To accomplish this goal a great emphasis was given to the
industrialization process, building up at the same time a "sound and balanced
economy fulfilling all in all the satisfaction of local consumers needs,

the formation of capital and the import-export requirements."l

17 Fational Planning Committee, General Frame of the Five Year Plan for
Economic and cocial -Development, Cairo, 1960.
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287. The increase in industrial output is the main element of the plang
from a 43 per ceut in 1959/60 of the total output, it will occupy 51

per cent in 1969/70. Agricultural output will represent annroximately a
20 per cent of the total, and transport and other basic development acti-

vities around 12 per cent.

288, Important governmental decisions, like the nationalization of the

Suez Canal, the construction of the High Dam in Aswan, the promotion of

an effective land reform and the foundation of a Socialist iepublic through
the approval of the laws of July 1961, in which almost all the industrial
seotor, all the banking, saving, insurance and foreign commerce sectors
were nationalized, had a big impact in the structure of the public sector
and therefore in the frame and procedures of the annual budget. The
adoption of a systematic planning in 1960 influenced also the fiscal

budgeting.

289. The Five Year Plan is executed svery year throﬁgh annual plans, The
annual plans are divided in the public sector amnual plan and the private
sector annual plan. In the case of the public sector, "the need for trans-—
forming the budgetary system is reinforced by the change in the function
of the budget itself, Traditionally, the budget was used as a tool of
fiscal control., Now, it has become & tool of planning. The budget is
simply the plar of the Public Sector. Since the Public Seotor is taking
the responsibility for implementing the largest part of the National ?lan,

the budgetary system has had ito be adapted to the frame of the Plan.";/

1/ National Bank of igypt, Egonomic Bulletin, Vol. XV, Nos. 2 and 3,
Cairo, 1962.
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290. The fiscal budget, thug, is the instrument for the execution of the
development strategy in the short term. This strategy involves two

main concepts: (1) the mobilization of resoufces through the pﬁblic
sectur, and (2) the allocation of resources for an intensive process of

industrialization and construction.

291 Following this strategy the Uii has achieved interesting results:
the annual growth rate has increased from 2.4 per cent from 1952/53
through 1956/57 to 5.4 per cent from 1956/57 through 1961/62. Eata‘pre-
pared by the hinistry of Planning shows that GDP had increased at a rate
of 6.5.§er cent between 1959 and 1965, with varying increases according
to the ééotor, ranging in different percentages. TFrom 1959/60 fhrough
1964/65 agricultural production increased by 26 per cent, industry 102 7
per cent, electricity 141 per cent, transportation 26 per cent, housing
15 per cent, ﬁublic utilities 41 per cent, ete. Total production rose

40 per cent in the periocd.

292. For obtaining this rate of growth the country has expanded invest-
ments accordingly. Gross capital fdrmation increased from 12.5 per cent
of GNP in 1959/60 to 18.2 per cent in 1963/64, Since savings were lower
the savings gap bas been filled by borrowing from abroads éé a conse-
guence net foreigh borrowing increased from 23 per cent of £ TO8S8 capiﬁal'
formation in 1959/60 t6 around 41 per cent in 1963/64. Table 55 shows

the available information.
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TaBdli 55

Grogs FKational Product at (Uurrent Prices

(In millions of Bgyptiaa pounds)

Provisional
1959/60 1960/61 1961/62 1962/63 _1963/64

GKP at market prices - 1,375.6 1,467.1 1,550.61,679.8 1,886.0
Net borrowing from abroad 38,9 35.3 76.4 115,2 140.7
Total available resources 1,414.5 1,502.4 1,627.0 1,795.0 2,026.7 .
Gross capital formation 171.4 229.2) 248.3 299.9 : 340.???
Public current expenditure 193.2 210.9 a
Private consumption 1,049.9 1,062,3)+2378.7 1,495.1  1,686.7
Total uses | 1,414.5 1,502.4 1,627.0 1,795.0 2,026.7 .°*
Domestic savings - 122,5  193.9  171.9  184.7 199.3
Gross capital formation as S .
per cent of GNP 12.5 © 15.7 16,0  17.9 18,28/
Gross savings as per cent oo ' T ;f
of P ‘ 9.6 13,2 11.1 . 11.0 10.7
Source: Ministzy.of Planning. a/ Bstimagtes,

293. But the -rapid development of 1ndustn, led to growing 1mports, creatlng
a difficult balande of payments p031t10n, aggravated by the s1tuat10n of
the Egyptian exports in recent years, the ueterloratlon of the terms of

trade, etc.

E. The expan31on of the publlc sector -

294. The structure of the public sector is very complex in the Uan. The
government is headed by the President of the nepublic; there are various
Vice—Presi&enfs. 'The legislative.branéh is represenied by the National . .~
Assembly The Ekécutive branbh combrises also the Ministries of Interlqr,
Fbrelgn Affalrs, Justlce, var, local Administration, Treasury, Liconemy,

Plannlng, Supply,hakfs, Public Health, Scientific Hesearch, Culture and
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National Guidance, Education, Higher kducation, Communications, Industry,

High Dam, Public Works, Agriculture, Agrarian -eform and Land iHeclamation.

295. As a result of the government expansion, there are a number cf decen-
tralized agencies and public enterprises. These entities are controlled
through two kinds of agencies: the Public Authorities and the ugypiian
Public Orgenizatiens. The Public Authorities are single enterprises that
generally carry on the traditional. government business act1v1t1es such as
rallways, posts and telegraph, and consequently they are tax free. On

the other hand most of the marny enterprlses of the Lgyptian Public Orga-
nizatione are organized as jdint;etoqk companies, and the board of the
organization is similar to a general assembly of shareholders, In many
cases the Egyptian Public Organizations hold 100 per cent of the shares,

but in some only 50 per cent is owned.

296. The decentralized agencies develap their activities in different
sectars, For instance, in the agricultural sector exists the fellewing
Egyptian Public Organizations: for Agricultural Co-mperatives, far Desert
Reclamation, for Land Develmpment and Agrarian Land Reclamation. The

Public Authorities afe:. for Agricultural Productisn and for Agrarian
Heform. In otherreectofs exist the High Dam Agency, the Public Authority
for the Five Year Industrial Plan. There are alseo many agencies for culture
and recreation,; and for social security, like the Public Authority fer
Insurance and Pensimns and Egyptian Public Organizations for Social Insu-

rance,

297. In the public enterprise level exist elght different types. The
mining enterprise is the Hgyptian Public Organlzatlon for Mlnlng. The
energy enterprises are the Tgyptian Public Organlzatlon for LleOtTlClty
(Cairo Electricity and Gas Department Hydroelectric Power Department
and the Committee for flectrification of the hepublic)s and the Egyptian

Public Organizations for Petroleum. The industrial enterprises are the
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Lgyptian Public Organizations: for Food Industries, for Spinning and
neaving, for Govermment Printing Offices, for Chemical Industries, for
lletal Industries, for Buildings and Ceramics, for tilitaxry PFactories and

Airplanes, and for Productive Cooperatives and Swall Industries.

298, The transport- and communications enterprises are the Public Autho-
rities for Lgyptian Hailways, and for Wire and ./iréless Communications,
and the gyptian Public Organizations for Maritime Transporﬁ‘and for
Inland Transport, Two other entities also exist: the Post Office Autho-—
rity and the Suez Canal Authority.

299. In the sector of housing and public utilities there are different
EBgyptian Organizations: for Civil Works Contracts, for Housing and Public
Buildings Contrapts, for Public Utilities Contracts, for Public Buildings,

for Public Housing, for Housing and .ehabilitation, etc.

300. The supply and storage enterprises are the bgyptian Organizations:
for Consumer goods, for Aquatic resources, for Silos and Storage, and
for Flour Mills, Qlice Mills and Bakeries. In the trade sector there are
three Public Organizations: for Trade, fer Cotton Trade, and the .Cotton
Commitiee. The Public Authorities are: for the Promotion of Exports,

and for sxhinitions and Fairs.:

301, Finally, the financial enterprises are: the Central Bank and the

Bgyptian Public Organizatioﬂs: for Banks; for 5avings, and for Inéurance.

302, The local governments are the governorates of Cairo, Alexandrla,
Port Said, Ismailia, Suez, Kalicubia, bharkla, Dakhalla, Damletta, Menoufla, i
Charbia, Kafr EL Shaikh, Behera, Giza, Fayoum, Benlabuef Mlnla, A381ut,

Sohag, Qena, iswan, Metruh, FNew Valley and iled Sea.

C. Expendlture policy

303. The government of the Uik has adepted an aggressive expenditure -
policy, in the revolutionary era, starting from 1952-53. In 1851 +the

government budget reflected & traditional structure: government activities
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were very minor and the pirivatle and foreisgn sector carried out the prin-
cipal activities cf the economy. But after the revolution in 1952 and
following years the activities of the governmenti increased rapidly. In
1951-52 the government expended 234 million Egyptian pounds: in the fiscal
year 1959-60 this amount doubled to 501 million; and in 1964-65 more than
doubled agaiﬁ to 1,183 million. In 13 yéars, between 1951-52 through 1964_

65 government expenditure rose five fold.

304. In 1951-52 government expenditure absorbed 12.8 per cent cf GDP,
In 1959-60 this rate was 19.6 per cent. sind in 1964-65 was around 57

per cent.,

sectoral distribution of government expenditure

305, Table 56 includes the expenditure of the public sector (central govern—
ment, local authorities and net transactions of state enterprises) for the
period 1951-52 through 1964-¢5. Impressive increases can be seen in
agriculture, electricity, High Dam, Industry and Housing. On the other
hana a reduction in relative terms can be observed in ircigation, trans— -
port, defence, education, health, supply and storage, organs of state,

and finance and commerce. The reduction of these shares does not mean

the government is expending less money in these seciorss it means that

the increased resources have been channelled to the above mentioned sectors
with higher priority. Despite the decrease in percentages, the expendi-

tures in defence, education, health, have more than doubled in the period,

306. The structural changes of the government expenditure system oaﬁ be
seen more clearly in Table 5T. Productiive sectors —.agriculture and |
industiry - increased their share of the total expenditure from 5 per.cent
in 1951-52 to 27.9 per cent in 1959-60, and 23.7 per cent in 1964-65,
Industry is the sector which has increased more impressively in the-péfibd,

due to the public policy mentioned in previous paragraphs.
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UAk: Exoenditures of the Govermment by Sectors
I ' {(nillions LE)}

1951- 1959- 1960- 1961~ 1962—- 1963~

Sectors 1952 1950 1961 1962 1963 1964 1965 .
Agricul ture 1.9 25,1  47.6  62.6 16.3 89.1 105.4
Irrigation & drainage 14.9 16,9 26,58 23.3 31.0 27.6 27.6
Electricity 2.8 14.2 16.4 18.5 28.4 34.5 39.0
High Dam - 13.2  16.3  26.5 40.4 59,7  56.9
Industry 4.8 114.6 123.8 12¢.,0 172.1 190.5 163.9 .
Transport and

Communications 28.¢  54.1 8l.4 8i.5 8l.4 79.3 112.9
Suez Canal - - 19.0 18.¢ 21.5 21.0 2l.1
Housing and Public '

Utilities 5.9 11,06 35,6 32.9 86.1 89.3 96.3
Defence, Police : oo |

and Justice 70.9 97.6 103.3 118.4 138.2 156,3 172.1
Sducation 4G,2 06.8 63,0 73.8 88.6 92.0 96.5
Health 10.1 13.6 13.4 20.8 28.8 31.2 44.3
Culture and : '

Reoreation 2.4 6.4 7.5 13,9 19.1 26,2 33.4
Social & Heligicus 5.9 T.3 51.9 1z2.2 13.4 17.4 19.9
Supply & Storage 18.9  10.7 7.2 19,7 47.8 53.0 57.5
Scientific Lesearch 0.3 2.3 3.5 5.0 7.5 7.9 8.3
Organs of State 5.3 8.7 16.6 15,2  13.5 19.6 17.7
Finance & Commerce 16,0  38.0  36.3  69.4 75.9 88,6  92.6
Various“?rojeots =y - - 11.6 - - 18.0

Total —= 234.7 501.3 669.4

1964-

743.3

970.0 1079.4 1183.4
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TABLE 56{continued)

(Percentages) B

T1951- 1959- 1960~ 1961- 1962- 1963~ 1964-

Sactors . 1952 0 1960 1961 1962 . 1963 1964 1965
Agriculture . | 3.3 5.0 7.1 8.4 7.8 8.3
Irrigation & drainage 6.3 3.4 4.0 3.2 1.2 2.6 2.3
Electricity 1,2 2.8 2.4 2.5 2.9 3.2 3.2
High Dam - 2.6 244 3.6 4.2 5.5 4.8
Industry 2.0 22,9 18.5 16.2 17.7 17.7 13.8
Transport and

Communications 12.4 10.8 12,2 10.9 8.4 7.3 9.5
Suez Canal - - 2.9 2.4 2.2 1.9 1.7
Houging and Public : ' C

Utilities 2.5 2.3 5.3 4.4 5.8 8.3 3.4
Defence, Police : .

and Jusiice 30.1 19.5 15.4 15.9 14,3 14.5 14.5
Education 17.1 13,3 9.4 9.9 9.3 8.5 8.1
Health 4.5 2.7 2.0 2.8 2.9 2.9 3.7
Culture and :

Recreation 1.0 1.3 1.1 1.9 1.9 2.4 2.8
Social. .nd Religious 2.5 1.5 7.8 1.6 1.4 1.6 1.7
Supply and Storage 8.0 2.1 1.1 2.7 4.9 4.9 4.8
Scientific iesearch - 0.1 0.5 0.5 0.7 0.8 0.7 0.7
Organs of State 2.2 1.7 2.5 2.0 1.4 1.5 1.4
Finance cnd Commerce 6.8 7.6 5.4 9.3 T+49 8,2 7.8
Various Projects - - - 1.6 - - 1.9

100,0 100.0 100,0 100.0

Total:

8,90 ..

10C.0

100.0

100.0

Source: Budget Statement 1964~65, Caire, 1964.
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T4BLE §7 .
Uiil: Structural Changes in the Fxpenditure Pattern, 1951/52-1964/65

" {percentages)

Sectors B | 1951-52  1959-60  1964-65
1. Productive sectors : 243 271.9 22.7
1.1 Agriculture : 3.3 5.0 8.9
2. Non-productive sectors L 94,7 . d2.1 . 7.3 -
2.1 Bervices {2.3 0.2 47.4
Education ‘ S 17.1 13.3 8.1
Defense, police and justice 30.1 19.5 14.5
General services _ 9.0 9.3 9.2
Other services : 16,1 8.1 15.6
2.2 Infrastructure . 22.4 21, 29.9
Irrigation e 6.3 3.4 2.3
Electricity 1.2 2.8 3.2
High Dam - 2.6 4.8
Transport C12.4 10.8 1152
Others 2.5 2.3 8.4
Total o ‘ . , 100,0 100,0 lQ0.0

Source: Table %6,
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307. Non-productive seciors absorbed around 95 per cent in 1951-52 against
77 per cent in 1964-65. : Efforts in development infrastructure have been
made, sacrificing to a certain extent the services; the share devoted to
infrastructure increased from 22 pexy cent in 1951-52 to 30 per cent in
1964;65, But,‘on_thétdfhef-han@,_servicés decreased from 72 per cent in
l951-5é t6“47 per cent in l§64—65. This is a result of the strategy of
development adopted in the Uii: education and defence have decreased in
shares (not in absolute terms) beczuse, in this stage of development,

efforts have been concentrated in developing infrastructure and production.

Boonomi¢ ‘distribution of public expenditures

308. The étructure_of the exbenditure budget analyzed in terms of economic
items shows for the central government, under gross basis (wifhout elimi~
nation of transfers to the rest of the public.sectnr) that about one third
of total gross expenditures goes to investments. From this share, about
47 per cent is absorbed in the operation of public administration and 2¢
per cent is absorbed by current transfers, especially to the state enter-
prices. Gross capital formation represents around 27 per cent 1n recent

years (see Table 58).

The pattern of government investments

309. The UAR has an income vper head of arcund $130, This means that at
this stage the count:y needs to accelerate its economic development. It
is not strange that puollc 1nvestment isg concentrated in developlng infra-

structure and productlon.

310. Tabie 59 shows the total amount of public investment analthe sectoral
breakdown. In 1991~-52 the country invested 56 million pounds against 438
million in 1964-65. Development of infrastructure occupied around 50

per cent of total government investments (services and business budget

consolidated) in 1962-63. This share has been reduced to 44 per cent
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'(millioﬁ

::Jl.r)

I tena

1562-63 1963-64

Percentages

1962-63 1963-64

I. Currenf“éipenditures

1. Operating-exgenditure

1.1 Peréonal emoluments
1.2 Non~-personal services
1.3 SBupplies & materials
1.4 Otkers

2. Curcent transfers

2.1 Pensions
2.2 wubsidies 1o persons
2.3 bubsidies to prices

2.4 Subsidies to private
enterprises

2.5 Payménts to local
administration

2.6 Parments abroad
2.7 Transfers to public
enterprises. : .

- II. Capital expenditure

l. Construction
. 2. Acquisition of equipment
3. Capital trcanefers

4. Amortization of public debt

Total

[5°)
5

et

925 1,051
642 712
216 242
97 104
225 249
104 117
283 337
14 15
6 7
36 32
3 2

8 12

- 3

216 268 -
415 490
362 411
6 8
10 12
. -
1,340 1,541

&8
46

26

100

Squrce: Hetimates based upon figures of the Budget Htateuwent 1963-64.
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TiBlE 59

Us.: Investment Sﬁpenditure of the Public sector (estimates)

_Million Ei Percentages
1962~ 1963- 1964- 1962- 1963~ 1964-
Sectors 1963 1964 1965 1963 1964 1965
1. Development of Infra—
structure 183 178 193 50 43 44
Trangport and commu-
nications 48 26 44
Suez Canal 8 8 8
Irriggtion and drain-
age 39 14 14
Blectricity 23 2 21
High Dam 12 56 51
Housing and public
utilities 49 36 a0
supply and storage
services 4 16 15
2. Development of pru-
duction 134 196 199 37 48 46
Agriculture 26 55 70
Industry 108 141 129
3. Development of human
resSources 33 31 40 2 8 2
mducation iz 10 11
Health T 7 9
Cultural services 7 9 13
Social services 2 2 3
Scientific research 5 3 4
4. Qeneral services 13 6 6 4 1 _1
Administration 5 - -
Defence, police & justice 2 2 1
Financial & commercial. - o
services _6 4 p) — — _
Total 363 411 438 100 100 100

Source:

Ninistry of Planning,



B/CK.14/8UD/6
Page 127

in 1964~-65, Lifforts to increase production have continued and expanded.
Against a 37 per cent of total investments in 1962-63, they absorbed 46

per cent in 1964-65.

311l. On the other hand, development of human resources (education, healti,

culture, social services, etc.) absorbed about 9 per cent in the period.

312, 48 individual sectors, ilnaustry represented 29 per cent of government
investmants in 1964-65, the highest share; agriculture absorbed 16 per
cents; construction of the dswan High Dam 12 per cent; and traﬁsport,
communications and Suez Canal 12 per cent. These four main lines of
development absorb about 70 per cent of the total resources for invest-

ments,

D. The financing policy

313. Mahy problemé”afé facing the Egyptian economy to finance the levei_

of expenditures and investments, GSince the public sector is so great and

includes many state enterprises, the financing structure presents some

special characteristics.

314. .ievenues derived from taxation represent only 60 per cent of total
receipts., The rate of services and sarplus produced by state enterprises
gocount for almost 30 per cent of the total revenues and the rest is -

provided by extraordinary receipts (see Table 60),

315. In the fiscal years 1962-63 and 1963-64, the general government
budget shows a deficit in current account. In the fiscal year 1964-65

a small surplus in current account can be seen. This means that almost.
all the public investments are financed by capital receipts,. for example,

loans from internal and sxternal sources.

-
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Uais  General Government ﬁevenuesé/ (millicn LE)

1962-63  1963<64  1964-65

‘ , actual dstimates istimates

1. Kevenues from taxation . 218 286 2311 '
2. Other revenues 134 i;ﬁ_ 203
2.1 sSale of services ' 3l 39 47
2.2 Surplus of state enterprises 67 69 108
2.3 Extraordinary receipts 17 8 28
2.4 Miscellaneous 19 - 13 20
Total revenues ' 202 425 bi4
Total current expenditure (net) 398 469 436
Balance for investments -46 =44 g le

Source:  Ministry of Treasury.

a/ Includes central and local government (services budget).

316. The taxation system absorbs around 13 per cent of total GNP, a
share not sufficient for a count:y with such a heavy public sector. It
is comﬁosed of taxes on forelgn trade, an income, an property, and there *
are alsérinheritance duties, excise duties, and stamp duties. The amount

collected from taxes and duties is presented in Table 61.

317. Taxes on foreign trade are levied on imports and exports. Import
duties represent avout 50 per cent of total revenues in the Services . ‘
Budget. In 1962 specific duties were replaced with ad valorem dutles on
mast imported goods. Certain 1tems, such as coffee, tea, motor caLs, N
and tobacce were subject to increases in rates, whlle the rates were re*
duced for chemicals, medical equipment and others. About 50 per cent of
total import revenues is derived from the duty on tobacco, the imports

of which have been guite stable in the last ten years.
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Tasi. 61

Uin: ievenues from Taxes and Duties

N

1957- 1958~ 195%9- 1960- 1901~ 1962- 1963~ 1964-
19586 1953 1960 1961 1962 1963 1964 1965

1. Taxes on foreign trade &1 g3 g5 91 101 121 145 170

1.1 Import duties 67 6% 78 85 96 120 142 . 167
1.2 Export duties 9 5 2 1 - - -~ -
1.3 Others ) 5 5 5 3 1 3 3
2. Taxes on income 34 32 32 _35 33 33 _47 41
2,1 Profits 11' 11 10 12 13 14 17 15
2.2 Wages 5 5 5 5 6 7 8 8
2.3 Defence 5 4 4 T 5 6 11 12
2.4 Others _ o 13 12 . 13 1. -9 - 6 --11 12
3. Taxes on property 15 17 16 17 15 15 28 28
4. Inheritance duties 3 3 3 _3 _3 _3 _4 _3
5. Excise duties 15 24 23 26 28 35 50 50
6. Stamp duties 6 8 8 9 10 10 12 13

Total 156 16% 166 180 190 218 286 311

Source: Ministry of Treasur&;

318. On the other hand revenue from export uuties is srall; some--revenue

is derived from a tax on the expost of rice, onimns, and pétroleum.
319. Income $ax has a schedular system introduced in 1939, "In 1949 this
tax was supplemented by a globul tax levied on total income of physical

persons. The schedular taxes are levied on incomes of private persons
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and corporations, derived from labory earned as profits from commerce and
industry, and derivea from casitzl invested in movable capital., Taxes
on wages and salaries are witahelc by the employer, and taxes on interest

and dividends are withheld by the paying compahies,

320, Taxes on property are levied .on land, buildings and on 1nher1tance.
All arable land is subject to tax on the basis of its "annual réntal
value," assessed every ten years by & special central department. Taxes
nn buildings are also paid on the "annual .ental value." Thke inheritance

tax is levied on the total estate and on shares of inheritance.

321. Taxes on income and property produce from 25 to 30 per cent of total

revenues of the Services Budget (see Table 62,

J.:LB L 62

Uans  Structucal Chahges in the Taxation System

1957-58  1959-60 1964—6_5_

1. Taxes on income and property 32 39 25

2, Taxes on foreign trade 28 51 54
2.1 Import duties 42 46 .. . 53 .
2.2 Eiport duties ‘ 5 -
2.3 Others 4 1 “

3. Taxes on domestic production

and expenditure - il 13 16
4. Other tax revenues _ ") _6 5
Total 100 106G 100

Source: Table 61;

322. Taxes on domestic production and expenciture are formed principally
by excise taxes. There is no general sales tax in the Udi; excise taxes

are levied on su.ar, cement, benziune, alcohol, cotton, wool, mazout, etc.
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A1l these taxes have besh increased in recent years., The contribution
to the budget financing increaced, therefore, from 1l per cent of total
revenues in 1957-58 to 16 per cent inli9d4—65.

323. Another tax is the stamp duty, levied on all deeds, documents,
applications, registers, contracts, gas, electricity and water supplies,
elsctricity and gas consumption. This tax prodauces around 5 per cent of

total tax revenue.

B, The budget deficit

324, In the United arab Republic the budget-deficit.ig_chronic. in
Table 9 the total .deficit is presented for the periodm;§51-52 to 1964~65. -
After the fiscal year 19,3-54 the budget is more unbalanced and with the
sxemption of 1957-58 and 1958-59 the budget shows a higher deficit.

325. In the period 1951-52 to 1953-54 the average percentage of the
deficit in total expenditure was 10,1 per cent; but in the period 1962-63
to 1964-65 was 27.6 per cent, '

326. Budget deficit seems to be accommodated to the general conditions
of the UAR economy. This deficit is financed through foreign loans the
country obtained Eoth in ﬁestefp and Easter@ develope@ équntries, and

through mone tary expansion, ehéugh to satisfy the monetary needs of an

economy in continuoud -growth, -
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TABLY 63
Uisiiz: The Budget Deficité/
(£E million)

Deficit as a

percentage of
Fiscal years evenue uxpenditure Jeficit total expenditurs
1951-52 194.8 233,6 - 38.8 16. 5
1952_532/ 199.3 209.8 - 10.5 - 5.0
1953—5¢9/ 212.3 233.0 ~ 20.7 8.8
1954-55% 232,4 269.9 - 37.5 13.8
1955-562 292.8  340.3 - 47.5 13.9
1956—5TE/ 276.3 358.1 - 318 22.8
1957—582/ 333.9 335.3 - 1.4 0.4
1958ﬂ599/ 403.3 430.2 - 27.0 6.2
1959-60% | 444.8 511.1 - 66.3 12.9
1960—6}9/ 540.5 700.1 -159.6 22.8
1961—629/ 550. 3 T179.7 ~229.4 29.4
196263 ©727.5 970.0 -242.5 25.0
1963-64 T75.3 1079.4 -304.1 28.1
1964-65 829.3 1184.4 ~355,1 29.9

Source: ¥ational Bank of Hgypt, Lconomic Bulletin, Vol, XVIII, No. 3, 1965.

g/ Figures ag from 1957~58 are budgetary estimates.
b/ Development budget revenue is not iricluded while its expenditure isj;
this revenue was composed mainly of loans.
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