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ABSTRACT 

This study mms at exammmg the determinants of government revenue and 

government expenditure and fiscal deficit. First a trend analysis was undertaken of 

government revenue, government expenditure and the fiscal deficit. This was done using a 

"before and after" approach and scenarios. In addition, public expenditure reviews in the 

health and education sectors form part of the analysis. 

The main methodology was econometrie estimation of the determinants of 

government revenue, government expenditure and the fiscal deficits. These determinants 

include demographie, policy, statistical and qualitative factors. Government revenues and 

govemment expenditures are sub-classified and estimated in their disaggregated forms. The 

results indicate that fiscal deficits can be reduced via expenditure, revenue and monetary 

policies coupled with sorne administrative reforms. 

The major conclusions of this work are the following. Firstly, the Tanzi "effect" of 

revenue adjusting faster than expenditure, and thus fiscal deficits will increase with inflation, 

is shown to be valid in the case of the Gambia. Secondly, appreciation of the real exchange 

rate would reduce total revenue, increase total government expenditure and at the same time 

increase the fiscal deficit. Thirdly, changes in tax regimes would increase revenue and 

expenditure at the same time. Fourthly, the degree of openness is found to have weak or no 

relationship with revenue. Policy switch from one of poor fiscal policies to better fiscal 

policies would increase revenue while reducing govemmept expenditure. Finally, public 

expenditure reviews are found to be alternative ways ofreducing fiscal deficits. 
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CHAPTERl 

INTRODUCTION 

Interest in the determinants of fiscal deficits has increased substantially ov~r the past 

ten years . This is due to the difficulties both developing and developed countries have had in 
-------=--

reducing their deficits. Generally, developing countries have been victjms of huge fiscal 

deficits to such an extent that the deficit rate exceeded economie growth. Fiscal deficits as a 

percentage ofGDP for the developing countries increased from 5.3% in the 1970s to 6.4% in 

the 1980s and for Africa these figures are 6.4% and 7.5% in the same periods1
• For most 

developing countries, the Gambia inclusive, the development pattern opted for was one of 

rapid modernisation in the form of heavy capital investments and import-substitutions in the 

early 1960s, which caused huge deficits. 

Classical financiers emphasis the concept of budget balance, arguing that the total of 

public expenditure must equal the total of public resources, which is deemed "nom1al ' '. They 

see in a deficit a double danger: the danger of bankruptcy and the danger of inflation. The 

Classicals also prohibited budget surpluses on the basis that provisional surpluses tend to 

create permanent deficits since parliament tends to use it for extra-budgetary expenditures. 

The Great Depression of the 1930s provoked John M. Keynes to advocate for the running of 

a deliberate fiscal deficit to stimulate demand and hence reverse the depression. Up to the 

1980s, fiscal deficits have been the orthodox rule of thumb in the practice of public finance. 

However, the rapid rate of growth of fiscal deficits in the Gambia and most other countries, 

and its adverse macroeconomie consequences, questioned the use and popula..rity of fiscal 

deficits as a policy tool. Today, modem financiers have re-echoed the classical concept of 

1 See Gogué A.T. (1997) p.4 
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balanced budget and most countries like the Gambia are tending towards the use of this 

concept as they aim to reduce their fiscal deficits to sustainable levels. 

There are three views as to why govemments run a deficit: these are the political 

c--
deficit, the ~ur_aUkf!cit and the inflation tax. The first requires the state to tax little and - -- ~- -· 

spend much to protect interest groups and sustain employment through aggregate demand. 

The second view refers to a situation where the economy suffers a contractionary shock -

such as falling terms of trade or inte.rest rate incursions on extemal debt - which the 

govemment tries to offset by fiscal means in the short run. The third refers to the state 

indulging in inflation tax revenue in the absence of other sources. For whichever reason, 

fiscal deficit has its associated problems. 

For analytical purposes, the impact of fiscal policy on the macro environment can 
- - r--- - -

only be clearly understood in the context of specifie definitions, and measurement of the -
deficit. There are various definitions of budget deficits. Among these are the structural, the -- .../ 

primary, the current, the conventional and the operational budget deficits. 

The primary budget deficit refers to the difference between revenue and expenditure - -
v 

but these expenditures exclude public interest payment. The structural deficit is the difference 
-... -----------

" t/' between total revenue and total expenditure after removing the cyclical effects through 

smoothening. The current deficit is defined as the difference between current revenues and -
current expenditure. Fiscal deficit as conventionally defined on a cash basis, measures the - ' -· ........... . ' . v . ' - . 

difference between total gove~ent cash outlays (including interest outlays but excluding 
. - J' ' 

amortisation payments on the outstanding stock of public debt) and total cash receipts 
. --

v v . v 
(including tt x and non-tax revenue and grants but excluding borrowing proceeds)2

. Renee, -
this definition of fiscal deficit refers to the ~ap to be covered by net govemment borrowing 

2 see Tanzi, Blejer and Teijeiro (1987) 
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and it measures government's contribution to aggregate demand. This is IMF's definition of 

. .----
fiscal deficits since it gives the total credit to the government (Tanzi, 1989; IMF, 1986). Since 

the primary deficit excludes inte:r~st payment and the conventional deficit includes interest 
,_ ' ~ _..,. 

payment but excludes armortisation, the operational deficit becomes the next alternative. 

Among these definitions, the conventional deficit is a much narrower definition that avoids 
' ., 

the problems associated with measuring the deficit but it is very sensitive to inflation in a 

heavily indebted country like the Gambia. 

However, the operational deficit short circuits the problems associated with the 

coEventional deficit by overcoming the difficulties involved when there is infla!ion. The 

latter definition omits the inflation-induced portion of interest payments from the deficit 
. . . - . 1 

calculations. Thus, only r~al interest p~el}.ts are included in the government expenditure 
. . ~t: - \ 

that determines the operational defi cie. This study adopts the operational fiscal deficit of the - ___., ~ --
central government as a working definition because of its omission of the problems 

v/' 
associated with inflation. The omission of amortisation which is considered as r<::.tums ~f --.., 4 v /' 
capital and the inclusion of real inter'est payments which is treated as retums on capital gives - ... 
the operational deficit an added advantage. 

1.1 OVERVIEW OF THE GAMBIAN ECONOMY 

The Gambia, a Sahelian country, obtained her independence in 1965 from the British. 

It is one of the smallest co un tries in West Africa. Even by tropical African standards, The 

Gambia is a minute economy, with a population of slightly ab ove 1.2million ( according to the 

1990 Census) and is contained in an area of 11,295 square kilometres along the banks of the 

3 See formula in annex for calcula ting the real interest payments. 
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river Gambia. In fact the country occupies a narrow 350km long strip on both banks of the 

river Gambia with a width not exceeding 50km, and is completely surrounded by the 

Republic of Senegal except to the West where it faces the Atlantic Ocean. For this reason 

geographers call it 'a tongue in a mouth'. In terms of GDP, The Gambia is a very small 

country with a GDP of 594.4million Dalasis (U.S $206.317m) in 1982/83 fiscal years which 

increased in nominal Dalasis terms to D776m (U.S $183.105m) in 1983/84 but fell sharply to 

D518 .3m (U.S . $136.32m) in 1984/85. This fall is explained by poor agricultural output that 

in turn was the result of drought4
. The GNP per capita stood at $260 and $320 in 1990 and 

1995 respectivell· 

Agriculture, with groundnuts as the dominant product, used to be the maJor 

contributor to GDP (about 30.14% in 1980) up to the late 1980s but the services sector has 

overtaken the agricultural sector in 1990 with its share to GDP being as high as 29.34 

percent. This trend is further observed in 1995 when the share of agriculture to GDP 

remained at 29.27% with that for services (wider definition now) going up to 57.48%. The 

.most important features of this sector are transport and communications, real estate and 

business services, government services and hote1 and restaurant services. The growth in the 

services sector is as a result of the growth in the tourist industry. Tourism is one of the 

vibrant sectors of the economy. The number of air chartered tourists increased by 66.2% from 

54,149 in 1989 to 89,997 and gross eamings heat up by 37.35% from D228m to D313.17m; 

also the number of hotel beds maintained a steady up beat from 4,607 to 5,760 in the same 

periods. Both air chartered tourist and gross earnings fell to 72,098 and D162.4 million in 

4 the exchange rate used are market rates for 1883, 1984 and 1985 respectively. 
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1995 as a result of the British travel advice (restricting tourist from coming) following the 

1995 military take over. 

The country has no important mineral resources and its industrial activities are very 

low, hence the production base is very weak. Manufacturing is only restricted to simple food 

processing activities (soft drink bottling, lime-juice concentration, beer, bakeries, fish 

preserving) basic chemicals (soap, plastics, animal feed, paint mixing), printing and building 

materials (bricks, cement blocks). 

This explains why the country is heavily dependent on foreign trade, importing about 

half of its food supplies, all of its fuel and capital goods and most other manufactured goods. 

The country's contribution to World exports averaged 0.0017 percent between 1980-1990 

while her contribution to World imports averaged 0.0051 percent6
. Thus the Gambia's 

contribution to foreign trade is insignificant. The country also relies on an entre-pot trade that 

entails a transhipment of imported food and consumer goods to other neighbouring countries 

in the sub-region. This trade flourished as a result of the Gambia's relative open trade door 

policy. Though, this re-export trade is not officially recorded, it is estimated that about 40% 

of the Gambia' s total imported goods are re-exported. Y et the duties paid on imports that are 

subsequent! y re-exported constitute a very important part of total government revenue. 

The country, like most African countries, was confronted with macroeconomie 

imbalances in the late 1970s and the earl y 1980s. These imbalances took the form of internai 

imbalance (fiscal deficits) and extemal imbalance (balance of payment deficits). As a result 

of these deficits, high inflation rates and extemal debts, overvalued exchange rates, negative 

real growth in GDP, falling terms of trade, etc. were the order of the day. Domestic deficit 

dropped from about 21% in 1978 to 19% in 1982 but this was further improved with the 

5 Europa Publication Limited (Africa South of the Sahara) 
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reforms to between 8 and 10% by the close of the 1990s. 

The real interest rate has been negative for most years preceding the reformera due to 

high inflation rates coupled with law interest rate. In nominal terms, the deposit rate ranged 

from 5.0% to 13.83% between 1978 and 1992. Similarly, lending rates swung up from 15.0 to 

26.83%. A flexible exchange rate system was adopted since the reform period. Since July 

1986, key interest rates have been based on a treasury bill rate established through a bi

weekly tender system. As a result, the treasury bill rate fluctuated between 16 and 20% as 

compared against a pre-tender system rate of 15%. For instance, the 1996 treasury bill rate 

averaged 16%. Given the remarkable fall in inflation, real rates of return on financial assets 

are now positive. 

The extemal position also improved. Although the current account deficit widened to 

33.6% of GDP in 1986/87, from 20.9% in 1985/86, reflecting mainly a strong expansion in 

imports associated with more vibrant domestic activity and law export receipts causing the 

overall balance of payment deficit to decline to SDR 7.2 million from SDR 19.3 million in 

1985/86. This narrowing was the result of increased official transfers and capital iriflows as 

well as a tumaround to a surplus position of the private capital account, which benefited from 

the surrender of foreign exchange receipts from unofficial exports to the domestic banking 

system. In 1987/88, the overall balance of payment and the current account deficit was 

estimated to fall to SDR 1.4 million and 30.7% ofGDP. Gross reserves increased from SDR 

1.3 million in 1986 to SDR 14.9 million in 1987 and extemal payment arrears reduced to 23 

million. Since early 1990s, these arrears have been eliminated. The extemal current account 

balance excluding official transfers was -4.4% of GDP and if official transfers are included 

this deficit was 12.8% in 1995. 

6 See Secka M. A. K.(l995) 
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Extemal borrowing to finance fiscal deficits will of course swell up the country's 

extemal debt arrears and debt payment obligations. In the 1984/85 fiscal year, extemal debt 

services alone claimed about 18.3% of total govemment expenditure and the total extemal 

debt of the Gambia stood at $352.2m in 1990 and 88% of GDP in 1995. Inflation was at 

56.6% in 1986 but was drastically reduced to 23.5% in 1987, 8.6% in 1991 and 4.8% by 1996 

in view ofthe ERP. Moreover, the overall balance ofpayment has been shifted from a deficit 

ofD56 million in 1984 to a surplus ofD166.6 million in 1996. 

To restore confidence in the economy, the Economie Recovery Program (ERP) was 

adopted in 1985. This had as working guidelines the princip les of tighter fiscal policies, more 

economie incentives to be determined by market forces, restrictive monetary and credit 

poli ci es and streamlining public enterprises with a view of making them economically viable. 

The ERP was followed subsequently by the Program for Sustained Development (PSD). It is 

worth emphasising that before this structural adjustment program, the Gambian economy was 

much more closed but the post-ERP era saw priee de-regulations, privatization of the public 

enterprises, liberalization of trade and thè ex change rate and hence the economy bec ame open 

for more foreign competition and trade. Success was recorded in the ERP in terms of 

restoring economie and fiscal discipline into the economy and this encouraged both the 

govemment and the IMF to pursue the PSD. 

1.2 DESCRIPTION OF THE PROBLEM 

The adjustment programmes adopted by most developing countries to overcome the 

huge deficits centred around the twin principles of increasing govemment revenues whilst --------
simultaneously curtailing govemment expenditure. This then drew these countries into a 

\ 
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dilemma. On the one hand provlSlon of social and economie services which are pre-

conditions for growth and development will fall with expenditure cuts and on the other hand 

people resist tax increases in addition to the dependence on international trade tax which is 

very vulnerable. Since recurrent expenditure controls have been difficult to achieve, 
~ 

govemments in Sub-Saharan Africa have sustained recurrent expenditure at the expense of 

capital investment7
. 

The 'triplets' of govemment revenue, govemment expenditure and fiscal deficit are 

deeply rooted in public finance. _Th.le...to-the small size of The Gambian economy, the revenue 

6-pro~ed_ ~ 9JZ._f
1 
is very wea~. The govemment' s recurrent budget is financed largely 

by import duties and taxation of groundnut exports (now abolished) and consequently is 

vulnerable to changes in the value of extemal trade. Taxes in the Gambia account for between 

86 to 94 percent of the total estimated revenues during the 1980s and 1990s8
. Expenditure 

has been skyrocketing especially with the growth in the civil service. Given this thin revenue 

base and an expanding expenditure, the result is expressed in high fiscal deficits over the 

years. 

"' The Gambia has experienced budget deficits since independence. Prior to the ERP, 

the fiscal deficit without grants used to be as high as 16 and 19 percent of GDP in 1981 and 

1982 respectively. After the ERP, the fiscal deficit without grants was reduced to between 

12.7% of GDP and if grants are included this deficit stood at 10% in 1995. This by itself is a 

very serious problem because extemal financing was about 86% of the total financing 

between 1984/85 to 1987/88 and 1988/89 to 1991/929
. The problem underscored here is that 

domestic revenue and domestic financing are not only insufficient but also govemment 

7 See Kusi N. K.(l997)- Executive Sumrnary 
8 see Basu and Gemrnel(1993) p;ll 
9 see Table 19 in annex 
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revenue is highly dependent on grants, loans and international trade all of which are very 

vulnerable. In fact since the 1981 July coup attempt, the deficit has been largely financed by 

overseas aid. An IMF loan ofSDR 16.9m was granted for 1981-83, to stabilise the economy, 

but this was eroded by govemment's expansionary fiscal deficits, which resulted in increased 

arrears in external debt repayments. The revised estimate for 1983/84 budget showed 

recurrent revenue at D150.5m and expenditure at D164.9m. Govemment development 

spending contributed significantly to the growing deficit, having increased at an average 

annual rate of 19.3% in the years 1978-84. Although there has been a small budget surplus of 

D8.6m, in 1987/88, this is a rare exception in the budgetary history of the country. 

~iscal deficits become a problem as a result of how they are financed and the spill 

over effects of the fiscal deficits on macroeconomie variables like inflation, the real interest 

rate, the exchange rate, growth, external balance, among others. In the Gambia, like most 

African countries, financing of the fiscal deficit involves taking domestic loans, foreign 

loans, printing of more money and nmning down of external reserves. Bach of these 

alternatives has its implications and can be discussed using the external and internai fronts . 

From the extêrnal front, the option of running down the country's external reserves 

will lead to exchange rate crisis. This is because, foreign reserves are used to back up a 

country's currency. This has been rarely used for most of the African Countries. 

External borrowing to finance fiscal deficits will of course swell up the country's 

external debt arrears and debt payment obligations. In the 1984/85 fiscal year, external debt 

financing alone claimed about !12% of total govemment expenditure and the total external 

govemment budget constraint states that govemment spending is financed by government 
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borrowing from the banking system resulting, in additional money creation as well as 

borrowing from domestic and foreign sources causing additional debt obligation. Extemal 

borrowing can also cause current account deficit and appreciation of the real exchange rate 

and balance of payment crisis (if foreign reserves are run down). 

Govemment fiscal operations both affect and are affected by exchange rate policies. 

The fiscal balance is seriously affected by depreciation of the nominal ex change rate through, 

for instance, a policy of exchange rate devaluation. Depending on how govemment revenues 

and expenditures are structured, such effects can either be negative or positive. In particular, 

if foreign-currency-denominated expenditures (such as interest payments on foreign debt and 

capital equipment purchases) exceed foreign-currency-based revenues (such as customs 

duties and export-based receipts), the net effect of nominal exchange rate depreciation would 

be to widen the fiscal deficit10
. Direct and indirect taxation on incarne and sales of traded 

goods is boosted by depreciation while the opposite happens in non-traded goods. Bence the 

effect of the real exchange rate on tax revenue depends on the relative weight of traded and 

non-traded categories in total tax revenue. 

Fiscal deficit measures govemment's contribution to aggregate demand. This implies 

that wider fiscal deficits will increase the domestic absorption which is the link between 

fiscal deficits and current account balance. This link is explicit through the national incarne 

identity. Economie theory shows a positive link between fiscal deficit and current account 

balance. Fiscal deficit (dis-saving by the public sector) increases domestic absorption and 

thereby worsens the current account balance. In addition, fiscal deficit tends to raise domestic 

liquidity, which then expands the private nominal demand and consequently widen current 

account deficit and the balance of paymeht, other things remaining constant. 

10 See Nii K. Sowa and Samuel N. Ashong (p.9, 1997). 
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From the internai front, domestic borrowing with the use of open market operations 

involving treasury bills and bonds crowds out both private consumption and investment. This 

is because the govemment competes with the private sector for the available limited credits 
~ 

and ends up squeezing credits to the private sector. This is the reason why the IMF places a 

ceiling on credit to the public sector in countries that adopt adjustment programmes. 

The extent to which borrowing from the non-bank sector can be used to finance the 

deficit depend largely on how developed the capital market is and the extent of public 

demand for govemment bond. In a situation where the financial markets are under-developed 

as in the Gambia, running huge fiscal deficits will lead to rising levels of interest rates. 

Besides, govemments run the risk of compounding their fiscal problems with interest 

accumulation which, takes up most of their recurrent expenditure. 

The effect of fiscal deficits on inflation is usually through the impact of financing on 

the money stock. Monetisation of the deficit which, has been used frequent! y in the Gambia 

and in most African countries, fuelled inflation. As a consequence, inflation was at 56.6% in 

1986 but was drastically reduced to 23.5% in 1987 and 8.6% by 1991 in view of the ERP. 

This view had been corroborated by studies in Nigeria (Ariyo and Raheem, 1993; Ndebbio, 

1996; and Egwaikhide, 1996) and Ghana (Islam and Wetzel, 1994). Although, one may argue 

that inflation is not that much bad since most developing countries rely on seigniorage 

revenues, seigniorage revenue will however increase as inflation rises up to a certain point 

beyond which seigniorage revenue begins to fall. 

Fiscal deficit affects growth prospects via two channels. The first is through its impact 

on savings and investment, and consequently on the long run growth rate of capacity output, 

and secondly, through its impact on the efficient allocation and uses of resources, and thus on 

the level of current output and future growth. A reduction of the public deficit, as in the first 
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case, makes it possible to free resources from the pubic sector to the private sector. In 

addition, taking into account the low level of international capital mobility, this increase in 

savings will involve a fall of domestic interest rates and an increase in domestic investments 

and likely growth prospects. According to Klaus Schmidt-Hebbel, the second transmission 

variable establishes a negative relationship between the public deficit and economie growth. 

In fact, the consolidation of public finance improves financial intermediation mi.d 

macroeconomie stability thus promoting efficiency in the allocation of resources, the quality 

and quantity of investments which affects growth positively. When the govemment is the 

major source of dis-saving in the economy, the consequences on economie growth might be 

very high. Govemment taxing and spending decisions can also affect resource allocations and 

utilisation hence, leading to adverse supply-side effects, dampening incentives for savings, 

discouraging employment generation and widen incentive distortions causing a reduction in 

economic-wide growth in output. 
~ 

Given the demerits of fiscal deficit as highlighted above, fiscal deficits become a 

, problem when compared with the gains of balanced budget or a surplus. A surplus may 

contribute to bath domestic and extemal savings for the economy. A surplus, therefore, does 

not cali for adjustment as large as deficits does (Hemming and Daniel, 1995). 

Since fiscal deficits are that much of a problem, then, attempts in reducing it as was 

done in the adjustment prograiTime become an important comerstone in restoring and 

maintaining macroeconomie stability. However, this reduction can come from expenditure 

cuts, the use of monetary policies such as the interest and exchange rates, or other measures 

to raise govemment revenue. 
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1.3 JUSTIFICATION OF THE STUDY 

Budgeting involves the forecasting of revenues and expenditures for the commg 

years. Therefore, if the determinants of revenue and expenditure are found as intended in this 

work, the results could be used in forecasting first the revenue that is expected for the 

following year and then the level of expenditure could be forecasted and targeted based on 

expected revenue. In essence this work will facilitate the budgeting exercise in the Gambia. 

Fiscàl deficit per se is a major source of macroeconomie instability. This is because 

higher fiscal deficits can raise the interest rates, the inflation rate, widen the balance of 

payment deficit among other things (a view echoed by Masson, 1995). The magnitude of 

fiscal deficit or surplus is the single most important statistic of measuring the impact of fiscal 

policy on the economy (Siegel, 1969). Renee concem for fiscal deficits as this study does is a 

means for achieving macroeconomie stability which is a sine qua non for economie 

development. 

Only a few studies have estimated the elasticities of the main taxes and of the total tax 

revenue in Africa (Osoro, 1993; Leuthold and Tchétché, 1988; Koussy and Bohoun, 1996; 

etc). This study will provide additional information on the estimated tax and expenditure 

elasticities in the Gambia. 

Most studies on expenditure, revenue a11d fiscal deficit determinants are in aggregated 

forms. Renee, this study also aims at breaching a gap that exists in the literature by estimating 

both revenues and expenditures of govemment in their aggregated and disaggregated forms. 
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1.4 OBJECTIVES OF THE STUDY 

Firstly this study mms at identifying the vanous determinants of government 

expenditure, government revenue and fiscal deficits in The Gambia to ascertain what 

variables to fine-tune to reduce the fiscal deficit. 

Secondly, through estimates of tax and expenditure elasticities the study is to assess 

and measure the sensitivity of government revenue, expenditure and fiscal deficits with 

respect to macroeconomie aggregates. 

Thirdly, the study will also review the budgetary and expenditure process in the 

Gambia in order to highlight administrative, technical and economie bottlenecks that can 

cause fiscal deficits with a view ofre-dressing them and subsequently reducing the deficit. 

1.5 HYPOTHESES 

The following five hypotheses are examined in this study: 

Reduction in tariffs (DM86), 1990 efforts to broaden the tax base and the 1988 sales tax 

will increase govemment revenue. 

Reforms in tax administration and increased fiscal prudence that are both captured in a 

policy switch (DMP) will increase government revenue and reduce government expenditure. 

Appreciation of the real exchange rate will reduce revenue, mcrease government 

expenditure and increase the deficit. 
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The degree of openness of the Gambian economy positively affects government revenue. 

Finally, in The Gambia the Tanzi effect holds, that fiscal deficit widens with inflation 

Public expenditure reviews can reduce the fiscal deficit 

1.6 ORGANISATION OF WORK 

This study will be divided into six chapters. The first chapter introduces the research 

theme and the second shall consider The Gambia's fiscal background. In addition, the third 

section examines public expenditure reviews with special focus on the health and education 

sectors. The fourth chapter reviews the literature. The methodology and the interpretation of 

the results will form the fifth chapter. The sixth chapter will include the conclusions, major 

findings, policy implications and recommendations. 

The following chapter looks into the background of fiscal deficits. This deals mainly 

with trend analysis of revenue, government expenditure and fiscal deficits. 
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CHAPTERII 

FISCAL BACKGROUND OF THE GAMBIAN ECONOMY 

2.1 BUDGETING IN THE GAMBIA 

Asper constitutional requirement (1970) backed by the Finance and Audit Act 1966 

(cap 70), annual estimates of revenue and expenditure are to be presented to the House- of

Representatives usually by the end of June. However, the calendar year has been adopted as 

the fiscal period with effect from January 1998 instead of the former fiscal year of July to 

June. The budget has two components: the recurrent budget and the development budget. 

The ministry of Finance presides and oversees the preparation of the annual budgets. 

The line ministries and departments submit to the ministry of finance their draft estimate of 

revenues and expenditure of the coming year plus the revised expenditure estimates of the 

current year. 

The budgetary process starts when the ministry of Finance issues a call circular 

towards the end of November or earl y December of each year, requesting the submission of 

draft estimates. Thereafter, submissions of these draft estimates are made to the ministry of 

finance. This submission should follow the following deadlines: details of establishment and 

the nominal roll be submitted latest 15th January, while estimates of revenue and expenditure 

plus their revised estimates are expected by February 15. The budget committee of the 

ministry of Finance in conjunction with the line ministry and department representatives 

review and finalise the draft estimates of revenue and expenditure. The Cabinet copy of the 

draft estimate is then printed and sub~itted to the cabinet for approval. After the cabinet 

approves of it, the budget is finalised and a copy printed for The House-of -Representatives' 
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approval. 

The ministry of Finance forecasts revenues and inescapable expenditures for the 

coming year that it can use as a benchmark for the proposed budget estimates. It should be 

noted that budget formulations have to take account of the emerging fiscal situation, and in 

general, economie realities facing the country. 

The budget contains different components: the details of establishment and the 

nominal roll, the draft estimates of expenditure and finally the draft estimate of revenue. The 

details of establishment show the subhead an<!_ t~e _posts under each subhead that is serially 

numbered. It contains the designation of the post, the grade, the actual expenditure for the 

previous year, the approved estimates which shows the provisions made in the current year, 

the estimates for the coming year, variation and any explanation for such variations. 

The nominal roll has the name, the grade, current salary, date of increment and hence 

the amount estimated to be payable in the future year to holders of each sanctioned posts. 

Allowances are also shown separately in the details of establishment and the nominal roll. 

The correct total for salaries and allowa.n.ces are entered in the draft estimate of expenditure. 

The draft estimates of expenditure are prepared for each head of expenditure, which is then 

subdivided into subheads. The revised estimates of expenditure indicate the savings or 

excesses anticipated on each item and the reasons for it. Excesses of any expenditure item 

can only be spent by using virement warrants or supplementary appropriations. 

The actual treasury figures for the last financial year and the expenditure trends 

during the current year, as revealed by the revised expenditure estimates, form the basis of 

the .expenditure proposais for the next year submitted by the spending ministries. 

Revenue estimates are equally arrived at using similar methods as done in expenditure 

estimates. Estimates for the coming year are prepared on the basis of existing tax levels, 

) 
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while new revenue proposais are formulated separately. In particular, the forecasting of 

revenue should take into account the following relevant factors. Firstly it must consider past 

trends, state of arrears of revenue, quantitative data such as production figures of excisable 

commodities, number of motor vehicles registered etc which constitute the base for the taxes. 

There is the need to know the estimated production of groundnuts and forecasts for world 

market priees of groundnuts and its derivatives. Trends relating to values and volumes of 

major import commodities, trends relating to taxable profits of business firms and general 

economie situation and outlook for the coming trade and tourist seasons are all essential 

guides to budgeting. 

The development budget is submitted on the basis of submissions by line ministries 

for individual projects. The projects must meet certain requirements like an indication of 

investment priorities (on-going projects, rehabilitation) and specify the data requirement that 

project proposais should meet, including economie and financial rates of retum. Currently 

this task is left under the co-ordination of the economie wing of the ministry of Finance 

which, is confronted with lack of adequate technical staff. 

In terms of funding, the recurrent expenditure is entirely funded by domestic revenue 

while the development component has the majority of its funds coming from extemalloans 

and grants. 

For a more detailed analysis ofinvestment proposais and programs, projects should be 

classified into three categories to assist in its approval process. Firstly, there are projects to be 

included in the investment program. Secondly we have projects for possible delay due to lack 

of adequate documentation, implementation capacity or financing and thirdly there are 

questionable projects with weak justifications. The following criteria could be used to assess 

eligibility of projects. Firstly, it should be consistent with macroeconomie and sectoral 
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strategies and justification of the investment (using economie rates of retum or least-cost 

solutions or social objectives and the timing or uncertainty associated with the projected 

benefits). Secondly, consideration is to be given to the feasibility or the viability of the 

project in terms of implementation capacity of the executing ministry or agency and its 

capacity to realise the full benefits of the investment and the availability of financing on grant 

or concessional terms. Moreover, rigorous analysis and flexibility is needed in the allocation 

of expenditures to ensure an appropriate balance between investment and current expenditure 

and between sectors and activities. In addition, the trade-off between pursuing further 

rehabilitation efforts and providing adequate operation and maintenance of existing 

infrastructure should be carefully assessed, since the latter is likely to have a higher and faster 

economie and social rates ofretum. 

2.2 MONITORING AND CONTROL OF BUDGET EXECUTION 

Various checks and balances have been put in place to enhance effective monitoring 

and control in executing the budget. For instance, expenditure proposais are submitted to the 

Finance Division of the ministry of Finance which, is then verified and passed on to the 

Internai Audit Unit. At this stage, expenditure proposais are not only properly scrutinised but 

are also checked against their quarterly allocations. After authorisation, the cheques are then 

forwarded to the Accotmtant General's Department where they are further scrutinised in three 

units: the Treasury Unit, the Accounting Unit and the Control Unit. Domestic revenue 

monitoring is done by the Programming and Budgeting Unit of the Ministry of Finance while 

foreign grants and loans are monitored by the Loans Unit of the same ministry in conjunction 

with the Central Bank of the Gambia and the Economie Affairs Unit. 



2. FISCAL REFORM MEASURES 

TABLE 1: Key Features of the ERP and PSD 

The ERP (initiated 1985) 

FISCAL REFORMS: 

*Abolition of export taxes (1986) 

*Rationalisation of import duties ( 1986) 

*Abolition of import tax (1988) 

*Rationalisation or abolition of 

miscellaneous domestic taxes/duties (1988) 

*Introduction of sales tax (1988) 

*20% eut in public-sector employment 

*Freeze public-sector wages (1986) 

*Reduce total public expenditure 

*Improve/clarify budget accounting 

*Simplify income tax schedule (1988) 

Other Public-Sector Reforms: 

*Privatisation of parastatals (1985) 

The PSD (initiated 1990) 

*Increase public infrastructure (1990) 

* Preparation of public expenditure 

programmes for education, health etc. 

(1992) 

*Computerisation of customs and income 

tax administration (1992) 

*Corporate tax rate reduced:75% to 50% 

and indexation ofincome brackets (1992) 

*Broaden tax bases especially for income 

and sales taxes ( 1990) 

*Measures to 1mprove tax collection and 

compliance 

*Discretionary duty wmvers abolished 

(1992) 

*Further parastatal privatisation 

*Parastatal "performance contract" (1986) *Introduction of "user charges" m 

*Major administrative reforms of education and health sectors (1992) 

ministries 

Source: Culled from Basu P; and Gemmel N (1993) 

*Extension of performance con tracts 

*Improve public sector management (1992) 

*Liberalisation of Gambia groundnut 

market 

*GPMB monopoly eliminated (1990) 
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To salvage the economy from the serious crises in which it found itself, sorne reforms 

were instituted during the ERP and PSD (see Table 1). Among these reforms, were fiscal 

reforms to address the fiscal deficit position and other bottlenecks in the economy. 

In 1986, trade tax reforms such as the abolition of export taxes and the rationalisation of 
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imports duties were undertaken. Other miscellaneous domestic taxes/duties were abolished in 

1988 and a sales tax introduced in the same year. The latter is a result of the desire to reduce 

the over-reliance of government revenues on trade taxes. In the same year also, import tax 

was abolished and the income tax schedule simplified. By 1990, the tax base for ineome and 

sales taxes were broadened, while in 1992 discretionmy duty waivers were abolished and the 

corporate tax rate was reduced from 75% to 50% and the income tax brackets indexed. It 

must be added that in order to boost non-tax revenues, "user charges'' in education and health 

sectors were introduced in 1992. 

Reforms in expenditure took the form of expenditure reduction measures. The public 

sector employment was sliced by 25% and in 1986 public sector wages got frozen. Total 

public expenditures were therefore reduced although priority was given to increase public 

expenditure on infrastructure and on "social sector'' such as education, health and housing in 

1990 with the introduction of the PSD. In 1991, public expenditure programmes were 

prepared for health, education, etc. 

Other public sector reform programmes include privatisation of parastatals in 1985 

and the putting in place of "performance contracts" in 1986. The objective of this reform is 

to improve the management and overall performance of the public parastatals and to reduce 

subsidies and other revenues channelled towards these loss-making institutions. It must be 

noted that government's contribution to these public institutions has worsened the fiscal 

deficit position and hence any reform that changes their position from revenue consumers to 

revenue generators for the government is highly welcomed. In 1990, the Gambia Produce 

Marketing Board (GPMB) was eliminated and reforms in the ERP left the number of public 

enterprises to seven in 1992 from 21 in 1985. The remaining parastatals were placed under 

the supervision of the ministry of finance and "performance audits'' to be undertaken by 
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extemal auditors such as the United Kingdom Crown Agents. 

Administrative reforms aimed at improving tax collection and compliance have been 

put in place. Among these are the improvement of budget accounting and the computerisation 

of customs and in come tax administration in 1992. Instead, enhancement of tax revenues was 

primarily sought through improvements in tax administration and collection procedures for 

other taxes; in addition, there was pursuit of tax evasion loopholes with the objective of 

minimising the vulnerability of the budget to future changes in foreign grants. 

2.3 TREND ANAL YSIS OF GOVERNMENT REVENUE, EXPENDITURE AND 

DEFICITS. 

Govemment revenue is referred here as the totality of tax and non-tax revenues 

including grants. It is very unstable in Sub-Saharan Africa mainly because the lion's share of 

govemment revenue is highly dependent on international trade taxes and grants, both of 

which are seriously exposed to the vagaries of extemal shocks. For this reason, a trend 

analysis of the various sub-categories of expenditure and revenue together with the types of 

fiscal deficits is required. Reforms have also succeeded in altering the structure and 

composition of revenues, hence a be fore and after approach is adopted for the trend analysis. 

Excluding the operational deficit that is provided in the introduction, the deficit with 

/ 
grants refers to the overall fiscal balance of the central govemment while the deficit without 

, ,..... ~-:--::"' - ~ - ~ / 
grants is specifically talking about the gap between domestic "normal revenue'' 11 and total -
expenditure. Graph 1 below depicts this trend. 

11 Tax and non-tax revenue (domestically generated, this excludes seigniorage and domestic loans). 



GRAPH 1: TOTAL REVENUE, TOTAL EXPENDITURE, DEFICIT WITHOUT GRANTS AND 
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2.4 THE STRUCTURE OF GOVERNMENT REVENUE 

Table 2 below shows that total revenue and grants to GDP decreased from 17.2% in 

1973 to about 16.7% in 1985 but recorded an increase to about 23% in 1995. One realises an 

upswing in total government receipts especially from domestic revenue after the ERP. This is 

fully depicted in graph 1 above .. 

Generally, the Gambia eams its revenue from tax, non-tax source and grants. Tax 

revenue that accounts for about 76-98% of the total domestic revenue and between 63 and 

84% of total revenue including grants from 1973 to 1994 (Table2). Tax revenue can be sub

divided into taxes on income, taxes on goods and services and taxes on international trade. 

The ratio oftax revenue to GDP (tax effort) improved from about 15% in 1981 and 1982 to 

23% in 1993. Non tax revenues which accounts for between 1 and 20% of total revenue plus 

grants in the same period, is made up of government service charges, pension contributions, 

interest, dividend and property income, repayment of government loans and revenue. Grants 

which grew in importance as a percentage of total revenue rose from 0.73% in 1972 to 32% 

in 1986 and 1987 as a result ofinflow of support funds for the ERP. This fell to 3% in 1995 

(Table 2) as a result of a protest from the donor community with the taking up of power by a 

military regime in 1994. 

Taxes on income which ranked second as major contributor to tax revenue before the 

reform came third after the reform. It's contribution to total revenue and grants fluctuated 

between 7 and 17% from 1972 to 1995 and it has a period average of 12.07%. However its 

contribution has been fairly constant around the average for the whole period. The same trend 

is observed in Table 2, where this tax contributes 2%, 2.26% and about 4% to GDP in 1973, 

1985 and 1995 respectively. It is composed of persona! taxes, company taxes, capital gains 
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and royalty on parastatal turnover. 

Taxes on goods and services have been lower before the reform but as a result of the 

introduction of the national sales tax, this category of tax rose in importance as the second 

contributor to tax revenue. Thus, using bi-annual data as shawn above, this tax increased 

from about 2-7% of total revenue before reform to about 21-24% after reform. Thus the tax 

base was widened and reliance on international trade taxes greatly reduced from 66% in 

1972/73 to about 38% of total revenue plus grants in 1994/95 fiscal years (table 2 below). 

Taxes on goods and services are made up of national sales tax, excise and stamp duties and 

airport levy. 

Import and export duties form the taxes on international trade. This tax is the largest 

contributor to revenue as indicated in the table 1. In essence, reduction of the economy's 

dependence on international trade taxes that are very vulnerable to external shocks is one 

success of reform programmes in the Gambia. This is buttressed further by the fact that bath 

the contributions of taxes on incarne and taxes on goods and services to GDP have increased 

while that of tax on international trade fell. 

Non-tax revenue as per table 2, contributed 12.8% of total revenue and grants on 

average be fore the reform but this share fell to about 7. 7% on average after the reform period. 

Govemment service charges which accounts for about 3.5% of total revenue asper 1993/94 

actual figures reflected in the 1995/96 budget estimates consists mainly of licences and fees, 

raad tariffs and few receipts from ASYCUDA (Customs computerisation charges), gaming 

and pools betting. Revenues are also generated at various ministries and departments in the 

process of offering their services to the public. The contribution of pensions which also 

accounts for a minimal amount of 0.31% o( total revenue excluding grants cornes from the 

civil servants and seconded officers and it is used to pay for their retirement benefits. In 
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addition, government also receives interests from loans .given to parastatals and civil servants 

plus sorne rents on state land. This also takes about 4.90% of the total revenue excluding 

grants in 1993/94 fiscal year. Usually loans repaid by parastatals form another component of 

non-tax revenue and its contribution to total revenue is 1.39% in the same year. Capital 

revenue cornes mainly from sale of government property and shares and rent on government 

land. This claims 1.52% of the total revenue excluding grants in the same fiscal year. 

2.5 THE STRUCTURE OF GOVERNMENT EXPENDITURE 

Total expenditure also recorded a steady annual increase from about 17% of GDP in 

1973 to a record high of 33.15% in 1981. This registered a big fall to 26% in 1995. On the 

whole, total expenditure to GDP was kept lower after ERP as shown by the fluctuation in 

table 3. This is observed in graph 1 above. 



TABLE 2: STRUCTURE OF GOVERNMENT REVENUE AND EXPENDITURE (Percent of total Revenue and Expenditure) 

BEFORE REFORM REFORM** AFTER REFORM 

1972173 1974/75 1976/77 1978/79 1980/81 1 982/8 3 1984/85 1986/87 1988/89 

TOT AL REVENUE & GRANTS 

REVENUE 

TAXES ON IN COME 

TAXES ON GOODS & SERVICES 

TAXES ON INTERNATIONAL TRADE 

PAYROLL TAX 

OTHER TAXES 

TOT AL T AX REVENUE 

TL TAX REY. IN% OF DOMESTIC REY. 

NON-TAX REVENUE 

GRANTS 

TOT AL EXPENDLTURE 

W AGES AND SALARIES 

PUR CHAS ES OF GOODS & SERVICES 

MAINTENANCE 

CAPITAL EXPENDITURE 

SUBSIDIES & TRANSFER 

PENSIONS & GRA TUITIES 

INTEREST PA YMENTS 

OTHER EXPENDITURE 

CURRENT EXP 

100 100 100 

99.60 91.56 96.69 

11.66 11.89 12.31 

1.87 

66.27 

0 

0.39 

80.20 

80.52 

19.39 

0.39 

100 

33.15 

33.15 

0 

19.51 

13.42 

0 

0.044 

0.71 

80.48 

1.95 

63.00 

0 

0.275 

77.13 

84.24 

14.42 

8.43 

100 

23.83 

37.02 

0 

22.04 

10.08 

0 

0.44 

6.56 

77.95 

7.28 

63.55 

0.57 

0.26 

83.97 

86.84 

12.71 

3.30 

100 

20.07 

30.81 

0 

33.51 

6.34 

0 

0.77 

8.47 

66.48 

100 

85.80 

13.61 

4.41 

51.94 

0.55 

0.75 

71.27 

83.07 

14.52 

14.19 

100 

24.09 

26.35 

0 

47.60 

4.81 

0 

0.89 

-3 .76 

52.39 

100 

78.52 

17.89 

3.83 

49.50 

0.32 

0.50 

72.06 

91.77 

6.45 

21.47 

100 

24.30 

20.60 

0 

38.45 

3.33 

6.59 

4.2 

2.510 

61.54 

100 

94.07 

12.19 

4.75 

67.02 

0.46 

0 .22 

84.66 

89.99 

9.41 

5.92 

100 

27.83 

22.78 

0 

25.29 

6.027 

6.85 

9.6 

1.61 

74.70 

100 100 

82.24 67.78 

13.46 8.52 

7.80 3.76 

53.54 50.51 

0.62 0.23 

0.27 0.14 

75.70 

92.04 

6.54 

17.75 

100 

26.49 

12.56 

0 

47.46 

1.04 

6.57 

5.67 

0.01 

52.53 

63.17 

93.19 

4.61 

32.21 

100 

11.78 

8.67 

2.65 

28.05 

21.61 

0 

13 .81 

13.41 

71.94 

Source: Data ts from the Budget Esttmates of the Ministry ofFmance, 1ntemattonal Financial Statisttcs and Central Bank of The Gambta (annual Publications) 

The ratios are calculated by the au thor and the table is made up ofbi-annual data 

Reform** = SAP reforms started in the Gambia in 1984/85. 

100 

79.75 

10.37 

21.40 

40.34 

0.23 

0.21 

72.57 

90.99 

7.184 

20.24 

100 

20.47 

17.39 

4.93 

28.46 

11 .38 

0 

17.191 

0.14 

71.53 

1990/91 

100 

78.59 

10.19 

22.59 

44.02 

0 

0 

76.82 

97.73 

1.78 

21.40 

100 

22.25 

14.81 

5.34 

30.47 

10.34 

0 

16.05 

0.711 

69.52 

1992/93 

100 

86.15 

13.80 

23.28 

42.03 

0 

0 

79.12829 

91.85031 

7.020894 

13 .85082 

100 

19.54121 

15.0261 

5.947324 

30.73188 

10.12259 

0 

14.30999 

4.320913 

69.26812 

27 

1994/95 

100 

96.98 

17.05 

24.03 

38.08 

0 

0 

79.17 

81.63 

17.81 

3.015 

100 

22.18 

14.53 

3.55 

31.55 

11 .35 

2.55 

12.84 

1.42 

68.44 



28 

TABLE 3: GOVERNMENT REVENUE AND EXPENDITURE AS A PERCENT AGE OF GDP 

BEFORE REFORM REFORM** AFTER REFORMS 

1972/73 1974/75 1976/77 1978/79 1980/81 1982/83 1984/85 1986/87 1988/89 1990191 1992/93 1994/95 

TOTAL REVENUE & GRANTS 17.28 14.79 19.18 22.79 21.12 18.09 16.76 29.70 23 .93 23.01 28.92 23.36 

REVENUE 17.22 13.54 18.54 19.56 16.58 17.01 13.78 20.13 19.09 18.09 24.91 22.65 

TAXES ON INCOME 2.016 1.75 2.36 3. 10 3.77 2.20 2.25 2.53 2.48 2.34 3.99 3.98 

TAXES ON GOODS & SERVICES 0.32 0.28 1.39 1.006 0.81 0.86 1.30 1.11 5.12 5.20 6.73 

TAXES ON INTERNATIONAL TRADE 11.45 9.32 12.18 11.84 10.45 12.12 8.97 15.00 9.65 10.13 12.15 

PAYROLL TAX 0 0 0.10 0.12 0.06 0.08 0.10 0.06 0.057 0 0 0 

OTHER TAXES 0.06 0.04 0.05 0.17 0.10 0.04 0.046 0.042 0.05 0 0 0 

TOTAL TAX REVENUE 13.86 11.41 16.10 16.25 15.22 15.31 12.69 18.76 17.37 17.68 22.88 18.49 

NON-TAX REVENUE 3.35 2.134781 2.43 3.31 1.36 1.70 1.09 1.36 1.72 0.41 2.03 4.16 

GRANTS 0.06 1.24 0.63 3.23 4.53 1.07 2.97 9.56 4.84 4.92 4.01 0.70 

TOT AJ" EXPENDITURE 16.99 20.26 26.4 26.49 33.15 28.91 21.18 33.41 20.95 22.07 26.76 26.07 

W AGES AND SALARIES 5.63 4.83 5.29 6.38 8.057 8.04 5.61 3.93 4.29 4.91 5.23 5.78 

PURCHASES OF GOODS & SERVICES 5.63 7.50 8.13 6.98 6.83 6.58 2.66 2.89 3.64 3.27 4.02 

MAINTENANCE 0 0 0 0 0 0 0 0.88 1.03 1.180 1.59 0.92 

CAPITAL EXPENDITURE 3.31 4.46 8.84 12.61 12.74 7.31 10.05 9.37 5.96 6.72 8.22 8.22 

SUBSIDIES & TRANSFERS 2.28 2.04 1.67 1.27 1.10 1.74 0.22 7.22 2.38 2.28 2.70 2.96 

PENSIONS & GRA TUITIES 0 0 0 0 2.18 1.97 1.39 0 0 0 0 0.66 

DEBT SERVICE CHARGES 0 0 0 0 0.54 0.80 0.45 0 0 0 0 0 

INTEREST PA YMENTS 0.013 0.09 0.20 0.23 0.85 1.96 0.77 4.62 3.60 3.54 3.838 3.348 

OTHER EXPENDITURE 0.12 1.335 2.23 -0.99 0.83 0.46 0.00 4.48 0.029 0.15 1.15 0.37 

CURRENT EXPENDITURE 13.67 15.79 17.55 13.87 20.40 21.59 11.12 24.04 14.99 15.34 18.54 17.84 

DEFICIT WITH GRANTS 0.29 -5.47 -7 .21 -3.69 -12.03 -10.82 -4.41 -3.71 2.97 0.94 2.15 -2.71 

DEFICIT WITHOUT GRANTS 0.22 -6.72 -7.85 -6.92 -16.56 -11.89 -7.39 -13 .27 -1.86 -3.98 -1.85 -3.411 

OPERA TIONAL DEFICIT 0.37 -4.64 -6.01 -2.60 -8 .68 -4.51 -2.77 -0.59 3.75 0.94 1.54 -3.46 

SOURCE: Same as table! 
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Total expenditure has two major components: one is the recurrent expenditure and the 

other is the development budget or expenditure. The former contributes about 51 to 80% of 

total expenditure while the latter ranges from 19 and 48% between 1972/73 to 1994/95. 

Recurrent expenditure is made up of expenditure on wages and salaries, expenditure in other 

purchases of goods and services, maintenance, subsidies and current transfers, pensions and 

gratuity, debt service charges and finally other expenditure. In terms of its contribution to 

GDP reflected in Table 3, recurrent expenditure shot up from 13.7% in 1973 to 21% in 1983 

but this decreased to about 18% in 1993 and 1995. This drop shows that the burden of 

expenditure cuts during the reform period has been partly borne by the current expenditure of 

the budget. 

Out of the total recurrent expenditure made, expenditure on wages and salaries was as 

high as 33.15% in 1972 but this declined to 26.49% in 1985 and went further dawn to 22% in 

1995. This component was one of the targets of the ERP. The civil service was drastically 

reduced by about 25% that represented about 2500 casual workers and 1000 established 

workers who were laid off. This and other civil service reforms succeeded in curtailing the 

wage bill from 8% ofGDP in 1983 to about 6% in 1995. 

Govemment is also in the habit of purchasing goods and services and this accounts for 

about 33% of the total expenditure in 1972 but this tao falls to 14.53% in 1995 in terms of 

relative importance to the total. This sub-category has also been hard hit by the reform and 

hence the great change in relative importance. This drop in terms of its contribution to GDP 

is also observed in Table 3. 

The govemment' s capital expenditure which, happens to be the development 

expenditure, shot up from 19% in 1973 to 47% of total expenditure in 1985. This then 

showed a decrease to about 31% in 1993 and 1995. This drop in 1995 reflects the reduction 
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of grants from the country's partners in development as a consequence of a military 

government. This used to be one of the major sources of budget deficits. Capital expenditure 

fell from 10% of GDP in 1985 to 8% in 1993 and 1995. In essence, capital expenditure was 

also a subject of expenditure cuts during the reform period. 

Subsidies and transfers are normally made to households, non-profit institutions while 

transfers are made to the area councils and abroad. This item hovered from a period average 

of 7.3% of GDP during the pre-ERP period to a post-ERP period average of 12.96% which 

represents an increase asper Table 2. T_he increase is explained by the fact that transfers in 

the Gambia involve revenues sent to area councils. It should be emphasised that in the 

Gambia, as a result of the centralisation of government, the area councils form part of fiscal 

operations of the central government. 

Debt service charges which, useà to form a small part of government expenditures in 

the 1970s and early 1980s, has drastically changed around the mid 1980s and early 1990s. 

This is partially reflected in a tremendous increase in interest payments from 0.04% in 1973 

to 3.7% in 1985 to 12.8% towards the close of 1995. Even in terms of GDP contribution, 

interest payments rose from almost zero in 1973 to about 3 to 4% in the post-ERP era. 

Finally, other expenditure hovers from a pre-ERP average of 0.66 to a post ERP 

average of 1.24% of GDP. Other expenditure was exceptionally high at 13.41% of GDP in 

1987 wh en government assumed the liabilities of the Gambia Commercial and Development 

Banlc However, this acts as a miscellaneous item where all unclassified expenditures are 

dumped. 
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2.6 ANAL YSIS OF FISCAL DEFICITS 

The share of the overall fiscal position to GDP recorded surpluses in 1973, 1989, 

1991 and 1993. On the other hand the deficit with grants ranged from between 0.29 and 12% 

ofGDP in the years preceding the reform and thereafter it contracted to 0.94 to 4% ofGDP in 

the years succeeding the adjustment. The domestic deficit (deficit without grants) was 

restricted at 2 to 13.3% between 1987 to 1995 from 2 to 20% before the reform. The 

operational deficit was kept below 9% for all the years except in 1978 when it ; as about 
J 

19%. In fact, this year was the period when bath the domestic deficit and the deficit with 

grants were highest. The explanations that could be adduced for this is that this coincided 

with escalating world market ail priees and rising debt charges. This trend analysis is more 

distinct in graph 1 above. 

The total revenues plus grants and total expenditure to GDP figures have been 

constructed into three scenarios: Worst, Better and Best. This is shawn in Table 4 below. The 

worst scenario describes the years in which total revenue and grants as a percentage crl' GDP 

is at its lowest ebb while expenditure/GDP ratio is highest. The better scenario depicts the 

case when expenditure and revenues to GDP are relatively moderate. The best scenario 

indicates the case when revenues' share to GDP is highest while expenditure to GDP is 

lowest. 

If the averages of these scenarios are taken, then one can talk about the benchmarks 

for revenue and expenditure. Thus the lower limits for revenue derived from the historical 

trend of fiscal data is 17% of GDP and the highest being 26.2%. In between these two 

extremes, is 21.5%. For policy purposes, revenue should therefore be targeted at a minimum 

of 21% of GDP. Expenditure to GDP has been as high as 34.4% and it was lowest at 19% but 
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had an average of 26%. In the absence of greater revenue potentials, expenditure to GDP 

should be kept at a maximum of 26% especially when revenue is between 21 and 26%. This 

compares favourably with public expenditure to GDP ratios of 26.03% for Sub-Saharan 

Africa (SSA) on average between 1985 and 1989 and 22.93%, 23.5% and 20.44% in East 

Asia, South Africa and Central and Latin America 12
. Tax revenue represented 31% of GDP in 

developed countries and 18% of GDP on the average in developing countries at the end of the 

80s while all the public revenue in SSA were only 17% of GDP 13
• This analysis is made 

taking into account the fact that it is very difficult to set constant targets for expenditure and 

revenue which change over time. However the analysis is done based on the historical trend 

ofthese variables which can serve as policy elues. 

12 See Gogué A.T (1997) p.9 
13 Burgess and Stern, 1993; IMF cited in Kouassy O. P.4 1997. 
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CHAPTERIII 

PUBLIC EXPENDITURE REVIEWS (THE CASE OF HEALTH 
AND EDUCATION SECTORS). 

Public expenditure reviews are generally intended to improve efficiency in resource 

use and allocations. This is done by taking stock of what is actually available in terms of 

resources and at the same time highlighting the various institutional or economie constraints 

that hinder the effective use of these resources. This is achieved by formulating po licy targets 

and comparing these targets with performance with particular emphasis on effective resource 

use. In essence, public expenditure review is another alternative way this thesis puts forward 

as a means of reducing fiscal deficits in addition to the usual economie determinants as 

covered in the econometrie approach in later chapters. 

This review is limited to the health and the education sectors for two reasons. The first 

is the fact that education and health used to be the greatest employers of the public sector 

with education taking the lead. The second is that the reviews are currently under-taken by 

the World Bank in conjunction with the various sectors. A major constraint emerges if one 

wants to do an overall macroeconomie review of the whole economy. Thus drafts of public 

expenditure reviews exist only for the health and education sectors. All the figures quoted 

here are from these two drafts. 

3.1 PUBLIC EXPENDITURE REVIEW OF THE HEAL TH SECTOR 

INTRODUCTION 

Primary Health Care (PHC) was adopted by the Gambia in 1978 and since then it 
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formed the basis of the Gambia's National Health Policy. Two PHC Action Plans (1980 and 

1985) guided this sector. 

Since independence the health status improved and between 1973 and 1983 infant 

mortality rates fell by 23% from 217 per 1000 to 167 per 1000 and were estimated at 85 in 

1993, a fall of almost 50% between 1983 and 1993. The live expectancy at birth improved 

from 34 years in 1973 to 44 in 1983 and 54 in 1993. The total fertility rate remains fairly 

constant at 6.1 in 1973 and 1993, though this increased to 6.4 in 1983. Similarly, crude birth 

rate and crude death rate (per 1,000 population) improved from 49 to 46.2 and 29.5 to 19 

respectively. Nation-wide, the average time taken to reach a health facility was 30 minutes. 

This success is achieved thanks to the PHC, Expanded Program on Immunisation (EPI) and 

other technical programs focusing on prevention and case management. 

Health policy in the Gambia, in the last decade, focused on expanding and making 

equitable distribution of health services to the entire country; reduction and improvement of 

the treatment of the main diseases; improve participation of communities in health programs; 

decentralise management of health at the divisionallevel and create cost-recovery activities 

and improve financial management. 

This policy yielded fruits. 392 Village Health Services were established that provided 

access to health facilities for about 60% of the population, Basic health services were up-

graded and new ones created, Maternai and Child health/Family Planning (MCH/FP) and EPI 

delivery points extended from 81 in 1982 to 177 in 1997. 

STRUCTURE OF GOVERNMENT HEALTH CARE SERVICES 

The health care system follows the. PHC strategy and is organised into three levels -
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tertiary, secondary and primary. Table 6 below shows the evolution in the number of health 

care service points at each level and highlights the substantial increase in the number of 

health facilities . 

A. Primary Level (Village Health Services) 

This is made up of 396 PHC villages covering 60% of the Gambian population and 

involves trained Village Health Worker (VHW) and Traditional Birth Attendant (TBA). The 

VHW maintains the supply of essential drugs, provide outpatient care, make home visits and 

carry out health education. The TBAs conduct deliveries, identify and refer at-risk mothers. 

Table 6 below shows the distribution of village health services by division and the proportion 

of the population living in PHC villages. The coverage level in Western Division is much 

lower than that in other regions. This is as a result of the substantial proportion of the 

population that lives in urban areas. 

B. Secondary Level (Basic Health Services) 

Secondary health services in 1997 are composed of 7 major health centres, 12 minor 

health centres and 15 dispensaries. 

C. Tertiary Level 

·This is provided by three hospitals now - Royal Victoria Hospital (RVH) in Banjul, 

Bansang Hospital in Central River Division (CRD) and Farafenni Hospital in North Bank 
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Division. There are moves to construct one hospital in Bwiam and another major health 

centre in Soma. 

TABLE 5: EVOLUTION IN THE NUMBER OF GOVERNMENT HEALTH FACILITIES BETWEEN 
1982 AND 1987. 

Facility 1982 1997 

Number No./capita Number No./capita 

Tertiary 

Hospitals 2 11343,908 2 1/512,933 

Secondary 

MajorHC 0 0 7 11146,552 

MinorHC 1 1/40,46 8 1185,488 

Dispensary 0 15 1/68,391 

15 1/45,854 

Primary 

MCH outreach clinic 81 118,480 177 1/5,795 

Village Health Post 30 1122,927 392 112,617 

Source: Extracted from Draft Pubhc Expendlture Rev1ew of the Health Sector (Jan. 1998) 

Note: Village health post is similar to PHC village. 

TABLE 6: DISTRIBUTION OF VILLAGE HEALTH SERVICES, 1997 

Division National 

WD NBDW LRD NBDE CRD URD 

Populaton x 1,000 505.4 65.1 71.6 84.8 156.0 155.0 1,025 

PHC Villages 80 64 60 43 89 60 396 

Key Villages 15 9 8 9 16 12 69 

TB As 83 67 59 44 92 62 407 

VHWs 63 59 58 42 89 57 368 

Source: Extracted from Draft Pubhc Expendlture Rev1ew of the Health Sector (Jan. 1998). 
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HUMAN RESOURCES 

According to the 1995 Staff Audit Report, 2,163 are employed in the Department of 

State for Health (DoSH), making this department to account for 23% of the civil service. 

Health was the second largest employer in the public sector after education. 

TABLE 7: EVOLUTION IN THE NUMBER OF CERTAIN CATEGORIES OF HEALTH WORKERS 
EMPLOYED IN THE DEPARTMENT OF STATE FOR HEALTH BETWEEN 1987 AND 1997. 

Catergory 1987 1997 0/o lncrease 

Doctors/Dentists 48 109 127% 

Registered Nurses 340 

Enrolled Nurses 248 

Community Health Nurse 0 196 

Total Nurses 669 742 11% 

Public Health Officers 83 79 -5% 

Technicians 20 43 115% 

Source: Extracted from Draft Public Expendlture Rev1ew of the Health Sector (Jan. 1998). 

The table above (table 7) shows that there are 109 doctors in 1997 with the tertiary 

employing 75% ofthese, 23% are at thesecondary level and 2% working at the management 

ofDivisional Health Teams. 

The country is highly dependent on foreign doctors from Cuba, Nigeria and Eqypt. 

Out of the total number of 220 doctors, only 50 are Gambians. Similarly, there are 8 dentists 

out of 20 who are Garn bians. By 1997, only 7 Garn bian doctors worked in the public sec tor. 

The rest are in the private sector. The national average is 1 doctor for every 9,500 people and 

this is unevenly distributed across divisions with North Bank West (NBW) having the least 

number (1 for every 71,573) and North Bank East (NBE) had the most (1 for every 28,196). 

Unlike doctors, the other health workers are predominantly made up of Gambians, although 
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they are also unevenly distributed. For example, only 15 non-Gambian nurses work within 

the public sector through the Cuban and Nigerian technical assistance. The national average 

for nurses is 1 nurse per 1,399. Nurses are generally responsible for clinical services in all the 

three levels of the health sector. 

As per table 7, there are 79 public health officers in 1997 who are charged with the 

responsibility of health promotion and protection including environmental hygiene, 

sanitation, immunisation and other preventive health measures and management of health 

services at all three health levels. 

Training Facilities 

Training of health workers is restricted to four levels. The Gambia College trains 

State Registered Nurses (SEN) and State Enrolled Nurses (SEN), while the School of Public 

Health offer training to Public Health Officers (PHOs) and the School for Community Health 

Nurse in Mansakonko train Community Health Nurses (CHN). Beyond these cadres such as 

doctors, dentists and pharmacists, training is done abroad. It is pertinent to see if higher 

training could be provided for health workers at home and to reduce the foreign participants 

in this sector. Thus future training priorities should be given to Gambians who aspire to be 

doctors and dentists so that the high cost of maintaining foreign doctors will reduce. 

Drugs and other Medical Supplies and Equipment 

Drugs and medicines are procured through four parallel systems: Family Planning, the 

EPI Unit, the TB and Leprosy Unit and the Pharmaceutical Services Unit. All these are units 
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in the Directorate of Health Services except Family Planning which is a Non-Governrnent 

Organisation (NGO). 

In 1984, the Gambia implemented an Essential Drugs Program. This program has 

focused on improving procurement policies, standardising treatment regimens, developing 

reliable drug supplies, cost-recovery drug legislation, quality control, and policies relating to 

the pharmaceutical sector. 

There are three regional medical stores that facilitate the distribution of drugs for 

lower levels. This is insufficient and hence the need for more store to be created to represent 

at-least each of the six divisions. 

User charges are introduced with the help of the Drug Revolving Fund (DRF) and the 

Bamako Initiative (BI). All medical services provided by this sector require patients to pay 

for drugs and these funds make the revolving fund which is further utilised to procure 

additional drugs . The BI facilitates charge for drugs and medicines provided at rates that are 

.• set centrally. Funds raised are used to procure supplies from the Regional Medical Store. 

At the moment, there is a separation between the infrastructure that procures and 

distributes drugs and those that collect receipts and make spending decisions for drugs. This 

separation of what should be closely related functions is the greatest organisational weakness 

of the existing Cost Recovery Program. 

In 1996, the private and NGO intervention in the health sector are depicted in table 8. 

They too complemented the public sector in the provision of dental and medical facilities to 

the people. 
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TABLE 8: PRIVATE AND NGO FACILITIES ACTIVE IN DECEMBER 1997 

WD NBDW LRD NBDE CRD URD 

Hospitals 5 

MajorHC 3 1 

MinorHC 3 

Dispensary 5 1 1 

Dental Clinics 3 

Source: Extracted from Draft Pubhc Expendlture Revtew of The Health Sector (Jan. 1998). 

FINANCING AND GOVERNMENT EXPENDITURE 

Financing Health Care 

Financing cornes from three sources: government recurrent and development budgets, 

donors (extemal assistance) and communities (cost Recovery). 

Total Government Expenditures 

Recurrent expenditure on health care by other departments has not been included in 

the estimates. During the period 1990/91 to 1996/97 government recurrent expenditure on 

health increased by 78% in current terms and 37% in real terms to D60,730,110. Total 

government expenditure increased by only 26.5% in current terms to D75,778,210 and 

registered a 2.6% fall in real terms due to a huge fall in donor assistance as a result of the 

military regime. 

Government attaches a lot of importance on health sector and as such, this sector has 

the second largest budget after education. Government recurrent budget devoted to health 
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was 9.6% in 1993/94. This dropped to 9.3% and 6.6% in 1994/95 and 1995/96 respectively. 

The 1997 estimates show just under 7% of government recurrent expenditure on health. 

The recurrent expenditure budget on health can be classified as functional and 

economie compositions. In the former, between 1990-97, expenditure for primary care took 

9% of total expenditure on health, secondary care took 21%, tertiary care captured 41%, 

administration had 12%, training was allocated 3% and prevention programs not included in 

these categories accounted for the remaining 14%. There has been a shift in policy as shawn 

by shifts in expenditure. Funds to vertically based prevention programs fell from 19% in 

1990/91 to 11% in 1996/97. Also, there has been increase in resources to primary (6 to 10%), 

secondary (17 to 22%) and tertiary services (35 to 41 %). 

For the economie composition, expenditure on personnel accounted for 47.8% of total 

expenditure on health, drugs and other medical supplies had 30.4%, cleansing services took 

8.1 %, building maintenance received 4.8%, transport and travel3.4% and the remaining 5.5% 

was distributed between equipment purchases, office expenses and communications, and 

contributions to local and international organisations. The two major shifts occurred in 

cleansing services which fell from 22.1% in 1990/91 to 5.1% in 1996/97 and drugs and other 

medical supplies which increased from 15.4% to 32%. The fall in cleansing services is as a 

result of the decentralisation of the local government authorities. 

Government Development Budget 

Funding cornes from three sources: the Gambia Local Fund (GLF), extemalloans and 

extemal grants. In the same period, development expenditures on health ranged from a high 

of D25,724,856 million in 1991 to a low of D1,332,400 million in 1996. Extemal grants 
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account for the majority of the develqpment budget funds for all these years except in 

1992/93 and 1995/96 (see Table 9). Whilst traditional capital projects accounted for an 

important portion of the budget, sorne expenditures were more service oriented (Women In 

Development (WID) and the National Health Development Project (NHDP)). 

In 1995, 28% of extemal assistance was allocated to primary health care and an 

additional 23% to immunisation and other disease control campaigns, and family planning. 

Sector policy and planning accounted for 27% and the construction, maintenance and ru1ming 

ofhospitals and clinics took 21%. 

The Household Survey (1993) ·shows that the average household spent 4.9% of 

household income (D876) or almost D110 per person on health care. This is to complement 

public spending and funds from donors. 

TABLE 9: BREAKDOWN OF GOVERNMENT DEVELOPMENT BUDGET FOR 1990/91 TO 1996/97 
(MILLIONS OF DALASIS). 

1990/91 91/92 92/93 93/94 94/95 95196 96/97 

Actual Actual Actual Actual Actual Actual Estimate 

Hospitals & 8.48 1.10 1.19 0.35 1.10 1.08 8.70 

Specialized Units 

National Health 2.61 5.59 

Dev. Project 14.59 

PHC- 2.62 4.058 0.159 0.55 

rehabilitation 

PHC-support 0.025 0.25 

WID project 1.048 0.489 2.33 4.47 0.252 6.068 

Health Sector 1.10 0.055 

Studies 

TOTAL 25.72 8.817 7.68 2.68 6.67 1.33 15.37 

Source: Extracted from Draft Pubhc Expenditure Rev1ew of the Health Sector (Jan. 1998). 
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INSTITUTIONAL AND OTHER BOTTLENECKS IN THE HEALTH SECTOR 

The separation of drug procurement and distribution from the collection of the 

revolving fund and expenditure decisions on drugs stand out to be a major constraint in the 

effective cost recovery pro gram in the Gambia. 

The high dependence on foreign doctors is not also cost effective. Moreover the 

shortage of other medical cadres (particularly in the provinces) is a cause for concern. 

The uneven distribution of all types of medical facility and staff by region pose a 

major threat to the po licy objective of irriproving the health status of all Gambians. 

In addition to these, a number of factors are thought to contribute to poor morale, the 

loss of trained and experienced staff, and difficulties in hiring new staff. These are poor 

conditions of service, low remuneration, especially when compared to salaries offered by 

NGOs, other government employees and the Private sector, poor physical state of health 

facilities and equipment, poor quality housing and lack of facilities in rural areas and shortage 

of staff houses. 

3.2 PUBLIC EXPENDITURE REVIEW OF THE EDUCATION SECTOR 

EDUCATIONAL STATUS IN THE GAMBIA 

The literacy rate in the Gambia is still very low. Only about 40% of the population 

aged 10 or more and 37% of those aged 15 or more can read and write in English or a 

national language. 

By 1997 the total primary school enrolment was 132,000 and about 86% of these 
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were enrolled in the 268 public schools. Grant-aided schools (20 in number) enrolled about 

10% of the students and the rest 4% went to 7 private schools. From 1991 to 1997 primary 

enrolment grew at an average rate of 8% a year. In the same period, the primary school 

enrolment ratio for girls was 44% of the total enrolment ratio as compared with an average of 

46% for Sub-Saharan Africa. This disparity in terms of gender distribution is yet to be closed. 

In 1997 again, there were 41 schools (24 public, 3 mission and 14 private) that 

enrolled 25,000 students of grades 7 to 9. About 80% of th~se enrolled in public and grant-

aided schools. After 1993, government schools increased from 12 to 24 while the rest 

increased from 6 to 17. This increment in the number of schools increased the transition rate 

to secondary school from 30% to 70% which exceeds its target of 45% by 1996. 

In the same year, 20 senior secondary schools (11 grant-aided, 3 public and 6 private) 

enrolled 11,900 students. 55% of these students were in grant-aided schools and the rest 

equally distributed between public and private schools. From 1991 to 1997, senior secondary 

school enrolment nearly doubled from 6,400 to 11,900 students. Private schools increased 

from 2 to 5 while government schools increased from 1 to 3. As a result the Gross Enrolment 

Rate (GER) went up from 11% to 15%. 

Tertiary Education 

This type of education is carried out in post secondary school institutions. These 

institutions are the Gambia College (GC), Management Development Institute (MDI), 

GAMTEL and Multimedia Institute (GTMI) and the Gambia Technical Training Institute 

(GTTI). The latter enrolled about 550 students in mainly commerce, building, computer, 

engineering, legal studies etc. In addition, there are 30 private institutions with an enrolment 
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capacity of about 1,000 students that specialise mainly in commerce. 

The overall GER increased from 59% in 1990 to 70% in 1997 (if Madrassa students 

are included, this ratio will raise to 79%). This by-passed the policy target of 65% by 1996 

and even above the 69% for Sub-Saharan. Africa. 

Madrassa (Quaranic School) Education 

In 1993, about 10% of 7-12 years old attend these schools and expenditure on 

madrassa education closely rivais that of.primary schooling, excluding lunches. 

Adult and Non-Formai Education 

The UNDP gives assistance in this type of education and as a result the target is now 

to educate 20,000 over 5 years with emphasis on functionalliteracy (with skills). -

Policy Priorities 1988-1996 

1) Increase access to basic education (grades 1-9) by increasing the enrolment rates at grades 

1-6 to 75% by 2003 , increase the transition rate from grades 6-7 to 60% by the same year 

and lower the primary school entry age to 7 in 1990. 

2) Improve the quality of leaming at grades 1-9 by giVmg college training to all the 

unqualified teachers by 1996, increase expenditure on training materials and provide 

opportunities for training to school drop-outs. 
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Four key strategies are proposed to reach these objectives. They are: introduce a 6-3-3-2 

system, maximise resources allocated to education, and to train education sector personnel. 

The 6-3-3-2 system is now operational and requires six years in the primary school, 3 years in 

junior secondary school, 3 years in senior secondary school and two years of post-secondary 

school education (mainly sixth form). Moreover, the aftemoon shift is another way of 

effectively utilising existing infrastructure and resources. 

From table 10, the emphasis in terms of po licy is basic education that covers the first 9 

years of the education cycle. Th us primary school is to receive the highest 6% and th en junior 

secondary school. The target growth rate for the whole department is 4.3%. 

Expenditure and Finance 

Total Expenditure 

From 1990/91 to 1996/97, total govemment expenditure on education grew in real terms 

Table 10: Recurrent Education Exp. as a Share of Government Recurrent Exp. 

Type Average Annual Real Growth 1990-96 

Administration 1% 

Primary Education 6% 

Junior Secondary 3% 

Senior Secondary 3% 

Vocational Training 2% 

Gambia College 2% 

Tertiary abroad 3% 

Non-Formai Education 3% 

Total for Dept. of State for Education 4.3% 

Source: Extract from Draft Pubhc Expendlture Rev1ew (Dept of State for Educatwn) 1998. 
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at an annual average rate of 9%. Education's share to total govemment expenditure 

( excluding debt service) averaged 21% during this period with an increase from 19% in 1990 

to 23.6% in 1993 and a reduction to 21.2% thereafter. These fluctuations are explained by the 

unpredictable nature of allocations in the development budget. Total expenditure on 

education as a share of GDP averaged 5.2% over this period. Renee, the Gambia's education 

expenditure has been higher both as a share of total govemment expenditure (as compared 

with Sub-Saharan Africa (SSA) average of 20%) and as a share of GDP (SSA average of 

4.2%). 

Primary school received 45% of total education expenditure while junior secondary 

and Gambia College averaged between 10% and 11% of the total. Central and administrative 

costs consumed a large 14% share due mainly to large development expenditure in the early 

1990s. 

Development Expenditure 

Development expenditure on education as compared to total development expenditure 

averaged 31%. This share fluctuated from 35% in 1991 to 2% in 1992,36% in 1993 and 23% 

in 1994 (excluding off-budget investments in constructing 4 junior and 2 senior secondary 

schools in 1994). This fluctuation is due to lack of a sector-wide planned investment program 

either in terms of lev el or function. 

During the review period, investment programs supported the priority programs of the 

sector. Primary education and teacher training accounted for 32% and 20% of the 

development expenditure respectively. High share of development expenditure on central 

administration fell to 9% by 1997 from between 50 and 80% in the early 1990s. The share of 
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teacher training increased from 2% in the early 1990s to between 25-45% from 1994 to 1996. 

By function, 60% of the development expenditure went to civil works with 20% going to 

furniture and equipment. 

About 80-90% of the development expenditure on education was externally financed. 

In the earl y 1990s, the bulk of these funds were absorbed by expenditure on administration to 

strengthen regional offices but from 1992 to 1996, 66% of external development funds went 

to the construction of primary schools, expansion of facilities for teacher training and in-

service upgrading of unqualified teachers. Public investments on education increased from 

9% to 15% in 1996. All these are demonstrated in table 11. 

Recurrent Expenditure 

Recurrent expenditure on education as a percentage of GDP averaged 3.6% between 

T ABLEll: PERCENT AGE SHARE BY LEVEL OF EDUCATION OF EXTERNALL Y FINANCED 
INVESTMENTS. 

89/90 90/91 91/92 92/93 93/94 94/95 95/96* 96/97** Average 
~OSE 46% 82% 64% 0% 31% 14% 7% 7% 29% 
~rimarv 54% 17% 27% 46% 27% 41% 44% 37% 34 
[nr sec 0 0 0 6 11% 0 0 0 2 
Sm Sec 0 0 1 20 0 7 2 1 4 
[Vocation 0 0 0 5 5 13 8 5 5 
Garn. College 0 0 2 22 14 26 38 50 22 
rTertiarv 0 0 0 0 0 0 0 0 0 
IANFE 0 0 7 1 12 0 0 0 3 
Other 0 0 0 0 0 0 0 0 0 
[otal 100 100 100 100 100 100 100 100 100 
Source: Extract from Draft Pubhc Expendlture Rev1ew (Dept of State for EducatiOn) 1998. 

Notes; 

* Revised estimates 

** Estimates 

The rest are actual figures. 

DOSE = Department of State for Education 
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1990 and 1996. It has increased from 2.6% in 1990 to 4.3% (slightly higher than the average 

for SSA). In terms of the share of recurrent expenditure on education to total government 

expenditure, this stood at 20% which is slightly below the targeted 22%. 

Distribution of Recurrent Expenditure by Level of Education 

Expenditure on pnmary education (was g1ven priority) increased from 49% of 

recurrent expenditure in 1990 to 54% in 1994. Expenditure on primary education increased 

by 11% a year in real terms but did not increase in 1996. Expenditure on junior and senior 

secondary schools also increased by 12% a year which is four times higher than planned (see 

Table 12). 

Distribution of Recurrent Expenditure by Fonction 

Expenditure on salaries accounted for 75% in the Gambia. This figure is lower than 

the 90% figure for other SSA countries and left very little for maintenance and books. 

Operation and maintenance, and teaching and leaming materials receive about 5% of the 

recurrent budget each, while 6% is allocated to examinations, and 18% to grant-in-aïd. 

Renee, policy emphasis calls for an increase in expenditure on books and leaming materials 

since 6% is small (table 12). 



TABLE 12: RECURRENT EXPENDITURE BY LEVEL AND ECONOMIC COMPOSITION 

89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 
Bv Lev el of Edu o;o % % o;o % %* 0/o ** % 
DOSE 6 6 4 6 6 5 5 5 
Primarv 45 49 49 55 52 54 53 49 
Jnr. Sec 15 11 14 12 13 13 15 18 
Snr. Sec 12 13 11 11 13 13 13 13 
Vocational/Tech 7 7 5 6 5 5 5 4 
Gambia Colle2:e 10 8 7 7 6 6 6 7 
Tertiarv Abroad 2 2 4 2 3 2 2 2 
ANFE 0 1 0 1 1 0 1 0 
Other 3 3 5 1 1 1 1 1 
TOTAL 100 100 100 100 

.. 
100 100 100 100 

Bv Econ. Comoo. 
Personnel 63 59 52 56 53 58 54 57 
Oo& Maintenance 2 3 8 5 5 4 6 5 
Examinations 5 4 5 6 6 6 7 5 
Books leamin2: 2 5 4 6 6 5 5 4 
Ki1aterials/ Trainee 7 7 8 5 6 5 5 6 
Subsidv 2 4 3 4 4 3 3 3 
Grant-in-aid 16 16 16 17 19 19 20 19 
Other 2 3 3 1 0 0 1 1 
Total 100 100 100 100 100 100 100 100 

Source: Extract from Draft Public Expend1ture Revtew (Dept ofState for Educatwn) 1998. 

Notes; 

* Revised estimates 

** Estimates 

The rest are actual figures 

_DOSE = Department of State for Education 

Institutional Bottlenecks 
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Given the fluctuations in personnel emoluments, the peaks and troughs are explained 

to a large extent by teacher numbers and their under-utilisation. For instance, in 1995, there 

was a large number of unqualified teachers serving as senior teachers but who were not 

teaching. The new administration resolved this problem by reducing the number of 

unqualified teachers by screening through examinations, set minimum standards for 

recruitment and reduced the duties of senior teachers thereby allowing them to teach. In real 

Av. 
o;o 
5 
52 
14 
12 
5 
7 
2 
1 
2 
100 

56 
5 
6 
5 
6 
4 
18 
1 
100 
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terms salary expep.diture grew by 24% iri 1994, 10% in 1995 and 4% in 1996. 

Textbooks are supplied through a book rentai system where students are charged 

amounts that will fully recover the replenishment cost of the initial book stock (financed 

through extemal aid). Govemment provides the funds for additional demand. This policy 

reduces the cost of education 

Subsidies are unevenly distributed. Thus subsidies should be rationalised and the most 

needy students given priority. For example, redesigning the school-feeding program to target 

the children in regions 4, 5 and 6 who happen to be the most needy would ease this problem. 

There seems to be poor co-ordination and linkage between the level of construction 

and maintenance as a result of which the conditions of the facilities have deteriorated over the 

years causing undue demand for additional facilities. 

The cost of training teachers is very high. The cost of training at the Gambia colle ge 

is more than 30 times (D16,291) that of the primary level, and also 25% higher than the 

average cost for university education in SSA ($1 ,318). Sin ce the private rate ofretum is high, 

this is the only level where cost recovery has failed. Thus, by reducing allowances and 

eliminating the residential component at the college, the education department can make lot 

ofsavings. 
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CHAPERIV 

LITERATURE REVIEW 

The review of the literature is focused on the determinants of government revenue and 

expenditure. Fiscal deficit per se is treated as a residual of revenue and expenditure. Hence, 

the determinants of government revenue and expenditure are used to explain the determinants 

of fiscal deficits. Th us, the review of the litera ture will permit the choice of the methodology 

and will also identify the determinants of government revenue and government expenditure 

and the resultant fiscal deficits. 

· In the Literature, studies that looked at this theme use mainly the econometrie 

approach of running regressions. Though, other methods such as the Granger Test have been --
used to establish causality. This method is weak because no defmitive conclusions could be 

made at times from the obtained results. Regression method is chosen because of its 

.. empirical strength of not only establishing causality but also it gives estimates of the 

coefficients. These coefficients are helpful for policy purposes. The Divisa Index approach 

has also been used to arrive at the determinants of tax revenue. This method is complicated 

and applied only to tax revenue. 

4.1 THEORETICAL BACKGROUND OF TAXATION 

Taxation accounts for between 86 to 94% of total government revenue. Hence the 

theoretical background of government revenue is focused on taxation. 

The growth of Keynesian economies has had a profound effect on the developm.ent of 

fiscal policy. After the Second World War, the main aim was to achieve full employment 
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through the management of demand. This view has been opposed by supply-side economists. 

The belief that taxes affect economie behaviour and the substitution effects of taxes 

are important for the efficient allocation of resources (in supply si de economies) is as old as 

neoclassical economies. The new thi._ng is the claim by supply-side economists that a 

substantial reduction of tax burden, in general, and the rates of income tax, in particular, will 

have significant effects on the level of output and growth. 

Supply side writers are of the strong opinion that free markets, with few exceptions, 

--------allocate resources most efficiently. Generally, they emphasis minimising the distortions in 

market-determined relative priees that result from regulations, subsidies, and high income 
l -

taxes and the believe that the reductions of such distortions would encourage savings and 

production by allowing the economie incentives of a free market to work. They also believe 

that the private sector is more effective in hringing about sustained economie growth, hence 

there is less need for large government. 

Supply-side economies and hence supply-side tax policies can be surnmarised into 

two interpretations: basic supply-side economies and popular supply-side economies. The 

first is a retum to classical and neoclassical economie theory and is of the v1ew that 

government pohcies should concentrate on aggregate supply rather than on aggregate 

demand. Since aggregate supply is the result of the economie behaviour of producers, they, 

rather than consumers are the driving force in the economy. Thus, like classical and 

neoclassical economies, this view emphasises the objective of efficient allocation of 

resources more than any other objective of economie policy and recognises the importance of 

negative substitution effects of government economie policies and, particularly of tax 

policies. These views were also held by_ Smith, Say, Mill and others who were supply-siders 

long before the term was coined. A similar view is shared by fiscal economists like Pigou, 
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Simon and others who recommend reforms of: (1) the economie base on which taxes are 

levied, (2) various tax breaks and loopholes that signify distortionary economie signais; (3) 

the levels and progressivity of nominal tax rates; and (4) tax rules and provisions that raise 

the effective tax rates in inflationary times. 

A basic supply-side economist believes that government tax policy can, and does, -------. 

create a "wedge" between pre-tax and post-tax producer priees as well as rates of retums to 

factors of production; and given the negative substitution effect, is likely to distort the 

economie behaviour of producers as well as suppliers of inputs. 

The main recommendation of the popular supply-siders rests in the lowering of the 

marginal income tax rate, in particular the top marginal income tax rates and the reduction of 

the progressivity of income taxation. This set of supply-siders argue that if the progressivity 

is steep, then this intensifies the relative priee effects and th us causing biases of taxation and 

creating "crushing" effects on all incentives to produce14
• Their arguments are distinct for two 

reasons. One is the fact that because the negative substitution effects of income taxes are 

extremely high, reductions in marginal income tax rates will result in "rapid growth, dramatic 

mcreases m tax revenue, a sharp rise in saving, and a relatively painless reduction in 

inflation"15
. This is buttressed by their believe that a reduction in marginal income tax rates, 

especially the top rates, would increase the supply of labour significantly by inducing marked 

shifts from leisure to work and from non-market to market activity as after-tax wages 

increase, thereby raising marketed output and slowing down the rate of inflation. This 

concept underlies the Laffer curve. The other is their concentration on the tax policy- a focus 

on the nominal progressivity of income taxation and the top marginal income tax rates rather 

than on the reform of the tax system in all its aspects. 

14 
Wanniski (1981, p.38). 
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4.2 DETERMINANTS OF GOVERNMENT REVENUE 

The various determinants of government revenues can be classified under such 

. . . J l 1· ~ d 1· d J. 16 Th . . 1 d . t categones as statlstlca , qua Itatlve an po 1cy etermmants . e statlstlca etermman s are 

those that are quantitatively measurable. These are government expenditure, the level of 

public debt, degree of urbanisation, literacy rate, degree of openness etc. The qualitative 

variables include institutional and social determinants, the level of C()rruption, quality of tax 

administration, the resources allocated for this tax administration, size of penalties for non-

compliance, incarne distribution, importance of the underground economy relative to the 

formai market, attitude of citizens toward the government, form of government etc. The 

policy determinants include the number and type of tax changes, the use of particular tax 

• 
sources, the number of taxes in the country' s tax system 17

, the lev el of tax rates 18
, the use of 

tax incentives and tax expenditures in general19
. More recently there are macroeconomie 

policies such as the exchange rate, import substitution, trade liberalisation, devaluation, 
oe....-.---.. - - -

· ; extemal debt, the rate of interest and inflation. 

~ Lotz and Morss (1967, 1970) developed a model on tax determinants that has become 

a standard for future studies. They found that the tax share is positively related to both per 

capita incarne and the degree of openness (measured as exports plus imports over GDP). In 

their later work they introduced the degree of monetisation (measured in terms of per capita 

coins and notes), decentralisation and export concentration variables to the model to explain 

15 
Feldstein's summary of the position of the popular supply-siders (1986, p.27) . 

16 
see V. Tanzi (1989 p.635) . 

17 
Sorne econornists are of the opinion that the higher the number of taxes used, the lower the lev el of taxation. 

Others believe the opposite 
18 

This validates Laffer's Curve (the lower the tax rate the higher the subsequent tax receipts). 
19 

Promo ting activities through tax expenditure instead of direct subsidies might lower the lev el of taxation. 
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the variation in tax level. They found the degree of monetisation to be the most significant 

determinant. '---

~9) attempted to extend the Lotz-Morss study by adding independent 

variables to the model: the ratio of agriculture to total incarne, the rate of growth of 

population, and the rate of growth of priees. For low-income countries, he found only the rate 

of priee increase and the rate of population growth to be significant, although, he provided 

little a priori explanation for these variables. 
~ 

Bahl's (1971) models are based on the findings that the tax ratio is a function of the 

agricultural share of GNP, the mining share, and the degree of openness of the economy. 

Chelliah (1972) improved upon this- work by including non-export incarne per capita 

as an indicator of taxable surplus, the level of development and export share. He left out the 

s'hare of agriculture. More recent IMF studies by Chelliah, Baas and Kelly (1975), Tait, Gratz 

and Eichengreen (1979), and Tanzi (1987) estimated the Lotz-Morss and Bahl models using 

newer cross country data. The differences between these recent studies and the previous are 

that the per capita incarne variable enters the model in an inverse form which has a positive 

significant coefficient with direct tax share and a negative significant coefficient in the 

indirect tax share model. More so, the present studies include the share of foreign grants and 

loans in incarne, 

Peter S. Helier (1973) showed that there is a positive relationship between non-debt 

revenue and GDP, government investment and government consumption, and a negative link 

with aid flows. Imports of the previous period were added as an additional instrument for 

predicting non-debt revenue since a large share of tax revenue is derived from imports. The 

study reveals that non-debt revenues . are very sensitive to the level of official loans 

particularly for Anglophone West African countries. 

. \ 
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Chowdhury and Mahabub (1988) studied the Bangladesh tax structure. In this study, 

they found that tax revenue is positively related to the level of development (Williamson, 

1961 ), foreign aid, foreign trade and imports (Hinrichs, 1966) and all these variables are 

statistically significant. 

Chhibber et. al (1989) conducted a study of inflation, pnce controls and fiscal 

adjustment in Zimbabwe. Revenue was divided into customs duty, export taxes and other 

government revenue. Customs revenue is specified as a function of import level, foreign 

priees, tariffs and the exchange rate and export taxes as a function of export levels, the 

• 1 foreign priee for exports, the exchange rate and the export tax rate. Other government 

revenue is treated as a function of GNP. An adjustment coefficient is introduced to see if 

· · revenue adjusts with a lag20
. Government revenue is positively related to GDP and 

government revenue lagged one period. 

Morande and Schmidt-Hebbel (1991) divided the tax revenue of Zimbabwe into three: 

direct taxes, indirect taxes and custom duties. Their results show that direct taxes depend 

positively on GDP (a proxy for the tax base), inflation, the real exchange rate and the 1988 

change in tax regime while the 1978-80 conflict and the 1982 change in tax regime were 

negatively related to the direct tax revenue. Indirect taxes are also positively related to GDP. 

" As in the case of direct taxes, real exchange rate depreciation raises revenue. During the 

1970/71-1975/76 period indirect tax revenue fell as compared to 1976/77-1980/81 years, 

while after 1980 revenue rose with the new tax regime, as reflected by the corresponding tax 

regime dummies. For custom duties the relevant tax base is imports, with a marginal tariff 

rate of about 10% for the period 1970/71-1981/82. Changes in the customs tax regime in 

1982, 1983, and 1988 reflected by dummies CDR82, CDR83, and CDR88 raised revenues in 

20 
Introduced by Tanzi (1977) and empirically verified by Aghelvi and Khan (1978) . 
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custom duties gradually above that 10% lev el. 

V Growth researchers like Misra (1991) sought to explain tax determinants usmg 

variables such as per capita income, industrialisation, literacy rate, urbanisation, degree of 

monetisation etc. Their findings show that per capita incarne and industrialisation are the 

most important determinants of the growth of tax revenue in the Union Government of India. 

Per capita income is the only significant determinant of income tax. 

Klaus Schmidt-Hebbel (1993) identified the level of development, inflation and terms 

of trade shocks as the determinants of long-term tax revenue. Four conclusions are reached. 

Firstly, the level of incarne is the single most important determinant of tax revenue. 

Secondly, inflation inhibits tax collection in all regions except Africa. Third, terms of trade 

shocks are more important in inhibiting tax collection in Africa than other regions and finally 

OECD countries can collect more taxes than developing countries after controlling for their 

higher level of development and lower inflation. The positive influence on tax of the level of 

development reflects the notion that both the will and the ability to tax increase with the level 

of development (Musgrave, 1959, 1969; Henrichs, 1966, 1989, Tanzi, 1991; Burgess and 

Stem, 1993). 

v 
Kouassy and Bohoun (1993) attempted to find the determinants of fiscal deficits in 

Côte D'Ivoire and found that only the GDP variable is significant in explaining tax revenue. v 

This relation is consistent with the tax base effect of GDP (Ekpo and Ndebbio, 1990; Ariyo 

and Raheem, 1990; and Tanzi, 1989). The link between tax revenue and tax sensitivity and 

public investments is much unexpected. It suggests that an improvement in the use of public 

investments are more likely to bring about additional tax revenues than an increase in 

investments themselves (Blejer and Khan; 1984). Moreover, the negative link between tax 

revenue and the tax rate is also astonishing even though Laffer' s Law could be used to 



A 

60 
explain this. The law argues on the basis that high tax rate will encourage smuggling and 

other forms oftax evasion and hence the reduction in tax revenue. For the determinants of the 

retums to public investment, only the receipts from corporations are significant and there is a 

negative relation between retums of public investments and the difference between the 

domestic priees and foreign priees applied by marketing boards and the quantities handled by 

the marketing boards. 

~ Egwaikhide et. al. (1994) looked at the Nigerian expenence of exchange rate-J 

depreciatVn, budget deficit ~d inflation. They divided government revenue into three: 

import duties, other government revenues and oil revenue. Import duty is specified as directly 

related to import levef that in tum is influenced by the exchange rate. Other government 

revenues are determined by nominal income and other government revenues lagged one 

period. Both functions were estimated in log-linear form. Oil revenue is an exogenous ' 

variable. Government expenditure was also divided into two: debt service and other 
J 

government expenditure. They found a positive link between debt service and foreign interest 

rate. Other government expenditure is also directly related to real income, the magnitude of 

real government revenu/ d other government revenue lagged one period. Their result 

shows that, priee inflation would increase by an annual average of about 6% over the control 

solution and domestic money supply by almost 2%, thus, exchange rate depreciation can be 

inflationa, with a lag period of one year. Also real government expenditure seemed to have . 
CV\.N-11' 

grown faster than .revenues (8.11% as opposed to 4.83%), thus depreciation of the local 

currency might result in budget deficits. The increase in total government expenditure 

appears to have been fostered by growth in debt service payment, with depreciation of the 

exchange rate raising the stock in local currency. Perhaps it is through the monetization of the 

increased revenues from the exchange rate liberalization that the expansion in money base 
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became enhanced, with rapid growth in money supply and inflation as sorne of the 

derivatives. The use of government revenue as a determinant of government expenditure is 

inspired by the debate in the literature. The debate is whether government revenue determines 

government expenditure (Friedman, 1972; Buchanan and Wagner, 1977; Roberts, 1978; 

Peacock and Wiseman, 1961, 1979; Marlow and Manage, 1987; Joulfaian and Mookerjee, 

1990;); or government expenditure determines government revenue. Sorne of these studies 

were based on time series analysis and made use of the Granger test to show causality. The 

Barro thesis (1974) of expenditure causing revenue was confirmed by a study on the 

American economy by Anderson et. al. (1986). 

~eher (1995) studied the determinants of sales tax revenue in Orissa (India). He 

concluded that per capita state domestic product is the most important determinant, though 

the view by supply-side economists that there is an inverse relationship between tax rate and 

tax revenue, found after the emergency in Orissa, seems to be weak. 

4.3 THEORITICAL BACKGROUND OF PUBLIC EXPENDITURE 

The theories that shed light on the determination of public expenditure can be closely 

linked to five schools of thought: the Classical, Neoclassical Schools, the Public Choice 

School (PCS), the Keynesian Perspective and the Marxist School. They all attempt to define 

the role of the state in development. In reality, however, neoclassical economies has not 

developed a coherent perspective on the role of the state (Whynes and Bowles, 1981). 

To Adam Smith and his fellow classicists, the conduct of economie affairs is best left 

to private citizens. The three functions Smith thinks the state should perform include defence, 

justice and the "duty of erecting and maintaining public works and certain public institutions 

/ 
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which can never be for the interest of any individual or small number of individuals to erect 

and main tain, ... '' 21 
. In essence the clasicists advocate minimum government. 

The public choice school's most vocal and consistent spokesman is James Buchanan. 

Buchanan and Wagner (1977) looked at public expenditure from the angle of deficit 

financing which is considered more acceptable to voters as it is interpreted to mean relative 

cheapness of public services. This logicl;llly calls forth an expansion of the public sector, the 

very consequence that this school detests, and so it advocates in practice for balanced 

budgeting or fiscal conservatism. Objectively, the PCS is pro-market and anti-state. It 

recommends the narrowing down of the areas of public sector operation usually on the 

grounds that the public sector performs badly. In response to these allegations, which is 

echoed by the IMF and the Wolrd Bank, privatization is seen as the doctrinaire solution. 

The Kenyesians, on their part, reversed the classical supply-side approach (Say's Law 

of supply creating its own demand). Thus to them, demand creates supply, and on the basis of 

this they advocated a public policy of government demand management and expansion based 

on a theory of inadequate effective demand management. "The important thing for 

government", according to Kenyes, "is not to do things which individuals are doing already, 

and to do thein a little better and a little worst; but to do those things which at present are not 

done at all" (Kenyes, 1972; P. 289). Thus, in the Kenyesian perspective, in addition to the 

provision of public goods, government becomes the chief regulator of the economy 

(Afxention, 1980). 

Marx mentioned little about the role of the state in development. However, 

O'Connor's attempt (1973; p. 6) is generally acknowledged as the first major effort at 

grappling with the specifie issue of public sector expenditure within the Marxist paradigm. 

21 
Adam Smith, cited in Therbon ( 1976:85) 
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He emphasised that the state has to create the conditions for accumulation to take place in an 

atmosphere of social harmony. These functions of the state then determine the pattern and 

tempo of the public sector intervention in the economy. Development theorising suggest 

more and not less govemnment (Arndt, 1987; Denison, 1962; and Schultz, 1961). 

4.4 DETERMINANTS OF GOVERNMENT EXPENDITURE 

The first theory on the determinants of government expenditure is, advanced by Adolf 

Wagner (1876). It states that government expenditure expands with the level of development, 

He remains the most important name associated with the early acknowledgement of an 

enlarging public sector as national economies grow. His 'law of the increasing Extension of 

State Activity' has provoked a body of literature, affirming, refuting or simply re-examining 

the original thesis of Wagner or its derivatives (see Wagner and Weber, 1977; Gupta, 1967; 

Beek, 1976; Dubin, 1977; Ganti, 1979; Pluta, 1979, 1981; Valter, 1986; Pryor, 1968;). 

More empirical work to explain expenditure in the 1950s and 60s were made. This 

could be classified as a) those that emphasised th~conomic gro~d modet]lisation-

~ -----
factors on the demand side and those that explained the supply side treating changes in 

government expenditure as a result of social disturbances or wars22
. Bird also emphasised the 

need to recognise social and political factors as determinants of expenditure. 

Musgrave (1973) referred to changes in demographie and technological factors which 

might affect expenditure development as "conditioning forces". Musgrave contends that 

instead of using total expenditure, it may be more appropriate to adopt a disaggregated 

approach through a study of expenditure of government on capital formation, consumption, 

22 
R. M. Bird (1970) 

. ' 
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Tait and Helier (1982) and Helier and Diamond (1990) made comparable analysis of 
~ycv.Jo~ 

trends in government budg~ver a broad ~ of expendit:?re in developing countries. 

Their findings support the view that demographie changes, at least from 1975 to 1986, are 

positively associated with growing govemm.ent spending on health, education, and social 

security. Rapid population growth and subsequent democratie transitions may account for a 

significant amount of the increase in government spending, especially for health and 

education. 

Rutayisire (1986), in his study ofTanzanian budget deficit and fiscal stance found that -------
expansionary fiscal policy was mainly developmental because massive capital intensive 

investment projects were undertaken. Also, Tanzania adopted contractionary fiscal policy due 

to the fear of foreign exchange crisis and inflation. Rutayisire concluded that for Tanzania's 

medium and long term objectives, judicious manipulations of the budget should be based on 

cyclically standardised budget rather than on balancing the conventional budget. In addition 

to this, he observed that the growth of the public sector had crowded out private sector 

activity. 

Odedokun (1989) in a bid to capture the effect ofrational expectations on fiscal policy 

variables in Nigeria specified government expenditure with respect to fiscal policy variables. 

He used two fiscal policy actions such as government expenditure and public internai debt. 

He runs a regression of the ratio of government expenditure to GDP to the ratio of 

government expenditure to GDP lagged one and two periods and the growth rate of reserves 

also lagged one and two periods. His results indicate that only government expenditure and 

growth rates of reserve variables lagged by one period are statisticaliy significant. Both 

23 
Musgrave R. A. (1970) 
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variables have a positive link with government expenditure and' reserves. 

Cuddington (1989), in reviewing a nurnber of literature writes- "During booms the 
/ 

ratio ofboth government spending and revenue to GDP typically rise, with the expenditure to 

GDP ratio growing faster than the revenue to GDP ratio. Therefore, booms are accompanied 

(with a slight lag) by a rise in the fiscal deficit -just the opposite of what would be expected 

based on the permanent income consurnption strategy. As the boom subsides, government 

revenue collapses, but spending remains at pre-boom levels (or even increases), setting in 

motion long-term fiscal problems". Government expenditure se ems to be sticky and th us the 

probable explanation for its referred behaviour. 

Chhibber et. al (1990) also decomposed government expenditure into wage bill, 

subsidies and transfers to enterprises, interest on foreign debt and interest on domestic debt, 

public investment and other government expenditure. The wage bill is a function of average 

normal wages paid by government and government employment. The interest on foreign debt 

is a function of the stock of debt, interest rates and the exchange rate. Interest on domestic 

debt is explained by the stock of domestic debt and the domestic interest rate. Subsidies in 

real terms are a function of differentiai between the growth of priees in the controlled sectors 

and overall inflation. The more priee controls there are, the higher the subsidies. Other 

government expenditure in real terms is treated as a function of the trend in real GNP, real 

imports and adjustment lag (Aghelvi and Khan, 1978). The result show that, the ratio of 

subsidies to GDP is positively related to the ratio of subsidies to GDP lagged one period and 

differentiai in priees and inflation. Real government expenditure is also positively related to 

real government expenditure lagged one period, real GDP, real import priees and inflation. 

Govemment revenue is positively related to GDP and government revenue lagged one period. 

Frotn the results, the Tanzi effect (with higher inflation, the deficit will rise, because revenues 
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will adjust slower than expenditures to inflation) becomes glaring. The adjustment coefficient 

in the other expenditure equations has a value of O. 77 as against the revenue adjustment 

coefficient whose value is only 0.61. These results show that other expenditures adjust to 

inflation by 77% within the year, whereas revenues adjust by only about 61% within the year, 

so that in the short run fiscal deficit will increase with higher inflation. 

A study carried out in Barbados (1991) specified a negative relationship between total 

real government spending and total government spending lagged by a period and a positive 

relationship between total real government expenditure and total government revenue and 

real per adult GDP. Here, the number of voters replaces the number of adults (population 

above 15 years) and the average wage in the manufacturing sec tor deflated by CPI. All the 

dependent variables are lagged by one period. The results suggest that large government 

deficits have contributed __!o excessive spending in Barbados, lending support to Buchanan

Wagner Hypothesis (BWH)24
. The growth of income is found not to be a very powerful 

determinant of the rapid increase in public spending in Barbados as opposed to "Say's Law of 

Government Spending"25
. The impact of the private sector wage bill suggests that growth in 

the government sector has depressed private sector productivity and hence the average 

product of the economy as a who le. An increase in the adult population in the long run tends 

to reduce the unit costs of government services. Buchanan and Wagner (1977) commenting 

on the situation in the United States argued that high deficits encourage higher levels of 

spending. Their proposition rests on the premium that public deficits reduce the perceived 

priee of pub li ely provided goods and services to the current voters who, in response, increase 

the demand for social services. This conclusion was further reached by Niskanen (1978) who 

used U. S. data, Provopoulos who also used data from Greece and Khan (1988) for Pakistan. 

24 
Budget deficits cause government expenditure 
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Ashan Syed M. et al. (1992) applied the granger causality test, using the case of the 

omitted variables in a bivariate and trivariate models to show causality between public 

expenditure and national income, to the group of top six industrialised countries (Canada, 

France, Germany, Italy, and the United K.ingdom or the G-7 minnus the U.S .). They 

introduced the growth rate ofnarrow money (Ml), the growth rate ofbroad money (M2), the 

interest rate and the nominal budget deficit as the omitted variables. Their results indicate 

that, of the G-7 countries, France and Ital y lend support to the bidirectional causality at the 

bivariate level. Unidirectional causality is obvious in U.K. in both the bivariate and the 

trivariate cases with the interest rate as additional variables in the latter. Both J apan and the 

U.S. demonstrate significant causality at the bivariate level, though this is the case at the 

trivariate model. The major conclusions that could be drawn out of this study are. Firstly, 

'• there is much diversity in the observed causal pattern among countries, both in direction, in 

the sign of the impact of one variable on another, and in the relevance of various omitted 

variables. Secondly, additional variables do matter in the type ofresults obtained. 

In developing countries, capital expenditure by govemment (which 1s also 

govemment's investment) is normally reflected in the development budget. Aderemi M. 

(1992) estimated govemment investment as a function of two exogenous variables-- the 

"target" investment level and aid flows-- and one endogenous variable-non-debt revenue. 

In the first stage of the 2SLS estimation, an instrument for revenue was obtained using such 

exogenous variables in the model as aid, GDP, previous imports, agricultural output, and 

primary school enrolment. The results show a positive link between aid and investment, an 

unexpected negative link between investment and the target level of investment and GDP 

lagged by one period while an increase in non-debt revenues has a surprisingly high marginal 

25 
Public expenditure is driven by the availability of revenue ( establishing causality between the two ). 
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impact on the level of investment (per capita). 

According to Kouassy and Bohoun (1993), exammmg the determinants of fiscal 

deficits will g1ve nse to two problems: measurement of fiscal deficits and the relevant 

variables affecting fiscal deficit. They also emphasised another problem that is the effect of 

inflation on spending and revenue sides of fiscal deficits as noted by Ekpo and Ndebbio 

(1990), Ariyo and Raheem (1989). They observed that public domestic arrears affect fiscal 

deficits as lagged revenue and expenditure arrears might have different net present values. 

The findings of their work revealed that for current government expenditure, the most 

significant variables are GDP and government expenditure lagged one period. Government 

expenditure is positively related to GDP through the income and public consumption effect of 

GDP changes (Tanzi, 1989). There is also a positive correlation between fiscal deficit and 

public investments. Combining the most significant explanatory variables of spending and 

revenue sides of the full model, fiscal deficit is estimated using the reduced form. The 

regression result shows a positive link bctween fiscal deficit and government expenditure 

lagged by one period, public investment and the annual average variations of the tax rate. A 

negative relationship between fiscal deficit and GDP, tax sensitivity to public investment, tax 

revenue lagged by one period and receipts from public corporations was also observed. These 

seven variables form the instruments that are available to Côte D'Ivoire to reduce fiscal 

deficits. 

Casin (1995) developed an endogenous growth model of the influence of public 

investment, public transfers, and discretionary taxation on the rate of economie growth. The 

data was tested using 23 developed countries and the results support the proposed influence 

of the public finance variables on economie growth. Recent literature emphasised the role of 

fiscal policy in influencing the rate of growth, with government spending directly affecting 
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private production functions (see Easterly (1989) and (1990); Barro 1990; and Barro and 

Sala-i-Martin (1992b) and (1995). 

Salvatore et. al (1997) estimated globally for each region a government employment 

function. Government employment as a l?ercentage of population is expressed as a function of 

per capita income, government wages relative to per capita GDP, central government fiscal 

deficit as percentage of GDP and population. They found that the association between 

government employment and per capita income is close and positive confirming Wagner's 

Law26
; and close and negative for relative wages. The population determinant is only 

significant and negatively related to central government employment in OECD and LAC 

countries. 

Ariyo (1993) centred his work on the sustainability ofNigeria's fiscal deficit. He used 

a simple model in an identity form to deduce the unsustainability index of fiscal deficit. The 

results are presented in a trend analysis format and the study concludes that the post-civil war 

reconstruction efforts, the oil boom and the debt burden induced a phenomenal increase in 

expenditure at a time when revenue was either contracting or insufficient. This caused the 

fiscal deficit to be unsustainable for most years between 1970 and 1990 except in 1975 and 

1979 when surpluses were recorded thanks to the oil boom. Ariyo's study is different from 

this work in terms of methodology and focus. This study avoids using fiscal deficit as a focal 

point in the review of the literature because fiscal deficit is treated as a residual of revenue 

and expenditure. The similarity in these two studies is, however that, they both recommend a 

reduction in government expenditure and an increase in government revenue. 

Having completed the review ofliterature, the next chapter will bear the methodology. 

26 
Government expenditure expands with the level of development.. 
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CHAPTERV 

METHODOLOGY 

Based on the literature review~d the methodology adopted in this study is the 

, ·· estimation of the determinants of government revenue, government expenditure and fiscal 

deficits using the technique of regression analysis. Regr~ssion analysis is chosen as a 

technique over the Gra~ge~ causality test, the trend anaJ~_sis and the divisa index approaches, 

all of which are other methods in the review of t~e literature. This is ~ecause in analysing 

govepunent revenue, expenditure and fiscal deficits, it provides numerical estimates for each 

1 ·' explanatory variable, thus facilitating policy analysis and projections as intended in 

budgeting. 

The importance of estimating revenue and expenditure functions is to be able to use 

.,. the obtained results to predict or forecast these relationships with more accuracy. Once the 

revenue~vels are obtained, expenditure plans and targets can be arrived at. This is very -
• i useful in planning annual budgets where expenditure plans and targets are related to revenue 

forecasts and forecasting of fiscal deficits. 

In the literature, almost all studies reviewed on public finance concentrated on either 

revenue or expenditure. One exception among few is the work done by authors like Koaussy 

and Bohoun (1993) on the Ivorian economy that combined both revenue and expenditure 

functions and added fiscal deficit in· their analysis. By bringing in together revenue, 

expenditure and fiscal deficits and by disaggregating revenue and expenditure into their 

various sub-categories, this study fills a gap in the literature. The fiscal deficit is treated as a 

residual of government revenue and expenditure27
• 

?7 
- See Kouassy and Bouhoun 
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The framework adopted has thirteen structural equations m all for estimation. 

Government reven1:1e is disaggregated based on the studies of Morande and Schmidt-Hebbel 

(1991), Koaussy and Bohoun (1993) and Peter S. Helier (1973), with sorne slight 

modifications. This classification of government revenue into four sub-categories includes 

tax in international trade, tax on income, tax on goods and services, and other revenue which 

are made up of non-tax revenue and grants. Then an aggregated total revenue function is 

estimated to test the Tanzi "effect'" hypothesis which states that revenue adjusts slower than 

expenditure and hence fiscal deficit widens with inflation. Similarly, using Chhibber et al's 

(1990) classifications, government expenditure is decomposed into six sub-categories which 

are: the wage bill, purchases of goods and services, subsidies and transfers, capital 

expenditure, interest payments and other expenditure28
. Furthermore, the aggregated function 

for expenditure is also estimated to · verify the Tanzi "effect" hypothesis. The IMF 

Government Financial Statistic classifications of expenditures and revenues were used to 

complement these classifications. On the basis of these explanatory variables for revenue and 

expenditure, the fiscal deficit function is estimated. Thus fiscal deficit is treated as a residual. 

All real values are transformed using their corresponding nominal. values deflated by 

consumer priee index with 1990 as the base. The exception is the real GDP that is deflated by 

the GDP deflator. All the functions are estimated in log-linear form so that the coefficients 

obtained are elasticity estimates. 

28 
This is similar to Chibber et. al's classification of Zimbabwe's government expenditure (1990) 
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5.1 MODEL SPECIFICATION 

The thirteen structural equations are specified as follows: 

5.2 GOVERNMENT REVENUE FUNCTIONS 

The functions of govemment revenue are specified below. 

The first is the tax on international trade function. 

1. LTINT = f(DM90, LSSERV, LRTLDEBT, LTLXP, LTINTL, LDOP3) 

Tax on international trade (LTINT) is expected to be a positive function of the share of 

services to GDP (LSSERV), real total debt (LRTLDEBT), real total expenditure (LTLXP), 

the degree of openness (LDOP3)29 and a dummy variable to capture the effect of a change in 

the tax regime in 1990 (DM90)30
. It is also specified as negatively related to the tax on 

international trade lagged by one period (LTINTL). The 1986, 1988 and 1990 dummies 

represent changes in the tax regime. 

DM86, DM88 and DM90: High tax rates that are above the optimum tax rate will 

encourage smuggling and tax evasi,G>n to an extent that tax revenue will drop . Thus, widening 

the tax base and changing the tax regime to reflect lower levels of tax rates and additional 

taxes might increase tax revenue and in the process increase govemment expenditure also. 

29 
Export plus imports over GDP 
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SHARE OF SERVICES TO GDP (LSSERV): The service sector (Tourism in 

particular) in the Gambia like most developing countries is a major contributor to government 

tax revenue (for example, airport levy and sales tax). 

REAL TOTAL DEBT STOCK (LRTLDEBT): Peter S. Helier (1973) has shown that 

non-debt revenue is positively sensitive to the level of official loans in Anglophone West 

African Countries. This is because debt will increase the consumption of domestic and 

imported products and in the process influence tax revenue. 

TOTAL EXPENDITURE (LTLXP): Expenditure, according to the Barro thesis (1974) 

positively influences revenue. In budgeting expenditure are closely tied to revenue targets. 

DEGREE OF OPENNESS (LDOP): The degree of openness defined as the total of 

exports and imports over GDP is the tax base for international trade tax. Thus the postulated 

positive sign. 

LAGGED DEPENDENT VARIABLES: The use oflags have been introduced by Tanzi 

(1977) and empirically verified by Aghelvi and Khan (1978). Lags can be positively or 

negatively related to their independent variables. The use oflags stems from the fact that they 

affect government revenues and expenditures in inflationary situation. 

POLICY SWITCH DUMMY (DMP): The use of the policy switch dummy variable 

attempts to capture the ERP reforms on revenue and expenditure. These reforms took the 

form of improving tax administration and tax collection measures coupled with expenditure 

reducing policies. Thus a positive sign ·is postulated between revenue and the DMP and a 

negative sign for expenditure 

30 
Zero for other years and one for 1990 



74 
The next one is the tax on incarne function, defined as: 

2. LTINC = f(LRC, LREXR, DMP, LDEFI, LEMP, LGDP) 

Real tax on in come (L TINC) is posited to be positively explained by the receipts from 

public corporations (LRC), the policy switch dummy variable (DMP) and the level of 

employment (LEMP) and the level of GDP (LGDP). A negative relationship is expected 

between the real exchange rate (LREXR)31 and fiscal deficits' (LDEFI) on the one hand and, 

tax on incarne on the other. 

REAL RECEIPTS FROM PUBLIC CORPORATIONS (LRC): used to depict profits 

from these corporations that form the tax base of incarne tax. There is a positive relationship 

between receipts from corporations and incarne tax. The same relationship holds in the case 

ofGDP. v 
REAL EXCHANGE RATE (LREXR): The effect of the real exchange rate variable on 

government revenue depends on the structure of government revenue. A depreciation will 

boast direct and indirect taxes and the sale of traded goods while the opposite happens for 

non-traded goods. This is because depreciation like devaluation will increase the value of 

imports and reduce the value of exports. Since import duty contributes a major part of 

government revenue and consumption, it forms the base for sorne taxes and hence the 

negative relationship. 

CIVIL SERVICE EMPLOMENT (LEMP): The level of employment is closely and 

positively linked to the total wages paid. Total wages can be defined as the product of the 

level of employment and the amount of total wages per employee. Thus total wages is the 

31 
Real exchange rate (REXR) = CPI oflndustri~l Countries/Gambia CPI*Nominal Dalasis to Dollar exchange 

'· 
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base for tax on salaries and benefits of employees. 

FISCAL DEFICIT (LDEFI): Fiscal deficit is a residual product of government revenue 

._../ ../ 
and government expenditure (fiscal deficit =government revenue-government expenditure). 

Thus increased government revenue will automatically reduce the fiscal deficits. 

The third revenue function is the one on tax on goods and services. 

3. LTGS = f(LRPC, LDEMO, DM90, DM88, LGDP, LTGSL) 

~ 

The real tax on goods and services (LTGS) is specified as a positive function of the 1990 

dummy (DM90) 1988 (DM88i2 dummy which represent changes in tax regimes, the real 

private consumption (LRPC) and the degree of monetization (LDEMO, measured as 

M2/GDPi3
, the GDP and one period lag oftax on goods and services (LTGSL). 

REAL PRIVATE CONSUMPTION (LRPC): The real private consumption forms the 

tax base for consumption tax (for example the sales tax). In the same vein, the level of GDP 

influences positively the tax revenue because it is the tax base for the entire economy. 

DEGREE OF MONETISATION (LDEMO): This is explained by the fact that most 

transactions are not monetised in developing countries and hence are left out of the tax net. 

The more the economy is monetised, the more the tax net and hence an increase in tax 

revenue. 

The fourth equation is the other revenue function. 

rate 
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4. LOREY = f(DM90, DMP, LOREYL, LREXR, LTLXP) 

The real other government revenue (LOREY) is specified as a positive function of the 

1990 dummy (DM90) variable, the policy switch dummy variable (DMP)34
, one period 

adjustment lag of other revenue (LOREYL) and total expenditure (LTLXP). ·A negative 

relationship is anticipated between the real exchange rate (LREXR) and other revenue. 

The final revenue function (total revenue function) follows as: 

5. LTLRG = f(LTLRGL, LREXR, LGDP) 

The real total government revenue (L TLRG) is also structurally specified as being/ 

• 
directly related to the real total revenue l!igged one period (LTLRGL) and the GDP. An .,. 

inverse relationship is expected between the total revenue and the real exchange rate 

(LREXR). 

5.3 GOVERNMENT EXPENDITURE FUNCTIONS 

The specifications of government expenditure functions are shown thus: 

The first is expenditure on wages. 

32 
Zero for other years and one for 1988 representing the introduction of the national sales ta x. 

33 
see African Development Review, AERC, VoL 9, No.1, June 1997, p .33 

34 
zero for po or fiscal policies ( high expenditure & low revenue; 1972-1985) and one for fiscal prudence period 

(measures to reduce expenditure & increase revenue; 1985-1992). 
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6. LWAGS = f(DMP, LPCI, LEMP, ELECTDM, LWAGSL) 

The real wage bill (LW AGS) is posited to be directly related to the per capita income 

(LPCI), the level of civil service employment (LEMP), the election dummy (ELECTDM) and 

the one period adjustment lag of wages (LW AGSL ). An inverse relationship is expected 

between the real wage bill and the policy switch dummy (DMP). 

THE PER CAPITA INCOME (LPCI): The use of the per capita incarne variable is 

popularised by Wagner' s Law. According to this law, government expands its activities with 

increased economie activities. The per capita incarne has been used in most studies as a proxy 

to the level of development. 

ELECTIONS (ELECTDM): Bl.rd (1970) emphasised the need to recognise social 

and political factors as determinants of expenditure. It has been proven in most studies and in 

the SESAME model of Senegal that elections positively influence wages. This is because in 

these countries, the activities of labour unions greatly influence wage determination. Labour 

unions can use election periods to agitate for higher wages or politicians can increase wages 

to garner more votes. 

The next expenditure function is that on the purchases of goods and services. 

7. LPURGS = f(LRTLDEBT, LGDPSM, LDURB, DM88, DMP, DM90, LPCI,) 

Purchases of goods and services is a priori, directly related on the one hand to the 

stock of total debt (LRTLDEBT), gdp lagged one period (LGDPSM), the degree of 
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urbanisation (LDURB)35

, the 1988 and 1990 dummies (DM88 and DM90), and the level of 

per capita incarne (LPCI). On the other hand, purchases of goods and services is presumed to 

be inversely related to the policy switch dummy variable (DMP). 

DEGREE OF URBANISATION (LDURB): Musgrave (1973) referred to 

demographie and technological factors that affect expenditure development as "conditioning 

factors" . Thus the use of population, degree of urbanisation etc as explanatory variables that 

positively impact on expenditure. 

The next function specified below is the one on subsidies and transfers. 

8. LSUBST = f(DM88, DM86, DMP, LPCI, LEMP) 

The real subsidies and transfers function (LSUBST) is a positive function of 1988 

(DM88), the 198636 dummy (DM86) that captures trade liberalisation (DMP), and the level of 

per capita incarne (LPCI). An inverse relationship is posited between subsidies and transfers 

on the one hand and the policy switch variable (DMP) and the levels of civil service 

employment (LEMP) on the other hand. 

Capital expenditure is defined as: 

9. LCAP = f( LRTLRG, DM86, LDEFI) 

Real capital expenditure (LCAP) 1s negatively influenced by the 1986 durnmy 

35 
measured as population of the urban areas over the total population. -
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variable (DM86). A positive relationship is specified between real capital expenditure on the 

one hand and total revenue (LRTLRG) and the level of defiçit (LDEFI) on the other hand. 

FISCAL DEFICIT (LDEFI): The use of fiscal deficits as determinants of 

expenditure cornes from the famous Buchanan Wagner Hypothesis. Many studies have 

corroborated their findings of a direct relationship and the explanation given is that higher 

deficits encourage higher expenditure especially on demand for social services. 

The other expenditure function is as follows: 

10. LOTEX = f(DM90, LREXR, DMP, LPURGS, LOTEXL) 

Real other expenditure (LOTEX) is also a priori, positively influenced by the 1990 

dummy (DM90) and purchases of goods and services (LPURGS). An inverse sign is expected 

between other revenue on the one hand and other expenditure lagged one period (LOTEXL), 

the real exchange rate (LREXR) and the policy switch durnmy (DMP). 

REAL EXCHANGE RATE (LREXR): Government policies, for example, 

consumption expenditure and investment appreciate the real exchange rate. Appreciation also 

makes foreign currency denominated debt to be more expensive. This justifies the positive 

link between the real exchange rate and government expenditure. 

The specification for real interest payments is given by: 

11. LRINT = f(LRTLDEBT, LRDOMINT, LRINT) 

36 
Zero for other years and one for 1986 
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Real interest rate payment (LRINT) is a priori, directly related to real total debt 

(LRTLDEBT) and the real interest payment lagged one period (LRINTL). The real deposit 

interest rate (LRDOMINT) is expected to show an inverse relationship. 

REAL TOTAL DEBT (LRTLDEBT): Interest payments are calculated using the 

interest rate and the total stock of debt. Thus, the positive relationship between interest 

v v 
payrnent and the debt stock. 

REAL DOMESTIC DEPOSIT RATE (LRDOMINT): The real domestic deposit 

rate affects private savings which competes with dotAestic government borrowing. If the real 

deposit rate is higher than the government's borrowing rates (treasury bill and bond rates), 

then people in their portfolio investments save rather than buy bonds. This makes it very 

expensive for government to borrow and hence the inverse relationship between interest 

payrnent and the real deposit rate. 

Equation 12 below shows the function for total expenditure. 

12. LTLXP = f(LCAP, LSUBST, LREXR, DM86, DM90, LTLXPL, DMP) 

Real total expenditure (LTLXP) is expected to be a negative function of the 1986 

dummy (DM86), the policy switch (DMP) and total expenditure lagged one period 

(LTLXPL). As in total revenue, the lagged total expenditure is introduced to test the effect of 

adjustment on total revenue and expenditure that constitutes one of the hypotheses of this 

work. On the .other hand, real total expenditure is positively related to real capital 

expenditure, real subsidy and transfers (LSUBST), real exchange rate (LREXR) and 1990 
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dummy (DM90). 

CAPITAL EXPENDITURE (LCAP): The development strategy adopted by most 

developing countries in the 70s and 80s was one of rapid modernisation. Heavy capital 

investments were thus made in the form of projects. For most countries, the Gambia 

inclusive, this component has been the cause for a growth in total expenditure. Thus the 

positive sign describes this relationship. 

SUBSIDIES (LSUBST): This has been a policy tool used by governments to give 

priorities to certain sectors or to favour certain interest groups or persons who are mostly 

under-privileged. Thus the rapid growth of subsidies expanded total expenditure. 

lt Finally, fiscal deficit is specified in equation 13 below as: 

5.4 FISCAL DEFICIT MODEL 

13. LDEFI = f(LREXR, LTLRGL, LTLXPL, DM90, LDOP3, LPCI) 

' 1 
The real fisct'ficit (LDEFI)iS' specified as directly related ta the real exch,;{ge rate 

(LREXR), total expenditure (LTLXP), 1990 dummy (DM90), and the leve! of per capita 
i 

income (LPCI). The deficit is a priori, expected to be a negative function of one period lag of 

real total revenue (LTLRGL) and the degree ofopenness ofthe economy (LDOP3). This last 

explanatory variable is used to test the effect of openness on fiscal variables in the Gambian 

economy. 
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ONE PERIOD LAG OF TOTAL EXPENDITURE (LTLXPL) AND TOTAL 

REVENUE (LTLRGL): fiscal deficit is a residual of the difference between government 

revenue and government expenditure. Hence the postulated negative relation between 
/ 

government revenue and fiscal deficit and the positive sign for government expenditure. 

Kouassy and Bahoun (1993) used these variables. 

REAL EXCHANGE RATE (LREXR): appreciation of the real exchange rate will 

decrease government revenue and increase government expenditure. Thus the positive 
4• ;;?" 

relationship between the real exchange rate and fiscal deficit. 

5.5 SUMMARY OF THE SPECIFIED EQUATIONS 

Government Revenue Fmictions 

1. LTINT = f(DM90, LSSERV, LRTLDEBT, LTLXP, LTINTL, LDOP3) 

2. LTINC = f(LRC, LREXR, DMP, LDEFI, LEMP, LGDP) 

3. LTGS = f(LRPC, LDEMO, DM90, DM88, LGDP, LTGSL) 

4. LOREY= f(DM90, DMP, LOREVL, LREXR, LTLXP) 

5. LTLRG = f(LTLRGL, LREXR, LGDP) 

Government Expenditure Functions 

6. LWAGS = f(DMP, LPCI, LEMP, ELECTDM, LWAGSL) 

7. LPURGS = f(LRTLDEBT, LGDPSM, LDURB, DM88, DMP, DM90, LPCI) 

8. LSUBST = f(DM88, DM86, DMP, LPCI, LEMP) 

9. LCAP = f(LRTLRG,DM86, LDEFI) 

10. LOTEX = f(DM90, LREXR, DMP, LPURGS, LOTEXL) 

11. LRINT = f(LRTLDEBT, LRDOMINT, LRINTL) 

12. LTLXP = f(LTLXPL, DM88, LREXR, LPCI, LDEFI, DMP) 
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FISCAL DEFICIT EQUATION 

13. LDEFI = f(LREXR, LTLRGL, LTLXPL, DM90, LDOP3, LPCI) 

5.6 EVALUATING THE RESULTS 

The methodology consists mainly of estimating the relationships with the help of 

EVIEWS (Econommetric views) verson 2.0 on Windows 95 Micro-Soft computer software. 

Both qualitative and quantitative variables are used with the former represented by dummy 

variables. 

The results will be evaluated using statistical tools such as the R 2, the Durbin-Watson 

statistics, the "student t'' test and the F -statistics. In addition, use will be made of diagnostic 

tests that comprise mainly the residual and stability tests. The former consists of the 

normality test (Jack Bera), the Breusch-Godfery test (a better test than the D-Wtest since it is 

also valid for functions with lagged dependent variables), the Arch test and White's test 

which are yardsticks for measuring both heteroscedasticity and specification errors. There are 

also stability tests of two types: one is the Chow test (used for forecasting) and the other is 

the Ramsey Reset-test that is purposely used as specification tests. 

5.7 DATA SOURCES, SCOPE AND LIMITATIONS 

All revenue and expenditure variables were extracted in their nominal forms from the 

International Financial Statistics, the Budget Estimates from the Ministry of Finance and 

Annual Publications from the Central Bank of the Gambia. 
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Imports, exports and exchange rates were obtained from the IMF International 

Financial Statistics, while GDP, consumer priee index, govemment consumption, degree of 

·; urbanisation and population were derived from World Bank, World Tables. 

Broad money (M2) was obtained from the annual publications of the Central Bank 

while the share of the various sectors to GDP was computed from the publications of the 

Central Statistics Department such as the Statistical Abstract and the National Accounts . 

The scope of the study is 1972 to 1992 for the econometrie estimates and up to 1997 

for the trend ana1ysis and the public expenditure reviews (PERs). As in most studies, access 

to data has been a major problem. Also as data have been classified and reclassified in 

different forms over the study period, this has resulted in problems of harmonising the data. 

The use of different publications for certain data points are likely to affect the accuracy of 

.• results, although great care is taken to minimis~ this. 

Having specified the various equations, the following section presents the results of 

each ofthese equations and the diagnostic and other statistical tests that validate them. 

5.8 INTERPRETATION OF REGRESSION RESULTS 

The results are presented in the following sections. Overall there are thirteen results 

that are presented and each is followed directly by its interpretation. Each result contains its . . 

standard statistics and diagnostic tests. The keys to the tables of the results are as follows: 

** = Significant at 10% level n=21 

* = Significant at 5% level 

R2 = Adjusted coefficient of determination. 



Figures in brackets represent absolute values of the t-statistics 

BG means Breusch-Godfrey Seriai LM Test and JB is the Jack Bera normality test. 

RSS is the residual sum of squares. 

The first equation is the function that explains international tracte tax. 

/ v v 
1. LTINT = -1.7 - 0.4 D M90 +1.32 LSSERV +0.08 LRTLDEBT +0.32 LTLXP 

(1.32)** (5.1)* (3.43)* (2.67)* (3.59)*'' 

-0.46 LTINTL +0.17 DOP3 
/'-

(1.48)** (1.28) . ./ 

. 
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b :z- 0 

b 1 0 ~~ 

t ~ 0 qb l-i 
t ~-~ J-'i~ 1 c ...... 

R" 0.87 J. B =0.25 Prob = 0.88"~ Chow F =0.4 Prob = 0.67 \.. 

DW 2.21 BG F = 0.43 Prob = 0.53 / Ramsey F = 0.01 Prob =0.92 

F / 23.4 Arch F = 0.15 Prob = 0.7 
1 

RSS 0.06 White F = 1.56 Prob = 0.26 

Taxes on international tracte will increase with increases in the share of services to 

GDP, the total debt, total expenditure and the degree of openness of the economy. The latter 
.-' 

variable is the base for this type oftax and raises international tracte tax through additional tax 

revenue from re-exP"ort trade in the Gambia. Its elasticity is 0.17 and this shows that 

international tracte is highly inelastic and a one percent change in the degree of openness will 

change this tax by less than one percent. Total debt received increases expenditure by 

increasing the purchasing power for domestic products and imported goods. The most 

important determinant of this tax is the share of services to GDP with a coefficient of 1.32. 

The service sector (tourism being dominant) in the Gambia is highly linked to the extemal 
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sector and as such relies heavily on imported inputs. The desire to raise international trade tax 

revenue is seen to rise in the same direction with total expenditure thereby establishing that 

expenditure can determine revenue. This tax is also seen to be in opposite direction with a 

one period adjustment lag and the 1990 change in the tax regime that widened the tax base. 

The coefficient for the adjustment lag is (@=1-0.46 = 0.64, see footnote 37. Widening the 

domestic tax base was aimed at reducing reliance on international trade tax, hence the 

unexpected negative sign between international trade tax and the 1990 change in the tax base. 

Ali the variables used are statistically significant except the degree of openness variable. The 

variables also show inelastic coefficients except the share of services to GDP. The R2 

indicates that 87% of the variations in international trade tax is explained by the explanatory 

variables of this tax function. The F-statistics and the diagnostic tests are fairly good (See 

annex for interpretation of fairly good diagnostic tests). The Breusch-Godrey test which is a 

more general test for auto-correlation is acceptable. 

The second function is the tax on income and is presented as follows: 

2. LTINC = -0.54 +0.06 LRC +0.73 LREXR +0.57 DMP -0.04 LDEFI +0.15 LEMP 

(0.21) ( 4.23)* (1 0.98)* (1 0.41 )* (1.96)* (2.1 0)* 

+0.58 LGDP +0.34 AR(1) 

(2.01)* (9.4) 

R~ 0.96 J.B=0.41 Prob = 0.81 Chow F = 1.49 Prob = 0.44 

DW 2.29 BG F = 0.04 Prob = 0.86 Ramsey F = 0.36 Prob =0.65 

F 36.75 Arch F = 0.09 Prob = 0.76 

RSS 0.00 White NOT A V AILABLE 

Income tax 1s found, to move m the same direction with the receipts from 
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corporations, appreciation of the real exchange rate, the po licy switch variable representing 

more fiscal prudence and more efficient tax collection, civil service employment and the level 

of GDP. An inverse relationship is observed between the tax on in come and the lev el of fiscal 

deficit. Profits of the corporations and the lev el of GDP form the tax base of income tax. The 

civil service employment is also a base for income tax since wages and salaries are part of the 

income tax net. Profits and dividends are influenced by exchange rate movements and hence 

the likely positive impact of appreciation on income tax. The real exchange rate is the most 

important determinant ofincome tax with coefficient of0.73 . AU the coefficients are inelastic 

All the explanatory variables are statistically significant. The model explains 96% of the 

variations in income tax. The Breusch-Godfrey test for seriai correlation is good. Overall the 

Diagnostic and the F-statistics tests are satisfactory. 

Thirdly, the equation for the tax on goods and services is: 

3. LTGS = -25.49 +2.16 LRPC +0.38 LDEMO +0.55 DM90 -0.51 DM88 

(4.18)* (3.11)* (2.11)* (1.38)** (1.28) 

+1.38 LGDP +0.13 LTGSL 

(2.1 0)* (0.81) 

Rl 0.88 J. B =0.82 Prob = 0.66 Chow F = 0.03 Prob = 0.97 

DW 1.94 BG F = 0.00 Prob = 0.96 Ramsey F = 0.11 Prob = 0.74 

F 25 .3 Arch F = 0.41 Prob = 0.53 

RSS 1.5 White F = 1.16 Prob = 0.42 

Taxes on goods and services have, as their tax base, the real private consumption and 

the GDP. These are the most important determinants of this tax and they have an elastic 

coefficient of 2.16 and 1.38 respectively. Increased degree of monetisation, the real private 
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consumption, the GDP, taxes on goods and services lagged one period, 1988 and 1990 

dummy variables all increase with this tax. The 1988 sales tax bears the wrong sign although 

it is statistically insignificant and hence could be ignored. The efforts that broadened the tax 

base in 1990 has the correct sign but statistically insignificant. In this function, only the real 

private consumption and GDP have elasticities greater than one while all the variables except 

1988 and 1990 dummies including the one period adjustment lag variables are statistically 

significant at 5% level. 92% of the variations in taxes on goods and services are explained by 

variations in the explanatory variables. The F-test and the diagnostic tests are fairly okay. The 

Breusch-Godfrey test has shown that there is no seriai correlation. 

The other revenue function is the next equation below: 

4. LOREY= -2.57 -2.52 DM90 +1.21 DMP +0.23 LOREVL +0.58 LREXR +1.04 LTLXP 

(1.19) (6.3)* (2.8)* (1.63)** (1.60)** (2.72)* 

R" 0.72 J. B =1.34 Prob = 0.51 Chow F = 0.31 Prob = 0.74 

DW 1.90 BG F = 0.01 Prob = 0.90 Ramsey F = 0.00 Prob =0.97 

F 10.78 Arch F = 0.12 Prob = 0.73 

RSS 1.7 White F = 1.09 Prob = 0.43 

Other revenue will increase with increases in the real exchange rate, one period 

adjustment lag, policy switch variable and the total expenditure. The 1990 durnmy variable, 

the policy switch and the total expenditure variables (are the most important determinants) of 

other revenue. The real exchange rate carries an unexpected positive sign. This is probably 

because the exchange rate positively influences the grant element of other revenue that is 

normally denominated in foreign currencies. Other revenue decreased when the 1990 change 

in the tax regime occurred. A probable reason for this could be that when the tax base is 
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increased, this could imply foregoing certain revenue sources. This is justified when 

duplication of certain taxes are avoided. Only the one period adjustment lag and the real 

exchange rate variables have inelastic coefficients, although all are statistically significant at 

5% and 10% levels. Other revenue adjusts to inflation by 1-0.23 = O. 77%. The constant term 

is significant. The R2 is the second lowest "goodness of fit'' for all the results obtained. Only 

72% of the changes in other revenue is explained by variations in the explanatory variables. 

This suggests sorne omitted variables. It could also be the case that other revenue is a residual 

and combines all other unidentified taxes such as property tax, fees and fines etc. AU other 

tests are relatively fine. 

The final revenue equation is the total revenue function which is given as: 

5. LTLRG = 0.69 +0.56 LTLRGL -0.41 LREXR +0.29 LGDP - 0.37 AR(l) 

(0.5) (3.31)* (1.79)** (1.69)** (1.32)* 

RL 0.80 J.B=l.19 Prob = 0.55 Chow F = 0.20 Prob = 0.82 

DW 2.04 BG F = 0.09 Prob = 0.77 Ramsey F = 0.04 Prob =0.85 

F 17.7 Arch F = 0.00 Prob = 0.97 

RSS 0.025 White F = 1.21 Prob = 0.36 

Total revenue is shown to improve with one period lag of total revenue, the 

depreciation of the real exchange rate and GDP. Total revenue adjusts to inflation by 1-0.56 = 

0.44%. Thus the full adjustment oftotal revenue will take about 27.27 months to complete37
. 

All the dependent variables have inelastic coefficients and they are all statistically significant 

at 5 or 10 percent levels. The "goodness of fit" is 80% in this function which is fairly good 

37 
The interpretation is taken from GHOSE, LAHIRI and WADHW A. 'Quantitative Restrictions and Indian 

Imports' Journal ofDevelopment Economies. No. 20, 1986. P.257 . Theil· irnplied formulais (1 /@*12)= number 
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and ali diagnostic tests are fairly satisfactory. There 1s no trace of seriai correlation as 

confirmed by the Breusch-Godfrey test. 

The wage bill function that corresponds to equation 6 is estimated as: 

6. LWAGS = +10.6 -0.47 DMP +1.43 LPCI +0.21 LEMP -0.07 ELECTDM+0.29LWAGSL 

(3.15)* (4.03)* (3.09)* (1.37)** (1.11) (1.16) 

RL 0.81 J. B = 1.01 Prob = 0.60 Chow F = 0.13 Prob = 0.87 

DW 1.91 BG F = 0.01 Prob = 0.93 Ramsey F = 0.13 Prob =0.73 

F 16.33 Arch F = 0.01 Prob = 0.91 

RSS 0.17 White F = 0.62 Prob = 0.74 

Wages would experience a reduction with reforms in the form of increased fiscal 

policy prudence that required expenditure reductions. Thus, policy switch (DMP)38 has 

reduced real expenditure on wages. The level of development as proxied by the per capita 

income variable confirms Wagner's Law of increased government activities with increased 

level of development. Thus wages will increase with increases in the level of development. 

The per capita income variable is in fact the most important determinant of wages in the 

Gambia with an elastic coefficient of 1.43. The number of employees in the civil service and 

wages lagged by one period all can incn~ase wages. The election dummy (ELECTDM) bears 

an unexpected negative sign and is statistically insignificant. Since this variable is 

insignificant it can be ignored. Elections have been a weak explanatory variable for wages in 

the Gambia. This is probably because labour union activities are weak and also the reforms 

of months required to complete adjustrnent. Where, @ = adjustrnent coefficient. 
38 

Policy switch here means a change in fiscal policy fi-om one with high expenditure and low revenues as a 
result ofpoor fiscal policies to one with increased revenue and reduced expenditure due to reforms. 
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undertaken have placed sorne restrictions on the growth of wages since 1985. Wages are 

inelastic to all these variables except the per capita variable. AU the explanatory variables 

carry their right signs except the election variable and are significant at 5% level except the 

election dummy and the one period adjustment lag of wages. The significant constant term is 

a pointer to the fact that even when all these explanatory variables are zero, there will still be 

sorne wages. This probably explains why wages are sticky downwards. About 81% of the 

changes in the Gambian wage bill are accounted for by changes in the independent variables 

above. The presence of seriai correlation has been removed by first order auto regression. 

This leaves us with a fairly good Breusch-Godfrey test. The F-test and the diagnostic tests 

are all satisfactory. 

Purchases of goods and services function is written as: 

7. LPURGS = +20.96 +0.44 LRTLDEBT +1.16 LGDPSM -7.1 LDURB +0.77 DM88 

(3.72)* (5.1)* (4.41)* (6.51)* (3.57)* 

-0.84 DMP +0.97 DM90 + 1.17 LPCI -1.05 AR(1) 

(4.44)* (4.82)* (1.87)** (6.09)* 

R" 0.88 J. B = 0.67 Prob = 0.72 Chow F = 0.65 Prob = 0.55 

DW 2.21 BG F = 0.22 Prob = 0.64 Ramsey F = 0.32 Prob = 0.58 

F 17.23 Arch F = 1.14 Prob = 0.30 

RSS 0.35 White F = 0.95 Prob = 0.55 

Purchases of goods and services will increase with increases in the level of 

development (Wagner's Law), gdp lagged one period, the total stock of debt and the 1988 

and 1990 dummies. Also, purchases of goods and services will faU with the policy switch 

variable (DMP) and the degree of urbanisation. An unexpected negative sign is carried by the 
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degree of urbanisation. The most important determinants here are the degree of urbanisation, 

per capita incarne variable and gdp lagged one period. They all happen to be elastic with 

coefficients 7.1, 1.17 and 1.16 respective! y. All the dependent variables are significant at 5 

and 10% levels. This implies that all these variables have significant relationships with the 

independent variable. This madel accounts for about 88% of the variations in purchases of 

goods and services. The Durbin-Watson test, the Breusch Godfrey and the white tests all 

suggest absence of seriai correlation. All the diagnostic tests are fairly good. 

Subsidies and transfers function is defined as: 

8. LSUBST = -1.9 +1.08 DM88 +3.1 DM86 -1.8 DMP -1.50 LPCI -0.21 LEMP -0.7AR(1) 

(0.22) (2.8)* (9.1)* ( 4.3)* (0.99) (0.87) (3.39)* 

Rl 0.84 J. B = 1.51 Prob = 0.47 Chow F = 0.38 Prob = 0.74 

DW 2.05 BG F = 0.26 Prob = 0.61 Ramsey F = 0.38 Prob =0.55 . 

F 16.36 Arch F = 0.00 Prob = 0.97 

RSS 1.50 White F = 0.38 Prob = 0.89 

Tax regime changes in 1986 and 1988 positively influenced the level of subsidies and 

transfers. This is perhaps through the _positive impact they can have on revenue that is 

transmitted to expenditure. Increase in per capita incarne, employment and expenditure cuts 

in the form ofpolicy switch will reduce subsidies and transfers. A priori, as in Wagner's Law, 

expenditure increases with increased per capita incarne (the level of development). However, 

with higher levels of development, the need for subsidies will reduce and hence the negative 

sign. Similarly, high levels of unemployment will justify increased subsidies and transfers to 

the jobless. All coefficients of the independent variables are elastic except the level of 

employment. In addition, all except the per capita incarne, the constant term and the level of 
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employment are significant at 5% level. The model has an explanatory power of about 84%. 

On the whole it satisfies all the diagnostic tests. 

Capital expenditure function is shown in equation 9 as: 

9. LCAP = -5.23 + 1.64 LRTLRG -0.84DM86 +0.22 LDEFI 

(2.88)* (5 .07)* (3.99) (2.98)* 

RL 0.84 J. B = 0.38 Prob = 0.82 Chow Not Available 

DW 1.73 BG F = 0.13 Prob = 0.72 Ramsey F = 0.05 Prob =0.82 

F 26.79 Arch F = 2.10 Prob = 0.17 

RSS 0.072 White F= 0.20 Prob = 0.95 

The higher the deficit and the greater the total governrnent revenue receipts, the 

greater the expenditure on capital. This conforms with a priori expectations of the link 

between total revenue and capital expenditure, since capital expenditure is highly financed by 

loans and grants and counterpart funds which form part of total revenue. Here, the level of 

deficit has influenced expenditure on capital (similar to the Buchanan-Wagner Hypothesis 

which states that the deficit dete1mines governrnent expenditure). The 1986 dummy 

negatively influences capital expenditure. Trade liberalisation can impact negatively on 

revenue since tariff rate are reduced and this reduced revenue can cause a reduction in capital 

expenditure. The important determinants is the total revenue variable. All explanatory 

variables are inelastic to capital expenditure except the total revenue and also all the 

explanatory variables are statistically significant The model exp lains 84% of the variations in 

capital expenditure. One can rely on the satisfactory Breusch-Godfrey test to conclude that 

the effect of seriai correlation has been nullified. The obtained standard and diagnostic tests 

are quite satisfactory. 
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Equation 10 indicates the function for other expenditures and is presented thus: 

10. LOTEX = 0.33 +1.20 DM90 -1.46 LREXR -1.07 DMP +0.44 LPURGS -0.09 LOTEXL 

(0.21) (2.44)* (2.08)* (2.13)* (1.35)** (0.44) 

Rt 0.67 J. B = 0.78 Prob = 0.67 Chow F =0. 26 Prob =0.77 

DW 1.72 BG F = 0.21 Prob = 0.65 Ramsey F = 0.05 Prob =0.82 . 
F 5.41 Arch F = 0.05 Prob = 0.81 

RSS 2.40 White F = 0.46 Prob = 0.86 

Other expenditure will go up any time there is a depreciation of the real exchange 

rate, there is an increase in purchases of goods and services (LPURGS) in addition to an 

increase in the tax base (DM1990). Increments in government revenue as a result of 

increased tax base (DM90) will leave government with more revenue to spend. An inverse 

relationship is observed between the policy switch dummy and other revenue.All the 

coefficients are inelastic except for the 1990 dummy. In addition, ali the variables are 

significant except the other expenditure lagged one period. This suggests no or weak 

relationships between other expenditure and other expenditure lagged one period. However, 

its inclusion in the estimation improves the results. Inelastic coefficients imply that a one 

percent change in these variables will induce a less than one percent change in other revenue. 

The explanatory variables account for 67% of the variations of other expenditure. This weak 

coefficient of determination is explained by the fact that other expenditure is also a residual 

like other revenue. Ali the unclassified expenditure items are dumped into this miscellaneous 

category, hence making it difficult to find explanatory variables for it. The diagnostic tests 

are all satisfied. The F-statistics, though rela.tively low, still falls within the acceptable range. 
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The real interest payment is captured in equation 11 as: 

11. LRINT = -7.75 +1.8 LRTLDEBT -0.7 LRDOMINT -0.11 LRINTL-0.3 AR(2) 

(5.43)* (6.94)* (3.29)* (0.75) (1.19) 

R" 0.95 J. B = 0.87 Prob = 0.64 Chow F =0.79 Prob =0.52 

DW 1.92 BG F = 0.01 Prob = 0.90 Ramsey F = 0.01 Prob =0.97 

F 87.6 Arch F = 0.88 Prob = 0.36 

RSS 1.0 White F = 0.61 Prob = 0.71 

Real interest payment has as the most important determinants as the stock of debt and 

the real deposit interest rate with coefficients of 1.8 and 0.70 respectively. However, the real 

deposit interest rate variable enters the function with a negative sign. This is because high 

real deposit interest rate will induce more savings and thus, government borrowing will be 

reduced by the competitive deposit rate, except if the lending rate to government is higher. In 

this way it will be more expensive for government to lend and thereby increasing interest 

payment on domestic loans. Reductions in expenditure (policy switch) and the adjustment 

variable will all reduce real interest payments. The one period adjustment lag variable is not 

significant. The independent variables exp lain about 95% of the changes in real interest rate. 

The Breusch-Godfrey is used to substitute the Durbin-Watson for test of seri al correlation 

since the dependent variable is lagged. The stock of debt is the only elastic independent 

variable. A one percent change in the real domestic interest rate variable and the adjustment 

variable (with a coefficient of 1-0.11 = 0.89%), will induce a less than one percent change in 

the real interest rate. Thus, these variables are inelastic. 

., 
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Total expenditure is the 1ih equation and follows as: 

12. LTLXP = +14.0 +0.45 LTLXPL +1.32 DM88 +0.43 LREXR +1.75 LPCI +0.26 LDEFI 

(3.29)* ( 4.45)* (3.1 0)* (3 .95)* (2.82)* (7.6)* 

-0.27 DMP -0.84 AR(l) 

(1.59)** (3.12)* 

R" 0.92 J.B=1.10 Prob = 0.57 Chow Not Available . 
DW 2.47 BG F = 0.19 Prob = 0.69 Ramsey F = 0.15 Prob =0.72 

F 19.9 Arch F = 1.57 Prob = 0.24 

RSS 0.01 White Not Available 

Total expenditure39 increases with increases in total expenditure lagged one period, 

1988 dummy variable, appreciation of the real exchange rate, the per capita income (level of 

development) and the level of deficits. An inverse relationship is shown between the policy 

switch variable representing measures to curtail total expenditure. The introduction of sales 

tax (DM88) can increase revenue and hence it is likely to have a positive effect on total 

expenditure. The per capita income variable and the 1988 dummy variables are the most 

important determinants of total expenditure. The level of fiscal deficit envisaged serves as a 

guide in setting revenue and expenditure targets in budgeting and hence the case that deficits 

determine total expenditure. Total expenditure will on the other hand reduce with policy 

switch dummy. The adjustment coefficient is 1-0.45 = 0.55. Total expenditure will take about 

21.82 months to adjust. This confirms the Tanzi effect that expenditure adjusts faster (21.82 

months) in the Gambia than revenue (27.27 months) and hence fiscal deficits will widen with 

inflation. All the independent variables have inelastic coefficients suggesting that a 1% 

percent change in these variables will change total expenditure by less than 1% percent. Only 

39 
To capture the effects of total expenditure, the total revenue, extemal debt and international interest rates were 

used in the estimation of total expenditure function. The results showed a deterioration instead of improvement. 
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the policy switch variable is significant at 10 percent, all the others are significant at 5 

percent level. 

Equation 13 refers to the fiscal deficit equation and it follows: 

13. LDEFI = +3 .26 +0.25 LREXR - 3.09 LTLRGL +4.3 LTLXPL +1.51 DM90 

(1.41)** (1.40)** (7.15) * (11.15)* (2.90)* 

-0.57LDOP3 +0.1 LPCI - 0.33 AR(2) 

(1.05) (1.16) (1.37)** 
/ 

R.t 0.90 J. B = 0.87. Prob = 0.65 " Chow Not Available 
-· ~-

DW 2.54 BG F = 0.10 Prob = 0.77 Ramsey F = 0.66 Prob =0.46 

F 16.89 Arch F = 0.03 Prob = 0.85 

RSS 0.18 White ·F = 0.93 Prob = 0.62 

The principal determinants of deficits in the Gambia are government revenue, 

government expenditure and the 1990 dummy. Increments in revenue and reductions in 

expenditure will reduce the deficit, a result statistically confirmed by this function. 

Appreciation of the real ex change rate, 1990 dummy and the lev el of per capita income will 

raise the level of deficits. In addition, the degree of openness variable can reduce the deficit 

according to the se results. The real ex change rate, the degree of openness and the lev el of per 

capita income variables have inelastic coefficients. The total revenue, total expenditure and 

the 1990 dummy are elastic. This latter implies that a one percent change in these variables 

will cause a more than one percent change in fiscal deficits. The others that have inelastic 

coefficients will cause a less than one percent change in fiscal deficits. A second order auto 

regression is significant at the 10% level and shows an inverse relationship. Total revenue, 

total expenditure, the real exchange rate and the 1990 dummy are significant at 5 percent. 
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The real interest rate variable and the constant term are significant at 10 percent. The degree 

of openness and the per capita income are not statistically significant. According to the 

Durbin-Watson, there is still a high positive seriai correlation in this result, even after 

modifying the equation with a first order auto regression. However, missing data points on 

fiscal deficit do not allow the use of second order auto regression to remove the seriai 

correlation. Given this situation the Breusch-Godfrey test is used as a yardstick to detect the 

presence of seriai correlation. This shows absence of seriai correlation. The explanatory 

power of this model is 90% and all the diagnostic tests are favourable. 
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CHAPTERVI 

CONCLUSION AND POLICY RECOMMENDATIONS 

6.1 CONCLUSION 

The per capita income variable has been small and insignificant for all revenue 

functions and even with sorne expenditure functions. However, it is positive and significant 

for most expenditure functions [for example, real wages equation (equation 6), real purchases 

of goods and services (equation 7), real subsidies (equation 8) and real total government 

expenditure (equation 12)]. Two of the revenue functions have the GDP as a positive and 

significant explanatory variable. These are the function on tax on goods and services 

(equation 3) and the total government expenditure (equation 5). Implied in these results is the 

establishment of Wagner's Law. This law states that government activities increase with the 

level of development. Demographie variables such as the degree of urbanisation only affect 

negatively the purchases of goods and services. 

There is only one case where govenunent revenue causes government expenditure 

(equation 9: capital expenditure). The reverse is only valid in the case of international trade 

tax (equation 1) and other revenue (equation 4) functions. In practice, the behaviour of 

revenue and expenditure suggest a two-way causal relationship. This is particularly true in 

budgeting. Due to the stickiness of expenditure, this variable may not respond to small 

revenue changes. Inevitably, it will respond to major revenue cuts. despite weak proof of 

revenue causing expenditure, however, the results show that sorne revenue policy changes as 

represented by the durnmies do affect total expenditure. This result remains inconclusive and 

further research is recommended. 
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The degree of openness, which is also the tax base for international trade, can increase 

government revenue through increased import duties that the re-export trade has permitted in 

view of the Gambia's relative open door policy. Although the relationship between the degree 

of openness and tax on international trade is statistically insignificant, the sign suggests that 

there is a positive relationship. The inclusion of the degree of openness in the estimation 

greatly improves the coefficient of determinations. 

The policy switch dummy that reflects fiscal prudence and effective tax 

administration has increased revenue (significant only for equation 4 (other revenue function) 

while at the same time curtailing government expenditure (equation 6, 7, 8, and 12). 

Although few deviations are observed from this generalisation in the case of expenditure, the 

policy switch variable is only valid for une revenue equation. In the other functions of 

revenue the positive sign is depicted but they are not significant. This still suggests that the 

po licy switch could increase revenue. The 1990 effort of broadening the tax base has reduced 

tax on international trade and other revenue, but has registered significant improvements on 

taxes on goods and services (equation 3). The introduction of the 1988 sales tax reduced taxes 

on goods and services (equation 3), though it has positively influenced purchases of goods 

and services (equation 7) and total government expenditure (equation 12). The 1986 dummy 

negatively impacts on capital expenditure (equation 9). 

Also, appreciation of the real exchange rate reduces revenue as verified in the total 

revenue function (equation 5), it will . increase real total expenditure. In the other sub-

functions of revenue such as tax on income (equation 2) and other revenue (equation 4), 

appreciation of the real exchange rate has increased these revenue categories. Appreciation 

also increases the deficit as was found by Islam and Wetzel in Ghana. This demonstrates the 

hypothesised positive relationship between the real exchange rate and fiscal deficits. This is 
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because the relationship as shown by the results is both positive and statistically significant. 

Interpreted differently, depreciation will show an increase in total revenue, reduction in total 

expenditure and hence a fall in the fiscal deficit. 

The Tanzi effect that expenditure adjusts faster than revenue and hence inflation will 

widen fiscal deficits has been validated in the case of the Gambia. This is because 

expenditure takes about 21.82 months to complete the adjustment process while it takes 

longer periods of27.27 months for revenue to complete adjusting. 

Public expenditure reviews are a good alternative way of reducing fiscal deficit. This 

is because it lays emphasis on the effective use of resources. In the education and health 

sectors which are reviewed, sorne of the po licy targets such as basic education and primary 

health care for all Gambians are on a sound footing. The constraints affecting these sectors 

are highlighted and if policies and resources are appropriately directed towards solving them, 

there will be lot of govemment savings. Moreover, the use of user charges in the health and 

education sectors are ways of reducing govemment financing in these sectors. Thus, fiscal 

pressures on the meagre govemment resources could be minimised by the use of these 

alternative ways of financing. 

6.2 POLICY IMPLICATIONS AND RECOMMENDATIONS 

Measures to reduce the deficit must include policies designed to reduce expenditure 

and improve revenue generations. Govemments can reduce the deficit by enhancing tax 

collection and cutting unproductive expenditure. The latter calls for budget restructuring and 

periodic public expenditure reviews. Computerising individual tax files and other taxable 

groups will improve revenue collection. 
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The validation of the Tanzi effect in the Gambia justifies the desire to keep inflation 

low and the use of advance payments, withholding taxes and stiff penalties to be paid in the 

case of delays in tax payments. This is because lags have negative effects on revenue when 

there is inflation. 

The services sector has great potentials to boost government revenue. For example, 

revenue from international trade will increase with increases in the share of services to GDP. 

Sorne tax revenues are dependent on tourist arrivais ( airport levi es) and tourist consumption 

of both imported and domestic goods and services. Thus promoting the services sector 

especially tourism will increase government revenue generation capacity. 

Policy aimed at reducing non-monetised activities such as savings in kind through 

increased monetisation is highly desirable. This stems from the results that the degree of 

monetisation (LDEMO) is positively related to tax on goods and services. 

Moreover, finding means of registering informai businesses will be of great help. A 

large size of the underground economy (which include the parallel market, the informai 

sector and the black market) will erode the tax base. Therefore, policy objective will be to 

bring all these activities into the tax net. One way of doing this is by the use of presumptive 

tax system where potential revenues of the "hard-to tax" group are estimated. Lowering the 

tax rate, glVmg more incentives that are coupled with imposing penalties to revenue 

collectors could also increase revenue. More efficient tax administration and increased 

govemment expenditure on revenue departments will be of great assistance. Methods such as 

advance payments and taxation on estimated income becomes a good way of making the 

informai sector subject to tax. Reduction oftax exemptions especially on duty waivers on say 

oil etc. and tax reforms in real estates are potential ways of increasing tax revenue. 

One of the po licy targets could be to increase priva te consumption through promo ting 
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growth in economie activities, employment and re-export trade. However, tax reductions 

might be self-defeating here given the aim of reducing the fiscal deficit, except if the 

reduction will achieve both an increase in revenue generation (like in Laffer's Law) and at the 

same time increasing disposable income." 

Promotion of growth willlead to the expansion of the base for conventional taxes and 

seigniorage. These will remedy the fiscal tensions since more revenue could be raised to 

finance the deficit instead of increasing the domestic and extemal debt stock that would have 

been the likely option in a slow-growth economy. This will of course go hand in hand with 

expenditure controls since expenditure will likely increase with growth. Reduction of the 

population and its rapid growth rate can be ofhelp since the population variable is included in 

the calculation of the level of development proxy (per capita income variable). 

The level of employment positively influences expenditure on wages. Renee, 

maintaining an effective public administration with a view of retaining a smaller, better-paid 

civil service to increase their productivity is desired. Since spending on public employment 

was and can be a cause of fiscal crises, therefore the govemment should pay particular 

attention to the influence of pay and employment policies and the ability of the civil service 

to provide goods and services efficiently. Alternative employment avenues from the private 

sector could alleviate the employment burden on the public sector. More efficient staff 

evaluation methods, basing promotions on productivity and bridging the gap in terms of 

wages that exists between the public sector and the private sector are all expenditure control 

strategies. The ratio of the wage bill to discretionary expenditure is a good indication of 

whether salary cuts or employment cuts can be effected. 

Further reduction in subsidies as has been done during the reform era which is 

confirmed by the policy switch variable is recommended. To achieve this, subsidies must be 
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rationalised. This can include reductions of subsidies on unlimited amounts of consumption, 

particularly non-inferior goods that can cause artificial inflation of demand. Subsidies must 

also be effective (reach its target group), have limiting time frame and be well programmed 

and targeted. 

Capital expenditure is shown in the results to be positively influenced by both the 

level of fiscal deficits and the stock of total debt. Most of the funding for this item is from 

extemal loans. In short, the effective use and management of the country's debt combined 

with low levels of fiscal deficits will ease fiscal pressures and contain this expenditure. In 

addition, capital expenditure ( otherwise known as development expenditure) should be 

targeted to areas where priorities of the country lie and at sectors that can yield the highest 

retums. This will enable quick retums for debt service payments. Where applicable, 

govemment should avoid indexing domestic debt service to either inflation or to a foreign 

currency and guaranteeing of non-govemment borrowing since it widens the incentives for 

defaults. The criteria for granting guarantees should be transparent and should be based on an 

objective assessment of the recipient's ability to pay. 

Raising fees and user charges are other areas the govemment can use to ease fiscal 

pressures. This has already started in education and health sectors and could be extended to 

other sectors. Sorne other program reductions like free lunch to schoolchildren are other 

avenues of expenditure cuts. 

It is important to note that any public expenditure control policy should see to the 

administration's productivity by eliminating unproductive expenditure. Efforts should also be 

made so that the evolution of public expenditure is in conformity with that of the economy in 

general and of govemment revenue in particular in order to avoid deficits whose financing 

willlead to the acceleration of inflation and extemal debt. This calls forth for the availability 
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of more reliable statistical information on the structure and utilisation of public expenditure 

and of the civil service personnel. 

Chapter two has highlights of public enterprise reforms and this should be fortified by 

continued usage of performance contracts and memorandum of understanding to promote 

public enterprise efficiencies thereby obliging them to meet their financial obligations to 

government. This is another policy option. In particular, closer attention should be paid to the 

only loss-making public enterprise (Gambia Public Transportation Corporation) to reverse its 

financial standing to a break-even or a marginal profit-making corporation. For loss making 

enterprises, their pricing structures could be adjusted, their employment policies reassessed 

and their capital programmes rationalised. The establishment of cost centres and a more 

devolved managerial authority to pursue the most efficient delivery of services and linking 

managers' remuneration to performance have to be established. 

Sorne of the hu ge extra-budgetary expenditures affect the economy' s fiscal balance 

and thus there is the need to keep this to its barest minimum by using the budget estimates 

except otherwise. In fact regulation of extra-budgetary activities is highly required. 

Fiscal discipline must be further strengthened together with strategie prioritisation of 

expenditure across programs and projects while at the same time seeking technical efficiency 

in the use of budgeted resources, that is to say achieving outputs at the lowest possible cost. 

All these will enhance more efficient public expenditure programs especially when public 

expenditure decisions are based on sound economie criteria. Expenditure programs must not 

be donor-driven, rather it should take into consideration the priorities of the country and 

expenditure cuts are best done in the context of an overall public investment review. 

To achieve an efficient spending control, there is the need to improve upon the system 

of budget design, preparation and execution. The budget should be comprehensive, realistic, 
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fully financed (based on expenditure plans that are financed by expected revenues and 

financing), forward-looking and performance based (output or performance oriented). A 

flexible and responsive execution of a budget is also required for an effective expenditure 

control. A timely and comprehensive monitoring system coupled with more enforcement of 

fiscal discipline through an effective cash management system and a broader financial 

management function, which projects fiscal needs and co-ordinates government operations 

with monetary and balance of payment policies are desirable. Experience suggests that a 

powerful Finance Ministry or Treasury play a decisive role in managing the budget. Bringing 

the efforts of the central bank in the budgeting process will assist in easy and more consistent 

setting of fiscal targets. 

Explicit formai rules like a "balanced ~uQget'' law as a lied in Mala_y_sia--that places 

---- -----------
specifie limits on spending and domestic financing can reduce the deficit. The following can 

help improve accountability and transparency and thus impose political costs on politicians 

and bureaucrats from violating the rules: i) reconciliation between ex-ante and ex-post 

aggregate spending and deficits; ii) sanctions against overspending; iii) publication and 

dissemination of the results to the public which implies more participation by the mass 

media; iv) integrating all expenditures within the budget, including extra-budgetary funds. 

More open financial markets tend to reduce budget deficits since speculators are on their 

guard for higher deficits that might pre-empt inflation and devaluation and hence the likely 

danger of capital flight. 

The deficits reflect explicit policy choices, as well as political and administrative 

problems, and they were facilitated by the availability of extemal financing. Ready 

availability of extemal finance at concessionary rates has permitted the resulting deficits to be 

financed which lessens the degree of fiscal explosion. 
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Fiscal deficits drove real exchange rates (overvalued currencies) up in the late 1970s 

and early 1980s, hence fiscal policy should continue to facilitate real depreciation adjustment 

of the ex change rate which pulls down the deficits. This measure is also good in maintaining 

the competitiveness of the economy. Although the current exchange rate policy of the 

Gambia is one of flexible exchange rate this study favours a depreciation of the exchange 

rate, since it increases revenue and reduces expenditure and deficits. 

Fiscal policy in the Gambia should target a sustainable budget deficit of between 1 

and 3 percents ofGDP. However, policy makers can have a long term target ofbalancing the 

budget. This could be achievable with more prudent fiscal policies with targets to reduce 

extra-budgetary expenditures and extemal financing of the deficit and at the same time 

increasing the revenue base and collection. This can be done by fine tuning the variables that 

increase revenue and reduce expenditure and at the same time avoid those that increase 

expenditure and reduce revenues especially tax revenues. 

The gap that exists between the decision makers (politicians) and those who suggest 

policies (technocrats) could be bridged in the Gambia by budgetary workshops especially for 

the members of the parliament. This is to give them an insight into the budget process, in 

terms of the implications of a deficit, with a view of improving upon their understanding and 

appreciation of the constraints involved. 

The heads of departments or permanent secretaries should be directly involved in the 

budgeting process since they are the decision-makers at that level. This will improve the 

accuracy of the budgets. Revenue submissions should be tied to expenditure submissions to 

avoid the usual delays caused by the desire to submit expenditures long before revenues by 

line ministries. Institutional arrangements that surround the budget process are likely to have 

sorne influence on the budgetary outcomes (Von Hagen, 1992; Bohn and Inman, 1995). 
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ANNE X 

r = (l+i)/(1 +p) 

Where 

r = real interest rate 

i = nominal rate of interest 

p = inflation rate 

Real Interest Rate Payment = r*DOD 

Where 

DOD = Disbursed and Outstanding Debt 



Inflation=(pcit0-pcit-I )/pcito * 100 

VARIABLE DEFINITION 

LTINT =Log of real taxon international trade 

LTINTL =Log of real taxon international trade lagged one period 

LTINC =log of real taxon income 

LTINCL =log of real taxon income 

LTGS =log of real taxon goods and services 

LTGSL = log of real tax on goods and services lagged one period 

DM88 = Dummy for a change in the tax regime in 1988 

LINF. =Log oflnflation 

LTLXP =Log of real total expenditure 

LTLXPL = Log of real total expenditure lagged one period 

DM90 = Dummy for a change in the tax regime in 1990 

DM86 = Dummy for a change in the tax regime in 1986 

LRPC =Log of real private consumption 

LRC =log of real receipts from public corporations 

LEMP = civil service level of employment 

LREALXR = Log of real ex change rate 

LGDP =Log of GDP 

LGDPSM = Log of GDP lagged one period. 

LOREY= Log of real other revenues 

LOREVL = Log of real other revenues lagged one period 

LTLRG =Log of real total revenue 

LTLRGL = Log of real total revenue lagged one period 

LDURB = Log of degree of urbanisation 

LSSERV =Log ofpercentage share of services to GDP 

LSINDUS =Log ofpercentage share ofindustry to GDP 

LDEFI =Log of real fiscal deficit 

LDEFIL = Log of real fiscal deficit lagged one period 

L WAGS = Log of real wage bill 

L WAGSL =Log of real wage billlagged one period 

112 



LPCI =Log of real per capita incarne 

LPURCH =Log of real purchases of goods and services 

LPURCHL =Log of real purchases of gooè.s and services lagged one period 

LSUBST = Log of real subsidies and transfers 

LSUBST =Log of real subsidies and transfers lagged one period 

DMP = Policy switch dummy 

LCAP =Log of real capital expenditure 

LCAPL = Log of real capital expenditure lagged one period 

LDOP3 = Log of degree of openness 

LDEMO =log of degree ofmonetization 

LREXPS =Log of real exports 

LPOPN = Log of population 

LOTHXP = Log of real other expenditure 

LOTHXPL =Log of Real other expenditure lagged one period 

LRDOMINT = Log of real deposit interest rate 

ASSESSMENT OF THE DIAGNOSTIC TEST RESULTS 

1 

Bach of the diagnostic tests attempts to verify the null hypothesis that can be stated as a 
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certain relationship is significantly different fra~ zero. The best result is the one that supports 

/ 
the null hypothesis which by implication rejects the alternative hypothesis that a certain 

relationship is equal to zero. Associated with each ofthese statistics is a probability value (p-

value). This p-value makes the determination of the significance of the various statistics fairly 

easy. A p-value of0.0500 or less, for instance, shows significance at the 5 percent level or 

less, causing the rejection of the null hypothesis (at that level of significance). Conversely, a 

high p-value willlead to the acceptance of the null hypothesis. The ideal case is when there is 

high probability and law F-statistics.A fairly satisfactory diagnostic test is one in which all or 

almost all the individual diagnostic tests have passed this ideal case (simple rule ofthumb). 
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TABLE13: REVENUE AND EXPENDITURE (MILLIONS OF DALASIS) 

1971172 1972/73 1973/74 1974/75 1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 1981182 

TOT AL REVENUE & GRANTS 19.37 22.89 26.95 32.71 47.49 68.09 70.95 95.85 109.1 97.45 135.11 

REVENUE 19.23 22.8 26.91 29.95 45.6 65.84 65.99 82.24 95.78 76.52 87.05 

TAXES ON 1.45 2.67 3.33 3.89 4.33 8.38 10.06 13.05 14.8 17.44 14.61 

TAXES ON GOODS & SERVICES 0.37 0.43 1.01 0.64 1.89 4.96 4.31 4.23 3.1 3.74 3.99 

TAXES ON INTERNATIONAL TRADE 13.6 15.17 16.21 20.61 31.8 43.27 43.52 49.79 62.47 48.24 59.64 

PAYROLLTAX 0.19 0.39 0.33 0.53 0.59 0.32 0.39 

OTHERTAXES 0.07 0.09 0.13 0.09 0.13 0.18 0.22 0.72 0.85 0.49 0.18 

15.49 18.36 20.68 25.23 38.34 57.18 58.44 68.32 81.81 70.23 78.81 

NON-TAX 3.74 4.44 6.23 4.72 7.26 8.66 7.55 13.92 13.97 6.29 8.24 

GRANTS 0.14 0.09 0.04 2.76 1.89 2.25 4.96 13.61 13.32 20.93 48.06 

TOT AL EXPENDITURE NA 22.5 29.74 44.81 57.94 93.72 141.81 111.37 136.55 152.96 186.31 

W AGES AND SALARIES NA 7.46 . 8.5 10.68 18.5 18.81 21.03 26.83 30.5 37.17 44.27 

PURCHASES OF GOODS & SERVICES NA 7.46 9.12 16.59 16.72 28.88 34.25 29.35 30.57 31.52 40.14 

MAINTENANCE 

CAPITAL EXPENDITURE (DEV. EXP.) NA 4.39 8.17 9.88 11.3 31.41 69.07 53.02 63.39 58.82 68.8 

SUBSIDIES & TRANSFERS NA 3.02 3.01 4.52 6.03 5.95 5.48 5.36 5.36 5.09 4.3 

PENSIONS & GRA TUITIES NA 10-09 18.32 

INTEREST PA YMENTS NA 0.01 0.07 0.2 0.17 0.73 0.38 1.74 6.43 10.48 

OTHER EXPENDITURE NA 0.16 0.87 2.94 5.22 7.94 11.6 -4.19 4.99 3.84 0 

REALINTERESTPAYMENT NA 0.12 0.77 2.02 1.36 5 2.30 5.58 9.15 19.35 32.88 

CURRENT EXPENDITURE NA 18.11 21.57 34.93 46.64 62.31 72.74 58.35 73.16 94.14 117.51 

NETLENDING NA 

DEFICIT(-)/SURPLUS(+) WITH GRANTS NA 0.39 -2.79 -12.1 -10.45 -25.63 -70.86 -15.52 -27.45 -55.51 -51.2 

DEFICIT(-)/SURPLUS(+) WITHOUT GRANTS NA 0.3 -2.83 -14.86 -12.34 -27.88 -75.82 -29.13 -40.77 -76.44 -99.26 

OPERA TIONAL DEFICIT(-)/SURPLUS(+) NA 0.497647 -2.09077 -10.2798 -9.26 -21.36 -68.937 -10.9334 -20.0321 -40.0804 -25.3863 

SOURCE: BUDGET ESTIMA TES OF MINISTRY OF FINANCE, INTERNATIONAL FINANCIAL STA TISTCS & CENTRAL BANK ANNUAL PUBLICA Tl ONS 

NA =NOT A V AILABLE 



TABLE 14: GOVERNMENT REVENUE AND GOVERNMENT EXPENDITURE (MILLIONS OF DALASIS) 

1981 /82 1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 1989/90 1990/9 1 1991/92 1992/93 1994/95 1995/96E 
TOTAL REVENUE & ORANTS 135.11 108.28 128.64 181.93 270.03 485.82 491.4 566.62 660.1 678.5 820 890.2 756.05 868 .26 

REVENUE 

TAXES ON IN COME 
TAXES ON GOODS & SERVICES 
TAXES ON INTERNATIONAL TRADE 
PAYROLL TAX 
OTHER TAXES 

TOT AL T AX REVENUE 

NON-T AX REVENUE 
ORANTS 

TOT AL EXPENDITURE 

W AGES AND SALARIES 
PURCHASES OF GOODS & SERVICES 
MAINTENANCE 
CAPITAL EXPENDITURE (DEY. EXP.) 
SUBSIDIES & TRANSFERS 
PENSIONS & GRA TUITIES 

87.05 

14.61 
3.99 

59.64 
0.39 
0.18 

78.8 1 

8.24 
48.06 

186.31 

44.27 
40.14 

68.8 
4.3 

18.32 

101.86 

13.21 
5.15 

72.57 
0.5 

0.24 

91.67 

10.19 
6.42 

173.04 

48.16 
39.42 

43.77 
10.43 
11 .85 

122.86 

17.04 
7.39 

90.02 
0.66 
0.38 

115.49 

7.37 
5.78 

!"96.19 

57.91 
25.72 

70 
2.77 

20.05 

149.63 

24.5 
14.2 
97.4 
1.13 
0.5 

137.73 

11.9 
32.3 

229.85 

60.9 
28.88 

109.1 
2.41 

15.101 

210.93 329.32 

31.7 41.4 
Il 18.3 

147.8 245.4 
1.03 1.12 
0.5 0.7 

192.03 306.92 

18.9 22.4 
59.1 156.5 

261.76 546.5 

71.2 64.4 
34.04 47.4 

14.5 
66.48 153.3 
25.56 118.1 

334.8 

44.3 
22.3 

234.8 
1.3 
0.9 

303.6 

31.2 
156.6 

628 

71.4 
69.3 

25 
188.2 
201.6 

451.92 

58.8 
121.3 
228.6 

1.32 
1.2 

411.22 

40.7 
114.7 

496.1 

101.6 
86.3 
24.5 

141.2 
56.5 

508.9 

67.9 
171.6 
217.1 

1.1 

457.7 

51.2 
151.2 

699.1 

133.4 
79.8 
28.6 

160.5 
95.8 

533 .3 

69.2 
153.3 
298.7 

521.2 

12.1 
145.2 

650.7 

144.8 
96.4 
34.8 

198.3 
67.3 

663.7 

88.9 
166.6 
346.9 

602.4 

61.3 
156.3 

705.3 

156.7 
112 

41.3 
229 

72.2 

INTERESTPAYMENTS 10.48 16.5 116.9 13.1 61.1 75.5 67 85.3 95.3 104.5 93.2 
OTHER EXPENDITURE 0 2.8 2.83 0.019 2.77 73.3 5.5 0.7 105.7 4.6 0.9 
REAL INTEREST PAYMENT 32.88 49.49 45.83 26.24 148.37 126.46 90.90 103.64 106.83 104.5 85.81 
CURRENT EXPENDITURE 117.51 129.27 126.19 120.75 195.28 393.2 439.8 354.9 538.6 452.4 476.3 
NETLENDING 
DEFICIT(-)/SURPLUS(+) WITH GRANTS -51.2 -64.76 -67.55 -47.92 8.27 -60.68 -136.6 70.52 -39 27.8 114.7 
DEFICIT(-)/SURPLUS(+) WITHOUT GRANTS -71.18 -73.33 -80.22 -50.83 -217.18 -293.2 -44.18 -190.2 -117.4 -41.6 
OPERA.TIONAL DEFICIT(-)/SURPLUS(+) -25.38 -27.04 -33.81 -30.12 100.1127 -9.71 -112.69 88.86 -27.46 27.8 107.32 

SOURCE: BUDGET ESTIMA TES OF MINISTRY OF FINANCE, INTERNA Tl ON AL FINANCIAL STA TISTCS & CENTRAL BANK ANNUAL PUB LI CA Tl ONS. 

766.9 733 .25 

122.9 128.9 
207.3 181.72 
374.2 287.95 

704.4 598 .57 

62.5 134.68 
123.3 22.8 

823.9 843.89 

161 187.19 
123.8 122.66 

49 29.96 
253.2 266.3 

83.4 95.84 
21.53 

117.9 108.36 
35.6 12.05 

99.15 84.13 
570.7 577.59 

66.3 -87.84 
-57 -110.64 

47.55 -112.07 

845.46 

130 
254.51 
338.5 

723.01 

122.45 
22.8 

866.14 

202.58 
141.2 
29.74 

99.07 
25.59 

56.1 
0 

866.14 

2.12 
-20.68 

2.12 
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TABLE 15: TOTAL REVENUE AND TOTAL EXPENDITURE (AS A PERCENT AGE OF TOTAL REVENUE AND EXPENDITURE) 

1971 /72 1972/73 1973/74 1974/75 1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 1981 /82 1982/83 1 983/84 

TOT AL REVENUE & GRANTS 100 100 100 100 100 100 100 100 100 100 100 100 100 

REVENUE 

TAXES ON INCOME 

TAXES ON GOODS & SERVICES 

TAXES ON INTERNATIONAL TRADE 

PAYROLL TAX 

OTHER TAXES -
TOTAL TAX REVENUE 

TL TAX REV.IN% OF DOMESTIC REY. 

NON-TAX REVENUE 

GRANTS 

TOT AL EXPENDITURE 

W AGES AND SALARIES 

PURCHASES OF GOODS & SERVICES 

MAINTENANCE 

CA PIT AL EXPENDITURE 

SUBSIDIES & TRANSFERS 

PENSIONS & GRA TUITIES 

DEBT SERVICE CHARGES 

INTEREST PA YMENTS 

OTHER EXPENDITURE 

99.27 

7.48 

NA 

NA 

0 

0.36 

79.96 

NA 

19.30 

0.72 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

99.60 

11.66 

1.91 

70.21 

0 
0.39 

80.21 

80.55 

19.39 

0.39 

100 

33.15 

NA 

0 

19.51 

13.42 

13.42 

0 

0.04 

0.71 

99.85 

12.35 

1.87 

66.27 

0 

0.48 

76.73 

80.52 

23.11 

0.14 

100 

28.58 

33.15 

0 

27.47 

10.12 

10.12 

0 

0.23 

2.92 

91.56 

11.89 

3.74 

60.14 

0 

0.27 

77.14 

76.84 

14.43 

8.43 

100 

23.83 

30.66 

0 

22.04 

10.08 

10.08 

0 

0.44 

6.56 

96.02 

9. 12 

1.95 

63.01 

0.40 

0.27 

80.73 

84.24 

15.28 

3.97 

100 

31.92 

37.02 

0 

19.50 

10.40 

10.40 

0 

0.29 

9.00 

96.69 

12.30 

3.98 

66.96 

0.57 

0.26 

83.97 

84.07 

12.71 

3.30 

100 

20.07 

28.85 

0 

33.51 

6.34 

6.34 

0 

0.77 

8.47 

93 .01 

14.18 

7.28 

63.54 

0.46 

0.31 

82.36 

86.84 

10.64 

6.99 

100 

14.82 

30.81 

0 

48.71 

3.86 

3.86 

0 

0.26 

8.18 

85.80 

13.61 

6.07 

61.31 

0.55 

0.75 

71.27 

88.55 

14.52 

14.19 

100 

24.09 

24. 15 

0 

47.60 

4.81 

4.81 

0 

0.89 

-3.76 

87.79 

13.56 

4.41 

51.94 

0.54 

0.78 

74.98 

83.07 

12.80 

12.20 

100 

22.33 

26.35 

0 

46.42 

3.92 

3.92 

0 

1.27 

3.65 

78.52 

17.89 

2.84 

57.25 

0.33 

0.51 

72.06 

85.41 

6.45 

21.47 

100 

24.30 

22.38 

0 

38.45 

3.32 

3.32 

1.63 

5.2 

2.51 

CURRENT EXPENDITURE NA 80.48 72.52 77.95 80.49 66.48 51.29 52.39 53 .57 61.54 

SOURCE: BUDGET ESTIMA TES OF MINISTR Y OF FINANCE, INTERNATIONAL FINANCIAL ST A TISTCS & CENTRAL BANK ANNUAL PUB LI CA TI ONS. 

NA=NOT AVAILABLE 

64.42 

10.81 

3.83 

49.50 

0.28 

0.13 

58.33 

91.77 

6.09 

35.57 

100 

23.76 

20.60 

0 

36.92 

2.30 

2.30 

1.83 

5.6 

0 

63.07 

94.07 

12.19 

2.95 

44.14 

0.46 

0.22 

84.66 

90.53 

9.41 

5.92 

100 

27.83 

21.54 

0 

25.29 

6.02 

6.02 

2.79 

9.5 

1.62 

74.70 

95.50 

13.24 

4.75 

67.02 

0.51 

0.29 

89.77 

89.99 

5.73 

4.49 

100 

29.5 

22.78 

0 

35.67 

1.41 

1.41 

2.45 

8.5 

1.44 

64.32 

116 
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TABLE 16: REVENUE AND EXPENDITURE AS A PERCENT AGE OF TOTAL REVENUE AND EXPENDITURE 

1984/85 1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991 /92 1992/93 1993/94 1994195 !995/96E 

TOTAL REVENUE & GRANTS 100 100 100 100 100 100 100 100 100 100 100 100 

REVENUE 82.24 78.11 67.78 68.13 79.75 77.09 78.59 80.93 86.14 85.90 96.98 97.37 

TAXES ON IN COME 13.46 11.73 8.52 9.01 10.37 10.28 10.19 10.84 13.80 14.03 17.04 14.97 

TAXES ON GOODS & SERVICES 7.80 4.07 3.76 4.53 21.40 25.99 22.59 20.31 23.28 27.89 24.03 29.31 

TAXES ON INTERNATIONAL TRADE 53.53 54.73 50.51 47.78 40.34 32.88 44.02 42.30 42.03 34. 14 38.08 38.98 

PAYROLL TAX 0.62 0.38 0.23 0.26 0.23 0 0 0 0 0 0 0 

OTHER TAXES 0.27 0.18 0.14 0.18 0.21 0.16 0 0 0 0 0 0 

TOT AL T AX REVENUE 75.70 71. 11 63.17 61.78 72.57 69.33 76.81 73.46 79.12 76.08 79.17 83.27 

TL TAX REV. IN% OF DOMEST1C REV. 92.04 91.01 93.19 90.68 90.99 89.93 97.73 90.76 91.85 88.56 81.63 85.51 

NON-TAX REVENUE 6.54 6.99 4.61 6.349 7.18 7.75 1.78 7.47 7.020 9.82 17.81 14.10 

GRANTS 17.75 21.88 32.21 31.86 20.24 22.90 21.40 19.06 13.85 14.09 3.01 2.62 

TOT AL EXPENDITURE 100 100 100 100 100 100 100 100 100 100 100 100 

W AGES AND SALARIES ---·- 6.49 27.200 11.78 11.36 20.47 19.08 22.25 22.21 19.54 23 .04 22.18 23 .38 

PURCHASES OF GOODS & SERVICES 2.56 13.00 8.67~ 11.03 17.39 11.41 14.81 15.87 15.02 15.48 14.53 16.30 

MAINTENANCE 0 0 2.65 3.98 4.93 4.09 5.34 5.85 5.94 7.54 3.55 3.43 

CAPITAL EXPENDITURE .46 25.391 28.05 29.96 28.46 22.95 30.47 32.46 30.73 28.84 31.55 0 

SUBSIDIES & TRANSFERS -.--- 1.04 9.76 21.61 32.10 11.38 13.70 10.34 10.23 10.12 7.55 11.35 11.43 

PENSIONS & GRA TUITIES 1.04 9.76 21.61 32.10 11.38 13.70 10.34 10.23 10.12 7.55 11.35 11.43 

INTEREST PA YMENTS ·5.8 23.4 13.81 10.66 17.19 13 .63 16.05 13.21 14.30 15.53 12.84 NA 

OTHER EXPENDITURE 0.01 1.061 13.41 0.87 0.14 15.11 0.70 0.12 432 1.99 1.42 6.47 

CURRENT EXPENDITURE 52.53 74.60 71.94 70.03 71.53 77.04 69.52 67.53 69.26 71.15 68.44 100 

SOURCE: BUDGET ESTIMA TES OF MIN1STRY OF FINANCE, INTERNATIONAL FINANC1AL STA TISTCS & CENTRAL BANK ANNUAL PUB LI CA T10NS. 
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TABLE 17: EMPIRICAL DATA USED IN ESTIMATING REGRESSIONS 

obs DM86 DM88 DM90 DMP LCAP LCAPL LDEFI LDEFIL LDEMO 

1972 0.000000 0.000000 0.000000 0.000000 NA NA 0.835210 NA 3.298426 

1973 0.000000 0.000000 0.000000 0.000000 3.876189 NA 0.723540 0.835210 3.648578 

1974 0.000000 0.000000 0.000000 0.000000 4.413041 3.876189 0.737164 0.723540 3.743368 
' 

1975 0.000000 0.000000 0.000000 0.000000 4.369954 4.413041 2.329227 0.737164 3.869116 

1976 0.000000 0.000000 0.000000 0.000000 4.348858 4.369954 2.225704 2.329227 4.247209 

1977 0.000000 0.000000 0.000000 0.000000 5.248917 4.348858 3.061520 2.225704 4.118224 

1978 0.000000 0.000000 0.000000 0.000000 5.955475 5.248917 4.233237 3.061520 4.496248 

1979 0.000000 0.000000 0.000000 0.000000 5.631391 5.955475 2.391511 4.233237 4.409034 

1980 0.000000 0.000000 0.000000 0.000000 5.743868 5.631391 2.997231 2.391511 4.507557 

1981 0.000000 0.000000 0.000000 0.000000 5.611594 5.743868 3.690877 2.997231 4.697385 

1982 0.000000 0.000000 0.000000 0.000000 5.666669 5.611594 3.233961 3.690877 4.844345 

1983 0.000000 0.000000 0.000000 0.000000 5.110722 5.666669 3.312002 3.233961 5.081156 

1984 0.000000 0.000000 0.000000 0.000000 5.381693 5.110722 3.521052 3.312002 5.134503 

1985 0.000000 0.000000 0.000000 1.000000 5.657215 5.381693 3.405521 3.521052 5.548882 

1986 1.000000 0.000000 0.000000 1.000000 4.712678 5.657215 NA 3.405521 5.619096 

1987 1.000000 0.000000 0.000000 1.000000 5.337538 4.712678 2.273156 NA 5.839274 

1988 1.000000 1.000000 0.000000 1.000000 5.432280 5.337538 4.724641 2.273156 5.976833 

1989 1.000000 0.000000 0.000000 1.000000 5.064429 5.432280 NA 4.724641 6.165796 

1990 1.000000 0.000000 1.000000 1.000000 5.078294 5.064429 3.312730 NA 6.246281 

1991 1.000000 0.000000 0.000000 1.000000 5.207243 5.078294 NA 3.312730 6.475032 

1992 1.000000 0.000000 0.000000 1.000000 5.260615 5.207243 NA NA 6.604377 
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Obs LDOP3 LDURB LEMP LEM PL LGDP LGDPSM LINF LINFL LINT 

1972 4.252914 2.760010 NA NA 7.029265 7.029265 3.268047 NA 4.256888 

1973 4.255896 2.772589 8.070906 NA 7.073524 7.066894 2.821379 3.268047 4.438112 

1974 4.352340 2.791165 8.131531 8.070906 7.504392 7.110755 2.565718 2.821379 4.443239 

1975 4.427478 2.809403 8.294050 8.131531 7.462502 7.518397 2.137710 2.565718 4.007333 

1976 4.452835 2.827314 8.358901 8.294050 7.526179 7.503486 1.815639 2.137710 3.725934 

1977 4.395560 2.844909 8.630879 8.358901 7.451590 7.562446 1.923080 1.815639 3.623941 

1978 4.393214 2.867899 8.987197 8.630879 7.508074 7.495872 1.776815 1.923080 4.217668 

1979 4.493903 2.884801 9.128913 8.987197 7.412100 7.544971 2.369309 1.776815 4.252274 

1980 4.418359 2.901422 9.039671 9.128913 7.378009 7.457703 2.390596 2.369309 4.249209 

1981 4.168679 2.923162 9.216223 9.039671 7.331780 7.420421 3.089223 2.390596 4.374120 

1982 4.147885 2.944439 9.195328 9.216223 7.405556 7.374729 2.907993 3.089223 4.198329 

1983 4.407938 2.965273 9.269364 9.195328 7.331257 7.441336 4.037598 2.907993 3.977249 

1984 4.341335 2.985682 9.255409 9.269364 7.328962 7.375492 3.154870 4.037598 3.835250 

. 1985 3.877846 3.005683 9.273315 9.255409 7.384052 7.369384 2.456164 3.154870 3.432535 

1986 4.177766 3.030134 9.283498 9.273315 7.436499 7.420800 2.125848 2.456164 3.376563 

1987 4.277499 3.054001 9.105646 9.283498 7.617563 7.473186 2.493784 2.125848 3.182212 

1988 4.209903 3.072693 8.358901 9.105646 7.682759 7.646527 2.151762 2.493784 3.148668 

1989 4.093511 3.095578 8.630879 8.358901 7.737704 7.718214 2.249184 2.151762 3.008648 

1990 4.275137 3.117950 9.222763 8.630879 7.769125 7.774163 1.906575 2.249184 2.860771 

1991 4.356068 3.144152 9.188912 9.222763 7.777667 7.807057 0.403463 1.906575 2.714364 

1992 4.426522 3.169686 9.189015 9.188912 7.828874 7.817060 1.944051 0.403463 2.566103 

TABLE 18: EMPIRICAL DATA USED IN ESTIMATING REGRESSIONS 
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TABLE 19: EMPIRICAL DATA USED IN ESTIMA TING REGRESSIONS 

OBS LOREV LOREVL LOT EX LOTEXL LPCI LPOPN LPURGS LPURGSL LRC 

1972 3.838807 NA NA NA -6.536192 6.192362 NA NA NA 

1973 3.927306 3.838807 0.565314 NA -6.536192 6.218600 4.406475 NA NA 

1974 4.168988 3.927306 2.173615 0.565314 -6.229722 6.248043 4.523092 4.406475 NA 

1975 4.103635 4.168988 3.157851 2.173615 -6.336776 6.278521 4.888242 4.523092 NA 

1976 4.172231 4.103635 3.576550 3.157851 -6.260652 6.311735 4.740749 4.888242 -0.285019 

1977 4.242333 4.172231 3.873698 3.576550 -6.142287 6.345636 5.164957 4.740749 -0.634878 

1978 4.289911 4.242333 4.171306 3.873698 -6.204658 6.380123 5.254052 5.164957 0.329304 

1979 5.020388 4.289911 3.093313 4.171306 -6.114763 6.415097 5.040000 5.254052 0.262364 

1980 4.952512 5.02038a 3.201933 3.093313 -6.204658 6.452049 5.014561 5.040000 0.385262 

1981 4.870377 4.952512 3.383712 3.201933 -6.142287 6.489205 4.987708 5.014561 1.776646 

1982 5.476254 4.870377 4.038127 3.383712 -6.110248 6.525030 5.127855 4.987708 -0.994252 

1983 4.185403 5.476254 4.587922 4.038127 -6.087975 6.552508 5.006092 5.127855 0.678034 

1984 3. 786460 4.185403 4.102974 4.587922 -6.170591 6.599870 4.380400 5.006092 0.620576 

1985 4. 789905 3.786460 4.186164 4.102974 -5.860436 6.638568 4.328098 4.380400 0.165514 

1986 4.892002 4.789905 3.640477 4.186164 -5.995473 6.677083 4.043402 4.328098 -1 .832581 

1987 5.502115 4.892002 4.780215 3.640477 -6.110248 6.715383 4.163715 4.043402 -0.061875 

1988 5.441811 5.502115 3.612538 4.780215 -6.049094 6.753438 4.433195 4.163715 1.652497 

1989 5.176376 5.441811 3.341093 3.612538 -5.933196 6.792344 4.572130 4.433195 1.591274 

1990 3.013081 5.176376 4.900076 3.341093 -5.940771 6.829794 4.379524 4.572130 2.486572 

1991 4.975630 3.013081 3.591267 4.900076 -5.910807 6.864848 4.486161 4.379524 1.163151 

1992 5.209541 4.975630 3.569251 3.591267 -5.921938 6.896694 2.954910 4.486161 2.102425 
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TABLE 20: EMPERICAL DATA USED FOR REGRESSION ESTIMATION 

OBS LRCL LRDOMINT LREXR LRINTL LRPC LRTLDEBT LSAGRIC LSSERV LSUBST 

1972 NA 4.256888 -0.798508 4.256888 7.100802 5.304697 3.788725 3.837299 NA 

1973 NA 4.188594 -0.597837 4.637637 7.160784 5.313846 3.788725 3.837299 3.501947 

1974 NA 4.104460 -0.139262 4.695833 7.416156 5.548843 3.788725 3.837299 3.414443 

1975 NA 3.871201 -0.385662 4.127134 7.136324 5.513671 3.788725 3.837299 3.587954 

1976 NA 3.716008 -0.673345 3.735763 7.447208 5.669295 3.749504 3.883624 3.720862 

1977 -0.285019 3.593469 -0.867501 3.653511 7.456752 6.375093 3.732896 3.893859 3.583797 

1978 -0.634878 4.428433 -1 .184170 3.950282 7.513993 6.566771 3.621671 3.918005 3.421327 

1979 0.329304 4.368815 -1.108663 4.120337 7.406935 6.920119 3.526361 4.027136 3.339677 

1980 0.262364 4.302578 -0.967584 4.192832 7.375600 7.273405 3.511545 3.996364 3.273364 

1981 0.385262 4.427478 -0.967584 4.317755 7.353335 7.599597 3.775057 3.860730 3.164208 

1982 1.776646 4.325853 -1.200645 4.052133 7.352764 7.783219 3.845883 3.835142 2.890927 

1983 -0.994252 4.222151 -1.560648 3.652215 7.439274 7.747666 3.671225 3.949319 3.676554 

1984 0.678034 4.023564 -1.427116 3.603049 7.381827 8.015374 3.701302 3.937691 2.151762 

1985 0.620576 3.637586 -1 .966113 3.174297 7.754716 7.802965 3.563883 3.987130 1.843719 

1986 0.165514 3.848018 -2.207275 2.454447 7.406753 8.321514 3.586293 3.955082 3.756772 

1987 -1.832581 3.634423 -2.312635 2.334084 7.246551 8.306519 3.543854 3.998201 5.076673 

1988 -0.061875 3.594019 -2.292635 2.325325 7.399394 8.160678 3.535145 3.988984 5.501095 

1989 1.652497 3.403860 -1.832581 2.345645 7.550376 8.336326 3.555348 3.975936 4.148517 

1990 1.591274 3.277145 -1 .944911 2.134166 7.550766 8.230601 3.417727 4.050044 4.562263 

1991 2.486572 3.194583 -2.002481 1.756132 7.654941 8.006674 3.487375 3.958907 4.126650 

1992 1.1 63151 3.113515 -2.423623 1.261298 7.644553 8.252404 3.555348 3.968403 4.106273 
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TABLE 21: EMPIRICAL DATA USED IN ESTIMATING REGRESSIONS 

OBS LSUBSTL LTGS LTGSL LTINC LTINCL LTINT LTINTL LTLRG LTLRGL 

1972 NA 1.470176 NA 2.836737 NA 5.075174 NA 5.428907 NA 

1973 NA 1.551809 1.470176 3.378952 2.836737 5.116196 5.075174 5.527602 5.428907 

1974 3.501947 2.322388 1.551809 3.515716 3.378952 5.098280 5.116196 5.606611 5.527602 

1975 3.414443 1.633154 2.322388 3.437851 3.515716 5.105218 5.098280 5.567122 5.606611 

1976 3.587954 2.560323 1.633154 3.389799 3.437851 5.383623 5.105218 5.784656 5.567122 

1977 3.720862 3.404525 2.560323 3.927699 3.389799 5.569260 5.383623 6.022648 5.784656 

1978 3.583797 3.182212 3.404525 4.028917 3.927699 5.493596 5.569260 5.982348 6.022648 

1979 3.421327 3.102791 3.182212 4.229458 4.028917 5.568535 5.493596 6.223508 5.982348 

1980 3.339677 2.725890 3.102791 4.289226 4.229458 5.729223 5.568535 6.286817 6.223508 

1981 3.273364 2.855895 2.725890 4.395806 4.289226 5.413296 5.729223 6.116444 6.286817 

1982 3.164208 2.818995 2.855895 4.117084 4.395806 5.524975 5.413296 6.341575 6.116444 

1983 2.890927 2.970414 2.818995 3.912623 4.117084 5.616335 5.524975 6.016523 6.341575 

1984 3.676554 3.133318 2.970414 3.968781 3.912623 5.633217 5.616335 5.990214 6.016523 

1985 2.151762 3.618189 3.133318 4.163560 3.968781 5.543770 5.633217 6.103699 5.990214 

1986 1.843719 2.913437 3.618189 3.972177 4.163560 5.511693 5.543770 6.114368 6.103699 

1987 3.756772 3.212053 2.913437 4.028383 3.972177 5.808052 5.511693 6.490997 6.114368 

1988 5.076673 3.299534 3.212053 3.985831 4.028383 5.653506 5.808052 6.392051 6.490997 

1989 5.501095 4.912508 3.299534 4.188442 3.985831 5.546271 5.653506 6.453971 6.392051 

1990 4.148517 5.145166 4.912508 4.218036 4.188442 5.380358 5.546271 6.492391 6.453971 

1991 4.562263 4.949894 5.145166 4.154498 4.218036 5.616953 5.380358 6.437384 6.492391 

1992 4.126650 4.942428 4.949894 4.314417 4.154498 5.675932 5.616953 6.536184 6.437384 
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TABLE 22: EMPIRICAL DATA USED IN ESTIMA TING REGRESSIONS 

OBS LTLXP LTLXPL LWAGS LWAGSL ELECTDM 

1972 NA NA NA NA 1 

1973 5.510400 NA 4.406475 NA 0 

1974 5.705115 5.510400 4.452718 4.406475 0 

1975 5.881873 5.705115 4.447814 4.452718 0 

1976 5.983558 5.881873 4.841901 4.447814 0 

1977 6.342121 5.983558 4.736198 4.841901 1 

1978 6.674852 6.342121 4.766353 4.736198 0 

1979 6.373593. 6.674852 4.950248 4.766353 0 

1980 6.511240 6.373593 5.012301 4.950248 0 

1981 6.567291 6.511240 5.152598 5.012301 0 

1982 6.662890 6.567291 5.225800 5.152598 1 

1983 6.485322 6.662890 5.206312 5.225800 0 

1984 6.412278 6.485322 5.192068 5.206312 0 

1985 6.402381 6.412278 5.074173 5.192068 0 

1986 6.083269 6.402381 4.781306 5.074173 0 

1987 6.608702 6.083269 4.470266 4.781306 1 

1988 6.637389 6.608702 4.463030 4.470266 0 

1989 6.321056 6.637389 4.735321 4.463030 0 

1990 6.549794 6.321056 4.893352 4.735321 0 

1991 6.395429 6.549794 4.892827 4.893352 0 

1992 6.385515 6.395429 4.881210 4.892827 1 

.effi -
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TABLE 23: PROJECTED AND ACTUAL PUBLIC INVESTMENT BY SECTOR (MILLIONS OF DALASIS) 

FIRST PLAN SECOND PLAN 1 s PIP 

1975176- 1980/81 1981/82- 1983/84 84/85-87/88 

BUDGETED Actual % BUDGETED Ac tuai % %(EST.) 

AGRICULTURE 32.2 57.4 17 155.4 32 14 37 

INDUSTRY 7.6 3.9 1 16.4 14.1 7 2 

PUBLIC UTILITIES 23 .7 41.0 12 69.1 9.9 5 14 

TRANSPORT & COMMUNICATION 29.9 150 44 208.9 84.7 40 35 

TOURISM 4.7 16.8 5 5.1 7.9 4 1 

EDUCATION 4.5 32.1 9 45.1 34.9 17 3 

HEALTH 13.5 7.7 2 19.4 9.9 5 3 

HOUSING 28.3 33.4 10 51.7 17.1 8 5 

TOTAL 144.6 342 100 571.1 210.5 100 100 

SOURCE: MINISTRY OF FINANCE DEVELOPMENT PLANS and ECONOMIC MEMORANDUM 

EST.= Estimated PIP 
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TABLE 24: PUBLIC INVESTMENT BY FUNCTIONAL CLASSIFICATION 

First PLAN % Second Plan % lst PIP % 2dn PIP % 

75/76-80/81 81 /82-83/84 84/85-87/88 88/89-91 /92 

Agriculture and Natural Resourçes 57.4 16.77 32 15.2 39.5625 25.42 26.345 14.09 

lndustry 3.9 1.14 14. 1 6.7 10 6.42 0.1 0.05 

Public Utilities 41 11.98 9.9 4.7 5.255 3.37 28.49 15.24 

Transport and Communication 150 43.82 84.7 40.24 68.80 44.21 62.1425 33.25 

Tourism, Trade and Finance 16.8 4.91 7.9 3.75 0.72 0.46 1.465 0.78 

Education Youths, Sports and Culture 32.1 9.38 34.9 16.58 2.01 1.29 16.725 8.943 

Health, Labour and Social Wei fare 7.7 :us 9.9 4 .7 12.23 7.86. 16.545 8.85 

Housing and Community Development 33.4 9.76 17.1 8.12 11 .07 7.11 9.47 5.06 

General Public Service 5.93 3.81 25.52 13.65 

Other 0 0.07 0.01 

Total Exp 310.5 100 210.5 100 155.60 100 186.88 100 

Financed By: 

Total Extemal 219.7 70.75 NA NA 133.47 85.38 162.02 86.71 

d) Dom. Grants & Loans and CRF-Transfer 67.8 21.83 NA NA 6.216 3.97 24.83 13.28 

e) Other 23 7.41 NA NA 16.62 10.63 

Total receipts 310.5 100" . NA NA 156.31 100 186.85 100 

Source: Averages computed by author from data obtained from Central Bank Annual Publications, Budget Estimates and First and Second Development Plans (actual 

expenditure) 

Plans are divided into 5 years period while Public lnvestrnent Programmes are in 4 years period. 




