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INTRODUCTION

The purpose of this paper is to indicate, in the ligﬁt of past
and recent trends, the areas and scope for domestic policy action for
improving the process of domestic resource mobilization, allocation and use.

Chapter I assesses the progress made by developing countries in
raising their rates of saving and investment during the last twenty-five
years. It focuses on the major components of savings and the factors
influencing their behaviour. Special attention is given to the need to ﬁake
a new major saving effort in view of the deterioration in the halance-of-
payments and slowing down of the rate of income growth, caused by the
unfavourable developments in the world economy-in recent years.

Two major areas for domestic policy action are goverrment tax-
expenditure and pricing policies, and financial structure policies. Chapter
IT discusses government policies as they affect public savings. As a general
principle, it proposes measures which would not only have satisfactory
public savings effect, but would also tend to improve allocation of resources.
Speeial attention is paid to the position of public enterprises and to
goverrment subsidies.

Chapter III focusses on the issues 6f private saving performance
and allocation. It analyzes ip particular the possibilities of stimulating
and making more productive use of household savings -- the major component of

savings in developinc countries. It suggests institutional and policy measures

conductive to a more active and promotional role of the banking system

and stresses the need for its development orientation.
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The paper does not deal with national policies relating to
incentives for direct foreign investment and debt menagement. However, it
reviews briefly in Chapter IV measures which may be taken to increase the
flow of project assistance by expanding the role of development banks in
project preparation and ‘in tapping the capital market. In the final

‘chapter, the major conclusions of the paper are presented with broad policy

guidelines for domestic resource mobilization.
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I. SAVING, TNVESTMENT AND GROWTH RATE: REVIEW OF TRENDS --1950-1975

During the first development decade (1961-70), the growth rate of
GDP in all the IDCs was 5.6 percent per year--a rate higher than that (L.5
percent) in the Fifties, During 1961-70, the growth rate was 5 percent for
the low income countries,l/S.S percent for the middle income cduntries,l/
and 6.6 percent for the high income IDC's. It was savings performance which
was particularly impressive. The saving rate--as a proportion of GDP--rose
from 12.8 percent in 1951-60 to about 17.0 percent in 1961-70 for all the
developing countries. Even in the low income countries, the domestic
saving record was encouraging, their rate having risen f;om 8-10 percent to
&dbout 12.3 percent. The foreign saving rate was around 2.2 percent of GDP
for all the IDCs dnring.l961-70 financing only about 11-12 percent of gross
investment. The.investment rate, even in low income cowntries, was about
15.3 percent of GDP; about 80 percent of this investment was financed by
domestic saving. (See table 1).

For the right historical perspective, it is interesting to observe
that, even during a relatively more advanced stage of development and with
higher per capita incomes during 1861-90, present day developed: countries
had an average saving rate (12-13 percent) which was significantly lower

than that of all 1LDCs during 1961-70 and was more or less equal to the saving

1/ These IDCs refer to a sample panel of 33 low and middle income countries
apropos the Bank's classification in the !Simlink Model of Trade and

Growth for the Developing World', World Benk Staff Working Faper, No. 220

October 1975,

o




Table 1: SAVIRNG DIVESTMENT AND GROWIH RATE: 1951-75

A. A1) IDCs 195380 1961-70 1971-73 197
;7 1. Growth ate of GDP L. 5.6 6.3
{ (annval Average Fercent)
2. Gross Investment/GDP 1.9 19,2 20.8 21.5
3. Investment Financing:
(a) National Saving/GDP 12.8 8.4 19.3 15.8
(o) Resource Inilow/GDP 2.1 1.k 1.7 5.2
B. Middle Income
1. Growth Rate - 5.8 5.9 8.y
2. Gross Investment/GDP - 20.05 21.6 23.23
3. Investment Financing:
(2) Domestic, Saving/GDP 18.78 19.86 17.66
(b) ZRescurce Inflow/GDP 1.28 1.76 5.57
C. Low Income
1, Growtnh Rate - 5.0 1.9 . 3.7
2. Cross Investment/GDP - 16.98 15.69 4.5
B 3. Investment Financing:
2 (a) Domestic Saving/GDP - 1k .69 13.6L 9.68
: (o) Resource Inflow/GD2 - 2.29 1.85 5.16

SOTRCES:  1951-60 Data from UN Statistical Tables.

1961-73, "All IDCs" frem Annual Repert of the World Bank, 1975; ratics
under A-2 and 3 are with respect to &(P.

.- - 1961-7h4, Middle and Iow Income Ceuntries from BAD Computer Tapes. The
ratios have been weighted by the GDP of the respective countries.
1 HOTZ: Data for 197% are not available for the sample countries. Zrovisional
- tentative egtimates, however, are available for the following countries:
GDP Growth Rate Gross Nationel Gross Investment/
‘ Savings/CGDP (3) cor_ {4)
3 75 1976 1575 o7 T TS - 373 197k 1975
Brazil 1.9 2.5 L.2 20.1 19.9 18.0 22,3 25.7 23.1
Koresa 6.9 &.1 8.0 21,9 19.4 17.70 26.0 31.1 28.7
] o a = 5 - ez e
T_ndia—/ 5.0 0.2 5.5 12,5 11,6 11.3 gL 17.2 6.8




rate (12.1 percent) of the low income LDCs during 1961-70; further their
growth rate of GDP (1861-90) was roughly half the growth rate of even the
low income IDCs (1961-70)."

However, the development pace of the low income IDCs slackened
during 1971-73 particularly because of poor agricultural crops and a spurt
like rise in focd prices. As a result, their domestic saving rate declined
by about 2 percentage points. It was unfortunate that when the saving rate
declined with the vagaries of nature, the external resource inflow in real
‘ terms also was reduced below the levels reached earlier. Investment rate as
g a result declined sharply. On top of these unfavorable developments these
countries were the 'most adversely affected' countries by the conjuncture of
events in world trade in recent years. Their saving rates further declined
during 1974-75, though their growth rate seems to have improved in 1975

because of the grace of the rain-god, whose fury had visited them in 1971-73.

The middle income countries indeed improved their development

performance during 1971-73; but they could not escape the impact of 1974-75

: events. Their growth rate of income as well as their saving rate seems to

3 have declined during 1975.
g Such has been the broad picture--impressive rates of growth of )
51 - output, investment and saving over a period of more than a decade in both

: the low and middle income IDCs and a sharp decline in domestic saving rates

in the low-income countries in 1974 and 1975 and in the middle income

countries in 1975.

1/ Simon Kuznets, "Modern Economic Growth, Rate, Structure and Spread,"
Yale Uhiversity Press, 1966, pp. 352-353, and Raymond W. Goldsmith,
Financial Structure and Development, Yale, 1969, pp. 131-135.




The question that is important from an analytic as well as policy
point of view is: What were the factors in this reversal? Are they of
temporary significance or are they such as to require adaptive behavior on
the part of the LDCs? Was the decline in the domestic saving rate due to
exogenous external factors or structural-behavioral changes?

The 1971-75 period was in many ways unique, although it reminds one
in some degree of the 1928-31 conjuncture: a violent boom breaking into an
equally violent recession in the developed countries accompanied by a break-
down of the old international monetary system. But in addition, this time
there was a simultaneous occurrence of crop failures in many parts of the
world, causing a world food crisis, which affected particularly severely the
developing countries; and a sharp irreversible structural change in the
relative price of oil which aggravated the impact on the world economy of
indust?ial recession. -

While the other events--in spite of their peculiar virulence--
were of temporary significance, the oil crisis and the higher level of world
grain prices required- an adaptive résponse on the part of the oil-
importing LDCs. Of course, the internal food crisis was responsible for
reduction in output, investment and saving in the low income countries during
1971-733 but with the twrn in the tide, the low income cowntries probably
would have been able to resume the earlier trend. However, the sharp
deterioration in their terms of trade since 1973 due to high prices of oil
and grains reduced growth ;n real incomes and consequently their capacity
to save. The IDCs still tried to maintain their investment levels by
short-term external borrowing, use of foreign exchange reserves and drawings

on various IMF facilities. Some like Korea, Brazil and India were able to
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do this. However, in a large number of countries import levels had to be'
reduced somewhat and investment could not be maintained at the 1973 levels;
this caused a further decline in real income growth and hence in saving.
Decline in saving rates thus was a cons#quence of an extérnal exogenous shock
rather than the result of any internal structural-behavioral changes.

Short-term borrowing on the 197L-75 scale, even if feasible,
cannot continue without giving hostages to fortune--this can only be an
immediate temporary response to a factor that requires more viable and
sustainable adaptation. So investment levels and hence growth of incomes
cannot be maintined without a compensating rise in the domestic saving rate.
Hence, the uréency of policy measures to improve the level and allocation
of domestic resources.

‘From a review of trends in output, investment, saving and capital-

., inflow during 1961-70, it appears that one can venture the following broad

conjectures with regard to the development process.

(i) Maintenance of high investment levels is largely a function
of domestic savings performance; capital-inflow from abroad
serves more as a catalyst and as a féctor in relaxing the
foreign exchange constraint rather than as a major factor
in supporting rising levels of investment. On an average,
foreign inflow did not finance more than 15-20% of invest-
ment in low and middle income cowntries. Of course, there
were exceptions like Korea, QGreece, Mali, Egypt, Pakistan
and Kenya. However, even in these countries the relation-

ship between capital inflow and domestic saving/investment-




(1)

was different: In Korea, Greece and Kenya, for example,
capitalQinflow was assoclated with rising rates of domestic
saving and income growth; in Pakistan c;pital—inflow did
not contribute to increase in saving rates, though it did
to investment and income growth; in Egypt and Mali, decline
in domestic saving and income growtl rates were associated
with rising capital inflow rates.

The domestic saving rate is positively related to the level
of income and its growth rate. However, saving rate also
seems to be a function of the size of a country; for
example, India has been able to attain a saving rate which
is comparable to the rates of middle income countries.

Further, saving rates seem to be negatively related to

Anflationary pressures and expectations. In Brazil, for

example, even with a high growth rate the domestic saving
rate does not seem to have risen and was even lower than

in Colombia during the 1960's. The important explanatory
factor, apart from the major factors: income level and its
growth rate, for rising saving rates seem to be the degree
of development of financial structure and positive real
interest rate structure. Practically, in all the countries
experiencing rising rates of saving,--like Korea, Malaysia,
Thailand, Ivory Coast, Tanzania, Kenya, Greece and Turkey--
this seems to be the case. In Brazil, the maintenance of a
high saving rate was possible after 1965 with appropriate

financial structure reforms and positive real interest rates.
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(iii)

(iv)

In mixed economies, major part of domestic saving takes
place in the private sector and more particularly in the
non-corporate private sector (comprising households and
non-corporate farm and non-farm enterprises). Public
sector saving generally constitutes less than 25 percent
of total saving, out there are important exceptions such

as Yugoslavia, Brazil and Korea.

The mobilization of domestic resources through the
government budget has bzen impressive in many countries--
both low income and middle income. Current revenue-GDP
ratio is more than 15%, for example, in India, Kenya,
Tanzania and Sri Lanka as well as in Egypt, Greece,
Malaysia and Brazil, and in the majority of countries
this ratio has been increasing. However, there has been
no systematic rise in public and aggregate savings attri-
butable to rising revenues. This fact suégests that there
is considerable scope for improving the allocation of
government expenditures and for rationalizing the tax

structure.
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II. DOMESIIC RESQURCE MOBILIZATION THROUGH THE PUBLIC SECTOR :

Public Saving and Growth of Taxes

Many Governments have been uneasy or impatient with policies to
increase private savings, foreign or domestic. Somé have distrusted their
ability to steer érivate capital to sccially appropriate investments. As -
a consequence, many governments have attempted to follow an explicit public
savings strategy: to draw resources into the public sector by fiscal means
and to undertake public investment with these resources.

Usually, such efforts demand substantial increase in taxes. And
in fact much of the emphasis on increasing taxes in LDCs had as a ratiomnale
the need to increase public savings. The results have been gratifying at
least as concerns resource mobilization. Where available, the cowtry data

comparing tax to QP ratios for 1953-55 with 1966-68 and again for 1966-68

*with 1969-71 have been collected. In She earlier comparison of 30 countries,

the average country tax to GNP ratio increased from 11.4 to 13.8 percent.

For the L7 countries of the later comparisons the ratio increased from 13.6
to 15.1 percent.}/ I6ss clear are the consequences of this "success story"

as concerns national savings and national growth. Statistical analysis shows

no relationship between tax ratios and either of the latter variables.

Changing the formulation slightly to compare total current public resources

~against savings or growth in no way affects this conclusion. The conven-

_1/ The ratios include local governments where these are important.
Social security payments are excluded. Material from the IMF.
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tional gxpianation for this outcome is in terms of the political process:
Political competition for public resources for non-developmental expenditure
has been intense. In many countries, relatively little remains for devel-
opment. Or even if a large share moves into develomment projects, the
projects themselves, again because of politics, are frequently dubious.l/
This is not to say that the public savings approach has always
failed and even less that it will necessarily fail in the future. In several
countries, both public saving - defined as current accounv surplus - and
income growth rates have been very high. Over 1967-73, both Korea and Brazil
had very high current account surpluses, about 20 percent of central govern-
ment revenue in the case of Korea and 30 percent in the case of Brazil. And
in both countries, income grew extremely rapidly, about 12 percent in Korea
and 10 percent in Brazil. Such success stories show the public savings
route as clearly compatible with dev%lopment. In general, however, because
of political dynamics and certain pervasive characteristics of public admi-

nistration, the route appears as conuoluted, and full of pitfalls &s the

private alternative.

Evolution of Tax Structure

Unlike developed countries, IDC tax systems are largely proportional,
although the long term trend is toward greater progressivity. Since the

1950ts, foreign trade taxation has declined from 37 percent of total taxes

E/ See please, Stanley, "Saving Through Taxation Reality or Mirage,"
Finance and Development, March 1969.
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in the Mid-Fifties, to 28 percent in 1969-71. (See Table 2). Taxes on
property have also declined over the 15 years, from 9 percent to 5 percent
of the total in the sample. Concomitantly, income taxes have increased
from 22 percent to 27 percent over the same fifteen years. And as indicated
in the Table taxes on prbduction and sales experienced a dramatic leap
during the sixties. Much of this was due to the introduction of sales taxes
into a number of national economies.

This need for new kinds of taxes in part refelcts a continuing
problem in many countries: tax systems which are inelastic with reépect to
growth of income. A consequence of substantial inflation has been continual
"tinkering" in many countries to maintain e§en a static ratio of taxes to
income. One by-product of the increasing role of progressive income taxes

1
has been some reduction in this inelasticity.—/ But the problem persists in
many countries. One obvious, and politically not very difficult, move
toward higher elasticity would be the substitution of ad valorem excises for
the specific excises, which continue common in many countries.

Inflation is also one reason for the decline of taxes on the
various forms of property, particularly land and buildings. Rising prices
reduce property taxes, unless values are revised upwards. Most countries
have been unwilling to make the administrative investment - such as an
occasional cadastral survey - needed to maintain the tax base in real terms.

But there are exceptions. In recent years the Republic of China collected

nearly three percent of (NP through property taxes. Nearly a quarter of

1/ But hyperinflation in Latin America has had the opposite effect. Citizens

= declare their tax and delay payment. Penalty rates on tax due, say 17
monthly, are far less than inflation. Thus real collections are far lower
than they would be without inflation.
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total taxes took this form in Singapore, namely 3.6 percent of &P, Froperty

taxes in Guyana came to 1.8 percent of @IP. In Turkey they have been 1.6

percent.

- In general LDC's have not given much thought to taxing property
through inheritance levies, which could much reduce inequality, with less

adverse impact on investment/savings incentives than highly progressive-

income taxes. And as has been argued frequently, progressive land taxes
h ) would have similar effects. Yet the trend has been that of decreasing

importance for all forms of property taxation.

Table 2: COMPOSITION OF TAX REVENUE IN 30 DEVELOPING COWNTRIES

(in percent of total revenue)

"" Direct Taxes Indirect Taxes

: Poll and : Taxes on
Averages for Income Taxes on Personal Import Export Production &
countries 1/ Taxes 2/ Property . . Texes Taxes Taxes Internal
Transactions
1953-55 22.5L 8.6 0.7 27.2 9.6 | 29.5
1966-68 2.0 6.3 0.1 26.4 7.3 35.7

1969-T1 26.5 5.7 0.2 23.3 L.9 38.0

;/* In computing these averages, the countries for which information on a particular
tax share was not available were excluded. Hence the sum of the averages of shares
of particular taxes need not sum to 1C0.

2/ Personal and Corporate.




One excise is evolving into a significant source of revenue: motor

fuel taxes. In many coumtries such quasi user-charges account for about one
percent of GDP; e.g., Thailand and Korea. In others revenues are far lower
and may not cover the resource cost of the highway system. MNMuch of this is
due to differences in the tax rates 2lone. For example, in 1974 they were

38 percent in Ecuador as opposed %o 66 percent in Korea. At the same time
there is strong evideﬁce that the rich benefit to greater degree from high-
way services than the poor. Adverse effects on the urban poor of higher fuel
taxes can be offset through appropriately designed subsidies on public trans-
port. Since the tax is very easy to collect, it is also very attractive from
the administrative viewpoint. Thus on both practical and thsoretic grounds,
motor fuel taxes appear as an extremely attractive revenue source. Never-
theless it is exploited far more in some cownbries than in others.

‘Indirect taxes are also levied on capital and intermediate goods;
such taxes bring about distortions in relative prices and may cause mis-
allocation of resources. All indirect taxes (sales, excises, and import
duties) should be on consumption of goods and services (excluding basic
necessities), particularly on consumption. Further income taxes need to
exempt savings from the tax base. To promote private savings, the income
tax base needs to be income plus capital gains minus net change in finaneial
assets. Such a modified tax would promote saving in the form of financial
assets and thus tend to strengthen the mobilization and allocation role of
the financial system. Further, because of poor tax administration and compli-

cated tax laws with many (deliberate?) loopholes, direct taxes, such as the

income tax, tend to be evaded.
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Since the 1950's many countries have evolved systems of fiscal
incentives, most frequently tax holidays, to encourage high priority produc-
tion, such as certain lines of manufacturing. Often, if not usually, such
holidays are complemented by a market held captive behind high tariff walls,
or even quantitative restrictioné. The revenue loss of such measures is
. frequehtly very high; e.g., in 1967 it equalled 1& and 15 percent of taxes
in Costa Rica and Nicaragua respectively. Often the benefits to the investor
are in proportion to amount invested, an invitation to reduce employment if
capital can be substituted. A poor idea in a world of surplus labor. A few
countries have experimented with providing benefits in proportion to number
employed; e.g., Malaysia, but thus far, results are inconclusive. Those
holidays which are for hnport-substituﬁing investment save foreign exchange
through 1oca1.production of what was hitherto imported but often at local

2 costs far exceeding the costé of producing additional goods for export.

For these reasons disillusiomment with fiscal incentives is substantial.

Public Enterprises

The financial efficiency of public enterprise presents a dismal
picture. According to an IMF Study for the early 1960's, of 6l public
enterprises in 16 countries, developed and developing, the average rate of

- return - before taxes, if any - was a negative 4.8 percent.l/ Most of the
industries included in the estimate were public utilities; e.g., railways,

electricity, communciations. Situation in some countries, of course, has

¢ changed with organisational and management refomms.
What was true of such enterprises in general is also frequently the
case with respect to provision of water and electricity specifically. 1In

; 1973 in Columbia's largest nine cities, the revenue shortfall on piped

1/ Thirteen of the 16 were LDC's.
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water and sewage services was 23 percent of totai costs (including a return
to capital). This fact of widespread deficit has brought a reluctance,
frequently veiled, of the fiscal authorities to see such utulities expand
their operations, because the resources for sueh expansion must come at the
cost of alternative uses. And Y"adding insult to injury", an expanded system
with its expanded deficit would also force an expanded drain on fiscal
resources. AsS a conseguence, even in capital cities many groups are withcut
piped water, electricity, and other public amenities.

Available supply frequently benefits disproportionately those with
higher incomes.. In Malaysia, cities of ten to seventy-five thousand in
population provide electricity to less than half of the bottom LO percent of
the income distribution. But over 90 psrcent of the two highest quintiles
have it. In rural areas, the corresponding proportion drops to a quarter,
while over 65 percent of the highest %“wc quintiles have electricity. Simi-
larly, piped waber is available to lzss than 40 percent of the bottom two
quintiles in such cities and to a far smaller group in rural areas. The
corresponding percentage for the two highest urban quintiles is 85 percent.

Nevertheless the probability is high, at least in urban areas,
that the poor would be willing to pay the full cost of electricity and piped
water,where 1t is available. For example, in Cali, a large city in Colombia,
hawkers sell water in low income neighborhoods at.a price thirty-five fold
that of the public system.

Complicating the issue is the frequency of high connecting charges
combined with low monthly tariffs. Bogota, Colombia nearly covers the full
costs of water supply through user-charges. One reason for this is high

installation fees for water comnection. These can be spread out over 42




months; however they still amount to 9 to 12 percent of the average poor
family's monthly income. Yet, once in the system, the poor family's monthly
tariff is very low because of cross subsidization from the higher tzrifis of
wealthier subscribers. A frequently argued alternative is that it would be
of far greater value toc the poor to spread the installation fee over a longer
period. The cost to the waterworks could be negligible since it could
include finance charges to cover those it would need tc pay on any resulting
borrowing.

The practice of public utility dissaving brings benefits to those
who need them least, but it probably unnecessarily excludes large parts of
urban populations. The practice could be eliminated or greatly reduced with
much increased saving and general welfare. The vicious circle of deficit,
shortage of investible resources, and consequent limitation of access. only

to the wealthier members of the community is not inevitable.

Consumer Subsidies

Malnutrition causes great immediate migery. But in infants
prolonged malnutrition forces a disasterous reducticn in the effectiveness
of future investments in human capital. Consequently, elimination of

)
caloric and other nutritional deficits are major geoals in a number of
countries which have evolved comprechensive programs of féod subsidies. Im
Sri lanke, rice, sugar, and wheat flour are both subsidized, and available
free in rationed quantities. In 1975, these subsidies ccnsumed about L
percent of GDP and a quarter of total central govermment revenue. In Peru,

also in 1975, the subsidy program for several basic foods and gasoline

consumed about 1.l percent of GDP and a teﬁth of the central government
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current expenditure. In Fgypt, in 1974, the losses of the food subsidy

account were L0 percent of GNP, and ocne and a half times total spending
on education and health. The costs of these progrems in terms of povential
naticnal savings are clearly extremely- high.

The programs also have high leakage: In general, the rich eat as
ruch hesgic foods as the poor. If the latter are defined as the bottom two
quentiles, then tc assist them by a given amount recuires an outlay vroughly
two and half times higher. Thus, most of the benefit '"leaks out" to the
60% who generally do not suffer from malnutrition. Apparently, this ratio
of about 2.5 to 1 measures the leakage in Sri Ianka, although it may be
somewhat higher since the very poor purchase less subsidized food than the
average household. In Peru, the leakage has apparently been extremely high.
There apparently less than 15%'of the total subsidy was consumed by the .
lowest LO%.

Countries with longer histories of attempting to reduce poverty
by direct govermment action do not attempt such a shot-gun approach.
Poverty households can be pinpointed for subsidies through food stamps
which permit purchase of basic foods at reduced price. Redesigning consumer
subsidy programs to restrict benefits to target groups would greatly

increase public saving.




ST ENTEE TR LR T e 2T T e

III. DTMPROVING SAVING PERFORMANCE AND ALIOCATTION

Structure of Saving

The policiss relating to saving would depend on the structure
of saving in a given country. From the point of view of the differ-
ential characteristics of saving behavior, the economy can be divided
into three sectors: Govermment, Corporate and Non-Corporate (comprising
non-corporate farm and non-farm enterprises and the purely personal
sector ).

In a mixed economy, it isnot possible to raise the level of
gov;rnment sector saving beyong a certain level. With the rise in tax
and other current revenues, government current developmental expenditures
on social services tend to increase; these expenditures on education,
health and social welfare quite often are of as much--if not more--
significance for the development process as investment in physical
assets, Government saving--that is excess of current revenues over
current expenditures--hence, has not exceeded 2-3% of GDP in the LDCs
excepting in countries with very high growth rates of income--countries
like Korea and Braszil.

Corporate saving, too, *s not large in the LDCs because of the
smallness of this sector--a reflection of the development stage of the
IDCs. Even in the developed countries, the net saving of the private
corporate sector as a proportion of GNP is not very highj; for example,

this ratio was L.7% in Japan, 2.3% in the U.S.A., 3.6% in Germany and
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3.9% in France during 1960-69. Such data for large number of LDCs are
not available.

It is the saving of the non-corporate sector that is of crucial
significance ih‘ﬁany middle and low income IDCs as it is even in the
developed countries.

(i) It accounts for more than 50% of domestic saving.

(i) Tt is the only survlus sector in the sense that its
saving exceeds its investment; thus, the growth of the
government and corporate sectors (which are the deficit
sectors--their investment exceeding their saving) is
critically related to the extent of resource-iransfer
from this surplus sectér. (The surplus categories in

- this sector are: relatively large farm'and non-farm

enterprises; and landless laborers are deficit units).

(iii) From the point of view of development policy, this‘is a
vital sector; for a part of this sector comprising small
farm and non-farm enterprises needs to be strengthened
for generating productive employment so essent?al for the
progressive removal of poverty. This cannot be done
without raising the level of saving.and improving its

allocation through efficient resource transfer mechanisms.

Non-Corporate Sector Saving

In a large number of 1DCs potential saving of this sector is

not mobilized because of a lack of sound financial structure--structure

of institutions, instruments and interest rates.




1)

(i1)

(iii)
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Because of the non-availability of simple intelligible and

convenient financial instrumentS yielding & positive real

return, potential saving is frustrated and largely used
for consumption.

Because of poor facilities for borrowing on reasonable
terms, quite often potential saving is inadequate to
finance investment., say, by a small artisan. This
potential saving hence becomes abortive; but that is not
the end of the story. TFor had he been able to borrow, he
would have saved out of his increased income to repay that
borrowing. In a very significant sense, lending for viable
schemes promotes saving in the form of repayment of loans.
Small enterprises (both farm and non-farm) quite often
plough back their saving in their own businesses even if
the rate of return is low. This happens because they have
no alternative attractive financial asset in which they
can invest their saving. An attractive financial asset
like a bank deposit would enable them to give up low pro-
ductivity investments; and these resources would then be
released for lending, say, by a bank for high productivity
projects.

The financial institutions finance @ small part of non-
corporate investment. A major part is financed by own
gsaving and borrowing from the other surplus units and
money lenders--which constitute the so-called informal

market. Interest rates in these fragmented semi-mono-
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polistic markets are very high, ranging from 35% to 70,5 per
year in real terms. These high rates have two consequences
Firstly, worthwhile socially productive projects cannot be
implemented at these ratss, And secondly, these high rates
induce speculative investment--investment in land, real

estate, scarce commodities and the like. Thus, on the one
hand, potential productive investment is not taken up; and
on the other, resources are diverted toward socially un-

desirable forms of investment.

Thus, for raising the saving rate and ensuring its rational
allocation, it is essential to evolve financial instruments and a struc-
ture of positive real interest rates that are consistent with the saving
preferences and motives of the non-corporate sector. What then, are
the natvre and structure of these financial instruments?

It appears from the fragmentary data relating to financial
saving in some IDCs that with the evolution of financial structure, the
non-corporate sector prefers to hold more than 50% of its financial
saving in the form of saving and fixed deposits. The second significant
preferred asset seems to be ‘claims on social security institutions--life
insurance, pension and provident funds and the like. Thus, the major
part of financial saving seems to be in the form of claims on fimancial
institutions. Saving in the form of direct claims (equities and bonds)
on the non-financial sectors (government and corporate sectors) does
not exceed 20% of total financial saving.

The evolving structure of financial saving in the IDCs does not

seem to be different from the structure in the developed countries. In




the U.S.A., for example, fhe non-corporate sector holds about 50% of its
financial saving in the form of deposits énd about 30% in the form of
claims on social security institutions. In Japan, where the social
security institutions are not as well developed as in the U.S.i., bank
deposits form more than 80% of total financial saving of the non-
coﬁporate sector.

For a variety of reasons, the Japanese experience may be more
relevant for the IDCs than the experience of other developed countries.
In Japan, the non-corporate sector saves about 21% of its disposable
income-~the highest rate among the developed comntries; the U.S.A. rate
being about T%4. More than 60 of this saving is in the form of net
financial assets--the dominant asset being deposits (forming about 80%
of total financial saving). The major explanation for this pattern
seems to be related to the institutions and policies of the financial
systemn.

- There is one bank office per every 10,000 Japanese: about

7000 offices of credit associatioms and credit cooperatives;
an almost equal number of labor, agricultural and fishery

cooperatives; 22,000 offices of the postal saving system.

= Positive, though low, real interest rates--real interest rate

of 3% on one year bank deposit.

- Direct promotion of saving by banks through various forms of
non-price competition such as gifts to depositors, door-to-
door solicitation, facilities for special purpose saving.

and the revival of the old system of 16ttery deposits.,




- Governmental policies designed to keep the banking system
safe through supervision, deposit insurance and the imposition
of ceilings--in practice amounting to rate setting--on deposit

rates.

Tnstitutional Framework for Financial Policies

The structure of financial saving seens to be evolving in favor
of deposits and claims on social security institutions in IDCs which have
experienced a significant rise in the saving rate of the non-corporate
sector during the last 15 years or so. Such has been the historical
trend even in the developed countries. It seems desirable for the IDCs
to assist this trend.and concentrate their efforts on bringing about or
facilitating those changes in financial structure, and in the laws and
regulations which affect it, that will ensure, or at least make more
likely, that a predominantly indirect and institutionsl and largely
contractual and mandatory flow of personal saving contributes as much as
possible to ecomomic growth. For this purpose, several important changes
will be called for in government and business policies from those now
accepted in many countries. To give one example, governments will have
to abandon the policy of attempting to bring back, or to crea%s, a broad
market for government and corporate securities among individual buyers.
Tt does not seem esseatial for IDCs to pass thrcugh that phase of the
evolution of financial systems through which the deweloped countries

like the U.S.A. and the U.K. passed some time back.




To stimulate financial saving, several institutional and

policy measures seem to be essential:

(1)

(i1)

Since thrift deposits--saving and fixed deposits--seem
to be a preferred asset, the institutional development
that should have first priority should be the widening
and deepening of the geographical and functional scope
of the commercial banking system. This system has
already evolved in the IDCs, but its scopé is largely
restricted to urban areas and to the financing of modern
medium and large-scale enterprises in industry and trade.
Instead of creating new institutions, it seems to be
more rational and economical to expand the scope of this
system through the creation of a nation-wide net work

o} bank branches, and enlarging their functions. Such

a system need not restrict its role to that of purveying
credit and deposit mobilization ; it can and should also
provide entrepreneurial and managerial guidance to agri-
culture and small industry by coordinating its functions
closely with the agencies/institutions engaged in pro-
viding financial and non-financial assistance to these
sectors.

Tt mey not be possible for the banking system to provide

directly financial services to small savers and enter-

Erises: the administrative costs and riskes may be high.
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Fence, it may be advisable for the banks to forge vital
links with credit unions, cooperative credit institutions,

rural banks and even money-lenders.

A study and analysis of 1DC experience so far suggests
that.it was a mistake to consider the role of banks and

the role of, say, credit cooperatives as competitive. In
fact, their roles are complimentary. The cooperatives

are poor mobilizers and suffer from insufficiency of
resources. However, they are good lending agencies as

are the rural banks and money-lenders because of their
ability (a) to reach small enterprises at low administra-
tive costs by group lcans and group technical assistance;
(b) to enforce repayment by non~economic sanctions (group
pressures and the like); (c) to tailor financial instru-
ments and procedures to the specific needs and requirements
of small enterprises because of close and intimate knowledge
oF the Tocal enviroment; and (4) to reoruit staff ab wage

and salary scales much lower than the scales of the banks.

The banks, on the other hand, are in a position to command
large resources and thus strengbthen the resource positions

of cooperatives and the like,

Thus both--the banks and the other agencies, cooperative
and rural private banks--need each other. Whenever their

complimentary roles are recognized (Taiwan, Korea, and




India), the financial structurs is in-a sounder position

to mobilize from as well as allocate resources to small
enterprises (farm and non-farm) than in countries, where
their roles are considered %o be competitive. How and
with what institutions/agencies the banks should forge
vital links is a question that has to be takled in the
specific context of each country. For example, in
Malaysia, and Indonesia, the banks have used local agents--
mostly traders and money-lenders~-for lending, while in
Taiwan and Korea, the farmers'! organizntions have performed
the agency function cuite effectively. Innovative approaches
are necessary for linking the formal and the so called

informal markets. -

Sairs are likely to prefer a financial instrument thab

is simple, convenient and easily intelligible, that does
not involve transactions costs and that can be easily and
without loss converted into money. Interest~bearing
deposits of various maturities do provide such a financial
asset. However, to make them attractive to savers, it is
essential to devise such deposit schemes as are linked to
the basic motives to save. Apart from the link of deposits
with saving motives, some deposit schemes should also be
linked with certain services like door-to-door collection,
and, of course, with lending for sound schemes/projects by
small farm and non-farm enterprises. Thus, the real return

or. deposits--return inclusive of tangible and in%tangible
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iv)

(v)
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benefits other than interest--would be sufficiently
attractive to induce savers to prefer this form of
financial asset to private lending or other unpro-
ductive physical assets like gold, real estate,

commodity inventories and the like.

Apart from this, the monetary yield on variocus types

of deposits should be comparable to the yield,
exclusive of risk premium, on private lending. The
yield on private lending is high but involves risk.

If banks enter the fields of lending so far mono-
polized by private lenders, the interest rate is likely
to decline., Taking into account this possible decline
in yield on private lending and the risk premium
attached to such lending, deposit rates should be so
fixed as to be comparable to these adjusted rates on
private lending. Interest rates as such may or may not
have the impact on total saving, but they certainly have
a substantial impact on the pattern of saving. The
interest rate structure, then, should be such as to
induce savers to keep their saving in the form of bank
deposits rather than in the forms of private lending or

investment in wmproductive assets.

Compulsory provident and pension fund schemes have
proved attractive in several countries like Turkey,
Malaysia and India. Such schemes should be introduced

to couver wage and salary earners in as m3ny sectors as
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possible. Social secufity deposits have been preferred

asset in both the developed and the developing ccuntries.
Their full potential should be exploited. However, with
empl;&ers' contribution, these schemes tend to raise the
effective cost of labcur and thus affect adversely labor-
intensive processes. To avoid this effect, these schemes

. could be devised in a manner that dces not require empioyers!

contribution.

(vi) The other asset which savers seem to prefer is insurance

rolicies. Life insurance policies should be expanded.

) For farﬁers, life insurance has not proved as atiractive
as crop insurance may; it may be possible to introduce
corpulsory crop insurance schemes that are atitractive to
farmers and at the same time function as effective
mobilizers of farm saving. For these purposes, bank:

f; ' ' ' . branches can function as agents of insurznce companies

so as to minimize administrztive expences. Soms depcsit

schemes can be linked with life insurance as wsll as crop

insurance.

Towards Evclving zn Integrated Mcney and Capital Market

.

So far, though domestic resource mobilizaticn effort has been
impressive, it has not enabled a large number of countries to direct znd
canalize them fully in tﬁe desired directions. The coviocus reason has

been that they have not evolved sffective and integraled financial mech-

anisms for transferring and alliocaiing rssources to,,and ensuring their
efficient use in sectors that are crucial for implementing their devel-

cpment strategy and programs.




The function of a sound financial structure is to improve the

mobility of financial rescurces--from surplus to deficit non-financial
units, and from activities yielding low social returns to those yielding
high social returns. This mobility can be ensured provided there is (a)
institutional change--appropriate new institutions. and change in the
institutional philosophy--, (b) finencial instruments consistent with
savers' and borrowers' preferences ard needs, and (c) a rational positive
interest rate structure that ensures effective mobilization and allocation.

Innovations, thus, relating to the financial structure are as
important, if not more, for the development process as innovations
relating to the production structure. The developing countries of the
nineteenth century--France, Germany, and Japan for example--did success-
fully introduce significant inncvations in the financial structure.

In what directioﬁ the financial structure of the present devel-
oping nations should evolve depends on the actual specific context of a
given country. However, it is possible to snggégt some- general guidelines,
based on- historical and current experience--that'probably are relevant to
most of the IDCs.

The fragmentation of the financial structure is largeiy due to
(a) inadequate evolution--geographical and functional--of the banking
system; (b) the limitations on rational lending policy by the banks,
arising from their exclusive ‘emphasis on short-term lending on the
basis of adequate éecurity and collateral rather than on the basis of sound-
ness of schemes anq projects; (c¢) additional fragmentation arising from the
setting up of specialized institutions like the DFCs without direct and

vital links with the banking system, and (d) the structure of interest
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rates that fails to reflect the relative scarcity of resources.

If such fragmentation is to be eliminated and "more fluid
credit markets" are to be evolved, there has to be a central agency that
gés the responsibility of promoting a sound financial structure. Such a
central agency exists--namely the central bank.

From the.point of view of financial development, it is essential
to give a development orientation to the central bank.

Many of the IDCs have borrowed central bank technology prevail-
ing currently in the U.S.A. or the U.K. without making any relevant
creative adaptation of this technology to their specific situations. Of
course, there have been exceptions like Brazil, Mexico, South Korea and
India, whose experience along with the historical experience of Japan
indicate the nature of desirable innovations in the central banking field
of the LDCs.

There is a significant difference between the role of a central
bank in a developed country and that in a IDC; and this difference arises
from their different stages of development. The monetary and financial
system was already well-developed when the central banks were set up in
the developed countries. In the theory and practice of central banking,
hence, it is the regulatory role of the central bank that is emphasized.

Central banking functions; obviocusly, have to be different in
countries where the financial system has yet to evolve to a stage reached
in the developed countries. In the IDCs, the role of a ceniral bank
canmot be restricted to that of a regulator; for the institutions to be
controlled and the credit system to be regulated have still to evolva to

necessitate a regulator.




What should, indeed, be the primary function of a central bank
is to take the lead in evolving a sound financial structure. The devel-
opment function needs to be performed in such a way that ths central bank
is able to maintain close, contimious and active contact with the cradit
system so essential for the success of its regulatory function. The
emrhacis in early days must be on the development of a banking system to
centrol. Taic s not only a logical crder; it is also the historical
order of events in the under-developed country that is most studied : the
fngland of earlier centuries. It must not only be central but also, and
very actively, a bank

It is somewhat strange that, at an international level also,
the promoctional function of a central bank is not sulficiently
stressed in providing technical and financial assistance tc the LDCs for
the purpose of promoting the evolution of a sound financial structure.
The result is that a large number of central banks have not been appro-
priately oriented towards development objectives in general, and to the
development of sound financial systems in particular. Further, the
evolution of specific financial intermediaries takes place in such a way
as to promcte further fragmentation of the capital market; or at any rate,
the policy of merely promoting specific financial intermediaries doesrnot
stress tke need for an integrative mechanism and agency as provided by

the existence of a ceéntral bvank.

Non-monetised Saving through Self-help

Considerable investment in the rural areas of the 1DCs tekes
place in a non-monetised form through the use of family labor--cottages

for family use, leveling and clearing of land, minor irrigation, farm
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roads and the like. Such use of family labor can be intensified only if
the rewards accrue to those who work rather than to those wio own land.
The promotion of this type of non-monetised saving and investment (both
are the same and directly linked), thus requires security of tenure to
those who till the land (tenant farmers). Such security of tenure is
essential also for obtaining credit from institutional sources.

Similarly at the community level, real assets like minor
irrigation, feeder roads, school buildings, community halls, and sanitation
and hygiene and drinking water facilities can be built through voluntary
labor of community members. This is not possible, however, without
linking rewards and work--hence the need for egalitarian rural structures
through effective land reforms. At present, community self-help measures
nave frequently helped the rich at the cost of the poor because of highly

s one of the

[

stratified unequel village socio-economic structures. This

ways in which greater equality promotes saving and investnent.

s
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IV. MOBILIZATION OF EXTERNAL RESOURCES

Even if the low and middle inccme 1DCs succeeded in raising
the proportion of their domestic saving to GDP, they are likely to need
fcreigﬁ saving partly to supplement domestic saving and partly to meet
the foreign exchange gap for a reasonably satisfactory development
performance. The sources of this foreign saving are: international
development banks like the World Bank Group, bilateral offical assistances,
guaranteed exﬁort credits, and loans from private banks and capital markets
of the developed countries. |

Much of foreign assistance is provided for specific projects.
If the project selection process is to be rational, there should be a
1arge.number of projects and project complexes to choose from., It has
been the experience so far that large number of IDCs have no institu-
tional mechanism with the function bf identifying project ideas, pre-
paration of feasibility studies and detailed project reports. A major
weakness of the planning process has been in the field of working out a
concrete investment program, comprising a set of fully worked out inter-
related projects. Much and probably more than what is strictly necessary
is being done with regard to the aggregative plan framework and sectoral
allocations of investment but these are not translated properly, effect-
ively and on time in terms of a fully worked out operaticnal investment
program. And obviously when large number of projects are not properly
worked out, the planning process beccmes more difficult and the choice as

between projects camnot be made rationally.




Again, it is obvious that external sources would not be
attracted to lend for unsound projects. The success of thé external
resource mobilization effort, thus, critically depends on the machinery
for project formulation and appraisal.

Since financial institutions like the development banks have
to specialize and build expertise for sound project appraisal, the project
aprraisal task should be their primary function. For ensuring selection
cf sound projects, it appears to be worthwhile to consider arranging
financing of projects--whether in the public or the private sector--
through the development banks, who should develop the capacity for sound
eccnomic appraisal. Government departments to perform this function have
to function like a good development bank. Why then not give this task
to development banks at least in part?

Again, governmeﬁfs or private entrepreneurs are unlikely to
have the information and expertise required for tapping external private

sources. For, example, they would be faced with problems like the following:

(1) If a project requires direct investment or collaboration
by a foreign firm, whom to approach, how to negotiate

reasonable terms and comditions, etc.?

(1) If extermal resources are to be mobilized from private
foreign banks or capital markets, how to approach these
sources and what terms and conditions can be reasonably

expected?




(iii) How to prepare project financing details that would be
intelligible and convincing to foreign sources, including

the internatioral institutions?

These are tasks in which it is easy and even necessary for the
develorment banks to specialize. And on the groﬁnd of econcmiss of scals
and specialigzation, why not assign these tasks to them explicitly?

Some development banks in countries like Iran, Singapore,
Philippines, Mexico and Korea have indeed tried to mobilize external
resources through various sources. and performed some of the functions
indicated. Tt may, indeed, be worthwhile for the IDCs to induce the major
development banks to perform these functions much more systematically.

Of course, it woul& be difficult to tap private and even -
official external sources if the domestic policy framework lacks the
needed stability and certainty of impact. It has been the historical and
current experience that foreign capital is attracted not so much by
indiscriminate incentives as by the long-term development prospects and
the confidence in the stability of the domestic policy framework at least
to the extent to which it affects foreign capital. It is, for these
reasons, for exémple that Mexico has succeeded more than any other

country " in tapping the capital markets of the developed countries.




V. SUMMARY AND CONCLUSION

The major conclusions of the paper are stated very briefly

and somewhat bluntly below:

(1)

(11)

Two major areas for demestic policy action are identified:
(a) Government tax-expenditure and pricing policies and

(b) Financial structure policies. The framework suggested
is a stylised framework; actual framework has inevitably to

be governed by the specific socio-economic context.

The stylised facts about (a) and (b) are the following:
(a) The tax-system is by and large proportional in its
impact (predominance of indirect taxes and inflation,

and direct taxes evaded because of poor tax administration
and, tax laws), and it does little to reduce inequality and
in many cases promotes conspicuous consumption (lack of
effective land, wealth, expenditure and inheritance taxes)
and induces imnefficiencies in the production structure
(price distortions through indirect taxes on capital and
intermediate goods and superfluous investment incentives
and subsidies). Consumer subsidies, principally of food,
do not reach the poor effectively and tend to increase

the real incomes of the rich. The pricing policies for




public sector utilities again involve subsidies to

those who do not need them and inadequate expansion

of facilities for the poor because of poor financial
retvrns. (b) The finsncial structure policies ars not
based on data and analysis of saving and flow-of-funds
structure and hence have fragmented the money and
capital market (urban industry and trade bias of the
banking system and special financial instituticns, both

of which are not effectively linked with the informal

markets); the structure has failed to mobilise potential
saving (lack of financial instruments railored to saving
motives and preferences with positive real interest rates)
and devise appropriate lending instruments for small enter-
prises, and misallocated resources and increased income
and wealth inequality through lending policies hased on
collateral and security, and low, quite often negative,
interest rates. The central banks have concentrated on
regulatory policies (ineffective without an integrated
money and capital market) rather than on promoting a sownd
financial structure - which in IDCs should be the major

fuetion of a Central Bank.

(iii) The tax system should aim not only at mobilising adequate
resources, but also promoting private saving in the form

of financial assets through (a) Progressive income taxes
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(v)

(vi)
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with the tax base: Income plus Capital gains minus

net increase'in financial assets - in efiect a
modified expenditure tax; (b) Indirect taxes (excises,
import duties and sales taxes) at very high rates
(exceeding 100 per cent in some cases) on semi-luxury
and luxury consumpﬁion goods as well as services -

a tax on gasoline is a good example. (c) Ad Valorem
indirect taxes cn all consumption goods and services -

other than basic necessities.

The tax system should at the same time promote greater
equality in income and wealth distribution and improve
resource allocation through (a) progressive wealth and
inheritance taxes; (b) removal of incentives and sub-

sidies that promote capital intensive enterprises, and
consumer subsidies that enrich the not so poor. And

(c) removal of all indirect taxes on capital and inter-

mediate goods.

The pricing policies of public enterprises should aim
at adequate plough back of profits for expansion of

facilities particularly to the poor through discrimina-

tory pricing based on ability and willingness to pay.

The financial system should devise such instruments, as
are tailored to the saving motives and preferences of
small savers and linked with services like door-to-door

collection and borrowing facilities, like: (a) Saving and
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(viii)
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fixed deposits of.various maturities yielding positive

real interest rates; (b) claims on social security

institutions like like insurance, compulsory crop

incurrence and provident fund and pension schenes.

Central bank, the key agency in charge of developing

a2 sound financial structure, should concentrate, even

for ensuring the effectiveness of its regulatory policies,
on promotion of a well-integrated sound financial structure
(structure of institutions, instruments and interest rates)
through innovative - not imitative and covventional -
policies such as: (a) widening and deepening of the
geographical and functional scope of the banking system;
(b) establishing organic links between the banking system
and informal credit markets, on the one hand and between
the banking system and the agencies providing teckhnical,
managerial and'éﬁ%fépﬁ;ﬁE??iél"gﬁidéﬁqéié@@¥éésis@aﬁé&wiq
small enterprises oﬁ the other; (c) linking specialised
financial institutions like the DFCS with the banking
system; (d) promotion of social security institutions;

and (e) eﬁsuring a positive real interest rate structure,

reflecting the characteristics of various financial

instruments.

For small farm enterprises, saving is linked with
investment opportunities; non-monetised saving, thus, can

increase by hard work provided fruits of family labour
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are ensured to the family. Security of tenure for small
farmers, thus, is a preccndition.

; : Similarly, at the community level, real assets like

| minor irrigation, feeder roads, school buildings,
cormunity halls, and sanitation hygiene and drinking
water facilities can be built through voluntary labour
§f the cormunity members. This again is not possible

without linking directly rewards and work - hence the

need for egalitarian village structures through effective

AT T iy kD
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land reforms. At present, community self-help measures

have merely helped the rich at the cost of the poor

-
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because of highly stratified unequal village socio-

economic structures.

(ix) Central bank and specialised financial institutions

should build adequate information and expertise required

for tapping long-term external resources through direct
foreign investment and capital markets of the developed
countries. They should inspire confidence in foreign
investors by improving their decision making process -
selection of projects and project complexes by sound

" economic appraisal and criteria.
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Appendic I:
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-, .

Oross comestic Sevings Zternzl lescurce Indlow
(3 of Go?) (s cf 0T)

1862.85  1566-70 1371-73 L97L 196165 1866-7C 197172

Low Inccme

a. South Asia

1L.63 1¢.3
8.50 8.25 1.2 =3.1
lll‘log 9‘8
7.8
9.6

-1,51
-2.17  -3.39
-3.55
=L
2,88  .2.16

-0.7h
-1.6L
-1.1k
-3.Lk
-1.26

India

2angladesn
Sri Lonka 13.76
Fakistan
Average 13.79

li.Qh
13.18

b. Zast/Central Africa

12,76 12.82
15.37 16.87

-1.55
-1.83 Tl -0,02

Siorra lecne
Average

13.0
18.968

Kenyz 16.55 19.75 22.61 22.ub 2.53 -0.31 -3.19
Tenzaniz 15.17 16.89 16.51 5.h0 1.86 -1.13 ~4.E8
Tganca 15.30 16.33 11.89 2.2¢ 3.28 1.45 0.45
Ithicpia i1.bk1 11.38 11,82 13,36 -1.2¢ -2.01 -C.32
Mali 9.14 9.96 2.22 <18.2 -9.31 -7.16 -1,87 -
Sudan l2.21 15.1 11,11 0.0 -2.83 -1.LkE ~0.38
Weighted Average 1.0 19,65 15.2 9.89 -2.58 -1.40 -3.0L
Tnceme
a. Meditsrrana=m ,
orgerd 12.3% 10.51 7.17  2.50 =4.81  -3.59 3.2 -
Sric 11.%h 9.7 UL 1£8.37 ~1.87 -4.87 -l .85
Trnisia 13.09 17.15  18.90 23.39 10,7k -6.,01  -1.88
Creece 1,36 15.L9 20.38  13.17 -9C.3 -8.L2 -2.73
Turkey . 12.56 16.38 ig.43 12.96 -2.70 -1.94 -3.85
Tugoslaviz 1.4 28,38 25.8L  20.CO -1.76 =242 -4.CT
Weizhted  Average 18.39 8.7 16.36 12.47 -u.1 -3.96 ~5.35
b. west africa
Camercn 12,32 15.4k2 13.71  1%.10 0.62 0.02 -3.35
Zhans 11.69 1z.24 12,7 12.80 -8.54 «0.95 1.39
Ivory Coast 20.93 25.17 25,38 27.51 ~L,11 5.97 3.47
Senegal 9.%1 11.L9 h.12  19.0 -1.C3 -2.01 -L.20
9.77
3.25

1=

s. .ast  s=is
“erez .27 13,99 18.17  19.¢ -9.1C  -11.31 -3.88 -
Failirvinas 19.80 19.56 21.c8  20.73 -1.00 -1.80 0.6k
Zheiland 17.52 21.L9 23,23 z22.7¢ -1.89 -3.33 -1,92
¥alaysia 18.23 21.C6 2189  20.5u 3.25 5.0L 2.23
weizhted Averaze i3.45 18.97 22.10 2C.%8 ~2.u8 -4.1 ~G.37
3. latin jmeric
Argentina 19,7 20,05 21,33 18.¢8 o3 1.05 1,32
Spazil 22.87 t8.83 20.82  18.37 1.03 -C.18 1,27
Cclemoiz 1773 18,3 1587 17.20 -C.25 «1.3C ~C.70
Jeminican Zep. 11,28 10.C8 5.8 16.5C -2.27 5,02 -3.33
Jvatsmalz 2.2% 1182 13,20 u.Lo -1.586 -3.83 -2.28
llexico T35 8.3 1€..5  i8.2¢ -0.38 -2.13
Zers .35 23,100 12,23 2. 1.3C
rrguay .53 l2.39 7.2 .25 L.zl
eizhuad Averzgs .83 19,7 1L .27 -2l
weighied iverzze
Low Incene i3 8.72 13.EL 2,38 2,7 ~n.33
Lizdle Tmeoems T pl 3.8 1T.A 2,30 -1.73
welznmed Tital fample 2 MR 18,24 1%,z -1.15 )
=y Tnllow" TeTresents current 2002UnT tilancs ¢n fesds and nen-facte
iz <he ns7 2lovw of rezl rescurces.
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Appendix C: THE FINANCING OF GROSS DOMESTIC INVESTMENT

THRCUGH OWN RESOURCES (DOMESTIC SAVINGS)

India 1961-65 1966-70 1971-73 197L
% India 86.7 91.3 95.2 61.9
: Sangladesh 79.7 70.9 Lo.L -63.3
g Sri Lanka 3.0 79.4 92.9 67.2
'* 3 P?.kistan 61-5 7269 76.2 50.6
i Average 82.7 87.11 91.3 61.2
: Kenya 118.0 98.5 87.6 72.5
Tenzania 11L.0 97.3 70.6 26.6
Uzanda 125.2 109.8 105.8 290.5
Ithiopis 93.8 85.0 97.L 2.1
Mali Ls.o 58.1 58.6 -101.1
Sudan 81.1 89.9 96.7 8.k
Average 81.1 93.4 83.3 60.3
Egrpt 72.0 - Th.5 56.9 13.L
Syria 87.7 65.7 69.5 - 704
Tunisia Sk.9 7h.0 90,9 101.5
Greece 1.4 6L.6 67.7 58.3
Turkey 82.3 89.L 80.0 65.7
. Tugoslavia okL.9 91.9 86.3 67.1
Average 81.7 - 82.3 77.6 59.9
: Cemeron 105.29 100.1 80.4 153.0
E\ Chana 42.§ 92.2 112.5 89.lu
£ Ivory Coast 12L.L 131.1 115.8 132.9
i Senegal 90.6 85.2 77.1 91.3
o _Sierra leone 86.3 92.5 8L.8 86.7
Average 87.9 1ch.98 : 99.9 112.9
“ Xorea 3L.5 52.5 75.1 76.1
- Fhilippines 95.2 91.6 103.1 75.4
Thailand 91.2 85.6 . 9z.L: 90.6
Malzsysia 120.3 131.5 111.5 Su.3
Average g5.3 82.2 97.Lk 79.2
Argentina 102.2 105.6 106.6 76.1
: Erazil 106.1 99.9 93.L 5.4
TR Colcmbia 96-5 9307 96.6 9105
L Dominican Rep. 91.3 62.8 83.L 73.4
Cuatemala gz.2 93.3 100.6 go.c
¥exico 96.9 oL.o 93.7 87.9
Feru 1C0.7 108.4 102.0 70.85
Uruguay 115.5 106.4 10Lk.33 5.6
Average 102.9 91.8 96.7 78.9

Tetal Average
Lowr Income g2.2 20.1 g€.2 . B1.7
}iddls Tmecre S g2.L 2..¢ 76.0
Total Sample iverage Sh.1 92.2 §1.¢ 73.3




