
reach 1.4 percent in lower-middle-income countries and just over 4 percent in
upper-middle-income countries.

Even in countries where social insurance schemes exist, the contributions are
often relatively low, which helps shed light on why social insurance schemes are
often subsidized by general revenue. Thus even though many countries aspire to
develop social insurance schemes, they need to consider many factors, including
the fact that social contributions alone may not be enough to ensure long-term
financial sustainability. Whether there is a greater willingness on the part of indi-
viduals to be taxed for payroll contributions, as there is an “earned right” to an
earmarked insurance benefit as opposed to general taxes, is a largely hypothetical
question worthy of further analysis.

Another important difference between low- and middle-income countries and
high-income countries is the greater relative reliance on direct taxes (taxes on income
and property, such as personal and corporate income taxes, capital gains, inheri-
tances, death, wealth) by high-income countries. Low- and middle-income countries
tend to rely more on indirect taxes, such as consumption taxes both on sales (general
sales, value added, and excise taxes) and on factors of production (payroll, land, real
estate) (Schieber and Maeda 1997). Developing countries choose the indirect option
because of the economic and institutional constraints they face, particularly large
rural and informal sectors and weak tax administration (figure 2.2).
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FIGURE 2.2 Share of direct and indirect taxes in total revenues in low-, middle-, 
and high-income countries 

Source: IMF 2004b.

HFR_ch02.qxd  3/15/06  3:36 PM  Page 52




