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Abstract

This paper offers a new set of data compiled from individual World Bank country reports. We
give a brief textual description of patterns and trends in spending, and provide the raw data and
documentation of its sources in the appendix. The data are also provided in an Excel spreadsheet
on the safety nets website www.worldbank.org/safetynets so that others may use them.

Mean spending on safety nets is 1.9 percent of GDP and median spending is 1.4 percent of GDP.
For about half of the countries, spending falls between 1 and 2 percent of GDP. Some variation
is apparent. Bosnia and Herzegovina, Pakistan, and Tajikistan, for example, spend considerably
less than 1 percent of GDP, while spending on social safety nets in Ethiopia and Malawi is nearly
4.5 percent of GDP because international aid is counted, but would be more like 0.5 percent if
only domestically financed spending were counted. Other high-spending countries—Mauritius,
South Africa, and the Slovak Republic—finance their safety nets domestically. Spending on
safety nets is less variable than spending on social protection or the social sectors.
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Levels and Patterns of Safety Net Spending
in Developing and Transition Countries

Introduction

All countries have safety nets and the World Bank has an active portfolio of policy dialogue,
training and lending for safety nets, having engaged with over one hundred countries on the
theme in the last five years. Safety nets, or social protection more generally, are similarly a
topic of policy concern for a number of international agencies.

Good measures of spending on safety nets remain elusive. This paper offers a new set of data
compiled from individual World Bank country reports. We give a brief textual description of
patterns and trends in spending, and provide the raw data and documentation of its sources in the
appendix. The data are also provided in an Excel spreadsheet on the safety nets website
www.worldbank.org/safetynets so that others may use them.

Definitions

We take as the definition of safety nets non-contributory transfers targeted in some manner to the
poor or vulnerable. This is a fairly commonly accepted definition (see Box 1). Some writers,
especially in the United States, use the term “welfare” to mean roughly the same thing; others
especially in Europe, equate it with “social assistance.”

Under this conceptual definition there are many variants of programs, the most common include
the following:

e (Cash transfers or food stamps, whether means tested or categorical as in child allowances or
social pensions

e In-kind transfers, with food via school feeding programs or mother/child supplement
programs being the most common, but also of take-home food rations, school supplies and
uniforms, and so on

e Price subsidies meant to benefit households, often for food or energy

e Jobs on labor-intensive public works schemes, sometimes called workfare

e In-cash or in-kind transfers to poor households, subject to compliance to specific
conditionalities on education or health

e Fee waivers for essential services, health care, schooling, utilities, or transport
The following further clarifies what we do and do not consider under the rubric of safety nets.

e Social protection. As used here, safety nets do not include the rest of social protection—that
is, social insurance programs such as pensions and unemployment insurance. To the extent



that these schemes deliver benefits based on contributions of their own members, they are not
safety nets; rather, they might be thought of as deferred compensation packages for affiliated
employees.

e Labor. The extensive regulatory aspects of labor are separate from safety nets. Active labor
market policies and income support to the unemployed are closely related to—and, indeed,
sometimes directly overlap with—safety nets, but most of the programs used to these
purposes are well covered elsewhere and are not discussed here.

e Health and education. In our nomenclature, safety nets are complemented by social
insurance contributory programs such as pensions and unemployment insurance, and more
broadly by the rest of social policy, especially in health and education, sometimes with
important elements of housing or utility policy.

Finally, note that our definition concentrates on publicly financed safety nets—that is, those
funded by national or local government or by official international aid. Most often, such safety
nets are delivered by the state, although nongovernmental organizations may be used as well and
certain functions contracted to the private sector. Even though private action via interhousehold
transfers, community support arrangements, private zakat, private contributions to
nongovernmental organizations, and other forms of charity may involve substantial flows of
resources (indeed, sometimes exceeding public funds), and while the policy maker must
understand the scope and shape of these privately financed safety nets, the main realm of public
action is via publicly financed programs.

Because we define safety nets rather narrowly, their costs are lower than some people associate
with safety nets. In Uruguay, for example, total social sector expenditure (social assistance,
social insurance, health, education, and other) is quite high—accounting for between 20 and

25 percent of gross domestic product (GDP) between 2000 and 2005—but expenditures on
safety nets per se are only 0.5 percent of GDP (World Bank 2007a).

Box 1: Definitions of Safety Nets and Social Assistance

e The Asian Development Bank defines social assistance as programs designed to assist the
most vulnerable individuals, households, and communities meet a subsistence floor and
improve living standards (Howell 2001).

e The U.K.’s Department for International Development defines social assistance as
noncontributory transfers to those deemed eligible by society on the basis of their
vulnerability or poverty. Examples include social transfers and initiatives such as fee
waivers for education and health, and school meals (DFID 2005).

o The International Labour Organization defines social assistance as tax-financed benefits
to those with low incomes (ILO 2000).

e The International Monetary Fund defines safety nets as instruments aimed at mitigating
possible adverse effects of reform measures on the poor (Chu and Gupta 1998).




The Organisation for Economic Co-operation and Development defines social assistance

as support targeted to households that are clustered within the lower segment of the

income distribution and is provided to prevent extreme hardship among those with no
other resources, reduce social exclusion, minimize disincentives to paid employment, and

promote self-sufficiency (Adema 2006).

The Food and Agriculture Organization defines social safety nets as cash or in-kind
transfer programs that seek to reduce poverty by redistributing wealth and/or protect
households against income shocks. Social safety nets seek to ensure a minimum level of
well-being, a minimum level of nutrition, or help households manage risk (FAO 2003).

Quantifying spending on safety nets is difficult because the conceptual definition does not fit
within a single ministry’s mandate. Thus the most easily and regularly obtainable sets of
numbers on government spending are not useful for tracking spending on safety nets. Figure 1,

which shows responsibilities for Peru’s safety nets programs, illustrates the issue well. The main
safety net programs fall under half a dozen ministries and three different levels of government.

This is the case even though Peru only had about 20 major safety net programs, many fewer than
commonly found elsewhere.

Social protection

Fi%ure 1: Institutional Responsibility for Safety Net Programs, Peru
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Box 2: Literature Safety Net Spending Levels based on the International Monetary
Fund Government Finance Statistics

Social safety net programs typically represent about 1 to 2 percent or less of GDP in
developing countries. This compares with spending levels of 2 to 4 percent of GDP in
industrial countries (Atkinson 1995) Average spending levels tend to be higher in middle-
income countries than in low-income countries, reflecting the low revenue base in the
latter countries, but variability is large (Fox 2003). Spending levels also vary by region,
with South Asian and Sub-Saharan African countries spending less than Latin American
and Caribbean countries and countries in Eastern and Central Europe and the Middle East
countries spending more (Besley, Burgess, and Rasul 2003).

Various authors have tested for and found different factors that may affect the level of
safety net spending or of social spending more broadly. Higher per capita incomes tend to
be associated with higher spending on social assistance programs, while the incidence of
poverty and inequality are not necessarily good predictors of the level of spending on
social safety nets. This is because in many regions, for example, Latin America and the
Caribbean, the system of social protection is split between social insurance for the
(wealthier) formal sector worker and meager social assistance for the (poorer) worker in
the informal sector. (Fiszbein 2004). Schwabish, Smeeding, and Osberg (2004) find that
inequality between the middle class and the poor (as measured by the ratio of welfare
between those at the 50™ percentile and those at the 10™ percentile has a small, positive
impact on social spending, but that inequality between the ends of the distribution and the
middle class (as measured by the 90" percentile and those at the 50th percentile) has a
large and negative impact. Also spending levels tend to be higher for countries with
better governance indicators (Baldacci, Hillman, and Kojo 2004), but are not necessarily
different in decentralized and centralized economies (Ter Minassian 1997). Spending on
social safety nets tends to be correlated with government size, but is generally negatively
correlated with fiscal deficits and inflation. This is because countries with unstable
macroeconomic conditions are more likely to have insufficient resources to finance the
social safety net (de Ferranti and others 2000).

The International Monetary Fund’s publication Government Finance Statistics (IMF,
2001) is accessible, published frequently, and takes care to establish comparability, but
does not have a category that closely matches the concept of safety nets as used in this
book. It lumps much social assistance in with social insurance to come up with a single
figure for “social security and welfare,”' other social assistance may fall under the

' This category includes transfer payments (including in kind) to compensate recipients for reduction or
loss of income or for inadequate earning capacity; sickness, maternity, disability, old-age, and survivors’
benefits; government employee pension schemes; unemployment compensation; family and child
allowances; other social assistance for individuals; and payments to residential institutions for children and
the elderly.

* This category includes transfer payments to private social institutions such as hospitals and schools,
learned societies, associations, and sports clubs that are not operated as enterprises and current payments in
cash to households that add to their disposable income without any simultaneous, equivalent counterpart
provided in exchange by the beneficiary and that does not generate or eliminate a financial claim, and is
usually intended to cover charges incurred by households because of certain risks or needs.




“transfers to households and other organizations” category,” and more will be reported in
the accounts of the ministries that house or serve as umbrella organizations for the
various programs, especially if these are in-kind programs. Despite their shortcomings,
these numbers have been the basis of a literature on safety net spending summarized in
box 2.

Methods

To fill the gap in knowledge about safety net spending in developing countries, we
compile data from World Bank public expenditure reviews and other similar analytical
work. We conducted an extensive search for such analysis both using and contributing to
the inventory of over 250 such documents catalogued in Milazzo and Grosh, 2008.

Steps taken to identify relevant documents were as follows:

e Reviewed all documents listed on the World Bank Public Expenditure Reviews
(PERs) website as published

e Reviewed all documents listed on the World Bank Social Protection/Safety Net
website

e Reviewed all documents identified on the Social Protection Risk Management
category in the World Bank Country Analytic website

e Search country-by-country for all developing countries in the World Bank Country
Analytic website and reviewed all studies that were not captured in the above, with
particular attention to Poverty Assessments and PERs

e Review documents in the inventory of Milazzo and Grosh, which search involved any
document coded in Business Warehouse to theme 54, key term searches in
ImageBank, use of extensive subject bibliographies developed for other purposes, etc.

Within each document identified above, wesearched for the following key words: social
protection ; social insurance ; social assistance; welfare; insurance; pensions to locate
pertinent portions to read for spending numbers.

Many of the studies referred to try to sort through countries’ budgets and programmatic

structures to assemble comprehensive numbers, an exercise usually carried out for a

given country not as part of the annual budgetary process, but as part of one-time or

periodic reviews of social policy in that country. Several provide rather extensive detail

on how they do this, others were much more summary. There are differences in how the

authors of the underlying documents classify various elements of expenditure. This was

especially true with respect to:

e Non-contributory pensions - sometimes included as part of social insurance and other
times as part of social assistance;

e Health insurance - most often included as part of health sector spending but
sometimes included as part of social protection spending

e Active labor market programs —infrequent mention of active labor market programs
other than public works

e Child welfare, social services and institutional care — variability in whether these
were included



e external financing - the data on Ethiopia and Malawi does include externally financed
spending.

Which programs are covered in the data quoted for each country is described in more
detail in the worksheet titled "DATA" in the appendix.

Rules followed for data cleaning are as follows:

e when 'year' was not available, data are assigned to the year of the report

e when 'year' was available only in a 2 year range (ex. 2001/02), used the earlier year

e when other data (Gini, other public expenditures, etc...) were not available for the
specific year for which spending data were available, we used the data which was
closest to that year and/or most recent (and added comment to fields in 'DATA' sheet)

We supplement this information with data for a handful of OECD countries from the
OECD social expenditure database (OECD, 2004) and with data from World Bank
(2007b).

There are three important caveats to these data:

o Incomplete coverage: We provide data for 87 countries between 1996 and 2006.’
Coverage varies by region. It is high for Europe and Central Asia, with 25 of the 29
countries covered (and 96 percent of the population). Coverage is much worse for
Sub-Saharan Africa, with 9 of the 47 countries covered (and 18 percent of the
population).

e Comparability: Because the expenditure numbers compiled were calculated by the
many different authors of the many country reports, the precise definition of what to
include in the safety net or the social protection sector as a whole varies. We report
the composites largely as they occur in the reports, trusting to the judgments of the
authors of the individual reports to include what was pertinent and available in a
given country. For health and education expenditures, we use World Bank (2007b),
which has less serious comparability issues.

o [nterpretation: What countries do spend is not necessarily what they should spend.
The reports underlying the data reported here were undertaken because the level of
spending was a policy issue at the time the individual country studies were done. This
suggests that at least some parties thought that the level was “wrong” and that more
or less should be spent.

Spending on safety nets as a percentage of GDP provides a summary measure of a
government’s efforts to provide safety nets. We also broaden our view to consider wider
concepts of spending. We define social protection as the sum of safety nets (social
assistance) and social insurance (pensions, unemployment insurance). We define the
social sectors as the sum of spending on social protection, health, and education.

3 For the analysis and discussion in this section, the dataset used excludes Iraq, an outlier that has been
spending 15 percent of GDP spent on social assistance because of its unique circumstances.



Main Findings

e Mean spending on safety nets is 1.9 percent of GDP and median spending is 1.4
percent of GDP. For about half of the countries, spending falls between 1 and 2
percent of GDP (figure 2).*

e Some variation is apparent. Bosnia and Herzegovina, Pakistan, and Tajikistan, for
example, spend considerably less than 1 percent of GDP, while spending on social
safety nets in Ethiopia and Malawi is nearly 4.5 percent of GDP because international
aid is counted, but would be more like 0.5 percent if only domestically financed
spending were counted. Other high-spending countries—Mauritius, South Africa, and
the Slovak Republic—finance their safety nets domestically.

e Regional patterns are about as might be expected, with the Middle East and North
Africa spending the most (2.2 percent on average), followed by Europe and Central
Asia (1.7 percent on average), and Latin America and the Caribbean (1.3 percent on
average). The smaller number of observations makes the averages less robust for the
other regions, for instance, the average of 3.5 percent for Sub-Saharan Africa is based
on only six observations and also includes external financing.

e Spending on safety nets is less variable than spending on social protection or the
social sectors (figures 3 and 4).

Figure 2: Social Safety Net Expenditures as a Percentage of GDP, Selected

Countries and Years
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* In doing this tally, country expenditures are rounded to the nearest half percent.



Figure 3. Social Assistance and Social Insurance as a Percentage of GDP by Region,
Selected Years
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Source: see annexes for detailed sources for developing and transition countries; OECD 2004. Note: Only
countries with data for the concept graphed are shown. For the OECD, we used 23 countries, as such
countries as Mexico and Poland are already accounted for in the regional averages.

Figure 4. Social Assistance, Social Insurance, and Social Sector Spending by
Region, Selected Years

Social Spending as a % of GDP
ALL REGIONS

B Social Assistance @ Social Insurance OEducation O Health

% of GDP
S

Africa Sub- East Asia Pacific ~ Eastern Europe  Latin Americaand Middle East and South Asia OECD 23
Saharan and Central Asia Carribean Northern Africa
n=9 n=9 n=25 n=25 n=13 n=5

Source: see annexes for detailed sources for developing and transition countries; OECD 2004. Note: Only
countries with data for the concept graphed are shown. For the OECD, we used 23 countries, as such
countries as Mexico and Poland are already accounted for in the regional averages.



To try to understand the sources of variation in spending patterns, we look at spending
patterns and their relationship to variables typically discussed in the literature on
developed countries, namely:

Country income as measured by GDP per capita with purchasing power parity
adjustments, with the hypothesis that richer countries will spend more.

Inequality as measured by the Gini coefficient. The hypothesis varies with the model
of power assumed. A one person, one vote economy with higher inequality will face
more pressure for redistribution, because the number of people with incomes below
the mean will be higher. In a model with elite capture of government the elite may
use private providers of social services and provide little support to public ones, so
higher inequality may lead to lower spending.

Voice as measured by the Kaufmann, Kraay, and Mastruzzi (2005) index for voice,
with the hypothesis that greater voice will be positively related to spending on social
safety nets, social protection, and/or the social sectors.

Ethnic fragmentation as measured by Alesina and others (2002), with the hypothesis
that greater fragmentation will lead to lower spending on social safety nets, social
protection, and/or the social sectors.

Democracy as measured by the Polity IV Project of the University of Maryland, with
the hypothesis that greater democracy will lead to higher spending on social safety
nets, social protection, and/or the social sectors.

Attitudes about inequality as based on a question from the 1990-2004 questionnaires
of the World Values Survey, which asks respondents to score their attitudes on a scale
with “incomes should be made more equal” at one end and “we need larger income
differences as incentives for individual efforts” at the other. We hypothesize that
spending will be higher when more people believe in the need for greater equality.

We find that in simple correlations, most of the factors have the expected sign, but that
the strength of the correlation is generally higher the broader the concept of spending
used (table 1). For spending on safety nets alone, none of the factors examined correlate
significantly. As concerns spending on social protection and the social sectors however, it
is are significantly higher where income or voice are higher and lower where inequality is

higher.
Table 1: Correlations between Spending on Social Sectors and Other Factors
Safety Nets as a Social protection as Social sectors as a
Factor percentage of GDP | a percentage of GDP | percentage of GDP
Per capita GDP (purchasing 0.0768 0.5045%* 0.5460**
power parity)
Gini coefficient -0.1104 -0.3410%* -0.2686*
Voice 0.0678 0.2294** 0.2607**
Ethnic fragmentation 0.1628 -0.0204 -0.0972
Democracy 0.1733 -0.0533 0.1907
Attitudes about inequality 0.1234 -0.1694 -0.1559

Source: Authors’ calculations.

Note: * indicates that coefficients are significant at the 10 percent level or better.
** indicates that coefficients are significant at the 5 percent level or better.




The results on measured inequality are worth noting: the correlations are all negative, that
is, higher Ginis are associated with lower spending on safety nets, social protection, and
the social sectors as a whole. In examining the data in detail, most of the low Gini
countries are in Europe and Central Asia, with its historical legacy of large social
protection sectors, and the high Gini countries are in Latin America and the Caribbean,
with their legacy of truncated welfare states. These two regions dominate the dataset.
Thus the inequality variable used may be capturing a historical legacy more than the real
workings of inequality in relation to decision making.

Figure 5 illustrates the more robust correlations for broader concepts of spending. The
relationship with GDP is much more marked for the social sectors than for safety nets
alone. In looking at attitudes to inequality, the finding for the social sectors echoes
Alesina and Glaeser’s (2004) findings for OECD economies presented in the previous
section, but the pattern for social safety nets is not statistically significant, and indeed, of

the opposite slope as expected

Figure 5. Spending, Income and Public Attitudes
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We interpret the pattern of results—that the correlates of social spending viewed broadly
are more definitive than the determinants of spending on safety nets—to mean that
societies agree that a certain floor of safety nets is required, but that they also have
reservations about making the safety net too large. Thus when support for social policy is
higher, it tends not to be expressed through more spending on safety nets, but through
more spending on allied social policies pertaining to social insurance, health, and/or
education. This interpretation is also consistent with the patterns of spending shown in
figure 5.

Thus in sum, safety net spending as a share of GDP is not too diverse, with most
countries concentrated in the 1 to 2 percent range. There may be a case for those much
below this range to move into it and for higher spending in low-income countries, but
clearly for many countries, the most pressing question will not be changing the size of the
budget envelope devoted to safety nets, but making the most of that spending.
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7/24/2008 DRAFT - NOT FOR QUOTATION

Spending on Social Safety Nets:

Comparative Data compiled from World Bank Analytic Work

The spending estimates presented here reflect the compilation of country-specific spending numbers reported in World
Bank Analytical Work. The estimates in no way reflect the official position of the World Bank, its Executive Directors, or
the countries they represent. As discussed in further detail below, these numbers are only estimates and are subject to
a number of caveats. A complete list of the data and its sources can be found on the worksheet titled "DATA".

This spreadsheet presents the estimates of spending on social safety nets and social protection more broadly from 75 countries
based on World Bank reports that tried to compile comprehensive country-specific numbers on the subject. Details of the
methods used to find pertinent reports and interpret the data are given in Box 1 below. In addition, this file contains a number of
graphs generated using this data as well as data on health and education expenditures and GDP/capita PPP*.

This compilation suffers from two main flaws, incomplete coverage and problems of comparability.

Incomplete coverage: We have been able to find data between the years of 1996 and 2006 that we are comfortable
presenting for 87 countries. Coverage is variable by region. It is pretty good in ECA with 25 of 29 countries covered (and 96%
of the population in the region covered). But it is much worse in Africa, with 9 of 47 of the countries covered (and 18% of the
population in the region covered.). The countries we have data for are those where for some reason safety nets are prominent
in the policy arena. How much and in which direction this biases the results is unclear. In some places the reason for
prominence in policy dialogue is the fiscal need to reduce spending on social protection, in others it is because of a felt need to
increase it.

Comparability: Because the compilations were done by authors almost as numerous as the number of countries covered, the
precise definition of what to include in the safety net differed. We report the composites largely as they occur in the reports,
trusting the judgment of the authors of the individual reports to include what was pertinent and manageable to find in any given
country.

Box 1: DETERMINING SOCIAL PROTECTION EXPENDITURE

A. Procedures followed to identify relevant documents:

1) Reviewed all documents listed on the World Bank Public Expenditure Reviews (PERs) website as published
(http://www1.worldbank.org/publicsector/pe/pers.htm)

2) Reviewed all documents listed on the World Bank Social Protection/Safety Net website (http://www1.worldbank.org/sp/safetynets)

3) Reviewed all documents identified on the Social Protection Risk Management category in the World Bank Country Analytic website
(http://imagebank.worldbank.org/serviet/main?pagePK=64146063&piPK=64146068&theSitePK=501889&function=BrowseFR&menuPK=6410
6936&siteName=IMAGEBANK&searchMenuPK=64258127&LeftNavVal=658100&conceptattcode=658100|Labor%20%26%20Social%20Prot
ections~644291&pathtreeid=MAJDOCTY_SEARCH_SECTR&sortattcode=DOCDT+Descclass=)

4) Went country-by-country for all developing countries in the World Bank Country Analytic website and reviewed all studies that were not
captured in 1- 3 above, with particular attention to Poverty Assessments and PERs

B. Within each document searched for the following key words:
1) Social Protection

2) Social Insurance

3) Social Assistance

4) Welfare

5) Insurance

6) Pensions

C. Caveats on Data:

Non-comparability due to the fact that some data may be outdated but especially to fact that documents differed widely on their definitions of
social protection. This was especially true with respect to:

1) Non-contributory pensions - sometimes included as part of social insurance and other times as part of social assistance;

2) Health insurance - most often included as part of health sector spending but sometimes included as part of social protection spending

3) Active labor market programs —infrequent mention of active labor market programs other than public works

4) Child welfare, social services and institutional care — variability in whether these were included

5) external financing - the data on Ethiopia and Malawi does include externally financed spending.

Which programs are covered in the data quoted for each country is described in more detail in the worksheet titled "DATA".

D. Rules followed for data cleaning

1) when 'year' was not available, used the year of the report

2) when 'year' was available only in a 2 year range (ex. 2001/02), used the earlier of both

3) when other data (Gini, other public expenditures, etc...) were not available for that specific year, used the data which was closest to that year
and/or most recent (and added comment to fields in 'DATA' sheet)

* source: WDI 2005. Series used are "health expenditure, public (% of GDP)" (SH.XPD.PUBL.ZS), "Public spending on
education, total (% of GDP)" (SE.XPD.TOTL.GD.ZS) and "GDP per capita, PPP (current international $)"
(NY.GDP.PCAP.PP.CD) for the same year as the data on social protection spending (or closest available).

Should you have data on a country not listed, corrections to the data quoted, or suggestions for additional sources of
data, please contact Margaret Grosh (mgrosh@worldbank.org) or Christine Weigand (cweigand@worldbank.org). This

Please provide comments and revised or additional data and reports to Christine Weigand (cweigand@worldbank.org).
Thank you.
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This paper offers a new set of data compiled from individual World Bank country
reports. We give a brief textual description of patterns and trends in spending,
and provide the raw data and documentation of its sources in the appendix. The
data are also provided in an Excel spreadsheet on the safety nets website
www.worldbank.org/safetynets so that others may use them. Mean spending on
safety nets is 1.9 percent of GDP and median spending is 1.4 percent of GDP. For
about half of the countries, spending falls between 1 and 2 percent of GDP. Some
variation is apparent. Bosnia and Herzegovina, Pakistan, and Tajikistan, for
example, spend considerably less than 1 percent of GDP, while spending on
social safety nets in Ethiopia and Malawi is nearly 4.5 percent of GDP because
international aid is counted, but would be more like 0.5 percent if only domestically
financed spending were counted. Other high-spending countries—Mauritius,
South Africa, and the Slovak Republic—finance their safety nets domestically.
Spending on safety nets is less variable than spending on social protection or the
social sectors.
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