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2 Social Safety Nets in Developing Countries

The size of the formal government-provided social safety net is substantially smaller in

developing countries than in developed economies. According to statistics collected by the

International Labour Organization (2000) for 91 countries in 1996, the average GDP share

of social insurance — defined as total expenditures on social security, disability insurance,

unemployment insurance, insurance against work-related injuries, and government provided

health insurance — was 12.5 percent, with a range spanning 0.7 percent to 34.7 percent.

Figure 1a plots the fraction of GDP devoted to social insurance programs against PPP-

adjusted GDP per capita for these countries (with log scales). There is a striking positive

correlation between these two variables. As shown specification 1 of Table 1, a 1 percent

increase in GDP per capita is associated with a 0.7 percent increase in the GDP share

of social insurance in this cross-section. Perhaps more interestingly, the share of social

insurance in government expenditure is also significantly higher in richer countries (Figure

1b and specification 2 in Table 1). Wealthier countries not only have higher government

expenditure but also devote a larger fraction of that expenditure to social insurance.

Notably, the rapidly growing East Asian economies are on average 1.3 log units below the

trend line plotted in Figure 1. In other words, they devote about 10 percentage points less

of GDP to social insurance than other countries of similar income. East Asian economies

devote on average 4.9 percent of their GDP to social insurance, compared with 16.5 percent

in the U.S. and 22 percent in Europe. The positive relationship between GDP per capita

and social safety nets is evident even among the small subsample of East Asian economies,

with Indonesia having the lowest income and expenditure on social insurance and Japan

having the highest of both.

These statistics understate the size of the social safety net in developing countries because
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