2.8. GENERAL GOVERNMENT EXPENDITURE BY ECONOMIC TRANSACTION

In order to carry out their main functions (e.g. providing
individual and collective goods and services to the population),
governments spend their resources in various ways: by making
transfers (e.g. subsidies and social benefits), by purchasing
goods and services (e.g. vaccines for hospitals), by paying
their employees, and by making investments, among others.
Disaggregating expenditures by economic transaction allows
disentangling government priorities and commitments, as
well as its margin of manoeuvre for modifying the allocation
of public funds.

In 2017, LAC countries for which data are available
allocated 29.7% of their expenditures to social benefits
(e.g. pensions, conditional cash transfers). This represents
an increase of 9.2 p.p. since 2007. By comparison, OECD
countries spent 40.9% on this transaction, a comparatively
smaller increase (4.1 p.p.) from 2007. Compensation of
employees is the second largest transaction both in LAC
and OECD countries, although it represents a larger share
in LAC (26%) than in the OECD (22.8%). However, the share
of compensation has decreased 1.3 p.p. since 2007 in LAC.
In LAC, property income (mainly debt interest payments)
represented 15.3% of expenditures in 2017. OECD countries
spent around half that share: 6.5% on average. The trends
also diverge: in LAC they grew 0.8 p.p. from 2007 whereas
in the OECD they decreased by -1.4 p.p in the same period.
Hence, the share devoted to these expenditures continue
to be significantly higher than the share spent by OECD
countries, which have accumulated debt over the last decade.

There are large variations among countries. Brazil — the
country with the largest expenditures among LAC countries
with available data- spent 36.7% on social benefits and
18.7% on property income, well above the average. Paraguay
(42.3%), El Salvador (40.4%) and Honduras (40.3%) spent more
than the LAC average on compensation of employees. By
contrast, social benefits in Honduras represented only 1.4%
of government expenditures, property income represented
3.1% in Chile, and Colombia spent 18.7% on compensation
of employees.

On average, in LAC, subsidies (e.g. on fuel, or electricity)
amounted to 1.6% of expenditures in 2017, down from 3.4%
in 2007. Therefore, it is now slightly lower than the share
spent by OECD countries on this transaction (2.0%). Chile
reduced the share spent on subsidies from 22.2% in 2007 to
4.9% in 2017 and increased the share on grants and other
expenses from 5.9% to 25.7%. This reflects a change in the
system of transfers that among others captures that since
2016 grants through the “free education” (gratuidad) make
access to education more equal, favouring the admission
of vulnerable students (OECD 2018).

In 2017, investment spending accounted for 4.6% of
government expenditures in LAC, which entails a reduction
of -2.7 p.p. since 2007. OECD countries spent 7.7% on
this transaction. Peru spent four times the LAC average
(18.5%) and Paraguay spent (15.8%). They were the only
LAC countries to increase the share spent on investment

66

(3.4 p.p. and 3.2 p.p. respectively). Brazil allocated half of the
regional share, and the greatest reduction was observed in
Colombia: -5.1 p.p. since 2007 (See Section 2.9).

When analysing government expenditures as a
percentage of GDP, in 2017, LAC countries spent 10.2%
on social benefits, compared to 16.5% by OECD countries.
Brazil spent more than the OECD average (17.6% of GDP)
on this transaction. Honduras spent only 0.4% of GDP on
social benefits, the smallest share among LAC countries.
Compensation of employees amounted, on average, to 8.9%
of GDP in LAC, a similar proportion to the OECD (9.2%).
Brazil (13.3%), Honduras (10.5%) and Paraguay (10.3%) spent
the most in this category.

Methodology and definitions

Data are from the IMF Government Finance Statistics
(IMF GFS) database, which applies the concepts set
out in the Government Finance Statistics Manual (GFSM).
The GFSM provides a comprehensive conceptual and
accounting framework suitable for analysing and
evaluating fiscal policy. It is harmonised with the
other macroeconomic statistical frameworks, such
as the System of National Accounts (SNA).

Expenditures encompass intermediate
consumption, compensation of employees, subsidies,
property income (including interest spending), social
benefits (consisting of social benefits other than
social transfers in kind and of social transfers in
kind provided to households via market producers),
grants and other expenses (mainly current and
capital transfers but also other minor expenditures
as other taxes on production, current taxes on income
and wealth etc. and the adjustment for the change
in pension entitlements) and investments. All these
transactions at the level of general government are
recorded on a consolidated basis (i.e. transactions
between levels of government are netted out). For
the OECD average, data are derived from the OECD
National Accounts Statistics database, which is based
on the SNA framework.

Further reading

OECD (2018), OECD Economic Surveys: Chile 2018, OECD
Publishing, Paris. http://dx.doi.org/10.1787/eco_surveys-
chl-2018-en

Figure notes

Data for Mexico, Peru and Paraguay are recorded on a cash basis. Data
for Mexico and Colombia refer to 2008 rather than 2007. Data for
Honduras refers to 2015 rather than 2017. LAC and OECD averages
are weighted.
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2.8. GENERAL GOVERNMENT EXPENDITURE BY ECONOMIC TRANSACTION

2.18. Structure of general government expenditures by economic transaction, 2007 and 2017

Percentage of total expenditures

Compensation Intermedigte Subsidies Prlopenly income Social benefits Grants + Other expgnses Investments (gross)
of employees consumption (incl. interest) (current and capital)
2007 2017 2007 2017 2007 2017 2007 2017 2007 2017 2007 2017 2007 2017

Brazil 30.6 27.6 16.4 11.0 0.9 0.8 18.3 18.7 26.5 36.7 1.9 29 53 23
Chile 24.0 26.8 12.9 11.9 222 49 3.0 3.1 205 18.8 5.9 25.7 11.6 8.9
Colombia 21.3 18.7 17.6 26.8 1.2 1.3 10.5 9.5 19.6 25.6 16.6 9.9 13.2 8.1
El Salvador 38.2 404 15.8 16.3 2.8 15 1141 109 105 10.6 10.3 11.6 11.2 8.6
Honduras 44.2 40.3 15.4 15.9 5.2 0.2 25 7.0 11 14 17.2 23.2 144 12.0
Mexico 21.6 22.2 77 9.9 74 3.6 10.2 12.9 9.7 18.7 35.3 26.6 8.1 6.1
Paraguay 476 423 1.1 10.5 0.0 0.0 43 32 16.3 19.5 8.1 8.7 12.6 15.8
Peru 29.4 29.9 245 27.9 0.0 0.0 9.8 5.2 144 9.3 6.8 9.2 15.1 18.5
LAC 27.2 26.0 14.2 12.7 34 16 145 15.3 20.5 29.7 12.8 10.0 7.3 46
0ECD 241 22.8 14.6 141 19 2.0 7.8 6.5 36.7 40.9 5.6 6.0 9.3 7.7

Source: Data for the LAC countries: IMF Government Finance Statistics (IMF GFS) database. Data for the OECD average: OECD National Accounts
Statistics (database).
StatLink Sazm https://doi.org/10.1787/888934091448

2.19. Government expenditures by economic transaction as a percentage of GDP, 2017

[ Compensation of Employees [ Intermediate consumption I Property income (incl. interest)
[ Subsidies [ Social Benefits Grants + Other expenses
[ Investments (gross) (currentand capital)
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Source: Data for the LAC countries: Government Finance Statistics (IMF GFS) database. Data for the OECD average: OECD National Accounts Statistics
(database).

StatLink Sasr https://doi.org/10.1787/888934091467
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