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Executive Summary:

The Bahamas

‘The Free National Movement in s 1998/99 Budget Communication
cleardy stated 1ts objective. .. “to accommodate natonal poorities t©
the greatest extent possible whie mowing closer to climinating the
Recurrent Deficir 1 2001.” It further argued thar “sound foreign
investment policies ensured that capital mnflows are for mvestment
purposes and strengthen rather than weaken the balance of pay-
ments™; and it stated that the events m the Asian economics undedme
the importance of getting the “macreconomic fundamentals cor-

»
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This Rewiew contends that the Budget, despite the statements o the
comtrary, is..0 fact..an agrument for increased govemment spendmg
and taxation and for fiscal deficits through July 2002. The expends-
res proposed for 1998/99 continue the sharply accelerated spend-
ing thar began i 1996/97...a year that produced the biggest deficit
in the history of the countery and received advesse comment by the
Internanonal Moncracy Fund.

This commiment to the growth of govemment may be portrayed as
an “accommodation to the national priontics”...but the economic
expenence of the world cleardy indicates that such a policy diminsshes
long-teem economic growth. “How this s s0™ is demonstrated i
“The Take of Two Studies™ contained in this Rewew. The ficst study
shows that the growth of government since 1960 in the United States
and elsewhere did not mmprove economic performance. The second
study is far more comprehensive in that it identifics the major factons
that affected growth in 100 countries. It comes to the same conclu-
sion on govemnment spending as the first study but, in addsmion, deals
with others deteeminants of economic growth such as male school-
ing, the rule of law, ferulity and democracy. This analyss should be
read carefully by all who want to find those policies thar promote
sustainex] econonic growth.



Executive Summary:

The Budget Communication carcfully uses a defmition of “deficit”
that gives the appearance of fiscal stability. This 8 more than
semantics since this definition, as shown in this Rawes, provades for
the contmued growth m the national debt...even if the net balance
under this defminon 1s zeeo, This would be cleady evideni if the more
u~nvessally acoepted deficrt definstson had been used. The Govemn
ment i relying on myestment and capital controls W avoid an
Asian-type economic melt-down.

The Revolution

‘The second section of The Ravew deals with the Asian coisis and puts
it i the context of “The Revolution™ m government cconomse policy
makmg. ‘This revolution had its origms m the cconoms ferment of
the 1930s but was propelled onto the world sceac i the 1950s by
Milon Friedman and the “Chxago School of liconomics.” The
political Jeaders emerged 25 years later...first Ronald Reagan and
Maggacet Thawcher followed by Deng Xizoping, Tony Blair and
others,

Within this context the economic objectives of the 1998/99 Budger
seem neither wise nor prudent. Specifically, the policies of spend and
tax and deficit financing are ourdated and okl hat...these macroeco-
nomc fundamentals are not correct.
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Unbalanced Budgeting
1998/99 Budgrt Corminunication.

The May Budget Communication of the Minsster of Fmance dud
indeed contain much good news. It followed the now time honored
pattem of eviewing the principles of govemance, the wordd political
and economs environment, the performance of the Bahamian econ

omy and then the main features of the budget itsclf.

The Communication stressed the mportance of —
e Prudent policies to safeguard confidence i the financial system
and

¢ Sound foreign mvestment policies that ensure that capital inflows
are for mvesmment purposes and strengthen rather than weaken
the balance of payments.

It further observed that “the events in the Asian cconomics
underline the importance of getting the macroeconomic funda-
mentals correct.”

And then 1t wld about the good news of 1997 —

® ‘The cconomy grew by an estimated 3% in real teoms, the second
consecutive vear of real growth per capata after 2 long penod of
no growth.

¢ Robust forcign invesiment drove the constrection mdustry to an
all-time high as comstruction starls reached more than $450
million.

¢ Unemployment fell below 10% for the first time in more than a
quarter of a century and employment was “without precedent”™.

¢ Inflation was less than 1%,
® Moody’s reconfiemed the Bahamas® A3 Investment Rating .
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® “Forcign exchange reserves mereased by $56.5 million o $219.5
mdlion...and currently exceed $300 milkon, 2an unprecedently
high lewel...and without any precedent wharsocver except...the
month of July 1997,

‘Ihe Communication cleady stanxd the Governmenr’s Budget objec-
tve...

increased spending and continuing deficits. Total spending
is to increase 6.1%, $52 million, “to accommodate national
priorities to the greatest exteat possible while moving closer
to climinating the Recurrent Deficit in 2001.”

Deficit definitions.

Now the Budget used several definitions of “deficit”.. . which s
confusmg.

It is best to think of 2 govemment deficit in personal ferms. You
spend on essentials as food, medicine, gasoline and less cssental
items as entertainment. And then there are capital expendsmures like
housing. You pay for this with yous salacy...and...if it is msufficicat,
vou borrow. 1f 2 loan falls due and you have not provided for it out
of your income, then you have to bossow funds to roll that loan over.

‘The budget should be just as smmple. The Govemment Fmancal
Statistes(“G1'S”), an intemational standasd for fiscal accounnng,
defines “Ieficit” in the same way. The dama for the Budget year
1998/99 = shown in Table I. This i the only defmition used by the
Central Bank m its analysis of Government Operations and Fmanc-
ng.

The GFS Defuit is

e the difference between total expenditures and revenucs caused Dy
goverament spending and taxing. ..

e the net merease or decrease m the national debt...

-4 -
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Table 1
The GFS Deficit for
the Budget Year 1998/99
Milkions$
Current Expenditures $783
Plus: Capital Expenditures 17
Total Expenditures 9200
Less: Tax Revenues 852
GFS Deficit $48

¢ the net result of Govemnment Operations.

It does not mclude 1ebt Repayment, for instance. That s, in effect,
grouped with other financing decisions.

In this case the GFS Deficit of $48 million 15 the additional
amount the government plans to borrow or the amount of
money that must be printed or the amount to be taken from
the country’s intemal and extemnal reserves to meet the Gov-
emment’s revenue shortfall. If the GFS Defiat were zero, then
the budget would be balanced and in this case the national debt
outstandmng would not change.

But. ..the Budget Communication docs not use the GFS defini-
tion when it states its objectives. It uses the “Recurrent
Deficit”. As can be seen m Table 1l this inclhudes Current
Expenditure, Revenue and Debt Repayment and excludes 2
very big item, Capital Expenditures. In 1998/99 a Recurrent
Deficit of $16 million still means that the national debt wnll

e
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Table IT
The “Recurrent” Deficit
for the Budget Year 1998/99
Memo:
Recurrent GFS

Current Expenditures $783 $783
Plus: Debt Redemption 85 NA
Recurrent Expenditure 868 NA
Less: Recurrent Revenues 852 852
Recurrent Deficit 16 NA
Plus: Capital Expenditures 117 17
Total Deficit 133 NA
GFS Deficit $48
NA = Not Applicable

mncrease S48 million.

‘I'he Budget Communication concludes that a Recurrent Deficit of
$16 million “places us firmly on the path to our goal and objective of
achieving 2 balanced recurrent budget by the year 2001.7

However, even the achievement of a balanced Recurrent
Budget in 2001/02 would by definition produce 2 fiscal
deficit in that year. This implies, in fact, a long-term Gov-
ernment commitment to fiscal deficits. This certainly is not
a policy of % macroeconomic stability.”
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More Government

Another facet of this picture that needs attention s speading itself.
‘The 1998 Report on the Bahanmas of the Intemanonal Monerary
I'und also descaibed the many accomphshments of the I'NM._.but...
1t cancazed the FNM for s 1996/97 deficir. In thar year 2 17.3%
year-over-vear meorease i spending...a §123 mmllion merease
---produced the largest deficit in (he history of the country.

The graph of total expenditures{excluding loan repayments) and tax
revenues from 1980 to budget 1998/99 cleady shows that spending
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and raxes with few cxceptions have followed a consistent vpward
trend. While the 'NM appeared w show fiscal restraint m its first few
years in office, the obvious acceleration of spending and taxing smee
then should be viewed with alarm.



The Bahamas:

Table ITT
Total Government Expenditures
as a Percent of
Gross Domestic Product
Actual
Budget
1980 1992 1996/97 1998/99
17.2% 20.4% 24 4% 23.0%

One of the consequences of the history of spend and tax (see the
above table) i that the government’s share of the economy has

grown.

Total Govemnment expenditures as a percent of the Gross Domestic
Product(“GDP”) has grown steadily from 17.2% m 1980 to 24.4% m
1996/97 and a progected 23.0% in the 1998/99 Budget yeac. In the
1960s 1t is reporeed that Bahamian cconomic growth was among the
most rapid in the wodd. Yet in the 10 year peniod 1985 to 1995 real
GDP grew at a matc that was less than the annual increase m
populanon...Real GDJP per person declined.
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The Tale of Two Studics —

Study #1.

For an explanation of thss one should look at experience clsewhere in
the wodd, A Report (sec Eadnotes) made for the Jomt Feomomic
Committee of the U. S. Congress in April noted that —

government spending soared in the U. S. and elsewhere after
1960 “propelled by a confidence that politicians could solve
problems.” It found that this increased spending did not
improve economic performance.

“As the size of gnvemment has expanded m the LS, growth of real
gross domesnic product has stcadily fallen. Kven though the U. S.
economy 1§ now moving mio the eighth year of an expansion, the
growth of real GDP dunng the 19908 s only about half what st was
duging the 1960s and well below even that of the tucbulent 1970s.

“Likewise, as the size of govemment in other nations has increased,

cconomic growth has declined. On average, govemment expends-
rres in the Organtzation of Feonomixe Cooperation and Develop-
ment’s 23 long-standing members rose to 48% of GDP i 1996 from
27% wn 1960. The avemge cconome growth rate fell foom 5.5% m
the 1960s to 1.9% m the 1990s...there has been a strkmg relation-
ship berween the size of government and cconomsc growth.”

The srudy also desenbes the word's fasiest growmg economses
where the size of governmenr 15 small, and there 8 no rend oward
bigger government ... “bigger” bemg a larger share of the overall
economy. On average, govemment expenditures in the top five
countrics consumed only 20% of GDP in 1995, virtually the same as
n 1975.
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Study #2.

Robert Barro, at the 1996 Lionel Robbins Lectures of the London
School of Economiscs, preseated his study on the deteominants of
cconomic growth(see Endnotes). This study is dramanically different
from the Report to Congress. 1t covers more countres, 100 in all, and
uses 2 mult-variable analysss n 2 marhemartical model. The vanables
are as follows:

® & 5 0 8 & o

Male schooling

‘The Rule of lLaw

The Terms of T'rade
Fertility

Govemment consumption
Inflaton

Democracy

'l'hcscvmizhk:smwhwdmaﬂ:cmaﬁcaﬂywﬂnwwd:ofmalGDP
per capita. The model and 1t mathematics are not simple-..but..

priacipal findings ace:

1.

‘The schooling of males 25 yeass of age and okder, as
measured by the number of years of schooling at the sec-
ondary level and higher, shows the significant posstive effect
of male schooling on growth. An cxtra year is estimated to
raise the growth rare of Real Gross Natonal Product (GNP)

per person by 1.2 percentage pomts per year. Over a2 30 year
period an incremental 1.2% per year means that Real GDP pec

capita is 43% higher.

The maintenance of the rule of law affects growth positively.
The study used an Index that included measures of the quality
of the bureaucracy, political corruption, likelihood of govern-
ment repudiation of contracts, risk of govemment cxpropria-
tion, and the efficiency of the legal system. An improvement of
onc ranking on the Index (the scale has a range of one to six)



The Bahamas:

rasses the growth me by 0.5%. Over a 30 year penod 0.5%
means that Real GDP per capita s 16% higher.

Government consumption, cxclusrve of spendmng on educa-
tion and defence, shows a significant neganve effect on
growth. “The particular measure.is intended to approxmaie
the outlays that do not mprove productivity. Hence, the
conclusion s that 2 greater volume of nonproductive govem
ment spendmg--and the associated taxanon—reduces the
growth rate.”

A high rae of population growth has a negative effect on
econumic growth. “If the populaton s growmg, then a por
tion of the economy’s mvestment i used to provide capital for
new workess rather than to mse capital per worker.”

In countrics that ace heavily dependent on foreign trade any
change in the terms of trade, the mtio of export t import
prices, is important because export volume affects employ-
ment directly.

The relationship between democracy and growth appeass to
be non-mcar..that is...democracy enhances growth at low
levels of GDP per capita but reduces growth at higher levels.
‘The reason = because at higher levels there 1s an “intensified
concern with mcome redsstnbution.”

‘The study discussed poor countries with low growth rawes and
potential and concluded that in these cases —

A higher rate of growth is possible “if the government
improves the climate for business activity—say, by reducing
burdens from regulation, corruption, and taxation™ or “if
people decide to have fewer children or...to save a larger
fraction of their incomes.”

17
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Sir Lynden’s Proposal

To put these studies mto 2 Bahamian context let us look at the
proposal of Sir Lynden Pindling ar the Colloquium on “Polineal
Reform”. He called for 2 healing, reconciliation and mtegration that
would extend into the millenium. He did not say what acts or events
created this need. However, it is not difficult..given the abowe
economic analysss and some reflection on the events of the past 25
years...to identify the acts and events.

There s 0o doubt that one of the achievements of Independence =
the mfusion of pode and sdeatity into the body politc. It was not
forged in a military conflict with a foreign power that called for
self-sacoifice and the mobidization of the country’s resources for a
smgle purpose.

This sdentity was forged in 2 civil war. The mstuments of combat
were citizenship, contracts, licenses and permats and the adversaries
were selected businessmen and workers. ‘The critical filers for all
decisions were party and race and the objective was 2 forced redistrn-
bution of mcome. In Civil Wars the scars left m the minds and hearts
of the victors and the vanquished are long lasting.

Unfortunately...this Civil War changed the economy from 2
dynamic one t0 2 stagnant one, The reasons for this loss of
nationzl economic momentumn are not hard to find...one
need only re-read the above “Tale of Two Studies.”

Since 1992 the FNM has jump started the growth engime but is
struggling hand t find the mgredients to make the recovery a lasting

onc.

do not produce quick resuits. In this case, this means the
end to the policy of spend and tax and fiscal deficits. It

-72.
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means productive investments in education, public safety
and the justice system. It means imited government and a
commitment to free markets and the harshness that these
sometimes impose on the participants. It means a moral life
for one and all. This need to look beyond the preseat and to
inspire people to sacrifice for the future requires states-

Is this what that “old politico™...Sir Lynden...had in mind?

ENDNOTES

1. James Gwartncy, Robert Lawson and Randall Holcombe, The
Sige and Functions of Government and Economic Gronth, A Report to
the Jomt Kconomic Committee, Washington, DC, Apal 1998.

2. Robert |. Barro, Deferminants of Economic Growth: A Cross-County
Emperical Study, The MIT Press, Cambridge, Mass., 1997.

5L



The Revolution:
The Crisis

“The Real Revolution” by Daniel Yergin and Joseph
Stanislaw, Forbes Global Business & Finance, May 4,
1998, pages 88 - 91.

When the Asian crisss finally ends, the remedy will be clear—“more
market.” Not more “more government” of the kind Asia has known.
‘The crisis i one more step towand free market economics in the
end-of-millennium wordd. For it was mtertwined crony capitalism——
plus speculative and poory regulated financial sectors—that caused
the near collapse of the Asian currencics.

India

Notwithstanding the asea’s cusrent travails, the Fast Assan countries
traveled far on recipes that were more market-oricnted than what had
been the standand Thind Wodd statist formula. Inda and the East
Astan countres were all very poor nations i 1960, but Indsa took 2
quasi-socialsst path with its Peemit Ray 2nd central planang: countries
like South Korea and Tarwan, more of 2 private caterprise path. By
the 1990s those countrics’ per czpita mcomes were 10 to 15 times
that of India. “Between the fall of the Bedin Wall in 1989 2nd the
collapse of the Soviet Union m 1991,” says Indian economic official
G. V. Ramakrishna, “I felt as though I were awakenmng from 2
35.year dream.” During those years Ramaknishna was one of India’s
most prominent govemment planners. Now he says: “Everything |
had believed about economic systems and had tmed to mplement
was wrong” Ramaknshna © now in charge of Indm’s
“disinvestment” (privatization) program.

India, of cousse, was not alone m believing m govermment direction

of thc cconomy. Even in many of the industrial countnes, the
postwar conscasus ascabed the leading roke to govemment, if not

-74-
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through direct ownership, then through regulation. But the rgidities
and inflation that resulted cvenrually forced the state to etoeat from
this role everywhere outsude of the Soviet bloc—a prucess in which
Ronald Reagan and Margaret ‘Thaicher played leading rokes.

Latin America

The Thid World debt crisis of the 1980s—particulady the lost
decade in Latm Amernca—constituted an intellectual bankeuptcy for
the ideas of state control, whether clothed in Marxism, nationalsm or
the fismonable theory of depemdenas. The bankmuptcy was also finan-
cial. Govemments could no loager borrow from abroad © keep
money losing state-owned entecposes afloat. Whena Mexico began its
scllofl of statc-owned companies in the 1980s, the government
owned more than 1,100 fioms, ranging from heavy industey to a blue
jeans factory. “We even owned a nightclub in Mexico,” sad Jesus
Silva Herzog, the former Mexican finance minister. “1t was probably
the only nightclub mn the wodd losing moncey.

More Market

Changes m the way the global economy works are playing a big part
m renderng government control meffective. While global output
mereased arf an annual rate of 1.4% berween 1989 and 1997, mntema-
tonal trade grew much more swiftly—at 15.8%. Foreign direct
investment rose even faster, at an annual rate of 11.5%. As a
amscqumce.ulsnol(mg\:rpxmﬂ)ktunmammalmmm
policy in molation. Business now easily reaches across national
boundarics, and govemments no longer have the leverage over their
own economaes that they once did.

Thirty years agn there were not many more than half 2 dozen foreign
stock markets deemed suitable for U. S. pension fund mvestment.
The concept of emerging markers was mvenied only in the 1980s
promote mvestment in what was then still known as the Thind Wordd.

g5
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Today there are upwards of 90 emergmg-market stock mackets. What
this means is thar whereas wvoters go to the polls only every two or
four years, the global capital markets conduct 2 referendum every day
on matonal economies. They rewarnd market-frnendly policies and
penalize deficits and distornons. Governments can ignore this dady
vote, but only at a very high cost.

That’s the lesson driven home by the Asian disaster. While
these couatries were more market-orientated than may oth-
ers, they had not gone far enough. And yet where they
actually did need more government—to help regulate the
financial sector and make it more transparent—they were
deficient. Ultimately they forfeited the confidence of inter-
national capital markets. When that happened, their curren-
cies collapsed.

The rapid advance of technology is speeding this mnterdependency.
When a country begms to Jose the confidence of miematonal
mvestors, word travels fast, In 1976 a theee minute phone call from
New York o London cost (i today’s dollass) as much as $8. Today
the computing power has seduced moncy from a physical thing to a
blip on 2 computer screen, a blip that can mowe instantaneously in
massive amounts—and with litte respect for bonders or distance.

Withm compames, groups in North America, Europe and Asia can
work together as single teams. In stock and bond mackets, partci-
pants around the world have access to the same mformation at the
same time andl can act on it at the same moment. They ace also able
to usc and manipulate vast amounts of mformation m 2 way that was
inconceivable even a few vears ago. As Thomas Hansberger, for 14
vears the chicf executive of Templeton Investment Counsel and now
head of his own company, put it “With computers, we can screen
20,000 companics for mvestment objectives before lunch.”

Agamst these forces, govemment segulation, once so powerful, loses
much of its power. For decades, MITI—the Japanese Mimstey of

%
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Intemational Trade & Industry—controlled the economy through an
mtncate system of formal and informal conwrols. MITI now recog-
nizes that the wodd has changed. 1t has wmed mtw a promoter of
desegulation i Japan, arguing thar failure 10 dercgulate will put japan
at a competitive disadvantage. (Global markets have become 00 large,
too fast and too complex for any guvemment burcaucracy—no
matter how well-mtentioned—t0 second-guess them.

From Milton to Deng
Milton Friedman

As the balance of power has shifted away from ideas toward markets,
wdeas have moved, 100. Tn the 1970s the prominent cconomist Arthur
Okun, Chairman of Lyndon Johason’s Councd of Fconomic Advis-
ers, declared, “The market needs a place, and the market needs w0 be
kept in its place.” Contrast that with what lawrence Summers,
currently U. 8. deputy treasucy secretary, says about the relative roles
of govemnment and mackets: “Milton I'niedman™, says Summenrs, “was
the devil figure 10 my youth. With time have I come t© have large
amounts of grudgmg respect.” 1'rec market economist Milton Fred-
man hasn’t chaoged his views much m these wo decades, but
whereas he once stood on the far night, he now srands much closer to
the center.

‘Thss global change of mind represents a fundamental shift m the
balance of comfidence  wwanl increased reltance on mackets as the
more effective way to get thmgs done. Yet the ascendency of markers
will also mean a continumg testng of mackets in teems of their abilier
10 deliver the goods. When all i sand and done, the public will judge
markets by their mesults——growth, employment and standards of
living—and by the public’™s perception of famess, justice and oppor-
tunuty.

-77-
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Ronald and Margaret

Yet this transformation might not have come 0 pass in this form
were 1t not for one vital ingredient—Icadershp. Conditions may cry
out for change, but often it will not happen without mdividuals
steppmg forwand. Ronald Reagan stepped forward and mransformed
the political vocabulacy mn the UL.S.

In Britain it was Margaret Thatcher. She was willng and ablke to
challenge the conventional wisdom that put govemment at the center
of the economy. She never doubted that she was engaged in a batde
of wdeas, and she unabashedly projected her convictions. “T myself
never had any sympathy for socualism,” Thatcher says. “It was
becoming obvious 1o people that the socialist way meant accepting
dechne. Can you mnagne—peuple accepting decline?”

At the time, her many critics considersd her the speachead of the
radical right. Now the program she promoted ss embraced by the very
politcian who ousted her Tory party from power Tony Blai—ao
doubt 10 the distress of many in his own party—has been consolidat-
mng most of Thatcher’s economic revolution, not dismanding 1. As
Baruness Thatcher says, “New Labour has an undesstanding of whar
sucialism was and how it doesa’t work, that somehow you have ©
create wealth before resdseabution.”™

Chairtnan Deng

Deng Xiaoping, another market revolutionary of the late 20 century,
came, of course, from much further to the left than Tony Blar. In
Parig, just after World War 1, Deng, sull m his woens, hecame a
fervent communist. (At the same nme, he also opened and operated
a very successful Chinese restaurant n Pans, the China Bean Cuxd
Shop.) Bur many things changed in his lifetime, and he kept his eyes
open. Deng, experienced fisst hand the disastrous consequences of
Man’s policies. He pard 2 heavy price for hss vision, mncludmg solitacy

-718 -
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confinement.

Fighting his way back after his third fall from power, Deng
was determined to initiate a vast process of market reform.
He once explained it very pungently. “1 have two choices,”
he said. “I can distribute poverty, or I can distribute
wealth.” He chose the second—opening up China to the
dynamism of the market.

The Revolution Rolls On

In Asia today we are seemyg that it & not cnough © go only part way
toward free mackets. South Korea thought 1t could reconcile a market
cconomy with government direction. Because it was freer than other
developing countnies and more engaged with the world economy,
South Korez prospered for a long time, but now it is paying a poice
for delaying adjustment 1o a2 more vpen market. Indonesia thought it
could enjoy the benefits of a market economy without an appropgate
legal foundanon and the ransparency required for efficient function-
ing of the market. That, 100, ended up proving unworkable.

The market revolution rolls on. Countries may well take
their own approach to it. But, uvitimately, they either cimb
on board or get left behind. That’s true whether the govern-
meant is right—or left.

ENDNOTE: Daniel Yergin and Joseph Stanislaw are co-authors of
The Commanding Heghts: The Battle Betmeen Government and the Market-
plave that is Remaking the Modern World, Simon & Shuster, 1998. This
material s used with the peomission of Simon & Shuster.

SO



“The only freedom which deserves the
name, is that of pursuing our own good in
our own way, so long as we do not attempt
to deprive others of theirs, or impedc their
cfforts to obtain it.” John Stuart Mill
(1806-1873)

“It is one thing to show a man that he is in
error, and another to put him in posses-
sion of truth.” John Locke (1632-1704)

The mission of the Institute for Economic Freedom is to improve
public understanding of the foundations of a free and harmonious
society by analyzing the role of mackets in solving cconomic and
social problems.

In pursuing this goal the Institute has prepared, published and
distributed position papess on economic growth, labour law and
fiscal policy. In the case of the Minmmum Fair Labour Standands Bill
we belicve that its mitiative promoted 2 fuller public discussion and
greater understanding of the Bill and its implications.

The Institute needs the financial support of all who appreciate
the value to this country of 2 more open and informed dia-
logue on such important issues.

You can join in this cffort by becoming a —

Member ($200 - $5,000 per year)
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From this Review

...cven the achsevement of a balanced Recurrent Budget
n 2001/02 would by definition produce a fiscal deficit
m that year. This mmplics, i fact, a long-teom Govem-
ment commitment to fiscal deficits. This certasmly 1s not
a policy of “macroeconomic stability.” Page 6

The schooling of malkes 25 years of age and older [is]
mcasured by the number of years of schooling at the
sccondary level 2nd higher.. An extra year s estimated to
raise the growth rate of Real Gross National Product per
person by 1.2% per year, Over 2 30 year peood an
mcremental 1.2% per year means that Real GDP per

capita is 43% higher. Page 10

A higher rare of growth [for poor countoes with low
growth rates and poteatial] s possible “if the govem-
ment mproves the climate for business activity—say, by
reducing burdens from regulation, corruption, and taxa-
tion” or “4f people decide to have fewer childeen or..to
save a larger fraction of their incomes.” Page 77

Fighting his way back after hss thinl fall from power,
Deng |X1aoping] was deteenined to initiate a vast pro-
cess of market reform. He once cxplained it very pun-
geady. “T have two choices,” he sad. “T can distobute
poverty, or 1 can distribute wealth.” He chose the sec-
ond—openng up Chma o the dynamism of the macket.
Page 18




