GIVING WITH ONE HAND AND
TAKING AWAY WITH THE OTHER



Introduction

e The question of inequality has assumed a
prominent place in debates on economic
policy, especially following the global financial
crisis and the academic and political
repercussions of Piketty's book (2014).

* This debate has drawn attention to the
capacity and importance that fiscal policy may
have in mitigating income imbalances among
individuals in an economy.



Introduction

* The aim of this study is to empirically estimate
the impact of the structure of expenditures
and revenues on income inequality for the
Brazilian states.

* What is the impact of fiscal policy on the
inequality of the Brazilian states?



Introduction

e The contributions of the article:

— To provide evidence of the relationship between
fiscal policy and income inequality at the level of
the Brazilian states, filling an existing gap in the
literature.

—To give justifications for policy makers to
implement fiscal policies that promote the
reduction of income inequality in the country.



Literature Review

The level of income inequality, especially in developing countries, can be
reduced by the direct action of fiscal policies (TANZI, CHU, 1992);

The inequality in income distribution can be partially explained by the
level and progressiveness of taxes and government spending policies
[ Bastagli et al. (2012), Chu et al. (2004) and Woo et al. (2013)];

The fiscal system of Latin American countries fails to fulfill its
redistributive function [Gofii et al. (2011)];

— Colombia: Joumard and Vélez (2013)

— Peru: Jaramillo (2017)

— Brazil: Higgins and Perreira (2014); Medeiros and Souza (2015); Gobetti and
Orair (2017)

Others authors find that the tax structure is favorable to the distributive
function of the State:

— Uruguay: Bucheli et al. (2014)

— Argentina: Cont and Porto (2016) ; Rossignolo (2018)
Several studies show the positive role of the fiscal system in improving the

income distribution in the countries of this region [Cornia (2014), Gonzalez
and Martner (2012), Clifton et al. (2017);



Data

e Data are from the National Treasury Secretary: budget
execution

 The Gini index, the measure of inequality, decreased
from 0.56 in 2004 to 0.50 in 2014

— This reduction is associated with programs that target
income transfers at poor households, as the Bolsa Familia
Program [Gdes and Karpowicz, 2017; Lustig et al., 2013;
Soares et al., 2009, 2010) Gdées and Karpowicz (2017)]

— The real increase in the minimum wage, the increase in
formalization in the labor market, and the improvement in
workers’ educational level (Gonzéales and Martner, 2012).



Data

Graph 1: Aggregate social expenditures of Brazilian states, 2004-2014 (billions
of RS)
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Source: prepared by the authors on the basis of official data from the National Treasury.
Note: Data deflated by IPCA at December 2014 prices.



Econometric Model
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We use System Generalized Method of Moment (GMM)

Stata command: xtabond2



Table 1: The Impact of Fiscal Policy on Inequality (System GMM Results)

Dependent Variable: Gini
Gini (t-1)

Total Revenue
Total Expenditure
Current Revenue
Capital Revenue
Social Security Exp.
Education Exp.
Judiciary Exp.
Infrastructure Exp.
Debt Exp.

Health Exp.

Other Exp.
Instruments

Obs.

AR(1)

AR(2)

Hansen test

Dif. GMM

Dif. IV

A
0.84% %

-0.12*

19
270
0.00
0.10
0.21
0.34

B
0.99%%**

-0.05
)

-0.20%**
0.40
-0.37
-0.51

26
270
0.00
0.34
0.56
0.70

0.66

C

0.99%**

-0.13

-0.16**
0.13
0.2
0.41%*
0.50
0.36

30

270
0.00
0.19
0.81
0.92

0.93

Note: data in 10,000 Reais per capita
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Table 2: Adding Controls in the Benchmark Regressions (System GMM

Results)
Dependent Variable: A B C D E
Gini
Gini (t-1) 0.58*** 0.66*** (0.63*** (.60***  (.62%**
Gini (t-2) 0.38*** (.38*** (.36*** (.40***  (.35%**
Total Revenue 0.01* 0.15%*
Total Expenditure -0.09**  -0.11*
Current Revenue -0.05 -0.07
Capital Revenue (0.53%**
Social Security Exp. -0.16**  -0.14***  -0.16***
Education Exp. 0.20 0.18 0.10
Judiciary Exp. 0.14 -0.613
Infrastructure Exp. -0.40 -0.33*%*%  _(.61%***
Debt Exp. 0.17 -0.25
Health Exp. 0.020
GDP pc -0.00 0.00 0.00 -0.00
Unemployment 0.20 0.33 0.32 0.18
Education level 0.00 -0.01 -0.01
Progressivity -0.01  -0.12**  -0.06 -0.11 -0.16
Open 0.05 -0.08 0.15 0.09 0.16
Obs. 243 243 243 243 243
AR(1) 0.006 0.008 0.003 0.003 0.011
AR(2) 0.753 0.531 0.554 0.587 0.816
Hansen test 0.345 0.418 0.577 0.774 0.385
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Final Considerations

The fiscal policy of the Brazilian states is important for
reducing inequality in income distribution;

However, those responsible for conducting the fiscal policies
of the Brazilian states must be aware that an increase in
spending with special charges worsens inequality, and this is
strongly shown in the results of this study;

The net effect of fiscal policy on inequality may not be
positive mainly because the tax system is still very regressive
and many of the resources are spent on debt;

The states and the federal district have the room to
implement pro-equity (or anti-equity) fiscal policies;

We emphasize the need to promote a tax reform capable of
establishing a more progressive structure in the country;



Thank youl!



