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1. Introduction

How much do the Western Hemisphere’s two largest economies and most populous
countries redistribute through social spending and taxes? Our motivations for comparing and
contrasting revenue collection and social spending in Brazil and the United States are many. In
addition to making up over half of the Western Hemisphere’s population, the two countries have
similar levels of taxation and social spending as a percent of GDP. Both countries are relatively
unequal given their levels of development: a quarter century ago, Brazil had one of the highest levels
of inequality in the world, while the US had one of the highest levels of inequality among developed
countries. In 1989, Brazil’s Gini coefficient made it the second most unequal country in the world,
second only to Sierra Leone (Ferreira, Leite, and Litchfield 2008); in 1985, the United States was the
second most unequal OECD country,' second only to Turkey (OECD, 2011). Since then, inequality
has fallen substantially in Brazil while it has risen substantially in the United States. If trends
continue—and there is good reason to believe that they may’—the level of inequality in the two
countries could converge. Relations between the two countries appear to be increasing: for example,
the number of US citizens to be sent to Brazil as part of the Fulbright English teaching assistant
(ETA) program increased four-fold this year as part of a joint effort between the American and
Brazilian governments.

We perform comprehensive fiscal incidence analyses in the two countries, including direct

taxes, direct transfers, indirect taxes, indirect subsidies, and the value of in-kind benefits from

!'This refers to countries that were members of the OECD in 1985.

2 The factors contributing to increasing inequality in the United States show no signs of changing course (NEEDS
CITATION). Although it is less clear whether income inequality in Brazil will continue to decline (Lustig, Lépez-Calva,
and Ortiz-Juarez, 2013), there are reasons to believe that it is very possible. Barros et al. (2010) argue that the factors
contributing to the decline in inequality between 1977 and 2007 were beginning to experience decreasing marginal
effectiveness. However, they note that the design of Brazilian social policy was far from optimal, and that there were
therefore a number of avenues by which Brazil could maintain its recent fast pace of inequality decline without
additional resources. Indeed, the Brazilian government has implemented at least one of Barros et al.’s suggestions by
expanding the Bolsa Familia conditional cash transfer program, and more recent data from 2008-2011 shows that
inequality in Brazil bas continued to decline.



government-provided health, education, and housing services. Our study is the only comprehensive
incidence analysis we are aware of for the United States for a relatively recent year; other studies
usually omit indirect taxes and in-kind benefits from education, health, and housing (e.g., Kim and
Lambert, 2009). The one study we are aware of that includes bo#) indirect taxes and these in-kind
benefits (Garfinkel, Rainwater, and Smeeding, 2006) uses data from 2000 and is therefore not recent.
In addition, in the areas of estimating indirect taxes and education benefits, our study includes
methodological improvements. In the case of Brazil, a comprehensive incidence analysis was
undertaken in Higgins and Pereira (forthcoming). Comparing the revenue collection and social
spending systems in the two countries leads us to a number of new insights. Furthermore, by using
the consistent methodology described in Lustig and Higgins (2013) in the two countries, we ensure a
high degree of comparability.

Despite their converging trends over time, inequality is still much higher in Brazil than in the
United States, both before taxes and transfers and after. The market income Gini in the United
States is 45.4; it is reduced by 8.9 points by direct transfers, indirect subsidies, and direct and indirect
taxes, and by 16.3 points when in-kind benefits in the form of health (Medicare and Medicaid) and
education (public primary and secondary school, Head Start, and public daycare through CCDF and
TANTF) are added to income. In Brazil, the market income Gini is a much higher 55.4, and is
reduced by 3.9 and 14.9 points, respectively, where health benefits in Brazil are in the form of free
care received at public health facilities and education incudes public primary and secondary school,

public pre-school, and free public daycare for low income families.

2. Income Concepts



We use definitions of five income concepts adapted from Lustig and Higgins (2013). Marker
ncome includes wage and salary income, fringe benefits (including employer contributions to health
insurance), non-farm business income, farm income, retirement income, income from interest,
dividends, and rent, income from private transfers (child support, alimony, remittances, other),
income from contributory pensions from the social security system, imputed rent for owner-
occupied housing, and the value of own production. With respect to the social security pensions,
Lustig, Pessino, and Scott (forthcoming) explain that arguments exist for treating them as part of
market income because they are deferred income similar to personal savings, as well as for treating
them as a government transfer since there may not a deterministic link between the amount
contributed and the benefit received, and many systems run a deficit financed by general tax
revenues. Here, we treat them as part of market income.

Net market income equals market income minus individual income taxes and payroll taxes
(including those paid by the employer), corporate income taxes, and property taxes. Individual
income taxes and payroll taxes are assumed to be borne fully by labor in the formal sector. Since
gross labor income reported in the survey is net of taxes paid by the employer, we gross up market
income by adding taxes paid by the employer. Similarly, we gross up market income in the case of
corporate income taxes and property taxes. Corporate income taxes are assumed to fall partially on
capital, and to be partially shifted forward to labor and consumers. Due to the theoretical and
empirical uncertainty with respect to who bears the burden of the corporate income tax (Auerbach,
2005), this is a middle of the road approach. Property taxes are assumed to be borne fully by
property owners.

Disposable income equals net market income plus direct cash and food transfers. In the case of
Brazil, direct cash transfers include the flagship anti-poverty conditional cash transfer (CCT)

program Bolsa Familia, the non-contributory pension program Beneficio de Prestagao Continuada



(BPC), public scholarships, unemployment benefits, special circumstances pensions, and other direct
transfers. These programs are described in detail in Higgins and Pereira (forthcoming). In the case of
the US, they include welfare or welfare-to-work payments, Temporary Assistance for Needy
Families (TANF), Aid to Families with Dependent Children (AFDC), Refugee Cash and Medical
Assistance program, General Assistance from the Bureau of Indian Affairs, Tribal Administered
General Assistance, non-contributory pensions from the Supplemental Security Income program,
veteran’s benefits, unemployment benefits, Pell grants (a type of public scholarship), and worker’s
compensation. We also treat the federal and state Earned Income Tax Credit (EITC) as a direct
transfer (and, hence, use pre-credit liabilities in the direct tax calculations). In Brazil, food transfers
include the Programa de Aquisi¢io de Alimentos (PAA) milk transfer program; in the US, they
include the Supplemental Nutrition Assistance Program (SNAP; more commonly known as “food
stamps”), Special Supplemental Nutrition Program for Women, Infants, and Children (WIC), and
free and reduced-price school lunches for low-income families.

Post-fiscal income equals disposable income plus indirect subsidies minus indirect taxes. In both
countries, the indirect subsidies included in our analysis are household energy subsidies targeted to
low-income families. Allocating other government subsidies to individual households is intractable.
Indirect taxes are consumption taxes; in Brazil these include a state-level value-added tax (VAT) on
consumption and three federal VATSs, while in the US they include federal and state sales and excise
taxes. We assume that the burden of indirect taxes entirely shifted forward to consumers.

Final income equals post-fiscal income plus the value of in-kind benefits in the form of public
health, education, and housing services. We value these services at government cost because our
objective is to analyze who receives the benefits of public spending. In Brazil, unlimited free access
to public health care facilities is guaranteed by the 1988 Constitution; individuals who attended

public health facilities are allocated the average government cost (in their state) of the treatment they



received. In the United States, social spending on health care takes the form of the Medicare and
Medicaid programs, which are imputed at their market value to those who are covered by the
programs. Education benefits are allocated to individuals who report attending a public daycare, pre-
school, primary, or secondary school, and are valued at the per-pupil government spending for that
education level. Public daycare programs (either in the form of free daycare centers or subsidy
vouchers) for low-income families exist in both countries; in the US they are funded by the Child
Care Development Fund (CCDF) and TANF. Public pre-school is also available to low-income
families in both countries—in the US this usually takes the form of participation in the Head Start
program. Although tertiary education is free at all public universities in Brazil and highly subsidized
at public universities in the US, the lack of data on who attends public universities in the US and the
difficulty in allocating data led us to omit tertiary spending from our analysis for both countries.

Each of these income concepts is aggregated at the household level and assumed to be
shared equally among the members of the household (relative to their needs). If we assume no
economies of scale within households, we would then divide household income by the number of
people in the household and use household per capita income in the analysis. If we assume
maximum economies of scale, so that the marginal cost of fulfilling the needs of any household
member after the first is zero, then we would simply use household aggregate income in the analysis.
Equivalence scales account for some degree of economies of scale within households between these
two extremes. In this study we use the square root scale suggested by Atkinson, Rainwater, and
Smeeding (1995). We apply the scale to both cash incomes and in-kind benefits; for a discussion of
the merits of this approach and its alternative (applying the equivalence scale to cash income but not
to in-kind benefits) see Garfinkel, Rainwater, and Smeeding (2000).

For the analysis in the United States, our primary data source is the March Annual Social and

Economic supplement of the Current Population Survey (CPS), 2011. To impute in-kind primary



and secondary education benefits, we also use data from the American Community Survey (ACS),
2011, and to impute benefits from the Head Start program we use the National Household
Education Survey (NHES), 2007. In Brazil, our primary survey is the Pesquisa de Or¢camentos
Familiares (Family Expenditure Survey; POF), 2008-2009. To impute health benefits, we also use
data from the Pesquisa Nacional por Amostra de Domicilios (National Household Sample Survey;
PNAD), 2008.
3. Results
3.1 Progressivity and Inequality Reduction

If we consider the impact of just direct transfers and direct taxes, the US reduces the Gini
coefficient from 45.4 to 36.5, or by 8.9 percentage points (table 1).” To put this into international
perspective among developed countries, the direct tax and transfer system in the US is less
redistributive than that of all EU countries except Greece and Italy. The six most redistributive
European countries reduce their Gini coefficients by between 14 and 17 percentage points when
one considers contributory pensions as part of market income as we have done here.” Direct taxes
and contributions alone reduce the Gini coetficient by 5.4 percentage points, which is less than in
any EU country.”

Table 1. Concentration curves of tax and transfer categories, United States 2011

| | Market | Net Market | Disposable | Post-Fiscal | Final |
Gini 45.4 40.0 365 | 372 29.1

'reduction | . | -54 -8.9 -8.2 -16.3 |
Theil 373 28.5 231 | 240 152 |
reduction : -8.8 141 | -133 221 |
90/10 11.0 8.8 5.8 ; 5.9 3.7 |

' reduction | . | 22 53 | H51 | 73 |

3 Our disposable income Gini for the US in 2011 is similar to the disposable income Gini calculated for the US by
Luxembourg Income Study (LIS) for 2010, which is 37.3.

#'The comparison with the EU countries uses numbers from Immervoll et al. (2009) which also broadly follows the
same methodology (specifically, we calculate the reduction between the “private income plus pensions”’—which we call
market income—Gini and the disposable income Gini in their Table 8.9.

5> This time, the comparison with EU countries uses data from Gofii, Lépez, and Servén (2011) because they have Gini
coefficients for market and net market income.



Meanwhile, Brazil has a much higher market income Gini of 55.4 and reduces it to 51.5, or
by 3.9 percentage points (table 2). Why does Brazil achieve so much less redistribution that the
United States through direct taxes and transfers? Throughout Latin America, the individual income
tax is underutilized as a revenue collection and redistributive tool (Corbacho, Cibils, and Lora 2013).
Direct taxes in Brazil are both smaller and less progressive than in the US. In Brazil, revenues from
the individual income taxes (at the federal, state, and local levels) only amount to 2.1% of GDP,
compared to 8.2% for the individual income tax (at the federal, state, and local levels) in the US.
Furthermore, direct taxes are much more progressive in the US: the Kakwani index (which measures
the progressivity of a tax based on its concentration in the income distribution and is independent of
the tax’s size) is 0.188 in the US, compared to 0.096 in Brazil (table 3).

Table 2. Income mequahty in Brazil, 2009.

| ["Market | Net Market t [ Disposable | Post-Fiscal | Final |
" Gini 55.4 53.9 51.5 51.7 405
| reduction | . 15 39 | 37 149

| Theil 60.6 56.2 51.3 51.6 334 |
| reduction | : -4.4 93 [ 9.0 27.2 |
1 90/10 14.0 13.6 10.8 11.0 50 |
| reduction | . 0.5 33 | 31 9.1

Table 3. Kakwani indices for different tax and transfer categories, US (2011) and Brazil (2009)

United | Brazil
States

Direct Transfers 0.422 0.688

In-Kind Transfers 0.700 0.769

Indirect Subsidies 1.181 0.945

All Transfers 0.607 0.74
Direct Taxes 0.188 0.096
Indirect Taxes -0.256 | -0.036

All Taxes 0.127 0.038




Brazil has a transfer system that is progressive in absolute terms, with a Kakwani index’ of
0.688 and a concentration curve that lies everywhere above the 45-degree line (table 3 and figure 1).
Its conditional cash transfer (CCT) program Bolsa Familia is received by 85% of the market income
poor (Higgins and Pereira, forthcoming). These outcomes are impressive when compared to the US,
which has a direct transfer Kakwani of 0.422 and a concentration curve that lies slightly above the
45-degree line for the poorest 40% of the population but below the line thereafter (table 3 and figure
2).

Figure 1. Concentration curves of tax and transfer categories, Brazil 2009
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¢ Note that the index originally proposed by Kakwani (1977) only measures the progressivity of taxes. It is defined as the
tax’s concentration coefficient minus the market income Gini. To adapt to the measurement of transfers, Lambert
(1985) suggests that in the case of transfers it should be defined as market income Gini minus the concentration
coefficient (i.e., the negative of the definition for taxes) to make the index positive whenever the change is progressive.
Also note that in the case of transfers, the Kakwani index can exceed unity (Lambert, 2002).



Figure 2. Concentration curves of tax and transfer categories, United States 2011
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The reason Brazil is not able to achieve more redistribution through its progressive transfers
is that its highly redistributive programs—such as its flagship CCT, non-contributory pension
program for the eldetly poor, and milk transfer program—are small: combined, the three programs
make up less than 1% of GDP. Even for the poorest 10% of the population, they only increase
market income by 26.2%, 23.9%, and a paltry 0.2% of the population (table 4). This can be
compared to the United States where non-contributory pensions for the Supplemental Security
income program increases the market incomes of the bottom decile by 54.4% on average, while
food transfers (SNAP, WIC, and the school lunch program) increase their incomes by 47.1%. (table
5). Meanwhile, the majority of Brazil’s larger transfer programs, such as unemployment benefits, are

progressive only in relative terms.



Table 4. Percent change in market income caused by taxes and transfers, Brazil 2009

Market | Direct | Net Mkt | CCT | Non-Con | Food | Other | Disposable
Income | Taxes | Income Pensions | Transfers = Direct | Income
1st Decile 0.0 -12.0 -12,0 26.2 23.9 0.2 294 67.6
2nd Decile 0.0 -10.3 -10.3 7.9 82 0.1 15.0 209
3rd Decile 0.0 -10.1 -10.1 4.1 3.8 0.1 10.0 79
4th Decile 0.0 -10.3 -10.3 1.9 1.9 0.0 8.3 1.7
5th Decile 0.0 -10.8 -10.8 1.5 1.0 0.0 7.4 -0.8
6th Decile 0.0 -11.1 -11.1 0.9 0.5 0.0 6.4 -34
7th Decile 0.0 -115 -11.5 0.3 0.2 0.0 5.2 -5.9
8th Decile 0.0 -119 -11.9 0.2 0.1 0.0 34 -8.2
9th Decile 0.0 -13.2 -13.2 0.1 0.0 0.0 3.1 -10.0
10th Decile 0.0 -185 -18.5 0.0 0.0 0.0 15 -16.9
Total Pop 0.0 -14.7 -14.7 0.8 0.7 0.0 39 9.3
Indirect | Energy | Post-Fiscal | Public | Public | Final
Taxes | Subsidies | Income | Education | Health | Income
1st Decile -18.5 18 435 147.6 53.1 296.6
2nd Decile | -14.2 0.8 25 58.9 253 111.7
3rd Decile -12.9 0.4 -8.6 329 17.0 58.1
4th Decile -12.3 0.3 -139 27 12.8 344
5th Decile -12.2 0.2 -16.1 149 9.7 18.1
6th Decile -11.8 0.1 -18.2 103 75 7.0
7th Decile -11.6 0.1 -20.3 7.2 5.6 -19
8th Decile -11.5 0.0 -22.3 45 3.6 -10.6
9th Decile -11.2 0.0 -234 2.2 18 -17.5
10th Decile | -10.7 0.0 -29.2 04 0.3 -28.3
Total Pop -114 0.1 -229 74 42 -7.2

Table 5. Percent change in market income caused by taxes and transfers, United States 2011

Market | Direct | Net Mkt | Non-Con | Food | Other | Disposable | Sales

Income | Taxes @Income | Pensions | Transfers | Direct | Income | Taxes
1st Decile 0.0 -13.7 -13.7 36.1 68.4 90.9 181.7 -17.3
2nd Decile 0.0 -8.1 -8.1 3.2 12.1 25.1 323 9.2
3rd Decile 0.0 -8.0 -8.0 1.1 37 15.6 124 -7.1
4th Decile 0.0 -9.5 -9.5 0.6 1.6 10.2 2.8 -5.9
5th Decile 0.0 -12.0 -12.0 04 0.5 7.8 -3.2 -5.1
6th Decile 0.0 -14.8 -14.8 0.3 0.2 6.7 -7.6 4.4
7th Decile 0.0 -17.4 -17.4 0.1 0.1 5.8 -11.3 -3.9
8th Decile 0.0 -20.4 -20.4 0.1 0.1 57 -14.5 34
9th Decile 0.0 -24.8 -24.8 0.0 0.0 57 -19.0 2.9
10th Decile 0.0 -349 -34.9 0.0 0.0 6.0 -28.9 -1.8
Total Population 0.0 -23.0 -23.0 0.5 1.2 7.8 -13.5 -3.6




Energy | Post-Fiscal Public Medicare/ | Housing | Final
| Subsidies | Income | Education | Medicaid | Subsidies | Income

" 1st Decile 29 1672 | 1423 266.7 | 189 | 5952
' 2nd Decile 06 23.7 38.0 75.8 1.9 139.5
' 3rd Decile [ 02 5.5 230 393 | 04 | 682
4th Decile | 0.1 3.1 16.7 22.8 0.0 36.4
' 5th Decile [ 0.0 83 | 124 141 | 00 | 181
" 6th Decile 700 | 120 | 94 | 84 | 00 | 58
| 7th Decile 700 152 | 72 55 | 00 | 25
" 8th Decile 700 180 | 53 37 700 | =90
9th Decile 0.0 219 35 25 0.0 -15.9
' 10th Decile [ 0.0 308 1 16 12 | 00 | -280
Total Population | 0.1 | -17.0 8.0 10.3 0.2 1.5

Finally, Engel, Galetovich, and Raddatz (1999) show that the higher initial income inequality
is—and it is much higher in Brazil than in the US—the more difficult it is to reduce income
inequality through progressive taxes and transfers. In sum, Brazil achieves much less redistribution
than the US due to a combination of factors: its direct taxes are both considerably smaller as a
percent of GDP and considerably less progressive, its highly progressive direct transfer programs are
small while its larger direct transfer programs are less progressive, and it begins with a more unequal
market income distribution.

Indirect taxes are fairly regressive in the United States and slightly regressive in Brazil, with
Kakwani coefficients of -0.256 and -0.030, respectively. However, they are larger in Brazil, making
up more than half of total tax revenue at the federal, state, and local levels combined. As can be seen
in tables 4 and 5, in both countries, the poor pay a significant portion of their (market) income in
indirect taxes:’ the poorest decile in Brazil spends 18.1% of its market income on indirect taxes and
that of the US 17.3%. In March 2013, Brazil announced that it would end all federal (but not state)
taxes on a number of basic food items, which will likely mitigate this large effect on the poor. In
contrast, in the United States, many states have been moving in the opposite direction by increasing

their regressive sales taxes and, in some cases, decreasing or eliminating income and property taxes.

7 Not disposable income, which is significantly higher for the poorest decile. Hence, they pay a lower percent of their
disposable income in indirect taxes.



These sales taxes place a large burden on the poor, and not only financially: Newman and O’Brien
(2011) exploit intra-state variation over time in the tax burden on the poor (in the US) and find that
a higher tax burden on the poor has a statistically and economically significant impact on mortality,
obesity, and violent crime.

Energy subsidies, which are targeted to low-income households in both countries, are highly
progressive, as can be seen in figures 1 and 2 and table 3. In Brazil, over half of the benefits of
energy subsidies go to the poorest 30% of the population—in the U.S., the number is over 90%
(tables 6 and 7)! Nevertheless, the program is small in both countries, so its redistributive effect is

negligible.

Table 6. Concentration shares of taxes, transfers, and income concepts by decile, Brazil 2009

Indirect | Energy | Post-Fiscal | Public Public | Final
Taxes | Subsidies Income Education | Health | Income
“1stDecile | 15 | 206 | 17 180 | 113 38
'2nd Decile | 25 | 193 | 26 158 | 118 45
"3rd Decile | 33 | 167 35 13.0 11.7 50
4th Decile 42 | 131 14 12.1 119 5.6
5th Decile 53 | 102 5.4 10.1 11.5 6.3
6th Decile 66 | 7.7 6.8 89 113 7.3
7th Decile 84 | 54 85 8.1 10.9 87
' 8th Decile 113 | 33 11.2 6.8 95 10.7
"OthDecile | 161 | 21 | 163 50 | 71 14.6
"10th Decile | 407 | 13 | 397 21 | 30 334
"Total Pop | 1000 | 1000 | 100.0 1000 | 100.0 | 100.0




Market | Direct | Net Mkt | CCT | Non-Con | Food Other | Disposable
Income | Taxes | Income Pensions | Transfers | Direct | Income
1st Decile 0.9 0.7 0.9 30.1 319 19.3 30.9 17
2nd Decile 2.0 14 2.1 19.8 24.1 18.9 21.8 2.6
3rd Decile 29 2.0 3.1 153 16.5 204 15.9 35
4th Decile 3.9 2.7 4.1 9.2 109 134 10.0 44
5th Decile 5.0 3.7 52 9.7 7.1 9.3 85 54
6th Decile 6.4 438 6.6 7.0 45 8.4 5.8 6.8
7th Decile 8.2 6.5 8.5 3.1 27 5.6 29 8.6
8th Decile 111 9.0 115 22 14 23 18 112
9th Decile 164 14.7 16.7 25 0.6 21 1.6 16.3
10th Decile 43.2 54.5 413 1.2 0.3 0.3 0.8 39.6
Total Pop | 1000 | 100.0 | 1000 | 1000 | 100.0 100.0 | 100.0 100.0
Table 7. Concentration shares of taxes, transfers, and income concepts by decile, Brazil 2009
Market | Direct | Net Mkt | Non-Con | Food | Other @ Disposable | Sales
Income | Taxes | Income | Pensions | Transfers | Direct | Income | Taxes
1st Decile 0.8 0.5 0.9 544 47.1 94 2.6 39
2nd Decile 25 0.9 3.0 14.9 259 8.1 3.8 6.4
3rd Decile 38 1.3 4.6 8.1 12.1 7.7 5.0 7.6
4th Decile 52 2.2 6.2 57 6.9 6.8 6.2 8.6
5th Decile 6.8 35 7.7 47 3.1 6.8 7.6 9.6
6th Decile 85 55 9.4 4.1 1.8 72 9.1 10.4
7th Decile 10.5 8.0 11.3 28 1.2 79 10.8 114
8th Decile 13.1 11.6 13.5 24 0.8 9.5 12.9 12.4
9th Decile 17.0 184 16.6 1.5 0.5 12.5 15.9 13.7
10th Decile 31.7 48.2 26.8 14 0.5 24.2 26.0 16.1
Total Population | 100.0 | 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Energy | Post-Fiscal | Public | Medicare/ | Housing | Final
Subsidies | Income | Education | Medicaid | Subsidies | Income
1st Decile 452 2.6 14.3 20.9 68.9 55
2nd Decile 29.5 3.7 11.9 18.5 22.1 59
3rd Decile 16.2 49 11.0 14.7 74 6.4
4th Decile 6.5 6.1 10.9 11.6 1.1 7.0
5th Decile 2.1 7.5 104 9.2 0.5 7.9
6th Decile 0.4 9.0 10.0 7.0 0.0 89
7th Decile 0.1 10.8 94 5.6 0.0 10.1
8th Decile 0.0 129 8.6 4.7 0.0 11.7
9th Decile 0.0 16.0 74 4.1 0.0 14.1
“10th Decile 0.0 26.5 6.1 3.7 0.0 225
Total Population 100.0 100.0 100.0 100.0 100.0 100.0

As noted in Gafinkel, Rainwater, and Smeeding (20006), in-kind transfers are a particularly

important part of redistribution in the US: when in-kind benefits from public education and health

spending and housing subsidies are included in the analysis, the United States reduces inequality by




16.3 percentage points, from a market income Gini of 45.4 to a final income Gini of 29.1. Of this
16.3 point reduction, 8.1 percentage points are due to spending on education, health, and housing.
In Brazil as well, health and education spending is an important redistributive instrument: the
reduction between the market and final income Ginis is 14.9 percentage points, and the bulk of that
reduction—11.2 percentage points (compared to 8.1 in the US)—occurs when moving from post-
fiscal to final income (i.e., when adding health and education transfers). All three categories of public
health spending that we are able to analyze—preventative care, basic care, and inpatient care—are
progressive in absolute terms. Non-tertiary education spending has a Kakwani index of 0.821;
although we use non-tertiary education spending in this analysis to maintain comparability with the
U.S., even when it is included spending education remains progressive in absolute terms. We do not
include housing subsidies in our analysis for Brazil because the country’s main low-income housing
program, Minha Casa Minha Vida, did not exist at the time of the survey.
3.2 Poverty Reduction

Despite collecting sufficient revenue, neither the US nor Brazil are able to eliminate poverty.
Here, we use the Commitment to Equity diagnostic framework (Lustig, 2013)—designed to help
practitioners determine why poverty is not eliminated after transfers—to explore the question of
why for the US;” this answers to this question for Brazil are discussed in Higgins and Pereira
(forthcoming) and rigorously analyzed using a duagnostic questionnaire in Lustig and Higgins
(forthcoming). Their main conclusions are that transfers to the nonpoor are too large (since the
poor receive a share of direct transfers approximately equal to, but not greater than, their

population), coverage of the poor is not universal (15% of the poor are not covered by at least one

8 Led by Nora Lustig, Commitment to Equity (CEQ) is a project of the Center for Inter-American Policy and Research
and the Department of Economics at Tulane University and the Inter-American Dialogue.
(http:/ /www.commitmentoequity.org)
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direct transfer program), and transfers are too small (the average transfer size per poor beneficiary is
less than the average poverty gap).

Driessen, Higgins, and Ruble (2013) show that the US is able to nearly eliminate poverty for
the poorest of the poor (those living on less than $4 per day [in 2005 dollars|, which is a poverty line
frequently used for middle income countries, e.g. by CEDLAS and the World Bank [2012]).
However, using poverty lines more common in the US, such as the Supplemental Poverty Measure
(SPM) poverty line calculated by the US Census Bereau, poverty is far from eliminated: after direct
taxes and transfers, 10.3% of the population fall below the SPM threshold; after including indirect
taxes and subsidies, 11.6% of the population fall below the threshold (table 8). Looking at more
distribution sensitive measures verifies the conclusion from Driessen, Higgins, and Ruble (2013) that
transfers in the US generally reach the poorest of the poor, but not the additional poor: the squared
poverty gap falls from 5.5% for market income to 2.4%.

Table 8. Poverty by income concept, United States 2011
Market | Net Market | Disposable | Post-Fiscal |

| Headcount | 153 | 164 | 103 | 116
Poverty Gap 7.7 8.3 3.8 \ 43
Squared PG | 55 | 6.0 [ 2.2 \ 24

To judge the efficiency of spending on direct transfers at reducing poverty, we use the
effeciency indicators proposed by Beckerman (1979)---the vertical expenditure efficiency, spillover
index, and poverty reduction efficiency---and a measure proposed by Immervoll et al. (2009)---the
poverty gap efficiency (table 9). The vertical expenditure efficiency measures the ratio of direct
transfers reaching the pre-transfer poor divided by the total amount spent on direct transfers.
Around 37% of direct transfer spending goes to the poor using the HHS or SPM poverty lines. The
spillover index measures the percent of spending that went to the pre-transfer poor that would be
considered superfluous 7 the policy objective were to simply bring all the poor to the poverty line

and not transfer any additional money to them once their incomes reached the poverty line. Around



30% of direct transfer spending reaching the poor is spillovers in this sense. The poverty reduction
efficiency measures the percent of “non-spillover” direct transfer spending reaching the poor
divided by the total spending on direct transfers, and it is around 25%. Finally, the poverty gap
efficiency measures the percent of the poverty gap that is closed. Using the higher poverty lines, the
US closes just over half of the poverty gap. Driessen, Higgins, and Ruble (2013) find that when
using the lower line of $4 per day, we again see that the US performs well at alleviating poverty for
the poorest of the poor: in this case, poverty gap efficiency is 80%.

Table 9. Beckerman and Immervoll et al. indicators, United States 2011

SPM poverty line

Vertical Expenditure Efficiency 0.366 ‘
' Spillover 0.305
' Poverty Reduction Efficiency 0.254
- Poverty Gap Efficiency 0.529

Given that poverty remains above 10% after taxes and transfers in a rich country that
collects enough resources to eliminate poverty, we pose the question of why poverty is not reduced
further. What portion of benefits of particular transfer programs reach the poor? Is coverage among
the poor insufficient? Are transfers per poor beneficiary low? To answer these questions, we stray
from relative measures such as the incidence of programs on the poorest decile, and instead define
concrete groups using absolute income lines. We adopt the groups used by Short and Smeeding
(2012): households with income below half of the SPM poverty threshold, those with income
between half of the threshold and the threshold, those above the threshold but with incomes less
than two times the threshold, those with income between two and four times the threshold, and
those with income greater than four times the threshold. Table 10 shows the percent of benefits of
each program going to individuals in these groups, while table 11 shows the percent of beneficiaries
in each group. These distributions can be compared to the distribution of the population across

groups by market income, which is given in the first row of the tables.



We see that welfare (which includes federal welfare or welfare-to-work programs, state
welfare programs, Temporary Assistance for Needy Families [TANF], Aid to Families with
Dependent Children [AFDC], and others) is highly concentrated on the poorest, with 59% of
benefits going to those with market income below Ja/f the SPM poverty line. Non-contributory
pensions (SSI) and food stamps (SNAP) are also well-targeted to the poor, with 64% and 69% of
benefits in each program going to those below the threshold (table 10). The state and federal income
tax credits mostly benefit the non-poor: in each case, over 88% of the beneficiaries are non-poor,
which is higher than the non-poort's share in the population of 85% (table 11). In sum, certain
programs are well-targeted to the poor, with a high proportion of their benefits reaching those
below the poverty threshold, while other programs are not. When taken together, 23% of all direct
transfers reach the market income poor, who make up 15% of the population, which once again
confirms the earlier confusion that direct transfers are progressive.

Table 10. Share of benefits going to each income group, United States 2011

below half | halfto1 | poor | 1to2 | 2to4 | above 4 | non-poor | total
Welfare 58.5 18.7 772 | 140 | 77 1.1 228 | 1000
Veterans’ Benefits 7.9 7.7 156 | 269 | 30.1 27.5 844 | 100.0
Unemployment Ins 17.3 107 | 280 | 234 | 297 | 189 720 | 100.0
Non-Con Pensions 48.2 15.9 641 | 17.0 | 13.2 5.7 35.9 100.0
Workers’ Comp 10.8 8.5 193 | 206 | 326 27.5 80.7 | 100.0
Pell Grants 138 | 120 | 258 | 239 | 297 | 205 | 742 | 1000
Federal EITC 5.0 19.8 249 | 321 | 24.1 19.0 75.1 1000
“State EITC 07 | 39 |46 | 151 | 256 | 547 954 1000
School Lunch 21.7 22.6 443 | 308 | 17.1 7.9 55.7 100.0
SNAP (food stamps) 38.6 282 | 668 | 241 | 76 1.5 332 1000
WIC (nutrition) 26.0 25.9 519 | 322 | 136 2.2 48.1 100.0
All Direct Transfers 129 101 [ 230 161 | 199 | 410 770 | 100.0
Medicare 49 9.1 139 | 264 | 335 26.1 86.1 100.0
Medicaid 274 | 213 [ 487 | 268 | 177 | 68 | 513 |100.0
Contributory Pensions 0.9 5.8 6.7 | 235 | 358 33.9 93.3 100.0
Income Shares 04 1.7 21 | 75 24.0 66.3 979 | 100.0
' Population Shares 72 82 | 153 | 188 | 30.7 | 352 847 1000




Table 11. Share of beneficiaries in each income group, United States 2011

below half | halfto1 | poor | 1to2 [ 2to4 | above 4 | non-poor | total
Welfare 49.1 206 | 697 | 185 | 9.7 2.1 30.3 | 1000
“Veterans’ Benefits 67 | 67 | 134|211 | 330 | 326 | 866 |1000
Unemployment Ins 11.5 10.3 218 | 243 | 325 214 78.2 100.0
Non-Con Pensions 38.8 192 | 580 | 200 | 155 6.6 420 1000
Workers’ Comp 6.8 71 | 139 | 209 | 371 | 281 86.1 | 100.0
Pell Grants 11.1 103 [ 213 234 | 326 | 226 78.7 | 100.0
Federal EITC 3.8 7.8 117 | 185 | 339 | 360 883 | 1000
‘State EITC 28 8.6 114 | 220 | 328 | 339 | 886 100.0
School Lunch 109 121 | 230 | 224 | 303 | 244 770 | 100.0
SNAP (food stamps) 30.9 273 | 582 | 293 | 104 2.1 41.8 100.0
WIC (nutrition) 254 261 | 515 | 326 | 137 | 21 485 | 100.0
All Direct Transfers 7.2 7.9 152 | 173 | 30.8 36.7 84.8 100.0
Medicare 52 96 | 148 | 262 | 335 | 255 852 | 100.0
Medicaid 19.9 197 (396 [ 292 | 222 [ 9.0 604 | 100.0
‘Contributory Pensions 33 100 [ 133 ] 258 | 338 | 272 867 |100.0
Income Shares 0.4 1.7 21 | 75 | 240 | 663 979 | 100.0
' Population Shares 72 8.2 153 | 188 | 307 | 352 847 1000

To answer our next question, is poverty not reduced by more because not enough of the

poor are covered by anti-poverty programs? Table 12 shows that 92% of the poor receive benefits

from at least one direct transfer program. The programs with the largest coverage among the poor

are the federal income tax credit (62% live in beneficiary households), school lunch (48% of the

poor live in a household in which someone benefits), and SNAP (48%). Among strictly cash

transfers, unemployment insurance and welfare are important, with coverage of 16% and 10%,

respectively. Perhaps this speaks to political economy dynamics in the U.S.: it is more politically

feasible to provide a safety net in the form of near-cash transfers (e.g., food stamps), nutrition

programs, and tax credits than it is to provide cash transfers due to their perceived negative

incentive effects on labor. In sum, to answer the question of whether low coverage of the poor is a

significant hurdle, most of the poor receive benefits from at least one transfer program. However,

the coverage of cash transfer programs is fairly low. The logical follow-up question is the relative

sizes of these programs in terms of the per capita and per beneficiary benefits reaching the poor.




12. Coverage by income group, United States 2011

| below half | halfto1 | poor | 1to2 | 2to 4 | above 4 | non-poor | total
Welfare | 153 5.6 101 | 22 0.7 0.1 0.8 22
“Veterans’ Benefits 20 —LF |49 & | 23 | 20 | 22 | 2T
Unemployment Ins 17.8 139 | 157 | 143 | 11.7 6.7 10.2 11.0
Non-Con Pensions ‘ 21.6 94 151 | 42 2.0 0.7 2.0 4.0
Workers” Comp : 1.0 09 | 10 | 1.2 1.3 0.9 1.1 1.1
Pell Grants 9.3 7.5 83 | 75 6.4 39 5.6 6.0
Federal EITC | 421 749 | 596 | 77.1 | 865 80.1 81.8 78.4
State EITC 13.5 36.4 25.7 | 405 | 37.0 33.3 36.3 34.6
' School Lunch | 484 | 473 [ 478|381 [ 315 | 221 | 290 | 319
SNAP (food stamps) | 545 | 422 | 479 | 197 | 43 | 07 6.2 12,6
WIC (nutrition) | 182 164 | 172 | 89 2.3 0.3 2.9 51
All Direct Transfers | 933 89.9 915 | 854 | 92.7 96.6 92.7 92.5
Medicare | 158 256 | 21.0 | 303 | 23.7 15.7 21.9 217
Medicaid | 681 59.0 633 | 381 | 17.7 6.3 17.5 24.5
Contributory Pensions | 11.0 29.0 | 206 | 32.7 | 26.2 18.4 244 23.8
Income Shares 0.4 1.7 2.1 75 | 240 66.3 97.9 100.0
Population Shares [ 72 82 | 153 | 188 | 30.7 | 352 847 | 100.0

Table 13 shows equivalized benefits per person by group in dollars per day. On average, the
poor receive $18.58 per day (in equivalized terms) when all direct transfers are summed. Table 14
shows the equivalized benefits per beneficiary in dollars per day. Beneficiaries who have market
incomes below the SPM threshold receive $20.30 per day (in equivalized terms) when all direct
transfers are summed. The last row of table 13 shows the average equivalized poverty gap in dollars
per day. It is $16.93 per person per day, which means that if the amount of direct transfers reaching
the poor were perfectly targeted and there were no “spillovers,” poverty would be eliminated. This is
in contrast with the situation in Brazil, where even if the total direct transfers reaching the poor were
perfectly targeted and there were no “spillovers,” poverty would be eliminated. This is in contrast
with the situation in Brazil, where even if the total direct transfers reaching the poor were perfectly
targeted and “spillovers” (spending on the poor in excess of what is required to make their income
equal to the poverty line) were redistributed to the poor who remained below the poverty line,
poverty—using a much lower poverty line of $2.50 PPP per day—would remain (Lustig and

Higgins, forthcoming). However, as we saw earlier, around 30% of direct transfers reaching the poor



are “spillovers” and around 9% of the poor are entirely excluded from the safety net, explaining why
poverty remains despite sufficient funding.

13. Equivalized benefits per person per day by income group, United States 2011
below half | halfto1 | poor [ 1to2 | 2to4 | above 4 | non-poor | total

Welfare 0.95 0.27 0.59 | 0.09 | 0.03 0.00 0.03 0.12
Veterans’ Benefits 0.52 0.44 048 | 0.68 | 046 0.37 0.47 0.47
Unemployment Ins 3.45 1.87 261 | 1.78 | 1.38 0.76 1.21 1.43
Non-Con Pensions 3.60 1.04 224 | 048 | 0.23 0.09 0.23 0.54
Workers’ Comp 0.25 0.17 021 | 0.18 | 0.18 0.13 0.16 0.17
Pell Grants 0.50 0.38 044 | 033 | 025 0.15 0.23 0.26
Federal EITC 1.33 4.56 305 | 3.22 | 147 1.02 1.67 1.88
State EITC 0.02 0.09 006 | 0.16 | 0.16 0.30 0.22 0.19
School Lunch 0.56 0.51 053 | 0.30 | 0.10 0.04 0.12 0.18
SNAP (food stamps) 3.38 2.16 273 | 0.81 | 0.15 0.03 0.25 0.63
WIC (nutrition) 0.12 0.11 0.11 | 0.06 | 0.02 0.00 0.02 0.03
All Direct Transfers 22.35 1527 1858 | 10.65 | 8.05 | 14.43 11.28 12.39
Medicare 3.69 6.01 493 | 7.62 | 591 4.02 5.50 541
Medicaid 12.29 838 1020 | 458 | 1.85 0.62 1.94 3.21
Contributory Pensions 1.03 5.72 3.53 | 10.07 | 9.37 7.74 8.85 8.03
Market Income 6.47 2643 | 17.11 | 50.99 | 99.41 | 23930 | 146.83 | 126.94
Poverty Gap 27.13 799 1693 | 0.00 | 0.00 0.00 0.00 2.60

14. Equivalized benefits per beneficiary per day by income group, United States 2011
below half | halfto1 | poor | 1to2  2to4  above4 | non-poor | total

Welfare 6.22 475 | 578 | 394 | 415 | 277 3.93 5.22
Veterans’ Benefits 26.18 2554 | 25.86 | 28.33 | 2025 | 1871 | 21.63 | 2220
wUnemploymentlns 19.40 1345 | 1660 | 1245 11.82 1140 11.90 1293
Non-Con Pensions 16.69 11.14 | 1485|1142 | 1147 | 1152 | 1146 | 1343
Workers’ Comp 24.45 1838 | 21.36 | 15.11 | 1348 | 1499 | 1437 | 15.34
Pell Grants 5.36 506 | 521 | 441 | 393 | 392 407 431
Federal EITC 3.15 609 | 512 | 417 | 171 | 127 2.04 2.40
State EITC 0.14 026 | 023 | 039 | 0.44 | 091 0.60 0.56
School Lunch 1.15 108 | 111 | 079 | 033 | 019 0.42 0.58
SNAP (food stamps) 6.20 512 | 569 | 409 @ 361 | 366 3.95 497
WIC (nutrition) 0.68 066 | 0.67 | 065 | 066 | 0.69 0.66 0.66
All Direct Transfers 23.95 1699 [20.30 | 1247 868 | 1494 | 1216 | 1340
Medicare 2340 2350 | 2347 | 25.15 | 2493 | 2552 | 25.18 | 2492
Medicaid 18.05 1419 |1613 | 1203 1043 | 9.84 1112 | 1310
Contributory Pensions | 9.39 1972 | 17.15 | 30.80 | 3580 | 42.11 3629 | 33.75
Market Income 6.47 2643 | 17.11 | 5099 | 99.41 | 23930 | 146.83 | 126.94

Poverty Gap 27.13 7.99 1693 | 0.00 | 0.00 0.00 0.00 2.60
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