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Federalism and the welfare state in Latin America
Melissa Rogers

International Studies, Claremont Graduate University, Claremont, CA, USA

ABSTRACT
Prominent accounts of federalism lament its functioning in Latin America.
Instead of fiscally independent, competitive subunits holding their central
governments accountable, Latin America’s regions are highly dependent on
central allocation. Fiscal centralization has been blamed for subnational
profligacy, but has not resulted in abundant social spending or equalized
opportunities across regions. Very little research considers if federalism may
impact the provision of social welfare in Latin America. In this article, I relate
well-known theories of federalism to the Latin American context and discuss
how political dynamics of Latin American federalism may impact the welfare
state. I argue that federalism exacerbates existing spatial inequalities to make
welfare more uneven, interpersonally and spatially. While federalism moves
resources through subnational government coffers, this money does not
create robust, decentralized welfare states. Rather, federalism provides
institutional mechanisms to block redistribution by central governments, and
encourages politicized interregional transfers that divert resources from
centralized redistribution.

KEYWORDS Latin America; federalism; social welfare; spatial inequality; political ambition

Introduction

Latin America’s federations are particularly interesting places to examine the
functioning of the welfare state. Latin America is the most unequal global
region, with Brazil having among the highest post-tax and transfer income
inequality in the world. At the same time, each Latin American federation
has had a social policy regime with coverage for the majority of their popu-
lations since the 1970s. They are also upper-middle-income nations with
sufficient economic prowess to make serious efforts to reduce inequality.
With the exception of Chile and Uruguay, the richer countries of Latin
America are federal. Consequently, when these nations make only limited
efforts to improve social conditions, this is a political choice, not an option
made impossible by low levels of development.
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Put succinctly, the welfare states in Latin America’s federations are meagre
and, on average, regressive. Figure 1 compares redistributive effort in the
world’s federations with available data from Solt (2019). Latin America’s fed-
erations are shown in red, those in advanced industrial democracies are
shown in blue, and India is in green. I measure redistributive effort as the per-
centage reduction in the nation’s Gini coefficient achieved through govern-
ment taxes and transfers. The federations of Europe: Austria, Belgium,
Germany, and Spain, reduce market-driven inequality substantially, from a
low of 25% in Switzerland to a high of 47% in Belgium. Even the comparatively
limited welfare states of Canada and the United States reduce inequality by
32% and 26%, respectively. Once we reach Latin America, the numbers
drop off considerably. The most generous welfare state is in Brazil, with a
16% reduction in inequality through government efforts. Argentina and
Mexico reduce inequality by just above 3% and Venezuela reduces inequality
by less than 2%. This is also notable because Brazil and Mexico, in particular,
start with higher levels of pre-tax and transfer inequality than the comparison
cases.1

While we can certainly argue that the European and North American fed-
erations are far richer, and therefore more able to fund redistribution, the
same cannot be said of the Indian federation. India reduces inequality at a
similar level to Argentina or Mexico, just below 3%, despite having less than
20% of those nations’ Gross Domestic Product (GDP) per capita (approxi-
mately $11,000 for Argentina and Mexico in 2018, below $2,000 for India in
that year). The similar average incomes in Argentina, Brazil, and Mexico also

Figure 1. Redistributive effort across federations. Notes: Relative Redistribution is the
percentage reduction of market income inequality through government tax and transfer
programmes. Last non-missing value of data, 2010-2019, depending on country data
availability. Source: Solt (2019).
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cannot explain their differences. Brazil is far more generous than the other two
cases, despite all three having a GDP per capita around $11,000. Although we
may not expect Argentina or Mexico to redistribute at the level of Germany,
we might expect them to do much more than comparatively poor India.

In addition to their limited generosity, the structure of Latin America’s
welfare states works against the goal of reducing inequality. Most welfare pol-
icies in the region disproportionately help individuals in the middle and
upper-middle classes (Haggard and Kaufman 2008; Lustig 2018). The
welfare state in all nations of the world comprises a set of policies aimed to
please important political constituencies. In the wealthy, high political partici-
pation nations in Western Europe, these constituencies are relatively broad
and attentive to policy changes. For much of their histories, politicians in
Latin America’s federations have targeted a much narrower slice of their
populations for benefits, primarily public employees and formalized urban
labour. The resulting welfare policies focus primarily on pensions, which
have not addressed the gross inequities of the region (Mesa-Lago 2008).
The core constituency of these welfare regimes has been concentrated in
cities where the majority of middle and upper-class labour reside. Federalism
may exacerbate these issues because it encourages politicians to provide
welfare services at the local level to maximize the credit they receive and to
efficiently target these political constituencies without offering broad, inclus-
ive policies (Beramendi, Rogers, and Díaz-Cayeros 2017).

Figure 2 shows the extent of variation in redistributive effort in Latin Amer-
ican nations (both federal and non-federal). The variation extends from a

Figure 2. Interregional inequality in federal systems. Notes: Relative Redistribution is the
percentage reduction of market income inequality through government tax and transfer
programmes. Last non-missing value of data, 2010-2019, depending on country data
availability. Source: Solt (2019).
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relatively generous Uruguay, which reduces inequality by over 20%, on
average, to Honduras, which actually increases inequality around 2%
through its tax and transfer policies. From this perspective, the Latin American
federations do not obviously underperform from a regional standpoint.
However, once we consider that these federations are the richest nations in
the region, alongside Chile and Uruguay, the assessment may be revised.
While Chile underperforms relative to its income, Uruguay’s redistribution is
close to the expected level of redistribution seen in Western European democ-
racies. The average level of income in Argentina, Brazil, and Mexico (and Chile
and Uruguay) substantially outpaces their Andean and Central American
neighbours. In some cases, the GDP per capita difference is approximately
triple (Honduras, Nicaragua, Guatemala, and El Salvador), in some closer to
double (Bolivia, Ecuador), and some around 75% (Peru) of the richest federa-
tions’ income. Venezuela’s current GDP per capita is about half that of Argen-
tina, Mexico, and Brazil. The overall correlation between GDP per Capita and
redistribution in Latin American nations is p = 0.17, which is positive but much
weaker than the global relationship (p = 0.62) in Solt’s (2019) dataset. That
relatively rich nations like Argentina and Mexico redistribute at similar levels
to relatively poor nations such as Ecuador or Guatemala, and are outpaced
by Nicaragua and Peru, points to a political, not strictly economic, origin to
these differences.

The question of federalism and the welfare state is relevant because it
relates to two broad trends around the world: decentralization and efforts
to reduce poverty and inequality. Latin American countries, like many
countries around the world, have become more decentralized in the last
decades. Typically, this has centred around the decentralization of spending
and administrative functions in public health and education. In Latin
America, across unitary and federal countries, this devolution leads to
increased territorial unevenness in social policy (Giraudy and Pribble 2019;
Otero-Bahamon 2019). Indeed, non-federal Chile has substantially decentra-
lized policies that result in uneven provision of policy across space. These
issues of spatial inequality and uneven redistribution are thought to be
driving the current political unrest in that nation (Holland 2019). To the
extent that decentralization is a core feature of federalism, we may argue
that the difference between federal and non-federal nations in Latin
America in their administrative and expenditure functions is smaller, and
has grown smaller over time.

My focus in this article is on the political importance of federalism in
national and local decision-making about the welfare state. Federalism has
a strong effect on political ambition and structures politicians’ decision-
making in ways that, I argue, impede central government action to reduce
inequality, particularly under conditions of high spatial inequality. This is
important because the most potent efforts to reduce inequality, including
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in Latin America, have been the product of central governments. For example,
Brazil’s Bolsa Familia, the most effective programme to reduce poverty and
inequality in Latin America to date, explicitly bypassed the federal system
to deliver central resources to local governments to administer (Borges
2011). The political logic of Latin America’s federations leads them to focus
on politically-expedient interregional redistribution and do so particularly
where spatial inequality is high. While interregional redistribution could osten-
sibly be helpful to the less well-off regions, welfare expenditure ends up lower
overall (hurting the poor in both rich and poor regions) and not improving the
conditions for the poorest regions (Rodden 2010; Díaz-Cayeros 2006; Bera-
mendi, Rogers, and Díaz-Cayeros 2017; Arellano-Yanguas 2019). I argue, in
the long term, that serious reform efforts should be initiated to orient poli-
ticians in decentralized systems more toward political constituencies that
demand greater redistribution.

A serious drawback of this institutional form of government is that the pol-
itical exigencies of federalism discourage politicians from improving the econ-
omic conditions of their less fortunate constituents, a result which may stand
in the way of broader development goals in the region. Importantly, if feder-
alism encourages politicians to advance their own careers at the expense of
local constituents, this stands starkly against theories of federalism that
emphasize strong linkages between politicians and local constituents (Oates
1999), or the empowerment of local regions to provide good policy
(Tiebout 1956). The potential benefits of federalism wash away in comparison
to the administrative and legal difficulties of federalism in those
circumstances.

I argue that one major difference in the function of federations in Latin
America is that cooperative national policymaking is impeded by and exacer-
bates already high subnational spatial inequalities (Beramendi 2012; Lee and
Rogers 2019). While federalism may, in theory, empower the poorer regions to
improve their economic fate through expansion of the welfare state, this does
not appear to be the common outcome in practice in Latin America’s federa-
tions. Although many nations in Latin America have high interregional
inequalities as a result of late industrialization, it is in federal nations that
the political consequences of uneven distribution of productivity and
resources are most clearly expressed, and likely to result in lower taxation
and spending to reduce inequality (Beramendi and Rogers 2020). My
central argument is interregional inequalities are critical to the political func-
tioning of federations, especially on the issue of redistribution. In the Latin
American context, federal institutions limit the welfare state through lower
centralized taxation and politicized interregional transfers that sustain or
even increase existing interregional inequalities.

The challenge in understanding the effects of any institution on political
outputs or policy outcomes is the absence of a counterfactual. It is not

REGIONAL & FEDERAL STUDIES 5



possible to know how the historical development and current policy environ-
ments in Argentina, Brazil, or Mexico would have been different under a
unitary system of government. There is certainly a compelling argument to
be made that the less developed parts of those nations would be entirely
ignored if they were not (over)represented in their respective political
systems. In contrast, we also have strong reasons to believe that federalism
may be an endogenous response to spatial inequality and concerns with cen-
tralization (Wibbels 2005b; Beramendi 2012; Beramendi and Rogers 2018).
That is, federalism is adopted to limit redistribution, particularly to the
poorer regions of the nation (Boix 2003; Bolton and Roland 1997). A challenge
for both the defenders and critics of federalism is that their arguments are
focused on logic, incentives, and comparative outcomes, not counterfactual
evidence. I explore both sides of these arguments, and their application to
the context of Latin America’s federations.

In the sections that follow, I first lay out the extent of spatial inequality in
Latin America’s federations, and how this may impact decision-making on the
welfare state. I focus throughout on the federations with rich data – Argentina,
Brazil, and Mexico. In the next section, I describe theories of fiscal federalism
and the (positive) outcomes expected of it in classic research in the political
economy. I also review the large, sceptical body of research on the application
of these theories, especially as they regard the welfare state. Next, I highlight
political sources of the disconnect between ‘ideal’ federalism and actual fed-
eralism in the region. I point to spatial inequalities as a main source of this dis-
function, and suggest it may be an intentional outcome of political bargaining
and coalition-building in Latin America. I conclude with ideas for future
research.

Spatial inequalities and federalism in Latin America

Classic models of federalism that have justified the expansion of decentraliza-
tion worldwide have been based on the experience of advanced industrial
democracies. This push for decentralization was extended to Latin America,
particularly in the 1980s and 1990s, in response to the Debt Crisis and
broader economic difficulties associated with the end of Import Substitution
Industrialization. Several conditions in Latin America (and most of the devel-
oping world) strain the application of the seminal theories of federalism to the
region. In this section, I highlight interregional inequalities as perhaps the
most profound barrier to both the effective functioning of federalism in
Latin America and as a structural condition within federations that limit
responses to inequality. Interregional inequality is not considered in classic
theories of federalism because interregional inequality in advanced industrial
democracies (the prime focus of these classic theories) is very low in compara-
tive perspective. Moreover, theories of federalism predict spatial inequalities
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will decline through competition amongst subunits, negating the relevance of
a condition that is assumed to be temporary. Failure to consider how interre-
gional inequality could interact with federal institutions may paint an incom-
plete picture of federal functioning around the world.

Latin America is not only the global region with the highest interpersonal
inequality, it may also be the region with the highest spatial inequalities
(Rogers 2016).2 Interregional inequalities refer to uneven distribution of
income and economic productivity across subnational territories. Interperso-
nal inequalities, differences in economic assets across individuals, may
overlap with interregional inequalities if poor or rich individuals are clustered
in space. Divergent subnational inequalities are particularly likely in late indus-
trializing, geographically large, and geographically diverse nations (Bera-
mendi and Rogers 2020). Argentina, Brazil, and Mexico are prototypical
examples.

Figure 3 provides a snapshot of interregional inequality in federations
around the world. Interregional inequality is measured by the coefficient of
variation in subnational GDP per capita, in this case at the first administrative
level (state, province, department). The value represents the dispersion of sub-
national GDP per capita values. For example, a coefficient of variation of
approximately 0.35 in the United States reflects state GDP per capita differ-
ences spanning from a high of $65,545 in Massachusetts to $31,881 in Missis-
sippi in 2018. Latin America’s federations have interregional inequality that far
outpaces that seen in advanced industrial democracies. For example, interre-
gional inequality is 3.5 times higher in Mexico than the USA (the highest of the
federal advanced industrial democracies). Mexico’s richest state, Campeche,
had a GDP per capita value of $53,501 US dollars in 2016, compared to

Figure 3. Interregional inequality in federal systems. Notes: Interregional inequality is the
coefficient of variation in subnational GDP per capita. Source: Rogers (2015).
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Chiapas, with $7,249 in the same year. Brazil’s interregional inequality is lower
than Mexico’s, but still 76% higher than the USA. Thus, Latin America’s federa-
tions, in comparison to those in advanced industrial democracies, have highly
unequal subunits in terms of levels of development, the concentration of pro-
ductivity in one or a small number of densely populated cities, and economic
dependence on commodities that rely upon economic geography. Inequality
in development and economic productivity may heighten tensions amongst
sub-nationally-oriented politicians on the direction of national policy.

Interregional inequality plays out strongly in the arena of welfare policy.
Latin America’s federations are characterized by territorially uneven market
conditions and service delivery (Harbers and Steele 2019; Otero-Bahamon
2019).3 Figures 4 and 5 provide evidence of uneven market conditions
and redistributive effort for the two Latin America federations, Brazil and
Mexico, that provide these data to the Luxembourg Income Study. Both
figures show dramatic diversity in starting conditions of inequality
(market inequality) and in redistributive effort across the territory. Market
inequality refers to the Gini coefficient of income that citizens experience
as a result of market processes, prior to government intervention. Redistri-
butive effort measures the reduction of market inequality that results from
progressive taxation and/or progressive government spending, such as
income subsidies. The light shades indicate low inequality (left-side
figure) and low redistributive effort (right-side figure). In Figure 4, we see
that pre-tax and transfer inequality in Brazil’s states span from a low of
around a Gini coefficient of 45 to a high of 61. This difference is akin to
the starting position of Sweden (around 44 in the Gini coefficient prior to
redistribution) and the average value for Brazil (Gini coefficient of 59).

Figure 4: Brazil – subnational variation in inequality and redistribution. Notes: Market
inequality is the Gini coefficient of pre-tax and pre-transfer income. Relative Redistribu-
tion is the percentage reduction of market income inequality through government tax
and transfer programmes. Source: Luxembourg Income Study.
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Brazil’s states are thus dealing with heterogeneous starting conditions with
regard to inequality. We also see the effort to reduce inequality varies con-
siderably, from less than 12% in Goiás to close to 22% in the North Eastern
state Maranhão. That is an 83% difference between the lowest and highest
redistributive effort states.

In Mexico, the differences in market inequality and relative redistribution
are even more stark because both values are very low in some states.
Sonora, Sinaloa, Nuevo León or Quintana Roo have low levels of market
inequality in comparative perspective; these states have lower market levels
of inequality than any Western European nation. The values of relative redis-
tribution are also widely spread. In Quintana Roo, government efforts reduce
inequality by just above 0.1%. The state with the highest reduction in inequal-
ity, the low-income state of Chiapas, at an 11.6% reduction nonetheless has
lower redistributive effort than the lowest effort state in Brazil. This spread
is akin to India, in which the state of Bihar, in fact, increases inequality
through government taxes and transfers by 0.73% while the state of Goa
reduces inequality by 16% – higher than any Mexican state.4

The evidence we have of variation in inequality and redistribution in the
federations of Latin America suggest both disparities in needs across the ter-
ritory but also clear differences in the efforts made to address those needs.
What should also be apparent from these maps is that the needs and
responses do not always match up – it is not the states with the highest
inequality that always do the most to address the income gap. The state of
São Paulo in Brazil, for example, is in the lowest 20% for market inequality
but in the top 40% for redistributive effort. The Mexican state of Tamaulipas
is close to the average in market inequality, but is in the lowest 20% in its
redistributive effort. These differences in efforts reflect, at least in part, fiscal
federalism that may limit centralized taxation and result in a political, rather
than economically-based, allocation of central resources.

Figure 5: Mexico – subnational variation in inequality and redistribution. Notes: Market
inequality is the Gini coefficient of pre-tax and pre-transfer income. Relative Redistribu-
tion is the percentage reduction of market income inequality through government tax
and transfer programmes. Source: Luxembourg Income Study.
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Critically, we do not know enough about the policy inputs and outcomes at
the subnational level as regards welfare, poverty, inequality in Latin America
(Harbers and Steele 2019). The evidence provided above showing highly
unequal market conditions and redistributive efforts in Brazil and Mexico
can only hint at broader subnational inequities in the region. Theoretical prop-
erties of federalism in the region should be evaluated with recognition of this
fundamentally different starting point for subnational regions in late-develop-
ing nations.

Federalism and lower welfare: Two mechanisms

The previous section discussed the crucial spatial dimension of inequality in Latin
America. In this section I focus on how federalism might be related to welfare
provision overall, and how federalism is specifically linked to spatial inequality.
In short, federalism is an institutional setup that integrates subnational regions
into decision-making. Thus, federalism impacts the welfare state through the
relative income position of the subnational regions and how federal institutions
empower subnational regions fiscally and politically (Bolton and Roland 1997;
Beramendi 2012). I provide an overview of classic arguments about federalism
and how they apply to the welfare state. I will emphasize that these arguments
are likely oversold in advanced industrial democracies such as the United States,
and certainly have weaker application to Latin America’s federations. In particu-
lar, I argue that federalism, interacting with high spatial inequalities, reduces
welfare provision through two primary mechanisms – lower central taxation,
which provides fewer resources to address inequality (Section ‘Low central taxa-
tion’), and higher interregional transfers, which divert central resources away
from national welfare programmes and toward political coalition building
(Section ‘Diverted resources: interregional transfers’).

Welfare state scholarship has only recently taken a detailed look at feder-
alism as a potential barrier to addressing inequality. Research on advanced
industrial democracies has pointed to federalism as slowing the expansion
of the welfare state (Castles 1999; Obinger, Leibfried, and Castles 2005). The
key intuition is that federalism provides veto points in decision-making that
enable the opponents of welfare expansion to block its passage. Those
same veto points also make it more difficult to repeal or curtail existing
welfare policies (Huber, Mustillo, and Stephens 2008; Huber and Stephens
2012; Bonoli and Mach 2000). Thus the status quo level of redistribution is
crucial in federations – if the status quo level is high, such as in Germany
prior to Reunification, the federal system locks in place high levels despite
increased distributive conflict (Beramendi 2012). On the other hand, if the
status quo level of redistribution is low, such as in Latin America’s federations,
the veto points in the existing system are a real hindrance to the passage of
progressive legislation.
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Scholars have been understandably reluctant to paint all federations with
the same brush as regards redistribution. For example, the federations of
Belgium and Germany are among the most generous welfare states in the
world. Clearly, the institutions of federalism vary and the economic and politi-
cal conditions that underlie these federal systems are distinct (Obinger, Leib-
fried, and Castles 2005; Beramendi 2012). Where the federations were
established at times of relative homogeneity of economic conditions (inter-
personal and spatial), they tend to delegate more powers to tax and spend
to the central level (Wibbels 2005a). The welfare state in Germany, for
example, is highly centralized. Federalism also opens the possibility of
policy experimentation that may lead to adoption of effective subnational pol-
icies at the national level. The insurance market system put in place by the
Affordable Care Act in the United States was first tried in the state of Massa-
chusetts, for example.

The defense of federalism on these grounds, however, has been (1)
hedging at best, and (2) exclusively applied to advanced industrial democra-
cies. Where federalism is not linked to lower redistributive effort, such as in
Belgium and Germany, those nations tend to have strong political parties
that build national class-based coalitions in favour of redistribution. Strong
party systems interact with federalism to shape outcomes, thereby limiting
the anti-redistributive effects of federalism (Beramendi 2012). Strong parties
able to push for redistribution are not in place in Latin America’s federations,
nor most other federations in the developing world. Federalism is seen as an
obstacle to redistribution in the United States, the closest country in insti-
tutional set up and economic and political conditions to Argentina, Brazil,
and Mexico. The conditions of Latin America’s federal nations, with relatively
weak and less programmatic class-based political parties, and ones with
strong federal designs that favour subnational politicians and political
action, do not seem so likely to come together in national solidarity for cen-
tralized broad-based redistribution (Mainwaring and Torcal 2006). It is the
federal system, among other institutions such as presidentialism, that
weakens the parties’ policy coherence and leads them to focus on subnational
political ambition and accountability (Calvo and Micozzi 2005; Samuels 2003;
Ardanaz, Leiras, and Tommasi 2014). Moreover, the possibility of policy exper-
imentation for redistribution outside of the largest cities in Argentina, Brazil,
and Mexico seems unlikely, and the likelihood that the policies that are
effective in the largest cities will scale well to the spatially diverse nation
may also strain credibility.

Low central taxation

Scholarship on the welfare state focuses on two policy levers usable to reduce
inequality – both of which tend to rely on a strong central government. The
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first is progressive taxation, especially that on income, applied at higher rates
on more affluent citizens. The second is spending, how governments choose
to allocate their available resources. In the current period of globalization, it is
difficult for developing nations to increase their tax burden (Wibbels and Arce
2003). Argentina and Mexico, in particular, have low tax collection and particu-
larly low extraction from progressive sources (Bergman 2002). Brazil has rela-
tively high tax collection for the region, but much of it comes from its Value
Added Tax, which is collected and distributed at the state government
level. Thus, the VAT has limited spatial distributive impact in Brazil, although
it is used with some success to reduce inequality in the richest states (Ter-Min-
assian 2012). The main distributive push in Latin America, including its federa-
tions, tends to come on the spending side (Chu, Davoodi, and Gupta 2000).
Spending is the most important redistributive policy in most of the world,
including Europe (Kato 2003). However, these two policy levers, taxation
and spending, are inseparable. While Latin America’s federations may wish
to spend more to reduce inequality, they will not be able to do so without
money (Soifer 2013). Thus, the fiscal underpinning of welfare policies in
Latin America is very low in comparison to advanced industrial federations,
and the political conditions are far less favourable.

Nations making efforts to address inequality do so, in most cases, through
major legislation in their national legislatures. Thus, we look to national legis-
latures as a place in which taxation and spending legislation may be advanced
or stalled, and how federalism may impact this decision-making. In the Latin
American context, we may see the role of federalism in decision-making in
several ways: the veto power of the upper house, malapportionment in
lower and upper houses, and governors’ vetoes on major legislation. This
set of political institutions appear to work strongly against redistribution
because they: (1) block expansion of central tax collection, and (2) divert avail-
able central resources toward politicized interregional transfers. For example,
the formulae to distribute critical interregional transfers depends much more
on representation in the highly malapportioned legislatures than on poverty
or redistributive need (Beramendi, Rogers, and Díaz-Cayeros 2017). The logic
of political coalition building in federal states in Latin America strongly favours
distribution of interregional transfers instead of interpersonal transfers that
may reduce inequality (Díaz-Cayeros 2006). Politically-distributed interregio-
nal transfers that absorb scarce resources available for redistributive welfare
spending are thus a crucial mechanism whereby federalism impedes
reduction of inequality in the region, as discussed in the next section.

A primary theoretical mechanism whereby federalism may impact the
welfare state is that it makes national class-based political organization for
higher central taxation and spending less likely (Beramendi 2007, 2012).
The most impactful welfare systems are ones organized by central govern-
ments, and federalism fragments political organization. In federal systems,
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decisions about the welfare state are made at both the subnational and
national levels, necessitating political organization at both levels. Federalism
organizes politics around territories, making policymaking around redistribu-
tion more difficult at the central government level (Rogers 2015). Moreover,
federalism introduces territorial implications of redistribution. If resources
may remain decentralized, the more affluent areas would prefer to keep
their money at home rather than send their money to the poor in other
regions (Bolton and Roland 1997). This undermines class-based solidarity for
redistribution in federal systems.

Diverted resources: Interregional transfers

In decision-making to expand taxation and spending to address inequality,
political federalism interacts with fiscal federalism. Although taxation is
necessary to fund redistribution, it is politically unpopular. Powerful governors
in Argentina, Brazil, and Mexico prefer to use the political resources necessary
to lobby the national government for interregional transfers instead of invest-
ing in local tax capacity (Saiegh and Tommasi 1999). The centralized transfer
system is appealing to local politicians because they can deflect blame for
taxation to the national government (Eaton and Dickovick 2004) and gain pol-
itically from bringing home transfers (Remmer and Gélineau 2003). This politi-
cal incentive of fiscal federalism is crucial, but absent in seminal theories of
fiscal federalism (Dillinger and Webb 1999).

For their part, the national government employs revenue centralization as a
means of holding together a (often non-programmatic) ruling coalition (Díaz-
Cayeros 2006). The decentralization of the party system in Latin America,
noted in the previous section, also becomes crucial in this context. Because
national legislators are often loyal to governors more than national insti-
tutions, the national law-making bodies are biased in favour of decentralizing
expenditures (Jones et al. 2002). Thus, political federalism and fiscal federalism
both reduce incentives for governors and even national legislators to tax
effectively to fund the welfare state.

Problems also emerge on the spending side in the political economy of the
welfare state in Latin America. Latin American welfare states are responsive to
crucial political constituencies, especially middle and upper-middle-class
voters, to the benefit of reelection-oriented politicians with political ambition
shaped by the federal context. It is not the case that decisions are made with
complete disregard for citizen preferences. Rather, the limited national efforts
to reduce inequality please conservative elites (throughout the nation), but
also voters in more productive regions of the country concerned that their
money will flow outward to the less productive regions (Beramendi, Rogers,
and Díaz-Cayeros 2017). The broader constituency for welfare benefits is
less politically organized, often sits outside of the formal economy, and are
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less likely voters. Moreover, the poor experience of governance in Latin
America may dampen support for the welfare state because potential recipi-
ents do not trust that it will, in fact, benefit them (Holland 2018).

If politicians in Latin America are oriented toward subnational politics, why
don’t they use the resources they gain in interregional transfers to reduce
inequality in their home states? It is possible that they do. González (2012),
for example, finds that progressive systems of interregional transfers that
redistribute revenues raised in richer regions to poorer regions reduce both
interregional and interpersonal inequality. Indeed, there are political incen-
tives to be responsive to local constituencies in federations, as Oates (1999)
would insist. A wealth of scholarship, however, points toward more pressing
political demands in Latin America’s federations than addressing the needs
of the poor. That is, a critical mechanism whereby federalism may result in
less response to inequality is that government resources are distributed on
the basis of political strength via interregional transfers rather than need.

In particular, federalism in Latin America appears to depend heavily on
advancing the interests of the political and economic elite throughout the ter-
ritory, not the poorest constituents. Campos and Hellman (2005), for example,
find that decentralization can actually facilitate capture of the policy-making
apparatus by local elites in which elections are undermined and policy is
diverted to the benefit of the powerful at the expense of other citizens.
Even if local accountability is strong, local governments have incentives to
use transfers for achieving their own objectives rather than the transfers’ orig-
inally intended purposes. For example, incumbents in local governments may
use interregional transfers to advance their political aims (Lü 2015). In this
vein, decentralization is associated with clientelism at the local level, in
which interregional transfers are diverted toward political advancement
above improvements in social conditions (Gervasoni 2010; Giraudy 2013).

Why isn’t federalism providing benefits in Latin America?

Aside from federalism’s limitations on efforts to reduce inequality, Latin
America is not seeing many of theorized benefits of decentralized decision-
making with regard to local accountability, local representation, and econ-
omic efficiency. One of the oft-touted benefits of federalism is in the tailoring
of policy to the specific desires of a geographic area (Tiebout 1956). With local
provision of policy, citizens can opt to live in the place with the best mix of
taxes and public services to fit their individual needs. Dissatisfied citizens
can ‘vote with their feet’ by moving to the places with a better policy mix
for their preferences. Ideally, this will create fiscal competition between
regions that encourages local government efficiency and induces positive
provision of policies across the nation. Federalism should also help to
manage heterogeneity in needs (Besley and Coate 2003). The welfare
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demands of highly urbanized Buenos Aires are different than those of the
Patagonian southern provinces or the comparatively impoverished Northwes-
tern provinces. Decentralization of policy via federalism allows these pro-
vinces to offer a different level and basket of goods.

Latin America’s federations, however, tend not to live up to this policy ideal.
Several concerns limit policy tailoring. First, much of the funding for welfare
policies comes from the central government with specific conditionality
(Rodden and Wibbels 2002). For example, Mexico’s federal government pro-
vides its states with the majority of their health funding (Fundos de Aporta-
ciones para Servicios de Salud), on the condition that the funds are
allocated according to formulae set out by the federal government. These for-
mulae focus most notably on public employee wage levels (Courchene, Díaz-
Cayeros, and Webb 2000). This limits the tailoring possible in comparison to if
spending priorities and policy interventions were decided at the subnational
level. Second, decentralized fiscal extraction, the key component of Tiebout’s
theory, interacts strongly with the subnational inequalities laid out in Section
‘Spatial inequalities and federalism in Latin America’. Decentralized extraction
depends on local tax bases, which provide certain subnational areas with far
greater access to resources than others. This mismatch is all the more pro-
found when we recognize that the subnational areas with larger tax bases
in Latin America are, on average, places with lower inequality and higher
incomes (Beramendi, Rogers, and Díaz-Cayeros 2017). Accordingly, with
limited funds, the neediest areas may not be able to tailor their policies to
meet the needs of local citizens. Third, the voter mobility needed to constrain
local politicians is often unrealized due to sticky labour markets and economic
or cultural barriers to movement (Pepinsky and Wihardja 2011). Fourth, local
jurisdictions, particularly when under-resourced, may not have a better under-
standing of local needs and preferences than federal authorities (Cai and
Treisman 2004). In this way, policy tailoring via decentralized fiscal extraction
may, in fact, create greater regional inequalities, further exacerbating fiscal
unevenness and limiting potential competition between regions (Prud’-
Homme 1995).

A related justification for federalism is its potential to provide fiscal con-
straints on local governments and, ultimately, to limit the central government
‘Leviathan’ from extracting excessive taxes and overspending (Weingast
1995). The logic of this argument is that politically and fiscally empowered
state governments will resist centralization efforts as encroachments on
their power. Combined with Tiebout’s argument about jurisdictional compe-
tition creating downward pressure on taxation, Weingast (1995) argues that
federal systems should be more fiscally efficient and economically profitable.
Again, federal governments in Latin America (or in the rest of the developing
world and the advanced industrial economies, for that matter) do not live up
to this ideal. Central governments have a natural advantage in taxing mobile
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assets and royalties in any context, but their relative taxing responsibilities in
Latin America are high in comparative perspective. Given the very uneven tax
bases of regions in Latin America’s federations, and the political ambition of
subnational politicians (like all politicians) focuses on claiming credit for
spending but shifting blame for taxation, most have delegated the primary
effort of taxation to the central level to come back in the form of interregional
transfers to the regions (Saiegh and Tommasi 1999). This vertical imbalance in
taxing and spending is strongly associated with profligacy in subnational
spending that ultimately undermines the finances of the central government
(Rodden and Wibbels 2002). This structure of federalism stands in the way of
effective reform to manage (frequent) economic turmoil in the region that
certainly impacts its efforts to address inequality (Wibbels 2005b).

The other central arguments in favour of federalism espouse improved
accountability in local jurisdictions (Oates 1999). In these accounts, voters
have more exposure to the impacts of local policy and greater access to
local politicians to demand quality policies. In the context of Latin American
federations, there are many reasons to be sceptical about increased account-
ability at the local level. A notable literature on sub-national democracy in
Latin America points to territorial unevenness in political competition, trans-
parency, and accountability (Gervasoni 2010; Rogers 2014). Some Latin Amer-
ican subnational regions are considered autocracies, with no political turnover
and clear limitations on political freedoms (Gibson 2010, 2013; Giraudy 2013).
Even in the ‘ideal-typical’ U.S. context, local accountability may be weaker
because of lack of information and limited political competition at the local
level. For example, close to 40% of state-level legislative seats in the United
States are uncontested (Burden and Snyder 2018).

Local elections may increase the possibility of clientelism and local capture,
particularly in economically disadvantaged regions (Cornelius 1999; Fox and
Aranda 1996). Clientelism is more common in poorer constituencies and
has been documented across Argentina, Mexico, and Brazil (Weitz-Shapiro
2012; Calvo and Murillo 2004; Stokes 2005; Magaloni 2006; Borges 2011).
Indeed, by bringing elections closer to the people, federalism may reduce
the scale of political competition and make clientelism a more affordable
strategy than programmatic politics (Cox 2005; Kitschelt 2000). Research on
Argentina, Brazil, and Mexico document the role of federalism, or at least
state governments, in clientelism in the region. The most successful redistribu-
tive programmes in the Latin American region, Bolsa Familia in Brazil and Pro-
gresa/Oportunidades/Prospera in Mexico specifically avoided the federal
structure by delivering resources directly from the central government to
localities for dissemination.

In practice, voters and businesspeople are often unaware of the level of
government at which services are provided and therefore are not effective
in holding them accountable (Rodden and Rose-Ackerman 1997). Citizens
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also tend to be less informed about politicians at the local than the national
level, due to national media markets (Moy et al. 2004). Changes in national
policy are often better known than subnational policies, again due to media
markets (León 2012). At the scale of the state or province, moreover, the
effects of the policies may not be any more visible than those at the national
level (León, Jurado, and Garmendia Madariaga 2018).

The setup of federalism in Latin America may be generalized as follows, in
contrast to the ideal-typical vision of Tiebout (1956), Oates (1999), or Weingast
(1995): (1) vertical fiscal imbalance with most resources provided by the
central government but spent at the local level (Díaz-Cayeros 2006); and (2)
limited flexibility in how those centralized resources are spent, at least on
paper, with pockets of (politicized) discretionary spending (Gervasoni 2010).
The more productive subnational regions also tend to be more fiscally auton-
omous. For example, 24% of resources are funded by interregional transfers in
the City of Buenos Aires compared to 72% on average, and over 90% for at
least five of 24 provinces (Rogers 2014). In addition to being politicized, inter-
regional transfers may hinder fiscal stability and effective governance at the
subnational level.

Conclusion

Federalism appears to be a barrier to the development of institutionalized
responses to inequality in Latin America’s federations. As we witness a
renewed period of social and political unrest linked to inequality in the
region, we should examine how spatial inequalities, and the political insti-
tutions of federalism, contribute to these important national issues. In particu-
lar, we will want to know how we might reform political institutions to orient
the political economy of decision-making toward addressing inequality.

As scholars, we can do more to analyse the dynamics of federalism, decen-
tralization more broadly, and interpersonal and spatial inequality in Latin
America. To begin, we should devote more effort to measuring decentraliza-
tion and its effects. As I mentioned above, Chile has substantially decentra-
lized policies, high spatial inequalities, and uneven spatial outputs of
government policies. At the moment, we have relatively blunt measures to
capture decentralization, such as binary indicators of federalism or ordinal
indicators of policy autonomy. A fruitful path to measure decentralization
may come on the fiscal side – understanding the amount of revenue available
to subnational regions from local and national sources to implement policies.
These data exist in the nations of Latin America but have not been systema-
tically compiled in a way that captures the nuances of interregional transfer
systems. Similarly, we need to have much more information about subna-
tional outputs – the variation in the quality and availability of services
across subnational regions (Giraudy and Pribble 2019; Otero-Bahamon 2019).
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Similarly, we can devote more effort to understanding the political
dynamics that inform policy provision in Latin America. We might think that
political ambition would encourage politicians to target constituencies with
social services in exchange for votes. We might also think that local constitu-
encies would reward local politicians for economic growth. Questions of poli-
tician accountability and politician-voter linkages help to explain why we do
not always see these outcomes. In all likelihood, politicians have found that
(targeted) provision of public employment provides more electoral rewards
than broad-based investments in human capital or growth-oriented
infrastructure.

In addition, we need to examine variation within Latin America. While we
may believe that Argentina, Brazil, and Mexico all underperform in their efforts
to reduce inequality, their outcomes are not the same. Brazil is redistributing
much more than Argentina or Mexico. Why Brazil, a heterogeneous nation in
all regards (ethnically, racially, economically, politically), would do more than
relatively homogeneous Argentina is unclear from existing theories. More-
over, we need to know more about why some nations deliver goods
broadly (to all regions) but superficially while others have very uneven deliv-
ery (some superficial and some extensive) (Harbers and Steele 2019). Ques-
tions of federalism, interregional inequality, and political ambition are at the
heart of this variation.

The answer to addressing inequality is to adapt welfare responses to the
nature and structure of federalism in Latin America. It is not clear that centra-
lization is politically feasible or even desirable in the Latin American context
given broad elite resistance to redistribution. A government uninterested in
reducing inequality, whether it is centralized or decentralized, will not do
so. Moreover, once uncorked, decentralization is hard to reverse. Instead,
the incentives of politicians in these decentralized systems need to be
oriented toward political constituencies that demand greater redistribution.
This should be the source of future research-oriented toward serious reform
in the region.

With that idea in mind, we may look to a few possible improvements. The
first would be in the enhanced political organization and engagement of the
poor and those employed in informal sectors. The welfare state will continue
to ignore the voiceless as long as they remain politically weak. Related to this,
improving the basis for accountability at the subnational level, by informing
electorates about their rights and the actions of their governments, would
be an improvement. Similarly, policing corruption and clientelism at the sub-
national level could break some negative impacts of the political logic of fed-
eralism in Latin America. Ultimately, this will come down to whether national
politicians desire greater efforts to reduce inequality and use their political
resources to make that happen.
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Notes

1. Argentina’s market inequality is similar to Canada’s (Solt 2019). For more detail
on fiscal policy effects on inequality in Latin America, see the detailed analysis
shown in Lustig (2018).

2. Recent work by (Boone and Simson 2019) and evidence in (Beramendi and
Rogers 2020) suggests Sub-Saharan Africa may outpace Latin America in
spatial inequalities.

3. Similar tensions have been noted in decentralized unitary governments in Latin
America (Mejia Acosta and Tillin 2019). Giraudy and Pribble (2019) show that
regional variation in service provision is high in Chile, a decentralized non-
federal country.

4. See Lee (2019) for variation in policy delivery across India’s states.
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