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ABSTRACT

This article uses a novel dataset comprising 42 countries for the years 1985—
2020 to explore the relationship between public spending on social protec-
tion and GDP. The article contributes to the empirical literature on social
protection spending by conducting a large multi-country study using the
structural vector autoregression approach. The results of the study high-
light the positive effects of social protection expenditures on GDP that
surpass those of total government expenditures. These results vary consider-
ably across countries, with impact multipliers ranging from 5 in Mexico to
-0.71 in Paraguay. The authors find that the cumulative multiplier exceeds 1
for most of the 42 sample countries, suggesting that the positive impact of
social protection spending on GDP accumulates over time. The article finds
statistically significant and strong correlations between the cumulative and
impact multipliers and inequality measures such as the Gini coefficient and
the income shares of the poorest and the richest. Indeed, the positive impact
of public spending on social protection on GDP is especially pronounced
in countries characterized by higher inequality. Taken together, the results
have significant policy implications and suggest that the growth-enhancing
potential of social protection policies is complementary to the ability of such
policies to reduce inequality.

INTRODUCTION

A well-designed and inclusive social protection system has a positive
impact on several aspects of the economy and society of the adopting
country, and is essential to the achievement and maintenance of inclusive
economic growth, social progress and human development.! There is
considerable empirical evidence to suggest that public spending on social

1. See Addison et al. (2015); Alderman and Yemtsov (2012, 2014); Atkinson (1999); Barrien-
tos (2012); Barrientos and Hulme (2016); Gebregziabher and Nifio-Zarazta (2014); Gough
et al. (2004); ILO (2021a, 2021b); Ortiz et al. (2019); UNESCAP and ILO (2021).
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protection reduces poverty and inequality, thus contributing to greater
political stability by reducing social tensions and conflicts, and promoting
human development and productivity.?

However, according to the World Social Protection Report 2024-26:
Universal Social Protection for Climate Action and a Just Transition by
the International Labour Organization (ILO, 2024) only 52.4 per cent
of the world’s population was covered by at least one social protection
benefit as of 2023 (ibid.: xix). There were large inequalities both across
and within regions, with coverage rates in Europe and Central Asia (85.2
per cent), the Americas (68.2 per cent), and Asia and the Pacific (53.6)
placed above the world average, whereas the Arab States (30.0 per cent) and
Africa (19.1 per cent) had lower or much lower coverage rates. Countries
spent on average 12.9 per cent of their GDP, excluding health. However,
high-income countries spent an average of 16.2 per cent, almost twice
as much as upper-middle-income countries (which spend 8.5 per cent),
around four times as much as lower-middle-income countries (4.2 per cent),
and 20 times as much as low-income countries (0.8 per cent) (ibid.: xxii).
Meanwhile, only 33.8 per cent of the working-age population in the world
was covered legally by comprehensive social security systems including a
full set of benefits, from child and family benefits to old-age pensions, with
the coverage for women lagging behind that for men by 11.1 percentage
points. Moreover, less than 20 per cent of unemployed workers around
the world receive some kind of unemployment benefit. Thus, most of the
working-age population worldwide (66.2 per cent) were, as of 2023, only
partially protected or had no such protection whatsoever (ibid.: 66—67).

The COVID-19 pandemic highlighted the importance of inclusive social
protection systems. Some recent studies have shown that, in addition to
attenuating the increase in poverty and inequality during the COVID-19
crisis, social protection expenditures also played a significant counter-
cyclical role. Almeida et al. (2020), for instance, note that without dis-
cretionary policy measures the disposable income of households in the
European Union (EU) would have fallen by 5.9 per cent due to the pan-
demic. With such measures in place, the actual decrease was 3.6 per cent.
Similarly, a study by Casado et al. (2020) suggests that the federal sup-
plements to unemployment insurance (UI) in the United States have sub-
stantially reduced the fall in consumer spending. The study — based on
data from the State of Illinois — points towards a 5 per cent decrease in
consumer spending due to a reduction of US$ 300 in UI benefits.> Even if
context specific, this microeconometric evidence adds to the existing (albeit

2. See, for example, Barrientos (2013); Barrientos and Malerba (2020); Haile and Nifio-
Zarazua (2018); ILO (2021a).

3. At the start of the pandemic, there had been a federal supplement to Ul benefits of US$ 600
a week; this was subsequently replaced by a supplement of US$ 300.
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scarce) macroeconomic literature that indicates that social protection has
substantial fiscal multipliers.

Fiscal Multipliers

There has been a recent surge in the empirical literature on the size of fiscal
multipliers. However, as Gechert et al. (2021) point out, the main focus of
this literature has not been on social protection expenditures. While several
articles have estimated the effects of federal and local public procurement,
consumption and investment spending and tax shocks on different measures
of the level of economic activity,* the impact of changes in spending on
social protection has been explored empirically by only a few authors (e.g.
Bova and Klyviene, 2019; Sanches and Carvalho, 2022).

From a theoretical point of view, the positive impacts of social protec-
tion expenditures on the level of GDP can be intuitively explained within a
demand-led framework based on Keynes (1936, 1937) and his closest fol-
lowers in Cambridge, UK. In macroeconomic models that incorporate the
principle of effective demand, changes in a given component of aggregate
demand impact output not only directly, but also indirectly, through a mul-
tiplier effect. A positive change in consumption demand, for example, res-
ults in an increase in production which leads to an increase in the value
added distributed as income which generates further consumption demand
for output production. Since not all income generated in this way is spent in
consumption, this effect is higher than 1 but it has an upper bound, that is, it
does not unleash an unlimited cumulative process. The proportion of income
that is consumed and not saved (called marginal propensity to consume) is
therefore a key variable that explains the size of the considered multiplier
effect. According to Keynes (1936, 1937), there is considerable variation
in the marginal propensity to consume across income levels. Those with
lower incomes have a higher marginal propensity to consume than those
with higher incomes. Several authors provide evidence of such a variation
in the marginal propensity to consume.’ Meanwhile, some empirical studies
have shown that differences in terms of propensity to consume are more pro-
nounced across those on the top of the distribution (e.g. Palomo et al., 2022),
with a lower propensity to consume characterizing wealthy households (e.g.
Fisher et al., 2020).

Moreover, an initial boost in consumption demand and hence GDP is
likely to raise the expectations of demand and profits held by producers
and induce them to increase their investment expenditures in response to

4. See, for example, Beetsma and Giuliodori (2011) and Borg (2014). A larger sample of the
available literature is described in Appendix Tables Al.1a and Al.1b.

5. See Carroll et al. (2014); Carroll et al. (2017); Carvalho and Rezai (2016); Jappelli and
Pistaferri (2014).
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such a perceived increase in what Keynes (1936, 1937) terms the marginal
efficiency of capital, which contributes to increasing the magnitude of the
multiplier effect. Admittedly, some of the social protection expenditures
benefiting the poorest share of the population are likely to leak abroad
as imports, which in turn would contribute to reducing the size of the
multiplier effect. In fact, Latin American structuralist authors affiliated
with the United Nations’ Economic Commission for Latin America and
the Caribbean argue that lower-wage earners in developing countries
very often have their consumption demand restricted to basic needs (or
even subsistence consumption). This consumption demand is usually met
by local production, with such workers typically not consuming many
imported goods. Meanwhile, higher-income classes spend a non-negligible
fraction of their consumption expenditure on foreign goods and often
import luxury goods to imitate the consumption pattern of the higher-
income classes in developed countries (Furtado, 1965; Loureiro et al.,
2020).° This heterogeneous consumption pattern across income classes has
important implications in a balance-of-payments-constrained output growth
framework a la Kaldor—Thirlwall (Blecker and Setterfield, 2019; Thirlwall,
1979). As the exports of developing countries are typically concentrated
in low value-added goods (from primary commodities to low-technology
products) featuring low-income elasticities, a consumption pattern con-
centrated largely on imports of luxury and highly technological goods
with high-income elasticities implies a more severe balance-of-payments
constraint to output growth and hence a weaker growth performance overall.

Like Keynes, Kalecki (1942) proposes a model in which the marginal
propensity to consume out-of-wage income is higher than the marginal
propensity to consume out-of-profit income, for which there is robust con-
temporary empirical evidence for both developing and developed countries
(see, for example, Onaran and Galanis, 2012). In this context, an income
redistribution from profit recipients to wage earners becomes a fundamental
variable directly influencing consumption and investment. Since the size of
the multiplier depends directly on the marginal propensity to consume, and
since social protection spending tends to be received by households with a
higher propensity to consume, these expenditures boost consumption and
raise sales expectations by companies and business investments (Sanches
and Carvalho, 2023). In other words, social protection multiplier dynamics
can be enhanced since people who receive these benefits typically have a
relatively high propensity to consume.

6. The possibility of redistribution increasing the average propensity to import, because it
allows the poorer households to diversify their consumption demand, has been discussed in
the literature. For a summary of recent studies on this topic, see Cicero and Lima (2023:
395-96). Such an effect would then attenuate the positive impact of redistribution on the
multiplier.
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Diversity of Social Protection Systems

It is undoubtedly true that there is substantial diversity in the design of
social protection systems across countries, resulting in varied degrees of
progressivity of social protection expenditures. Such diversity stems in part
from the broad nature of the concept of social protection itself. A 2021
report by the ILO defines social protection as:

[t]he set of policies and programmes designed to reduce and prevent poverty and vulnerabil-
ity across the life cycle. Social protection includes nine main areas: child and family benefits,
maternity protection, unemployment support, employment injury benefits, sickness benefits,
health protection, old-age benefits, disability benefits and survivors’ benefits. Social protec-
tion systems address all these policy areas by a mix of contributory schemes (mainly social
insurance) and non-contributory tax-financed schemes (universal/categorical schemes and
social assistance). (ILO, 2021a: 29)

In some middle-income countries, for instance, where there is a large gap
between formal and informal workers, some components of social pro-
tection have been traditionally targeted to the former, having potentially
regressive impacts on income distribution as formal workers are relatively
better paid. However, the improvements observed in the last few decades on
the coverage of social protection systems across the world and the inclusion
of poorer households have made these systems more progressive in their
impact.” Diversity remains, to be sure, but the literature has documented
that social transfers play a significant role in reducing income inequality and
that their effect is greater than that of taxes in both developed and develop-
ing countries (Bastagli et al., 2012; Goiii et al., 2011; Hanni et al., 2015;
Lustig et al., 2012; Quifionez, 2022; Wang et al., 2012, 2014). This is due
in part to first-round effects that can be measured using fiscal incidence
analysis, which shows that social protection expenditures and cash transfers
have a high level of progressivity, especially when compared to tax incidence
(Bucheli et al., 2014; Joumard et al., 2012; Lustig et al., 2012; Zacharias
et al., 2018). These results confirm that such expenditures directly bene-
fit the lower end of the income distribution, despite varied coverage rates.
For example, for a group of Latin American countries, Hanni et al. (2015)
document that, on average, 61 per cent of the reduction in the Gini index
(comparing market income to disposable income) is accounted for by pub-
lic cash transfers, such as pensions, with the remainder due to direct taxes.
Wang et al. (2012) analysed 28 member countries from the Organisation for
Economic Co-operation and Development (OECD) and concluded that, on
average, social transfers account for 85 per cent of the total decrease in the
Gini index caused by the redistributive effect of fiscal policy, while taxes

7. Ocampo and Gomez-Arteaga (2017: 8) have called the 2000s the ‘golden social decade’ for
Latin America, a region where social protection systems were traditionally plagued by the
exclusion of poorer households.
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account for 15 per cent. Lustig et al. (2012) also highlight the prominent
role of transfers for a group of developing countries.

In addition, Goiii et al. (2011) show that in countries where fiscal policy
has a significant redistribution effect, this is primarily achieved through
transfers. In Western European countries, for example, fiscal policy sharply
reduces inequality, with public transfers accounting for over two-thirds of
the overall effect. In Latin America, Bastagli et al. (2012) and Goiii et al.
(2011) argue that the effect of public transfers is relatively weaker. This is
possibly related to the fact that, in this region, some components of the social
protection system, like some types of pensions, may have regressive effects
on income distribution. However, the expansion of highly progressive con-
ditional cash transfers in some Latin American countries since the 2000s has
been making the overall impact of social protection expenditures more pro-
gressive and more in line with those of other economies around the world
(Goiii et al., 2011; Stampini and Tornarolli, 2012). In summary, although
there are differences across countries in the targeting and coverage of social
benefits (ILO, 2021a), the literature consistently indicates that social protec-
tion expenditures generally have significant redistributive effects.

Some recent studies have also tried to measure second-round effects of
fiscal policy which unfold over time and may either reinforce or offset the
direct impacts. The final impact on inequality will depend not only on direct
but also on indirect factors, such as employment generation and the mul-
tiplier effect, and can be measured through varied econometric strategies.
Anderson et al. (2017) provide a meta-regression analysis of the effects of
government spending on inequality, using multiple measures of inequality.
Their results show that the social welfare spending component is significant
and relevant in reducing inequality, with stronger negative effects on the
share of the top income earners.

Progressivity of government social spending also means that such
expenditures would have a higher impact on GDP than those aimed at the
top. Furthermore, policies that promote the redistribution of income, even
if they have no direct impact on total output, could still impact GDP by
increasing the aggregate propensity to consume of the economy. From this
theoretical perspective, social protection expenditure, to a greater extent
than total government expenditures, can positively impact GDP. This impact
could be even higher for extremely unequal countries.

Our Contribution

In this theoretical and empirical context, this article develops a new dataset
that covers 42 countries from 1985 to 2020 to examine how public spending
on social protection relates to macroeconomic activity, as reflected in GDP
levels. The dataset combines information from different datasets made
available by international organizations with official information provided
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by several of the sample countries themselves. The main contribution
of this study to the empirical literature on social protection spending is
the implementation of the largest multi-country analysis to date, using
the structural vector autoregression (SVAR) approach. Drawing upon the
sizable existing literature on fiscal multipliers, we estimate the multiplier
effects of public expenditure on social protection on GDP of a relatively
heterogeneous sample, including developing and developed countries.

Based on the methodology used in this study, it is important to clarify
that in our discussion of the macroeconomic ‘impacts’ or ‘effects’ of social
protection expenditures, we are not implying a causal relationship between
these variables. Instead, the results provide empirical evidence on the nature
of the association between social spending and economic activity, support-
ing the theoretical arguments set out in this section. Future research examin-
ing exogenous changes in social protection expenditure (for example, using
narrative datasets) could strengthen the robustness of these findings and help
advance causal inference analysis.

We detect positive effects of social protection expenditures on GDP that
surpass those of total government expenditures, although these results vary
considerably across countries. We also find that the cumulative multiplier
exceeds 1 for most of the 42 sample countries, suggesting that the posit-
ive impact of social protection spending on GDP accumulates over time.
In addition to calculating country-specific multipliers for the entire dataset,
we engage in interpreting and analysing the results and exploring whether
the magnitude of the multipliers is in some way connected to other charac-
teristics of the countries (such as inequality measures, share of social pro-
tection expenditure in GDP and income per capita). As our results show,
the impact and cumulative multipliers are typically higher in more unequal
countries and in those where the income share of the poorest half of the
population is smaller. Overall, our findings carry important policy implica-
tions, indicating that the growth-stimulating potential of social protection
policies complements their capacity to reduce inequality. In this way, our
empirical exercise contributes to the general shift in the literature on growth
and inequality that has been taking place in the last few decades, which tends
to play down the alleged dilemma between efficiency and equity, replacing
it with a positive association between growth and income redistribution.®

The article is structured as follows. In the next section, to suitably con-
textualize our contribution, we outline the related empirical literature on
fiscal multipliers. Subsequent sections describe the assembled dataset and
the methodology used to obtain empirical estimates, and present the results
with a discussion of their implications. Finally, the last section summarizes
the main conclusions and suggests possibilities for future research.

8. For a summary, see Ostry et al. (2014).
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LITERATURE REVIEW

Since the global financial crisis in 2007-08, the empirical literature on
fiscal multipliers has developed in several ways and dimensions. In many
country-specific studies, following Blanchard and Perotti (2002), the use of
linear vector autoregressive (VAR) models to estimate the impact of an exo-
genous shock in public expenditures or government revenues on the level
of economic activity has been the most common empirical approach. When
disaggregating different government expenditures, this literature usually
finds a higher and more persistent multiplier effect on aggregate output in
response to a change in public investment rather than in public consumption.
In this context, only a few studies have focused on estimating the impacts
of different social protection expenditures on economic growth. Blanchard
and Perotti (2002) and Perotti (2004) treat transfers as a component that
should be subtracted from total government revenues, a strategy followed by
several authors.” In fact, Perotti (2004) claims that since transfers financed
through taxation have the reverse effects of taxes, they should be subtracted
from overall tax revenues. Yet this strategy has been criticized consistently
in the subsequent literature (Baum and Koester, 2011; Gechert et al., 2021;
Pereira and Wemans, 2013). Baum and Koester (2011), for instance, argue
that social protection policies can serve as a policy instrument for economic
stimulation and, for this reason, their specific effects on aggregate output
are relevant. In effect, our empirical results described below confirm such
relevance.

More generally, Pereira and Wemans (2013) correctly underline that the
initial empirical studies applying the structural VAR (SVAR) methodology
to fiscal policy used a very aggregate definition of budgetary variables, con-
sidering only taxes net of transfers, on the revenue side, and public expendi-
tures (basically, consumption and public investment), on the spending side.
For these authors, however, it is plausible that changes in the various head-
ings that comprise these aggregates exert different impacts on the level
of economic activity and information about these differences is certainly
invaluable to inform policy decisions.

The literature that adopted the conventional VAR approach of Blan-
chard and Perotti (2002) found conflicting results. As shown in Appendix
Tables Al.la and Al.1b, various studies have attempted to estimate the
value of multipliers for different types of public spending. Some of these
(e.g. Bova and Klyviene, 2019; Pereira and Wemans, 2013; Sen and Kaya,
2020) estimated higher multipliers associated with government consump-
tion, cuts in direct taxes and (especially) public investments, compared to

9. See, for example, Alves (2017); Borg (2014); Burriel et al. (2010); Castro and Fernandez
(2011); Giordano et al. (2007); Grudtner and Aragon (2017); Jemec et al. (2013); Loz-
ano and Rodriguez (2011); Mendonga et al. (2016); Peres (2006); Peres and Ellery (2009);
Restrepo (2020); Skrbic and Simovic (2015); Tenhofen et al. (2010).
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those linked to social protection expenditures. In other studies, the multiplier
for spending on social protection was found to be large in absolute terms, but
other types of expenditure showed a similar or even higher multiplier effect
on aggregate output (Fatas and Mihov, 2001; Pereira and Sagalés, 2009).

However, additional research has provided contrasting evidence show-
ing that the multipliers for social protection expenditures are higher than
those for different forms of spending. Hamer-Adams and Wong (2018), in
a study for the Reserve Bank of New Zealand, obtained impact multipliers
of 1.53 and 0.43 for social protection expenditures and total government
spending, respectively. In a panel for OECD economies between 1980 and
2005, the multiplier for unemployment insurance expenditures was found to
be 2.1, while for total government spending it was 0.48 (Furceri and Zdzien-
icka, 2012). In a meta-regression analysis including 98 studies, Gechert and
Rannenberg (2014) estimated a cumulative multiplier for social protection
of between 2 and 3 (during recessions), while the same multiplier ranges
between 1 and 2 for total expenditure. In a panel for EU countries from
1995 to 2010, Reeves et al. (2013) estimated a total government expendi-
ture multiplier of 1.28; the estimation for social protection spending, in turn,
reached 3. Orair et al. (2016), analysing the Brazilian case in a sample from
2002 to 2016, obtained a cumulative multiplier (in four years) of expendi-
tures on social protection that reached 8 in periods of recession. For total
government spending, it was 2.2. Regarding the Brazilian case, from 1997
to 2018, Sanches and Carvalho (2022) estimate a cumulative multiplier (in
two years) of 0.6 for total government expenditure, while the accumulated
multiplier for social benefits reached 2.9.'°

Studies resorting to different empirical strategies similarly found mixed
results. For example, Romer and Romer (2016) use a narrative method based
on episodes of fiscal expansion in different countries and find that perma-
nent increases in social protection expenditures exert significant and sub-
stantial impacts on aggregate consumption. However, tax reductions seem
to have the highest and most persistent multiplier effect, which, according
to Romer and Romer (ibid.) can be explained by a larger positive response
of interest rates to an expansion in social protection. Meanwhile, Gechert
etal. (2021) employ a similar methodology for social protection spending in
Germany and find a higher and more persistent multiplier effect for
increases in these expenditures than for decreases in the social contributions
that finance expenditures.

Some empirical studies have used panel techniques to estimate multipli-
ers for a group of countries or states and regions within the same country
via VAR or one-equation methods.!! For social expenditures, Furceri and
Zdzienicka (2012) find a positive accumulated multiplier (but smaller than

10. A summary of these studies is presented in Appendix Tables Al.1a and Al.1b.
11. See, for example, Beetsma and Giuliodori (2011); Carriere-Swallow et al. (2018); Deleidi
et al. (2019); Furceri and Zdzienicka (2012); Ilzetski et al. (2013); Izquierdo et al. (2019);
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1) for a group of OECD countries, emphasizing the central role of health
expenditures and unemployment insurance as the components with greater
impacts on output. Moreover, Reeves et al. (2013) estimate a positive social
protection multiplier for a group of European countries, which reached
3 (baseline scenario). In the estimations of Reeves et al. (ibid.), health
expenditures presented an even higher multiplier (near 4.9).

Sanches and Carvalho (2023) used a SVAR approach to estimate fiscal
multipliers for social protection in Brazil for the period 1997-2018. They
consistently found large multiplier effects, even when compared to the mul-
tiplier impacts of public investment. More precisely, they found that one
unit of public expenditure on social protection generated a final change in
aggregate output (as measured by GDP) almost three times higher after two
years. The highest estimated multipliers in the full sample (which covers
the whole period) were obtained in the response of household consumption
and private investment to shocks in public expenditures on social protection
as a whole and for different types of benefits (for example, cash transfers,
unemployment insurance, pensions).'?

Finally, as mentioned above, policies that impact income distribution and
reduce inequality can impact the size of the fiscal multiplier. A sizeable
number of studies have examined the distributional impact of fiscal policy.
Wolff and Zacharias (2007), for instance, argue that expenditures have a
higher potential than taxes to reduce income inequality. Many studies have
also explored the impact that fiscal consolidation has on income distribu-
tion and found that a cut in government expenditures increases inequality
(e.g. Agnello and Sousa, 2014; Bertola, 2010; Cardoso and Carvalho, 2023;
Heimberger, 2020; Jalles, 2017; Smeeding and Grodner, 2000).

DATA AND METHODOLOGY

Data

The first step of the current research consisted of building a novel dataset on
social protection expenditures, GDP, tax revenues and related variables for
42 countries for the years 1985 to 2020 to estimate the fiscal multipliers of
interest (see Appendix Tables A1.2 and A1.3). Given the substantial insti-
tutional diversity in social protection systems across countries, one of the
main challenges in building the dataset was to ensure an adequate degree of

Konstantinou and Partheniou (2021); Reeves et al. (2013); Silva et al. (2013); Valencia
(2015).

12. A summary of the empirical literature on the multiplier effects of different types of
expenditures (from aggregate government spending to several components of aggregate
government) in different countries (or panels of countries), distinct periods and using var-
ied empirical approaches or econometric techniques is presented in Appendix Tables Al.la
and Al.1b.
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compatibility for the data for different countries, so that the results could be
meaningfully interpreted. This challenge was addressed in two main ways:
first, by excluding expenditures on healthcare and education, areas in which
institutional diversity tends to be particularly large and which commonly
consist of in-kind transfers (as opposed to cash), which plausibly impact
economic activity through different channels. Second, Eurostat data'? for
28 European countries was included, guaranteeing a greater degree of com-
patibility for the information for a substantial share of the countries in the
sample, as this database adopts specific definitions for social protection
expenditures. Moreover, recognizing the institutional diversity at the ori-
gin of our dataset, we chose to implement estimations using individual VAR
models instead of a panel analysis.

We acknowledge that categorizing social protection expenditures based
on country-specific definitions introduces some variability. As shown in
Appendix 2, our social protection data primarily cover welfare and social
security and use definitions specific to each country. While this approach
may not achieve the precision of a universal analytical classification, it
allows us to construct a more comprehensive dataset within the constraints
of data availability. Moreover, research consistently finds that, even with dif-
ferences in definitions, targeting, or coverage, social protection expenditures
tend to have strong redistributive impacts in different sets of countries (e.g.
Bastagli et al., 2012; Goiii et al., 2011; Hanni et al., 2015; Lustig et al.,
2012; Quifionez, 2022; Wang et al., 2012, 2014).

The dataset includes a broad group of economies, from different contin-
ents and different income levels.'* The diversity is also revealed in other
dimensions. The level of social protection expenditure as a share of GDP
in the dataset ranges from more than 18 per cent (in Austria) to less than 1
per cent (in Mexico and Pakistan). In terms of income inequality, our data-
set includes extremely unequal countries in Latin America, such as Brazil
and Mexico, as well as low-inequality countries from Eastern Europe and
Scandinavia.'> Regarding sources, the data for the European countries were
obtained from Eurostat, whereas the data for the US were obtained from the
Federal Reserve Economic Data.'® The data for Brazil came from earlier
research by Sanches and Carvalho (2023) and the data for the remaining 12
countries were mainly provided by their governments in the context of two

13. See https://ec.europa.eu/eurostat/web/main/data

14. It includes two African, five American, seven Asian and 28 European countries. The data-
set also comprises countries from all income levels identified by the World Bank’s stand-
ard classification: 30 are high income, six are upper-middle income, five are lower-middle
income and one is a low-income country.

15. Inequality measures used below were obtained from the World Inequality Database, https:
//wid.world/data/. A detailed description of the data is available at Chancel et al. (2022).

16. For Eurostat, see https://ec.europa.cu/eurostat/web/main/data; for the Federal Reserve Eco-
nomic Data (FRED), see https://fred.stlouisfed.org/tags/series
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research projects funded by the ILO.!” For most countries, quarterly data
were available and could be used in the estimations. For those that had only
yearly data (for example, Ecuador, Japan, Malawi, Mexico, Nepal, South
Korea, Thailand and Vietnam), the data were brought to a quarterly fre-
quency by the Denton-Chollete temporal disaggregation method, using the
quarterly series for total government expenditures as an indicator. More spe-
cific details about data sources, model specifications and data definitions are
available in Appendix Tables A1.2 and A1.3 in as well as in Appendix 2.

Methodology

As described above, most attempts by studies to estimate the multiplier
effects of different types of government expenditures use a VAR approach.
The popularity of VAR models in macroeconomics stems from their ability
to analyse the interrelationships between multiple variables by imposing a
set of restrictions. This allows the model to identify each variable’s ‘exogen-
ous’ component. Thus, VAR models can estimate the effect of a sudden and
significant change, or ‘shock’, in one variable on the others. This feature of
VAR models is particularly useful in macroeconomic analysis, as it helps
us to understand how changes in one economic variable can have aggregate
repercussions.

One of the most popular identification methods used by macroeconomists
continues to be the orthogonalization procedure for VAR residuals based
on the Cholesky decomposition, which imposes a recursive structure on the
matrix of contemporary relationships between the model variables. In this
way the first variable is not affected simultaneously by any of the others,
the second is affected only by the first, the third is affected by the first two,
and so forth. The researcher is only responsible for selecting the appropri-
ate ‘causal ordering’ of the variables under analysis. Once this is done, the
model is accurately identified, and it is possible to investigate the interre-
lationships between the variables using impulse response functions (IRFs)
(Cavalcanti, 2010).

While the VAR model can capture the dynamic characteristics of
multivariate time series, it requires the variance-covariance matrix to be
transformed to have orthogonal shocks, that is, uncorrelated, for the correct
analysis of the IRFs. This transformation is a technical step that ensures
the shocks are independent, thus providing an accurate analysis. However,
even with orthogonal errors, one should avoid interpreting the IRFs without

17. For Cabo Verde, Ecuador, Malawi, Mexico, Nepal, Pakistan, Paraguay and Vietnam, see
https://socialprotection-pfm.org/knowledge/research/; for Japan, Mongolia, the Republic of
Korea and Thailand, see www.ilo.org/sites/default/files/wemsp5/groups/public/@asia/@ro-
bangkok/documents/publication/wems_758165.pdf. In addition, we received data from offi-
cials from each of the 12 countries.
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reference to economic theory. For SVAR models, although the appropriate
causal ordering of variables is essential to determine a greater degree of
exogeneity among them, directly affecting the results presented by IRFs,
the possibility of having contemporary relationships between variables is
incorporated, thus strengthening the investigation. In this case, it is crucial
for the model’s ordering to be based on theory. Further to the discussion
presented in the theoretical and empirical literature on this topic, this
article establishes the following order for the variables: social expenditure,
government revenue and real GDP.

Therefore, we employ a SVAR approach based on Perotti (2007) and
Blanchard and Perotti (2002) to model contemporary relationships.'® The
SVAR methodology gained prominence in the literature on fiscal multi-
pliers through Blanchard and Perotti (2002), who argue that it is suitable
for fiscal policy due to the decision and implementation lags of budgetary
policies. With high-frequency data (monthly or quarterly), there is minimal
or no immediate fiscal policy response to unexpected output shocks, given
that policy makers typically take more than three months (or one quarter)
to carry out a process that includes perceiving the output shock, deciding
on the next steps in fiscal policy, and presenting them to the legislature.
In line with this literature, our identification approach aims to isolate exo-
genous shocks and recover the structural form of the shocks by obtaining a
non-recursive orthogonalization of the error terms. In this sense, the SVAR
methodology is equivalent to a VAR methodology in which the expendi-
tures are ordered first. Nevertheless, it allows the possibility of considering
contemporary responses of the model variables.

To resolve the identification problem and estimate all the parameters of
the structural model, it is essential to impose identifying restrictions that
have economic significance. These restrictions can be drawn from vari-
ous sources. Kilian and Liitkepohl (2017) suggest using economic theory,
such as a specific model, which makes the empirical results dependent on
the validity of the underlying theoretical framework. Additionally, these
identifying restrictions may be based on information from other studies
or insights derived from economic theory, including factors like informa-
tion delays, physical constraints, institutional knowledge, assumptions about
market structure, homogeneity of demand functions, extraneous parameter
estimates, and high-frequency data (ibid.: 222-23).

We estimate the effect of a specific public expenditure component —
social protection — in accordance with our main purpose in this article. Our
methodological choice to focus on expenditure components in SVAR mod-
els follows the standard approach proposed by Blanchard and Perotti (2002).
Many studies in this literature use VAR models (and their variations, such
as non-linear models) to estimate the impacts of different components of

18. For a detailed explanation, see Appendix 2.
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aggregate public expenditure. For instance, Blanchard and Perotti (2002), as
well as Perotti (2007) and Auerbach and Gorodnichenko (2012), differenti-
ate between the impacts of defence and non-defence public spending. Other
studies decompose government consumption and public investment.'® Some
authors go further in disaggregating public expenditures, considering the
differentiated impacts of public investment, social benefits, personnel costs,
subsidies and other expenditures on GDP (e.g. Orair et al., 2016; Resende,
2019; Resende and Pires, 2021; Sanches and Carvalho, 2022).

As mentioned above, the related literature builds on the seminal work by
Blanchard and Perotti (2002), in which public expenditures (and their com-
ponents) are treated as exogenous with respect to other variables because
they are defined in budget cycles that operate over longer periods (Resende
and Pires, 2021). Thus, disaggregating expenditures and estimating multi-
pliers for different components of spending is a well-established practice in
the literature and follows the same rationale as aggregate expenditure.

Admittedly, although it seems reasonable to assume there is no automatic
(and simultaneous) response of government consumption to changes in eco-
nomic activity, as is the case in the study by Blanchard and Perotti (2002),
the same assumption would be questionable if applied to social protection
expenditures. The reason is that some components of a social protection
system (such as unemployment insurance) are designed in a way that tends
to make them negatively correlated with output, a feature of some fiscal
policy instruments referred to as automatic stabilizers. Disregarding such
a potential negative correlation between social protection expenditures and
economic activity biases the estimated multipliers downwards. More pre-
cisely, true multipliers could potentially be larger in value than the repor-
ted ones. Regarding the contemporary response of government revenues to
GDP, our procedure was based on the International Monetary Fund (IMF)
method to estimate the elasticity of tax revenue to output. The methodo-
logical approach described in Appendix 2 provides a detailed overview of
the identifying restrictions and other elements of the empirical approach
employed in this study.

Thus, in our analysis, we employ a three-dimensional SVAR with the vari-
ables in first difference, as the series are non-stationary. We based our model
specifications on an extensive empirical literature review?’ to take account
of relevant interrelations and avoid omitted-variable bias. Based on the res-
ults presented by the models and considering the purposes of this work,
we focused our analysis on the impact, peak and cumulative multipliers of
social protection spending, as well as on the IRFs. These IRFs represent the
cumulative multipliers over time as shown in Figures 1 and 2.

19. See, for example, Auerbach and Gorodnichenko (2012); Burriel et al. (2010); Garcia et al.
(2013); Heppke-Falk et al. (2006); Ilzetzki et al. (2013); Izquierdo et al. (2019).
20. See Appendix Tables Al.la and Al.1b.
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Figure 1. Multipliers of Social Expenditures for each Country
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Note: The figure displays the estimated impact, peak and cumulative multipliers of social expenditures for
each country. The multipliers represent the change in GDP, measured in units, resulting from a one-unit
increase in the respective fiscal variable.

Source: Authors’ estimates.
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Essentially, the multiplier reflects the variation in output, in units, gen-
erated from the increase of one unit in the fiscal variable. Calculating the
impact multiplier is important because it allows, for example, for a practical
assessment of fiscal policy in terms of the GDP’s immediate response to a
shock in the fiscal variable to deal with a crisis. The cumulative multiplier, in
turn, is critical to verify the impact of a shock over time, given that the econ-
omy takes time to absorb it entirely (Ilzetzki et al., 2013). Finally, the peak
multiplier reflects the most intense response of output to expenditure over
the analysed horizon. As detailed in the methodological approach described
in Appendix 2, multipliers are obtained by dividing the elasticity of output
to the fiscal variable by the average share of this type of expenditure in GDP
(equation 8). Thus, since the multiplier is calculated as the ratio between
the proportional rate of change in GDP and the proportional rate of change
in social (or total government) spending, the magnitude of the expenditure
component does not affect it.

In summary, for this empirical research, the multiplier effects of social
protection expenditures were estimated for the 42 countries in the dataset
through a three-dimensional structural linear VAR. Based on the estima-
tions, cumulative impulse response functions were generated to obtain the
dynamic impact of social protection expenditures on the level of real GDP.
These functions were then used to obtain the elasticities of GDP in response
to a shock in social protection spending and, finally, the multipliers. Con-
sidering the sample of 28 European countries extracted from the Eurostat
database, we also estimated the multiplier effects of total government
expenditures, using the same model specification (except for the number of
lags of the endogenous variable, which is based on the lag length criteria;
see Appendix Table A1.4).

As a final methodological caveat, we note that the lack of data available
has precluded us from adjusting our empirical results to the evidence that
automatic stabilizers are much less prevalent in developing countries than
in developed ones (Brollo et al., 2024; ILO, 2021a).?! In fact, there is evi-
dence to suggest that the size of automatic stabilizers varies (sometimes con-
siderably) across countries and over time. Mabbett and Schelkle (2007) and
Dolls et al. (2012) find that automatic stabilizers are weaker in the US than
in Europe, with large heterogeneity in size across the latter. Using data for
a sample of OECD countries, Darby and Melitz (2008) find that age- and
health-related social expenditure as well as incapacity and sick benefits all
respond to the cycle in a stabilizing (but heterogeneous in strength) manner.
Crespo-Cuaresma et al. (2011) employ data for 14 EU countries and find
that the business cycle volatility smoothing effect of automatic stabilizers
may revert at high levels of the government expenditure ratio. Afonso and
Jalles (2012) use a panel of developed and developing countries to explore

21. We are grateful to a member of the editorial board of this journal for bringing this issue to
our attention.
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Table 1. Social Protection Multipliers

Average Median Max Min
Impact 0.53 0.35 5.00 (Mexico) —0.71 (Paraguay)
Peak 2.43 1.59 11.90 (Sweden) —0.50 (Ireland)
Cumulative 1.84 1.52 7.40 (Mexico) —2.10 (Ireland)

Note: This table presents the descriptive statistics for the social protection multipliers estimated in this article.
Source: Authors’ compilation.

the cyclicality of education, health and social security government spend-
ing. The authors mostly find acyclical behaviour, but they also find evidence
of anti-cyclicality for social security spending, particularly in OECD coun-
tries. Espino and Gonzalez-Rozada (2012) find that automatic stabilizers are
considerably weaker (and heterogeneous in size) in some Latin American
countries (for example, Argentina, Brazil, Mexico, Nicaragua and Peru) than
in the US and Europe. In a study of European countries, Karras and Yang
(2022) find that the size of automatic stabilizers varied considerably across
countries and over time (and can be negative, as in the case of Greece and
possibly Hungary). In another revealing recent study, Galeano et al. (2021)
find that while automatic stabilizers such as unemployment insurance and
other shock absorber programmes are countercyclical in developed coun-
tries, they are procyclical in the developing world. Interestingly, the authors
track the source of this procyclical dynamics to the actual lack of automatic
stabilizers such as unemployment insurance and to the existence of perverse
automatic de-stabilizing mechanisms in social security spending (especially
the absence of indexation).

RESULTS AND DISCUSSION

The estimates for social protection multipliers are presented in Table 1,
Figure 1 and in more detail in Appendix Table A1.2. In line with part of the
literature examined in the ‘Literature Review’ section of this article, social
protection expenditures have a positive impact on GDP, both immediately
and through time. Cumulative multipliers are statistically different from
zero in most cases, confirming that the multiplier is positive and persistent.
The averages, however, obscure a large diversity. The peak multiplier, which
ranges from 5 in Mexico to -0.71 in Paraguay, is larger than 1 for only seven
of the 42 economies. The cumulative multiplier, meanwhile, is generally
larger, indicating that the positive impact of social protection expenditures
on GDP builds up after some period. This multiplier reaches 7.4 in Mexico,
but it is larger than 1 for 30 of the 42 countries in our dataset. It is note-
worthy that the results presented appear to be robust, as estimates made with
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different data (available for some countries) or for specific components of
social protection expenditures (for a few countries) led to similar results.??

Again aligning with part of the literature reviewed above, our estimates
indicate that the cumulative multipliers of social protection expenditures are
higher than those of total government expenditures. Figure 2 presents this
comparison but only for the 28 European countries due to the availability
of data. In all but two cases (Ireland and Latvia), the estimated cumulative
multiplier for social protection expenditure is larger than that for total
government expenditures. In addition, in more than a third of the European
countries (that is, in 10 of the 28 countries in the sample), the estimated
cumulative multiplier of social protection expenditure is significantly larger
than that for total government expenditures considering one standard devi-
ation. As mentioned above, this result is probably a consequence of the fact
that social protection spending tends to be more targeted towards the poorer
groups than the remainder of government spending. Thus, these social
expenditures channel income to groups with above-average propensities to
consume, having a higher direct and indirect impact on GDP.

As stated in the introduction, the positive impact of social protection
expenditures on GDP operating through multiplier effects can be intuitively
explained within a framework in which changes in aggregate demand play a
key role. Keeping everything else constant, such multiplier effects increase
as the marginal propensity to consume rises. As lower- and middle-income
households, which tend to have higher propensities to consume, typically
benefit more from social protection expenditures carried out by the gov-
ernment than higher-income households, the multiplier effects triggered by
these expenditures can be significant in size, and larger than those of total
government expenditures.

It is true, however, that there are significant differences in social protection
coverage between countries, which could explain some of the heterogen-
eities in the results. For instance, while social protection coverage reaches
83.9 per cent of the population in Europe and Central Asia, this average
rate drops to 56.3 per cent in Latin American and Caribbean countries (ILO,
2021b: 16). In advanced economies of the G20, 75 per cent of the population
is covered by at least one social protection benefit, whereas in G20 devel-
oping economies, this number is only 60 per cent (Sarkar and Bhowmich,
2023). Differences in coverage may impact the degree of progressivity of
social protection expenditures, but, according to the available studies, these
expenditures are generally progressive in their impact on income distribu-
tion, even in the cases of countries with relatively lower coverage and a
profound gap between formal and informal workers.

Given our large dataset of countries, it is interesting to investig-
ate how certain economic characteristics correlate with the size of the

22. Those additional estimates are available to interested readers upon request.
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Table 2. Correlation between each Multiplier and Countries’ Selected
Economic Statistics

Coefficient and t test p-value

Impact Peak Cumulative
Ratio social benefits - GDP —-5.772 —8.519 —9.991
0.041 0.282 0.041
Gini_0 3.305 5.295 5.233
0.027 0.207 0.045
Bottom50_0 —6.986 —9.348 —9.589
0.019 0.268 0.068
Top10_0 2.946 5.552 5.289
0.038 0.162 0.032
Topl_0 1.323 4.226 3.828
0.444 0.374 0.199
Gini_1 5.167 4.551 7.140
0.005 0.389 0.028
Bottom50_1 —9.458 —7.566 —11.646
0.008 0.460 0.066
Top10_1 5.180 5.024 7.922
0.004 0.328 0.011
Topl_1 8.370 11.361 13.269
0.005 0.184 0.011
Gini_average 4.375 5.434 6.487
0.01 0.262 0.03
Bottom50_average —8.576 —9.254 —11.188
0.01 0.332 0.059
Top10_average 4.172 5.897 6.918
0.011 0.206 0.016
Topl_average 3.697 7.337 7.512
0.117 0.263 0.065
GDPpercapita_2019 —0.00001 —0.00002 —0.00002
0.126 0.381 0.162

Notes: (a) 0: Variable of interest in the first year available for each country’s sample; (b) 1: Variable of
interest in the last year available for each country’s sample; (c) Average: Variable of interest in the first year
and last year available for each country’s sample; (d) GDP per Capita is measured at the purchasing power
parity in 2017. The coefficients were estimated from Ordinary Least Square regressions, which analysed the
relationship between multipliers and the mentioned variables across all countries in the sample.

Source: Authors’ compilation.

multipliers estimated in our models. This sheds some light on the channels
and mechanisms through which social protection spending can impact GDP.
Table 2 presents the correlation between the impact, peak and cumulative
multipliers and (1) GDP per capita, (2) the share of social expenditure in
GDP, and (3) a number of inequality measures. We used inequality measures
for the first (t = 0) and last (t = 1) years of observation and calculated the
mean between those two. We used the Gini index, as it provides a measure
that accounts for the whole distribution, but since this inequality measure
is more sensitive to the middle of the distribution than to the bottom and
the top (Atkinson, 1970), we also investigated the shares of income of
the top decile, the top percentile and the bottom half of the distribution.
We observed that in more unequal countries, social protection expenditure
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exerts a larger impact on GDP. This result is statistically significant for both
the cumulative and impact multiplier but not for the peak multiplier. It is
interesting to note that the coefficient is larger and more significant when
inequality is measured in the last year of the sample. Indeed, in the case of
the income share of the richest 1 per cent of the population, the correlation
is only significant for the last year.

The negative, strong and significant correlation between the cumulative
and impact multipliers and the income share of the poorest half of the
population indicates a large macroeconomic benefit of increasing social
expenditure in countries with relatively higher poverty levels. This rein-
forces the notion that social policies aimed at vulnerable groups not only
enhance the well-being of such groups but can also be used as a tool
to promote inclusive growth, corroborating evidence presented by the
OECD (2019). A symmetrical result is that in countries where the share of
income appropriated by the richest percentile of the population is larger,
the estimated multipliers tend to be larger. The very high and significant
correlation between the shares of the top decile and percentile and the
size of multiplier corroborates that universal policies benefiting individuals
along the whole distribution are also effective tools, especially in the case of
countries marked by inequality at the top of the distribution. Furthermore,
we find negative coefficients between all estimated multipliers and the ratio
of social benefits to GDP. In other words, countries with smaller social
protection systems tend to experience higher multipliers when facing a
marginal increase in social spending. This reinforces the conjecture that in
countries with high inequality and less developed welfare states, a marginal
increase in social spending has stronger macroeconomic effects in terms of
GDP.

Finally, our estimates show that the correlation between the multipliers
and GDP per capita are not statistically different from zero. This result
reinforces the conjecture that the difference in social protection multipli-
ers does not arise from differences in the average income level, but instead
from how income is distributed. Both developing and developed economies
can have high social protection multipliers, if they are relatively unequal
and with a low share of income at the bottom 50 per cent. This empir-
ical finding suggests that, regardless of the level of economic develop-
ment, a lower coverage of the social safety net and a higher initial level
of income inequality lead to a greater macroeconomic impact (measured by
a change in GDP) from an increase in government social spending. Taken
together, these findings suggest that by redistributing income in countries
with high inequality and relatively small existing social protection systems,
social expenditure can have a high impact on GDP; in other words, the
decrease in inequality promoted by social protection policies is also growth
enhancing.
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CONCLUDING REMARKS

In Kalecki’s well-known and perceptive article ‘Political Aspects of Full
Employment’ (1943), there is an explicit defence of two types of pub-
lic expenditure in order to increase employment and income levels: public
investment and subsidizing mass consumption (which can be one of the res-
ults of social protection). Note that Kalecki highlights the indirect effects
generated by these two types of government expenditures, referring to their
income multiplier effects:

If the Government undertakes public investment (e.g. builds schools, hospitals, and high-
ways) or subsidises mass consumption (by family allowances, reduction of indirect taxation,
or subsidies to keep down the prices of necessities), if, moreover, this expenditure is fin-
anced by borrowing and not by taxation (which could affect adversely private investment and
consumption), the effective demand for goods and services may be increased up to a point
where full employment is achieved. Such Government expenditure increases employment,
be it noted, not only directly but indirectly as well, since the higher incomes caused by it
result in a secondary increase in demand for consumption and investment goods. (ibid.: 322)

Social protection in this theoretical framework is thus a highly effective
tool in achieving multiple economic targets at once. This article provides
evidence that social protection expenditure has a strong positive macroeco-
nomic effect in terms of the level of economic activity as measured by GDP.
By producing a comprehensive dataset of 42 countries, we investigated the
multiplier effect of government social expenditure on GDP. We find (1)
that social protection expenditures have positive and persistent multiplier
effects; (2) that the magnitude of the multiplier tends to be larger than that
for other categories of government expenditure, given that it tends to be
more targeted; and (3) that the magnitude of the social protection multiplier
tends to be especially large in more unequal economies, irrespective of the
level of GDP per capita. Therefore, our results suggest that government
social protection expenditure can be used as a tool to advance towards
several of the sustainable development goals advocated by the United
Nations simultaneously.

Public spending on social protection is not only an important policy mech-
anism to redistribute income in unequal societies, to fight against multidi-
mensional inequality (Kabeer, 2010), and to provide protection to vulner-
able populations (Roelen et al., 2016); it is also a macroeconomic tool that
positively impacts aggregate income and therefore can be used to promote
inclusive growth — especially in unequal economies. In this way, our find-
ings contradict a long-standing claim that goes back to the founding days
of the field of development economics, according to which, if social protec-
tion systems ‘are prematurely introduced ..., they may in the end turn out a
retarding factor in economic development’ (Singer, 1950: 484—85). Ocampo
and Gomez-Arteaga (2017: 23) refer to it as the ‘affordability myth’. The
positive and persistent multipliers show that social protection expenditures
can, in fact, contribute to development, rather than slow it down. This is of
course not meant to suggest that expanding social protection systems is a
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silver bullet that can contribute to overcoming all obstacles to development
— it does not necessarily attenuate balance-of-payments constraints to eco-
nomic growth, for instance, as discussed earlier. However, a comprehensive
development strategy may use the expansion of universal social protection
systems as a tool that can not only promote inclusive growth but also help
forge a political coalition that can sustain in the long term the implement-
ation of the strategy itself. The case of the ‘golden social decade’ in the
2000s in Latin America illustrates this point (Ocampo and Gémez-Arteaga,
2017). Although the redistributive efforts of left-of-centre governments in
the region were mostly defeated in the following decade, political parties
that led those efforts tend to retain the loyalty of a substantial part of the
poorer sections of society. Divorced from a development strategy that could
move the region beyond its specialization in primary exports, the redis-
tributive push did not manage to survive the fall in commodity prices of
the early 2010s. But its political legacy shows its potential as a component
of'a more ambitious and promising development strategy.

Finally, future research can fruitfully build on the results presented here
in several ways. First, building a dataset suitable to estimate the multipliers
of social protection expenditures using the narrative approach described in
the literature review would be useful to reinforce the robustness and ana-
lytical interpretation of our results. Another possibility would be to expand
our dataset in a way that allows for estimating multipliers of specific com-
ponents of social protection systems (for example, cash transfers, unem-
ployment benefits, pensions and so forth), which could both attenuate the
difficulties that institutional diversity create for interpreting the results and
contribute to informing the design of social protection systems themselves.
Second, case studies on social protection in specific countries or regions
could support the interpretation of the results of this article, by addressing
institutional and socio-economic details that certainly bear on the macroeco-
nomic implications of government spending on social protection. Compar-
ative exercises may also prove analytically useful in this regard. Hopefully,
this article will stimulate and analytically support further empirical invest-
igations along some of these and other related lines.
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Table A1.4. VAR Models for Eurostat Countries

Country

Lags utilized in VAR

Social
Expenditure

Government
Expenditure

Control Variables — in Parentheses, the
Quarters in which the Dummy Assumes a
Value Equal to 1

Austria

Belgium

Bulgaria

Croatia

Cyprus

Czech Republic

Denmark?

Estonia

Finland

France

Germany

Greece

Iceland

Ireland

Italy

3

2

dum0809 (2008Q3-2009Q2): Global Financial
Crisis.

REER: Real Effective Exchange Rate.

dum0809 (2008Q3-2009Q2): Global Financial
Crisis.

Constant.

dum0809 (2009Q2, 2009Q3): Global Financial
Crisis.

Constant.

dum0809 (2008Q4-2009Q1): Global Financial
Crisis.

Constant.

dum0809 (2008Q4, 2009Q1): Global Financial
Crisis.

dum13 (2012Q2, 2012Q3): Cypriot Financial
Crisis.

REER: Real Effective Exchange Rate.

dum0809 (2008Q3-2009Q3): Global Financial
Crisis.

dumeurocrisis (2013Q1-2013Q3): eurozone
crisis.

REER: Real Effective Exchange Rate.

Constant.

dum0809 (2008Q3-2009Q2): Global Financial
Crisis.

dum0809 (2008Q4-2009Q3): Global Financial
Crisis.

Constant.

dum0809 (2008Q3-2009Q3): Global Financial
Crisis.

dumeurocrisis (2012Q2-2013Q1): eurozone
crisis.

dum0809 (2008Q4-2009Q3): Global Financial
Crisis.

Constant.

dum0809 (2008Q3-2009Q3): Global Financial
Crisis.

Constant.

dum0809 (2008Q2-2009Q1): Global Financial
Crisis.

dumeurocrisis (2010Q1-2013Q1): eurozone
crisis.

dum0809 (2008Q2-2009Q2): Global Financial
Crisis.

dum0809 (2008Q4-2009Q3): Global Financial
Crisis.

Constant.

dum0809 (2008Q3-2009Q2): Global Financial
Crisis.

dumeurocrisis (2012Q2): eurozone crisis.

REER: Real Effective Exchange Rate.

Constant.

(Continued)
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Table A1.4. (Continued)

Country

Lags utilized in VAR?

Social
Expenditure

Government
Expenditure

Control Variables — in Parentheses, the
Quarters in which the Dummy Assumes a
Value Equal to 1

Latvia

Lithuania

Luxembourg
Malta
Netherlands

Norway

Poland

Portugal

Romania

Spain

Slovakia

Slovenia

Sweden

1

3

dum0809 (2008Q4-2009Q3): Global Financial
Crisis.

Constant.

dum0809 (2008Q4-2009Q4): Global Financial
Crisis.

REER: Real Effective Exchange Rate.

Constant.

Constant.

Constant.

dum0809 (2008Q2-2009Q4): Global Financial
Crisis.

Constant.

dum0809 (2008Q3-2009Q2): Global Financial
Crisis.

dum0809 (2007Q4, 2008Q1, 2009Q1): Global
Financial Crisis.

REER: Real Effective Exchange Rate.

dum0809 (2008Q4, 2009Q1): Global Financial
Crisis.

dumeurocrisis (2010Q4-2011Q4): eurozone
crisis.

dumport (2012Q2-2012Q3): Portuguese
recession.

dum0809 (2008Q4, 2009Q1): Global Financial
Crisis.

dum0809 (2008Q3-2009Q1): Global Financial
Crisis.

REER: Real Effective Exchange Rate.

dum12 (2012Q4): break in government
expenditure series (this control variable was
utilized only in ‘government expenditure
VAR’).

dum0809 (2008Q4-2009Q3): Global Financial
Crisis.

Constant.

dum0809 (2008Q4-2009Q2): Global Financial
Crisis.

Constant.

dum0809 (2008Q3-2009Q3): Global Financial
Crisis.

dumeurocrisis (2013Q1-2013Q3): eurozone
crisis.

REER: Real Effective Exchange Rate.

Notes: This table provides information on the econometric model specifications used to estimate the effect
of social protection expenditures on GDP for countries in which the data were obtained from Eurostat (see
https://ec.europa.eu/eurostat/data). (a) Interest receivable data were unavailable, therefore we utilized total
revenue in VAR (not primary revenue); (b) In some cases, lag length criteria indicated different lags for
government expenditure and social expenditure VAR models.

Source: Authors’ compilation.
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APPENDIX 2: DATA AND METHODOLOGICAL APPROACH

DATA DESCRIPTION

The social protection data we based our analysis on primarily focus on wel-
fare and social security, using definitions specific to each country. Although
this approach may not provide the accuracy of a universal analytical frame-
work, it enables us to build a more extensive dataset within the limits of
available data. Additionally, studies consistently show that, despite vari-
ations in definitions, targeting, or coverage, of social protection spending
generally has significant redistributive effects across different countries.

Brazil

Social protection series: Gobetti and Orair (2017).

Government tax revenues: Gobetti and Orair (2017).

Real GDP and its implicit deflator: Instituto Brasileiro de Geografia e
Estatistica (IBGE) — Brazilian Institute of Geography and Statistics.
Consumer Price Index (CPI) — IPCA: Instituto Brasileiro de Geografia e
Estatistica (IBGE) — Brazilian Institute of Geography and Statistics.

Cape Verde

Social protection series: Ministério das Finangas — Ministry of Finance.
Government tax revenues and total expenditure series: Ministério das Fin-
angas — Ministry of Finance.

Real GDP and its implicit deflator: Instituto Nacional de Pesquisas —
National Research Institute.

CPI: Instituto Nacional de Pesquisas — National Research Institute.

Ecuador

Social protection series: Ministerio de Finanzas — Ministry of Finance
(annual transformed into quarterly using total government consumption as
an indicator). The series for social protection expenditures were provided in
two categories: welfare and social security benefits.

Government tax revenues and total expenditure series: Banco Central del
Ecuador — Central Bank of Ecuador.

Real GDP and its implicit deflator: Quarterly National Accounts of Ecuador.
CPI: IME.
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European countries

Social protection series: Quarterly non-financial accounts for general gov-
ernment — Eurostat — Social benefits other than social transfers in kind,
payable. Includes pensions and social security funds (e.g. cash benefits to
persons unable to work due to sickness or injury, retirement and survival
pensions, unemployment benefits and family allowances).

Government tax revenues: Quarterly non-financial accounts for general gov-
ernment — Eurostat — Total general government revenue.

Real GDP and its implicit deflator: Eurostat.

Japan

Social protection series: Japanese National Institute of Population and
Social Security Research. The data include eight functional categories (old
age; survivors; invalidity benefits; employment injury; sickness and health;
family benefits; unemployment; housing) and other social policy areas. We
transformed the aggregate annual series into quarterly data using quarterly
government expenditures as an indicator.
Total government expenditures: National Accounts of Japan (Department of
National Accounts, Economic and Social Research Institute).
Government tax revenues: CEIC (in dollars). We converted to yens using a
nominal monthly exchange rate from the Federal Reserve Economic Data.
Real GDP and its implicit deflator: National Accounts of Japan (Department
of National Accounts, Economic and Social Research Institute).

CPIL: IMFE.

Malawi

Social protection series: Reserve Bank of Malawi (annual, transformed into
quarterly using the total government expenditure as an indicator). Includes
pensions and gratuities, government contribution to pension schemes, social
cash transfers, farm input subsidy, maize purchases (market intervention
subsidy) and university students’ loans.

Government tax revenues and total expenditure series: Reserve Bank of
Malawi.

Real GDP and its implicit deflator: Reserve Bank of Malawi (annual). In
order to transform the annual GDP series into quarterly data, we used
quarterly GDP for Uganda as an indicator, another African country with
a similar trend, available in Tahir et al. (2018) from 1990 to 2016. For the
years 2017-20 we obtained a quarterly GDP series from Uganda Bureau of
Statistics.
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Exchange rates/ real effective exchange rate (index): Reserve Bank of
Malawi/ IMF.
CPL: IME.

Mexico

Social protection series: 1) OECD Data (public social expenditure, annual,
transformed into quarterly using the total government expenditure as an
indicator). Includes old age, survivors, incapacity-related benefits, family,
active labour market programmes, unemployment, housing, and other social
policy areas. Refers to both types of social benefits, in kind and in cash; 2)
ECLAC (social protection annual, transformed into quarterly using the total
government expenditure as an indicator).

Government tax revenues and total expenditure series: Banco de México —
Bank of Mexico.

Real GDP and its implicit deflator: Sistema de Cuentas Nacionales de
M¢xico — National Accounts System of Mexico.

CPI: IME

Mongolia

Social protection series: IMF (social benefits in cash series at quarterly fre-
quency from 2001 to 2015); and the Mongolian Statistical Information Ser-
vice (‘current transfers’ series at quarterly frequency for the years 2016—19).
To increase the sample, we combined both series, which are very similar.
The series comprises social security payments and social assistance.
Government tax revenues: Mongolian Statistical Information Service.

Real GDP and its implicit deflator: Mongolian Statistical Information Ser-
vice (quarterly data on GDP for the period 2005-19); and CEIC (GDP data
before 2005, in US dollars and converted to national currency using the
nominal exchange rate from the Bank of Mongolia).

CPI: IME.

Nepal

Social protection series: National Account Statistics (Central Bureau of
Statistics) and Handbook of Government Finance Statistics & Quarterly
Economic Bulletin (Nepal Rastra Bank).

Government tax revenues and total expenditure series: Nepal Rastra Bank.
Real GDP and its implicit deflator: Central Bureau of Statistics.

CPI: IME.
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Pakistan

Social protection series: Ministry of Finance (social security and wel-
fare/social protection — both annual; social public investment — quarterly),
CT Data (pensions and allowance —quarterly). We transformed the annual
series into quarterly frequency using a consolidated quarterly expenditure
series from the government as an indicator.

Government tax revenues and total expenditure series: CT Data.

Real GDP and its implicit deflator: Tahir et al. (2018).

CPI: IME

Paraguay

Social protection series: 1) Ministerio de Hacienda — Ministry of Finance
(quarterly). Includes ‘social promotion and action’ and social security. The
first category comprises expenditure on assistance to persons with special
needs, social action services, state and municipal-level social services, and
social services for agrarian reform, among other items. The social secur-
ity component includes varied benefits (old age, survivors, sickness, etc.).
2) ECLAC (annual, transformed into quarterly using the total government
expenditure as an indicator). Includes social protection (central govern-
ment).

Government tax revenues and total expenditure series: Ministerio de
Hacienda — Ministry of Finance.

Real GDP and its implicit deflator: Banco Central del Paraguay — Central
Bank of Paraguay.

CPI: IMFE.

South Korea

Social protection series: OECD ‘social benefits in cash’ at an annual fre-
quency. In order to transform the annual series into quarterly frequency, we
used the series “transfers to households” (from Bank of Korea) at a quarterly
frequency, as an indicator. Social benefits in cash include two key compon-
ents: pension benefits and non-pension benefits. The latter consists of cash
transfers made by the government or by non-profit institutions to house-
holds to meet their financial needs in case of unexpected events (such as
unemployment).

Government tax revenues: Bank of Korea.

Real GDP and its implicit deflator: Bank of Korea.

CPI: IME
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Thailand

Social protection series: Bank of Thailand (social protection expenditure
quarterly, from 2009 to 2019); and Asian Development Bank (ADB) (from
2002 to 2008, we interpolated the annual data for social protection from
ADB with the quarterly total government expenditure obtained from Bank
of Thailand as an indicator). We combined the series since they are very sim-
ilar. The series comprises social security benefits, social assistance benefits
and employer social expenditures.

Total government expenditure: Bank of Thailand.

Government tax revenues: CEIC database. As the series was given in US
dollars, we had to convert it to bahts (the national currency) using the nom-
inal exchange rate available at the Bank of Thailand’s statistics.

Real GDP and its implicit deflator: Bank of Thailand.

CPI: IME.

United States

Social protection series: Federal Reserve Economic Data. Federal govern-
ment current transfer payments: Government social benefits (central govern-
ment). Government current transfer payments: Government social benefits
(general government).

Government tax revenues: Federal Reserve Economic Data.

Real GDP and its implicit deflator: Federal Reserve Economic Data.

CPI: Federal Reserve Economic Data.

Vietnam

Social protection series: General Statistics Office of Vietnam/ The Min-
istry of Finance of the Socialist Republic of Vietham. Annual series were
transformed into quarterly data, using the total government expenditure as
an indicator. Includes social security: pensions and social insurance bene-
fits, premiums to the voluntary social insurance and support for the unem-
ployment insurance fund (social insurance); and funding for implementing
the policy on preferential treatment and housing supports for the national
devotees who participated in the National Defence War.

Government tax revenues and total expenditure series: The Ministry of Fin-
ance of the Socialist Republic of Vietnam.

Real GDP and its implicit deflator: General Statistics Office of Vietnam.
CPI: IME.
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METHODOLOGICAL APPROACH

First, the VAR is estimated in reduced form. The vector of endogenous
variables is three-dimensional, including time series of social protection
expenditures, tax revenues and output. It is a VAR model, as proposed
by Sims (1980), where each variable is explained by lags of itself and the
other variables of the model, capturing dynamic relationships. However, the
shocks of the reduced form do not have economic significance (Castro and
Hernandez de Cos, 2008).

According to Perotti (2007), shocks of the reduced form (or ‘surprise’
movements) can be seen as linear combinations of three components: a) the
automatic response of government spending and revenue to changes in out-
put; b) the discretionary response due to changes in endogenous variables
(Perotti gives the example of tax changes in response to a recession); and
¢) random discretionary shocks, that is, structural shocks, which are uncor-
related and unobservable — the ones that need to be recovered. Formally:

uf = agut) + Pge) +¢f (1)
”i = O‘/y”;/ + ﬂfze}g + e; (2)
Uy = Vyt“i + V,Vg“;g + ¢ (3)

The unexpected movements in the expenditure, revenue and output vari-
ables are, respectively, denoted by u;, !, and u,. These ‘surprise’ move-
ments are the residuals in the reduced form, as they represent the part of the
data that the VAR does not explain. Also, ¢/, ¢/, and e, are the structural
shocks that are not correlated with each other by assumption and reflect the
part of the surprise movements that is exogenous: it does not depend on
policies and ‘normal’ economic evolution (Coudret, 2013). The coefficient
a;; reflects the response of variable i to variable j — the components (a)
and (b) listed above are captured by the coefficient @ (Jemec et al., 2013),
while 8;; measures the contemporaneous response of variable i to a struc-
tural shock in variable j — that is, component (c) (Perotti, 2007).

As discussed by Vdovychenko (2018), coefficients oy, @y, ¥ and yye
cannot be estimated without bias due to the instantaneous mutual relation-
ship between output, expenditures and revenues. Two steps are necessary
to solve this. First, as it is plausible to assume that discretionary fiscal
responses to an output shock take longer than one quarter to be decided
upon and implemented (Perotti, 2007: 176), component (b) is removed, and
coefficient « is made to reflect only the first component — the response of
the automatic stabilizer. Following Perotti (2007), the second step is to use
external information to the model to estimate the coefficients o, and ;.
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Coefficient a, reflects the contemporary elasticity of expenditure to out-
put, and «;, is the contemporary elasticity of revenues to output. The lat-
ter was estimated based on the IMF method, as shown in Andreis (2014),
which is a regression using dummy variables for periods, outliers and a
trend control. The case of the former is a bit more complex. In most of
the literature that follows Blanchard and Perotti (2002), such an elasticity
is assumed away, that is, a,, is considered to be equal to zero. Focusing
on government consumption instead of on social protection, there was no
reason for these studies to assume automatic stabilizers. As Blanchard and
Perotti (2002: 1334) note: ‘[w]e could not identify any automatic feedback
from economic activity to government purchase of goods and services’. The
same does not apply to the case of social protection expenditure. However,
given the countercyclical nature of the automatic stabilizers, assuming them
away (i.e. ignoring their effects in the analysis) in this context tends to bias
estimates downwards, meaning that the ‘true’ multipliers could be even lar-
ger than the estimates presented below.

Since #/ and u/ are correlated, from these separate estimations of the
exogenous elasticities, the cyclically adjusted residuals, ¥ “ and u/*“, are
obtained, which are the shocks without the effects of the cycle:

W = 1 — ] = el + & )

ui'ca = u; - aty”;/ = ,B,ge,g + ¢ (6)

The structural shocks, €/ and €/, can be obtained from the assumption of
the ordering of the variables. Blanchard and Perotti (2002) claim that there
is no reason to choose B, = 0 or B, = 0 a priori. Regarding shocks in
spending and revenue, there is no theoretical or empirical basis to decide
which variable will react first. As the correlation between adjusted residuals
is small, Perotti (2007) points out that the order does not change the res-
ult. B, = 0 was then assumed, and the regression of the adjusted revenue
residuals on the residuals of the structural form of expenditures was estim-
ated by ordinary least squares to obtain B, in equation 6 (Burriel et al.,
2010).2* We then obtain instrumental variables, the structural shocks ¢! and
&/ in equation 3, since the regressors (residuals of the reduced form) are
correlated with the error term (structural shock). Those structural shocks
of expenditure and revenue are used as instruments since the correlation
between them and the structural shock of output, e, is low. The last step is
estimating the impulse response functions using the estimated coefficients.
The basic model is estimated using the vector of endogenous variables, in

23. Models were also estimated assuming tg = 0, that is, that decisions relating to revenue occur
before those relating to expenditure. This procedure indicated the robustness of the results
to different specifications, with minor variation in impulse response functions, as is usual
in the literature.
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real terms: the logarithms of social expenditures, total primary revenue and
output.?*

The key goal of this research is to estimate the multipliers of social pro-
tection expenditures. As framed by Spilimbergo et al. (2009), there are four
types of multipliers: a) the impact multiplier, for the analysis of a short-
run period, ﬁég;; b) the horizon multiplier, for calculating the multiplier

AY(t+n) .

for a specific period, N c¢) the peak multiplier, which represents the
AY(t+n) .

highest value in the period under analysis, max = G d) the accumulated

(or cumulative) multiplier, which adds the total effect over a more extended
eriod, Z:I:l AY (t+1)
p ST AGGH)

The importance of calculating the impact multiplier is that it provides
an assessment of fiscal policy in terms of the immediate output response
to a shock in the fiscal variable, for example when the government aims
to deal with a crisis. Accumulated (or cumulative) multipliers, in turn, are
important to verify the impact of a random discretionary shock since the
economy requires a certain amount of time to absorb the initial shock (Ilzet-
zki et al., 2013). The accumulated multiplier is equal to the ratio between
the accumulated response of output and the accumulated response of the
fiscal variable subject to the shock. It measures the cumulative change in
economic activity after a cumulative change in government spending over
a given time horizon (Borg, 2014; Burriel et al., 2010; Lozano and Rodrig-
uez, 2011; Restrepo, 2020; Tenhofen et al., 2010). Cumulative multipliers
are also called integral multipliers, and they may offer a better depiction
of the dynamic interaction when the effects of fiscal policy build over time
(Restrepo, 2020; Spilimbergo et al., 2009).

To calculate multipliers, we divide the elasticity of the response by the
average share of social expenditures in output (or its components). As the
variables are in logarithmic form, IRFs provide the elasticity of output (Y)
to the fiscal variable (X):

LAY X AY X
%.YA,X:H: =

= ™)
22 Y A X AXY

24. The variables used in this work are not stationary. Therefore, their first difference was used
(they are integrated of order 1), including the control variables, as suggested by differ-
ent tests (for example, Dickey-Fuller, Phillips and Perron, Kwiatkowski—Phillips—Schmidt—
Shin). Thus, the exercises are performed in terms of growth rate. We used the cumulative
IRF to obtain the responses in terms of levels. The number of lags is chosen based on the
information criteria and the autocorrelation LM test (Deleidi et al., 2018). When several
information methods are used together, the literature recommends choosing that lag most
methods point to as more appropriate (Lopes et al., 2012). Tests for autocorrelation (LM)
and heteroscedasticity (White) pointed to the absence of these problems in most models.
All models showed stability. The results of the tests are available upon request.
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According to Pires (2014), since % is the definition of the multiplier,

which reflects a change in output given an increase of one unit in the fiscal
variable, then:

AY &
ax =T ®
Y

To estimate the cumulative multiplier, we justify the number of periods
based on Garcia et al. (2013). The long-run multiplier is defined as the
cumulative multiplier when t — oo, but in practice the number of periods
needed for the multiplier to stabilize at its long-run value is used. When
the impact of social expenditures on GDP is more persistent, the cumulative
multiplier is calculated for a more extended period.
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