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An Analysis Of Equity In
Brazilian Health System
Financing
The Brazilian public-sector health system actually contributes to
income inequality because of the presence of out-of-pocket payment.

by Maria Alicia Domínguez Ugá and Isabela Soares Santos

ABSTRACT: Health care in Brazil is financed from many sources—taxes on income, real
property, sales of goods and services, and financial transactions; private insurance pur-
chased by households and firms; and out-of-pocket payments by households. Data on
household budgets and tax revenues allow the burden of each source except firms’ insur-
ance purchases for their employees to be allocated across deciles of adjusted per capita
household income, indicating the progressivity or regressivity of each kind of payment.
Overall, financing is approximately neutral, with progressive public finance offsetting re-
gressive payments. This last form of finance pushes some households into poverty. [Health
Affairs 26, no. 4 (2007): 1017–1028; 10.1377/hlthaff.26.4.1017]

T
o a s s e s s b r a z i l i a n h e a lt h s ys t e m f i na n c i n g from an equity per-
spective, this paper analyzes the burden of health-sector financing (by
source of financing) across income deciles of the population, as well as the

impact of one source of health financing on income distribution and the degree of
progressivity of health financing. We base our notion of equitable health-sector fi-
nancing on the idea of progressivity, where the burden of financing is inversely re-
lated to individual income.1

The Structure Of Health Financing In Brazil
Since the 1970s, a large private hospital sector and substantial private health in-

surance have arisen in Brazil. The current Brazilian public-sector health system
was introduced under the new Federal Constitution (1988), which, inspired by
the idea of a national health system, created the Sistema Único de Saúde (SUS, or
Unified Health System), whose principles are free and universal access to health
care, comprehensiveness, and public financing. The SUS functions across Brazil’s
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three levels of government (central, state, and municipality).
Brazil’s constitution allows the existence of a private sector in health, so the

Brazilian health system is composed of a mix of the public system and the private
sector. The function of private health insurance is called “duplicative” by the Orga-
nization for Economic Cooperation and Development (OECD) because the ser-
vices covered are basically the same services that the SUS provides.2 In practice,
the statutory system is the public one, and the private sector, which comprises
both private voluntary health insurance and private providers, operates alongside
the public system. In the private sector, people pay private providers using private
health insurance or out-of-pocket payments. Because Brazilian income is concen-
trated, high-income populations purchase private health insurance more than do
those in lower income groups.3

Exhibits 1 and 2 show the composition of financing in the Brazilian health sec-
tor. The main source of financing is taxes, which support public spending (44 per-
cent of total health spending). One-third (34 percent) of total health spending is
out of pocket; spending for private health insurance accounts for 22 percent. The
central government finances most public-sector health spending, although its
participation has declined in the past two decades. In 2002, federal expenses rep-
resented 58 percent of the total, while states and municipalities participated with
20 percent and 22 percent of public-sector health spending, respectively.

At the central level, resources for health come from the social security budget,
composed of specific taxes (most of them levied on financial transactions, net
profits, and invoicing) for health, social assistance, and pensions. A percentage of
this global social security budget is allocated to the health sector, and resources
from taxes on financial transactions are mostly allocated to health (this tax was
originally created as an earmarked tax for health).

In contrast, states and municipalities do not have specific taxes for health fi-
nancing. The SUS receives a share of states’ and municipalities’ total budgets. In
2000, a constitutional amendment established that states and municipalities
should allocate 12 percent and 15 percent, respectively, of their revenues to the
SUS. Nevertheless, in 2002 only the municipalities reached this goal; the states
spent only 9 percent of their revenues on health. It should be noted that these per-
centages refer to the sum of units in each sphere of government, some of which
spent more and others less than these averages on funding the SUS.

The SUS is financed by indirect and direct taxes. Indirect taxes are levied on
commercial revenues (Contribution for the Financing of Social Security, or
COFINS), industrial output (Brazil Federal Tax, or IPI), sales of merchandise (Tax
on Goods and Services, or ICMS), and services (Tax on Services, or ISS). Direct
taxes are levied on financial transactions (Provisional Contribution on Financial
Transactions, or CPMF), income (Individual Income Tax, or IRPF), urban prop-
erty (Urban Territorial Tax, or IPTU), and vehicles (Property and Motor Vehicle
Tax, or IPVA).
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EXHIBIT 1
Composition Of Health System Financing (Part 1), Brazil, 2002

Tax revenue (millions BR$)
Health spending
(millions BR$)Revenue and expenditures BNDES SIOPS

Central
Social security tax (COFINS)
Tax on profits (CSLL)
Tax on transactions (CPMF)
Other sources

Subtotal

$ 50,856.0
12,375.0
20,267.0

193,263.0
276,761.0

–a

–a

–a

–a

–a

$ 4,455.8
7,579.8

11,982.4
5,323.1

29,341.1

Statea

ICMS (Total—25% of transfers to municipalities)
ICMS (Total—25% of transfers to municipalities—FUNDEP)
IPVA (Total—50% of transfers to municipalities)
Other sources
Transfers from central government

FPE (21.5% on IR + IPI)
IPI
IR

Others
Less transfers to municipalities

Subtotal

81,032.5
–c

3,472.4
15,362.8
27,813.4
17,742.6

893.1b

16,849.5b

10,070.8
–7,467.9

120,213.2

–c

$ 77,196.9
3,472.4

–c

–a

20,876.3
–a

–a

–a

–a

114,918.7

–c

6,808.8
306.3

–c

–a

1,841.3
360.9

1,480.4
–a

–c

10,163.7

Local (from own taxes)
ISS
IPTU
ITBI
Others
Transfers

From federal
FPM (22.5% on IR + IPI)

IPI
IR

ITR
Others
From state

IPVA (50%)
ICMS (25%)
Others

Subtotal (net revenue)

7,359.9
6,203.2
1,331.7
7,669.7

23,686.7
18,594.7

3,649.5b

14,950.2b

121.5
4,970.5

32,859.4
3,472.4

21,919.1
7,467.9

79,110.8

8,064.0
6,748.9
1,457.8

–a

–a

19,524.1
–a

–a

–a

–a

–a

3,472.4
25,732.3

–a

71,193.9

1,241.9
1,039.3

224.5
–a

–a

3,006.7
589.3

2,417.4
–a

–a

–a

534.7
3,962.8

–a

10,968.7

Total public 476,085.0 –c 50,473.5

Summary of financing by source
Public
Private (health insurance)
Private (out of pocket)
Total

–c

–c

–c

–c

–c

–c

–c

–c

50,473.5 (43.8%)
25,063.1 (21.7%)
39,778.5 (34.5%)

115,315.1 (100.0%)

SOURCES: Federal government data calculated by the Institute for Applied Economic Research (IPEA), based on data from the
Integrated System of Budget Data (SIDOR) and the Integrated System of Financial Administration (SIAFI); state data estimated
by the Information System for the Public Budget in Health (SIOPS) team based on State and Municipal Financial Statements;
municipal data reported as of 17 December 2003 to the SIOPS team. Out of pocket: Brazilian Institute of Geography and
Statistics (IBGE), National Family Budget Survey (POF), 2002; private health spending, minus health spending on health
insurance and claimed as tax write-offs. Private health insurance: National Health Agency (ANS), 2004, data from the
Document of Periodic Information from the Private Insurance Companies (DIOPS) for fiscal year 2003; includes financing by
individuals and companies.

NOTES: Percentage totals might not add to 100 because of rounding. BNDES is National Bank of Economic and Social
Development. SUS is Unified Health System. COFINS is Contribution for the Financing of Social Security. CSLL is Social
Contribution on Net Profit. CPMF is Provisional Contribution on Financial Transactions. ICMS is Taxes on Goods and Services.
FUNDEP is Research Development Foundation. IPVA is Motor Vehicle Tax. FPE is State Participation Fund. IPI is Brazil Federal
Tax. IR is Income Tax. ISS is Tax on Services. IPTU is Urban Territorial Tax. ITBI is Fixed Property Tax. FPM is Municipal
Participation Fund.
a Data not available from the sources.
b Assuming that the shares of IPI and IR spent on health care are the same.
c Not applicable.
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Study Data And Methods
An ideal analysis of health-sector financing in Brazil requires estimates of three

health spending flows: (1) government expenditures that finance the national
health system (the SUS); (2) families’ out-of-pocket spending on health services
plus health insurance premiums; and (3) companies’ expenditures on taxes that
finance the SUS (such as Corporate Income Tax, or IRPJ; Social Contribution on
Net Profit, or CSLL; and COFINS) and expenses related to the provision of com-
plementary medical and hospital coverage to employees (either through the pur-
chase of health insurance for their employees and dependents or by providing
their own health services or reimbursing employees’ health spending). There are
no sources of information that estimate the distribution of this last type of spend-
ing, so we did not consider it in the equity analysis based on the distribution of the
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EXHIBIT 2
Composition Of Health System Financing (Part 2), Brazil, 2002

Revenue and expenditures

Percent of each
tax’s contribution
to health spending

Percent of tax-
revenue sources
spent on health

Percent of SUS
budget from various
tax-revenue sources

Central
Social security tax (COFINS)
Tax on profits (CSLL)
Tax on transactions (CPMF)
Other sources

Subtotal

15.2%
25.8
40.8
18.1

100.0

8.76%
61.25
59.12
2.75

10.60

8.83%
15.02
23.74
10.55
58.13

State
ICMS (Total—25% of transfers to municipalities—

FUNDEP)
IPVA (Total—50% of transfers to municipalities)
Transfers from central government

FPE (21.5% on IR + IPI)
IPI
IR

Subtotal

67.0
3.0

18.1
3.6

14.6
100.0

6.61
4.41

10.40
1.95
1.96
8.92

13.49
0.61

3.65
0.72
2.93

20.14

Local (from own taxes)
ISS
IPTU
ITBI
Federal transfers—FPM (22.5% on IR + IPI)

IPI
IR

State transfers
IPVA (50%)
ICMS (25%)

Subtotal

11.3
9.5
2.0

27.4
5.4

22.0

4.9
36.1

100.0

16.87
16.75
16.86
16.20
3.19
3.20

7.70
3.85

15.40

2.46
2.06
0.44
5.96
1.17
4.79

1.06
7.85

21.73

SOURCES: Federal government data calculated by the Institute for Applied Economic Research (IPEA), based on data from the
Integrated System of Budget Data (SIDOR) and the Integrated System of Financial Administration (SIAFI); state data estimated
by the Information System for the Public Budget in Health (SIOPS) team based on State and Municipal Financial Statements;
municipal data reported as of 17 December 2003 to the SIOPS team.

NOTES: Percentage totals might not add to 100 because of rounding. BNDES is National Bank of Economic and Social
Development. SUS is Unified Health System. COFINS is Contribution for the Financing of Social Security. CSLL is Social
Contribution on Net Profit. CPMF is Provisional Contribution on Financial Transactions. ICMS is Taxes on Goods and Services.
FUNDEP is Research Development Foundation. IPVA is Motor Vehicle Tax. FPE is State Participation Fund. IPI is Brazil Federal
Tax. IR is Income Tax. ISS is Tax on Services. IPTU is Urban Territorial Tax. ITBI is Fixed Property Tax. FPM is Municipal
Participation Fund.
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burden of health care financing between individuals.
To analyze the impact of health-sector financing on income distribution, we

identified sources of public and private financing as well as the distribution of this
financing burden across income levels: (1) sources that finance the SUS at the
three levels of government—federal (taxes related to the social security budget),
state (the main taxes of this level of government and the percentage allocated to
health), and local (the principal municipal taxes and the percentage allocated to
health); (2) the distribution of the tax burden that finances the SUS, through fam-
ilies’ consumption baskets, considering direct and indirect taxes; and (3) the dif-
ferent types of private health spending by families (out-of-pocket payments and
private health insurance) and the distribution of the burden of private health
spending across income deciles. The data on out-of-pocket spending refer to pri-
vate payments excluding those for private insurance: namely, medicines, dental
treatments, physician appointments, outpatient treatments, hospitalizations and
surgical services, ancillary diagnostic and therapeutic services, treatment materi-
als, and other expenses. Total private financing is the sum of private health insur-
ance and out-of-pocket spending.

� Data sources and procedures. The distribution of income and the burden of
public and private financing of the Brazilian health system were consolidated on the
basis of microdata from the National Family Budget Survey (Pesquisa de
Orçamentos Familiares, or POF) of the Brazilian Institute of Geography and Statis-
tics (IBGE), which reports the income and expenses of Brazilian families.4 The POF
was conducted between July 2002 and August 2003; it includes all socioeconomic
strata of the resident Brazilian population and uses 2002 as the reference period.
The POF is important for the Brazilian government because it supports the National
Accounts. Using the software SAS, data were organized by income decile: Families
were arrayed by their per capita income and then classified into deciles.

Because the tax structure did not change from 2001 to 2002, data were calcu-
lated on the basis of the estimated tax burden for 2001 by the National Bank of
Economic and Social Development (BNDES) team.5 Changes in the efficiency of
tax collection from 2001 to 2002 might have redistributed the burden among dec-
iles by an unknown but probably very slight amount.

Concerning the taxes that finance the SUS at the central level, data were taken
from the Institute for Applied Economic Research (IPEA), while data relating to
states’ and municipalities’ health spending came from the Information System for
the Public Budget in Health (SIOPS).6 These data were based on the State and
Municipal Financial Cash-Balances. Municipal data were reported by 4,770 mu-
nicipalities, representing 86 percent of municipalities and 93 percent of the coun-
try’s population.

Data on income, out-of-pocket spending, health insurance spending, and direct
tax payments were extracted from the POF microdata, while expenses via indi-
rect taxes that finance the SUS were estimated as explained below.
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For Exhibit 2, we computed the fraction of each tax that finances the SUS. The
financing of each tax was weighted and applied to each income decile. For exam-
ple, for the CPMF, the calculation was as follows: weight of CPMF on family in-
come times the weight of the participation of CPMF on SUS financing relative to
the revenue from this tax (59.12 percent, as Exhibit 2 shows).

We used two different procedures to examine direct and indirect taxes. For
direct taxes, we attributed to households’ spending the share of each direct tax
destined to fund the SUS. To estimate indirect taxes, we used the methodology de-
veloped by Thiago Pereira and Marcelo Ikeda for BNDES, to identify, from the
input-output matrix, the composition of tax burden of each item of household
consumption.7 Because this was originally done without considering population
income, Pereira and Ikeda regenerated the results using data from the POF 2002.
The result is how much each family had pay for each tax. After that, we applied the
weight of each tax on SUS financing, as mentioned above.8

Family spending and income were adjusted by two weights. One is the weight
of each family, used in the sample to represent the population. The other is an
equalization factor to calculate per capita equivalent values. It is important to cor-
rect, on the one hand, for the difference between the number of people in each
family (poorer families usually have more members) and, on the other hand, for the
difference in the numbers of possible contributors to family income. To adjust for
these problems, Adam Wagstaff and Eddy van Doorslaer calculated an average fac-
tor using data from European families that transforms family spending and in-
come by an exponential factor of 0.75.9 We opted to use this in the Brazilian analy-
ses to make it possible to compare our analyses with others.

Results And Analysis
Brazilian society is marked by great income inequality. The Gini coefficient

measures the inequality of the income distribution; it is defined as a ratio with val-
ues between 0 (perfect equality) and 1.10 The Brazilian Gini coefficient is 0.5703,
one of the highest in the world, which indicates Brazil’s enormous income concen-
tration. The wealthiest 10 percent of the population receives 46.1 percent of the
per capita family income in Brazil, which is greater than the combined income of
the lowest eight deciles. At the other extreme, the poorest 20 percent obtains only
2.9 percent of the country’s per capita family income. The poorest half of the popu-
lation receives only 13.7 percent of this income.

According to POF microdata, spending on Brazil’s health system absorbed no
less than 9.7 percent of family income in 2002. The burden of health-sector financ-
ing and the share of each type of health expense vary considerably by income
decile (Exhibit 3). Thus, while health absorbed 10.6 percent of income for the low-
est income decile, this percentage dropped to 9.1 percent in the highest decile.

� Out-of-pocket payment. Worthy of note is private out-of-pocket spending
among the poorest families. This expense (which results not from ex ante choice, as
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with insurance, but rather from ex post need) represented 6.8 percent of family in-
come in the lowest decile, and its share was inversely proportional to income; it ac-
counted for only 3.1 percent of income in the highest decile (Exhibit 3).

Exhibit 4 shows the percentage breakdown of out-of-pocket spending by item
and population. For all income deciles, medicines were the main out-of-pocket ex-
pense in 2002. However, the drug share rises as population income falls. In the
lowest decile, drugs absorbed 82.5 percent of their out-of-pocket spending, while
the highest income segment allocated 42 percent of their out-of-pocket spending
for drugs.

Spending on medicines is extremely regressive. Exhibit 3 shows that the poor-
est decile, with only 1.0 percent of the income, absorbed 2.6 percent of the burden
of this expense; the wealthiest decile, with 46.1 percent of the income, accounted
for only 27.8 percent of this expense.

Conversely, spending for dental care is relevant only in the upper income dec-
iles. Evidently, the issue here is one of differential access, as determined by budget
constraints. Only upper-income people can afford private dental services. Despite
dental services being formally covered by the SUS, the population covered for
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EXHIBIT 3
Composition Of Health Financing And Distribution Of Its Weight On Income, By Type
Of Expenditure, According To Per Capita Family Income Decile, Brazil, 2002

Per capita family income decile (from lowest to highest)

1 2 3 4 5 6 7 8 9 10

Income (percent)a 1.00 1.92 2.74 3.56 4.53 5.80 7.59 10.43 16.34 46.10

SUS
Total SUS

Percenta

Fraction of income
Direct taxes (percent)a

Indirect taxes (percent)a

0.78
3.42
0.67
1.32

1.45
3.28
1.23
2.50

2.56
4.06
2.36
3.53

4.39
5.34
4.36
4.53

4.26
4.08
3.98
5.59

6.40
4.78
6.29
6.89

8.23
4.70
8.13
8.70

10.93
4.54

10.86
11.24

16.89
4.48

17.05
16.16

44.11
4.15

45.08
39.53

Private health insurance
Percenta

Fraction of income
0.28
0.43

0.32
0.25

0.78
0.44

1.22
0.53

2.77
0.94

3.15
0.83

5.09
1.03

11.42
1.68

19.94
1.88

55.03
1.84

Out of pocket
Total out-of-pocket

Percenta

Fraction of income
Medicines (percent)a

1.76
6.76
2.59

2.79
5.58
3.66

3.99
5.59
5.16

5.14
5.52
6.62

6.21
5.26
7.51

7.00
4.62
8.24

9.38
4.74

10.55

12.26
4.50

13.28

14.44
3.39

14.55

37.05
3.08

27.84

Total private
Percenta

Fraction of income
1.33
7.19

2.08
5.83

3.07
6.02

4.01
6.05

5.23
6.20

5.89
5.46

8.16
5.77

12.02
6.19

16.01
5.26

42.20
4.92

Total health financing
Percenta

Fraction of income
1.09

10.61
1.80
9.11

2.84
10.08

4.18
11.39

4.79
10.28

6.12
10.24

8.19
10.48

11.53
10.73

16.41
9.75

43.05
9.07

SOURCE: National Family Budget Survey (POF 2002) of the Brazilian Institute of Geography and Statistics (IBGE).

NOTES: Totals might not add to 100 because of rounding. SUS is Unified Health System.
a Percentage of total national income, taxes, or spending in each category accounted for by members of the income decile.
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these services was very low until 2002, when they were included in the basket of
services offered by the Family Health Care Program, a public program that has im-
proved access to primary health care in Brazil.11

Also noteworthy is the nearly constant share of spending for ancillary diagnos-
tic and therapeutic tests and services in all income deciles, especially between the
lowest and highest income groups. The wealthiest and the poorest are compara-
tively well protected from this expense. Low expense in the richest decile proba-
bly occurs because it is covered by supplementary health schemes; the poorest
likely cannot afford this kind of health service.

When one considers out-of-pocket spending as a whole, the regressivity is even
greater. Thus, while the poorest decile (with 1.0 percent of the country’s income)
accounted for 1.8 percent of out-of-pocket spending, the wealthiest decile (with
46.1 percent of the country’s income) accounted for only 37.0 percent of this
spending. In income deciles 1–8, the share of out-of-pocket spending exceeded the
share of the country’s income, which confirms the regressivity of out-of-pocket
spending, as determined fundamentally by the need to acquire health goods and
services rather than by families’ capacity to pay for them. It should be noted that
out-of-pocket spending could be related to inequitable situations of access—at
least when private care presents an alternative to some problems encountered in
using the public system, such as long waiting times—while the lowest income
groups are less likely to use private facilities, because they cannot afford them.

It is interesting to analyze the effect of out-of-pocket health spending on the in-
comes of the poorest classes in Brazilian society. Assuming that half of the Brazil-
ian minimum wage is the least a person needs to not be considered extremely poor,
19.3 percent of the Brazilian population is below this extreme poverty line. If out-
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EXHIBIT 4
Distribution Of Direct Family Per Capita Private Out-Of-Pocket Spending On Health,
By Income Decile, Brazil, 2002

Health spending
item

Family per capita income decile (from lowest to highest)

1 2 3 4 5 6 7 8 9 10

Medicines
Dental treatment
Physician appointments

82.5%
2.2
5.3

73.4%
5.4
6.5

72.4%
7.3
6.2

72.1%
6.7
6.2

67.6%
8.6
7.3

65.8%
8.8
8.3

62.9%
12.3
7.8

60.6%
14.4
8.5

56.4%
14.8
8.9

42.0%
17.7
6.0

Outpatient treatment
Hospitalization and

surgical services
Ancillary diagnostic and

therapeutic tests
and services

0.5

0.5

3.5

0.7

1.4

4.3

0.7

2.1

4.8

0.5

3.3

5.0

1.2

3.4

4.3

0.8

3.9

5.2

0.8

4.4

5.0

0.9

2.5

4.8

1.6

4.4

5.3

3.4

16.9

3.2

Treatment materials
Other health care

expenses
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SOURCE: National Family Budget Survey (POF2002) of the Brazilian Institute of Geography and Statistics (IBGE).

NOTES: These data do not include payments for private health insurance. Totals might not add to 100 because of rounding.
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of-pocket spending is subtracted from income, the indigent constitute 20.7 per-
cent of Brazil’s population, an increase of 1.4 percentage points, which might not
seem large but illustrates the effect of out-of-pocket health payments on popula-
tion income. This is notable because it shows that to some degree, Brazilian health
policy increases poverty, as a result of the inequity of out-of-pocket spending.

� Private health insurance. Spending on private health insurance exceeds the
share of income only in the three wealthiest income deciles. They have the capacity
to purchase health plans and also belong mostly to the formal labor market, which
gives them access to private coverage through employer-group plans. This spending
is apparently (and only apparently) progressive: The percentage share of the lowest
seven deciles is far less than proportional to individuals’ incomes, while for the three
richer deciles, it is more than proportional to income (Exhibit 3).

This seeming progressivity is in reality a function of the fact that the low spend-
ing by lower income groups is a result of their exclusion from private health insur-
ance, as shown by Ligia Bahia and colleagues and by Sílvia Porto and colleagues.12

Clearly, when the poor are excluded, they do not pay, but then they do not get the
benefits, either. The low percentages of spending on private health insurance in
the lowest income deciles thus reflect Brazil’s maldistribution of income. How-
ever, an analysis of progressivity (or regressivity) does not apply to private health
insurance, because it deals with access to an exclusionary system, conditioned on
individuals’ capacity to pay or their inclusion in the formal labor market, or both.

� Public financing of the SUS. For financing the public system through pay-
ment of taxes and social contributions, the lower income deciles contribute less
than proportionally to their income: The lowest decile (with 1.0 percent of the coun-
try’s income) pays only 0.8 percent of these tax payments; likewise, the second-
lowest decile (with 1.9 percent of the income) pays 1.4 percent of the taxes; mean-
while, the third decile (with 2.7 percent of the income) accounts for 2.6 percent of
the taxes paid. This might indicate a progressive tax structure.13 However, the high-
est decile (with 46.1 percent of the country’s income) is responsible for only 44.1 per-
cent of the tax payments; this decreases the degree of progressivity of public financ-
ing. In deciles 4–9, the income-to-payments ratio is very close to proportional. Thus,
financing of the SUS as a whole is progressive in relation to the treatment of the
poorest three deciles, regressive in relation to the wealthiest decile, and proportional
in the rest of the population.

Direct taxes in Brazil (levied on income, urban buildings and land, vehicle own-
ership, and financial transactions) are quite progressive, principally in the distri-
bution of the burden between deciles 1–9. They penalize the wealthiest segments
(deciles 6–9) more than proportionally to income (Exhibit 3). However, the high-
est decile pays these taxes slightly less than proportionally to its income: It ac-
counts for 45.1 percent of direct tax payments (with 46.10 percent of the income).

The indirect taxes financing the Brazilian health system are levied on company
commercial revenues, industrial output, and sales of merchandise and services.
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Their regressivity is obvious: The poorest decile (with only 1.0 percent of the
country’s income) covers 1.3 percent of these tax payments, while the wealthiest
covers 39.5 percent (less than its income share, as stated above). These indirect
taxes, which are passed on to consumers through prices, are always regressive.
Since the poorer strata spend their income entirely—or preponderantly—on con-
sumption (while saving little or nothing), unlike the wealthier strata, a larger
share of the income in the poorer strata is absorbed by these taxes, as expected.

Concluding Comments
Although Brazil’s national health system model, the SUS, is defined constitu-

tionally as providing universal and comprehensive access to health care, the struc-
ture of health spending in Brazil is quite different from that of national health sys-
tems in richer welfare states in relation to the state’s participation in health-sector
financing.14 Brazil’s financing structure reflects the low level of public financing
for health—3.8 percent of Brazil’s gross domestic product (GDP)—and the impor-
tance of the private sector to the entire system.15

While health spending in the United Kingdom, Denmark, and Sweden are 80
percent or more public and financed predominantly by general taxes, in Brazil the
public sector contributes only 44 percent to national health spending and is thus
comparable to that of the United States. However, the composition of health-
sector financing in Brazil is even more unfair than in the United States, because
the majority of the private share consists of out-of-pocket spending, some of
which is catastrophic in nature. The result is a difference in payments by people
with similar incomes—in other words, horizontal inequity.

The analysis of vertical equity, which considers the distribution of health-sector
financing among Brazilians at different income levels, also shows that (with the
exception of private health insurance financing) the burden of financing penalizes
more than proportionally the poorest rather than the richest segments of the pop-
ulation; this is particularly the case for indirect taxes and out-of-pocket spending.

An alarming finding of this study is both the amount of spending on drugs and
its distribution. Drug spending represents the largest component of out-of-
pocket payments for all income deciles. In addition, drug spending as a share of in-
come rises as population income declines. Therefore, medicines definitely demand
public policy action to protect the lowest-income populations from this expense
whenever it is not supported by the public system.

The analysis of private financing for ancillary diagnostic and therapeutic ser-
vices shows that it penalizes the entire population, mostly those in neither the
lowest nor the highest income deciles, possibly because the latter are covered by
supplementary health schemes and the former spend their money on other types
of health services.

A different logic is evident in the distribution of private health insurance pay-
ments, which are apparently progressive, but this is because the reduced insur-
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ance spending among lower-income strata basically expresses how rarely they are
included in such insurance, because of their low incomes. Given the extremely
high income concentration of Brazilian society, no other behavior would be possi-
ble; the low-income population could never have access to a supplementary sys-
tem (in relation to the SUS) unless it was financed by employers, and it is mainly
the middle-income segments of the population that have formal employment.

The SUS is financed through payment of taxes and social contributions, so that
the degree of equity in financing the public-sector health system is the same as
that of the taxes that finance it. Our results show that the lower income deciles
contribute less than proportionally to their income, which indicates a slightly
progressive tax structure. However, since the highest decile (with 46.1 percent of
the country’s income) contributes slightly less than proportionally to its income,
the degree of progressivity in the taxes that finance the SUS decreases at high in-
comes. Furthermore, it should be noted that the study did not consider the “nega-
tive taxes” represented by income tax deductions related to private health spend-
ing, which are, in fact, strong subsidies from the state toward those who can afford
private facilities and health insurance schemes.

The financing of the entire health system is slightly regressive as a result of the
following: on the one hand, the presence of progressive direct taxes, such as in-
come and vehicle taxes, as well as the presence of private insurance, which ap-
pears to be progressive (although it is not); and, on the other hand, the role of
heavily regressive indirect taxes, like the value-added tax on merchandise, the ser-
vices tax, and the contribution to social security financing, which is levied on
companies’ invoicing, as well as the weight of out-of-pocket spending (heavily re-
gressive).16 These factors outweigh the progressivity in financing the system as a
whole.

I
n a s o c i e t y a s u n e q ua l a s b r a z i l’s , which has a Gini coefficient of
0.5703, to have proportional financing of the national health system (SUS) is
highly questionable from the perspective of social justice. On the contrary, it is

necessary to establish the basis for financing the SUS—that is, a tax system—that
is explicitly progressive, to counteract the country’s extreme income concentra-
tion. Furthermore, the participation of public financing in total health spending
should greatly increase, to reduce the importance of out-of-pocket payments.

The authors gratefully acknowledge the U.K. Department for International Development (DFID/UK) for
financing, and Eddy van Doorslaer and Tim Ensor for their participation as consultants in the development of the
study from which this paper is derived.
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