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Abstract

This article analyzes the impact of welfare transfers upon the economic
activity of poor municipalities in Brazil. Short and long-term impacts pointed
out in the literature are reviewed and contrasted with an empirical analysis
based on 44 poor municipalities in the country. The analysis in the was car-
ried out via two different approaches: the GDP approach, in which the con-
sumption, investment and government expenditures channels of impact were
assessed, taking into consideration the concepts of Marginal Propensity to
Consume and the multiplier effect of expenditures; and the formal enterprises
and employment approach, in which the dynamics of these two variables
were analyzed based on the habits of consumption of poor families in Brazil.

Keywords: Income distribution; Poverty; Economic growth.

Resumo

Este artigo analisa o impacto das transferéncias governamentais de progra-
mas sociais sobre a atividade econdomica de municipios pobres no Brasil. Im-
pactos de curto e longo prazo levantados na literatura foram revisados e con-
trastados com uma andlise empirica baseada em 44 municipios brasileiros. O
método de analise baseou-se tanto na mensuracao do impacto das transferén-
cias de renda no PIB — em que se utilizaram o conceito de propensao marginal
a consumir e o multiplicador keynesiano dos gastos — quanto na avaliacao da
dinamica dos postos de trabalho e do ntimero de estabelecimentos formais
nesses municipios, tomando-se por base o habito de consumo das familias
pobres no Brasil.

Palavras-chave: Distribuicdo de renda; Pobreza; Crescimento econdmico.
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INTRODUCTION

2

The construction of safety nets as one of the tools in the pursue of develop-
ment has been gaining more and more relevance internationally (UNITED NA-
TIONS INVESTING IN DEVELOPMENT..., 2005; RODRIK, 2006; COMMIS-
SION ON GROWTH AND DEVELOPMENT, 2008), but in Brazil they are far
from being widely accepted. This fact may be illustrated by an article written by
a professor of sociology at the University of Sdo Paulo, in which the Bolsa Fami-
lia programme was summarized as “an official programme for buying votes”,
approved by the politicians in a “pact with parasitism” (MARTINS, 2009).

This negligence in respect to the degraded conditions of the poorer off in
Brazil could be understood as in line with the lack of interest to change this
situation within the political, social and economical elite in the country (ME-
DEIROS, 2007). Sérgio Buarque de Holanda (1936), one of the most renow-
ned Brazilian sociologists, would perhaps go even further, once he unders-
tood the Brazilian as a very anarchic society — therefore, any heavy intervention
of the state in the economy would be, a priori, a bad intervention.

However, the Brazilian society seems to need more than moral motives to
support the development of the existing safety nets in the country. This article
will investigate whether the welfare cash transfers have an impact on the eco-
nomic activity of poor municipalities in Brazil. The working hypothesis is that
the welfare programmes are a type of public intervention that has the strength
to ameliorate the socioeconomic environment in the country and to crowd
private investment in within the poor municipalities.

In this research, the literature related to the impact of the welfare transfers
in the economic activity in Brazil was revised and contrasted to the results of
an empirical investigation based on 44 poor municipalities in Brazil.

METHODOLOGY

In order to analyze the impact of the government welfare transfers in the
economic activity of poor municipalities, it was necessary to distinguish the
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impact resulted by the transfers from the impact resulted from exogenous
factors such as a general rise in the national income, changes in competitive-
ness due to international aggregate demand and volatility of the exchange ra-
te, just to name a few.

For that reason, the municipalities selected were those that were classified by
the national bureau of statistics in Brazil, the Instituto Brasileiro de Geografia e
Estatistica (IBGE), as Local Centers, both in their entrepreneurial and govern-
mental approaches, in their study Regido de influéncia das cidades (2008). Ac-
cording to this classification, the selected municipalities were only those that
were seldom visited by citizens of other municipalities for shopping, leisure, or
to deal with issues related to education, transport or health, the distribution of
final products of any kind, among other criteria. From these municipalities we-
re selected only the ones that in that same study had no reference as a destiny
for buying final goods or services, nor intermediary goods for the agricultural
sector. In other words, these municipalities are isolated from other economies
on a very high level. It is important to note that even such a selection does not
completely isolate the economic activity of these municipalities, but it does mi-
nimize the exogenous influences not analyzed in this article.

Once the focus of this thesis is on poor regions, the municipalities selected
were only those that poverty embraced more than 30% of their families and
which the per capita GDP was lower than R$ 6.000,00 (US$ 2.5 thousand')
in the year 2005, which corresponded to approximately one half of the per
capita GDP in that year.

Were also excluded from the sample those municipalities with incomplete
data regarding the amount of transfers received between the years 2004 and
2006 related to the selected federal welfare programmes analyzed, which are:
Bolsa Escola, Bolsa Familia, Beneficio de Prestacdo Continuada (BCP), Auxilio
Gds and Bolsa Alimentacao.

2.1 The collection of data

The analysis referred to the nominal GDP as well as of the general charac-
teristics of each municipality, apart from the data regarding the formal enter-

1 The average exchange rate in 2005 was 2,4344 R$/1 US$, according to Ipea. More information at www.ipeadata.gov.br.
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prises and employment, is based on the data provided IBGE, either in the
above mentioned study Regido de influéncia das cidades (INSTITUTO BRASI-
LEIRO DE GEOGRAFIA E ESTATISTICA, 2008) or on their web site. In this
set of data is included: Total GDP; value added by the public administration
on the GDP; the classification of the centrality level of the municipality; local
tax revenue; and poverty incidence on the population.

The data referred to the formal enterprises, employment and salaries was
extracted from the micro data provided by the Labor Ministry, which is com-
piled from the information transmitted annually by the formal enterprises in
Brazil®. Its important to note that, according to this Ministry, this information
is provided by around 97% of the formal companies in Brazil (FILIPPINI;
OLIVEIRA, 2007).

The data referred to the tax transfers from the regional to the local govern-
ments were collected one by one in the web site of the Finance Secretary of
each State.

The data referred to the welfare transfers was collected and compiled from
the web site of the Development Ministry in Brazil’.

2.2 Final remarks on the methodology

This study is based on the empirical analysis of 44 municipalities through-
out four of the five big geographical regions in Brazil, distributed in 12 of the
26 States in the country. Their nominal GDP in 2005 ranged from R$ 3.8 mil-
lion (Santo Antonio dos Milagres) to R$ 106 million (Vigosa do Ceara), with
an average of R$ 37 million, while the nominal GDP growth from 2003 to
2006 ranged from 11.7% (Candido Sales) to 60% (Santo Antonio do Retiro),
with an average of 39%. Its also relevant to note that poverty embraced on
average 51% of the population in these municipalities, with incidences as
high as 84.6% in Tarrafas and as low as 31.9% in Cristalia.

It should be noted that the results of this study will be based on the average
performance in the sample. This was done in order to minimize the influence
of some particularities of each municipality that have not been captured by

2
3

For more information, see www.rais.gov.br.

The data and related information can be accessed at http://aplicacoes.mds.gov.br/sagi/mi2007/home/index.php.
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the model utilized, such as the differences in value added to the GDP by the
different sectors of the economy, for example. Although these and other vari-
ables that have not been treated in this study may still change the results
achieved here, it will be assumed that this influence is negligible.

The sample analyzed embraces the following municipalities: Adrianopolis
(PR), Altamira do Parana (PR), Anajatuba (AM), Barra do Chapéu (SP), Betania
do Piaui (PI), Bodocé (PE), Borba (AM), Brejo da Madre de Deus (PE), Buriti dos
Montes (PI), Candido Sales (BA), Cariacu (CE), Cedro (CE), Cha de Alegria (PE),
Cha Grande (PE), Chaval (CE), Cristalia (MG), Felizburgo (MG), Francisco San-
tos (PI), Frecheirinha (CE), Gameleira (PE), Graca (CE), Itatira (CE), Jaqueira
(PE), Jatoba (PE), Lagoa do Carro (PE), Laranja da Terra (ES), Malhada (BA),
Malhada dos Bois (SE), Mirandiba (PE), Nossa Senhora Aparecida (SE), Parambu
(CE), Pedrinhas (SE), Santa Brigida (BA), Santana do Sao Francisco (SE), Santo
Antonio do Retiro (MG), Santo Antonio dos Milagres (PI), Sao Domingos do
Capim (PA), Sdo Joaquim do Monte (PE), Socorro do Piaui (PI), Tarrafas (CE),
Telha (SE), Tomar do Geru (SE), Tupanatinga (PE) and Vicosa do Ceara (CE).

3
LITERATURE REVIEW

3.1 Short-term impacts

One of the traditional discussions on the benefits that welfare brings to
society is based on the disincentive to work it supposedly creates among indi-
viduals — not only among the ones receiving the benefits but also among the
ones contributing to the financing of the programme. The study of Matos and
Oliveira (2008) point out the absence of this problem in the case of the Bolsa
Familia cash transfers in Brazil. Furthermore, Medeiros, Britto and Soares
(2008) found out that the Bolsa Familia and BCP programmes not only do
not cause disincentive to work, but that they actually incentive the participa-
tion of the welfare beneficiaries in the labor market. Although their study
doesn’t state a clear explanation behind it, part of this explanation may be
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linked with what was at the end of this section defined as the long-term effect
of the welfare transfers.

Several studies stressed the great increase in consumption in poor regions
of Brazil resulted by welfare programmes (FBES, 2006; CHIARA, 2009; ME-
DEIROS; BRITTO; SOARES, 2008). Once the the municipalities’ GDP is calcu-
lated as the summation of consumption, investment and government expendi-
tures, plus the difference between exports and imports in the municipality, it
would be reasonable to expect that such a great increase in consumption would
lead to an increase in the GDP. Especially because the Marginal Propensity to
Consume (MgPC) within the beneficiaries of the welfare programmes are ex-
tremely high (CYSNE, 2006; MARQUES, 2005; PIRES; LONGO, 2008; RO-
CHA; KHAN, LIMA, 2008) and because families in severe poverty are very li-
kely to spend their welfare benefits within few weeks (ZANDI, 2008, p. 4), the
municipalities’ GDP should capture the monthly transfers of the Brazilian wel-
fare programmes in the same year that they are effected. Nevertheless, that was
not empirically found by the study of Rosa Maria Marques (2005), who con-
cludes that the Bolsa Familia Programme has an impact on the municipalities’
per capita GDP only with the lack of one year.

One possible explanation for this is that, in her study, inflation was neglec-
ted. The data used in her work were related to the years 2003 to 2005, in
which the official inflation rates in the country were 9.3%, 7.6% and 5.7%
(IPEA, 2009). Even though there is no data for the inflation rates in municipa-
lities in Brazil, this should make a significant difference for econometric regres-
sions, especially in such a big country with so many contrasting characteristics
among its various regions; therefore, its results should be interpreted carefully.

Another conclusion in her study is that an increase in the number of bene-
ficiaries of the programme would have a greater impact on per capita GDP
than an increase in the value of the benefit (MARQUES, 2005). That might be
very risky to assert — especially based on a cross data study that ignores the
long-term effects of such transfers. In the short-term, the impact of the trans-
fers on the per capita GDP is related to the MgPC of the beneficiary families of
the programme. Therefore, if the increased group of beneficiaries has on ave-
rage a lower MgPC than the original group would have with a higher welfare,
the short-term impact on the GDP will be smaller. And that is very likely to
happen because the programme already attend the worse off in society (INS-
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TITUTO BRASILEIRO DE GEOGRAFIA E ESTATISTICA, 2008) and because
the amount of the benefit is indeed very small (MEDEIROS; BRITTO; SOA-
RES, 2008; MATOS; OLIVEIRA, 2008).

Although, this would not be true if the amount of money saved is somehow
channeled to investment. An increase in investment is what a society really
wants: if made by the families receiving the benefits, this is the desired way in
which they leave and stay out of poverty; if made by a third party, it can employ
more people, generate income and also crowd-in more investment. Neverthe-
less, with the value of the monthly transfers ranging from R$ 20,00 to
R$ 182,00 per family (MEDEIROS; BRITTO; SOARES, 2008), which corres-
pond roughly to US$ 8.22 and US$ 74.76 in 2005", it is hard to imagine that
many of them are able to invest part of the benefit that was not consumed.
Thus, an increase in the amount of the benefit should have a bigger impact on
the GDP than an increase in the amount of beneficiaries of the programme.

3.2 Long-term impacts

Discussing the impact of the Bolsa Familia and BPC benefits in Northeast
Brazil, Claudio Dedecca (FBES, 2006) affirms that despite the great increase
in consumption resulted by these programmes, production was not much
impacted in that region because a great part of what is consumed there is pro-
duced in outside regions, such as Sao Paulo.

In the same line, Fabio Romao suggests that most of jobs created as a con-
sequence of these programmes are in the Trade Sector, but due to its high
degree of informality, this increase doesn’t appear in the numbers of formal
employment (FBES, 2006). In the case study of this thesis the total number of
formal enterprises and employment has increased respectively 17% and 26%
between the years 2003 and 2006. It will be argued in that chapter that this
increase is positively linked with the welfare transfers.

Marcia de Chiara (2009) pointed out some studies indicating that the large
increases in enterprises revenue in the Northeast Brazil, occasioned by the
effects of the Bolsa Familia, is spurring investment from the Trade sector in

4 According to Ipea (2009) the average exchange rate in 2005 was R$ 2,43/US$.
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that region; while Ogier (2007) found out the same reason behind the invest-
ments of manufacturing companies such as Nestlé and Pepsi.

Apart from the impacts in production within the municipalities, the long-
term effect of income distribution must be taken into proper consideration, es-
pecially in a country where around half® of the population doesn’t have enough
to eat (INSTITUTO BRASILEIRO DE GEOGRAFIA E ESTATISTICA, 2004).

At the second half of the XIX century Jevons (1970, p. 98-99) wrote that

That class or race of men who have the most foresight will work most for
the future. The untutored savage, like the child, is wholly occupied with the
pleasures and the troubles of the moment; the morrow is dimly felt; the limit
of his horizon is but a few days off. The wants of a future year, or of a lifetime,
are wholly unforeseen. But, in a state of civilization, a vague though powerful
feeling of the future is the main incentive to industry and saving. The cares
of the moment are but ripples on the tide of achievement and hope. We can
safely call that man happy who, however lowly his position and limited his
possessions, can always hope for more than he has, and can feel that every
moment of exertion tends to realize his aspirations. He, on the contrary, who
seizes the enjoyment of the passing moment without regard to his coming
times, must discover sooner or later that his stock of pleasure is on the wane,
and that even hope begins to fail.

Bearing this in mind, this lack of hope and the feeling of being excluded from
society may respond for a significant part of the astonishing criminality and social
unrest that is spread throughout Brazil. Thats also the opinion of Pochmann et al.
(2005, p. 10) who see in Brazil a “tendency of social polarization between rich and
poor that is daily exposed by the violence in the big metropolitan areas, making
the country not sustainable as a nation”. Therefore, the support from the State can
indeed make a real difference to the entire society® — and in the perspective of this

According to the Instituto Brasileiro de Geografia e Estatistica (2004) share of families reporting alimentary insuf-
ficiency in Brazil reaches 60% in the North and Northeast, 43% in the Southeast, 30% in the South and 39% in the
Central-West Region in the country.

It is relevant to show the magnitude of this problem in Brazil: in the year 2006 the number of homicides in Brazil
reached approximately 47 thousand people — an improvement in relation to 2003, when this number reached ap-
proximately 51 thousand and the increasing trend seems to have effectively reversed (WAISELFISZ, 2008).
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thesis, the welfare transfers may help to create the appropriate environment inhe-
rent in the so called institutions needed to foster private investment.

And it does, indeed: a healthy and educated population is a precondition
for the high sustained growth in a country (COMMISSION ON GROWTH
AND DEVELOPMENT, 2008, p. 5-6). In that line, the Bolsa Familia was poin-
ted out for instance as a very important factor behind the decrease in infant
malnutrition from 13.5% in 1996 to 6.8% between 2006 and 2007 (NUO-
MURA, 2009); to the positive impact on the enrollment rate of children in the
primary school (GLEWWE; KASSOUE 2008); and the promotion of human
capital accumulation among poor households (VALE, 2008; RAWLINGS; RU-
BIO, 2003; ROCHA; KHAN; LIMA, 2008).

It should be stressed that this long-term effect of the government sup-
port is linked with the habits and behavior standards of each society. Ac-
cording to Veblen (MONASTERIO, 1998), the longer a society is used to
behaving in a specific way, the more such behavior is embedded in the
society. Therefore, the violence and lack of hope, which have been charac-
teristic in the country for a long while, must be a standard behavior that
will be reverted only gradually. And as a consequence, the impact it has on
the economic activity in Brazil should be stronger in a longer period of
time than these few years of analysis upon which all the studies on the
subject have been based.

4
EMPIRICAL ANALYSIS

4.1 The GDP approach

In the first part of this section a brief overview on the Keynesian multiplier
will be given. Its concepts will be adapted to the context of poor regions in
Brazil, which bear some characteristics that are assumed to impose limitations
on the multiplier process. In the second part of this section a method to ap-
proximate the multiplier effect in these regions will be proposed and descri-
bed, in order to establish the framework to estimate both direct and indirect
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impacts of the welfare transfers on the GDP of these municipalities. These
calculations will be made on the last part of this section.

4.2 The Keynesian multiplier

Keynesian economic theory asserts that the purchase of goods and services
in an economy will on the one hand increase the income of their providers’,
who will spend part of their increased income purchasing more goods and
services in the economy and so on. On the other hand, the purchase of con-
sumption goods are linked with the production of intermediary goods, which
will be also affected by the first purchase and will further impact other firms
and individuals in the economy. This process, referred to as the Keynesian
multiplier, has the effect of increasing the expenditures in the magnitude of 1/
(1-MgPC) (HARTWIG, 2008, p. 11)°.

A different view of the multiplier is exposed by Cogan et al. (2009), who
incorporates in its estimation the theory of rational expectations, in which the
increase in government spending may crowd out private investment and con-
sumption. In this thesis this hypothesis is ruled out especially because neither
private consumption nor private investment was discouraged within the sam-
ple of municipalities receiving welfare transfers — to the contrary, they signifi-
cantly increased as it will be seen in the analysis of formal enterprises and
employment on the following section. This is expected since the amount of
money injected in these economies is very high and directed to poor families’
consumption (MARQUES, 2005).

It is important to note that although the multiplier effect should not be
negative in these municipalities, they also shouldn’t have the full strength as
originally proposed by Keynes due mainly to the two following reasons: 1.
because these municipalities, although relatively isolated from the national
and international economies, are not closed economies, so there are leakages
in their economies; and 2. because the subsistence and barter must still play
an important role in these municipalities’ economies which must limit the
multiplier process as it was described in the first paragraph of this section.

The providers of goods and services are here referred to both the entrepreneurs as well as their employees, to the
extent that they have to work more hours to be able to produce enough to attend the higher demand for their goods
and services or/and to the extent that more employees have to be hired.

It should be noted that according to Hartwig (2008), “any public expenditure which creates income for somebody,
has the same multiplicative effects as private investment expenditures”.
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While the first reason mentioned above is straight forward to understand
and accept, the second one requires further elaboration: the assumption that
the subsistence and barter economies must still be significant in this econo-
mies are based on the fact that all those welfare programmes have been imple-
mented after 1996 (MARQUES, 2005), which means that before this year the
families living in these areas had to survive without those resources’. This
argument is corroborated by a study which indicates that the average non-
monetary share of income is 23% of the total in rural areas in Brazil (INSTI-
TUTO BRASILEIRO DE GEOGRAFIA E ESTATISTICA, 2004), which must be
close to the situation of the municipalities studied in this thesis.

Bearing that in mind, it would be necessary to develop a method to estimate
the multiplier effect in these municipalities that incorporates the particularities
of those regions in Brazil, what is beyond the scope of this study due to the li-
mitations of space imposed to this article. Instead of that, the maximum value
that the multiplier could assume in each municipality was calculated — that is,
each multiplier was estimated assuming that there were no leakages nor other
exogenous impacts in the municipalities’ GDP, based on the following equation:

M, = (GDP’) / (G, + T",) (D

where M stands for the maximum value the multiplier may possibly achieve in the
year y and municipality m, G for the local public administration expenditures in
the year y and municipality m, and T stands for the welfare transfers effected in
the year y and municipality m. Via this equation the maximum value the multi-
plier may possibly assume is, on average, 2,1 in the years 2004 to 2006.

4.3 Channel of impact |: consumption and investment

Based on the framework described above, the impact of the transfers on
the municipalities’ GDP via the channels of consumption and investment may
be estimated by multiplying the welfare transfers to each municipality in the
year y by the multiplier M reached by the equation number 1.

It should be noted that the BCP program responded in 2004 to approximately 30% of the total transfers (own cal-
culation), and the other programmes were implemented only in the early 2000s (FILIPPINI, 2005). Therefore, even
ten years ago the amount of money being transferred to the city was much smaller than in 2004, reinforcing the
argument that the barter and subsistence economies must still play an important role in these areas.

159



Revista de Economia Mackenzie ® Volume 8 ® n. 1 @ p. 148-170

It’s noteworthy to remind that it was assumed that the in- and outflows of
consumption and investment goods, as well as other exogenous effects, were
negligible in the municipalities studied in this thesis. If this assumption holds,
the approximated multiplier effect in each municipality assume the values
reached by that equation, and the average contribution of the welfare transfers
to the municipalities GDP would be around 10.3% in the period of analysis.

However, it is prudent to relax the assumption that the leakages and other exo-
genous factors in these economies are negligible and let the multiplier effect take
only 70% of the maximum value it is possible to assume, so there is more room for
exogenous influences. In this case, the impact of the welfare transfers in the munici-
palities GDP would decrease to 7.2% which may still be considered a high impact.

4.4 Channel of impact li: local government expenditures

Now that the impact of the welfare transfers via the channels of consump-
tion and investment was estimated, a third channel of impact should be brie-
fly discussed, namely the local government expenditures channel of impact.

It is reasonable to expect that an increase in government revenue, especially
regarding the revenue of the local governments, has a positive impact on govern-
ment expenditures — and that this additional expenditure is positively linked with
the economic activity of the involved regions. Therefore, another channel of im-
pact of the welfare transfers is the share of the local government expenditures re-
sulted by the increase in its budget related to the consumption increase of the
beneficiary families and the remaining agents that were affected by the multiplier
effects discussed in the previous section. In this section an estimation of this chan-
nel of impact will be made. Although it is already included in the value added by
the public administration in each municipality GDP, this estimate should be ad-
ded to the estimated impacts via the consumption and investment channels in
order to capture more of the full impact of the welfare transfers on the economy.

The increase in consumption resulted by the direct and indirect effects of
the welfare transfers generate taxes to the three spheres of government in the
country. Its main impact will be seen in the collection of the Imposto sobre
Circulacdo de Mercadorias e sobre Prestacoes de Servicos (ICMS), that accor-
ding to Portal Tributario (2009) is a value added tax on consumption goods
which is under the competence of the regional government; an impact will
also be reflected in a higher collection of the Imposto sobre Servicos de Qual-
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quer Natureza (ISS), which is a tax on the consumption of goods and services
that is under the competence of the local governments (PORTAL TRIBUTA-
RIO, 2009). The revenue related to federal taxes are certainly affected as well
by both direct and indirect mechanisms, but because the amount that is trans-
ferred back to the municipalities suffer too many distortions, such as the vo-
lume of exports of each state, they will be left aside'’.

According to AEMER] (2009), the regional governments must transfer to
the local ones 25% of their total revenue with ICMS, from which 75% is ne-
cessarily transferred according to the contribution of the municipality in its
collection and the remaining share must respect their own laws. Neglecting
this latter share, a mathematical expression to estimate more or less precisely
the impact could be deduced.

However, due to the lack of data publicly available regarding the different
quotas of both taxes in most municipalities, both terms of the expression abo-
ve are going to be estimated according to the contribution the transfers made
to the municipalities’ GDP in 2006, which is the year where data regarding the
ICMS quotas transferred to the municipalities were mostly available.

The data regarding the ISS collection for the year 2006 was not found for
most municipalities; therefore, the ISS collected in 2006 was estimated based
on the assumption that its rate of growth followed growth rates of the ICMS
transfers between 2006 and 2007. Such an assumption is made upon the idea
that the tax revenues are usually positively linked to the levels of economic
activity in a region of analysis. It's noteworthy that this method didn’t prevent
the exclusion of a few municipalities from the sample because the lack of data
related either to the ICMS or to the ISS'.

Together, the ISS and ICMS represent on average 3.5% of the municipali-
ties GDP in 2006. If it is assumed that all this revenue is spent in the munici-
pality in the same year of analysis; and applying the multiplier calculated by
equation number 1, this average would increase to 7%.

If it is further assumed that the impact of the transfers on the tax revenues
followed the pattern of their impact on GDP; that is, if only around 10% of the
tax revenues was explained by the welfare transfers, through increase in con-

10 For more information, see Fundo de Participacdo dos Municipios (FPM) and Imposto sobre Produtos Industrializa-
dos (IPI) at http:// /www.aemerj.org.br.

11 The excluded municipalities were Mancio Lima (AC), Porto Acre (AC), Cacimbinhas (AL), Gavido (BA), Teofilandia
(BA), Colares (PA), Cacimbas (PB), Cuité de Mamanguape (PB), Sobrado (PB) and Santa Maria (RN).
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sumption, the contribution of this channel to the municipalities’ GDP would
be on average, then, around 0.7%.

With that, it may be assessed that the impact of the government welfare
transfers in the economic activity of this sample of poor municipalities in Bra-
zil was indeed very important, being responsible for around 8% of their GDP,
on average, in the period of analysis.

4.5 The formal enterprises and employment approach

In this section it will be analyzed if the increase in production to absorb the
higher demand derived from the welfare transfers was reflected in the formal
enterprises and employment of these municipalities. As it was described in
the Methodology, the data analyzed in this section was extracted by the author
from the micro data provided by the Labor Ministry in Brazil.

It should be noted that due to the general increase in the number of formal
enterprises and employment during the period, the analysis will be mostly based
on the comparison of the growth rates among the different sectors of the economy:.

In the following tables are found the structures of the formal enterprises
and employment in the municipalities studied in this thesis, as well as their
evolution from 2003 to 2006, according to the classification of establishments
into four sectors: a) manufacturing; b) trade; c) service; and d) agriculture'*.

According to previous studies (INSTITUTO BRASILEIRO DE GEOGRA-
FIA E ESTATISTICA, 2004; ROCHA; KHAN: LIMA, 2008, MATOS; OLIVEI-
RA, 2008), most expenditures of the poor families are based on alimentary
goods and school items for the families’ children and teenagers — especially for
the beneficiaries of the Bolsa Familia programme. Therefore, if the welfare
transfers have a significant impact on the economic activity of these munici-
palities, the economic sectors related to the trade and production of these
goods are expected to show a higher growth of rate.

It should be noted that the public administration is responsible for the em-
ployment of a great contingent of citizens in these poor municipalities. Therefo-
re, to better observe the response of the private sector to the increase in con-

12 The IBGE official classification of establishments and employment in five big sectors was utilized in this analysis.
The sectors Manufacturing and Civil Construction were merged to facilitate the analysis. For more information, see
Concla (2009).
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sumption derived from the welfare transfers, the public administration” was
excluded from the data collected data exposed on the following tables.

Table 1

The structure of the formal employment per sector, without public
administration” (%)

Municipalities™ Brazil
Sector
2003 2006 % change 2003 2006 % change
Manufacturing 17.7 21.3 20.3 30.4 31.0 2.0
Trade 30.1 35.0 16.3 22.4 22.8 1.8
Service 29.1 22.8 217 40.2 39.6 -1.5
Agriculture 23.1 20.9 -9.5 6.9 6.7 -2.3

* Which correspond to the division 75 related to the CNAE95 classification.
** \Weighted average.
Source: Author’s elaboration based on Rais/MTE.

The employment at the Service sector grew at the lowest rate when com-
pared to the other three sectors of the economy, as it may be observed on the
previous table. In spite of that, in absolute numbers the rate of growth reached
68%. This high increase suggests that the multiplier effect derived from the
transfers, together with the direct and indirect impacts derived from the con-
sumption and investment made by the other agents in these economies spilled
over to the Services sector as well.

The increase in investment in these municipalities can be clearly seen ba-
sed on the information of both the previous and the next tables. If the increa-
se in consumption were mainly concentrated in goods and services produced
in other municipalities, the Manufacturing sector would probably not have
increased at such a higher rate than the other sectors, both in terms of em-
ployment and the number of enterprises. The Agriculture Sector is clearly
increasing relatively rapidly in the perspective of number of enterprises, al-
though its importance decreases significantly in terms of employment — what
may probably be explained by productivity gains easily attained in an eco-
nomy where the subsistence and barter are in the transition to a trade eco-
nomy, as it was discussed in the previous section.

13 Referred to the section L of the Isic Rev.3.1, which does not include public education. For more information, see
http://unstats.un.org/unsd/cr/registry/regcst.asp?Cl=17.
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Table 2

The structure of the formal enterprises per sector, without public

administration” (%)

Sector
2003
Manufacturing 7.9
Trade 48.2
Service 37.6
Agriculture 6.3

Municipalities™

2006 % change
8.4 6.3
459 4.7
39.1 4.0
6.6 4.8

2003
12.2
449
37.6

5.2

Brazil
2006 % change
12.3 0.4
44.2 -1.6
38.2 1.6
5.3 1.8

* Which correspond to the division 75 related to the CNAE95 classification.

** Weighted average.

Source: Author’s elaboration based on Rais/MTE micro data.

Table 3

Distribution of formal employment and enterprises per micro

sectors, without public administration’

Micro sector™

Retail trade, except of motor

vehicles and motor- cycles; repair
of personal and household goods

Activities of membership
organizations n.e.c.

Agriculture, hunting and related
service activities

Education

Sale, maintenance and repair of
motor vehicles and motorcycles;
retail sale of automotive fuel
Manufacture of food products
and beverages

Hotels and restaurants
Construction

Other business activities

Wholesale trade and commission

trade, except of motor vehicles
and motorcycles

Enterprises

2003™ 2006™
441 41.7
24.3 257
5.9 6.1
43 3.9
2.7 2.9
22 2.4
1.8 1.8
1.7 1.7
1.6 1.6
1.4 1.3

Employment

Change = 2003™  2006™ | Change
-53 22.1 26.1 18.1
5.8 5.9 6.4 8.5
34 20.8 20.3 -24
18.2 1.4 1.4 0.0
7.4 4.2 6.6 57.1
9.1 29 43 48.3
0.0 1.6 1.1 -31.3
0.0 4 6.6 65.0
0.0 2.3 0.6 -73.9
-7.1 3.3 1.6 -51.5

* Only the 10 most representative in relative number of enterprises.
** Division CNAES5 (CONCLA, 2009).

*** Weighted average.

Source: Author’s elaboration based on micro data provided by Rais/MTE.
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The arguments related to the increase in production in these municipalities
are also corroborated by the comparison with the dynamics of employment
and enterprises’ structure in national scale, as pictured by the latter table: the
goods and services production sectors (Agriculture, Manufacturing and Servi-
ce Sectors) are increasing in a much higher rate, in relative terms, in the selec-
ted municipalities than in the country as a whole.

On the following table is found information related to the dynamics of the
ten most representative micro sectors of these municipalities” economies.

Table 4
Distribution of Formal Employment and Enterprises per Micro
Sectors, without Public Administration’

Enterprises Employment
2003® 2006° Change 2003® 2006° Change

Micro Sector?

Retail trade, except of motor
vehicles and motorcycles;

; 44,1 41,7 -5,3 22,1 26,1 18,1
repair of personal and
household goods
Actlwpes'of membership 243 257 58 59 64 85
organizations n.e.c.
Agriculture, hunting and 59 6,1 34 20,8 203 2.4

related service activities
Education 3,3 3,9 18,2 1,4 1,4 0,0

Sale, maintenance and
repair of motor vehicles and

; 2,7 2,9 7,4 4,2 6,6 57,1
motorcycles; retail sale of
automotive fuel
Manufacture of food 22 24 9,1 29 43 483
products and beverages
Hotels and restaurants 1,8 1,8 0,0 1,6 1,1 -31,3
Construction 1,7 1,7 0,0 4 6,6 65,0
Other business activities 1,6 1,6 0,0 2,3 0,6 -73,9
Wholesale trade and
commission trade, except 14 13 71 33 16 515

of motor vehicles and
motorcycles

Notes: 1 — Only the 10 most representative in relative number of enterprises 2-
Division CNAE?5 3- Weighted average
Source: Author's elaboration based on micro data RAIS/MTE.
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The Retail Trade micro sector, that represents on average more than 40%
of the formal enterprises in these municipalities, are the type of establish-
ments where the beneficiary families should spend part of their income. As it
may be observed in the Table 4, its rate of growth is significantly smaller than
most other micro sectors in terms of number of enterprises, but in terms of
employment it is growing at a relative high rate. This fact suggests that it still
absorbs a significant part of the money in circulation in these municipalities.
Comparing the Table 4 with tables 2 and 3, it seems the relative loss in impor-
tance of the Trade sector described in the previous paragraphs are derived
mainly by losses in the micro sector Wholesale Trade, corroborating the argu-
ment that production is increasing within these municipalities.

The micro sector Hotels and Restaurants, which in the context of these mu-
nicipalities are not much represented by hotels but by restaurants and similar
establishments is certainly not the kind of enterprise that the beneficiary fami-
lies would spend much of their money — although it is directly connected with
goods and services of primary necessity. If on the one hand this micro sector
maintains its relative importance in terms of number of establishments, their
decrease in importance related to the absorption of the labor force suggests
again that the welfare transfers cause a significant impact in these municipalities’
economies in terms of variety of job posts to the economic active population.

The higher rate of growth of the micro sector related to motor vehicles,
motorcycles and automotive fuel, in both perspectives, may be a counterargu-
ment to the discussion in last paragraph. But its performance may have also
been spurred by the gradual integration of these municipalities to the regional
and national economies that may be taking place.

The Construction micro sector will be left aside from the analysis because
it is very often financed by the government and, therefore, it would be hard to
distinguish private from public consumption.

The Activities of Membership Organizations is mainly compounded by
non-governmental organizations, but it also included political and religious
activities. While the first two former have little to add in the analysis of this
thesis, the latter may be an activity that absorbs a significant part of people’s
income, perhaps even from the poorer off in society, once the Brazilian society
is very religious. But due to the lack of studies relating the amount of money
spent in these activities per different groups of income in Brazil, this micro
sector will also be left aside for future studies.
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S
CONCLUSIONS

In this article, in order to evaluate whether there is an impact from the
welfare transfers in the economic activity of poor municipalities in Brazil, it
was made use of a literature review and an empirical study.

Both short and long-term impacts were analyzed in the literature review. In
the former, it was stressed that the transfers do not create disincentive to work
among the beneficiary families of the programmes, which is usually the main
concern among politicians and academics when deciding about income redis-
tribution in a community. The reason suggested is that the low value of the
benefits is unable to create disincentive to work within the economically acti-
ve population in the country.

A great increase in consumption in the poorer regions of Brazil is another short
term impact pointed out in the literature. In spite of that, the literature asserted
that production within these regions was not much impacted. It was also affirmed
that the investment made as a result of these transfers were concentrated in the
Retail Trade Sector, which employs mainly informal workers and, as a consequen-
ce, formal employment had not been increased. These results, however, are in
conflict with the findings in this study. In the empirical analysis it is clear that in-
vestment, employment and production were spurred by the welfare transfers.

Therefore it is possible to add a reason not explored by the literature behind
the findings of no disincentive to work, which is the creation of employment
opportunities resulted in the medium and long term by these investments and
production increases indirectly fostered by the transfers.

Also regarding the long-term impact, it was discussed the improvement of
institutions, especially by decreasing the motives for social unrest and by
enhancing the poor population perspectives for a better life — not only due to
the increase in employment opportunities by itself, but also by increasing the
foresight capability of the poor people, further reinforced by their health and
educational improvements.

Its noteworthy that these improvements may also be added to explain the no
disincentive to work previously mentioned: under better socioeconomic condi-
tions, resulted directly and indirectly by the welfare transfers, it is very likely that
many people who were previously precariously or unproductively working, as
well as people working in all kinds of illegal activities, return to the labor market.

167



Revista de Economia Mackenzie ® Volume 8 ® n. 1 @ p. 148-170

Such better economic conditions spurred by the welfare transfers were
assessed via two approaches in the empirical analysis: the GDP approach, in
which the consumption, investment and government expenditures channels
were investigated and calculations were made, pointing out that the transfers
have an impact on the economy of around 8% of their GDP; as well as by an
analyzes on the dynamics of the formal employment and enterprises, which
showed that enterprises that provide most goods consumed by the poor were
increasing more rapidly than the average, both within the municipalities and
in comparison with the dynamics in national scale.

Therefore, it can be asserted with confidence that there is a positive impact
from the welfare transfers in the economic activity of poor regions in Brazil.
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