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Abstract

The crucial issue of promoting development alonghwieduction of poverty and
inequality is on the agenda of many countries tod@gcent Latin American social
policy experiments have reinforced the associatiosocial policies with development
policies. The Brazilian conditional cash transfeogram,Bolsa Familig is one such
experiment. Although on many counts its implemeotatcan be considered very
successful, it has also revealed the fragile palittconomy of programs targeted at the
poor and with conditions attached in countries witgh levels of inequality. In this
article, we bring preliminary evidence of this fildg from recent public discussion on
the program and its funding scheme. We also suggeste alternative ways to
strengthen the support for the program and highligh development aspect. In
particular, we propose that public interventionidddrame the program as a capability-
enhancing one, intensify provision of good-qualityiversal opportunities (with a
priority rule), and place much greater emphasisanty childhood education initiatives.
Paradoxically, a more costly (but also more effejtiprogram may more easily win
support.

Key-words: conditional cash transfers; Bolsa Familia, depelent; social policy;
redistribution.
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1. Introduction *

Nowadays, developing countries are struggling to fstrategies that square
poverty and inequality reduction with developme®tcial policies may be part of
development packages with this sort of commitmémhong these policies are the
income guarantee schemes implemented in recend yeaatin American and African

countries.

The novelty of these recent experiences is the ohitargeting and children’s
education conditions in the redistribution. Incomméransferred to poor families on the
condition that their children attend school regiylao that families’ poverty is relieved
and children’s future capabilities are enhanced.

Actually, development in connection with povertydanequality reduction seems
also to have been a concern of developed couniviasy of these countries have had
guaranteed income schemes for a long time. Somtéheyh are now considering
importing (or have actually imported) social teclogy from the recent Latin American

redistribution experience.

To the extent that development is not only a maifeeconomic aggregates and
average income distribution, but also of the way@emic results spread in a particular
society and generate capabilities, insufficient eliewment remains a concern for

virtually every contemporary society.
What can be learned from Brazil's recent experiemitie income redistribution?

Brazil is a big country, often referred to somewpatadoxically as the “nation of
the future”. The moniker is hardly a compliment,ths “future” always seems to get
farther ahead as the country heads for it. Six desafter Stefan Zweig made the

prophetical remark, Brazil is now among the tegéat world economies with relatively

! A former version of this paper was presentedairderence at the Instituto de Ciencias SociaiS)Iaf
the University of Lisbon in January 2008. This wenswas prepared during the author’s visit to the
Universitat Pompeu Fabra, Barcelona, during thetewiof 2008. The author warmly thanks Gosta
Esping-Andersen for regular discussions that lecefimements and additions to the first draft, Anto
Kerstenetzky for research assistance, and Manukelv&ide Cabral and participants to the ICS seminar
Finally, the author is also grateful to Guy Fulkaersfor a couple of clarification footnotes meant fo
foreign readers.

2 Adaptations of conditional cash transfer progrars in place in 20 countries. New York City has
announced the adoption of a variation of the pnograleveloped in Brazil and Mexico, the “Oportunity
NYC”. See World Bank 2008.
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high HDI and life expectancy figures, but thesei@otments are poorly distributed
among the population. Income inequality is highygyty is glaring, especially among

children, and average schooling and school perfoceare low and highly disparate.

Table 1: Brazil and the future: mixed signals

GDP Among the ten largest economies
HDI .80 — (high human development)
Life expectancy at birth 71.9 years

Gini 56"

Poverty incidence 27%

Child poverty 45%

Average schooling 7 yedrs

Ranking PISA 2006 52/57

In 2003, the administration of President Luiz Igoécula da Silva (universally
addressed as President Lula) implemented a majoonmade program of income
transfer to the poor, thBolsa Familia(“Family Stipend”) program. In terms of scale,
this was the first such program the country had @eel. Actually, during the Cardoso
administration (1994-2002), the country experiencaded smaller scale cash transfer
programs, including conditional ones, targetechatgoor, which were administered by
different ministries. The first experience of a dional cash transfer program was
undertaken at the municipal level as early as 189#e city of Campinas, soon to be
followed by the Federal District (Brasilia). Thetyring Lula’s government, the federal
cash transfer programs were consolidated, exparhedrepackaged as a targeted and
conditional cash transfer program to poor famiigth children under the age of 15, the

Bolsa Familia.

At its inception, the Bolsa Familia program annaethéwo explicit objectives: to
reduce poverty and to interrupt the intergeneraliaycle of poverty. While the first
objective is to be attained mainly by the cashdfens, the second is to be achieved via

the conditions the program imposes on recipienkesé& are basically of two kinds:

%2005 data. See UNDP 2007 for GDP, HDI and lifesexancy at birth.

*IPEA 2007 on 2006 data.

® |ETS 2008, on 2006 data. Note that the countrysdue have an official poverty line, so the periap
income threshold considered in the IETS tabulaisamne half of the current minimum monthly wage.

° IBGE 2006.

" IBGE 2006.

® OECD 2006.
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children’s school attendance and participation utriion orientation and preventive

health assistance programs for pregnant women @iadts. So the program differs

from traditional minimum income programs in ternfstlee mix of policies involved:

income and opportunity policies focused on children

Table 2: Bolsa Familia — “the basics”

Objectives Poverty reduction,
Interruption of the poverty

cycle

Eligibility Families with monthly per capiti Families with monthly per capita

income below US$ 30.00*

Benefits Fixed = US$ 29.00*

Variable = US$9.00* per child

up to 3 years old.

Conditions Education
Health

Number of recipient 11.1 million

families

Number of people 45.6 million

2007 budget US$ 4.5 billion*

income between US$ 30.01* —
US$ 60.00, with children under
the age of 15.

Variable = US$ 9.00* per child
up to 3 years old.

School attendance of at least
85%.

Participation in nutritional and
health orientation for pregnant
women and infants, compliance
with children’s vaccination

schedule.

*The exchange rate used is US$ 1.00 = R$ 2.00.

In this article, | examine, on the basis of exigtiavidence, the program’s

performance, especially its potential to fulfik ilouble purpose in a sustained manner.

This is thus an effort of gathering and analyzixgstng information, and thus also

raising questions not yet ventilated in the puldtsidebate on Bolsa Familia. The

questions | pose stem mainly from the political reway of the program and were
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brought to my attention by recent facts pertainingthe country’s recent political

chronicle.

In spite of the program’s having strong supportrfrthe population, recently a
proposed expansion has come under heavy fire inmbeia and the Senate. More
importantly, at the end of 2007, a compulsory dbation’ that had been part of its
financing scheme was overturned by the Senate uiithdB Plan” being offered. Why
did this happen? In what ways do these new fa¢ésaat with the program? Are the
program’s institutional features affecting its pickl economy? Could it be otherwise?
These are the sorts of questions | ask here. Inctimelusions, | conjecture that a
redistributive policy that is also a developmenliggoseems more likely not only to be
effective but also to be regarded as legitimated,(am this count, also to be more
effective).

Because the Bolsa Familia is the biggest cash fearmmogram of its kind
implemented in the world and is now for many coeséd a social policy paradigtf,
an assessment of its likely successes and limisfimm the political economy point of

view may be instructive.

In the next section, | briefly comment on the cedédd impact the program has
had on the reduction of income inequality and em&epoverty in Brazil. Section 3
discusses opportunities and challenges to the gmogrsustainability - as well as the
continuation of its impact on inequality - as tHegve appeared in recent public debate
on the financing of social policies in Brazil. Seot 4 looks into some of the
institutional driving forces that imperil the pragn, while Section 5 examines
opportunities to strengthen the program’s supporSection 6, | formulate a basis for
reinforcing the long-term development aspect of pinegram, suggesting that early
childhood education initiatives should have muchkaggr emphasis than they presently

have.

® The Brazilian tax system, provided in the Fed@uahstitution of 1988, establishes two types ofdevi
impostosor taxes per se, ammbntribuicdespr contributions. Tax revenue goes into the gerferad and

is subject to mandatory revenue sharing with traest and municipalities and minimum spending
percentages on health, education and other cagsgdrihat from contributions is earmarked (oftehent
loosely) for certain uses defined in the law cragtihe particular contribution. Hence, contribusipn
although earmarked, give the government more disoi@y spending freedom.

% Among those who strongly support the program asmsicler that it should be exported to other less
developed countries is the World Bank.
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2. The Bolsa Familia program and the recent reductin of inequality

After stagnating for decades with a Gini of arouh@0, income inequality in
Brazil has finally been dropping over the last @®ars (2001-2006), reaching the 2006
mark of 0.56 — a negative variation of about 6%.

There has been some debate on the importancesdighre, but it seems that the
speed of the change is not negligible, at leasteiftompare Brazil's performance with
that of OECD countries at the time when they weresolidating their welfare states,
with the remarkable exception of Spain (Soares R0U0he figure is certainly

impressive if we compare Brazil with Brazil.

Two important reasons for the fall of inequalityese to have been the
performance of labor earnings, especially on accofithe minimum wage (MW)
readjustment policy, and social programs, espgciBlblsa Familia (Saboia 2007,
Soares 2006, Hoffmann 2005). The policy of incregghe MW in real terms (above
inflation) - which has been undertaken since thed@so administration and has
continued, and even accelerated, during the Luhairadtration - has had an important
impact on the reduction of wage and pension indiyand it is perhaps the principal
determinant of the recent fall in total income inality, given that wages and pensions

represent a major proportion of household inconad ¢t 2007).

However, if we consider that government transfefesent only a tiny fraction
of household income in Brazil, the Bolsa Familiagram is relatively a more important
factor than the changes in earnings and pensitmgnpact on inequality diminution is
estimated at about 21%, while the fraction of hbos# income which it represents is
only 0.5% (Soares et al., 2006). The significaféafon inequality is certainly due to
the fact that a sizable number of people at thg leaw end of the income distribution

scale are now receiving the monetary benefits.

As for poverty reduction, the immediate effect ohemdcount poverty measure
may be unimportant, at least if we consider theepiyvthreshold adopted in the

program*? This has to do with the eligibility rules and tisize of the benefits.

! Brazil does not have a minimum hourly wage, bstéad asalario minimo,or minimum monthly
salary that all regularly employed workers museree regardless of the number of hours worked.

12 Again, Brazil does not have an official povertpdi In the case of the BF program, initially the
reference poverty line was to the official minimwmage. When the BF program was launched, those
considered poor lived in families whose per capitome was smaller than one-half the MW, whereas
those considered to be very poor lived in familid®se per capita income was smaller than one-quarte
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Typically, eligible families classified as “very @d and “poor” receive income
transfers in proportion to the severity of poveatyd the number of children in the
family, but the transfers are not enough to movepfeebeyond the program’s poverty
line. It has however represented an important frefiechanism fovery poorfamilies
and it may have significant effects on child matitian (Soares et al., 2007j.Indeed,

it has been estimated that around 87% of the ®andfave been used by recipient

families to buy food. (Duarte et al., 2007)

Table 3: Bolsa Familia: contribution to inequality and poverty reduction, and
baseline impact evaluation - 2005

Fall in inequality (2001-2006) 21%
Fall in poverty (poverty gap measure) 12%*
Fall in poverty (poverty severity measure) 19%*

Expenditures on food, education, child clothing Increased**
beneficiary families (OBF)
Expenditures on adult health and clothing (OBF) rBased**

School attendance (OBF) Positive impact on absence and dropout**
Grade promotion in school (OBF) Slower **
Child immunization (OBF) No significant impact**

Chronic infant malnutrition (height for age) (OBF)Decreased only among 6 tol1l month-olds**
Acute infant malnutrition (weight for height and Decreased only among children up to 5 months
age) (OBF) old**

Adult labor force participation (OBF) Increased***

*Zepeda, Eduardo 2006, Background research for ‘Do '€C&duce poverty?’. One pager # 21, September,
International Poverty Center.

** The figures come from a preliminary, baselinepmet evaluation, undertaken by CEDEPLAR/UFMG in 2808
sponsored by the Ministry of Social Developmeng, tAvaliagdo de Impacto do Bolsa Familia” (AIBF 200which
compared the indicators of beneficiary and non-beiaey families of equal socioeconomic standirtgslthus just a
proxy of likely impacts of the program with the asproblems attached to this methodology. A tholbagsessment

is currently being undertaken by the Ministry ofct&d Development and IBASE. ***Data from the Natidna
Household Survey, 2006 PNAD (IBGE 2008b), confirrttezl data obtained from the AIBF preliminary evaloati

of the MW. However, the policy of readjustment b&treal value of the MW might have prevented
authorities from fixing the eligible per capita @me in terms of a fraction of the MW.

3As the study reports: “For the poorest five peradrthe population... the transfers can represemniet0
cent of their total income. Thus, bottom-sensitimeasures reveal a bigger impact than the headcount
ratio. For example, in Brazil the poverty gap shdka Bolsa Familia was responsible for a 12 pet ce
reduction in poverty while the poverty severity @@ shows that it produced a 19 per cent
reduction.”(p.4)
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The influence on the fall of inequality (in conneat with the reduction of
extreme poverty) has been widely heralded in thenty and may be responsible for
the huge popularity the program enjoys right nowll,Sve may wonder whether
inequality is going to keep decreasing in a susthimanner if the program is
maintained, or even expanded to include 16- angehr-olds, as has been projected for
2008. We have reason to believe that this predictto rather unlikely unless the

program becomes more of an opportunity equalizimg o

3. Is the impact on inequality sustainable?

Two rather contrasting stylized facts have attihctay attention recently,

suggesting that the political economy behind thisB&amilia may be in trouble.

The first of these began to surface when a 200V gbmlwed the popularity of
Lula’s presidency as well as his government to bey\high (CNT/Sensus 2007).
According to the poll, Lula’s government had themval of 65% of the population.
While the approval rating among the other econastrata was well above 50%, among
those who earned more than 10 MW — middle and ugfsss people previously
generally not supportive of the president and bisiaistration — surprisingly, 46% also
approved of the government (‘good’ and ‘very goaudtiswers), while a full 70%
considered Lula’s government to be average or gegd (in other words, less than

30% disapproved of it).

Although part of the strong support for Lula and l[government might be
attributed to the country’s economic performancdeaurhis rule, the social programs,

and Bolsa Familia in particular, are also parthef story.

The following figures give a hint of the associatibetween the government’s
popular support and the Bolsa Familia program. Agiog to another 2007 opinion

, ** among those in the adult population who had reckiBF benefits, 79.5%

pol
approved of the government; among those who hadubknew someone who had,
72.8% approved of the government; and among thésehad not received it and did
not know anyone who had, 46.1% also approved ofgtheernment. The last figure
suggestively coincides with the percentage of thdtgopulation earning more than 10

MW that approves of the government.

14 Encarte Tendéncias 2007.
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Now, | call this “fact”, for which | have only indkct evidence, an expression of
Brazilian “in natura” solidarisn’ incidentally, a fact that has gone quite unnotized

the analyses on government social programs.

The second fact emerges from the mounting critisisine program has received,
especially from the media and from opposition péegders, as well as more concrete
threats to its financial stability. These have edsafter the announcement of future

expansions of the prografh.

The arguments that have appeared in the media iaeese and not entirely
congruent. Op-ed pieces, letters to the editor “@aneestigatory press” usually ask for
more efficiency in the program (more monitoringiates to prevent leakage and to
make sure that the conditions are being abided By).they also often convey the
notion that the program is crowding out public eation spending and thus should give

way to it!’

Another line of objection is that the program issetentialist” and as such will
increase poor people’s dependence on the statedth®f encouraging responsibility
and autonomy). Quite surprisingly, this positiors hacently been taken up by the
Catholic Church’s “Social Pastoral” (a progressbranch of the Church that is very
active in poor communities in the count))This line of “moral sentiment” argument
sometimes has been reinforced by economic arguneritee effect that the program
should invest more in so-called “exit doors” to éeonomically effective. Actually,

15 Successive polls were published while | was wgitthis article and they all showed Lula’s

popularity on the rise, across all income and etimeal strata. A February 2008 poll, conducted by
CNT/SENSUS (CNT/SENSUS 2008), showed that amongntigelle and upper income classes, Lula’'s
approval reached an unprecedented level of more38&0, and among those with a college degree, the
approval also was an unprecedented 57.4%. The agdpn@s very high among the less educated and
poorer, reaching 81.4% among those earning lessdha MW and 74.5 % among those with less than
four years of schooling. A last opinion poll by IB8 in March 2008 showed Lula’s approval to be at
around a peak of 73% and his government approJaé tat an unprecedented 58% of the population.

'%1n 2007, the government announced its intentioexfpand the program to include 17- and 18-year-olds
of the beneficiary families, responding to the higtels of school dropout that has been detectezhgm
teenagers.

7 This opinion has often been voiced by the edifadhe main newspaper in Rio de Janeiro, Ali Kamel.
Recently, he reaffirmed his viewpoint by denoundimgt BF recipients were buying home appliances and
concluding that the government instead of givingnthmoney should invest in schools. In O GLOBO
2008.

'8 The chairman of the “Comissdo Episcopal Pastcaed p Servico da Caridade, da Justica e da Paz
(Episcopal Commission for the Charity, Justice Bedce Service), Dom Aldo Pagotto declared so during
a press conference of the Brazilian National Bishdfational Committee (CNBB). See AGENCIA
BRASIL 2006.

10
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among the defenders of the program’s philosopludahtation, there is a sense that the
issue of the exit doors is a critical offe.

A further line of resistance, usually voiced by ogition leaders, advances the
political argument that the program is basicallytivaied by Lula’s and his Workers

Party’s desire to remain in power and win the r&)t0 presidential elections.

All these propositions are of course open to emgirinvestigation and may
challenge the policy to varying degrees. For examiile question regarding the true
motivation behind government policies may be imgortto the extent that the
motivation itself introduces problematic practiceghe policy design, implementation
and monitoring. Thus far, however, there is no enak of a clientelistic distribution of
the grants by the central government — the degigplementation and monitoring of the
program include many checks and abundant publarnmétion, the implementation and
monitoring being strongly decentralized. Evidenagorting some of the other
criticisms is far from conclusive. In some casess inot even sufficiently clear what
should count as evidence, as is illustrated bydtt®ate over the efficiency of the policy
(I address this point in the next section). In otteses, such as the fear that the program
is creating dependence, recent data from a Natidoakehold Survey show that the
labor market participation rate of adults is biggenong recipients of benefits than
among the rest of the adult population. But thelfigency of exit doors is generally
acknowledged as a drawback. In any case, excephéofcrowding out” argument (I
turn to this in Section 6) and the “political mamigtion” argument, the criticisms per se

can be seen as potentially constructive.

However, more concrete threats to the program’dimoity came up recently
when a government proposal was rejected in thet8eakated to the continuation of a
compulsory contribution (the CPM¥ that provided an important part of the funding
for Bolsa Familia and also important public hegltbgrams. At the time of the Senate
rejection, it was estimated that the eliminatiortted contribution would represent the
loss of over US$ 20 billion, or 10%, from the sb&iadget.

19 See, for example, an interview given by economisl demographer Eduardo Rios-Neto, of Minas
Gerais Federal University, the coordinator of th&HR (2007) study, for the newspapér Globqg 29
March 2008.

0 CPMF stands fo€ontribuicdo Proviséria sobre a Movimentagéo Finaina (Provisional Contribution

on Financial Movement). Created originally as avmional tax in 1993, the IPMF, and then recreated

a contribution in 1997, the CPMF became more “peendl’ since 1999. Before its repeal, the rate was
0.38% of all withdrawals or transfers from bankaauts. It was established to fund current publialthe
expenditures, social security and the “Fundo de lzdene Erradicacao da Pobreza” (Fund to Combat and
Eradicate Poverty), which is the major source afifag for the BF program.

11
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The event was a most dramatic one, as many issees Wvolved. On the
occasion, government officials remarked that tixect& could jeopardize the expansion
of the exit doors to the social programs. They alsted that since the rejected tax fell
virtually on all financial movement in the countits suppression would mean the loss
of an important means for effective control of @xasion, which is very high in the

country.

The opposition party leaders, in turn, replied ttf® government is big and
inefficient, and that more efficiency would save tite resources needed for the
programs. They also insisted that the revenue ftben contribution was prone to
political manipulation: it was being spent mainlg programs intended to boost the
Workers Party’s electoral performance. And finalthey stressed that the tax is
regressive. Incidentally, the issue of tax regkégs(quite unprecedentedly) occupied

significant space in the main newspapers of c#ieh as Rio de Janeiro and S&o Paulo.

An assessment of these arguments at their face galows that at the time of the
senators’ decision, there was hardly any otherilfgmsvay of replacing the lost
revenue, thus posing a threat of stagnation tatiegisocial programs and ruling out
planned expansiorfs.The question of whether or not a set of other mm@ssmight in
the future compensate for the tax change is imnahtéor the point here, as in the
debateno such alternative was publicly aired by the sersbf the opposition coalition
— except for the rather vague and insufficient neee@ndation of austerity — to fill the

sizable financial gap left by the end of the cdnttion.

As for the claim regarding the obvious electorapesd of the program, it was
remarkable that two of the likely presidential calatles from the main opposition party
(the governors of Sdo Paulo and Minas Gerais) gybdiupported Lula’s proposal to
extend the tax, defying their own party leaders emitbagues in Congress. As possible
future presidents, they were clearly not interestetburning the bridges to a certain
political winner, i.e., social programs (nor of theospect of losing federal revenue
sharing to support state programs).

Finally, concerning the true claim that the taxagressive, it is not at all clear

that in the Brazilian context this has ever courdedeason enough to do away with a
tax, since the tax system is largely based onc#lyi regressive) indirect taxes and so

2L However, positive prospects for economic growtising some other tax rates and stronger tax
collection measures may help fill the gap. The dasoblem remains the limited predictability of ke
other sources of funding.

12
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far nobody has seemed to care much about4fikere has been talk about tax refotm
but not even the leftist Workers Party is advan@ngoposal to make the system more
progressive, let alone the centrist Brazilian Sobiamocratic Party (PSDB, the main
opposition party).

If the CPMF was revoked irrespective of the inexise of a short-term
alternative and an electoral rationale, and inespit a general unconcern over the
regressivity of the tax system, then what is themnale behind it? The answer may be
in the distributive tension the contribution hithetconfrontation between symmetric
expectations and interesfsThis is my second stylized fact. The debate over@PMF
was for a while the battlefield where Brazilian tdtsutive conflict took place. The
sensed (yet not fully declared by participants)agpjion is one between the interests
and expectations of beneficiaries of social prograamd those of taxpayers (and some

tax evaders).

In a comparison of the two stylized facts — Bramlisolidarism and the
distributive tension —the question arises whethertax struggle presages a reversion or
saturation of the previously detected Brazilianidgoism, and thus challenges social
programs in an important and more permanent waysdation 4 | examine the BF
program’s potential for exploitation (the risk afcking solidarity), and in Section 5 the
chances for improvement (the likelihood of its gagnincreasing or at least stable
support). My central hypothesis is that the proaddax preference formation is at least

partly affected by the social programs and theaupar pedagogy.

4. Potential for exploitation: the efficiency, redstribution, and autonomy

paradoxes

| now consider the Bolsa Familia's basic institoab features as an income
redistribution policy —targeting the poor and tloeieation and health preconditions — to
reflect on their influence on the program’s stapilvia the ‘political economy’

connection.

22 |ndirect taxes account for about 50% of the tttaes collected in Brazil.

23 Actually, a proposal has been sent to the Parliarg the government in the aftermath of the CPMF
overturn but is still awaiting deliberation.

241t should be added that in an interview publisire® Globo, 19 May 2008, entrepreneur Paulo Skaf,
chair of the powerful FIESP (S&o Paulo Federatibnindustries), the association of Sdo Paulo’s
industrial entrepreneurs, declared that he opeaty lbbbied for around 6 months at the Senate fer th
overturn of the CPMF.

13
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Targeting

A perfectly targeted program is one that transfesources to all the eligible
people and to them only. This is the primary dé&fni of efficiency of targeted
programs. However, in practice this result is neaarieved and decision makers face a

choice between leakage or exclusion, or a comlmnatf both.

This familiar fact about transfer programs calls # secondary definition of
efficiency. Predictably however, whatever the seleoy definition of efficiency is

chosen, problems of equity seem unavoidable.

If decision makers choose to minimize the inclusesror (leakages), they may
face a much less extended program than would otbefve the case (thus incurring the
exclusion error), a paradoxical result in view bé tgoal of eliminating poverfy. If
instead they undertake to minimize the exclusioargthey take the road of expanding
the program and face the risk of including somdigitde people. They may also try the
road of moving to the perfect target and then spgndioney to maintain a reliable
cadastre of all eligible people, but then money twauld otherwise have expanded the

program will be diverted to administrative expenses

So from the point of view of equity, the choiceaopracticable secondary notion

of efficiency is non-neutral.

According to Soares et al. (2007), the Bolsa Fantilas an inclusion error of
around 49%. However, most of these people are sligjtly above the program’s
poverty line: according to recent estimates basethe 2006 PNAD (IBGE 2008b), the
average monthly income of recipient householdsdeu one-half the minimum wage.
BF exclusion error is nonetheless 59%, which israspicuously high figure.

Compared with similar programs, particularly thexitan “Oportunidades”, the
Brazilian program has a larger inclusion error, tnriversely a much smaller exclusion
error, possibly because it is also a much largegnam than Mexico’s (Soares et al.
op.cit.)? Still, considering its twin objectives of poventgduction and breaking the

poverty cycle, the program has an overly high esiolu error of 59%, according to the

2 Inclusion error is calculated as the ratio of thamber of non-poor beneficiaries to the total

beneficiary population, while the exclusion errstthe ratio of the non-beneficiary poor to the Itptzor
(Soares et al. 2007).

2 The BF transfers income to some 11 million fagsiliaround 45 million people), whereas
Oportunidades reaches 5 million families. See Qymidades 2008 for more information on the latter
program.

14
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estimates of Soares and his coauthors based a20@¥ PNAD, or 46% according to
the preliminary results of the 2006 PNAD (IBGE 208

The very nature of the program may have sometlardptwith this disappointing

result.

A mix of reasons may be involved. To begin withr, fee program to reach the
targeted people, it is necessary for them to shpvand declare their poverty to the
local government. In many cases, these people tlhave enough information on their
rights and how to get the money. Paradoxicallyisijprobably the poorest that are
hardest to reach by the policy that targets themother cases, some of the eligible
people would rather avoid the stigma of living oelfare benefits - the fear of long-
term dependence seems quite real, consideringhbabrogram has not been able to
guarantee access to the exit doors in any impofdahton. A third cause is the errors in
the list of beneficiaries, which is based on a ofixlirect information provided by local
governments and treated statistical informationvigked by the IPEA (Institute of
Applied Economic Research, a governmental publicpohink tank), which may not
be eliminating the opportunities for patronagehat fbcal level. A final reason is, quite

unsurprisingly, budgetary constraints.

Still another shortcoming related to the progradesign is precisely the fact that
if it is mainly driven by povertyelief concerns, it may face continuing budget pressure.
The point is of course an empirical one, and opeiuither testing, but quite plausible,
and in view of the recent tax debate in Brazil,tgdikely. The idea is that targeted
programs may tend to reinforce attitudes that weaadidarity instead of strengthen it.

The link is people’s willingness to pay taxes taduhe programs.

Arguably, there are many factors determining pespiéllingness to pay taxes.
These can be simplistically described as a mixetif and other-regarding motivations,
a mix which indirect evidence seems to supporhédase of Brazil, as noted in Section
2. The point is that this mix may be affected by pihilosophical orientation of a social

policy and may later affect the effectiveness efplolicy.

In other words, the social polistyleis not neutral when it comes to preference
formation; it may and probably does impact peopdigudes and revealed preferences.
If this is so, targeted social policies may weak®&wople’s willingness to pay taxes
through their in-built segregation principle, aatiog to which “Some will pay but
others will benefit”. If the policy is perceived this way, it will have to rely on very
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strong (almost irrational) solidarity, which it wemhines by reinforcing segregation.
This idea does not presuppose that people are foyennarrowly self-interested, but
rather that solidarity requires at least a sensédaftification, or sympathy — as Adam
Smith and David Hume would put it — with benefi@a; which is endangered by
segregation. If this is so, the result may be tled-llnown paradox of redistribution,
evidence for the existence of which has alreadynbegtensively reported:

redistributive income policies tend to redistriblgss than universal policies might do

because there tends to be less to be redistributed.

As seen, public discussion in Brazil may be shovgigms of a negative attitude
towards expansion of the social budget. The meetiomounting criticisms of the
projected expansion of the Bolsa Familia programg ¢he Senate’s ending of the
CPMF have in this sense been quite clear signs.eSoftuential experts on social
policy have been arguing for more efficiency in tb@nonical sense: that the BF
program should deliver better poverty relief resutir the money spentn a given
budget This recommendation has also on occasion trauslato a proposal to deepen
the targeting strategy, i.e., to changing the usidecharacter of public education and
health provision into a program targeted at theraotually, the beneficiaries of the
Bolsa Familia), basically by channeling these smwito these peopf® An exclusive
focus on the logistics, however, may be missingpbiat that the budges not given
but endogenous to the policy orientation.

Yet it is clear that if the program is to be kaptshould be expanded for equity
reasons at least: besides including 16-17 yeaotifpring of beneficiary families, it
should also include the wrongly excluded peoplesatering that this is not a matter of
simply eliminating inclusion errors and increasiegpenditures on a more reliable
cadastre, on account of inevitable tradeoffs. Butanly for equity reasons should the

program be extended. For if it is to be faithfuit®explicit objectives, namely, poverty

21 Korpi and Palme (1998) stress coalition formatemmd the definition of interests as being

conditioned by institutional characteristics of faed states, in particular, whether they rely ogeted or
universal policies. They found supporting evidefmethis hypothesis in the OECD countries. See also
simulations of endogenously generated budget cainstrunder targeted and universal policies showing
that the budget available for redistribution tetmbe less under “targeting the poor” policiesGielbach
and Pritchett (1997).

28 This idea was proposed in a workshop on incorstildution that took place at Universidade
Federal Fluminense in 2007, by economist RicardesR#e Barros, one of the most important social
policy experts in Brazil and a former Social Polibyrector of IPEA. See also Carvalho (2006), a
collaborator of Paes de Barros, for argumentsigigénse.

16



UI l Economia - Texto para Discussdao - 240

relief and interruption of the poverty cycle, much more mosbaguld be invested in the

crucial provision of services.

Thus far, however, there has not been any impodapansion of education and
health services in association with the BF prograwctually, most of the funding is
devoted to the cash transfers and around 10% goesver administrative costs and
other expenses, a small fraction of which is edteh@o be earmarked for the expansion
of services and complementary actions. Expansiomush needed if one takes into
consideration that social service systems functjoite precariously in Brazil, facing

problems both of quantity and quality.

Conditions

An important trait of the Bolsa Familia is the cdmhs. Families are eligible to
receive the stipend on the condition that theiS6y&ar-old children attend school and
their infants and pregnant women participate inltheeelated services. These were
added, as in many new generation income transtgrams, as a way of ensuring exit

doors.

Of course, the effectiveness of the conditionigtingent on these services being
available and having good quality. A quick looksatne of the basics of education and

health services in Brazil shows, however, thatisergrovision is critical.

To begin with, public provision of education andalie is open to everyone, not
only the poor. However, as the systems have hetieatds universal access over the
last four decades, the quality of the basic sesvmevided has dropped and the middle
classes have opted out, causing the systems tmt@lfurther trouble and contributing

to aggravate social inequality.

Hence, although the country is approaching trugearsal primary schooling, the
end product of the Brazilian education pipelinsudstandard. In the 2006 PISA exam,

Brazil ranked 52nd out of 57 countries.

The public system where most poor children arelluras in dire straits: public
schools perform poorly on average, lacking infasttrre and well-trained teachefs,

paying school teachers notoriously low wages, aamdngy very short schooldays (4.2

29 330 Paulo is the richest state in Brazil, but 68f%s schools have important problems of physical
infrastructure, as recently reported by the stat®sretary of education, Maria Helena de Castro
Guimaraes. See Folhaonline 2008. Most Braziliaroscteachers with the public system do not have a
college degree.
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hours a day on average at the basic 1&kéPublic investment in education is thus rather
low: the figure for public expenditure is a mer8%. of GDP, the smallest expenditure
percentage in the OECD and partner countries useveYWhile per capita public
expenditure on education is US$ PPP is 1,303 pat tlee comparable figure for the 30
OECD countries is US$ 7,527.

The same is true of the health system. It has gadera major restructuring since
the 1988 Constitution, and the decentralized madhth has been adopted ever since is
considered paradigmatic. However, the amount ofeyatevoted is far from what is
needed: although the country spends around 8.8@&Dd# on health (not far from the
average of the OECD countries — 9%), the curremt gapita health expenditure
amounts to about one half of the comparable figioe©©OECD countries, around US$
PPP 1,500 in 200%. Besides this, the system is deeply segmented. ¢holds fund
almost half of what is spent on health in the coufit considering the high levels of
income inequality, health provision ends up pergitg inequalities instead of
compensating for them. Public provision is thusspicuously insufficient. It is widely
acknowledged that the basic health system needsungvestments to cope with the
existing (and increasing) clientele. Actually, gabhvestments in health provision were
the main victims of the recent elimination of theMF tax, as more than 50% of the

revenue raise was earmarked for health programs.

In short, social services are overcrowded and pi@cs obviously unprepared to
offer a credible hope of emancipating future geti@na from their families’ poverty. In
fact, sadly but unsurprisingly, the first assessseh school indicators of recipients of
the Bolsa Famila program have shown that althowfiod attendance is high among

these families’ children, school performance remaiery low. (Soares et al. 2007)

This piece of evidence makes one wonder about ¢healarationale behind the
conditions of Bolsa Familia. Are they supposedlkovapeople to become autonomous,
i.e. not dependent on welfare benefits, and capablenaking meaningful choices

related to their well being? Or are the conditidieng imposed just on a “no free

% Incidentally, the combination of low benefits asldort schooldays is probably behind the still high
labor market participation rates of children andladcents living in beneficiary households. Accogdi
to IBGE 2008b, this participation was more thancewas great as that of children from families not
enrolled in social programs (14.4% versus 6.5%,ragrahildren between 10 and 14 years old).

3L OECD 2007. The figures are for 2004.

%2 See OECD 2007b and WHO 2007. The OECD countrigsté is for 2006.

% See WHO 2007.
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lunch” basis? The difference is not negligible, exsally if one is interested in social
policies that are also instrumental to development.

These two rather different points of view have awpd in Brazilian public
debate. Some of the influential experts insist thatconditions stem above all from the
“no free lunch” principle: a benefit is exchanged & sacrifice’* Therefore, they insist
that the government should monitor the conditiomsentightly, and eventually exclude
the non-complying families. Others note that pespb®ssible noncompliance may be
due to the precariousness of the services it is to some extent based on sound
reasoning. The government has hesitated betweetwth@ositions above, and under
media pressure, all things considered, has dedmlehforce compliance, cutting the
benefits altogether after giving families four cbas (if the family does not comply
with the condition for five consecutive periods thenefit is canceled). This has resulted
in the first massive cancellation of benefits sirtbe program was launched, in
September 200%.To achieve this, the government has had to sigmifly increase the
budget devoted to monitoring. But the crude fachams that the social services are
faulty on many counts, and so regardless of offitiatated intentions that the
conditions are there to help create future capasliand autonomous choices,
compliance with the conditions cannot help havingeteronomous character: people
comply mainly for fear of losing the benefits, rmsed on an informed choice of the
capabilities they (and their children) can acquire.

In short, from a development point of view the aiton is dramatic (although
from a “no free lunch” perspective, not so muchj:tbe one hand, mere compliance is
not per se an indicator of capability enhancemedut (to the precariousness of the
services), while on the other the maintenance wiilfes in the program is not even a
guarantee that they actually benefit from any servsince whenever the service is not
being provided, the condition is simply droppedleTrogram has no penalty for the
government’s failure to comply with its duty to effthe services.

% This position has been overtly advocated, forainse, by economist José Marcio Camargo, a social
policy expert who was one of the Brazilian investof the Bolsa-escola (school grant) — which gise r

to the Bolsa Familia — has worked as a consultatite¢ government on many occasions and also wéth th
World Bank and other organizations. In 2005, haiadgalong these lines at a preparation meetindgdn R
de Janeiro for the 2006 World Development Report.

% Soares et al. 2007, for example, suggest thanihisbe a problem concerning the health and rortriti
conditions, and also that the comparatively lowfgeanance of students of beneficiary families also
points to insufficient school quality.

36 Some 4000 families had the benefits altogethemcelad in September 2007 due to
noncompliance with the condition for five conseceatperiods.
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The preceding paragraphs show the need for inorgdisiancial resources to the
Bolsa Familia to achieve its double purpose. Prgvimention has also been made of
people’s willingness (or unwillingness) to finant®e scheme, which is to some extent
endogenous to the program itself. How can thes'iso little, yet so much” dilemma

inherent in the Bolsa Familia program be sorte® out

5. Potential for improvement: universal services wh a priority rule

It may appear that, in a sense, the BF progranidhaecide” the kind of program

it wants to be: Is it a poverty relief program qe@averty emancipating one?

On reflection, however, this choice does not sdheepolitical economy problem
inherent in the program: even as a poverty reliegmm, the BF would be a big one,
considering the size of its potential clientelegfevf the focus is on poor families with
children only). It would still involve sizable inote redistribution. Moreover, if it does
not provide any prospects for social inclusionrgertion, it is easy to predict that the
clientele is going to remain large and growing, #mel sizable redistribution will have
to be kept in place for a long while.

So as a poverty relief program it is quite easpredict that the program, framed
as it has been, will have sustainability problemsf-my hypothesis concerning
endogenous preferences and attitudes is soundorolgeam will tend to shrink and take
the direction of seeking more efficiency in someaselary sense: actually, some of the
program’s defenders propose that the governmemistno upgrade the administrative
list to eliminate leakages.

And what about taking an emancipatory turn?

In the short run, this would involve massive inveshts. However, again if my
hypothesis of endogenous dispositions is correetould be important, to begin with,
not to socially segregatéhe investment in the expansion of opportunities the

program to be supported by middle-class taxpayers.

However, this may be not enough. For if on the lngred the program is perceived
as channeling education and health to the podrealétriment of the universalization of
these services (right now very precarious senticasalready, in practice, segregate the

better off), the budget pressure may increase, lwkidl mean pressure to shrink

3" This has been the line of attack followed by RicaPaes de Barros and his collaborators.
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expenditure on these services. On the other hlndgh, the amount of investment and
possibly the tax effort required to provide uniariigh quality services would be
overwhelming. Considering that the country is rich iin terms of per capita GDP jt

is hardly feasible for it to increase public praers of universal social services, in the
short run at least, so as to reach the appromcaie and quality, even with a greater tax

effort.

The challenge, then, is to create and expand etpgliopportunities without
segregating — thus not compromising the program&asnability — in a way that is
sensitive to the pace of increase in resources.

Three steps may be required. The first is to reéramd possibly rename the Bolsa
Familia as an equalizing opportunity developmeriicgoBesides the important issue of
segregation, the association of “bolsa” (grant)hw#oft money may in part be
responsible for an informally perceived ill-will ev announced expansions of the
program. As an opportunities policy, on the othandy it can be seen as providing an
economic opportunity for families that have falleo poverty (thus reminding that
poverty is a temporary condition, not a permaneatey hence having an insurance

character, in addition to extending other genepglontunities to these familiés.

The second is to frame the services componenteoBtilsa Familia program as a
social policy hybrid — partially targeted, partjaliniversal — instead as a program only
targeted at the poor, thus winning it the middigssl support it will soon very likely
miss: universal services provided with a prioritjer At the very least, the enhanced
heterogeneity of the clientele may be instrumetdahttain support for the BF of the
kind ‘I may not benefit, but know someone who do&dius, education and health
investments associated with the program shouldolea ¢to everyone but be provided in
a way that impacts the poorer first, such as tlwigion daycare and early childhood
education programs, and the extension of publioaidays (after-care programs and
college prep courses) beginning with schools tha attended mostly by the

beneficiaries because they are located in areasevidemeficiaries are concentrated.

% The country has been growing at a healthy page%sin 2007, according to IBGE 2008a), remarkable
especially in view of the outstanding fiscal eff¢at primary surplus of about 4.3% of GDP). Thiserat
however, still lags far behind that of other emeggéconomies.

% The importance of ideas in the social policy pescis crucial, according to Béland (2005). Not only
are policy ideas important, but they are also erdbddn ideological repertoires. As he writeBpfitical
actors draw on [ideological] repertoires to condtftames aimed at convincing the population topsup
the policy alternatives they put forward.”(p.1)
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Paradoxically, it may be easier to gain support tfee program if it is more
expensive — i.e., if it expands along the oppotyudimension — than if it remains a less

expensive program of ‘targeted at the poor’ cashdfiers.

The third step is to reinforce the BF program asleaelopment policy that
enhances not only well being but also capabilifiéss may require a reassessment of
the service provision policy. This twist may impacth the supplandthe demand side

of the BF’s economics.

6. Will the future keep outpacing Brazil? Doing itright from the start *°

| now consider the desirable orientation for thevise provision in connection

with a development agenda.

As noted before, some critics of BF argue that riimney spent on it should

instead go to expand public educatfon.

There is indeed some controversy in the welfaree dieerature concerning the
compared efficacy of income redistribution and apgpaty redistribution in terms of
social inclusion (Esping Andersen 2007). Althougis tcontroversy seems to make
sense when talking about developed countries’ welftates (and when the issue of
immigration is not taken into account), the cong®y seems meaningless in the
context of less developed countries. For in theamiies, the poverty measured is the
so-called absolute poverty, which indicates highele of deprivation, crucially

including child malnutrition.

This seems to be the case of recipients of Bolsaillda benefits, people
extremely bereft of basic needs. These people sually employed in precarious jobs
in the informal sector, and earn insufficient inaoto fulfill basic needs (IBGE 2008b).

So the income supplement is important for thenelieve deprivation.

A critical deprivation is child malnutrition, fot may permanently endanger their
capabilities later in life: their school achieverheiabor market performance and the
exercise of many other human potentialities. Frbenstandpoint of social policy, this is
a complete disaster: early malnutrition is a suwegligtor of later social exclusion.

40| thank Gosta Esping-Andersen for directing myertibn to the crucial issue of early childhood
education.
“Lvarious, including the editor-in-chief of the lasg newspaper in Rio de Janei@ Globg, Ali Kamel.
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But education is certainly important as well. Itilsportant on many accounts,
among them the economic success of children latdife, or at least by giving them
more options from which to choose later in life.t Biere again a critical deprivation is
the lack of early cognitive (and also of non-coyei} stimulation, without which much
of later schooling and social life are hinderede(seckman and Carneiro, 2003 for a
thorough review; and Farkas, 2003). This cognisittmulus is crucial in the very first
years of childhood and may be lacking in familiekhwlow education levels and
“cultural capital”’, something normally related toverty (rich families can buy the
cultural capital they may lack) (Heckman & Carnem. cit.; Esping-Andersen 2007;
De Graaf et al., 2000). A growing body of liter&umdrawing on the evidence of
Scandinavian countries’ early childhood educatioogpams, has convincingly argued
the importance of early education of infants asag of enhancing their cognitive skills
and hence their later school and labor market aptshments (Esping-Andersen 2005
and Esping-Andersen 2007 extensively report on lite@sature). Conversely, a critical
risk to poor children is cognitive “malnutritioniyhich means the lack of a cognitive
structure where later contents may be added tardedhct in rich ways. And cognitive

malnutrition is also a good predictor of futureisbexclusion.

From the perspective of social policy, then, thpagsion of the public education

system should critically include the provision a@iog quality external care for infants.

There are some programs already in place in manoytdes, but conspicuous
experiences are the American Head Start and PeescRool programs, and the British
Sure Start program. Both the Sure Start and PeegcRool programs go beyond care
for infants and reach out to families with a numbgservices to parents as well. The
Sure Start scheme has a program of extended scfoyopor children (after-school
programs). Evaluations of these programs have shibwnrelative success of those
which “invest” in the family, for it seems that sehow these investments prolong the
effects of early childhood interventions (Heckma &€arneiro, op. cit.).

The expansion of the public system should alsaigeclsubstantial investments in
the existing system, due to its poor quality. Bualso has provision problems, if one
considers the extant infrastructure as well asnbed to expand it to enable the
extension of schooldays — a critical issue in Bim&#ducational system in spite of the

low concern of public officials and social polickperts in the countr§? These

“2 For a critical view, see Kerstenetzky (2006).
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problems may be at least in part responsible f& ¢onspicuously low school

performance of Brazilian students on standardiestbt
Should these programs target the poor?

If one abstracts from political economy and moreocislogical” factors
(legitimacy) as well as from plausible expecte@iacttions (overall cost-effectiveness),
targeting poor children would have opportunity dgug effects, since non-poor

children are obviously not as opportunity constdias the poor are.

However, political economy factors may be importditt the extent that they are,
there tends to be less support and possibly grehfigculty to obtain funding for
redistribution, as the Brazilian public debate hzde clear. That is, the social policy
has to be perceived as legitimate in some appitepsense, especially by those who are
going to pay for it. To the extent that its legitiay is conditional on the policy style —
in particular, on its segregation feature — it asgble to predict that the likelihood of
raising the necessary revenues to even the plafjeld is going to be low. A
segregationist social policy tends to reinforcegbeception of a segmented society, and
a segmented society is certainly one with recursental cohesion problems.

On the cost-effectiveness side of the coin, evaldonatthat consider targeting as
equality-superior to universal policies normallygleet the importance of interaction
effects. One such effect emerges in mixed schaulsnaixed health clinics. This is the
“raising the standards” effect. Schools that mixdsints from different backgrounds
tend to raise poor students’ school performancéowit diminishing that of non-poor
ones, provided a critical quantitative mix is asle@ (Kahlenberg 2003). Mixed
backgrounds are also instrumental to more resperain accountable schools, in that

middle and upper classes parents tend to exert waize than poor parents do.

These are empirical observations that are of gralae for policymakers. But of
course other not directly observable but very ingr effects are also likely. For
example, people who regularly share the same spamk to develop some sort of
attachment, a sense of one another’s “alikenedsithhmay help them to see the value
of one another’s lives as equal. In very unequahties like Brazil and others in Latin
America, these encounters between affluent andafiturent people are fortuitous and

sometimes, as in large urban areas, quite threggeni
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So it seems to be at least a doubtful investmerspend money on school and
preschool systems that are in practice segregatedrms of the effectiveness of the

desired outcome, which is good school performancebetter life chances for children.
How expensive?

The expansion of education and health servicdsamtanner indicated above will
no doubt require large investments. Just to givam@servative idea of the amount
required, | calculated the Brazilian social defioit comparing the country’s average
expenditures on education and health with thoseettfer performing countries, and

arrived at the following figures:

Table 4: Estimated education and health investmerdeficits (US$ million) - 2004

Total education deficit* 122,530.00
Pre-primary education deficit* 8,530.00
Total health deficit** 8,191.00

Source: Author, based on WHO Statistics Report (2@8d OECD statistical data. The methodology arclitation
were developed jointly by the author and Livia ¥iRoas. *Total education and pre-primary deficitsenestimated
by calculating the average per capita expenditaféshile (the best PISA 2006 performance in Latinekita) and
Korea (one of the best performers in the OECD grawg,a big spender), and the same figure for Braaén
multiplying the difference by the respective Bramili student population. ** This was calculated faflog the
preceding method, this time comparing Brazil witlke thetter performing (in terms of life expectancyy aather

parsimonious Cuba.

As for pre-primary education, average attendantesrare low in Brazil, and
more so among beneficiaries of social programs Bkésa Familia. Less than 13% of
infants under four years of age, and around 73%hidiren from 4 to 6 years of age of

recipient families are enrolled in daycare censéerd nursery schools (IBGE 2008b).

The first thing to bear in mind is that these irtieents pay off: the present value
of future returns is far superior to the preserdtcas estimates by Esping-Andersen
(2007) have shown. He estimated a dynamic accayirdfnchildcare provision and
concluded that the gains outweigh the costs inldhg run, mainly due to mothers’
additional participation in the labor force and responding additional tax revenue.
Another way of computing it is to estimate the sasft poverty, or more accurately, the
costs as well as the forgone economic gains ofl gholverty, as Holzer (2007) has done
rather crudely for the American economy — some 4%sDP is lost due to child
poverty (forgone human capital, health expensesjecsuppression Some may argue
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that the future is ahead and the estimation is teofattual. Perhaps at base, the
decision should be taken on the grounds of theeantlyr sensed effects of social
exclusion and the very sensible consideration ithefifective policies are a waste of

time and effort.

In any case it is unlikely that a country like Btamot poor yet not rich, is going
to amass in the short run, even with a bigger tortethe resources needed to change
its opportunity structure substantially. So onewtianot discard a mix of universalism
with targeting in the provision, where the targgtelement works as a priority rule, not
as a segregation line, in the expansion of so@alices in a way that, although not
excluding the middle classes, reaches out to ther ficst. A community approach
might do the trick here. Hence, targeting strategamorking inside more universal
schemes might help to make the system more feasibla way that redresses

inequalities and helps overcome the distributivaddend.

Back to the future, the focus on children is crufoa the country finally to catch

up with its future.
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