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Overview

Summary of Findings and Discussion of Possible Reforms

Brazilian Labor Markets Have Performed Remarkably Well in

the Past 15 Years

In the past 15 years, employment, labor market participation, and labor earnings
have grown significantly in Brazil. Brazilian labor markets expanded greatly since
2002. Unemployment has declined (from 12.9 percent in 2002 to 4.9 percent in
2014), while employment and labor force participation have grown. Labor
income grew by an average of 2.5 percent in real terms per year from 2002 to
2014 (IBGE 2014). In contrast with earlier periods, formal employment
expanded greatly, exceeding informal employment since 2007.

Improved labor market outcomes have been the main driver of reductions in
poverty and inequality. Not only did average labor market outcomes improve,
but they improved the most among the poor. Real earnings also grew at a higher
rate among the poor (Maciente, Silva, and Gukovas 2015). And so did formal
labor market insertion, with gains among the poor driven by a particular group
of workers: young workers who completed high school (Leichsenring, Silva, and
Proenca 2015). These pro-poor labor markets were the main driver of reduction
in inequality and poverty.

Labor Productivity Growth Is Needed to Sustain Continued Wage Growth
Continued progress in employment and labor earnings will depend on achiev-
ing a first critical goal: raising labor productivity. Although wages have been
growing, labor productivity growth (using aggregate and firm-level data) has
been low (below both the Latin American and Caribbean regional average and
the Organisation for Economic Co-operation and Development [OECD] aver-
age) and stagnant (with an average annual growth since 1995 of 1 percent) over
the past 15 years.! Faster growth in wages than in labor productivity since 2004
generated an increasing gap between these two aggregates—in stark contrast to
trends in the Group of Twenty (G20) advanced countries (ILO, OECD, and
World Bank Group 2014). This implies rising unit labor costs, which erode the
competitiveness of the tradable sector.
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Today job creation is already slowing in Brazil. Net job creation has been in a
downward trend since December 2012. Both the nonemployment (the working-
age population who are out of work and not seeking jobs) and unemployment
rates declined in parallel until December 2012 (Zylberstajn and Silva 2015).
Since then, however, the nonemployment rate has been increasing. Looking
ahead, labor productivity growth is key to sustain future wage increases and high
employment.

To Sustain Poverty and Inequality Reduction, Brazil Must Focus on Improving
Further the Job Prospects of the Poor

Continued improvements in the livelihoods of the poor will depend on achiev-
ing a second critical goal: connecting the poor to better, more productive jobs. In
the current context of slower growth and stagnant labor productivity, sustaining
the pro-poor earnings growth of the past 15 years is a challenge for four main
reasons:

¢ Earnings increases at the bottom of the wage distribution were highly influ-
enced by a minimum-wage policy that links its annual change to gross domes-
tic product (GDP) growth.2 In the current context of lower growth, high
earnings increases through this channel might be more difficult.

¢ Brazil remains an unequal country, and the poor lag behind the nonpoor in
terms of educational endowments and access to and ownership of capital and
land. For example, the overwhelming majority of adults (18 and older) in the
bottom income quintile have below-primary education (62.5 percent) com-
pared with 40.4 percent nationally. Only 14.2 percent in the bottom quintile
have completed secondary education, compared with 26.1 percent nationally.
Finally, only 1.0 percent of those in the bottom quintile have completed ter-
tiary education, compared with 10.1 percent nationally (based on IBGE 2002,
2013). These educational disadvantages take a long time to reverse3 and make
the mobility of poor workers across jobs as well as their access to and retention
of high-productivity jobs harder, particularly in tighter labor markets.

¢ Converting higher skills into “sustainable” incomes is harder for the poor because
they face a number of mutually reinforcing barriers to employability beyond a
lack of technical skills. For example, most Brazilians (80 percent) rely on infor-
mal networks to find jobs (DIEESE 2011), and the poor are less likely than the
rich to have networks that include well-connected, high-earning people.
Another important factor that potentially limits labor force participation among
the poor is lower access to child care: in 2013, only 15 percent of poor families
(in the bottom two income quintiles) with children below 3 years old had
access to child care, but 40 percent of rich families did (based on IBGE 2013).4

e The poor are most likely to work in sectors with bleaker prospects, such as
agriculture and construction. Out of all rural jobs, 65 percent are in
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agriculture, and this share is even higher (82.4 percent) among the poor (based
on IBGE 2013). Moreover, between 2008 and 2011 the poor increased their
share of formal employment the most in the manufacturing and construction
sectors, which are also declining (Leichsenring, Silva, and Proenga 2015).

A Three-Layered Policy Approach Can Raise Labor Productivity and Connect
the Poor to Better, More Productive Jobs

Achieving the two critical goals—raising labor productivity and connecting the
poor to better, more productive jobs—requires a three-layered policy approach.
The needed policies encompass sound economic growth policies, incremental
reforms to skills development and labor policies, and revitalized productive
inclusion policies for the urban and rural poor (figure O.1).

Sound policy fundamentals are key for economic growth and job creation.
Policies conducive to growth are a necessary precondition for job creation,
encompassing macroeconomic stability; an enabling business environment; a
strong human capital base; firms that are innovative, adopt new technologies, and
enter new markets; and a sound national infrastructure (World Bank 2013).
A range of World Bank and IPEA work has shed light on many of these issues
(for instance, Bruns, Evans, and Luque 2012; Evans and Kosec 2012; Gill 2002;
de Negri and Cavalcante 2014), and an ongoing study is analyzing how reforms
in different dimensions of the Brazilian business environment, including technol-
ogy and innovation policies, can promote competitiveness (Dutz, forthcoming).

Figure 0.1 A Three-Layered Policy Approach to Sustain Wage Growth and
Poverty and Inequality Reductions in Brazil

Productive inclusion
to connect the poor
to better jobs

Focus of this report

Source: Based on World Bank 2012.
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The government implemented several recent reforms in these areas to reduce the
cost of doing business, such as the reduction of electricity prices and certain tax
exemptions for exporters. Recent policy also has focused on public-private part-
nerships to revamp ports and airports, recognizing the need to upgrade the coun-
try’s infrastructure. Other sector-specific measures have been put in place to
support domestic production and exports, some of them involving tax relief or
credit expansion to specific sectors. This report argues that all these government
channels for improving competitiveness and total factor productivity are relevant
and still in need of policy reflection. However, they are not the main focus of the
report.

Skills development and labor policies (including active labor market pro-
grams [ALMPs] and labor market regulations)? can help to raise labor produc-
tivity (Goal 1). Because growth alone might not be enough to sustain wage
growth and reductions in poverty and inequality, it is essential to also focus
on jobs (which can translate labor productivity gains into improved living
standards) and skills (which can enhance employment opportunities and labor
productivity).

The productive inclusion agenda is an important complement because it can
help connect the poor to better, more productive jobs—requiring focused action
and adaptation of skill and labor policies to the needs of the poor (Goal 2).
Inclusive labor productivity growth is also critical to sustain both wage growth
and reductions in poverty and inequality. For wage growth to be sustained, it
must be accompanied by increased labor productivity and include areas where
incomes have traditionally been low. For wage growth to be pro-poor, it must
most benefit those with lower earnings and be accompanied by opportunities for
the poor and disadvantaged to upgrade their own productivity and convert skill
gains into sustainable incomes. Because the poor have specific challenges, the
tasks of coordinating the existing (skills and jobs) services and tailoring them to
the poor present their own sets of challenges and priorities.

Incremental Reforms Are Needed, Not New Frontiers

Achieving the two critical goals requires adjustments of design and implementa-
tion to existing skills and jobs policies. Brazil’s rich set of skills and jobs programs
covers many needs and groups. Consequently, the next-level challenges can be
met on familiar terrain, not by forging new frontiers. This report contends that
incremental changes are required in four key policy areas:

o Skills development. Strengthening the design and implementation of skills
development programs linked to technical education and vocational training—
particularly Brazil’s flagship program, PRONATEC (National Program for
Access to Technical Education and Employment)—could enhance the quality
of the labor force and, through this channel, foster labor productivity (Goal 1).

o Labor regulations. Reviewing and adjusting labor regulations could help shift
workers” and firms’ incentives to encourage longer tenures, more hiring, and
ultimately higher labor productivity (Goal 1).
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o Labor programs. Strengthening the design, management, and monitoring and
evaluation (M&E) systems of Brazil’s National Employment System (SINE)
and other ALMPs will improve job matches and better equip youth for jobs—
ultimately reducing frictional unemployment for a given level of aggregate
demand while also increasing the labor productivity and yield of small busi-
nesses (Goal 1).

* Productive inclusion. This policy area refers to programs that promote employ-
ability or income-earning opportunities for the poorest segments of the popu-
lation in both urban and rural areas. Brazil’s approach has been to make existing
skills development, labor, agricultural, and rural programs more inclusive (and
better connected to each other). Rather than creating new programs, the cov-
erage of existing ones has been expanded to the poor, using the national regis-
try of the poor and vulnerable (Cadastro Unico) to target new beneficiaries.®

The available programs range from training to support of self-employment,

entrepreneurship, and family agriculture. Adapting the existing programs to

the needs of the poor, diversifying the program supply, and strengthening
the programs’ M&E systems could better help the poor to connect to more

productive jobs (Goal 2).

While the proposed reforms of skills development, labor regulations, and labor
programs focus on enhancing these policies’ contribution to raising labor produc-
tivity (Goal 1), the proposed productive inclusion reforms are geared toward
making these policies more pro-poor (Goal 2).

Skills Development Programs to Help Workers Become More
Employable and Productive

Brazil can continue to build upon the progress achieved in educational coverage
and quality over recent decades not only to prepare a high-quality workforce but
also to extend opportunities to the most vulnerable, who may lack relevant quali-
fications for an increasingly competitive labor market. Brazil's progress in expand-
ing education coverage and quality has been extensively discussed and documented
(Bruns, Evans, and Luque 2012). However, many challenges remain. For example,
average schooling is only 8.4 years (completion of only lower-secondary educa-
tion) and the educational quality is low, and 18.7 percent of 18- to 24-year-olds
are neither in school nor at work (de Hoyos, Halsey, and Popova 2015). Within
this context, technical vocational education and training (TVET), and in particular
technical education, provides options for learning an applied vocation and for
keeping at-risk and unmotivated youth in school through the upper-secondary
level, while vocational training provides opportunities to adapt a low-qualified or
unqualified labor force, update obsolete skills, and prepare workers for new oppor-
tunities in new or fast-growing sectors. Interestingly, the share of students enrolled
in technical education at the upper-secondary level is low by international stan-
dards (13.5 percent of total upper-secondary enrollment, which is substantially
below the 46 percent OECD average in 2011) (OECD 2012).
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Since 2011, Brazil has invested significantly in TVET through the flagship
program, PRONATEC. Government spending on skills development increased
significantly with the creation and expansion of PRONATEC, the federal techni-
cal education and vocational training program.” The program offered 8.8 million
training slots between 2011 and 2014, including both the secondary students
enrolled in TVET and 5 million new slots for vocational training of the existing
workforce. Importantly, PRONATEC has focused on reaching the poor and disad-
vantaged populations, with around 40 percent of the slots filled by Cadastro
Unico registrants (Brazil, Ministry of Social Development and Fight against
Hunger 2013). PRONATEC changed the traditional panorama of TVET in Brazil,
whereby technical education had primarily reached students of high socioeco-
nomic backgrounds and vocational training was geared toward the needs of larger
firms. For instance, since PRONATEC’s creation in 2011, at the upper-secondary
level alone, enrollments in technical education have grown by around 60 percent
(based on IBGE 2010, 2013). PRONATEC has greatly expanded opportunities in
Brazil not only for technical education but also for lifelong skills development,
with short-duration courses representing most of the new slots created.® In addi-
tion to PRONATEC, postsecondary technical education has also grown signifi-
cantly with recent support from the federal PROUNI2 and FIES!? programs.

Even though persistent weaknesses in the general education system may be
hampering the TVET system’s effectiveness, TVET in Brazil has several strong
and well-designed features. Positive features of the TVET system include (a) a
strong articulation of general and technical skills across tracks at the secondary
level (Almeida et al. 2015; Almeida, Amaral, and Felicio 2015; Schwartzman
and Moura Castro 2013); and (b) a well-coordinated set of diverse, short-
duration courses that often yield good employability and productivity results
(Silva, Gukovas, and Caruso 2015). But, as the general education system still
faces multiple quality challenges (Bruns, Evans, and Luque 2012), the effective-
ness of TVET programs may be limited by weak foundations of the general
education system and limited opportunities for second-chance education
programs.

Brazil could fine-tune the design and implementation of its TVET system,
including PRONATEC, to enhance its efficiency and sustainability in producing
a more productive workforce. The TVET system faces important challenges,
including (for several providers) little coordination with the private sector in
technical education (Almeida, Amaral, and Felicio 2015). Moreover, while Brazil
has good administrative datasets and strong monitoring of technical education
and vocational training programs through the National System of Vocational
Education and Information Technology (SISTEC), these are not regularly used to
track employability and inform policy. Anticipating a period of fiscal consolida-
tion, PRONATEC's efficiency and labor market results are even more critical.
Moreover, most PRONATEC expansion happened through the Sistema S
(S System) network of course providers, whose trainings have high quality and
returns (Silva, Gukovas, and Caruso 2015).1: This expansion was anchored on
the gratuity agreement between Sistema S and the government, establishing that
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60 percent of total revenues from taxes directed at Sistema S be used to provide
subsidized training. However, this allocation is now being met. Looking forward,
the expansion will likely rely on a more diverse set of training providers, which
will inevitably bring new challenges, including quality certification and accredita-
tion issues (Almeida, Amaral, and Felicio 2015).

Selected design and implementation challenges provide concrete opportuni-
ties for incremental changes to ultimately strengthen the delivery of TVET and
its focus on the skills needed for the labor market. Even though there is no “one-
size-fits-all” solution to Brazil’s complex TVET delivery challenges, key strategic
priorities for PRONATEC and the general delivery of TVET in Brazil include the
following:

o Strengthening Monitoring and Evaluation (M&E) systems (building on the coun-
try’s strong administrative data) to measure results by tracking learning and
labor market outcomes (employability and earnings increases) of trainees,
systematically using that information to inform program expansion, and mak-
ing it also available to students and trainees so they can make more informed
decisions

o Improving partnerships with the private sector and access to apprenticeships, thus
better aligning training offerings and content with employers’ needs

o Guaranteeing the quality and relevance of program content, including through
more innovative curricula and pedagogies, a strong attention, and articulation
to, core foundational skills (cognitive, and socio-emotional); and stronger tech-
nical preparation for teachers and trainers, including greater linkage with sector
experience

® Making career guidance available to support students’ school-to-work transi-
tion and older trainees’ sector or job redeployment

Although all of these reforms are important, promoting evidence-based pol-
icy making through better M&E systems is an essential first step to begin adjust-
ing resources and program content depending on labor market needs. While the
existing M&E systems (for example, SISTEC) represent an important first step,
they do not focus on trainees’ employability or earnings increases upon training
completion. Without strong M&E systems that trace the impacts of TVET on
trainees’ labor market outcomes and knowledge acquired—and without using
this information to inform policy making—PRONATEC will lack a solid mecha-
nism for ensuring internal efficiency and of aligning course content with actual
labor market needs.

Labor Regulations Reform to Support Firm Productivity While Also
Protecting Workers

Brazil has a rich set of labor market regulations and institutions. Consolidated
by the 1988 Constitution, current labor regulations and institutions are
well established in Brazil and are based on the principles of universality,
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nondiscrimination, and workers’ rights. The latter include worker protection
against dismissals and the provision of income support in case of dismissal with-
out just cause (through unemployment insurance [UI] and severance pay
[FGTS]). Labor market regulations also include the minimum wage and its
automatic adjustment rule that each year’s increase must equal the GDP
growth rate of two years prior. In addition, the constitution defined a set of
mandated nonlabor costs (such as contributions to social insurance and labor-
related taxes) that are applicable to formal workers, defined as “workers with
carteira” (Oviedo 2015).12

Strengthening Ul work and job-search incentives, reviewing nonwage
labor costs, and improving efficiency in labor disputes resolution could help
to shift workers’ and firms’ incentives to encourage longer tenures, more hir-
ing, and ultimately higher labor productivity. Some areas of labor regulations
in Brazil have been linked to distortions that are detrimental to labor market
outcomes:

o Ul eligibility. Job turnover in Brazil is high by international standards, and low
job duration can decrease firms’ incentives to invest in training. High turnover
is a feature of both formal and informal labor markets (where workers are not
entitled to Ul) and in most cases (57 percent in 2013) is motivated by workers’
reallocation to higher-paying jobs (Zylberstajn and Silva 2015). Still, separa-
tions in formal jobs are influenced by the design of U, as they are more likely
to happen around the thresholds of the minimum time required for UI eligibil-
ity and that exogenous increases in Ul maximum benefit duration in Brazil led
to falls in formal-sector reemployment rates due to offsetting rises in informal
employment (Gerard and Gonzaga 2012).13 In addition, UI has important
fiscal implications, given that total Ul spending tripled in the 2000s despite
record low unemployment.

® Mandated nonwage labor costs. Brazil is also an outlier when it comes to non-
wage labor costs such as social insurance expenditures and labor-related taxes.
These expenditures represent 33 percent of labor costs in the formal sector
versus the OECD average of about 20 percent (ILO 2014). Importantly, sev-
eral additional mandated costs specific to Brazil make labor expenditures on
formal employment soar even higher.* High nonwage labor costs may
constrain formalization, firm growth, and ultimately labor productivity.

o Labor dispute litigation. Finally, the increasingly high number of labor court
cases (more than 3 million in 2013) can hinder expedited decision making,
ultimately reducing firms’ incentives to hire new workers.

An important question moving forward is, how can labor regulations more
effectively support firm productivity while best balancing protections and incen-
tives for individuals? Labor regulation is one of the more difficult social policy
areas, offering perhaps the fewest clear answers, and yet it is an issue of growing
importance. As part of a broader social contract between the state and its citizens,
labor regulations and institutions occupy a policy area where reforms must
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preserve protections and incentives for individuals. However, the agenda of labor
productivity growth calls for efficient, agile workforce reallocations among skills
and firms. This report highlights some agenda items based on their potential
impact in moving workers’ and firms’ incentives toward longer tenures, more
hiring, and ultimately higher labor productivity:

o [Integrating job-search requirements into Ul eligibility to encourage the unem-
ployed to seek work more actively

o Analyzing mandated nonwage nonlabor costs to understand the effects of each
(social security contributions, unemployment funds, labor-related taxes) and
considering whether selected fine-tuning could more effectively support the
desired social contract of worker protections and growth of formal sector
employment and wages—part of a broader discussion on the adequacy and
sustainability of the social security (pension) system

® Reducing incentives for unnecessary labor disputes while streamlining dispute
resolution by creating automatic mechanisms for some types of labor disputes,
revising and strengthening the mediation and negotiation mechanisms, and
simplifying labor codes to reduce the scope for ambiguity and therefore
litigation.

In addition to these reforms, it is important to recognize that although labor
productivity affects the path of the minimum wage through the annual adjust-
ment formula, that path also affects labor productivity. Brazil’s minimum wage
has almost doubled in real terms since 2002, which has helped to reduce poverty
and inequality. This growth has been faster than in most Latin American
and Caribbean countries, but its current level (as measured by the share of
gross national income per worker) is in line with international comparators. The
minimum-wage automatic adjustment rule in Brazil establishes that each year’s
increase be equal to the GDP growth rate of two years prior, which maintains
a link to labor productivity. In view of slower GDP growth and tighter labor
markets, achieving simultaneous minimum-wage expansion, high employment
of low-skilled workers, and strong firm performance and competitiveness will
require a focus on rising labor productivity (Goal 1).

Labor Market Programs to Strengthen the Workforce and
Raise Business Productivity

Brazil has an opportunity to leverage its labor market programs and policies to
promote more effective job matches, address skill gaps, and support entrepre-
neurship. Brazil, like most other middle-income countries, has a range of
ALMPs that aim to facilitate job searching and matching, improve employabil-
ity, and connect people to more productive employment, as well as several
financial and nonfinancial programs and services to promote self-employment
and growth of micro and small enterprises.t> In addition to PRONATEC’s voca-
tional training courses, Brazil’s primary ALMPs include its labor intermediation
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services through the National Employment System (SINE), programs that
specifically support unemployed and vulnerable youth, and other training pro-
grams such as professional training for unemployment benefit recipients (Bolsa
Formacdo). Finally, Brazil has been a pioneer in promoting the “solidarity
economy” (Economia Solidaria). In all of these areas, Brazil has invested in
programs and policies that address the key challenges identified in this report
(see Marra et al. 2015).

However, improvements to several areas could help to achieve better out-
comes. Several OECD and Latin American countries implemented major
reforms to public employment services to focus them more on the job placement
rates of their clients. Such a reform could improve SINE'’s results in Brazil.
Similarly, youth programs could be further strengthened by adding “soft skills”
(personal skills) and on-the-job components (in the workplace) to training.
Entrepreneurship programs, in turn, could be better coordinated to avoid frag-
mentation and better linked to programs and complementary services to maxi-
mize their impact. Overall, given the wealth of available information and the
innovative nature of active labor market policies (including Economia Solidaria
programs that support urban and rural cooperatives), strengthening of monitor-
ing and evaluation systems for regular follow-up on uptake and results of the
various programs could be a powerful tool for their improvement.

To further foster labor productivity, it is necessary to adapt and refocus
ALMPs and entrepreneurship support policies around their key objectives and to
strengthen their M&E systems. Specifically, more-efficient public employment services
could support better, faster job searches and produce better job matches. Higher-
quality youth programs and policies could better equip unemployed youth for jobs
and provide firms with better-prepared workers. More-coordinated, more-effective
entrepreneurship programs could promote earnings growth and increase small-
business productivity, thus increasing microentrepreneurs’ earnings. Strengthening
the design, management, and M&E systems of SINE and the ALMPs could
improve job matches, better equip youth for jobs, and increase the productivity of
small businesses—ultimately promoting firms’ and workers’ overall productivity.
Achieving these goals will require commitment to several key priorities:

o Adopting a placement-focused management approach in SINE by (a) introducing
client profiling and placement-focused case management; (b) strengthening
services for businesses that seek low-skilled workers; (c) outsourcing of cer-
tain SINE functions to private sector providers; and (d) using results-based
reimbursements

* Adding both on-the-job and “soft-skills” components to youth-targeted ALMPs to
better equip unemployed youth for jobs, including links between training and
apprenticeships (for example, by redesigning the “Apprentice Law,” under
which firms have hired only 23 percent of the number mandated)

o [mproving the coordination among various entrepreneurship support programs by
(a) establishing more effective links between financial and nonfinancial sup-
port programs, as well as links with other labor market program services, to

Sustaining Employment and Wage Gains in Brazil « http://dx.doi.org/10.1596/978-1-4648-0644-5


http://dx.doi.org/10.1596/978-1-4648-0644-5

Overview

promote small-business productivity; and (b) by reviewing and consolidating
fragmented programs to improve efficiency

® Ensuring that M&E systems provide adequate data on SINE’s placement rates,
youth programs’ results on beneficiaries’ earnings and employability, and
entrepreneurship support on business survival, for evidence-based program
expansion and design adjustment.

Although all these reforms are critical, reform of SINE emerges as a top prior-
ity to improve overall ALMP system performance. A reformed SINE can play an
integrative role across different programs and services. International experience
shows that public employment services are the lowest-cost ALMP intervention
and can be particularly effective in increasing placements among the poor. They
can also refer the poor to other needed services (not just training). In Brazil, SINE
can significantly improve the overall system’s efficiency by adopting the approach
that the service it provides is placement, referring a person to training only if not
placed in a job. Countries such as Australia, Mexico, and the United Kingdom
have faced similar design challenges and, as this report describes in detail, have
achieved important results with this type of reform. Brazil has rich administrative
data from the Annual Social Information Report (RAIS) and resources such as the
“More Employment portal” (Portal Mais Emprego) for job search, and could use
them to better help beneficiaries of labor market programs access jobs and track
their employment outcomes and further contribute to this important reform.

Productive Inclusion Policies to Better Connect the Poor with
More Productive Jobs

To expand the opportunities and earnings of the poor, the government launched
“productive inclusion” policies and programs in 2011 as a next step of its social
assistance policy. Since the 2000s, social assistance in Brazil has focused on find-
ing the poor, reaching them, and helping their children. This effort included, for
example, setting up the flagship conditional cash transfer program Bolsa Familia
(the biggest in the world) and a strong network of social assistance centers. As a
next step in 2011, the policies also started to focus on connecting the poor to
jobs. In this spirit, the government launched the (rural and urban) “productive
inclusion” axis of the “Brazil without Extreme Poverty” (Brasil Sem Miséria,
BSM) Plan in 2011 (Brazil, Ministry of Social Development and Fight against
Hunger 2013).16 This axis fosters the participation and inclusion of the poor in
the economic arena (employment or other income-generating activities). It
thereby helps the poor to improve their own productivity and convert it into
sustainable incomes. Brazil’s approach in this policy area has been to make exist-
ing skills, labor, agricultural, and rural development programs more inclusive and
better connected to each other. The main focus, as opposed to creating new
programs for the poor, has been on expanding the coverage of existing ones,
using the national registry of the poor and vulnerable (Cadastro Unico) to select
new beneficiaries. The Bolsa Familia programs and operating systems were
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instrumental in launching and linking complementary social assistance policies
under the BSM umbrella framework. Similarly, expanding the network of social
assistance centers further promoted the integration of social policy actions and
expanded the services and support available.

Urban and rural areas require specific productive inclusion approaches based
on the differing nature of their economic activities. In urban areas, the approaches
focus on training (through 40 percent of the PRONATEC slots allocated to the
poor) and support to microentrepreneurs (through incentives to formalization
and microcredit programs). In rural areas, the approaches focus on providing
integrated interventions to support family agriculture. Rural productive inclusion
focuses on family agriculture and includes the provision of three types of sup-
port: (a) microcredit and matching grants to improve agriculture production,
(b) technical assistance, and (c) improved access to market through public pro-
curement and private productive alliances.

Promoting employability and earnings opportunities for the poor brings new
challenges but also encouraging results. Compared with the Brasil Sem Miséria
income support axis (through Bolsa Familia), the productive inclusion axis
involves a greater range of programs that require coordination across a wider
range of agencies and whose results depend not only on more-complex house-
hold behaviors but also on the broader economic context. Despite these chal-
lenges, new evidence in this report shows that incorporating productive inclusion
into Brazil's overall skills and jobs agenda holds great promise. For example, in
spite of lower socioeconomic backgrounds, subsidized PRONATEC graduates
who complete vocational training and find formal jobs have the same or better
returns than nonsubsidized students (Silva, Gukovas, and Caruso 2015).
However, results also show that a smaller share of PRONATEC graduates than
non-PRONATEC graduates find formal jobs within three or six months, calling
for better coordination of training with SINE, and with SEBRAE! and technical
assistance support to entrepreneurship.

Brazil has been a pioneer in this area, innovating in ways that have inspired
many other countries. Rather than redesigning its flagship income support pro-
gram (Bolsa Familia), Brazil complemented it through the productive inclusion
axis of Brasil Sem Miséria, which made existing educational, agricultural, and
rural development programs more inclusive. Existing social assistance targeting
and management tools (such as Cadastro Unico) were used to identify beneficia-
ries and target the complementary support. In addition, it promoted integration
and coordination of policies, programs, and actions between the different sectors
and across the federal, state, and municipal levels. Brazil’s innovation—linking
social assistance with skills (through PRONATEC) and with agricultural and
rural development (through microcredit and matching grants, technical assis-
tance, and public procurement)—is closely watched by countries facing similar
challenges, such as Mexico and Peru.

In urban areas, improving productive inclusion involves strengthening and
diversifying programs beyond training and better linking social assistance with
ALMPs such as SINE'’s intermediation services, entrepreneurship support, and
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start-up incentives. Because the poor face diverse employability challenges,
more effective productive inclusion will involve not only traditional skills devel-
opment but also a comprehensive integration of those programs with (a) added
“soft skills” training (including communication, perseverance, and conflict resolu-
tion skills); (b) apprenticeships and other hands-on training components; and
(c) placement services that better serve their needs. In short, the goal is to better
link social assistance not only to training (such as through PRONATEC) but also
to Brazil’s several ALMPs, including SINE’s intermediation services as well as
entrepreneurship support and start-up incentives provided by SEBRAE (Brazilian
Micro and Small Business Support Service) and others.

In addition, a more complete set of programs and intersectoral coordination
will allow social assistance workers to increasingly refer beneficiaries to labor
programs, follow up with them to avoid dropout, and address gaps in services to
the poor that affect their employability. Given the diverse profiles and needs of
social assistance beneficiaries, the availability of a more complete set of interven-
tions beyond PRONATEC could strengthen social workers’ role, thus better
leveraging their presence on the ground, and their knowledge and relationship
with those in need, in the productive inclusion agenda. Beyond the link of social
assistance with labor programs, addressing gaps in other types of social services is
also key. For example, despite advances in the universalization of child care for
children ages four years and older, gaps remain in poor households’ access to
child care (for younger children), other social services, or psychosocial support—
gaps that significantly hamper the employability of the poor. Brazil has programs
in all these areas, but it is worth considering whether they are present in the right
balance and quality, and importantly, whether they are adequately integrated and
sequenced for each client.

Brazil’s programs that promote employability or income-earning opportuni-
ties for the poorest segments of the urban population lack M&E systems that
can regularly and systematically trace the results and performance of the full
range of programs. Given the multifaceted set of employability challenges facing
the poor, fostering their inclusion in more productive jobs requires data on the
programs’ skills acquisition and employment outcomes, including the trainees’ or
beneficiaries’ increased employability, wages, and job quality. Government efforts
to cross administrative information from the Ministry of Education’s SISTEC
(on PRONATECQC) and registries of Single Microentrepreneur (MEI) and Crescer
program beneficiaries with Cadastro Unico have been key to understanding the
reach of individual programs among the poor. A new poverty panel and module
on the National Sample Survey of Households (PNAD) are also important steps
forward. But strong M&E systems that can track the impact of individual pro-
grams and the performance of the overall urban productive inclusion system are
lacking.

Refocusing this broader portfolio of urban productive inclusion programs
around the objective of labor market insertion and increased earnings could
improve the whole system’s efficiency. This report argues that the path forward
on productive inclusion will be to address next-level challenges on familiar
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terrain, not new frontiers. Toward the goal of diversifying support and making
existing programs more efficient and sustainable, key strategic areas include the
following:

o Adapr public employment services (SINE) and other ALMPs to better serve the
poor, such as through better alignment of services with beneficiary profiles and
local labor markets, and diversify urban productive inclusion beyond PRONATEC
through synergies with these adapted programs

o Expand support to address employment barriers beyond technical skills by adding
soft-skills and more hands-on components to PRONATEC while increasing
students’ or trainees’ accessibility to child and elder care, transportation subsi-
dies, night courses, and other support for the poor

o Strengthen M&E systems to provide adequate data on the job placement rates
of trainees who completed the courses and on earnings or wage increases asso-
ciated with program participation, as well as business survival and expansion
linked with entrepreneurship support, thus enabling evidence-based program
expansion and design adjustment

In rural areas, improving productive inclusion involves increasing the quality
and efficiency of the current assistance model of expanding the coverage of exist-
ing agricultural and other rural development programs for the poor. Workers in
family agriculture are a diverse group in terms of their experience (varying types
of agricultural activities), and the impact of assistance is likely to depend on these
aspects. However, although support of employment and productivity in family
agriculture will increase incomes for many, for others upward mobility will mean
moving to the nonagriculture sector. In this context, training and entrepreneur-
ship programs adapted to their skills and experience will increase the returns to
their assets, supporting them in moving to better jobs while improved educational
foundations can give the extra push. Furthermore, although the existing rural
productive inclusion model is comprehensive, it lacks M&E systems to trace its
success. The lack of data on programs’ impact on the earnings and business sur-
vival of beneficiaries poses an important constraint on their expansion and quality
because such information could play a key role in enhancing the cost-effectiveness
and impact of these interventions. This is particularly important in this area where
Brazil has pioneered many of the interventions and information on the type of
service that is most effective for the targeted population (for example, bench-
marking technical assistance versus other types of interventions). In the overall
context of rural productive inclusion, key strategic areas include the following:

e Establish M&E systems to measure programs’ results on beneficiaries’ earnings
and business survival and use this information to adapt management approaches
and institute results-based reimbursements

o Introduce profiling of family farmers (including their experience in different
types of agricultural activities) and use the results to decide how to best allo-
cate benefits
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e Continue to encourage use of Cadastro Unico to target expanded coverage of rural
development and agriculture programs among the poor

o Diversify support aimed at enhancing access to markets for the goods produced
by poor farmers beyond the quotas for public procurement

® Promote private sector partnerships, including with the financial system, to
improve access to credit and technology

* Adapt and improve access to rural entrepreneurship (microenterprise) programs
and to hands-on, community-based training and skills certification to enhance
people’s productivity

Report Objectives

This report aims to meet two broad objectives: collect new evidence and propose
incremental policy reforms. First, it assembles new evidence and data to inform and
update policy makers, academics, and other stakeholders on Brazilian employment
growth and skill use as well as the performance of existing education and labor
policies. Second, it facilitates and informs the policy debate by advancing feasible
policy options to increase employment and productive inclusion. To those ends, the
report addresses the questions described in annex table OB.1. The report summa-
rizes the findings of 10 background papers produced as part of this activity in
partnership with Brazilian government and private agencies including the Institute
for Applied Economic Research (IPEA),!8 the Ministry of Labor and Employment
(MTE), the Ministry of Social Development and Fight against Hunger (MDS), the
National Confederation of Industry (CNI) (listed with abstracts in the annex table
OA.1) and puts them in the context of the broader labor literature.

Moreover, the report provides an international context for Brazil’s skills and
jobs challenges. It benchmarks Brazil against other countries while also compil-
ing and summarizing the findings and discussion from the in-depth policy and
technical papers prepared as background for this report. In addition to its original
research, the report reviews and incorporates recent findings from other World
Bank teams, IPEA researchers, and other think tanks and academic institutions in
Brazil.

Report Structure

Chapter 1, “Main Achievements and Remaining Challenges,” describes the main
strides of labor markets in Brazil in the past 15 years and identifies the key chal-
lenges to prioritize: (a) stagnant labor productivity, and (b) limited access to and
retention of better, more productive jobs among the poor.

Chapter 2, “Skills Development Programs to Help Workers Become More
Employable and Productive,” assesses the sustainability and effectiveness of
Brazil’s existing professional and technical education system. It benchmarks key
indicators against those of other countries and identifies gaps and areas for
improvement. It proposes an agenda for reform and illustrates how other coun-
tries have dealt with similar challenges.
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Chapter 3, “Labor Regulations Reform to Support Firm Productivity While Also
Protecting Workers” reviews current labor regulations and institutions in Brazil.
Using examples from other countries, it proposes an agenda of incremental pol-
icy changes that could more effectively support firm productivity while main-
taining worker protection.

Chapter 4, “Labor Market Programs to Strengthen the Workforce and Policies to
Raise Small-Business Productivity,” assesses an array of active labor market programs
(ALMPs) in Brazil and discusses what adjustments may be needed to more effec-
tively connect job seekers to jobs, promote youth employability, and raise the pro-
ductivity of small businesses, following examples from best international practices.

Chapter 5, “Productive Inclusion Policies to Better Connect the Poor with More
Productive Jobs,” assesses existing productive inclusion policies and discusses ways
of adjusting them to improve results for the urban and rural poor.

Annex OA, “Background Papers,” includes a table that supplements the main
text of this Overview chapter. Table OA.1, as mentioned earlier, lists and pro-
vides abstracts for the 10 background papers produced during the preparation of
this report. Annex OB, “Summary Skills and Jobs Agenda for Brazil, by Program
Area,” in its table OB.1, presents the main questions and answers that the report
addresses in each chapter. As the table shows, while chapters 2, 3, and 4 focus on
the goal of raising labor productivity, chapter 5 focuses on how the policies dis-
cussed in the preceding chapters could be adapted specifically to achieve the goal
of connecting the poor to better, more productive jobs.

Annex OA: Background Papers List

Table OA.1 Background Papers List

Firms’ Growth and Skill Use

Title: Employment Creation, Labor Productivity, and Firms’ Dynamics [research
paper]

Partner institution: IPEA

Authors: Aguinaldo Maciente (IPEA), Joana Silva (WB), and Renata Gukovas (WB)

Abstract: This paper describes the types of firms that registered the largest
employment creation and their experience with changes in their workforce
occupations and skills. It uses data from the Brazilian matched employer-
employee social security records (RAIS) merged with customs and manufac-
turing census (PIA) data.

Title: The Wage Returns and Employability of Vocational Training in Brazil:
Evidence from Matched Provider-Employer Administrative Data [research
paper]|

Partner institution: SENAI

Authors: Joana Silva (WB), Renata Gukovas (WB), and Luiz Caruso (SENAI)

table continues next page
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Table OA.1 Background Papers List (continued)

Abstract: The paper investigates the impact of vocational training (SENAI) on
wages of graduates and assesses heterogeneity across course modalities. It also
evaluates whether beneficiaries of subsidized PRONATEC training have lower
returns and insertion in formal jobs than other students. It uses data from RAIS
merged with trainee-level SENAI records.

Labor Regulations

Title: Earnings Consequences of Labor Turnover: the Case of Brazil [research
paper]|

Partner institution: Fundagio Instituto de Pesquisas Econdémicas/Universidade de
Sao Paulo (FIPE/USP)

Authors: Eduardo Zylberstajn (FIPE/USP) and Joana Silva (WB)

Abstract: Although unemployment reached its historical minimum, spending on
unemployment insurance (UI) tripled in the 2000s and the labor turnover rate
increased, reaching 55 percent among formal workers. This paper aims at rec-
onciling both sides of this paradox, showing that Ul expenditure growth is
explained by the growth of formal employment and wages, job turnover is even
higher in the formal sector (where Ul is not an issue), and most turnover was in
fact reallocation to higher-paying jobs, compatible with a heated labor market.

Title: Labor Market Institutions and Regulations in Brazil [policy paper]

Author: Ana Maria Oviedo (WB)

Abstract: This paper describes the main labor market institutions and regulations
in Brazil, highlighting some key challenges going forward. It discusses a reform
agenda to allow workers to make better, longer-lasting matches and to encour-
age unemployed workers to reenter employment faster.

Active Labor Market Programs: TVET and International Best Practices

Title: Mapping of the Current Network of Active Labor Market Programs
(ALMPs) [policy report]

Partner institution: Ministry of Labor and Employment (MTE)

Authors: Karla Marra (MTE), Jociany Luz (MTE), Joana Silva (WB), and Renata
Gukovas (WB)

Abstract: Active labor market programs (ALMPs) play an important role in lever-
aging opportunity in Brazil. This report systematically describes existing ALMP
programs, detailing their objectives, key design and implementation features,
main operational challenges, and how other countries have dealt with similar
issues and options to enhance M&E.

Title: Mapping Institutions and Policies in Technical Education and Vocational
Training (TVET) in Brazil [policy report]

table continues next page
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Table OA.1 Background Papers List (continued)

Partner institution: METAS

Authors: Rita Almeida (WB), Nicole Amaral (WB), and Fabiana de Felicio
(METAS)

Abstract: In Brazil since 2011 there was a significant expansion of TVET through
the national flagship program, PRONATEC. This report describes the design
and delivery of PRONATEC, taking a critical view of upcoming opportunities.
It shares international best practices on selected operational issues identified as
strategic bottlenecks.

Title: Technical and Vocational Education and Training: Micro Evidence from
Brazil [research paper]

Partner institutions: Insper/USP and Itau-Social

Authors: Rita Almeida (WB), Leandro Anazawa (USP), Naercio Menezes-Filho
(Insper/USP), and Ligia Vasconcellos (Itau-Social)

Abstract: This paper analyzes the wage returns of completing TVET courses com-
pared with the general education track, for similar years of education. Exploring
data from PNAD, it quantifies the wage gains associated with the different
types of courses. This paper is complemented by a short note that profiles the
students across the different modalities and returns.

Education and Labor Trajectories of the Poor

Title: ITmpacts of the Bolsa Familia Program on Education: A Regression
Discontinuity Approach [research paper]|

Partner institution: Ministry of Social Development and Fight against Hunger
(MDS)

Authors: Joana Silva (WB), Rafael Proenca (WB), and Flavio Cireno (MDS)

Abstract: This paper investigates the impacts of the Bolsa Familia program on the
education trajectories and school performance of beneficiaries. It uses detailed
administrative records from the program payment records and from the regis-
try of the poor and vulnerable in Brazil (Cadastro Unico), matched with the
education census and national student test scores.

Title: Formal Employment Insertion among the Poor and Vulnerable [research
paper]

Authors: Alexandre Leichsenring (consultant), Joana Silva (WB), and Rafael
Proenga (WB)

Abstract: This paper analyzes the inclusion of Bolsa Familia beneficiaries in the
formal labor market and compares it with the formal employment insertion of
the nonpoor. It uses data from Ministry for Social Development and Fight
against Hunger administrative records merged with administrative data from

table continues next page
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Table OA.1 Background Papers List (continued)

the Ministry of Labor and Employment on formal employment in Brazil
(RAIS) for the period of 2008-11.

Title: Favela Pilot-Study on Productive Inclusion [policy report]

Partner institution: Instituto Pereira Passos (IPP)

Author: Francesco di Villarosa (consultant)

Abstract: This report describes the results of the pilot study of productive inclu-
sion programs in three favelas in Rio de Janeiro, using information collected
during stakeholder consultations and field interviews of beneficiaries. It unveils
key challenges and opportunities emerging from the operations of PRONATEC
and other ALMPs in favelas.
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Table OB.1 Summary Skills and Jobs Agenda for Brazil, by Program Area

Overall question: How can Brazil sustain employment and wage gains? Which reforms in skills and labor policies could help?

CHAPTER 1: Brazilian Labor Markets: Main Achievements and Remaining Challenges

What is the panorama of labor markets in Brazil and the challenges to prioritize?

Brazilian labor markets have performed remarkably well in the past 15 years, and improvements in labor market outcomes have been the main driver of reduction in poverty and
inequality. Today, however, job creation is slowing, and continued progress in employment and labor earnings will depend on addressing two critical challenges: (1) low and stagnant
labor productivity, and (2) limited access to and retention of better, more productive jobs among the poor.

IN SEARCH OF RAISING LABOR PRODUCTIVITY (GOAL 1)

CHAPTER 2: Skills Development Programs
to Help Workers Become More
Employable and Productive

CHAPTER 4: Labor Market Programs to Strengthen the Workforce and Policies
to Raise Small-Business Productivity

CHAPTER 3: Labor Regulation Reform
to Support Firm Productivity While Also
Protecting Workers

Policy concern: Are the technical and
vocational skills in which people are being
educated or trained increasing workers’
employability and productivity?

Analysis: In general, wage returns to TVET are
large. However, there is substantial
heterogeneity across contents and providers.
There are also concerns about the share of
graduates working outside their fields of
study as well as about limited hands-on
experience and the lack of soft skills in the
curricula.

Recommendations: Policies need to focus on

making PRONATEC more efficient and

sustainable by

- Strengthening M&E systems to trace
outcomes and support program
expansion;

- Improving partnerships with the private
sector and access to apprenticeships;

Policy concern: How can public employment services be more effective in
connecting job seekers to jobs?

Analysis: SINE placement rates are relatively low by international standards (12% vs.
36% in Mexico) and only 23% of vacancies offered by firms were filled. Existing M&E
systems and management model are not focused on placement rates as the key
outcome.

Recommendations: Policies need to focus on strengthening SINE to facilitate job
searches and matches by adopting a management approach that is more focused
on placements (including the introduction of client profiling, strengthened services
for businesses that demand low-skilled workers, and use of results-based
reimbursements).

Policy concern: Can the current design of the “Apprentice Law” and other youth-
targeted programs be improved to increase their impact on equipping youth for
jobs?

Analysis: The Apprentice Law establishes a minimum 5% apprentices-to-workforce
ratio, but compliance is low (firms have filled only 23% of the mandated number of
apprenticeship positions). A better understanding of business needs, the pool of
candidates, and the benefits for youth is key. The impact of existing youth-targeted

Policy concern: How can labor regulations more
effectively support firm productivity while best
balancing protections and incentives for
individuals?

Analysis: Three stylized facts are in need of attention.
First, job turnover is high. This can decrease investment
in training, therefore reducing labor productivity. Ul
spending has tripled since 2002 despite record low
unemployment. Although there is no single solution
to increase job attachment, increasing the minimum
employment duration for Ul eligibility can reduce
spending, but coverage among the low-skilled will
also decrease. Second, Brazil’s high nonwage labor
costs (second to Sweden in the OECD) can hurt firms’
investment in innovation and training and promote
firm exit, further hurting labor productivity. Third,
there is an increasingly high number of disputes
reaching labor courts every year (3 million cases in
2013). Reducing incentives for unnecessary labor
disputes while streamlining dispute resolution can
cut administrative costs and waiting times.

table continues next page



Table OB.1 Summary Skills and Jobs Agenda for Brazil, by Program Area (continued)

- Guaranteeing the quality and relevance of
contents, including through innovative
curricula and pedagogies and stronger
technical preparation for teachers; and

- Making career guidance available to
support students’school-to-work
transition and older trainees’ sector or
job redeployment.

programs can be improved if they are combined with on-the-job and “soft skills”
training. Currently these programs tend to be small scale and focus on classroom
training.

Recommendations: For increasing impact, evaluating and redesigning the
“Apprentice Law” by setting more realistic requirements could be valuable.
Addressing the causes of low compliance, including introducing more flexibility
across sectors or firm types and incentive packages, could give firms more incentive
to recruit apprentices. In other youth-targeted ALMPs, including on-the-job and
“soft skills” components as well as better links between training and
apprenticeships could better equip unemployed youth for jobs.

Policy concern: How can entrepreneurship and self-employment support more
systematically promote the productivity of small businesses?

Analysis: Brazil's rich set of entrepreneurship programs (both financial and
nonfinancial support) are not always targeted at the micro and small businesses.
Coordination among various programs could be improved and overlaps identified
and reduced.

Recommendations: Better coordination of entrepreneurship support programs
would promote small-business productivity by (a) establishing more effective links
between financial and nonfinancial support and with other labor market programs
and services, and (b) reviewing and consolidating fragmented programs to improve
efficiency.

Policy concern: How to strengthen existing ALMP’s M&E systems?

Recommendations: Leveraging and strengthening current monitoring systems to
focus on tracking outcomes and results is key to be able to guide policies including
decisions on program scale-up or end. This can be achieved by a) introducing
indicators on employment outcomes (wage increases, placement rates, and
business survival rates) in addition to inputs and outputs; b) conducting periodic
evaluations; c) developing rigorous impact evaluations of strategic programs; and
d) introducing or upgrading M&E systems where they are weak or don't exist.

Recommendations: Reforms to the design of labor
regulations could eliminate distortive disincentives
for workers and businesses by

- Reducing incentives for unnecessary labor

Integrating job-search requirements into Ul
eligibility;

disputes while streamlining dispute resolution
by creating automatic mechanisms for some
types of labor disputes, and revising and
strengthening the mediation and negotiation
mechanisms; and

Analyzing mandated nonwage labor costs to
understand the effects of each (social security
contributions, unemployment funds, labor-
related taxes) and considering whether selected
fine-tuning could more effectively support the
desired social contract of worker protections and
growth of formal sector employment and wages.

¥4
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Table OB.1 Summary Skills and Jobs Agenda for Brazil, by Program Area (continued)

IN SEARCH OF CONNECTING THE POOR TO BETTER, MORE PRODUCTIVE JOBS (GOAL 2)

CHAPTER 5: Productive Inclusion Policies to Better Connect the Poor with More Productive Jobs

[Adapting] Skills Development/PRONATEC

[Adapting] Active Labor Market Programs

Self-Employment Support in Rural Areas

Policy concern: Which key adjustments to Skills
Development/PRONATEC contents,
pedagogies, and services would best ensure
access of the poor to enhanced employment
opportunities?

Analysis: Of all PRONATEC training slots, 40%
are targeted to the poor. Dropout rates
remain high. For many poor and vulnerable
job seekers, difficulties in retaining jobs,
ineffective job-search mechanisms (mostly
informal networks), and limited access to child
care are the main employability constraints,
not technical skills. Moreover, increased
coordination between PRONATEC and an
adapted public employment service (SINE)
could improve placement rates among
PRONATEC beneficiaries.

Policy concern: Which key adjustments to ALMPs would best connect the poor to
jobs in urban areas?

Analysis: Most SINE clients coincide with the targeting group of productive
inclusion: they are working poor who face diverse employability challenges.
Productive inclusion policies will involve not only training but also a comprehensive
integration of those programs with (a) “customized” placement services that better
serve client needs, (b) added “soft skills” training (including communication and
conflict resolution skills), and (c) apprenticeships and other hands-on training
components. In short, the goal is to better link social assistance not only to training
(such as PRONATEC) but also to Brazil's several ALMPs, including SINE's
intermediation services as well as entrepreneurship support and start-up incentives
provided by SEBRAE (Brazilian Micro and Small Business Support Service). The
availability of a more complete set of interventions beyond PRONATEC could also
strengthen social workers’role, thus better leveraging their presence on the
ground, and their knowledge and relationship with those in need, in the productive
inclusion agenda.

Policy concern: How could Brazil strengthen rural
productive inclusion policies to better connect the
poor to more-productive, higher-earning jobs?

Analysis: Because employment is concentrated in
low-productivity (family) agriculture, maximizing
the earnings potential of these businesses is critical.
But although these programs will promote incomes
for many, for others upward mobility will mean
moving to the nonagriculture sector. In this context,
training and entrepreneurship programs adapted to
their skills and experience are helpful.

Recommendations: Brazil could promote the

efficiency and sustainability of the integrated model

of rural development and social assistance by

- Establishing M&E systems to evaluate the results
of programs on employability and income
generation, thus enabling evidence-based
program expansion and design adjustment;

table continues next page
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Table OB.1 Summary Skills and Jobs Agenda for Brazil, by Program Area (continued)

Recommendations: Brazil could promote
employment and earnings among the poor
by

« Including in PRONATEC training soft skills
targeted to the poor and increased
accessibility to child and elder care,
transportation subsidies, night courses,
and other support for the poor;
Diversifying support in urban areas beyond
PRONATEC through synergies with the
adapted intermediation and
entrepreneurship programs;

Improving coordination and services
integration between PRONATEC, social
assistance, and labor programs (common
processes and goals); and

Improving equity in PRONATEC expansion
by (a) better aligning programs with
beneficiary profiles; and (b) redistributing
PRONATEC training slots across
municipalities and subjects to correspond
with low-skilled labor market supply and
demand.

Recommendations: Toward the goal of diversifying support and making existing
programs more efficient and sustainable, key strategic areas include the following:
- Diversify urban productive inclusion beyond PRONATEC through synergies with
ALMPs;

Adapt public employment services (SINE) and other ALMPs to better serve the
poor, such as through better alignment of services with beneficiary profiles and
local labor markets;

Expand support to address employment barriers beyond technical skills by
adding soft-skills and more hands-on components to PRONATEC while
increasing students’ or trainees’ accessibility to child and elder care,
transportation subsidies, night courses, and other support for the poor; and
Strengthen M&E systems to provide adequate data on the job placement rates
of trainees who completed the courses and on earnings or wage increases
associated with program participation, as well as business survival and
expansion linked with entrepreneurship support, thus enabling evidence-based
program expansion and design adjustment.

Profiling family farmers (including their
experience in programs by type of activity) and
using the results to decide how to best allocate
benefits, and continuing to encourage the use of
Cadastro Unico/NIS for targeting of rural
development programs;

Expanding support to enhance producers’
market orientation and access to markets
beyond the quotas for public procurement;
Promoting private sector partnerships, including
with the financial system, to improve access to
credit and technology; and

Adapting and improving access to rural
entrepreneurship (microenterprise) programs
and expanding access to hands-on, community-
based training and skills certification to enhance
people’s productivity.

In addition, establishing or strengthening M&E systems to trace outcomes and support program expansion is a key priority for rural and urban productive inclusion programs.

Note: TVET = technical vocational education and training; M&E = monitoring and evaluation; PRONATEC = National Program for Access to Technical Education and Employment; SINE = National Employment System;
SEBRAE = Brazilian Micro and Small Business Support Service; ALMP = active labor market program; Ul = unemployment insurance; FGTS = Severance Indemnity Fund; NIS = social identification number. Cadastro Unico

(Single Registry) is the Brazilian federal government’s database that identifies and characterizes low-income households to support their access to social programs.
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Notes

1.

10.

11.

Aggregate data are from the Total Economy Database, January 2014 update, The
Conference Board, New York, http://www.conference-board.org/data/economydatabase.
Firm-level results on labor productivity are from Maciente, Silva, and Gukovas
(2015).

. The minimum wage also affects the poor because social benefits such as the social

pension are indexed to the minimum-wage annual increase.

. Social assistance in addition to education has greatly contributed to addressing these

challenges. For example, Brazil's conditional cash transfer program, Bolsa Familia,
decreases dropout rates and increases the likelihood of grade promotion but has lim-
ited effects on learning outcomes (Silva, Proenca, and Cireno 2015). Compensating
for bad schools and remedying early disadvantages are long-term endeavors that
require additional policy agendas.

. In Brazil, universal child care is available only for children of ages four years or older.

. Active labor market programs (ALMPs) help with job search and matching, improve

employability, and connect people to more productive employment. They include
job-search assistance and labor intermediation services (National Employment
System, SINE), training and apprenticeships, programs to promote entrepreneurship,
support to self-employment, and special programs targeted at youth or other vulner-
able groups. Labor market regulations and institutions include the minimum-wage
policy, labor courts, and support systems for the unemployed (for example, unemploy-
ment insurance [Subsidio de Desemprego] and the Severance Indemnity Fund
[Fundo de Garantia do Tempo e Servico, FGTS]).

. Cadastro Unico (Single Registry) is the Brazilian federal government’s database that

registers and characterizes low-income households (including income, family compo-
sition, location, and so on) to provide information that social programs use to select
new beneficiaries.

. PRONATEC is an umbrella program coordinating a variety of existing and new voca-

tional education and training policies, including courses in two modalities: Technical
Education (TEC) and Initial and Continuing Training Programs (FIC). Under this
program, the Ministry of Education has established partnerships with several other
ministries (including Social Development, Tourism, and Communication) to identify
and select potential trainees for technical courses.

. PRONATEC’s TEC courses are generally considered preemployment technical educa-

tion, are longer, and offer upward permeability with the education system. Its FIC
courses are generally for the current workforce, consisting of short-duration vocational
training and aiming to improve workers’ qualification by upgrading their skills.

. The University for All Program (PROUNI) is a federal program that provides scholar-

ships to poorer students to study in private universities.

Financing of Higher Education Students (FIES) is a federal program that provides
financing to students who want to pursue a higher-education degree at a private
university.

“Sistema S” is the training arm of the Confederation of Industry (CNI). It includes
nine institutions, including SENAI (the National Service of Industrial Education),
SENAR (the National Rural Training Service), SENAC (the National Commercial
Training Service), and others. The Brazilian Constitution establishes that these
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institutions must use part of the revenues passed on to them for designated educa-
tional and training purposes.

The constitution also introduced specific labor-related laws (for instance, regarding
indexation between social benefits and the minimum wage) that imply that changes
in labor regulations have many spillovers to other policies.

Although there is no single way to increase job attachment without creating disincen-
tives for productivity, the recent government proposal to increase the minimum
employment duration necessary for Ul entitlement can reduce Ul spending. However,
assessing the proposal’s effect on UI coverage will be key, particularly among the low-
skilled, who tend to have shorter employment spells.

Firms’ costs for formal employees include the 13th-month salary—an extra monthly
salary (8.33 percent of annual salary) payable by the employer each year in December.
Employers also pay transportation costs (around 1 percent, up to 6 percent); social
security charges (National Institute of Social Security [INSS]/FGTS) on the 13th-
month salary (2.98 percent); a vacation bonus (2.78 percent, or one-third of one
month'’s salary when the employee takes vacations); and social security charges (INSS/
FGTS) on the vacation bonus (1 percent). In addition, firms have to pay the FGTS
penalty of 40 percent (4.5 percent) when dismissing an employee. Finally, depending
on the sector, additional payments are required for food staples and health insurance.
Hence, nonwage costs can total up to 70 percent of total compensation (James 2011).

In Brazil, microenterprises (microempresa) are those with gross annual revenue up to
R$240,000 per year, and small businesses (empresa de pequeno porte) are those with
gross annual revenue between R$240,000 and R$2,400,000 per year (General Law of
Micro and Small Enterprises [Law 123, 2006]).

The Brazil Sem Miséria strategy, launched in June 2011, is aimed at eradicating
extreme poverty in Brazil. The strategy has three axes: income support, access to ser-
vices, and productive inclusion. It is an umbrella strategy that coordinates, improves,
or expands existing programs. In addition to the “productive inclusion” axis discussed
in this report, the “income support” axis expanded the coverage and benefits of the
government’s flagship conditional cash transfer program, Bolsa Familia, which now
benefits more than 14 million families and is internationally regarded as a success,
costing around 0.6 percent of Brazil’s GDP (Brazil, Ministry of Social Development
and Fight against Hunger 2013). The “access to services” axis expanded access to child
care, housing, and basic health and education services for the poor.

Brazil has a long history of supporting micro and small businesses through the
Brazilian Micro and Small Business Support Service (Servico Brasileiro de Apoio as
Micro e Pequenas Empresas, SEBRAE). Created in 1972 as a public institution,
SEBRAE became a private nonprofit organization in 1990, with the mission of pro-
moting the sustainable and competitive development of small businesses. Types of
support provided includes training and technical assistance.

The Institute for Applied Economic Research (IPEA) is a federal public foundation
(linked to the Secretariat of Strategic Affairs of the Presidency of the Republic) that
“provides technical and institutional support to government actions—enabling the
formulation and reformulation of public policies and Brazilian development pro-
grams.” Its mission is to “enhance public policies that are essential to Brazilian develop-
ment by producing and disseminating knowledge and by advising the state in its
strategic decisions” (IPEA website, http://www.ipea.gov.br).
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CHAPTER 1

Brazilian Labor Markets: Main
Achievements and Remaining
Challenges

Skills and Jobs Achievements in Brazil since 2000

Remarkable Progress in Average Earnings and Employability

Brazilian labor markets performed remarkably well in the past 15 years in terms
of employment, labor market participation, and labor earnings growth.
Unemployment in Brazil declined steadily between 2002 and 2014, as shown in
figure 1.1. The unemployment rate fell from 12.9 percent in 2002 to 4.9 percent
in 2014 (hitting a historic low of 4.3 percent in December 2013—one-third the
rate of the early 2000s).! Meanwhile, the total number of people employed grew
by an annual average of 2.1 percent between 2000 and 2014. Figure 1.1 also
illustrates the steady rise of labor income, which grew by an annual average of
2 percent in real terms and reached a historic high of $R2,078 (US$665) per
month in February 2014.2 These trends occurred even as the overall labor force
participation rate grew from about 68 percent in 2000 to 70 percent in 2014 and
as the female participation rate grew from 56 percent to 59 percent.?

In contrast with earlier periods, formal employment expanded greatly, exceed-
ing informal employment since 2007. Since 2002, formal jobs (as a percentage
of the workforce) increased by more than 13 percentage points (figure 1.2) as
Brazil's private sector created a total of more than 19 million formal jobs
(Maciente, Silva, and Gukovas 2015).4 In 2007, the share of formal employment
exceeded that of informal employment for the first time> Along with the
increase in formal employment came decreases in informal employment (mainly
since 2004); unemployment; and to a smaller extent, the share of the population
out of the labor force. The share of self-employed workers and employers
remained fairly stable throughout this period (Zylberstajn and Silva 2015).
Annual transition rates into formal jobs (table 1.1) indicate that an average of
34 percent of all unemployed and 31 percent of all informal workers moved into
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Figure 1.1 Unemployment Rate and Average Labor Earnings, 2002-14
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cluttering information on the x-axis. Based on data for selected metropolitan regions in which PME is representative.

Figure 1.2 Workforce Formality and Informality in Brazil, 2001-14
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Table 1.1 Annual Transition Rates and Associated Changes in Median Earnings in Metropolitan Areas of
Brazil, 2011-13
percentage
Final LM status (t + 1)
Formal Informal Self-
t/t+1 employee employee employed  Unemployed  Outof LF Total
Initial LM Formal employee 83 4 3 2 8 100
status () 2.23 -4.66 -7.24 na. na.
Informal employee 31 35 14 4 15 100
16.15 3.59 0.59 n.a. n.a.
Self-employed 8 7 64 1 14 100
17.03 2.39 -4.41 n.a. n.a.
Unemployed 34 10 7 17 32 100
n.a. n.a. n.a. n.a. n.a.
Out of LF 8 4 5 3 80 100
n.a. n.a. n.a. n.a. n.a.

Source: Zylberstajn and Silva 2015.

Note: LF = labor force; t = start year (2011 or 2012); t+1 = final year (2011 or 2012); n.a. = not applicable. Numbers in black designate annual
transition rates; numbers in bold designate average changes in median earnings associated with the respective transition.“Informal” employees

include those who lack a signed employment card (carteira assinada) and who therefore do not contribute to social security.

formal employment each year between 2011 and 2013 (Zylberstajn and Silva
2015). Among those who are out of the labor force, however, only about 8 per-
cent move into formal jobs each year. Transitions into formality increased earn-
ings more than transitions to any other labor market status (Zylberstajn and Silva
2015).

At the aggregate level, total employment expanded with gains concentrated
in construction and retail at the expense of agriculture and, to some extent,
manufacturing. Shifts in sectoral employment since 2002 have reflected econo-
mywide structural transformation. Retail and construction output increased, but
agriculture and manufacturing output decreased. Hence, as figure 1.3 shows, the
shares of “other services” (such as transport, communications, education and
health, public administration, personal services, etc.) and construction employ-
ment increased during this period, while agriculture and manufacturing employ-
ment decreased. Maciente, Silva, and Gukovas (2015) show that sectoral
employment in formal labor markets is remarkably stable (more than 80 percent
of workers stay in the same sector year on year), so the new entrants play an
important role in big sectoral employment expansions. They also show that the
younger workers (below 40 years old) tend to enter manufacturing and retail,
while older workers are more likely to enter the agriculture and construction
sectors and therefore will be affected differently by long-term sectoral trends as
well as business cycle fluctuations.

Importantly, total employment creation recently slowed and has even
contracted in some sectors. For instance, manufacturing employment decreased
by 3.9 percent between September 2013 and September 2014.¢ As shown in
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Figure 1.3 Employment Trends in Brazil, by Sector, 2002-13
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figure 1.3, the 2002-13 employment trends were as follows, in order of the
fastest- to slowest-growing employment sectors:

o Agricultural employment contracted over the period, with an average annual
decline of —1.4 percent.

® Manufacturing employment grew by an average 1.1 percent per year.

o Construction was the fastest-growing sector between 2002 and 2013, sustain-
ing above-average annualized employment growth of 3.8 percent.

¢ Retail employment grew at an average annual rate of 1.9 percent.

o Other services employment grew at the average annual rate of 4.1 percent, with
public administration employment growing by an average of 2.7 percent per
year, although starting from a very low level (5 percent of total employment in
2002).

At the state level, the evolution of output and employment shares across sec-
tors also show important differences. Commodity price shocks affected states
differently (Bastos 2014). For example, in states with a strong agriculture and
mining presence, the output share tended to peak around 2008, particularly in
Espirito Santo, Maranhido, Para, Rio de Janeiro, and Sergipe. In the remaining
broad sectors considered, trends in output shares were more homogeneous and
consistent with those of the economy as a whole. This evidence is consistent with
the hypothesis that the behavior of these shares was predominately influenced
by macroeconomic factors common to the country as a whole. Bastos (2014) also
shows that, looking at employment shares across broad sectors and federal states,
once again sectoral trends in the allocation of labor are generally consistent with
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those displayed for the whole economy, despite some heterogeneity across
states in both levels and trends. Annex table 1A.4 shows the labor and poverty
status, by state.

The workforce became more skilled, as secondary education coverage
expanded significantly. The average educational level of the labor force rose by
more than 50 percent between 1995 and 2010, driven by the rapid expansion of
secondary education. Brazilians 25 years and older had 7.2 years mean years of
schooling in 2010, up from 4.6 years in 1995 (UNDP 2014). Schooling of stu-
dents from lower-income households increased the most because the extension
of coverage during these years favored those households (World Bank 2013).
However, overall secondary education coverage increased significantly over the
period. According to the School Census (Censo Escolar), the number of students
enrolled in secondary education (Ensino Médio) increased from 4 million in
1992 to 8.3 million in 2010 (INEP 2014). Similarly, completion rates in both
primary and secondary education have steadily increased over the past decade
and a half (OECD 2012; Todos Pela Educacdo 2012), as shown in figure 1.4,
panel a. Educational attainment also improved: for example, between 2003 and
2012, the Program for International Student Assessment (PISA) math scores in

Figure 1.4 Basic Education Completion and Student Math Performance in Brazil and Selected Countries

a. Basic education completion rates in Brazil, b. Performance gains in 2003-12 PISA
2001-12 average math scores in selected countries
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of Households (Pesquisa Nacional por Amostra de Domicilio, PNAD) OECD = Organisation for Economic Co-operation and Development;
did not collect data for 2010, a year when Census data were collected. SAR = special administrative region.
However, the PNAD and Census survey data were not compatible in
this regard.
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Brazil increased by 35 points (figure 1.4, panel b)—the largest increase among all
participating countries (OECD 2014). Significant improvements were also
found in reading and science.

Although the schooling level of the workforce increased, it came up from a
very low level, and average educational levels remain low in Brazil relative to
comparable countries. The 2012 PISA found that two-thirds of Brazilian 15-year-
olds were “low achievers” in math (although this share is markedly lower than
the 75 percent share in 2003). And the 2012 average PISA scores in math, read-
ing, and science, while all improved since 2000, lag behind the 2012 OECD
averages. In each case, the improvements in Brazilian students’ performance can

be explained by “improvements in the economic, social, and cultural status of the
student population” (OECD 2014).

Improved Labor Market Outcomes, Particularly among the Poor

There were significant strides in labor market outcomes of the poor since 2000.
In Brazil during this period, labor earnings at the bottom of the per capita
income distribution increased at much higher rates than for those at the top, as
shown in figure 1.5, panel a. Over the same period, the relative supply of
skilled labor increased more among the poor than the nonpoor, contributing to
an increase in average earnings (figure 1.5, panel b). Similarly, the wage pre-
mium decreased between the Southwest and Northeast regions, where most of
the poor live (Ferreira, Firpo, and Messina 2014).

Figure 1.5 Changes in Skilled Labor and Wages in Brazil, by Income Distribution, 2002-13

Change in real log hourly

labor income

a.Change in wages b. Change in share of skilled workers?

Change in ratio of skilled to
working-age population

0 — T . T bl

0 T T T T T T
0 20 40 60 80 100 0 20 40 60 80 100
Income percentile (ranked by 2002 Income percentile (ranked by 2002
mean per capita income) mean per capita income)
Change in real log hourly labor income * Change in ratio of skilled to working-

W 95% confidence interval

age population

W 95% confidence interval

Source: Based on the National Household Survey (Pesquisa Nacional por Amostra de Domicilio, PNAD), Brazilian Institute of Geography and
Statistics, Rio de Janeiro.
a."Skilled workers" are those with 11 or more years of education. "Working-age” individuals are at least 18 years old.
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Formal labor market insertion also increased more among the poor than the
nonpoor. The disadvantaged segments of the population participated more in
employment and increased their share of higher-paying, formal jobs. Merging
administrative records of the Ministry of Social Development and Fight against
Hunger with social security records, Leichsenring, Silva, and Proenca (2015)
find that the share of the poor who gained formal employment expanded from
10.5 percent in 2008 to 16 percent in 2011 (considering only the beneficiaries
of Brazil’'s Bolsa Familia conditional cash transfer program, that is, those regis-
tered in Cadastro Unico with monthly per capita income below R$140, or
US$47.60).2 Among the vulnerable (defined as those registered in Cadastro
Unico with monthly per capita incomes between R$140 and R$270, or
US$47.60-US$91.80), formal employment insertion increased at a similar rate
(from 14.1 percent to 20 percent). These trends are in sharp contrast with
formal labor participation among the nonpoor, which increased at a much
smaller rate (from 48.9 percent in 2008 to 50.6 percent in 2011), as shown in
figure 1.6.

Young workers who completed high school drove the increase in formal labor
market insertion among the poor. As of 2008, the poor who had entered the
formal labor market were primarily less-educated working adults, in particular,

Figure 1.6 Insertion in Formal Employment of Poor vs. Nonpoor in Brazil,
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workers between 29 and 39 years of age who had completed only elementary
school (Leichsenring, Silva, and Proenca 2015). Between 2008 and 2011, the
growth (by age and education) in insertion in formal employment among the
poor came from younger, more-educated workers entering the labor market: 18-
to 24-year-olds who had completed high school made up the group whose share
increased the most (figure 1.7). This influx of young and educated workers
shifted the profile of the poor with formal jobs quickly. By 2011 the poor who
held formal jobs were mostly young, relatively educated workers (Leichsenring,
Silva, and Proenca 2015).

Figure 1.7 Variation in Formal Employment Insertion Rates of Poor and Nonpoor in Brazil, by Age Group
and Educational Attainment, 2008-11

Change in share of formal workers (ppts)

6 -

0 +—— ._l— | sl

-6

| III"

‘|]| Il‘l i

|

1
1
1
1
1
1
1

1

llll
\-—’,

i

g

T
> D
7/ /0)0/ D‘Q/ Dg/ \(b/ ’f;)/ ,’)Q/ bg/ b9/ ‘\%/ ’f;)/ ")0/ b(Q/ b9/

T T T
9 O H
> X o
b
No schooling

T T T T
VDD DD
Elementary

school

T T
DD D RO

Middle school

T
b;)/q’qg/ Q/ 7
N A7 A W

T T T
DR S
NS
Started high
school

M Poor M Nonpoor

Educational attainment, by age group

Source: Leichsenring, Silva, and Proenca 2015.
Note: ppts = percentage points;“Poor” = Bolsa Familia beneficiaries; "Nonpoor” = everyone else. For both the poor and the nonpoor, we computed
the share of each age-group and education combination in 2008 and 2011. Bars represent the change in share of formal workers made up by the
poor or nonpoor for each age-group and education combination between 2008 and 2011.

N

T T T T
w“;);@ D W
Vv
Completed high
school

N o A NAN A
AW I A Y W

T T T T
DD R
Started tertiary
education and

above

Sustaining Employment and Wage Gains in Brazil - http://dx.doi.org/10.1596/978-1-4648-0644-5


http://dx.doi.org/10.1596/978-1-4648-0644-5

Brazilian Labor Markets: Main Achievements and Remaining Challenges

Poverty and Inequality Reduction from Pro-Poor Labor Markets
Poverty and inequality decreased in the past 15 years in Brazil. Moderate poverty
has fallen from 24.7 percent in 2001 to 8.9 percent in 2014 (using a poverty line
of R$140 [US$47.60] monthly per capita income, the threshold of the Bolsa
Familia conditional cash transfer program). Similarly, extreme poverty declined
sharply during the same period, from 9.9 percent to 4 percent (using a poverty
line of R$70) (World Bank 2013).8 Although income inequality remains high, the
progress made since the early 2000s is remarkable. Between 2001 and 2013, the
Gini coefficient dropped by six points, from 0.59 to 0.53, as shown in figure 1.8,
panel a.2 Per capita income among individuals in the bottom two quintiles of the
distribution grew annually by 6.5 percent during the 2002-12 period, nearly
twice as fast as the mean growth rate of the whole population (3.6 percent)
(World Bank, forthcoming). Along with higher average earnings, inequality in
labor earnings declined significantly in Brazil (Ferreira, Firpo, and Messina 2014).
Improvements in labor market outcomes were the main driver of reductions
in poverty and inequality in the 2000s. The reduction in labor income inequality
could have happened either because (a) both top and bottom quintiles’ earnings
were rising, but the bottom was rising faster; or (b) the bottom quintiles’ earnings
were rising, and the top quintiles’ earnings were falling. Each explanation would
have different implications for poverty. As discussed earlier, Brazil experienced
trends consistent with option (b), which has larger effects on poverty. Most (two-
thirds) of the poverty reduction and about half of the inequality reduction can

Figure 1.8 Economic Inequality Trends and Determinants in Brazil and Other Selected Latin
American Countries
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Table 1.2 Labor Market Status among the Poor and Nonpoor in Brazil, 2011

percentage
Poor Nonpoor

Employer 12 98.8
Salaried worker 52 94.8
Formal 2.2 97.8
Informal 16.0 84.0
Self-employed 137 86.3
Unpaid 58.3 1.7
Unemployed 46.0 54.0

Source: Bianchi-Santarrosa and Lopez-Calva 2014.

Note:"Poor” = Per capita household monthly income below R$140, or US$47.60."Nonpoor” = Per capita
household monthly income above R$140.“Unpaid”refers to workers who receive no payment, either from
volunteer work or from family work.

be attributed to lower inequality in labor incomes, which resulted from increased
employment rates and real earnings of the poor and decreased real earnings of
the rich (Azevedo et al. 2013; Barros et al. 2010; Ferreira, Firpo, and Messina
2014; World Bank, forthcoming), as shown in figure 1.8, panel b.

Exiting from poverty between 2003 and 2011 was significantly associated
with insertion in formal employment along with structural unemployment
reduction, increased salaried job opportunities, and increased informal-job
wages. Given the value of the minimum wage and the poverty line determined
by the Brazilian government, a household is unlikely to be in poverty if at least
one member has a formal job. Unsurprisingly, poverty, when broken down by
labor market status, is associated with unemployment and working without pay
(Bianchi-Santarrosa and Lopez-Calva 2014), as shown in table 1.2.1% The pov-
erty rate is lower, albeit significant, among the self-employed, but it is far below
average for employers and salaried employees. Unemployed and unpaid workers
are more likely to stay in poverty. Although informality is more strongly associ-
ated with people who remain in poverty than those who escape it, a nontrivial
share of people who exited poverty between 2003 and 2011 is still made up of
informal workers, indicating that other factors beyond formalization also play a
role in helping lift people out of poverty. These factors include structural
unemployment reduction, increased salaried job opportunities, and increased
informal-job wages.

Two Critical Goals to Sustain Earnings and Employability Increases:
Raise Labor Productivity, and Connect the Poor to More

Productive Jobs

Continued progress in employment and labor earnings will depend on achiev-
ing a first critical goal: raising labor productivity. Although wages have been
growing, labor productivity (using aggregate and firm-level data) has been
low and stagnant over the past decade. Faster growth in wages than in labor
productivity generated an increasing gap between these two aggregates. This
trend implies rising unit labor costs, which erode the competitiveness of the
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tradable sector. Hence, raising labor productivity is needed to sustain future
wage increases.

Continued improvements in livelihoods of the poor will depend on achieving
a second critical goal: connecting the poor to better, more productive jobs. Over the
past 15 years, economic growth has been pro-poor, associated with (a) increased
earnings primarily from low-skilled, low-productivity occupations; and (b)
increased skills development and labor market participation of the poor (includ-
ing in the formal employment). Sustaining this pro-poor earnings growth is
essential (as box 1.1 discusses) but also a challenge for four main reasons:

¢ Earnings increases at the bottom of the wage distribution were highly influ-
enced by a minimum-wage policy that links its annual change to gross domes-
tic product (GDP) growth.1l In the current context of lower growth, high
earnings increases through this channel might be more difficult.

¢ Brazil remains a highly unequal country, and the poor’s endowments in terms
of skills and education, as well as access to and ownership of capital and land,
lag behind those of the nonpoor, making mobility of these workers across jobs
and access to and retention of high-productivity jobs harder, particularly in
weaker labor markers.

Box 1.1 Why Focusing on Jobs for the Poor Matters

To sustain both labor earnings growth and reductions in poverty and inequality, it is critical to
focus on the need for “inclusive” labor productivity growth. This goal goes beyond, but inter-
sects with, the goal of increasing labor productivity for all. For labor earnings growth to be
sustained, it must be accompanied by increased labor productivity. For labor earnings growth
to be pro-poor, it must most benefit those with lower earnings and be accompanied by oppor-
tunities for the poor and disadvantaged to upgrade their own productivity and convert skill
gains into sustainable incomes.

In the current context of lower growth and tighter fiscal constraints, investment in the skills
and labor programs for the poor is even more important for two key reasons.

First, there is an argument for skill upgrading to improve competitiveness overall. The poor are
a large portion of the labor force, and improving their skills will benefit the economy as a
whole. Making skills and labor policies more inclusive is valuable toward this goal and requires
specific actions to adapt these policies to better reach and serve the poor.

Second, itis important not to reverse the wage and employment gains that were the key drivers
of inequality and poverty reduction. Sustaining pro-poor earnings growth in tighter labor mar-
kets is not guaranteed. In Brazil, the poor’s endowments in terms of skills and education are
lower, their access to supporting services is more restricted, and they work in sectors with
bleaker prospects—making them more vulnerable to job loss, less protected when this occurs
(given their lower average tenures in formal labor markets, which limit access to social secu-
rity), and less mobile across jobs.
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e Converting higher skills into “sustainable” incomes is harder for the poor as
they face a number of mutually reinforcing barriers to employability beyond
technical skills.

e The poor are most likely to work in sectors with bleaker prospects, such as
agriculture and construction.

Goal 1: Raise Labor Productivity to Sustain Future Wage Increases

Labor productivity remains low in Brazil compared with other middle-income
countries, despite a significant increase in workforce education. In the past three
decades, as shown in figure 1.9, Brazil’s labor productivity started from a low
level, and its growth has been much slower than that of either developed coun-
tries (such as Germany and the United States) or of developing-country com-
parators (such as Argentina and China).12 In 2014, labor productivity in Brazil
was equivalent to one-fourth the productivity in Germany, less than one-third
the productivity in the Republic of Korea, and less than one-fifth the productivity
in the United States. It also remains below the Latin American and OECD aver-
ages. Moreover, labor productivity grew by an average of only 1 percent per year
between 1995 and 2009—far slower than the growth in several Asian economies
(for example, China, Japan, and Korea) and the United States (Macedo and
Esteves 2012). Almost all sectors experienced this low growth in labor productiv-
ity, the exceptions being the automobile, financial services, insurance, extractive

Figure 1.9 Labor Productivity in Selected Countries, 1950-2014
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Figure 1.10 Labor Productivity and Wage Indexes in Brazil and Advanced G20 Economies, 1999-2012
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a. Both indexes are based on a weighted average of all the countries in the group that takes into account labor productivity and the size of paid
employment. The G20 advanced economies are Australia, Canada, France, Germany, Italy, Japan, the Republic of Korea, the United Kingdom, and
the United States.

industries, and agriculture sectors. Importantly, labor productivity in technology-
intensive manufacturing sectors even decreased between 2000 and 2009 (Bonelli
2005; Fonseca 2012; Macedo and Esteves 2012). This trend of stagnant labor
productivity is also confirmed using firm-level data. Data on the value added
per worker in manufacturing firms show that the distribution of firm-level
productivity remained remarkably stable in the 2000s (Maciente, Silva, and
Gukovas 2015).

In the 2000s, labor earnings grew faster than labor productivity in Brazil, mak-
ing increased labor productivity imperative to keep labor costs from rising so fast
that they hurt competitiveness and job creation. Since 2004, gains in real wages
have significantly outpaced labor productivity growth (figure 1.10, panel a)—in
stark contrast to trends in the Group of Twenty (G20) advanced countries
(figure 1.10, panel b). This implies rising unit labor costs, which erode the com-
petitiveness of the tradable sector. Brazil’s recent slowdown in growth and invest-
ment is causing labor demand to contract, in turn exerting pressures on
employment and wages in the absence of productivity growth. At the firm level,
the disconnect between productivity and wage growth is also apparent: among
more than one-third of manufacturing firms, value added per worker in 2012-13
increased slower than minimum wage, putting at risk further employment and
wage gains, particularly among firms with high concentration of workforce in
wage levels around the minimum wage!3 Although changes in rent sharing
between wages and investment can help avoid imediate employment adjust-
ments, these changes are easier to sustain in the context of a positive demand
shock. However, economic prospects appear significantly more moderate than in
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Figure 1.11 Formal Job Creation, Unemployment, and Nonemployment Rates in Brazil

a. Net formal job creation, 2007-14° b. Unemployment and nonemployment rates,
2002-14°

53

52

- 51

- 50

- 49

- 48

Number of jobs (millions)
Unemployment (%)
Nonemployment (%)

- 47

- 46

4 T T T T T T T 45
0 Q& Qz(a

SEFE F
= Unemployment rate === Nonemployment rate

Source: Zylberstajn and Silva 2015.

Note: Both graphs track the moving three-month average.

a. Net formal job creation shows net formal employment gains or losses (jobs created minus jobs lost).

b."Nonemployment”refers to the working-age population (age 18 years and older) that is out of work and not searching for a job. A person is
unemployed if jobless but searching for a job (that is, in the labor force).

the 2000s, with the deceleration of China and a slowdown of domestic demand
playing pivotal roles. In addition, after the mid-2020s, Brazil is likely to face a
contracting labor force, which will force the country to rely increasingly on labor
productivity growth instead of new entrants into the labor market to sustain high
economic growth (Gragnolati et al. 2011).

Job creation is already slowing in Brazil. Figure 1.11 (panel a) shows a strik-
ing deceleration in net formal job creation starting in the second half of 2010
(Zylberstajn and Silva 2015). While the economy was creating more than 2.5
million jobs in mid-2010, this figure declined to fewer than 0.5 million jobs in
mid-2014. Notably, while job creation has slowed down significantly, the
unemployment rate has remained more resilient. This can be explained by the
decreasing labor force participation rate (that is, more working-age people are
now out of the labor force and as they are not actively searching for jobs they
are not counted as unemployed), as shown in figure 1.11, panel b (Zylberstajn
and Silva 2015). If the labor force participation had remained at the same level,
the unemployment rate would be higher. Importantly, annual transition rates
into nonemployment! in recent years (2011-14) indicate that an increasingly
high share of the unemployed are leaving the labor force (from 30 percent in
2010-12 to 34 percent in 2013-14), as are many of the self-employed (21
percent in 2013-14), informal workers (16 percent in 2013-14), and formal
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workers (9 percent in 2013-14). Among those out of the labor force, most (80
percent in 2013-14) remain inactive, and this percentage remains remarkably
stable (Zylberstajn and Silva 2015).

On the demand side, job creation is skewed toward “new small firms” or “new
small establishments of old, large (multiestablishment) firms” that generally grow
slowly as they age, hindering the prospects for labor productivity growth. In most
developing countries, net job creation is typically concentrated in young (and not
necessarily small) firms (World Bank 2014). In contrast, most of the job creation
in Brazil comes from either “new and small” firms (less than one year old and
up to 10 workers) or “old and large” firms (more than 30 years old and with
more than 1,000 employees) (figure 1.12, panel a)—and a similar pattern was

Figure 1.12 Net Job Creation in Brazil, by Business Age and Size, 2013
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observed throughout the 2000s (Maciente, Silva, and Gukovas 2015). Few firms
enter the market at large scale, and microfirms have low or negative net job cre-
ation because firm closure is high. The concentration of a large share of job
creation in “old and large” firms registered in Brazil is atypical, representing
potentially good news for productivity because these firms are generally the
most productive and skill-intensive. However, using establishment-level informa-
tion, this concentration is no longer present (figure 1.12, panel b). In contrast, a
higher concentration of job creation in found among new entrants with 2-10
employees. Maciente, Silva, and Gukovas (2015) show that the concentration of
high job creation in “old, large firms” (reported using firm-level information) for
the most part consists of job creation in “new small establishments of old, large
(multiestablishment) firms.” This distinction matters for policies aimed at
supporting firms’ productivity, because such policies are usually targeted based
on “firm,” not “establishment,” size.

The firms expected to be the most productive and skilled-labor-intensive are
hiring relatively fewer workers in Brazil’s private sector. Brazilian firms with
workforces of above-average education are less dynamic in terms of job cre-
ation. Furthermore, within firms, the higher the increase in workers’ average
educational level, the lower the net job creation (Maciente, Silva, and Gukovas
2015). In addition, the high-productivity firms are not growing more than the
low-productivity firms. This dynamic can constrain labor productivity growth
prospects.

For firms, the skill package of the “right workers” is increasingly complex,
requiring that skills development policies focus on developing “demand-based
competencies” and “noncognitive” skills. In today’s private sector, further rais-
ing workers’ technical skills without linking them to demand may not translate
into greater use of those skills in production (Maciente, Silva, and Gukovas
2015), as shown in figure 1.13, panel a. Furthermore, employers are increas-
ingly demanding socioemotional skills, such as attitude in the workplace com-
mitment, accountability, good customer relations, and the ability to work in a
team (Busso et al. 2012), as shown in figure 1.13, panel b. These collective
pressures on both workers and firms make it urgent to rethink skills develop-
ment (technical education and vocational training) policies in Brazil, which is
the focus of chapter 2.

High nonwage labor costs also can erode competitiveness and thus impede
firms’ investment in innovation and training and prospects for job creation—key
priorities for renewed labor market regulations. Brazil is an outlier when it
comes to high nonwage costs such as social insurance expenditures and labor-
related taxes, with nonwage labor costs contributing more than 33 percent of
total labor costs, as discussed in detail in chapter 3 (ILO 2014). High formal
employment costs could lead to the substitution of formal jobs for informal jobs
in response to contraction on the demand for final goods and services. To the
extent that employers make this substitution, formal employment will fall more
than the change in total employment levels. Another possible response is that
employers could make adjustments that would decrease productivity—for
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Figure 1.13 Workforce Skill Use and Firms’ Skill Demand in Brazil and Other Latin American Countries
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Note: Data were generated from Brazil's Annual Social Information
Report (RAIS) for formal employees only. For each occupation,
skill scores were computed based on matching job classifications
in the United States Occupational Information Network (ONET)
with those in the Brazilian Classification of Occupations (CBO)
and aggregating them into 21 skill factors (such as cognitive
skills, design and engineering skills, and so on). For the economy
as a whole, an average score on each skill factor was determined
by weighting the scores for each occupation on each factor by
the average number of employees in that occupation during
each year. The average score was then normalized to 100 for
2003 to show changes across years. For more details on the skill
factors computation methodology and definitions, see

Maciente 2013.

Share of formal firms (%)
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in selected Latin American countries, 2010
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Source: Busso et al. 2012.

Note: The data were generated from the Demand for Skills Survey
conducted among firms in Argentina, Brazil, and Chile.
“Socioemotional”skills include attitude in the workplace, commitment,
accountability, good customer relations, and ability to work in a team.
“Cognitive”skills include knowledge-based skills (language and
communication, reading, writing, problem solving, and critical
thinking).

example, decreased investments in training, new technologies, or better manage-
ment techniques. The discussion of how incremental reforms of labor regulation
linked with nonwage labor costs, along with more efficient mechanisms of
income support in case of dismissal and forms of resolution of labor disputes,
could support firms’ productivity while also protecting workers is the focus of

chapter 3.

Brazil's more productive, innnovative firms take longer than similar firms in
other Latin American countries to fill job vacancies, as shown in figure 1.14,
panel a. This disparity is particularly high among skilled, high-productivity
workers (Almeida and Jesus Filho 2011). In addition, once the matching takes
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Figure 1.14 Average Job Vacancy Duration and Worker Tenures, Selected Countries

Average job vacancy duration in

Source: Almeida and Jesus Filho 2011.
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place, it lasts less in Brazil than in other countries (DIEESE 2011), as shown in
figure 1.14, panel b. This impedes labor productivity and leaves a gap that effi-
cient job-matching support through renewed labor programs could fill. Low job
attachment decreases firms’ incentives to invest in training, having a negative
impact on labor productivity. More efficient job intermediation services could
help fill this gap, as discussed in detail in chapter 4.

Goal 2: Connect the Poor to Better, More Productive Jobs

As discussed earlier, labor income increases were largely responsible for Brazil’s
reductions in poverty and inequality over the past 15 years. However, striking
gaps remain between the incomes of the poor and the middle class, largely
reflecting differences in their labor incomes. In 2013, the average hourly wage of
those in the bottom income quintile was only 15 percent of that of the top quin-
tile, and their average earnings were 4 percent of those of the top quintile, as
shown in figure 1.15.15 Average per capita income of those in the third quintile
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Figure 1.15 Decomposition of Average Monthly Income of the Poor and Middle
Class in Brazil, 2013
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Q3 = middle income quintile (41-60 percent of households based on per capita income).

of income distribution (roughly the “middle class”) is almost double the incomes
of those in the poorest two quintiles. Decomposition of sources of average
incomes shows that although middle-class pension income is higher, it is labor
income that accounts for most of the difference. In fact, average labor income in
the third (middle) quintile is almost triple that of the bottom quintile. As will be
shown later, this is not surprising given the high prevalence of unpaid or low-
paying jobs among the poor, especially in rural areas.

In rural areas, employment is largely concentrated in low-earning (or unpaid)
agriculture activities in the informal sector. Annex table 1A.1 describes the labor
market profile of rural residents. Two-thirds of all agricultural workers in rural
areas have low-paying, low-productivity jobs, with 62.5 percent producing goods
for their own consumption, 22.5 percent being unpaid, and 9.7 percent being
self-employed, for whom working is not enough to escape poverty.1® Most non-
agricultural workers (67 percent) are informal and have, on average, better-paying
jobs than do agricultural workers.1Z In almost every respect of labor outcomes,
those in the bottom quintiles fare worse in rural areas. The poor have a lower
labor force participation rate overall (about 12 percentage points lower for the
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poorest quintile than the richest quintile), and the gap is especially high for
females and youth. Among employees in poor families, informality is more than
double that of the better-off (approximately 90 percent in the poorest quintile
compared with 42 percent in the top quintile). Most of the rural poor work as
either agricultural or livestock laborers (59.3 percent) or agricultural or livestock
producers (18 percent).

The urban poor are a more heterogeneous group, some of whom are unem-
ployed and most of whom are working poor, whether they are wage earners or
self-employed. They are also more heterogeneous than the rural poor in terms of
employment sector and occupation, as shown in annex table 1A.3. They work
mostly as domestic workers (13.7 percent), agricultural workers (11.7 percent),
helpers in civil construction (7.2 percent), and salespeople (6.4 percent).18 The
unemployment rate in these areas is 7.2 percent, which is above the national aver-
age (6.6 percent). Among all urban residents in the labor force, 31.2 percent are
self-employed and 56.3 are wage earners. One-fifth all urban workers work in
low-earning, low-productivity self-employment.

Despite the progress, in Brazil there are large differences between the poor
and nonpoor in terms of unemployment rates, types of employment, and occupa-
tions. Most of the poor work, as shown in annex table 1A.2.12 However, the poor
(in the bottom income quintile) are much more likely to be engaged in unpaid
activities, to work part-time, or to be low-paid self-employed than the middle
class (the third and fourth income quintiles).22 The working poor are engaged
mainly in agriculture, trade and retail, and domestic services, whereas the middle
class works mostly in trade and retail or in manufacturing. The top two most
common occupations among the poor are “laborer” and “producer in agriculture
and livestock” and, to a smaller extent, “domestic worker.” Among the middle
class, the most common occupations are “salesperson (stores and markets)” and
“laborer in agriculture and livestock.”

Formal labor market insertion and job retention of the poor remain limited,
particularly among older, poorly educated individuals who might not be able to
return to formal education. As shown earlier in figure 1.6, despite a significant
increase, insertion in formal labor markets remains limited among the poor
(only 20 percent of the poor hold formal jobs versus 50.6 percent among the
nonpoor in 2011). Among the poor, those who are formally employed are less
educated, with 23.8 percent having completed only elementary school and
only 3.4 percent having completed university, against 20.7 percent of the non-
poor having a university degree (Leichsenring, Silva, and Proenca 2015). When
they do obtain formal jobs, they are lower-quality formal jobs: the poor tend to
participate more in sectors that demand less qualification, in smaller firms, and
in jobs of shorter duration that pay less. Formal job retention and reentry also
present challenges for the poor: fewer than half of the poor stay in a formal job
for more than 20 months. And after losing a formal job, the poor take much
longer to find another one: only 25 percent reenter a formal job within the next
two years (Leichsenring, Silva, and Proenga 2015), as shown in figure 1.16.
Moving to formal employment is the labor market transition associated with
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Figure 1.16 Duration of Formal Employment among the Poor and Nonpoor in
Brazil, 2008-12
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Source: Leichsenring, Silva, and Proenca 2015.

Note:"Poor” refers to both Bolsa Familia program (BFP) beneficiaries and people registered in Cadastro Unico
(CadUnico), the federal database of low-income households."Nonpoor”refers to those not registered in
CadUnico. Circled data points represent median formal job duration.

the highest wage increase (a median earnings increase of 17 percentage points
for the self-employed and 16 percentage points for informal workers in 2013).
But the poor are still much more likely to leave the labor force and much less
likely to transition from informal to formal jobs or remain in the formal sector,
as shown in table 1.3.2L

Sustaining pro-poor earnings growth is not guaranteed for several main
reasons. First among them, minimum-wage policy highly influenced the earnings
increases at the bottom of the wage distribution; in the current context of lower
growth, high earnings increases through this channel might be more difficult.
Earnings increased between 2004 and 2013 primarily in low-skilled, low-
productivity occupations at low wage levels (Maciente, Silva, and Gukovas 2015),
as shown in figure 1.17, panel a.22 This trend was highly influenced by a
minimum-wage policy (cross-hatched portion of figure 1.17, panel b) as well as
the decrease in gaps between urban and rural residents, formal and informal
workers, and men and women (Ferreira, Firpo, and Messina 2014).22 Moving
forward, as the minimum wage annual changes are linked to GDP growth whose
prospects are bleaker than in the previous decade, high earnings increases through
this channel might be more difficult to achieve. Similarly, at the lower current
levels of the wage gaps across gender and location, further gains might take longer,
particularly in tighter labor markets that might hit the poorest the hardest.

Second, Brazil remains a highly unequal country: the poor’s skills and educa-
tion lag behind, and these gaps are hard to reverse, making job mobility and
insertion in high-productivity jobs harder, particularly in tighter labor markers.
There are striking differences between the educational attainment of the poor
(bottom income quintile) and that of the nonpoor. The overwhelming major-
ity of adults (18 and older) in the bottom quintile have below-primary education
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Table 1.3 Transition Rates of Formal and Informal Salaried Workers in Brazil, by Labor Status and Income

Quintile, 2011-13

percentage
Final LM status (t+1)

t/t+1 Outof LF  Unemployed Self-employed ~ Employer Informal Formal Total

1st income quintile (poorest)
Initial LM Out of LF 83 2 5 0 3 6 100
status () Unemployed 31 13 9 1 1 35 100
Self-employed 30 2 56 1 6 6 100
Employer 100 0 0 0 0 0 100
Informal 22 9 19 0 31 19 100
Formal 9 0 1 2 6 82 100
Total 75 3 7 0 4 10 100

5th income quintile (richest)
Out of LF 81 3 4 0 4 7 100
Unemployed 34 13 6 0 10 36 100
Self-employed 1 1 64 8 6 10 100
Employer 7 0 22 58 4 9 100
Informal 14 3 13 3 33 34 100
Formal 8 2 3 1 4 83 100
Total 25 2 13 5 7 48 100

Source: Based on the Monthly Employment Survey (Pesquisa Mensal de Emprego, PME) conducted by the Brazilian Institute of Geography and
Statistics, Rio de Janeiro, from August 2011 to August 2012 and from January 2013 to December 2013.

Note: LM = labor market; LF = labor force. The transition rates have 2013 as their final periods, and the start point is always 16 months before the
final month, that is, start period t designates a given month from August 2011 to August 2012; and t+1 designates an end period 16 months after
t, that is, a given month from January 2013 to December 2013."Informal” employees are those who lack signed a employment card (carteira
assinada) and who therefore do not contribute to social security.

(62.5 percent) compared with 40.4 percent nationally, as shown in figure 1.18.2%
Only 14.2 percent in the bottom quintile have completed secondary education,
compared with 26.1 percent nationally. Finally, only 1.0 percent of those in the
bottom quintile have completed tertiary education, compared with 10.1 per-
cent nationally. Conditional cash transfer programs have made important strides
in this area. For example, Silva, Proenca, and Cireno (2015) show that Brazil’s
flagship conditional cash transfer program, Bolsa Familia, decreases dropout
rates and increases the likelihood of grade promotion among the poor. Even so,
more schooling does not easily translate into better learning outcomes (mea-
sured as higher scores in the Prova Brasil [Brazil Test], a nationwide standard-
ized proficiency test taken in the fifth and ninth grade). Compensating for bad
schools and remedying early disadvantages require additional policy agendas,
such as improving basic schooling quality and early childhood development in
poor areas.

The rural poor, in particular, have lower upward labor mobility than the
urban poor. The share of the rural poor working either without pay or for self-
consumption increased significantly between 2002 and 2013 (PNAD). The share
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Figure 1.17 Changes in Real Wages and Inequality in Brazil

a. Smoothed changes in formal real wages, b. Decomposition of changes in Gini coefficient
by skill percentile, 2004-13 for labor earnings, 2004-12
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wages among 192 detailed occupations (three-digit Brazilian The paper uses a generalized Oaxaca-Blinder decomposition
Classification of Occupations [CBO] classifications) encompassing all (recentered influence function [RIF] regression-based decomposition)
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in each occupation in 2004. characteristics of the labor force (race, gender, and location); and labor

market institutions (minimum wages). Bars show the contribution of
endowments (that is, changes in the composition) and structure (that
is, changes in the returns) in each of the variable groups.

below the poverty line decreased over the same period, but only by 4 percentage
points. Similar trends took place among the urban poor, but only a small share of
urban workers are unpaid, and the share of those below the poverty line
decreased dramatically. Given that almost 45 percent of the urban population
was above the poverty line in 2013, their labor mobility appears to be signifi-
cantly higher. As noted before, education appears to be a strong predictor of labor
market outcomes. Among the overall rural population, despite a general improve-
ment in education, the types of employment based on educational attainment
were even more polarized in 2013 than in 2002: those with primary education
or less were much more likely to work either for own consumption or in unpaid
jobs in 2013 than before, as shown in figure 1.19.22 Importantly, looking at self-
employment, the poor represent more than half of loan defaulters, making their
business prospects bleaker.

Third, converting higher skills into sustainable incomes is more difficult for
the poor because they face a number of mutually reinforcing barriers to
employability beyond technical skills. Among their employability constraints
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Figure 1.18 Educational Attainment and Labor Market Status of the Poor in Brazil, 2013
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Figure 1.19 Job Status of the Rural Population in Brazil, by Educational Level, 2002 and 2013
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are ineffective job-search mechanisms (mostly informal networks) and limited
access to child care.2° Most Brazilians rely on informal networks to find a job,
and the poor are less likely than the rich to have well-connected, high-earning
people in their networks. Importantly, access to child care is significantly lower
among the worse-off, potentially limiting labor force participation, as shown in
figure 1.20.

Fourth, the poor are most likely to work in sectors with bleaker prospects,
such as agriculture and construction. Overall, 14 million Brazilians 15 years of
age or older are working in rural areas, as shown in annex table 1A.1. Out of all
rural jobs, 65 percent are in agriculture, and this share is even higher among the
poor (82.4 percent).2Z Other constraints on future job creation prospects in agri-
culture include the process of structural transformation (such as labor shifts to
nonfarm employment in rural and urban areas) and bleaker prospects for the
businesses that had benefited from the commodity boom (in soybeans, sugar
cane, and so on). Moreover, between 2008 and 2011, the poor increased their
insertion in formal employment mostly in manufacturing and construction,
which are also declining.

Figure 1.20 Employability Constraints of the Brazilian Poor beyond Skills and Education

a. Day care use by households with children, b. Informal network use as primary means of
by income quintile, 2002-13 finding salaried jobs in metropolitan areas of
Brazil, by educational level, 2009
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por Amostra de Domicilio, PNAD), Brazilian Institute of Geography and
Statistics, Rio de Janeiro.

Note: Figure omits 2010 data because PNAD did not collect data for
2010, a year when census data were collected. However, the PNAD
and census data were not compatible in this regard. Q1 = bottom
income quintile (0-20 percent of households based on per capita
income); Q2 = 21-40 percent; Q3 = 41-60 percent; Q4 = 61-80 percent;
Q5 =81-100 percent.
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In this context, to sustain progress in inequality and poverty, renewed
productive inclusion policies are needed to connect the poor to better, more
productive jobs. Inclusive productivity growth is needed to ensure that disadvan-
taged segments of the population participate in the growth process by upgrading
their own productivity and converting it into sustainable incomes. Given the
challenges of the poor described in this chapter, the strategic approaches to con-
nect the poor to more productive jobs will include (a) promoting their skills;
(b) helping them transition to better-paid formal and informal jobs; and (c)
retaining high-paying, high-productivity jobs. These approaches will require dif-
ferent priorities in urban and rural areas, as chapter 5 discusses in detail.

Annex 1A: Complementary Tables

Table 1A.1 Labor Market Profiles of Rural and Urban Residents in Brazil, 2013
percentage

Rural Urban Total
Labor force participation 66.95 65.01 65.30
Female 51.62 54.87 54.43
Youth 55.44 57.14 56.87
Unemployed 3.15 7.20 6.58
Working in agriculture 64.61 5.08 14.56
Low earnings 65.92 56.99 63.81
Self-consumption 62.49 7537 65.21
Unpaid 2245 11.30 20.10
Self-employed, earnings below poverty line 9.67 6.67 9.04
Employer, earnings below poverty line 0.08 — 0.06
Employee, earnings below poverty line 531 6.66 5.60
Non-low earnings 34.08 43.01 36.19
Self-employed, earnings above poverty line 53.23 32.78 45.77
Employer, earnings above poverty line 2.50 517 347
Employee, earnings above poverty line 44.27 62.05 50.75
Total
Self-consumption or self-construction 3241 2522 30.31
Unpaid 11.65 3.78 9.34
Self-employed or employer 31.87 27.48 30.59
Formal employee 7.93 21.93 12.04
Informal employee 16.13 21.58 17.73
Working in nonagricultural occupations 35.39 94.92 85.44
Low earnings 8.88 2.37 2.80
Self-construction 293 5.01 457
Unpaid 36.94 37.18 3713
Self-employed, earnings below poverty line 29.24 22.04 23.55
Employer, earnings below poverty line — 0.40 0.32
Employee, earnings below poverty line 30.89 3538 34.44

table continues next page
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Table 1A.1 Labor Market Profiles of Rural and Urban Residents in Brazil, 2013 (continued)
Rural Urban Total
Non-low earnings 91.12 97.63 97.20
Self-employed, earnings above poverty line 2261 18.90 19.13
Employer, earnings above poverty line 2.20 417 4.05
Employee, earnings above poverty line 75.19 76.93 76.82
Total
Self-consumption or self-construction 0.26 0.12 0.13
Unpaid 3.28 0.88 1.04
Self-employed or employer 25.20 23.05 23.20
Formal employee 41.94 57.06 56.06
Informal employee 29.32 18.89 19.57
Source: Based on the National Household Survey (Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the
Brazilian Institute of Geography and Statistics, Rio de Janeiro.
Note: — = not available. Data are based on the working-age population (ages 15 years and older) and pertain to individuals'
main jobs only.
Table 1A.2 Labor Market Profiles in Brazil, by Income Quintile, 2013
Q1 Q3and Q4
Unemployment rate (%) 17.23 6.11
Average hourly wage (RS) 32 7.26
Median hourly wage (RS) 2.2 44
Average income from labor (monthly, RS) 241.0 911.7
Median income from labor (monthly, RS) 180.0 804.0
Hours worked (weekly) 323 39.7
Employed, unpaid (%) 8.7 1.7
Employed, for self-consumption (%) 237 3.6
Self-employed and employers (%) 29.6 21.6
Employees, total (%) 38.1 73.2
Employees, informal sector (%) 73.6 28.0
Three most common sectors (%) Agriculture 55.0 Trade and reparation 19.0
Trade and reparation 10.0 Manufacturing 14.0
Domestic services 9.0 Agriculture 13.0
Three most common occupations (%) Laborer in agriculture 39.0 Salesperson (stores and 8.0
and livestock markets)
Producer in agriculture 11.0 Laborer in agriculture 8.0
and livestock and livestock
Domestic worker 8.0 Domestic worker 6.0

Source: Based on the National Household Survey (Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the Brazilian Institute of

Geography and Statistics, Rio de Janeiro.

Note: RS = reais; Q1 = bottom income quintile (0-20 percent of households based on per capita income); Q3 = 41-60 percent; Q4 = 61-80 percent.
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Table 1A.3 Labor Market Profiles of the Poor in Brazil, Urban and Rural, 2013

Urban Rural Total
Q1 All Q1 All Q1 All
Average monthly per capita income (R$) 94.9 1,061.3 100.6 529.2 97.1 981.5
Average hourly wage (R$) 3.8 124 23 6.0 32 11.6
Median hourly wage (R$) 2.8 5.6 1.8 37 2.2 55
Average monthly income from labor (R$) 349.2 1,604.6 150.6 633.3 241.0 1,449.9
Median monthly income from labor (R$) 2839 946.2 9.5 3785 179.8 898.9
Years of education 6.3 84 47 5.2 5.7 79
Maximum level of education (%)
Below primary 56.0 357 73.0 67.2 62.5 404
Primary school 13.1 114 9.9 9.4 1.9 1.1
Below secondary 10.0 8.0 8.0 6.7 9.2 7.8
Secondary 17.7 284 85 13.2 14.2 26.1
Post-secondary 32 16.6 0.7 35 23 14.6
Labor force participation (%) 47.7 65.0 65.0 67.0 543 65.3
Female labor force participation 36.9 549 47.9 51.6 40.7 54.4
Youth labor force participation 35.1 57.1 46.9 55.4 39.6 56.9
Unemployed (%) 344 7.2 5.9 3.2 214 6.6
Employer (%) 04 3.7 0.2 1.5 0.3 3.7
Employed, unpaid (%) 34 23 13.1 8.7 8.7 23
Employed, for self-consumption (%) 9.1 45 35.8 21.0 23.7 45
Self-employed (%) 30.9 20.6 27.9 28.0 29.3 28.0
Employee, total (%) 56.2 69.0 229 40.8 38.1 40.8
Employee, informal sector 68.6 256 83.7 51.0 73.6 28.0
Urban, Q1 Rural, Q1 Total, Q1
Five most common occupations (%) Laborerin 59.0 Laborerin 15.0 Laborerin 39.0
agriculture agriculture agriculture
and livestock and livestock and livestock
Producer in 10.0 Domestic 14.0 Producerin 11.0
agriculture worker agriculture
and livestock and livestock
Fisherman and 3.0 Helperin civil 7.0 Domestic 8.0
hunter construction worker
Domestic 3.0 Salesperson 6.0 Helperin civil 4.0
worker (stores and construction
markets)
Miller 2.0 Bricklayer 5.0 Salesperson 3.0

(stores and
markets)

Source: Based on the National Household Survey (Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the Brazilian Institute of

Geography and Statistics, Rio de Janeiro.

Note: RS = reais; Q1 = bottom income quintile (0-20 percent of households based on per capita income). All = all income quintiles.
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Table 1A.4 Labor Market and Poverty Status in Brazil, by State, 2013

percentage
State State State
Urban Rural Urban Rural Urban Rural
RO RN PR
Unpaid and self-consumption 2.29 835 2.16 531 1.86 2.60
Self-employed or employer below poverty line 0.41 1.26 1.38 0.93 0.17 0.14
Employee below poverty line 0.66 0.63 123 1.38 0.38 0.16
Self-employed or employer above poverty line 14.41 10.46 18.09 447 15.42 3.87
Employee above poverty line 53.38 8.16 56.15 8.90 68.73 6.67
AC PB sc
Unpaid and self-consumption 1.62 9.46 3.94 8.24 2.30 353
Self-employed or employer below poverty line 0.72 1.74 1.29 0.96 0.18 0.15
Employee below poverty line 1.80 0.90 2.57 1.21 0.20 0.07
Self-employed or employer above poverty line 14.67 743 17.36 3.74 13.89 537
Employee above poverty line 52.34 9.34 53.62 7.07 66.94 7.38
AM PE RS
Unpaid and self-consumption 3.46 6.03 251 4.74 2.65 7.39
Self-employed or employer below poverty line 1.68 1.82 1.24 1.64 0.26 0.27
Employee below poverty line 1.74 0.30 1.91 0.85 0.33 0.07
Self-employed or employer above poverty line 19.87 4.88 16.25 4.73 14.00 6.78
Employee above poverty line 56.76 346 58.76 7.39 62.52 5.74
RR AL MS
Unpaid and self-consumption 1.08 4.78 2.65 9.72 1.36 2.39
Self-employed or employer below poverty line 0.72 0.72 137 127 0.37 0.03
Employee below poverty line 1.26 0.27 2.60 2.24 0.58 0.17
Self-employed or employer above poverty line 17.93 7.12 12.06 453 15.51 1.64
Employee above poverty line 60.99 5.13 5232 11.25 70.51 743
PA SE MT
Unpaid and self-consumption 243 9.67 2.61 6.13 1.45 2.51
Self-employed or employer below poverty line 141 3.23 1.23 1.54 0.20 0.33
Employee below poverty line 173 1.01 2.06 1.07 0.56 0.16
Self-employed or employer above poverty line 16.51 9.58 16.38 7.04 14.00 5.02
Employee above poverty line 44.27 10.16 4933 12.62 66.48 9.28
AP BA GO
Unpaid and self-consumption 1.07 1.46 8.72 31.76 1.63 1.92
Self-employed or employer below poverty line 145 0.68 5.10 7.87 0.33 0.05
Employee below poverty line 1.65 0.48 8.14 6.01 0.56 0.05
Self-employed or employer above poverty line 22.02 3.30 66.74 22.05 17.82 2.36
Employee above poverty line 64.69 3.20 186.45 3232 69.48 5.80
TO MG DF
Unpaid and self-consumption 3.29 11.82 2.79 523 0.47 0.22
Self-employed or employer below poverty line 0.72 1.03 0.25 0.36 0.27 0.00
Employee below poverty line 1.03 0.69 0.63 0.35 0.22 0.07
Self-employed or employer above poverty line 17.44 535 15.18 3.65 13.57 1.06
Employee above poverty line 49.84 8.80 64.23 7.35 81.46 2.65

table continues next page
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Table 1A.4 Labor Market and Poverty Status in Brazil, by State, 2013 (continued)

State State State

Urban Rural Urban Rural Urban Rural

MA ES CE
Unpaid and self-consumption 6.60 20.36 135 418 3.57 12.16
Self-employed or employer below poverty line 1.64 2.57 0.56 0.23 1.47 2.19
Employee below poverty line 1.78 1.67 0.86 0.33 249 1.79
Self-employed or employer above poverty line 11.74 8.35 16.61 5.07 15.73 442
Employee above poverty line 33.46 11.82 63.56 7.25 47.62 8.57

PI RJ Sp
Unpaid and self-consumption 5.83 12.87 0.46 0.17 0.81 0.33
Self-employed or employer below poverty line 1.29 3.30 0.49 0.05 0.20 0.01
Employee below poverty line 141 1.73 0.36 0.08 0.40 0.03
Self-employed or employer above poverty line 15.52 9.05 19.78 0.66 16.47 0.66
Employee above poverty line 40.17 8.85 75.95 1.99 78.29 2.80

Source: Based on the National Household Survey (Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the Brazilian Institute of
Geography and Statistics, Rio de Janeiro.

Note: States are abbreviated as follows: Acre (AC), Alagoas (AL), Amapa (AP), Amazonas (AM), Bahia (BA), Ceara (CE), Distrito Federal (DF), Espirito
Santo (ES), Goids (GO), Maranhdo (MA), Minas Gerais (MG), Mato Grosso (MT), Mato Grosso do Sul (MS), Para (PA), Paraiba (PB), Pernambuco (PE),
Piauf (PI), Parana (PR), Rio de Janeiro (RJ), Rio Grande do Norte (RN), Rondénia (RO), Roraima (RR), Rio Grande do Sul (RS), Santa Catarina (SC),
Sergipe (SE), Sdo Paulo (SP), Tocantins (TO).

Notes

1. The employment and unemployment rate data are based on the Monthly Employment

Survey (Pesquisa Mensal de Emprego, PME), Brazilian Institute of Geography and
Statistics, Rio de Janeiro.

2. $R1= US$0.32 (April 2, 2015).
3. The labor participation rate data are based on the National Sample Survey of

Households (Pesquisa Nacional por Amostra de Domicilio, PNAD), Brazilian Institute
of Geography and Statistics, Rio de Janeiro. In demographic and regional terms,
Ferreira, Firpo, and Messina (2014) find that since 2002 there is a rising share of non-
white workers in the labor force (18-64 years old)—from 45.5 percent in 2002 to
53.3 percent in 2013—and that although the labor force has continued to urbanize
(from 85.6 percent in 2002 to 86 percent in 2013), most of the urbanization trend
preceded 2002.

. The total of 19 million new formal jobs excludes public administration jobs, which

accounted for 16 percent of all job creation in Brazil since 2003 and today constitutes
21 percent of all employment. Despite the increase in formality, about 40 percent of
employees in Brazil have informal jobs and are therefore not covered by social
security—a coverage level below the Latin American and Caribbean average but
higher than that of neighboring Southern Cone countries such as Argentina and
Uruguay. (The preceding data are derived from the Socio-Economic Database for
Latin America and the Caribbean, Universidad Nacional de La Plata [SEDLAC/
CEDLAS], accessed January 4, 2015, http://sedlac.econo.unlp.edu.ar/eng/.). In addi-
tion, based on the National Sample Survey of Households (PNAD), most agricultural
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10.

11.

12.

13.

14.

15.

workers in 2013 (about 59 percent) were either self-employed or worked for self-
consumption. In this sector, salaried workers represent 30 percent of the workforce,
out of which almost 60 percent are informal. In contrast, 76 percent of nonagriculture
workers are salaried, among whom 26 percent are informal.

. “Informality” in this report refers to those workers who lack a signed employment card

(carteira assinada).

. The September 2013-September 2014 data are based on the Monthly Employment

Survey (Pesquisa Mensal de Emprego, PME) conducted by the Brazilian Institute of
Geography and Statistics, Rio de Janeiro.

. Cadastro Unico (Single Registry) is the Brazilian federal government’s database that

registers and characterizes low-income households (including income, family compo-
sition, location, and so on) to provide information that social programs use to select
new beneficiaries.

. The poverty line is defined as per capita income of US$4 per day—the international

standard across countries in the Latin American and Caribbean region.

. The Gini index (or Gini coefficient), the most commonly used measure of inequality,

is a measure of statistical dispersion representing the income distribution of a nation’s
residents. A Gini coefficient of zero expresses perfect equality (every resident has the
same income), whereas a coefficient of one (or 100 percent) expresses maximal
inequality (one person has all the income, and all others have none).

Because of the absence of representative panel income data in Brazil, the authors
(Bianchi-Santarrosa and Lopez-Calva 2014) have used the synthetic panel approach
recently developed by Dang et al. (2011). Income mobility from 2003 to 2011 was
predicted based on the associated characteristics possessed in 2011 by individuals of
different mobility groups. (Labor market status and formalization indicators are avail-
able only for the head of a household.) In addition, observations are restricted for
households whose head is between 25 and 55 years of age to control for attrition
between the two datasets. Finally, the poverty line used is R$140 (the Bolsa Familia
Program threshold).

The minimum wage also affects the poor because social benefits such as the social
pension are indexed to the minimum-wage annual increase.

Comparative labor productivity data come from the Total Economy Database,
January 2014 update, The Conference Board, New York, http://www.conference
-board.org/data/economydatabase.

The minimum-wage effect has two dimensions: First, because the annual change in
the minimum wage is indexed to the GDP growth rate of two years prior, it can grow
faster than labor productivity growth for a large share of firms, affecting their ability
to accumulate capital. Second, because many social benefits are indexed to the mini-
mum wage, its growth has fiscal effects. Although these effects can be important, they
are not the focus of this report.

A person is unemployed if searching for a job (that is, in the labor force) but jobless;
a person is nonemployed if jobless, regardless of being in the labor force.

The data presented throughout the paragraph are based on the National Household
Survey (Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the
Brazilian Institute of Geography and Statistics, Rio de Janeiro.
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The data throughout the paragraph are based on the National Household Survey
(Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the Brazilian
Institute of Geography and Statistics, Rio de Janeiro.

Of all agricultural employees (constituting 24 percent of all agricultural workers),
67 percent work in the informal sector, and only 33 percent in the formal sector.

The data presented throughout this paragraph are based on the National Household
Survey (Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the
Brazilian Institute of Geography and Statistics, Rio de Janeiro.

This evidence is confirmed by a recent study on favelas that finds that 17 percent of
favela residents who receive Bolsa Familia work (Data Favela 2015).

The findings presented in this paragraph are based on the National Household Survey
(Pesquisa Nacional por Amostra de Domicilios, PNAD) conducted by the Brazilian
Institute of Geography and Statistics, Rio de Janeiro.

This finding, as shown in table 1.3, is based on on the Monthly Employment Survey
(Pesquisa Mensal de Emprego, PME) conducted by the Brazilian Institute of
Geography and Statistics, Rio de Janeiro.

In contrast to Autor and Dorn (2013), Maciente, Silva, and Gukovas do not find evi-
dence of wage polarization in Brazil. Applying the same methodology as described in
figure 1.17, panel a, to the National Household Survey (Pesquisa Nacional por
Amostra de Domicilios, PNAD), similar evidence is found as when using RAIS, which
shows that this is not a particular feature of formal labor markets. Similarly, employ-
ment shares of occupations ranked by skill level remained fairly stable with no evi-
dence of polarization. Ranking occupations by skill using wage levels of 2004 as above,
Maciente, Silva, and Gukovas (2015) also analyze the change in the employment
share and find that it remained fairly stable across the period. Hence, while the num-
ber of jobs in each occupation increased significantly, there was no significant change
in the composition of employment.

The minimum wage also affects the poor through the other social benefits,
such as social pensions (Beneficio de Prestacdo Continuada [BPC]), that are
indexed to it.

Data throughout this paragraph are based on the National Household Survey
(Pesquisa Nacional por Amostra de Domicilio, PNAD), Brazilian Institute of
Geography and Statistics, Rio de Janeiro.

Data throughout this paragraph are based on the National Household Survey
(Pesquisa Nacional por Amostra de Domicilio, PNAD), Brazilian Institute of
Geography and Statistics, Rio de Janeiro.

In Brazil, universal child care is available only for children of ages four years or older.

Data throughout the paragraph in the main text and in this note are based on the
2013 National Household Survey (Pesquisa Nacional por Amostra de Domicilios,
PNAD) conducted by the Brazilian Institute of Geography and Statistics, Rio de
Janeiro. Of all those employed in rural areas, 8.7 percent and 21 percent are engaged
in unpaid work or self-consumption, respectively. In addition, 29.5 percent are either
self-employed or an employer, 20 percent are formal employees, and 21 percent are
informal employees. By comparison, among all workers nationally, 5.4 percent work
for self-consumption, 2.3 percent are unpaid, 24.3 percent are either self-employed
or an employer, 50 percent are formal employees, and 19.3 percent are informal
employees.
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CHAPTER 2

Skills Development Programs to
Help Workers Become More
Employable and Productive

Introduction

Brazil can continue to build upon the progress achieved in educational coverage
and quality, not only to prepare a high-quality workforce but also to extend
opportunities to the most vulnerable, who may lack relevant qualifications for an
increasingly competitive labor market. Brazil’s progress in expanding education
coverage and quality has been extensively discussed and documented (Bruns,
Evans, and Luque 2012). However, many challenges remain. For example, aver-
age schooling is only 8.4 years (completion of only lower-secondary education)
and the educational quality is low, and 18.7 percent of 18- to 24-year-olds are
neither in school nor at work (de Hoyos, Halsey, and Popova 2015). Within this
context, technical vocational education and training (TVET), and in particular
technical education (TEC), provides options for learning an applied vocation and
for keeping at-risk and unmotivated youth in school through the upper-secondary
level, while vocational training provides opportunities to adapt a low-qualified or
unqualified labor force, update obsolete skills, and prepare workers for new
opportunities in new or fast-growing sectors. Interestingly, the share of students
enrolled in TEC at the upper-secondary level is low by international standards
(13.5 percent of total upper-secondary enrollment, which is substantially below
the 46 percent Organisation for Economic Co-operation and Development
[OECD] average in 2011) (OECD 2012).

Since 2011, Brazil has invested significantly in vocational training and TEC
through the flagship program PRONATEC, aiming to foster economic opportu-
nities for all—especially the poorest and most vulnerable, who often drop out of
formal school. The National Program for Access to Technical Education and
Employment (PRONATEC) is an umbrella program coordinating a variety of
existing and new vocational education and training policies, including courses in
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two modalities: Technical Education (TEC) and Initial and Continuing Training
Programs (FIC). Under this program, the Ministry of Education (MEC) has
established partnerships with several other ministries (including Social
Development; Labor and Employment; Tourism; and Communication) to iden-
tify and select potential trainees for technical courses. The program offered 8.8
million training slots between 2011 and 2014, and it includes an important focus
on reaching the poor and disadvantaged populations (for a detailed description,
see Feres 2012). PRONATEC is thus tweaking the traditional panorama of
TVET in Brazil, whereby TEC had primarily reached students of high socioeco-
nomic backgrounds and vocational training was geared toward the needs of larger
firms (Canali 2009; Almeida, Amaral, and Felicio 2015). Nevertheless, various
design and implementation issues may be hindering the efficiency and effective-
ness of this flagship program. This chapter discusses some of these issues, also
offering a broader perspective of the challenges and opportunities faced by the
country’s overall TVET system.

Even though persistent weaknesses in the general education system may
be hampering the TVET system’s effectiveness, TVET in Brazil has several
strong and well-designed features. Positive features of the TVET system
include (a) a strong articulation of general and technical skills across tracks at
the secondary level (Schwartzman and Moura Castro 2013; Almeida et al.
2015; Almeida, Amaral, and Felicio 2015); and (b) a well-coordinated set of
diverse, short-duration courses that often yield good employability and pro-
ductivity results (Silva, Gukovas, and Caruso 2015). However, as the general
education system still faces multiple quality challenges (Bruns, Evans, and
Luque 2012), the effectiveness of TVET programs may be limited by weak
foundations of the general education system and limited opportunities for
second-chance education programs.

Brazil could fine-tune the design and implementation of its TVET sys-
tem, including PRONATEC, to enhance its efficiency and sustainability in
producing a more productive workforce. The TVET system faces important
challenges, including (for several providers) little coordination with the
private sector in TEC (Almeida, Amaral, and Felicio 2015). Moreover, while
Brazil has good administrative datasets and strong monitoring of TEC and
vocational training programs through the National System of Vocational
Education and Information Technology (SISTEC), these are not regularly
used to track employability and inform policy. Anticipating a period of fiscal
consolidation, PRONATEC's efficiency and labor market results are even
more critical. Moreover, most PRONATEC expansion happened through
the Sistema S (S System) network of course providers, whose trainings have
high quality and returns (Silva, Gukovas, and Caruso 2015).1 This expan-
sion was anchored on the gratuity agreement between Sistema S and the
government, establishing that 60 percent of total revenues from taxes
directed at Sistema S are used to provide subsidized training. However, this
allocation is now being met. Looking forward, the expansion will likely rely
on a more diverse set of training providers, which will inevitably bring new
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challenges, including quality certification and accreditation issues (Almeida,
Amaral, and Felicio 2015).

This chapter identifies challenges and discusses concrete opportunities
for incremental modifications to strengthen TVET delivery and
ultimately PRONATEC's focus on the skills needed for the labor market. Even
though there is no “one-size-fits-all” solution to Brazil’s complex TVET deliv-
ery challenges, the key strategic priorities for PRONATEC and the delivery of
TVET include the following:

e Strengthening monitoring and evaluation (M&E) systems (building on the
country’s strong administrative data) to measure results by tracking learning
and labor market outcomes (employability and earnings increases) of train-
ees, systematically using that information to inform program expansion, and
making it also available to students and trainees so they can make more
informed decisions

o [mproving partnerships with the private sector and access to apprenticeships,
thus better aligning training offerings and content with employers’ needs

o Guaranteeing the quality and relevance of program content, including through
more innovative curricula and pedagogies, a strong attention, and articulation
to, core foundational skills (cognitive and socioemotional); and stronger
technical preparation for teachers and trainers, including greater linkage with
sector experience

o Making career guidance available to support students’ school-to-work transi-
tion and older trainees’ sector or job redeployment

Although all of these reforms are important, promoting evidence-based
policy making through better M&E systems is an essential first step to begin
adjusting program resources and content depending on labor and business
needs. Without strong M&E systems, PRONATEC’s TEC and FIC will not have
a solid mechanism of ensuring internal efficiency or aligning course content
with the needs of the labor market. Also critical is the fact that skills needed
for productivity and economic growth require a sequenced and well-articulated
combination of education, training, and labor market programs and institutions
(Banerji et al. 2010). Any skills development and upgrading policy for Brazil
should keep in mind these critical elements for success.

While this chapter focuses on reforms of skills development programs to
raise labor productivity (Goal 1), it reserves for chapter 5 a more detailed dis-
cussion on how to adapt skills programs, including PRONATEC, to better serve
the needs of the poor by connecting them with more productive jobs (Goal 2).
Chapter 5 discusses in greater depth the need for the inclusion of “soft skills”
modules and hands-on components and apprenticeships that better address the
employability barriers of the poor and strengthen links with entrepreneurship
support. In urban areas—and when job demand is strong—it emphasizes the
importance of promoting links with public employment services to ensure that
trainees are not discouraged.
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Existing Skills Development Policies

Despite impressive progress in education coverage over recent decades, Brazil
faces obstacles concerning both low educational quality and individuals’ comple-
tion of upper-secondary education, renewing the focus on TVET. Over the past
20 years, school enrollments for students aged 7-14 years have steadily increased
(from 80.9 percent in 1980 to 96.7 percent in 2010). However, and despite
being one of the world’s largest economies, Brazil has a population whose average
schooling is 8.4 years, corresponding to the completion of only a lower-secondary
education (Bruns, Evans, and Luque 2012). In fact, no segment of the Brazilian
education system crystallizes the quality gap with OECD and East Asian coun-
tries as clearly as secondary school. Furthermore, there is evidence that the
returns to education have been falling (figure 2.1), reducing students’ incentives
to invest in it (Aedo and Walker 2012). Within this context, TVET arises as an
option for learning an applied vocation and keeping at-risk and unmotivated
youth in school through the upper-secondary level. It is also a way to adapt a
low-skilled or unqualified labor force and prepare workers for new opportunities
in new or fast-growing sectors.

Figure 2.1 Education Earnings Premiums in Selected Latin American and Caribbean Countries, 1990-2008
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Source: Aedo and Walker 2012, based on Gasparini et al. 2011.
Note: Figure reports the coefficients on years of education variable from Mincer-style monthly earnings regressions.
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In the years ahead, education policies that deliver high-quality educational
foundations to all students are essential to strengthen the impacts of TVET poli-
cies. Even though this chapter will focus on technical skills, it is crucial to ensure
that new cohorts of Brazilian workers develop strong foundations in basic educa-
tion, from early childhood through secondary education (including both regular
and special tracks) and second-chance education programs. As discussed in Bruns,
Evans, and Luque (2012), a high percentage of secondary students in Brazil are
enrolled in night shifts, which deliver only four hours of instruction a day, com-
pared with seven hours or more in most OECD countries and even longer school
days in leading East Asian countries. Infrastructure is also lacking: Brazilian
schools lack the libraries, science labs, and computer and language facilities that
most OECD students enjoy. In addition, the curriculum is often oriented toward
memorization, and almost every state secondary school system faces a severe
shortage of qualified math and science teachers. As a result, policies to improve
basic education should continue to be a priority for Brazil, including second-
chance or adult education for youth and adults with low educational attainment
for their age (an approach called Educacio de Jovens e Adultos [EJA], also
referred to as “Supplementary Education”).

Even though enrollments in secondary and postsecondary TEC have recently
grown significantly, the share of Brazilian students enrolled in TEC at the upper-
secondary level is still low by international standards. From 2007 to 2011 alone,
enrollment in TEC (at the secondary level) in Brazil grew by 60 percent, from
780,000 to 1.25 million students (INEP 2013). Nevertheless, TEC in 2011 still
represented only 13.6 percent of total upper-secondary enrollment (approxi-
mately 8 million students), as shown in figure 2.2 (OECD 2011). This number
is still considerably lower than the TEC enrollment levels in countries such as
France, Germany, Portugal, and Spain, where enrollments in TEC reach about
40 percent of the total number of students enrolled in the upper-secondary level.
The OECD average is 46 percent. There is also some anecdotal evidence that
skills shortages may be hurting the more innovative firms (for example, Aedo and
Walker 2012), although this may be explained by the shortages in selected occu-
pations such as architects or engineers (Menezes-Filho 2012).

TVET delivery in Brazil is divided primarily between short-duration FIC
courses (vocational training) and long-duration TEC courses and involves mul-
tiple providers. FIC courses are short-term vocational training programs usually
directed at improving existing workers’ qualifications and not tied to the for-
mal education system. The Sistema S (S System) network of providers has a
key role in the delivery of these courses: each year it trains approximately 3.5
million students (making it the fifth-largest training provider in the world), and
it is responsible for more than 80 percent of total PRONATEC FIC provision.
Other providers include federal institutes, state and municipal school networks,
and private providers (INEP 2013; Almeida, Amaral, and Felicio 2015; Brazil,
Court of Accounts 2015). TEC courses are longer-term programs that do form
part of the formal education system and have upward permeability. They are
mostly offered at the secondary and postsecondary levels.2 Almeida, Amaral,
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Figure 2.2 Upper-Secondary Technical Education Enrollments, Selected
Countries, 2011

Austria 753
Belgium 72.8
Czech Republic 72.7
Slovak Republic 70.3
Finland | 70.1
Netherlands | 69.5
Slovenia | 66.2
Switzerland |
Italy
Norway
Australia
Sweden
Germany
Poland
Denmark
OECD average
Spain 455
France | 44.2
Turkey : 43.9
Portugal
Israel
United Kingdom
Estonia
Iceland
Greece
Chile
New Zealand
Hungary
Japan
Korea, Rep.
Argentina
Brazil
Mexico
Canada

0 10 20 30 40 50 60 70 80

Vocational or prevocational students (% of
upper-secondary enrollment)

Source: OECD 2011.
Note: OECD = Organisation for Economic Co-operation and Development. Table reports the percentage of
upper-secondary students enrolled in vocational or prevocational programs.

and Felicio (2015) explore data from INEP administrative records and break
down the distribution of enrollments for TEC at secondary or postsecondary
level across the different providers as of 2011. They show that enrollments in
private account for 47 percent of total enrollments, while Sistema S accounts
for 41 percent, state TVET systems account for 9 percent, and federal TVET
systems for 3 percent. In addition, TEC includes tertiary-level technical educa-
tion (Tecnologico) that is mainly delivered by federal technical education
institutes (institutos federais).
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Beyond PRONATEC, a comprehensive mapping of the TVET system
reveals four facts worth highlighting. First, the broader TVET system displays
permeability between tracks at the upper-secondary and tertiary levels
(Almeida, Amaral, and Felicio 2015), as shown in figure 2.3. TEC is not a dead-
end track.2 Second, and related to this (as this report will further discuss), TEC
students have greater wage returns than their peers in an academic upper-
secondary track and are also more likely to proceed to tertiary education, an
unusual phenomenon for TEC in Latin America. This permeability is an impor-
tant feature to strengthen and maintain in the system.? Third, technical and
academic subjects are generally well integrated in the Brazilian system of edu-
cation, ensuring that technical students also have at least ongoing education in
critical foundational subjects such as math, science, and Portuguese, even when
they choose a technical track. The three main alternative tracks at the upper-
secondary level (Integrado, Concomitante, and Subsequente) all combine tech-
nical courses with general courses at the secondary level. Fourth, it includes a
well-coordinated set of diverse, short-duration vocational training courses
whose quality and returns are very diverse (Almeida et al. 2015), but for some
providers (such as the S System) often yield good employability and productiv-
ity results (Silva, Gukovas, and Caruso 2015).

In addition to FIC courses for which MEC is responsible, the Ministry of Labor
and Employment and state secretariats of labor offer “qualification” programs:
short-term vocational training for a predefined occupation designed to meet a
specific industry or local demand.>

Figure 2.3 Brazil’s TVET System: Vertical and Horizontal Permeability across Technical and Academic Tracks,
and TEC and FIC modalities

TEC Subsequente
(1.5 years)

TEC Integrado . Short-
. TEC Concomitante .
Upper-secondary education upper-secondary duration
. upper-secondary .
(3 years) education ) FIC training
education (3 years)
(4 years) courses

Primary and lower-secondary education (9 years)

Source: Almeida, Amaral, and Felicio 2015. © World Bank. Further permission required for reuse.

Note: TEC = Technical Education modality of PRONATEC (National Program for Access to Technical Education and Employment); FIC = Initial and
Continuing Training modality of PRONATEC. “Technological” courses are tertiary-level technical courses delivered mainly by federal technical
education institutes."TEC Subsequente”includes technical courses for students who have already concluded an academic upper-secondary
program.“TEC Integrado”includes academic and vocational courses offered as one program in the same school.“TEC Concomitante”is a
complementary, but separate, technical program for students who are completing an academic upper-secondary program, which is frequently
carried out in two separate schools.
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Student payment for TVET also varies by provider, state, or municipality as
well as by student profile (whether a federal or state social program benefi-
ciary). TVET programs are free of charge to students enrolled in any public
institution within the federal or state networks. In Sistema S, however, payment
can vary: some students study for free through subsidies from public social
programs such as Bolsa Trabalhador or under the new Free-of-Charge Vacancies
Agreement (Acordo de Gratuidade) signed between Sistema S and the govern-
ment. If an employer pays for TVET courses (typically FIC courses through
Sistema S), the students will also not be directly charged. In this case, payment
is the responsibility of the employer soliciting the courses for its employees.
Students who do not fall under one of these beneficiary categories and wish to
take courses through Sistema S will be charged, although the fee varies accord-
ing to the program or state.

Many technical programs in Brazil, whether of short or long duration, still
do not require apprenticeships or other types of workplace learning as part of
the curriculum, partly because employer involvement is difficult to obtain
(Almeida, Amaral, and Felicio 2015). Although some states, such as Cears,
have implemented joint programs with local industry to provide paid intern-
ships for graduates, this practice is neither uniform nor fully integrated into
the TVET curriculum. TVET providers still have no de facto legal obligation
to offer apprenticeships or other forms of workplace learning for TEC.
However, the National Catalogue of Technical Courses indicates that appren-
ticeships and workplace learning can be carried out in addition to the required
minimum classroom hours for TEC, not in place of this classroom time. From
employers’ perspective, as the chapter 4 discusses in detail, the Apprentice
Law of 2000 mandates that all medium-size and large firms fill 5-15 percent
of their professional workforce with youth apprentices. However, these
opportunities are neither exclusive to TEC students nor available in all
regions, municipalities, or sectors. Further complicating the issue is the inabil-
ity of certain TEC programs to offer apprenticeships in areas where industry
is limited.

Since the launch of PRONATEC in 2011, the federal government has
aggressively expanded its TEC and FIC courses. As of December 2014,
PRONATEC had offered more than 8 million training slots to TEC students
and vocational trainees. Notably, the program also focuses on reaching poor
and disadvantaged populations through PRONATEC-MDS (Ministry of
Social Development and Fight against Hunger), under which 40 percent of all
PRONATEC training slots are targeted to the poor. Since PRONATEC's cre-
ation, enrollments financed by the program grew by approximately 60 percent
for TEC at the upper-secondary level and more than quadrupled for voca-
tional training (Brazil, Ministry of Education 2014), as shown in figure 2.4.
Overall, PRONATEC vacancies tend to concentrate disproportionately in
shorter-term FIC courses.

A critical question, however, is whether PRONATEC—and TVET program
delivery more generally—is cost-effective and financially sustainable. Are the
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Figure 2.4 PRONATEC Enrollments, by Type, 2011-14
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Source: Brazil, Ministry of Education 2014; Brazil, Court of Accounts 2015.

Note: PRONATEC is the National Program for Access to Technical Education and Employment.“FIC" refers to
short-term courses (Initial and Continuing Training Programs). “TEC" refers to technical education courses at
the upper-secondary level. The 2014 data include enrollments as of May 2014.

skills being taught and the programs being offered well aligned with the
needs of the labor market? Is TVET reaching the populations and fields
where it can make the greatest impact? In reviewing the evidence, one fact
was striking: there is virtually no evidence, either nationally or subnationally, on
PRONATEC'’s cost-effectiveness. It thus becomes critical to assess PRONATEC’s
fiscal efficiency, given that significant total spending (estimated at approxi-
mately 0.06 percent of gross domestic product) has produced still largely
unknown results (for lack of any systematic evaluation) on the trainees’ short-
and medium-term employability and productivity. The information gaps
concerning the effectiveness of TVET programs in general are also striking,
especially given Brazil’s strong administrative data and high technical
capacity.

In Brazil, the TEC track (for some modalities and providers) has more
impact than general education on employability and labor earnings. Recent
empirical evidence shows that upper-secondary TVET has large and varied
impacts on earnings compared with the returns of completing general second-
ary education. Almeida et al. (2015) use pre-PRONATEC data (from IBGE
2007) to show that, overall, TEC students see wage premiums of 9.7 percent
over their peers who complete only academic upper-secondary education
(figure 2.5, panel a). These higher returns, however, vary somewhat by provider
and are more concentrated in certain sectors such manufacturing and informa-
tion technology (figure 2.5, panel b). The authors also show that many gradu-
ates in certain technical fields hold jobs not directly related to their main fields
of study (figure 2.7)—suggesting that possible skills gaps or mismatches require
deeper examination if students in these fields often end up working in other
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Figure 2.5 Wage Premiums for Technical Education Graduates Relative to
Academic Upper-Secondary Graduates, 2007

a. By modality®
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Source: Almeida et al. 2015.

Note: Figure reports the propensity score matching estimates of the wage premiums for graduates in the
technical track at the upper-secondary level using data from IBGE (2007).

a. Graph reports the returns by type of training modality: Overall (including all modalities), Subsequente,
Comcomitante, or Integrado. "TEC—Subsequente”is a technical program for students who have already
concluded an academic upper-secondary program.“TEC—Integrado”includes academic and vocational
courses offered as one program in the same school.“TEC—Concomitante”is a complementary, but separate,
technical program for students who are completing an academic upper-secondary program, frequently
carried out in two separate schools."TEC—Overall”graduates (including Concomitante, Subsequente, and
Integrado) averaged a 9.7 percent higher hourly wage than graduates of the general upper-secondary
academic track. Similarly, TEC—Subsequente graduates averaged an 11.5 percent higher hourly wage.
TEC—Concomitante and TEC—Integrado graduates averaged an 8.1 percent higher hourly wage.

b. Graph reports overall wage returns for technical education graduates relative to general academic
upper-secondary graduates by the sector of current activity. “Other”includes other courses that are not
classified as manufacturing, information technology, management, agriculture, or health.
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areas despite the potentially higher returns in their own fields of study. In addi-
tion, graduates of the technical track tend to be more employable or more
likely to be actively searching for a job (Almeida et al. 2015).6

Furthermore, upper-secondary TEC tends to attract students of higher socio-
economic background relative to general-track students; this is a challenge as
PRONATEC aims to expand coverage of the most vulnerable, mainly through
the expansion of FIC courses. Yet the large wage returns from TEC are present
even after accounting for the fact that TEC graduates tend to be from betteroff
households. The socioeconomic disparity between TEC and general-track
students is a somewhat historical feature of the Brazilian system. Figure 2.6
breaks down these groups of students as of 2007, illustrating that among TEC
students, 17 percent or less came from the two poorest income quintiles while
most students came from the two wealthiest quintiles (Almeida, Menezes-Filho,
and Anazawa 2014). In contrast, approximately 40 percent of the general aca-
demic track students came from the bottom two income quintiles. Furthermore,
students in the technical track (especially in the Integrado modality) were likelier
than general upper-secondary students to proceed to university. Students who
continued on to tertiary education also tended to come from the Integrado
modality, which are some of the more-selective TEC schools and offer prepara-
tion for tertiary-level entrance exams like the national exam at the end of high
school (Exame Nacional do Ensino Médio, Enem).Z This pre-PRONATEC profile

Figure 2.6 Profile of Upper-Secondary Students, by Educational Track and Income
Quintile, 2007
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Source: Almeida, Menezes-Filho, and Anazawa 2014.

Note: TEC refers to students enrolled in technical education at the upper-secondary level. TEC Subsequente is a technical
program for students who have already concluded an academic upper-secondary program. TEC Integrado includes
academic and vocational courses offered as one program in the same school. TEC Concomitante is a complementary, but
separate, technical program for students who are completing an academic upper-secondary program, frequently carried out
in two separate schools.
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of technical students is an important consideration for the continued expansion
of the federal program, as it seeks to expand access to TEC generally but also
empbhasizes reaching the beneficiaries of several of Brazil’s social programs for
low-income and underserved populations.

This “bias” in the profile could partly result from the heavier course load
associated with the Brazilian secondary technical track relative to the general
academic track. Students in the secondary technical track must complete an
average of 800-1,200 more classroom hours than required in the general aca-
demic track. This workload naturally exacerbates existing socioeconomic
inequalities by presenting an additional barrier for students who cannot afford
not to work during these longer periods. This is especially the case for students
in the Subsequente or Concomitante modalities of TEC, where the technical
courses tend to take up more time in the school curricula. For programs in
some regions or sectors, students must complete additional hours in workplace
learning such as apprenticeships.

Interestingly, however, evidence shows that many technical-track students
end up taking jobs in fields that were not in their fields of study. A snapshot of
recent technical graduates as of 2007 showed that a high share of TEC gradu-
ates actually end up working outside their main fields of study (Almeida et al.
2015). In the health sector, for example, more than 40 percent of graduates of
health-related technical programs worked in non-health-related occupations
(figure 2.7, panel a), and 52 percent of those who studied industrial TEC
courses ended up in nonindustrial manufacturing fields (figure 2.7, panel b). It
will be critical to understand this phenomenon and its implications for the
returns to this type of education, as PRONATEC continues to expand its sup-
ply of technical and professional courses and slots.

Among the short-duration vocational training courses (FIC), those provided
by Sistema S have high returns that vary in magnitude by type of course.
As figure 2.8 shows, among all students of Sistema S FIC courses between 2007
and 2012, apprenticeship courses had the greatest impact on wages, increasing
them by 24 percent, although these students have a lower baseline in terms of
both wages and qualifications (Silva, Gukovas, and Caruso 2015). Habilitation
courses (longer courses, averaging 1,200 hours, for current high school students
or recent graduates) increased wages by 4 percent. These courses have returns
comparable to those associated with European technical tracks of significantly
longer duration. The other modalities (initiation, qualification, and technical
skills upgrading) appear to increase wages by 1-3 percent, even after controlling
for a wide range of observables and for workers’ and firms’ fixed effects, as shown
in figure 2.8 (Silva, Gukovas, and Caruso 2015). Interestingly, as discussed in
detail in chapter 5, in spite of lower socioeconomic backgrounds, subsidized
PRONATEC trainees have better wage returns than unsubsidized trainees to
vocational training provided by the Sistema S providers. However, they have a
significantly lower probability of formal labor market insertion than other train-
ees after completing training, even after controlling for observables (such as age,
educational level, and training modality).
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Figure 2.7 Occupational Distribution of Health and Industrial TEC Graduates in Brazil, by

Economic Sector, 2007
percent
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Source: Almeida et al. 2015.

b. Distribution of industrial TEC graduates
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Note: Charts display the percentages of graduates working in designated sectors who had completed, as of 2007, an upper-secondary technical
(TEQ) course in the health field (panel a) and in the industry (manufacturing) field (panel b).

PRONATEC FIC expansion occurred mainly through the Sistema S provider
network, but the gratuity quota is now being fulfilled, and expansion through
higher reliance on a more diverse set of providers might bring new challenges.
As figure 2.9 shows, approximately 80 percent of PRONATEC’s FIC course
enrollments from its 2011 inception through May 2014 have occurred through
Sistema S (Brazil, Ministry of Education 2014). This expansion was anchored
on the gratuity agreement quota between Sistema S and the government
(establishing that 60 percent of total revenue from taxes directed at Sistema S
will be used to provide subsidized training) that is now being fulfilled. As the
providers are diversified beyond Sistema S, the new challenges could include
quality certification and accreditation issues (Almeida, Amaral, and Felicio
2015). Furthermore, in the months ahead, private provision is likely to become
more relevant across all segments, including for TEC courses, because
PRONATEC recently began financing students taking both FIC and TEC
courses from private postsecondary education providers (through Financing of
Higher Education Students [FIES] and the University for All Program

[PROUNI]). In this context, it is critical to:

e Improve the regulatory framework to strengthen quality certification and
accreditation of private providers (including through the National Professional
Certification and Initial and Continuing Training [ CERTIFIC] Network);?
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Figure 2.8 Formal Wage Returns to Vocational Training from Sistema S
Providers, by Course Type, 2007-12
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Note: PRONATEC = National Program for Access to Technical Education and Employment. Wage returns are

estimated by comparing trainees of Sistema S (National Service for Industrial Training, SENAI) who found

formal jobs with comparable formal workers who hadn't received training, in a difference-in-differences

estimation. Data came from the Annual Social Information Report (RAIS), merged with SENAI trainee-level

records. It covered five training modalities: apprenticeships (for those enrolled or with completed high

school); habilitation (long courses, averaging 1,200 hours, for current high school students or recent

graduates); qualification (short courses, averaging 200 hours, to build workers'skills for particular jobs);

technical upgrading (to upgrade workers'skills for particular jobs); and initiation (to prepare workers for
low-complexity functions).

o Adjust course contents to the demands of the most vulnerable groups; and

¢ Link or complement the vocational training with other interventions including
job-search support at the end of the training programs or building in soft-skills
modules into the training curricula.

The Way Forward: A Policy Agenda

Higher-quality, more cost-effective, and sustainable delivery of TEC and voca-
tional training—particularly of PRONATEC programs—is a necessary avenue to
foster labor productivity. Five key areas that can contribute to improving
PRONATEC's efficiency and sustainability as it continues to expand and, conse-
quently, to improving the quality and effectiveness of TVET in Brazil more gen-
erally include strengthening M&E systems; improving private partnerships and
access to apprenticeships; developing a career guidance framework; improving
TVET program quality and relevance; and focusing on TVET innovation, par-
ticularly through hands-on learning.
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Figure 2.9 Distribution of PRONATEC Course Providers Serving Bolsa Formagao
Beneficiaries, 2011-14
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Source: Brazil, Ministry of Education 2014.

Note: PRONATEC = National Program for Access to Technical Education and Employment.“FIC" (Initial and Continuing Training
Programs) refers to short-term courses and “TEC"to technical courses at the upper-secondary level. Figure reports data only
for beneficiaries of Bolsa Formagéo, which offers free TEC courses for low-income students enrolled in public secondary
education and FIC courses for vulnerable social groups. “Sistema S”refers to the National Service for Apprenticeship, which
includes several institutions that provide technical vocational education and training courses. Although public technical
education is already free, those enrolled through Bolsa Formagao also receive financial support for course materials,
transportation, and meals. The 2014 data include course offerings as of May 2014.

Strengthening M&E Systems

First and foremost, Brazil needs to improve M&E systems to trace outcomes
and inform program expansion. Strong M&E systems are especially important
for tracking and improving the quality and relevance of TVET for the labor
market. To date, and in spite of the high quality of the data available, Brazil
continues to lack a solid M&E system that (a) tracks provider quality or course
performance; (b) includes objective measures of student knowledge (captured
by nationwide standardized tests); and (c) provides information on job place-
ment rates or the impacts on wages of vocational training programs, or on
students’ transition rates to tertiary education for TEC programs.2 Through the
National System of Vocational Education and Information Technology
(SISTEC), MEC tracks a range of socioeconomic characteristics for all students
who have completed or are completing technical courses at the upper-second-
ary and tertiary level (ensino tecnolégico). However, SISTEC does not system-
atically cover all the supply of all these courses and does not track students into
higher education or into the labor market. If data were available, evaluations
could assess the cost-effectiveness of many PRONATEC interventions specifi-
cally (such as Bolsa Formagio, e-Tec Brasil, or Brasil Profissionalizado)!? as well
as their most effective delivery mechanisms. In addition, while general
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secondary education has a modern system of student assessment, national
exams like Enem are not compulsory for all students completing upper-
secondary education, regardless of their track. Consequently, there is no way to
evaluate learning and the quality of technical schools. In addition, few federal
or state technical schools measure their performance based on the insertion of
students into the labor market—information that could systematically guide
and inform policy implementation.

Other countries faced similar operational challenges, and their experience
could help Brazil in this reform. An international comparison showed that
policy makers are using several indicators systematically to measure system
quality and labor market outcomes of graduates. These indicators include the
proportion of trainees with jobs in the short and medium term as well as sus-
tainability and quality measures of these jobs (including wages, contract for-
mality, and nonwage benefits). In Brazil, the Pernambuco state has set an
innovative M&E system of vocational system collecting this type of informa-
tion. It is therefore critical to capitalize on opportunities for further research
and evaluation (Almeida, Amaral, and Felicio 2015). These core indicators can
be complemented by others—for example, employers’ perceptions of the
trainees’ quality. Beyond collecting information on these indicators, the use of
this information in supporting the career guidance of students and trainees
and helping to disseminate information provided by “labor observatories” is
key, and Australia, Chile, Turkey, and the United States are pioneers in these
domains (box 2.1).

Box 2.1 M&E Systems, Work-Related Websites, and Counseling in Australia, Chile,
Turkey, and the United States

Even though Brazil has outstanding administrative data and information on technical voca-
tional education and training (TVET) programs, the information tends to focus on program
take-up rather than on posttraining employability and earnings increases. There is thus an
urgent need to improve these monitoring and evaluation (M&E) systems, not only by promot-
ing the more systematic measurement of results but also by ensuring a “feedback loop” to
implementation. A strong M&E system can also be the backbone for a system of career guid-
ance and information dissemination for a host of stakeholders, including students and train-
ees, training providers, and policy makers. Several countries have moved in this direction,
building strong M&E systems that help provide up-to-date, reliable information for decision
making at all levels.

In Australia, the National Centre for Vocational Education Research (NCVER) conducts sys-
tematized M&E that underpins TVET policy. NCVER is a not-for-profit company owned by state,
territory, and federal ministries, and is dependent on the Australian Department of Industry,
which is responsible for skills development, research, and innovation policies. NCVER has been
recognized nationally, and internationally, as a leader in TVET research. Much of the work it

box continues next page
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Box 2.1 M&E Systems, Work-Related Websites, and Counseling in Australia, Chile, Turkey, and the
United States (continued)

conducts is used by policy makers, training providers, and the private sector to align and
improve TVET provision throughout the country.

In Chile, the MiFuturo online platform (http://www.mifuturo.cl) provides information on
the students’and trainees’average wage and percentage employed three and six months after
previous-year course completion, by course subject and region. The information is accessible
through an easy-to-use website that helps students and trainees make more-informed deci-
sions. MiFuturo also features information on educational requirements and exams for various
careers and jobs, options for financial aid, current and expected returns to different levels of
education, and projected growth of different occupations. In the United States, the
Occupational Outlook Handbook (OOH) serves a similar purpose. Underpinned by solid data
from the U.S. Bureau of Labor Statistics, the OOH provides students as early as middle school
an opportunity to explore the educational requirements and expected career trajectories and
salaries for different fields and occupations.

In Turkey, the M&E system tracks final policy results, and the government surveys samples
of trainees who have completed the course each year, collecting information on three key
indicators: (a) the trainees’ insertion rate in labor markets and retention rates in the jobs 3, 6,
and 12 months after training completion; (b) the insertion costs (total program budget divided
by the number of trainees employed upon course completion); and (c) the posttraining aver-
age wage increase of the trainees. The results are disaggregated by student gender, student
age, type of program, type of job (formal or informal), type of provider, and region.

In the United States, the state of Virginia is also using such information to help inform the
development of career clusters, in which trained career counselors work with students as
early as the seventh grade to develop academic and career plans of study (ACPs). These ACPs
are mandatory but malleable plans intended to guide students in thinking about their
career interests while also ensuring that students are building a strong, adequate founda-
tion in academic and technical subjects that will allow for transitions in and out of different
career pathways and occupations later in life as their interests and circumstances evolve
over their lifetimes.

Sources: Aedo 2013; Almeida, Amaral, and Felicio 2015.

Improving Private Partnerships and Access to Apprenticeships

Second, Brazil should improve partnerships with the private sector and access to
apprenticeships to more closely align the supply of TVET courses with the quan-
tity and quality of the skills demanded by the labor market and preferred by
students.!! This is a challenge at both the national and subnational levels, given
the diversity of local labor market needs and the large diversity within states. To
address this challenge, innovative governance arrangements could be considered
within a sector approach—for example, through the use of skills councils or similar
skills ecosystems. At the state level, TVET providers could invite local representa-
tives from different sectors of the economy (such as industry, commerce, tourism,
and services) to present their stances on the types of occupations or professionals
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in greatest demand (as Sistema S already does in a large extent; see, for example,
Schwartzman and Moura Castro 2013). These inputs from local representatives
could be complemented by both quantitative and qualitative information on the
job placement rates of students from different types of TVET programs. Programs
that more easily place students in jobs, especially high-quality jobs, should be
further supported and see their number of slots expanded. In addition, TVET
programs should increasingly build partnerships with employers to create work-
place learning—such as through apprenticeships—as part of the curriculum.
Workplace learning stands out as one of the best ways to promote TVET learning
that is both aligned with labor market needs and builds and strengthens socioemo-
tional skills. For the student, workplace learning provides a strong learning envi-
ronment because it offers real, on-the-job training experience that makes it easier
to acquire both hard and soft skills. It also facilitates a two-way flow of informa-
tion between employers and potential employees, making recruitment more
effective or less costly to the employer. Only in this way can the Brazilian model
become more cost-effective. The Republic of Korea, for example, has an interest-
ing science, technology, engineering, and math (STEM) education model that
incorporates explicit formalized partnerships with the private sector. In addition,
early evidence suggests that Brazilian employers increasingly demand both socio-
emotional skills (including persistence and self-control) and nonroutine cognitive
and interpersonal skills, which workplace learning often helps to strengthen
(Aedo and Walker 2012).12 To our knowledge, almost no TVET program in Brazil
strongly emphasizes these types of skills. Box 2.2 describes some international
examples of partnering with firms for vocational training.

Developing a Career Guidance Framework

Third, Brazil should develop a strategic career guidance framework based on a
solid information system to help guide students and their families when
making educational and career decisions. Brazil currently lacks such a system
(see, for example, Neri 2010). These interventions are critical to help reverse
the negative stigma that persists around TEC. International experience shows
that these services are important and help focus student attention on the
differences between career paths as well as their associated rates of return.
However, developing a career guidance framework—including qualified guid-
ance professionals and up-to-date information systems as portals for students
and their families—rests on the establishment of a strong, systematic M&E
system to provide reliable, timely data for these needs.

Focusing on Better-Prepared Technical Teachers and Trainers

Fourth, Brazil should improve TVET quality and relevance through better-prepared
technical teachers and trainers. Improving teacher and trainer preparedness is
only one component of improving quality and relevance of education and train-
ing, but it is a critical one.l3 For example, Almeida, Amaral, and Felicio (2015)
show that the quality challenge is deeply linked with the difficulties in hiring and
retaining highly qualified teachers who have an up-to-date command of the
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Box 2.2 Vocational Training Results from Greater Partnering with Firms: Lessons
from China, India, and Korea

As private corporations and public sector institutions join forces to improve vocational train-
ing, agreements between private sector employers and community colleges are pulling the
educational curriculum toward market needs, as in the following examples:

ChinaVocational Training Holdings specializes in matching students with jobs in the Chinese
car industry by keeping masses of data on both students and companies.

In India and other countries, some firms direct high school students to focused, fully
funded training that uses digital technology advances. For example, call centers
and more-sophisticated outsourcing companies (in the legal and accounting fields)

run three-month training programs that build the capabilities of new hires to follow
computer-prompted responses to meet client needs. Many such new hires then learn on
the job and even move to next-level management positions and beyond.

Korea has created a network of vocational high schools, labeling students as“young meisters’
(from the German, “master craftsmen”) to counteract the country’s obsession with academic
laurels. The Meister High Schools provide free education and give graduates the opportuni-
ties to either begin stable employment after graduation, to serve the army as a noncomba-

4

tantin one’s own area of expertise, or to enter college with three-year work experience.

Korea also regulated that all polytechnics must undertake regular visits to companies to
keep their curricula updated, and companies themselves are regularly invited to visit cam-
puses to provide input. In addition, partnership agreements are regularly signed between
technical and vocational schools at the secondary and tertiary levels and companies to
allow practitioners to teach in those schools and to allow those schools to offer in-service

training to the companies’employees.

Sources: Mok 2010; KRIVET 2015.

latest technical knowledge in their fields. Although the quality of TVET teachers
in federal institutes and Sistema S is generally considered good, public sector hir-
ing policies still leave few opportunities for teachers to easily move between
teaching and other occupations in their fields. This permeability across academia
and the labor market is of critical importance for keeping TVET curricula up to
date and relevant to the labor market. Especially in the most remote areas, it is
difficult to keep a teacher’s knowledge up to date because it is difficult to find
and recruit teachers with relevant experience. The importance of up-to-date
knowledge also poses a constraint for adding, dropping, or modifying existing
TVET programs because the specialized skills evolve, yet teachers spend little
time in industry, and hiring new teachers and reallocating existing teachers where
needed can be difficult. At the same time, the lack of job security and benefits
packages for private sector TVET teachers—an occupation that does not attract
the strongest candidates—Ileaves the quality of TVET provision in private institu-
tions uneven, if not lacking. This report argues that it is critical, especially in the
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public network, to promote more flexible contracts that allow teachers to be well
trained for teaching while also obtaining sectoral experience.

Focusing on TVET Innovation

Finally, Brazil should focus on TVET innovation through pedagogies and curricula
that combine attention to core foundational skills while promoting hands-on
learning. Rarely do TVET pedagogies use real-life case studies or focus on solving
firms’ real-world challenges. In addition, TEC rarely incorporates the latest tech-
nologies. Nor does it offer a set of physical tools that enable students to apply their
learning in new and innovative ways. Curricula and pedagogies should incorporate
the latest technologies. Access to relatively low-cost but high-tech infrastructure is
increasingly available through “maker-space” and “fab-lab” laboratories that many
technical schools and universities around the world are either building in-house or
linking their classrooms to within their cities and communities (see box 2.3).

Box 2.3 TVET Innovation: Fab Labs

Fab Labs—short for fabrication laboratories—are low-cost, high-tech laboratories that can
increasingly be linked to technical and vocational education providers at both the secondary
and tertiary levels, ultimately making TVET delivery in the country more innovative and
cost-effective.

They began as an outreach project of the Center for Bits and Atoms (CBA) at the
Massachusetts Institute of Technology (MIT) to give the public access to design and manu-
facturing tools previously available only to engineers at big companies or large research
universities. By contrast, these smaller workshops typically need little more than a large room
and are relatively cheap to set up, costing between $50,000 and $100,000. They consist of
high-tech but versatile, easy-to-learn technologies and tools that enable the user to build
and prototype “almost anything.” These types of laboratories are also often complemented
by classes that use innovative methodologies and project-based learning that teach users to
turn their ideas into products and apply them to solving local problems. These types of lab
models have cropped up in different parts of the globe and have been used to create solu-
tions ranging from simple household needs such as Wi-Fi antennas or warning sensors (in
case a cow strays into the family garden) to more-complex solar and wind-powered turbines
or analytical instruments for agriculture, health care, and other industries.

Fab Labs and similar models of low-cost, high-tech, easy-to-use laboratories are increasingly
being linked to institutions that provide technical and vocational education at both the second-
ary and tertiary levels, particularly in the United States. These labs often are integrated into the
technical education curriculums, and teachers build lab time into their lesson plans. The labs
give students an opportunity for hands-on experience, allowing them to develop both strong
technical skills and an innovative and entrepreneurial mindset that is applicable to industries
ranging from hairdressing to renewable energies and that facilitates lifelong learning.

Source: Almeida, Amaral, and Felicio 2015 (based on MIT’s Center for Bits and Atoms website, http://cba.mit.edu/); Fuller and
Unwin 2012.
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Adapting Skills Development Programs to the Needs of the

Poor and Vulnerable

Of particular additional concern are the challenges of expanding PRONATEC
effectively to the poorest and most vulnerable—challenges that chapter 5
discusses in detail. PRONATEC faces imminent challenges in addressing the
skill needs of the poor, many of whom have dropped out of the formal
schooling system and need a qualification for the labor market. The discus-
sion in Silva, Gukovas, and Caruso (2015) and the international evidence in
many developing countries (Almeida, Behrman, and Robalino 2012; Almeida
et al. 2012) also show that, in addition to the recommendations above, and
specifically for this group, it is important to complement the trainings with
soft skills (such as perseverance and team work). In urban areas—and when
job demand is strong—links with public employment services are especially
important to ensure that trainees are not discouraged. And in rural areas, it
is essential to rethink flexible delivery models that can extend high-quality
programs to the most-remote areas. These rural strategies often attract more
females and should involve short technical courses combined with literacy
skills, soft-skills, and (for some segments) entrepreneurial skills training.
Furthermore, for many of the most vulnerable, course content needs to be
simplified or adapted to their skills. Finally, as discussed above, developing
quality certification for the wide set of private providers is critical to ensure
that these programs pay off. These certification systems must recognize prior
training and working experience to ensure that the private sector can better
assess the life-long learning and ultimately create incentives for older work-
ers to invest in vocational training. Chapter 5 details further how Brazil can
improve skills development of the poor and vulnerable through its produc-
tive inclusion strategies.

Notes

1. “Sistema S” is the training arm of the Confederation of Industry (CNI). It includes
nine institutions, including SENAI (the National Service of Industrial Education),
SENAR (the National Rural Training Service), SENAC (the National Commercial
Training Service), and others. The Brazilian Constitution establishes that these institu-
tions must use part of the revenues passed on to them for designated educational and
training purposes.

2. Within state schools, TEC programs are also offered in three modalities with varied
course loads and time frames: (a) “Integrado,” covering academic and vocational courses
offered as one program in the same school; (b) “Concomitante,” covering complemen-
tary, but separate, technical courses for students in an academic upper-secondary
program, either as an integrated program or taken in parallel (two separate schools); and
(c) “Subsequente,” an option for students who have completed an academic upper-
secondary education and want to complement their education with a technical program.

3. Two important background papers to this report map policies and institutions in
TVET and shorter-term courses delivered by multiple providers (Almeida, Amaral,
and Felicio 2015; Marra et al. 2015). The latter is partly based on an extensive
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initiative, led by the World Bank Education Global Practice, called System Assessment
Benchmarking for Education Results (SABER) (World Bank 2013).

. Vertical and horizontal permeability in an education system is a key element in

promoting socioeconomic mobility. A system that offers multiple pathways to exit
and enter the education system, and that recognizes accumulated learning, allows
students to pursue different educational levels throughout their lifetimes. Maintaining
a flexible set of options to retrain or increase their skill levels as their personal set of
interests or the needs of the labor market change keeps young people and adults from
hitting dead ends in their educational and career tracks. This is especially critical for
technical education (TEC) students and those from lower socioeconomic classes, who
often enter the labor market at a younger age.

. Contracted educational institutions usually provide these short-duration “qualification”

programs, often in partnership with the ministry or state secretariat sponsoring the
program and the main FIC program providers.

. These positive impacts on earnings had been found by others for Brazil (Neri 2010;

Severini and Orellano 2010; Vasconcellos et al. 2010; Reis 2015). Almeida et al.
(2015) also show that, after completing the courses, graduates of the technical track
at the upper-secondary level are more likely to be working or at least looking for a job
than graduates of the academic track. For example, those who completed a general
TEC course had a 6.7 percent higher probability of being economically active than
the control group.

. In contrast, students from the Subsequente modality (a TEC program taken after

the completion of an academic upper-secondary program) are primarily older, night-
course students who work during the day, which may make it less feasible to pursue
a tertiary-level program.

. In 2007, the CERTIFIC Network was created by a ministerial decree originating from

MEC and the Ministry of Labor and Employment. The main goal was to improve the
existing certification system while also certifying the knowledge that workers have
acquired on the job in a wide variety of fields. The CERTIFIC certification is available
in fields such as fisheries and aquaculture, music, construction, tourism and hospitality,
and electronics, among others. Individuals who are approved through a knowledge
assessment receive a diploma, certifying the knowledge and skills they have acquired in
that particular field or industry. Those who are not approved may attend a CERTIFIC
qualification course to improve their skills and eventually obtain a certification.

. Almeida, Behrman, and Robalino (2012) discuss the importance of establishing solid

M&E frameworks. Brazil, however, is a good example of a country with the capability
to leverage existing, comprehensive federal administrative datasets to quantify TVET
system impacts in the labor market. For examples of possible approaches, see the
methodologies pursued by Silva, Gukovas, and Caruso (2015) and Almeida et al.
(2015).

e-Tec Brasil is the modality of TVET based on E-Learning network. PRONATEC
offers free distance-learning FIC courses and TEC programs, as well as professional
qualification programs (Brazil, Ministry of Education 2010). Brasil Profissionalizado is
an intervention aimed at strengthening the delivery of TEC and training through
secondary-level state networks. This expansion channels federal funding to the states
for infrastructure, teacher training, and developing management capacity and peda-
gogical practices.

This challenge has also been highlighted and discussed in the Brazilian context by
Rodriguez, Dahlman, and Salmi (2008) and Schwartzman (2014).
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12. “Nonroutine cognitive/analytical skills” consist of thought processes requiring the
absorption, processing, and decision making of abstract information. Computer pro-
grammers, teachers, lawyers, doctors, nurses, and many other professionals need such
abilities intensively. “Nonroutine cognitive/interpersonal skills” characterize personality
traits that underlie behaviors such as teamwork, reliability, discipline, and work effort.
These are important for both professional occupations and team-based work environ-
ments as well as services that establish direct client contact (Aedo and Walker 2012).

13. For a discussion of this challange in other settings, see King and Palmer (2010).
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CHAPTER 3

Labor Regulation Reform to
Support Firm Productivity While
Also Protecting Workers

Introduction

Brazil has a rich set of labor market regulations and institutions, including mature
systems of support to the unemployed, minimum-wage policy, and labor courts.
Consolidated by the 1988 Constitution, current labor regulations and institu-
tions are well established in Brazil, and adjustments since 1988 have been mostly
parametric. The 1988 Constitution was the result of a participatory process, and
it has set the principles of universality, nondiscrimination, and workers’ rights.
The latter include worker protection against dismissals and the provision of
income support in case of dismissal without just cause (in the forms of unem-
ployment insurance [UI] and severance pay).! It also introduced specific labor-
related laws (for instance, regarding indexation between social benefits and the
minimum wage) that imply that changes in labor regulations have many
spillovers to other policies. In addition, it defined a set of mandated nonwage
labor costs (such as contributions to social insurance and labor-related taxes)
applicable to formal workers, defined as “workers with carteira” (a signed employ-
ment card) (Oviedo 2015).

Reviewing and adjusting labor regulations could be valuable for moving work-
ers' and firms’ incentives toward longer tenures, more hiring, and ultimately
higher labor productivity. For example, job turnover in Brazil is remarkably high
by international standards. Short worker tenure can decrease firms’ incentives to
invest in training. However, high turnover is a feature of both formal and informal
labor markets (where workers are not entitled to UI) and is usually motivated by
workers’ reallocation to higher-paying jobs (in 57 percent of cases in 2013)
(Zylberstajn and Silva 2015). Still, the design of UI has an influence on separations
from formal jobs, because they are more likely to happen around the minimum
thresholds of employment duration required for UI eligibility (Gerard and
Gonzaga 2012). As highlighted in chapter 1, Brazil is also an outlier when it
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comes to nonwage labor costs such as social insurance expenditures and
labor-related taxes. In the formal sector, these costs represent 33 percent of the
cost of labor (versus an average of about 20 percent in Organisation for Economic
Co-operation and Development [OECD] countries) (ILO 2014). Moreover
several additional mandated costs specific to Brazil increase further the cost of
formal employment. The country’s high nonwage labor costs may present a con-
straint to formal employment and firm growth. Under stagnant labor productivity
and an increasing minimum wage, such costs can erode competitiveness and thus
hurt firms’ investment in innovation and training as well as prospects for job cre-
ation. Finally, the increasingly heavy caseloads in labor courts (more than 3 million
cases in 2013, higher than OECD rates [Oviedo 2015]) can slow decision making,
affecting firms’ incentives to hire new workers.

Labor regulation is one of the more difficult social policy areas, offering
perhaps the fewest clear answers, and yet it is an issue of growing importance.
As part of a broader social contract between the state and its citizens, labor regu-
lations and institutions occupy a policy area where reforms must preserve pro-
tections and incentives for individuals. However, the agenda of labor productivity
growth calls for efficient, agile workforce reallocations among skills and firms.
Hence, an important question moving forward is: How can labor regulations more
effectively support firm productivity while best balancing protections and incentives for
individuals? This report highlights some agenda items based on their potential to
shift workers” and firms’ incentives toward longer tenures, more hiring, and ulti-
mately higher labor productivity:

o [Integrating job-search requirements into Ul eligibility to encourage the unem-
ployed to more actively seek work

o Analyzing mandated nonwage nonlabor costs to understand the effects of each
(social security contributions, unemployment funds, labor-related taxes) and
considering whether selected fine-tuning could more effectively support the
desired social contract of worker protections and growth of formal sector
employment and wages—part of a broader discussion on the adequacy and
sustainability of the social security (pension) system

® Reducing incentives for unnecessary labor disputes while streamlining dispute resolu-
tion by creating automatic mechanisms for some types of labor disputes, revising
and strengthening the mediation and negotiation mechanisms, and simplifying
labor codes to reduce the scope for ambiguity and therefore litigation

In addition to these reforms, it is important to recognize that although labor
productivity affects the path of the minimum wage through the annual adjust-
ment formula, that path also affects labor productivity. Brazil’'s minimum wage
has almost doubled in real terms since 2002, which has helped to reduce poverty
and inequality. This growth has been faster than in most Latin American and
Caribbean countries, but its current level (as measured by the share of gross
national income [GNI] per worker) is in line with international comparators.
The minimum-wage automatic adjustment rule in Brazil establishes that each
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year’s increase be equal to the GDP growth rate of two years prior, which
maintains a link to labor productivity. In view of slower GDP growth and tighter
labor markets, achieving simultaneous minimum-wage expansion, high employ-
ment of low-skilled workers, and strong firm performance and competitiveness
will require a focus on increasing labor productivity (Goal 1).

Existing Labor Regulations and Institutions

Legislative and Constitutional History

During the first half of the 20th century, Brazil built the foundation of its
current labor regulations and institutions (including Ul, severance pay [the
Severance Indemnity Fund, FGTS], mandated nonwage labor costs, and
the minimum wage).2 The Lei Eloy Chaves of 1923 set the legal framework
of the contributory social security system, introducing old-age, disability, and
survivor pensions. The Consolidation of the Labor Laws (CLT) of 1943 estab-
lished the ground rules for labor relations between employers and workers.
It also instituted the use of the carteira assinada (formal contract) where a
worker’s entire “formal” employment history is recorded. The CLT included a
large body of laws that determine the individual and collective rights of workers,
employers, and unions. For workers, these include the maximum hours of work
per week; the maximum overtime hours per week; the extent of paid leave; the
duration of paid maternity leave; the minimum working conditions (for exam-
ple, night shifts); the minimum notice period for dismissal; and so on. It also
determines who is a formal worker and who is not, through the obligation to
use the carteira assinada. As a result, studies of informality in Brazil are remark-
ably consistent in their definition of informal workers as those who (currently)
work without a carteira (Gill 2002).2 These laws remained in place largely
unmodified until the Federal Constitution of 1988 established the current
system of social protection and labor legislation (Oviedo 2015).

Overview of Employment Protection Mechanisms

The first of two unemployed-support mechanisms is UI. A government-funded
UI program covers all workers with a carteira who lose their jobs. Put in place in
1986 and expanded by the 1988 Constitution, Ul is financed through a 0.65
percent tax on firms’ total sales or by a higher percentage on the firm’s value
added (depending on the economic sector), and its annual expenditure equals
2.5 percent of total eligible payroll (Gerard and Gonzaga 2013). All involuntarily
dismissed workers (from a formal job in the private sector, after at least six
months of tenure) are eligible for three to five monthly payments (the maximum
benefit duration based on the accumulated tenure over the three years prior to
layoff). Benefit levels are based on the average wage in the three months before
layoff, at replacement rates of 60-100 percent. Workers must apply in person for
benefits in the first month only; after the first month, benefits are available
through the government-owned bank, Caixa Econémica Federal, for the entire
duration of the benefit, as long as the worker’s name does not appear in the
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new-hires database (Brazil, Ministry of Labor and Employment 2014). Spending
on Ul in Brazil tripled in the 2000s despite record low unemployment due to
higher wages and increased share of formal jobs in total employment (Zylberstajn
and Silva 2015).

The second support mechanism is a severance fund. The Severance
Indemnity Fund (FGTS) was established in 1966 as the main instrument to
protect workers from financial hardship in the event of dismissal. The FGTS
was created to reform the firing protection rules established in the CLT, in
particular to relax the prohibition on dismissing workers with 10 or more
years of tenure. Its main goal is to guarantee that workers who are dismissed
for reasons other than just cause (causa justa) get some form of compensa-
tion (Ferrer and Riddell 2011).4 The design of FGTS is more akin to a sever-
ance payment than to a Ul savings account. In contrast with Ul, the same
amount of severance pay is paid regardless of the duration of the unemploy-
ment spell. Employers have to deposit 8 percent of monthly wages into an
individual account in the worker’s name. The account is managed by a
public bank (Caixa Econémica Federal), guaranteeing an annual return of 3
percent plus the reference rate (“taxa de referencia,” currently about 0.8
percent), which often results in a negative annual return below inflation
(FGTS 2012).2 Workers can access these funds only if they (a) are dismissed
for causes other than just cause; (b) have retired; (c) suffer a severe illness
(such as human immunodeficiency virus [HIV] or cancer); or (d) are pur-
chasing their first home.6 The difference between benefits in case of dis-
missal for just cause and dismissal for causes other than just cause (which
often include economic dismissals) is the origin of many litigation processes.
If a worker is to be dismissed for causes other than just cause, the employer
must give the worker advance notice and time to search for another job (in
practice, amounting to additional pay for 30-90 days, depending on the
worker’s tenure).” In addition, the employer must pay a fine to the worker,
equivalent to 40 percent of the total FGTS balance, plus a 10 percent fine
to the government. A worker who quits receives only his or her share, not
the firm'’s.

In Brazil, labor disputes are adjudicated by a special branch of the judi-
ciary: labor courts. Under Brazilian law, contracts that do not fulfill all the
provisions of the law are considered void, and workers (with or without
carteira) may sue their employers for breach of law. Employers carry the
legal burden of proof and must provide evidence that labor regulations were
fulfilled. The worker, on the other hand, needs to prove that the labor rela-
tionship existed (one eyewitness is considered sufficient). A statute of limi-
tations allows workers to sue their former employers for violations up to five
years after the contract termination. Usually parties are directed to a medi-
ated negotiation first, and they appear before the judge only if negotiations
fail. If declared guilty, the employer may be fined and ordered to pay com-
pensation to the worker, even if the parties had reached different previous
agreements.
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Minimum-Wage Level and the Role of Legislation

Since 2002, Brazil’'s minimum wage has almost doubled in real terms, and its
growth rate has been higher than in most other Latin American and Caribbean
countries, as shown in figure 3.1, panel a (World Bank 2014). However, on two
reference indicators, the minimum wage in Brazil is currently in line with inter-
national comparators: First, the ratio of Brazil's minimum wage to GNI per

Figure 3.1 Minimum-Wage Growth and Ratio to GNI per Worker, Selected Economies
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worker (a proxy for value added per worker, a measure of labor productivity) was
0.31 in 2013 (figure 3.1, panel b) (World Bank 2014).8 That result is on par with
the average ratio of 0.3 among other upper-middle-income economies, slightly
above the OECD average (0.27), and below the Latin American and East Asian
regional averages of 0.38 and 0.37, respectively (Kuddo, Robalino, and Weber,
forthcoming). Second, relative to median wage, Brazil’s minimum wage also per-
forms relatively well: it was about 70 percent of the median wage and 42 percent
of the mean wage in 2011 (ILO 2013a). In high-income countries, minimum
wages fluctuate between 37 percent and 60 percent of the median wage, with
most countries clustering around 40 percent (ILO 2013a).

During the 1980s and 1990s, the minimum wage reduced formal employ-
ment (and even informal employment, in some cases) and did not significantly
reduce poverty rates (Gill 2002). In contrast, in the 2000s, both the existence of
the minimum wage and its levels helped to decrease labor earnings inequality
and thereby income inequality and poverty, ultimately helping to make labor
markets more pro-poor.? During this decade, the wage distribution became more
compressed around the minimum wage in the formal and informal sectors,
mostly through an increase in the wages of the lowest-paid workers and a smaller
mass of the population at or below the minimum wage, as shown in figure 3.2.
A considerable (and increasing) proportion of low-paid workers currently earn
the minimum wage (23 percent as of 2012, up from 18 percent in 2005) (Lemos
2009; ILO 2013a), now similar to the 25 percent average among peer countries
(Kuddo, Robalino, and Weber, forthcoming). However, it is important to note
that although the minimum wage contributed significantly to inequality reduc-
tion, factors such as the decrease in wage gaps between urban and rural residents,
formal and informal workers, and men and women (which could have also been
influenced by the minimum wage policy indirectly) were also key (Ferreira,
Firpo, and Messina 2014).

Key Challenge: Avoiding Detrimental Effects on Labor
Market Outcomes

Although labor productivity affects the path of the minimum wage through
the annual adjustment formula, that path also affects labor productivity.
Because the current formula for setting the annual change in the minimum
wage links it to GDP growth two years ago, current minimum-wage growth
may exceed current labor productivity growth for a large share of firms. This
could affect their ability to accumulate capital and invest in training, particu-
larly among firms with high percentages of workers earning close to the mini-
mum wage. It also reduces firms’ competitiveness, thus hindering the creation
of higher-quality jobs. Evidence shows that in more than one-third of manu-
facturing firms, value added per worker increased less than minimum-wage
growth in 2012-13 (Maciente, Silva, and Gukovas 2015). Changes in rent
sharing between wages and investment can help avoid immediate employ-
ment adjustments, but these changes are easier to sustain in the context of a

Sustaining Employment and Wage Gains in Brazil - http://dx.doi.org/10.1596/978-1-4648-0644-5


http://dx.doi.org/10.1596/978-1-4648-0644-5

Labor Regulation Reform to Support Firm Productivity While Also Protecting Workers

Figure 3.2 Comparison of Wage Distribution and Minimum Wage in Brazil, by Worker Type, 2002 and 2013
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Note: Graphs depict kernel density estimates for the wage distribution for full-time workers in Brazil.
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b. kernel = epanechnikov, bandwidth = 0.0739.

c. kernel = epanechnikov, bandwidth = 0.0726.
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positive demand shock (see chapter 1). Furthermore, the firms’ response to
higher labor costs from minimum-wage increases can affect labor productiv-
ity, for example, through (a) decreased demand of unskilled labor and substi-
tution of higher-skilled for less-skilled labor; or (b) decreased investment in
training, new technologies, or better management techniques. Firms might
also decide to substitute formal workers for informal ones or even to decrease
compliance with the minimum-wage law, especially in geographic areas with
lower enforcement. Notably, evidence from self-reported earnings in Brazil
shows that the share of workers (both formal and informal) earning less than
the minimum wage was higher in 2013 than in 2002, a possible unintended
consequence of high minimum-wage increases in recent years (Ferreira,
Firpo, and Messina 2014). In addition, because many social benefits (such as
the social pension) are indexed to the minimum wage, fast minimum wage
growth can have important fiscal impacts, further affecting productivity.

Another constraint on labor productivity is Brazil’s traditionally high rate
of job turnover, which can decrease firms’ incentives to invest in training. Job
turnover in Brazil is remarkably high by international standards and has been
gradually increasing since the early 2000s, with as many as 55 percent of the
Brazilian formal sector employees changing jobs in 2012 (figure 3.3, panel
a). This high turnover translates into significantly shorter job tenures than in
most OECD countries (figure 3.3, panel b). Low tenure is not an undesirable
outcome per se, but it can signal an inefficient reallocation of labor, leading
to underinvestment in human capital, large transaction costs for firms and
workers (created by the search and litigation processes), and large productiv-
ity losses (Corseuil et al. 2012). In the context of Brazil’s low rate of labor
productivity growth in the 2000s, it is crucial to reduce distortions that
hinder firms’ investment in worker training. In addition, among workers who
leave formal jobs to work informally while seeking new formal jobs, there is
a potential implicit cost: their formal reemployment rates tend to be low
(below 20 percent) (Amadeo, Gill, and Neri 2000; Gonzaga 2003; Gerard
and Gonzaga 2013).

A branch of the literature argues that Ul and FGTS design could be behind
the high job turnover, showing a concentration of firings just below the mini-
mum job-tenure thresholds for Ul entitlement (Gerard and Gonzaga 2012).
However, Zylberstajn and Silva (2015) find that high job turnover is a feature
of both formal and informal labor markets (where workers are not entitled to
UI) and is usually motivated by workers’ reallocation to higher-paying jobs (57
percent in 2013). Although there is no single solution to increase job attach-
ment without creating disincentives for productivity, the recent government
proposal of increasing the minimum employment duration for UI eligibility can
reduce spending on UI (which has tripled since 2002 despite record low unem-
ployment linked to higher formal employment and wages). Nonetheless, it is
essential to assess the proposal’s effect on UI coverage—particularly among the
low-skilled, who tend to have shorter employment spells.1?
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Figure 3.3 Employee Turnover Trends and Tenure in Brazil and Selected OECD Countries
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In addition, Brazil’s high nonwage labor costs can hurt firms’ investment in
innovation and training and promote firm exit, further hurting labor productivity.
In the formal sector, mandated nonwage costs such as social insurance and labor-
related taxes represent 33 percent of all labor costs, far exceeding the OECD
average of about 20 percent (figure 3.4). These costs pose potential unintended
consequences for formalization, firm growth, and ultimately competitiveness
through the high cost of doing business. Importantly, several additional mandated
costs make labor expenditures soar even higher for formal employers in Brazil 11
This high cost burden calls for a detailed analysis of financing of each component
of these items, the trade-offs involved in reducing (workers’ and firms’)
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Figure 3.4 Share of Mandated Nonwage Labor Costs in Total Hourly Compensation in Selected
Economies, 2012
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Note: Mandated nonwage labor costs represent employers’ expenditure on benefits other than wages granted to their employees as
compensation for an hour of labor in the manufacturing sector.

contributions, and the linked benefit’s role in the social contract between the
state and citizens.

Simulations suggest that reducing the nonwage costs of formal jobs could
decrease informality without increasing unemployment. Using two-sector
matching models calibrated to the Brazilian labor market of the early to mid-
2000s, Ulyssea and Cortez Reis (2006) and Ulyssea (2010) find that the costs
of formal job creation, captured by the nonwage costs, are a crucial factor
affecting the shares of formal and informal workers in the labor force as well
as the wage gap between them. For example, a 70 percent reduction in the
costs of creating a formal job (relative to an informal one) is estimated to
reduce informality by about 8 percentage points and unemployment by 4.8
percentage points.

Finally, ineffective labor dispute resolution mechanisms can create consider-
able uncertainty for employers and employees and economic insecurity for
households. The labor laws’ objective of protecting against sudden income loss
will not be fulfilled if dispute resolution is too prolonged. Moreover, extended
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litigation affects both firing and hiring decisions because firms may be reluctant
to hire new workers if they anticipate that future dismissals are likely to lead to
lengthy dispute processes (Kugler and Pica 2008). This can hamper the job real-
location dynamics and therefore productivity (Messina and Vallanti 2007;
Martin and Scarpetta 2012). Brazil already has sound judicial foundations to
deal with labor disputes efficiently and fairly. However, some features of this
system might cause an increasingly high number of disputes to reach labor
courts every year (3 million cases in 2013 alone; see Oviedo 2015). The burden
of litigation can increase both administrative costs and waiting times while also
discouraging employers from entering into labor contracts.

The Way Forward: A Policy Agenda

How can labor regulations and institutions better support firm productivity
while also protecting individual worker safeguards and incentives? There is no
single answer to this question. Hence, we highlight four adjustment paths that
could move workers’ and firms’ incentives toward longer tenures, more hiring,
and ultimately higher labor productivity: ensuring that minimum wage gains are
accompanied by labor productivity growth, integrating job-search requirements
into U eligibility, assessing potential reduction of mandated nonwage labor costs,
and reforming labor dispute resolution. We also discuss how other countries have
designed and implemented these reform paths.

Ensuring that Minimum Wage Gains Are Accompanied by

Labor Productivity Growth

First, it is important to keep Brazil's minimum wage in line with international
standards and ensure that gains are accompanied by labor productivity
growth. The previous section discussed how important the minimum wage
has been to the reduction of poverty and inequality. Although its growth has
been high, the current level is not out of line with international standards.
The current rule that links annual minimum-wage growth to GDP growth
will determine growth at lower rates in the next few years. Sustaining the
minimum-wage increases will depend on Brazil’s capacity to raise its labor
productivity to compete.

Integrating Job-Search Requirements into Ul Eligibility

Second, Brazil needs to integrate job-search requirements into UI eligibility to
encourage job seekers to become more active in seeking work and improving
their employability. The tension between protecting workers’ income during
periods of unemployment and providing the right incentives to work is always
present when designing unemployment protection policies and programs.
Indeed, traditional Ul programs may tend to prolong unemployment periods,
increase reservation wages, and discourage active job searches (Card and Levine
2000). Over the years, several innovations have adjusted Ul programs to
address this problem. In one important trend that could be relevant to Brazil,
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many OECD countries have created mechanisms to enforce or reward active
job searches and reentry into the labor market (box 3.1). The OECD experi-
ence indicates that strengthening requirements for Ul recipients to actively
look for work, take up suitable job offers, or participate in active labor market
programs (ALMPs)—or else risk benefit sanctions—can help to offset the nega-
tive impact of generous unemployment benefits on employment incentives
while increasing the sustainability of Ul programs (Vodopivec 2004; Venn
2012; OECD 2013). Broadly, rather than significantly adjusting the entitlement

Box 3.1 The OECD Experience in Integrating Job-Search Requirements into
Unemployment Insurance Eligibility

Requirements for independent job searching vary widely among OECD countries (Venn 2012).
A few countries (such as Greece, Spain, and Turkey) had no formal requirements at the time of
the most comprehensive survey in 2007, but most OECD countries now require claimants to
either provide proof of job-search activity or keep a record of their job searches and applica-
tions, which they must provide upon request to the employment centers. The most-rigorous
requirements are found in countries such as Australia and the United Kingdom, where claim-
ants must take a specified number of job-seeking steps every two weeks and provide relevant
evidence to their employment adviser. Monthly job-search reporting is more common—for
example, in France, Japan, the Republic of Korea, and Switzerland. Table B3.1.1 shows the fre-
quency and number of job applications or actions that are expected in a range of countries
with such requirements.

Table B3.1.1 Job-Search Requirements for Ul Eligibility in Selected OECD Countries

Required job-search reporting

Actions to be reported per month

Country (frequency) (number)
Australia Every 2 weeks 8-20
Canada Variable requirements “Reasonable” efforts expected

Czech Republic

Every 2 weeks

Unspecified

Denmark At least once every 3 months Variable requirements (depending on IAP)
Finland From 1 week to 1 month Variable (depending on IAP)
France Once a month (after 4th month) Variable

Japan Once every 4 weeks 2

Korea, Rep. Variable, from weekly to every 4 weeks 2

Netherlands Every 4 weeks 4

New Zealand Every 6 weeks Variable (depending on IAP)
Norway Every 3 months Unspecified

Switzerland Once a month 4-10

United Kingdom  Every 2 weeks 10

United States Every 2 weeks 10

Source: Based on Venn 2012.
Note: Ul = unemployment insurance. IAP = Individual Action Plan.
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conditions (such as employment or contribution requirements to gain access to
benefits and sanctions for voluntary unemployment), OECD countries have
prioritized the following:

o Strengthening job-search requirements for access to Ul payments (including
availability for interviews and other contacts during unemployment)

o [Instituting worker incentives such as bonuses for faster job reentry and longer
employment tenure

® Monitoring job-search efforts and imposing sanctions for refusing job offers

Strengthening job-search requirements, monitoring, and benefit incentives or
sanctions increase the job-finding rate of benefit recipients. Evidence suggests
that stricter job-search requirements and reporting reduced the average duration
of unemployment by 1 percent relative to no reporting requirements in the
United States (Klepinger et al. 1997). An experiment that increased the required
number of weekly employer contacts from two to four reduced the average dura-
tion of benefit payments by two to four weeks; moreover, informing claimants
that reported contacts would be verified with the employers magnified this
impact (Martin and Grubb 2001; Vodopivec 2004). Similarly, Fredriksson and
Holmlund (2003) show that imposing sanctions, giving warnings, and enforcing
compliance with job-search requirements have strong effects on the outflow rate
from unemployment.

To avoid an association of fast reemployment with wage losses, some countries
have coupled increased job-search requirements with stronger activation policies,
including reform of employment services to improve job-search assistance,
expansion of access to training, or provision of subsidized jobs after an unsuccess-
ful job-search period. Evidence from Germany suggests that such reforms reduce
the reservation wages of the unemployed, encouraging people to return to work.
However, those who remain unemployed can be worse off, and reentry can be
hard and can become associated with wage losses (Mortensen and Pissarides
1994; Detragiache, Engbom, and Raei, forthcoming). To address this issue, the
German reforms were coupled with a strong activation policy (for example,
through intermediation services) and incentives to invest in productivity
enhancement (such as worker training). These measures were seen as more-
intensive forms of job-search support that were made available only if less-
intensive support (such as self-service or assisted job searches) had not worked
(that is, after a period of unsuccessful job searching and guided by the principle
of “mutual obligations” so that job seekers do not perceive the additional help as
a penalty but rather as an opportunity).

Assessing Reduction of Mandated Nonwage Labor Costs

Third, it is important to analyze various mandated nonwage labor costs for
potential reductions. A constructive analysis would assess how to best avoid dis-
tortions in formal employment or unemployment while ensuring the desired
social contract, as part of a broader discussion on the adequacy and sustainability
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of the social security (pension) system. Making formal labor more affordable
relative to informal labor could increase the pace of formal job creation. The
analysis would consider the distortion caused by mandated nonwage labor costs.
Using this information, the government could prioritize the reduction of some
costs, taking into account its view of the desired social contract.

Reforming Labor Dispute Resolution

Fourth, Brazil needs to reduce incentives for unnecessary labor disputes while
streamlining dispute resolution. A more effective labor dispute resolution mech-
anism in Brazil could entail reforms in two fronts. First, simplifying the regulatory
language, including the definition of dismissal for causes other than just cause, to
reduce the scope for ambiguity and thus for litigation could reduce the margin
for unnecessary labor disputes (box 3.2). Second, strengthening (a) automatic
mechanisms for some types of labor disputes and (b) stronger mediation and
negotiation mechanisms could cut litigation expenditures and speed up decision
making. (For results of such reforms in South Africa, see box 3.3.) A worker who
claims that his employment has been unjustifiably terminated should be entitled
to appeal that termination to an impartial body; however, some processes could

Box 3.2 Italy’s Simplified Labor Law Code

Italy has simplified its labor regulations into a short code. This process, launched around
2008-09, published the first edition of a“simplified” code in November 2009 that replaced 100
old statutes with 70 short sections. Following revisions, the Simplified Labor Law Code (SLLC)
was announced in the preamble of the Poletti Decree in May 2014. A group of senators, labor
lawyers, and other stakeholders reviewed the Italian labor code, listed the key principles of the
legislation, and mapped under those principles all the pertinent laws that Italy has enacted,
starting with the SLLC. They simplified the language (to be easily readable by anyone and
easily translatable into English) and prepared a new text of a limited number of provisions (see
a sample summary in table B3.2.1).

Table B3.2.1 Summary of Italy’s Simplified Labor Code for Part-Time Work

Old law Simplified code

13 articles, 3,803 words 1 statute, 3 paragraphs, 117 words

The following was (over-)regulated: The following is regulated:

« Form and content of contract « Written form

« Maximum overtime every week and every year « Nondiscrimination and proportional change
- Reasons for overtime in standards

« Reduced time schedule « Reduced time schedule

« “Flexible” and “elastic” clauses
- Convertibility of elastic clauses
- Related penalties

Source: Adapted from the site http://www.pietroichino.it.
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Box 3.3 Flexible, Tailored Labor Dispute Resolution Services: Evidence from
South Africa

South Africa codified and simplified a body of labor jurisprudence into a Labor Relations
Act (enacted in 1995). Before the reform, the extremely high caseload (mainly dismissal
disputes) caused major backlogs in the courts. The act, among other things, reworked the
law of dismissal “for causes other than just cause” to reduce the time and cost of resolving
dismissal disputes.

The new act also established the Commission for Conciliation, Mediation and Arbitration
(CCMA), which is responsible for dispute resolution (apart from formal litigation) in certain
labor dispute categories by implementing conciliation to reduce the incidence of court action
and litigation. Its mandate includes (a) the provision of accessible, expeditious conciliation in
“rights” disputes (mostly, claims of dismissal for causes other than just cause) (around 100,000
cases were addressed by CCMA through conciliation in 2012); and (b) mediation of unresolved
collective bargaining disputes. Despite its high caseload, CCMA has managed to quickly
resolve a high percentage of cases—particularly dismissal cases—through conciliation and
arbitration, significantly decreasing the percentage of dismissal disputes requiring court
action. Several key factors have contributed to CCMA's effective operation:

« Use of technology. For instance, CCMA developed and tailored an electronic case manage-
ment system and uses text messages to notify parties of hearings.

Early intervention. CCMA offers to facilitate collective bargaining at an early stage in key
disputes to prevent them from spiraling into disruption and violence.

New services that improve labor relations. CCMA's workplace mediation services or conciliation
services, for instance, frame negotiations and discussions between representatives of employ-

ers, employees, and unions in a way that facilitates mutually acceptable agreements.

Source: Benjamin 2013.

involve an arbitration committee or arbitrators (Noord, Hwang, and Bugeja
2011; ILO 2013b; Teague 2013). Ex post audits of dismissals could be enabled
by law or collective agreement to ensure that the workers’ rights have not been
compromised.

Notes

1. In 2012, the share of dismissals without just cause was close to 60 percent in Brazil,
which is above the Organisation for Economic Co-operation and Development
(OECD) average (Oviedo 2015).

2. For a detailed review of Brazil’s labor market regulations and institutions, see Oviedo
(2015).

3. Where used, the shorthand term, carteira, refers in this report to the carteira assinada,
also formally called the Carteira de Trabalho e Previdéncia Social (Work and Social
Security Card).

Sustaining Employment and Wage Gains in Brazil « http://dx.doi.org/10.1596/978-1-4648-0644-5

105


http://dx.doi.org/10.1596/978-1-4648-0644-5

106

Labor Regulation Reform to Support Firm Productivity While Also Protecting Workers

4. Dismissals for just cause (causa justa) comprise, for example, firings for misbehavior
or if the job ceases to exist. If just cause does not legally define why a worker is fired,
the firing will be classified as being for other reasons, which has implications for the
worker’s entitlement to Ul and FGTS. Many litigation processes in the labor courts
hinge on the establishment of just cause as the reason for firing.

5. Brazil’s benchmark interest rate, the rate underlying trading in all other debt in the
market, is 10.75 percent (Hong and Wirz 2014). With an inflation rate of around
6 percent per year, the real return of the FGTS is still slightly below the lowest
possible market return.

6. In 2012, 90.6 percent of FGTS withdrawals corresponded to either dismissal without
just cause (63.3 percent), retirement (14.2 percent), or home purchase (13.1 percent)

(FGTS 2012).

7. For workers with one year of tenure or less, the notice period is 60 days. For workers
who have been with the same firm beyond one year, the notice period increases by
3 days per year of tenure, limited to 30 days, with a possible total of 90 days (Law
No. 12.506) (Oviedo 2015).

8. Using the World Bank’s Doing Business methodology, the minimum-wage level is
expressed as a share of average gross national income (GNI) per worker, used as a
proxy for average earnings (World Bank 2014). However, the data should be inter-
preted with care in cross-country comparisons, particularly because countries differ in
the proportion of the population that is employed.

9. Regarding the period until 2004, see Lemos (2009). Regarding 2004-12, see Bosch
and Gonzalez-Velosa (2014) and Ferreira, Firpo, and Messina (2014).

10. Although the report focuses mainly on de facto regulations, it acknowledges the
large gap between the law and its implementation, and the latter is what ultimately
affects economic incentives and firm performance. Most of the recent empirical
work (for example, Almeida and Carneiro 2009, 2012) has shown that the enforce-
ment of labor regulations affected labor outcomes and job quality. In particular,
stricter enforcement of the benefits had a clear, positive impact on overall employ-
ment quality, measured by the compliance with these mandated benefits. However,
when enforcement increases, employers try to offset the cost of increased
mandated-benefit provision by adjusting nominal wages or reducing some voluntary
benefits to contain total labor costs. For some better-paid workers, the imposition of
state-mandated benefit packages comes at the cost of wages or other benefits (such
as private health insurance) that they might value more (see Almeida, Carneiro, and
Narita 2013).

11. Firms’ costs for formal employees include the 13th month salary (8.33 percent).
(As in most Latin American countries, employees are entitled to an additional
“13th month” salary, payable by the employer each year in December.) Employers
also pay transportation costs (around 1 percent, up to 6 percent); social security
charges (National Institute of Social Security [INSS]/FGTS) on the 13th-month
salary (2.98 percent); a vacation bonus (2.78 percent, or one-third of one month’s
salary when the employee takes vacations); and social security charges (INSS/
FGTS) on the vacation bonus (1 percent). In addition, firms have to pay the FGTS
penalty of 40 percent (4.5 percent) when dismissing an employee. Finally, depend-
ing on the sector, additional payments are required for food staples and health
insurance. Hence, nonwage costs can total up to 70 percent of total compensation
(James 2011).
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CHAPTER 4

Labor Market Programs to
Strengthen the Workforce and
Policies to Raise Small-Business
Productivity

Introduction

Brazil has an opportunity to leverage its labor market programs and policies to
promote more effective job matches, address skill gaps, and promote entrepre-
neurship. Like most other middle-income countries, Brazil has a range of active
labor market programs (ALMPs) that aim to help with job searching and
matching, improve employability, and connect people to more productive
employment. Other programs and policies promote self-employment and the
growth of micro and small enterprises! An important ALMP (discussed in
detail in chapter 2) is Brazil’s National Program for Access to Technical
Education and Employment (PRONATEC).2 Aside from PRONATEC, the
main ALMPs in Brazil include labor intermediation services through the
National Employment System (SINE); programs that specifically support
unemployed and vulnerable youth; and other training programs, such as profes-
sional training for unemployment-benefit recipients (Bolsa Formacio). Brazil
also promotes entrepreneurship and development of micro and small enter-
prises through several financial and nonfinancial support programs and ser-
vices.? Finally, Brazil has pioneered the Economia Solidaria (solidarity economy)
principle. In all of these areas, Brazil has invested in programs and policies that
address the key challenges identified in this report (Marra et al. 2015).
However, improvements to several areas could help achieve better outcomes.
Although government spending on labor market policies has increased, it pri-
marily finances passive policies such as low-wage supplements (Abono Salarial)
and unemployment insurance (UI).% As a result, Brazil’s federal ALMP spending
continues to lag behind the Organisation for Economic Co-operation and
Development (OECD) average. Several OECD and Latin American countries
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implemented major reforms to public employment services to focus them more
on the job placement rates of their clients. Such a reform could improve SINE’s
results in Brazil. Similarly, youth programs could be further strengthened by add-
ing “soft skills” (personal skills) and on-the-job components (in the workplace)
to training. Entrepreneurship programs, in turn, could be better coordinated to
avoid fragmentation and better linked to programs and complementary services
to maximize their impact. Overall, given the wealth of available information and
the innovative nature of active labor market policies (including Economia
Solidaria programs that support urban and rural cooperatives), strengthening of
monitoring and evaluation systems for regular follow-up on uptake and results
of the various programs could be a powerful tool for their improvement.

It is necessary to adapt and refocus existing ALMP and entrepreneurship
support policies around their key objectives and strengthen monitoring and
evaluation. Specifically, more-efficient public employment services could support
better, faster job searches and produce better job matches. Higher-quality youth
programs and policies could better equip unemployed youth for jobs and pro-
vide firms with better-prepared workers. More coordinated, more effective entre-
preneurship programs could promote earnings growth and increase small-business
productivity, thus increasing microentrepreneurs’ earnings. Stronger monitoring
and evaluation (M&E) of SINE and other ALMPs could improve efficiency and
sustainability of the overall system. Achieving these goals will require commit-
ment to several key priorities:

* Adopting a placemeni-focused management approach in SINE by (a) introducing
client profiling and placement-focused case management; (b) strengthening
services for businesses that seek low-skilled workers; (c) outsourcing of cer-
tain SINE functions to private sector providers; and (d) using results-based
reimbursements

® Adding both on-the-job and “soft-skills” components to youth-targeted ALMPs to
better equip unemployed youth for jobs, including links between training and
apprenticeships (for example, by redesigning the “Apprentice Law”)

o [mproving the coordination among various entrepreneurship support programs by
(a) establishing more effective links between financial and nonfinancial sup-
port programs, as well as links with other labor market programs and services,
to promote small-business productivity; and (b) reviewing and consolidating
fragmented programs to improve efficiency

® Ensuring that M&E systems provide adequate data on SINE’s placement rates,
youth programs’ results on beneficiaries’ earnings and employability, and
entrepreneurship support’s effects on business survival, for evidence-based
program expansion and design adjustment.

Although all of these reforms are critical, SINE reform emerges as the top
priority to improve the overall ALMP system’s performance. A reformed SINE
can play an integrative role across different programs and services. International
experience shows that PES are the lowest-cost ALMP interventions and can be
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particularly effective in increasing placements among the poor (also referring
them to other needed services, not just training). A new approach whereby the
service to be provided by SINE is placement (instead of just registering firms’
job vacancies and job searchers’ profiles)—referring a person to training only if
not placed in a job—can significantly improve the overall system’s efficiency.

As highlighted in chapter 1, ALMPs (by improving job matches and better
equipping youth for jobs) could help reduce frictional unemployment for a given
level of aggregate demand while also increasing the labor productivity and
growth of small businesses (Goal 1). This chapter focuses on reforms toward that
goal. In the domain of labor programs, chapter 5 focuses on adaptations of SINE
and other ALMPs to better serve the poor, ultimately helping to better connect
the poor to more productive jobs (Goal 2).

Existing Active Labor Market Programs

In Brazil, a wide range of ALMPs aim to address labor demand and supply needs
and to improve labor market functioning. This chapter discusses the three main
types of ALMPs in Brazil: (a) public employment services (SINE) that facilitate job
search and matching; (b) professional training programs other than PRONATEC
(discussed in chapter 2); and (c) youth programs and policies that seek to improve
young people’s labor market outcomes by enhancing their skills and employabil-
ity and connecting them to jobs. Various support programs for self-employment
and micro, small, and medium-size enterprises are discussed separately as well as
efforts to promote the Economia Solidaria even though, in practice, these pro-
grams overlap significantly in their objectives and target groups. Unlike most
OECD countries, where the unemployed are usually the largest target group for
ALMPs, Brazil aims to reach a wider group of ALMP beneficiaries, including the
self-employed in need of access to credit or entrepreneurship training, vulnerable
populations, communities that need technical assistance and assets to start pro-
ductive employment, and others. Under each category, different federal and
subnational programs target various groups, including the unemployed, young
job seekers, the self-employed, and micro and small enterprises (table 4.1).2
The range and spending of federal ALMPs has expanded significantly in
recent years, but passive policies such as Ul and Abono Salarial continue to
absorb most of the labor program budget. This is in stark contrast with coun-
tries such as Argentina and Chile, where passive policies claim only 10 percent
and 40 percent, respectively, of labor program spending (World Bank, forth-
coming). Given that both active and passive policies are financed out of the
same source (the Worker Protection Fund, or FAT), the overall budget enve-
lope for ALMPs remains limited in light of growing expenditures on passive
policies such as UI (figure 4.1, panel a) and Abono Salarial.8 Under good labor
market conditions with low long-term unemployment, ALMPs focus on
improving matching efficiency, potentially decreasing frictional unemploy-
ment. In these cases, spending on ALMPs may be lower, but as the labor market
worsens, more ALMP spending may be warranted to ensure that those who are
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Table 4.1 Primary Labor Market Programs in Brazil, 2015

Type of programs

Objective

Programs in Brazil

ALMPs

A

Suppoito MSEs

- Labor intermediation
services

Provide intermediation service for workers
in search of a job and for firms in the
hiring process

National Employment System (SINE)

Professional training

Increase skills of the unemployed through
short-term training

PRONATEC FIC, PRONATEC Bolsa Formagao
Seguro Desemprego, short-term
qualification (Bolsa de Qualificacao)

Youth-targeted
programs and
policies

Increase employability of vulnerable youth
and connect youth to jobs

Vocational training for youth (ProJovem
Trabalhador), Apprentice Law (Lei do
Aprendiz)

Access to finance?

Increase access to finance for micro and
small enterprises

Targeted microcredit (PNMPO), preferential
loans to MSEs (PROGER)

Nonfinancial
support of
entrepreneurship

Promote entrepreneurship, micro and
small enterprises, and formalization

SEBRAE nonfinancial support services,
Individual Microentrepreneur (MEI)
microcredit program

.

% Support of Economia
Solidaria

Support development of cooperatives and
other forms of collective enterprises

Solidarity economy (Economia Solidaria)

Passive labor market
policies

Provide financial support to the

Unemployment insurance, low-wage
supplement (Abono Salarial)

unemployed and income support to
low-earning formal employees

Note: ALMPs = active labor market programs; MSEs = micro and small enterprises; PNMPO = National Program for Targeted Productive
Microcredit; PROGER = Employment and Income Generation Program; PRONATEC = National Program of Access to Technical Education and
Employment; SINE = National Employment System; SEBRAE = Brazilian Micro and Small Business Support Service; MEl = Individual
Microentrepreneur. Economia Solidaria (solidarity economy) refers to programs that support urban and rural cooperatives.

a. Includes only programs under the auspices of the Brazilian Ministry of Labor and Employment.

laid off can quickly find jobs—acknowledging that, in a downturn, the effec-
tiveness of such measures is likely to be diminished and they might need to be
complemented by other policies.

Brazil’s National Employment System, SINE, was established in 1975 and
currently has 1,620 offices around the country. Relative to the OECD countries,
however, Brazil’s spending on intermediation services is quite low. Brazil spent
less than 2 percent of overall federal ALMP spending on SINE in recent years
(figure 4.1, panel a). In contrast, OECD countries spend, on average, 10 percent
of their ALMP budgets on placement and related services, resulting in much
higher spending as a share of gross national product (figure 4.1, panel b). It is
important to note, however, that this figure for Brazil is a lower bound as it cov-
ers federal spending only, excluding state-level spending.

Brazil’s ALMP portfolio differs somewhat from that of the OECD countries,
with more focus on training. ALMPs in Brazil include training, such as short-term
vocational training courses (PRONATEC), training for UI beneficiaries
(Bolsa Formagdo Seguro Desemprego, also known as PRONATEC-MTE), and
youth training (ProJovem Trabalhador). Smaller programs include professional
qualification opportunities for current employees such as Bolsa Qualificacio,
which allows formal sector workers to take short-duration qualification courses
while on unpaid leave from their jobs for two to five months (in case their firms
face temporary downfalls).
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Figure 4.1 Labor Market Program Spending in Brazil and Other Selected Countries
a. ALMP spending in Brazil and OECD b. PES spending in selected countries, 2012
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service. Figure covers federal spending only (lower bound).

a."Passive policies”include unemployment insurance only and exclude Abono Salarial. “Active policies”include the National Employment System
(SINE), PRONATEC Initial and Continuing Training Programs (FIC), Bolsa Qualificagéo (allowing formal workers to take short-duration qualification
courses during unpaid leave), the Sustainable Fisheries Resources Program, the National Program for Targeted Productive Microcredit (PNMPO),

and Economia Solidaria, but does not include the Employment and Income Generation Program (PROGER) or Brazilian Micro and Small Business

Support Service (SEBRAE) services.

Given low skills among the poor and the employability barriers facing many
young people in the labor market, improvements in vocational training and
connecting young people to jobs were key focuses of the employment policy.
As chapter 2 describes in detail, expansion of vocational training aims to fill the
skills gaps in the working-age population, including youth. Youth-targeted
ALMPs and policies aim largely to connect young people with jobs. The
Apprentice Law (Lei do Aprendiz), introduced in 2000, requires medium-size
and large firms to employ 5 percent of their workforces as apprentices (Marra
et al. 2015), further discussed in box 4.4. More recently PRONATEC
Apprentice (PRONATEC Aprendiz) aims to improve programs to fulfill the
Apprentice Law by offering subsidized training to apprentices, as under this
law they must be enrolled in training courses provided by Sistema S or other
institutions recognized by the Ministry of Labor and Employment while work-
ing. This program provides federal funding to micro and small firms to take on
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apprentices, despite not contributing into the professional education system
(that is, the Sistema S network of course providers).

Existing Support for the Self-Employed and Entrepreneurship

Brazil also offers many services and programs to the self-employed and to
micro, small, and medium-size enterprises. These services and programs largely
fall into two categories: programs to improve access to finance as well as non-
financial services such as (a) entrepreneurial orientation; (b) managerial train-
ing; and (c) incentives for formalization, d) consulting services, and e) technical
assistance. Given the importance of access to credit for the growth of micro and
small enterprises, both developed and developing countries have programs to
alleviate their credit constraints. Brazil offers several programs tailored to dif-
ferent categories of firms, including the National Program for Targeted
Productive Microcredit (PNMPO), which provides access to microcredit for
small-scale entrepreneurs, and a national line of credit under the Employment
and Income Generation Program (PROGER), which provides subsidized loans
to a range of firms, both large and small.

Nonfinancial services also exist to address constraints beyond access to
credit. Small-scale entrepreneurs face not only a possible lack of skills (basic,
technical, business, financial, or noncognitive) but also a lack of social capital.
Other constraints may involve the general business environment, limited access
to markets, and so forth (Cho, Robalino, and Watson 2014). Brazil has a long
history of supporting micro and small businesses through the Brazilian Micro
and Small Business Support Service (SEBRAE). Created in 1972 as a public
institution, SEBRAE became a private nonprofit organization in 1990, with the
mission of promoting the sustainable and competitive development of small

businesses.”

Existing Economia Solidaria (Solidarity Economy) Approaches

Brazil's Economia Solidaria is of increasing interest to other countries as a
potential model to promote productivity and inclusion, especially among the
poor and vulnerable populations. This approach promotes productive employ-
ment by encouraging and supporting associations, cooperatives, and informal
groups to form collective enterprises based on principles of solidarity (collec-
tive ownership, equality, and collective decision making). Economia Solidaria is
not a new concept, but in the past decade it has received much more support
from the state and local governments. Nationally, the federal government cre-
ated the National Secretariat for Solidarity Economy in 2003, which imple-
ments the Program of Development of Solidarity Economy to promote,
strengthen, and expand Economia Solidaria through integrated policies for
generating employment and fostering inclusion in both rural and urban areas.
In Brazil, 30,000 solidarity-based enterprises now exist, employing about 2.3
million people (World Bank 2013).2 Economia Solidaria support aims to
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increase the capacity and income-generating opportunities of the poor through
multisectoral approaches built around four main modalities:

e Information and communication campaigns and support

o Training and technical assistance (including training of trainers, incubation proj-
ects, and technical support)

o [nvestments, loans, and solidarity finance (such as productive microcredit and
community development banks)

o Marketing and market access support (assistance with certifications and accredi-
tations for fair trade standards, trade centers, assistance with applying for pub-
lic procurement bids, and other support)

The Way Forward: A Policy Agenda

To what extent do existing labor market policies achieve their objectives, and
how can Brazil improve them to increase their impact? This section explores
several high-priority reforms that could help to meet this overarching challenge:
(a) strengthening PES to facilitate job searches and matches, (b) strengthening and
expanding youth programs to improve labor market outcomes for youth, (c) coor-
dinating entrepreneurship programs to improve individual prospects and business
productivity, and (d) refocusing M&E systems on tracking and evaluating results.

Strengthening Public Employment Services to Facilitate Job Searches and
Matches

Stronger focus on job placement is a necessary avenue to improve SINE’s effec-
tiveness in connecting job seekers to jobs. OECD experience shows that well-
functioning PES can be cost-efficient at facilitating job searches and matches
(Betcherman, Olivas, and Dar 2004).2 In Brazil, however, SINE plays a relatively
small role: only a minority of job seekers use its services, and the placement rates
for registered job seekers remain relatively low by international standards:
12 percent in Brazil, compared with 36 percent in Mexico and 48 percent in the
United States1% In 2012, although the number of SINE-registered unemployed
had increased, only 23 percent of SINE’s vacancies were filled, and fewer than
11 percent of those referred to jobs were placed (figure 4.2). These results call
for SINE to focus on placement as a service to be provided, rather than on registra-
tions as outcomes.

Brazil's PES could play a bigger role in facilitating job searches and matches.
Brazil improved SINE'’s functions significantly by introducing the Mais Emprego
(More Jobs) integrated information service portal (box 4.1). It also started an
important reform of setting placement targets (Marra et al. 2015). However,
SINE can be further strengthened through policies that emphasize a placement-
focused management approach, including the following strategies:

¢ Introducing client profiling and placement-focused case management
e Strengthening services for businesses that seek low-skilled workers
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e QOutsourcing of certain SINE functions to private sector providers
e Using results-based disbursement, including for outsourced services

Introducing Client Profiling and Placement-Focused Case Management

Given SINE'’s potentially integrative role in Brazil’s skills and jobs policies, the
highest-priority reforms are to target its services more efficiently by profiling
clients and to adopt a placement-focused management approach. PES in
Brazil do not currently pay sufficient attention to placement as the ultimate
outcome. Through client profiling (which many OECD countries use to tailor
services to the unemployed), SINE could develop individual action plans (IAPs)

Figure 4.2 SINE Registration, Vacancy, and Job Placement Trends, 2003-13

a. Registered job seekers and vacancies b. Placement rates and filled vacancies®

(millions)

Registered job seekers and vacancies

60 -

50

40

30

(%)

20 A

10 A

Job seekers placed and vacancies filled

O T T T 70

N WD S > O O O
N AV N Q7 O’ " ' & L
> D A DA AT AT A A AP

> o
Q
A

N

m Registered job seekers m Vacancies —— Vacancies filled = Placed or referred to jobs

Source: SINE annual statistics, Brazil Ministry of Labor and Employment, Brasilia (accessed January 30, 2015), http://portal.mte.gov.br/sine
/relatorio-anual.htm.

Note: SINE = National Employment System.

a.The placement rate is the percentage of job seekers whom SINE referred to employers and who were placed into jobs.

Box 4.1 The“”More Jobs” System (Sistema Mais Emprego)

Mais Emprego was created in 2010 to make Brazil's National Employment System (SINE) more
efficient. Through the new system, all available positions and all applicants are visible to all
decentralized units of the Ministry of Labor and Employment that are involved in labor
intermediation.

In 2012, the Mais Emprego system referred more than 8 million workers to more than
3 million positions. Of those, almost 6.5 million workers were sent to job interviews, and more
than 700,000 were placed.

Source: Brazil, Ministry of Labor and Employment 2014a.
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that could improve job-search effectiveness and better tailor ALMP referrals.t
(Box 4.2 describes a profiling tool recently introduced in Sweden.) The current
system, which routes most job seekers into training, might not be the most cost-
efficient approach, whereas profiling and other placement-focused tools can
increase cost-effectiveness in several ways:

o Categorizing job seekers. Profiling can differentiate between those likely to
easily find a job and those likely to have more difficulties. By prioritizing the
latter (and adding caseworker incentives to work more with the harder-to-
place clients), SINE can better manage its caseload.

o Leveraging extensive existing information systems. Integration of profiles with
other existing data can help caseworkers more efficiently tailor ALMP inter-
ventions to job seekers (who do not all need training equally). This informa-
tion could help SINE to regularly assess the characteristics of the long-term
unemployed or other disadvantaged job seekers to identify and better address
their barriers in the labor market.

o Enabling better alignment of placements with market demand. By developing ana-
lytical tools based on existing management systems to generate high-quality,
up-to-date information on local labor market supply and demand, SINE could
aptly respond to changing market conditions and trends, potentially improving
both placement and efficiency.

Box 4.2 Statistical Profiling Supports Early Interventions for High-Risk Job Seekers
in Sweden

In 2011, Sweden created an information technology-based system called the Assessment
Support Tool (AST) that allows PES counselors to identify high-risk job seekers early to assign
more-intensive support to those at high risk of long-term unemployment (LTU). The tool was
conceived as an add-on information stream to caseworkers, recognizing that labor market suc-
cess depends on variables such as social networks, ambition, and mental and physical strength
that statistical data do not easily capture.

The AST establishes a mechanism enabling caseworkers to override regular procedures
and to fast-track high-risk job seekers toward early interventions. The normal wait time for
ALMP activation can be overridden if the AST establishes a job seeker to be at high risk of LTU.
The AST calculates a risk score that segments job seekers under four categories: (a) very good
employment prospects, (b) good employment prospects, (c) weak employment prospects,
and (d) high LTU risk. The AST signals caseworkers to consider early interventions for clients
within the latter category by overriding regular wait times and standard protocols. In-depth
assessment is conducted earlier than for other clients and it involves more frequent meetings.
Other measures, including vocational training, work experience, occupational rehabilitation,
or other employment preparatory activities can also be activated early on (figure B4.2.1).

box continues next page
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Box 4.2 Statistical Profiling Supports Early Interventions for High-Risk Job Seekers in Sweden
(continued)

Figure B4.2.1 Profiling and Early Intervention Process for High-Risk Job Seekers in Sweden

Registration and Statistical profiling Segmentation based on risk Final caseworker decision
initial interview model groups

Group 1
Very good employment
prospects

Group 2
Good employment
prospects

Assessment support

Registration
9 tools

Group 3
Weak employment
prospects

Caseworker likely
to override regular
procedure and
provide early ALMP
interventions

Source: © World Bank. Reproduced with permission from Loxha and Morgandi 2014; further permission required for reuse.
Note: LTU = long-term employment; ALMP = active labor market program.

Source: Loxha and Morgandi 2014.

a. Source information received during a World Bank study tour in Stockholm, Sweden, to the Swedish PES during October
15-16, 2013. Source also based on tailored written information shared directly by Swedish PES with the authors of Loxha and
Morgandi (2014).

Client-oriented case management that tailors support based on employability
could improve services for the poor and hard-to-serve. Brazil can strengthen
SINE by better targeting those categories of the unemployed that usually require
more intensive case management than “market-ready” job seekers do. The tar-
geted case management may include additional support to obtain training or
professional qualifications in demand on the labor market. Countries such as
Germany and the United Kingdom have introduced case management models
based on the job seekers’ employability and chances of labor market success: in
short, the harder-to-place individuals get more intensive support. For such a sys-
tem to work, PES job counselors (or private providers) must have financial or
other incentives to work with the disadvantaged.
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Strengthening Services for Businesses that Seek Low-Skilled Workers

In OECD countries, employment services do extensive outreach to employers to
increase the extent of their vacancy listings as well as to place hard-to-serve indi-
viduals. In Brazil, SINE could play a more proactive role, especially when it
comes to strengthening services for businesses that demand low-skilled workers.
This effort would entail active outreach to, and maintenance of relationships
with, large employers that hire low-skilled labor in particular.

Using Resulis-Based Performance Management, Including Outsourcing

Brazil can further improve both outcomes and efficiency by introducing
results-based performance management, including outsourcing of certain SINE
functions to private sector providers. In several European countries, contractual
arrangements with private providers improved outcomes for particular groups,
brought innovation to service delivery, and induced competition, as box 4.3
discusses further (Marra et al. 2015). The degree of outsourcing has varied
from full contracting to private and not-for-profit providers (under the Job
Services Australia model, for example) to outsourcing only certain PES func-
tions such as training, orientation, vocational rehabilitation, or community-
based work placement (as in Germany, Italy, and Spain). In Germany, for
instance, unemployment-benefit recipients are eligible for a placement
voucher for job-search assistance from private providers. Robust performance
management can improve the effectiveness of both public and private PES
providers (Nunn 2012).

Implementation of SINE Management Reforms

Successful improvement of SINE’s placement rates and efficiency depends on
the setup of overall management processes and targets that integrate the inter-
ventions outlined above. SINE management can ensure that the focus remains
on efficiency and effectiveness by incorporating several important dimensions:

e Establish indicators and targets that focus on ultimate results (placements into
jobs, job sustainability, and so on)

* Define roles and responsibilities, and establish results-based annual evaluations

o Establish the legal framework for outsourcing of certain labor intermediation
services to private providers

o Make supervisory methods explicit, including how results will support the next
year’s activity planning and budget transfers

o Establish coordination mechanisms (similar to those that implement Bolsa
Familia programs) between the Federation and municipalities and technical
assistance programs to build municipalities’ supervision and implementation
capacity (such as technical assistance to strengthen procurement capacity)

e Establish performance-based payments based on increased employability, earn-
ings, and beneficiary satisfaction—making this information publicly available
to help potential job seekers become more informed
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Box 4.3 International Experience with Private and Nongovernmental Employment
Service Providers

Public employment services (PES) are complemented by partnerships with private and
nongovernmental institutions in many countries, such as Australia, the United Kingdom, and
the United States. These countries’experiences show that operating in partnership with private
providers is complex, but it can lead to improved results with lower costs. These countries have
three main types of employment service providers, each with their respective functions,
strengths, and weaknesses:

Government agencies (PES) typically perform initial client registration, provide basic job
matching and job-search assistance, monitor job-search responsibilities to receive unemploy-
ment insurance, and provide information about various services. Evaluations show that PES
can be cost-effective, but given their high caseloads and wide range of administrative duties,
they may have limited ability to work with the hard-to-place candidates.

Nonprofit agencies are usually community-based and generally are better at dealing with
more difficult cases (such as people with disabilities or people addicted to drugs or alcohol)
that require an integral, more personal approach and community support. These agencies
tend to have better knowledge about the job-seeking difficulties of the most vulnerable peo-
ple, and they are better equipped to support them. On the other hand, their technical and
managerial capacity can be lacking, and their information technology (IT) systems tend to be
less developed.

Private agencies have the capacity to scale up quickly and can work with large numbers of
beneficiaries; they tend to have better technical knowledge and IT systems and can respond to
changes in the market faster. However, contract design can have significant impact on their
performance and cost-effectiveness. For instance, in the absence of explicit requirements
and incentives for working with the hard-to-place, private agencies are likely to engage in
“creaming” (working only with those who are easy to place).

Australia and the United Kingdom adopted a “black box” approach to employment ser-
vices contracting, meaning that the government focuses more on the final outcomes—job
placement, quality, and sustainability of jobs—than on how the providers achieve these
results. This approach is more flexible and allows innovation and experimentation, but it also
requires the government to carefully design incentives for providers. In the United Kingdom,
for example, payments are higher for more difficult-to-place workers. Moreover, the payment
structure incentivizes not only job placement but also job sustainability. The government pays
a small fee when a service provider starts working with an unemployed worker, but it pays for
a job placement only after six months on the job. Payments for sustained job placements
continue for up to two years (figure B4.3.1).

box continues next page
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Box 4.3 International Experience with Private and Nongovernmental Employment Service
Providers (continued)

Figure B4.3.1 United Kingdom Payment Scheme for Employment Service Providers
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Source: United Kingdom Department for Work & Pensions 2012. Reproduced, with permission under UK Open Government
Licence v3.0.
Note: £ = pounds sterling.

Source: Based on Marra et al. 2015.

Strengthening and Expanding Youth Programs to Improve Labor Market
Outcomes for Youth
The Apprentice Law currently does not provide firms with sufficient incentives
to hire apprentices, limiting the law’s impact. Launched in 2000, the Apprentice
Law (Lei do Aprendiz) calls for medium-size and large firms to hire enough
apprentices (14-24 years old) to maintain a minimum 5 percent apprentice-to-
workforce ratio (box 4.4). However, compliance has been low: in 2013, firms
hired 335,800 apprentices, whereas full compliance could have added as many
as 1.24 million (Marra et al. 2015). Hence, only 23 percent of potential appren-
tice slots have been filled. The key to increasing the law’s effectiveness is a
better understanding of firms’ business needs, the existing candidate pool, and
information on the benefits to the youth served. Addressing the underlying
causes of low compliance and increasing flexibility across sectors or types of
firms according to technology could give firms better incentives to recruit more
apprentices. Introducing additional financial incentives to hire apprentices may
also be considered.12

International evidence strongly suggests that dual apprenticeship systems
(which combine classroom training with on-the-job training and experience, as
in Austria, Denmark, Germany, and Switzerland) allow for smoother transitions
from school to work (Quintini and Manfredi 2009; Quintini, Martin, and Martin
2007). In Brazil, however, the number of apprenticeships remains low: in 2012,
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Box 4.4 Brazil’s Apprentice Law (Lei do Aprendiz)

The Apprentice Law was enacted in 2000 to facilitate the inclusion of youth in the labor mar-
ket. It requires all medium-size and large companies to hire youth between the ages 14 and
24 years while they undergo technical and professional training in the occupations for which
they were hired. This is done under a special employment contract of up to two years. While
working, the apprentices must also be enrolled in training courses provided by Sistema S or
other institutions recognized by the Ministry of Labor and Employment (MTE). The law aimed
to provide youth with specific skills demanded by the labor market along with experience that
could help them start their professional careers.

Under the law, apprentices are to make up 5-15 percent of the workforce. The
establishment-specific percentage is calculated based on the total number of employees
excluding those with occupations that require more education. MTE monitors firms’compliance
through (a) the Annual Social Information Report (RAIS), the national registry of formal employ-
ment that has information of all workers in the formal sector; and (b) the data provided by train-
ing providers, which includes student enrollment, attendance, dropout, and completion rates.

In return, firms receive a payroll subsidy in the form of a lower deposit to the apprentices’
Service Indemnity Fund (FGTS) account (2 percent of the basic wage) than the standard rate
required for other employees (8 percent).

Apprentices’ training courses must be at least 400 hours long and the daily workload,
including the technical training, should be under 6 hours when the apprentice is still in the
secondary school, and 8 hours if he or she has already finished it.

Partially low compliance could be explained by the difficulties firms may have in finding
adequate technical courses, which may be now alleviated by PRONATEC. There is also evidence
that apprentices are mainly hired for administrative work. Furthermore, impacts on employ-
ability remain moderate: until 2012, only about 50 percent were hired by their employers into
more permanent jobs.

Source: Based on Marra et al. 2015.

only 1 percent of the eligible youth (ages 15-24 years) were working as appren-
tices (OECD 2014). Better enforcement of the Apprentice Law—along with
additional incentives to hire apprentices—can increase the opportunities
for young people to gain on-the-job experience and improve their labor
market outcomes. The introduction of PRONATEC apprenticeships (offering
state-subsidized training to apprentices) is an important step in this direction.
However, it might only partly meet the need given the current low number of
apprentices in small and medium-size firms.

The small scale of most other youth-targeted labor market programs limits
their potential impact. For instance, ProJovem Worker (ProJovem Trabalhador)
was created in 2008 under the Integrated National Program for Youth Inclusion
(ProJovem Integrado). It provides professional training for vulnerable youth (ages
18-29 years). In 2012, only 4,000 vulnerable young people were qualified
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through this program. Training programs’ success depends largely on the strength
of their content, the relevance of the skills provided, and how well those skills
serve the local labor demand. In Brazil, however, youth programs also tend to
focus on classroom training and often lack on-the-job training components. Even
Brazil’s most employment-oriented youth program, ProJovem Worker, has no
work-based component. In contrast, most other Latin American countries offer
youth-targeted ALMPs with strong on-the-job training components—for exam-
ple, Jovenes por Mas y Mejor Trabajo in Argentina (OECD 2014).

Research suggests that combining technical and life-skills classes with on-the-
job training such as internships or apprenticeships may be more effective than
providing vocational training classes alone (Honorati and McArdle 2013). Such
comprehensive youth training programs in several Latin American countries have
proven effective in promoting employability. Training programs can enhance
their impact by introducing a component on socioemotional “soft skills” (such as
teamwork, leadership, self-confidence, and perseverance) to increase the employ-
ability of disadvantaged youth.13 A growing number of youth programs around
the world have incorporated such components; moreover, soft-skills training can
also be useful to older job seekers from disadvantaged backgrounds. Examples
include the Entra 21 program in 18 Latin American countries, the Jordan NOW
program, and the Juventud y Empleo program in the Dominican Republic
(McKenzie 2014). Other mechanisms that could decrease dropouts, attract inter-
est, and stimulate participation in training programs (especially in slums and
other vulnerable environments) include providing informational resources on
access to child care and elder care and ensuring that safe transportation and noc-
turnal courses (with security) are available.

In summary, the following reforms could increase the impact of youth-
targeted programs and better equip unemployed youth for jobs:

¢ Evaluate and redesign the Apprentice Law by setting more realistic requirements
for firms and introducing an incentive package that could increase take-up

o Introduce both on-the-job and “soft skills” components into other youth-targeted
ALMPs while better linking training to apprenticeships

Coordinating Entrepreneurship Programs to Improve Individual Prospects
and Business Productivity

Brazil has a rich range of entrepreneurship programs, consisting of both finan-
cial and nonfinancial support, but they are not always targeted at micro and
small businesses. Brazil spends a non-negligible amount on programs supporting
entrepreneurship, both by subsidizing preferential rates for lending and micro-
credits and by offering additional (or alternative) nonfinancial support. For
instance, SEBRAE has one of the largest budgets relative to similar organizations
in several other countries (figure 4.3, panel a). Although SEBRAE assists only
micro and small businesses, not all entrepreneurship support programs focus
exclusively on small enterprises. For example, the government created PROGER
in 1994 to stimulate job creation by enabling access to credit for micro and small
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Figure 4.3 Small-Business Agency and Program Budgets in Brazil and Other Selected
Countries, 2014
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enterprises and associations of small rural producers. As the program evolved,
however, it expanded its scope and started financing larger companies in specific
sectors such as infrastructure, exporting manufacturers, and tourism. Although
most PROGER lending still goes to micro and small firms, significant resources
are channeled to other firms (figure 4.3, panel b). This has led to some concerns
about impacts of the policy on increasing small-business productivity as well as
potential crowding out of the private financing institutions that could otherwise
serve the larger firms.

Entrepreneurship support programs could be better coordinated and better
linked with complementary programs and services to increase their impact.
Although SEBRAE does not offer financial products, it can refer its clients to
such services and provide financial education, assistance with business plans, and
other nonfinancial support. On the other hand, the subsidized credit lines offered
through PROGER are offered through large banks including the Brazilian
Development Bank (BNDES), Banco do Brasil, and Caixa Econdmica Federal. The
process of receiving credit is hence delinked from other services that may be
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essential for a beginning entrepreneur to be able to use credit properly, and
potential synergies are not fully exploited. Brazil can increase the impact of
these entrepreneurship support programs through better coordination and cross-
referencing, including to labor market programs that could also benefit entrepre-
neurs and small businesses (such as technical training, which can raise worker
productivity). Notably, the majority of entrepreneurship programs in other coun-
tries that aim to improve earnings opportunities for self-employed workers pro-
vide a combination of multiple services, such as training, access to finance, advisory
and mentoring services, and networking (Cho, Robalino, and Watson 2014).

International evidence on entrepreneurship promotion programs is mixed, sug-
gesting that take-up is often low, costs are high, and positive results are concen-
trated among the older, more qualified, more motivated participants. Given the
great variety of programs offered and the lack of sufficient evidence on their
impacts, a review of the existing programs in Brazil is urgently needed to deter
mine whether they are improving income-earning opportunities for the poorest.
Following such a review, overlapping programs can be consolidated (for instance,
PROGER offers more than a dozen different credit lines) and ineffective ones
phased out to make space for more-effective, more-efficient programs.

In summary, to strengthen Brazil’s entrepreneurship support programs, the
following priorities emerge:

e Improve coordination to increase small-business productivity by linking financial
and nonfinancial support programs more effectively and by linking all of those
programs with other labor market programs and services

® Review and consolidate fragmented programs to improve their overall efficiency

Refocusing M&E Systems on Tracking and Evaluating Results
Strengthening M&E systems is essential to improve the performance of both
SINE and the labor market programs and policies to support entrepreneurship
and Economia Solidaria. Existing M&E systems focus mainly on inputs and
sometimes on outputs, but not on outcomes such as placements, earnings
increases, sales, and so on. In some cases, M&E is quite weak or even nonexistent,
and it needs to be extended to better inform policies.

It is difficult to make evidence-based improvements to labor programs without
a comprehensive M&E system focused on tracking outcomes such as employability.
Such a system can enhance policy development, program management, and ulti-
mately employment outcomes for the targeted populations. Several of Brazil's
monitoring systems—such as the world-renowned Annual Social Information
Report (RAIS), the General Register of Employed and Unemployed Individuals
(CAGED), and SINE’s More Jobs (Mais Emprego) databases—already produce
rich administrative data that can be used to track inputs and outputs of various
policies. Merging these various databases on a regular basis with standardized
procedures allows program evaluations to be made, albeit not without limitations.
Countries with similar administrative systems, such as Australia and Sweden,
have started conducting regular impact evaluations of their ALMPs (see box 4.5
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Box 4.5 M&E Systems That Improve Employment Services Delivery: International
Experience

Traditionally, monitoring and evaluation (M&E) of public employment services focused on
inputs, measuring expenditures, and tracking employment centers’ activities (such as num-
ber of beneficiaries being registered and counseled). But countries such as Argentina
and the United States have achieved better employment results by modernizing their M&E
systems to put more emphasis on final results such as number of beneficiaries who find
jobs and the quality of these jobs (wages and duration). This shift in M&E systems—from
inputs to results—leads to better information on what works and what does not in employ-
ment services, which leads to better service delivery. To implement a modern M&E system, one
has to define the indicators, gather data to calculate the indicators, and use the indicators to
improve services.

The four main types of indicators used in modern M&E systems are (a) the number of
beneficiaries; (b) the employment rate of beneficiaries (proportion of people who
received employment services at time t and are employed at time t+1); (c) job retention
(number of beneficiaries employed in time t+1 who are still employed at time t+2 and
t+3); and (d) expenditure by beneficiary. Australia also emphasizes an indicator of benefi-
ciary satisfaction, assessed through surveys. For training programs, countries also use the
average increase in beneficiaries’ wages and the adequate job rate (number of beneficia-
ries who received training at time t and had jobs in time t+17 in a sector or occupation to
which the training was relevant).

After the indicators are defined, the data must be gathered to calculate those indicators.
There are three main ways to collect data for M&E of employment services:

Surveying beneficiaries through telephone calls, text messages, the Internet, or a combina-
tion of these methods

Merging the administrative data of the employment services with that of official employ-
ment and wages databases

Directing data collection through interviews at employment services, contracted services
providers, or employers

With the indicators defined and calculated, a government can use this information to
improve service delivery. A common way of doing that is by setting goals for employment
services providers and giving incentives to good performers, then scaling up successful pro-
viders and scaling down unsuccessful ones. However, when checking performance against
goals, evaluators have to be careful. A naive approach can stimulate undesirable activities,
such as job centers focusing on people who are easier to employ. Evaluators also should take
into account local economic conditions when setting goals, so that job centers in regions
where labor markets are worse have more-flexible goals.

In Brazil, the State of Pernambuco has set up a comprehensive M&E system for its vocation
training programs using these indicators with important results.

Source: Based on Marra et al. 2015.
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regarding international M&E best practices). M&E systems in these countries
require that every government program be evaluated every three to five years
(Angel-Urdinola and Leon-Solano 2013). Implementing robust approaches to
tracking the program participants’ employability is a key to learning what
works best in different settings (Almeida, Behrman, and Robalino 2012). Through
this effort, consolidated data on program quality and efficiency, beneficiaries’
employability, and client satisfaction will become routinely available—enabling
analyses not only of program-level efficiency and performance but also of
participant-level outcomes and how they relate to gender, educational level,
location, and so forth.

In summary, to bring Brazil’s M&E systems to that next level requires the fol-
lowing improvements:

e Introducing indicators of employment outcomes in addition to inputs and outputs,
developing a results-based M&E framework

o Conducting periodic evaluations to inform the design and improve the
cost-effectiveness of all programs

o Developing rigorous impact evaluations of strategic programs and using the results
to guide program scale-up

o Introducing M&E systems where they are weak or do not exist, such as for
Economia Solidaria programs

Notes

1. This chapter discusses only programs under the purview of the Ministry of Labor and
Employment.

2. A large part of Brazil's ALMP policies involve the short-term qualification courses
offered through PRONATEC’s Initial and Continuing Training (FIC) programs.
However, given the specificities of these programs, they are discussed in detail in
chapter 2.

3. In Brazil, microenterprises (microempresa) are those with gross annual revenue up to
R$240,000 (US$81,600) per year; small businesses (empresa de pequeno porte) have
gross annual revenue between R$240,000 and R$2,400,000 per year (General Law of
Micro and Small Enterprises, December 14, 2006).

4. Abono Salarial (Salary Bonus) provides a tax benefit equivalent to one minimum
wage for those formal sector workers who receive fewer than two minimum wages
per month on average in a given year.

5. The analysis in this report is focused on the federal programs under the auspices of the
Ministry of Labor and Employment. Vocational training programs are not discussed
here because chapter 2 covers PRONATEC FIC in detail, while chapter 5 further
discusses PRONATEC-MDS (which coordinates training with social assistance
through the Ministry of Social Development and Fight against Hunger) and other
productive inclusion programs aimed at the vulnerable.

6. Given recent increases in the minimum wage, spending on Abono Salarial increased
exponentially, from 0.25 percent of gross domestic product (GDP) in 2011 to
1.15 percent in 2012 (SINE annual statistics, Ministry of Labor and Employment
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10.

11.

12.

13.

[accessed January 30, 2015], http://portal.mte.gov.br/fat/relatorio-de-gestao-do
-fat.htm). Because only formal sector workers with a history of contributions are
eligible for Abono Salarial, that program does not benefit the most-vulnerable
workers.

. SEBRAE is funded by a monthly social contribution paid by employers. Its network

of almost 700 on-site service centers throughout the country, more than 5,000
small-business experts, and a large pool of external consultants work toward trans-
ferring knowledge and know-how to those who own or intend to start a business.
SEBRAE serves more than 1.5 million companies each year through entrepreneur-
ship education (in areas including management, human resources, market access,
and access to financial services); formalization support under the Individual
Microentrepreneur (MEI) program; support to agribusiness firms (guidance, infor-
mation, training, and consultancy to small farmers and ranchers, business associa-
tions, cooperatives, and small-scale agro-industries); and support to firms in other
sectors. For more information, see the SEBRAE website at http://www.sebrae.com
.br/sites/PortalSebrae/canais_adicionais/sebrae_english.

. For more information about Brazil's Economia Solidaria initiatives, see World Bank
(2013).
. A review of ALMP impact evaluations worldwide concluded that “employment ser-

vices are generally the most cost-effective intervention: employment and earnings
impacts are usually positive and, compared to other ALMPs, employment services are
inexpensive” (Betcherman, Olivas, and Dar 2004).

Brazil job placement data are from the Ministry of Labor and Employment, Brasilia
(accessed January 30, 2015), http://portal.mte.gov.br/sine/relatorio-anual htm.
Mexico job placement data are from the National Employment Service, Secretariat of
Labor and Social Welfare, Mexico City (accessed January 30, 2015), http://www.stps
.gob.mx/bp/secciones/conoce/areas_atencion/areas_atencion/servicio_empleo
/resultados_programas.html. U.S. job placement data are from Barnow (2012).

Development of individual action plans (IAPs) that lay out programs and services to
promote an individual’s employability is a common practice in many OECD coun-
tries. For example, in Germany, the Netherlands, and the United Kingdom, public
employment offices that adopt this approach can identify major employment con-
straints early in the process (Almeida, Behrman, and Robalino 2012).

The current government incentive for firms to provide apprenticeships is a lower firm
contribution to the Severance Indemnity Fund (FGTS). In contrast, other countries
have combined social security rebates, lower minimum wages, and direct subsidies to
encourage firms to hire apprentices. For examples see OECD (2014).

The Brazilian labor program that currently includes soft-skills training is
ProJovem Worker. The program includes 100 hours of social training on topics
such as information and communication technology, ethics, citizenship, personal
hygiene, rights at work, occupational health and safety at work, and entrepreneur-

ship (OECD 2014).
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CHAPTER 5

Productive Inclusion Policies to
Better Connect the Poor with
More Productive Jobs

Introduction

Since the 2000s, social assistance in Brazil has focused on finding the poor,
reaching them, and helping their children through the flagship conditional cash
transfer program Bolsa Familia and a strong Central Social Assistance System
(SUAS). As a next step in 2011, the policies also started to focus on connecting
the poor to jobs. In this spirit, the government launched the (rural and urban)
“productive inclusion” axis of the Brasil Sem Miséria (Brazil Without Extreme
Poverty) Plan in 2011 (Brazil, Ministry of Social Development and Fight
against Hunger 2013). The other two axes of the plan are (a) the “income
support” axis (better coverage by Bolsa Familia of the extreme poor through
the Busca Ativa [Active Search] strategy to reach poor citizens not yet reached
by the program), and (b) the “access to services” axis (improving the same
population’s access to basic services). The productive inclusion axis fosters the
participation and inclusion of the poor in the economic arena (employment or
income-generating activities). It thereby helps the poor to improve their own
productivity and convert it into sustainable incomes.

Rather than creating new programs, productive inclusion policies focus
mainly on expanding the coverage of existing ones to the poor, using the national
registry of the poor and vulnerable (Cadastro Unico) to target new beneficia-
ries.! These programs range from technical and vocational training to support of
self-employment and family agriculture. Urban and rural areas require specific
approaches based on the different nature of their economic activities. Urban
programs focus on training (by allocating to the poor 40 percent of the slots in
PRONATEC, the National Program for Access to Technical Education and
Employment, described in detail in chapter 2) and support to microentrepre-
neurs (through formalization and microcredit support). Rural programs focus on
the expansion of integrated interventions for family agriculture by expanding
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the coverage (and coordination between programs) of existing agricultural and
rural development programs to the poor. The rural productive inclusion
approach consists of the integrated provision of three types of support: (a)
microcredit and matching grants, (b) technical assistance to improve agricultural
production, and (c) access to markets through public procurement.

Compared with Brasil Sem Miséria’s income support axis (through Bolsa
Familia), the productive inclusion axis involves a greater range of programs,
which need to be coordinated across a wider range of agencies and whose
results depend not only on more-complex household behaviors but also on the
larger economy. Brazil’s innovations in this area have served as examples for
other countries—particularly the approach of building productive inclusion
around a flagship income support program (Bolsa Familia) and using social
assistance targeting tools (such as Cadastro Unico, or Single Registry) to iden-
tify beneficiaries and target the support.

The productive inclusion agenda goes beyond a single ministry or even a
whole administration. It is an overarching commitment to meet the long-
term challenge of helping the poor to gain and retain better, more productive
jobs. As described in chapter 1, most of Brazil’s poor are working, but their
incomes are low and their upward mobility is limited. Moreover, more dif-
ficult economic conditions in the coming years could hinder their further
inclusion in labor markets and complicate efforts to translate skills into sus-
tainable incomes. Although policies that increase labor productivity for all
will help to expand overall opportunities, the poor will need not only high
employment and productivity gains but also better, more productive jobs if
they are to continue improving their livelihoods. As chapter 1 also discussed,
the income gaps between the poor and middle class remain large, reflecting
persistent differences in labor market outcomes. The rural poor are primarily
engaged in low-productivity agriculture (with no or very low earnings) while
the urban poor are a heterogeneous group, some of whom are unemployed
and most of whom are working poor (either as wage earners or
self-employed).

Brazil has a large set of programs, covering many needs and target groups.
This report argues that the path forward on productive inclusion will be to
address next-level challenges on familiar terrain, not new frontiers. What are
these challenges? To make existing programs more efficient and sustainable
by refocusing on their objectives and diversifying support to assist the poor
on several fronts:

o Soft-skills development, apprenticeships, and placement services that better
addpress the employability barriers of the poor. As highlighted in chapter 1, to
raise labor productivity and earning, the poor need not only traditional
skills development but also a comprehensive integration of those programs
with added “soft skills” training (including communication, perseverance,
and conflict resolution skills), apprenticeships/hands-on training, place-
ment services, and entrepreneurship support that better serve their needs.
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In short, the goal is to better link social assistance programs not only to
training (PRONATEC) but also to the active labor market programs
(ALMPs) including intermediation services provided by the National
Employment System (SINE) and entrepreneurship support provided by
the Brazilian Micro and Small Business Support Service (SEBRAE) and the
Ministry of Labor and Employment.

o Closing the remaining gaps in access to child care, other social services or psy-
chosocial support. Brazil has programs in all these areas, but it is worth
considering whether they are present in the right balance and quality, and
importantly, whether for each client they are adequately integrated and
sequenced.

o Increasing the quality and efficiency of the current assistance model of expanding the
coverage of existing agricultural and other rural development programs for the poor,
acknowledging that workers in family agriculture are a diverse group in terms of
their experience (in terms of the different types of agricultural activities), and
the impact of the support is likely to depend on these aspects.

o Diversified support for transitions to nonagricultural jobs. Although rural produc-
tive inclusion policies have focused on improving the productivity of those in
family agriculture, upward mobility for many might mean shifting to nonagri-
cultural jobs, which requires assistance such as hands-on, community-based
training; skills certification; and vocational and technical training tailored for
rural areas.

* Implementation of monitoring and evaluation (M&E) systems. Brazil could use
more results-based mechanisms to better manage program supply and refo-
cus on the key outcomes in productive inclusion programs. Better evidence
of results might be obtained by leveraging Brazil’s sophisticated set of admin-
istrative records between the Ministries of Labor and Employment,
Education, Agriculture (and other ministries’ rural development programs),
and Social Assistance—including the Annual Social Information Report
(RAIS), the General Register of Employed and Unemployed Individuals
(CAGED), Cadastro Unico, and administrative records of the Food
Acquisition Program (PAA).

How could Brazil strengthen both urban and rural productive inclusion
policies to better connect the poor to more productive, higher-earning jobs?
In urban areas, one important strategic direction would be to focus more on
increasing employability and labor earnings, thus converting support into
sustainable income. Most such support is in the form of training, but insuf-
ficient soft-skills development, inefficient job-search mechanisms, and inad-
equate support services may limit the impact of training on labor market
outcomes among the poor. The following approaches could better focus
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urban productive inclusion policies on increasing labor market participation
and earnings:

o Adapt public employment services (SINE) and other ALMPs to better serve the
poor (such as through better alignment of services with beneficiary profiles
and local labor markets), and diversify urban productive inclusion beyond
PRONATEC through synergies with these adapted programs

o Expand support to address employment barriers beyond technical skills by adding
soft-skills and more hands-on components to PRONATEC while increasing
students’ or trainees’ accessibility to child and elder care, transportation subsi-
dies, night courses, and other support for the poor

o Sirengthen M&E systems to provide adequate data on the job placement rates
of trainees who completed the courses and on earnings or wage increases asso-
ciated with program participation, thus enabling evidence-based program
expansion and design adjustment

In rural areas, productive inclusion involves increasing earnings opportunities and
productivity in family agriculture, but that key focus needs to be complemented
by investment in people’s skills and productivity, not just their businesses.
Because rural employment is concentrated in low-productivity (family) agricul-
ture, maximizing the earnings potential of these businesses is critical. However,
although these programs promote incomes for many, upward mobility for others
will mean moving to the nonagriculture sector. In this context, adapting training
and entrepreneurship programs to the skills and experience of the rural poor
would be helpful. Although the existing rural productive inclusion model is
comprehensive, it lacks M&E systems to trace success in increasing earnings of
beneficiaries and business survival. This information could play a key role in
enhancing the cost-effectiveness and impact of these interventions. In this
context, the following approaches could strengthen and diversify rural produc-
tive inclusion programs:

o Establishing M&E systems to measure programs’ results on beneficiaries’
earnings and business survival and adopting management approaches and
results-based reimbursements using this information

o Introducing profiling of family farmers (including their experience in the differ-
ent types of agricultural activities) and using the results to decide how to best
allocate different support

o Continuing to encourage use of Cadastro Unico to target expansion of coverage
of rural development and agriculture programs among the poor

o Diversifying support aimed at enhancing access to markets for the goods pro-
duced by poor farmers beyond the quotas for public procurement (for
instance, through other market access services such as those offered by
SEBRAE)

® Promoting private sector partnerships, including with the financial system, to
improve access to credit and technology
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* Adapting and improving access to rural entrepreneurship (microenterprise) pro-
grams and expanding access to hands-on, community-based training and skills
certification to enhance people’s productivity

Existing Productive Inclusion Policies

Urban Productive Inclusion
To promote productive inclusion in urban areas, the government has focused on
training. Under Brasil Sem Miséria, vocational training for the poor expanded
quickly and dramatically through PRONATEC.2 The establishment of
PRONATEC in 2011 represented a major policy shift, as chapter 2 discusses in
detail. In the past, most technical vocational education and training (TVET)
beneficiaries were from better-off backgrounds. Today, 40 percent of all
PRONATEC training slots target the poor; in 2014, 1.28 million PRONATEC
enrollees were Cadastro Unico registrants. This expansion was largely anchored
in the government’s Gratuity Agreement with the Sistema S course providers.
Under that agreement, the providers use two-thirds of the net revenue—financed
by a 1 percent tax on firms—to offer subsidized (free) training to low-income
individuals, up from half of net revenue in 2009.2

In addition to training, the government created formalization and microcredit
programs, but they remain modest in size and scope. The Crescer (Grow)
national microcredit program provided 3.6 million loans from 2011 to 2013.
The Individual Microentrepreneur (MEI) program creates incentives for formal-
ization of microfirms (box 5.1). It was expanded to support Bolsa Familia

Box 5.1 Program to Support Individual Microentrepreneurship

The Individual Microentrepreneur (MEI) program was designed to facilitate formalization of
small businesses and to reduce the bureaucracy involved in opening and sustaining a formal
small business by reducing taxes and contributions and making the process easier and faster.
Another MEI goal is to increase social protection coverage of small and microentrepreneurs,
focusing on their potential contribution toward the continued expansion of formal job creation.
According to the Secretariat of the Federal Revenue of Brazil, 1 million entrepreneurs join the
program annually: by the end of 2013, 3.6 million small businesses formalized through the pro-
gram. An econometric analysis (specifically, transition probability analysis) using microdata from
the Monthly Employment Survey of the Brazilian Institute of Geography and Statistics finds that
the MEI program has considerably increased the formalization probability of both small busi-
nesses and the self-employed, an occupational group that historically has had high rates of infor-
mality (Corseuil, Neri, and Ulyssea 2013). Using the National Household Survey, the analysis also
finds a statistical association between the MEI program and increased social protection coverage
among small businesses. However, only 10 percent of MEI participants are Bolsa Familia benefi-
ciaries, and low uptake and low firm survival rates combine to limit this program’s success.

Source: Brazil, Ministry of Labor and Employment 2014.

Sustaining Employment and Wage Gains in Brazil « http://dx.doi.org/10.1596/978-1-4648-0644-5


http://dx.doi.org/10.1596/978-1-4648-0644-5

138

Productive Inclusion Policies to Better Connect the Poor with More Productive Jobs

beneficiaries who are entrepreneurs (406,000 in 2014) (Brazil, Ministry of Social
Development and Fight against Hunger 2014).

Rural Productive Inclusion

Brazil has a long history of rural development and agricultural programs that
focus mainly on the Northeast region. The approach of this program varies from
support to individual small farmers to community-driven development (CDD)
programs. Some programs finance small-scale investments in basic infrastructure
to improve access to water and electricity. Others make landownership possible
for landless rural families by opening access to credit and investment capital
through matching grants. The guiding principles underlying CDD programs are
more decentralization of decision making, direct transfer of funds, and involve-
ment of local authorities and community-based organizations of family farmers
(World Bank 2010). The existing agricultural and rural development programs
have been integral to the rural productive inclusion axis of Brasil Sem Miséria:
rather than creating new programs, the coverage of existing ones has been
expanded to the poor, using the national registry of the poor and vulnerable
(Cadastro Unico) to target new beneficiaries.

At all levels, the government has invested heavily in integrated interventions
to improve the productivity of family agriculture and overall rural productive
inclusion, but some needs remain unmet. The current model of assistance is
based on expanding coverage of existing agricultural and rural development pro-
grams to the poor, anchored on partnerships between the Ministry of Social
Development with the Ministries of Rural Development and Agriculture.
Through this model, the government expanded integrated interventions for fam-
ily agriculture along the following dimensions: (a) microcredit and matching
grants through the Development Fund program; (b) technical assistance to pro-
mote rural production; and (c) market access through public procurement
(figure 5.1).4 These efforts were complemented by access to key inputs such as
water and electricity through the Agua para Todos (Water for Everyone) and Luz
para Todos (Electricity for Everyone) programs. Specifically, 750,500 water res-
ervoirs were built with the support of Agua para Todos (Brazil, Ministry of Social
Development and Fight against Hunger 2013).

The Way Forward: A Policy Agenda

Expanding but Also Adapting Existing Training and ALMPs to the

Needs of the Poor

Most urban productive inclusion support comes in the form of training
(PRONATECQC), discussed in chapter 2, but helping the poor to move to more
productive jobs often takes more than training. Diversifying support could be
valuable for three primary reasons:

® During economic slowdowns, training effects may be modest (particularly for
youth), and on-the-job experience and soft-skills components are key
(Almeida, Behrman, and Robalino 2012).
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Figure 5.1 Primary Types of Support Programs for Rural Productive Inclusion in Brazil

MDS partnerships with Ministries of Rural Development and Agriculture

Technical Improve market access
assistance through public
procurement and private

productive alliances

Microcredit and matching
grants to improve
agricultural production
350,000 PBF

. . families supported
Microcredit: 843,300 loans

provided to PBF PAA/PNAE food purchasing

Fundo Fomento: 130,000 PBF program: 192,200 operations

families supported carried out with low-income
families

Luz para Todos provided access to electricity to 283,000 poor families.
Agua para Todos built 750,500 cisterns for consumption and 60,000 cisterns for agriculture.

Source: Based on Brazil, Ministry of Social Development and Fight against Hunger 2013.

Note: MDS = Ministry of Social Development; PBF = Bolsa Famlilia Program; PAA/PNAE = Food Acquisition Program. “Fundo
Fomento'is a development fund.“Luz para Todos"is the Electricity for Everyone program.“Agua para Todos"is the Water for
Everyone program.

o Training is one of the most expensive ALMPs, thus many countries first use job
intermediation (public employment services, or PES) and turn to training only
if intermediation does not work (OECD 2007).

o The poor face numerous, mutually reinforcing disadvantages that reduce their
employability relative to nonpoor trainees and job seekers. Many lack the skills
and experience to obtain high-paying, high-productivity jobs. Other important
constraints (as highlighted in chapter 1) include ineffective job-search mecha-
nisms (mostly informal networks); difficulties in retaining jobs; and limited
access to child care, psychosocial counseling, and other support services.

Brazil has programs in all these areas (training, job intermediation, and social
support), but the challenge lies in whether they offer the right balance and qual-
ity of services and, importantly, whether they are focused on the poor and ade-
quately integrated and sequenced for each client. Coordinating and tailoring the
existing services to the poor has its own set of challenges (box 5.2). To diversify
labor market support to the poor beyond training, better coordination (referral
and counterreferral) could be key—not just between social assistance and
PRONATEC (or other training) programs but also with all the various ALMPs.
Although the coordination between social assistance and training was success-
fully implemented under PRONATEC-MDS, improving integration between
social assistance and the ALMPs including job intermediation (through SINE)
remains an increasingly urgent challenge.® Skills development and labor pro-
grams have many entry points that are often unintelligible for users and call for
user interfaces with a “no wrong door policy” and a better interface with social
assistance centers. With better integration, social workers who refer the poor to
productive inclusion programs in the Program for the Promotion of Access to the

Work World (ACESSUAS/WORK) would have a more diverse set of productive
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Box 5.2 Productive Inclusion in the Slums of Rio de Janeiro: A Qualitative Study

The productive inclusion of urban dwellers in slums is a complex and underinvestigated
domain. A qualitative case study developed for this report combined a literature review, stake-
holder consultations, and field interviews of participants and officials managing productive
inclusion initiatives in three favelas of Rio de Janeiro with a combined population of nearly
75,000. The analysis focuses on the structure and performance of the primary productive
inclusion programs offered in three favelas: Manguinhos, Rocinha, and Alem&o. These pro-
grams are offered by a mix of governmental, nongovernmental organizations, and private
sector providers. The case study’s main findings are described below.

Program outreach and awareness efforts. The challenge of locating, reaching, and informing
potential and past program participants looms large as a key barrier for both program uptake
and monitoring and evaluation (M&E). Yet program implementers have deployed a variety of
methods to enhance awareness and mobilization, including creative solutions ranging from
fairs to social networks.

Program enrollment challenges and successes. The highly mobile, dynamic nature of slum
livelihoods makes it challenging to ensure proper documentation for program enrollment. For
example, the provision of school certificates (grades 5 or 6) might prove difficult for migrants,
hence preventing them from participating in training and other activities. At the same time,
programs have shown considerable creativity and flexibility in adapting services to customer
needs, such as accommodating work schedules and designing demand-driven vocational or
entrepreneurship training.

Formalization efforts. Formalization of microenterprises generates a number of positive
spillovers, including enhanced access to credit and economies of scale in purchasing supplies.
New legislative provisions notwithstanding, the bureaucratic costs of the formalization process
sometimes outweigh its benefits, hence discouraging applications.

Institutional presence and effectiveness. The continuous physical presence of actors on the
ground is a key ingredient for success of program implementation. Institutions physically pres-
ent in the community were perceived as significantly more effective than institutions located
remotely or adopting a time-bound approach.

Participant benefits and costs. Evidence on income gains from training is mixed. Anecdotal
evidence indicates that new skills can help the poor to save possible expenses (such as for
domestic repairs). A central contribution of the training is to improve beneficiaries’ motiva-
tions for planning work-related activities and projects. At the same time, qualitative benefits
such as self-esteem and social integration seem substantial, especially in initiatives where
favela and non-favela people participate together.

Limited linkages to labor markets. “What happens after the training?”is a core question of
most participants. Programs are currently strengthening the participants’ particular (technical)
employability needs, but these strengths are tempered by gaps in other areas (for example,
verbal skills) and limited intermediation of the involved institutions with potential job oppor-
tunities. The programs have taken some steps to address the issue—including coaching pro-
grams, guidance counseling, and databases of the best pupils who could serve as role models
or mentors. However, ensuring a proper continuum of posttraining interventions remains

box continues next page
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Box 5.2 Productive Inclusion in the Slums of Rio de Janeiro: A Qualitative Study (continued)

a core, complex area to be strengthened. Another is increasing the traceability of the benefi-
ciaries' trajectories (such as between informal and formal work, in terms of income evolution,
and so on).

Limited coordination between productive inclusion programs and complementary domains of
social assistance. Coordination between the complementary domains of social assistance and
productive inclusion could be improved, including (a) the connections between conditional
cash transfers and employment-oriented programs, and (b) the use of a referral and counter-
referral system with social assistance programs. A larger intersectoral coordination agenda for
improving service delivery in the slums would include ways to overcome the incompatibility
of various programs’ management and information systems, especially for M&E.

Youth training. Finally, increasing the attractiveness of training for the youth is another key
challenge. For youth, courses that used traditional approaches and lacked hands-on compo-
nents had higher dropout rates. More innovative, cutting-edge approaches need to be devel-
oped (including available social media and information technologies) to increase youth’s
interest in undertaking and completing training.

Source: diVillarosa 2015.

inclusion interventions to choose from, beyond PRONATEC. Another key to
effective coordination is to implement common processes and goals between

training, social assistance, and labor programs.§

Strengthening M&E Systems

Strengthening the M&E systems of urban productive inclusion programs would
be valuable to improve the focus on the programs’ main objective: connecting
the poor to more and better jobs. Evaluations of training programs’ and ALMPs’
impact on labor market insertion and earnings of the poor are lacking, as are
systems to regularly monitor these results and make them available to prospec-
tive beneficiaries. Existing systems focus on tracing the number of PRONATEC
slots, the number of microcredit operations conceded to Bolsa Familia beneficia-
ries, and the number of microfirms belonging to Bolsa Familia beneficiaries that
were formalized. Although these indicators are important to monitor operations
(inputs, activities, and outputs), they do not trace the programs’ impact on labor
market insertion rates, beneficiaries’ earnings, and achievement of targets for
hard-to-reach populations. The Ministry of Social Development and Fight
against Hunger has made substantial progress in strengthening and using educa-
tion and labor administrative datasets to analyze the formal labor market inser-
tion and map the educational trajectories of Bolsa Familia beneficiaries. In
addition, the ministry added a productive inclusion module to the 2014 National
Sample Survey of Households (PNAD) and started a poverty panel survey in the
Northeast and South regions (interviewing the same families nine times over
three years to trace poverty over time). These powerful new tools could yield
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additional evidence on outcomes. Evidence on programs’ ultimate results can be
used to guide program expansion. Given the complexities of productive inclu-
sion interventions, it is key to have constant feedback and adjustment loops,
based on M&E of final outcomes.

Adapting PRONATEC Content, Pedagogies, and Services

In spite of lower socioeconomic backgrounds, subsidized PRONATEC gradu-
ates who complete vocational training and find formal jobs have the same or
better earnings increases than nonsubsidized students, but the share who find
formal jobs is lower, calling for a stronger connection between PRONATEC
and SINE. A background paper for this report compares subsidized PRONATEC
trainees who found formal jobs with other “similar” formal workers (in terms
of observable characteristics) who had not had subsidized training in a
difference-in-differences estimation (Silva, Gukovas, and Caruso 2015).Z The
paper investigates the impact of vocational training (through the Sistema S
network’s National Service for Industrial Training [SENAI], which provides
80 percent of all PRONATEC's short-duration courses) on the wages of gradu-
ates and assesses heterogeneity across course modalities.® It also evaluates
whether beneficiaries of subsidized PRONATEC training have lower returns
and insertion in formal jobs than other students.

Using data from the Annual Social Information Report (RAIS) merged with
trainee-level SENAI records, the paper finds that subsidized PRONATEC stu-
dents who find formal jobs have higher earnings returns from training than do
similar students whose training is not subsidized. In both cases, the returns vary
by training modality—the difference between returns of subsidized and nonsub-
sidized students being greatest (about 3 percentage points) among those taking
qualification courses (figure 5.2, panel a).2 However, the paper also finds that, all
other observable factors being equal (including gender, race, educational back-
ground, course duration, and modality), subsidized PRONATEC students have a
lower probability of formal employment at three and six months after course
completion (figure 5.2, panel b).

The large expansion of PRONATEC made it possible for a more vulner-
able population to attend the courses, but that population generally has less
work experience or formal education than the traditional young, skilled, or
semiskilled TVET students (Silva, Gukovas, and Caruso 2015). Therefore,
some PRONATEC courses need to be simplified or adapted. In particular,
the design of course offerings and modalities needs to take trainee profiles
into account. Specifically, soft-skills training can also be useful to older job
seekers from disadvantaged backgrounds (see, for example, the Entra 21
program in 18 Latin American countries, the Jordan NOW program, and the
Juventud y Empleo program in the Dominican Republic [McKenzie 2014]).
In addition, the contents and course loads (hours required) of certain techni-
cal education modalities may need to be adjusted to accommodate the train-
ees’ varying educational levels and life situations. Similarly, vocational
training can be better adapted to trainees with low levels of schooling and
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Figure 5.2 Vocational Training Effects on Subsidized/PRONATEC Graduates vs. Nonsubsidized Graduates in
Brazil, 2007-12
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Source: Silva, Gukovas, and Caruso 2015.

Note: PRONATEC = National Program for Access to Technical Education and Employment. Estimates are derived from comparisons of subsidized
PRONATEC trainees who found formal jobs with other comparable formal workers that had not had this type of training in a difference-in-
differences estimation. Data from the Annual Social Information Report (RAIS) were merged with trainee-level records of the National Service for
Industrial Training (SENAV). The results compare earnings and employment returns from training courses in four modalities: (a) habilitation (longer
courses, averaging 1,200 hours, for current high school students or recent graduates); (b) qualification (shorter courses, averaging 200 hours, for
workers and directed at building skills for particular jobs); (c) technical upgrading (for workers aimed at upgrading skills for a particular job); and
(d) initiation (to prepare for low-complexity functions).

a. Figure shows the marginal effect of student characteristics and course modalities on the average probability of finding a formal job three
months after course completion. The calculation assesses the probability associated with different characteristics of graduates in a regression
context, including whether the trainee is a subsidized PRONATEC graduate or nonsubsidized. Course duration refers to the number of hours of
training that students have to devote to complete the training.

scheduled to ensure an adequate supply of night courses. Dropout rates can
be decreased and attendance improved by addressing nonclassroom barriers
(such as lack of child care or transportation). Addressing the particular needs
of women, youth, and other disadvantaged groups is also key and often
involves expanding support to address employment barriers beyond techni-
cal skills (box 5.3).

Finally, Brazil can further improve PRONATEC's geographic equity by
guiding its expansion into underserved areas with high poverty rates. A redis-
tribution of PRONATEC training slots across municipalities and course
subjects to correspond with low-skilled labor market supply and demand
would better serve the urban poor. This could be achieved, first, by identify-
ing the municipalities with large working-age populations registered in
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Box 5.3 Adapting Training Programs to Vulnerable Urban Youth

Several Latin American and Caribbean countries have created a set of alternative training
programs, typically targeted for vulnerable youth, commonly referred to as Jévenes programs.
Their key feature is a comprehensive package of training that goes beyond traditional techni-
cal and vocational training by including “soft skills” and life skills components as well as work-
place experience. These programs are implemented by nongovernmental organizations and
the private sector under government supervision.

Impact evaluations of Jovenes-type programs in Argentina, Chile, the Dominican Republic,
Peru, and Uruguay have produced positive results in terms of beneficiaries’ chances of job
placement as well as job quality as measured by salary, benefits, and formal contracts. However,
the success of these programs depends on their design and the quality of the targeting mech-
anisms. Strong links between the programs and employers are central to ensuring that train-
ing remains relevant and that on-the-job experience through internships is an integral part of
the training (Cunningham et al. 2008).

In Kenya, the Technical and Vocational Vouchers Program offered training vouchers to ben-
eficiaries (UNESCO 2006). This program was implemented in 2008 with the recruitment of
approximately 2,160 out-of-school youth (ages 18-30 years). The program evaluation showed
that offering young adults vouchers that cover training costs does encourage enroliment
(74 percent of participants who received vouchers enrolled in some type of vocational
training, compared with less than 4 percent of those in the control group). Participation
rates were higher among those who received unrestricted vouchers (79 percent versus
64 percent), which could be used for both public and private providers, and dropout rates
among those who received restricted vouchers (only to be used with public providers) were
higher (by 16 percentage points) (Hamory Hicks et al. 2011).

In Uganda, the Youth Opportunities Program (YOP) had a key successful feature: group-
based support of entrepreneurship. Targeting poor unemployed or underemployed youth
(ages 15-35 years), YOP offers a highly decentralized, community- and district-driven
system of youth vocational training. It provides up to US$10,000 in grants to youth groups
that submit proposals in which they identify a vocational skill of interest and a vocational
training institute. Grants are used to enroll in the vocational training institute, purchase
training materials, and equip graduates with the tools and start-up costs for practicing the
trade after graduation. The program also includes components addressing conflict resolu-
tion. A randomized trial showed that groups that received community grants were almost
four times more likely to participate in vocational training and twice as likely to be
engaged in skilled work, improved their profits by 50 percent, and increased their savings
by 20 percent compared with the control group. They were also more likely to engage in
civic activities and less likely to engage in aggressive activities (especially men) (Blattman,
Fiala, and Martinez 2011).

Sources: Cunningham et al. 2008; Blattman, Fiala, and Martinez 2011; Hamory Hicks et al. 2011.

Sustaining Employment and Wage Gains in Brazil « http://dx.doi.org/10.1596/978-1-4648-0644-5


http://dx.doi.org/10.1596/978-1-4648-0644-5

Productive Inclusion Policies to Better Connect the Poor with More Productive Jobs

Cadastro Unico who need skills development but are not PRONATEC
enrollees. Second, incentives must be created for PRONATEC expansion
into those municipalities. Third, administrative data on the qualifications
and experience of the Cadastro Unico populations, by municipality, can help
to identify the course subjects that would best increase the trainees’ employ-
ability and earnings in specific municipalities.

Adapting SINE and Other ALMPs

As described in chapter 3, ALMPs include a diverse set of programs. In urban
areas, their potential clients are a diverse group with varying labor market
difficulties and therefore varying needs for support. As shown in the labor
market profiles in chapter 1 (annex table 1A.1), most of the poor in the
urban labor force are working, but their incomes are low: 25.8 percent of the
urban workers are low-earning employees, and 16.8 percent are low-earning
self-employed, and up to 7.2 percent are unemployed (based on IBGE
2013).12The heterogeneity of this segment implies that connecting the urban
poor to better, more productive jobs requires diverse elements. Better results
could therefore be achieved by tailoring ALMP services to the profiles of the
poorest and aligning those services with the needs of local labor markets
(including the favelas). By directly promoting labor market insertion, such
policies could also be a stepping-stone for the success of all other skills and
jobs programs, including PRONATEC.

The most disconnected or “hard-to-serve” individuals may need multidimen-
sional support to improve employment outcomes, and other countries provide
models for such support. As OECD experience has shown (box 5.4), public
employment services and other ALMPs can better match poor job seekers with

Box 5.4 Adapting Employment Services to Beneficiaries’ Needs through Profiling:
Experience from Germany and the United Kingdom

Workers seek employment services for different reasons, and employment services show bet-
ter results when they adapt their services to each beneficiary’s needs and potential. The first
step is to learn more about the beneficiary’s job-relevant characteristics—a step called profil-
ing. There are two main types of profiling: one based on beneficiary information gathered
upon the first request for employment services, and the other based on self-selection through
the length of the unemployment spell.

Germany

In Germany, customers are first profiled based on the intake interview when they request
employment services. The interviewer assesses the customer’s motivation to find a job; techni-
cal and social competencies; job aspirations; and any barriers to work such as housing, trans-
portation, or family difficulties. Based on this interview and any relevant administrative data,

box continues next page
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Box 5.4 Adapting Employment Services to Beneficiaries’ Needs through Profiling: Experience
from Germany and the United Kingdom (continued)

the customer is classified into one of four groups: activation customers, counseling customers,
market customers, or support customers. Different groups receive different services:

- Support customers, for example, are motivated to work but lack technical skills, so they are
referred to training centers.

« Activation customers have low training needs but need to increase their motivation or
commitment.

« Market customers, being both highly motivated and highly skilled, can be covered by for-
profit employment service providers.

Counseling customers, on the other hand, have both high activation and high training needs
and thus are referred for further profiling to better assess the support they should receive.

United Kingdom

In the United Kingdom, profiling also takes the length of the unemployment spell into account.
The main idea is to offer progressively more intense employment services to customers who
need them more—determining who needs them more according to the time they spend
looking for a job. After being profiled, a customer is then referred to one of three types of
support:

- Self-services. Self-services have two modalities: Internet searches and supported self-services
at the job centers (local public employment services with advisors and employment coun-
selors), which include individual job-seeking advice, training on résumé writing, and partici-
pation in job clubs.

« Personal services. Personal services at the local employment offices have three modalities:

(a) employment counseling, including interviews, action plans, referrals to other ALMPs, and

access to about 1,800 employment counselors and specialized counselors for youth and

immigrants; (b) vocational rehabilitation for disabled people, provided by special employ-
ment counselors and psychologists; and (c) career guidance by psychologists.

Individual counseling. Finally, some beneficiaries are referred to individual multiprofessional

counseling at the labor service centers by psychologists and employment counselors who
cooperate with the municipal social and health care specialists. Since the beginning of the
client’s interaction with PES, the client is seen as someone to whom the service to be
provided is job placement; that is the focus, not just registering him or her.

Source: Marra et al. 2015.

labor market demands while providing them with more-complete services
through the following approaches:

e Profiling. Job seekers’ interaction with PES (in Brazil, SINE) begins with
multidimensional profiling and subsequent direction to services depending on
their individual profiles and labor market challenges.

o Tailored case management. Individual case management approaches focus on
the “hard-to-serve.”
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o Caseworker targets and incentives. Employability and earnings-increase targets
can be set as the basis for caseworker incentives to place the hard-to-serve and
additional incentives for placements remaining active for at least three or six
months.

o Tailored training and support components. Poor job seekers benefit from the
introduction of new types of support: soft-skills training (such as résumé prep-
aration), on-the-job training or internships, and information on social services
for dependents (such as child care).

Adapting Agriculture and Rural Development Programs to the

Needs of the Poor

Rural employment is concentrated in low-productivity (family) agriculture,
as chapter 1 discussed in detail. Hence, the rural productive inclusion mod-
el’s current strategic focus on maximizing the earnings potential of family
agriculture businesses is the right one, reaching many of the rural poor.
Moreover, because the vast majority of workers in family agriculture are
poor, improving the productivity of jobs in this sector is a pro-poor policy.
Finally, rural areas face climatic, environmental, and other constraints that
are not present in urban areas, that limit the possible expansion of rural labor
markets, and that make rural workers’ earnings more seasonal and volatile.
Hence, rural areas need productive inclusion efforts that differ from those in
urban areas.

A related question is whether rural productive inclusion programs that
focus on family agriculture are effective. To answer this question, it is criti-
cal to have M&E systems that track the postprogram returns to beneficia-
ries’ earnings increases and business survival. Therefore, the lack of M&E
systems for rural productive inclusion programs poses an important con-
straint on program expansion and quality improvement. This is particularly
important for productive inclusion—a program area that Brazil has
pioneered.

International experience shows that some agriculture and rural develop-
ment programs work better than others for the poor. Particularly, interven-
tions that seek to improve yields or farm income by addressing market-linkage
failures, easing access to technologically enhanced inputs, and promoting
farmer knowledge through advisory services have the highest share of posi-
tive impacts (IEG 2011). In contrast, interventions that seek to enhance land
quality—focusing mostly on improving soil conditions—tend to have the
lowest reported rate of success. Although microfinance interventions exhib-
ited mixed results on their own, credit was an important complement to the
success of interventions or components in value-chain and input-access inter-
ventions (IEG 2011). However, evidence is lacking concerning which types
of support are most effective for the targeted population (for example,
benchmarking technical assistance versus other types of interventions) or
which interventions work better in each setting or for each type of benefi-
ciary profile.
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Establishing M&E Systems

Expansion of rural productive inclusion programs has not been accompanied
by establishment of corresponding M&E systems to track the programs’ quality
and efficiency and thus to ensure their relevance to the evolving needs of the
poor. Currently, each individual agricultural and rural development program
whose coverage was expanded under the Brasil Sem Miséria Plan’s rural pro-
ductive inclusion axis has a registry of beneficiaries (poor and nonpoor), and
information is collected for each of the various institutions; no integrated sys-
tem exists. Beyond maintaining the program registry, monitoring for each indi-
vidual program is limited. Information is available on the number of families
supported, including the share of Bolsa Familia beneficiaries. However, perfor-
mance indicators focus on inputs and processes rather than on labor market
outcomes—such as the programs’ effects on beneficiaries’ earnings and survival
rates of the supported businesses—or on disaggregation of beneficiaries by
gender, age, and experience.

An integrated M&E system for rural productive inclusion programs could
be instrumental in the government’s efforts to promote an integrated strat-
egy, avoid program overlaps, foster coordination between programs, and
increase labor market outcomes among poor beneficiaries. Moving forward,
expanding rural productive inclusion programs will require trade-offs—for
example, a choice between (a) expanding all three types of support (micro-
credit, technical assistance, and improved access to markets) to current ben-
eficiary families, or (b) increasing coverage of one or more types of support
to more families. Information on which type of support is more effective in
each context could improve the programs’ efficiency by informing program
expansion.

This type of evidence-based expansion of programs and design adjustment
can substantially increase their effectiveness, and the success of these efforts
depends on establishing a strong M&E system to evaluate their results.
However, such an M&E system needs to take into account that rural productive
inclusion programs are locally implemented and that the capacity of rural
municipalities can be quite limited. Hence, the system should also be as
streamlined as possible and, importantly, geared toward supporting municipali-
ties in the M&E process by including capacity building in its implementation
as well as incentives designed for municipalities to incorporate M&E into their
day-to-day operations.

Introducing Profiling of Family Farmers and Using the Information to Target
and Tailor Support

To increase the efficiency and sustainability of the integrated model of rural
development and social assistance, programs can target beneficiaries based on
detailed profiles that include farmers’ previous experience in the types of activi-
ties promoted by the program and their results. Using the profiles to decide how
to best allocate support could decrease costs and improve results. This informa-
tion can also be used to better tailor program support to the profile of the poor.
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Continuing to Encourage Use of Cadastro Unico to Target Coverage
Expansion

The strategic use of the Cadastro Unico can more effectively target coverage
expansion of rural development and agricultural programs among the poor. By
building on the successful coordination of information thus far across the admin-
istrative records of agriculture, rural development, and social assistance programs,
rural production inclusion programs can now target beneficiaries more exten-
sively by incorporating information from new types of programs. In conjunction,
continuing to promote the use of Cadastro Unico to target rural development
programs is key.

Diversify Support Aimed at Enhancing Access to Markets

Brazil can also increase the productive inclusion model’s efficiency and sustainabil-
ity by enhancing agricultural extension services to orient farmers toward market
opportunities and better adapting rural credit programs to farmers’ needs. Market
access could be supported beyond the calls for public procurement for national
feeding programs. These calls need to be announced and detailed with sufficient
time for producers to make investment decisions, get required certification, and
adapt to fulfill the sanitary standards. Furthermore, the comercializacdo (commer-
cialization) effort requires reform of extension services to ensure better market
orientation and more focus on business skills development, licensing, and so forth,
taking into account the challenges faced by small family farmers who are predomi-
nantly poor and lacking in education. In this regard, it is important to ensure com-
petitive selection of extension service providers and delivery of business development
technical assistance in addition to technologies for increased productivity.

Promote Private Sector Parinerships

A key element in promoting innovation is to further promote private sector
partnerships. Such partnerships (including with the financial sector) can improve
the rural poor’s access to credit, technology, and other productivity-enhancing
innovations. Services provided by existing organizations (such as SEBRAE, which
provides a range of support to small agribusinesses) could also be better linked
under the productive inclusion umbrella.

Adapting and Improving Access to Rural Entrepreneurship and Training
Programs to Promote Productivity of Those Moving to Nonagricultural Jobs
Support for family agriculture is fundamental to improve the livelihoods and
earnings of many of the rural poor, but escaping poverty for many will mean
moving into nonagricultural activities. In light of Brazil’s ongoing structural trans-
formation (shifting to nonfarm employment), an essential step toward produc-
tive inclusion will be to increase rural residents’ labor productivity and skills to
better equip them for nonfarm jobs. For such rural residents, employability
depends on improving their skills to equip them for better jobs and on the viabil-
ity of their businesses though entrepreneurship support programs. This new
direction for rural productive inclusion would require diversification of support
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beyond the current integrated model for family agriculture, including adapted
and improved access to rural entrepreneurship (microenterprise) programs and
expanded access to hands-on, community-based training and skills certification,
while improved educational foundations can give the extra push (discussed in
detail in chapters 2 and 4).

Training and entrepreneurship programs tailored to the rural poor could
increase both agricultural and nonagricultural opportunities and earnings.
Expansion to rural areas of hands-on, community-based training and skills certi-
fication could incorporate linkages to on- and off-farm work experience pro-
grams (such as on demonstration farms or at processing units). Expanding the
availability of distance learning networks would also strengthen training oppor-
tunities, especially for rural youth. Finally, to support microenterprises, a rural
credit market analysis could identify market failures and thus increase rural
access to entrepreneurship support programs promoted by the Ministry of Labor
and Employment or by the state secretaries.

In this regard, many other countries have implemented various innovative
training modalities in both rural and urban areas. Vocational training ideally
facilitates transitions into more productive employment. In particular, African
countries provide several examples of vocational training for the rural poor,
mobilizing communities and youth in innovative ways that Brazil could consider
in its own program design and implementation (box 5.5).

Box 5.5 Innovative Training Programs for the Most Vulnerable in Rural Areas

Ethiopia’s community-based Poverty Reduction and Capacity Building through Livelihood
Skills Training Program (EXPRO) combines literacy, soft-skills, and entrepreneurial skills
training. Launched in 2000, the program targets adults and out-of-school youth who never
completed their formal education, especially in extremely poor rural areas. A collaboration of
the Ministry of Education, regional education bureaus, and local TVET commissions, EXPRO
trains about 2,000 people annually. The participants undergo intensive training in a trade
(such as tailoring, woodworking, tire repair, food preparation, or animal husbandry) at local
community centers or vocational education centers for an average of three months; some-
times the training includes a literacy component. The program has attracted more females
than males, and some training centers generate their own funding by selling milk or items
such as furniture made by former trainees to schools or offices. Although no data exist to eval-
uate EXPRO’s impact on the trainees’ employment, trainees have anecdotally reported
improvement in their qualifications and motivation to engage in income-generating activities
(Sandhaas 2005).

In Uganda, a nongovernmental organization (Uganda Youth Development Link, UYDEL)
implemented the Non-Formal Education and Livelihood Skills Training Program (NFELSTP)
from 2004 to 2009, with financial and technical support from the United Nations Educational,
Scientific and Cultural Organization (UNESCO). Targeting out-of-school and socioeconomically

box continues next page
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Box 5.5 Innovative Training Programs for the Most Vulnerable in Rural Areas (continued)

vulnerable youth from marginalized rural and urban slums in the Arua and Kampala districts,
respectively, NFELSTP focused on practical skills in specific trades including hairdressing, tai-
loring, motor mechanics, carpentry, electronics, welding, and cookery. It also offered life skills
training, focusing on human immunodeficiency virus and acquired immune deficiency syn-
drome (HIV/AIDS), reproductive health, nutrition, and drug and alcohol abuse. NFELSTP
recruited facilitators for community mobilization, coordination, program monitoring, and
recruiting of local skilled practitioners in the vocational trades, who acted as teachers and
mentors. The program served 184 youth between 2004 and 2006, most of them female.
Program dropouts thought it was not addressing theirimmediate survival challenges (UNESCO
2006), but those who completed the program found gainful employment and had improved
self-perception.

Sources: Sandhaas 2005; UNESCO 2006.

Notes

1. Cadastro Unico (Single Registry) is the Brazilian federal government’s database that
identifies and characterizes low-income households (including income, family compo-
sition, location, and other information) to provide data that social programs use to
select new beneficiaries.

2. PRONATEC is an umbrella program coordinating a variety of existing and new voca-
tional education and training policies, including courses in two modalities: Technical
Education (TEC) and Initial and Continuing Training Programs (FIC). Under this
program, the Ministry of Education has established partnerships with several other
ministries (including Social Development, Tourism, and Communication) to identify
and select potential trainees for technical courses.

3. The National Service for Apprenticeship, more commonly referred to as Sistema S,
was created in the 1940s and includes different institutions, managed by industry
consortia (in manufacturing, commerce, rural sector, agriculture, transport, and coop-
eratives), that manage vocational training.

4. Public procurement refers to “compras pablicas,” consisting of government quotas for
public contracts to supply school and prison canteens to promote demand for family
farm production.

5. PRONATEC-MDS (Ministry of Social Development) focuses on reaching poor and
disadvantaged populations. Under PRONATEC-MDS, 40 percent of all PRONATEC
training slots are targeted to the poor.

6. As a first next step, all PRONATEC beneficiaries could be automatically registered in
SINE and profiled so they can be referred to any other ALMPs that may better fulfill
their needs.

7. The difference-in-differences estimation compiles for the same worker the change in
earnings between, before, and after the training and compares it to that of similar
worker who did not receive training.

8. PRONATEC's FIC courses are generally for the current workforce, consisting of short-
duration vocational training and aiming to improve workers’ qualification by upgrad-
ing their skills. Its TEC courses are generally considered preemployment technical
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education, have longer duration, and offer upward permeability with the education
system.

9. PRONATEC courses cover four main training modalities: (a) habilitation (longer
courses, averaging 1,200 hours, for current high school students or recent graduates);
(b) qualification (shorter courses, averaging 200 hours, for workers and directed at
building skills for particular jobs); (c) technical upgrading (for workers aimed at
upgrading skills for a particular jobs); and (d) initiation (to prepare for low-complexity
functions).

10. “Low-earning” is defined as earnings below the poverty line of R$140 (US$47.60) per
month per person.
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