Research project on multiplier effects of social protection benefits

Context
The EU-funded programme “Improving synergies between social protection and Public Finance Management”, implemented jointly by EU, ILO, UNICEF and the Global Coalition for Social Protection Floors (GCSP), intends to carry out research measuring the impact of changes in the composition and magnitude of different types of social protection expenditure and revenue collection on domestic demand and growth. This research will be carried out through building econometric models using high frequency data (see detailed note below). Similar research was conducted in Brazil by the University of Sao Paolo by a research team led by Ms Laura Barbosa de Carvalho with proven results. It is therefore proposed to build on this methodology and potentially work with Ms. Carvalho to conduct this research. . 
Country selection
Currently, four countries participating in the programme have been identified for being included in this research: Senegal, Paraguay, Cambodia and Angola from approach 1 and Malawi, Ecuador and Cabo Verde from approach 2. In addition, two countries (Viet Nam and Mexico) are being analysed by the same research team with the same methodology financed from other sources. 
There is an opportunity for other countries to be included in this research, provided they are able to provide the necessary data and contribute the related financing for this work and implementing partners of the programme (UNICEF and EU delegations are encouraged to scope interest in their respective field offices). The EU expressed interest to potentially add 3 additional countries. For these three countries, the cost for the work to be carried out by the research team (modelling and narrative of the results) will be paid through the programme. The countries will have to bear the costs of and organize the data collection. 
Financing and data requirements
In terms of financial resources, the cost for building the econometric model, generating the results and a related write-up in form of a country case study is 10,000 USD for an analysis including only the effect of different levels and types of social protection expenditure and 12,500 USD if the study should also analyse the effect of different sources of revenue. The cost for the data collection has to be added to this, if it cannot be done by officials in the country offices themselves. This will depend also on how easily available the data is at country level. Where the data is not available, the research cannot be carried out. In terms of data requirements, the below list of data should be provided, ideally at a monthly frequency, if not at least quarterly for the longest possible time period but at least 15 years. The higher the frequency and the longer the time period, the more robust are the results. The list of data will be adjusted according to the national context and reflecting data availability in the countries participating in this research but could include the following items: 
1. Social protection expenditure, to the extent possible disaggregated by
1.1. child / family benefits (cash)
1.2. maternity benefits 
1.3. unemployment benefits 
1.4. employment injury benefits 
1.5. sickness benefits 
1.6. old age benefits (cash)
1.7. disability benefits (cash) 
1.8. survivors’ benefits 
1.9. health protection
2. Social expenditures other than social protection
2.1. child care services
2.2. long-term care services 
2.3. services for persons with disability
2.4. other social services
2.5. Education
3. Other government expenditures
3.1. Public investment in infrastructure
3.2. Government consumption
As well as differences in multiplier effects depending on the source of government revenue:
3.3. Income tax
3.4. VAT
3.5. Corporate tax
3.6. Property tax
3.7. Import/export taxes
3.8. ODA/Loans
3.9. Non-tax revenue
3.10. Social Insurance Contributions
3.11. Revenues from extractive resources
3.12. Other 
4. Price deflator
5. [bookmark: _GoBack]Variables that are not required, but would be useful as control variables (e.g. minimum wage, degree of formalization, number of workers employer or work hours)
6. GDP and components
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Motivation
The literature on fiscal multipliers has expanded significantly since the Global Financial Crisis. In country specific studies, the most conventional approach has made use of linear VAR models (autoregressive vectors) to estimate the impact of an exogenous shock in public expenditures or government revenues on the level of economic activity, following Blanchard and Perotti (2002). Based on this methodology, some studies have included other variables, such as interest rates and inflation (Perotti, 2004; Burriel et al, 2010; Ravninik and Zilic, 2011; Tenhofen et al, 2010; Lozano and Rodriguez, 2011; Mançellari, 2011) or public debt and exchange rates (Cavalcanti and Silva, 2010; Ilzetski, 2011; Castro and Fernandez, 2011). 
When disaggregating different types of public expenditures, the literature tends to show a higher and more persistent multiplier effect of public investment than public consumption on output[footnoteRef:1]. However, only a few studies have focused on estimating the effect of social benefits, namely income transfers (such as unemployment insurance or cash transfers) and social security. Blanchard and Perotti (2002) and Perotti (2004) treat transfers as a component that should be subtracted from total revenue – a strategy that has been followed by many authors (Tenhofen et al, 2010; Lozano and Rodriguez, 2011; Peres, 2006; Peres and Ellery, 2009; Jemec et al, 2013; Castro and Fernandez, 2011; Burriel et al, 2010; Giordano et al, 2007; Borg, 2014; Skrbic and Simovic, 2015; among others)[footnoteRef:2], but has been criticised by others (Gáldon, 2013; Gechert et al, 2018; Baum and Koester, 2011; Pereira and Wemans (2013))[footnoteRef:3]. The greater interest in social spending multipliers emerged after the 2008 crisis (Galdon, 2013[footnoteRef:4]), when the American Recovery and Reinvestment Act (ARRA) was implemented in the United States. In particular, the role of social transfers are emphasized. Still, only a few authors have estimated the effect of this type of expenditures on output.  [1:  See for instance Tenhofen et al, 2010; Garcia et al, 2013; Çebi, 2015; Vdovychenko, 2015; Peres, 2006; Castro, 2003; Burriel et al, 2010; Lozano and Rodriguez, 2011; Borg, 2014; Benetrix and Lane, 2009; Ilzetski et al 2013, Orair et al, 2016; Pires, 2011; Pires, 2014,Mançellari, 2011; among other authors]  [2:  Some papers do not subtract transfers from total spending or revenue, such as Ravnik and Zilic (2010); and Coudret (2013), but do not estimate the multiplier effect of social transfers.]  [3:  For example, according to Gechert et al, 2018: “In recent years there has been a tremendous surge in the literature on the size of fiscal multipliers. While many papers have focussed on the effects of federal and local public procurement, employment and investment spending and tax shocks, the impact of changes in social security contributions and benefits has received only little attention. This seems surprising given the fact that social security systems have grown substantially in OECD countries after the Second World War and account for about half of the overall budget in countries like Germany". Baum and Koester (2011) claim that: “Seminal studies such as BP (2002) and Perotti (2004) define public spending very narrowly as government investment plus government consumption, and public revenues as general government revenues (excluding social security) minus transfers. Although many papers follow this definition [...], we argue that it is not well-suited for an analysis of fiscal policy in Germany, since social insurance accounts on average for more than 40% of total revenues and for a large part of overall public spending. Furthermore, economic stimulus is often explicitly pursued via the social security system".]  [4:  According to the author “ If we want to understand what has been the effect of fiscal policy in the last decade, we cannot neglect the fact that 75% of the extra spending provided in the ARRA is used to increase transfer payments, including unemployment benefits or social security. I find that transfers played a big role in stabilizing output and, especially, private consumption".] 

The existing literature has been showing contradicting results. Some authors find significant multiplier effects for social benefitis (impact multipliers close to one) (Gechert et al (2018), Gáldon, 2013; Adams and Wong, 2018), but suggest that the multiplier is non-persistent (accumulated multiplier is close to zero) (Adams and Wong, 2018). In other cases, the impact multiplier for social transfers is close to one and the effect remains above zero in accumulated terms (Pereira and Wemans, 2013). Some authors have even found a negative non-significant accumulated effect (Claus et al, 2006; Bruckner and Tuladhar, 2010). 
Recently, some authors have applied nonlinear methods (such as TVAR ou STVAR) inspired by Auerbach and Gorodnichenko (2012), who estimate greater fiscal multipliers during downturns. In this approach, social benefits are particularly important owing to their ability to sustain household consumption during recession episodes (Dufrénot et al, 2016; Baum and Koester, 2011; Orair et al, 2016; Konstantinou and Partheniou, 2019). Gechert and Rannenberg (2014), using a meta-regression analysis based on some empirical studies which implement VAR or one-equation methods, find that, during downturns, social benefits’ accumulated multiplier is considerably higher than those estimated for taxes or government consumption, and even for public investment.
Some studies have also estimated multipliers using panel techniques for a range of countries (or states/regions of a same country), via VAR or one-equation methods (Ilzetski et al, 2013; Beetsma and Giuliodori, 2011; Valencia, 2015; Izquierdo et al, 2019; Silva et al, 2015; Carrière-Swallow et al, 2018; Bruckner and Tuladhar, 2010; Deleidi et al, 2019; Furceri and Zdzienicka 2012; Reeves et al, 2013; Konstantinou and Partheniou, 2019). In the specific case of social benefits, Furceri and Zdzienicka (2012) find a positive social spending accumulated multiplier (but smaller than one) for a group of OECD countries. Reeves et al (2013) estimate a positive social protection multiplier for a group of European countries[footnoteRef:5], which reaches 3 (baseline scenario).  [5:  In this article, authors apply a panel model, instead of the traditional VAR:“Vector autoregressive models have been applied to quarterly data for small numbers of countries, but for annual data with larger numbers of countries fixed effects models are more consistent".(Reeves et al, 2013)] 


Our study for Brazil
Based on Blanchard and Perotti (2002)’s Structural VAR approach, we estimated fiscal multipliers for different components of Brazilian federal government’s expenditures, as well as for different sub-periods within the 1997-2017 sample[footnoteRef:6]. Results suggest a higher and more persistent expenditure multiplier in the full sample, which includes the country’s current economic crisis, than in the period 1997-2014. The difference arises from only two components – social benefits and public investment – which generate the highest multiplier effects. In a second paper, in which the focus was only on social benefits multipliers using monthly and quarterly data, we show that for each dollar spent on social benefits, there is an overall boost to GDP of almost three dollars after two years (in accumulated terms). This multiplier is smaller in the exercise carried out for the pre-crisis sample - the two-year accumulated multiplier, in this case, is 1.9. Besides, when we disaggregate the effect on different GDP components, our paper suggests that there is an accumulated multiplier effect of 2.3 in the full sample after two years for household consumption (in the pre-crisis sample it is only 0.54) and 1.51 on private investment (0.56 in the pre-crisis sample).  [6:  Link to access our working paper: https://ideas.repec.org/p/spa/wpaper/2019wpecon35.html 7 ] 

In order to get a better view of each type of social benefit, we disaggregated the data in four categories: pensions (rural/urban), cash transfer programs (Bolsa Família Program (BF) and Beneficio de Prestação Continuada (BPC)) and unemployment insurance[footnoteRef:7]. The response of GDP, household consumption and private investment to shocks in every category of social benefit is very similar to the aggregate case. All components, to a smaller or larger extent, show a difference between the response in the sample that includes the country’s current economic crisis and the pre-crisis sample. Finally, we estimate that output would be 2.53% lower if social benefits had not continued to grow in 2016 and 2017 due to constitutional obligations. Therefore, the continued growth of social benefits expenditures during economic crisis worked as a stabilizing element.  [7:  The Bolsa Familia Program and the Benefício de Prestação Continuada Program are social cash transfer programs. Bolsa Família provides financial aid to Brazilian families living in poverty (monthly per capita income of between R$ 77.01 and R$ 154.00) and extreme poverty (monthly per capita income up to R$ 77.00). It is the major social program in the Social Protection System in Brazil nowadays. Benefício de Prestação Continuada is a benefit assistence, regulated by law (Lei Orgânica da Assistência Social – LOAS), non-contributory, targeted at people aged 65 or over, and people of any age with disabilities who can prove that they have no means of supporting themselves or being supported by their families (whose monthly income per capita is smaller than 1/4 of minimum wage). According to Ipea (2011), the poorest 40% earn around 80% of the resources transferred by Bolsa Familia. Indeed, many studies emphasize the good focalization of BF and BPC programs (Medeiros et al, 2008; Soares et al, 2007; Denes et al, 2016; Souza, 2011). Furthermore, approximately 70.3% of retirement benefits regulated by "Regime Geral da Previdência Social", summed with BPC benefits, are equal or below than a mininum wage (Rangel et al, 2009). Since low-income households are thought to have a higher average propensity to consume than high-income households, multiplier effects are high.  ] 


Next steps
Given the higher and more persistent multipliers we have obtained for Brazil when compared to existing results for advanced economies, the project aims at using the same methodology, namely a modification of Blanchard and Perotti (2002), to estimate the effect of different types of social benefits on GDP and its components in other countries.
The study requires quarterly or monthly data on how much countries have spent in pensions, cash transfers and unemployment insurance for the longest possible time period. Depending on data availability, a comparative study could be done for a particular region or a broader group of countries (cross-regional). It can also be done for an individual country over time, in which case we can compare different sub-periods as we did for Brazil. 
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