SEMINARIOS

& FUNDACGAO DE PESQUISA
e GETULIO VARGAS ECONOMICA
Escola de Pés-Graduagdo em
Economia

“Dynamics of Micro-Entrepeneurial

Activities”

Prof. Marcelo Nery (IPEA-UFF)

LOCAL
Fundagdo Getulio Vargas
Praia de Botafogo, 190 - 10° andar - Auditério

DATA
29/04/99 (5* feira)

HORARIO
16:00h

Coordenacio: Prof. Pedro Cavalcanti Gomes Ferreira
Email: ferreira@fgv.br - ® (021) 536-9250



DYNAMICS OF SELF-EMPLOYMENT ACTIVITIES'

Marcelo Neri - Ipea
meneri@ipea. gov.br

ABSTRACT

This paper generates and organizes stylized facts related to the dynamics of self-
employment activities in Brazil. The final purpose is to help the design of policies to assist
micro-entrepreneurial units. The first part of the paper uses as a main tool of analysis
transitional data constructed from household surveys. The longitudinal information used
covers three transition horizons: 1-month, 12-month and 5-year periods. Quantitative flows
analysis assesses the main origins, destinies and various types of risks assumed by micro-
entrepreneurial activities. Complementarily, logistic regressions provides evidence on the
main characteristics and resources of micro-entrepreneurial units. In particular, we use the
movements from self-employment to employer activities as measures of entrepreneurial
success. We also use these transitions as measures of employment creation intensity within
the self-employed segment.

The second part of the paper explores various data sources. First, we attempt to
analyze the life-cycle trajectories and determinants of self-employment. We use cohort data
constructed from PME and qualitative data on financial and work history factors related to the
opening of small bussiness from the informal firms survey implemented during 1994. Second,
we apply a standart Mincerian wage equation approach to self-employment profits. This
exercise attempts to capture the correlation patterns between micro-entrepreneurial
performance and a variety of firms level variables present in the 1994 Informal Survey.
Finally, we use a a survey on the poor enterpreneurs of Rocinha favela as a laboratory to
study poor entrepreneurs resources and behavior.

In sum, the main questions pursued in the paper are: i) who are the Brazilian self-
employed?, ii) in particular: what is relative importance among the self-employed of
subsistence activities versus those activities with growth and capital accumulation potential?;
iii) what are the main static and dynamic determinants of micro-entrepreneurial success?; iv)
what is the degree of risk associated with micro-entrepreneurial activities in Brazil?;, v) What
is the life-cycle profile of self-employment?;, vi) what are the main constraints on poor
entrepreneurs activities?.

! 1 would like to thank the excellent support provided by Alexandre Pinto, Mabel Nascimento, Fldvio Daltrino
and Juarez Silva. The paper was presented at IPEA, USP, Delta, Université D’Evry, Instituto Torcuato Di Tella
and Udape where valuable suggestions were made.
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EXECUTIVE SUMMARY

According to recent opinion polls, the main policy to fight unemployment in Brazil is
‘to support micro and small enterprises’. Complementarily, standard poverty profiles
demonstrate that no other head of household working class has a higher contribution to
poverty in Brazil than self-employment (including inactive states). However, little is known
about how Brazilian poor and non poor micro-entrepreneurs behave and what are their main
productive needs.

This paper attempts to generate and organize stylized facts of self-employment and
employer activities in Brazil. Our main tool of analysis is transitional data constructed from
household surveys. The final purpose is to help the design of policies to assist micro-
entrepreneurial activities (e.g.; productive credit, technical assistance, marketing support and
cooperatives building.). These policies can be used either as means of enhancing micro-
enterprises competitiveness, increasing the employment generation potential in this segment
or, more specifically, as a poverty alleviation device.

Analysis of Micro-Entrepreneurial Risk

The analysis of entrepreneurial risk can be useful in the design of a series of policies
designed to assist micro-entrepreneurs (e.g., micro-credit arrangements and compensatory
schemes for the unemployed).

Occupational Risk across Working Classes

Self-employed and employers are in an intermediary position in terms of occupational
risk with monthly probabilities equal to 24% and 23%, respectively. This result indicates that
the occupational risk of these activities tend to be higher than the one observed for formal
employees (11%) but smaller those observed for informal employees (47%) and the
unemployed (58%).

Occupational Risk across Different Horizons

We evaluate how changes in the period of measuring labor market flows affect the
risks assumed by different occupational groups. PME rotating panel scheme and retrospective
questions allows to capture labor market dynamics operating at three different frequencies
(monthly, yearly and 5 year periods). In general, we observe an increase in ex-post risk
measures when we move from monthly to five year windows of measurement in all working
classes analyzed. For example, as we increase the window of measuement from 1 month to
one year the risk of exiting self-employement (employer) status increases from 28% (26%) to
43% (40%). The self-employed is the only working class that present a risk reduction when
we move from annual (43%) to the five year windows (37%) of measurement. This counter-
intuitive result may be explained by differences between working class dynamics taken from
retrospective questions and from direct questions asked on a panel.

Probability of Exiting Unemployment

The monthly probability of exiting unemployment after one month of those
individuals that were previously in self-employment (73%) and employer (70%) states is
greater than the one observed for all other states. This is an indication that previously micro-
entrepreneurs do not require any type of special unemployment assistance.



Duration Dependence

Self-employed presented the following exiting probabilities: 51% after one month,
34% after two months and 14% after three or more months. Employers presented similar
exiting probabilities (54%, 35% and 12%, respectively). The sharp fall of occupational risk
with tenure may imply the inadequacy of providing seed money for new micro-entrepreneurs
instead of funding already established business.

Occupational Risk and Age

In the 15-24 years age bracket, the exiting probability of self~employment is 15.6%,
this statistic falls to 7.9% in the 45-54 years group. Occupational risk of employers also tend
to fall as people move from the begin to the middle of their life cycle.

Self-Employed Income Risk

The income risk of self~employed units that do not change occupation was between
26% and 54% higher than the risk observed for all working classes in the 1982-97 period.
However, there is an inverse relationship between self-employed income risk and the risk of
all occupied individuals. The total elasticity between this two variables is -0.29. In sum, self-
employed risk is higher but it increases relatively less in times of increasing overall volatility.

Profile of flows: Self-employed and Employers

The strategy pursued here is to analyze the main socio-economic characteristics of
stayers versus movers from/to self-employed and employer status.

Stayers

Employers stayers are more correlated with the following characteristics masculinity
(87% of males against 58% among the self-employed) , headship (83% of heads against 59%)
and specially formal schooling (9.1 years of completed schooling against 4.8).

The bulk of the observed differences in occupational structure between employers and
self-employed are the greater importance of manufacturing for the former (24% against
4.7%) and of the services sector for the later (56.5% against 32%). Relative net income of
employers are about 4 times the level observed for the self-employed. On the other hand,
average hours are much higher among employers (50.4 weekly hours) than for self-employed
(41.7).

Movers

The comparison of socio-demographic characteristics between migrants from self-
employment to employer status (and vice-versa) are much closer to employers than to self-
employed status. These results may be read as an indication that those moving between self-
employment and employer status (and vice-versa) constitute a selected group of ex-self-
employed (future self-employed). The socio-economic characteristics of the flow from
employers to self-employed are not statistically different, one by one, from the reverse flow.
One may interpret this similarity as an indication that individuals moving from self-employed
to employer are more likely to move back to self-employment than the rest of the employer
group. The existence of a circular flows between self-employment and employers for a
selected group of individuals indicates the existence of a high heterogeneity -among the self-
employed.



Self-employment entrepreneurial success

The transition probabilities from self-employment to employer status between 1991
and 1996 constitute a measure of entrepreneurial success and of employment generation in
this segment of the labor market.

Individual Characteristics: as expected, heads, males, whites or yellow individuals
and heads are more frequently successful in their respective self-employment activities even
after controlling for other items such as education attainment. The lack of entrepreneurial
success among blacks and mulattos has been subject to various studies in the US. This result
taken at face value may imply that there may be room for affirmative actions toward self-
employment units in microentrepreneurial support programs.

Family education background variables and religion related variables dropped out in
the variable selection process used. This last result points against the existence of Weberian
Protestant ethics effect among the Brazilian self-employed.

Human Capital: - Experience with diminishing returns captured by the negative
coefficient on the age square variable indicates an inverted U shaped life-cycle profile of
individuals moving from self-employment to employer position. As expected, the coefficient
on the variable completed years of schooling indicates the importance of formal educational
policies as feeding entrepreneurial success.

A variable that captures the simultaneous knowledge of the name of mayor, goveror
and president also plays an important role explaining the likelihood of the specific transition
under scrutiny. One should perhaps view this variable more as an education quality indicator.

Social Capital — There is evidence that variables captured by productive associations
membership (trade union and non community associations), seems to explain part of the self-
employment success rates. This result would support the use of productive networks in micro-
entrepreneurial enhancing policies (e.g., as social collateral in credit arrangements).

Self-employed individuals that perceived to be well off in 1991 were closer to the
margin of change towards employer and consequently presented higher transition
probabilities between 1991 and 1996. Finally, self-employed individuals that perceived the
regular incorporation of new equipment in 1991 also presented higher transitions probabilities
toward employer occupations.

Regional dummies: Minas Gerais dummy variable presents a positive effect on the
probability of migrating from self-employment to employer activities.

Design of Productive Popular Credit Instruments from the Rocinha Survey

Most of the sources of funding used by poor micro-entrepreneurs to start their
business are own savings (47%), firing fines (13% - FGTS etc.), family loans (7.1%). On the
necessary support found to expand their business: 35% declared that needed no support while
17% said that credit was essential to them.

Main Lessons:

(i) public action to legalize property titles can be useful as a pre-condition to micro-
credit policies. (ii) The use of family ties as part of the workings of micro-credit policies
should also be used. For example, systems to check income levels and physical assets used as
collateral or as indication of loans repaying potential should consider the family and not the
individual as the basic unit. (iii) Legalization is not perceived by entrepreneurs as an essential
condition of small business successful operation. (iv) Information on discontinuity and
seasonalities of business can also be useful in the formulation of payment schedules implicit
in credit contracts.



1. Introduction

The operation of public employment policies in Brazil can be divided in two broad
groups. The first group consists of policies designed to assist the unemployed through
unemployment insurance, intermediation schemes, training programs and direct employment
programs (e.g.; frentes de trabalho da seca) . The second and more embrionary group of
policies is aimed at fostering micro and small enterprises employment generation potential
through a series of initiatives: productive credit, technical assistance, marketing support and
cooperatives building.

According to the May 98 national Ibope-CNI survey, the biggest concern of Brazilians
is unemployment indeed. When individuals were asked what are the main policies to fight
unemployment the main answers were: ‘support micro and small enterprises’ (44%), ‘training
programs’ (16%) and ‘interest rate reduction’ (14%). Despite of the importance attributed by
the population to interventions designed to assist micro-entrepreneurs, little is known about
how micro-entrepreneurial activities operate in Brazil and consequently how to design
efficient policies to enhance this segment.

Complementarily, standard poverty profiles shows that no other head of household
working class (including inactive states) has a bigger contribution to poverty in Brazil than
self-employment. However, once again little is known about how poor self-employed behave
and what are their main productive needs.

This paper attempts to generate and organize stylized facts of self-employment and
employer activities in Brazil. The final purpose is to help the design of policies to assist
micro-entrepreneurial activities in Brazil. The main questions pursued are: i) who are the
Brazilian self-employed? ii) in particular; what is relative importance among the self-
employed of subsistence activities versus those activities with growth and capital
accumulation potential? iii) what are the main determinants of micro-entrepreneurial success?
iv) what are the main constraints on poor entrepreneurs activities? v) what is the degree of
risk associated with micro-entrepreneurial activities in Brazil?

Our main tool of analysis are transitional data constructed from household surveys.
The longitudinal information covers three transition horizons: 1 month, 12 months and 5-year
periods. This data will be used quantitatively and qualitatively. On the quantitative side, our
strategy is to study movements into and out of self-employment and employer status as
qualitative evidence on the nature of these activities. The idea can be putted as zell me where
will you go (and where did you come from) and I tell you who you are. In particular, we will
use the transitions from self-employment to employer occupations as a proxy for the degree of
entrepreneurial success. The main point here is to distinguish self-employment activities
turned to subsistence from those with a growth potential. The transition between self-
employment to employer can also be seen as a measure of employment creation intensity in
the self~employed sector.

Another quantitative goal is to assess the degree of risk implicit in micro-
entrepreneurial activities. This analysis is relevant to identify the welfare effects of
entrepreneurs vulnerability as well as their ability to honor previously contracted credit
arrangements. We use the exiting probability of different working classes as ex-post
measures of occupational risk. We use three windows of measurement: 1 month, 1 year and
five-year periods. We also assess other possible determinants of entrepreneurial risk: 1) the
relation between tenure and occupational risk (duration dependence); ii) the probability of
exiting unemployment of individuals that exerted different working classes previously; iii) the
relation between age and occupational risk and; iv) the income risk of individuals that did not
exit entrepreneurial activities.



The qualitative analysis will describe the socio-economic profile of individuals going
in, going out or staying in self-employed and employer activities. We start tracing simple
tabulations of the main characteristics of individuals exiting and entering micro-
entrepreneurial activities from/to different origins/destinies. The main characteristics analyzed
are sex, household status, age, schooling, initial and final sectors of activity, initial and final
earnings and initial and final hours worked.

The next step is to run logistic regressions of micro-entrepreneurial transitions on a
broad range of explanatory variables. We attempt to assess the role played on entrepreneurial
success by various personal characteristics (sex, household status, race, religion) and by
various types of assets such as: Human Capital (experience, formal education, educational
background, professional training), Physical capital (access to new technologies) and Social
Capital (membership in cooperatives and community associations). The main purpose of this
exercise is to guide the implementation of capital enhancing policies aimed at increasing
micro-entrepreneurs success rates.

The final step of the analysis implements case studies of entrepreneurial activities in
Rio de Janeiro. First, we extract from a sample of micro-entrepreneurs from Rocinha some
lessons for the implementation of productive micro-credit turned towards the poor. In
particular, the analysis of informal arrangements and other characteristics of poor
entrepreneurs is implemented trying to extract lessons for the design of micro-credit contracts.
Finally, we briefly describe the operation of technologically advanced micro-enterprises
incubators.

2. Dynamics of Micro-entrepreneurial activities in Brazil

The literature on Brazilian labor markets often groups together self-employed units
and illegal employees and label them as the informal sector. The unifying feature according to
this classification would be the precariousness level of these occupations. Another key
characteristic of the informal sector would be high degree of tax fiscal evasion. Both of these
ways of splitting formal and informal sectors are not in line with questions on working class
implicit in labor market and household surveys questionnaires which constitute the main
source of information used here. According to the typical survey questionnaire self-employed
would be much closer to employers in terms of contractual labor relations. The basic
distinction between self-employed and employers is the fact that the former does not hire
labor. There is an extensive empirical literature for the US and the UK that uses the
movements towards self-employed as a proxy for the creation of enterpreneurship in the
economy.

We use here movements into and out of self-employment and employer occupations as
qualitative evidence on the nature of micro-entrepreneurial activities in Brazil. The idea can
be putted as tell me where will you go (and where did you come from) and I tell you who you
are. In particular, we will use the transitions from self-employment to employer occupations
as a proxy for the intensity of entrepreneurial success. The main point here is to distinguish
self-employment activities turned to subsistence from those with a growth potential.

2.1 Quantitative transitional analysis

The dynamic objective of this section requires the use of longitudinal statistic at an
individual level. Each month a large number of micro-enterprises go out of business while
others start their activities. In this setting, the evolution of the number of micro-enterprises
hides the existing mobility in this sector.

This paper benefits extensively from the possibility offered by PME of following the
same dwellings - and thus the same individuals - for short periods of time. Appendix A
describes the construction of longitudinal samples from PME and their main limitations (e.g.,



non-response rates, attrition rates and selectivity biases). Our purpose here is to gauge the
flows of individuals entering and exiting self-employment and employers status departing
from different origins and leaving to different destines. These flows will provide intensity
measures of micro-enterprises creation, expansion, decaying and destruction. The tool used to
organize this data are probability transition matrices.

2.2. Probability Transition Matrices between Working Classes

A transition matrix presents the probability that each individual observed at different
working class conditioned on being on a given working class in the previous period.

The sample of individuals successfully observed during four consecutive periods is
our basic unit of analysis. At this point we will restrict the analysis to the transition between
the second and the third observation of the group of four consecutive observations. Given the
sensitivity of mobility measures to reporting errors in the classification variables we will
impose further restrictions on the sample analyzed. In order to reduce the effects of reporting
errors: we will limit our analysis to the sample of individuals that did not report working class
changes in the first two and in the last two observations of the group of four. That is, we will
calculate the transition probabilities between the second and the third observation conditioned
that there was no other transition in the group of four consecutive observations. Later, we
relax this restriction to study how these transitions operate in different horizons, we will also
study non-Markovian properties of the micro-entrepreneurs occupational switching processes
(i.e., duration dependence).

TABLE 1
PROBABILITY TRANSITION MATRIX BETWEEN WORKING CLASSES
PROB WITH REFINEMENT ( 2 BY 2)
Metropolitan Brazil - PERIOD 82-97

Formal Emp. tformal Emp.  Seif-Emp Employer Unpaid  Public Servant  Inactive  Unempioyed Totat
Farmal Emp. 97.3% 0.7% 0.3% 0.1% 0.0% 0.3% 0.7% 05% 100.0%
P I Informal Emp. 8.7% 79.9% 4.1% 02% 02% 0.8% 4.9% 1.3% 100.0%
o n Self-Emp 11% 26% 90.0% 15% 0.1% 0.1% 43% 03% 100.0%
s 1 Employer 09% 0.5% 55% 92.1% 02% 0.1% 0.7% 00% 100.0%
i c Unpaid 0.7% 54% 42% 1.6% 76.3% 04% 11.1% 0.2% 100.0%
[+ i Public Servant 12% 02% 0.1% 0.0% 0.0% 97.7% 0.6% 0.1% 100.0%
a a Inactive 04% 0.7% 09% 0.0% 0.1% 0.1% 97.3% 0.5% 100.0%
o ) Unemployed 13.6% 12.5% 5.6% 0.1% 0.2% 0.7% 18.9% 48.2% 100.0%

We will focus the analysis of the transition matrix in three dimensions:

(I) Row analysis (where will the self-employed go to?) - Table 2 and Graph 1 assess
the probability of change from self-employment to other working classes in Brazil
metropolitan areas and in the metropolitan region of Rio. We divide these patterns in two

es:
P (i) Individuals that stay in the same working class. This group will be analyzed latter.
(i) Individuals that move to other working classes. This group amounts to 24.52 % and can be
divided into three further groups: o

(ii.1) Self-employed units that moved toward larger scale entrepreneurial activities,
that is, to an employer status. The idea here is that the act of hiring at least one employer is
indicative of business growth. The expanding number of self-employed in Rio was 2.63 %.
The same statistic raises to 3.5% in the case of metropolitan Brazil. This result indicates that
Rio’s self-employed were less prosperous than their Brazilian counterparts.

(ii.2) Around 17.92 % of the initial self-employed Ca.rioca§ migrate to more
precarious working classes, such as informal employees, unemployed, inactive and unpald
workers. This statistic rises to 22.02% in the case of the average of metropolitan regions
indicating that Rio’s self-employed move less often as well to more precarious states.



(ii.3) Finally, 3.97 % of Rio’s self~employed move to other working classes such as
formal employees, public employees, and non defined types. These transitions characterize
changes in contractual working relations which may signal instability of these relations. On
the other hand, it is not possible to make any reasonable comparison of precariousness
between initial and final working status at this level of aggregation.

TABLE 2 GRAPH 1
Probability Transition Matrices (%)
Between Working Classes ‘Where does the self-employed go to?
(Probability of Change from a Self-Employed to) 12 QRio de Janeio
B¥Brazil Metropolitan
1982/96 10
. . Brazil
'R\o de Janeiro Metropolitan 8 = .
Self-Employed 75,58 71,09 6 » L:
Employeer 2,63 3,42
[Formal Employecs 3,5 3 Aty "
Public Employess 0,45 0,47 2 &
Informal Employees 7.63 7.81 21
nemployed 1,19 2,02 o s < » - E
i i = b4 1 =
i 8,84 11,65 _g Eg sk Eg T2 g‘g 5
Unpaid Workers 0,26 0,54 E cE ffF g2 | = °=
0,02 0,02 E

In sum, the self-employed from the metropolitan region of Rio presents at the same
time smaller transition probabilities towards more prosperous states and smaller transition
probabilities towards more precarious states than the ones from metropolitan Brazil. The sum
of these three types of probabilities remain approximately constant, so does the residual of
these probabilities. That is, the probability to remain self-employed.

(II) Column analysis (where did employers come from?)

Table 3 and Graph 2 presents an employers column analysis of the transition matrix.
That is, the analysis indicates the initial status of individuals identified as employers in the
final period of analysis.

Graph 2 indicates that the main origin of employers are self-employed units. In this
sense at least a group of self-employed does not constitute subsistence activities but activities
with a growth potential where the precariousness adjective does not always apply.

We can identify three main origin groups for employers according to the magnitude of
their transition probabilities:

(i) The positions belonging to the formal sector (formal employees and public
services), inactive and the unemployed present smaller probabilities of becoming
unemployed.

(ii) The self-employed present the highest probabilities of becoming employers, 2.63
%, what gives an idea of the realized expansion potential of the self-employed.

(iii) The third group is made of unpaid workers and informal employees which have
the highest probabilities of becoming employers, after the self-employed. These working
classes are fairly unstable.



TABLE 3 GRAPH 2

Probability Transition Matrices (%)
Between Working Classes Where did employers come from?
(Probability of Change from the inicial status of individuals 38 = [3Brazil Metropolitan
identified as employers in the final period of analysis) 317 BIRio de Janciro
1982/96 25 H
Initial Status Rio de Janeiro  |Brazil Metropolitan 1F s
Seif-Employed 2,63 342 2 &
Employeer 77,28 71,38 1,5-HC m
[Formal Employees 0,29 0,26 1 PI; " :
Public Employees 017 0.19 05 i
Informal Employees 0,56 0,75 TE <
Unemployed 0,16 0,22 03 e e i)

i N $§ 8 g8 % £ E &
Inative 0,11 0,14 2 E§ 28 E? £ § ¥ 8
 apai F igdzsg §F 7 =

npaid Workers 2,07 2,615 b § g ] 3
Others 0,29 14 @ £
Source: PME

(III) Diagonal analysis (occupational risk comparisons)

Table 4 below presents the transition probabilities of individuals that keep their initial
occupation during two consecutive months. This statistic is the complement of ex-post
occupational risk measures.

TABLE 4 GRAPH3
Probability Transition Matrices (%)
Between Working Classes Occupational Risk Comparisons
Transition Probabilities of Individuals that keep 100 ] sy me——
their initial occupation during two consecutive months 90 : - GRio de Janciro
1982/96 80+ '
704
Working classes Brazi] Metropolitan Rio de Janeiro 60 4
Self-Employed 71.05 75.58 5011 A %
JEmployeer 71,38 77,28 401 LBl L KL B B
Formal Employees 89.51 89.12 301 TN R Bl T
Public Employees 89.54 906 20 - TB1
ormal Employees 59.75 63.14 10+ : S
n@PloYed 38.42 42.06 0 3 g =8 & g I £ 3 ¢ _5 ]
ve 89.01 91.26 £t §—§ i §§ £ 2 3
Unpaid Workers 49.52 57.91 4 £ 3
Others 1.65 3.94 # g

Fonte: PME

Table 4 allow us to identify ex-post the risk of changing working class. For instance,
the occupational risk of self-employed. Graph 3 allow us to visualize differences of staying
probabilities between different occupational groups. Once again, these probabilities can be
divided into three groups according to their magnitude.

(i) Informal employees ( 63.14%), unemployed ( 42.06%) and unpaid workers
(57.91%) are the more unstable states, that is those with smaller probability of keeping their
initial state. It is interesting to notice that the fact that these high exiting probabilities of
precarious states should enhance social welfare. That is, when one can not be get worst, risk
should be viewed as a quality.

(i) Formal employees, public employees, and inactive present higher staying
probabilities around 90%. Inactive are difficult to be analyzed since they cover both
discouraged unemployment as well as workers that are out of the labor force by choice or age
(student and retirees).

(iii) Self-employed and employers are in an intermediary position with respect to
the two groups mentioned above with staying probabilities equal to 75.58% and 77.28%,
respectively. This result indicates that the income risk of both of these activities tend to be
higher than the one observed for formal employees but smaller those observed for informal
employees and the unemployed..



3. Origins, Destinies and Risks of Micro-entrepreneurial Activities across Different Time
Horizons

PME rotating panel scheme allows to capture labor market dynamics operating at
different frequencies. We will work here with 1 month and 12 months intervals without any
refinement in order to allow more direct comparisons. The retrospective question on working
class on the special PME supplement that went to the field during 1996 allow us to study a
five year transition period (i.e., between 1991 and 1996). This sub-section evaluates how
changes in the period of measuring labor market flows affect the different origins, destinies
and risks of micro-entrepreneurial activities analyzed before.

We start with occupational risk measures captured here by the probability that an
individual change his/her working class between two time instants. The data in Table does not
include any type of refinement in order to allow more direct comparisons. In general, we
observe an increase in ex-post risk measures when we move from monthly to five year
windows of measurement in all working classes analyzed. The self-employed is the only
working class that present a risk reduction when we move from annual (43%) to the five year
windows (37%) of measurement. This counter-intuitive result may be explained by
differences between working class dynamics taken from retrospective questions and from
direct questions asked on a panel.

TABLE 5
Occupational Risk Comparisons
Brazil 1982-98
Monthly Annual Between S years
Without Ref. Without Ref. 91 and 96
Self 28.15 42.92 37.31
Employer 26.22 40.23 44 26
Legal Employee 10.29 22.52 33.04
Illegal Employee 40.29 61.49 65.64
Unpaid 47.95 67.94 75.62
Public sector 10.48 17.28 23.69
Inactive 9.98 19.66 30.37
Unemployed 60.56 85.75 91.23
Source: PME

Given the rise in the probability of exiting different working classes as we increase the
period between transitions, we will analyze the composition of the flow for those that moved
between working classes.

In terms of employer origins, table 6 shows that as we increase the period between
transitions, we observe an increase in the proportion of previous legal employees among the
new employers. This change is mostly explained by a reduction in the proportion of previous
self-employed among the new employers. In other words, the self-employed are more
important as a previous step towards the employer status than if we increase the period of
measurement between transitions.



TABLE 6

Where did employers come from?
Brazil 1982-98

Monthly Annual Between S years
Without Ref. Without Ref. 91 and 96

Self 63.5% 52.5% 43.8%

Legal Employee 11.4% 18.5% 32.4%
Illegal Employee 10.3% 10.8% 6.3%
Unpaid 2.9% 2.7% 0.3%
Public sector 21% 2.5% 4.4%
Inactive 8.6% 11.3% 3.6%
Unemployed 1.2% 1.6% 2.5%
Other 0.0% 0.0% 6.7%

100.00 100.00 100.00

Source: PME

4. Analysis of Micro-Entrepreneurial Risk

This section assess various aspects of entrepreneurial risk. This analysis can be useful
in the design of a series of policies designed to feed entrepreneurial activities (e.g. micro-
credit arrangements, compensatory schemes for the unemployed).

4.1 Duration Dependence and Occupational Risk

We attempt now to verify if the duration of the stay in the different working classes
analyzed above affect their respective exiting probabilities. The exiting probabilities
calculated were given that the individual is only one month, only two months, more than three
months in a given working class, as presented in Table 7.

For the self-employed we found the following exiting probabilities: 51% afier one
month, 34% after two months and 14% after three or more months. Employers presented
similar exiting probabilities (54%, 35% and 12%, respectively).

There are two main lessons to be extracted from this exercise self-employed and
employers occupational risk measures are still in the intermediary range from those observed
for the unstable group of unemployed, informal employees and unpaid and the more stable
group of inactive, formal employees and public servants. Second, and most important, all
groups presented duration dependence in the sense that longer spells tend to present smaller
exiting probabilities. In particular, in the case of self-employed units the exiting probability
for those that are for more than three months in the occupation is roughly one third the
probability found for those that entered self~employment in the previous month. In the case
of employees this ratio falls to less than one fourth. In policy terms this result main point
towards the inadequacy of providing seed money for new micro-entrepreneurs.



TABLE 7

BRAZIL

UNCENSORED DATA CENSORED DATA
1 month 2 months {{+) than 3 months overall
Self 51.3% 33.7% 14.3% 27.7%
Employer 54.0% 35.0% 12.2% 26.1%
Unemployed 65.4% 55.4% 47.2% 59.9%
lllegal E. 56.3% 40.3% 23.8% 39.7%
Unpaid 61.0% 42.8% 25.5% 47.0%
Legal E. 41.0% 21.7% 5.5% 10.0%
Public S. 41.6% 19.8% 5.5% 10.5%
Inactive 42.8% 26.7% 4.8% 10.3%

Source:PME

4.2 Micro-entrepreneurs and the Probability of Exiting Unemployment

Table 8 attempts to answer the following question: What is the relative difficuity of
individuals that were previously micro-entrepreneurs to exit unemployment. We found that
the after one month unemployment exiting probability of individuals that were previously in
self-employment (73%) and employer (70%) states is greater than the one observed for all
other states. The same type of result holds for individuals that were in one month in either
unemployed or inactive states. This result may be interpreted as an indication that previously
micro-entrepreneurs do not require any type of special assistance with respect to other
working classes when they get unemployed.

TABLE 8
[Present Working Class
Previous rUnemployed Unemployed
Working or Inactive

Class

Self 73,3% 57,9%

Employer 70,4% 54,0%

Informal E. 68,0% 48,4%

Unpaid 64,9% 37,2%

Formal E. 56,3% 40,7%

Public S. 58,2% 39,8%

Inactive 66,6% 21,2%
Source:PME

4.3 Occupational Risk and Age '
We now describe the relationship between micro-entrepreneurs occupational risk and

age. Graph 4 presents the probability of exiting self-employment and employers states
according to different age groups. We observe in general an inverse relationship between
these ex-post measures of micro-entrepreneurs occupational risk and age. In the 15-24 years
age bracket, the exiting probability of self-employment is 15.6%, this statistic falls to 7.9% in
the 45-54 years group. In the case of employers, the exiting probability falls from 12.1% in
the 15-24 years group to 6.2% in the 45-54 years group. Most of the fall of the occupational
risk observed happens when we move from the 15-24 years group to the 25-34 group. It is
important to note that we did not cover the period of retirement. In general, our analysis
shows that the occupational risk of self-employees and employers tend to fall as people move
from the begin to the middle of their life cycle.
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4.4 Self-Employed Income Risk

The short-run panel characteristic of PME also allow us to evaluate the income risk of
self-employed units that do not loose their jobs. In other words, we analyze the income risk of
those with a null ex-post occupational risk). Taking as a reference the transition matrix (Table
1) we analyze those that are in the diagonal of the matrix.

Graph 5 presents a 12 month-moving average of the temporal variance of log earnings
of continuously self-employed heads during four consecutive months. Graph 6 presents the
ratio between this measure and the one calculated with continuously occupied heads in all
working classes (including self-employed). This latter graph reveals the existence of extra
income risk in continuously self-employed units activities. The differential between income
risk between self-employed and the whole sample of continuously occupied heads ranged
from 54% to 26%.

Another characteristic reveal by this graph is the existence of an inverse relationship
between self-employed heads risk and the risk of all occupied heads. The total elasticity
between this two variables is -0.286 with a t-ratio of -15.7 . This result reveals that although
self-employed present an additional risk with respect to other occupations they are relatively
more able to avoid additional risk increases in times of higher aggregate instability.

As a consequence of the self-employed ability to reduce their extra risk when their
income risk is at a local maximum, the risk differential tends to be at a local minimum. These
points tend to coincide with inflation peaks that were usually followed by stabilization plans,
like those observed in 1986, 1990 and 1994. One interpretation for this empirical regularity is
the relative ability of self-employed units to change their prices/incomes in a high inflationary
environment. For example, employees have to go through a costly bargaining process with
their firms to change nominal wages. In contrast, the self-employed are vertically integrated
units (i.e.; are firms and workers at the same time) with a null bargaining cost. This greater
degree of vertical integration makes the self-employed more able to deal with higher and
more unstable inflation rates.

Temporal Variance of Log Earnings of Continuously Self-Employed Units (12-m MA)
Graph S - Self Employed Units Graph 6 - Ratio between the Self~- Employed
and the Whole Sample
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5. Qualitative transitional analysis

The present section attempts to qualify the nature of self-employed and employers
activities. The measures of flows of individuals entering and exiting the status of self-
employed and employers departing from different origins and leaving to different destines
analyzed in the previous section can be used as indications of WHO belongs to these groups.
We are interested in capturing qualitative aspects of the heterogeneous group of self-
employed from the relative magnitude of their different inward and outward flows That is, the
composition of the row and the column flows in transition matrices analysis explored in the
previous section. These flows will provide measures of the intensity of processes of micro-
enterprises being born, expanding, decaying and dying. In particular, we want to disentangle
the self-employed subsistence activities from those activities with potential for capital
accumulation and growth.

5.1 Profile of flows: Self-employed and Employers - Stayers

The strategy pursued in this section is to analyze the main socio-economic
characteristics of stayers versus movers from/to self-employed and employer status. Among
the main socio-demographic characteristics analyzed here are sex, headship, age and a detail
analysis of formal education attained.



TABLE 9
Sample Profile - Self-Employed and Employer - 1982 to 1997
Analysis of Changes Between 2 consecutive months - Brazil - With Refinement

Continue as Switch From Continue as Switch From
SelfEmployed  Seiftmployed to Employer Employer to
Employer P Sel-Employed
Socio-Demographic Characteristics
% Males 57.76% 85.73% 87.20% 85.75%
037% 222% 050% 215%
Average Age 40.37 40.44 41.24 40.50
[¢s3 0es 015 085
% Heads 58.52% 78.07% 82.78% 80.68%
037% 283% 056% 243%
Average Schooling in Years 4.77 7.04 8.09 7.10
003 030 0.07 0.29
Schooling
% illiterate 16.04% 6.52% 1.48% 7.22%
028% 157% 018% 159%
% between 1 and 3 Years 21.49% 13.42% 651% 12.21%
o3t% 216% 037% 202%
% between 4 and 7 Years 39.83% 37.24% 28.06% 38.32%
037% 30m% 067% 300%
% between 8 and 11 Years 17.59% 27.41% 38.383% 25.04%
029% 283% 072% 267%
% between 12 and 15 Years 3.03% 8.41% 16.77% 9.45%
013% 176% 0.55% 180%
% 16 or more 2.02% 6.99% 8.81% 7.75%
011% 1 62% 0.42% 165%
Economic Characteristics
- ol Ch s
% in Services Initiaf 56.46% 42.97% 32.04% 41.63%
037% 3.18% 0.70% 308%
% in Services Final 57.14% 41.23% 33.09% 45.26%
037% 318% 0.71% 310%
% in Manufacturing Initial 3.66% 7.76% 24.41% 11.53%
0.14% 172% 065% 189%
% in Manufacturing Final 3.63% 10.68% 24.30% 8.12%
014% 199% 065% 170%
% in Commerce Initiat 27.96% 32.88% 32.70% 28.55%
034% 302% 071% 282%
% in Commerce Final 27.45% 30.95% 32.09% 29.84%
034% 299% 070% 285%
% in Construction Initial 9.54% 12.90% 6.77% 15.19%
022% 215% 038% 224%
% in Construction Final 9.46% 14.30% 8.59% 13.32%
0.22% 226% 0.37% 212%
% in Public Sector Initial 1.54% 272% 3.60% 2.84%
0.08% 104% 0.28% 104%
% in Public Sector Final 1.48% 1.86% 3.47% 3.10%
0.09% 090% 0.28% 108%
Eamings*
Average Relative Eamings Initial 0.66 1.52 286 1.81
Average Relative Eamings Final 0.64 1.62 2.80 1.60
% Above Overall Median Initial 35.67% 74.07% 92.62% 79.07%
a3T% 288% 0.40% 262%
% Above Overall Median Final 35.00% 76.75% 89.81% 72.71%
037% 278% 046% 287%
% Positive Secondary Eamings Sources Initial 3.46% 4.25% 4.39% 4.01%
014% 128% 0.30% 121%
% Positive Secondary Earings Sources Final 3.27% 4.16% 4.46% 2.40%
013% 127% 031% 094%
% Positive Earnings Initial 94.38% 91.87% 93.11% 91.80%
1% 1713% 038% 168%
% Positive Earnings Final 94.57% 93.10% 94.14% 91.36%
017% 151% 035% 173%
Hours Worked*
Average Hours initial 41.65 49.03 50.43 49.48
014 085 022 094
Average Hours Final 41.45 50.03 50.05 48.61
014 098 221 092
% Final Hours Greater than Initial hours 48.97% 53.36% 48.89% 46.29%
Source: PME

The economic variables studied are sectors of activity, income and hours worked.
Table 9 start the qualitatively analysis. There are two types of comparisons explored from this
table: first, we will compare the profile of stayers of self-employed with stayers in other
working classes. Second, we will compare the profile of movers from self-employment to
employer status and vice-versa. Special attention will also be paid to the difference of these
groups of movers and those that do not move from self-employment and employers status.
These tables can help qualify in terms of the socio-economic dimensions mentioned movers
winners and losers (not the radical ones). The former can be approximated by those that move
from self-employment to employer status while those performing the opposite flow may be
labeled as losers.



Stayers

Table 9 shows that employers stayers are more much more correlated with masculinity
(87% of males against 58%) , headship (83% of heads against 59%) and specially formal
schooling (9.1 years of completed schooling against 4.8). The percentage of individuals above
11 years of schooling is substantially greater in employers than in the self-employed (25.6 %
against 5%). This indicates the importance of relative high schooling levels among employers.
On the other hand, the percentage below 4 years of completed schooling is smaller among
employers (8% against 37.5%) indicating a heterogeneity among employers not too far from
the one observed among the self-employed. These results also highlights the importance of
human capital among employers.

The average age of employers is higher than self-employed individuals schooling
(41.2 years of age against 40.8). Note that although these results are statistically different at
a 95% confidence level (inferred from the standard error of the estimates in small numbers),
they are not very different. This provides initial evidence against systematic differences
between the life-cycle profile of self-employment and the life-cycle profile of employers that
will be analyzed later.

The comparison between economic characteristics of stayers is done by comparing the
status in both the second and the third observation within the group of four consecutive
observations. In all cases comparing both segments of micro entrepreneurial activities in
these two points in time. This analysis will be specially useful to compare the economic
characteristics of movers before and after the shift between working classes. For the sake of
simplicity, the present comparison between stayers will only use the economic characteristics
observed in the second observation. Note that these results are always not statistically
different at a 95% confidence level.

Employers are more associated than the self-employed with the manufacturing sector
(24% against 4.7%), commerce sector (32.7% against 28%) and the public sector (3.6%
against 1.5%). The reverse is true with services sector (56.5% against 32%%) and civil
construction sector (6.8% against 9.6%). In sum, the bulk of the observed differences in
occupational structure between employers and self-employed are the greater importance of
manufacturing for the former (24% against 4.7%) and of the services sector for the later
(56.5% against 32%%).

In terms of earnings, relative net income of employers are about 4 times the level
observed for self-employed (ratio between employers earnings and the whole group of
occupied individuals is 2.9 against 0.66 for the self-employed). Perhaps more interesting,
92.6% of employers are above median of the whole group of occupied individuals. This
statistic falls to 35.7% in the case of self-employed individuals. If one accepts the median as
the cutoff point between poorly and well paid individuals, these numbers reveal that the great
majority of employers are fairly well paid while most of self-employed are poorly paid. The
greater percentage of positive secondary sources of labor income are also statistically higher
among employers what reinforces total earnings differential between the two working classes
under scope. The last row of the earnings module shows the universe of positive main sources
of earnings where the earnings statistics previously discussed emerge from. Self-employed
and employers present about the same proportion of positive earnings, confirming the validity
of the above analysis.

The hours module of Table 9 shows that average hours are much higher among
employers (50.4 weekly hours against 41.7 for self-employed). The before last two rows of
Table 9 shows that these statistics on hours are derived from 98% and 96.3% of employers
and self-employed groups, respectively. Finally, the very last row of Table 9 shows the total
number of observations used in the calculations are 19319 stayers employers and 75778 for
stayers self-employed.



Migrants

The previous section focused on the profiles individuals that kept these respective
working classes in each group of four consecutive observations successfully matched. Since
the staying probabilities are, as a rule, not too far from one, specially once the refinement is
incorporated into the analysis. The result of this analysis overlaps at large to the profile of
these profiles derived from standard cross-sectional labor market or household surveys.

We move now to the analysis of those groups of individuals that are moving between
working classes taking full advantage of the longitudinal aspect of PME data. In general the
analysis of specific socio-economic characteristics of movers between two specific states
these yields intermediary values with respect to the interval defined by the same
characteristics observed by stayers in these respective states. The issue here is who the movers
between movers from states A and B (and vice-versa) look more alike stayers in state A or
stayers in state B.

The comparison of socio-demographic characteristics between migrants self-
employment and employer status and vice-versa, presented in Table 9 yields results that are
much closer to employers than to self-employed status. For example the proportion of males
are two percentage points far from those observed in employers but 28 percentage points
distant of those found for the self-employed. Similar absolute differences are observed for the
proportion of heads. These results may be read as an indication that those moving between
self-employment and employer status (and vice-versa) constitute a selected group of ex-self-
employed (future self-employed). Average completed years of schooling is closer to the half-
way point, (7) in the interval delimited by the values observed for self-employed (4.8) and
employers (9.1). Once again, average age is not dissimilar in the four groups analyzed (around
4] years).

The comparison of economic characteristics before and after the shifts from self
employment to employer status are associated with shifts of sectors of activity towards
manufacturing, (from 7.8% to 10.7%) and towards civil construction (12.9% to 14.3%) while
there is a corresponding reduction in the share in services (43% and 41.2%), commerce
(32.9% to 31%) and in the public sector (2.7% to 2%).

There is a 7% increase of average earnings and a 2% increase in weekly hours worked
associated with the switch from self-employment to employer status. The same statistics in
Table 9 also show that the income level of self-employed before the expansion to employer is
130% greater than the self-employed that did not move. The absolute flows from self-
employment into employer status is 6.1% higher than the reverse movement (1123
observations against 1058), indicating a net outflow of employers. In other words, according
to our measures based on direct flows, one can say that in the 1982 to 1987 period there were
more shrinking employer units than there were expanding self-employed units.

In sum, the socio-economic characteristics of the flow from employers to self-
employed are not statistically different, one by one, from the reverse flow. One may interpret
this similarity as an indication that individuals moving from self-employed to employer are
more likely to move back to self-employment than the rest of the employer group. The
existence of a circular flows between self-employment and employers for a selected group of
individuals may indicate a high heterogeneity among the self-employed.

Appendix B presents profiles similar to the ones discussed above considering different
horizons between transitions (1 month without refinement, 12 months with and without
refinement and a five -year period between 1991 and 1996). Appendix also replicates similar
procedures to transitions between the following states: i) self-employment and formal
employment; ii) self-employment and informal employment and; iii) self-employment and
precarious states (informal employment, unemployment and inactivity).



6. Self-employment entrepreneurial success

We will implement a casual interpretation of the role played by resources and
individual characteristics on micro-entrepreneurial success. This analysis is in many aspects
similar to the one presented in the previous section. There we compared the profiles of people
that stayed in self-employment and in employer occupations with those that migrate between
these two working classes. The difference is that we use a different data set: the supplement to
PME that went to the field in 1996. This means, first using a different horizon, in the previous
section we studied the transitions occurred between two consecutive months and now we
examine transitions over the five year period between 1991 and 1996. The month by month
window has the advantage of allowing to observe the exact moment that individuals are
leaving certain working classes while using longer windows does not allow us to distinguish
those that went out and in certain working class from those that stayed continuously occupied
in this working class. On the other hand, the five year window seems more relevant to the
analysis of individuals life-cycle occupational behavior. Another advantage of the supplement
is to provide a much richer set of endogenous variables than the usual PME survey to study
working classes transitions.

Table 10 presents the summary of different logistic regressions considered the effects
each explanatory variable considered in isolation on the probability that a self-employed
becomes an employer. This table presents a column labeled as marginal probability that refers
to the differences in probability between two states of each variable taken in isolation. The
states are indicated in the OBS column. For example, males self-employed probability to
ascend employer status is 90% greater than the one observed for females (i.e., its
complement).



TABLE 10
LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES
~ VARIABLES CONSIDERED IN ISOLATION
Switch from Self-Employed to Employer Between 1991 and 1996 - Brazil

Marginal
Obs * Probabil.  Estimate Std Error

Gender Male 1 90.4% 0.644 0.118
Race White and Yellow 1 113.3% 0.758 0.114
Household Status Head 1 104.0% 0.713 0.117
Household Status Spouse 1 -37.3% -0.466 0.137
Household Status Son 1 ~44.7% -0.593 0.196
Religion Evangelical i -30.4% -0.363 0.167
Experience Age 40/30  129.0% 0.019 0.004
Education Completed Years of Schooli ng 8/4 18.2% 0.119 0.011
Mother Education Completed Years of Schooling 10/4 78.5% 0.104 0.015
Father Education Completed Years of Schooling 10/4 51.7% 0.092 0.013
Technical Course Equivalent to High School 1 77.9% 0.576 0.124
Knows the Correct Name President, Governor and Mayor 1 171.9% 1.000 0.133
Trade Unions and Associations Member in 1996 1 108.6% 0.735 0.113
Trade Unions and Associations Attends at Least one Meeting per Year 1 126.2% 0.816 0.205
Communitarian Associations Member in 1996 1 43.6% 0.362 0.129
Communitarian Associations Attends at Least one Meeting per Year 1 50.7% 0.410 0.140
Incorporation of New Equipament Perceived at Least as Regular in 1991 1 92.6% 0.656 0.115
Importance of new Knowledge Big Risk of Losing the Job without them 1 47.5% 0.388 0.140
Importance of new Knowledge Essential to Keep Working in the Same Occupation 1 49.3% 0.401 0.106
Situation in the Occupation Ranked Among the Well Paid in 1991 1 71.8% 0.541 0.100
Construction Sector Occupied in 1991 1 -56.3% -0.827 0.208
Public Sector Occupied in 1991 1 64.8% 0.500 0.234
Regional Dummies Minas Gerais 1 46.1% 0.379 0.112
Regional Dummies Pernambuco 1 “42.1% -0.547 0.199
Regional Dummies Sio Paulo 1 28.6% 0.251 0.114
Regional Dummies Rio de Janeiro 1 -24.2% -0.278 0.143

* Comparisons for the marginal probability difference calculations:
1 corresponds to a comparison taken from dummy variable, other comparisons are specified below,

The following variables did not
probability of moving from self-emp
considered in isolation: religion (athei
(services, commerce, sector not specifi

We proceed now in two alte
variable selection procedure to end
appears to exert statistically signific
the information of the variables dro
the analysis. The main results of
postulate and test an a priori m
entrepreneurial success. Table 11 presents the main results of the analysis:

present a statistically different from zero effect on the
loyment to employer occupations when they were
st, catholic, kardecist, afro religion), sectors of activity
ed) and Regional Dummies (Porto Alegre and Bahia).

mative routes: First, we developed a general to specific
up with an a posteriori set of exogenous variables which
ant impacts on the status variables analyzed. In this sense
pped out during this selection
this procedure are reported
odel of the main determinants of self-

process is a relevant part of
in Appendix C. Second, we
employment



LOGISTIC MODEL - ANALYSIS OF PARAMETER ESTIMATES

TABLE 11

Switch from Self-Employed to Employer Between 1991 and 1996 - Brazil

Estimate _ t-Statistic  Std Error  Deviance
Gender Male 0.4477 2.6181 M= 0.1710 2363.47
Race ‘White and Yellow 0.4008 2.7026 0.1483 2324.73
Household Status Head 0.4147 24495 ** 0.1693 2311.55
Religion Evangelical -0.1650 ~0.8342 0.1978 2307.10
Education Completed Y ears of Schooling 0.0841 5.0359 ** 0.0167 2209.93
Experience Age 0.1359 3.6730 %k 0.0370 2200.58
Experience Age Square ~0.0013 -3.2500 ** 0.0004 2189.70
Knows the Correct Name President, Governor and Mayor 0.4241 2.7013 ** 0.1570 2179.18
Father Education Completed Years of Schooling 0.0210 0.8642 0.0243 2187.68
Mother Education Completed Years of Schooling 0.0065 0.2453 0.0265 2187.48
Technical Course Equivalent to High School 0.1701 1.1439 0.1487 2177.75
Incorporation of New Equipament Perceived at Least as Regular in 1991 02976  2.1227 **  0.1402 2172.58
Situation in the Occupation Ranked Among the Well Paid in 1991 0.2854 24310 ** 0.1174 2167.49
Manufacturing Sector Occupied in 1991 0.5831 2.2054 ** 0.2644 2156.13
Construction Sector Occupied in 1991 ~0.3223 ~1.0751 0.2993 2154.15
Services Sector Occupied in 1991 -0.0653 -0.2923 0.2234 2155.97
Commerce Sector Occupied in 1991 0.0180 0.0792 0.2272 2154.11
Regional Dummies Rio de Janeiro -0.0403  -0.1961 0.2055 2149.12
Regional Dummies Sio Paule 0.3048 1.7318 * 0.1760 2153.81
Regional Dummies Minas Gerais 0.6941 3.8285 *+  0.1813 2134.88
Regional Dummies Pernambuco 0.1815 0.7146 0.2540 2134.30
Regional Dummies Bahia 0.3324 1.3190 0.2520 2133.11
DF Value Value/DF
Nupber of Observations : 3498 ; Log Likelihood : -1066.5526 ; Pearson Chi-Square : 3475 3359.584 0.967

~Satistically Sgnificant at 90% confidence Jevel | ~tatitically Sgnificant at 95% canidence level

The transition probabilities from self-employment to employer status between 1991
and 1996 constitute both a measure of self-employment entrepreneurial success and
simultaneously a measure of employment generation in this segment of the labor market. We
proceed now with a variable by variable analysis of the proposed model of entrepreneurial
success presented in Table 11, we complement the analysis with references to the simple
logistic regression exercise presented in Table 10.

Individual Characteristics: heads, males and whites or yellow individuals are more
frequently succ essful in their respective self-employment activities even after controlling for
other items such as education attainment. The coefficients of these three variables ranges
between 0.40 and 0.45. The lack of entrepreneurial success among blacks and mulattos has
been subiject to various studies in the US. For example, this result taken at face value could in
principle imply that there may be room for affirmative actions in programs that support self-
employment units. Although, one would need to precise what is driving the racial bias in self-
employment success rates (e.g., tighter credit constraints for blacks due to lack of collateral or
consumer discrimination)FN.

The dummy for evangelical religions is not significant different from zero. This result
points against the existence of Weberian Protestant ethics effect among the Brazilian self-
employed in the Brazilian environment?.

Human Capital: - Experience with diminishing returns captured by the negative
coefficient on the age square variable indicates an inverted U shaped life-cycle profile of
individuals moving from self-employment to employer position. As expected, the coefficient
on the variable completed years of schooling is highly significative indicating the importance
of formal educational policies as feeding entrepreneurial success. On the other hand, fathers

2 Appendix D shoes that in the simple logistic analysis the evangelical religion dummy presents a
negative relation with our measure of self-employment success rates. No variable related religion status,
including atheist. turned out to be statistically different from zero in the final model.



and mother education attainment variables and professional education variable (equivalent to
a high school degree) coefficient did not turned out to be statistically significant’.

A variable that captures the simultaneous knowledge of the name of mayor, governor
and president also plays an important role explaining the likelihood of the specific transition
under scrutiny. One should perhaps view this variable more as an education quality indicator
than evidence of the importance assumed by other types knowledge apart from traditional
education variables.

Secial Capital — There are not variables for the initial period of transition, 1991,
related to associativism in the survey used. There is a broad range of such type of variables
for the final period of analysis, 1996, however this would introduce simultaneity bias in our
estimates®. This is unfortunate since productive and community networks may potencialize
self-employed units performance through economies of scale.

Other Variables

Self-employed individuals that perceived the regular incorporation of new equipment
in 1991 presented higher transitions probabilities toward employer occupations. This effect
demonstrate the importance of the updating knowledge for entrepreneurial success in the
nineties. Finally, self-employed individuals that perceived to be well off in 1991 were closer
to the margin of change towards employer and consequently presented higher transition
probabilities between 1991 and 1996.

Sectoral and Regional Dummies: Manufacturing sector, Minas Gerais and S3o Paulo
dummy variables presents a positive effect on the probability of migrating from self-
employment to employer activity’. The first two variables present the higher coefficients
among all the dummy variables considered in the present exercise.

Appendix C presents a similar logistic regression analysis, considered in isolation and
after performing the variable selection process described above, for the following samples: i)
self-employed in 1996; ii) continuously self-employed between 1991 and 1996. iii) employer
in 1996; iv) continuously employer between 1991 and 1996. v) migrant from employer to
self-employment between 1991 and 1996. v) migrant from employee to employer between
1991 and 1996. vi) migrant from employee to self~employed between 1991 and 1996.

7. Micro-enterprises: Resources, Behavior and Policies
According to the May 98 national Ibope-CNI survey, the biggest concern of Brazilians
is unemployment. When Brazilians were asked what were the main policies to fight

3 These set of educational background variables were statistically significant from zero in the
simple logistic regression analysis: self~employed individuals who mother had ten completed years of schooling
presented 79% more chances to migrate to employer occupation than those who mother had four years of

completed schooling. This same statistic drops to 52% when fathers education were considered in the analysis.
professional education variable The self-employed individuals that possessed such diploma presented 78% more
chances to migrate to employer status than those that did not possess such diploma.

4 When we use social capital related variables for the final period of analysis in isolation we observe a
positive relationship between these variables and self-employment success rates. This evidence that variables
captured by productive associations membership (trade unions and cooperatives) have higher simple correlation
coeefficients than community associations membership. A similar type of analysis indicates that both of these
types of associativism presents higher coefficients when one control for participation intensity (i.e., imposing a
condition that the individual attends more than one meeting per year). This result would support the use of
networks, specially productive type, in micro-entrepreneurial enhancing policies (e.g. as social collateral in
credit arrangements). Nevertheless, it should be viewed with cautious since it is related with the final state 1996
and thus it is subject to simultaneity bias.

5 The analysis of the regional dummies taken in isolation reveals Minas Gerais and Sdo Paulo regions
with probabilities of migrating from self-employment to employer occupations, respectively, equal o 46% and
29% above their complement while Rio de Janeiro and Pernanbuco presented respectively probabilities 24% and
42% below their respective complement. Rio Grande do Sul and Bahia dummies did not present statistically
different from zero estimates.



unemployment the main answers were ‘support micro and small enterprises’ (44%), ‘training
programs’ (16%) and ‘interest rate reduction’ (14%). Despite of the importance attributed by
the population to interventions designed to assist micro-entrepreneurs, little is known about
how this segment operates and how to design efficient policies.

The main objective here is to understand financial decisions of micro enterprises to
guide the implementation of micro policies turned toward the poor. OQur emphasis will rely
more on diagnosing potential implementation problems of micro credit policies turned toward
the poor rather than evaluating the policies themselves.

7.1 Rocinha’s Poor Entrepreneurs

Standard poverty profiles recently shows that no other head of household working
class has a bigger contribution to poverty in Brazil than self-employment (e.g., 36.6%
contribution against 5.6% of unemployed heads, according with Ferreira et all.(1998) ).
However, once again little is known about how poor self-employed behave and what are their
main productive needs. The purpose of this section is to study poor entrepreneurs behavior
and resources, where poverty is defined in spatial terms. More specifically, we take advantage
of a special survey implemented in 1997 on the entrepreneurial activities in Rocinha’s favela.

According to the 1991 Census data reported in Amsberg (1997) there are 462 favelas
in RJ-Mun with a total of 882,667 people in 224,350 households. Favelas thus housed 16% of
the population. The favela population has grown 23% from 1980-91 compared to city wide
population growth of 8%. Favelas span small settlements of less than 100 people to the
biggest favelas with 43,000 (Rocinha) and 35,000 (Jacarezinho) people7.

7.1.1. Lessons for the Design of Productive Credit Instruments for the Poor
(Neri (1998))

Popular productive credit programs should be sufficiently flexible to incorporate in its
credit scoring system informal institutions and social habits of poor environments such as
those found in Rocinha:

(i) 83% of Rocinha entrepreneurs declared to live in own housing. However, their property
titles are probably not well established impeding the use of housing as collateral. In this
respect previous public action to legalize property titles can be useful as a pre-condition of
micro-credit policies.

(ii) The use of family ties as part of the workings of micro-credit policies can be extremely
useful: 65% of Rocinha poor entrepreneurs are married or have a not legalized matrimony
(unifio livre), 80% have sons, 38% receive family support in terms of family members
work (mainly spouses (20%), sons (16%)). 77% of Rocinha entrepreneurs do not count
with the help of employees in their enterprises, besides family members.

6 Barros, et.al. (1998) estimate that e/iminating unemployment would have reduced headcount poverty in
September 1995 by merely 2-3 percentage points from 28.2% to 25.4% using a poverty line of R$50 per month,
and from 40.1% to 37.2% using a poverty line of R$75 per month. The debate on unemployment should not
distract attention from the much larger problem of poverty in Brazil.

! In addition, 318,604 people are estimated to live in irregular subdivisions, where demarcated lots have
been purchased from developers but titles cannot be registered to incomplete infraslmc_:@e. These i;regular
subdivisions are usually located far from the city center. Finally 944,200 people are living in housing Ti}e
number of poor presented above (840,500 in 1996) is similar to the population of Rio’s favelas (882,700 in
1991).




(iii) Systems to check income levels and physical assets used as collateral or as indication of
loans repaying potential should consider the family and not the individual as the basic unit.
The use of the family, the basic cell of the social tissue, is an advantage not only in terms
of measuring repayment potential but also because it constitutes the basic unit used to
measure poverty and social welfare.

(iv) most of the credit used by Rocinha entrepreneurs was provided by friends (53%). Most of
entrepreneurs that would like to contract loans have the following purposes in mind:
increase their business (44%), open another business (26%), the acquisition of
equipment/machines (15%) or merchandise stocks (9.3%),. The main barriers to credit
perceived are: providing an income proof (10%), documents/legalization (10%), what may
explain the predominance of credit between friends. This type of informal relationship
should be taken into account in the design of credit contracts. In particular, the use of
social collateral.

(v) Legalization is not perceived as an essential condition, since it represents only 1.6% of the
support perceived as necessary to expand small businesses. In this respect, the specific
question on the legalization of business reveal that 49% of Rocinha’s micro-entrepreneurs
would like to become legal and that only 17% have a CGC. Among the main motives
presented for not legalizing high taxes (22.4%) and lack of time (22%). In sum, the
imposition of legalization requirements would probably reduce a lot the sample of able
credit takers in Rocinha.

(vi) Information on discontinuity and seasonalities of business can be useful in the
formulation of payment schedules implicit in credit contracts: 95% of Rocinha business are
done during the whole year. In terms of seasonal factors 46% consider sub-periods of the
Rio summer as the best time of the year of their business.

(vii) 53% of Rocinha micro-entrepreneurs consider that in general there are no product offer
lacking in the community what may reflect a low growth potential of local markets. The
main deficiencies perceived in Rocinha are: supermarkets (7.2%) , drug stores (3.3%) and
banks (3.1%).

7.1.2 Perceptions about the importance of Credit arrangements in Rocinha

1. Most of the sources of funding used by micro-entrepreneurs to start their business are own
savings (47%), firing fines (13% - FGTS etc.), family loans (7.1%), banks only represent
0.2% of the main sources used as seed money.

2. In this sense the birth of micro-enterprises is more related to previous savings than external
sources of funds. However, the lack of use of credit does not allow us to test if the lack of
use of external loans results from a unsatisfied demand for credit or a lack of demand for
credit. Nevertheless, financial difficulties are presented in another question by one third of
the 49% of entrepreneurs that reported that faced some sort of difficulty to start their
business.

3. On the necessary support found to expand their business: 35% declared that needed no
support and 17% said that credit was essential to them.



8. Conclusions

According to recent opinion polls, the main policy to fight unemployment in Brazil is
‘support micro and small enterprises’. Complementarily, poverty profiles recently shows that
no other head of household working class has a bigger contribution to poverty in Brazil than
self-employment (including inactive states). However, little is known about how self-
employed and employer units behave and what are their main productive needs.

This paper attempted to generate and organize stylized facts of self-employment and
employer activities in Brazil. The final purpose was to help the design of policies to assist
micro-entrepreneurial activities (productive credit, technical assistance, marketing support
and cooperatives building.). These policies can be used either as means of enhancing
employment generation or more specifically as a poverty alleviation device.

Our main tool of analysis were transitional data constructed from household surveys.
The longitudinal information covers three transition horizons: 1 month, 12 months and 5-year
periods. We used logistic regressions to study the main characteristics and resources of self-
employed units. In particular, we used the movements from self-employment to employer
activities as measures of entrepreneurial success and of employment creation in the self-
employed segment. We also used a survey on the entrepreneurs of Rocinha favela as a
laboratory to study poor entrepreneurs resources and behavior.

The main questions pursued were: i) who are the Brazilian self-employed? ii) in
particular: what is relative importance among the self-employed of subsistence activities
versus those activities with growth and capital accumulation potential? iii) what are the main
determinants of micro-entrepreneurial success? iv) what are the main constraints on poor
entrepreneurs activities? v) what is the degree of risk associated with micro-entrepreneurial
activities in Brazil?

Analysis of Micro-Entrepreneurial Risk

The analysis of entrepreneurial risk can be useful in the design of a series of policies
designed to assist micro-entrepreneurs (e.g., micro-credit arrangements, compensatory
schemes for the unemployed).

Occupational Risk Differences across Working Classes

Self-employed and employers are in an intermediary position in terms of occupational risk
mentioned above with staying probabilities equal to 75.58% and 77.28%, respectively. This
result indicates that the occupational risk of these activities tend to be higher than the one
observed for formal employees but smaller those observed for informal employees and the
unemployed.

Occupational Risk across Different Horizons

We evaluate how changes in the period of measuring labor market flows affect the
risks assumed by different occupational groups. PME rotating panel scheme and retrospective
questions allows to capture labor market dynamics operating at three different frequencies
(monthly, yearly and 5 year periods). In general, we observe an increase in ex-post risk
measures when we move from monthly to five year windows of measurement in all working
classes analyzed. For example, as we increase the window of measuement from 1 month to
one year the risk of exiting self employed (employer) status increases from 28% (26%) to
43% (40%). The self-employed is the only working class that present a risk reduction when
we move from annual (43%) to the five year windows (37%) of measurement. This counter-
intuitive result may be explained by differences between working class dynamics taken from
retrospective questions and from direct questions asked on a panel.




Probability of Exiting Unemployment

After one month unemployment exiting probability of individuals that were previously in self-
employment (73%) and employer (70%) states is greater than the one observed for all other
states. This is an an indication that previously micro-entrepreneurs do not require any type of
special unemployment assistance.

Duration Dependence

Self-employed presented the following exiting probabilities: 51% after one month, 34% after
two months and 14% after three or more months. Employers presented similar exiting
probabilities (54%, 35% and 12%, respectively). This fall of occupational risk with tenure
may imply the inadequacy of providing seed money for new micro-entrepreneurs instead of
funding already established business.

Occupational Risk and Age

In the 15-24 years age bracket, the exiting probability of self-employment is 15.6%, this
statistic falls to 7.9% in the 45-54 years group. Occupational risk of employers also tend to
fall as people move from the begin to the middle of their life cycle.

Self-Employed Income Risk

The income risk of self-employed units that do not loose their jobs was between 26% and
54% higher than all working class in the 1982-97 period. However, there is an inverse
relationship between self-employed risk and the risk of all occupied. The total elasticity
between this two variables is -0.29. In other words self-employed risk increases relatively less
in times of increasing overall uncertainty.

Profile of flows: Self-employed and Employers

The strategy pursued here is to analyze the main socio-economic characteristics of
stayers versus movers from/to self-employed and employer status.

Stayers

Employers stayers are more correlated with the following characteristics masculinity
(87% of males against 58% among the self-employed) , headship (83% of heads against 59%)
and specially formal schooling (9.1 years of completed schooling against 4.8).

The bulk of the observed differences in occupational structure between employers and
self-employed are the greater importance of manufacturing for the former (24% against
4.7%) and of the services sector for the later (56.5% against 32%%). Relative net income of
employers are about 4 times the level observed for self-employed. On the other hand, average
hours are much higher among employers (50.4 weekly hours) than for self-employed against
41.7.

Movers

The comparison of socio-demographic characteristics between migrants self-
employment and employer status (and vice-versa) results that are much closer much closer to
employers than to self-employed status. These results may be read as an indication that those
moving between self-employment and employer status (and vice-versa) constitute a selected
group of ex-self-employed (future self-employed). The socio-economic characteristics of the
flow from employers to self-employed are not statistically different, one by one, from the
reverse flow. One may interpret this similarity as an indication that individuals moving from
self-employed to employer are more likely to move back to self-employment than the rest of
the employer group. The existence of a circular flows between self-employment and
employers for a selected group of individuals indicates the existence of a high heterogeneity
among the self-employed.



Self-employment entrepreneurial success

The transition probabilities from self-employment to employer status between 1991
and 1996 constitute a measures of self-employment entrepreneurial success and
simultaneously it constitutes a measure of employment generation in this segment of the labor
market.

Individual Characteristics: as expected, heads, males, whites or yellow individuals
and heads are more frequently successful in their respective self-employment activities even
after controlling for other items such as education attainment. The lack of entrepreneurial
success among blacks and mulattos has been subject to various studies in the US. For
example, this result taken at face value may imply that there may be room for affirmative
actions toward self-employment units training programs.

Family education background variables and religion related variables dropped out in
the variable selection process used. This last result points against the existence of Weberian
Protestant ethics effect among the Brazilian self-employed.

Human Capital: - Experience with diminishing returns captured by the negative
coefficient on the age square variable indicates an inverted U shaped life-cycle profile of
individuals moving from self-employment to employer position. As expected, the coefficient
on the variable completed years of schooling indicates the importance of formal educational
policies as feeding entrepreneurial success.

A variable that captures the simultaneous knowledge of the name of mayor, governor
and president is retained. One should perhaps view this variable as indicating the importance
of other types knowledge not captured by the traditional education variables.

Seocial Capital — There is evidence that variables captured by productive associations
membership (trade union and non community associations), seems to explain part of the self-
employment success rates. This result would support the use of productive networks in micro-
entrepreneurial enhancing policies (e.g. as social collateral in credit arrangements).

Self-employed individuals that perceived to be well off in 1991 were closer to the
margin of change towards employer and consequently presented higher transition
probabilities between 1991 and 1996. Finally, self-employed individuals that perceived the
regular incorporation of new equipment in 1991 also presented higher transitions probabilities
toward employer occupations.

Regional dummies: Minas Gerais dummy presents a positive effect on the probability
of migrating from self-employment to employer activity.

Design of Productive Credit Instruments from the Rocinha Survey

Most of the sources of funding used by micro-entrepreneurs to start their business are
own savings (47%), firing fines (13% - FGTS etc.), family loans (7.1%). On the necessary
support found to expand their business: 35% declared that needed no support and 17% said
that credit was essential to them.

Main Lessons:

(i) public action to legalize property titles can be useful as a pre-condition of micro-
credit policies. (ii) The use of family ties as part of the workings of micro-credit policies can
be useful. (iii) Systems to check income levels and physical assets used as collateral or as
indication of loans repaying potential should consider the family and not the individual as the
basic unit. (iv) Legalization is not perceived as an essential condition of small business
successful operation. (v)Information on discontinuity and seasonalities of business can be
useful in the formulation of payment schedules implicit in credit contracts.

WGLIGIECA EIARIU HENKIQUE SIMONSE™
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Appendix A: The Longitudinal Aspect of PME

The purpose of this appendix is to describe PME sampling scheme and to assess basic
problems related to the longitudinal data set constructed specially for this study. These
problems include non-response biases, attrition, selection biases and measurement error.

A. PME Sampling Scheme

To reduce the cost of the survey, IBGE decided not to randomly select a complete new
sample of dwellings each month, instead every two years 12 sub-samples are selected, each
being in size 1/4 of the actual sample for each month. Every month, 4 and only 4 of these 12
sub-samples are interviewed. Hence, to cover the entire two-years period, each sub-
sample has to be interviewed 8 times (8 interviews/sub-sample x 12 sub-sample = 4 sub-
samples interviewed/month x 24 months).

The timing of these eight interviews are as follows: if t is the time of the first interview
of a given sub-sample, then this sub-sample will be in the sample in the periods t, t+1, t+2,
t+3, t+12, t+13, t+14, t+15 . In other words, when a sub-sample enters the sample it is
interviewed for 4 consecutive months, then it is removed from the sample for 8 months to
return to be interviewed again for four additional consecutive months.

To preserve the same degree of overlaying between samples for consecutive months, each
month one and only one of the 4 sub-samples interviewed is substituted. Hence, in all pair
of consecutive months 3/4 of the dwellings are interviewed in both months. Of these
characteristics of the PME sampling scheme, the fact that each dwelling is interviewed four
consecutive times and eight times over a period of 16 months are the important
characteristics to be explored in the study.

B. Non-Response Bias, Attrition and Selectivity Bias

One should account for attrition and selection biases introduced in the final longitudinal
samples. These problems may be serious even if the analysis is to be restricted to the cross-
sectional aspect of PME, since not all dwellings in the sample originally selected end up
being interviewed. Graph Al illustrates, the number of dwellings originally selected and
those actually interviewed month by month from January 1982 to October 1995. Graphs A2
to A4 assess the size and the sources of non-response biases. Graphs A.2 and A.3 exhibit the
evolution of the proportion of successful interviews, the proportion of refusals, the proportion
of nonexistent dwellings, and the proportion of dwellings occupied by others. Graph A5
presents the distribution across metropolitan regions of planned and observed dwellings.

Graph A1 - Number of Dwellings: Plan X Successful Interviews - §2-95
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Graph A2 - Non-Response Bias: % Successful X % Refusal - 82-95
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Graph A3 - Non-Response Bias: % Non-existent X % Occupied by others
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Graph A4 Number of Observations (Dwellings per Year) - 1982-95
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Note that, despite the non-response rate being on average 79% (see, graph A2), at each
point in time the proportion of dwellings which are not interviewed at least once during the
eight (four consecutive) observations of PME rotating panel scheme can be much higher.
Graphs A6 and A7 shows that on average 43%(73%) of the dwellings of the set of successful
interviews (i.e., the >original* sample) remain in the constructed longitudinal samples of

eight (four consecutive) observations, respectively.



Graph A6 - The Complement of the Attrition Rate- 4 Observations - 82-95
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Graph A7 - The Complement of the Attrition Rate - 8 Observations - 82-95
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Table A.1 provides a comparison of basic demographic and economic statistics
corresponding to the 1982-95 period for the group of working age individuals belonging to
the following samples: a) PME original sample; b)first observation of the longitudinal
samples with four observations; c)first observation of the longitudinal samples with eight
observations. The analysis does not show any major differences in demographic and
economic aspects of each sample.

Table A.1
Profile of Samples 1982-95
Original PME Sample Longitudinal Sample 4 Obs Longitndinal Sample 8 Obs

Share of Males 47.47% 47.37% 47.44%
Average Age 33.78 34.16 34.54
Share of Heads 34.71% 34.99% 34.73%
Share with less than Eight Years

High School Education 61.01% 60.02% 60.94%
Share in Manufacturing 12.91% 12.20% 11.90%
Participation Rates 58.04% 60.01% 59.31%
Share Searching a Job 3.18% 3.44% 3.44%
Average Unemployment Spell 40.85 41.85 44.18
Average Hours Worked Per week 43.61 41.96 41.92
Share of Employees 36.33% 37.41% 36.78%
Share of Legal Employees 75.13% 78.59% 76.58%
Number of Observations 14911309 10236752 6077712




Appendix B: Dynamic Profiles (we omit this appendix to save space)

Appendix C: Logistic Regressions

Table 10 presents the final model of the transition probabilities from self-employment
to employer status between 1991 and 1996. The main variables positively correlated with self-
employment entrepreneurial success were: Individual Characteristics: male gender, white or
yellow race, headship, spouses; Human Capital: - experience (but with diminishing returns
captured by the negative coefficient on the age square variable), completed years of
schooling, the knowledge of the name of mayor, governor and president, the perception of the
incorporation of new equipment in 1991, the individual perceived as well positioned among
other members in his occupation in 1991, membership to trade unions or other type of non
community associations and location in the State of Minas Gerais.

TABLE 10

LOGISTIC MODEL - ANALYSIS OF PARAMETER PARTIAL ESTIMATES
ALL VARIABLES CONSIDERED JOINTLY

Switch from Self-Employed to Employer Between 1991 and 1996 - Brazil

Estimate Std Error  Deviance

Gender Male 0.6617 0.1920 2678.07
Household Status Head 0.5794 0.1982 2689.33
Household Status Spouse 0.6172 0.2658 2627.81
Race White and Yellow 0.4596 0.1229 2731.33
Experience Age 0.1271 0.0343 2647.93
Experience Age Square -0.0012 0.0004 2633.61
Education Completed Years of Schoaling 0.0864 0.0126 2775.86
Knows the Correct Name President, Governor and Mayor 0.5479 0.1423 2746.83
Trade Unions and Associations Member in 1996 0.2232 0.1242 2682.82
Situation in the Occupation Ranked Among the Well Paid in 1991 0.3274 0.1056 2661.43
Incorporation of New Equipament Perceived at Least as Regular in 1991 0.2887 0.1259 2671.67
Regional Dummies Minas Gerais 0.6095 0.1195 2603.13
DF Value Value/DF
Number of Observations : 4234 , Log Likelihood : -1301.5643 Pearson Chi-Square 4221 4075.61 0.9656

Table 11 presents the summary of different logistic regressions considered the effects
each explanatory variable considered in isolation on the probability that a self-employed
becomes an employer. The following variables presented a positive simple relationship with
our measure of self-employment entrepreneurial success but were dropped after they were
combined with other variables: son status, belonging to the evangelic religion, having a
professional course equivalent with secondary school, father educational achievement, mother
educational achievement, membership to community associations, membership and frequent
participant of community associations.

The simple logistic regression analysis has an extra column labeled as marginal
probability that refers to the differences in probability between two states of each variable
taken in isolation. The states are indicated in the OBS column. For example, males self-
employed probability to ascend employer status is 90% greater than the one observed for
females.



TABLE 11

LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES

Marginal
Obs * Probabil. Estimate Std Error
Gender Male 1 90.4% 0.644 0.118
Race ‘White and Yellow 1 113.3% 0.758 0.114
Household Status Head 1 104.0% 0.713 0.117
Household Status Spouse 1 -37.3% -0.466 0.137
Household Status Son 1 “44.7% -0.593 0.196
Religion Evangelical 1 -30.4% -0.363 0.167
Experience Age 40/30  129.0% 0.019 0.004
Education Completed Years of Schooling 8/4 18.2% 0.119 0.011
Mother Educition Completed Years of Schooling 10/4 78.5% 0.104 0.015
Father Education Completed Years of Schooling 10/4 51.7% 0.092 0.013
Technical Course Equivalent to High School 1 77.9% 0.576 0.124
Knows the Correct Name President, Governor and Mayor 1 171.9% 1.000 0.133
Trade Unions and Associations Member in 1996 1 108.6% 0.735 0.113
Trade Unions and Associations Attends at Least one Meeting per Year 1 1262% 0.816 0.205
Communitarian Associations Member in 1996 1 43.6% 0.362 0.129
Communitarian Associations Attends at Least one Meeting per Year 1 50.7% 0.410 0.140
Incorporation of New Equipament Perceived at Least as Regular in 1991 1 2.6% 0.656 0.115
Importance of new Knowledge Big Risk of Lesing the Job without them 1 47.5% 0.388 0.140
Importance of new Knowledge Essential to Keep Working in the Same Occupation 1 49.3% 0.401 0.106
Situation in the Occupation Ranked Among the Well Paid in 1991 1 1.8% 0.541 0.100
Construction Sector Occupied in 1991 1 -56.3% -0.827 0.208
Public Sector Occupied in 1991 1 64.8% 0.500 0.234
Regional Dummies Minas Gerais 1 46.1% 0.379 0.112
Regional Dummies Pernambuco 1 “2.1% -0.547 0.199
Regional Dummies Sdo Paulo 1 28.6% 0.251 0.114
Regional Dummies Rio de Janeiro 1 -242% -0.278 0.143

VARIABLES CONSIDERED IN ISOLATION
Switch from Self-Employed to Employer Between 1991 and 1996 - Brazil

* Comparisons for the margmal probability difference calculations:
1 corresponds to a comparison taken from d ty variable, other comparisons are specified below.

The different stages of the variable selection procedure provides valuable information
on which variables are not correlated with our measure of entrepreneurial success. The
following variables did not present a statistically different from zero effect on the probability
of moving from self-employment to employer occupations not even when they were
considered in isolation: religion (atheist, catholic, kardecist, afro religion), sectors of activity
(services, commerce, sector not specified) and Regional Dummies (Porto Alegre and Bahia).

Individual Characteristics: as expected, heads, males and whites or yellow
individuals are more frequently successful in their respective self-employment activities even
after controlling for other items such as education attainment. The lack of entrepreneurial
success among blacks and mulattos has been subject to various studies in the US. For
example, this result taken at face value may imply that there may be room for affirmative
actions toward self-employment units training programs.

No variable related religion status, including atheist, turned out to be statistically
different from zero in the final model. In the simple logistic analysis the evangelical religion
dummy presents a negative relation with our measure of self-employment success rates. This
result points against the existence of Weberian Protestant ethics effect among the Brazilian
self-employed in the Brazilian environment.

Human Capital: - Experience with diminishing returns captured by the negative
coefficient on the age square variable indicates an inverted U shaped life-cycle profile of
individuals moving from self-employment to employer position. As expected, the coefficient
on the variable completed years of schooling indicates the importance of formal educational
policies as feeding entrepreneurial success. This variable is one of the three variables that



explains with the intensity of the opposite flow from employer to self-employment. There is a
negative relation between the probability of migrating from employer to self-employment and
education level attained.

On the other hand, fathers and mother education attainment variables dropped out
during the variable selection process. These educational background variables were only
statistically significant from zero in the simple logistic regression analysis: self-employed
individuals who mother had ten completed years of schooling presented 79% more chances to
migrate to employer occupation than those who mother had four years of completed
schooling. This same statistic drops to 52% when fathers education were considered in the
analysis.

Professional education variable (equivalent to a high school degree) coefficient also
turned out to be statistically significant from zero only in the simple logistic regression
exercise. The self-employed individuals that possessed such diploma presented 78% more
chances to migrate to employer status than those that did not possess such diploma.

The variable that captures the simultaneous knowledge of the name of mayor,
governor and president is retained. This variable has an impact equivalent to 7 years of
complete years of schooling on the probability of migrating from self-employment to
employer activities. One should view this variable not so much as capturing the importance
of political culture but as indicating the importance of other types knowledge not captured by
the traditional education vaniables.

Social Capital — There is evidence that variables captured by productive associations
membership (trade union and non community associations), seems to explain part of the self-
employment success rates. This result would support the use of productive networks in micro-
entrepreneurial enhancing policies (e.g. as social collateral in credit arrangements).
Nevertheless, this result should be viewed with cautious since it is related with the final state
(1996) and thus it is subject to simultaneity bias.

Self-employed individuals that perceived to be well off in 1991 were closer to the
margin of change towards employer and consequently presented higher transition
probabilities between 1991 and 1996. Finally, self-employed individuals that perceived the
regular incorporation of new equipment in 1991 also presented higher transitions probabilities
toward employer occupations.

Regional dummies: Minas Gerais dummy presents a positive effect on the probability
of migrating from self-employment to employer activity. This is the only one among the six
metropolitan regions dummies that survived the variable selection process. Incidentally,
Minas Gerais dummy also survived the variable selection process of the inverted transition
between employer and self-employment status, presenting now a negative sign.

The analysis of the regional dummies taken in isolation (simple logistic regressions)
reveals Minas Gerais and Sio Paulo regions with probabilities of migrating from self-
employment to employer occupations, respectively, equal to 46% and 29% above their
complement while Rio de Janeiro and Permanbuco presented respectively probabilities 24%
and 42% below their respective complement. Rio Grande do Sul and Bahia dummies did not
present statistically different from zero estimates.



LOGISTIC MODEL - ANALYSIS OF PARAMETER PARTIAL ESTIMATES

ALL VARIABLES CONSIDERED JOINTLY
Self-Employed in 1996 - Brazil

Estimate Std Error Deviance
Gender Male 0.3157 0.0342 29316.82
Religion Cathdlic -0.1562 0.0353 27616.76
Religion Not_Specified 03347 0.0956  27604.23
Education Completed Years of Schooling -0.0418 0.0047 27779.30
Mother Education Campleted Years of Schooling -0.0124 0.0055  32539.15
Technical Course Equivalent to High School -0.1904 0.0470 27746.99
Trade Unions and Associations Member in 1996 -1.1279 0.0481 27949.29
Trade Unions and Associations Attends at Least one Meeting per Year 0.1895 0.1139 27596.09
Commumnitarian Associations Member in 1996 0.1564 0.0496 27587.01
Incorporation of New Equipament Perceived at least as Regular in 1991 -0.3330 0.0440  27687.68
Importance of new Knowledge Big Risk of Losing The Job without them 1.2543 0.0441 29803.62
Situation in the Occupation Ranked Among the Well Paid in 1991 0.1910 0.0380 29091.88
Commerce Sector Occupied in 1991 0.5789 0.0524 28885.56
Construction Sector Occupied in 1991 0.9577 0.0723 29097.35
Services Sector Occupied in 1991 0.6582 0.0483 29270.80
Sector Not Specified -0.4615 0.0573 29369.65
Regional Dummies Sio Paulo -0.0896 0.0379 27648.98
Regional Dummies Bahia 0.1397 _ 0.0501 2757935
DF Value Value/DF
Number of Observations : 38810 ; LogLikelihood : -13825.9 ; Pearson Chi-Square 39000 36571.13 0.94
LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES
VARIABLES CONSIDERED IN ISOLATION
Self-Employed in 1996 - Brazil
Estimate Std Error Deviance
Gender Male 0.7158 0.0265 38502.00
Race White and Yellow -0.1623 0.0262 39208.11
Religion Catholic -0.1041 0.0286 39233.10
Religion Atheist 0.1399 0.0529 39239.41
Religion Not_Specified 0.2424 0.0777  39236.96
Education Completed Years of Schooling -0.0413 0.0030  39049.92
Father Education Completed Years of Schooling -0.0349 00039  39161.27
Mother Education Completed Years of Schooling -0.0393 0.0042  32539.15
Techmical Course Equivalent to High School -0.3196 0.0364 39164.60
Trade Unjons and Associations Member in 1996 -0.6183 0.0379 38947.12
Trade Unions and Assodiations Member in the Last 5 Years 03757 0.0402 39164.04
Trade Unions and Associations Attends at Least one Meeting per Year -0.2295 0.0843 39238.40
Communitarian Associations Member in 1996 0.1037 0.0387 39239.17
Commumitarian Associations Atiends at Least one Meeting per Year 0.0952 0.0428 39241.37
Importance of new Knowledge Big Risk of Losing the Job without them 1.5769 0.0314 36186.57
Importance of new Knowledge Essential to Keep Working in the Same Occupation 0.9176 0.0265 38025.93
Incorporation of New Equipament Perceived at Least as Regular in 1991 0.2606 0.0357 39195.06
Sitnation in the Occupation Ranked Among the Well Paid in 1991 0.7772 0.0295 38599.56
Commerce Sector Occupied in 1991 0.8674 0.0344 38672.27
Construction Sector Occupied in 1991 14764 0.0537 38585.07
Mining Sector Occupied in 1991 0.5358 0.1985 39239.64
Public Sector Occupied in 1991 -0.2080 0.0666 39236.00
Services Sector Occupied in 1991 0.8030 0.0289 38523.61
Sector Not Specified -1.4533 0.0303 36552.13
Regional Dummies Bahia 0.0836 0.0410 39242.13
Regional Dummies S0 Paulo -0.1150 0.0315  39231.72




LOGISTIC MODEL - ANALYSIS OF PARAMETER PARTIAL ESTIMATES

ALL VARIABLES CONSIDERED JOINTLY

Continue as Self-Employed Between 1991 and 1996 - Brazil

Estimate  Std Error Deviance
Gender Male -0.1576 0.0740 5377.23
Religion Evangelical 0.2137 01019  5353.83
Experience Age 0.0745 0.0177 5503.21
Experience Age Square -0.0005 0.0002 5494.33
Education Completed Years of Schoaling -0.0462 0.0080 5454.09
Trade Unions and Associations Member in 1996 -0.4090 0.0873 5423.39
Services Sector Occupied in 1991 0.1444 0.0707 5364.33
Sector Not Specified -0.9642 0.1812 5387.43
Regional Dwmmies Pernambuco 0.2021 0.1203 5368.92
Regional Dummies Minas Gerais -0.2733 0.0845 5358.55
Regional Dummies Sao Panlo -0.2554 0.0842  5344.66

DF Value Value/DF
Number of Observations : 4234 ; Log Likelihood : -2672.33; Pearson Chi-Square 4222 4214.65 0.9983

LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES

VARIABLES CONSIDERED IN ISOLATION

Continue as Seif-Employed Between 1991 and 1996 - Brazil

Estimate Std Error Deviance
Gender Male -0.2779 0.0682 5593.64
Race ‘White and Yellow -0.2046 0.0655 5600.61
Religion Evangelical 0.2865 0.0987 5601.78
Experience Age 0.0296 0.0029 5503.21
Experience Age Square 0.0003 0.0000 5515.53
Education Completed Years of Schooling -0.0540 0.0072 5553.83
Father Education Completed Years of Schooling -0.0608 0.0092 5566.73
Mother Education Completed Years of Schooling -0.0609 0.0101 4608.10
Technical Course Equivalent to High School -0.3798 0.0888 5592.33
Knows the Correct Name President, Governor and Mayor -0.2141 0.0689 5600.67
Trade Unions and Asseciations Member in 1996 -0.5278 0.0815 5568.85
Importance of new Knowledge Big Risk of Losing the Job without them -0.1965 0.0821 5604.62
Importance of new Knowledge Essential to Keep Working in the Same Occupation -0.2976 0.0654 5589.50
Incorporation of New Equipament Perceived at Least as Regular in 1991 -0.2282 0.0836 5603.03
Situation in the Occupation Ranked Among the Well Paid in 1991 -0.1722 0.0642 5603.22
Construction Sector Occupied in 1991 0.3258 0.1036 5600.24
Services Sector Occupied in 1991 0.2158 0.0643 5599.11
Sector Not Specified -1.0543 0.1707 5570.63
Regional Dunemies Pernambuco 0.4268 0.1117 5595.16
Regional Dummies Bahia 0.2372 0.1087 5605.56
Regional Dummies Minas Gerais -0.2375 0.0760 5600.72
Regional Dummies Siio Paulo ~0.1900 0.0759 5604.20




LOGISTIC MODEL - ANALYSIS OF PARAMETER PARTIAL ESTIMATES

ALL VARIABLES CONSIDERED JOINTLY

Employer in 1996 - Brazil

Estimative  Std Deviance
Gender Male 0.7091 0.0694 9997.35
Race White and Yellow 0.8537 0.0821 10223.27
Religion Evangelical -0.2162 0.1114 11214.32
Experience Age 0.0302 0.0025 11360.22
Education Completed Years of Schooling 0.1141 0.0086 9236.54
Mother Education Completed Years of Schooling 0.0368 0.0096 8978.75
Knows the Correct Name President, Governor and Mayor 0.4030 0.0877 10724.90
Trade Unions and Associations Member in 1996 -0.3994 0.0722 11062.88
Trade Unions and Associations Attends at Least one Meeting per Year 0.1646 0.1527 11272.42
Communitarian Associations Member in 1996 0.1308 0.0909 1129533
Importance of new Knowledge Big Risk of Losing The Job without them 0.9096 0.1058 9064.84
Importance of new Knowledge Essential to Keep Working in the Same Occupation  0.2814 0.0760 9546.64
Situation in the Occupation Ranked Among the Well Paid in 1991 0.4147 0.0642 9750.41
Commerce Sector Occupied in 1991 0.5936 0.0745 10490.25
Construction Sector Occupied in 1991 0.3569 0.1358 11322.84
Public Sector Occupied in 1991 -0.5106 0.1250 11371.05
Sector Not Specified -0.9657 0.1164 8993.28
Regional Dummies Bahia 0.3043 0.1205 11348.75
Regional Dummies Minas Gerais 0.5940 0.0756 11170.15
Regional Dumimnies Sio Paulo 0.1803 0.0763 11367.01
DF Value Value/DF
Number of Observations : 38810 ; Log Likelihood : -4490.761 ; Pearson Chi-Square 38000  29501.80  0.7606
LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES
VARIABLES CONSIDERED IN ISCLATION
Employer in 1996 - Brazil
Estimative Std Deviance

Gender Male 1.3098 0.0595 12909.99
Race White and Yellow 1.1484 0.0664 13107.78
Religion Evangelical -0.5767 0.0924 13427.638
Religion Spiritualist (Kardec) 0.3649 0.1100 13463.12
Religion Not Specified 0.3867 0.1419 13466.43
Experience Age 0.0066 0.0017 13458.17
Educsation Completed Years of Schooling 0.1679 0.0063 12683.35
Father Education Completed Years of Schooling 0.1098 0.0064 13197.87
Mother Education Completed Years of Schooling 0.1275 0.0072 11076.84
Technical Course Equivalent to High School 0.6488 0.0574 13356.43
Knows the Correct Name President, Governor and Mayor 1.1680 0.0730 13146.36
Trade Unions and Associations Member in 1996 0.5830 0.0567 13375.11
Trade Unions and Associations Attends at Least one Meeting per Year 0.7993 0.1118 13431.33
Commubpitarian Asseciations Member in 1996 0.4423 0.0638 13435.32
Communitarian Assgciations Attends at Least one Meeting per Year 0.3279 0.0781 13456.77
Importance of new Knowledge Big Risk of Losing the Job without them 1.9545 0.0764 12499.45
Importance of new Knowledge Essential to Keep Working in the Same Occupation 1.4470 0.0584 12765.81
Incorporation of New Equipament  Perceived at Least as Regular in 1991 1.1409 0.0567 13125.41
Situation in the Occupation Ranked Among the Well Paid in 1991 1.4527 0.0527 12778.33
Conuperce Sector Occupied in 1991 1.1818 0.0591 13138.60
Construction Sector Occupied in 1991 0.5584 0.1160 13453.09
Public Sector Occupied in 1991 0.2965 0.1099 13466.38
Services Sector Occupied in 1991 0.6406 0.0565 13354.92
Sector Not Specified -2.1984 0.0827 12323.34
Regional Dummies Pernambuco -0.6680 0.1086 13427.28
Regional Dummies Bahia -0.4056 0.0981 13454.04
Regional Dummniies Minas Gerais 0.4217 0.0582 13423.78
Regional Dummies Rio de Janeire -0.2291 0.0727 13462.66
Siio Paulo 0.1625 0.0592 13465.76

Regional Dummies




LOGISTIC MODEL - ANALYSIS OF PARAMETER PARTIAL ESTIMATES
ALL VARIABLES CONSIDERED JOINTLY

Continue as Employer between 1991 and 1996 - Brazil

Estimative Std Deviance
Gender Male 0.4031 - 0.1647 1153.60
Race White and Yellow 0.4214 0.1950 1144.38
Experience Age 0.1119 0.0417 1166.67
Experience Age Square -0.0010  0.0004  1172.90
Education Completed Years of Schooling 0.0634 0.0185 1112.70
Trade Unions and Associations Member in 1996 0.3043 0.1556 1137.11
Services Sector Occupied in 1991 -0.3717 0.1577 1160.30
Regional Dummies Rio de Janeiro -0.6328 0.1911 1124.57
DF Value Value/DF
Number of Observations : 866 ; Log Likelihood : -556.35 ; Pearson Chi-Square 857 866.97 1.0116
LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES
VARIABLES CONSIDERED IN ISOLATION
Continne as Employer between 1991 and 1996 - Brazil
Estimative Std Deviance
Gender Male 0.4586 0.1574 1168.66
Race White and Yellow 0.5673 0.1846 1167.68
_______ igion Evangelical 04457 02266 117328
Experience Age 0.0151 0.0063 1171.29
Experience Age Square 0.0001 00001  1172.90
Education Completed Years of Schooling 0.0655 0.0172 1162.34
Trade Unions and Associations Member in 1996 0.4785 0.1480 1166.50
Trade Unions and Associations Member in the Last 5 Years -0.5217 0.2554 1172.96
Incorporation of New Equipament  Perceived at Least as Regular in 1991 0.3901 0.1465 1169.97
Services Sector Occupied in 1991 -0.3780 0.1493 1170.74
Regional Dunsmies Minas Gerais 0.3953 0.1612 1171.01
Regional Dummies Rio de Janeiro -0.6487 0.1826 1164.44

LOGISTIC MODEL - ANALYSIS OF PARAMETER PARTIAL ESTIMATES
ALL VARIABLES CONSIDERED JOINTLY

Switch from Employer to Self-Employed Between 1991 and 1996 - Brazil

Estimative Std Deviance P Value

Education Completed Years of Schooling  -0.0847 0.0197 932.1237  0.0001

Trade Unions and Associations Member in 1996 -0.4763 0.1815 9249507 0.0074

Regional Dummies Minas Gerais -0.4096 0.1981 920.4837  0.0346
DF Value Value/DF

Number of Observations : 866 ; E&Likelihood :-460.2418 ; Pearson Chi-Square 862 869.75 1.0090

LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES
VARIABLES CONSIDERED IN ISOLATION
Switch from Employer to Self-Employed Between 1991 and 1996 - Brazil

Estimative Std Deviance

Religion African 1.8612 0.8697 949 93
Religion Catholic -0.4397 0.1704 948.32
Religion Evangelical 0.5164 0.2429 950.54
Religion Spiritualist (Kardec) 0.5756 0.2716 950.59
Education Completed Years of Schooling 00922 00194 932.12
Mother Education Completed Years of Schooling -0.0507 0.0243 788.71
Trade Unions and Associations Mem ber in 1996 -0.5639 0.1783 944.32
Trade Unions and Associations Member in the Last 5 Years 0.6950 0.2663 948.42
Regional Dummies Minas Gerais -0.4506 0.1948 949.21




LOGISTIC MODEL - ANALYSIS OF PARAMETER PARTIAL ESTIMATES

ALL VARIABLES CONSIDERED JOINTLY

Switch from Employee to Employer Between 1991 and 1996 - Brazil

Estimative  Std Deviance
Gender Male 0.7136 0.1154 3739.80
Race White and Yellow 0.8212 0.1267 3816.10
Education Completed Years of Schooling 0.1522 0.0135 3863.04
Knows the Correct Name President, Governor and Mayor 0.3145 0.1472 3808.53
Trade Unions and Associations Member in the Last 5 Years 0.6167 0.1267  3686.10
Importance of new Knowledge Essential to Keep Working in the Same Occapation  0.3501 0.1256 3795.14
Situation in the Occupation Ranked Among the Well Paid in 1991 0.2325 0.1005 3734.87
Construction Sector Occupied in 1991 0.8116 0.1837 3717.02
_Re_gional Dummies Minas Gerais 0.3615 0.1141 3707.30
DF Value  Value/DF
Number of Observations : 18200 ; Log Likelithood : -6823.86 Pearson Chi-Square 18000 18430.84  1.0135
LOGISTIC MODEL - ANALYSIS OF PARAMETER SIMPLE ESTIMATES
VARIABLES CONSIDERED IN ISOLATION
Switch from Employee to Employer Between 1991 and 1996 - Brazil
Estimative Sed Deviance
Gender Male 0.6482 0.1115 4038.90
Race ‘White and Yellow 1.1322 0.1220 3971.61
Religion Evangelical 03379 01695 4071.50
Education Completed Years of Schoaling 0.1691 0.0123 3863.04
Father Education Completed Years of Schooling 0.1219 0.0122 3982.18
Mother Education Completed Years of Schooling 0.1297 0.0138 3383.13
Technical Course Equivalent to High School 0.6731 0.1006 4033.88
Knows the Correct Name President, Governor and Mayor 0.9305 0.1392 4020.98
Trade Unions and Associations Member in 1996 <0.3374 0.1081 4065.67
Trade Unions and Associations Member in the Last S Years 0.5545 0.1237 4057.84
Importance of new Knowledge Big Risk of Losing the Job without them 0.4572 0.1468 4065.03
Importance of new Knowledge Essential to Keep Working in the Same Occupation  0.7087 01226  4037.87
Incorporation of New Equipament _ Perceived at Least as Regular in 1991 0.4518 0.1000 405620
Situation in the Occupation Ranked Ameng the Well Paid in 1991 0.4700 00979 4053.24
Construction Sector Occupied in 1991 0.4857 0.1751 4069.05
Services Sector Occupied in 1991 -0.2164 0.1028 4071.32
_l&g'_onal Dummies Minas Gerais 0.2494 0.1110 4070.99




Apendix D: Profit Equations for Micro-Entrepreneurial Activities

Few empirical exercises in lab
This appendix implements the

OT economics are as sucessful as Mincerian
same approach to the profit resulting from

entrepreneurial activities using the survey on the informal sector condu

Wage Equations.
micro-

PROFIT EQUATION - SELF-EMPLOYMENT - ENCIF-Rio

Estimate t-statistic Standart Error
Gender - Male 0.4262 6.6162  *+ 0.0644
Race - White or Yellow 0.2845 5.5644 0.0511
Was Born in Rio -0.1331 -2.7463  ** 0.0485
Household Status _ Heads 0.1034 1.7560  * 0.0589
Completed Years of Schooling 0.0737 12.5554  *x 0.0059
Has a Partner 0.1074 0.5618 0.1911
Number of Partners 0.2432 3.4146 0.0712
Member of Cooperative 0.3943 23307  #* 0.1692
Does Accounting Work 0.1560 3.1625  *+ 0.0493
Received Some Assistance in the Last 5 Years 0.1598 0.8332 0.1918
Is Legally Established 0.3533 1.6250 0.2174
Has a Social Security Number (CGO) 0.3808 0.7814 0.4872
Declared Income Tax -0.0253 -0.1033 0.2446
Developed Activities Outside the Household 0.2552 34693 0.0735
Has Special Place Within the Household 0.4089 4.7739  ** 0.0856
Develops Activities in Office, Shop etc 0.3032 3.7444  *x 0.0810
Use Equipment 0.0225 0.3296 0.0681
Type of Equipment - Real State -0.0766 -0.8489 0.0902
Type of Equipment - Working Tools -0.0615 -1.0523 0.0584
Type of Equipment - Machines 0.1408 22450 = 0.0627
Type of Equipment - Furniture 0.0380 0.5444 0.0698
Type of Equipment - Veicule 0.6571 6.4199  *x 0.1023

Has Financial Debt
Finance Its Sales

0.3968 3.1572 =+ 0.1257
0.2032 3.9643  *+ 0.0513

Origin of Capital - Informal Agiota -0.8797 -2.6405  ** 0.3331
Was Fired in Last Job -0.2120 -3.0949  * 0.0685
Origin of Capital - Did not need Any Capital -0.0432 -0.8365 0.0516
Sector of Activity - Manufacturing -0.3870 -2.3565  *x* 0.1642
Sector of Activity - Construction 0.0762 0.4639 0.1643
Sector of Activity - Services -0.1822  -1.2195 0.1494
Sector of Activity - Commerce -0.2535 -1.7128  * 0.1480

Number of observations = 1472; R2=0.407; Confidence Intervals * 90% **95%



LABOR INCOME EQUATION - SELF-EMPLOYMENT - ENCIF-Rio

Estimate t-statistic Standart Exror
Gender - Male 0437 7.290 ** 0.060
Race - White or Yellow 0.291 6.084 *¥ 0.048
‘Was Born in Rio -0.111 -2.463 ** 0.045
Household Status _ Heads 0.181 3.300 ok 0.055
Completed Years of Schooling 0.088 16.124  ** 0.005
Has a Partner 0.149 0.835 0.178
Number of Partners 0.000 0.002 0.067
Member of Cooperative 0.180 1.141 0.158
Does Accounting Work 0.145 3.137 *¥ 0.046
Received Some Assistance in the Last 5 Years 0.033 0.183 0.179
Is Legally Established 0.166 0.818 0.203
Has a Social Security Number (CGC) 0.396 0.870 0.455
Declared Income Tax 0.079 0.346 0.228
Developed Activities Outside the Household 0.125 1.830 * 0.068
Has Special Place Within the Household 0.243 3.037 *k 0.080
Develops Activities in Office, Shop etc 0.268 3.551 *k 0.075
Use Equipment -0.036 -0.561 0.064
Type of Equipment - Real State -0.079 -0.936 0.084
Type of Equipment - Working Tools -0.127 -2.327 ** 0.055
Type of Equipment - Machines 0.049 0.842 0.059
Type of Equipment - Furniture 0.053 0.807 0.066
Type of Equipment - Veicule 0.617 6431 *k 0.096
Has Financial Debt 0.681 5.795 ** 0.117
Finance Its Sales 0.194 4.050 b 0.048
Origin of Capital - Informal Agiota -1.072 -3.448 ok 0.311
Was Fired in Last Job -0.218 -3.399 ok 0.064
Origin of Capital - Did not need Any Capital -0.095 -1.960 * 0.048
Sector of Activity - Manufacturing -0.481 -3.133 ** 0.153
Sector of Activity - Construction 0.022 0.144 0.153
Sector of Activity - Services -0.191 -1.367 0.139
Sector of Activity - Conmnerce -0.268 -1.941 * 0.138

Number of observations = 1469; R2= 0.4244; Confidence Intervals * 9% ** 95%



) . EQUACAO DE RENDIMENTOS
VARIAVEL ENDOGENA : LOGARITMO DA RENDA DE TODAS AS FONTES
UNIVERSO: EMPREGADORES - ECINF/RJ.

Estimador Estatistica t Erro Padriio
Sexo - Homem 0.3843 15183 0.2531
Raca - Brancos ou Amarelos 0.1660 0.7230 0.2296
Nascen Neste Municipio -0.1850 -1.0773 0.1717
Posic¢do na Familia - Chefe 0.4392 1.8578 * 0.2364
Educagio - Apos de Escolaridade Completos 0.1224 6.8533 had 0.0179
Tem Sécio 0.2344 0.4355 0.5381
N° de Sédos -0.1043 0.4723 0.2209
Cooperativado, Associado on Sindicalizado -0.7301 -1.9627 ¥+ 0.3720
Readliza o Controle das Contas do Negocio 0.3211 1.0772 0.2981
Receben nos Ultimos 5 Anos Algum Tipe de Assisténcia 0.3347 09218 0.3630
Sus Empresa Tem Constituicio Juridica -0.2458 -0.8331 0.2951
Dedarou Impoesto de Renda 0.2110 0.7303 0.2889
Desenvolve Atividade Fora do Domicilio 20.1924 -0.4808 0.4001
No Domidilio Tem Local Exclusive -0.1297 -0.3284 0.3949
Negécdio Fora do Domsicilio Desenvolvido em Loja, Oficina, Escritdrio, etc 0.0742 0.2158 0.3436
Utiliza Equipamentos 0.0851 0.3147 0.2703
Tipo de Equipamento - Iméveis 0.3988 23140  ** 0.1723
Tipo de Equipamento - Ferramentas ou Utensilio de Trabalho 0.1829 0.9730 0.1880
Tipo de Equipamento - Miquinas 0.1745 0.9447 0.1847
Tipe de Equipamento - Méveis 0.1431 0.7714 0.1855
Tipo de Equipamento - Veicules 0.0552 0.2489 0.2216
Possui Divida Pendente 0.0472 0.1277 0.3700
Vende a Prazo ou a Vista e a Prazo -0.0329 ~0.2005 0.1639
Foi Demitido do Ultimo Emprego 0.2247 0.9066 0.2478
Origem do Capital -Nio Precisou de Capital 0.2929 1.1165 0.2623
Setor de Atividade - Indiistria 0.5273 1.1061 0.4768
Setor de Atividade - Construgae Civil 0.3751 0.6873 0.5458
Setor de Atividade - Servigos 0.1413 0.3357 0.4208
Setor de Atividade - Comércio 0.5511 1.1725 0.4700

Niero de observacies = 132 ; R2: 0.6175 *Intervalo de confianga 2 90% **Intervalo de confianga 2 95%



EQUACAO DE RENDIMENTOS - VARIAVEL ENDOGENA : LOGARITMO DO LUCRO
UNIVERSO: EMPREGADORES - ECINF/RJ,

Estimador Estatistica t Erro Padrio

Sexo - Homem 0.4667 1.7197 * 0.2714
Raca - Brancos ou Amarelos -0.0279 -0.1134 0.2459
Nasceu Neste Municipio 0.0995 0.5402 0.1843
Posicio na Familia - Chefe -0.2948 -1.1594 0.2543
Educaciio - Anos de Escolaridade Completos 0.0624 3.0561 * 0.0204
Tem Socio 20137 34723 = 05800
N° de Socios -0.5933 -25031 = 02370
Cooperativado, Associado ou Sindicalizado 0.2609 0.6563 0.3975
Realiza o Controle das Contas do Negocio 0.6577 2.0653 b 0.3185
Recebeu nos Ultimos 5 Anos Algum Tipo de Assisténcia -0.1356 -0.3492 0.3882
Sua empresa Tem Constituico Juridica 0.5826 1.8453 * 0.3157
Declarou Imposto de Renda -0.2022 -0.6550 0.3087
Desenvolve Atividade Fora do Domicilio -0.4981 -1.1584 0.4300
No Domicilio Tem Local Exdusivo 0.2576 0.6095 04227
Negocio Fora do Domicilio Desenvolvido em Loja, Oficina, Escritério, etc 0.0213 0.0571 0.3725
Utiliza equipamentos -0.0653 -0.2254 0.2897
Tipos de Equipamentos - Iméveis 0.4031 2.1561 > 0.1869
Tipo de Equipamento - Ferramentas ou Utensilio de Trabalho 0.0868 0.4302 0.2017
Tipo de Equipamento - Miquinas -0.1498 -0.7542 0.1986
Tipo de Equipamento - Moveis 0.5238 2.6028 ** 0.2013
Tipo de Equipamento - Veiculos 0.3866 1.5146 0.2553
Possui Divida Pendente -0.2132 -0.5393 0.3953
Vende a Prazo ou a Vista e a Prazo 0.2774 1.5755 0.1761
Foi Demitido do Ultimo Emprego -0.2133 -0.8034 0.2655
Origem do Capital -Nio Precisou de Capital 0.1111 0.3956 0.2809
Setor de Atividade - Induistria 0.3882 0.7569 0.5129
Setor de Atividade - Construgio Civil 0.2646 0.4539 0.5831
Setor de Atividade - Servigos 0.0176 0.0389 04526
Setor de Atividade - Comércio 0.2681 0.5303 0.5056

Nimero de observacies = 131 ;5 R2: 0.5945 *Intervalo de confianga 2 90% **Intervalo de confiana a 95%



EQUACAO DE RENDIMENTOS - VARIAVEL ENDOGENA
LOGARITMO DA RENDA DO TRABALHO PRINCIPAL

UNIVERSO: EMPREGADORES - ECINF/R).

Estimador Estatistica t Erro Padrio
Sexo - Homem 0.5910 22197 ** 0.2663
Raca - Brances ou Anmrelos 0.0601 0.2488 0.2415
Nasceu Neste Mumicipio -0.1088 -0.6024 0.1806
Posiciio na Familia - Chefe 0.1524 0.6130 0.2486
Educacio - Anos de Escolaridade Completas 0.1116 5.9387 ** 0.0188
Tem Sédo 0.4431 0.7828 0.5660
N° de Sécios -0.2479 -1.0671 0.2323
Cooperativado, Associado ou Sindicalizado -0.6531 -1.6694 * 0.3912
Realiza 0 Controle das Contas do Negocio 0.4362 1.3912 0.3136
Recebeu nos Ultimos 5 Anos Algum Tipo de Assisténcia 0.3909 1.0238 0.3818
Sua Empresa Tem Constituiio Juridica 0.0640 0.2060 0.3104
Dedarou Imposto de Renda -0.0690 -0.2270 0.3039
Desenvolve Atividade Fora do Damicilio 0.2947 -0.7002 0.4209
No Domicilio Tem Local Exclusivo -0.1298 0.3125 0.4154
Negécio Fara do Domicilio Desenvolvido em Loja, Ofidina, Escritorio, etc 0.1984 0.5491 0.3614
Utiliza Equipamentos 0.0481 0.1691 0.2843
Tipo de Equipamento - Imdveis 0.2811 1.5504 0.1813
Tipo de Equipamento - Ferramentas on Utensilio de Trabalho 0.0577 0.2918 0.1978
Tipo de Equipamento - Maquinas 0.2184 1.1243 0.1943
Tipo de Equipamento - Moveis 0.1725 0.8841 0.1951
Tipos de Equipamento - Veiculos 0.1370 0.5877 0.2330
Possui Divida Pendente 0.0264 0.0677 0.3892
Vende a Prazo ou 2 Vista e a Prazo -0.0591 -0.3430 0.1724
Foi Demitido do Ultimo Emprego 0.3482 1.3358 0.2607
Origem do Capital -Niio Precisou de Capital 0.3817 1.3832 0.2759
Setor de Atividade - Indistria 0.5454 1.0877 0.5015
Setor de Atividade - Construgiio Givil 0.5495 0.9572 0.5741
Setor de Atividade - Servicos 0.0807 0.1823 0.4426
Setor de Atividade - Comérdo 0.5306 1.0733 0.4944

Nimero de observagdes = 132 3 R2: 0.5704

“Intervalo de confianga 3 90% *Itervalo de camfianga 2 95%



) . EQUACAO DE RENDIMENTOS
VARIAVEL ENDOGENA : LOGARITMO RENDA DE TODAS AS FONTES

UNIVERSO: CONTA PROPRIA E EMPREGADORES - ECINF/RJ.

Estimador Estatistica t Desvio Padrio
Sexo - Homem 0.3646 6.3173 *=* 0.0577
Raca - Brancos ou Asmarelos 0.2895 6.2163 ** 0.0466
Nasceu Neste Mumicipio -0.1403 -3.2705 ** 0.0429
Posi¢ao na Familia - Chefe 0.3290 6.1942 ** 0.0531
Educaciio - Anos de Escolaridade Completos 0.0939 18.3722 ** 0.0051
Posiciio na Ocupaciio - Empregador 0.4537 6.0152 ** 0.0754
Tem Sécio 0.1895 1.1660 0.1625
N* de Sécios -0.0295 -0.4782 0.0618
Cooperativado, Associado ou Sindicalizado -0.0554 -0.3996 0.1387
Realiza o Contrele das Contas do Negocio 0.1467 3.2567 b 0.0450
Recebeu nos Ultimos 5 Anos Algum Tipo de Assisténcia 0.0142 -0.0910 0.1563
Declarou Imposto de Renda 0.0831 0.5098 0.1630
Desenvolve Atividade Fora do Domicilio 0.0430 0.6451 0.0666
No Domicilio tem Local Exclusive 0.2073 26623 ** 0.0779
Negacio Fora do Domicilio Desenvolvido em Loja, Oficina, Escritério, etc 0.2528 3.5391 ** 0.0714
Tipo de Equipamento - Ferramentas ou Utensilio de Trabatho -0.1035 -2.0167 ** 0.0513
Tipo de Equipamento - Maquinas 0.0137 0.2555 0.0537
Tipo de Equipamento - Veiculos 0.5284 6.2666 ** 0.0843
Possui Divida Pendente 0.5934 5.3884 * 0.1101
Vende a Prazo ou a Vista e a Prazo 0.1461 3.2436 >* 0.0450
Origem do Capital - Agjota -1.0409 -3.3319 ** 03124
Foi Demitido do Ultimo Emprego -0.2184 -3.5523 ** 0.0615
Origem do Capital -Nio Precisou de Capital -0.0404 -0.8592 0.0470
Setor de Atividade - Industria -0.3646 -2.5484 ** 0.1431
Setor de Atividade - Construggio Civil 0.0109 0.0760 0.1434
Setor de Atividade - Servicos -0.1550 -1.1892 0.1304
Setor de Atividade - Comércio -0.2341 -1.7914 * 0.1307

Numero de observacdes = 1612 s R2: 0.4923

*Intervalo de confianga 3 90% **frtervalo de confiangz 2 95%




EQUACAO DE RENDIMENTOS - VARIAVEL ENDOGENA : LOGARITMO DO LUCRO
UNIVERSO: CONTA PROPRIA E EMPREGADORES - ECINF/RJ.

Estimador Estatistica t Desvio Padrio

Sexo - Homem 0.4379 6.9467 ** 0.0630
Raca - Brancos ou Amarelos 0.2550 5.0595 ** 0.0504
Nascen Neste Municipio -0.1106 -2.3631 ** 0.0468
Posicio na Familia - Chefe 0.0746 1.2911 0.0578
Educagiio - Anos de Escolaridade Completos 0.0715 12.7710 ** . 0.0056
Posiciio na Ocupacio - Empregador 0.4428 5.4061 ** 0.0819
Tem Sécio 0.3348 1.8962 * 0.1766
N¢ de Sécios 0.1411 2.1055 ** 0.0670
Cooperativado, Associado ou Sindicalizado 0.3212 2.1093 ** 0.1523
Realiza 0 Controle das Contas do Negécio 0.1628 3.3201 ** 0.0490
Recebeu nos Ultimos S Anos Algum Tipo de Assisténcia 0.0532 0.3134 0.1696
Declarou Imposto de Renda -0.0161 -0.0909 0.1770
Desenvolve Atividade Fora do Domicilio 0.2117 2.9004 ** 0.0730
No Domiicilio tem Local Exclusivo 0.4071 4.8193 ** 0.0845
Negécio Fora do Domicilio Desenvolvido em Loja, Oficina, Escritério, etc 0.2552 3.2789 *>* 0.0778
Tipo de Equipamento - Ferramentas ou Utensilio de Trabalho -0.0465 -0.8346 0.0557
Tipo de Equipamento - Miquinas 0.0911 1.5569 0.0585
Tipo de Equipamento - Veiculos 0.5394 5.8748 ** 0.0918
Possui Divida Pendente 0.4135 3.4615 * 0.1195
Vende a Prazo ou a Vista e a Prazo 0.2146 4.3824 hid 0.0490
Origem do Capital - Agjota -0.8846 -2.6101 b 0.3389
Foi Demitide do Ultimo Emprego -0.2130 -3.1906  #* 0.0668
Origem do Capital -Ndo Precisou de Capital -0.0148 -0.2893 0.0511
Setor de Atividade - Industria -0.3402 -2.1898 *=* 0.1553
Setor de Atividade - Construgio Civil 0.0258 0.1658 0.1557
Setor de Atividade - Servicos -0.2084 -1.4718 0.1416
Setor de Atividade - Comércio -0.2356 -1.6600 * 0.1420
Nimncro de observacoes = 1604 ; R2: 0.4716 *Intervalo de corfianga 2 90% **Intervalo de confianga 2 95%




. ) EQUACAO DE RENDIMENTOS
VARIAVEL ENDOGENA : LOGARITMO DA RENDA DO TRABALHO PRINCIPAL
UNIVERSQ: CONTA PROPRIA E EMPREGADORES - ECINF/RJ.

Estinmador Estatistica t Desvio Padrio
Sexo - Homem 0.4597 7.8647 % 0.0585
Raca - Brancos ou Amarelos 0.2630 5.5846 % 0.0471
Nasceu Neste Municipio -0.1208 -2.7740 *x 0.0435
Posigiio na Familia - Chefe 0.1744 3.2462 % 0.0537
Educagio - Anos de Escolaridade Completos 0.0903 17.4135  ** 0.0052
Posiciio na Ocupacio - Empregador 0.4314 5.6603 #* 0.0762
Tem Socio 0.1547 0.9421 0.1642
Ne° de Sécios -0.0268 -0.4288 0.0624
Cooperativado, Associado ou Sindicalizado 0.0898 0.6335 0.1418
Realiza o Controle das Contas do Negécio 0.1554 3.4013 % 0.0457
Recebeu nos Ultimos 5 Anos Algum Tipo de Assisténcia 0.0932 0.5901 0.1579
Dedarou Imposto de Renda 0.0098 0.0592 0.1646
Desenvolve Atividade Fora do Domicilio 0.0887 1.3129 0.0676
No Domicilio tem Local Exclusive 0.2072 2.6279 ok 0.0789
Negécio Fors do Domicilio Desenvolvido em Loja, Oficina, Escritério, etc 0.2694 3.7232 ** 0.0723
Tipo de Equipamento - Ferramentas ou Utensilio de Trabalho -0.0935 -1.7997 * 0.0520
Tipo de Equipamento - Maquinas 0.0678 1.2446 0.0545
Tipo de Equipamento - Veicolos 0.5231 6.1339 hid 0.0853
Possui Divida Pendente 0.6722 6.0421 * 0.1113
Vende a Prazo ou a Vista e a Prazo 0.1600 3.5130 ** 0.0456
Origem do Capital - Agiota -1.0369 -3.2853 L 0.3156
Foi Demitido do Ultimo Emprego -0.1639 -2.6339 ** 0.0622
Origem do Capital -Nio Precisou de Capital -0.0568 -1.1934 0.0476
Setor de Atividade - Indistria -0.4430 -3.0599 R 0.1448
Setor de Atividade - Construgio Civil -0.0063 -0.0435 0.1450
Setor de Atividade - Servigos -0.2339 -1.7752 * 0.1318
Setor de Atividade - Comércio -0.2482 -1.8776 * 0.1322

Nimnero de Observagoes = 1602 s R2: 04829

“Intervalo de confianca a 90% ““Inervalo de confian¢a 2 95%




REGRESSAO LOGISTICA - VARIAVEL ENDOGENA : CAPTOU EMPRESTIMO?
UNIVERSO: CONTA PROPRIA E EMPREGADORES - ECINF/R.

Estimativa Estatisticat  Erro Padrio
Sexo - Homem 0.3282 -0.5515 0.5951
Raca - Brancos ou Amarelos -0.0624 -0.3586 0.1740
Nasceu Neste Municipio -0.0885 -0.6531 0.1355
Pesicio na Familia - Chefe 0.2452 1.8818 * 0.1303
Educaciio - Anos Completos de Estudo -0.0363 -0.2331 0.1557
Pesicio n2 Ocupagiio - Empregador 0.9702 57.4083  ** 0.0169
Tem Socio 0.6666 2.0644 hid 0.3229
N° de socios -0.3626 0.6792 0.5339
Cooperativado, Associado ou Sindicalizado -0.4321 20895 ** 0.2068
Realiza o Controle das Contas do Negécio 0.0533 0.1372 0.3885
Recebeu nos Ultimes 5 anos Algum Tipo de Assisténcia 0.8734 6.4505 hd 0.1354
Sua Empresa Tem Constituiciio Juridica 0.0213 0.0353 0.6040
Desenvolve Atividade Fora do Domicilio -0.1141 -0.3302 03455
No Domiicilio Tem Local Exclusivo 0.2915 1.5034 0.1939
Negécio Fora do Domicilio Desenvolvido em Loja, Oficina, Escritério, etc 0.5239 22418 ** 0.2337
Utiliza Equipamentos 1.2642 5.3162 * 0.2378
Tipo de Equipamento - Imbveis 0.3957 2.1658 ** 0.1827
Tipo de Equipamento - Ferramentas ou Utensilio de Trabatho 0.2329 0.8519 0.2734
Tipo de Equipamento - Maquinas 0.0970 0.6230 0.1557
Tipo de Equipamento - Moveis 0.3298 19713 ** 0.1673
Tipo de Equipamento - Veiculos 0.5447 26740 ** 0.2037
Domicilio Préprio (ja2 pagou ou ainda pagando) 0.0940 03118 03015
Clientela Fixa -0.1490 -1.0892 0.1368
Possui Divida Pendente 0.5920 1.3268 0.4462
Vende a Prazo ou a Vista e a Prazo 0.0754 0.1880 0.4010
Foi demitido de 1dltimo emprego 0.0444 0.3217 0.1380
Origem do Capital - Indenizacio Recebida 25.4492 1256751 ** 0.2025
Setor de Atividade - Indistria 1.6675 0.0000 35569.87
Setor de Atividade - Construgiio Civil 0.7304 1.2983 0.5626
Setor de Atividade - Servicos 1.3923 24599 >* 0.5660
Setor de Atividade - Setor Comércio 2.3871 44544 =* 0.5359
Renda de Todas as Fontes 0.0000 0.0000 0.5372

DF Value Value/DF

amber of Observations : 1608, Log Likelihood : -801.1045, Pearson Chi-Squa 1575 1462.8342 0.9288

*Intervalo de conflanga 290%  **Intervalo de confianga 2 95%



Apendix E: The Life Cycle Behavior of Self-employment
The life-cycle behavior of any variable can be studied using a static age profile or
more interesting using pseudo-panels. In the static profile, we plot from a cross-section the
value assumed by any chosen variable in various age groups. The main limitation of the static
age profile is not taking into account cohort or year effects. Instead in the pseudo-panel, we
track the value of a certain statistic for the same generation across time. We will use both

an

approaches here to study the long-run patterns of the decision of becoming
microentrepreneur.
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Access Rates to self-employment among Heads
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Access Rates to Employer Positions Among Occupied Heads
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Access Rates to Self-employment Among OQccupied Heads
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Apendix F: Sources of Information

Pesquisa Nacional de Amostras a Domicilio - PNAD (an annual national household
survey).

This is an annual household survey performed in the third quarter that interviews
100,000 households every year. It is conducted by Instituto Brasileiro de Geografia e
Estatistica - IBGE since 1967.

This survey has extensive information on personal and occupational characteristics of
individuals. PNAD underwent a major revision between 1990 and 1992 increasing the size of
the questionnaire from 60 to 130 questions. The new questionnaire that is available for 1992,
1993, 1995, 1996 and 1997 has retrospective information on on previous working classes and
sectors activitities that also allow us to estimate transition probabilities into and out of self-
employment on an national basis.

Pesquisa Mensal do Emprego - PME : This monthly employment survey is
performed in the six main Brazilian metropolitan regions by IBGE. It covered an average of
40000 monthly households since 1980. This survey has also detailed characteristics on
personal and occupational characteristics of all household members. PME replicates the US
Current Population Survey (CPS) sampling scheme attempting to collect information on the
same dwelling eight times during a period of 16 months. More specifically, PME attempts to
collect information on the same dwelling during months t, t+1, t+2, t+3, t+12, t+13, t+14,
t+15. This short-run panel characteristic will allow us to assess occupational mobility and to
study the closest determinants of movements into and out of micro-entrepreneurial activities.



Pesquisa de Orcamentos Familiares - POF: This consumer expenditure survey was
performed only twice in 1987 and 1996 by IBGE. It covers the eleven main Brazilian
metropolitan regions. Besides information on personal and occupational characteristics of
individuals, the survey has a very broad and desegregated data on income sources,
consumption expenditures and on how durable goods purchases are financed. POF also has
data on the access to financial services (credit cards, checking accounts etc.).

Pesquisa de Padroes de Vida - PPV: The Brazilian version of the Living standard
measurement survey (LSMS) was implemented only once in 1995-96 in a joint project
between the World Bank and IBGE. Even tough, PPV data has already been processed,
we did not warrant its use for this project at this point.

PPV sample of 5000 covers only the densely populated north-east and south-east
regions. Like PNAD, this survey also has detailed information on personal and occupational
characteristics of individuals. PPV has detailed information on personal and occupational
characteristics of individuals, on the possession of durable goods and on housing conditions.
PPV questionnaire has special sections devoted to consumption (at a desegregated level), to
individual financial behavior, to micro-enterprises and self-employment finance,

ENCIF 94 and 97 : This survey collected data on small business and on self-
employed units in the Rio de Janeiro metropolitan region during the second semester of 1994.
This survey was extended in 1997 to all Brazilian metropolitan areas. The data collection
process was done in two steps: first, a standard household survey that while collecting
personal characteristics of the target population mapped where the small firms (less than five
employees) are located. The second and most important part of the survey studied in detail the
operation of small business and self-employed units. The survey included questions related to
volume of sales, volume of imputes bought, volume of investments made, value of
equipment, credit sources, future plans, technical assistance received, number of employees
hired, sectors of activity, duration, place of operation, etc.



Micro-entrepreneurial Activities - Data Sources Map:

Standard Household Surveys

Micro-entrepreneurial

ECONOMIA INFORMAL
ENCIF - 94 and 97

Establishment Level
Surveys

Surveys
PNAD 1976-97
- Cross-section (100.000 per year)
-Detailed Maps: Spatial,
Ocupational, Sectors, Firms Size
Population Counting 96 PPV

PME 1980-99
- Cross-section (40.000 per month)
-Longitudinal

- Cohort
- Time Series

SUPPLEMENT 96

POF 87/88 and 95/96
- Assets and Liabilities Data

Poor Enterpreneurs

CADASTRO
DE EMPRESAS - IBGE

ROCINHA 97

CAGED, RAIS
Ministério do Trabalho

LOW INCOME

SMALL COMMUNITIES
98 and 99
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