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What? Incorporate MDGs What? Incorporate MDGs 
into the local economic into the local economic 
architeturearchiteture though incentive though incentive 
contractscontracts..

WhyWhy? to ? to reducereduce Moral Moral 
HazardHazard problemsproblems in social in social 
transferstransfers to local to local 
governmentsgovernments..

•• ExogenousExogenous for a for a GivenGiven Country (Country (credibilitycredibility))

–– CoordinateCoordinate actionsactions acrossacross differentdifferent governmentgovernment
levelslevels fromfrom differentdifferent politicalpolitical partiesparties

•• LongLong--LastingLasting

–– SmoothSmooth transitionstransitions betweenbetween differentdifferent mandatesmandates..

WhyWhy use MDGs as use MDGs as numerairenumeraire??

How? through Social Credit How? through Social Credit 
mechanisms that transform mechanisms that transform 
poverty emancipation into poverty emancipation into 
financial resourcesfinancial resources..

•• PrincipalPrincipal--AgentAgent ModelModel ((basedbased onon Neri Neri andand Xerez (2003, 2004))Xerez (2003, 2004))

TheoryTheory

Poor

Municipality

Federal 
Government

Government Budget = YF

Municipality Budget = YM

YP = Poor´s Income Level

T = Government Transfer

UF = GF + NP. v(YP)

UM = GM + NP.θθθθ.v(YP)

PrincipalPrincipal

AgentAgent

References: Besley (1997), Gelbach and Pritchett (1997), and Azam and Laffont (2001)
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Hipótese básica: Governo federal e 
municípios possuem diferentes graus de 
preocupação com as condições da vida dos 
pobres (aversão à pobreza).

Referências: Besley (1997), Gelbach e Pritchett (1997)  e Azam e 
Laffont (2001)

Modelo BásicoModelo Básico

1.1. Modelo BásicoModelo Básico

2.2. Modelo EstáticoModelo Estático

3.3. Modelo DinâmicoModelo Dinâmico

4.4. Modelo com ChoquesModelo com Choques

Roteiro da ApresentaçãoRoteiro da Apresentação

Informação Completa:Informação Completa:
1.1. Autarquia (A)Autarquia (A)
2.2. Transferência Incondicional (I)Transferência Incondicional (I)
3.3. Incentivo Perverso (IP)Incentivo Perverso (IP)
4.4. Transferência com Metas Sociais (MS)Transferência com Metas Sociais (MS)
5.5. Favoritismo em Autarquia (FA)Favoritismo em Autarquia (FA)
6.6. Favoritismo com Metas Sociais (FMS)Favoritismo com Metas Sociais (FMS)
7.7. Parceria entre Governo Federal e Municípios (P)Parceria entre Governo Federal e Municípios (P)

Modelo EstáticoModelo Estático

AutarchyAutarchy (A)(A)

A
P

1v´(Y ) =
θ 1 21 2 P PY Yθ > θ ⇒ >

FOC:FOC:

The larger the coefficient of the local government´s 
aversion to poverty, the larger will be the poor´s income.

Max GMax GMM + N+ NP P ..θθ . v(Y. v(YPP))
YYPP
s.a:  Gs.a:  GMM + N+ NP P . . YYPP ≤≤ YYMM

UnconditionalUnconditional TransferTransfer (I)(I)

FOC:FOC:

Proposition 1: If the federal government perfoms unconditional
transfers to the local governments, the poor´s situation does not
change.

Crowding-out Effect

M P P

P
I

M P P M

M a x G N . . v ( Y )
Y
s .a :   G N .Y Y T

+ θ

+ ≤ +

I I A
P P P

1v´(Y ) Y Y= ⇒ =
θ

The government does not establish any social target, it transfers 
unconditionally a fixed amount, TI.

PovertyPoverty Incentives (IP)Incentives (IP)

FOC:FOC:

TheThe smallersmaller thethe poorpoor´s ´s incomeincome, , thethe greatergreater is is thethe incomeincome per per capitacapita
transfertransfer carriedcarried out out byby thethe governmentgovernment to to thethe municipalitymunicipality =>=>poverty
incentives

PP NYKT ).( −=Transfer:

Max GM + NP .θ . v(YP)
YP
s.a:  GM + NP . YP ≤ YM + (K – YP).NP

I P
P

2v ´ ( Y ) =
θ

IP A
P PY Y<

TheThe governmentgovernment alwaysalways helpshelps more more thethe municipalitiesmunicipalities wherewhere thethe
poorpoor are are poorerpoorer.
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TransferTransfer ConditionalConditional onon thethe FulfillmentFulfillment of Social of Social TargetsTargets (MS)(MS)

FOC:FOC:

Proposition 2: the establishment of a social credit mechanism
increases poor´s income.

MS
F P P P

MS
P

MS
M P P P P P

Max Y T (Y ) N .v(Y )
{Y ,T }
s.a : (Y T (Y ) N .Y ) N . .v(Y ) U( ) (RP)

− +

+ − + θ ≥ θ

M S M S A
P P P

1v´( Y ) Y Y
1

= ⇒ >
+ θ

Social Social CreditCredit

FurthermoreFurthermore, a social , a social creditcredit contractcontract leveragesleverages
locallylocally fundedfunded socialsocial investmentsinvestments..

M S A
M MG G<

Contrato Linear:Contrato Linear:

P PT(Y ) a b.Y= +

Modelo EstáticoModelo Estático

Transferência com Metas Sociais (MS)Transferência com Metas Sociais (MS)

Proposição 3: Os coeficientes de um contrato Os coeficientes de um contrato 
linear de metas sociais slinear de metas sociais sãão:o:

MS MS
P Pa T(Y ) b.Y= − 1b

1
=

+ θ

MS MS A MS A
P P P P P PT(Y ) N .[(Y Y ) .(v(Y ) v(Y ))]= − − θ −

onde

FavoritismFavoritism withoutwithout TransferTransfer (FA)(FA)

FOC:FOC:

•Electoral redout;

•The youngest people are not allowed to vote.
Max           GM + NP1 . θ1 . v (YP1) + NP2  . θ2 . v (YP2)
{YP1,YP2}

s.t: GM + NP1 . YP1 + NP2  . YP2 ≤ YM

F A F A
P 1 P 2

1 2

1 1v ´( Y ) e v ´( Y )= =
θ θ

θ1 > θ2
F A F A

P 1 P 2Y  >  Y

StaticStatic Model Model 

FOC:FOC:

P 1 P 2
F P1 P1 P 2 P 2{ Y , Y }

FM S
F F

FM S FA
M P1 1 P1 P 2 2 P 2 M

M ax G N .v (Y ) N .v(Y )

s.a : G T Y

G T N . .v (Y ) N . .v (Y ) U (R P )

+ +

+ ≤

+ + θ + θ ≥

FMS FMS
P1 P2

1 2

1 1v´(Y ) e v́ (Y )
1 1

= =
+ θ + θ

FMS FA FMS FA
P1 P1 P2 P2Y Y e Y Y> >

FavoritismFavoritism ConditionalConditional onon thethe FulfillmentFulfillment of Social of Social 
TargetsTargets (FMS)(FMS)

StaticStatic Model Model 

FA FMS
P1 1 2 2 1 P1
FA FMS
P2 2 1 1 2 P2

v́ (Y ) 1 1 1 (1 ) v́ (Y )
v́(Y ) 1 1 1 (1 ) v́ (Y )

θ θ +θ +θ= = > = =
θ θ +θ +θ

Proposition 4: A contract with social targets would
reduce the social difference among the groups.

FavoritismFavoritism ConditionalConditional onon thethe FulfillmentFulfillment of Social of Social 
TargetsTargets (FMS)(FMS)

StaticStatic Model Model 
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1.1. AutarchyAutarchy (A)(A)
2.2. UnconditionalUnconditional TransferTransfer (I)(I)
3.3. PovertyPoverty Incentives (IP)Incentives (IP)
4.4. Social Social CreditCredit (MS)(MS)
5.5. PoliticalPolitical FavoritismFavoritism withoutwithout TransferTransfer

(FA)(FA)
6.6. FavoritismFavoritism withwith Social Social CreditCredit (FSC)(FSC)

StaticStatic Models Models 

1.1. IdiosyncraticIdiosyncratic ShocksShocks �� InsuranceInsurance
ProvisionProvision..

2.2. AggregateAggregate ShocksShocks �� Performance Performance 
ComparisonComparison..

NonNon DeterministicDeterministic ModelsModels

1.1. Complete Complete ContractsContracts
•• FullFull CommitmentCommitment
•• LongLong termterm commitmentcommitment
•• No No commitmentcommitment oror spot spot commitmentcommitment

2.2. IncompleteIncomplete ContractsContracts

DynamicDynamic Models Models 

FullFull CommitmentCommitment

T t t t t
P t P t t 1t t

t t t

t t t

T T
t 1 t 1

F t P P F t P P
(Y ,T ,Y ,T ) t 1 t 1

T
t 1

M t P P P P
t 1

T
t 1

M t P P P P
t 1

Max . (Y T ) N .v(Y ) (1 ). (Y T ) N .v(Y )

s.a : (RP ) .[(Y T N .Y ) N . .v(Y )] U( )

(RP ) .[(Y T N .Y ) N . .v(Y )] U( )

(

=

− −

= =

−

=

−

=

   π δ − + + −π δ − +   
   

θ δ + − + θ ≥ θ

θ δ + − + θ ≥ θ

∑ ∑

∑

∑

t t t t t t

t t t t t t

T T
t 1 t 1

M t P P P P M t P P P P
t 1 t 1

T T
t 1 t 1

M t P P P P M t P P P P
t 1 t 1

RCI ) .[(Y T N .Y ) N . .v(Y )] .[(Y T N .Y ) N . .v(Y )]

(RCI ) .[(Y T N .Y ) N . .v(Y )] .[(Y T N .Y ) N . .v(Y )]

− −

= =

− −

= =

θ δ + − + θ ≥ δ + − + θ

θ δ + − + θ ≥ δ + − + θ

∑ ∑

∑ ∑

Government´s Problem:

DynamicDynamic Model Model 

ConclusionConclusion: : TheoryTheory
• Unconditional Transfer does not change poor´s 
situation;
• The smaller the poor´s income, the greater is the
income per capita transfer carried out by the
government to the municipality =>poverty
incentives;
• Social Targets increase the efficiency in the use 
of public money and help to reduce the social 
difference among the different groups;
•The existence of a commitment mechanism, when
there is not the possibility of any type of
renegotiation among the parties, makes possible 
greater efficiency in the dynamic problem (with
complete contracts);

PraticalPratical IssuesIssues::

•• NotNot use use thethe valuevalue of of thethe indicatorindicator at a at a givengiven
date date butbut itsits discounteddiscounted presentpresent valuevalue alongalong itsits
pathpath..

•• 11stst MDG MDG shouldshould bebe basedbased onon PP22 ((squaredsquared
povertypoverty gap) gap) andand notnot onon thethe proportionproportion of of 
poorpoor (P(P00). ). 

CareCare withwith MDGs MDGs ContractsContracts
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Main Lesson: It is not Main Lesson: It is not 
enough to know to whom enough to know to whom 
and the social budget and the social budget 
employed; it is necessary employed; it is necessary 
to measure social resultsto measure social results..

ButBut howhow wewe do it?do it?

Difference between GDP per capita Classification 
and HDI Classification


