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Brazil: Business Dynamics 

Business and employment dynamics play a central role in market economies, as they contribute to an efficient 

allocation of resources across sectors and firms and foster economic growth and well-being. Understanding the 

characteristics and potential of businesses that populate the economy, in different sectors of activity and over time, 

and the extent to which they contribute to job creation and reallocation is central for economic policy making. 

Weak business and employment dynamics across many sectors of the Brazilian economy are one of the main 

explanations for weak productivity growth (OECD, 2020; Qian, Araújo and Nucifora, 2018). Based on the OECD 

DynEmp project (Box 1), this Country Note presents evidence on business dynamics in Brazil and discusses policy 

options to reduce distortions and improve the allocation of resources. 

 
  

Highlights 

 Weak business and employment dynamics within many sectors are an important factor for low 

productivity growth in Brazil 

 Although net employment creation in the formal labour market has been high in manufacturing and 

services sectors in the last two decades, a much larger share of employment is created in incumbent firms, 

when compared to benchmark countries 

 Market entrants are on average smaller in Brazil than in benchmark countries, and large old firms 

contribute relatively more to employment growth 

 The allocation of resources across firms and the forces of creative destruction could be improved and 

strengthened through policy action in many domains, i.e. regulatory burden and market entry barriers, 

import protection, tax reform, financial markets, judicial efficiency and insolvency procedures, skill 

policies and social protection. 

 

Country background

Productivity is the principal source of long-run growth in most economies and provides the basis for better material 

living standards, reductions in poverty and inequality and improvements in well-being. However, in Brazil 

productivity has been declining slowly since 1990 and its contribution to growth has been negative, except for a few 

single years (OECD, 2020). Instead, growth has largely been the result of the accumulation of the factor labour, 

resulting from demographic changes, rising labour participation and improvements in human capital, and to a lesser 

extent of capital investment, which has declined since 2011. This pattern contrasts with the experience of other 

emerging market economies like China and India, where capital deepening and TFP have been the main contributors 
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to growth (Dutz 2018; Qian, Araújo and Nucifora, 2018). As the Brazilian population is beginning to age rapidly, 

demographics will no longer support growth, and raising productivity will hence become the only avenue for 

sustainable improvements in wages and living standards (OECD, 2020).  

One of the main explanations for weak productivity growth relates to weak business and employment dynamics 

within many sectors of the Brazilian economy (OECD, 2020; Qian, Araújo and Nucifora, 2018). A range of policy 

distortions impedes the efficient allocation of resources across firms and hampers the forces of creative destruction. 

Large parts of the economy are shielded from competition and firms face weak incentives to become more 

productive. Sizeable shares of labour and capital are trapped in low-productivity firms that survive on the back of 

support from distortionary policies. Reallocation mechanisms such as continuous firm entry, exit or the growth of 

stronger firms at the expense of less productive ones appear weaker than elsewhere. 

In contrast, resource allocation across broad sectors is not able to explain much of Brazil’s weak productivity growth. 

A number of empirical studies looked into this question recently, in part motivated by policy discussions about a 

possible declining role of the manufacturing sector and the potential implications for productivity (Álvarez et al., 

2019; Dutz, 2018; Veloso et al., 2017; Bacha and de Bolle, 2013). However, since the 1990s, the main pattern of 

movements of labour across broad sectors was from agriculture to services sectors, which had a mild positive effect 

on aggregate productivity. In contrast to benchmark countries, most of Brazil’s manufacturing sectors actually 

increased formal employment through the period 1998-2015 (OECD 2020, Fig. 1).  This was mainly due to strong 

economic growth, a rising share of population in working age and increasing formalisation of firms and workers 

since the 2000s (OECD 2020). However, relatively high levels of import protection have also contributed to shield 

the manufacturing sector from declines in employment experienced by other advanced and emerging economies, as 

China and other Asian economies emerged as major manufacturing producers (OECD 2020; Autor, Dorn and 

Hanson, 2016). 

Figure 1. Net job creation rate by sector 

Manufacturing and non-financial market services 

Brazil vs. benchmark countries, 1998-2015 

 

 

The empirical evidence generated to inform this discussion overwhelmingly suggests that low productivity is not the 

result of how factors are allocated across sectors, or the activities that Brazil specialises in. Simulation experiments 

suggest that the productivity gains potentially obtained by raising productivity of individual sectors to those of 

advanced economies would far outweigh productivity gains that could result from optimising Brazil’s industry 

structure (Veloso et al., 2017). Weak productivity is a feature of most sectors, with the notable exception of 

agriculture (Qian, Araújo and Nucifora, 2018). It is also a pattern that Brazil shares with several Latin American 
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economies (Álvarez et al., 2019). This implies that there is no strong case for policies favouring the expansion of one 

sector over another as Brazil’s productivity problem cannot be solved by simply changing specialisation patterns. 

Improving the allocation of resources within sectors across firms and strengthening the forces of creative destruction 

could go a long way towards raising productivity. The allocation of production factors across firms has been 

highlighted as an important part of the explanation behind differences in productivity performance across countries 

(Hsieh and Klenow, 2009). Within sectors, factor movements including entry, exit or the growth of strong 

performers at the expenses of weaker firms, are an essential element of aggregate productivity growth (Hopenhayn, 

1992; Melitz, 2003; Aghion et al., 2009). In advanced economies, these reallocations can often account for a larger 

share of productivity growth than developments within individual firms (Olley and Pakes, 1996; Bartelsman et al., 

2013 Andrews and Cingano, 2014). Many emerging market economies that experienced growth spurts, particularly 

in Asia, have indeed seen sizeable within-sector reallocations (McMillan and Rodrik, 2011). 

In what follows, this country note presents evidence on business dynamics in Brazil based on the OECD DynEmp 

project (Box 1) and discusses detailed policy options to reduce distortions, improve the allocation of resources and 

strengthen inclusive economic growth and well-being. 

 

Box 1. The DynEmp project 

The DynEmp project provides a unique comprehensive overview of employment and business dynamics across 

countries over the last two decades. The main contribution of the project is the creation of a harmonised micro-

aggregated database with which business and employment dynamics can be analysed across countries in a 

comparable way. The data are based on administrative records with quasi-universal coverage (such as business 

registers or social security records). Assessing employment and business dynamics in comparison to those of an 

appropriately defined benchmark group of countries can further inform and orient policy intervention.1 

The DynEmp database generally covers most sectors of the economy, but in order to enhance cross-country 

comparability the country profile focuses on manufacturing and non-financial market services (or “services” for 

brevity). The data source for Brazil is the administrative labour market data set “Relação Annual de Informações 

Sociais (RAIS)”. See Desnoyers-James, Calligaris and Calvino (2019) for more details on the underlying data. 

Unless otherwise indicated, the presented numbers rely on averages for the period for which data are available; for 

Brazil, this is 1998-2015. To allow an evaluation of Brazil’s performance relative to that of other countries, the Brazil 

results on employment and business dynamics are compared to a “benchmark” group of countries for which DynEmp 

data are available: Belgium, Costa Rica, Finland, France, Hungary, Italy, the Netherlands, Norway, Portugal, Spain, 

Sweden and Turkey. Results presented in this paper are sourced from the DynEmp3 database as at August 2019. 

Owing to methodological differences, figures may deviate from officially published national statistics. 

 

Employment dynamics in Brazil 

Size distribution 

Compared to a group of benchmark countries, employment creation in Brazil is more concentrated among smaller 

firms, especially in services sectors (Fig. 2). While the share of small firms in the economy is on average not much 

higher than in other countries, they are responsible for a higher share of total employment in the economy. On the 

other hand, the contribution of large firms with more than 500 employees is much smaller than in other countries, 

especially in the services sectors. This suggests that especially in services sectors economies of scale might not be 

fully internalised and there is scope for productivity improvements through a reallocation of production factors to 

more productive firms (OECD, 2020).  

Moreover, there is some evidence that specific policies to support small and medium size enterprises might lead to 

threshold effects and prevent successful small and young firms from further growing into larger firms. Whereas the 

share of firms with 2-9 employees is larger in Brazil than in benchmark countries, the share of firms in the middle 

of the size distributions is smaller than in the benchmark (Fig. 2). This phenomenon has been described as the 

“missing middle” in the literature, and might be related to the fact that many productive smaller firms shy away from 
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growing above the size threshold of support programs to avoid higher taxes and related administrative burden for 

tax compliance (Coelho et al. 2017, OECD 2020). 

Figure 2. Size distribution 

Manufacturing and non-financial market services 

Brazil vs. benchmark countries, 2005-15 

(a) Firm distribution, by employment size class 

(b) Employment distribution, by employment size class 

 

Since the mid-2000s, the targeted tax regime for small and medium enterprises “Simples Nacional” combines a 

lighter tax burden with a simplified calculation of tax liabilities based on turnover. The program has a relatively high 

participation ceiling of USD 1.4 million in turnover per year and is currently used by 74% of Brazilian firms, which 

explains the relatively high costs of the program of 1.2% of GDP. Together with strong economic growth during the 

2000s, the program has contributed to the significant increase in formalisation of firms and workers since the 2000s. 

However, as the general tax system is highly distortive and related administrative burden is much larger than in 

other countries (OECD 2020), the program also discourages firms to grow beyond the turnover threshold. It also 

discourages sourcing intermediate inputs from potentially more efficient external providers, holding back 

productivity improvements. Another caveat of the programme is that filing as a corporate entity under “Simples 

Nacional” has become a preferred choice for high-income professionals, as this can reduce the effective tax burden 

from almost 50% to as little as 11.5% (Appy, 2017). One way to reduce these inequities in the short run would be to 

eliminate the exemption from personal income taxes for distributed profits of companies filing under simplified tax 

regimes. 

In the longer run, there may be no strong arguments for maintaining Simples Nacional in the context of a broader 

tax reform that would simplify the general tax system for all type of firms, encourage firm formalisation and reduce 

other distortions generated by the current tax structure (OECD 2020). In that context, Brazil may be sufficiently 
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served with the smaller support program for SMEs “Microempreendedor Individual”, with a ceiling of USD 20 000 

in turnover, to provide targeted incentives for the formalisation of small informal businesses. At significantly lower 

fiscal cost than “Simples Nacionales”, this programme has contributed to lower informality among low-income 

entrepreneurs, especially women (OECD, 2012). 

Employment creation by firm type, age and size 

Although net employment creation in the formal labour market has been high in both manufacturing and services 

sectors since 1998 (Fig. 1), a much larger share of employment is created in incumbent firms, when compared to 

benchmark countries (Fig. 3). This relates to the fact that in many sectors of the economy a range of distortions 

protects incumbents, lowers competition from entering firms and complicates the reallocation of resources from 

older and less productive to young and innovative firms. Productivity levels differ widely across firms within the 

same sector, and these differences are persistent for both manufacturing and services sectors, which is a sign of an 

inefficient resource allocation (Vasconcelos, 2017; De Vries, 2014; Busso, Madrigal and Pagés, 2013). It is often the 

less productive firms within a sector that enjoy large market shares and have been able to grow at the expense of 

more productive ones (Gomes and Ribeiro, 2015; OECD, 2015, Qian, Araújo and Nucifora, 2018). This suggests 

scope for improving productivity levels by reallocating resources from less productive firms to more productive ones. 

 

Figure 3. Net job creation by incumbent, entering and exiting firms 

Manufacturing and non-financial market services 

Brazil vs. benchmark countries, 1998-2015 

(a) Brazil 

(b) Benchmark countries 

 

One major explanation for the relatively low share of entrants in total employment creation is that Brazilian market 

entrants are on average smaller than in other economies (Fig. 4). Entry and exit play a key role for within-sector 
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resource allocations. Although entry rates are relatively high, Brazil has considerably less entry of medium and large 

firms than other countries (Qian, Araújo and Nucifora, 2018; Maciente, Silva and Gukovas, 2015). This in turn 

reduces the pressure for the exit of less productive firms, which is essential for releasing the resources that allow 

more successful firms to grow to an efficient scale (Adelet McGowan et al, 2017). Indeed, many sectors are 

characterised by low firm exit and dominated by firms that are at the same time large and old (Maciente, Silva and 

Gukovas, 2015). The dispersion of firm productivity shows a fat lower tail of less productive firms, suggesting that 

inefficient firms are not driven out of the market, as they are in other countries with significantly fewer low-

productivity firms (Barbosa Filho and Correa, 2017). 

 

Figure 4. Average number of employees of market entrants by sector 

Manufacturing and non-financial market services 

Brazil vs. benchmark countries, 1998-2015 

 

In many countries, firms that are relatively younger and smaller contribute disproportionately to productivity and 

employment growth (De Negri and Ferreira, 2015, Criscuolo et al., 2014). In Brazil, firms younger than six years and 

smaller than 250 employees also play an important role for formal job creation (Fig. 5). However, this is mainly 

related to relatively high entry rates explained by strongly increasing formalisation of firms and workers since the 

2000s (OECD 2020). The average size of entrants is small (Fig. 4), young firms tend to grow very slowly and die 

early, and the average contribution of entrants to productivity growth is negative (Coelho et al. 2017, Qian et al. 

2018). At the same time, larger and older firms contribute positively to employment growth, which is not the case 

for benchmark countries (Fig. 5). This is related to low exit rates and weak competitive pressures due to high import 

barriers and domestic regulation protecting incumbents, and indicates that the process of creative destruction is not 

working well, particularly in the manufacturing sector (Qian et al. 2018). In benchmark countries, the number of 

jobs in older firms tends to decline on balance with job creation in younger firms, which is consistent with exit and 

the renewal of industry structures.  
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Figure 5. Net job creation by age- and size-class 

Manufacturing and non-financial market services 

Brazil vs. benchmark countries, 2000-08 

 

Policy focus: strengthening business dynamics to raise productivity 

The relatively weak functioning of the essential mechanisms of creative destruction presents significant challenges 

for economic policies and calls for wide-ranging reforms. Low levels of competition imply that inefficient incumbents 

are not driven out of the market by high-performing entrants as in economies where competition is stronger (Adelet 

et al., 2018). This reduces market discipline and the incentives to perform better to survive, including incentives for 

productivity-enhancing investment and innovation, while perpetuating resource misallocation. Policies that hamper 

competition may be related to several areas, such as product and financial market regulations, the tax system or the 

judiciary. 

High administrative burdens on start-ups reduce the likelihood of market incumbents being challenged by new 

entrants, which is a crucial component of competitive pressures. Brazil’s regulatory requirements on product 

markets have long been significantly more cumbersome and restrictive than in OECD countries, and lack 

transparency and simplicity. According to the 2018 OECD Product Market Regulation overall indicator, Brazil stands 

out among the two most restrictively regulated economies, and its policy settings are close to or weaker than the 

average of the 5 least competition-friendly OECD countries on many of the detailed sub-indicators (Fig. 6).   

High trade barriers imply that many sectors are cushioned from the forces of external competition, and preclude 

Brazil from many of the benefits of an increasingly integrated global economy. Indeed, both consumers and 

companies purchasing intermediate or capital goods are paying markedly higher prices than in other countries. 

Brazilian firms, in particular, use the lowest share of imported inputs among Latin American and emerging market 

economies, and this negatively affects their productivity (Brambilla, Depetris Chauvin and Porto, 2017). Reducing 

import barriers would also support Brazil’s export performance which has declined by almost 25% over the past 15 

years (OECD 2020). 
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Figure 6. Internal and external barriers to competition are high 

Brazil vs. OECD average 

 

Distortions in financial markets may significantly contribute to capital misallocation, with negative effects on 

aggregate productivity. Evidence suggests that Brazil’s formerly large directed lending volumes and the sizeable 

associated credit subsidies were unequally allocated across sectors, and benefitted mostly larger, older and less risky 

firms, with no positive effect on firm’s investment and performance (Pazarbasioglu-Dutz et al., 2017; Lage de Sousa 

and Ottaviano, 2018). Following a financial market reform that aligned the benchmark interest rate for directed 

credit with market rates, directed lending is now playing a lesser role in the economy: disbursements of distortive 

directed credit by the national development bank BNDES, in particular, declined visibly in recent years (OECD 2020, 

chapter 2). Nevertheless, other credit market frictions remain relevant: lack of competition among financial 

intermediaries, protracted insolvency procedures due to low judicial efficiency, and high judicial uncertainty are 

keeping lending spreads high, particularly for SMEs (OECD 2020).  

More effective contract enforcement and insolvency procedures have the potential to increase private lending, 

particularly to young and innovative firms (OECD 2020). This would boost growth and employment creation in 

young firms, strengthen competition and contribute to improvements in productivity and real wages (Calvino, 

Criscuolo and Menon, 2016). Simulations based on cross-country firm-level data suggest that reducing the time to 

resolve insolvency procedures in Brazil to the OECD average would raise employment growth over 3 years by 31 

percentage points in startups and by 8 percentage points in incumbents (Fig. 7). Reducing the average time to enforce 

a contract to the OECD average would also have significantly positive effects on employment growth. 
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Figure 7. Higher judicial efficiency would boost employment growth particularly for young firms 

Employment growth in entering and incumbent firms (final over initial employment ratio after three years) 

 

Besides burdens to competition, there are other policy factors which make doing business in Brazil simply more 

expensive than in other countries, a phenomenon infamously known as the “Brazil cost”, and ultimately hamper 

firm’s productivity. For example, the cumbersome tax system and the infrastructure bottlenecks generate dead-

weight losses to firms (OECD, 2020). A benchmark firm in Brazil requires 1500 hours to pay taxes, as opposed to 

317 in the average Latin American country or 159 in the average OECD country. Companies are then forced to 

maintain huge tax departments, adding substantially to fixed costs. This puts Brazilian producers at a competitive 

disadvantage vis-à-vis foreign competitors, complicates market entry and reduces competition. (OECD 2020).  

Despite a need for reform in many areas, there has also been substantial progress. Delays involved in establishing a 

company have fallen. There have been tariff reductions and some restrictions on foreign entry have been lifted. 

Financial market structures are improving following a reduction of interest subsidies. An ambitious tax reform is 

currently being discussed in Congress. The introduction of precedence-based court rulings have laid the grounds for 

further improvements in judicial efficiency. This progress provides the basis on which further reforms to improve 

business dynamics, strengthen competition and raise productivity can build. 

Increasing domestic and international competition are likely to trigger structural changes in the economy. Increasing 

competitive pressures will likely force companies to reduce inefficiencies, upgrade their production processes, adopt 

more advanced technologies, increase product quality and reduce high prices that result from low domestic 

competition (Amiti and Khandelwal, 2013; De Loecker et al., 2016). While more productive domestic firms will seize 

new business opportunities, expand and hire new workers, some low-productivity firms will leave the market, freeing 

workers and capital for the more productive firms and sectors to grow (Melitz, 2003; Pavcnik, 2002; Criscuolo, Gal 

and Menon, 2014). 

This necessary transition of workers to other firms, sectors and locations, may generate significant adjustment costs 

(Winters, McCulloch and McKay, 2004; Goldberg and Pavcnik, 2007; Autor et al., 2014). Displaced workers lose 

their wage income; they have to learn new skills and often have to bear, together with their families, the social costs 

of moving to other locations to find a new job (Hyman, 2018; Hummels, Munch and Xiang, 2018). Workers that stay 

in their jobs also need to update their skills. As firms upgrade production processes through more advanced 

technologies and increasingly import high quality inputs, the task content and skill requirements of existing jobs 

changes (Hummels et al., 2012; Becker and Muendler, 2015; Becker, Ekholm and Muendler, 2013). 

The best policy response to these challenges is to invest in people, by supporting workers with targeted education 

and training programmes that address changing skill needs (OECD 2020). Training may involve shorter vocational 

training courses, but also more fundamental formal education to help workers move into new occupations and 
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sectors (Hummels et al., 2012; Hyman, 2018). Especially for low-skilled and informal workers, an improvement in 

general cognitive skills through longer term formal education courses might be necessary to move into new jobs in 

expanding sectors and firms (Bechichi et al., 2018; Bechichi et al., 2019; Autor et al., 2014). An effective social 

protection system combined with efficient job placement services would facilitate the transition process and support 

better training and employment outcomes for displaced workers (OECD, 2019, 2020).  

Beyond publicly subsidised training programmes, it will also be important to improve the incentives for private 

training provision by employers. At present, the design of the unemployment insurance scheme FGTS creates 

incentives for high job turnover, which in turn reduces the benefits for firms to invest in the skills of their staff 

(OECD, 2020). Informality is another factor for low investment of firms in training of staff (Dutz, 2018). These 

structural factors holding back private training provision should be addressed by rethinking current unemployment 

insurance schemes as well as labour taxes and regulations (OECD 2020).  

Finally, as many SMEs in Brazil suffer from weak management practices and underinvestment in human capital of 

their staff (Bloom and Reenen, 2010), improving management and organisational skills in small and medium size 

firms can be a very effective way to increase human capital investments and on the job training for workers (Dutz, 

2018). It also has potential to significantly raise the productivity of young and small firms in Brazil and contribute 

to the reduction of informality. Subsidising targeted training for managers of small firms can be a suitable policy tool 

to improve human resource management and prepare low-productivity firms for rising domestic and international 

competition (Dutz, 2018). On a small scale, the government has already launched such a programme, whose impact 

should be carefully evaluated before upscaling it. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Notes 

1 Additional OECD cross-country studies based on the DynEmp database (such as Criscuolo, Gal and Menon, 2014; Calvino, Criscuolo and 
Menon, 2015, 2016) provide complementary policy-relevant findings. 
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