
Capital Allocation Across Regions, Sectors and 
Firms: evidence from a commodity boom in Brazil

Gabriel Garber
Banco Central do Brasil – Departamento



Team:
Paula Bustos – CEMFI
Gabriel Garber – Depep BCB
Jacopo Ponticelli – Northwestern 

The views expressed in this presentation are those of the authors and do not 
necessarily reflect those of the Banco Central do Brasil.



Motivation

Does capital generated in agriculture flow to other sectors in the economy? 
Does is relocate regionally? What is the role of the banking system?

 Event study: legalization of genetically engineered (GE) soy in Brasil (2003)
 Classical problem of disentangling supply and demand

Bustos, P., B. Caprettini, and J. Ponticelli (2016). "Agricultural Productivity and Structural
Transformation: Evidence from Brazil". 



Motivation

Resources generated in agriculture might not fund other activities because…

… in an open small economy, comparative advantages might hold back other 
activities;
… the globalized banking system might export all these extra funds;
… financial frictions might deter resource reallocation;

 Trace the effect of an exogenous increase in agricultural productivity on the 
supply of credit to industrial and service sectors. 

• Land heterogeneity + legalization  local effects (adoption, profits, deposits)
• Bank branch networks  geographic relocation 
• Individual firm loan data  impact across sectors and firm sizes

(intensive and extensive margin)



Data

• Global Agro-Ecological Zones, FAO 

• Agricultural Census (IBGE) – 1996 and 2006
• Planted areas with traditional and GE soy
• Investment, profits and external financing (not separated by crop)

• Municipal Agricutural Production – PAM – (IBGE), yearly
• Cultivated area, value of soy production

• RAIS (Ministry of Labor)

• Estban

• SCR



Soy potential yield under low and high agricultural technology Local 
impact

Powerful herbicide and no tillage



Identification strategy

Soy productivity (exogenous):

 cross-section variation: 
- land
- climate

 time variation : 2003 legalization (intensity of treatment)

j: municipality ; t: year

Local 
impact



Local 
impactSpecification

– j: municipality; t: year

Controls:
– Municipality: income per capita (in logs), share of rural population, population density (in logs) and 
literacy rate;

– Banks: municipality averages, weighted by the participation in present agencies in 1996 (log value 
of assets, share of deposits over assets, and total number of bank branches)



Local 
impactResults – Agricultural Outcomes



Local 
impactResults - Agricultural Outcomes



Local 
impactResults – Local Bank Outcomes



Geographic reallocationIdentification strategy



Geographic reallocationSpecification – Step 2 – intensive margin

 Firm level credit supply shock:

 Exclude soy producing areas
 Exclude sector linked to soy by IO matrix
 Include: industry dummies 

municipality dummies     X time dummies
size dummies 



Geographic reallocationResults – intensive margin

Main lender



Geographic reallocationResults – intensive margin



Geographic reallocationResults – intensive margin



Geographic reallocationSpecification – Step 2 –Intensive margin

 Municipality credit supply shock:



Geographic reallocationSpecification – Step 2 – Results



Thank you!



Geographic reallocationSpecification – Step 1 – Intensive margin


