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Abstract: The life cycle/permanent income theories predict that consumption would 
be constant over time but such result has been challenged by some empirical studies 
which show a systemic decrease in consumption at retirement. This paper aims to 
investigate the so-called retirement consumption puzzle for Brazil and the State of 
Rio Grande do Sul. We estimated consumption functions controlling age effects for 
12 composite goods using information from the 2008-2009 Household Budget Survey. 
The results showed that households' expenditures systematic decrease with age for 
7 composite goods (food, clothing, transport, hygiene, education, recreation and 
miscellaneous) and increase with age for 2 composite good (health care and housing). 
The patterns found to the households' expenditures by age structure brings evidence of 
retirement consumption puzzle in Bra.zil. 
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Resumo: As teorias da renda permanente e do ciclo de vida predizem que o consumo é 
uma variável constante ao longo do tempo, porém esse resultado tem sido desafiado pelas 
evidencias empíricas de alguns estudos que mostram uma redução sistemática no consumo 
das farnllias na aposentadoria. O objetivo do presente artigo é investigar o chamado enigma 
do consumo na aposentadoria para o caso do Brasil e do Estado do Rio Grande do Sul. Para 
tanto, a partir dada base de dados da Pesquisa de Orçamentos Familiares de 2008-2009, 
estimaram-se funções de consumo controlando efeitos de idade para 12 bens compostos. 
Os resultados mostram que as despesas das farnllias sistemáticas se reduzem à medida que 
a idade aumenta para sete bens compostos (alimentação, vestuário, transporte, higiene, 
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educação, recreação e miscelâneas) e aumentam para dois bens compostos (saúde e 
residências). Utilizaram-se dados da Pesquisa de Orçamentos Familiares de 2008-2009 e 
estimaram-se regressões Tobit para grupos de despesas controlando para a estrutura etária. 
Os padrões encontrados nas despesas das famfiias condicionadas pela estrutura etária 
mostram evidência do efeito denominado enigma do consumo na aposentadoria para o 
Brasil. 

Palavras-chave: Comportamento das famílias. Demografia. Enigma do consumo na 
aposentadoria. 

JEL CassifiQtion: Dll; D12; JlO. 

llntrodução 

The slowdown of population growth in developed countries could be cha­
racterized as a soft process evolving over the centuries due the advances in health 
conditions which allowed to reduce mortality and natality rates as well increase 
life expectancy. But this process seerns to be evolving in an accelerated form in 
the developing countries such as Brazil. Accordingly to the United Nations data, 
despite Brazil have increased its participation in the world population since 1950, 
it is expected that population growth rate in Brazil starts to decrease after 2039 and 
forecasts produced by Brazilian lnstitute of Geography and Statistics (IBGE) indi­
cate that Brazilian participation into the word population will decline from 2050. 

Population aging is a consequence oflow fertility and mortality rates and high 
life expectancy. Thus, there is a reduction in the proportion of children in the popu­
lation and a consequent increase in the proportion of people in older age groups. 
In Brazil, the State of Rio Grande do Sul (RS) presents the highest percentage of 
aged individuais and the lowest percentage of children into total population, thus 
being the region in which the process of demographic change is more pronoun­
ced. The Foundation ofEconomics and Statistics ofRio Grande do Sul predicts that 
population growth rate in RS will became negative from 2030, very early compa­
red to the Brazil as a whole. However, it is worth noting that Brazil and Rio Grande 
do Sul are still at the stage where the economically active population (EAP) is the 
most representative among the age groups. 

There are severa! channels by which demographics affects economic system. 
Miles (1999) mentions that savings rate tends to decrease in an economy where 
young people or people over 65 years predominate population. The negative im­
pact of demographic change on the savings rate is a result consistent with the life 
cycle hypothesis (MODIGLIANI, 1970). However, lower savings would lead to less 
private investments affecting capital formation as well economic growth (AZARIA­
DIS, 2006; MILES, 1999; ALVES, 2008). 
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Considering demographic change in Brazil, Wong and Carvalho (2006) dis­
cuss the effect on labor supply and economic productivity and govemment expen­
ditures. Brazilian economically aclive population (EAP) is expected to grow at least 
until2045 and after this point tends to decrease. Thus demographic bonus have a 
short time window in Brazil which wi11 be close few decades ahead and expansion 
of economic growth wi11 became dependent of improvements in labor productivi­
ty. In addition, population aging demands more health and social security resour­
ces, resulting in an increase in govemment spending (WONG; CARVALHO, 2006). 
Thrra's (2001) estimations of the revenue to expendíture ratio for Brazil show a 
considerable decline for the period 2000 to 2050, allowing to forecast that demo­
graphic change will represent systematic pressure on govemment's fiscal deficit 
compromisíng public investments. 

Besides govemment spending, another important issue associated with po­
pulation aging is that the structure of household consumption may change. As the 
aged population increases, there must be a change in the structure of household 
consumption. Analyzing household consumption behavior, Lerebvre (2006) show 
that some groups of goods tends to be more favored in an ageing society (housing, 
health, leisure, etc.) while other tends to be less favored (food, clothing, trans­
portation, etc.). The effect of demographic change on household consumption 
is another important channel affecting economic system and some studies have 
found a retirement consumption pU22le, evidencing that household consumption 
tends to decrease at the retirement (HAMERMESH, 1984; FAIR; DOMINGUEZ, 
1991; BANKS; BLUNDELL; TANNER, 1998; BERNHEIM; SKINNER; WEINBERG, 
2001; HURD; ROHWEDDER, 2003; SCHWERDT, 2005; HAIDER; STEPHENS JR., 
2007; BATI1STIN et ai., 2009; U; CHI; WU, 2015). This result challenges the impli­
cations of the life cycle/permanent income hypothesis by which rational househol­
ds should be saving adequately for retirement and their consumption would be 
expected to not reduce. 

This paper aims to investigate the household consumption behavior over the 
life cycle in Brazil and the State of Rio Grande do Sul searching for evidences about 
the retirement consumption pU22le. To the best of our knowledge, this paper is the 
first to study this issue for Brazil and the accelerated demographic change process 
experienced by Brazilian economy put in evidence the need to explore such issue. 
Additionally, the analysis is also applied to the households living in the State of Rio 
Grande do Sul (RS) because this is the region where population ageing is growing 
very quickly if compared to the resting of Brazil. The information about household 
expendítures is obtained from the 2008/2009 Household Budget Survey and the 
empirical approach consists in using Tobit regression for estimating consumption 
function controlling for age effects based on Lefebvre (2006) and Farinha (2008). 
We found evidence of the retirement consumption puzzle for Brazil and RS for 
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the composite goods food, dothing, transport, hygiene, education, recreation and 
miscellaneous. 

The paper is organized as follows. Section 2 presents a brief li ter ature review 
relating consumption behavior with the so-called retirement consumption puzzle. 
Section 3 explores some data about the age structure and consumption expendi­
tures in Brazil and the State of Rio Grande do Sul. Section 4 presents the metho­
dological approach used in the empirical analysis. Section 5 report and discuss the 
results and section 6 condudes. 

2 Literatura Review 

The first consumption theory formulated into the field of economic science 
carne from Keynes which defined consumption as a direct function of disposable 
income and introduced the concept of marginal propensity to consume. Keynes 
(1982) also argues that there are subjective factors that lead individuais to stop 
spending their in come as a precautionary measure, security, time value of money 
(interest), among others. 

The consumption theory founded by the Keynesian approach continued be­
ing improved into the economic science and gave rise to the life cyde theory, 
developed by Franco Modigliani, Richard Brumberg and Albert Ando in the 1950s. 
This theory postulates that consumption is constant over time, and that individu­
ais save while they receive labor income to spend it during retirement, when they 
no longer receive income from work. Thus, periods of higher income represent 
savings and periods of lower in come or of no income at all represent dissaving, al­
lowing consumption to be constant throughout life. The main difference between 
life cyde theory and the Keynesian consumption theory is that the latter considers 
only the current income and the former considers the lifelong income (MORAES: 
FAMÁ; KAYO, 1998). 

The permanent income theory of consumption was developed by Milton 
Friedman in 1957. Accordingly to this theory, the permanent income determines 
consumption, i.e., the share of current income individuais believe to be persistent 
over time. Thus, the permanent income can be defined as the average between 
present income and income from the previous period (DORNBUSCH; FISCHER, 
1982). Just as the life cyde theory, this theory seeks to show that the marginal pro­
pensity to consume in the short and long run is different. Thus, the life cyde and 
permanent income theories can be treated as complementary since the former 
emphasizes the motivation to save and the latter shows how individuais calculate 
their expected future income (MORAES; FAMÁ; KAYO, 1998). 

A common feature in the life cyde/permanent income theories (LCPIT) is 
that households have rational expectations, implying that they can properly fore-
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cast their permanent in come considering their cycle of life. In this case household 
consumption should be constant over time and not change at retirement (HAI­
DER; STEPHENS JR., 2007). However, severa! studies have founded evidences 
which challenges the implications of LCPIT showing that consumption tends to 
decrease at retirement (HAMERMESH, 1984; FAIR; DOMINGUEZ, 1991; BANKS; 
BLUNDELL; TANNER, 1998; BERNHEIM; SI<INNER; WEINBERG, 2001; HURD; 
ROHWEDDER, 2003; SCHWERDT, 2005; HAIDER; STEPHENS JR., 2007; BAT­
TISTIN et al., 2009; U; CHI; WU, 2015). 

Accordingly to Lefebvre (2006) those studies address the issue of consump­
tion at older ages concluding that consumption is expressively reduced at retire­
ment, resulting in the so-called Mretirement-consumption puzzleft. The explanation 
for this phenomenon would be that the marginal utility of consumption, and not 
consumption itself, would be smoothed over time, so that changes in family size, 
number ofworkers (economically active individuais), mortality or population aging 
may adjust the marginal utility consumption and cause consumption to fali at ad­
vanced ages. Furthermore, the reduction in consumption could also be explained 
by limitations in households' knowledge to forecast their correct permanent inca­
me and by the substitution effect between consumption and leisure which tends to 
increase over the time (HURD; ROHWEDDER, 2003; SMITH, 2004). 

As showed by Hamermesh (1984), change in spending of elderly people indi­
cates a drop in consumption and that their income is not enough to support their 
consumption, indicating that their private and public savings are insufficient to sus­
tain consumption over time. The author argues that uncertainty on survival influen­
ces the increase or decrease of consumption by age, as it produces two opposite 
effects: the increase in consumption is related to take advantage of what you can' t 
be here to enjoy or a fali in consumption is associated with a long horizon of life. 

In spite of retirement-consumption puzzle be evidenced for many countries 
accordingly to the literature, to the best of our knowledge this issue was not yet in­
vestigated for the Brazilian economy. Concerning the effects of demographic chan­
ge and ageing in Brazil, some studies have discussed mainly implications on labor 
market and govemments expenditures (WONG; CARVALHO, 2006; TURRA, 2001) 
while other discuss the impact on economic growth (ALVES, 2004, 2008; AZZO­
NI; MENEZES-FILHO; MENEZES, 2005; MENFZES; SILVEIRA-NETO; AZZONI, 
2011). Accordingly to data from 2010 Brazilian Demographic Census, the retired 
population with age over than 50 years old accounts for 50.3% of the total popu­
lation in that age group.1 As people tends to retire very early and demographic 
change evolves very quicldy in Brazil, the investigation about evidences related to 
the retirement-consumption puzzle proposed in this study is very relevant. 

In the State of Rio Grande do Sul the same indicator accounts for 57 .7%. 
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3Data 

The analysis carried out in this study uses information obtained from the 
2008-2009 Household Budget Survey (POF) published by the IBGE. POF is a sam­
pling survey and provides detailed information about household expenditure en­
compassing aspects related with consumption habits, expenditure allocation and 
income distribution as well other characteristics of households. Its database repre­
sents 190.1 million ofhouseholds for Brazil and 6,7 million for Rio Grande do Sul. 
This section explores some data from this survey to trace a picture about the char­
acteristics ofhouseholds and their expenditure in Brazil and Rio Grande do Sul. 

Table 1 presents the percentage composition of households considering the 
number of residents by age groups. The tirst column indica te that there is "no resi­
dent" into the household on that age group and the other two columns similarly 
accounts for "one resident" and "two residents or more". The incidence of house­
holds with two or more elderly people in Rio Grande do Sul (6.2%) is higher than in 
Brazil (5.2%), but the opposite occurs we consider young people into the first age 
groups (O to 14 years old). This result showthat demographic transition towards an 
ageing society is more accelerated in the State ofRio Grande do Sul if compared to 
the entire country. In fact, the incidence of households with two or more residents 
in Rio Grande do Sul is higher than Brazil in all age groups from 45 years old. 

Tables 2 and 3 reports data about per capita expenditure for 12 composite 
goods by age groups for Brazil (BR) and Rio Grande do Sul (RS), respectively. The 
main composite goods into the households' budget are housing (35.0% for BR and 
33.5% for RS), food (18.6% for BR and 18.7% for RS) and transport (18.2% for BR 
and 18.5% for RS). Together, the participation of these composite goods in the total 
household budget accounts for 72.6% for Brazil and 70.7% for Rio Grande do Sul. 
However, those shares have significant differences among households if age com­
position is accounted for. 

Considering households containing young people (O to 24 years old), the 
participation for expenditures on food and transport goods tend to overcome the 
average both in Brazil and Rio Grande do Sul while for expenditure for housing 
goods tend be lower than the average. Considering households containing mostly 
old people (65 years old and over) the opposite occurs for food and transport goo­
ds as well for also transport goods, since the budget share for the tirst two goods 
is higher than average and for the third is lower. Compared to the average, such 
shares seem to behave slightly different in the households formed by people aged 
from 55 to 64 years old. 

Other composite goods are less representative into the household budget but 
seem to be more sensitive to ageing. For instance, for Brazil the education share for 
type households Q-9 years old decreases from 3.0% in Brazil (3.8% for RS) to 0.9% 
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(0.8% in RS) for type households 65 or more years old. As expected, the health care 
share for type households 0-9 years old increases from 5A% in Brazil (5.2% in RS) to 
12.5% (12.0% in RS) for type households 65 or more years old. 

The picture observed by that information from the household expenditures 
database allow to identify relevant changes in the consumption behavior over the 
life cycle in Brazil and Rio Grande do Sul. The extent to which that changes charac­
terize the so-called retirement consumption puzzle will be evaluated using appro­
priated econometric tools which are described in the sext section. 

Table 1 - Composition ofhouseholds by number of residents in age groups, 
Rio Grande do Sul and Brazil 

RIO GRANDE DO SUL BRASIL 
~Group 

Noreúlent 1 residelll. 
2 resideols or 

Noresidelll. 1 re8Üe1lt 
2 resideols or 

more more 
O to 9years 68,9"/o 21,6% 9,5% 64,5% 23,3% 12,2% 
10 to 14 years 78,2% 17,9% 3,9% 76,1% 18,3% 5,6% 
15t to 24 years 65,2% 24,3% 10,5% 60,4% 25,4% 14,2% 
25 to 34 years 66,6% 22,9% 10,5% 60,3% 26,9% 12,8% 
35 to 44 years 65,1% 24,6% 10,2% 63,9% 25,8% 10,3% 
45 to 54 years 68,9% 22,0% 9,1% 69,5% 22,6% 7,9% 
55 to 64 yelll5 77,6% 16,5% 5,9% 79,0% 16,1% 4,9% 
65 or more :z:!::lllS 78,0% 15,8% 6,2% 80,0% 14,8% 5,2% 

Source: Elaborated by the authors by POF 2008-2009 microdata IBGE (2010). 
Note: The percentage composition was calculated using the sample weights to expand the 
data for the whole population. 
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Table 2- Composition of household per capita expenditure, Brazil 

All O to lOto ISto 2Sto 3Sto 4Sto 55 to 6Sor 
Brazi- 9 14 24 34 44 54 64 more 

lians yean yean years years years years years yean 

Food 18,6% 21.4% 21,5% 19,8% 19,2% 18,5% 17.4% 17,2% 16,9% 

Health 

Care 
7.5% 5.4% 5.3% 5,6% 5.5% 5,7% 7.1% 8,9% 12.5% 

Miscella-
neousEx- 2,7% 2,5% 2.4% 2,9% 3,0% 2,7% 2,8% 3,1% 2,3% 

penses 

Education 2,6% 3.0% 3.9% 3,8% 2.8% 3,2% 3.2% 1,9% 0,9% 

Smoldng 0,5% 0,5% 0,5% 0,5% 0,5% 0,5% 0,6% 0,5% 0,4% 

Housing 35,0% 33,2% 33,0% 32,1% 31,9% 34,3% 33,6% 35.4% 42.5% 

Hygiene 2,2% 2,6% 2.5% 2,7% 2,5% 2,3% 2,1% 1,8% 1,6% 

OtherEx-
6,1% 4.8% 3.5% 3.7% 3,8% 4.3% 4.7% 5.4% 5.5% 

penses 

Recreation 1,9% 2,1% 1,9% 2,2% 2,2% 2,2% 1,9% 1,6% 1,2% 

Personal 

Services 
1,0% 1,0% 1,0% 1,1% 1,1% 1,1% 1,1% 1,0% 0,9% 

Transport 18,2% 18,8% 18,3% 19,1% 21,3% 19,5% 19,6% 18,6% 11,8% 

Oothing 5,0% 6,0% 6,0% 6,3% 5,8% 5.4% 5,1% 3,9% 3,5% 

Source: Calculated by the author based on microdata from 2008-2009 POF (IBGE, 2010). 
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Table 3 - Composition of household per capita expenditure, Rio Grande do Sul 

All 10 to 15 to lSto 3Sto 4Sto SSto 6Sor 
Oto9 

Gaú- 14 24 34 44 54 64 more 

chos 
years 

years years years years years years years 

Food 18,7% 20,4% 21,4% 19,6% 18,7% 18,4% 19,2% 17,4% 17,2% 

Health 

C are 
7,3% 5,2% 5,6% 5,7% 5,0% 5,7% 7,4% 8,6% 12,00/o 

Miscella-

neous 3,4% 3,8% 3,0% 3,9% 3,7% 3,4% 4,2% 3,2% 2,6% 

Expenses 

Education 2,4% 2,4% 3,4% 4,0% 2,8% 2,6% 2,9% 1,6% 0,8% 

Smoking 0,7% 0,8% 1,0% 0,8% 0,6% 0,7% 0,8% 0,6% 0,4% 

Housing 33,5% 32,9% 32,5% 30,8% 30,3% 32,6% 33,4% 34,3% 38,8% 

Hygiene 2,0% 2,4% 2,4% 2,3% 2,4% 2,2% 2,1% 1,7% 1,4% 

Other 

Expenses 
5,0% 4,0% 3,8% 4,3% 4,1% 5,1% 5,5% 5,8% 6,3% 

Recrea-

tion 
2,0% 2,1% 2,6% 2,4% 2,4% 2,8% 1,6% 1,6% 1,4% 

Persona1 

Services 
0,8% 0,7% 0,8% 0,9% 0,9% 0,9% 0,9% 0,8% 0,8% 

Transport 18,5% 18,9% 17,1% 18,7% 22,6% 19,8% 16,6% 19,9% 14,7% 

Clothing 5,5% 6,4% 6,6% 6,7% 6,5% 5,9% 5,3% 4,5% 3,7% 

Source: Calculated by the author based on microdata from 2008-2009 POF (IBGE, 2010). 

4 Methodology 

This section first describes some aspects related to the treatment of the data-
base which were necessary to be done to allow carry out the empirical analysis. 
Following this description, the methodological tools used for estimating the con-
sumption function are presented. 

In arder to analyze the consumption behavior for different composite goods 
by age group, the data on household and individuals were cross-matched based 
on the number ofhousehold, sequence, and check digit, common in both databa-
ses.2 The sequence variable into POF provides a sequential number for each ofthe 

2 Accordingly to the IBGE (2004b), a househoid is a house structured separately (limited bywalls or 
fences and covered by a roof) with independent access and made up of one or more rooms. For 
IBGE, according to the same publication cited in the previous paragraph, the term "household" is 
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survey sector1 included in the sample, while the check digit variable identifies the 
sequential number assigned to the respective survey sector. & there can be more 
than one person in the household, the consumer unit variable allows to identify a 
resident or group of residents who share the same power supply or share the living 
expenses. 

The amount of households' resident variable allowed opening the household 
database and entering the age of ali residents through the creation of new varia­
bles such as number of economically active persons, number of children, number 
of elderly. Thus, if the household has four residents, it has four lines in the corres­
ponding People database containing information about the age of each resident. 
Additionally, we create variables for economically active people to analyze which 
age groups under this category contribute more remarkably to consumption. Data 
such as sex, education, income, among others, were also included. 

The 2008-2009 POF investigates the families' expenditure with di:lferent types 
of consumer goods, as well as the socioeconomic characteristics of households 
(income, education, etc.) and personal attributes of residents (e.g., sex, age and 
access to credit). Expenses have a record of 13,784 items, containing information 
on the amount of money spent on each good (annualized or deflated), on how the 
good was purchased (cash payment, installment payment, exchange, own produc­
tion), and other relevant information. Using codes for economic activity, we grou­
ped the expenditure database into 12 composite goods: food, housing, clothing, 
transport, hygiene, health care, education, recreation, smoking, personal services, 
miscellaneous expenses and other expenses. 

The methodological approach applied here consists in estimating consump­
tion functions for each composite good controlling for age. The estimation model 
and method used in this analysis follow Lefebvre (2006) and Farinha (2008). Equa­

tion I represents the consumption function specified for each composite good: 

(1) 

represented by the consumer unít and meets intemational recommendations, denoting "people 
linked by kinship ties, dependence or domestic standards of living, without explicit reference to 
consumption ar expendíture" (IBGE, 2004b, p. 10). There are cases in which households had 
more than one consumer unít, and, in these cases, the demographic data {number of children, 
el.derly and working-age people by age group) of each consumer unít were used for the demo­
graphic structure of the household. This simplification was necessary because the adjustment 
would otherwise be too time-ronsuming, as combining the household and people databases was 
not an easy task. 

3 Th.e survey sector corresponds to the geographical basis sectors of the 2000 Demographic 
Census. 
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where c, represents the expenditure share of the composite good into the total 
household expenditure by household i4 and Znf; represents the logarithm of 
per capita income of the consumer unit (family) and X;.r represents a vector of 
socioeconomic characteristics, group of ages and locational variables. The variable 
representing income corresponds to the sum of the gross monetary income of 
all residents in the consumer unit, obtained from work. transfers, other types of 
income and from the positive balance offinancial transactions, plus non-monetary 
income. Importantly, some studies use some measure related to wealth rather than 
the current income to estimate the consumption function (FARINHA, 2008), but 
this variable is not available for Brazil. Thus we choose to use the per capita income 
of the consumer unit from the POF to estima te the model. 

The use of dependent variable in terms of percentage share in the total ince­
me is useful to deal with endogeneity problem. The income variable, regarded as 
an explanatory variable of consumption, can also be explained by the consump­
tion, since the higher the income, the lower the consumption, characterizing a 
form of endogeneity or reverse causality (FARINHA, 2008: CAMERON: TRIVEDI, 
2009; WOOLDRIDGE, 2008). Thus, using percent of consumption avoid the si­
multaneous effect of consumption on income, as the percentage of consumption 
doesn • t affect income. 

Table 4 presents the description of ali variables into the vector X~1• The varia­
ble HS; represents a dummy variable which gives the value of 1 if the household 
have high school or O otherwise, and the variable UG1 is also a dummy variable 
for undergraduate education. The other variables are the demographic variables, 
which were obtained from the combination of the household and people databa­
ses. We separa te the individuais by age in the following groups: Age0-9, Age 10-14, 
Age1S-24. Age2S-34. Age3S-44. Age4S-54. Agess-64. Age65+. The numbers after 
the name MAge" reflect the ages considered in each group, and we computed the 
number of family members in each age group. The variable MALES is a dummy 
variable giving the value of 1 if the individual is mal e o r o otherwise. URBAN is also 
a durnmy variable indicating if the individuallives in a urban area and the variables 
R1 to R4 represents durnmy variables for the following regions, respectively: Mi­
dwest, Southeast, North and South. The based-category is the Northeast. 

Compared to Lefebvre (2006), the present study represents an improvement 
in terms of database. That study included only data on household heads whereas 
we included demographic data on household members. Additionally, as we are 
dealing with data from a complex sample, it is appropriate to include the various 
features of the sampling plans into the estimation procedures. The statistical sof-

4 The variable represents only positive values and thus our dependent variable is latent. Consumer 
spending data were those recorded on the book of expenses, expenses incurred within a 90-iiay 
period, expenses incurred within a 12-m.onth period, individual expenses, other expenses, expen­
clitures with domestic services and expenclitures with vehicles. 
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tware Stata allows to deal with complex samples through the suy command (STA­
TA, 2013), providing a form to control for conglomerate variable (sample weight 
and stratum5) and to produce accurate estimates (SILVA; PESSOA; Lll.A, 2002; 
BATTISTI, 2008). 

Besides the stratum, the svy command needs to determine the sample weight 
and the conglomerate variable. The expansion of the sample takes into account 
the sample weight, in which each household belonging to the Household Budget 
Survey sample is a certain number of permanent households of the population 
(universe) from which this sample was selected. Hence, for each household in the 
sample is assigned a sample weight or expansion facto r that, when attributed to the 
characteristics investigated by the POF, allows obtaining estimates of the quantities 
ofinterest. This conglomerate variable is usually defined as the primary sample unit 
(PSU) and each conglomerate, formed by N; secondary sample units. As only the 
secondary sample units were available, and as we combined the household and 
people databases, taking the household as reference andas the household and the 
selection of sectors is made proportionally to the number ofhouseholds, we consi­
dered them as the conglomerate variable. 

Variable 

c· i 
lnY 

HS 

UG 
MALE 

URBAN 

AGEo-9 

AGEI0-14 

AGEI5-24 

AGE25-34 

AGE35-44 

AGE45-54 

Table 4- Description of the variables 

Description 

Positive share of composite good in the total income 

Naturallogarithmic for income 

Dummy for high school 

Dummy for undergraduate program 

Dummy for Male 

Dummy for Urban 

Number of family members in age of o to 9 years old 

Number offamilymembers in age of 10 to 14 years old 

Number of family members in age of 15 to 24 years old 

Number of family members in age of 25 to 34 years old 

Number of family members in age of 35 to 44 years old 

Number of family members in age of 45 to 54 years old 
to be continued ... 

5 Stratum represent populations divided into mutually exclusive subsets, which are then estimated 
by combining the samples obtained from each stratum. In the POF, a conglomerate plan was 
adopted, with geographical and statistical stratilication (from the variable that characterizes the 
socioeconomic strata) of the primary sample units (PSUs), which correspond to the sectors in the 
2.000 Demographic Census. The sectors were selected by systematic sampling, in which probabil­
itywas proportional to the numbers of households in each sector. In relation to the sample design, 
the allocation of the sectors selected in each stratum was proportional to the total number of 
permanent private households in the stratum, conditional on the existence of at least two sample 
sectors in each stratum. 
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conclusion. 
VBriable 

AGE55-64 

AGE65+ 

RI 

R2 

R3 
R4 

Number of family members in age of 55 to 64 years old 

Number offamily members in age of 65 or more 

Dummy for Midwest Region 

Dummy for Southwest Region 

Dummy for North Region 

Dummy for South Region 

Source: El.aborated by the authors. 

Although some studies use only the expansion factor to evaluate the whole 
population, which considers a simple random sample, Vieira (2001) and Battisti 
(2008) suggest that the adoption of a simple random sample instead of a complex 
one can be inefticient when the population is not homogeneous and when sub­
groups differ in size. The adoption of a complex sample procedure also is important 
to estima te the variance of standard errors, allowing us to determine the accuracy 
of the estimates. 

Normally, the estimators are linearly weighted, as in the case of suy com­
mand, but our empirical strategy for estimating the consumption function uses 
the Tobit model and the maximum likelihood method. This strategy was adopted 
because we have a non-negligible fraction of the sample with zero value for the 
dependent variable (y) while other values of y are positive and continuously distri­
buted. In this way, we can define y as the m.aximum value between O and the latent 
variable y·, which represent the positive values for y (WOOLDRIDGE, 2008): 

y=max(o,y·) (2) 

The estimated model shown in equation 1 uses the latent variable y• as de­
pendent variable. lt is assumed that the latent variable is normally distributed and 
homoscedastic. It is important to note that the coefficients estimated by the model 
defined in equation 1 will measure the partia! effects of the explanatory variables 
(x) on the expected value of the y· variable, that is, E(y.l x). As the variable to be 
explained is y, we need to estimate the expected value of y as a function of x, that 
is, E(y lx). Following Wooldridge (2008), E(y lx) is obtained by: 

E(y I x)=P(y>O I x).E(y I y>O,x)=<D(xf3/a).E(yl y>O,x) (3) 

Representing the inverse ofMills ratio by À, we have E(y I y>O,x) =xP+aÃ.(xf3/a), 
where À.( c)= 0/<ll, 0 is the standard normal probability density function and <ll is 
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the standard cumulative density function. From thls defirútion for E(y I y>O,x) we 
have: 

E(y lx) = <P (x:) [xP +a À. (x:)] = <P (x:) xp + a0 (x:) (4) 

Thus, in the Tobit model, E(y I x) will be a non-linear function of x and ~. and 
E(y I x) always give a positive value. The partial effects of x on E(y I y>O,x) and on 
E(y I x) have the same sign as the p coefficient, but the magnitude of the effect de­
pends on all the values of the explanatory variables and parameters. 

The partial deriva tive of E(y I x) with respect to x is given by: 

aE(ylx) _ aP (y>O,x) E ( I 
0 

) p (y 
0 
I ) aE(yly>O.x) 

_____o:~- • yy> ,X + > X. (5) ax axj axj 
As p (y > o I X) = <P e:) equation 5 can be simplified and rewritten as follow: 

àE(y ix) = fJ .(f>(-.P) 
àx J a (6) 

It is worth noting that the fl estimated coefficients must be multiplied by 
1 ~ 

an adjustment factor to be comparable with the estimated value of Y (Y1 ). As 
o< crf:) < 1, the Tobit coefficients are lower than Ordinary Least Square coeffi­
cients, but have the same sign as the original Ordinary Least Square estimation. 
Thus this method was applied for estimating the consumption function in thls study 
since it improves the accuracy of the estimates considering that the database is 
characterized as a complex sample. 

5 Results 

The results for the consumption functions estimated for each composite good 
are reported in Tables s and 6, respectively for Brazil and Rio Grande do Sul. These 
results allow us to capture how household expenditure behavior is affected by per 
capita income, age, education, sex and locational factors such as urban and regio­
nal areas. The estimations were obtained using the Tobit procedure and the suy 
command for the complex sample as explained in the previous section. As we are 
dealing with cross-sectional data, the estimations also correct for heteroscedastici­
ty. The F test rejected the null hypothesis that all coefficients are statistically equal 
to zero for all composite goods equations estimated. 
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Table 5 - Tobit regression results for the consumption equation, Brazil 

I .z 3 4 s 6 7 8 9 lO 11 12 

Mls-

~ 
Composi-

H ou- Cio- 'I'nmll- Healtb Educa- Recre-
Per- eella- Other 

Q.. teGmup Food 
8ÍD8 thing 

H )'~iene 
Care tion ation 

Smoking IIOD8l -neous Expen· 
lir port 

servicea rn expen- .. 
n o sea :::1 

~ 
Constant 55.192* 82.348* 4.94* -35.379* 1.158* 0.157 -14.288* -7.391* -1.44*** -0.601* -13.6 16* -20.266* Jf 

-,:, 
LogWpc -2.977* -4.964* -0.067 4.583* 0.017 0.411* 1.044* 0.689* -0.684* 0.097* 1.308* 2.136* o 

à" 
Graduate ~ -3.478* 1.156* 0.233*** 2.1* 3.537* 0.892* -2.548* 0.266* 0415** 0.822* q education 

-0.022 -0.11 
,CD 

Q 
:::1 o 

Highscho-
(...) 
,o. oi educa- -2.300* -0.397 0.618* 2.507* 0.395* -0.212 2.002* 0.672* -1.63* 0.22* 0.618* 0.731* 
? tion 
,R; 

Males 0.611* -0.591* -0.407* 1.134* -0.398* -0.582* -0.413* 0.097* 0.466* -0.086* 0.03 0.24* 
"P 
"-> Urban -2.904* 5.898* -0.031 -4.218* 0.425* -0.141 0.562* 0.839* 0.15 0.288* 0.167 0.681* o-
~ 
"-> 

'~ 
Age0-9 0.322** -1.553* 0.381* 0.034 0.202* 0.586* 1.122* 0.241* -0.212** -0.001 0.164* -0.09 

1i Age10-14 0.665* -1.928* 0.743* 0.148 0.344* -0.044 2.175* 0.099** -0.767* 0.045* 0.273* -0.095 

~ Age15-24 -0.032 -3.331* 1457* 1.595* 0.864* -0.067 1.354* 0.575* -0.003 0.188* 0.692* -0.322* 
:-::i 

Age25-34 -0.192 -4.721* 0.996* 3.772* 0.745* 0.006 1.223* 0.534* 0.398* 0.225* 0.768* 0.142** 

Age35-44 -0.729* -3.14* 0.447* 3.087* 0.419* 0.387* 1.309* 0.272* 0.881* 0.189* 0.567* 0.605* 

Age45-54 -0.519* -2.235* -0.17** 1.932* 0.157* 1.095* 0.995* -0.053 1.371* 0.084* 0.359* 0.691* 

Age55-64 -0.659* -1.117* -0.433* 0.631* -0.086*** 2.182* 0.045 -0.288* 0.872* 0.037** 0.341* 0.682* 
"-> to be continued ... :::j 



r-,) conclusion. ...... 
CC) 

1 2 3 4 5 6 7 8 9 10 11 12 

Mia· 
Composi· 

Hou· Co· 'J'rans.. Health Educa· Rec:re-
Per- celJa. Otber 

~ 
teGroup Foocl 

sing thing 
Hyglene 

Care tion ation 
Smokina scmal ·neoua Expen· 

port 
aervieea a.. expeli· lei 

~ aea !;" 
g 

Age65+ -1.084* 1.264* -0.688* -3.261* -0.268* 4.666* -0.799* -0.608* -0.157 0.007 -0.193** OA59* 
~ 
~· Region1 -7.223* 7.264* -1.143* 1.292* -0.928* 0.038 -0.956* -0.654* 0.383** 0.071* -0.213 0.583* 
""CP o Region2 -4.555* 5.083* -1.056* LOS* -1.145* 0.715* -0.664* -0.207* 1.474* 0.043*** -0.312* 1.128* à" 
~ 
,8 

Region3 1.202* 1.306* 0.281* -0.847* 0.285* -1.306* -0.743* -0.024 0.079 -0.147* 0.31* -0.827* 

.ii Region4 -5.226* 3.867* -0.311* 2.5'" -1.155* 0.564* -0.871* 0.033 1.501* -0.272* 0.392* 1.018* 
c 
:::1 

Ftest 389A9 219.36 134.83 148.41 96.6 169.04 o 221.97 137.02 122.77 132.47 33.5 52.3 
"" y. 

Source: Elaborated by the authors. ? 

j; Note:· significant at 1%, •• significant at 5%, ... significant at 10%. 
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Table 5 - Tobit regression results for the consumption equation, Rio Grande do Sul 

I 2 3 4 5 6 7 8 9 lO 11 12 

Composi- Per-
MIKeUa· Other 

Co· 1nms- Health Educa· Recrea· 80D8l 
~ 

teGooda Pood HOUIIiDg Hygiae SmokiDg ·neoull Expen-
thing port Care tiOD tiOD lel'Yi· 

Q.. expen8e8 aea 
ir ces 
rn 
n Constant 59.341* 78.531* 5.744* -36.74* 2.225* -0.689 -13.815* -7.3* -2.921* -0.597* -13.434* -21.287* o 
:::J 

~ LogWpc -3.743* -4.222* -0.204* 4.822* -0.167* 0.527* 0.937* 0.666* -0.441* 0.091* 1.287* 2.305* Jf 
-,:, Graduate o -2.989* 0.718*** 0.302** 1.923* 0.097 -0.18 3.M7* 0.896* -2.702* 0.277* 041** 0.711* à" education 
)> 

.f Highscho-
,CD 

oi educa- -2.177* -0.485*** 0.632* 2.46* 0.421* -0.229*** 2.016* 0.673* -1.65* 0.223* 0.616* 0.704* Q 
:::J o tion w 
SJ> 

Males 0.6* -0.556* -0.413* 1.128* -0.399* -0.587* -0.419* 0.094* 0.463* -0.085* 0.239* ? 0.027 

'~ Urban -3.757* 6.756* -0.236** -4.033* 0.22* 0.032 0..485* 0.796* 0.39* 0.308* 0.089 0.901* 
"P 
~ Age0-9 0.295** -1.496* 0.381* 0.045 0.192* 0.573* 1.104* 0.242* -0.177*** -0.006 0.173" -0.09 o-
~ 

Age1D-14 0.679* -1.894* 0.744* 0.345* 2.161* 0.099** -0.754* 0.042* 0.276" ~ 0.133 -0.063 -0.105 
'~ ... Age15-24 0.086 -3.414* 1.477* 1.553* 0.892* -0.096 1.359* 0.578* -0.022 0.187* 0.696* -0.353* CD 
;-r 
~ Age25-34 -0.115 -4.789* 1.007* 3.745* 0.765* -0.005 1.233* 0.536* 0.377* 0.226* 0.767* 0.126*** o 
:-::i Age35-44 -0.827* -3.086* 0.432* 3.139* 0.391* 0.425* 1.304* 0.275* 0.922* 0.188* 0.564* 0.641* 

Age45-54 -0.642* -2.15* -0.189* 1.993* 0.119** 1.135" 0.985* -0.049 1.424* 0.082* 0.357* 0.735* 

Age55-64 -0.69* -1.106* -0.442* 0.654* -0.102** 2.209* 0.051 -0.283* 0.9* 0.037** 0.336* 0.707* 

Age65+ -0.936* 1.107* -0.667* -3.296* -0.247* 4.672* -0.77* -0.597* -0.179 0.007 -0.194** 0.452* 
~ 
'I 
'() 

F test 409.04 240.27 154.43 254.63 118 148.94 153.06 192.71 37.1 110.09 59.51 198.76 

Source: Elaborated by the authors. 
Note:· significant at 1%, •• significant at 5%, '" significant at 10%. 



Except for food, housing, clothing and smoking, the logarithm of per capita 
income has a positive effect on consumption in Brazil and in RS (including also 
hygiene in the exceptions). Per capita income seems to have a greater positive im­
pact on transport and a greater negative impact for housing, even for Brazil or RS, 
so that a 1% increase in per capita income pushes up consumption by 3.4713 for 
transport and pushes down consumption by -4.9135 for housing for Brazil. 6 On the 
other hand, for hygiene in Brazil, the effect of income is practically null, indicating 
that in come probably does not affect the demand for this composite good. For RS, 
hygiene has a nega tive impact in terms of per capita income. This difference could 
be associated to the characteristics of the composite good since hygiene can be an 
inferior good and to the fact that per capita income is higher in RS than in Brazil. 

Considering the impact of instruction skills (graduate and high school edu­
cation) on consumption, it is found that the higher the education levei the less 
is the consumption both in Brazil and RS for housing, health care, education, re­
creation, personal services and other expenses, which results are consistent with 
the literature. On the other hand, food, clothing, transport, hygiene, smoking and 
miscellaneous expenses are composite goods which demand increase with educa­
tion. This effect may be explained by the preferences ofthe more educated people, 
searching for quality or sophistication and thus consuming more expensive goods. 
For example, with a higher levei of education, people can choose natural food, as 
it is healthier, but it is also more expensive. Despite they still buy clothes, they can 
prefer a fashionista brand which it is also more expensive. The result for smoking is 
also interesting, and may be explained because cigarettes emerged with the north 
American film industry, and it was a popular good. Although it' s a good that harms 
the health, it's still a popular good (ROSIERE; ROSIERE JÚNIOR, 2012). 

lf the person is male, it is also an important variable when analyzing con­
sumption in different sectors. The results indicate that being male has a positive 
effect on consumption for the following composite goods: food, transport, recrea­
tion, smoking, miscellaneous expenses and other expenses. Other composite goods 
have a nega tive influence associa te with being male ( or positive in the case of 
female): housing, clothing, hygiene, health care, education, and personal services. 
These results make sense as, usually, men eat more than women and women con­
cem more about clothes than men. 

The effect of age on consumption is the criticai point in this study. lf retire­
ment consumption puzzle matters for Brazil and Rio Grande do Sul, it would be 
expected a large drop in consumption of composite goods as people get older. To 
achieve a better comprehension about this issue from the estimation results, we 
plot the marginal effect on expenditure related to the age groups in four graphs 

6 Note that in the methodology section it was shown that the impact of the marginal e!fect of the 
explanatoryvariables is the coeffic:ient multiplied by a correction factor, which was done here. 
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separating the composite goods for which expenditures decreases (Graphs 1 and 
2), increases (Graph 3) and keep constant or increases and decreases at advanced 
ages (Graph 4). 

The results indicate that expenditure decreases for food, clothing, hygiene, 
education, recreation and miscellaneous expenses for Brazil and RS (Graph 1). 
These results are quite similar to that found by Lefêbvre (2006) in a study for Bel­
gium where the same effect was observed for composite goods such as food, clo­
thing, transport, education and hygiene. However, differently from that study, we 
found a drop in consumption for recreation, which may be explained by the fact 
that some recreational goods (theatre, musical concerts, etc.) can be expensive 
considering the average income at retirement, but also because Brazil have not 
developed public policies orientated for the old people. In Brazil, only in 1994 it 
was instituted a national policy for elderly people, despite initiatives of the Federal 
Government in the 70s in favor of this age group (FERNANDES; SOARES, 2012). 

Educational expenditures usually are more relevant for people when they 
are young (childhood and adolescence). In fact, the age-eamings profile shows 
that people have a cost of education at the short run but will be benefited in the 
long run with higher returns (MINCER, 1974). Additionally, the results reveal that 
expenditures on education have the most expressive drop for age from 55 years old 
which is not surprisingly considering that the retirement rate for those ages is very 
high in Brazil. 

Graph 2 show that transport expenditures have the highest peak at young 
ages (25-34 years) and strongly decline after age 64. It is also interesting to note 
from Graph 1 that expenditure peaks at the ages 10-14 years for food and edu­
cation and at the ages 15-24 years for clothing. These peaks are reasonable since 
the human body is developing during childhood and adolescence, implying the 
need for more food and substitution of clothes. Also, accordingly to data from INEP 
for 2012. in Brazil the amount ofyoung people enrolled in basic education (50,5 
millions) overcomes the amount that enrolled in graduate education {7,0 millions). 
Another composite goods having the highest peak at the ages 15-24 years are hy­
giene and recreation. 
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Graph 1- Expenditures that decreases with age (excluding transport good) 
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Source: Elaborated by the authors. 
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Graph 2- Expenditures that decreases with age (only transport good) 
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Source: Elaborated by the authors. 

As expected, expenditures with health care and housing increase with age 
(Graph 3) both in Brazil and Rio Grande do Sul. This result was also found in the 
study ofLefébvre (2006). It is worth noting that those expenditures increase expo­
nentially from the ages at 25-34 years. For health expenditures, such an increase 
probably is related to the high cost of provision of private health goods and services 
and because elderly have more health problems and demand more these goods 
and services. Also public health consumption significantly increases with age. Turra 
(2001) shows that the government expenditure per age growths exponentially over 
49 years old and for peop!e over 60 years old the average per capita expenditure 
of the govemment is twice bigger than the age group between 30-39 years. In spite 
of the observed negative effect of age for housing goods, usually demand increases 
at more advanced ages since families need to accumulate money during the initial 
period oflife cycle to buy h ouses. 

Graph 4 shows that personal services expenditure remains during life cycle 
but smoking expenditures strongly increase from age at 10-14 years until age at 
45-54 year and then quickly fali. Smoke is known as a habit hard to change over 
the life cycle with severa! consequences on health conditions. The prevalence of 
nicotine addiction in Brazil is similar to the United States, representing about 24% 
(GALDURÓZ et ai., 1999). This indicator didn' t change very much since 1965 in 
United States (FlORE; BAILEY; COHEN, 1996), so it can be considered as a good 
with persistem consumption over time. 

Summing up, the pattem of the household expenditures over the life cycle 
coming from this empirical analysis allow us to conclude for the evidence of reti­
rement consumption puzzle in Brazil, mainly considering the age effects achieved 
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for relevant composite goods into the household budget such as food, clothing, 
transport, hygiene, education, recreation and miscellaneous (see Tables 2 and 3). 
As the results for Rio Grande do Sul are highly correlated to that for Brazil and this 
state have the most advanced demographic transition process, the evidences ob­
tained in this study raises the importance to evaluate the effect of demographics on 
consumption and economic performance. 

Graph 3 - Expenditures that increases with age 
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Source: Elaborated by the authors. 
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Graph 4 - Expenditures that remain constant or decreases at advanced ages 
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6 Final Considerations 

Demographics is a factor that has a major impact on consumption. The tradi­
tional Keynesian Theory introduced the concept marginal propensity to consume 
and postulated that current income explains consumption. Other approaches, such 
as the life cycle/permanent income theories postulates that rational behavior of 
households imply that consumption is constant over time_ 

In this paper we search for evidences on the so-called "retirement-consump­
tion puzzle" which represents a significant drop in consumption at retirement 
found in some empírica! studies. If such effect exists consumption would be not 
constant over time, putting into question the main hypothesis and results of the 
LCPIT. It is worth noting that the rational expectation hypothesis raised by Hall 
(1978) and used into the framework of the LCPIT imply the inforrnation set pos­
sessed by households at the current time is not correlated with the household's 
expectation errar (HAIDER; STEPHENS JR., 2007). A possible violation of this as­
sumption would be related to "unanticipated shocks occurring around the time of 
retirement" (BANKS, BLUNDELL; TANNER, 1998), which affect the household's 
foresight capability and the saving's schedule of households would be set no pro­
perly to support consumption at retirement. 

Our study addressed this issue for Brazil and the State of Rio Grande do Sul. 
We estimate consumption functions controlling for age effects for 12 composite 
goods defined from the 2008-2009 Household Budget Survey following the strate-
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gy adopted by Lefebvre (2006) and Farinha (2008). The results showed that hou­
seholds' expenditures consistently decrease with age for 7 composite goods (food, 
clothing, transport, hygiene, education, recreation and miscellaneous) and increa­
se with age for 2 composite good (health care and housing). lt was also found that 
other composite goods such as smoldng and personal services tend to increase 
until the age group at 45-54 years old but still decrease at retirement ages. 

These results put in evidence the retirement consumption puzzle for Brazil 
and Rio Grande do Sul. This evidence about such puzzle into the intemational stu­
dies is still ambiguous (BATIISTIN et al., 2009; U; CHI; WU, 201 5), being an impor­
tant issue to be explored using other econometric tools. However, as demographic 
transition evolves very quickly in Brazil as well as in Rio Grande do Sul, the eviden­
ces achieved in this study bring concerns about the economic growth effects from 
the channel coming from consumption and demographics. To our view, studies 
about the relationship among demographics, consumption and economic growth 
are very important to the context of the demographic transition in Brazil and need 
to be more explored into the economic research agenda. 
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