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Social Security Reform: effects on Brazil’s public finances and 
unemployment

Despite some watering down seen so far, the 
Social Security reform submitted to Congress 
will likely contribute significantly to the 
stability of Brazil’s pension system and help 
reorganize public finances. In our view, the 
most relevant impacts are (i) a BRL 480 billion 
reduction in social security spending over the 
next 10 years; (ii) reduction of the public debt/
GDP ratio; (iii) lower structural interest rates; 

and (iv) an increase in the labor force and 
potential growth. 

The original proposal sent to Congress late last 
year, which so far has not been significantly 
altered by lawmakers, establishes a minimum 
retirement age and a transition rule. The new 
rules will only apply to new retirees, and will not 
affect current beneficiaries.

Rules of the Regime 
Geral de Previdência 
Social [for private 
sector workers] – 
RGPS

Topic Current Rule Proposal

Minimum age

By age: 60 years for women and 
65 years for men

Women: 62 years old                                                     
Men: 65 years old

By contribution time: based on the 
85/95 rule (sum of age and years 
of contribution must add up to 85 
for women and 95 for men)

Transition rule

Age slowly converges 
to the minimum age.                                                               
Women: increases 1 year each 
biennium starting at age 53.                                                          
Men: increases 1 year each 
biennium starting at age 55.

Contribution 
time

By age: 15 years 25 years

By contribution time: 25 years for 
women and 30 years for men

Retirement 
benefit

Average of the highest “contribution 
wages”, multiplied by the social 
security factor.

70% of all average contribution 
wages, plus 1.5% per year of 
contribution for years 25-29, 2% per 
year for years 30-34, and 2.5% per 
year for contributions over 35 years.

Minimum wage serves as a floor for 
retirement benefits.

Minimum wage serves as a floor for 
retirement benefits.

Automatic rule
Minimum retirement age will be 
automatically revised based on 
changes to life expectancy.

Current retirement eligibility is determined by 
the age and/or the number of years that an 
individual contributed to the social security 
system, each with its own specific rules. The 
updated proposal includes a transition rule, under 
which a benefit will be calculated beginning of 70% 
of the average “contribution wages” (the wage of a 

person, up to a limit equal to the highest retirement 
benefit paid by the system, on which a social 
security tax is levied)1. The transition rule includes 
a progressive minimum age starting at 55 years for 
men and 53 years for women and that will rise by 
one year every second year after Congress enacts 
the reform. The minimum retirement age will reach 

1 The amount of the benefit becomes: 70% of the average contribution wages + (i) 1.5% for contributions from 26 to 29 years; (ii) 2.0% for 
contributions from 30 to 34 years; 2.5% for contributions over 35 years.
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Source: Ministry of Finance, Social Security and 
“Long-Term Fiscal Solvency of the State and 
Municipal Social Security Systems”, Caetano 
(2016), Bradesco

65 for men in 2038, and 62 for women in 2036. Despite 
the long convergence period, the reform also includes 
an automatic rule to raise the minimum wage depending 
on changes in life expectancy, which is very positive for 
fiscal sustainability. 

One of the most important aspects of the reform is 
the proposal to merge the social security system 
for private sector workers (RGPS) with the system 
for civil servants (RPPS). Social security reforms 
implemented since 1998 were designed to reduce 
the differences between the two systems. The current 

reform establishes the creation of a pension fund for 
states and municipalities, or determines that local 
government entities join the Funpresp  - the pension 
fund created for federal employees. Note that under 
the terms of the reform, states and municipalities will 
automatically fall under the general rules if they do not 
establish specific rules for their own social security 
regime within six months after the reform is enacted. 
In other words, the social security reform proposal 
submitted to Congress will directly or indirectly also 
reform the social security systems of local government 
entities.

Rules of the Regime Próprio 
da Previdência Social [for 
civil servants] (RPPS)

Topic Current Rule Proposal

Minimum age
Men: 60 years Women: 62 years                                                  

Men: 65 years
Women: 55 years

Contribution 
time

Men: 35 years 25 years
Women: 30 years

Retirement 
Benefit

80% of the largest contribution 
wages.

Same rule as the RGPS, for those 
who entered after 2003.
Full retirement and parity for those 
who entered public service before 
2003, as long as the minimum age 
requirement is met (55 and 60 years 
old)

Transition rule

Age slowly converges 
to the minimums.                                                               
Women: increases 1 year each 
biennium starting at age 55.                                                          
Men: increases 1 year each 
biennium starting at age 60.

The social security reform proposal also covers 
other social security benefits unrelated to 
retirement, such as pensions (survivor benefits) 
and continued service benefits (BPC). The most 
important change is that beneficiaries will no longer be 
allowed to receive two separate benefits (for example, 
retirement plus survivor benefit) if they exceed two 
minimum wages. In 2014, more than two million 
beneficiaries with more than 50 years of age received 
both a retirement benefit and a survivor benefit from a 
deceased spouse.  Under the new rule, beneficiaries 
will be required to choose a benefit if they exceed the 
2 minimum wage cap.

Considering the current political environment, 
we believe that Congress will approve the social 
security reform by the end of the third quarter. 
This would be longer than the time it took Congress to 
approve the constitutional amendment that implemented 
a public spending growth cap last year. The latest 
delays in voting the social security reform at the House 
Special Committee show that this issue will tend to 
generate lengthier discussions among lawmakers. In 

any case, a significant watering down of the reform 
proposed to Congress would be significantly negative 
for the sustainability of the spending growth cap and 
overall fiscal dynamics.

Social security reform will have a significant 
impact on public finances, and in the absence of 
the reform, the medium-term outlook for the fiscal 
accounts could be significantly compromised. The 
primary fiscal deficit rose to BRL 149 billion in 2016 and 
we forecast a deficit of BRL 170 billion this year, partly 
due to the decline in revenues caused by the recession 
and persistence of tax incentives. The main problem for 
the fiscal accounts currently is the size of social security 
spending. The deficit of the social security system in 
2013 stood at a little over BRL 56bn, and the prospects 
of increased longevity of the Brazilian population 
suggests this deficit will balloon if left unchecked. The 
number of beneficiaries has grown annually by about 
3.5%, while benefits in BRL have grown by more 
than 10% per year in nominal terms since 2007. This 
trend will worsen because of the growth of the elderly 
population over the coming years. 
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Source: Social Security, Bradesco

Source: Social Security, BEPS December/2016, Bradesco

Rural and urban RGPS 
deficit in constant BRL 
billion 

-18,9 -24,3 -26,5 -25,7 -22,9 -2,4 2,4
12,5

29,4 33,3 31 30,7

5,8
-46,9

-38,6
-41,3 -46,6 -53,7 -58,5

-59,3 -72 -79 -81 -89,5 -95,6 -99,6 -100,9

-105,1

-57,5

-151,9-160

-120

-80

-40

0

40

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Rural Urban

Total

When assessing the social security deficit, we 
must also consider the social security system of 

civil servants (RPPS), whose deficit is already of more 
than BRL 220 billion2. 

Beneficiaries, benefits and the Social Security 
deficit 

Beneficiaries 
(millions)

Benefits 
Expenditures 
(BRL billions)

Deficit 
(BRL billions)

RGPS 33.8 507.9 -149.8

RPPS 7.4 110.8 -72.2

Total 41.2 618.7 -222.0
Source: Social Security, STN, Bradesco

Expenditures with RGPS benefits include not 
only retirements, but also pensions, subsidies 
and other welfare benefits. In fact, approximately 
60% of the RGPS expenditures are with retirement, 

while survivor benefits account for another 21% 
and welfare benefits such as a minimum income 
for the elderly and support for the disabled another 
10%. 

Number of beneficiaries and 
Expenditures per type of benefit

Beneficiaries 
(millions)

Expenditure  (BRL 
billions)

% of total 
spending

Social Security Beneficiaries 28.3 429.2 87.1
Retirees 19.1 298.6 60.6
Age 10.1 116.8 23.7
Disability 3.2 46.0 9.3
Contribution time 5.7 135.8 27.6

Survivor Benefits/ Pensions 7.6 105.0 21.3
Subsidies 1.7 25.0 5.1
Maternity Wage 0.1 0.5 0.1
Other (1) 0.0 0.0 0.0

Accidents 0.8 11.3 2.3
Assistance Benefits 4.6 51.9 10.5

We estimate that the social security reform 
submitted to Congress would cut social security 
spending by about BRL 480bn over the next 10 
years, contributing to halt the increase of the 

social security deficit.3 Reducing this deficit is 
necessary if the government is to meet the spending 
growth cap and ultimately reduce the public debt/
GDP ratio. 

2 There is still the RPPS deficit for the state and municipal public servants, which is not included here.
3 This estimate may be greater, if we consider the expected economy with the change in the regime for public servants. However, we still lack sufficient 
data to make this estimate.
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RGPS deficit with and 
without Social Security 
Reform – current BRL 
billion

Source: Social Security, Bradesco

In the absence of changes to current social 
security rules, complying to the spending growth 
cap will become very difficult as of 2022. In fact, 
considering social security and payroll spending and 
the rules for health and education spending growth, 
the government would have to cut other expenditures 
by an average of 30% per year as of 2025 to meet 
the spending growth cap. Note that a significant 
fiscal restructuring effort will still be required even 
if social security reform is implemented, but with 

the reform, discretionary spending would “only” 
have to be cut by an average of 20% per year. In 
other words, Social Security reform appears to be 
a necessary but probably not a sufficient condition 
for Brazil to meet the spending growth cap over the 
next several years. Implementing the reform would 
be an important driver for public policy, as it would 
allow the government to cut other types of spending 
(public investment, health, education, welfare and 
subsidies) less significantly.

Evolution by type of expense 
in % of the GDP – With the 

Social Security Reform

Evolution by type of expense 
in % of the GDP – Without the 
Social Security Reform

Fonte: STN, Bradesco

Source: STN, Bradesco

The numbers above reinforce our view that there is 
little room to water down the social security reform, 
as diminished savings will make it very difficult for 

the government to meet the spending growth cap. If 
Congress waters the reform down, a debate on how to the 
meet the spending growth cap in the next 4-5 years will 
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inevitably emerge. On the other hand, with the reform and 
if the government complies to the spending growth cap, 

assuming real GDP growth of 3% per year, Brazil’s gross 
public debt to GDP ratio will start to decline as of 2021.

Gross debt/GDP Ratio
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The proposed social security reform would also bring the 
Brazilian system closer to the norm in other countries. 
Currently, Brazil spends far more with social security than 
countries with a similar share of elderly in their population. 

As shown in the char below, Brazil spends about the same 
as a share of GDP as Germany or Japan, even if only 
10% of its population has more than 60 years of age, as 
opposed to 26% in Germany and 30% in Japan.

Social security 
spending in % of the 
GDP and population 
over 60 years old

Source: OCDE, Bradesco

Chile

Finland

Germany

Greece

Italy

Japan

Luxembourg

Mexico

Poland

Turkey

USA

Brazil

0

2

4

6

8

10

12

14

16

18

5 10 15 20 25 30 35

So
ci

al
 S

ec
ur

ity
 S

pe
nd

in
g 

(%
G

D
P)

% of the population over 60 years old

Gasto com previdência e 
perfil demográfico

Social Security reform will allow sovereign risk 
spreads to narrow and while growth accelerates 
and unemployment falls, we believe. The chart 
below shows our estimates for Gross Debt/GDP with 
and without the reform. To quantify the impact of the 
reform, we constructed a third scenario, showing a 
combination of higher GDP growth and lower interest 
rates that would yield a similar trajectory for public debt 
than our base case estimate.

Before looking at the effects of social security reform 
on the job market, one should consider the differences 
between partial and general equilibrium analysis. The 
estimates of the impact of social security reform on 
public finances above do not include any assumptions 
about changes to the economy’s growth path resulting 
from not approving social security reform. This is typical 

of partial equilibrium analysis, which assumes that 
all variables remain constant except for the variable 
of interest. In the real world, however, growth would 
probably decelerate considerably if social security 
reform is not approved, which on its turn would lead to 
an additional deterioration of the fiscal accounts. Not 
approving social security reform would probably affect 
asset prices, interest rates, growth, inflation and even 
the medium-term growth outlook. Consider 2015, when 
concerns about the sustainability of the fiscal accounts 
resulted in the deterioration of several indicators of the 
economy. The BRL weakened significantly, touching 
4.25/USD, while 10-year CDS spreads widened to 
600bps the domestic yield curve widened considerably. 
This was followed by a period when inflation remained 
persistently high because of the uncertainty regarding 
the fiscal accounts, despite the severity of the recession.
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Gross debt/GDP ratio 
with 3% growth as of 
2019
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The social security reform also has important 
macroeconomic implications for the job market. 
While raising the retirement age would increase labor 
supply, expectations of lower interest rates and higher 
potential GDP growth under a scenario where the 
reform is passed would tend to increase labor demand. 
To gauge this effect, considering the developments 
of 2015, we simulated the impact of renewed fiscal 
uncertainty on GDP growth and unemployment, taking 
into consideration, however, that the initial conditions 
are different relative to those that prevailed at that 
time: inflation is falling, interest rates are falling and 
world economy is showing signs of recovery, among 
other aspects4. Additionally, we assume in the base 
scenario that the social security reform will maintain 
the labor force participation rate stable for the next 
five years. This implies in a permanent increase of the 
working population of about 1.5 million people and is 
compatible with an 8 percentage point increase in labor 
force participation rate for 55-64 year-olds, from 56% 
currently to around 64%.

The net result is that higher growth more than 
offsets the increase of the labor force, and that 
unemployment by 2022 would be four points lower 
than in a scenario without reform and concerns 

about fiscal sustainability. These simulations are 
based on simplifying assumptions. For one, we assume 
that GDP growth in Brazil will return to 2-2.5% in 
2018, even in the absence of confidence regarding 
the sustainability of public finances, which may be too 
optimistic. It would be plausible to construct a scenario 
where GDP per capita remains flat (implying in headline 
GDP close to 1%) because of the deterioration of 
confidence, as we saw in the 1980s, but we opted for 
a more conservative approach.

Part of the “instability” of this partial equilibrium 
analysis is illustrated by the table below. In a 
negative scenario5, with debt/GDP starting at 100% and 
borrowing costs of 7% in real terms, the primary fiscal 
surplus needed to stabilize debt/GDP is approximately 
4.8%6. Assuming no tax increases and that the 
government is unable to comply to the spending growth 
cap, the primary fiscal deficit in 2022 would reach 
about 0.3%/GDP, meaning that the fiscal adjustment 
needed to stabilize gross public debt/GDP would be 
of about BRL 290 billion. On the other hand, the fiscal 
effort needed to stabilize debt/GDP assuming current 
starting conditions and that the government meets the 
spending growth cap through other means would be of 
a more manageable BRL 160bn.

4 In our simulation, the increase in the fiscal uncertainty occurs between mid-2017 and the beginning of 2018, with an increase to the country’s risk and 
moderate depreciation of the BRL against the USD. From there, we assumed that the worsened public finances would translate into lower growth: in 
the base scenario, we assumed a medium-term growth rate of 3%, while in the alternative scenario this rate stabilized between 2.0% and 2.5% (after the 
negative impact of 2017 and 2018). 
5 Wherein the spending cap limit will automatically lose its credibility and the dynamic of the debt/GDP ratio will no longer be governed by the spending 
cap, but by the public deficits and the cost to finance the debt, which tends to increase substantially due to the increased risk.
6 Considering GDP growth between 2% and 2.5%.
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GDP growth
Real interest 

rate -2% -1% 0% 1% 2% 3% 4%

80%

2% 3.3% 2.4% 1.6% 0.8% 0.0% -0.8% -1.5%
3% 4.1% 3.2% 2.4% 1.6% 0.8% 0.0% -0.8%
4% 4.9% 4.0% 3.2% 2.4% 1.6% 0.8% 0.0%
5% 5.7% 4.8% 4.0% 3.2% 2.4% 1.6% 0.8%
6% 6.5% 5.7% 4.8% 4.0% 3.1% 2.3% 1.5%
7% 7.3% 6.5% 5.6% 4.8% 3.9% 3.1% 2.3%
8% 8.2% 7.3% 6.4% 5.5% 4.7% 3.9% 3.1%

90%

2% 3.7% 2.7% 1.8% 0.9% 0.0% -0.9% -1.7%
3% 4.6% 3.6% 2.7% 1.8% 0.9% 0.0% -0.9%
4% 5.5% 4.5% 3.6% 2.7% 1.8% 0.9% 0.0%
5% 6.4% 5.5% 4.5% 3.6% 2.6% 1.7% 0.9%
6% 7.3% 6.4% 5.4% 4.5% 3.5% 2.6% 1.7%
7% 8.3% 7.3% 6.3% 5.3% 4.4% 3.5% 2.6%
8% 9.2% 8.2% 7.2% 6.2% 5.3% 4.4% 3.5%

100%

2% 4.1% 3.0% 2.0% 1.0% 0.0% -1.0% -1.9%
3% 5.1% 4.0% 3.0% 2.0% 1.0% 0.0% -1.0%
4% 6.1% 5.1% 4.0% 3.0% 2.0% 1.0% 0.0%
5% 7.1% 6.1% 5.0% 4.0% 2.9% 1.9% 1.0%
6% 8.2% 7.1% 6.0% 5.0% 3.9% 2.9% 1.9%
7% 9.2% 8.1% 7.0% 5.9% 4.9% 3.9% 2.9%
8% 10.2% 9.1% 8.0% 6.9% 5.9% 4.9% 3.8%
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to stabilize debt/GDP

Source: Bradesco

The simulations above assume that the policy 
choice available to the administration is to 
implement fiscal adjustments mainly through 
spending cuts instead of increasing taxes. The 
public spending cap is a determinant factor behind 
this choice, and implementing social security reform 
makes such a policy strategy feasible. Increasing taxes 
are always an alternative to spending adjustments, 
but the discrepancy between government spending in 
Brazil and in the rest of the world (and particularly of 
social security spending) suggests that pursuing a fiscal 
adjustment by increasing taxes would be unhealthy. For 
a country with low per capita income, low productivity 
and facing difficulties to generate growth and jobs such 
as Brazil, increasing taxes is a choice that should only 
be made after spending and rules become more aligned 
with countries whose income and distribution are similar 
to Brazil in order to preserve the country’s relative 
competitiveness. Finally, even though the reform is 
crucial for long-term sustainability of public finances, 
accelerating the country’s potential growth depends 
on advancing in reforms that improve institutions and 
legal security, favor trade opening and competition, 
approximate the country to technological frontiers and 

accelerate the accumulation of human capital through 
the use of better education practices.   

The social security reform will play an important 
role in the future dynamics of public finances 
in Brazil. The sustainability of public debt will 
ultimately depend on the approval of a reform that 
halts the sharp increase in social security spending, 
enabling the government to comply to the spending 
growth cap approved by Congress last year. These 
savings will allow the gross debt to GDP ratio to start 
falling after the strong increases in recent years, which 
were a determinant factor behind the loss of investment 
grade. The measure’s approval not only contributes to 
the economy’s dynamic by containing the debt/GDP 
ratio, but should also have a positive effect on growth 
itself. A more organized macroeconomic environment, 
on its turn, will contribute to the recovery of investment 
and growth, to the extent it improves perceptions about 
the sustainability of public finances. Finally, even if 
the reform leads to an increased working population, 
expanding the supply in the job market, the expected 
unemployment rate is significantly lower in the reform 
scenario due to more accelerated growth.
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DEPEC - BRADESCO does not accept responsibility for any actions/decisions that may be taken based on the information provided in its publications and projections. All the 
data and opinions contained in these information bulletins is carefully checked and drawn up by fully qualified professionals, but it should not be used, under any hypothesis, as 
the basis, support, guidance or norm for any document, valuations, judgments or decision taking, whether of a formal or informal nature. Therefore, we emphasize that all the 
consequences and responsibility for using any data or analysis contained in this publication is assumed exclusively by the user, exempting BRADESCO from all responsibility 
for any actions resulting from the usage of this material. We all point out that access to this information implies acceptance in full of this term of responsibility and usage. The 
reproduction of the content in this report (partially or in full) is strictly forbidden except if authorized by BRADESCO or if the sources (the name of the authors, publication 
and BRADESCO) are strictly mentioned.
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