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Welfare has been a hot topic on the Brazilian political and economic stage in recent years, amidst the
rapidly-aging population, steep deficit in public finances, and the spending cap established to contain the
debt-to-GDP ratio. Even before population aging accelerates in the early 2030s, spending/GDP by the RGPS
(Brazil’s general pay-as-you go pension system) jumped from 4.9% to 8.5% in 20 years. That is the main
reason why the social security system needs to be urgently reformed.
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Brazilian welfare: data review

1. Number of benefits

First, we have all transfers made by Brazil’s National Social Security Institute (INSS) between 1998 and
2017, dividing this period in groups of two years each, with consistent spending growth (Table 2). The
highlight between 1998 and 2000 is the growth of welfare benefits (BPC and LOAS), along with the
elimination of the so-called Lifelong Monthly Income, which grew 6.2% per annum, while welfare aid
dropped 1.4% per annum, on average.

(*) Including states and municipalities
Source: Brazilian National Treasury, OECD, Bradesco

Table 1: Social spending (% of GDP) in Brazil and OECD countries, by region

Myriã Bast
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Social Spending (2017)
Brazil, % of 

GDP

Social Security (RPPS +RGPS)* 14.0%

Public Education 6.00%

Public Healthcare 3.8%

Other (FAT, LOAS, Bolsa Família) 2.1%

TOTAL 25.9%

Social Spending (2013/14)
OECD, % of 

GDP

Public Pension System 8.1%

Public Education 4.8%

Public Healthcare 6.5%

Other 1.6%

TOTAL 21.0%
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Between 2001 and 2007, welfare aid increased substantially, both in the rural and urban sectors. One of
the highlights of this period is the upsurge in sick pay benefits, which leaped from 658,000 allowances in
2001 to 1.6 million in 2005. However, allowances started dropping significantly as of 2007, when thousands
of beneficiaries were called in for medical reassessment, which ultimately led to a series of cancelled
allowances. Welfare benefits, on the other hand, continued to grow. Total INSS benefits grew 3.7% per
annum during the period, on average.

Retirements increased from 2008 to 2012, at an average annual growth rate of 3.8%. BPC and LOAS
continued to grow above average. After the reevaluation carried out in the previous period, sick pay
benefits started growing again in 2010. Other benefits did not keep up with the same pace.

A new benefit slowdown period began in 2013. Welfare benefits started decreasing in 2012 and recorded
consecutive drops as of 2013. The year of 2016 was marked by a fine-tooth combing process of all disability
retirement and sick pay benefits.

In this sense, the government announced that it would carry out medical reevaluations across a broader
range of benefits than before, targeting rural retirement, institution commitment aid and death pensions.
This should generate savings of BRL 10 billion this year. Despite the savings generated to public coffers,
none of these initiatives are as effective as a broader pension reform.

Table 2: Amount of benefits, average per period and class

Source: Department of Welfare, Bradesco

Period Class Thousands
Average annual 

growth

Accumulated 

growth

Social Security 16.274 3.6% 11.35%

      Retirements 10.832 3.8% 12.0%

            Contribution time 3.272 4.1% 12.7%

            Age 5.370 4.1% 12.9%

     Complementary 494 -1.4% 4.7%

Accident 654 2.4% 7.3%

Welfare 1.935 6.2% 19.6%

TOTAL 18.863 3.9% 12.0%

Social Security 19.507 3.4% 26.3%

      Retirements 12.62 3.1% 24.0%

            Contribution time 3.65 2.4% 17.7%

            Age 6.436 3.6% 28.5%

     Complementary 1.182 15.9% 155.7%

Accident 737 2.0% 14.9%

Welfare 2.593 6.2% 51.7%

TOTAL 22.839 3.7% 28.6%

Social Security 23.569 3.4% 18.3%

      Retirements 15.600 3.8% 20.5%

            Contribution time 4.491 4.3% 23.3%

            Age 8.155 4.1% 22.5%

     Complementary 1.269 2.2% 9.8%

Accident 821 1.8% 9.3%

Welfare 3.679 5.3% 29.6%

TOTAL 28.079 3.6% 19.4%

Social Security 27.574 2.9% 15.1%

      Retirements 18.513 3.4% 18.4%

            Contribution time 5.505 4.4% 24.3%

            Age 9.802 3.5% 19.0%

     Complementary 1.561 0.6% 1.2%

Accident 844 -0.6% -2.9%

Welfare 4.432 3.1% 16.7%

TOTAL 32.861 2.8% 14.8%
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2001 to 
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2008 to 

2012

2013 to 
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In 2017, urban retirement benefits totaled 72.2% of the total, while rural retirements accounted for
27.8%. Citizens who received up to 1 minimum wage (welfare floor) totaled 67.7%, accounting for 47.2% of
total payments made. These benefits of up to 1 minimum wage represent 56% of urban benefits and almost
100% of all rural benefits granted (Chart 3). However, indexing the welfare floor to the minimum wage and
the respective pricing policy (minimum wage increase above inflation), recent demographic dynamics and
benefit granting rules ultimately led to a major upsurge in total spending across all segments.

Despite being classified as a welfare benefit, rural retirement by age is inherently related to social
security, since rural workers pay much less taxes than urban citizens: in 2017, rural welfare collected only
BRL 9.3 billion and spent BRL 120 billion. The resulting deficit is attributed to minimal tax collection, mainly
due to the low rate of formal jobs in rural activities. Despite the massive upsurge in rural retirements by
contribution time, they still account for a very small percentage of total benefits.

According to the World Bank, only 2% of rural welfare subsidies (difference between average benefits and
average contributions) are destined to the lowest income quintile among the population, being more
heavily focused on the medium income quintile. Considering all retirement benefits (urban and rural +
Pension System for Civil Servants - RPPS), 35% of subsidies are destined to 20% of the richest citizens and
only 4% to the poorest. Such inequality also comes from the differences between different pension system
rules, setting the average payout from the RPPS system at around BRL 9,000, much higher than the RGPS
system. In addition, according to the IBGE, 8% of the population above the age of 60 had a per capita income
below the poverty line in 2017, while this rate reached a whopping 43.4% among children under the age of
14.

2. Benefits by category: urban, rural and social security

Chart 3: % of benefits of up to 1 minimum wage (SM) and above 1 at this level

Source: Department of Welfare, Bradesco

Table 3: total benefits and amounts by category in 2017

Source: Department of Welfare, Bradesco

No. of 

beneficiaries 

(millions)

Total amount 

(BRL billion)

Average 

benefit (BRL)

Avg. % of 

concessions 

(2007 – 2017)

up to 1 min. Wage 13.8 150 915 46%

> min. Wage 11.1 284 2168 38%

up to 1 min. Wage 9.5 105 933 25%

> min. Wage 0.1 1 1402 7%

Category

Urban

Rural

0% 20% 40% 60% 80% 100%

Total

Urban

Rural

up to 1 min. Wage > min. Wage
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The reach of welfare benefits such as the BPC in the rural sector is limited, considering that the vast
majority of workers choose retirement by age, since this benefit includes a Christmas bonus and has a much
easier granting process compared to the BPC’s requirements. The number of rural retirements granted is
higher than the rural elderly population, for example. According to 2015 data from the Household Survey
(PNAD), there were 8 million rural citizens over the age of 50, while the total number of beneficiaries that
year was 9.3 million.

Therefore, classifying rural retirement by age as a welfare benefit (rather than social security) could hinder
decisions regarding public policy developments. Restructuring this policy would essentially mean defining
and separating social security (based on contribution) and welfare, which would ultimately allow the country
to target income distribution policies towards the population that actually needs resources, considering the
country’s current social inequality. Generally speaking, literature shows that it is typically more efficient to
target a specific fund transferring program to low-income households.

3. Benefit amounts

Most of the spending comes from benefits granted by contribution time, although the amount of
retirements by age is much higher – difference of 73% in benefits granted in 2017. Among those retired
based on the number of years of contribution, most receive the benefit above the floor (one minimum
wage). Nonetheless, the total amount of welfare benefits grew 10-fold between 1996 and 2017.

Chart 4: evolution of quantity and amounts of all INSS benefits paid
Base 100 = 1996

Source: Department of Welfare, Bradesco

Benefit amounts granted grew at a much faster pace than the number of benefits, especially between
2003 and 2013. This growth is partly attributed to the government’s effort to raise minimum wage in realt
terms during that period, with adjustments made based on GDP growth. For example, for every minimum
wage increase of BRL 50 (around 5%), social security spending rose by BRL 14 billion, not considering the
increase in the number of beneficiaries receiving the floor amount.
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Another highlight in the accounts was the leap in social security spending as of 2015. This is essentially
attributed to the creation of the 85/95 rule. According to this rule, the sum between contribution time and
age must reach 85 years for women and 95 for men in order for them to be eligible to receive the full
retirement benefit (without any deduction based on the welfare factor). These totals must gradually increase
according to life expectancy, making the rule much stricter – the total rose to 86/96 earlier this year. This was
expected to prompt taxpayers to work longer in order to receive a higher retirement benefit based on the
85/95 rule. But what actually happened was the opposite: many taxpayers who were postponing their
retirement due to the welfare factor left the job market earlier in order to retire based on the new rule. This
led to a spike in social security spending as of 2015. The amount paid in retirement benefits by contribution
time grew 11% in 2016 and 9.3% in 2017, in real terms.

Chart 5: real minimum wage, annual average (1970 – 2019)
BRL, amounts in January 2019

Source: Ipeadata, Bradesco

4. Minimum age, life expectancy at birth and survival rate

In order to address the minimum age required to retire, it is important to clarify the difference between
life expectancy at birth and survival rate as of a certain age (60 or 65). Life expectancy at birth varies
significantly among the country’s different regions, since it is affected by factors such as infant mortality and
youth violence. The survival rate as of an older age, in turn, primarily reflects health conditions and the
increase of elderly longevity; therefore, this rate is much more appropriate to consider in minimum age
retirement policies.

Chart 6: life expectancy at birth and at age 65, in 2017

Source: IBGE, Bradesco
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The main criterion to define the right minimum age and ensure the social security system’s sustainability
must be the average number of years in which people can effectively use the benefits. In Brazil, the
survival rate at age 65 in 2017 was 18.3 years. This rate varies very little between regions (Chart 6). In other
words, a citizen who retires at the age of 65 will receive the retirement benefit for 18 years, on average.
Nowadays, the average age of retirement by contribution time is 54, considerably below the global average
(Chart 7). Considering the survival rate at this age, retirees will receive the benefit for 27 years.

Both the life expectancy at birth and survival rates in older ages have been constantly growing, indicating
that Brazilians have been progressively living longer. Coupled with the higher retirement age, this
ultimately means that citizens are receiving social security benefits for a longer period as well. Besides the
higher longevity, current demographics have shown a trend of fewer young men and women in the
population. In a pay-as-you-go pension distribution system, in which active taxpayers pay for inactive
workers, the growing percentage of elderly compared to youth in the total population tends to put pressure
on the system, since there are not enough taxpayers to cover expenses with retirees – which, in addition,
are also receiving retirement benefits for a longer period of time. Therefore, it is crucial to establish a
minimum age to correct the number of contribution years based on longevity growth, in order to curtail the
growing imbalance in this system.

Chart 8: Evolution of dependency ratio* by age range

(*) Ratio of active-age population size and inactive population (over the age of 55 or 65); number of workers for each retiree.
Source: IBGE, Bradesco

Chart 7: Survival rate at age 60 compared to average retirement age, by country

Source: OECD, Bradesco
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Charts 9 and 10: Welfare income, spending and results in the urban and rural segments (in billions of BRL)

Source: Department of Welfare, Bradesco

Table 4: Federal RGPS and RPPS collection, spending and deficit

The deficit upsurge as of 2016 was primarily induced by the urban segment, when tax collection dropped
and spending continued to rise significantly (Charts 9 and 10). A full-fledged recovery is further hindered by
the unemployment resulting from the economic crisis, which drove down contributions. The rural deficit, in
turn, is much older and stems from the sector’s historically low and stagnant income, which cannot keep up
with rising expenses.

Source: Department of Welfare, Bradesco

5. Pension deficit

In 2018, Brazil spent BRL 590 billion with INSS benefits and more than BRL 126 billion with civil servant
retirement benefits. In that year, the RGPS deficit reached BRL 195 billion (2.84% of the GDP),
consolidating the trend of growing welfare spending along with population aging, which had spiked since
2015.

2016 2017 2018
Var. % 

(2018/17)
2016 2017 2018

Var. % 

(2018/17)
2016 2017 2018

Var. % 

(2018/17)

INSS 358 379 395 4% 508 561 590 5% 150 182 194 7%

  Urban 350 365 381 4% 397 437 463 6% 46 72 81 13%

  Rural 8 9 10 7% 111 120 124 3% 103 111 114 3%

Civil servant pension 34 36 36 0% 111 119 126 6% 77 87 90 4%

  Civilian 31 33 33 0% 68 78 80 2% 38 45 46 4%

  Military 3 2 2 9% 37 41 46 13% 34 39 44 13%

Total 392 415 431 4% 619 681 716 5% 227 269 285 6%

BRL billion
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Considering that the number of beneficiaries is increasing as the population becomes older, welfare
spending should also continue to grow sharply. As more citizens retire early in Brazil, this scenario becomes
much more troublesome. Therefore, we must underline the importance of a pension reform amidst the
obviously unstable public budget, which is massively tied up in expenses. This implies fewer investments in
other crucial areas, such as healthcare and education.

6. New Pension Proposal

The government has submitted to Congress a new Pension Reform bill that covers key imbalance points by
raising the contribution time needed to retire, among other rules. The main point is minimum age: by
setting the age of 65 for men and 62 for women, in addition to changing the benefit calculation process, the
government expects to save BRL 561 billion in 10 years (Table 5, total urban retirements by age and
contribution time).

In addition, the reform also changes special retirement rules (such as rural, teachers and police officers)
and seeks to narrow the gap between general population and civil servant retirements, establishing a
single roof and progressive contribution rates. The reform in the civil servant retirement system accounts for
18% of total expected savings in 10 years, which is extremely important to mitigate the inequality between
retirements, since this system’s unique set of rules make the average RPPS payoff considerably higher than
RGPS benefits. In addition, the reform also proposes changes to pension by death, accumulation of benefits
and welfare programs, limiting the amounts granted.

Expected savings from all of these measures in 10 years is BRL 1.2 trillion. It is also important to note that
the new rules also apply to the Brazilian states and municipalities, which would benefit from the tax
restatement.

Table 5: 10-year savings with the Pension Reform

Source: Brazilian Ministry of Economy, Bradesco

BRL billion %

RGPS (Total) 808 65%

Rural 92 7%

Retirement by Age 66 5%

Survivor Benefits 26 2%

Urban 744 60%

Retirement by Age 128 10%

Retirement by Contribution Time 433 35%

Contribution Time 363 29%

Teacher 12 1%

Special 58 5%

Disability Retirement 79 6%

Survivor Benefits 112 9%

Other -8 -1%

New Contribution Rates -28 -2%

Federal RPPS (Total) 225 18%

Expenditure Decrease 155 13%

Revenue Increase 41 3%

New Contribution Rates 28 2%

BPC/LOAS Elderly 35 3%

Refocusing wage bonus benefit 169 14%

TOTAL 1,237 100%



Macroeconomic Research Department 9

Depec Highlight- Bradesco

7. Final Considerations

Pension data reveal that the current system has many imbalances and distorted incentives, which in some
cases lead to early retirements. For several reasons, early retirement entails an average retirement age of
54, well bellow the global average, which ultimately puts pressure on public spending – since the survival
rate at the age of 65 is 18 years. Therefore, the current incentive structure leads to early retirement and
curtails system intertemporal collection potential, affecting the balance of the pay-as-you-go pension system.

Therefore, the current pension system is marked by a significant deficit in a still relatively young country.
Combining the RGPS and RPPS, Brazil currently spends around 13.5% of its GDP in pension benefits, similarly
to countries like Japan, which has a much older population (Chart 11). In other words, the country
desperately needs the pension reform. In this context, the Pension Reform proposal tackles some crucial
distortions in the system: setting a minimum age and raising contribution time leads to higher pension
collection and renders the system solvent, besides tackling inequalities in the pension system and its
different branches.

If passed, such reform would save BRL 1.2 trillion in 10 years, opening up a big chunk of the public
spending to focus on other expenses, while also ensuring proper spending control and lowering the public
debt as a percentage of the GDP.

Chart 11: Pension spending among the population over the age of 60, per country

Source: OECD, Bradesco
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