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Brazil is thrashing out whether to pass the pension reform this year, which is urgently needed not only to
ensure the sustainability of the pension system, but also to stay under the spending cap. Besides the issue of
sustainability, the fiscal issue is also very important, since it raises domestic savings and lowers the economy’s
risk perception, potentially boosting both domestic and foreign investments. A direct impact of such a lower
risk level is a stronger growth recovery and lower equilibrium interest rates. Other countries that passed
pension reforms saw their GDPs rise 3 p.p. compared to pre-reform trends, on average, and most of this
improvement was already apparent in the economy in a time span of only two years.

Literature summary

As the elderly population increases, there are two major effects on the growth rate of the per capita GDP: a
negative effect related to a lower aggregate productivity, with fewer active workers in the job market; and a
positive effect, related to the upsurge in human capital per youth, which could offset the negative effect.
Empirical evidence suggests that the negative effect tends to trump all others. Population aging also puts
pressure on public finances, with growing retirement payouts and higher healthcare spending, which ultimately
leads to lower public savings.1

According to the lifecycle theory, people tend to consume less as they get older and start using the money
saved during their youth for their retirement. Thus, a higher survival rate – not compensated by additional
stimuli to make sure these people stay active in the job market – leads to an automatic shift in behavior,
increasing private savings. The behavior of such savings, however, is linked to more complex variables, such as
generational and regional differences, as well as public policy incentives, which is why the combination
between private and public savings trends can lead to different balances.

Nonetheless, concerns surrounding adverse effects on per capita income and productivity have led several
countries to change their pension systems, including creating incentives to promote personal savings – in an
attempt to guarantee consolidated savings growth over time. The design of such incentives is also complex;
after all, some people do not save any money throughout their lives and may decide not to change their habits
if the minimum retirement age is higher. There are also those who save money throughout their entire lives
and who would increase their private savings at any sign of lower public retirement benefits, in order to offset
such losses. These same individuals may also save more money if the minimum retirement age is higher, since
they will be working for a longer period of time. But can these reforms actually mitigate these effects?

A study conducted by the European Central Bank (ECB)2 among the union’s countries estimates an average
increase of 3.6 p.p. in per capita GDP with a higher minimum age limit, compared to a scenario with no
changes to such limit. The increase in minimum age considered by the study would match the population’s
higher survival rate. The employment rate would grow 3.8 p.p. according to the same estimate of the stylized
model. There is evidence that other kinds of reforms would have little or no effect on the GDP and
employment, such as an increase to the social security tariff, although such reforms could correct distortions in
income distribution.
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1 “The Effect of Population Ageing on Economic Growth, the Labor Force and Productivity”, NBER Working-Papers, 2016.
2 “The Effect of Population Ageing on Economic Growth, the Labor Force and Productivity”, ECB 2018. 



Macroeconomic Research Department 2

Depec Highlight- Bradesco

Therefore, in a stylized model, a pension reform that increases the minimum retirement age to offset the
higher survival rate would be able to mitigate the negative impacts of population aging on the per capita GDP,
since it would keep workers active in the job market and spark consumption (+4.1 p.p. compared to the
scenario without a pension reform).

In another study, Karam et al. (2010) used a parametric model of five groups of countries3 to estimate the
effects of certain types of reforms on the job market and growth in the short and long terms. Similarly to the
ECB’s study, increasing the minimum age has the most impact on growth. Compared to the scenario without a
reform, increasing the minimum age by 2 years would raise the GDP by 1 p.p. in the short term and by 4.5 p.p.
in up to 40 years4. In addition, in most countries, the effect is virtually null in the first six years, after which
results start to become evident.

Raising the minimum age encourages workers to stay active in the job market, which typically means higher
gains and shortens the expected horizon regarding the effective use of life savings. The combination of these
effects tends to reduce private savings and boost consumption during these additional working years. The
resulting savings, in turn, increase the private sector’s involvement in investments and lowers the cost of
capital. The authors found that the GDP of all studied countries increased from the first year after the reform,
while the effects on consumption and investment varied. In the U.S., for example, consumption and investment
grew more than in the base scenario across all years after the reform.

Barrel et al. (2009) also estimated an important upsurge in expected growth amidst the increased active
working period of the population, based on data from the UK. According to the authors, a single additional
working year – due to an increase in minimum retirement age, for example – could raise the GDP by 1 p.p. in
two years, followed by a permanent increase of 1.7 p.p. in six years.

International experience

OECD countries have been constantly adjusting their pension systems, basically due to the combination
between population aging and the resulting pressure on public finances, as well as concerns regarding rising
poverty rates among young men and women. The most common measure adopted by such countries has been
increasing work incentives, raising the minimum retirement age. Other common measures include i) changing
the benefit adjustment mechanism to historically lower indexes; ii) raising contribution tax rates; and iii)
promoting private pension systems. Still, very few studies offer empirical results regarding the effects of such
adjustments. Recent experiences showed that the country risk of nations with serious financing issues, such as
Greece, have increased significantly, prompting these countries to make massive tax adjustments – including in
the pension system – to settle their public finances and resume growth.

Chile, on the other hand, is a different example, since the country made major changes back in 1981,
replacing the apportionment system with a private capitalization and defined contribution system. This
reform was part of a broader set of structural changes, which included a labor reform, changes to the capital
market, and other comprehensive liberal measures. Corbo and Schmidt-Hebbel (2003) broke down the
macroeconomic impacts of the pension reform, attributing around 25% of the increase in savings and
investments in subsequent years to such reform. The authors also associated a total increase in factor
productivity between 1980 and 2011 of 12% to 27% to the changes made to the pension system. In addition, a
total of 10% of the average growth rate of 4.6% post-reform were attributed to the direct and indirect effects
of this pension restructuring process.

3 U.S., Europe, Japan, Emerging Asia and Others. 
4 Minimum increase of two years, also considering specific increases in each region – increase needed to stabilize the debt-to-GDP ratio. 



Macroeconomic Research Department 3

Depec Highlight- Bradesco

Colombia made similar changes, replacing the apportionment system with private capitalization. A study by the
World Bank estimated a long-term GDP increase of up to 10% attributed to higher savings in an overlapping
generations model.

Effects on Brazil’s growth

Based on the effects and results found in the aforementioned international literature, it is possible to infer some
GDP growth scenarios in Brazil by raising the minimum retirement age (Table 1). The effect shows a 3 p.p.
increase in the GDP within two years after increasing the minimum age, on average.

In addition to the previously discussed international experience, the Brazilian Ministry of Economy gathered the
expectations of 64 analysts regarding GDP growth both with and without a pension reform – the details are
provided in the Prisma Fiscal report5. The following chart illustrates these estimates and the trend indicated by
the literature, adding the expected effects of a reform to Brazil’s GDP growth trend since 1998 – the last time the
country attempted to change the minimum retirement age.

Table 1: Effect on GDP rate
Increase in percentage points, compared to the scenario with no changes to the minimum age

*Only empirical case available.
Source: Cited authors, Bradesco

Short-term Long-term
GDP per 

capita

BCE +3.6

Karam (2010) +1 +4.5

Barrel (2009) +1 +1.7

Colombia +10

Brazil (est. Gov) +2.9

Chile (2003)* +4.6

Chart 1: GDP level estimate
Prisma estimates and effects found on literature

* Prisma Fiscal: median with pension reform: 3.45%; median without pension reform: 0.75%
Source: Cited authors, Prisma Fiscal, Bradesco
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5 http://www.economia.gov.br/central-de-conteudos/publicacoes/prisma-fiscal/especiais/2019-04-15_boletim-especial-nova-previdencia.pdf
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The numerical variance of expected effects based on literature is very high, but clearly favorable to the
hypothesis in which the pension reform contributes to accelerating growth. In Brazil’s case – in addition to
the median indicated by literature –, there may be an additional acceleration of the GDP due to the cyclical
recovery following the dispersion of fiscal uncertainties. The Brazilian government estimated that the proposed
pension changes should raise the average GDP by 2.9 p.p. in the next five years, compared to the scenario
without any changes. Such estimate was based on how such reform would affect public spending. The economy
would reduce public debt and have a downward impact on the interest rate, ultimately leading to economic
growth.

These simulations relate to medium-term effects of the reform, but there are other transmission channels in
the shorter term. One of the expected effects is the lower country risk perception. We estimate that the debt-
to-GDP ratio would fall by 21 p.p. by 2030, considering that the savings generated by the reform – along with
other measures – is enough to stay under the spending cap.

With a lower public debt and steady foreign accounts, it is reasonable to expect an improvement in risk,
changing the sovereign rating. Brazil currently has a BB- rating, ranked among the group of countries with
speculative investments. Three rating revisions would be required to recover the investment grade, which
tends to take time. Regardless, after walking the path towards recovering the investment grade, the CDS should
drop to 140 to 100 points – down 30 to 70 points compared to the current level.

Even before recovering the investment grade, a lower CDS helps make the country more attractive to foreign
investors. Thus, the investment flow should increase as the risk decreases, ultimately raising external savings
and promoting medium-term growth.

The pension reform should have major effects on the GDP as early as during the first few years after the reform
passes. In the short term, a potential growth driver is the lower risk perception, with lower cost of capital,
attracting foreign investments and favoring domestic investments.

Chart 2: CDS and sovereign rating group

Source: Bloomberg, Bradesco
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Gráfico 2: CDS sugerido pela classificação de rating soberano
Fonte: Bloomberg
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