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Chart 1: Expected savings
Accumulated in the period, current values

The government’s new pension reform bill could save BRL 1.164 trillion in 10 years. The new bill must pass in
Congress, in two voting rounds in the House of Representatives and in the Senate, being subject to
amendments along the way prior to approval. The government expects to save BRL 188 billion within the first
four years after the bill passes. The new public pension system narrows the gap between workers in the private
and public sectors in addition to addressing some imbalances in the country’s social security systems. It also
allows the government to stay under the spending cap, ultimately reducing the debt-to-GDP ratio over the next
few years. A more rational approach towards public spending is paramount for the country to get back on track,
generating more jobs, improving the country’s risk perception, lowering interest rates, and recovering the
investment grade, along with other measures. Among the main changes are the definition of a minimum
retirement age and a higher contribution period (as shown in the figure below), which will be rolled out over a
12-year transition period.

Figure 1: Main rules – New public pension plan

Source: Ministry of the Economy, Bradesco

(*) Description of the main characteristics of the Constitutional Amendment Proposal (PEC) outlining Brazil’s new public pension
system. For a complete and in-depth analysis, we recommend referring to the Ministry of the Economy’s website:
www.economia.gov.br/.
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The bill changes how retirement benefits are calculated, eliminating the current reduction factor after the
transition period. For those retiring after the reform passes, benefits will be calculated based on the simple
average of wages and contributions. Workers retiring based on the minimum contribution time will receive 60%
of this total. Workers will receive an additional 2% for each additional year of contribution beyond the
minimum period, potentially exceeding 100% of the benefit (limited to the cap). The bill also sets new
contribution rates, which will be lower for those earning up to one minimum wage, and progressively applied to
higher wages.

The proposed transition period spans across 12 years, featuring a selection of modalities available. A scoring
system may also be applied, where male workers require 96 points and female workers require 86 points to
retire – this score is incremented by 1 point for every transition year until reaching 105 for men and 100 for
women. Although this modality does not set a minimum age, the minimum contribution time is 35 and 30,
respectively. Another possibility is adding up contribution time and the minimum ages of 61 for men and 56 for
women, which will also gradually increase during the transition period. For workers retiring by the age criterion,
the minimum age of 65 applies to men and the minimum age for women will increase by 6 months per year,
climbing from the current 60 to a total of 62. In this system, the current minimum contribution time is 15 years,
but this total will be increased by 6 months per year, until reaching a minimum of 20 years. For workers retiring
in the next 2 years, the minimum contribution time will still apply (35 years for men and 30 for women), but
there will be a 50% increment over the remaining time, applying the current reduction factor.

Other changes include death pensions, accumulated benefits, and changes to social security programs. Death
pensions will grant 60% of the benefit, added to 10% for each dependent, limited to 100% of the benefit. Those
who would be entitled to two types of benefits will receive the highest benefit and a fraction of the lowest –
defined based on the primary benefit amount and income: the smaller the income, the higher the fraction of
the secondary benefit. In general, assistential benefits will be granted at the age of 60, with a monthly payout
of BRL 400. After reaching the age of 70, these beneficiaries will be entitled to 1 minimum wage. This benefit
will be granted to elderly in conditions of poverty.1

The bill also brings some novelties, such as the creation of a capitalization system and mechanisms that
automatically adjust the minimum age. These measures were conceived to address long-term fiscal balance
considering population aging and frequently updated survival rates. As for the capitalization system, the
administration will share more details in a separate bill – with no submission date in sight so far. The goal of this
measure is to even out the system for newcomers in the job market, without interfering with the current
system. In addition, by updating the life expectancy at the age of 65, the minimum age will also be revised – the
rules for this process will also be covered in a separate bill.

It is worth mentioning that all of the measures will also apply to states and municipalities. Some of them
have been dealing with tax difficulties in recent years, including to pay workers. The reform, which is
mandatory after six months, will help with the fiscal adjustments of these states and municipalities.

Combined, these measures should lead to total savings of BRL 1.1 trillion in 10 years and BRL 4.5 trillion in 20
years. The changes to how benefits are calculated and the transition rule should already generate savings: the
government expects to save BRL 188 billion in four years – approximately 2.7% of the GDP. Therefore, the
reform will help the administration stay under the spending cap over the next few years, lowering the deficit
and stabilizing public debt.

1 Proven per capita household income under 25% of the minimum wage and total assets under BRL 98,000. 
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Generally speaking, the bill is very bold and covers major imbalances in the current pension system, in
addition to taking the first steps to develop medium- and long-term solutions. From a fiscal standpoint, the
bill helps rationalize public spending by relieving the pressure from pension payouts and saving more money to
invest in other areas, such as healthcare, safety, education, and public investments. The neutral rate of interest
is expected to drop as public debt decreases. Coupled with other measures to improve the business
environment and promote Brazil’s international standing, reforms tend to help the country recover a solid pace
of growth and generate more jobs.

Chart 2: Gross debt/GDP
Under the spending cap; average GDP growth: 3%

Source:  Central Bank of Brazil, Bradesco
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