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A Path in Contradiction: Brazlian Social Security in the 1990s
Milko Matijascic' 2
Abgract

The Brazilian Socid Security Sysem shows mgor differences between the generd and the specid
regimes, dthough both have been consdered sgnificant factors in the country's public debt. Ghanges
caried out during the 1990s falled to implement fully the new conditutiond requirements. The issue of
reform and the nature of the criss are il open questions.

Viewpoints regarding the criss place those who defend the need to reduce benefits againg those who
condder it necessxy to increase revenues. The conflict between the parametric and the systemic
goproaches in Brazil is dmilar to that seen in dl other countries. The proposas based on parametric
gpproaches seem to be more effective than those of the sysemic type. In addition, fisca and socid codts
meake sysemic options very risky.

1 - INTRODUCTION

The perception of the great digparities which exist between the very rich and the very poor is cause for
congderable ill feding n society. When the Condtitution of 1988 was being drawn up, the legidators
responsible for the chapter on The Socid Order intended to introduce provisons amed at dleviaing this
Stuation of socid digparity. One of the mechanisms put into effect was the introduction of the concept of
Socid Security [cdled Seguridade Social in the Condtitution], intended to integrate governmenta actions
in the areas of hedth care, retirement and wefare under a unified budget, didinct from the tax sysem, with
mutiple sources of funds which were then to be used in the areas which were mogt in need. The rights of
urban and rurd workers were aso placed on equd footing and the minimum penson benefit (the lowest
benefit paid) was raised.

However, these resgances to the provisons of the 1988 Condtitution (which dready existed before that
time) gained srength as drategies were adopted to modernize the country and increase the economy’s
cgpacity to compete. The cods of the socid security sysem were conddered among the main agpects
respongble for the difficulties in exportations and the high public debt. As a consequence, a number of
proposals were put forth to reduce this codt. In addition, many bendfits granted were consdered overly
generous, and some clamed thet it would be impossible to maintain any actuarid baance in the future. The
best path to be taken seemed to be the introduction of reforms smilar to those implemented in other Lain-
American countries. However, this has not occurred until the present moment. The contradiction between
economic and socid problems were reflected with greatest dlaity in the pendon sysem, and the path
taken during the 1990s in terms of the policies adopted and the results obtained from the condtitutiona
provisons was marked by this dichatomy.

In order to describe and andlyze this path, the present article is divided into two sections: the evolution of
pension system [previdéncia social], and the financid criss and proposas for reform.

! Milko Matijascic is a researcher at the Center for Studies on Public Policies of the Campinas State University
(NEPP/UNICAMP), Brazil and Associate Professor at Salesian Catholic University of Séo Paulo.

% The author wishesto thank Débora Cury Campineiro's comments and Terence Edward Hill for the english version of
this paper.
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2 - SOCIAL SECURITY: GENERAL DESCRIPTION AND EVOLUTION IN THE1990S

The objective of this section is to show how the Brazilian Socid Security System is structured, how it
evolved until 1988, and the most significant changes introduced since then.

2.1 - General Dimensionsand the Financial Crisisof the Brazilian Social Security System

The Brazlian socid-security inditutions can be grouped into two segments, the public, referred to as the
Brazlian Social Security System [Sistema de Previdéncia Social Braglera], and the private ssgment,
cdled Private and Supplementary Social Security [Previdéncia Privada and Complementar].

Thefederdly controlled Social Security System is compulsory for dl sdlaried workers and optiond for the
sf-employed. It condsts of two types of regimes

1. The General Social Security Regime, encompassng dl sdf employed, urban and rurd
employees in the private sector and in government-owned companies, it is managed by the
Nationd Socid Security Inditute (Instituto Nacional de Seguro Social - INSS);

2. The Special Social Security Regimes for Civil Servants, which applies to federd government
employess (referred to as federd civil servants) serving in the executive, judicid and legiddive
branches. The other two levds of government adminidration - the Sates, and the municipdities -
have their own, very heterogeneous, socid security regimes, which are not subject to INSS rules
and management.

Chat 1 destribes the main rules for digibility and the replacement rates for the generd and specid

regimes. The celing for contributions and benefits in the general regime is currently equivaent to

gpproximately 8.8 times the minimum monthly wage. In the special regimes, it is equivalent to the last
monthly wage received, with no predefined celing. The floor benefit in both Studions is one
minimum monthly wage (gpproximatey US$ 84.00). Unemployment insurance is managed by the Labor

Minigtry, and has no relation to socid security system (INSS).



Chart 1

Eliaibilitv for the Principal Benefitsin the General and Soecial Reagimes

Benefit

Full retirement for lenath
of contribution

Eliaibility
Aae 53 for men and 48 for

women inthecivil service
Wi limit i

the general recime

Retirement based on the
number of vears of
proportional
contribution

Y earsof
contribution

35 vears for men and
30 for women

Replacement rate

100% of the total of 80% of the hiahest
contributions since Julv. 1994 in the
cgenerd regime and 100% of the last
wage inthe civil service sector

Aoe 53 for men and 48 for
women

30-34 vearsfor men
and 25-30 for women

Between 70% and 94% of the total of
retirement for full period of contribution

Retirement based on age

Aae 65 for men and 60 for
women , with five-year

reduction for rural workers

114 months (nonefor
rural workers)

70% plus 1% for each year of
contribution (one minimum monthly
wagefor rural insured)

Retirement consequent

70% plus 1% for each vear of

|abor accidents

to permanent disability Medical examination 12 months contribution

Survivor's pension upon . Between 80% and 100% of the pension

death Death of the insured 12 months received by the deceased

Sick leave alowance Medica examination 12 months 20% pl us 1% for each vear of
contribution

Maternity aid Birth of child 10 months 100% of last wage for 120 days

Aid to the aged Age 65 and older None One monthly minimum wage until death

Benefits consequent to Medical examination None 100% of last contribution wage

Source; Laws 8112/90 and 8213/91.

In the generd regime, the employees contribution corresponds to an average of nine percent up to the
caling. The employers portion is equivdent to 22 percent of the totd payrall. Sdf-employed insured
workers contribute with 20 percent besed on a scde ranging from 1 to 8.8 minimum monthly wages. If
there are deficits, the Nationa Treasury must replenish the INSS budget to guarantee benefit payments.

Currently the rules the special r egimes reguire contributions varying between 6% and 25% percent of the
tota wages of currently active civil servants. The federd government must pay the difference between the
contributions collected and expenditures on benefits.

Private and Supplementary Penson Funds, which are optiond for employees, are dso comprised of two

moddlities:

1. Closed Private Penson Fund Entities (Entidades Fechadas de Previdéncia Privada -
EFPPs), which are st up for employees of a given company (or group of companies). The
objective of these fundsis to supplement benefits by filling in for the difference between the amount
paid by the INSS and the last wage received (in most case)

2. Open Private Pension Fund Entities (Entidades Abertas de Previdéncia Privada - EAPPS)
are st up for those who wish to pay into supplementary funds in order to receive higher penson
benefits upon retirement. The amounts pad into such benefit plans have no rdation to those
adminigtered by the INSS.

Fnancing for the EFPPs is pro-rated between employees and employers, currently a the gpproximeate
proportion of 2to-1. The codts of the EAPPs are fully covered by the insured, but companies may dso
contribute according to new schemes now being set up. In both cases these benefit plans are Imilar to that
goplied under the generd regime, but the replacement rate” depends on the length of time the insured has

¥ Many plans currently adopt a defined contribution system.

* Replacement rates may range from 100% to 125% of the last wage, less what is paid by INSS to the EFPPs in the
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contributed to the plan. In addition, minimum age is often required to goply for benefits

The public regimes operate according to a pay-as-you-go system, wherees privaie penson funds are
based on an individud capitdization regime in the case of the EAPPs and individud or collective
capitdization in the EFPPs. Chart 2 shows the main aspects of the public segment. It should be noted thet
the deficit between income and expenses in the generd and spedid regimes are the main judification for
implanting the reforms, in view of their congderable increasad costs Snce 1995.

Chart 2
Brazil: Dimensions of Social Security — Public Segment
Soecial Reaimes in Public Servi

Dimensions Sub-total
Contributors (1996) (thousands) 28278 953 2837 3790 32068
Beneficiaries (1996) (thousands) 16912 892 2,000 (estimation) 2892 19.804
Revenue (1999) (USS$ billion) 27.8 27 29 5.6 334
Expenditures (1999) (USS hillion) 4.1 133 102 235 576
Déficit (1999) (USS hillion) 6.3 10.6 7.3 17.9 24.2
Cogtsas % of GNP (1999) 6.0 19 15 34 94

Sources: Ministry of Social Security and Welfare, and Ministry of Planning, Budget and Administration

The private and supplementary segment, whose data, in the case of the EAPPS, ae no more than mere
esimates, have the characterigtics shown in Chart 3.

(| d C\

Insured » Financial Si;[uation
million S$ million
Contributors
EFPP (closed) 18 025 36 24 65.0
EAPP (open) 25 N.A. 0.8 N.A. 4.8

Source: Olivera, Bdtréo and Ferreira (1997)

To summarize, the Brazilian Socid Security System shows mgor differences between the generd and the
specid regimes, dthough both have been congdered sgnificant factors in the country's public debot. The
high replacement rates of the public schemes have inhibited sustained expanson of priveate pension funds.

2.2. - Notes on the historical evolution of social pensionfunds between 1923 and 1988

Laws related to coverage for labor accidents date back to 1919, but the Eloy Chaves Act, of 1923,
effectively regulated retirement, pensions and hedth services for the firg time, paid for by funds managed
by companies. Mogt andlysts consder these regulaions as the first ep in socid protection in Brazil. As of
1930, a process began by which the role of the state became centrd in the socid security system.
According to Draibe, Azeredo and Guimarées (1991:18):

"There is no doubt that the organization of the socid welfare system in the 1930swas an
essentid eement of the [Presdent Getdlio] Vargas era, and it operated as a decisve
source of power in dructuring the politicd sysem which characterized that populist

defined benefit plans. The EAPPs have no relationship with the amounts paid by INSS. Thisis also true of the EFPPs
with defined contribution plans.
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period. This conception was dructured to dassfy the working dasses into specific
sectors (IAPs) articulated into corporaist structures controlled by the federd
government. At the same time that it kept socid categories not recognized by the sate
out of the paliticd arena, it dso determined which were to be the legitimate dameants for
other socid policies (education, public hedth, and housing).”

The 1APs were financed by contributions levied on payralls, paid patly by employers and patly by

employees. The law determined thet Siate would aso contribute, but its participation was usudly irregular
and in amounts less than those legdlly specified. The |APs were based on different contribution rates, due
to the digtinctions among the benefit plans, especidly in rdaion to the replacement rates. This was the
reason why Brazil faled to adopt a Sructure Smilar to that described in the Beveridge Report, after 1945.
According to Cohn (1995), those categories of workers which were entitled to more generous benefits
were fearful of suffering lossesif the plans for unifying the IAPs were put into practice. Another indication
of resstance was the dow processing through Congress of the Organic Socid Security Act, which was
firg discussed in 1947 and regulated only in 1960, and which findly maintained the differences among the
IAPs.

In 1966 the Socid Security System was reorganized as part of the reforms put into effect as of 1964. The

system was no longer based on the regime of collective capitdization (fullfunded), which hed existed snce
1923, and was placed under pay-as-you-go.

Draibe, Guimardes and Azeredo (1991 18-19) defined those changes as follows:

"The restructuring of the mode of socia intervention under the federal regime set up in 1964
accentuated the aspects of inequity of the Brazilian socia policy system, in spite of the progressive
incorporation of new social groups, the extension of benefits, and the trend toward universalization in
some sectors of intervention. Decisions regarding socia policy were subordinated to the demands of
economic policy and, as a result, were theretofore formulated and implemented as dedsions made
exclusively by the technocracy encrusted within the power structure. Such decisions were based on
exclusion from political participation of all popular sectors, extinguishment of political parties, repression
of the labor union movement and socia movements in general, marginalization of Parliament, and
centralization of decisions. In a certain sense, the expansion of socia policies - despite their distorted
and iniquitous character - led some analysts to see this process as an attempt at ‘legitimating’ the
regime, in view of the suspension of palitical citizenship."

The changes that took place between 1966 and 1967 led to the centrdization of the IAPs under the
Nationd Soda Security Inditute (Instituto Nacional de Previdéncia Social — INSS), which then
assumed socid security servicesto al urban workers except civil servants. Debts prior to 1966 were to be
covered by the Federd Government. It should be noted that the status of the system improved as of 1964
asthe new Minidry of Labor and Socia Security replaced the former Labor Ministry.

Further changes were carried out in 1974, induding the establishment of a specific ministry for socid
security and welfare. The new policy formaly privileged intervention in socid protection, that was better
coordinated. This was reflected in the creation of the Nationd Socid Security and Wdfare System
[Sstema Nacional de Previdéncia e Assisténcia Social - SNPAS) in 1977, which induded the
fallowing inditutions

V" INPS — Adminigtrator of the benefits granted by the system;

INAMPS — Responsible for hedlth care to insured and registered participants;

FUNABEM — To address needs of poor minors,
LBA — To adminigter wdlfare benefits to poor families,
IAPAS —responsible for adminigtration and personnel management of the SINPAS,

D N NI NN
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v" DATAPREV —Company responsible for data processing of the SINPAS.

According to Draibe, Guimardes and Azeredo (1991), despite the above restructuring, the componentsin
the new sysem operated autonomoudy with minima integration among the bureaucracies and policies
implemented.

Law 6435/77 comprised a further essentid measure dedling with supplementary socid security. This law,
based on United States legidation of 1974 (ERISA), regulated the management, compaosition of portfolios,
actuaria plans, bendfit plans, funding, and financid regimes that were to be adopted.

The end of the period of generd accderated economic growth in the 1980s caused a fdl in the ratio
between contributors and beneficiaries. Many of those who had joined the system during the prior 15
years became inactive, thus caudng financid difficulties. To get around the problem, contribution rates on
payrolls were increased al during the 1980s In addition, the Socid Contribution Tax on Company
Revenues was crested, and the redl values of benefits were gradualy reduced. These measures succeeded
in mitigating the problems.

In generd, dl andydss have conddered that the 1988 Conditution was a mgor landmark in socid
protection in Brazl. The following quote from Azeredo's andlysis (1990:1) might be useful to provide the
reeder with an idea of the importance of this new Conditution:

"Efforts in the Constitutional Assembly were concentrated on drawing up proposals aimed at
correcting the notorious distortions in the public sector in terms of the socia area. The new
constitutional text resulting from this process represented considerable advances, the most
noteworthy of which was the adoption of the concept of security [seguridade], encompassing the
areas of health, social security and welfare. The meaning of these advances can be evaluated when
one considers their underlying principles, which include universal coverage and service
uniformity and equivalence of benefits and services granted to urban and rural populations;
selectivity and distributivity in providing benefits and services; irreducibility of the value of
benefits; equality in the form of participation in costs; diversity of the bases of financing; the
democratic and decentralized character of administration, including the participation of the
community, especially workers, the business community, and retired persons.”

According to Azeredo (1990), the most important mesasures regarding benefits were the uniformization of
criteriafor urban and rurd populations, and new rules for caculating replacement rates, and readjustments.
It thus became impossble to manipulate the vaue of benefits in order to baance the sysem from the
financid point of view. In addition, socid protection was consolidated as auniversd right.

To sum up, the history of the Brazilian Socid Security Systemn until 1988 was marked by progressve
universdization of rights, in goite of the difficulties involved in incorporating ever larger numbers of
contributors in order to guarantee sodid rights and the system's actuaria sustainability on long term. The
deterioration of the vaue of the benefits was a congtant over the years.

2.3 - Metamor phoses of the system between 1988 and 2000

The events that occurred in the 1990s failed to repect the ideals implanted in the 1988 Condlitution. In
Soite of the introduction of the concept of Socid Security, the organic laws of hedth, retirement and
welfare were sent to Congress separately in 1989, as aforecast of things to come during the decade.

From the ingitutional point of view, SNPAS was dismantled in 1990 and INPS and IAPAS were
merged to comprise the National Social Security Institute (Instituto Nacional de Seguro Social -
INSS). In addition, FUNABEM and LBA were extinguished. Later, in 1993, INSS ceased transferring
funds for hedthcare, interrupting a practice dating from 1923. Neverthdess, the reforms carried out
between March of 1995 and December of 1998 didn’t change the sysem'sinditutiond profile.
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From the financial point of view, the Law on Funding was dassfied under the heading of socid security
in compliance with the Condtitution. Funds collected from payrolls, rurd production, revenues (the
FINSOCIAL Tax) and, later, the COFINS Tax and the Tax on Net Profits (CSLL) were to be
proportioned to the three areas. With the revison of the Conditution in 1993/94, a provisond mechaniam
was indituted which dlowed 20% of dl federa revenue from taxes and contributions to be redlocated by
the adminigration according to the government's finanaa needs This sysem is il in effect. Andly,
measures have been discussed in the last three years for reducing tax advantages to companies (renlincia
fiscal) and increasing the tax load. In the former case, the measures contemplated include dricter rulesfor
granting tax exemptions to philanthropic organizations. To increase tax revenues, rurd benefidiaries, who
pay 2% over production sold, will probably have to begin paying higher rates.

We will now summarize and comment on the main changes effected during the 1990s in the area of
benefits. When the Law on Socid Security Benefits (Law 8213/91) was regulated in July of 1991, the
following infra- congtitutional revisons were consolidated:

Equivadence of bendfit plans for urban and rurd workers,
Rurd workers would retire based on age, five years before urban workers;
Greater effortsto maintain the red vaue of benefits

In March of 1995, the increase in socid security costs and the perspective of deficits on medium and
long-term were the main factors which led the adminidration to suggest the introduction of reforms, Snce
actuarid principles must determine replacement rates. The main changes proposed in this repect were the
fallowing:

Replacement of years worked by years of contribution as the criterion for retirement digibility;
Egtablishment of age 60 asthe minimum for retirement;
Elimination of the differences between genders and between urban and rurd workers,

Himination of dl gpedd retirements granted a earlier ages, except in cases of unhedthy working
conditions, and

Introduction of a maximum of 50% share by employers in the funding the EFPPs of date-owned
companies, and guarantees of portability and vesting of funds.

Although the administration itsdf admitted that the initid objectives were not atained, the changes
introduced by Conditutiona Amendment 20 of December, 1998, deserve mention:

The criterion of years worked was replaced by years of contribution;

Minimum age was introduced for civil servants and for anyone gpplying for proportiond retirement
benefits,

Proportiond retirement was extinguished for new insured,

Specid retirements were extinguished except those for primary and secondary school teachers and in
cases of unhedthy working conditions,

Replacement rates of benefits were changed for the generd regime - tota contributions and the age of
the insured began to be taken into consderation (socid security factor);

Legidation on bendfits became the exdusive jurisdiction of the federd leve; and



Penson funds readapted the vaue of benefits promised to mathematical reserves, which were to be
periodicaly reassessed. Introduction of a maximum of 50% share by employers in the funding the
EFPPs of state-owned companies, and guarantees of portability and vesting.

In short, the changes carried out during the 1990s faled to implement fully the new conditutiond
requirements, and it was not possble to diminae the digortions decried by adversaries of the new
regulaions Theissue of reform and the nature of the crigs are dill open questions.

3 - CRISSAND THE REFORM OF SOCIAL SECURITY IN BRAZIL: AN OPEN AGENDA

One of the most heeted controverses in Brazilian politicd and academic spheres during the 1990s, as well
as in public opinion in generd, was the confrontation between points of view regarding the crigs, different
goproaches toward penson reform, and the range of the proposals in terms of their financid, economic
and socid effects These topics will be andyzed in this section.

3.1-Viewson thecriss. areasof convergence and diver gence

Although the sodid security crigs has been intensdy debated in political and academic dirdes and in the
media, it cannot be said that there is consensus among the various diagnoses.

However, there is one line of diagnogs that seems to predominete, either because of its stronger presence
in the media, or due to the number of tudies that have been published in its regard. This pogtion is
characterized by direct criticiam of the structuring of the system. Among the various sudies thet have been
published, those by Stephanes (1998), and Oliveira, Bdtrdo and Ferrera (1997) deserve specid
condderation.

The centrd problem according to this line of thinking is the generosity of the bendfit plans No minimum
ageis reguired for granting retirement and, in the moddlities that do call for such aminimum, areduction in
the number of years of contribution is alowed. In addition, there is the possibility of anticipating digibility
for women, rurd workers, and teechers. In view of the above factors, there are unjudtified intra- and inter-
generationd benefits being granted. According to the authors mentioned, proof of thisis thet the expected
length of benefit of menin OECD countries is 15.2 years while that for Brazilian men is 17.5 years. For
Brazilian women, bendfits are granted for an average of 20.0 years, againg 18.6 yearsin the OECD. Since
the sysem is basad on eguivaency between revenues and expenditures, these obstacles must be
overcome.

According to the above-mentioned authors, the contribution rates are not respongble for these
discrepancies, ance they are among the highest in the world, representing gpproximatdy 31%, agangt
19.5% in Germany and 12.4% in the United States, as per SSA data (1999). Very high rates might
encourage tax evason and discourage new gpplicants from entering the system.

This st of problemsislikey to worsen, congidering the rgpid aging rates and reduced fertility, which imply
a higher number of retired persons than a present, consdering the proportion between the aged
population and those Hill working. According to Olivera, Bdtréo e Ferreira (1997), Brazil islikely to have
1.2 contributors per beneficiary in the year 2030.

Therearecriticiansin reation to this predominant view of the social security crisis, but they fail
to represent a broad-anging diagnoss. Studies by severa authors summarize and organize some of
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the criticisms that have been brought up regarding the sudies andlyzed above.

The focus of the debate is the role attributed to the 1998 Condtitution. Contrary to the positions described
above, Feghdi (1999), Bernardo (1998), and ANFIP (1999), as well as others, condder the
condtitutiona provisons sufficient to guarantee balanced financing of the system. Ther firs mgor argument
refersto therole of the Socid Security Budget. According to Feghdi (1999), the overdl federd budget for
2000 presupposes a surplus of US$ 8 hillion. It is therefore incorrect to consgder only those funds
collected by INSS by comparing the tota pad in from payrolls and rurd production with benefit
expenditures, aswas donein the andlyses drawn up by the first group of diagnoses mentioned.

Ancther problem is the gppropriation of socid security funds by the Nationa Treasury, which was carried
out in two ways

Benefits paid to inactive civil servants were financed from funds recaved from the Tax on
Revenues and the Tax on Net Profits” representing gpproximately 55% of such expenditures. The
generd opinion of analydts is that this procedure is inadequate, since these benefits are not part of
sodid security.

The condtitutiond revison of 1993-94 st up the Socid Emergency Fund (FSE), which dlows the
federd admi nlstretlon to redlocate 20% of dl revenues from the federd budget to needs determined
by the Treasury.® According to Bernardo (1998), US$ 8.2 hillion were taken from funds collected by
INSS in 1997, wheress only US$ 3,8 were returned. The Treasury retained atota of US$ 4.4 billion.
Since, according to the Finance Minitry, the deficit in 1997 was US$ 2.8 hillion, the reversion of this
regulaion would have resulted in asurplus of US$ 1.8 hillion.

Another criticism was raised by ANFIP (1999), based on losses in collection. On the one hand, there is
what is known as fiscd waiver (rendncia fiscal), which isalegd expedient thet fully or partialy exempts
employers from paying contributions on their payralls. This cogt the public US$7.2 hillion in 1997. On the
other hand, various types of tax evasion dso occason heavy losses, estimated a about US$10,2 hillion
in 1997. When these two figures are added, the total comes to US$17.4 hillion, indicating thet it would be
possible to collect sufficient reverue to reverse the deficit. Although expenditures have risen since then,
there is ill room for increased collection because, according to the Generd Federa Financid Statement
of 1999, gpproximatdy US$ 33.3 hillion in funds are receivable from debtors to the INSS (see Folha de
S. Paulo Newspaper, 3/12/2000).

The problems rdaed to benefits in generd are not consdered important for this group of andyds snce
Brazilians have a low average life expectancy, meaning that bendfits are paid for rdatively short periods.
Demographic problems are dso congdered secondary, since the profile of the Brazilian populetion is quite
young in comparison with the centrd countries. In addition, there are great numbers of unemployed and
informa workers who could be incorporated into the system. The main problem isthe dimination of losses
in collection and the indusion of a grester number of contributors into the Socid Security System, since
only 43% of the working populaion contributed in 1997. According to Munhoz (1995), the inclusion of
grester numbers of insured could increase collection by gpproximately 25%.

In summary, viewpoints regarding the crigs place those who defend the need to reduce benefits agang
those who consder it necessary to increase revenues. This dilemma, which was reflected in the recent
process of amending the Condtitution, has impeded a broader retructuring which would guarantee
actuarid feashility for the system and adapt it to the country’ s socid needs, especialy when one consda's

® The COFINS and CSLL Taxes are collected by the National Treasury. Contributions based on payroll and rural
production are collected directly by the INSS.

® The FSE is till in effect, currently under the name of Separation of Funds of the Republic (DRU). Between 1995 and
1999 it was called the Fiscal Stabilization Fund (FEF).
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the generogity of the specid regimes.

3.2 - Sysgemic and parametric approachesto reform: principal formulations

Numerous proposas for reform have been brought forward to face the Brazilian socid security crigs.
Although such proposds have vaying characteridics and unequd technicd consstency, two types of
gpproach can be discerned: those of the systemic type and those of the parametric type.” It should be
noted, however, that there is no direct reationship between the different kinds of diagnoses and
proposalsfor reform.

In the case of the systemic type of gpproach, defended by financid inditutions of private pension plans and
by insurance companies, the restructuring of the system should be based on the reinforcement of the role of
the cortributors. Those who are unable to contribute should receive lower subsdies or bendfits, thet is,

goproximately one-hdf the minimum monthly wage. The State should be respongible for adminigering the
generd regime up to the ceiling of three or five minimum wages® Amounts above this level should be
administered by capitdized funds in individud accounts, each person receiving benefits proportiondly to
the totad accumulated funds and the income recaived. Patidly government-owned companies could

compete with private companies according to the logic of the market. The State would have the role of

regulating the sector and enforcing the regulations. All those who opted for the trangtion would be assured
of the portability of funds guaranteed by the State in the totd amount of ther contributions, plus actuarid

interest of 3% to 4% per year. Those who remain in the former system should raise the amount of ther
contributions to maintain origind expectaions.

Management of the bendfits is characterized by dissociaing progranmeable benefits, that is, retirements
basad on age or on years of contribution, from non-programmable benefits, such as disability or diseese.
The programmeable benefits would be managed according to the system described above, whereas funds
to cover nonprogranmeble benefits would be trandeared to insurance companies, the rate beng
determined on the basis of actuarid risks. The rules of digibility for rurd workers and for women would be
equivaent to those for men in the urban ssgment.

Financing would be changed. It would retain the current characterigtics in the generd regime, but with the
passage of time the employer's rates could be diminated when the individud trandferred from one regime
to the other. Only the workers contribute to the new capitdized funds The generd regime congds of
defined benefits, dthough the replacement rate should consder dl contributions made by the insured,
wheress in supplementary socid security, the regime would consst of defined contributions made into
individua accounts

In the case of the approaches of a parametric nature, defended by labor confederations, managers of
the public socid security system, and oppodition parties, the changes to the present system would be more
modest. The aurrent structure would be retained in its generd configuration, but a number of provisons
now in effect would be modified to guarantee actuarid baance, such as the replacement rae, the
introduction of a minimum age for retirement based on years of cortribution, and the rules regarding tax
immunity. The ceiling for fixed benefits would be 10 minimum monthly wages

Supplementary socid security would continue to receive contributions from both employees and employers
and the regime of defined benefits could be maintained without changing the present syssem. There would
be no dissodiaion in the management of programmeble and non-programmeable benefits Mogt of the

" As Chand and Jaeger (1996) predicted, the stylized models of reform that they described could be applied in other
countries, and not only in those considered in their study. Thompson (1998) also used the same kind of approach.

& Or between six and ten welfare baskets, according to many of the proposals, since that val ue represents approximately
one-haf of the minimum wage.
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proposa's suggest rigorous actuarid control and adjustment of the replacement rate to reserves.

There would be no trangtion from the old to the reformed sysem. The most ddlicate problem isin relation
to the incduson or nat of civil servants now under specid regimes into the INSS. There is no current
consensus among the various proposals, snce many fear that the State will fall to pay its employers share,
thus making the sygem unfeasible from the actuarid point of view.

The conflict between the parametric and the sysemic goproaches in Brazil is amilar to that seenin al other
countries The effects on the public debt and on society in generd are agpects that should be andyzed to
evad uate the scope and limits of each proposdl.

3.3 - Financial, economic and social effects of the approachesto reform

The actuarid projections presented below are derived from the andyses and proposds indicated, and

some of their probeble effects will be mentioned’. The Socid Security Ministry sought to project

scenaios, drawn up on the bads of the fallowing premises: introduction of a minimum age; reduction of the
floor benefit to one-hdf of the minimum wage dimination of anticdipeted retirement for women and rurd

workers, and lowering of the ceiling for both contributions and benefits (see Olivera, Bdtréo and Pasinato,
1996)." Some variables are established in the projections which are exogenous to the system, such asthe
evolution of the GNP, revenues, retained profits, per capitaincome, and average wages.

Congdering the premises described in Table 1, below, the best scenario is that of the slution, which
emphasizes privatization of companies, because it is there that grestest growth can be seen. The public
solution scenario, which calls for predominance of Sate initiative and the success of the State in solving the
fiscd problem by reducing the public debt, the projected growth is positive, but lower. The third scenario
is that of economic crigs, upposng zero varidion of the GNP and low or negative variaion of other
items.

Table 1
Brazilian Social Security: Projectionswith the Multisector M odel - Annual Growth (1995-2030)
Scenario Public Solution (1) Private Solution (2) Crisis(3)
GNP, Revenues and Retained Profits 400% 450% 000%
AverageWage 347% 408% 20/%
Minimum Wage 210% 520% 0.70%
Per Capitalncome 250% 300% -1.50%

Source and drawn up by: Oliveira, Betrdo and Pasinato (1996)

According to the results shown in Table 2, the introduction of a minimum age without changing the floor
and ceiling benfits, following petterns smilar to those seen in most OECD countries, thet is, between 60
and 65 years of age, reduces the projected deficit. If such a change were to be accompanied by the
eimination of the differences between genders, the reducing effects on expenses would be gredter yet.

The mere lowering of the celling for benefits, as has been adopted by some Latin-American countries,
would have only alimited effect on the reduction of expenditures, and should be associated with changesin
the replacement rate or the introduction of a minimum age. The reduction from ten to three minimum
monthly wages shows no sgnificant results. On short-term, for the year 2005, for example, such a change
would in fact aggravate the dtuation of public finances and rase the debt. Only in 2030 might this

® The content of the present topic summarizes the conclusions of Silva, Melo, Pochmann and Matijascic (1998).
%I the ministry's projections, the reduction in ceilings does not involve eliminating the share paid by companies nor
any changesin the current replacement rates of beneficiaries.
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dternative have pstive, but sparse, effects, with a dight reduction in the debt. The mgor differences
would seem to occur in the crigs scenario, but such a Situation would meke the socid security system, and
the economy in generd, impossible to be adminigered under any circumstances. In the case of private
solution, the maintenance of the caling of ten minimum wages would be the best Stuation wheress, in the
cae of public solution, the results would be very amilar. Findly, in no case would a calling of five minimum
wages reduce the deficit, and would therefore not be afeasible dternative.

The reduction of floor benefits to one-hdf the minimum wage would bring about better results in
financesin any of the scenarios, and aso reduce expenditures to gpproximeately 1% of the GNP (Scenarios
1 and 3), and to 2.2% (Scenario 2) for the year 2030, regardiess of the celling which is fixed. Table 2
shows these impacts in the three scenarios conddered, without reducing floor benefits to one-hdf of the
minimum wege

Table 2
Needsfor financing of the INSSin different scenarios- floor: one minimum wage
(in % of GNP)
C No minimum Age 60 for women

S%e&%r;?%l : (current situat?gr% gnd 65for men Age65 for men and women
2030 3min. 5min. 10 min. 3min. 5min. 10min. || 3min. | 5min. 10 min.
wages wages wages wages Wages Wages || wages | wages wages

1 2005 1.04 1.36 1.06 0.56 0.56 0.23 0.46 045 012
2030 5.05 6.46 6.21 2.70 330 2.96 225 2.08 244

5 2005 0.77 1.19 0.80 043 0.37 +H.04 031 0.24 +018
200 530 6.63 6.27 2.86 338 293 230 277 230

3 206 162 1.98 158 081 0.83 0.40 0.67 0.68 024

200 743 959 9.25 395 4.88 443 3.33 418 371

Source: Oliveira, Beltréo and Pasinato (1996)

The results presented show thet the systemic-type proposds fal to improve the finandd prdfile of the
system in a sustained manner and could possibly jeopardize benefits to the insured, since al those who
receive wages above the established ceiling would probably invest the money in capitdized funds, which
depend on the behavior of portfolios for establishing the replacement rate.™ The recent experience in Chile
leaves no room for doubt regarding this problem. Although the performance of the funds has been positive,
providing earnings of gpproximatdy 9.5% pr year between 1982 and 1992, the replacement rate
represented gpproximatdy 38% of wages in 1993, according to Ruiz- Tagle (1996). Those which showed
higher earnings and transferred more money to the funds ended up obtaining better profit rates, snce the
adminigrative cogts of managing their portfolios was lower than for the insured earning lower incomes. In
other words, the new system was a concentrator of income. Management costs have in fact been quite
high, representing about 22% of the totd contributions, as compared with atotd of 6.2% in Brazil in 1999,
including expenses on retired avil servants recaiving from INSS and gpproximately 0.5% in the case of the
SSA. of the United States (Thompson, 1998). These factor s taken together show why Brazil has not
yet followed the example of its neighbors and adopted a parametric approach. The risks are
gregter than the possible fiscd advantages to be obtained from a strategy smilar to that carried out in other
Latin- American countries

The reduction of the floor benefit to approximately one-haf the minimum wage would have reduced the
funds trandferred to retired workers in the rurd sector and to the poorest sectors of the population.

" The limited dimensions of the Brazilian capital market could also be a risk factor for carrying out reforms similar to
those implanted in other Latin American countries, because there would be the possibility of losses to the insured in a
context of limited supply of securities.
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According to Delgado (1997), such a sep could increese the internd migration toward the large cities,
thus increesing the Stuation of metropalitan poverty, which is one of the mogt serious aspects of the
Brezilian socid gtuation, snce 50% of the benefidiaries live in municpdities with under 25,000 inhabitants,
and 90% in municipdities with less than 100,000.

Gomes and MacDowd| (1998) have dso shown that the benefits paid by the INSS redistribute income to
municipalities with fewer than 100,000 inhabitants. Another indication for the need to maintain the redl
vaue d the floor benefits was andyzed by Franca (1999), who showed that mogt of the municipdities
receive higher bendfits from the INSS than from funds trandferred by the Municipdity Participation Fund
(FPM), which trandfers taxes collected by the federa government. Since approximatdy 70% of the
bendfits pad are equivdent to one minimum wage, and snce this totd represents goproximately haf of al
expenditures, it is not hard to see what the socid cost of reducing the floor benefits would be.

The stuation of women aso requires careful andyss. Although, from the formad point of view, they have
the right to retire earlier than the men and their life expectancy is three to four years longer, the difficulties
they face in the labor market prevents them from contributing for 25 years or more before gpplying for
retirement based on years of contribution.™ Therefore, setting up obstacles to women's digihility has the
result of making their condition as insured even more undable.

The most adequate solution would ssem to be to exert efforts a incressing the number of contributors to
the sysem. Beddes simulating the paticipation of those not currently registered, there is need for
increased enforcement and better integration among the actions carried out by the different areas and
pheres of government in diminaing lossesin collection, which are very highin Brazil.

The proposas based on parametric approaches seem to be more effective than those of the systemic type.
In addition, fiscal and socid costs make sysemic options very risky.

4. - Summarized concluson and contributions to the debate

Serious problems can be seen from an andlyss of the higory of socid security in the 1990s. The most
important of these problems has been the conflict between the determinations set forth in the chapter on
socid order in the 1988 Conditution and the economic drategies rdated to the needs of fiscad palicy,
which have largdly undermined the god to reduce the socia debot. There have been three contradictionsin
the debate over the last decade:

1. Diagnosing the crisis on the basis of the deficit between collection in the general regime
and expenditur es on benefits. Since rurd retirement and welfare, aswell as urban benefits, have
hed virtudly no equivaent in terms of contribution and became more cogtly with the introduction of
the floor of one minimum wage, it was necessary to use the taxes on revenues and net profits to
finance the system. These funds are trandferred according to the Condtitution and there is therefore
no defiat. In addition, the use of socid security funds for other purposes has prejudiced the
sysem’ s finances and mede it impossible, for example, to accumulate funds which could soften the
impacts of demographic changes or problems with revenues of the INSS consequent to the
increase in sructurd unemployment.

2 1n 1998 women represented only 18.3% of those retired for years of contribution and the average length of their
benefits was 10.9 years, as compared with 13.3 years for the men. In contrast, the women constituted 63.3% of those
retired on the basis of age, and duration was 9.8 years, against 9.6 years for men, according to data for 1994 published
by DATAPREV. Since retirements for years of contribution are higher on the average than those based on age, it is not
difficult to perceive how the problems that affect women in the labor market aso influence their condition as retired
persons under the general regime.
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Holding to the pogtion that social security redistributes income from the poorest to the
richest. The positive fisca impacts of the INSS on the poorest regions of the country show thet
this is not the case. As Orndlas (2000) showed, the payment of rura and wefare bendfits has
possibly created the broadest minimum income program in existence in the world for the aged and
invaid poor. Its effects on the rurd world have been consderable. As a reault, there is a
contradiction between the discourse which denies the socid impact of expenditures and the
postive effects on the income of retired beneficiaries, whose importance has grown in their socid
context, asthey are frequently the only personsin their family to receive aregular and stable source
of income.

Holding to the postion that the duration of benefits paid in the OECD is shorter than that
of pensions based on years of contribution in Brazil. Thispogtion does not sand up when
confronted with information published by DATAPREV. Although retirements do in fact begin a
early ages, the total time of benefits are not longer than those seen in richer countries. In view of
this contradiction, which may be based on erors in technicd evaduaion and on imprecise
information, it is important to indst on the process of modernizing the current adminidrative
procedures in order to obtain more accurate information regarding the actuarid Stuation.
Othewise it will not be possble to state with certainty that the longer duration of benefits paid for
years of contribution is the main cause of the finandid ingtability of the sodid security system.™

The above statements do not mean thet there is no need for further change. The fallowing suggestions by
will no means solve dl the current problems, but they are the mogt urgent for guaranteeing a feesible
system from both the finandid point of view and the perpective of socid equdity:

1.

In Brazl it is the better pad personnd who retire earliest, especidly among civil servants. In a
country with scarce resources, it would be better to spend the funds in socid budgets in other
ways. However, mogt low-income workers in the generd regime of the sodia security sysem do
not live aslong astheir counterparts in the centra countries. Since the labor market fails to absorb
a condderable portion of the population over age 50, a minimum age between 55 and 60
should be introduced, rather than 65, in order to avoid endangering the survivd of the insured
a aperiod in life when thelr generd conditions of life are extremdy ungable.

Another measure that should be consdered is the lowering of the replacement rates in

the general and special regimes. To promise an amount which oscillates between 80% and
100% of the last wage is hazardous for finances and unfeasible on the long-term. A longer period
of contribution for calculating pension benefits should be ingtated, and the tota promised must be
reduced. But red guarantees must o be presented, as provided in ILO conventions. An increase
in the current calling of contributions, plus a decrease in the replacement rates for higher incomes
will pogtively affect finances by rasng revenues and lowering expenditures. Such amove isdso
mordly indicated in a country like Brazil. This might also simulate the supplementary penson fund
market, which is very incipient in Brazil. The adoption of a sociasecurity factor will not solve all

the problems involved, and is based on a potentidly erroneous point of view, congdering the
unrelighility of the indicators employed.

The minimum ages for urban and rural workers and for men and women should be
equated in order to guarantee retirement to those who are unable to contribute for 30 or
40years. Thisisacorrect strategy. Patid benefits could be paid to rurd workers as of agiven
age, congdering the loss of part of the working capacity of these workers, as has been andyzed in

3 The doubts raised by this type of incorrect interpretation may have been the main cause for the failures of the reforms
in this decade. Although there are many doubts in this respect, most congressmen believe that Brazilians have low life
expectancy and should not retire at advanced ages.
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severd dudies published by the ISSA. This messure might be correct and feesble for urban
workers as well.

4, The rules regarding years of contribution should not be overly drict in a country that is
unableto guarantee the social rights of itsworkersunder a system of effective ingpection
and enfor cement. The establishment of dternative sources of funds besides payrollsto get around
this problem may be useful for covering less costly benefits, but it would be ineffective for higher
income levels, where there should be a close rdaionship between caontribution and benefits The
mog condgent solution is to reverse losses in collection, which have dways exiged in Brazil,
besides continued efforts a dimineting frauds in goplications for benefits, as has in fact been done
by the authorities.

5. FHrdly, accumulation of more than one penson and concurrent earnings from wages or
other occupations should be barred. However, this would be feasble only if the sysem were
able to pay benefits that assure adequate living conditions to retired persons. All countries with
solidly sat up systems grant benefits only to those persons who are unable to survive by sdling ther
labor. In fact, the main judification for maintaining a socid security sysem is based on this
principd. Such a palicy should be put into practice in Brazil as wdl, where unemployment rates,
especidly among youth, have reached darming proportions, the consegquences of which are
reflected in increased urban violence and inadequete levels of citizenship.

The grestest chalenge faced by Brazlian socdid security today congsts in adapting its structure to the
country's red socid needs respecting the technica redities necessary to guarantee its actuarid
sudanability. It is obvioudy ineffective to adopt Srategies which will cause imbaances in the economic
sysem. To avoid this rik, a system of socid protection must be consolidated which redigtributes income
and creates the posshility for sustainable economic development. A modd that eiminated mechanisms for
redistributing wedth would condemn the country to stagnation. The reform of socid security should take
these reditiesinto congderation.
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