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Foreword

The BRICS

The acronym “BRIC” stands for Brazil, the Russian Federation, India and China. It was first coined
in 2001 by Jim O’Neill, then Head of Global Economic Research at Goldman Sachs, to refer to what
he predicted would be the four fastest growing emerging economies. “BRIC” became “BRICS” in late
2011 when South Africa was invited to join the group. In March 2012, the fourth BRICS summit was
convened in India, following the first in the Russian Federation in 2009, the second in Brazil in 2010,
and the third in China in 2011. The next summit is scheduled to take place in South Africa in 2013.

In the late 20th and early 21st centuries the five countries have all gone through major institutional
transitions, as well as changes in their economic structure. In the 1950s, most had economies based
on a centrally planned model or with a significant role for the State. “Later on, in all these countries,
inward oriented and more or less centrally planned development strategies from the 1950s to
the 1970s were replaced by gradual integration in the global economy in the 1980s and 1990s”
(Cassiolato and Lundvall, 2005).

Varying country profiles but common challenges

As shown in the this report each of the BRICS countries has a unique profile. The share of urban
population ranges from 30 per cent in India to 87 per cent in Brazil; the mean years of schooling
from 4.4 years in India to 9.8 years in the Russian Federation; the unemployment rate from less
than 3 per cent in India to around 25 per cent in South Africa; and 2011 per capita gross domestic
product (GDP) in terms of purchasing power parity (PPP) from USD 5,432 in India to nearly USD
13,000 in the Russian Federation. However, the five countries are facing some common challenges
with regard to ageing of their populations, urbanization, vulnerability to environmental shocks,
increasing labour market fragmentation, growing income disparity, and the need to more fully
exploit and leverage information and communications technologies (ICT). In general, the BRICS
countries’ global rankings according to the Human Development Index (HDI) - which measures
the average achievements in a country in terms of a long and healthy life, access to knowledge and
a decent standard of living — remained low among 187 countries in 2011, ranging from No. 134 for
India to No. 66 for the Russian Federation.

Growing economic and political clout

Accounting for over 40 per cent of the global population, nearly 30 per cent of the land mass and a
share in world GDP in terms of PPP that increased from 16 per cent in 2000 to nearly 25 per cent
in 2010 (Government of India, 2012), the BRICS countries have gained increasing international
prominence due to their rapid economic growth and corresponding rise in political status.

In terms of economic growth, for instance, the average annual GDP growth of the BRICS countries
exceeded 8 per cent in the first decade of this century, significantly higher than the average of 2.6 per
cent in developed countries and the global average of 4.1 per cent over the same period. According
to the International Monetary Fund (IMF), the contribution to global economic growth by the
BRICS countries (in terms of PPP) rose from 13.1 per cent in 2000 to over 60 per cent in 2010, while
that of developed economies decreased from 76.6 per cent in 2000 to about 30 per cent in 2010 (Lin
and Zhou, 2011). From 2001 to 2010, the total trade among BRICS countries increased on average
at an annual rate of 28 per cent, reaching USD 239 billion in 2010 (Titarenko, 2012).
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By 2015, the BRICS share of global GDP is likely to surpass 40 per cent (Dmitriev, 2012) and by
2030 the cumulative BRICS GDP is expected to exceed that of the G8 major industrialized countries
(Kokotsis, 2012).

In terms of geopolitical importance, all five countries are members of the G20. The Russian
Federation (which is also a member of the G8) and China are both permanent members of the
United Nations Security Council. Recent years have witnessed a shift in the focus of multilateral
financial institutions such as the IMF to give the BRICS a substantial role in decision-making. More
importantly, the current transition of BRICS countries from recipient to donor status has helped
maintain the level of spending on foreign assistance and global health programmes in the context
of reduced aid spending by major donor nations due to the economic and financial crisis, and
has contributed to the establishment of new models of cooperation that may challenge traditional
thinking about foreign assistance. It is estimated that the average annual growth in the BRICS’
foreign assistance spending between 2005 and 2010 was more than ten times higher than that of the
G7 (GHS;, 2012).

Why a BRICS social security comparative study?

As new drivers of global economic growth and major geopolitical players, the BRICS countries are
also becoming more well-known for their substantial commitments to social protection and the
remarkable extension of social security coverage. While the expansion of social security used to take
place mainly in developed countries, the past two decades have witnessed major developments and
innovations in emerging economies, particularly in BRICS countries.

Among such examples are the National Rural Employment Guarantee Scheme and the Rashtriya
Swasthya Bima Yojana health insurance scheme for the informal sector in India; a rights-based
approach to social security in South Africa, whose Government launched in 2012 an ambitious
universal health insurance programme; and the Programa Bolsa Familia, a conditional cash transfer
(CCT) programme implemented in Brazil, where the population classified as “middle class” grew
from 38 per cent in 2001 to 55 per cent in 2011.

China too has made important breakthroughs in the extension of social security coverage. For
example, the coverage rate for health insurance rose from 318 million people (24 per cent of the
population) in 2005 to 1.26 billion people (94 per cent of the population) in 2010, an average
monthly increase of nearly 16 million people in five years.

The Russian Federation is tackling the challenges of improving the adequacy and sustainability
of social security schemes, curbing the shrinking of coverage and enhancing social protection for
migrants and informal-sector workers.

In spite of different cultural, political and socio-economic backgrounds, the BRICS countries share
common challenges in enhancing social protection for their populations. These include an ageing
of the population; relatively high official and hidden unemployment (especially among unskilled
workers); uneven regional development; large income gaps between various social groups;
fragmentation of social security schemes and barriers to portability of social security benefits;
weak grass-roots/frontline social security infrastructure; gaps in the utilization of information and
communications technology; coordination of social security programmes with other social policies
and programmes; and the need to extend protection to informal-sector and migrant workers. The
expectations of the population are also evolving, leading to increased demands for higher benefits
and better services — which in turn requires administrations to address the long-term social and
financial sustainability of programmes.
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The first annual BRICS Health Ministers Meeting was held in July 2011 in Beijing, where the
Beijing Declaration was issued to emphasize the importance of collaboration and innovation in
public health across the BRICS and with other countries. The BRICS State leaders directed through
the Delhi Declaration issued at the fourth BRICS summit in 2012 that in view of a number of
similar public health challenges including universal access to health services, the BRICS Health
Ministers Meetings should be “institutionalized in order to address these common challenges in the
most cost-effective, equitable and sustainable manner”. Among the five countries, Brazil is the only
country which has ratified the International Labour Organization (ILO) Social Security (Minimum
Standards) Convention, 1952 (No. 102), and the Government of the Russian Federation has recently
announced its plan to do so in the near future.

In view of these significant trends, the International Social Security Association (ISSA) Secretariat
has launched a project on social security developments in the BRICS countries, with special
emphasis on the extension of coverage.

Objective and major outcomes

The overall objective of this project is to promote the implementation of the ISSA strategy for the
extension of social security coverage launched at the 2010 World Social Security Forum in Cape
Town, and thereby assist ISSA member institutions in the BRICS and other countries in their efforts
to extend coverage in both qualitative and quantitative terms. Key outputs include:

« acomparative study on progress made in the extension of coverage in the BRICS countries,
with a focus on innovations that measurably extend and improve coverage, the role of
administration and how administrative challenges were overcome;

« an observatory of social security coverage extension in the BRICS countries on the ISSA
Web portal; and

« thedevelopment of platforms for knowledge sharing and transfer, within and outside ISSA and
through both bilateral and multilateral arrangements, where social security administrators,
policy-makers and researchers from the BRICS countries can learn directly from each other,
and inform and catalyse developments in other parts of the world.

We believe that the findings of this comparative study will provide an important input into the ISSA
series of handbooks on extension of coverage to difficult-to-cover groups. It highlights common
barriers to increasing coverage and pragmatic and innovative policies and administrative responses
to address these.

We hope that the results of the study and subsequent activities under the project will prove a valuable
information source for all countries sharing the BRICS commitment to extending social security
coverage and providing social protection for all.

Hans-Horst Konkolewsky
Secretary General
International Social Security Association
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1. Universal social security coverage and democracy: The
Brazilian path to nation building

Summary

Brazil's recent strong economic performance and improved social indicators have received global
attention, but much could be done to consolidate these achievements. The extension of coverage,
which has been a policy priority for several decades, is a key element to understanding Brazil’s
resilience during the global financial and economic crisis. But more growth and employment, a
higher quality of state intervention, and improved allocation of resources and personnel are of
critical iseemportance. The immediate policy challenges can be met not only via constitutional
reform, but, in the shorter term, through administrative reform and improved regulatory
performance. The considerable achievements in the extension of social security coverage have
been mostly restricted to basic protection involving income transfer or social services. The
complexities involved with an ageing and wealthier society are far from resolved, and over
70 per cent of Brazilian families still have insufficient income to cope with their needs. Without
further and deeper reforms to reduce inequalities, it will be difficult for the country to achieve
its potential.

1.1. Economic and social background

In 2010 the population of Brazil was 190.7 million, with 160.9 million or 84.4 per cent living in urban
areasand 29.8 millionor 15.6 per centinrural areas,compared to81.7 per centand 18.7 per centin 2000
(IBGE, 2011). Between 2000 and 2010 average family size decreased from 3.8 to 3.3 individuals. The
percentage of the population with university degrees increased from 7 to 11.2, and the illiteracy rate
dropped from 12.9 to 9.5 per cent.

Average life expectancy increased from 65.1 in 1990 to 70.4 in 2000 and 73.5 in 2010. The segment
of the population aged 65 and over is growing rapidly (see Table 1.1).

Table 1.1. Brazil: Demographic changes, 1980-2050

Population 1980 2010 2050 (est.)
Under age 15 38.2 25.6 13.2
Ages 15-64 57.6 67.6 64.1
Ages 65 and over 4.0 6.8 22.7

In 1980, Brazil reached the so-called “demographic dividend”, with increasing numbers of adults
compared to the dependent population. Since then, there has been a decline in the younger cohorts
and a rapid increase among those 60 years and older. However, this demographic bonus became a
“demographic onus” since the economy was stagnant, and high unemployment rates and informality
remained prevalent.

From 1987 to 2004 Brazil was unable to generate sufficient formal jobs. Criminality rose fast,
and productivity, according to the International Labour Organization (ILO), remained stagnant.
After 2004, more favourable terms of trade for Brazilian export products contributed to gross domestic
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product (GDP) growth. This scenario, together with the expansion of the domestic market through the
improvement of income among the lower deciles, led to massive job creation.

Despite the recent global financial and economic crisis, Brazilian GDP has experienced moderate average
annual growth when compared to the period between 1940 and 1980. Between 1980 and 2010 average
real GDP growth was equivalent to 3.3 per cent and the GDP per capita growth to 2.8 per cent. Estimated
GDP by the end of 2011 is equivalent to USD 2.42 billion, which is sixth in the world. Per capita GDP
is estimated at USD 12,917 in 2011, ranking 53rd according to the International Monetary Fund (IMF).

According to the Brazilian Central Bank, the country’s current foreign currency reserves are about USD
350 billion. Nevertheless, Brazil faces challenges with respect to inflation, rising labour costs in key
economic sectors, and possible housing bubbles in the largest urban areas. Municipal and state debt has
been on a stable path since the country adopted strict fiscal measures known as the Fiscal Responsibility
Laws in the late 1990s, and the fiscal budget has had consistent primary surpluses since 2001, despite the
very high interest rates burden (upon a declining public debt).

The current Gini coefficient is very high, at 53.6 according to the Census carried out by the Instituto
Brasileiro de Geografia e Estatistica (IBGE) for 2010. Differences between lower and higher percentiles
are enormous. The Gini Index is inferior to South Africa and well above that in China, India and the
Russian Federation, where according to World Bank data inequality is increasing, unlike in Brazil.

Brazil’s total health expenditure in 2008 was equivalent to 8.4 per cent of GDP. Public spending on health
care represented 3.7 per cent of GDP and private health care expenditures, covering 27 per cent of the
population, represented 4.7 per cent of GDP. Expenditures on pensions are equivalent to 13.1 per cent of
GDP, of which social assistance represents 1.7 per cent and unemployment benefits 0.7 per cent.

Employment elasticity has been constant over the years (from 0.71 between 1979 and 1990 and 0.73 in
2007). In 2011 there were a total of three million individuals in urban areas searching for jobs, including
1.2 million new university graduates, while only 2.3 million new urban jobs were expected to be created.
According to the IBGE, the unemployment rate was 5.8 per cent in October 2011, with 76 per cent of the
unemployed receiving unemployment insurance benefit.

By the end of 2009 there were 95.6 million employed persons in Brazil, with 78.4 million employed in
urban areas. Public employees earned an average monthly wage of BRL 2,314, while the average for
urban private-sector employees was BRL 1,144. In rural areas there were 29.4 million rural farmers and
workers with an average monthly wage of BRL 447.

1.2. Social security in Brazil: A historical overview

Social protection coverage in Brazil dates back to the colonial period, when in 1554 the Santa Casa de
Misericordia in Santos first provided it for Portuguese officials. After the installation of the Portuguese
Court in Rio de Janeiro in 1808, pension and medical assistance was provided to select groups.

In 1919, after the formation of the International Labour Organization, work accident insurance was
provided via mandatory contributions to insurance companies. In 1923 the Pension and Retirement
Funds (Caixas de Aposentadorias e Pensoes — CAPs) were created; these were defined benefit (DB)
programmes, fully funded with contributions from employees and employers.

After the 1930 Revolution, state intervention was widespread and social policies were adopted in order
to modernize society and spur development though industrial investment. In 1930 and 1931 President
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Getulio Vargas created the Ministry of Labour, which was in charge of social security, as well as the
Ministry of Education and Health. This new Ministry coordinated health and medical assistance to
workers, which it managed with pension institutions.

In 1933, the Government created the Retirement Pension Institutes (Institutos de Aposentadorias
e Pensoes — IAPs). The IAPs were focused on professional categories; by the end of the 1940s all
urban workers were covered, with benefits varying by category. Usually workers with the strongest
political influence were entitled to receive medical assistance.

As part ofhis drive to remain in power in 1945, President Vargas proposed the creation of a centralized
social security institution for all citizens. This attempt failed, however, and after democratic elections
the legislature approved a new Constitution that consolidated labour rights and even proposed the
creation of unemployment benefits.

In 1953, under the second Vargas administration, new initiatives were adopted. The civil service was
regulated, all remaining CAPs were included under the IAPs, and the new administration created
the Ministry of Health, splitting it from education. In 1960 new legislation for social security was
approved that implemented uniform criteria for financing and benefits.

But centralization of the IAPs and new administrative and institutional reforms only took place from
1966 to 1968, when a new centralized institution encompassing all IAPs except those for public-sector
workers was created. The fully funded schemes were replaced by a pay-as-you-go (PAYG) plan. The
increasing costs of medical care and rapid urbanization, together with poor accounting standards and
poor administrative performance, jeopardized funding and led to the creation of the National Institute
of Social Welfare (Instituto Nacional de Previdéncia Social - INPS). Workers’ compensation insurance
was also redirected to the INPS, as was health insurance, with services contracted out to private and
philanthropic institutions. Finally, new legislation removed employment stability for workers, and
substituted it with a fund (FGTS), for separation without cause.

Between 1971 and 1974 after decades of debate, the military government which had taken power
in 1964 adopted new legislation to cover rural workers, the self-employed and domestic workers.
However, rural workers had severely restricted benefits. In 1977 there was a major administrative
reform with the creation of INAMPS - an institution responsible for medical assistance.

After the end of the military regimes, democratic institutions emphasized social inclusion. The
struggle for universal coverage and social rights was consolidated in 1988 with the adoption of the
new Constitution, which represented a turning point.

1.3. Extending social security coverage in Brazil: A key policy target

While under the 1971 law, rural workers received less extensive benefits, universal coverage
guaranteeing equal treatment of all workers was enacted in the 1988 Constitution There was
considerable controversy over specific language in the Constitution that critics viewed as inefficient
and financially onerous but that supporters viewed as necessary to reduce Brazil's perennial
inequality and its social debt towards the poorest. Since that time, all policies to extend coverage
have been derived from the constitutional principles approved in 1988.

The following discussion of efforts to extend social security coverage therefore begins with the 1988
Constitution.
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1.3.1. Constitutional legislation: The pillar for coverage extension

The introduction of the concept of social security (seguridade social in Portuguese) in the 1988
Constitution was a key principle in social policy. According to the Constitution the policies
encompassing pensions, unemployment insurance, health care and social assistance should be
cohesive in order to improve coverage and deliver social protection as a right of citizenship. Social
security was at the very core of efforts to promote a successful democratic transition.

The basic principles of the Constitution are:

 universality of coverage and service;

 uniformity and equivalence for urban and rural populations;
o selectivity and distributiveness in the provision;

o irreducibility of the value of the benefits;

 equitable participation in funding;

« diversity of financing; and

o democratic and decentralized management, by means of the participation of workers,
employers, retired persons and the government.

Universality is the core of the Constitution and equity was related to progressive taxation as well as
the need for diversification in order to avoid financial shortfalls as seen in the pension crisis of 1982.
From 1964 to 1984 the military-based administrations treated social needs as subordinate to the
economic imperatives; the constitutional deliberations were conceived as a reaction to this agenda,
with emphasis on the argument that there is no development without welfare.

Democratic and decentralized character was a key principle. It is important to underline that these
policies are relevant in different spheres:

o local in the 5,565 municipalities, involving management of service delivery and the
contracting out of private and philanthropic services to complement public ones when the
disposal of public services is insufficient;

« regional in the 27 member states of the federation that develop interaction between
municipalities, coordinate actions and help to provide training for personnel as well as
organizing the planning; and

« central in the national sphere, involving tax collection, strategic planning, regulation and
monitoring.

These administrative spheres interact through bipartite and tripartite commissions in order to
harmonize policies and settle conflicts and budget or attributions involving each sphere. Finally,
there are periodic national conferences involving all the actors in the political process to establish
guidelines for public policy action. This model is particularly developed with respect to health
care as well as, to a smaller degree, social assistance and education. Cash transfer policies such as
pension or unemployment insurance are much more centralized in the federal sphere, although
local commissions are far from being irrelevant.
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Last but not least, in order to confer credibility on the new reforms, the National Institute for Social
Security (Instituto Nacional do Seguro Social — INSS) replaced the INPS and the Social Security
Budget (Or¢camento de Seguridade Social — OSS) was created. The OSS was funded from multiple
sources, including:

 payroll taxes (folha salarial, targeted to pensions of the private sector);

o taxes on added value (COFINS);

 taxes on earnings and profits (CSLL);

« company revenues (PIS/PASEP, exclusively for unemployment insurance);
 lotteries; and

 financial transactions - CPMF - from July 1993 to December 2007.

The OSS was intended to fund pensions, health care and social assistance. By combining these
various policy areas under a new legal definition, policy-makers would presumably have more stable
resources, and budgets would presumably be insulated from political interference, particularly from
the Ministry of Finance.

The impact of the 1988 Constitution — which specified the parameters of social protection - is
critical to understanding how events have unfolded in subsequent years. All policies were intimately
and directly influenced by the Constitution and one cannot understand social protection in Brazil
without familiarity with its provisions.

1.3.2. Universal coverage: Health care institutions as a paradigm

The Brazilian Constitution lists the following principles of health coverage and its integration with
social security:

« Health is a right of all and a duty of the State and shall be guaranteed by means of social and
economic policies aimed at reducing the risk of illness and other hazards and at universal
and equal access to actions and services for its promotion, protection and recovery.

o Health care and services are of public importance, and it is incumbent upon the Government
to provide, in accordance with the law, for their regulation, supervision and control, and
they shall be carried out directly or by third parties and also by individuals or private legal
entities.

» Health care and public services are integrated into a regionalized and hierarchical network
and constitute a single system.

The principles of health care, currently adopted by the Single Health System (Sistema Unico de
Satide — SUS) are characterized by:

o decentralization, with a single authority in each sphere of government;

« full coverage, priority being given to preventive activities without prejudice to assistance
services; and

e community participation.
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Health care in Brazil is provided by both the public and private sectors. In the public sector the system
has a strong hierarchy as prescribed by the Constitution, and an intense involvement of all spheres of
government. The authorities are coordinated by national, state and municipal governments though
the Ministry of Health and by the Secretaries of Health in sub-national units.

Specifically, the main differences concern the local level, since the 5,565 municipalities differ sharply
among themselves in terms of infrastructure and their capacity to absorb human resources with the
necessary skills to deliver adequate health care. According to Matijascic, Guerra and Aldrin (2011),
1,865 municipalities, mostly in the poorest regions, do not provide urgent care. Since these are
important differences, there is more or less autonomy at the municipal level to manage resources
and hire staff, or in the use of private-sector services to supplement the needs of the population.
As municipalities grow and develop infrastructure and human resources, they are entitled to
increasing autonomy with respect to health. Establishing programmes for family medicine, public
health measures and preventive policies is crucial for increasing autonomy.

Two additional autonomous government agencies are tasked with oversight and regulation:
o ANVISA - public health services, involved with pharmaceutical products and public health
in public spaces; and
o ANS - for supplementary health care to establish regulations for providers in the private sector.

The private sector is based on four essential institutions: group medical care, insurance companies,
cooperatives and company-sponsored plans.

It is obvious that multiple and diverse health care initiatives contributed to the achievement of
universal coverage. Among them are the following:

o 1990 Law 8,080 regulates health care actions

e 1991 Programme of community agents for health assistance
e 1996 National family health care programme

e 1999 Generic medicine programme with tax incentives

e 2001 NOAS - mandatory creation of regional plans (involving multiple municipalities)
for health care infrastructure and the creation of consortiums

e 2004 Popular Pharmacy Programme

e 2006 Creation of managerial contracts with municipalities and their contracts with local
providers.

Financial resources were the main limitation, although problems with the quality of human
resources quality were also an issue. Overall, though, the results were positive, and very positive
with respect to coverage. Although the share of health care as a percentage of GDP was declining in
the public budget, coverage indicators usually increased. It is important to highlight the family care
programme and preventive measures, especially those associated with public health surveillance
that reduced the need for hospital assistance.

In order to present a basic picture of Brazilian health care, Table 1.2 presents selected coverage data
from the IBGE household surveys of 1998, 2003 and 2008. The data does not reflect regional and
local disparities, and does not represent the typical health condition of the average Brazilian.
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Table 1.2. Brazil: Selected health coverage indicators, 1998, 2003 and 2008

Selected indicators 1998 2003 2008
Medical consultations per capita 2.2 2.4 2.6
Medical consultations in the last 12 months (%) 54.7 62.8 67.7
Dentist consultations in the last 12 months (%) 33.2 38.8 40.2
Hospitalizations (%) 7.2 6.6 5.6
Births in hospitals (%) 96.4 96.6 97.7
Coverage under private plan (%) 24.5 24.6 25.9
Physicians per 1,000 inhabitants 1.3 15 1.8
Dentists per 1,000 inhabitants 0.9 1 1.2
Nurses per 1,000 inhabitants 0.4 0.5 0.9
Aid nurses per 1,000 inhabitants 0.4 0.8 2.5
Nutritionists per 1,000 inhabitants 0.2 0.2 0.3
Municipalities with family care programme (%) 20.3 80.7 94.1
Teams for family care programme 4,945 19,068 29,300
Beds per 1,000 inhabitants 3 2.7 2.3
Beds for SUS? per 1,000 inhabitants 0.9 0.8 0.8

Note: 1 SUS = Sistema Unico de Saide (Single Health System).
Sources: DATASUS and IBGE/ANS for selected years.

Heterogeneity can be seen in Table 1.3, which lists health equipment available according to the size

of the municipality.

Table 1.3. Brazil: Disposable equipment according to the population of the municipality, 2009 (percentages)

Thousand inhabitants Magnetic resonance Tomography
0-5 0.0 11.9 0.0
5-10 0.0 27.6 0.0
10-20 0.0 60.1 1.2
20-50 2.2 82.2 9.5
50-100 19.5 97.4 73.6
100-500 54.3 99.3 81.1
500 + 96.2 100.0 97.9

Sources: IBGE/ANS for selected years.

Itis usuallyimpossible to spend on expensive and delicate equipment if the scale for use is insufficient.
Small municipalitieslack scale and, most of the time, human resources to deal with more sophisticated
equipment such as tomography or magnetic resonance equipment. Nevertheless, in a country the
size of a continent, distances are long and transportation infrastructure is inconsistent, which means
that populations of towns with 20,000 people or less might be in a precarious situation if they need
more sophisticated equipment. Additionally, 1,852 municipalities do not have establishments to
deal with medical emergencies. In other words, there remain challenges to improving coverage.
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Moreover, as shown by IBGE/ANS data, the more sophisticated procedures are concentrated in the
private sector and are largely unavailable to the 75 per cent of the population not in private plans.
There is an incidence of 44.3 tomography machines for one million insured in the private sector,
inferior only to Australia and Japan among OECD countries. All equipment available would represent
an index of 15.8, a figure very similar to Finland and Germany and quite average for OECD countries.
But for those covered by the SUS, the figure is 6, superior only to Mexico among OECD countries. The
figures are almost identical of magnetic resonance. In sum, heterogeneity in Brazil does not fall only
along urban/rural or large and small municipalities, but also according to household income.

The challenge for the Brazilian health care system is to expand the infrastructure and the availability
of quality and efficient services to the vast majority of the population to reduce inequalities and
improve human development. This situation is particularly challenging given the fact that massive
fraud and tax evasion took place when services were contracted out in the past.

1.3.3. Cash transfer benefits: An age of profound change

According to the Constitution, the social security system is organized as a general scheme based on
contributions and mandatory participation, with due regard for criteria that preserve financial and
actuarial balance, and shall provide benefits for:

o illness, disability, death and old age;

« maternity, especially for pregnant women;

 involuntary unemployment;

+ allowance and confinement for dependants of the low-income insured; and

e survivors pensions.

Social assistance shall be rendered to whomever may need it, regardless of contribution, and shall
have as objectives:

» protection for the family, maternity, childhood, adolescence and old age;

« assistance to needy children and adolescents;

« promotion of integration into the labour market;

« rehabilitation of people with disabilities and their integration into community; and

« guarantee of a monthly benefit of one minimum wage to people with disabilities and to the
elderly who prove incapable of supporting themselves.

The federal social security system, compulsory for all salaried workers and optional for the
self-employed, has two regimes:

o The General Social Security Regime, managed by the INSS and encompassing all urban and
rural private-sector employees, employees in government-owned firms, and the self-employed.

« The Statutory Social Security Regimes for Civil Servants, covering all federal employees.
State and municipal systems (most covered by INSS) have their own schemes.
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The Ministry of Social Security is charged with managing the general regime and the statutory
systems sponsored by states and municipalities. The federal system is managed by the Ministry of
Planning, Budget and Management.

Most of these statutory regimes plan to adopt defined contribution (DC) pension funds.'

The system also includes two supplementary regimes:

» Closed private pension programmes that are exclusive to workers (or a category of workers)
in a given firm. The majority of these programmes are DC. Supervision is the responsibility
of the National Superintendency of Complementary Pensions (PREVIC).

« Open complementary private pension programmes, also generally DC, that are open to any
worker seeking supplementary retirement savings. Benefit levels vary by plan and are under the
supervision of the Superintendency of Private Insurance (SUSEP) at the Ministry of Finance.

In this respect, the coverage of the public systems and the closed complementary funds for workers
in state-owned enterprises tend to offer better guarantees than do other programmes because they
offer higher replacement rates.

Although the 1988 Constitution defines unemployment insurance as a social security policy, benefits
are managed by the Ministry of Labour and its regional agencies covering municipalities with higher
population. On the other hand, since 2003 social assistance has been administered by the Ministry of
Social Development (MDS). The Continuous Cash Benefit (Beneficio de Prestagdo Continuada — BPC),
which is the main benefit paid by social assistance, guarantees a monthly benefit of one minimum wage
(about USD 240 or BRL 560 in December 2011) to the disabled and to the elderly and is paid by the INSS.

More extensive coverage comes from the well-known Programa Bolsa Familia (PBF), a conditional
cash transfer (CCT) to very poor families with children younger than age 17 and with family income
inferior to one quarter of the minimum wage per capita (excluding the pensions of any elderly household
members). This benefit targets families not targeted by pension benefits; its aim is to alleviate poverty
and stimulate school attendance or regular health care visits, according to the kind of benefit of each
recipient. The programme is managed by MDS in close interaction with the municipalities and with a
political process called SUAS (system of social assistance) almost identical to that of the SUS.

There are also in-kind transfers, but they are targeted to very specific groups and for a limited period of
time, except for long-term care institutions, and are usually managed through philanthropic initiatives
sponsored by religious institutions. They are a relatively small percentage of the budget, and utilize
tax incentives. They are also controversial because the rules governing them are confusing, fraud is
widespread, and some political actors prefer the State to provide these benefits.

1. Constitutional Amendment 41, introduced in 2003, made the pension benefit criteria for federal employees similar to that of private-sector
workers by imposing a DB ceiling equivalent to that of INSS workers (BRL 3,916 or USD 2,200 in March 2012). The legislation also called for a
supplementary DC plan, but political obstacles and budgetary constraints involving transition rules for older workers meant that the initiative
was postponed. In 2007, a new proposal called for only new employees to join the DC scheme.

If Bill 1992/2007 is finally approved, the impact on Brazilian financial markets will be significant. There will be more than a million insured
when the plan matures. It could expand the assets of the pension fund industry by 40-50 per cent or even more, if regional and local plans are
included or if current public employees opt into the new plan, as happened in the 1990s when DB plans were shifted to DC plans in state-owned
companies. The proposal was recently approved by the House of Representatives and should not face major obstacles in the Senate.
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Since 1991 pensions and the minimum wage have been linked. In addition, rural workers have the
right to retire five years before urban workers, and women have the right to retire five years before men
or with five fewer years of service.

During the 1990s and 2000s Brazil instituted a number of parametric reforms in the general regime,
public service regimes and complementary pension funds. Retrenchment, as defined by Myles and
Pierson (2001), was a key feature for pensions. It is difficult to forecast what the reforms will look like
when current impasses in the reform process are overcome; however, since the focus of this section
is coverage, the analysis will not focus on pension reform (see Matijascic and Kay, 2006, 2009 for
details). Most measures undertaken in the period to expand coverage are not typically intrinsic to
pension or social insurance, but are rather attached to social assistance or non-contributory schemes
such as rural pensions, BPC and CCT. The major initiatives were:

e 1991 Law 8,213 that implemented the Constitution in fixing the minimum wage
as a floor benefit and equalizing rural and urban workers;

o 1993-1996  Law 8,742 that implemented the Constitution in creating BPC for the elderly and
disabled to substitute for the RMV - a monthly permanent income created in 1974;

« 1996 The Programme for the Eradication of Child Labour (Programa de
Erradica¢ao do Trablho Infantil - PETI), with CCT for families and school
attendance as a counterpart;

e 2001 Law 10,219, the Bolsa Escola to stimulate school attendance through CCT
for all Brazilian families; and, in the same year, Executive Decree 2,026 on
food aid for very poor pregnant women and children under 6 years old;

o 2003 Law 10,817, an old-age statute reducing the BPC minimum age to 65 years and
excluding pension income of the elderly in determining income for the purpose
of CCT programmes; and

o 2004 Law 10,836 on the Bolsa Familia, encompassing all previous CCT and
expanding more rapidly.

It is important to note that CCT were part of a major strategy to provide poverty alleviation between
1991 and 2003 in a context of severe economic crisis and rigorous fiscal policies through a safety net
targeted for the poorest. Furthermore, they were designed as programmes and not universal social
rights, reducing fiscal exposure and adapting it to budgetary policy.
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1998 - The Brazilian Government adopted a number of new measures to combat unemployment and
extend benefits to the unemployed. The supplementary unemployment benefit is for the long-term
unemployed (those out of work for between 12 and 18 months). An employer may temporarily dis-
miss an employee without paying a termination benefit if it sponsors training courses during the same
time. The Government pays a training bonus. The temporary dismissal is valid for between two and
five months, after which the employer must reintegrate the employee or pay a termination indemnity,
together with a penalty of an additional month’s salary.

2003 - The Government decided to extend coverage of special pensions related to hazardous work to
cooperative members. The law previously covered only employees and non-insured workers. The re-
form provides further coverage to persons working in former companies that have been transformed
into work cooperatives, in particular in the mining sector. Since 2003, cooperative members carrying
on an activity subject to hazardous conditions of work are now entitled to contribute for only 15 years,
20 years, or 25 years to receive a pension.

2009 - Brazil announced the extension of Bolsa Familia. In expanding the income ceiling for eligible
families (from BRL 120 to BRL 137 for poor families and BRL 60 to BRL 69 for families in extreme
poverty), the Government planned to add an additional 1.3 million families. The extension of the pro-
gramme was intended to ease the effects of rising unemployment due to the global economic crisis,
but it also served as a national economic stimulus: increasing family income helps to stimulate local
and regional economies, as poor families tend to spend money on food, clothing, school supplies and
other basic consumer goods.

2011 - President Dilma Roussef announced a new multibillion-dollar anti-poverty plan called Brazil
Without Misery (Brasil Sem Miséria), to target 16 million poor people and eliminate dire poverty by
2015. Brazil Without Misery will increase cash transfers by broadening the scope of Bolsa Familia. By
increasing the number of eligible children per family from three to five, the Government will extend
benefits to an additional 1.3 million children. Another aspect of the new anti-poverty programme will
be improved access to public services such as education and health care, and improved infrastructure
(running water, electricity and sewage disposal). The programme will also increase “productive inclu-
siveness’, improving the economic means of Brazilians through job creation, vocational training, and
micro-credit.

Source: Brazilian Presidency of the Republic.
Table 1.4 presents the number of benefits paid by INSS. In many situations there maybe a single
person with more than one benefit, especially those receiving both old-age pensions and survivors’

pension. Pension benefits for public servants are not included in the table; they represent up to
15-20 per cent more benefits.
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Table 1.4. Brazil: Number of INSS benefits, selected years

Benefits 1995 2000 2005 2009

Total number 15,724,774 19,572,748 23,951,338 27,048,356
Social insurance pensions (contributory) 13,934,776 16,862,131 20,393,756 22,736,409
Old age 4,786,846 5,589,251 6,676,958 7,856,916
Disability 2,029,989 2,251,069 2,673,536 2,902,600
Length of contribution 2,319,869 3,350,935 3,702,117 4,316,779
Survivor 4,235,420 5,030,850 5,775,998 6,457,846
Illness aid 520,018 492,084 1,492,875 1,078,270
Maternity aid 14,895 132,862 40,548 71,166
Other aid 27,739 15,080 31,724 52,832
Employment injury (contributory) 572,473 669,030 755,804 798,088
Pension for the insured 85,168 110,963 143,660 159,766
Survivor 118,562 128,841 130,181 126,740
Illness aid 65,101 77,144 125,335 161,541
Accident aid 197,503 253,760 267,608 275,448
Supplementary aid 106,139 98,322 89,020 74,593
Social assistance (non-contributory) 1,217,525 2,041,587 2,792,638 3,504,080
BPC Old age - 403,207 1,065,604 1,541,220
BPC Disability - 806,720 1,211,761 1,625,625
RMV Old age 501,944 303,138 157,860 85,090
RMV Disability 701,341 509,643 340,715 237,307

Source: MPS Statistical Yearbook, 1995, 2000, 2005 and 2009.

The number of benefits is inconclusive when it comes to evaluating coverage. Figure 1.1 is designed
to bridge the gap by using IBGE household data to define coverage according to individuals and
their share in specific cohorts.

Figure 1.1. Brazil: Social security coverage according to status, selected years (percentages)

16 -64 years 65 years and older
164
271
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M Contributors [ Pensioners [l Family Non Coverred

Source: PNAD/IBGE (annual household survey) for selected years.
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Coverage for old age in Brazil is very high in comparison to other BRICS or developing countries,
for both contributors and dependants (including survivors): only 2.4 per cent of those 65 and older
had no coverage in 2008. For the working-age population, however, there are high and persistent
gaps in coverage. The number of contributors has grown only modestly, although the number
of beneficiaries and family dependants such as spouses or legal dependants has increased. These
numbers are stable and represent an important share of the population. It should be emphasizes
that all those insured under public regimes such as the INSS and public servants, as well as BPC, are
included in these figures, but that unemployment benefits and the CCT are excluded.

According to the Ministry of Social Development (MDS 2012), nearly 13.8 million families -
around 21 percent of all families in Brazil - received a monthly benefit of BRL 137 from the Bolsa
Familia (PBF) conditional cash transfer program (around USD 67.50 in October, 2012 - about
22 percent of the minimum wage). To qualify for the PBF, families must have income of less than
BRL 70 per capita per month (some families are exempted from the income test, including families of
agricultural field workers and indigenous communities). In Brazil, nearly 13 million families have a
per capita household income of BRL 70 or lower (USD 34.50), nearly 18.2 million have incomes up to
BRL 140 (USD 79), and 22 million have per capita household incomes equal to one-half of the
minimum wage or less (BRL 311 or USD 155.50). Families earning above BRL 70 per capita are not
eligible for the PBE, but are still considered vulnerable.?

Data on unemployment insurance are scarce and not updated on a regular and uniform basis.
Nevertheless, according to the Instituto de Pesquisa Economica Aplicada (IPEA, 2009), it covered
66 per cent of the unemployed in 1995, 62.1 per cent in 2000 and 63.3 per cent in 2006. The
replacement rates were 51.0, 51.3 and 65.1 respectively. The benefit could be paid from 3 to 5 months
according to previous regular contribution records, and the ceiling was about USD 550 in 2011.

Finally, as explained previously, the many successful achievements have transformed Brazil into a
showcase of social security and social protection policies. Expanding coverage is a key element to
understanding how Brazil has overcome the financial crisis and improved its social indicators.

1.4. Key challenges and solutions

Although Brazil has been successful in expanding coverage and adopting alarge number of innovative
solutions, many challenges remain. Social security policy-making is currently fragmented among
the Ministries of Social Security, Health, Social Development, and Labour. As described below, this
means that agencies charged with granting and monitoring the payment of benefits or promoting the
provision of services are dispersed among the ministries. One of the great challenges is to promote
a more integrated approach in order to improve efficiency and expand services to an ageing and
increasingly urban and heterogeneous society.

2. ltisimportant to note that Brazil's definition of poverty — which is defined as ¥ of the minimum wage per capita, is higher than the
World Bank or UNDP definitions, but is well below the OECD definition, which is considered %2 of the median wage, which would be 421
(around USD 207). Moreover, ¥ of the median wage in a developing country with reduced per capita income is a fragile measure since it might
notmeetbasicneedsasin factoccursin Brazil. According to DIEESE (2010), a labour union sponsored think tank, if the rules of the 1940 Minimum
Wage legislation were maintained for a family with two adults and two minors children, the monthly wage would be equivalent to BRL 2,713
or BRL 904 per capita (about USD 451, since two minor are considered equivalent to a single adult). In short, there is a considerable distance
to go toward providing a basic income in Brazil, and it will only occur with economic growth and adequate social security and social services.
See https://www.dieese.org.br/rel/rac/salminMenu09-05.xml.
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Reducing mismanagement and outdated institutional mechanisms that serve to concentrate income
are essential actions. These problems may well lead to impasses that can put severe brakes on
building a just and equitable society. This section analyses the various administrative, institutional
and sustainability challenges for social security coverage.

1.4.1. Administrative issues

Fragmentation. The most important administrative challenge in Brazil is limited service and the lack
of interaction within the administrative spheres — federal, represented by the central Government;
regional, by member states; and local, by the municipalities. The heterogeneity between regions
in Brazil is high, but the differences among municipalities, intimately related to the size of their
population and GDBP, is the key to understanding the challenges that Brazil must overcome to be
recognized as a developed country.

Some key indicators reflecting this include (Matijascic, Guerra and Aldrin, 2011):

o 19.3 per cent of municipalities (1,266) have Workers Food Programme offices (Programa de
Alimentagdo do Trabalhador — PAT);

« 18.6 per cent of municipalities have INSS offices;
o half of municipalities have public health service monitoring;

o 1,733 or 31.1 per cent of municipalities do not offer social assistance referral services (Centro
de Referéncia de Assisténcia Social - CRAS);

o 1,875 or 33.7 per cent of municipalities do not have hospitals with internment capacities;
« 1,867 or 33.6 per cent of municipalities lack emergency rooms; and

o 428 or 7.7 per cent of municipalities do not have resident physicians hired by SUS.

In contrast, all municipalities have ambulatory services and elementary schools. In other words, key
extension efforts have been targeted to offering the most essential services, while those that require
higher levels of complexity or scale and scope advantages are concentrated in larger municipalities,
usually known as regional poles. This policy is usually explained in terms of Brazil’s limited resources.
However, limited access for the populations of smaller towns and poor regions represents a major
challenge, in part because it contributes to migration to larger urban areas. This situation places
pressure on the urban areas through higher crime rates and additional financial pressure on social
security because of higher spending on health care and benefits.

Data collection. Challenges to improving administration performance also remain. Data are very
limited and all spheres of government need to endorse real efforts in order to improve data collection.

There is a perception in Brazil that there are too many public employees; however, an international
comparison based on OECD data suggests that this is not the case. In 1995, 11.3 per cent of the
labour force was employed by the public sector; in 2005 the figure was 10.7 per cent — comparable
to Turkey and below figures for Western Europe. In Australia and the United States, the figure for
those two years was 14.8 per cent.

Although it would be interesting to measure the wage proportion of state employees when
compared to total individual income in the economy, those figures are not currently available.
Moreover, developing a benchmark for evaluating state performance and, more specifically, social
security costs, is a serious challenge. The administrative costs of pensions, which are 3.7 per cent
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of benefits, are higher than in other countries. In the United States, administrative costs were
0.7 per centin 1992; they were 0.8 per cent in Switzerland, 0.3 per centin Japan, and 3.4 per cent in Italy
(World Bank, 1994). Brazil could benefit much more from economies of scale. For the sake of
comparison, these costs as a percentage of contributions pale in comparison with the commission
charges of individual accounts, which have higher expenses.’

The lack of benchmarks makes it difficult to evaluate performance, particularly for health care.
There are also no data to evaluate unemployment insurance. As regards health care, there is a sense
that there are too many employees working in administration, and not enough in service delivery.
(As we have seen, this kind of evaluation applies not only to health care - it could be extended to the
whole public sector.) Again, there are no detailed data on this question as regards health care. Data
from the World Health Organization (WHO) present some indicators, but these are incomplete
even for Western European countries; for Brazil they are outdated and perhaps misleading when
compared to SUS records.

IPEA (2011) presents some interesting data on the public perception of health care and who
uses SUS services; this information suggests avenues for evaluating managerial performance and
administrative problems faced by SUS beneficiaries:

o 58 per cent believe that SUS needs more physicians; 36 per cent found that waiting time is
too high and 35 per cent that it takes too long to get in touch with a specialist.

o 47 per cent believe that the list of medications is too short and 34 per cent believe that they
are not sufficiently available.

o 30 per cent rate SUS as good, 42 per cent as adequate, and 28 per cent as presenting poor
quality of service.

The SUS beneficiaries also gave positive ratings: 45 per cent for outpatient services; 81 per cent
for family health care; 61 per cent for quality of physicians; 48 per cent for urgent or emergency
services; and 70 per cent for the availability of medications.

In March 2012 the Ministry of Health launched the SUS performance index (IDSUS). This index is
composed of 24 indicators: 14 that evaluate access to services and 10 that measure effectiveness with
respect to basic care, specialized outpatient and hospital care, and emergency care. On a 10-point
scale, 27 per cent of Brazilians live in municipalities that do not reach a score of 5, and only 1.9 per
cent live in municipalities with a score above 7. The Brazilian consolidated index for 2010 was 5.47.

The ratings were better for access and effectiveness of the most basic care, and worse for medium
and highly complex procedures. The study classified municipalities in six groups according to
their socio-economic situation, health coverage, and infrastructure that was either basic or more
complex. The data find that 75 per cent of municipalities do not have health infrastructure that can
provide average or highly complex procedures (Table 1.5). The differences among regions were very
large, with the more developed south and south-east region have had better performance than the
north and north-east.

3. DB-PAYG systems cost much less than those based on defined contributions and individual accounts (see Matijascic and Kay, 2006).
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Table 1.5. Brazil: Municipalities classified according to key situation indicators, 2012

Type Socio-economic Health care coverage GACERIIEILLIPLLY Nu'm'ber.o.f
complex procedures municipalities
6 Low Low None 2,183
5 Medium Medium None 2,038
4 Low Low Low 587
3 Medium Medium Low 632
2 High Medium Medium 94
1 High Medium High 29

Source: Ministry of Health, IDSUS (2012).

Nevertheless, IDSUS is quite limited and does not measure the time that patients spend waiting to
be seen, nor distances travelled to receive health care. To demonstrate the gravity of the situation,
the Accountability Court of the Union (Tribunal de Contas de Unido — TCU) found in 2011 that
oncology was in a highly critical state. The average wait for patients in need to receive chemotherapy
was 76 days and only 35 per cent of patients were seen within 30 days (as recommended by the
Ministry of Health). The average waiting rate for radiation treatment was 113 days, and only 16 per
cent began the treatment within 30 days.

With respect to private health care plans, 40 per cent complain about the waiting time for an
appointment, and 35 per cent complain about restrictions on specialized procedures. Nevertheless,
40 per cent of the insured decided to join a private plan because they expected that it would be
easier to get an appointment with a physician.

Tax collection. There are also major problems with tax collection, with losses from evasion equivalent
to 2.4 per cent of GDP (the data is from 2005, but there is no reason to expect that the situation
has changed). This figure represents almost twice the INSS cash flow deficit; if reduced, it could
improve the financial stability of INSS given that actuarial projections forecast a deficit for INSS of
1.3 per cent of GDP in 2020.

In 2005, payroll tax collection was moved to the Ministry of Finance, but clearly there is further
need to increase monitoring in order to reduce fraud. The diverse audit actions involved within
different ministries or agencies and the exchange of information with other spheres of government
is limited, with the result that tax revenue is reduced and tax rates remain elevated.

Brazil’s high interest rates also have an impact on tax collection because:

o thereis no incentive to pay regularly since there are no financial advantages such as improved
or cheaper access to credit;

o the risk of being penalized by an audit is low, and there are repeated moratoria for evaders;
and

 those resources can be used to reinforce capital flows in an economy with credit shortages.
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With Brazil’s low savings rate and a need for major investment in public infrastructure and social
services, improved performance with respect to public spending and personnel allocation is
fundamental to increasing resources for investment. Brazil’s recent strong economic performance
and improved social indicators have received global attention, but much could be done to consolidate
these achievements. More growth and employment, a higher quality of state intervention, and
improved allocation of resources and personnel are of critical importance.

1.4.2. Implementation and organizational issues*

Policy delivery. Although the 1988 Constitution establishes that social security should be
integrated, policy delivery, like policy-making, is fragmented. This situation generates higher
administrative costs, managerial problems and reduced efficiency. This outcome is the result of
vested and conflicting interests. For example, ordinary legislation to regulate health care, pensions,
unemployment insurance and social assistance were approved separately, and the respective services
are conducted independently.

With regard to the institutional structure of Brazilian social security, there is sharp fragmentation at
the cabinet level, with the trend increasing since the 1990s. The multiplicity of institutions delivering
services is an even bigger problem. Pensions (INSS), unemployment insurance (SINE/PAT) and
CCT (Bolsa Familia), coordinated by the MDS with agreements at the local level, are all distinct
institutions that act independently. This leads to inefficiencies since it requires different branches at
the regional and local level and the need to hire more employees, generating poor results with limited
financial resources. There are also problems with scope and scale of the administrative operation.
The situation is so complex (and as some would argue, confusing) that the BPC is managed by the
INSS, even though it is a social assistance benefit regulated by the MDS.

It is important to emphasize that there is no problem if a single institution is involved with multiple
ministries. But this example shows that the institutional and managerial logic is at times ad hoc. This
fragmentation also imposes limits in coverage for major portions of the territory and makes it difficult
for those in the poorest regions to have access to benefits. Finally, this fragmentation is a problem for
citizens who cannot clearly determine what the most appropriate source of benefits might be.

There is, for example, an enormous distance between the INSS and SUS. Most benefits granted by the
INSS involve illness or disability, which requires medical evaluation. Usually a physician involved
with SUS recommends the granting of a benefit, but it also requires approval by the physician from
the INSS. The INSS physician cannot require better evidence to prevent fraud. Rather, he or she
is obliged to ask the individual’s physician to provide more evidence, and this process is slow and
expensive. Moreover, if the physician hired by an individual acts unethically, there is no sanction.
This situation reduces efficiency, which, in turn, may generate problems for those with urgent needs
and legitimate claims.

Following the example of the Bolsa Familia Programme, the INSS and PAT could work with the
social referral services (CRAS) and with municipal social action secretaries to grant benefits
and share administrative tasks, given the challenges of size and scale in Brazil described earlier.
The large footprint of CRAS and, especially, the municipal social action secretaries could lead to
greater efficiencies and the INSS or PAT could provide technical assistance, auditing, analysing and
authorizing the concession or cessation of benefits.

4. This section updates and synthesizes the central arguments of Matijascic and Kay (2008).
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This institutional fragmentation contributes to low social indicators. It does not stimulate
investment in some policies that could reduce financial commitments with regard to leaves, illness or
work-related losses of capacity. The reduced monitoring of environmental and labour conditions is
the origin of the many benefits granted due to unhealthy conditions, such as permanent disability
or premature death. There are multiple examples:

» Brazil is a global leader in accidents at work.
o Traffic accidents are on an epidemic scale and represent huge hospital and pension costs.

o The prevalence of mental illness is growing fast, with Brazil having one of the highest
incidences of depression.

« Mortality due to external causes is very high, which implies potentially higher costs of health
procedures and burden on social insurance.

There is increased awareness of these challenges. Improving the quality of life in the favelas is a
current priority; state intervention here reduces criminality as a counterpart to improved social
services. But the problems are so serious that any initiatives, however deserving of merit, seem to
evolve too slowly.

Reform processes. The process of social security reform also requires a closer look. Since the regional
trend toward individual accounts for pension and health care took off in the 1990s, Brazil’s path
toward social security reform has differed significantly from that of its neighbours, focusing on
universalizing benefit coverage and parametric reforms in the PAYG public pension system.

In health care all actions were slanted toward enlarging coverage and adopting preventive measures
to avoid the “hospital-centric” approach that prevailed in the 1970s and led to corruption in the
contracting-out model. Social assistance was centred on protecting those who did not contribute
regularly, and on providing a safety net in times of economic slowdown in the midst of high
inequality. As described earlier, policies in recent years have been shaped by the range of social
protection codified in the 1988 Constitution, and the process of social security reform has required
investments of tremendous political capital in order to amend the Constitution.

One conclusion that can be drawn from examining current debates in Brazil is that the immediate
policy challenges of improving equity and efficiency can be met not only via constitutional reform,
but, in the shorter term, through administrative reform and improved regulatory and managerial
performance.

Low levels of coverage for affiliates remains a basic problem in Brazil as in Latin America generally
(Matijascic and Kay, 2009). Without higher salary levels, a largely formal and salaried labour sector
and high density of contributions, social security benefits cannot provide a basic standard of living,
and it is not possible to have a classic universal social security system functioning with actuarial
equilibrium based on social insurance.

With respect to current laws, changing the survivorship rules and regulations would reap clear
savings. In Brazil, lifetime survivors” benefits are given indiscriminately without regard to the age
of the spouse, number of children in the family, or length of the marriage. Such permissive benefits
would be considered quite generous in the industrialized world, but seem altogether out of place
in a developing country like Brazil. In Sweden, for example, able-bodied workers are eligible for a
universal survivors’ pension payable for six months after five years of marriage, or for as long as the
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survivor is caring for a child under the age of 12. Sweden’s six-month survivors’ pension stands in
sharp contrast to the situation in Brazil, where even a young adult capable of working automatically
receives lifetime benefits.

A similar principle exists with respect to disability: those capable of working should be expected
to do so. However, in Brazil nearly all those classified as temporarily or permanently disabled are
considered totally disabled. Appropriately classifying the partially disabled and providing enlarged
assistance for recovery of injured or ill workers would encourage those who are capable of work to
find suitable employment.

Another indicator that Brazil's disability pensions are alarmingly and disproportionately high is that
expenditures associated with risk (disability and survival pensions) have remained steady for 30
years, despite the fact that the elderly population has grown. Under these circumstances, one would
expect old-age pensions to increase as a proportion of overall pension expenditures. Nevertheless,
disability and survival pensions comprised 38.2 per cent of expenditures from 1980 through 1984,
and 34.8 per cent of expenditures between 2005 and 2010.

Furthermore, many workers continue to be formally employed even while drawing pensions, a
situation commonly justified by low benefits. Seniors are thought to have no choice but to return to
work. But retired persons with lower benefits are less likely to be employed, while retirees receiving
higher average benefits are more likely to be employed. The general argument for permitting
individuals to have multiple benefits is this: because benefit levels are so low to begin with, people
should justifiably be able to accumulate more than one pension. However, that individuals receiving
higher benefits tend to have multiple sources of income while those with lower benefits do not
suggests that permitting multiple benefits leads to a higher concentration of income.

In coping with these challenges, it is important to emphasize that the lengthy process of constitutional
reform is not the only or necessarily the most effective method of reforming social security and
bringing about financial stability. Parametric reforms, including administrative measures, play an
important role and could bring faster and more immediate results. Administrative reforms can
present an effective financial solution without the political challenges of amending the Constitution.
Such measure could include:

« eliminating risk-based benefits for those who do not need them. Partially disabled workers
can continue to work in some capacity;

« verifying more diligently disability status and ceasing total disability status for those capable
of working; and

» preventing disability through better monitoring of workplace safety.
The following measures could be taken via ordinary legislative reforms:

» imposing restrictions on receiving one or more pension benefits while still receiving wages
from employment;

« considering the presence or absence of minor children and the capacity of survivors to be
employed in granting of death benefits; and

 granting partial disability status where appropriate.
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Fiscal policies. Fiscal policies involving social security are not exempt from their share of
contradictions and legal problems either. In Brazil, philanthropic institutions are tax exempt and
this exemption is also applied to payroll taxes. Tax exemption is a widespread international practice
in this situation but it is contradictory to extend it to social contributions, since these are not meant
for redistribution and they generate social rights of proportional benefits related to the amount of
contribution. This exemption is questionable since there is no compensation in INSS accounts, and
the reduction (equivalent to 0.6 per cent of GDP) represents more than 40 per cent of the INSS cash
flow deficit or almost 85 per cent of the PBF budget. Although the Brazilian Constitution has led to
important achievements, considering fiscal resources (taxes on profits, sales or value-added taxes)
as contributions generates confusion.

These policies originated in the 1960s, when the aim was to fund social programmes by the potential
beneficiaries through specific taxes on labour. The directives proposed that taxes should not be used
to finance social security; their unique purpose was to stimulate economic growth. Since financial
shortfalls were feared in the social policy arena after the 1960s, the 1988 Constitution tried to solve
the problem by introducing the social security budget and by considering its sources as social
contributions exclusively designated to finance this budget.

It is clear that the process of administrative and legislative reform at the sub-constitutional level
should be accelerated. However, such reforms require transparency and must be made in such a
way as to minimize both risks and administrative costs. This is not to say that many additional
constitutional reforms are not necessary, but much could be done with ordinary legislation.

1.4.3. Sustainability issue®

Many analysts suggest that reform efforts since 1993, while significant, have been insufficient, given
projected actuarial shortfalls that could have grave macroeconomic consequences in the future.
Furthermore, the growing INSS cash flow deficits and rising expenditures on pensions for public
servants have brought on a fiscal crisis that has led to public spending being increasingly directed
toward benefits rather than investment.

Generous rules guiding benefits also contribute to financial shortfalls. According to Giambiagi
and Tafner (2011), the relatively high value and long duration of pensions based on length of
contribution are costly. They argue further that non-contributory pensions are relatively ineffective
social policies, leading to high payroll taxes that in turn provide an incentive to join the informal
sector. They argue that reforms are necessary to contain costs, which could otherwise reach
10 per cent of GDP assuming moderate economic growth and a continued rise in the real value of
the minimum wage. The authors point out that acceleration in growth will lead to worsening deficits
unless a reform is enacted. The proposed reforms project that expenditures would fall to 6.9 per cent
of GDP assuming 3 per cent annual GDP growth, or to 5.6 per cent of GDP with an annual GDP
growth of 4 per cent.

On similar assumptions, the INSS forecasts that expenses by 2020 will equal 6.3 per cent of GDP,
with a projected deficit of 0.93 per cent and 3.5 average annual real GDP growth.

Others point to the fact that since the constitutional reform of 1993-94 the Government has diverted
more than 20 per cent of the social security budget to other expenditures. Critics argue that this
practice deviates from the original 1988 Constitution, arguing that if all revenues had been allocated

5..  This section updates and synthesizes the central arguments of Matijascic and Kay (2008, 2009).
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to social security they would have exceeded benefits, generating a huge surplus. In short, from this
perspective the INSS was not the source of the growing deficit. Accordingly, there is no sense in
calculating an INSS deficit, since the Constitution has settled the issue with the creation of the social
security budget. Without diverting social security’s resources there would be a surplus of about
2.2 per cent of GDP and the financial debate would be meaningless.

It is important to note that major challenges remain. Some workers contribute regularly, but about
50 per cent of the working population, including rural workers, domestic employees, and workers
in the informal urban economy, generally do not. Furthermore, many wor