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•  The favorable economic environment in Brazil: 
Things have changed. 

• Despite the favorable economy, some things may 
never change. 

•  The Case for an Employer of Last Resort in 
Brazil. 

• Macroeconomic Impacts 

Paper Outline 



INTRODUCTION 
•  Brazil has been experiencing a favorable 

macroeconomic environment: 

▫  Monetary 

▫   Sovereignty, non-convertible currency (since Jan 

1999) 

▫  External net creditor  

▫  Macroeconomic stability 

▫  Growth based on domestic expansion 

▫  Healthy financial system  



BRAZIL IS NOT THE SAME, THINGS HAVE 
CHANGED… 

• Historically Low Unemployment Rates. 

• Historically Low Interest Rates. 

• Reduced External Vulnerability - Net External 
Creditor. 

• Economic Growth primarily based on the 
expansion of domestic consumption and 
investment. 



BRAZIL IS NOT THE SAME, THINGS HAVE 
CHANGED… 

•  Increase in real incomes (wage and salaries). 

• Credit Expansion (mainly consumption, auto and 
housing). 

•  Improved income distribution (middle class is 
increasing +25 M people between 2003-2009). 

• Active role played by the Government (PAC, social 
programs, state enterprises, public banks, etc). 



• Historically Low Unemployment Rate.  

Source: IBGE 



•  Low Unemployment Rate compared to other 
economies 



Source: Ministry of Labor and Employment 

•  The Brazilian Ministry of Finance estimates that 
almost 13,8 million jobs will be created between 
2003 and the end of 2010.  



Historically Low Interest Rates 
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•  Interest rates, both nominal and real, reached
 their lowest historical levels in 2009. 



Lower External Vulnerability 
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• Brazil has consistently reduced its net public 
external debt. It became a net external creditor in 
2006 

Source: Brazilian Central Bank 
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• Brazil became an external net creditor in 2007. 
External indebtedness has ceased to be a risk to 
economic stability 

Source: Brazilian Central Bank 
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• Brazil has enlarged its volume of international 
reserves to historically high levels in the latest 
years.  



•  The increase in international reserves and the 
reduction of the external debt enabled the 
country to overcome the worst crisis in years. 



•  Increase in foreign direct investment 



Foreign Direct Investment and Company Equity 
in Brazil, 1999-2009 

Source: Kregel 2009 “ Brics” 



Expansion based on Domestic
 Markets 

•  The increased credit level, real incomes and 
employment generation place altogether the 
Brazilian domestic market as a driving force 
for economic growth in the following years. 



• Domestic demand growth in Brazil  

Source: “ Brazilian Economy Outlook, 2010” produced by the Ministry of Finance. 



Source: “  Brazil Beyond the International Crisis”, 2009, produced by Brazilian Central Bank. 

•  Payroll and Real Earnings increase. 
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•  Increase in private consumption and investment 

Source: Brazilian Central Bank 



Credit Expansion 



• Credit Concessions have reached the record level 
of 45% of GDP and are expected to reach 49% of 
GDP in 2010. 

Source: “ Brazilian Economy Outlook, 2010” produced by the Ministry of Finance. 



Active Role Played by the
 Government 



• Expansion of Public Investment. 

•  Investment Expansion Program (BNDES). 

• Credit Expansion led by Public Banks. 

•  “Minha Casa, Minha Vida” (Housing Program):
 US$ 15.6 billion in subsidies and US$ 33.3
 billion in investments. 

• Expansion of Social Programs like “Bolsa
 Familia”. 



Social Programs 



• Credit Expansion led primarily by public banks. 
The amount disbursed by public financial 
institutions has grown 52%. 

Source: “ Brazilian Economy Outlook, 2010” produced by the Ministry of Finance. 



Source: “ Brazilian Economy Outlook, 2010” produced by the Ministry of Finance. 

•  Total disbursements from the Brazilian Social and 
Economic Development Bank (BNDES) increased 
53% in the last 12 months. 
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• Bolsa familia has benefited 12.4 million families 
(almost 43 million people) in 2009.  

•  50% of those families are located in the northeast 



•  Substantial Increase in Public Investment as the 
Growth Acceleration Program (PAC) advances. 

Source: “ Brazilian Economy Outlook, 2010” produced by the Ministry of Finance. 



Source: Ministry of Finance. 



Reduction in Poverty Rates and
 Income Inequality 



•  The percentage of the 
Brazilian population living 
in poverty and extreme 
poverty fell dramatically 
over the last two decades. 



•  25,9 million Brazilians joined the middle class 
between 2003 and 2009. 

Source: IBGE/PNAD 



Source: IPEA 



Risks 

•  The domestic expansion of credit represents a 
double-edge sword: it busts domestic demand 
(lower income families benefited from this 
process) but also increases fragility a la Minsky.  
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•  Public sector net debt to GDP ratio fell from 
60.6% in 2002 to 42.9% and it is expect to 
reach 28.7% in 2014. 



• Real increases in wage and salaries compensated 
this but are sensitive to changes in interest rates 
(the current tightening cycle) and economic 
conditions.  

Source: Brazilian Central Bank Source: “  Brazil Beyond the International Crisis” 2009, 
produced by Brazilian Central Bank. 
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Brazil, Some Things May Never
 Change… 



THE RELEVANCE OF AN EMPLOYER OF 
LAST RESORT IN BRAZIL 

• Despite the favorable macroeconomic conditions, 
Brazil still faces exceptional challenges to 
unemployment and poverty reduction. 

• Racial, regional and gender discrimination 
•  Low levels of labor force participation.  
• Need for wide scale training opportunities. 
•  Income inequality remains a major problem. 



THE RELEVANCE OF AN EMPLOYER OF 
LAST RESORT IN BRAZIL 

•  Social and economic exclusion 

• Need for social and infrastructure capital 

• High child and maternal mortality rates 

• High poverty rates specially among northeast 
families 

•  Poverty, unemployment and idleness has been 
inducing the youth into crime activities, specially 
in urban areas 



•  Low labor force participation ratio. 
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• Need for wide scale training opportunities: the
 Brazilian labor force has low educational
 attainment. 



Source: PME/IBGE and authors' calculations 

• Unemployment among unskilled workers is 
higher. 



• Unemployment among youth significantly higher 
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• Unemployment among women significantly higher 
than among men 



• Unemployment rates by gender and race. 



•  In Brazil 29% of the employed people earned
 less than the minimum wage. 



•  This number is even higher for employed
 women. In 2008, 33% of all employed women
 earned the minimum wage or less. 
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• Racial and Gender Income Inequality: 



POVERTY AND EXTREME POVERTY BY 
REGION (2008) 

% of Brazilian Families under Poverty and Extreme Poverty 

Brazil 
Region 

North  Northeast  Southeast  South  Midwest 

    Families under Extreme Poverty  7,4  10,7  17,0  3,2  2,8  4,3 

     Families under Poverty  15,2  21,8  24,3  10,6  10,0  13,8 

     TOTAL  22,6  32,5  41,3  13,8  12,8  18,1 

•  Poverty remains an issue, specially in the 
Northeast of Brazil where 41,2% of the families are 
poor (family per capita income is less than ½ the 
minimum wage). 



GENDER AND 
REGIONAL 
INCOME 

INEQUALITY 

Real Montlhy Average Earnings (R$) 

Brazil 

2008 

North  Northeast  Southeast  South  Midwest 

Male  913  705  540  1,091  1,091  1,126 

Female  514  400  342  595  605  601 

Total  706  547  438  831  840  858 

•  35% of heads of the household are women and they 
earn significantly less than men. 

•  28% of the Brazilian population live in the 
Northeast. 



  Employment and Average Earnings by EducaZonal A[ainment 

Years of Study 
Employed People                      
(in thousands) 

Average Earnings      
(2008 R$) 

2004  2008  ∆ %  2004  2008  ∆ % 

3 years of study or less  17,067  14,945  ‐12.4  331.75  413.78  24.7 

4 to 7 years of study  22,078  20,760  ‐6  499.62  586.68  17.4 

8 to 10 years of study  13,538  15,307  13.1  602.7  692.04  14.8 

11 years of study or more  27,608  36,950  33.8  1,446.68  1,509.96  4.4 

 Source: IBGE 

•  In 2008, the employed population with less than 3 
years of study (17 million people) earned, on 
average, less than the minimum wage. 



ELR Simulation 



LABOR FORCE, EMPLOYED, UNEMPLOYED, and NOT IN THE LABOR FORCE 
2008  % 

 A  LABOR FORCE (thousands)  93,325  100% 

   A.1      Employed  86,060  92.2% 

      A.1.1             Less than 8 years of study  33,241  35.6% 

      A.1.2             8 to 10 years of study  15,275  16.4% 

      A.1.3             11 or more years of study  37,544  40.2% 

   A.2      Unemployed  7,265  7.8% 

      A.2.1             Less than 8 years of study  2,296  2.5% 

      A.2.2             8 to 10 years of study  1,938  2.1% 

      A.2.3             11 or more years of study  3,031  3.2% 

 B 
NOT IN THE LABOR FORCE 
(Millions)  64,885  100% 

   B.1      Ready and Willing to Work  7,612  12% 

   B.2      Not Willing to Work  57,273  88% 

Potential ELR participants = A.2.1 + A.2.2 + B.1 = 11, 846 



COST ESTIMATION  

Number of ELR parZcipants:   11,846 

Minimum Wage   R$ 510 

(R$ billions)  (% GDP) 

Total Wage cost   72.5  2.31% 

AdministraYon and Material Costs  36.3  1.15% 

Wage + Material Costs  108.7  3.46% 

Payroll costs for employer  49.3  1.57% 

GROSS TOTAL COSTS   158.1  5.03% 



How many Brazilians would be 
benefited? 

• We esYmate that almost 12 million Brazilians would 
become part of the program. 

•  That corresponds to 7.5% of the Brazilian Civilian 
NoninsYtuYonal PopulaYon (LB+NLB). 

• We esYmate that almost all Brazilian families would 
be out of extreme poverty and hunger. 



• We esYmate that ELR would have guaranteed employment
 for 12 million Brazilians at a monthly wage of R$ 510,00.  

•  Government  spending would  increase  by R$  108,7 billion
 (3.46% of GDP). 

•  The resulYng consumpYon would have led to R$27,2 billion
 in taxes paid to the government (0.9% of GDP). 

Direct Impacts: 



Impacts on the Government 
Budget 

•  If  we  take  into  account  the  increase  in  government 
tax  revenues  generated  by  the  increased 
consumpYon  of  ELR  workers,  then,  government 
spending would only increase by 2,56% of GDP. 

• When we include the budgetary savings for other  
 social programs and the reducYons of social costs of
 unemployment and poverty, then this number would
 go down even further to around 1,56% of GDP. 



If we consider that in Brazil: 

   Marginal propensity to consume = 0,75 
   Marginal propensity to import = 0,25 
   Marginal tax rate = 0,40 
   MulYplier = 1,25 

•  If government spending on ELR increases by 2,56%,
 Brazilian GDP would have increased by 3,20% 

•  If government spending increases by 1,56%, Brazilian 
 GDP would have increased by 1,95% 

Impact on GDP: 



Is it Affordable? 

• Of course, Brazil is a sovereign country. The
 Brazilian government issues its own non
-convertible liability. 

•  It is affordable even according to the tenets of
 “sound finance”. 
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Market Projections 
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Is it inflationary? 

•  The program is designed to ensure that the
 deficit spending is at the right level to ensure
 and maintain full employment.  

•  Furthermore, program sets a wage anchor and
 acts like a buffer stock of the unemployed.  



Fears and Concerns 

• Unsustainable increase in government spending 
=> Inflation and Crowding out. 

• Creating “dependency” on state 

• Unsustainable/Unproductive jobs 

• Communities do not have the ability to manage 

•  Turning ELR workers into commodities 

• External Constraints: Impact over current and 
financial accounts=> Impact over exchange rates 



•  Can help to reach social targets by mobilizing resources 
for additional social services to be provided by the 
community (gender, racial, and regional effects). 

•  On the job training, learn by doing, strategic human 
capital management  

•  Improvement of dignity of those that have been denied 
the opportunity for social inclusion 

•  Establishes an effective minimum wage 

ADDITIONAL BENEFITS 



ADDITIONAL BENEFITS 
•  The percentage of the population living in poverty or 

extreme poverty would be significantly reduced. 

•   No worker would get paid less than the minimum wage and 
those able and willing to work would be employed. 

•  Policy targeted directly to those people “at the 
bottom” of the income distribution. 

•  Reduce income inequality (29% of the employed 
people in 2008 earned less than the minimum 
wage). 



ADDITIONAL BENEFITS 

•  Increases labor force qualification and the 
productivity of unemployed workers (also increases 
the labor supply). 

•  Reduces macroeconomic instability (a major issue  
for Brazil). 

•  Induces investment (domestic and foreign). 

•  Reduces exposure to ROW economic fluctuations. 


