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— inclusive growth trend of this millennium is over

by Marcelo Neri

Since the 1970s Brazil has been

one of the most unequal countries

in the world. However, in the new
millennium inequality fell every single
year until 2014

The trend towards greater equality was
coupled with an acceleration of GDP
growth. Mean household income grew
even faster

Most of the fall in inequality was
driven by labour earnings, a channel
dominated by firm-specific effects

Since 2014 income distribution has
become more unequal

Figure 1

After three decades of persistently high inequality, Brazil has been
experiencing a downward trend since 2001, accompanied by a rise in
household incomes. These trends lasted until 2014 when a major reversal
took place on both fronts.

From 1930 to 1980 Brazil was second in the world in terms of GDP growth,
behind only Japan. For several decades Brazil was also known as one of the
most unequal countries in the world, but after 2000 inequality fell consistently
until 2014. After decades of a Gini coefficient stuck around 0.60, it declined to
0.52.

However this trend was reversed in 2015, largely due to changes in the labour
market, which had been the main driver behind increased equality and
growth. There are some differences between different data sets with respect to
the role played by each of these components, but they all point to the same
direction that social welfare that was rising started to fall.

Falling inequality and accelerating growth at the beginning
of the millennium

The fall in inequality at the beginning of the millennium was coupled with
an acceleration of GDP growth, with mean household income growing even

Social welfare (Gini per capita earnings based) across concepts and data sets
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WHAT IS THE GINI COEFFICIENT?

It is an index that measures the extent of
inequality and is often used for the analysis of
income inequality prevailing in a country. It takes
the value of o in the case of perfect equality
(everybody has the same income), and 1 in the
case of perfect inequality (all national income
accrues to a single person). Estimates of the Gini
coefficient for income nationwide range between
around 0.25 (such as in some of the Nordic
countries) to around 0.60 (for example, in some
countries in sub-Saharan Africa).

The Family Grant has been the best-
targeted official cash transfer in Brazil. In a
time of tight fiscal constraints, the Family
Grant programme should be a model for
all official cash transfers

Introducing a more progressive tax system
would also help to promote equality

This Policy Brief is based on the WIDER Working Paper
2018/186 ‘What are the main drivers of Brazilian income
distribution changes in the new millennium?’, by Marcelo
Neri. The study synthesizes the results of six other papers
prepared within the project /nequality in the Giants.

wider.unu.edu

faster. The fall in inequality was average for Latin American
countries, while the high household income growth with
respect to GDP was unique to Brazil. Between 2002—12 Brazil
was third among the 17 Latin American countries in terms

of household income growth. Until 2014, median income
grew three times faster than GDP on average and for the
bottom 5% incomes increased fivefold. Between 200315 the
yearly income growth of the bottom 40% was 6.39%, which
exceeded average income growth rate of 3.79%.

Correcting household surveys (Pesquisa Nacional de Amostras
a Domicilio, PNAD) top incomes with personal income tax
records slows the inequality fall but accelerates mean income
and social welfare growth. There are measurement issues
that should be addressed looking at both sides of income
distribution.

Changes in inequality mostly driven by labour
earnings

The drivers behind falling inequality were diverse, such as
increasing education levels, falling education premiums,
the diffusion of social programmes such as conditional
cash transfers (CCTs), and the expansion of contributory and
non-contributory social security benefits. However, most

of the fall in inequality was driven by changes in labour
earnings.

Labour earnings have also been at the core of the increase
in inequality in recent years. From 2015 to the end of 2018,
there was an increase in the level of earnings’ inequality
for almost every quarter measured. This means that labour
inequality rose for four years in a row.

Firms characteristic and education as main
determinants

Firm effects explain most (75.9%) of the decrease in inequality
observed between 2001-15. This means that there has been
high inequality in earnings between firms, and the decrease
of inequality between firms explains large part of the overall
decline of inequality in Brazil between 2001-15. The problem
of earnings changes across firms is that they were detached
from changes in productivity fundamentals. Differences in
schooling were another factor contributing to the inequality
fall in Brazil's formal labour market.

Taxation and cash transfer programmes

Direct and indirect taxes increased inequality, while official
monetary benefits — in particular conditional cash transfers
— helped reduce it. The Family Grant (Bolsa Familia) is a
conditional cash transfer program that reaches 25% of the
Brazilian population. In terms of reaching the lower end of the
disposable income distribution it is the best-targeted official
cash transfer programme.

This implies that in a time of tight fiscal constraints, the
Family Grant should be a model for all official cash transfers.
Gini reductions due to the introduction of more progressive
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