THE

BRAZILIAN
ECONOMY

Economy, politics and policy issues * OCTOBER 2010 ¢ vol. 2 * n° 10
FGV Publication of Getulio Vargas Foundation

. TAKES A
GREAT LEAP
. FORWARD

- £ Vs e el » i 1 g _. J.EL". H‘ “.’4'
=) b . [ !j['m I et p— B N —q

FL M — 1 -

ir

v 1 ) ) g 1O ll"“ill'ii-éh l-- .2-_ %ﬁﬁﬁ
SRR e e 5:::5':5.?5?:2 S Wil

e T T O O R ee——t—
2 P S S f'"lﬂ‘llll).&il[liﬁl&;i"’!i // ///

IS T i R w7224 &

gﬁmﬂli ERNIIE 198 @2 2

Z glin
] ) T Jugd
- ik VIEW 0‘20 an erate
e

B;Ecﬂ}csp I —
///,/ ! |a||-lﬁau§ “%""‘"‘; i
(11 1 e i W




October 2010

Good news
for the poor

Marcelo Cortes Neri

Brazil reached a milestone
in 1995 when the Institute
of Geography and Statistics
(IBGE) opened its data to
the public, allowing anyone
to look at Brazilians in
their homes from a variety
of perspectives. Today, at
each release of the results of
a new National Household
Survey (PNAD), we can
discuss our achievements
and setbacks.

The PNAD is such a
multifaceted database
that it is very difficult to
synthesize the results to
draw simple conclusions

about whether the lives
of Brazilians life have
improved or worsened.
Our strategy is to approach
a social welfare conclusion
by looking at a single
dimension, the information
related to income. The
assumption is that once the
information is integrated,
it will be easier to identify
the relative magnitude
of observed changes and
perhaps suggest causes.

To provide a summary
of well-being from all indi-
cators by projecting a single
number corresponding to
the level of social welfare,
we chose a simple solution
to combine the effects of
the mean and inequality in

a single measure, a model

proposed by Amartya Sen,
who won the Nobel Prize in
economics: social welfare
is equal to average income
per capita multiplied by
the complement of the Gini
(a measure of inequality).
Inequality functions as a
discount factor of well-
being in relation to average
income; when it is applied
for 2009, average monthly
per capita income of R$630
would be equivalent to
R$287. By this measure,
between 2003 and 2009,
per capita income increased
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sion of the research discussed here can

be found at www.fgv.br/cps/ncm.
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by 32%, but social welfare
increased by 44%. This
was reflected in the reduc-
tion of inequality in the
period. Income inequality
in Brazil has fallen since
2001. Between 2001 and
2009, per capita income
in the richest tenth of the
population rose by 1.5%
annually, but the incomes of
the poor grew at a remark-
able rate of 6.8%.

GDP versus PNAD
There has been a marked
difference between changes
in income per capita as it
relates to GDP and as it is
measured by the PNAD.
From 2003 through 2009
GDP per capita grew on
average 2.9% a year,
but the PNAD suggests
per capita income grew
annually by 4.7%. In 2009
per capita GDP fell by
about 1.5%, but the PNAD
found an increase of 2%.
In China and India the
opposite occurred: GDP
grew more than income
as measured by household
surveys. On the scoreboard,
welfare income inequality
continued to grow in other
BRICs although by less
than previously.

How sustainable is the

recent pattern of inclusive
growth in Brazil? The
PNAD that

although income derived

shows

from pensions and social
programs did grow, work
income, which represents
about 76% of average
Brazilian income, increased
more significantly, by
4.7% between 2003 and
2009. This suggests that
improvements in living
conditions are sustainable
beyond government income
transfers.

More generally, indi-
cators of consumption
(durable goods, housing,
utilities, etc.) and produc-
tive income-generating
assets (goods such as IT,
education, and quality of
employment) show that
productive assets rose
faster than consumption
for 2003 through 20009.
There was a 31.2% in-
crease in productive assets
and a 22.6% increase in
consumption. Even during
the global crisis produc-
tive assets rose 3.05% and
consumption 2.49%. In
the last six years Brazilians
have been investing more in
income-generating assets.
Brazilians who invested in
further schooling are now
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Looking into
mobility
between
economic
classes, about
29 million rose
to the ranks
of the middle
class between
2003 and
20009.

getting proportionately
more formal jobs, and thus
more income.

As a consequence of
sustained income growth,
poverty continues Iits
downward trend: the
FGV estimates that, since
2003, 20 million people
have risen out of poverty.
Nevertheless, a significant
number of Brazilians —
28.8 million — are still
below the poverty line.
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The 95 million
Brazilians in
the middle
class now
represent
50.5% of the
population
and alone
could decide

an election.

Changing classes

Looking into mobility
between economic classes,
about 29 million rose to the
ranks of the middle class C
(see table) between 2003
and 2009; the 95 million
Brazilians now in this group
represent more than half the
population (about 50.5%).
In the same period, the
upper classes (A and B)
grew most in relative terms
(39.6%), representing 6.6
million additional members;

the total in this group is
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Economic classes
Total household income
(Brazilian reais)
Classes Lower bound Upper bound
E 705
D 705 1,126
C 1,126 4,854
B 4,854 6,329
A 6,329

now 20 million (10.5% of
the population).

In sum, the middle and
upper economic classes have
increased by 35.7 million in
the period since 2003; this
means that these classes

grew in the last seven years
by the equivalent of more
than half of the population
of the United Kingdom.
These numbers have two
implications, one political
and one economic. If the

The new middie class has grown
significantly since 2002.
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95 million Brazilians in
the middle class represent
50.5% of the population,
this means that the class
not only represents the
median voter who decides
the second round of
elections but also alone
could decide an election.
The new middle class is
also the dominant class
economically. Its members
hold more than 46% of
Brazilian purchasing power;
the upper classes have 44%
and the lower classes only
9.7%.

Rainbow
But how well have Brazilian
pockets fared since the
international crisis? This
is the ultimate test of
sustainability because
the rest of the world is
stagnant.

Family incomes from work

in the six main metropolitan

regions of Brazil were hit
hard in January 2009, when
for that month alone there
was a 6.8% increase in
poverty. However, since
February 2009, growth in
Brazil has recovered to its
pre-crisis rate. Not only
has Brazil emerged quickly
from the crisis of 2009 but
income growth exceeded
that in previous prosperous
years since 2003: Income is
growing twice as fast and
inequality is falling almost
as much as in the period up
to 2008.

The greatest moment for
researchers is not when they
confirm what we already
knew but when they are
surprised by something they
did not know. At the end of
the most recent PNAD, the
IBGE data revealed not
just the pot of gold at the
end of the rainbow but the
rainbow itself.
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Since the end
of recession,
income has
been growing
twice as

fast and
inequality is
falling almost
as much asin
the period up
to 2008.
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