
 

 

 

P a g e  1 

 

 

 

 

 

 

 

NO.10 

MINIMUM WAGE, INCOME DISTRIBUTION AND POVERTY 

IN BRAZIL 

April 2016 

João Saboia, UFRJ, Universidade Federal do Rio de Janeiro; saboia@ie.ufrj.br 

. 

For several years, the Brazilian minimum wage has been going through an 

intense process of growth. Different authors have argued that an important part 

of the improvement in income distribution can be attributed to increased 

minimum wage in the recent past. Using income elasticities with respect to 

minimum wage, we seek to estimate the effects of current minimum wage 

adjustment policy on improving income distribution. The results of simulations 

show that the minimum wage contributed greatly in recent years through the 

labour market as well as through pensions and other official income transfers. 

 

 

 

Since the 2000s, the minimum wage in Brazil has been going through an intense process of growth. 

Although no well-defined rule for its periodical adjustment existed until recently, the political and 

economic situation of the country favoured the granting of real increases. The result is that the 

minimum wage grew by 74% in real terms between 2003 and 2013. Currently the minimum wage 

receives each year the correction of inflation by the national index of consumer prices, as well as a real 

increase according to the Gross Domestic Product (GDP) growth rate recorded two years earlier. This 

rule was created in 2011 through Law 12/382, it was renewed in 2015 and should remain valid until 

2019. Brazil is known for its great social inequalities that are reflected in the unequal distribution of 

income and wealth. Since the 2000’s, however, the main income distribution indicators experienced a 
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great improvement. The Gini index
1
 of the household per capita income distribution, for example, fell 

from 0.583 in 2003 to 0.527 in 2013. Similarly, poverty rates also fell sharply. The proportion of poor 

households was reduced from 28% to 12% over the same period. Figure 1 illustrates these results.  

The role of minimum wage in Brazil is not limited to the labour market, in that it also represents the 

floor of the benefits of the official social security system. Therefore, its potential for improving 

income distribution and reducing poverty is very large. However, we concentrate the discussion here 

on the role of the minimum wage to reduce income inequalities. 

Figure 1 - Minimum Wage (R$ of 2013), Gini Index and Poverty Rate - 2003/2008/2013  

 

 

 

Using the observed effect of the minimum wage growth on various sources of income, it was possible 

to estimate its effect on the improvement of income distribution. We considered both the labour 

income and the social transfers (pensions, survivor pensions and the continuous cash benefit
2
). Figure 

2 shows the estimated reduction on Gini index according to the growth rate of the minimum wage. It is 

clear from Figure 2 that when the minimum wage increases, the Gini index tends to fall. Note, 

however, that the intensity of the fall is reduced when considering higher rates of minimum wage 

growth. While, in 2004, the Gini index was 0.578, the simulations show that, with the increase of 

67.4% (the effective growth rate for the minimum wage in the period), the index would drop to 0.551. 

In fact, the Gini index in 2013 was 0.530. Therefore, the increase in the minimum wage would have 

been responsible for 56% of the decline in income inequality measured by the Gini index.  

It is confirmed that pensions and labour income have a high potential to contribute to the reduction of 

income inequalities. As a whole, transfers (pensions, survivor pensions and continuous cash benefit) 

would be responsible for reducing the Gini index to 0.567, same value found for the reduction 

obtained with labour income. In other words, transfers and labour income would be responsible each 

for about half of the simulated reduction in the Gini index in the period.  

                                                      

1
 Gini index varies from zero to one. The lower is its value the best is the income distribution. 

2
 Benefício de Prestação Continuada (BPC). 
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Figure 2 - Simulation of the Gini index of per capita household income distribution from 2004 

according to the real growth rate of minimum wage 

 

 

 

The policy of minimum wage has provoked many discussions among economists and other specialists 

in Brazil. There is a general recognition that it has played an important role in improving income 

distribution, but some authors place more emphasis on targeted programs of income transfers, such as 

the Bolsa Família Program, whose effect on poverty reduction is unquestionable. In general, such 

criticisms are related to the fact that people who receive the minimum wage in the labour market or as 

a pensioner are not the poorest ones and that the minimum wage increase has an unfavourable effect 

on public accounts. Brazil was able to implement the policy to increase the minimum wage in the last 

years because its real value had suffered great losses in the past due to the high inflation rates before 

the implementation of the Real Plan (Plano Real) to combat inflation in 1994. Thus, there was some 

economic space for its growth. Therefore, part of its increase in recent years is just the recovery of past 

losses. At the same time, its growth contributed to increase the purchase power of the population 

helping to boost GDP from the demand side of the economy. 

Any policy of increase of the minimum wage must take into account the level of labour productivity in 

the various sectors and regions of the country. Therefore, it has to be complemented with measures to 

increase productivity so that legislation can be respected and there are neither inflationary pressure nor 

increase in informality in the labour market. 

Policy Recommendations 

• The minimum wage growth has a great potential to improve income distribution. Thus, a 

policy to increase the minimum wage can both benefit income distribution and poverty 

conditions; 

• To achieve better results in terms of combating poverty, the minimum wage policy should be 

complemented with targeted income transfer programs such as Brazilian Bolsa Família; 

• A minimum wage policy should take into consideration both the level of labour productivity 

as well as its growth rate in the country. Better economic and social results will be obtained if 

measures to increase labour productivity are taken simultaneously. 

 

 POLICY IMPLICATIONS  
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The main objective of the research was to estimate the contribution of the minimum wage to improve 

income distribution in Brazil. The methodology is based on the economic concept of elasticity, which 

is a measure that links two increase rates, in our case, the growth rate of labour income divided by the 

minimum wage growth rate. In other words, it estimates the percentage of the minimum wage growth 

that is transferred to different labour incomes in the formal and informal sectors. For the social 

transfers, it was considered its floor, which is equal to one minimum wage in the case of pensions, 

survival pensions and continuous cash benefit. Thus, when the minimum wage increases, the value for 

these transfers follows the new value of the minimum wage. 

Income inequality was measured through the classic Gini index for the per capita household income. 

The data source utilized for the income distribution is the National Household Survey - Pesquisa 

Nacional por Amostra de Domicílios (PNAD) of the Instituto Brasileiro de Geografia e Estatística 

(IBGE).
3
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3
 For more details of the methodology and results see Saboia, J. and Hallak, J, Minimum 

Wage and Income Distribution in Brazil from the 2000s, Nopoor paper, 2015. 
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