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SUMMARY
This short note highlights two aspects of Brazilian economic history: the process of structural change from 1950
to 2005 and the recent fall in inequality. The process of structural change transformed Brazil from a rural to a
diversified and complex economy and was the main driver of a labour productivity growth between the 50s and
70s. However, shifts in the labour force across economic sectors have become ineffective in increasing
productivity and their effect ran out in the mid-90s. More recently, the growth of Brazilian domestic market and
changes in the demographic profile of workers caused a massive reduction in inequality, despite some throwbacks
due to a current large economic crisis.

About the GPID research network:
The ESRC Global Poverty and Inequality Dynamics (GPID) research
network is an international network of academics, civil society
organisations, and policymakers. It was launched in 2017 and is
funded by the ESRC’s Global Challenges Research Fund.
The objective of the ESRC GPID Research Network is to build a new
research programme that focuses on the relationship between
structural change and inclusive growth.
See: www.gpidnetwork.org

THE DEVELOPER’S DILEMMA
The ESRC Global Poverty and Inequality Dynamics (GPID) research network is
concerned with what we have called ‘the developer’s dilemma’.
This dilemma is a trade-off between two objectives that developing countries are
pursuing. Specifically:
1. Economic development via structural transformation and productivity growth
based on the intra- and inter-sectoral reallocation of economic activity.
2. Inclusive growth which is typically defined as broad-based economic growth
benefiting the poorer in society in particular.
Structural transformation, the former has been thought to push up inequality.
Whereas the latter, inclusive growth implies a need for steady or even falling inequality
to spread the benefits of growth widely. The ‘developer’s dilemma’ is thus a
distribution tension at the heart of economic development.
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Figure 1 - Correlation between Sectoral

Inequality

Productivity and Change in Employment Shares

Log of Sectoral Productivity/ Total
Productivity

in Brazil (1950-2005)

Brazil is known for being one of the most unequal
countries in the world. In particular, during the
“structural change” period, Brazil experienced a
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Inequality stopped increasing in Brazil in the
1990s. In fact, the country has experienced a strong
decline on income inequality over the last 25 years.
As Figure 4 shows, from 1995 to 2012 the Gini
coefficient for income decreased by 7 points and
the Gini coefficient of labor earnings by 20%. This

Figure 2 - Decomposition of productivity growth
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Figure 4: Household incomes and labor earnings

On the other hand, the decline in the experience

in Brazil, 1995-2012: inequality

premium accounted for about five Gini points of
the inequality reduction. Another source of
inequality reduction was a combined reduction in
gender, racial, urban-rural, and formal-informal
wage gaps.
In the period of 1995 to 2012, minimum wages
increased in real terms as presented on Figure 5.
During the boom years of 2003-2012, rising
minimum wages were unambiguously equalizing.
In the earlier sub-period of 1995-2003, however,
when labor demand was not growing as fast,

Source: Ferreira, Firpo and Messina, 2014.

minimum wage growth was accompanied by
Ferreira, Firpo, and Messina (2017) analyzed this
phenomenon using recent decomposition methods
based on re-centered influence function (RIF)

falling compliance, with an increase in the number
of workers earning less than the minimum wage of
a full six percentage points of the labor force.

regressions (Firpo, Fortin and Lemieux, 2009; and
Fortin, Lemieux and Firpo, 2011) to estimate the

Figure 5: Minimum wages and the evolution of

quantitative impact of five groups of candidate

earnings: 1995-2012

explanatory factors on changes in the Brazilian
earnings distribution. These factors are: i) human
capital;

ii)

labor

market

institutions;

iii)

demographic characteristics of workers; iv) spatial
segmentation; and v) sectoral distribution of the
labor force.
The main result was rather surprising: the overall
effect of educational dynamics was actually
inequality-increasing. A substantial increase in the
schooling levels of Brazilian workers did indeed
take place: the proportion of the working age

Source: Ferreira, Firpo, and Messina, 2017

population with at least 10 years of schooling
doubled from 25 to 50% between 1995 and 2012.
And this was followed by a decline in the returns
to education. However, as the distribution of
education shifted to the right, the density mass at
the range of years of schooling with the steepest
returns increases.
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Recent trends
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