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BRAZIL


1. General trends

The Brazilian economy slowed in 2011, growing by 2.7% after expanding 7.5% in 2010. The cooldown was attributable to policy measures deployed to keep inflation within the target band, the deteriorating international situation and the depletion of idle domestic production capacity. The second half of the year brought a change in economic policy as cuts in the basic interest rate began in an effort to spur domestic demand and encourage investment. Cumulative inflation for the year was 6.5%, at the upper limit of the target band.

	Slower growth was not a drag on the labour market. Registered unemployment dropped to a new low (6.0%) in 2011. Formal employment continued to surge and added 1.7 million jobs, although this was less than the record 2.2 million created in 2010. Formal private sector wages continued to rise, posting an average real increase of 2.5%.

	In the external sector, the trade surplus climbed to US$ 29.800 billion on the strength of higher export product prices. Exports were up by 26.7%, imports by 24.5%. The wider trade surplus helped to offset the larger services and income balance deficits. The current-account deficit thus stood at US$ 52.600 billion (2.1% of GDP). Foreign direct investment shot up to a record high of US$ 66.700 billion in 2011, accounting for a portion of the US$ 111.900 billion capital and financial account balance. 

	The greater inflow of capital put pressure on the exchange rate, which rose steadily until August 2011 when the government implemented additional measures to regulate capital flows. The financial transaction tax on a number of operations was raised to 6%, and the minimum term for exempt transactions was lengthened. This policy helped curb nominal appreciation of the real. 

	On the supply side, the production sectors turned in a sluggish performance, especially manufacturing: after expanding by 10.1% in 2010 it grew by 0.1% in the face of stiffer competition from imported products owing to currency appreciation, greater labour-cost pressure and a high tax burden. 

	Against a backdrop of global uncertainty and domestic constraints, throughout the second half of 2011 the Government of Brazil deployed initiatives to shore up the manufacturing industry, such as the Brasil Maior plan for encouraging investment and innovation and the reinstatement of countercyclical measures that cut taxes and employer contributions to social security for targeted labour-intensive sectors. 


2. Economic policy

Brazil’s economic policy is geared towards steady growth and a fiscal balance that ensures a falling public-debt-to-GDP ratio and expanding public investment. It is coupled with an expansionary monetary policy. 

(a)	Fiscal policy

[bookmark: _GoBack]	The public sector primary surplus rose from 2.7% of GDP in 2010 to 3.1% of GDP in 2011, thanks to increased tax revenues and tighter control of public spending, especially current spending. Nominal federal government tax revenue rose by 17.7%, (excluding the impact of the capitalization of Petrobrás in 2010); nominal spending increased by 10.2% during the same period. Capital spending edged up by just 0.8% to stand at 45.000 billion reais, the highest in several years. The social security deficit followed a favourable path, falling by 0.3% of GDP owing above all to the 16% surge in nominal revenue as formal employment expanded and benefits rose by 10.4%. 

	Notable on the revenue front was the record federal tax take of almost one trillion reais —an increase of 10.2% in real terms that pushed federal tax receipts up by almost 2 percentage points to nearly 24% of GDP. The main factor was the 14.1% upswing in income tax revenue, both from the capital gains tax and from corporate and personal income taxes, including nearly 6 billion reais in extraordinary tax receipts from mining companies. Other tax receipts climbed along with economic activity, including the import tax (receipts up by 17.0%) and the tax on financial transactions (12.1% increase).

	The subnational governments also posted higher surpluses. The primary surplus at the state and municipal government level went from 0.55% of GDP in 2010 to 0.80% of GDP in 2011 as their revenue (including transfers from the federal government) grew by the equivalent of 0.44% of GDP. 

(b)	Monetary, exchange-rate and macroprudential policy

	Monetary policy in 2011 was marked by two interest-rate changes. In the first half of the year, the Central Bank of Brazil raised the Special System of Clearance and Custody (SELIC) interest rate from 10.75% in December 2010 to 12.5% in July 2011, with a view to curbing soaring domestic demand.

	Also in the opening months of 2011, the central bank implemented new prudential banking regulations with stricter capital requirement ratios for banks lending longer-term at higher risk, and higher reserve requirements for car and consumer loans maturing in more than two years. Mandatory financial system reserve deposits at the central bank were restored to pre-crisis levels. Shrinking liquidity availability was reflected in slower expansion of the monetary base, which grew by 3.6% in 2011 compared with 24.6% in 2010, and in M1, which rose by 1% in 2011 versus 12.6% in 2010. 

	In August 2011 there was a shift in monetary policy: the authorities began to lower the SELIC interest rate in order to maintain economic growth and reset real interest rates. By December 2011, the SELIC was down to 11%.

	Prudential rule changes and interest-rate adjustments kept credit expanding at a fairly steady rate, with lending up 16.8% in 2011 compared with 2010. While there was no slowdown in total lending, there were reports of greater difficulty in accessing new loans, especially consumer loans for durable goods. Among the factors offered as explanations were higher provisioning requirements as credit expanded and uncertainty as to the direction of interest rates. 

	Exchange-rate policy in 2011 was concerned with containing the appreciation of the real against the dollar, especially during the first few months. The build-up of international reserves from US$ 288.600 billion in December 2010 to US$ 353.400 billion in August 2011 was accompanied by fiscal measures that included raising the tax on financial transactions to 6% for short-term operations and for loans with a term of up to five years, and regulating banks’ foreign exchange transaction positions. This concern was evident until July 2011, when the exchange rate dropped to 1.55 reais per dollar —below the pre-2008 crisis level of 1.56 reais per dollar. The real appreciated 7% in real terms in 2011.



	The situation changed in August as global uncertainty mounted. There were virtually no central bank interventions for the remainder of the year. International reserves stood at US$ 352.600 billion as of December 2011. The exchange rate devalued, with the nominal rate returning to 1.87 reais per dollar and the real exchange rate reaching a level similar to the one seen at year-end 2010. 


3. The main variables

(a)	Economic activity

	After brisk GDP growth in 2010, Brazil’s economy slowed sharply, especially the industrial sector. GDP expanded by 2.7% in 2011, with agricultural sector activity up 3.9%, manufacturing by 1.6% and the service sector up by 2.7%. 

	The main agricultural products saw record harvests in 2011, with volume (US$ 159.9 million tons) 6.9% higher than in 2010 and 4.5% more area under cultivation. Bumper rice and soybean crops were 19.0% and 9.2% larger than in the previous season. The livestock sector was hit by a 1.6% drop in beef slaughter volume despite higher chicken (5.6%) and pork (7.6%) slaughter volumes for the year. The Russian embargo of Brazilian meat starting in June 2011 has weighed on meat exports, but rising prices and new markets kept revenue from falling.

	Brazil’s manufacturing industry stagnated in 2011, growing by 0.1% for the year (10.1% in 2010). Several sectors of industry contributed to this flat performance. Automobile production increased by 0.7%, to 3.4 million units. The number of cars sold fell 2.8%, to 2.8 million units; exports climbed 7.7%, to 541,000 units —substantially below the 734,000 units exported in 2005. Brazilian output was limited by competition from imported cars; the record 945,000 units imported during the year represent a 33.6% increase over 2010. Other sectors of industry that struggled with increasing competition were textiles (with output down by 14.5%), pulp and paper (10.0% decline) and garments (down by 4.5%). 

	Mining and construction activity slowed as well, growing by 3.2% and 3.6%, respectively (in 2010 both sectors expanded by more than 10%). The service sector posted similar rates of growth, with communications up by 4.9%, commerce by 3.4% and financial services by 3.9%.

	The demand side saw something of a cooldown: household consumption expanded more slowly (4.1%), as did government consumption (1.6%, versus 4.6% in 2010). Investment, which had rebounded sharply and jumped by 21.3% in 2010, edged up 4.7% in 2011. This slowdown reflected uncertainty as to the external situation and the direction of exchange and interest rates, as well as a review of infrastructure expansion projects nearing completion. Investment grew by 4.7% in 2011, to 19.3% of GDP. 

(b)	Prices, wages and employment

	Both the labour market and prices continued to perform well despite slower growth. At 6.0%, the average unemployment rate for 2011 was the lowest since 2002, when the methodology for calculating it was changed. The employed population expanded to a record of more than 53% of the working-age population. Formal job creation slowed compared with 2010 (1.7 jobs were added in 2011 versus 2.2 million in 2010), owing to a sluggish manufacturing industry, service cost adjustments and higher wages. Wages posted a real increase of nearly 3% on average in metropolitan areas and 3.2% in manufacturing. A new minimum wage adjustment rule was implemented, based on the prior year’s inflation rate plus the GDP growth rate for the previous two years. In January 2012 the minimum wage rose to 622 reais: a nominal variation of 14%.

	Inflation in 2011 was in line with official expectations. After accelerating in the closing months of 2010 and the first half of 2011, inflation closed the year within the 6.5% upper limit of the target band. The main reason was dramatically slower growth of food prices thanks to record crops: wholesale agricultural prices rose by 3.1% in 2011 compared with 25.6% in 2010. Construction prices proved more resistant, with a cumulative variation of 7.5% that was very close to the 7.8% posted in 2010. 

(c)	The external sector

	In 2011, Brazil’s balance of payments saw a rising inflow of foreign currency as the goods trade surplus shot up 48% (to US$ 29.8 billion) and the net capital and finance account topped US$ 111 billion, surpassing the 2010 record inflow of US$ 99.7 billion. But the services and income deficit widened by US$ 85.5 billion, 21.3% more than in 2010. 

	Goods exports totalled US$ 256.0 billion, and imports reached US$ 226.2 billion, with variations of 26.8% and 24.5%, respectively. The structure of the variation was different, though, as export volume slid by 3.7% and import volume climbed 8.9%. This pattern was due to the high price of commodities, which rose by 36.1% to US$ 112.4 billion (equivalent to 43.9% of exports). Exports of manufactured goods increased by 16.0%, to US$ 92.3 billion. China consolidated its position as the primary destination market for Brazilian products, accounting for 17.3% of exports in 2011 compared with 8.3% in 2008. 

	Brazil’s imports of consumer durables were up sharply in 2011, to US$ 24.1 billion. Auto imports totaled US$ 11.9 billion: a year-on-year variation of 38.6%. Capital goods imports jumped 16.8%; imports of raw materials were up 21.6% over 2010. 

	The services and income accounts continued to see a rising outflow of profit remittances, to a net US$ 27.4 billion in 2011 versus US$ 23.6 billion in 2010. Brazilian tourists spent US $21.2 billion abroad, 29.3% more than in 2010. 

	The capital and financial accounts recorded a record net foreign direct investment inflow of US$ 66.6 billion in 2011, which is a 37.4% increase over 2010. These funds went primarily to agriculture (14.8% of the total), the metalworking industry (10.4%), telecommunications (9.6%), oil (8.6%) and commerce (8.2%). Four investor countries accounted for more than 60% of the inflow: the Netherlands (25.3%), the United States (12.8%), Spain (12.4%) and Japan (10.8%). 

	Foreign loans reflected the impact of measures to control short-term borrowing: the net inflow of loans with a term of less than one year was just US$ 151 million in 2011 versus US$ 22.1 billion in 2010. The net inflow of longer-term loans was US$ 30.0 billion, compared with US$ 19.0 billion in 2010. 

	Total external debt stood at US$ 297.3 billion at year-end 2011, which is 15.7% higher than in 2010. Short-term debt fell by almost one third, from US$ 57.3 billion to US$ 39.0 billion. Long-term debt rose to US$ 258.3 billion. Rising exports and international reserves kept the principal indicators from deteriorating as a result of higher indebtedness. Brazil’s net creditor position (net debt-to-GDP ratio) went from 2.4% in 2010 to 3.2% in 2011. 




4. General trends for the first quarter of 2012 and outlook for the year

The main economic policy goal was higher GDP growth, especially in view of the volatile international scenario. Several government initiatives have sought to boost industrial output. The Brasil Maior plan rolled out in August includes tax cuts and loans for innovation- and investment-oriented manufacturing. In addition to lowering the basic interest rate (the SELIC), the government has encouraged the public banks to reduce their loan spreads and lower rates for consumers. 

	The data for the first few months of the year do not augur well for growth in excess of the figures for 2011. Industrial output in the first quarter was down 2.7% over the same period in 2010 owing to sharp downturns in the production of capital goods (which fell by 11.4%) and consumer durables (off 11.64%). Automobile production from January to April 2012 was 10.0% below the level for the same period in 2011. In the external sector, the trade balance to April posted a surplus of US$ 3.5 billion, down one third over the same period in 2011. Exports grew more slowly (4.5%) during the quarter; imports increased at a slightly higher 7.4%. 

	This scenario led to new measures, announced in May, to shore up automobile sales by means of tax cuts and loan incentives for banks in the form of lower central bank reserve requirements. 

	Labour-market data are still showing low unemployment rates (5.8% on average for the first quarter). Cumulative formal job creation for January to April 2012 added 702,000 jobs (1.85% more than the same period in 2011). Inflation continued to trend down, to a 12-month rate of 5.1% as of April 2012. 
