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Heterogeneity, volatility and uncertainty 
Armando Castelar Pinheiro and Silvia Matos

The game and the rules remain the same, but the pieces are starting to move in new directions, causing the 
situation to change. In relation to the health crisis, the pace of vaccination has become the main determinant of 
how much and when economies will recover this year. Meanwhile, on the other side of the board, governments 
have been calibrating fiscal and monetary stimulus measures, as activity gradually returns to pre-pandemic lev-
els, although more vigorously in some sectors than in others. In particular, there is growing concern about higher 
inflation, which is putting pressure on interest rates, the cost of public and corporate financing and the prices of 
financial assets.

Heterogeneity between countries, the first and second halves of the year and sectors will be a strong feature 
of the evolution of the world economy in 2021.

Asian countries, which have suffered comparatively less from the pandemic, and advanced western econo-
mies, notably the United Kingdom and United States, which are advancing more rapidly in vaccination, will drive 
global growth in 2021. Meanwhile, emerging Latin American economies are expected to continue to perform 
relatively weakly.

The beginning of this year, in particular, has been marked by intense heterogeneity in the performance of 
economic activity between countries, together with great uncertainty in relation to the fight against the pandemic, 
resulting in a more volatile global environment. The pandemic has worsened in some countries, as new strains 
of the virus have appeared, leading to the reintroduction of restrictive measures. In Europe, countries such as 
the United Kingdom, which remains in lockdown, and Germany, which has extended its restrictive measures until 
March, are likely to see a drop in GDP in the first quarter of 2021.

Due to delays in the vaccination process in continental Europe, this region will have to maintain these poli-
cies for longer to control the disease and this will have a larger impact on activity in the first half of the year. In 
the United States, on the other hand, after a continuous drop in the number of new cases, the number of deaths 
is finally declining. In addition, the country’s vaccination rate has increased in recent weeks and it is currently 
running at around 1.5 million applications per day, in terms of seven-day moving average. Around 17% of Ameri-
cans have already received at least one dose, and the forecast is that the majority will be vaccinated by July. In 
the United Kingdom, more than 25% of the population has already received at least one dose, and the figure is 
around 80% in Israel.

Another highlight on the international scene, and especially for the American economy, is the new fiscal 
package that is expected to be approved in late February or early March. This is in addition to the Federal Re-
serve’s promise to maintain extraordinary monetary stimulus, which will even tend to grow as inflation rises. In 
his recent speeches, Jerome Powell has maintained the same tone as in previous communications, highlighting 
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the new monetary policy framework, in which periods of inflation below the target will be followed by periods of 
inflation above the target.

Higher government spending, stimulating monetary policy and control of the pandemic via vaccination will 
drive economic growth in the United States. Cash transfers to families will boost household consumption. The 
IMF forecasts that the American economy will grow 5.1% in 2021, while the markets are projecting growth of 
over 6%, more than offsetting the 3.5% decline in 2020. So, the United States economy is expected to recover 
strongly and this will raise inflation above previous market expectations, leading to an increase in yields on 10-
year treasuries.

In emerging countries, the speed of vaccination has been much slower, limiting control of the pandemic. 
Emerging nations, particularly in Latin America, are only expected to reach where the United States is now by 
the middle of the second half of this year. Of course, this increases the risks associated with new strains of the 
coronavirus and therefore uncertainty about the pace of recovery and fiscal health in these countries.

Naturally, the slower the vaccination process, the more the recovery will be concentrated in the final quarters 
of the year. In addition, without a more significant advance in vaccination, sector performance will remain very 
heterogeneous. All the signs indicate that industry and agriculture will maintain a healthy pace of activity, while 
services and consequently employment will present a more depressed level of activity. In particular, sectors 
linked to commodities will benefit from the acceleration of global growth, while greater risk appetite may increase 
the value of financial assets, strengthening perceptions of a heterogeneous recovery.

In part, this is what has been seen at the beginning of this year. The start of vaccination, the prospects of the 
American fiscal package and the maintenance of stimulating monetary policies, in addition to a certain cooling of 
geopolitical tensions, have kept the appetite for risk high. Since the beginning of November, this has favored the 
assets of emerging countries, especially those that have benefited the most from the new round of rising com-
modity prices. In particular, the MSCI index of emerging markets has risen more than 25% over the past three 
months. However, even if this “reflation” scenario continues to drive prices in the financial markets, including in 
emerging markets, these prices are expected to experience new bouts of significant volatility.

There is also a lot of heterogeneity within the emerging world, partly reflecting differences in the expected 
performance of these countries. The relative performance of each country will depend, of course, on its ability 
to control the pandemic and enable a more robust recovery of the economy, while doing so without significantly 
increasing the risk of fiscal insolvency.

In Latin America, in particular, countries’ performance has differed considerably. For example, Brazil’s cur-
rency remains weaker than those of other countries, and so tradable inflation has been higher in Brazil. As a 
result, the beginning of normalization of monetary policy in Brazil is drawing close, and this is not the case in 
other economies in the region.

Regarding the pandemic in Brazil, there has been a consistent drop in the number of new cases, but the 
number of daily deaths from COVID-19 is stable, and at a high level, just over 1,000 deaths, in terms of seven-day 
moving average. By the third week of February, around 6 million vaccine doses had been administered in the 
country (2.8% of the population), a very slow process.

Growth in 2021 will depend a lot on the pace and effectiveness of vaccination. Our projection for GDP growth 
in 2021 is 3.6%, but the carry over to this year will be 3.1%, which translates into low expansion at the margin, con-
centrated in the second half of the year. Undoubtedly, there is a chance that the growth rate will be above the pro-
jected rate if immunization accelerates. For the first quarter, the outlook is for GDP to decline 0.4% compared to the 
previous quarter. As highlighted in previous editions of IBRE’s Macro Bulletin, a slowdown in growth was already 
expected. The pandemic’s second wave and the delay in the vaccination process have intensified this trend.
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In addition to short-term challenges for economic performance and uncertainties about the conduct of fiscal 
policy, new risks are on the horizon. The recovery of the world economy and maintenance of monetary and fiscal 
stimuli give rise to debate about the return of inflation and the normalization of monetary policy in the United States, 
which could occur earlier than expected. If this risk materializes, the outlook for emerging markets will be very nega-
tive, especially for countries with weaker economic fundamentals such as Brazil. We have no time to lose.

With these concerns in mind, this edition of IBRE’s Macro Bulletin includes the following highlights:
Economic activity �  – page 7: In December, there was a slowdown in the pace of growth in important sectors of 
the economy. The main disappointment came from retail sales, but activity in the services sector also worsened 
in relation to November. The only sector that performed well in the month was industry. The decrease in employ-
ment income, reduction in emergency aid, early payment of end-of-year bonuses (“13th salary”) to National So-
cial Security Institute (INSS) pensioners and higher inflation are some factors responsible for December’s poor 
result. This data corroborates the scenario of a slowdown in growth at the beginning of the year. Our updated 
projections point to GDP growth of 2.5% in the fourth quarter, compared to the third quarter, and a decrease of 
2.0%, year-over-year. For 2020, we expect a 4.3% drop, to be followed by 3.6% growth in 2021.

Business people’s and consumers’ expectations �  – page 9: Corporate and consumer confidence indexes 
fell in January for the fourth consecutive month. The decline was especially large in indicators that measure 
the current situation, particularly in the business world. COVID-19 has affected consumers’ shopping habits. 
Furthermore, the second wave of the pandemic, the need to reinforce social distancing, high unemployment 
and the end of government stimulus programs have added uncertainty to the economic situation, making the 
recovery process slower, especially in the services sector. 

  � Labor Market – page 11: In November, the Continuous National Household Sampling Survey (PNADC) re-
corded another rise in the seasonally adjusted unemployment rate, to 14.8% (14.1% in unadjusted terms), 
slightly higher than forecast by FGV IBRE. For December, we expect a decrease to 14%, which would repre-
sent another rise in seasonally adjusted terms. We also expect an increase in the unemployment rate, includ-
ing in seasonally adjusted terms, in the first quarter of 2021, due to the combination of a further increase in the 
participation rate and lower level of activity. The economically active population slowed down, reversing the 
increase in informal employment in the previous month. There was a modest increase in formal workers and a 
moderate drop in informal workers in the month. In turn, the General Employment Registry (CAGED) indicated 
a net loss of almost 68,000 jobs in December, but in seasonally adjusted terms this represents a net gain of 
almost 390,000 jobs – similar to the results seen in the previous few months. This confirms a significant gap 
between CAGED and the level of economic activity.

Inflation �  – page 14: This month, the topic of our inflation section is the impact of rising raw material prices on 
the Extended Consumer Price Index (IPCA). Even though the exchange rate has been more stable so far in 
2021, the prices of key commodities for productive activity have not stopped rising. According to FGV’s Broad 
Producer Price Index (IPA), gross raw materials have gone up 75.2% in price in the last 12 months. The sharp 
devaluation of the Brazilian real in 2020 and increases in the dollar prices of important commodities justify the 
spreading of inflation across different industry segments. Breaking down IPCA into special groups (durable 
goods, semi-durable goods, non-durable goods, services and products with regulated prices), we can see 
that inflation is flowing into consumer prices as well. As inflation spreads through IPCA’s different groups, 
which is likely to continue throughout the first half of 2021, the 12-month rate is expected to accelerate and 
approach 6% by the middle of the year. As of July 2021, inflation is expected to recede, partly because IPCA 
went up fast in July 2020, and it should gradually move to this year’s inflation target of 3.75%. However, in light 
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of the growth in commodity prices, such a slowdown may not occur to the expected magnitude. Revisions to 
inflation expectations in the Central Bank’s Focus Bulletin have gradually revealed that the financial markets 
are aware of this movement and they are continuing to revise their inflationary expectations, even in this envi-
ronment of great uncertainty and weak activity. Inflation will be a not-so-trivial challenge for 2021.

Monetary Policy �  – page 15: The subject of the section on monetary policy is Brazil’s tricky interest rate policy 
dilemma. In favor of an upward move in the interest rate at the March meeting of the Central Bank’s Monetary 
Policy Committee, it can be argued that on at least two recent occasions, market participants have shown that 
they would welcome the start of normalization of monetary policy. This happened when the Central Bank first 
signaled the possibility of eliminating its forward guidance, and again when the basic message contained in 
the minutes of January’s meeting was initially interpreted as hawkish. In both cases, long-term interest rates 
fell momentarily, producing a certain decrease in the yield curve slope, implying an improvement in financial 
conditions in general, favoring economic activity. To the extent that this reasoning is correct, in the event that 
the Central Bank begins to withdraw its extraordinary monetary stimulus, as “some members” of the Monetary 
Policy Committee advocate, the contractionary effect of this measure could be mitigated by the impact of the 
increase in short-term interest rates on the yield curve slope, partly easing financial conditions. Although our 
analyst considers this reasoning valid, there is no sign that the Central Bank intends to adopt it, at least in the 
near future. Therefore, it is most likely that the base interest rate will remain at the current level of 2.0% per 
year until May.

Fiscal Policy �  – page 17: The fiscal section discusses state governments’ finances. Growth in tax revenue in 
the second half of 2020, financial aid from the federal government and a real-terms drop in primary expendi-
ture compared to 2019 allowed states to post a primary surplus of R$65 billion in 2020, up from R$49 billion 
in 2019. However, we must be careful about drawing conclusions about this momentary relief for states. In 
2021, there is no provision for exceptional aid from the federal government to state governments, the impact 
of any emergency aid on consumption and revenue is expected to be less than in 2020 and the recovery of 
activity will depend on vaccination. When it comes to spending, debt payments to the federal government that 
were suspended will now resume, and the ban on pay rises for various types of workers will end in 2022, an 
election year. We should also bear in mind that some states, even before the pandemic, already needed the 
federal government to honor loan guarantees, and they benefited from a suspension of debt payments and 
execution of counter-guarantees. In 2021, the problems brought about by COVID-19 are continuing but the 
federal government will find it hard to approve more spending, so state and municipal governments may have 
to spend more to tackle the pandemic. In our analyst’s view, this is a responsibility for which the states, which 
merely gained a brief respite from their own fiscal difficulties, do not seem to fit to handle.

External Sector �  – page 20: With regard to the external sector, we have adjusted our forecast for the current 
account deficit to US$12.9 billion (0.7% of GDP) in 2021, practically unchanged from 2020. The normalization 
of the economy, which would lead to higher deficits, has been postponed. However, larger capital flows into 
the country will imply a reversal of the balance of payments into surplus territory in 2021, and Brazil’s reserve 
assets are expected to increase by US$13.5 billion

International Panorama �  – page 24: The subject of this month’s international section is the United States’ 
strong recovery. The American economy grew 1.0% in the fourth quarter of 2020, compared to the preced-
ing quarter. Between 2019 and 2020, the economy shrank 3.5%, much less than imagined in mid-2020. In 
the fourth quarter, the country’s GDP was 2.5 percentage points below its level in the fourth quarter of 2019. 
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Strong growth is expected in 2021, due to the government’s fiscal package and vaccination schedule. How-
ever, according to our analyst, this will not cause an inflationary surge, but it will accelerate the moment when 
base interest rates begin an upward cycle, from the second half of 2024, as forecast until now, to the first half 
of 2024 or even the second half of 2023.

Political Outlook �  – page 25: The topic of the Political Outlook section is the Bolsonaro administration in 2021, 
and whether it represents a collection of groups versus an inter-party coalition. In the March 2019 edition of 
IBRE’s Macro Bulletin, the author of this section said that the recently installed Bolsonaro administration was 
not a coalition, but rather a collection of groups with unstable relationships between themselves and without 
a clear hierarchy. The collection quickly started to change in appearance. Before the end of 2019, Bolsonaro 
had abandoned the Social Liberal Party. Sérgio Moro and other champions of Operation Car Wash were ex-
pelled in April 2020. The president’s sons, Paulo Guedes and the radical wing remain in place, but weakened. 
The military have grown stronger, but at the price of growing tensions with the heads of the Armed Forces. 
As of June 2020, with the imprisonment of Fabrício Queiroz, Bolsonaro moved closer to the Centrão bloc of 
parties to avoid being impeached. Various analysts have said that he finally surrendered to the dictates of 
coalition presidentialism. According to our political analyst, the answer is “yes and no.” Yes, because the col-
lection of groups within the government is now more partisan. No, because the government does not yet have 
the typical characteristics of a majority coalition cabinet.

IBRE in focus �  – page 27: Finally, the IBRE In Focus section, written by researcher Lia Valls Pereira, looks at 
“The International Context and Brazil’s Foreign Trade Policy Agenda.”
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Economic Activity
Projected fourth-quarter GDP growth (quarter-over-quarter)  

likely to be followed by difficult start to the year

Silvia Matos and Luana Miranda

In December, there was a deceleration in the pace of growth in key sectors of the economy. The main dis-
appointment came from retail sales, which fell 6.1% in restricted terms and 3.7% in broad terms. This was the 
worst end of the year seen in the last two decades. Activity in the services sector also deteriorated in relation to 
November, ending a series of six consecutive months of growth. The only sector to perform well in December 
was industry, which grew 0.9% compared to November.

In retail, the decline was across the board, affecting all our survey’s categories. In the case of services, the 
decline was concentrated in the areas that are suffering most from social distancing policy: services provided to 
families and transport. These results suggest that both the deterioration in household income and the second 
wave of COVID-19 had a negative impact on economic activity in the last months of 2020.

Our calculations indicate that overall income – which includes income from work, welfare payments and 
public pensions – fell by around 4% in the fourth quarter of last year, compared to the same period of 2019. The 
drop in employment income, reduction in emergency aid, early payment of end-of-year bonuses (“13th salary”) 
to National Social Security Institute (INSS) pensioners and higher inflation are responsible for this result.

All this data corroborates the scenario 
of a slowdown in growth at the beginning 
of the year, as emphasized in January’s 
edition of IBRE’s Macro Bulletin.

Our updated projections point to GDP 
growth of 2.5% in the fourth quarter, com-
pared to the third quarter, and a decrease 
of 2.0%, year-over-year. For 2020, we ex-
pect a 4.3% drop, to be followed by 3.6% 
growth this year, as shown in Table 1. 

On the supply side, the main positive 
highlight of the fourth quarter is strong growth 
in manufacturing industry, which expanded 
4.3% in relation to the previous quarter. In 
the services category, a sharp acceleration in 
the trade area stands out, even after the poor 
performance seen in December.

On the demand side, household con-
sumption is expected to grow 2.8% quar-
ter-over-quarter (-3.7% year-over-year), 
due to the stronger consumption of goods 
and services in the last quarter of 2020. We 

Table 1: GDP Projections

Activities
2020.IV 

(quarterly)
2020.IV 
(annual)

2020 2021

Household Consumption 2,8% -3,7% -5,6% 4,0%

Government 
Consumption

-1,5% -6,8% -5,4% 4,0%

Investment 11,7% 8,6% -2,0% 6,3%

Exports -0,3% -2,6% -1,3% 1,4%

Imports 36,4% 7,0% -7,4% 7,1%

GDP 2,5% -2,0% -4,3% 3,6%

Agriculture -0,4% -0,2% 2,0% 1,7%

Industry 2,0% 1,4% -3,5% 3,1%

Extractive -3,9% -5,8% 1,6% 1,6%

Manufacturing 4,3% 4,5% -4,4% 4,2%

Construction 0,6% -4,4% -6,9% 1,9%

Electricity and Other -0,1% 3,0% 0,0% 1,4%

Services 2,3% -3,2% -4,7% 3,5%

Source: IBGE. Produced by: FGV IBRE.
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expect to see robust growth in investment in the fourth quarter, of 11.7% quarter-over-quarter (8.6% year-over-
year), driven by a recovery in domestic production of capital goods, a modest improvement in the construction 
sector and, above all, huge oil platform imports. According to data from FGV IBRE’s monthly foreign trade bul-
letin, ICOMEX, imports of capital goods grew 253.6% in December, compared to the same period of the previous 
year, but if oil platforms are excluded, growth would be just 10.6%.

For 2020 as a whole, we project a 2.0% decline in investment. However, it is worth remembering that in the 
first, second and fourth quarters, investment was boosted by imports of oil platforms, which had a major impact 
on the year’s aggregate result. In order to assess the size of oil platform imports’ impact on domestic investment, 
we carried out an econometric exercise to estimate how much investment would have grown in the absence of 
these imports. The results of this counterfactual exercise for the year 2020 show that in the absence of oil plat-
form imports, the fall in investment would have been much more intense, approximately 8%.

In short, we estimate that GDP shrank 4.3% in 2020, a significant drop in economic activity, but much less 
than expected at the beginning of the pandemic. Undoubtedly, the countercyclical policies implemented by the 
government played a fundamental role in this result. Our calculations indicate that overall income grew 3.3% last 
year, while in the absence of income compensation policies – such as emergency welfare payments, measures 
to deter layoffs and permission for people to withdraw sums from their Government Severance Indemnity Fund 
(FGTS) accounts – income would have fallen by 5.7%.

Our base scenario points to GDP growth of 3.6% this year. In this scenario, we have already taken into 
account an extension of government emergency aid, starting in March and extending throughout the second 
quarter, totaling R$30 billion. In addition, we estimate that people will withdraw approximately R$50 billion worth 
of their end-of-year bonus (“13th salary”) in April and May, smoothing out the difference in economic activity be-
tween the first and second halves of the year. It is worth remembering that these measures are not yet official.

Even if these measures are approved, overall income is expected to fall throughout this year when compared 
to 2020, as the volume of funds released in 2021 will be much smaller than last year.

Therefore, we continue to believe that 2021’s growth will be concentrated in the second half of the year, 
despite new income compensation policies, which if approved, will help to mitigate the slowdown in economic 
activity in the first half. The vaccination process will continue during the first half, but the pandemic will not be fully 
controlled during this period. Thus, the service sector is expected to remain weak, especially personal services, 
transportation and public services, which have been most affected by social distancing policy.

Risks to this recovery remain in place. Possible delays in the immunization process, worsening fiscal risk 
perceptions and political challenges are some factors that may undermine Brazil’s fragile economic recovery.
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Business People’s and Consumers’ Expectations
Will changed consumer habits determine  

the speed of recovery?

Rodolpho Tobler and Viviane Seda Bittencourt

In January, business and consumer confidence indexes declined for the fourth consecutive month, re-
flecting the worsening of the pandemic in Brazil, the end of the government’s emergency aid and concerns 
about challenging conditions in 2021. The Business Confidence Index fell 2.2 points, to 93.0 points, while the 
Consumer Confidence Index dropped 2.7 points, to 75.8 points. This result is even more worrying because 
this decrease, which in previous months had been driven by expectations, now reflects a concrete worsening 
of the current situation

Graph 1: Consumers’ and business people’s confidence
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Although both indicators are falling at the moment, the gap between business confidence and consumer 
confidence continued to grow in January, reaching 17.2 points, the biggest difference since July 2008.

We have studied consumers’ caution throughout the pandemic. Over the months, special questions in our 
surveys have shown that consumers have been prioritizing the consumption of essential goods and services 
since the beginning of the crisis, due to rising unemployment and restrictions related salaries, working hours and 
the circulation of people, which have reduced families’ income. Economic and non-economic factors, such as 
families’ health, have affected people’s well-being and changed their consumption habits. 
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Due to this change in shopping habits, the services sector has been struggling to regain its pre-pandemic level, 
especially in terms of services that require people’s physical presence. A special question we asked in January 
confirms this: 61.5% of service firms said their profits are down from the same period of last year, and the situation 
is even worse in accommodations and food services, in which the figures are 86.8% and 83.4%, respectively.

Table 2: Extraordinary questions for business people – companies’ profits 

Sectors

Have your company’s profits been affected by the pandemic? What percentage  
in relation to the same period of last year?

More than 
50% higher

20%-50% 
higher

Up to 20% 
higher

Stable
Up to 20% 

lower
20-50% 

lower
More than 
20% lower

Corporate 1,8 4,4 10,7 35,0 24,9 18,4 4,8

Industry 5,4 7,5 13,3 44,1 18,1 8,6 3,0

Services 0,6 2,9 6,4 28,6 23,9 30,1 7,4

Commerce 0,7 3,9 13,5 34,1 28,9 16,2 2,7

Construction        1,0 1,1 8,3 32,5 32,0 18,8 6,3

Source: FGV IBRE.

Concerned with the direction of the pandemic and, above all, related economic aspects, 60% of consumers 
started to save as a precaution. More than 40% of households with lower purchasing power stated that they would 
have to use part of their savings for current expenses in early 2021. Those with higher purchasing power said they 
expected to continue to save for a longer period. As a result, the slowdown in the consumption of goods in the first 
quarter of the year was bound to happen.

The start of vaccination generated positive expectations, but fear of the pandemic and its effects on the econo-
my, most notably in the labor market, will continue to keep consumers very cautious in the first half of 2021. Ques-
tions asked in January show that almost 75% of consumers intend to get vaccinated, but even after vaccination, 
shopping habits will not return to the level of normality observed before the pandemic, especially when it comes to 
leisure activities such as concerts, cinemas and theaters.

Table 3: Extraordinary questions for consumers – habits after vaccination

After vaccination
Will consume once 

again normally
Will consume once again, 

but cautiously
Will no longer 

consume

Didn’t consume these 
products even before 

pandemic

Shows 6,6 20,6 34 38,8

Cinema/theater 8,9 37,5 33,9 19,7

Hotels 11,9 39,1 30,2 18,8

Air or bus travel 12 40,8 31,1 16,1

Bars and restaurants 13,9 44,5 27 14,6

Beach 14,2 40 25,9 19,9

Shopping malls 14,6 50,6 24,4 10,4

Source: FGV IBRE.



F e b r u a r y  2021  |  M a c r o  B u l l e t i n  11 

Thus, this change in consumption habits may continue for longer than expected, determining the speed of recov-
ery in the service sector. In addition, the second wave of COVID-19, the need to reinforce social distancing, high un-
employment and the end of government aid programs have also contributed to this less optimistic and more cautious 
picture. Even sectors that have been growing fast, such as industry, are showing negative signs. For the time being, 
the shortage of vaccines, new strains and the lack of clarity about any new government programs to support compa-
nies and consumers only add more uncertainty to the economic situation, making the recovery process slower. 

Labor Market
Seasonally adjusted unemployment rate goes up, economically active 
population slows down and General Employment Registry (CAGED) 
moves away from economic activity, with positive result for the year

Daniel Duque

The November edition of the Continuous National Household Sampling Survey (PNADC) showed a rise in 
the seasonally adjusted unemployment rate, after a fall the previous month. Despite the monthly reduction from 
14.3% to 14.1%, there was an increase of 0.1 percentage points in seasonally adjusted terms between the three 
months to October and the three months to November.

Graph 2: Unemployment Rate, 2019-20
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The unemployment result was slightly worse than expected by FGV IBRE (13.9%). For December, we expect 
the unemployment rate to be 14%, equivalent to 14.8% in seasonally adjusted terms.

This is the highest level of unemployment since current records began in 1996, as shown in Graph 3. For the 
first quarter of 2021, we expect another rise, driven by another increase in the labor force participation rate and 
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by the lower level of economic activity, due to the reduction in and/or end of various fiscal incentives granted by 
the federal government last year.

Graph 3: Seasonally Adjusted Unemployment Rate 
periods before 2012 (%)
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Source: PNADC, PNAD and PME (IBGE). Produced by: FGV IBRE.

In turn, the recovery in economically active population continues on an upward but fluctuating path, as well 
as formal employment. In October, in our monthly series, the number of formal workers fell while the number of 
informal workers increased significantly. In November, the opposite happened and there was moderate growth 
in formal employment.

Graph 4: Monthly difference between formal and informal employment (seasonally adjusted)

-7000

-6000

-5000

-4000

-3000

-2000

-1000

0

1000

2000

3000

ja
n/

20

fe
b/

20

m
ar

/2
0

ap
r/

20

m
ay

/2
0

ju
n/

20

ju
l/2

0

au
g/

20

se
p/

20

oc
t/

20

no
v/

20

Formal Informal Economically active population

Source: PNADC (IBGE), converted into monthly data using Central Bank methodology. Produced by: FGV IBRE.



F e b r u a r y  2021  |  M a c r o  B u l l e t i n  13 

On the other hand, the General Employment Registry (CAGED) recorded a decrease of nearly 68,000 formal 
jobs in December, equivalent to an increase of 390,000 jobs in seasonally adjusted terms. The last month’s result 
was therefore relatively close to the results of the two preceding months, with a high level of job creation.

Graph 5: Net Change in Employment According to CAGED, 2019-20
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Source: CAGED (Labor Ministry). Produced by: FGV IBRE. 

As a result, in 2020, CAGED recorded growth of around 280,000 jobs, falling to 140,000 when changes regis-
tered after the deadline up to November are included. It is worth noting that, for the first time, such late additions 
had a negative impact on the annual average figure.

This result, which was positive in seasonally adjusted terms in the year, despite the pandemic, shows a large 
discrepancy between CAGED and the level of economic activity. Graph 6 shows that for the first time since 2004, 
there was a recovery in the 12-month CAGED rate that was not accompanied by renewed growth in the annual 
moving average of the Brazilian Central Bank’s economy activity indicator, IBC-Br. This unprecedented detach-
ment raises even more doubts about the high positive net numbers of formal jobs recorded in recent months 
only in CAGED.
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Graph 6: Net Employment Growth in 12 Months According to CAGED and Change in 12-Month  
Moving Average of Central Bank’s Economic Activity Indicator, IBC-Br
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Inflation
Rising cost of raw materials helps inflation to spread

André Braz

Even though the exchange rate has been more stable so far in 2021, the prices of important commodities 
for productive activities have not stopped rising. According to FGV’s Broad Producer Price Index (IPA), gross 
raw materials went up 75.2% in price in the last 12 months. The increase in prices of basic inputs for production 
began in the second half of 2020, when the Brazilian real devaluated sharply, alongside sharp increases in the 
prices of key commodities in terms of U.S. dollars.

It was initially imagined that these increases would be more concentrated in 2020, with little room for further 
acceleration in 2021. However, the gradual heating up of the world economy has supported further increases in 
the dollar prices of agricultural and industrial commodities.

Among agricultural commodities, the highest increases in the last 12 months were recorded for soybeans 
(102.8%), rice (72.9%) and corn (69.9%). The growth in the prices of these products is continuing to put pressure 
on the prices of derivative products, spreading the effects of these increases in different production chains.

A similar effect can be seen with mineral commodities. The 12-month increases in the prices of iron ore (143.9%), 
copper (59.5%) and aluminum (14.4%) are putting pressure on production chains in several industrial segments. 
According to IPA, the prices of materials and components for construction rose an average of 29.4% in the last 
12 months. Over the same period, the prices of materials and components for manufacturing went up 28.0%.
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Because of this inflationary pressure in raw materials, it is becoming less likely that no transfers will be made 
to final goods, the last stage of processing before products are made available to consumers.

Aside from commodity pressures, fuel prices, driven by rising oil prices, present a new challenge for produc-
tion and transport. In the producer price index, diesel oil rose 12.4% between January and February, without 
considering the 15% increase announced at the beginning of the second half of February by Petrobras, which 
has not yet been incorporated into IPA. The diesel price also influences inflation by contributing to growth in 
transportation and urban public transport prices.

Gasoline, whose refinery price increased 21% in 2021, affects consumers more than industry. According to 
the second set of results for February’s IPC-M, gasoline prices rose an average of 5.5% between January and 
February of this year.

The spreading of inflationary pressures can be perceived when the Extended Consumer Price Index (IPCA) 
is broken down into special groups. In July 2020, the beginning of the second half, regulated prices were up 
0.9% in the previous 12 months, and in January 2021 the figure increased to 1.8%. Over the same period, an ac-
celeration was also observed in durable goods (from 0.3% to 5.3%) and semi-durable goods (from minus 0.8% to 
0.4%). This trend is expected to continue for a long period in 2021, given the continued increase in raw material 
prices, as seen in the latest IPA results.

As inflation spreads among IPCA’s groups, which should continue throughout the first half of 2021, the 12-month 
rate is expected to accelerate and approach 6% in June 2021. As of the second half of the year, a period in which IPCA 
recorded higher rates in 2020, inflation is expected to decline, converging little by little towards this year’s target of 
3.75%. Nevertheless, the financial markets have gradually concluded that even in this environment of great uncertainty 
and weak activity, the growth of commodity prices may make it difficult to meet the inflation target.

The Central Bank’s Focus Bulletin of January 8 projected an increase of 3.3% for IPCA in 2021. Its February 2 
edition forecast 3.6%, recognizing growing inflationary pressure in 2021. A large share of this pressure is coming 
from the current distance between IPA, which is running at almost 40% in the last 12 months, and IPCA, which 
stands at a modest 4.6%.

Monetary Policy
The difficult dilemma of interest rate policy

José Júlio Senna

In all countries, the conduct of monetary policy is often a subject of controversy. In the case of Brazil, one 
of the most intensely debated points in recent times concerns the level to which the benchmark Selic interest 
rate was reduced. Is the current rate of 2.0% per year a very low level? Or is it an appropriate monetary policy 
response to the recession caused by the health crisis? 

Before going into the merits of the matter, it may be worth examining in a little more depth the circumstances 
that led the Central Bank to reduce the base interest rate to 2.0%.

As of 2016, when changes were made to the federal administration and in the Central Bank’s command, 
conditions were created for a certain improvement in inflation expectations. Despite the recession that had taken 
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place in the country, the monetary authorities kept the Selic rate stable at the first few meetings of the Monetary 
Policy Committee under the new management. This demonstration of firmness gave an extra boost to the down-
ward trend in inflation expectations. As inflation eased, the Central Bank was able to execute a long cycle of 
reductions in the base interest rate. By February 2020, Selic had reached 4.25%. It had therefore been reduced 
by 1,000 basis points, from 14.25% in October 2016.

In March, signs of a pandemic were already evident, so it would be pointless to even think about not continu-
ing the downward trajectory. At that month’s meeting, the Monetary Policy Committee reduced Selic further, to 
3.75%. At the May meeting, the prevailing environment in virtually the entire world was one of acute crisis, pos-
sibly the most serious of all times. There was another inevitable cut in Selic, to 3.0% per year. Following two more 
reductions, of 75 points in June and 25 points in August, Selic reached 2.0%.

Two factors led the Central Bank to reduce Selic to that level. On the one hand, there was an extraordinary 
recession, involving sharp and abrupt drops in economic activity everywhere. It is hard to think of a central bank 
that avoided providing significant monetary stimulus. The ECB and the Bank of Japan found it difficult to further 
reduce their base rates, as they had already reached almost zero. The American and British central banks still 
had room to cut their rates, and they did so quickly, bringing them to almost zero in mid-March. In Brazil, the 
situation was no better than in other countries. Further cuts in Selic were inevitable.

On the other hand, as a second factor, the outlook for inflation was good, when expectations were compared to 
official targets. According to the Central Bank’s Focus Bulletin, at the Monetary Policy Committee meetings of May, 
June and August, expected inflation 12 months ahead was 2.4%, 3.2%, and 3.1%, respectively. Because of the defla-
tionary effects of the pandemic, inflation expectations remained optimistic, to the point that at the August meeting, the 
Monetary Policy Committee decided to introduce its much-discussed forward guidance, which in practice represent-
ed downward bias for the Selic rate. Apparently, the Central Bank really wanted to provide an extraordinary degree of 
monetary stimulus, allowing the one-year fixed interest rate to stay in negative territory in real terms.

The second half of the year, however, would bring unpleasant surprises in the field of inflation, which made 
monetary policy even more stimulating. Upward price shocks for some commodities, the disruption of produc-
tion chains for various industrial goods and a significant depreciation of Brazil’s currency (due to adverse expec-
tations regarding the pace of implementation of indispensable economic reforms) led to significant increases in 
monthly inflation rates, surprising both private economists and the Central Bank. Expected inflation 12 months 
ahead embarked on an upward trend as of September and reached 4.1% at the end of 2020. However, this ad-
justment of expectations represented an underestimation of current inflation rates in the last four months of the 
year. The Central Bank’s Focus Reports show growing projection errors. When considering lags of one month 
between the time of each forecast and the calculation of the actual result, monthly inflation was underestimated 
by 47, 58, 65 and 82 basis points, respectively, in September, October, November and December.

As a result, real interest rates became too low. The one-year fixed-rate swap reached almost minus 1.0% per 
year in real terms, which is only sustainable in the short term. The problem is how to make the necessary adjust-
ment. In any country, raising base rates is never usually a trivial thing. The Central Bank chose not to rush.

At the same time that inflationary shocks have not yet dissipated (and it is hard to predict when this will oc-
cur) and core inflation shows worrying behavior, as noted in the minutes of Monetary Policy Committee meetings, 
the economy is increasingly weak. It is expected to shrink in the first quarter and possibly also in the second. 
The dilemma is clear.

At the time this section was being written, there was no sign that the Central Bank was inclined to raise Selic 
at its March meeting. The widely disseminated information that there is dissent among Monetary Policy Commit-
tee members should not be seen as a sign of policy, but only as part of the institution’s transparency strategy.
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In favor of an upward move in interest rates, it could perhaps be argued that on at least two recent occasions, 
market participants have shown that they would welcome the start of normalization of monetary policy. This hap-
pened when the Central Bank first signaled the possibility of eliminating its forward guidance, and again when 
the basic message contained in the minutes of January’s meeting was initially interpreted as hawkish. In both 
cases, long-term interest rates fell momentarily, producing a certain decrease in the yield curve slope, implying 
an improvement in financial conditions in general. It is well known that any improvement in these conditions 
tends to be favorable to economic activity.

To the extent that this reasoning is correct, in the event that the Central Bank begins to withdraw its extraor-
dinary monetary stimulus, as “some members” of the Monetary Policy Committee advocate, the contractionary 
effect of this measure could be significantly mitigated by the impact of the increase in short-term interest rates on 
the yield curve slope, partly easing financial conditions. Although we consider this line of argument to be valid, 
there is no sign that the Central Bank is likely to adopt it, at least in March. Therefore, it is most likely that the base 
interest rate will remain at the current level of 2.0% per year until May.

Fiscal Policy
State government finances: a brief respite before more problems

Matheus Rosa Ribeiro

Financial reports by state and Federal District governments1 show a recovery in tax revenue in the second 
half of 2020, after several months in which revenue dropped, when the pandemic first reached Brazil. Because 
the federal government provided financial aid to these governments and their primary expenditure declined in 
real terms in 2020, their primary surpluses were higher in 2020 than in 2019. However, we must be careful about 
drawing conclusions about this momentary relief for states. There are uncertainties regarding the year 2021 and 
inevitable pressures to increase spending in 2022. To make matters worse, some states were going through a 
fiscal crisis even before the pandemic.

It is true that states ended 2020 in a better fiscal situation than was expected in the first few months of the 
pandemics. In May, the federal government provided financial aid of R$37 billion to state governments, in or-
der to offset nominal losses from ICMS tax revenue in the first six months of the pandemic (from April to April.2 
Although this aid was considered insufficient by some state government representatives at first,3 the nominal 
loss of ICMS tax revenue between April and September only turned out to be R$12 billion. Among other factors, 
revenue benefited from the effect of emergency welfare payments on consumption, which consequently boosted 
tax revenue. 

1Summary Budget Execution Report (RREO) and Fiscal Management Report (RGF). Source: SICONFI/STN.
2A post on IBRE’s Blog in July described the evolution of discussions about this aid to state governments: http://bit.ly/307ZEfX.
3See: http://glo.bo/3pghat3.
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In all the months in the second half of 2020, state governments and the Federal District government ex-
perienced at least a nominal increase in tax revenue,4 including ICMS, IPVA and other taxes. From January to 
December, the tax revenue of state governments and the Federal District government grew 2% compared to 
2019. The extraordinary resources obtained from the federal government increased these governments’ current 
transfers by 24% (Graph 7). These factors help explain states’ nominal rise of 7% in current net revenue.5 Correct-
ing the figures for inflation, as measured by the Extended Consumer Price Index (IPCA), there was real growth in 
current net revenue, compared to the previous year, of 3.4%, similar to the increase seen in 2019 (3.9%) above 
2018’s growth of 2.1% (Table 4). Only three states experienced a real decline in current net revenue, and just 
Espírito Santo saw a nominal decline, of 1.2%.

From the perspective of spending, an increase was expected, to tackle COVID-19. This was observed in the 
health expenditure of state governments and the Federal District government6: a real increase (surpassing IPCA) 
of 10.7% compared to 2019. This was the highest annual growth since SICONFI’s records began in 2016. 

Even so, the growth in state government spending was much lower than the growth in federal government 
spending. The primary expenditure7 of states and the Federal District increased 2.6% in nominal terms in 2020. 
This was lower than the growth between 2018 and 2019 (3.6%). The nominal increase in personnel costs of 2.8%, 
below inflation as measured by IPCA (4.5%), helped contain spending, and there was room for higher primary 
spending on investment (up 20.8% from 2019), among other factors to meet health-related demands.

The growth in tax revenue, aid from the federal government and control of expenses in 2020 allowed the 
states and Federal District to post an aggregate primary surplus of R$65 billion,8 up from R$49 billion in 2019 and 
R$21 billion in 2018. However, this situation should not induce us into optimism regarding state governments’ 
finances in the next future. 

In 2021, there is no provision for exceptional aid from the federal government to state governments due to 
the pandemic, as happened in 2020, and state governments will depend even more on a recovery in their own 
tax revenue. However, the expansion of their tax revenue in the second half of 2020 was heavily influenced by 
the effect of emergency welfare payments on consumption, and there is no guarantee that there will be more 
such welfare payments in 2021. Even if another package is approved, the federal government is likely to hand 
out much less than the R$293 billion spent in 2020. Furthermore, the recovery of activity will depend on the vac-
cination campaign, whose pace is uncertain, and this could affect tax revenue.

In terms of expenditure, state governments will also have less breathing room in 2021. Debt payments to the 
federal government that were suspended in 2020 because of Complementary Law 173 of 2020 will resume. The 
same law prohibited pay rises for various types of workers, in the context of the pandemic, but this ban will end 
in 2022, an election year for governors.

Another factor is that some states, even before the pandemic, were in a difficult fiscal situation and required 
assistance from the federal government. Since 2016, the federal government has charged R$33 billion9 in credit 

4Using data from Current Net Revenue Statement. Source: SICONFI/STN.
5Referential revenue line for calculation of legal limits of indebtedness and staff costs. This takes into account own tax revenue and resources 
received via transfers, and it deducts transfers to municipal governments and the Education Fund (FUNDEB), for example.
6Net expenditure, except intra-budget, in health. Source: SICONFI/STN 
7This takes into account expenses paid and pending payments paid, which are lines used to calculate the primary result above the threshold 
divulged by SICONFI/STN. 
8Primary result above the threshold divulged by SICONFI/STN.
9Source: Monthly Report on Honored Guarantees, National Treasury.
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operation guarantees not honored by states, including R$13 billion in 2020. Even before the pandemic, six 
states were already benefiting from a suspension of their debt payments to the federal government and/or non-
execution of counter-guarantees, either by participating in the Fiscal Restructuring Regime (Rio de Janeiro) or 
because they obtained a court injunction to guarantee this benefit (Rio Grande do Sul, Minas Gerais, Goiás, Rio 
Grande do Norte and Amapá).

In 2021, the problems brought about by COVID-19 are continuing but the federal government will find it hard to 
approve more spending without breaching its fiscal rules, so state and municipal governments may have to spend 
more to tackle the pandemic. However, state governments face certain challenges that will make this hard.

Although state governments posted a primary surplus in 2020 while the federal government posted a record 
deficit, social pressures are generating demands that states – which last year merely gained a brief respite from 
their own fiscal difficulties – will probably be unable to fund. This is especially the case with states that were ex-
periencing a fiscal crisis and dependent on aid from the federal government even before the pandemic. As well 
as higher health spending, some major initiatives to assist the public have already been adopted individually by 
some states and municipalities, and where possible, they should be encouraged. Nevertheless, the federal gov-
ernment, even though it is also in a complex fiscal situation, still has an important role to play in ensuring that a 
minimal level of assistance is provided to the whole country’s population.

Graph 7: Nominal change in revenue of states and Federal District in relation to same period of 2019
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Table 4: Current net revenue of states and Federal District (at Jan 2021 prices, corrected by IPCA)

Revenue Change

Item 2020 2019 2018 2017 2020 vs 2019 2019 vs 2018 2018 vs 2017

Current Revenue (I) 1.045 1.019 982 951 2,5% 3,8% 3,2%

Tax Revenue 679 687 650 621 -1,1% 5,7% 4,7%

Current Transfers 259 216 213 210 20,0% 1,2% 1,5%

Other Current Revenue 106 116 119 120 -8,7% -2,2% -1,4%

Deductions (II) 282 281 272 256 0,3% 3,5% 6,3%

Net Current Revenue (I-II) 762 738 710 695 3,4% 3,9% 2,1%

Source: SICONFI/STN.
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External Sector
Postponing normalization

Livio Ribeiro 

The exceptional situation associated with COVID-19 has had huge impacts on key global and local indica-
tors that provide the basis for constructing Brazil’s external accounts. Shocks in the exchange rate, in relative 
absorption (global growth versus domestic growth) and in the terms of trade have led to very specific behavior 
in the current account and its sources of financing in the last year.

In our last update on the external scenario, in October 2020, we estimated a current account deficit of just 
0.4% of GDP (a deficit of US$4.2 billion) in 2020. Despite the significant improvement in relation to 2019’s result, 
of 2.8% of GDP (US$50.7 billion deficit), we did not expect any slack in the balance of payments. The exceptional 
situation led to a sharp drop in funding flows10 and even with a modest current account deficit, we envisaged a 
decrease in international reserves of just under US$20 billion last year.

Weaker results in the trade balance (in November and especially December) and revisions to past balance 
of payments figures caused the current account deficit to end 2020 at 0.9% of GDP (a deficit of US$12.5 billion). 
Although worse than our original estimate, the brutal adjustment in relation to the previous year remained. The 
pandemic has indeed had profound impacts on the dynamics of the Brazilian external sector.

At the same time, there was a clear improvement in financing conditions in the second half of 2020. This was 
particularly true in portfolio flows (in both equity and fixed-income markets) and in the rollover of existing loans 
(especially in the last quarter of the year), although short-term flows (notably trade credits and foreign exchange 
advances) were more negative at the end of the year.

Combining uses (the current account result and loan repayments) and balance of payments funding sources 
(net direct investment, portfolio flows, external funding and short-term flows), a deficit of US$14.2 billion was re-
corded in 2020. This is better than we expected, but it was still the second year in a row with insufficient financing 
in the balance of payments. The results for 2019 and 2020 can be seen in the following table.

What is the outlook for 2021? To answer this question, we need to return to the behavior of “surrounding con-
ditions”: the growth differential, terms of trade and exchange rate behavior. The pandemic is still going on, and 
there are public policies designed to minimize its side effects. The situation remains very unstable and subject 
to discontinuities.

With regard to growth differential, it is necessary to recognize that the process of normalization of activity (glob-
al and local) came to a halt between the end of last year and the beginning of this year, confirming our prediction 
that the recovery would not be linear. The second wave of COVID-19 once again affected the economic situation, 
although to a much lesser extent than in the first half of 2020. At the same time, more public policies have been 
implemented, especially in the developed world, and doubts remain as to the continuity of the shock.

10There was an enormous funding shock faced by emerging economies in the first half of 2020, involving capital flight, the pursuit of safety 
and intense currency depreciations.
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Table 5: Balance of Payments Uses and Sources, 2019 vs. 2020

 2019 2020

Uses -122.5 -66.6

Current account -50.7 -12.5

Loan repayments -71.8 -54.1

Resources 96.5 52.4

Net direct investment 46.4 50.6

Portfolio -10.2 -2.6

Funds raised (rollover) 56.8 50.1

Other flows 3.5 -45.8

Reserve assets -26.1 -14.2

Memo   

Current account (% of GDP) -2.8 -0.9

Source: Brazilian Central Bank.

On the external side, global trade ended 2020 with better performance than we expected, shrinking approxi-
mately 10%. For 2021, the recovery remains incomplete and, more importantly, subject to negative shocks at the 
beginning of the year. In the second half of 2021, we expect a more robust recovery. We also note that Brazil’s 
specific foreign demand is governed by different conditions and it has performed better than the average due 
to China’s unequivocal relative acceleration. As a side effect, this has resulted in greater concentration of export 
markets and a greater focus on primary goods.

On the domestic side, our latest simulations indicate a 4.3% drop in GDP in 2020, thanks to a major resump-
tion of activity in the second half. However, there was a clear slowdown in growth at the end of last year, which 
has fed through to the beginning of this year. We expect GDP to grow 3.4% in 2021, at two very different speeds 
during the year: a weak first half, still subject to additional negative shocks, and a more vigorous recovery in the 
second half, although less intense than that observed across the world.

Regarding Brazil’s terms of trade, for some time we have stressed that our trade agenda has offered some 
protection from the COVID-19 shock. At first, the great relative acceleration in Chinese demand drove the prices 
of some significant commodities that Brazil exports (such as soybeans, minerals and proteins), while import 
prices remained contained. With a more vigorous resumption of global growth and increasingly clear evidence 
of a mismatch between supply and demand in the world, we are in the midst of a process of reinflation that is 
affecting both exported and imported goods. Before, we envisaged a relatively stable terms of trade in 2021, but 
we now see relative growth in export prices until the third quarter of this year.

Finally, we continue to see the Brazilian currency detached from the behavior of its peers, and there is evi-
dence that idiosyncratic issues are mainly responsible for this inferior performance11. Because of more political 
pressure for extraordinary spending, the second wave of the pandemic, delays in the vaccination program and 
difficulties in carrying out a program of structural reforms, our base scenario is that the Brazilian real will remain 

11FGV IBRE, IBRE’s Blog. “Taxa de câmbio sob fogo amigo,” February 2021.
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under pressure throughout 2021. Scenarios in which the currency strengthens – common among market ana-
lysts – seem optimistic to us at this moment.

An overview of the surrounding conditions for the Brazilian external sector can be seen in the graph below. 
Compared to our previous update in October 2020, we now have significantly higher terms of trade in 2021, an 
exchange rate that is slightly weaker and a more moderate increase in growth differential.

Graph 8: Fundamentals of Brazilian external sector (2006=100)
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Source: Brazilian Central Bank, WTO, Funcex, IMF, IBGE and FGV IBRE.

Incorporating recent data, estimating new paths for external fundamentals and recognizing that the process 
of economic normalization, directly linked to the health issue, will experience delays, we have revised our projec-
tions for the current account this year. We now estimate a deficit of US$12.9 billion (down from US$21.2 billion) 
in 2021, which would be consistent with 0.7% of GDP. This year’s result would therefore be practically the same 
as that observed in 2020.

We have increased our trade balance estimate to US$39.4 billion (up from US$35.3 billion), due to faster rela-
tive growth in exports compared to imports, particularly reflecting an increase in the growth differential between 
the world and Brazil. In fact, this result may be even better. The import numbers are already higher than what was 
strictly suggested by the fundamentals due to the import of oil platforms at the beginning of the year.

Regarding the balance of services and income, the delay in economic normalization has implications mainly 
for the dynamics of remittances of profits and dividends and spending on international tourism. In both cases, the 
expected deficits are smaller than we previously estimated. For other items, our adjustments were marginal.

The following table compiles our most recent projections (the previous one and the current one) and the 
updated outlook provided by the Brazilian Central Bank in its last Quarterly Inflation Report (December 2020). We 
understand that the official figures do not yet reflect some changes that have occurred in the recent past, so the 
difference between these and our projections will tend to be smaller than suggested below.

Therefore, another year of a contained current account deficit is expected. Under normal conditions, this 
would make it relatively easy to fund the balance of payments. In 2020, this was not the case. Due to significant 
shocks in global capital flows amid a peculiar situation, the small deficit was accompanied by a shortage of re-
sources and negative balance of payments result.
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Table 6: Current account in 2021(US$ billion and % of GDP)

 Previous** Central Bank*** Current**

Current account -21.2 -19.0 -12.9

Trade balance* 35.5 53.0 39.3

Exports 214.2 221.0 228.0

Imports 178.7 168.0 188.7

Interest payments -13.9

-72.0

-14.3

Travel -5.8 -2.6

Profits and dividends -17.7 -15.9

Shipping -5.0 -4.9

Other services and primary income -16.7 -16.6

Secondary income 2.3 2.1

Current account (% of GDP) -1.5% -1.2% -0.7%

* Brazilian Central Bank’s concept. ** Previous forecast in September 2020 and current one, in February 2021.  
*** Forecast in December 2020 Quarterly Inflation Report. Source: Brazilian Central Bank and FGV IBRE.

Although the economic normalization expected in 2021 has been postponed, as is evident in the current 
account dynamics, it can be said that capital flows have already returned to a more “normal” pattern. This has 
been particularly true since the last quarter of 2020, when there was an increase in new borrowing and increasing 
portfolio inflows (in both fixed-income and equity markets).

However, not everything is back to normal. Direct investment inflows remain timid and there are still very siz-
able outflows in short-term financial flows. For 2021, we now project a positive balance of payments results (that 
is, an increase in reserve assets) of US$13.5 billion (down from our previous forecast of US$19.5 billion). The 
table below presents our recent projections and compares them with (as yet incomplete) official estimates.

Table 7: Balance of Payments Uses and Resources (US$ billion)

 Previous** Central Bank*** Current**

Uses -88.4 -83.9 -77.0

Current account -21.2 -19.0 -12.9

Loan repayments -67.2 -64.7 -64.1

Resources 107.9 - 90.5

Net direct investment 54.2 - 40.3

Portfolio -3.7 - 12.5

Funds raised (rollover) 48.9 - 53.5

Other flows 8.5 - -15.8

Reserve assets 19.5 - 13.5

** Previous forecast in September 2020 and current one, in February 2021.  
*** Forecast in December 2020 Quarterly Inflation Report.  Source: Brazilian Central Bank and FGV IBRE.
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In conclusion, we expect some normalization of external sector indicators in 2021, with a return to a balance 
of payments surplus in a scenario of a highly contained current account deficit. Although this is a more usual 
result, we will continue to operate under the negative effects of the pandemic throughout most of 2021. With the 
subsequent normalization of the economy (local and global), we should see an increase in the external deficit 
and, unless there is a specific negative issue, greater financial inflows, which will help finance it.

International Panorama
American Economy: A Strong Start to the Year

Samuel Pessôa

The American economy grew 1.0% in the fourth quarter of 2020, compared to the previous quarter. GDP 
shrank 3.5% between 2019 and 2020, much less than imagined in mid-2020. In the fourth quarter of 2020, the 
economy was 2.5 percentage points smaller than in the fourth quarter of 2019.

From the perspective of demand, consumption of services closed the year 6.8% below its level in the fourth 
quarter of 2019, contributing 3.1 percentage points of the 2.5% decrease in GDP between the fourth quarter of 
2019 and the same period of 2020. In other words, any normalization of the American economy (and the same 
goes for Brazil) will depend on a definitive solution to the epidemic. The consumption of services will not be nor-
malized as long as the virus is lurking.

According to figures on the U.S. economy collected in the first quarter by the Federal Reserve Bank of 
Atlanta, GDP grew 2.3% in the first quarter. The Federal Reserve Bank of New York’s figures indicate growth 
of 1.6% in the first quarter. Averaging these two estimates, we arrive at 2%. This growth in the first quarter 
will result in a carry-over effect of 4% for the rest of the year. That is, if growth in subsequent quarters is zero, 
average growth between 2020 and 2021 will be 4%. If the economy grows 2% in the coming quarters, annual 
growth compared to 2020 will be 7%.

By the end of the year, this growth will put the economy 2 percentage points above the trend in place before 
the pandemic. The economy was operating close to full employment in the fourth quarter of 2019 and it will soon 
return to this situation. Considering that each 2 percentage points above trend means a 1 percentage point re-
duction in the unemployment rate, the labor market will be 1 percentage point tighter in the fourth quarter of 2021 
than it was in the fourth quarter of 2019.

Of course, this recovery will depend on the successful rollout of vaccination.
Our calculations suggest that this trajectory of the economy will not produce an inflationary surge, but it will 

accelerate the moment when base interest rates begin an upward cycle, from the second half of 2024, as forecast 
until now, to the first half of 2024 or even the second half of 2023.

Therefore, the big issue at the beginning of this year is the size of the next fiscal package. It will largely de-
termine the speed of exit from the crisis caused by the epidemic, based on the hypothesis that vaccination will 
progress swiftly in the first half of the year.

Biden has control of both chambers of Congress, so there is room for a more robust fiscal package. If Biden 
obtains the significant fiscal package he has asked for – worth US$1.9 trillion or 9% of GDP – on top of the 4% of 
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GDP in Trump’s year-end package, we will have a 13% GDP boost in 2021. (Some of the money will be spent in 
2022 and 2023, in the form of investment.)

By any measure, this package will generate a fiscal boost greater than the economy’s spare capacity.
Democratic Party politicians calculate that a faster recovery will result in strong mid-term election results two 

years from now, which will guarantee a majority government for Biden in the last two years of his term. This is the 
background to the fiscal package that Congress is discussing now. Thus, the vaccination policy and schedule 
will support a strong recovery of the American economy in 2021.

Political Outlook
The Bolsonaro Administration in 2021: 

Collection of Groups or Inter-Party Coalition

Octavio Amorim Neto – Professor, FGV EBAPE

In the March 2019 edition of IBRE’s Macro Bulletin, this column said that the recently installed Bolson-
aro administration was not a coalition, but rather a collection of groups with unstable relationships between 
themselves and without a clear hierarchy. The groups were as follows: (1) the president’s sons; (2) the 
military; (3) the economic liberals, led by Paulo Guedes; (4) the champions of Operation Car Wash, led by 
the then justice minister, Sérgio Moro; (5) the radical wing of Bolsonaro’s supporters; (6) junior politicians 
in a few ministerial jobs; (7) lawmakers in the Social Liberal Party, the party to which Bolsonaro belonged; 
and (8) an agglomeration of conservative and clientelist parties and legislators led by Rodrigo Maia, then 
speaker of the House of Representatives.12

The collection quickly started to change in appearance. Before the end of 2019, Bolsonaro had abandoned 
the Social Liberal Party, following a feud with Luciano Bivar, the party’s president. Sérgio Moro and the Operation 
Car Wash group were expelled in April 2020. The president’s sons, Guedes and the radical wing remain there, 
but weakened. The military have grown stronger, but at the price of growing tensions with the heads of the Armed 
Forces. As of June 2020, with the imprisonment of Fabrício Queiroz, the Bolsonaro family’s political fix-it man, 
the president of the Republic moved closer to the Centrão bloc of parties to avoid being impeached. This move 
was symbolized by the appointment of federal representative (Social Democratic Party, Rio Grande do Norte) as 
communications minister.

At the start of February 2021, Bolsonaro sealed his relationship with Centrão by lending decisive sup-
port to the election of Arthur Lira (Progressive Party, Alagoas) and Rodrigo Pacheco (Democrats Party, Minas 
Gerais) as House speaker and president of the Senate, respectively. Then, on February 12, federal represen-
tative João Roma (Republican Party, Bahia) was appointed citizenship minister. Through these maneuvers, 

12See Octavio Amorim Neto, “Composição e dinâmica do governo Bolsonaro,” IBRE’s Blog, March 27, 2019, available at https://blogdoibre.
fgv.br/posts/composicao-e-dinamica-do-governo-bolsonaro. 
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Bolsonaro imploded Rodrigo Maia’s leadership and divided the Democrats Party, Brazilian Social Democracy 
Party and Brazilian Democratic Movement Party, considerably reducing the probability of being removed from 
office. In other words, junior politicians and the agglomeration of conservative and clientelist parties within the 
government were strengthened.

Various analysts have said that Bolsonaro finally surrendered to the dictates of coalition presidentialism. Yes 
and no. Yes, because the collection of groups within the government is now more partisan. No, because the 
government does not yet have the typical characteristics of a majority coalition cabinet.

The academic literature on coalition presidentialism states that a majority coalition is the result of an inter-
party agreement that offers the president of the Republic legislative support from at least 50% + 1 of congress-
men. Five steps must be taken to make this happen: (i) the presence of politicians from at least two parties 
leading the majority of ministries; (ii) a proportional distribution of positions and budgetary resources for these 
parties; (iii) the president’s skillful use of his constitutional powers to define Congress’ agenda and coordinate 
allies (mainly through executive orders); (iv) the use by party leaders of their parliamentary powers to speed up 
the approval of bills proposed by the head of the executive branch (the House speaker and College of Leaders 
play a key role here); and (v) an agenda shared between the president and governing parties.13

The first step is a necessary condition. However, the other four are substitutable alternatives that can be 
added to (i). This means that by setting up a coalition cabinet, a president can obtain a legislative majority by 
making any kind of combination involving (ii), (iii), (iv) and (v). Bolsonaro has used these four alternatives, but has 
not yet fulfilled the necessary condition (i). After all, the majority of his cabinet is still composed of non-partisan 
and military ministers.

Through the wholesale distribution of positions and budget funds with the aim of electing Lira and Pacheco, 
Bolsonaro ended up placing the cart before the horse. At the time this column was written (February 17), the 
government could only be defined as a collection of groups that is a little more partisan than in 2019, and which 
may evolve into a majority coalition. For that to happen, it will be necessary to appoint more party representatives 
to replace military ministers and radical Bolsonaro supporters, a task that is not easy, as it implies punishing the 
president’s core supporters. If he does not do this, Bolsonaro is at serious risk of paying more and more every 
time he needs to resort to (ii), (iii), (iv) and (v). If he does, his main promises to the electorate in 2018 will be 
abandoned for good (a new type of politics, economic liberalism and the fight against corruption). It is very hard 
to resolve this dilemma, but for now, Bolsonaro has counted on the invaluable help of a divided, demoralized, 
leaderless and aimless opposition.

This article expresses the author’s opinion and does not necessarily represent FGV’s institutional opinion.

13For a detailed discussion of the literature on coalition presidentialism, see Octavio Amorim Neto, “Cabinets and coalitional presidentialism,” 
In: Barry Ames (org.), Routledge Handbook of Brazilian Politics (New York: Routledge, 2018, pp. 293-312).
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Em foco IBRE
The International Context and Brazil’s Foreign  

Trade Policy Agenda

Lia Baker Valls Pereira 

The theme of multilateralism was highlighted at the Davos conference by the leaders of the world’s great 
powers. What each one understands by multilateralism is not exactly the same. The association between liberal-
ism and multilateralism, which has always been wrong, has lost strength and the theme of national competition 
systems is now part of the new international context. International trade is not limited to the exchange of goods 
governed by relative market prices.

How will this new context change Brazil’s foreign trade policy agenda in the coming years? First, we need to 
remember the main guidelines of this agenda in the current government.

Among other things, the government that took office in 2019 said that it wanted to implement a program to 
reduce import tariffs and generate a positive shock for the productivity of Brazilian industry. The aim was to move 
forward through unilateral liberalization while pursuing trade agreements.

The conclusion of the Mercosur-European Union Agreement negotiations in 2019 was hailed as an example 
of the government’s commitment to liberalization. However, like any free trade agreement, this one provides for 
exceptions and tariff reduction schedules lasting up to 15 years. Additionally, representatives of the Brazilian 
government announced that the path of unilateral reductions had not been abandoned.

The COVID-19 pandemic and global recession in 2020 did not favor a broad liberalization program, 
which is not neutral from a distributive point of view. It is no coincidence that developed economies such as 
the United States have specific legislation and initiatives (including the Trade Adjustment Assistance Pro-
gram, created in 1962, which has expanded and changed over the years) that provide measures to assist 
workers and firms in the event of losses associated with damage caused by import surges and tariff reduc-
tions. These measures are not automatically implemented and the executive branch can decide whether or 
not to take them. In the case of Brazil, which has a precarious social safety net and urgently needed to deal 
with the effects of COVID-19, it is totally understandable that the government postponed a broad proposal 
for tariff reduction.

Some tariff reduction measures took place in 2020 and they are explained by the need to ensure supplies of 
equipment and medicines associated with the pandemic. Others aimed to mitigate the effect of rising agricultural 
prices, such as the temporary elimination of import tariffs on rice, soybeans and corn. However, other measures 
show that the liberalization trade policy was at the mercy of sector interests and pressures.

In addition to cutting tariffs on guns, the government announced a gradual reduction in import tariffs on toys 
from 35% to 20%, starting in November 2020, later postponed to December 2021. This reduction in tariffs was 
delayed in response to complaints from the Brazilian Association of Toy Manufacturers (Abrinq). The govern-
ment’s justification was that Brazil’s tariffs were among the highest in the world, behind only Afghanistan and 
Zimbabwe, but there are other products that directly affect companies’ production costs, in which Brazilian tariffs 
are among the highest in the world. The government announced the measure related to toys after announcing a 
reduction in rates for video games.
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On February 17, 2021, a reduction in import tariffs on bicycles from 35% to 20% was announced. Bicycle 
manufacturers in the Manaus Free Trade Zone have already complained but a group called “Aliança Bike,” whose 
website says it is “an association whose mission is to strengthen the bicycle market and its use by Brazilians,” 
celebrated the decision. The outcome is uncertain.

In short, these examples show that the unilateral tariff liberalization program appears to be tied to ad hoc 
decisions influenced by pressure groups.

And what about the Mercosur-European Union Agreement as an example for the path of liberalization? 
Let us return to the opening paragraph of this article. The inclusion of provisions related to issues such as 
climate change and labor rights clauses is an integral part of the “new” international context. Brazil is not 
a “least economically developed country” that can ignore these issues and/or expect concessions on the 
international stage.

The commitment to multilateralism expressed in Davos by the leaders of the main world economies is a 
positive sign for Brazil. Brazil’s victories in the commercial area have always been in the multilateral arena, be 
it in trade issues (U.S. cotton subsidies) or exceptions in the area of intellectual property rights (the case of HIV 
medicines produced by Brazil), for example.

However, we note that the multilateral situation has changed in terms of principles. For the United States, 
the rules of multilateralism are identified with the functioning of the market economies that founded the World 
Trade Organization. For China, multilateralism means cooperation and seeking to recognize differences. For 
the European Union, as shown in the Investment Agreement between the European Union and China, signed 
in December 2020, it is a negotiation that aims to clarify and give transparency to the rules of conduct of each 
partner. It is noteworthy that this agreement has important aspects, in terms of commitments to the activities of 
state-owned companies and technology transfer.

As highlighted in an article published in Conjuntura Econômica (FGV IBRE, January 2021), one crucial ques-
tion remains: the rules of multilateralism defended by the United States and the large economies that belong to 
the Organization for Economic Cooperation and Development were built with liberal market economies in mind. 
China does not fit into this model due to the role of public policies as providers of subsidies and financing for 
sectors chosen by the government as strategic for the country’s development, in addition to the activities of state-
owned companies.

It is observed, however, that the Biden program for the recovery of the American economy foresees a series 
of measures that, from the Chinese government’s point of view, indicate government actions in support of specific 
sectors, similar to Chinese practices. One example is the Buy American Act, designed to ensure that the govern-
ment spends US$600 billion on domestic companies. There are other measures to ensure that domestic manufac-
turers have a certain share of value added. This initiative will be one of several channels to ensure that investment 
in clean energy and infrastructure, which is part of the Biden program, mainly benefits American companies.

The Innovate in America Program also foresees investments of around US$300 billion in research and de-
velopment and cutting-edge technologies. This will involve areas such as electric cars, 5G, new materials and 
artificial intelligence.

With regard to multilateral trade, it is increasingly clear that it is not possible to maintain the system of im-
posing equal rules in different fields (remember that the WTO rules deal with issues such as intellectual property 
rights, services and investments), which was the main thrust of negotiations in the 1990s.

These issues may seem distant to Brazilian foreign trade players. However, trade is affected by the political 
economy of international economic relations between countries, which are not always made explicit in a trans-
parent manner.
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What can we conclude?

Proposing a cost reduction program for the productive sectors via trade liberalization measures, which ad-
dress the issue of distributive impacts, should remain on the foreign trade policy agenda, but it is crucial for 
measures to be announced together for all sectors and with transparent tariff elimination schedules.

It is necessary to build up Brazil’s agenda in the arena of multilateral organizations such as the World Trade 
Organization. The question is not simply whether people or for or against public policies that favor sectors or 
areas, such as innovation, but how to negotiate limits to allow the coexistence of national systems based on dif-
ferent principles.

Global markets are not an abstraction and national states exert influence on trade rules and policies that 
influence the competitiveness of firms and products. At a time when the great powers have not reached an agree-
ment on these rules, countries like Brazil should reflect on which rules are of interest to them on the multilateral 
agenda. This is an agenda that must be prioritized in line with the country’s foreign policy.
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