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It is hard to believe that a year has gone by since social distancing measures became widespread and the
pandemic became the main focus of Brazilians’ attention. There have been significant changes in this period,
but they have not altered the fact that the health crisis is a determining factor for the pace of economic activity
and employment.
In particular, the race now under way in Brazil between vaccination and COVID-19’s resurgence will dictate
the economic recovery’s timing, intensity and dispersion. So far this year, the pandemic has been winning the
race and this is likely to slow down the recovery that began in the second half of 2020.
In recent weeks, the numbers of infections and deaths have broken records and hospital bed occupancy
rates have risen. In addition, concerns about new strains of COVID-19 are contributing to uncertainty about the
intensity and extent of this new wave, which has been far more devastating than last year’s. Vaccination is proceeding at a very slow pace, far slower than necessary to contain the pandemic.
Thus, despite the fact that domestic activity started the year with positive monthly indicator results, we expect
to see a slowdown in the next figures. FGV IBRE’s GDP Monitor indicator rose 0.5% in January compared to the
previous month, while the Brazilian Central Bank’s activity indicator, IBC-Br, presented an even stronger increase,
of 1.0%. As well as being insufficient to get the country back onto its pre-pandemic trajectory, the recovery has
been quite heterogeneous across sectors. Manufacturing showed good results at the beginning of the year, while
trade and services are already slowing down, especially when it comes to services provided to families and the
transportation sector. We expect the situation to worsen further due to the restrictions recently adopted, which
will be reflected in poor activity indicators as of March.
This situation can be seen in the deteriorating results in confidence indexes caused by the pandemic’s
resurgence. Data collected until March 10 points to a 5.0-point decline in the Business Confidence Index and
a 7.8-point drop in the Consumer Confidence Index, (corresponding to marginal setbacks of 5.5% and 10%,
respectively). These are the sharpest marginal declines since April 2020, bringing the indexes to the lowest level
since June of last year. The decline was widespread across sectors and especially strong in trade and services.
In other words, the damage to the economy is already baked in and prospects are very negative in the
short term. The question now is whether the pace of vaccination will pick up, thereby allowing the economy
will improve.
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Our assessment is that the upsurge in the pandemic will have a temporary effect on activity, concentrated
in the first half of the year. In view of this situation, and taking into account the indicators known so far, we now
expect GDP to shrink 0.5% in the first quarter and another 0.5% in the second. In the rest of the year, the progress
of vaccination and consequent gradual reopening of activities should allow a recovery, enabling GDP to grow
3.2% in 2021.
This figure is less than the carry-over effect, estimated to be 3.6%. In other words, on average, we expect
GDP this year to be below the level in the last quarter of 2020. This projection takes into account the extension
of government emergency welfare payments, which will start in April, totaling R$44 billion. We are also factoring
in the early payment of end-of-year wage bonuses (“13th salary”) in April and May, worth approximately R$50
billion, which will smooth the drop in household income.
With regard to the markets’ behavior, the performance of the stock exchange, interest rates and exchange
rate suggests a deterioration in agents’ confidence. Frustration with the uncontrolled pandemic and consequently the worsening of the economic situation reinforces the environment of high uncertainty. Although the world’s
economies are expected to recover, especially in the United States, Brazil has not benefited from this environment. On the contrary, it may suffer from inflationary pressures and a lesser capacity to attract foreign capital.
Global growth is likely to be robust in 2021, reinforced not only by the reopening of economies, but also by
strong and unprecedented fiscal and monetary policy stimulus. This will put further upward pressure on commodity prices in U.S. dollars. However, as Brazil’s currency remains very weak, inflation in tradable goods will
intensify and investors will become increasingly aware of the risk of the government imposing price controls.
The Brazilian Central Bank’s Monetary Policy Committee recently forecast that regulated utility prices will rise
9.5% this year. These issues are aggravated by the pandemic and expectations of fiscal laxity in the run-up to
the 2022 elections.
Most importantly, perhaps, this situation is unlikely to change quickly. The acceleration of economic growth
in the United States and the risk of higher inflation accompanied by a reduction in global liquidity may negatively
impact emerging countries, especially those with the worst fundamentals.
In order to reverse this situation, consistent economic policies will be needed. Fears of populist measures will
not easily be overcome. In particular, the approved text of the emergency constitutional amendment proposal fell
far short of what was necessary. The government’s economic team had several victories but also some defeats
as the bill passed through Congress, due to old and well-known resistance, leaving the promised adjustment for
the future. It was yet another missed opportunity.
With these concerns in mind, this edition of IBRE’s Macro Bulletin includes the following highlights:
 Economic activity – page 6: Due to the worsening of the pandemic at the start of this year we predict a drop
in activity in most economic sectors in the first quarter. The reinstatement of social distancing measures is
likely to negatively affect the services sector, which in the first quarter is expected to shrink 1.0% quarter-overquarter (3.4% year-over-year). Because of the end of the government’s emergency welfare payments at the
beginning of the year, we project that overall income will fall 1.0% in the first quarter of 2021 in relation to the
previous quarter. As a result, household consumption is forecast to decrease 3.3% quarter-over-quarter (4.4%
year-over-year). Thus, our base scenario points to a 0.5% decline in GDP in both the first and second quarters
of 2021. Even assuming a recovery in the second half, GDP is projected to grow just 3.2% this year, which is
less than carry over, estimated to be 3.6%.
 Business people’s and consumers’ expectations – page 7: Our confidence indexes for companies and
consumers, despite showing different signs in February, continued to reflect the deceleration of activity at the
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beginning of 2021. The situation may worsen rapidly, judging by our survey results obtained on March 10,
which showed declines in both perceptions of the current situation and future expectations, especially in commerce and services. Because of the need for lockdowns and greater restrictions on movements of people,
there has naturally been a decline in consumption, as people fear being laid off or earning less due to working
hour suspensions or reductions. This makes it even more urgent to get the virus under control and execute
new programs to restore the country’s health.
 Labor market – page 9: In December, the Continuous National Household Sampling Survey (PNADC) recorded another rise in the seasonally adjusted unemployment rate, to 14.7% (13.9% in seasonally unadjusted terms), just 0.1 percentage points below FGV IBRE’s projection. We expect this figure to increase
to 14.3% in January, which in seasonally adjusted terms would represent stability with a downward bias.
Total hours worked show that across the country, the population is still working around 10% less than
in 2019 on average, mainly due to the participation rate, which remains low, although it has increased
together with average working hours. The latter indicator is now only around 1% below its pre-pandemic
level. In turn, the economically active population continued to grow slowly in the last month in the monthly series, showing a deceleration of recovery in the economically active population. Finally, the General
Employment Registry (CAGED) indicated growth of around 250,000 jobs in January 2021, beating expectations, despite a slowdown in the last two months.
 Inflation – page 13: The acceleration in producer inflation is tending to spread to consumer inflation.
The 12-month Broad Producer Price Index (IPA) result is threatening to exceed the 42.7% figure recorded
in April 2003. The spreading of inflationary pressures in different industrial segments is already putting
pressure on consumer prices. Consequently, February’s inflation was the highest result for the month since 2016. According to our forecasts for the coming months, the Extended Consumer Price Index (IPCA)
may end the first half of the year up 7% in the previous 12 months. If consumer inflation reaches this
level, there is a risk that 2021’s inflation rate will exceed the upper threshold of the Central Bank’s margin
of tolerance, 5.25% (the 3.75% target plus 1.5 percentage points). This situation reinforces the need for
stronger upward movements in the benchmark Selic interest rate to anchor expectations.
 Monetary policy – page 15: Many factors are putting the control of inflation expectations at risk: expectations
of higher inflation abroad, sharply high commodity prices in Brazilian reais, 75% growth in the prices of raw
materials paid by producers in the last 12 months (30% in the case of intermediate goods), the prospect of
12-month consumer inflation (IPCA) reaching more than 7.0% as of May, economic and fiscal reforms that do
not adequately tackle the growth in mandatory government expenditure and signs of populism in economic
policy. Given these threats, the Brazilian Central Bank decided to act firmly. It immediately raised the benchmark Selic interest rate 75 basis points (more than market analysts predicted) and it signaled another 75-point
increase at the next meeting. Our analyst argues that given the circumstances, the Central Bank did the best
that could have been done, with a view to keeping expectations anchored and seeking to ensure compliance
with inflation targets.
 Fiscal policy – page 16: The fiscal section discusses the Emergency Constitutional Amendment. Its original objective was to curb the dynamics of mandatory expenditure in order to generate a gradual fiscal
adjustment, but another goal was added: to enable another emergency aid package in a context of no
fiscal breathing room, in which the government’s spending ceiling and primary balance do not allow any
more expenditure. In practice, however, the Emergency Constitutional Amendment’s text was watered
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down and shifted away from its original purpose, at least at federal level. Among other changes, the
possibility of reducing the working hours and pay of government employees was removed, the triggering
of expenditure spending containment measures was restricted to the emergency period instead of extending it for two more years, and a veto on government employee promotions was removed from the list of
triggers. Even measures to reduce tax breaks, which could contribute to adjustment via revenue, seem to
be hard to implement, given that practically all tax benefits not shielded in the Emergency Constitutional
Amendment would have to be ended in order to meet the commitment to reduce these benefits to 2% of
GDP. The Emergency Constitutional Amendment ended up taking an important step toward approving
emergency aid in 2021 and defining the mechanism for easing fiscal rules during disasters. However, the
promised adjustment was left for the future.
 External sector – page 18: The section about the external sector analyzes the trajectory of Brazil’s terms of
trade from three different perspectives. The first considers aggregate export and import price indexes, the
second calculates the terms of trade from baskets of commodities and the third uses baskets of non-commodities. It is observed that in the case of the terms of trade for commodities, the index exceeds the values
observed in 2010/2011. The fall in import prices has helped improve Brazil’s terms of trade. In addition, the
impact of imports of oil platforms on prospects for the level of activity is highlighted.
 International panorama – page 21: The message of the section on the international economy is simple.
Our analyst argues that comparisons (currently common) between the inflationary situation predicted for
the near future in the United States and that country’s inflationary phenomenon of the 1970s are unreasonable. According to him, back then, there were many events that ended up culminating in a significant and
persistent rise in inflation. There was a whole sequence of major events. Nothing like that is expected today.
In his view, Biden’s fiscal stimulus, in an environment of moderate optimism about the progress of vaccination in the country, will provoke a kind of “inflationary hump.” In other words, there will be a spike in inflation
but it will be reversed in the relatively short term. Graphical illustrations indicate that market participants
seem to agree with this view, as inflation expectations embedded in market prices appear to be relatively
low after the next few years.
 IBRE in focus – page 23: Finally, the IBRE In Focus section, written by researchers Claudio Considera and Juliana Trece, is titled “The Service Sector Was the Main Culprit for the Economy’s Weak Performance in 2020.”
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Economic activity
Following release of GDP figures for last quarter of 2020,
slowdown in economic activity intensifies at beginning of 2021
Silvia Matos, Marina Garrido and Mayara Santiago
Surprisingly, Brazilian GDP only shrank 4.1% in 2020. The better-than-expected result was largely due to average
quarterly growth of 5.4% in the second half of the year. The large amount of money transferred to families, in particular
the roughly R$294 billion of emergency welfare payments, mainly stimulated consumption of goods, allowing industry
and commerce to return to their pre-pandemic levels in the second half. On the other hand, the service sector remains
2.16% below its level at the end of 2019, as it has been heavily affected by social distancing measures.
Despite this good news at the end of 2020, this year we have some tough obstacles ahead of us, such as
the worsening of the pandemic and consequently social distancing restrictions, as well as the slow pace of vaccination. There will also be strong fiscal restrictions, preventing stimulus of the same size as that seen last year,
together with the monetary policy normalization process.
Thus, our base scenario points to a 0.5% decline in GDP in both the first and second quarters of this year.
Even assuming a recovery in the second half, GDP is projected to grow just 3.2% this year, which is less than the
carry-over effect, estimated to be 3.6%. This projection takes into account the extension of government emergency welfare payments, which started in March and are due to continue throughout the second quarter, totaling
R$44 billion. We are also factoring in the early payment of end-of-year wage bonuses (“13th salary”) in April and
May, worth approximately R$50 billion, which
will smooth the difference between the first and

Table 1: GDP Projections

second halves of this year.
Activities

2021.I
(quarterly)

2021.I
(annual)

2021

Household Consumption

-3,3%

-4,4%

3,2%

Government Consumption

-0,3%

-4,2%

1,7%

industry and services are set to shrink in the first

Investment

-6,6%

1,8%

6,5%

quarter. We project that industry will decline 1.7%

Exports

6,0%

5,7%

3,8%

in the first quarter, compared to the previous

Imports

6,6%

1,5%

4,9%

GDP

-0,5%

-2,2%

3,2%

caused by lower household income. We fore-

Agriculture

2,4%

0,8%

1,8%

cast that overall income (including employment

Industry

-1,7%

-0,3%

3,2%

income, welfare benefits and pensions) will fall

Extractive

0,3%

-4,0%

1,2%

1.0% in the first quarter of this year in relation

Manufacturing

-3,6%

1,5%

4,2%

Electricity and Other

0,8%

2,0%

1,8%

portation and other services. For the aggregate

Construction

-0,8%

-5,0%

2,6%

services sector, we expect a decrease of 1.0%

Services

-1,0%

-3,4%

3,0%

On the supply side, agriculture is the main
highlight in the first quarter of this year and it is
expected to grow 2.4% in relation to the previous
quarter (0.8% year-over-year). On the other hand,

one, due to a sharp drop in manufacturing, of
3.6% quarter-over-quarter (1.5% year-over-year),

to the previous one. In the services sector, there
has been a major slowdown in commerce, trans-

quarter-over-quarter (3.4% year-over-year).
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Source: IBGE. Produced by: FGV IBRE

The main positive highlights of GDP on the demand side are related to imports and exports. We predict
growth of 6.6% and 6.0% (quarter-over-quarter), respectively. Meanwhile, investment, household consumption
and government consumption are set to shrink in the first quarter of this year. We project a sharp 6.6% drop in
investment, but ICOMEX data shows that imports of capital goods grew 12.3% on average in the first two months
of 2021, compared to the same period of last year. However, if we exclude oil platforms, the decline was 16.7%.
In turn, household consumption is expected to fall 3.3% quarter-over-quarter (4.4% year-over-year), because
of the worsening of the pandemic during the quarter. Furthermore, the government’s additional emergency welfare payments are scheduled to begin at the end of March, and so its impacts will only be felt as of the second
quarter, and less intensely than last year. Despite these welfare payments, overall income is expected to drop
around 6% this year compared to 2020, as this year’s welfare package will be much smaller than last year’s.
There is still a lot of uncertainty about the Brazilian economy’s performance this year. The vaccination process is under way but the speed remains very slow. The pandemic will remain out of control for longer than
expected, due to the virus’ new strains, requiring measures to stop non-essential activities for a longer period.
Thus, the service sector is expected to remain weak, especially personal services, transportation and public utilities, which are most affected by social distancing.
Risks to the economic recovery remain. Further delays in the immunization process, worsening perceptions
of fiscal risk and challenges in the political world are some factors that are likely to undermine the fragile economic recovery, making the situation even more challenging.

Business people’s and consumers’ expectations
New Wave Further Weakens Confidence
Aloisio Campelo and Viviane Seda Bittencourt
Confidence indexes decreased in January for the fourth consecutive month, after the government finished making
its 2020 emergency welfare payments to more than 60 million Brazilians and a new COVID-19 wave swept the country.
In February, they followed different paths, with a drop of 1.8 points in the Business Confidence Index, to 91.1 points,
and a rise in the Consumer Confidence Index to 78.0 points, following sharp falls in the previous months.
In March, the new wave of COVID-19 has been overwhelming hospitals in many large Brazilian cities and
causing a rapid deterioration in the economic situation, which has become even more challenging for companies and consumers. Data collected until March 101 bears out these concerns, pointing to a 5.0-point decline in
the Business Confidence Index, to 86.1 points, and a 7.8-point drop in the Consumer Confidence Index, to 70.2
points. These are the sharpest marginal declines since April 2020, bringing the indexes to the lowest level since
June of last year.
The result was mainly influenced by a deterioration in the expectations of both consumers and companies.

1
FGV IBRE published its preliminary survey data for March 2021 in order to provide the public with timely information at a moment of fast
changes in the economic situation. These preliminary numbers were obtained from 2,575 companies and 1,010 consumers, and they should
be treated with caution.
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Graph 1: Consumers’ and Business People’s Confidence*
(seasonally adjusted, in points)
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*Preliminary results up to March 10. Source: FGV IBRE.

The worsening of expectations has been most pronounced in the commerce and service sectors, which
have been hardest hit by increasing strict social distancing and lockdown measures in various cities. Confidence
in these sectors has fallen to the levels observed in May and June 2020, sounding an alarm for consequences
that this may have in terms of employment and income.

Table 2: Sector and Consumer Confidence Indexes – Level and Recent Evolution
Change in month
(in points)

MM3 change
(in points)

Confidence
Current
Expectations
Index
Situation Index
Index

Industry

-1,9

1,4

106,0

113,1

98,8

Services

-6,3

-3,1

76,9

75,0

79,1

Commerce

-17,1

-5,9

73,9

79,7

69,2

Construction

-3,5

-1,8

88,5

87,0

90,3

Business

-5,0

-3,0

86,1

90,4

82,7

Consumer

-7,8

-2,8

70,2

66,0

74,5

Source: FGV IBRE.

In this context, the situation for service companies, which has been deteriorating since the start of the year,
may further worsen. In February, private sector employment indicators showed a slowdown in hiring in all sectors, especially services, signaling the possibility of layoffs.
An extra question included in our February survey showed that more than 18% of service companies cannot yet
envisage a return to normality and 33.8% hope the situation will go back to normal by the end of 2021. The situation
is even more critical for accommodations services, in which the percentages were 27.5% and 53.5%, respectively.

8 M a c r o B u l l e t i n | M a r c h 2 021

Table 3: Extra Questions Asked to Business People – Return to Normality

Sectors

How long will it take for your company to get back to normal (similar to before the pandemic in
February 2020)?
Not applicable, because
By the end By the end of
My company still
my company is operating
By the end of
of the first
the second
cannot envisage a
normally or doing better than
2021
quarter
quarter
return to normal
before the pandemic

Business

35,9

7

14,9

27,7

14,5

Manufacturing

54,8

3,6

10,8

20,5

10,3

Services

22,2

8,6

16,8

33,8

18,6

Broad Retail

32,3

8,7

17,5

27,5

14,0

Construction

37,2

9,3

15

26,6

11,9

Source: FGV IBRE.

The recent political and economic repercussions of the worsening of Brazil’s health crisis and new strains of
the virus have raised the levels of uncertainty again, even though the vaccination program has accelerated. This
will encourage people to restrict their consumption even more, out of fear of being laid off or earning less due to
working hour suspensions or reductions. This is the case even if we consider the government’s new emergency
welfare scheme for low-income people, which will start in April. There is now an urgent need to get the virus under control and execute new programs to restore the country’s health.

Labor market
Seasonally adjusted unemployment rate goes up again, as hours
worked recover faster due to restoration of normal working hours,
but it is still limited by the low average labor force participation
rate. CAGED outperforms expectations
Daniel Duque
In December, the Continuous National Household Sampling Survey (PNADC) recorded an increase in
the seasonally adjusted unemployment rate. The headline monthly figure fell from 14.1% to 13.9%, but in seasonally adjusted terms it rose 0.1 percentage points between the three months to November and the three
months to December.
The unemployment rate result was close to FGV IBRE’s forecast of 14%. It was another all-time record, as
expected. We expect unemployment to increase to 14.3% in January, which is seasonally adjusted terms would
be 14.7%, equivalent to stability with an upward bias.
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Graph 2: Unemployment Rate, 2019-21
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The fall and recovery in the use of the labor factor in economic activity in Brazil, are measured by total hours
actually worked in the country. Extrapolating the figures back to 1996, we can see that the level in the last quarter
of 2020 is still almost 10% below last year’s average.

Graph 3: Seasonally Adjusted Hours Worked
Billion
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Source: PNADC, PNAD and PME (IBGE). Produced by: FGV IBRE

Hours worked can be broken down into the product of three elements: average working hours, occupancy
rate (complement of unemployment) and labor force. Applying the log of both sides of the equation, we can
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calculate additive terms to determine the relative importance of each factor in the total change in hours worked.
The results are shown in the following table.

Table 4: Breakdown of Seasonally Adjusted Hours Worked and Variables in 2020
Average
working
hours

Occupation
rate

Labor
force

Hours
worked

2020.I

Dif. Log
% of total

-5.2%
83.5%

-0.3%
4.1%

-0.8%
12.4%

-6.3%
100.0%

2020.II

Dif. Log
% of total

-16.2%
61.0%

-1.3%
4.9%

-9.1%
34.2%

-26.5%
100.0%

2020.III

Dif. Log
% of total

15.6%
109.5%

-1.5%
-10.7%

0.2%
1.2%

14.2%
100.0%

2020.IV

Dif. Log
% of total

4.0%
56.3%

-0.6%
-8.9%

3.8%
52.6%

7.1%
100.0%

2020.IV/2019.IV

Dif. Log
% of total

-1.78%
15.6%

-3.70%
32.5%

-5.90%
51.9%

-11.4%
100.0%

Source: PNADC (IBGE). Produced by: FGV IBRE.
Note: The difference between the log between periods for a variable is close to its percentage change.

As can be seen, the decline in average working hours in the first few quarters represented most of the reduction in hours worked and average working hours were also responsible for more than the total strong increase in
hours worked in the third quarter, while the occupation rate fell and the labor force was stable. In the last quarter,
average working hours accounted for half of the (more moderate) recovery, and the increase in labor force participation also played an important role.
Compared to the last quarter of 2019, before the pandemic, all variables are still lower, but especially the
labor force and occupation rate, while average working hours in the last quarter of 2020 is very close to that recorded at the end of 2019. On average, the formally employed population is now working as many hours as in
2019, and the difference in total hours worked is entirely accounted for by informal economy workers.
Although the unemployment rate continues to increase, this movement is driven by strong growth in the
labor force, so the economically active population is expanding, although slower. This movement at the margin
is shown in the graph. As it is possible to see, the recovery, in addition to fluctuating in its formalization composition, has cooled down significantly in the last two months, potentially as an immediate consequence of the worsening of COVID-19 and a delayed consequence of the reduction in the value of emergency aid, with negative
impacts on consumption.
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Graph 4: Monthly Difference in Economically Active Population
by Employment Formality Status, Seasonally Adjusted (Million)
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Source: PNADC (IBGE), converted into monthly data using Central Bank methodology. Produced by: FGV IBRE. Note: Selfemployed workers with their own company are considered to be in the formal economy.

On the other hand, the General Employment Registry (CAGED) indicated the creation of around 260,000
jobs in January 2021, or 240,000 in seasonally adjusted terms. This result, although it confirms the recent slowdown, exceeded FGV IBRE’s projection of 188,000.

Graph 5: Net Change in Employment According to CAGED, 2019-21
400.000
200.000
0
-200.000
-400.000
-600.000
-800.000

CAGED

CAGED seasonally adjusted

Source: CAGED (Labor Ministry). Produced by: FGV IBRE.
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As can be seen in the graph below, while layoffs have returned to the level seen before the pandemic, hiring
rose sharply between the second and third quarters and remained at high levels in the following months. These
factors jointly led to CAGED’s recent high numbers of net job gains.

Graph 6: Seasonally Adjusted Hiring and Layoffs, According to CAGED
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Inflation
Inflation may end the year close to
the top of the tolerance margin
André Braz
Growth in the prices of important commodities is continuing to spread into production chains, influencing the
prices of numerous industrial supplies.
According to the Broad Producer Price Index, the prices of intermediate goods and finished goods, have recently accelerated, especially in February, and they made the biggest contributions to producer inflation last month.
Pressures previously heavily concentrated in the food industry are starting to be felt in other sectors.
Among intermediate goods, there are numerous examples of increases in the prices of inputs that are
important in the production chains of different industrial segments. In agricultural supplies, for example, which
include items such as feed, pesticides and fertilizers, prices rose sharply in February, increasing by an average of 9.3%, and these items have now gone up 35.8% in the last 12 months. The prices of packaging, used
in many different sectors, rose 4.7% in February and 29% in the last 12 months. The prices of construction
materials went up 4.7% in February and 32.7% in the last 12 months. Petrochemical inputs, represented by
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the Materials for Manufacturing item in the Broad Producer Price Index, went up 6.8% in price in February and
47.3% in the last 12 months.
Fuels, which had a big impact on February’s inflation result, deserve a special mention. The Broad Producer
Price Index, which measures the evolution of fuel prices at the refineries, went up 14.1% in the case of diesel
and 19.2% in the case of gasoline in February. These two items accounted for almost 20% of the index’s 3.4%
increase last month.
Elsewhere in the Broad Producer Price Index, Final Goods, a group featuring products that are closer
to retail, rose 1.8% in February, more than double January’s 0.8% increase. Here, the highlights were not
food, but durable consumer goods, such as household appliances, and investment goods, such as light
and heavy vehicles.
Given the spread of inflationary pressures in IPA, it is only a matter of time before they reach the consumer.
And February’s IPCA result seems to confirm what was previously just an expectation. The official index rose
0.86%, well above median market expectations of 0.7%. Although this result was partly influenced by known
effects, such as increases in school fees, it surprised us and led us to reassess our inflation expectations for
2021, which are moving further away from the inflation target with every passing week.
For March, FGV’s Inflation Monitor anticipates a rate of around 1% for the official index. If this result is confirmed, IPCA rise 2.1% in the first quarter, 1.5 percentage points higher than in the first quarter of 2020. As stated
earlier, the increase in producer inflation indicates that inflationary pressures are reaching consumers and spreading beyond the food group. The rate’s behavior over 12 months for semi-durable and durable goods shows that
inflation is accelerating in these groups. For example, semi-durable goods went down in price between May and
December 2020, but in February 2021, the 12-month rate was plus 1.32%. Among durable goods, the recovery
was faster. In May 2020, this group recorded a drop of 1% in 12 months, but in February 2021, the rate was 5.8%,
exceeding IPCA, which was up 5.2%.
The last stage for the full diffusion of inflationary pressures is the service sector, in which 12-month inflation
is 1.4%, below the 1.7% figure recorded at the end of 2020. This segment’s lethargy has to do with the drop in
activity and lockdown restrictions imposed by the public authorities in an attempt to contain the pandemic, as
the number of infections grows and most people remain unvaccinated.
In this context, we expect IPCA’s 12-month result to be close to 7% at the end of the first half of this year,
almost double the inflation target. Significant decreases in the 12-month rate are only likely to occur in the last
quarter, and there is a risk that such decreases will not be enough to keep inflation within the Central Bank’s
margin of tolerance, 5.25% (the 3.75% inflation target plus 1.5 percentage points).
Expected movements in the benchmark Selic interest rate will be important to guarantee the anchoring of
expectations and, who knows, to ensure that inflation ends the year within the margin of tolerance – a level that
is threatened for now, given the increase in inflationary pressures
.
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Monetary policy
Central Bank responds firmly to worsening of inflation prospects
José Júlio Senna
In the last few weeks, Brazil’s economic environment has deteriorated considerably. The recent rise in American interest rates certainly contributed to this. Significant movements in the fixed income market in the United
States tend to have effects elsewhere.
The increase in interest rates has been pronounced. In the 10-year segment, for example, interest on government bonds rose from an average of 0.65% in the third quarter of 2020 to more than 1.5% in March. At the
worst moment, just after the Federal Reserve’s decision on Wednesday, March 17, rates reached 1.65%. Such
movements help aggravate Brazil’s country risk perceptions, putting pressure on our markets.
And there are more direct and objective influences. In Brazil, the average of five core inflation rates estimated by the Central Bank shows growth well above the inflation target for 2022, the monetary authority’s current
benchmark (the three-month average is 5.3% per year, against a target of 3.5%). Due to the depreciation of the
Brazilian real and appreciation of the dollar, commodity prices went up more than 10% in reais in January and
more than 7.0% in February.
Looking at the behavior of producer prices, raw materials are up 75% in the last 12 months. In the case of
intermediate goods, the increase is almost 30%. All this has to do with the effects of shocks, the dissipation of
which has taken longer than expected.
At the same time, 12-month consumer inflation as measured by IPCA is expected to reach more than 7.0%
as of May, largely due to a statistical effect. Under normal conditions, this would not be a cause of concern.
However, the delay in the dissipation of shocks, at a time when populist decisions are being taken, as in the
Petrobras episode, and there is no appetite for a frontal attack on fiscal imbalances, contributes to increasing the
risk of losing control of inflation expectations.
In view of the significant and rapid deterioration in the outlook for inflation, the Central Bank did not have a
viable alternative except to act firmly. And that was exactly what it did at the Monetary Policy Committee meeting
on Wednesday, March 17.
Projected inflation at the top of the target range in 2022 and an unfavorable risk balance for inflation, in a
troubled inflationary environment, as highlighted above, really demanded firm action. And the Central Bank did
not hold back. In addition to immediately raising the benchmark Selic interest rate by 75 points, above the expectations of most analysts, it announced another 75-point increase at the next Monetary Policy Committee meeting,
in the absence of any major change in conditions. In this way, it left no doubt about its determination to contain
inflationary expectations and prevent inflation from exceeding the target.
In order to try to avoid excessive concerns about the extent to which the Central Bank intends to raise Selic,
it was made clear that the plan is to promote a “partial normalization,” restricted to the elimination of the extraordinary degree of monetary stimulus present for several months. One can imagine that this would mean bringing
nominal Selic to around 4.0% per year, the average rate in the first few months of 2020. Of course, this will depend on the behavior of inflation projections in the months ahead.
In short, given the circumstances, the Central Bank did what it had to do, with a view to keeping inflation
expectations anchored and seeking to ensure compliance with the targets.
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Fiscal policy
Escape through the emergency exit: Emergency Constitutional
Amendment leaves adjustment for the future
Juliana Damasceno and Matheus Rosa Ribeiro
After a long and turbulent passage, the Emergency Constitutional Amendment (Law 186 of 2019) was enacted, and its text and context ended up being very different from when it was presented in 2019. Back then, the
goal was to tackle the fiscal emergency by making adjustments to curb the growth of the government’s mandatory expenditure. Over the course of 2020, the government’s response to the demands arising from the pandemic further damaged the public finances and gross public debt reached 88.8% of GDP. However, the worsening
of the fiscal situation was received with relative tolerance, given the undeniable urgency and unpredictability that
marked 2020. One year after the crisis began, the end of the state of emergency was not accompanied by improvements in either health or economic indicators. In the first few months of this year, record numbers of COVID-19
infections and deaths have been recorded, while the design of the government’s new welfare program to replace
emergency aid is still being discussed. Given that the two main current fiscal anchors – the federal government’s
spending ceiling and primary target – do not have room for a new program of this kind, this agenda ended up
being linked to the passing of the Emergency Constitutional Amendment.2
Thus, the expenditure cuts provided for in the Emergency Constitutional Amendment are intended to have
two important functions: to signal the pursuit of fiscal adjustment and to offset the extraordinary spending to
be approved in 2021. However, the Emergency Constitutional Amendment’s text was watered down during the
various stages of its passage through Congress, nullifying its original goal of curbing the federal government’s
mandatory expenditure and enacting a gradual fiscal adjustment. In the first version of the text, written in 2019,
the bill’s “justification section” said that “the main objective is to contain the growth in mandatory expenditure at
all levels of government, in order to enable the gradual fiscal adjustment indicated by the spending ceiling.”
In the replacement bill presented on February 23, the rapporteur incorporated amendments proposed by
other senators and removed provisions that would have permitted a reduction in working hours and corresponding reduction in pay. In the version presented on March 3, the Senate ensured that the triggering of expenditure
containment measures, initially intended to last for the year of the public disaster and the two subsequent ones,
was restricted to the emergency period. Outside this period, the activation of these triggers depends on mandatory primary expenditure reaching 95% of the primary expenditure. According to the House of Representative’s
Budget Advisory Office, however, this limit is unlikely to be reached before 2024 in the executive branch,3 leaving
the potential adjustment for the future. In addition to the aforementioned changes to the bill in the Senate, it also
underwent changes in the House. In particular, federal representatives withdrew the ban on promotions for government employees, which was one of the biggest spending containment measures.

2
This combination of agendas was already happening during discussions of the Emergency Constitutional Amendment in the second half of
last year, before the bill was postponed to 2021. See http://bit.ly/Senado_Noticias_PEC186.
3
This is based on an estimate y the House’s Budget Advisory Office, as described in Technical Statement 8 of 2021, available at http://bit.ly/
NT8_2021_Camara.

16 M a c r o B u l l e t i n | M a r c h 2 021

Because of the bill’s watering down, due to lobbying by interest groups, its fiscal tightening measures
will not go far beyond its welfare program offsetting function. Although there is not yet an official figure for
the bill’s savings, forecasts4 indicate that the federal government’s savings in 10 years will not exceed R$44
billion – the limit established in the bill for emergency aid spending in 2021 that will not be subject to the
primary balance target.
The constitutional amendment represents a major step forward for the approval of emergency welfare spending in 2021 and for the establishment of a mechanism to loosen fiscal rules in a period of emergency. The
enablement of emergency aid occurred in the context of the pandemic, to combat a public disaster. However,
Constitutional Amendment Proposal 186 of 2019 will no longer tackle the federal government’s mandatory spending, once again postponing fiscal sustainability. Subtly, through gradual changes to its text, the Emergency
Constitutional Amendment ended up dealing with another emergency.
The original emergency, although less urgent than the need to provide humanitarian aid in the context of
the ongoing pandemic, did not end in 2020. In fact, the federal government’s fiscal situation became much
worse, due to the need to fight COVID-19 and the economic recession, leading to a 31% real increase in primary spending in 2020 and yet another primary deficit, without any prospect of a surplus in the foreseeable future.
Even the revenue-boosting measures in the bill seem hard to execute. The commitment to present a plan to
reduce tax breaks and incentives from 4% of GDP now to 2% of GDP within eight years will come up against
a long list of tax benefits that cannot be altered, worth around 1.9% of GDP. As noted in a technical statement
produced by the House of Representatives, “at the end of these eight years, these protected tax breaks will
be virtually the only ones left in place.” It must be taken into account that the tax benefit reduction plan will
have to get through Congress, which may delay and modify the content of the tax benefit cut proposed by
the government, especially given the public uproar that may be generated. For example, this this is the case
with income tax exemptions and deductions for individuals, which together make up 35.1% of unprotected tax
benefits. See Graph 7.
Thus, the constitutional amendment has not delivered the urgent measures that were initially planned. The
objective was to have an immediate and emergency route map for the federal government, with more certainty
on measures to be taken after the first year of the pandemic, in the form of a new fiscal regime capable of signaling the sustainability of the public finances. However, we now know that these results will take a long time to
achieve. The government’s economic team had several victories but also some defeats as the bill passed through Congress, due to old and well-known resistance, leaving the promised adjustment for the future.

4
An estimate by economist Arnaldo Lima, published in the newspaper O Estado de S. Paulo, indicated that the federal government will only
save R$34.3 billion. See http://bit.ly/Estadao_Gatilhos_Arnaldo_Lima.
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Graph 7: Unprotected Tax Breaks’ Share of All
Tax Breaks That Could Be Removed
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External sector
Improvement in terms of trade is not just
from rise in commodity prices
Lia Baker Valls Pereira
We highlight two points in Brazil’s foreign trade data in March.

Terms of trade
Between July 2020, when the upward climb in commodity prices began, and February 2021, Brazil’s terms of
trade improved by 20%. However, the terms of trade index in February (122.6) has not yet exceeded the high point in
the series since the 2008 crisis, which was 131.5 in September 2011 (Graph 8).
It is widely agreed that the recent improvement in Brazil’s terms of trade is associated with commodity prices. We
calculated the terms of trade for a basket of commodities, as shown in Graph 8. We compiled price indexes for commodity exports and imports, using the prices and quantities actually traded. The peak of this series was in December
2010 (149.3), and in February 2021 the index reached 190.5.
The impact of an increase in commodity prices on the terms of trade depends on the basket of products that a
country exports and imports. In Brazil’s case, iron ore, agricultural products and oil are its main commodity exports.
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Chinese demand, associated with its infrastructure projects (iron ore) and soy for animal feed (the replenishment of
pig stocks), contributed to the rise in commodity prices. In addition to China, the expansionist packages of the European Union and especially United States have further boosted prices. In the oil market, supply control operations by
Arab countries have also contributed to higher prices. In the case of imports, Brazil’s imports are concentrated in oil
products, wheat and some chemicals that can be classified as commodities.
How can we explain the higher terms of trade for commodities in 2021 in relation to 2010/2011?
There was a decline in import prices throughout 2020 and at the beginning of 2021, year-over-year, while export
prices only began to rise at the end of 2020. In 2010/2011, import prices did not fall. From Brazil’s perspective, therefore, the recent improvement in the terms of trade for commodities was also influenced by the fall in the prices of imports
of commodities, in a context of lower demand. The situation was different in 2010/2011, when the improvement in
the terms of trade was led by significant price increases, while import prices also rose. Any recovery in the Brazilian
economy may reverse this improvement in the terms of trade, if it has an impact on import prices.
We emphasize that the terms of trade indexes presented here are calculated using actual export and import prices in foreign trade operations, and not international commodity prices. Therefore, these indexes are influenced by
the weight of each product in Brazil’s basket of exports and imports. They are analyzed when looking at the country’s
terms of trade, as one of the components that affect the country’s income.
In addition, Graph 8 shows the behavior of the non-commodity terms of trade index, which has a similar trajectory
to the general index.

Graph 8: Terms of Trade Indexes: General, Commodities and Non-Commodities
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The gap between the exchange rate’s behavior and commodity prices is illustrated in Graph 9. One would
expect that an improvement in the terms of trade led by a rise in commodity prices would lead to an appreciation of
the exchange rate. At the present moment, however, political and economic uncertainties in Brazil are dominating
the exchange rate, which has been dropping, despite the improvement in the terms of trade. The increase in commodity prices has not been offset by an exchange rate appreciation, which could mitigate inflationary pressures.
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Graph 9: Real Effective Exchange Rate and Commodity Terms of Trade
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The effect of oil platforms
We want to draw attention to the effect of oil platforms, which continue to influence the analysis of trade flow
data. In this case, the effect is on imports. In February 2021, imports volumes were 20.8% higher than in the
same period in 2020, but if we exclude platforms, this percentage drops to 9.3%. The value and tonnage (volume
measurement) of the platforms are high and they influence the analysis of imports. It is therefore recommended
to highlight this difference. An increase of almost 21% in import volumes could be interpreted as an indicator
of a significant recovery in economic activity, but when platforms are excluded (a specific import in a particular
sector), we can see that although the number is still positive, the change signals a less intense recovery.

Graph 10: Change (%) in Export and Import Volume and Price Indexes
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International panorama
An Inflationary Hump, Rather Than Persistently Higher Inflation, Is
What We Are Likely to Have in the United States
José Júlio Senna
The financial markets have reacted significantly to the new macroeconomic environment in the United States, given that a large share of the population will be vaccinated in the coming months and perhaps mainly because of enthusiasm surrounding the approval of a trillion-dollar fiscal expansion package.
The first reactions appeared in the government bond market, in particular for 10-year bonds. This is a very
large market segment, with great liquidity and depth, closely monitored by a multitude of investors. In a short
time, these bonds’ interest rates increased significantly. Between the third and fourth quarters of 2020, the average yield on these securities rose from 0.65% per year to 0.87% per year. In 2021, the monthly averages in
January, February and March were 1.08%, 1.26% and 1.52%, respectively. In times of greatest pressure, they
have fluctuated around 1.6%. Inevitably, impacts of this movement appeared in other segments of the financial
markets, including the stock market, and in the interest rates of sovereign bonds in many other countries, due to
the high degree of financial integration observed in recent times.
To a large extent, the increase in interest rates in the United States reflects a significant degree of concern
about an acceleration in the pace of price growth, in the wake of a likely increase in demand and economic
activity. According to many analysts and market participants, inflation, which has been dormant in recent years,
will return with great force. There is no shortage of people who draw a parallel between what can be expected in
terms of inflation in the foreseeable time horizon and the events observed in this field in the 1960s and 1970s.
In our view, the aforementioned parallel is not justified. A lot happened to make to rise significantly in that
period. It was not just an issue related to a strong fiscal impulse.
A discussion of events back then can be found in a book by the author of this section of the Bulletin (Monetary Policy: Ideas, Experiences and Evolution, Editora FGV, 2010). The most relevant observations are contained
in a section titled “Apogee of Keynesianism” (Chapter 10) and in another titled “Heterodox Reaction in the United
States” (Chapter 12), which are summarized below.
The early 1960s marked the implementation of Keynesianism in the U.S., initially through tax cuts. In the
second half of the decade, government spending increased due to the country’s greater involvement in the Vietnam war and President Johnson’s Great Society program. With the economy operating close to full employment,
inflation started to rise.
The period corresponding to the Kennedy-Johnson administration was one of robust growth. This period of major
economic policy activism brought about good results, but at a high cost. Inflation accelerated and became firmly enrooted. When Nixon took over in 1969, unemployment was low (around 3.5%) and inflation had reached 5.5%.
To the surprise of many, to combat rising prices, the Fed’s president at the time (Arthur Burns) had come
to advocate an “income policy,” in line with what was practiced in several other countries, especially the United
Kingdom. The fact is that the Nixon administration, with the support of Congress, put in place a policy to control
prices and wages, in four stages, sometimes involving price freezes and sometimes setting guidelines for prices
and wages. However, heterodox shocks do not hold back inflation. On the contrary. And the U.S. was no exception. In 1974, as measured by the CPI, inflation was over 11.0%. At the end of the decade, the dollar was very
weak and inflation exceeded 13.0% per year. It was up to Paul Volcker to end this process.
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The message here is simple. There were many events back then that culminated in a large and persistent
rise in inflation. There was a whole sequence of major events. Nothing like that is expected today, so it is hard
to believe in a real resurgence of inflation, as a lasting phenomenon. The current weakness of the labor market,
whose recovery is likely to be slow, reinforces our reasoning. In our view, Biden’s fiscal stimulus, in an environment of moderate optimism about the progress of vaccination in the country, will cause what may be called an
“inflationary hump,” meaning a spike in inflation, which will be reversed in a relatively short time.
Finally, it is worth noting the behavior of inflation expectations, assessed by differences between fixed and
floating interest rates for the same time horizon, or breakeven inflation. Graph 11 shows the recent evolution of
average expected inflation in the next five years, while Graph 12 shows expected average inflation in the five
years that will follow the next five. If you compare these charts, it appears that market participants do not expect
persistently higher inflation. If expectations were in this direction, the average five-year FRA would not be less
than the inflation rate expected in the next five years.

Graph 11: 5-Year Breakeven Inflation Rate - US
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IBRE in focus
The Service Sector Was the Main Culprit for the
Economy’s Weak Performance in 2020
Juliana Trece and Claudio Considera

Introduction
The COVID-19 pandemic strongly impacted the Brazilian and global economies in 2020. In Brazil’s case,
at the start of last year, the median expectation for GDP growth in 2020, according to the Central Bank’s Focus
Bulletin, was around 2.3%. Instead, GDP shrank 4.1% in 2020.
Various sectors felt the economic impacts of the pandemic due to the need to adopt social distancing
measures to reduce the COVID-19 transmission rate. However, the service sector stands out for its drastic
decline. Graph 13 shows that although GDP and industry also declined in 2020, this was not the worst result
of these two components since records began in 1948. In the case of services, the 4.5% drop was the biggest
in the past 72 years.

Graph 13: Worst performance in annual GDP change and value
added in main economic activities from 1948 to 2020 (%)
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Agriculture’s worst performance was in 1986, industry’s was in 1981, the service sector’s was in 2020, and GDP’s worst
performance was in 1990. Source: IBGE – 20th Century National Accounts and Statistics System. Produced by authors.

The service sector is composed of seven activities.5 At the moment, according to the National Accounts, it
represents around 63% of Brazil’s GDP and 68% the country’s jobs. Graph 14 shows the performance of the
service sector and all its components in constant prices in 2020.

5
They are (i) commerce; (ii) transportation; (iii) information services; (iv) financial intermediation; (v) real estate services; (vi) other services
and; (vii) public administration.
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Graph 14: Annual change in value added of service activities in 2020 (%)
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Of the seven activities that make up the sector, five shrank in 2020 and three experienced their sharpest
declines since records began in 1981 (transportation, other services and public administration).6 Together, these
three service activities account for 33% of Brazilian GDP and their declines are the main reason for the Brazilian
economy’s poor performance in 2020. Of the 4.1% drop in Brazil’s GDP in 2020, 2.9 percentage points of this
was due to the performance of these three activities. For this reason, a disaggregated analysis of these activities
was carried out, based on information collected to calculate FGV’s Economic Activity Monitor, in order to better
understand the performance of these key segments for the Brazilian economy’s poor result in 2020.

Transportation activity
Transportation accounts for around 3.7% of Brazil’s GDP. It was subdivided into five segments for the purpose of our analysis: (i) land cargo transportation; (ii) land passenger transportation; (iii) waterway transportation;
(iv) air transportation and; (v) storage, mail and other delivery services. According to the information in Graph 15,
only waterway transportation and the storage, mail and other delivery services segment did not shrink in the pandemic, the first because it was not directly affected by the pandemic and the second due to the growth in online
commerce driven by the adoption of social distancing measures. On the other hand, land cargo transportation,
land passenger transportation and air transportation were strongly impacted by COVID-19.

Separate records of the service sector’s seven areas of activity began in 1980.

6
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Graph 15: Annual Change in Value Added of Transportation Activities in 2020 (%)
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It is evident that the COVID-19 pandemic was primarily responsible for the poor performance of land and air
transport in 2020. However, in the case of land transport, the pandemic appears to have intensified the decline
that had already started in 2020, before the coronavirus, involving poor performance in both the cargo and passenger segments. In contrast, the 4.9% year-over-year growth in air transportation registered in the two-month
period of January and February 2020 was replaced by a drastic decline in this segment in the rest of the year.
Even the two transport segments that recorded growth in 2020 were hindered in some way after the pandemic
arrived in Brazil in March 2020. Graph 16 presents the annualized changes in the value added of transportation
activities in 2020, before and after the pandemic’s arrival

Graph 16: Year-Over-Year Change in Value Added of Transportation Activities in 2020, by Period (%)
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Other services
According to the National Accounts, the “other services” area accounts for around 15% of Brazil’s GDP and
in 2018 it was responsible for 32% of the country’s jobs. It is worth mentioning that of all the jobs in this area,
26.1% are informal, without a contract. This means that approximately half of all informal jobs in the country are
in this area, which accounts for the largest share of vulnerable people in the Brazilian labor market. For this reason, the other services area stands out not only because of its economic relevance, as it represents 15% of the
country’s GDP, but also because of the social impact that it has via the labor market.
We subdivided the other services area into six activities: (i) accommodations and food; (ii) services provided
to companies; (iii) services provided to families; (iv) private education; (v) private health care; and (vi) domestic
services. The 12.1% decline in value added in 2020, the biggest out of all economic activities, is explained by the
reduction in all the segments that make up other services, as presented in Graph 17.

Graph 17: Annual Change in Value Added of Other Services Activities in 2020 (%)
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This strong decline among other services activities, is explained because these areas entail direct contact
with people, so they require interaction between large numbers of people to operate fully.
Graph 18 presented annualized changes in the value added of other services activities in 2020, before and
after the pandemic’s arrival, in order to illustrate how COVID-19 has directly affected the segments that make up
this item in the National Accounts.
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Graph 18: Annualized Real Change in Value Added of Other Serivces Activities in 2020, by Period (%)
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As noted in our analysis of transportation activities, the severe recession in the other services segments is
also explained by the pandemic’s arrival, given that the annualized reductions between March and December
2020 were much larger than those between January and February. However, even before the pandemic’s arrival,
the annualized performance of other services in January-February was very weak, with modest growth recorded
in just two segments: 0.5% in accommodations and food, and 1.7% in services provided to families. This situation obviously shows that the pandemic devastated the other services sector. This has been observed not just in
Brazil but across the world. However, the performance observed in the first two months of the year indicated that
if nothing were to change, 2020 would already be a difficult year for other services.

Public administration activity
Public administration activity represents approximately 15% of Brazil’s GDP and in our analysis, we subdivided it into three segments: (i) collective public administration services; (ii) public education; and (iii) public
health. The 4.7% drop in value added in this activity in 2020 is explained by sharp reductions in public education
and public health, as shown in Graph 19.
Graph 19: Annual Change in Value Added in Public Administration Activities in 2020 (%)
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The two public administration segments that shrank were impacted by social distancing measures. Suspended in-person classes were not completely been replaced with online classes, so there was a strong negative
impact on public education’s value added.
In the case of public health, the prioritization of demands related to COVID-19, together with the spontaneous reduction in demand for other types of medical care, had a strong impact both on public hospital output,
which fell 9.8%, and public outpatient care output, which fell 15.4%. According to DataSUS, around 99% of public
hospital output consists of clinical procedures (such as consultations, physiotherapy and treatments) and surgical procedures, while 91% of outpatient output consists of diagnostic, clinical medication-related procedures.
Unlike the other activities that make up public administration services, collective public administration services grew 0.9% in 2020, due to net hiring in this area. With the opening of field hospitals to treat COVID-19,
there was an increase in demand for specialized public professionals to serve the population. This explains the
growth in this segment in 2020. Graph 20 shows that this segment shrank in the first two months of 2020, but
following the pandemic’s arrival, there was annualized growth of 1.2% from March to December.

Graph 20: Annualized Real Change in Value Added in Public Administration Activities in 2020, by Period (%)
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Graph 20 also shows that the pandemic was decisive in terms of the significant declines in public education
and health, in view of the strong annualized reductions from March to December of last year. At any rate, we can
once again observe that the annualized performance in the two-month period from January to February was also
not good for public administration activity.

Conclusion
This article sought to explain the reasons that led the service sector to experience its biggest slump
since records began in 1948, in order to investigate which segments, impacted by the pandemic, led to this
decline. It is clear that the pandemic and the need for social distancing were decisive for the disastrous performance of the economy in 2020. However, it is also evident that the first two months of the year, which had
not yet been impacted by the pandemic, were already showing signs of slow growth in 2020. This suggests
that, most likely, if nothing had happened to accelerate economic growth, we would have ended 2020 with
mediocre performance, as occurred in the previous three years.
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