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The world accelerates
but Brazil decelerates
Armando Castelar Pinheiro and Silvia Matos
According to Worldometer data, more than 140 million COVID-19 cases and over 3 million deaths have now
been recorded across the world. However, the most notable thing is that these numbers are continuing to accelerate: the seven-day moving averages of deaths and new infections have reached 11,000 and 750,000 per day,
respectively. With regard to new cases, the highlights are India, Brazil, the United States and Turkey. As for the
number of new deaths, Brazil accounts for around 25% of the global total, while India accounts for nearly 15%.1
The numbers have recently stabilized in Brazil, but in India, they are unfortunately growing at a dizzying rate.
Another point of concern is that the emergence of new strains of the virus may require the application of vaccine
booster doses. In other words, there are still many obstacles to overcoming the pandemic on a global level.
Despite a situation that is still very challenging in relation to controlling the pandemic, strong indications of
global growth were confirmed in recent weeks, especially in developed countries and China. This good performance of global economic activity stems from a combination of advancing vaccination and the maintenance of
fiscal and monetary stimulus in these countries. Thus, despite the challenges of getting the pandemic completely
under control in many developed countries, companies have managed to adapt to the restrictions imposed by
COVID-19, thereby reducing the economic impact.
In April, the Global Economic Barometers, published jointly by FGV IBRE and the Swiss Economic Institute
(KOF), rose significantly for the second month in a row. All regions performed well in the month, in terms of both
present and future prospects.2 According to the indicator’s sector data, all five surveyed sectors contributed
positively to the aggregate result, confirming a more widespread recovery, even for services, the sector hardest
hit by the pandemic.
One major highlight is the American economy, for which the Institute of Supply Management’s service indicator reached an all-time high of 63.7 in March. The survey’s respondents revealed greater optimism in the sector
given the fiscal stimulus package approved in the country, which will tend to boost demand, as well as the possibility of the normalization of activities, as vaccination progresses and the pandemic is brought under control.
Recent job creation data also indicates strong performance in the American service sector.
In turn, China confirmed its strong recovery expectations, with 18.3% GDP growth in the first quarter of 2021,
year-over-year. At the margin, growth was more modest, 0.6%, down from 3.2% in the last quarter of 2020. Growth is expected to remain positive this year, but with weaker results in relation to those observed last year, given
the less favorable base of comparison. Annual growth of 9% is forecast, according to FGV IBRE researcher Lívio
Ribeiro, noting that the carry-over effect for this year is 6.3%.
Even in the euro zone, where the vaccination process has been relatively slower, the results have been positive. The region’s composite PMI figures released by Markit suggest an acceleration in economic activity at the
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end of the first quarter. The service component continued to rise, from 45.7 to 49.6 points, while the industrial
component was already at an all-time high. It is important to note that the increase in the aggregate indicator happened in all countries, particularly Germany, whose level is the highest in the last three years. Without a doubt,
expectations are favorable, as there has recently been an acceleration in the rate of vaccination in the region, and
there will be a considerable increase in the supply of vaccines in the second quarter.
Of course, this is good news, and this perception is somewhat confirmed by the redirection of concerns
to the risk of inflation in developed countries, partly due to the sharp rise in commodity prices, and what this
may mean in terms of monetary policy and financial asset prices. In the United States and Europe, the trend of
greater inflationary pressure is expected to continue in the coming months, reflecting not only the improvement
in economic activity, but also an unfavorable base effect, with low or even negative inflation figures in the past,
due to the pandemic. At least for now, price indexes are rising in line with central bank targets. It remains to be
seen whether this pattern will continue in the coming months and, in the event of unfavorable surprises, how the
markets will react.
Despite this more favorable international context, the economic situation continues to worsen in Brazil, unlike
what is being seen in the advanced economies. Thus, despite the positive surprises in February, with retail and
service indicators above expectations, the March data already shows strong declines in these two sectors.
This helps to explain why, according to a report by the Organization for Economic Cooperation and Development (OECD), Brazil is the only major economy with slowing growth at the beginning of the year. The Composite Leading Indicators (CLIs) index fell 0.32% in Brazil in March, compared to February. In line with the OECD’s
result, FGV IBRE’s Composite Leading Brazilian Economic Indicator, calculated in partnership with The Conference Board, also showed a decrease last month. In addition, the Composite Coincident Brazilian Economic
Indicator, which measures current economic conditions, fell 0.1%, to 96.7 points, in the same period. It is now
down 2.2% in the last six months.
Brazil’s situation is therefore very challenging. In the short term, we face the prospect of stagflation, involving
a deterioration in economic activity and in the labor market, combined with high inflation, well above the Central
Bank’s target. On top of this, there are concerns about the fiscal situation and COVID-19 in Brazil. Despite the
recent acceleration in the pace of vaccination, uncertainty about the availability of vaccines in the second quarter
of the year remains. It is not surprising, therefore, that Brazilian assets remain so devalued. They have not accompanied the recovery that has been seen in international markets for some time.
Regarding the fiscal situation, there are many reasons for concern: the budget deadlock, the government’s
weak efforts to present reforms to help control mandatory expenditure, a very troubled political environment and
the pandemic’s harmful effect on fiscal fundamentals. There is a risk that public spending will overshoot the ceiling, which has been a pillar of sustainability for our public finances. Weaker fiscal indicators in a context of rising
interest rates in the United States will continue to deter capital inflows and help keep the Brazilian real devaluated
and market interest rates high.
In turn, the deterioration in financial conditions resulting from this high fiscal risk is affecting growth prospects
for the coming quarters. For now, we maintain our projection of 3.2% growth this year and 2.4% growth in 2022. We
expect the Brazilian economy to grow less in 2021 than the carry-over effect of 3.6%. Next year, expected growth is
in line with carry over. In other words, Brazil’s recovery falls far short of what is possible and necessary.
With these multiple and non-trivial concerns in mind, this edition of Macro IBRE’s Macro Bulletin contains
the following highlights:
 Economic activity – page 7: The economic activity indicators for February showed a stronger than expected
recovery in retailing and services. However, given the worsening of the COVID-19 indicators, the slow pace of
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vaccination and the loss of families’ purchasing power caused by the job market’s slow recovery and inflationary shock, we expect things to worsen in March and April in all sectors. We have revised our GDP projection
for the first quarter of 2021 upward. Our new base scenario is for a decline of 0.2% quarter-over-quarter (minus
1.9% year-over-year) in the first quarter of 2021, down from a decrease of 0.5%. We continue to project that
the economy will grow 3.2% in 2021.
 Business people’s and consumers’ expectations – page 8: Corporate and consumer confidence indexes
recorded strong falls in March – the most intense since April 2020. The worsening of the pandemic data and
consequently the increase in restrictive measures impacted perceptions of the current moment and influenced
expectations for the coming months. The result may be attenuated in April, as preliminary figures obtained up to
April 14 suggest a small improvement, but that should still be viewed with caution, since it mitigates only part of
what was lost in March. The outlook for the coming months is not favorable: business people still do not see any
improvement at the present time and consumers are still in a poor financial situation. The progress of vaccination
and improvement in the pandemic numbers are the factors that can most reverse this trend at the moment.
 Labor market – page 11: In January, according to the Continuous National Household Sampling Survey
(PNADC), the seasonally adjusted unemployment rate remained at 14.7% (14.2% in unadjusted terms), just
0.1 percentage points below the result projected by FGV IBRE. For February, we expect the indicator to be
14.7%, which in seasonally adjusted terms would be equivalent to a rise of almost 0.1 percentage points.
Following recent declines and only a partial recovery, overall employment income is at a similar level to 2017,
which in turn is close to the 2014 result. Recent dynamics were mainly driven by the number of jobs, but income has also had a negative effect, as it grew less than inflation in the second and fourth quarters of 2020.
Finally, the General Employment Registry (CAGED) presented an increase of around 400,000 jobs in February
2021, exceeding expectations and reversing the recent slowdown. Nevertheless, given the worsening of the
pandemic, we forecast a net loss of 188,000 jobs in March.
 Inflation – page 14: The next Extended Consumer Price Index (IPCA) results are expected to show a slowdown in inflation. In March, inflation would have been low had it not been for the 11.26% increase in gasoline
prices. In the next few months, the figures are expected to fall, suggesting a decline in inflationary tensions.
However, looking at the Broad Producer Price Index (IPA) numbers, especially the high 12-month increase in
raw material prices (66.22%), it can be seen that at the slightest sign of an increase in activity, industry, which
suffered a severe reduction in its margins, will try to recover them, challenging inflation and monetary policy.
 Monetary policy – page 15: Growing international commodity prices, logistical bottlenecks affecting manufacturing production chains and diversion of household demand from services to physical goods have contributed to the maintenance of severe inflationary pressures at producer level. Higher prices are being passed
on to consumers, but to a modest extent, due to the weakness of economic activity. Our monetary policy
analyst sees two major risks for the inflation process. The first has to do with the acceleration of transfers to
consumers in the event of a strong economic recovery. The second is the risk that inflation expectations will
get out of control. Concerns about these risks caused the Central Bank to act firmly at the start of the upward
interest rate cycle and to signal more action going forward. Uncertainties about inflation and the Central
Bank’s willingness to fulfill its role to the letter also lead to uncertainties regarding the trajectory of the benchmark Selic interest rate.
 Fiscal policy – page 17: The fiscal section discusses the 2021 budget impasse, shortly before presidential approval. The expectation that the final text would bring a greater degree of realism in relation to the pandemic’s
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context was frustrated by dangerous maneuvers from the point of view of fiscal responsibility. In order to increase spending on parliamentary amendments, the approved budget is undersized in relation to the budget
review and it features cuts and postponement of mandatory expenses. To honor such amendments and not
break through the ceiling, the necessary cut is estimated at R$36 billion by the National Treasury, posing a
high risk of a public sector shutdown. The difficulty involved in dealing with these items increases the probability that accounting and legal standards will be violated, or that parallel mechanisms to circumvent these
impasses in the short term will be created. The 2021 budget soap opera thus promises to have decisive future
chapters, and not only during its execution. This process, which has been going on for more than a year, and
whose purpose is to make the state’s spending transparent, leaves the economic team’s next steps in the
legal shadows, risking fundamental macroeconomic conditions for the recovery of any country.
 External sector – page 19: The external sector section highlights the new methodology disclosed by the
Foreign Trade Secretariat for compiling trade balance statistics. This change will affect the calculation of price
indexes, as well as export and import volumes. At first sight, the effects are larger for volumes and this will
have an impact on estimates of imported capital goods, which make up gross fixed capital formation in the
economy and therefore the investment rate.
 International panorama – page 23: The international economy section looks at whether Biden will test the
limits of the American economy. The US$1.9 trillion fiscal package that Biden recently approved in Congress
will put the American economy into a strong recovery in the second half of the year. However, it remains to be
seen how the labor market will respond to such strong growth. We know that in the fourth quarter of 2019, the
unemployment rate was 3.6%, the lowest since 1969. Thus, if the labor market had some spare capacity in
the fourth quarter of 2019, it is a sign of strong discouragement. Discouragement occurs when people want
to work but they give up looking. They stop participating in the economically active population. The question
is whether the drop in the participation rate was due to demographic changes or discouragement. According
to our analyst, Treasury Secretary Janet Yellen seems to think it is worth testing the limits of the labor market.
Instead of a strong acceleration in inflation, we will reap some inflation and a strong reduction in discouragement. In a year we will know.
 Political outlook – page 25: The subject of the Political Outlook section is “Bolsonaro, the Armed Forces and
Democracy.” On March 29, General Fernando Azevedo e Silva, then the defense minister, was fired by President Bolsonaro. The following day, the heads of the Navy, Army and Air Force resigned in protest, making it
clear that the military did not want anything to do with a possible coup. The reorganization of the Defense Ministry came amid an extensive ministerial reshuffle. Bolsonaro is experiencing the worst moment of his term in
office. The pandemic is out of control in Brazil. The economy is anemic and inflation is rising. The president’s
popularity is slipping. However, the recent crises, despite the unease they created, revealed very valuable
information for our future. The heads of the Armed Forces reiterated their commitment to democracy.
 IBRE in focus – page 27: Finally, the IBRE In Focus section, written by researchers Paulo Peruchetti, Tiago
Martins and Daniel Duque, is titled “Brazil’s labor market remains very weak: an analysis based on PNADC
monthly data.”
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Economic activity
February surprises, but good news is reversed in March and April
Silvia Matos, Marina Garrido and Mayara Santiago
Economic activity indicators for February showed a better-than-forecast recovery for retail and services.
After two months of declines, amounting to a 6.3% drop, retail trade grew 0.6% between January and February,
confounding our expectations for a weak month, in line with the sector’s leading indicators.
The service sector also surprised. Despite the worsening of the pandemic, it surpassed the pre-pandemic
level, accumulating growth of 21.7% between June 2020 and February 2021, after registering an accumulated
19.6% loss between March and May of last year. The sector grew 3.7% in February, compared to month before.
After nine positive increases, manufacturing production fell 0.2%. The trend had already been slowing down
in recent months. Currently, the sector is 4.8% above the level observed before the pandemic. However, with
the resurgence of COVID-19, the slow pace of vaccination and the loss of household purchasing power due to
the slow recovery of the labor market and the inflationary shock, we expect things to get worse in all sectors
in March and April.
The Brazilian Central Bank’s activity indicator, IBC-Br rose 1.7% in February, at the margin, and it expanded 0.98% compared to February 2020. This performance was much better than expected by the markets
and FGV IBRE. In line with IBC-Br, the GDP
Monitor also showed 1.4% growth in February

Table 1: GDP Projections

in relation to January.
In view of the indicators for the first two
months and our expectations for March, we
revised our GDP projection for the first quarter
of 2021 upward. Our new base scenario is a
decrease of 0.2% quarter-over-quarter (-1.9%

Activities
Household
Consumption
Government
Consumption

2021.I
(quarterly)

2021.I
(annual)

2021

-5,9%

-7,0%

2,6%

0,2%

-3,5%

2,4%

year-over-year) in the first quarter of 2021,

Investment

-7,0%

1,3%

6,7%

compared to our previous forecast of a 0.5%

Exports

-

-

-

decline. We continue to project 3.2% growth

Imports

-

-

-

GDP

-0,2%

-1,9%

3,2%

side, only the agricultural sector is expected

Agriculture

4,8%

3,9%

2,8%

to grow significantly (4.8%) compared to the

Industry

-0,2%

0,9%

3,4%

services are expected to shrink at the margin,

Extractive

0,8%

-3,7%

1,4%

by 0.2% and 1.3%, respectively, reflecting the

Manufacturing

-1,9%

3,6%

4,6%

intense effects of the crisis in the last month

Electricity and Other

0,8%

2,0%

1,8%

represent more than 70% of GDP, the effects

Construction

-0,8%

-5,0%

2,6%

are likely to be felt more intensely in transport

Services

-1,3%

-3,7%

2,9%

this year.
In relation to the first quarter, on the supply

fourth quarter of last year. Both industry and

of the quarter. With regard to services, which

and other services.

Source: IBGE. Produced by: FGV IBRE.
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On the demand side, household consumption is expected to drop 5.9% quarter-over-quarter (and to fall 7.0%
year-over-year) in the first quarter, while investment1 is projected to shrink 7.0% quarter-over-quarter (but to grow
1.3% year-over-year).
At the moment, we do not have up-to-date projections for exports and imports in GDP, due to the recent
methodological revision made by the Foreign Trade Secretariat. It was not possible to adjust all the figures in the
series for exports and imports, as required for GDP projections for the first quarter and for the year as a whole.
A complete revision of the historic series will be provided in FGV IBRE’s next monthly foreign trade bulletin, ICOMEX, next month.2
For the whole year, we expect 2.8% growth in agricultural production, 3.4% growth in industry (mainly influenced by expansion in the production of manufacturing goods and construction) and 2.9% growth in services.
Thus, we had a relatively good first two months for the economy, but the good news came to a halt in the last
month of the quarter. With the intensification of the pandemic, together with the vaccination process’ slowness
and uncertainties this year, there are still many obstacles to a more permanent economic recovery.

Business people’s and consumers’ expectations
Confidence remains low at end of quarter
Rodolpho Tobler and Viviane Seda Bittencourt
The worsening of the pandemic figures and measures to restriction movements in many states and municipalities contributed to a sharp decline in business’ and consumers’ confidence in March. The Business
Confidence Index fell 5.6 points, to 85.5 points, while the Consumer Confidence Index dropped 9.8 points, to
68.2 points.
Preliminary survey information in April, based on data collected up to April 14, signals a recovery of some
of March’s losses. The preliminary Business Confidence Index rose 2.5 points, to 88.0 points, while the Consumer Confidence Index rose 1.9 points, to 70.1 points.
The results seem to indicate an end to the decline recorded in previous months, motivated by a calibration of expectations, which had become very pessimistic in March. In the case of business expectations, the
recovery in April was restricted to the Expectations Index, while for consumers, the improvement was in both
time horizons.

Including revisions to ICOMEX, but only for the reviewed period, since January 2020.

1

For more details, see External Sector section.
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Graph 1: Consumers’ and business people’s confidence
(seasonally adjusted, in points)
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What can we expect in the next few months?
The outlook for the coming months does not yet look very bright. A one-off question asked in our March
survey showed that about a quarter of consumers residing in large Brazilian state capitals have overdue debts. In
the lower income classes, this applies to 44.4% of families. A significant proportion of these consumers said that
the pandemic caused their situation to worsen in the last six months, as shown in the table below.

Has anyone in your household defaulted or gone deeper into debt in
the last six months because of the pandemic?
Yes

no

Overall

53,6

46,4

Income 1

79,0

21,0

Income 2

61,0

39,0

Income 3

42,5

57,5

Income 4

33,4

66,6

Source: FGV IBRE.

The recent increase in the indebtedness of low-income families suggests that the new round of government
emergency aid may help people cope with the worst months of the crisis in 2021, but it will not be enough to
reduce the accumulated indebtedness of these families. As occurred last year, increases in default rates may be
observed in the coming months, as many people who are unemployed or on reduced incomes have not yet been
able to return to the labor market.
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Our Consumer Survey’s Financial Stress Indicator also rose in March, reaching its highest value since May
2020. This indicator, which corresponds to the sum of the portion of consumers who are in debt and those who
are using savings to pay current expenses, surpassed 30% in the lowest income groups, suggesting that despite
emergency aid, the situation is still critical.

Graph 2: Financial Stress Indicator
(seasonally adjusted, in points)
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On the business side, despite the positive preliminary data, perceptions of the present moment remain heavily impacted by COVID-19 restrictions. Manufacturing is still at its highest ever confidence level, but there are
signs it is losing steam, while the services and commerce sectors remain at very low confidence levels and they
are finding it hard to regain the path of recovery seen in 2020.
The negative effects of the pandemic’s deterioration and are still outweighing the positive effects of the vaccination program. In order for confidence to recover, the vaccination program needs to continue and accelerate,
and measures are required to help companies and consumers survive until it is possible to ease the restrictions
and restart economic activity.
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Labor market
Seasonally adjusted unemployment rises again, as hours worked
recover more strongly due to longer working hours, while still
limited by low average workforce participation. CAGED provides
positive surprise
Daniel Duque
The seasonally adjusted unemployment rate remained stable in January, according to the Continuous National Household Sampling Survey (PNADC). The headline number rose from 13.9% to 14.2%, but in seasonally
adjusted terms, it remained the same in the last two three-month periods, at 14.7%.
The unemployment rate was close to FGV IBRE’s prediction of 14.3%. This level of unemployment continues
to be an all-time high, as expected. For February, we expect the unemployment rate to be 14.7%, which is equivalent to an increase of nearly 0.1 percentage points in seasonally adjusted terms.
Graph 3: Unemployment Rate, 2019-21
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Source: PNADC (IBGE). Produced by: FGV IBRE.

Beyond unemployment, which continues to hit record highs, even in longer backdated series, effective
employment income has remained much lower than it was before the pandemic. As the graph on the next page
shows, after a sharp drop in the second quarter of 2020 and only a partial recovery since then, labor earnings
remain at a similar level to the start of 2017, which in turn is close to the early 2014 result. Thus, Brazil’s real wage
bill is close to that recorded seven years ago.
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Graph 4: Employment Income Received
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When the components of the real variation in employment income are analyzed separately, it can be seen
that the drop and partial recovery were practically completely driven by employed population. However, effective
employment income also increased less than inflation in four of the quarters of 2020: the second, with a small
nominal annual variation; and the fourth, as the consequence of high inflation in that period.
Graph 5: Components of Real Variation in Effective Employment Income
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IPCA

In April 2021, the government resumed its emergency aid payments, which will partly offset the probable drop
in employment income caused by the deepening of the pandemic’s second wave. However, the amount transferred
will be significantly smaller (R$44 billion, compared to almost R$300 billion in 2020), and it will be paid for less time
(four months, compared to nine months last year), so it will be just one third as relevant to employment income in
2021 as it was in 2020. Even so, employment income will increase 5% in nominal terms in the second quarter because of the program, as shown in the table below.

Table 2: Characteristics of emergency aid in 2020 and 2021
Period

Total
spending
(R$ bn)

Monthly
average
(R$ bn)

Percentage of effective
average monthly income
in first quarter

Percentage of effective
average income in 2019

2020

April to December

292

32.4

14.3%

13.9%

2021

April to July

44

11.0

5.1%

4.7%

Source: Citizenship Ministry. PNADC (IBGE). Produced by: FGV IBRE.

On the other hand, according to the General Employment Registry (CAGED), around 400,000 jobs were
gained in February 2021, or 335,000 in seasonally adjusted terms. This result put an end to a slowdown seen in
recent months and once again it was higher than expected.

Graph 6: Net Change in Employment According to CAGED, 2019-21
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However, as can be seen in the graph above, a net loss of 188,000 formal jobs is forecast in March, which in seasonally adjusted terms would mean a loss of almost 200,000 jobs. This projected decline is due to
the worsening of the pandemic as of March, when new restrictions were deemed necessary in various cities
across Brazil.
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Inflation
Is the slowdown in inflation sustainable?
André Braz
In March, the Extended Consumer Price Index (IPCA) rose 0.93% and the 12-month rate was 6.1%, the highest level since December 2016, when it was 6.29%.
Despite this rise, March’s inflation did not increase because of widespread effects, but because of the influence of fuel prices. In particular, gasoline was one of the biggest drivers of IPCA, going up 11.26% on average.
Stripping out this item, IPCA would have risen 0.35% rather than 0.93%.
Gasoline’s influence on March’s inflation may lead us to believe that inflationary tensions are not so spread
out among different segments. However, observing the evolution of 12-month inflation in IPCA’s special groups,
we can see that it has continued to accelerate. Between February and March, durable goods (5.78% to 6.69%),
semi-durable goods (1.32% to 1.58%) and utility services (3.80% to 6.95%) recorded increases. This process has
been happening for many months.
IPCA’s monthly rates tended to decrease in the second quarter, supported by the decline in inflationary pressures in food products. For April, the Inflation Monitor anticipates an increase of around 0.5% for IPCA, below
March’s inflation rate but well above the figure calculated in April 2020, which was minus 0.31%. For this reason,
even if inflation falls in the coming months, the 12-month rate is expected to continue to accelerate and reach its
peak in June 2021, when it will rise a projected 7.5%.
As of July, entering the second half of the year, there is scope for inflation to slow, but at the end of 2021,
IPCA is expected to be 5.6%, above the current forecast in the Central Bank’s Focus Bulletin (4.85%), above this
year’s 3.75% inflation target and above the top of the margin of tolerance of 2021’s system of targets, which is
5.25%.
Forecast IPCA may rise further, sustained by increases in IPA in the prices of materials for manufacturing
used in various industrial segments. Electronic components (31.63%), packaging (34.30%), agricultural supplies
(36.25%) and construction materials (36.08%) are some examples. The growth in the prices of these materials
has squeezed margins in many industrial segments.
Given these increases, if there is any recovery in activity, the risk of transfers to consumer prices may be
intensified, causing new inflationary pressure.
For this reason, if movements in raw material prices, even if more discreet, favor the maintenance of high
12-month materials inflation, in a context of economic recovery, new inflationary pressures may reach the retail
segment, raising inflation expectations to a level higher than one predicted so far.
On top of this effect, there have been rising oil prices, which will tend to affect much of the production chain.
The petrochemical industry is passing on these increases to plastics, resins and fertilizers – products with the
potential to make many items many expensive for consumers.
Inflationary pressures experienced in industry have not yet been fully incorporated by IPCA. Transfers may
be postponed, but they are unlikely to stop happening, especially when raw material prices in IPA are up 66.22%,
compared to 22.26% for finished goods. This difference shows the space that may sustain transfers that may
defy inflation and demand a stronger reaction from monetary policy, just at the moment when the ideal thing
would be to loosen it to allow a faster recovery of the economy.
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Monetary policy
The Central Bank and inflation uncertainties
José Júlio Senna
In last month’s monetary policy section of the Macro Bulletin, we stressed the firmness with which the Central
Bank responded to the rapid worsening of the inflation situation in Brazil. In this edition, we aim to continue the
previous discussion, highlighting the complexity of the inflationary process that we are currently experiencing – a
characteristic that makes the degree of uncertainty around the price growth trajectory especially significant in
the coming months. Inevitably, such uncertainty ends up contaminating expectations about the trajectory of the
base interest rate.
Before we examine some numbers, we will make some brief comments on the nature of the problem. Undoubtedly, the issue today does not have to do with price growth driven by expansion of aggregate demand. In fact,
in today’s world, perhaps only the United States is currently facing the prospect of robust demand expansion.
What we face, in fact, is a huge supply shock, especially felt in the commodities markets. And that is not all. The
production and sale of manufactured goods have also been affected.
The arrival of the pandemic started everything. The paralysis (or interruption) of production, in a large number of economic segments, caused severe logistics bottlenecks. It became more difficult to make raw materials,
intermediate goods and finished goods reach their regular destinations, at the desired intensity and speed. The
fact that many families have diverted part of their demand from certain services to physical goods has worsened
the problem of scarcity. Expressive inflationary pressures have become inevitable.
The table shows the different angles from which such pressures need to be examined in order to have a
minimum sense of the future price trajectory and, consequently, of the Selic interest rate benchmark. The recent
evolution of price growth is presented in the following metrics: last 12 months, accumulated since August 2020,
and in the first three months of this year. The 12-month figures somewhat exaggerate the scale of the problem,
as they start from a depressed base, that is, the second quarter of 2020. The data accumulated since last August
begins at the point where consumer inflation started to surprise market analysts. As of that month, the median
monthly expectation for the Extended Consumer Price Index (IPCA), with a lag of one month, systematically underestimated inflation, except for January. The third metric illustrates the inflationary pressures that have already
accumulated this year.
Analysis by processing stages, at producer level, shows that shocks in raw materials have been transmitted
to intermediate and finished goods in an intensity far from negligible. An examination of the Broad Producer Price
Index (IPA) according to another classification reveals that, according to the first two metrics, shocks to agricultural
products started off more severe than shocks to industrial products, but that has changed at the beginning of the
year. Pressures on agricultural goods have cooled but they have remained firm in the case of industrial goods.
Regarding consumer prices, it may be enough to draw attention to two points. First, there has been a sharp
change in relative prices, involving a much bigger increase in prices of goods (especially durable) than in prices
of services, certainly reflecting the deviation in demand referred to above. Second, this year alone, the increase
in wholesale prices is more than 11%, while market prices have risen slightly more than 1%. If we restrict the
comparison to industrial products, the increase in wholesale prices is over 14%, but little more than 2% in the
industrial component of unregulated prices.
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Accumulated, 12
months

Accumulated, since
Aug 20

Accumulated in
2021

42,57

28,31

10,57

Finished Goods

21,17

16,30

4,91

Intermediate Goods

37,37

30,58

14,13

Gross Raw Materials

70,13

36,75

12,12

42,98

31,44

11,42

Agricultural

49,89

37,78

3,87

Industrial

40,40

29,08

14,74

Commodities (IC-Br)

66,00

30,59

24,62

IPCA – Food at Home

17,59

12,66

1,17

IPCA – Services

1,65

2,71

0,74

IPCA – Unregulated

5,80

5,49

1,31

IPCA – Industrial

5,53

5,43

2,26

IPCA – Non-Durable Goods

14,00

10,82

1,92

IPCA – Semi-Durable Goods

1,58

3,47

1,09

IPCA – Durable Goods

6,69

5,44

2,04

IPA – Processing Stages

IPA

As for the future, what can we expect? Some cooling of the aforementioned deviation in demand may happen,
as the possible acceleration of the vaccination process materializes, contributing to some reversal in the change in
the profile of household purchases. In addition, it seems unlikely that demand for physical goods will advance at
the same pace as in recent months. All of this will help stem price hikes in general.
However, two risks seem significant. First, the figures discussed above suggest a significant dampening of
price hikes. Pass-through of cost increases to consumers seems to be contained by the generalized weakness of
the economy, but it may happen at a fast pace as soon as economic activity improves.
Second, the country’s political and fiscal environment does nothing to control inflation expectations. The Central Bank’s work to keep such expectations under control may or may not work, depending on the evolution of that
environment. The signals given by the monetary authority are very good and firm. Apparently, the Central Bank will
not stop fulfilling its role. How much this will mean raising interest rates remains a major unknown.
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Fiscal policy
2021 budget impasse: political and fiscal obstacles
threaten fiscal responsibility3
Juliana Damasceno and Matheus Rosa Ribeiro
After months of delay and countless questions, the approval of the 2021 Budget in Congress ignited a red
alert in the countdown to its approval. The expectation that the final text would at last bring a greater degree of
realism in relation to the pandemic’s context was frustrated by dangerous maneuvers from the point of view of
fiscal responsibility, with effects already observed on exchange and interest expectations. While urgent need
for health, social and economic aid reaches its peak in the crisis that has now lasted over a year, the budget
– dubbed a “work of fiction” – poses uncertainties and extra risks in contradicting the pillars of the Fiscal Responsibility Law: planning, control and transparency. The political obstacle, coupled with the impracticality of
the main current fiscal anchor, the Spending Ceiling, instigated a budgetary impasse and led to friction, which
seems far from over.
Described as “undoable” even by government technicians, the approved budget underestimated, cut
and postponed mandatory expenses, reallocating these resources to pay for parliamentary amendments. To
accommodate such amendments and not break through the ceiling, the necessary cut is estimated at R$36
billion by the National Treasury – almost 40% of the volume originally foreseen for discretionary expenses –
posing a high risk of a public sector shutdown. Spending cuts did not spare any strategic areas and made it
impossible, for example, to carry out the national census, after the 90% cut in IBGE’s budget. In addition, PIX
may stop operating, due to cuts to the Central Bank’s technology area.4
Where it was possible to make cuts, the legislature inflated the values. Because of the increase in predicted
spending due to amendments, for the first time, the bulk of federal public investment will be controlled by lawmakers. On the other hand, where there was no legal scope for cuts, the legislature nevertheless did so. The
Annual Budget Law’s mandatory expenditure forecast differs from the figures presented by the government on
March 22 – three days before the budget vote in Congress – in the last Bimonthly Report on the Assessment of
Primary Income and Expenses, in which the values executed in the first two months of 2021, showing signs of
underestimating expenses in the Annual Budget Law. The text also includes the postponement of the payment
schedule for allowances to 2022, which had already been approved, but not incorporated in the estimates, in
addition to cancellations of mandatory expenditure on agricultural subsidies. Part of the difference in relation to
the revaluation of social security expenses in the Reassessment is due to the fact that the budget item reduces
the estimated expenses with measures that have not even been approved yet. This is the case with changes in
sickness benefits, which, instead of being an expense, would now be deducted from taxes paid by companies,
artificially reducing social security expenses by R$4 billion and helping to comply with the ceiling. The divergences in the estimates and the other factors mentioned (cancellation, postponement and reclassification of
mandatory expenses) explain the differences between the Annual Budget Law and the Revaluation in the “Social

This text was written before the Annual Budget Law was approved.

3

See: https://glo.bo/2QwIXK4

4
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Security Benefits,” “Allowance and Unemployment Insurance” and “Subsidies and Proagro” items, as reported
in Table 3. On the other hand, the increase in expenses with amendments is behind the increase in expenditure
forecasts for the “Discretionary” item.
The foreseen difficulty in sewing together such items increases, in practice, the likelihood of violation of
accounting and legal standards or, even more complex, of creating parallel devices that allow to overcome the
impasses in the short term. Along this line, a loophole via the new PEC to accommodate expenses with the pandemic outside the spending ceiling is already beginning to gain strength. Deviating from the most reasonable
way out of resorting to the existing constitutional provision – extraordinary credits – to make spending on an
urgent basis feasible, exactly as those of the current pandemic, this “pierced ceiling” PEC has only a palliative
effect and still sets a precedent for more creativity.
The 2021 budget soap opera thus promises to have decisive future chapters, and not only during its execution. This process, which has been going on for more than a year, and whose purpose is to make the state’s
spending transparent, leaves the economic team’s next steps in the legal shadows, risking fundamental macroeconomic conditions for the recovery of any country. The systemic planning inability that has plagued the Brazilian economy for some time seems even clearer when Congress’ commitment to the government’s own fiscal
framework is clearly compromised.

Table 3: Primary Spending of 2021 Annual Budget Law and Primary Revenue and Expenditure Evaluation
Report
Reassessment in
first two months (a)

2021 Annual
Budget Law (b)

Difference (b-a)

Total Expenditure (I = II + III)

1.571.283

1.516.800

-54.484

Mandatory (II)

1.475.230

1.377.658

-97.572

Pensions

712.915

690.908

-22.007

Staff and Social Charges

335.350

337.345

1.996

Unemployment Pay and Insurance

61.048

48.931

-12.117

BPC/LOAS

67.098

66.123

-976

Extraordinary Credits

39.462

-

-39.462

Subsidies and PROAGRO

13.638

10.783

-2.856

Mandatory Flow Control Payments

154.839

154.839

0

Other Expenditure

90.880

68.730

-22.151

96.053

139.142

43.089

Primary Expenditure in 2021 (R$ bn)

Discretionary (III)

Source: 2021 Annual Budget Law and Primary Revenue and Expenditure Evaluation Report for First Two Months of 2021.
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External sector
Methodological revision of balance of trade statements
Lia Baker Valls Pereira
The Foreign Trade Secretariat published a Technical Statement on April 7, 2021, detailing all points that
comprise its methodological review of trade balance statistics (see Technical Statement SITEC 01/2021 / ME:
Methodological Review of Accounting of Brazilian Export and Import Flows of Goods). Here we highlight only the
main points of this revision.
The first refers to REPETRO (Special Customs Regime for the Export and Import of Goods for Research and
Mining Activities in Oil and Natural Gas Deposits), which was changed in 2017 and is now called REPETROSped. Under the new regime, it was established that all operations registered as exports for accounting purposes
under the REPETRO regime should be internalized by December 31, 2020 and, soon, they will be part of import
flows. It is observed that the previous operations did not constitute “de facto exports,” as they did not leave Brazilian territory, but were thus accounted for purposes of the tax benefit.
According to SITEC Technical Statement 1, due to these changes, “in the period from 2018 to 2020, there
was a disproportionate accumulation of imported volumes related to goods destined to the exploration, development and production of oil and natural gas” and most were national goods.
The second point refers to RECOF (Special Customs Regime for Industrial Warehouses under Computerized
Customs Control). “This is a regime that allows the beneficiary company to import, with suspension of the payment of taxes, goods to be submitted to operations for the industrialization of products, parts or pieces destined
for export or for the domestic market.” For statistical purposes, there were distinctions between administrative
and accounting records of foreign trade. This discrepancy was corrected and all administrative operations are
now recorded as imports.
The third point is the inclusion of electricity imports from Itaipu in the trade balance, which was already a
standard adopted by IBGE and the Central Bank. In addition, statistical corrections and calculations related to
freight and insurance were revised.
Because of these changes, the values in the exports series decreased, those of imports increased and the
trade balance underwent changes. In the balance accumulated between 1997 and 2020, a reduction of 16.5%
was recorded. It is worth highlighting the year 2013, which went from a surplus of US$2.3 billion to a deficit of
US$9.0 billion (see Graph 7).
It is observed that, until February, the accumulated balance of the trade balance was US$166 million according to the old methodology. Due to the new methodology and with the end of internalization via REPETRO
regime imports, the balance was US$1.4 billion. In March, the balance was US$6.5 billion and the accumulated
result in the first quarter of 2021 was US$7.9 billion.
Under the new methodology, the price and volume indices calculated by FGV IBRE (ICOMEX database)
had to be revised. Initially, the monthly indexes for 2020 and 2021 were revised and the full revision of the
series will be available starting next month. Graph 8 shows the variation in volume according to the new and
the old methodology. In the case of exports, the decrease was 3.5% for the old, which becomes an increase of
2.3% for the new, comparing the first quarters of 2020 and 2021. In imports, the increase in volume was 8.5%
for the new methodology.
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Price indexes show similar results for the new and old methodology. In the annualized comparison of the first
quarters of 2020 and 2021, the variation in the export price indices was 12.7% (new) and 11.5% (old) and there
was a 3.1% decrease in the import price indexes.
Graph 7: Balance of trade in US $ billion: comparison between new and old methodology
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Source: https://balanca.economia.gov.br/balanca/metodologia/NotaTecnicaRevisaoMetodologia.pdf.

Graph 8: Change (%) in volume indexes according to new and old methodology
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Graphs 9 and 10 below consider the new methodology. Commodity export volumes increased in March
compared to the same month of the previous year, after having decreased in the annualized comparisons of
January and February 2020 and 2021 (Graph 9). Soy shipments started in March contributed to this result.
Non-commodities also performed well in terms of volume (10.2%). When comparing the quarters, however, the
highlight is the 18.8% increase in commodity prices.
In March, agricultural exports led the change in the monthly comparison (21.3%), followed by extractive
(16.1%) and transformation (5.9%). In the quarter, however, leadership is with the extractive industry (7.4%).
With the start of soy shipments, the agriculture volume is expected to grow in the coming months (Graph 10).
In imports, leadership was in the manufacturing industry (24.6%), in March. By category of use, purchases of
consumer durables were those that registered the greatest increase, 42%.
Graph 9: Change (%) in volume and price of commodity and non-commodity exports
28,3

18,8
11,4

10,2
4,9
0,4

Price

Commodities

Volume

4,9

3,2

Price
Volume
Non-commodities

mar/21-mar/20

(jan-mar/21)/(jan-mar/20)

Produced by: FGV IBRE -Base Icomex. Source:http://comexstat.mdic.gov.br/pt/home.

Graph 10: Monthly and accumulated change (%) in volume of exports and imports by type of industry
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It is worth noting the changes in the series of imports of Capital Goods that make up Gross Fixed Capital Formation. We can compare the variation of the first two months of 2020 with 2021 by the old and new methodology
(Table 4). According to the old methodology, the variation was positive to the tune of 12.3% and, according to
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the new one, there is a drop of 31.6%. In the year to March, due to the new methodology, there was a decrease
of 21.4% in relation to the same period in 2020.
Table 4: Change (%) in imports of capital goods in gross fixed capital formation
Old

New

Jan20/21

-2,2

-36,2

Feb 20/21

37,2

-23,9

Mar20/21

nd

9,5

jan-Feb 20/21

12,3

-31,6

Jan-Mar20/21

nd

-21,4

Source: comexstat.mdic.gov.br. Elaboração: Produced by.

These changes therefore impact the way the investment rate in the country is calculated. ICOMEX’s calculation excludes oil rigs, which led to a drop of 16.7% when comparing the first two months. However, due to the
new methodology, the drop is 31.6%, since in addition to the platforms, new corrections were made, as previously mentioned.
In terms of destination markets, China explained 35% of Brazilian exports and registered an increase of 55%,
in value, when comparing the months of March 2020/2021. In second place came the United States, with a 9.8%
share and an increase, on the same basis of comparison, of 24%. Third came Argentina, with a 4.5% share and
a 42% change. Graph 11 shows the variation in exported volumes, in which Argentina leads the value of the
variation in the month of March, an increase of 31.4%. Exports from the automotive sector, steel products and
soybeans are on the list of Brazilian exports to Argentina in March. The devaluation of the real influences this
result, as the Argentine economy still does not show favorable signs of a strong economic recovery.
Graph 11: Change (%) in export volume by destination market
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In short, foreign trade continues to have a positive outlook. The increase in commodity prices, the exchange
rate devaluation and the growth of China and the United States are favorable to Brazil.
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International panorama
Biden testará os limites da economia americana
Samuel Pessôa
The US$1.9 trillion fiscal package that Biden recently approved in Congress is expected to make the American economy grow fast in the second half of the year.
The New York Fed’s and Atlanta Fed’s activity monitoring models indicate that the economy grew 1.5% between the fourth quarter of 2020 and the first quarter of 2021.
If the economy grows 2.5% in the second quarter, and then 2% in the third and fourth quarters, the year’s
growth rate will be 7.2%. In the fourth quarter of 2021, the economy will be 8% larger than it was in the fourth
quarter of 2020.
Moreover, in the fourth quarter of 2021, the economy will be 5.4% larger than it was in the fourth quarter of
2019, the last quarter before the pandemic reached the United States.
The question is how the labor market will behave in response to such strong growth.
The benchmark is the labor market immediately before the health crisis. The Graph 12 presents the ratio
between the occupied population and the working age population since 1948. The numbers are quarterly.
Note that in the fourth quarter of 2019, this ratio was 61%. The Graph 13 presents the ratio between the
economically active population and the working age population – a statistic known as participation rate. We
will return to it at the end of this article.

Graph 12: Ratio between occupied population and working age population
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Graph 13: Ratio between economically active population and working age population
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The chart below shows Okun’s Law for the American economy between 2000 and 2019, before the health
crisis. It establishes a relationship between the economic growth rate and the growth rate of the occupied population. In general, there is a reductor of 0.7. Thus, given that the economy will end 2021 5.4% bigger in the fourth
quarter of 2019, the occupied population is expected to end 2021 3.8% (5.4 X 0.7) bigger than the occupied
population in the fourth quarter of 2019, or 164.561 million people.

Graph 14: Lei de Okun para 2000 até 2019
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To end our simulation, we need to know what will happen to the working age population in the fourth quarter
of 2021. The average working age population in 2019 was 259.175 million. If we assume it centered in the middle
of the year since 2019, the growth until the end of 2021 will be 2.4% and, therefore, the working age population
will be 265.372 million. Therefore, at the end of 2021, the occupied population / working age pop-ulation ratio will
be 62%, 1 percentage point above the value in the fourth quarter of 2019.
We know that in the fourth quarter of 2019, the unemployment rate was 3.6%, the lowest since 1969. Thus,
if the labor market had any spare ca-pacity in the fourth quarter of 2019, it is a sign of strong discouragement.
Discouragement occurs when people want to work but have given up looking for a job. They cease to participate
in the economically active population.
In fact, the Graph 13 indicates that the participation rate dropped by 2.7 percentage points between 2008,
following the start of the great global fi-nancial crisis, and the end of 2019.
The question is whether the drop in the participation rate was due to de-mographic changes or discouragement. Treasury Secretary Janet Yellen seems to think it is worth testing the limits of the labor market. Instead of
a strong acceleration in inflation, we will reap some inflation and a strong reduction in discouragement. In a year
we will know.

Political outlook
Bolsonaro, the Armed Forces and Democracy
Professor Octavio Amorim Neto – FGV EBAPE
On March 29, Fernando Azevedo e Silva, a general and then defense minister, was dismissed by President
Bolsonaro. The following day, the commanders of the Navy, Army and Air Force resigned in protest, making it
clear that the military would not support a coup. Among other things, the president recently wanted to call on the
Armed Forces to prevent governors from imposing restrictions on trade and the movement of people in order to
prevent the spread of COVID-19. In the current state of defense, the Armed Forces could be used to preserve or
restore public order or social peace.
When announcing his departure from the Defense Ministry, Azevedo e Silva stressed, in writing, that, for
more than two years at the head of the ministry, he had preserved “the Armed Forces as state institutions.” He
was replaced by the then head of the Civil Cabinet, the General Braga Netto. For the key post of Army commander, Bolsonaro found himself under pressure to appoint the oldest officer, General Paulo Sérgio de Oliveira,
whom the head of state had wanted to fire because, shortly before, he stated that the Army had performed well
in the fight against COVID-19, by following the World Health Organization’s recommendations.
The defense reorganization took place amid an extensive ministerial reshuffle in which the then foreign
minister Ernesto Araújo, one of the main representatives of the radical wing of Bolsonaro’s supporters in senior
government positions, was dismissed after intense pressure from the Senate. Federal representative Flávia Arruda (Liberal Party, Federal District), a member of the Centrão bloc, was appointed minister of the Presidential
Secretariat. A new justice minister, Anderson Gustavo Torres, from the Federal Police, was also recruited.
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Bolsonaro is experiencing the worst moment of his term. The pandemic is out of control in Brazil. The
economy is anemic and inflation is rising. The president’s popularity is on the wane. An open letter signed by
more than 200 economists was published on March 22, harshly criticizing the way the federal government has
been handling the fight against COVID-19, and major business and financial sectors have moved away from the
government. Ernesto Araújo’s resignation was humiliating for the president, as well as that of General Eduardo
Pazuello, health minister until March 23. The next day, Arthur Lira, the speaker of the House of Representatives,
threatened Bolsonaro with the instigation of an impeachment process due to mistakes in the fight against the virus. As if all this were not enough, on April 8, Justice Luís Roberto Barroso of the Supreme Federal Court ordered
Senate President Rodrigo Pacheco to launch a parliamentary inquiry about the pandemic. Bolsonaro is now a
weak and increasingly isolated president.
There is no doubt that Brazil is going through one of the worst moments in its history. Insecurity, anguish and pessimism about the country are astonishing. However, the recent crises, no matter how much
unease they have created, have revealed very important information for our future. The high command of
the institutional Armed Forces has shown it is committed to the democratic order. Due to the way in which
Bolsonaro managed to associate the military with his government, huge ambiguity was created in relation
to the direction that the barracks could take if Bolsonaro attempted any constitutional rupture, as happened
particularly intensely in the first five months of 2020. Such ambiguity created a lot of uncertainty, which in
turn was manipulated by Bolsonaro, in order to intimidate Congress, the Federal Supreme Court and state
governors. The idea of a coup or an intervention by the Armed Forces under Article 142 of the Federal Constitution was frequently fanned by Bolsonaro’s supporters, hovering over the head of the opposition like the
sword of Damocles.
However, the episode involving the firing of Azevedo e Silva and the resignation of the commanders
of the three Armed Forces dispelled much of the ambiguity and uncertainty mentioned above. It was a bitter political defeat for Bolsonaro, who has always purported to be closely linked to the military in general
and the Armed Forces in particular, purposefully confusing reserve and active military officers. However,
it should be noted that the ambiguity has not been eliminated, because it is not known whether the new
defense minister will adopt an “institutional” posture, in line with Azevedo e Silva’s departure letter. In
addition, the new military chiefs said nothing about the 6,000 officers who occupy positions in the federal
government, one of the main sources of the confused relationship between the president of the Republic
and the uniformed personnel.
Why is this episode so relevant? As shown by Zoltan Barany, a renowned scholar of the Armed Forces’ political role, “well-established democracies cannot exist without military elites that are committed to democratic
governance, and their support is a necessary but insufficient condition of democratization.”5 In other words, by
imposing on Bolsonaro institutional separation between the government and the Armed Forces and rejecting
coups, the high command of the Navy, Army and Air Force also managed to establish a necessary condition
for democracy. During our republican history, between the end of the 19th century and the end of the 20th
century, this condition was absent. This 100-year absence was fraught with negative consequences.
Two final considerations. First, it would also be necessary to discuss sufficient conditions for the consolidation of democracy, a vast subject for which there is no space here. Second, the Armed Forces are not victims of

5
Zoltan Barany, The Soldier and the Changing State: Building Democratic Armies in Africa, Asia, Europe, and the Americas (Princeton University Press, 2012), p. 339.
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Bolsonaro, as they allowed themselves to become entangled with the current president since the 2018 election
campaign. There was no shortage of warnings. Unfortunately, it took a national tragedy for them to pay attention
to the risks they were taking. Anyway, better late than never.
This article expresses the author’s opinion and does not necessarily represent FGV’s institutional opinion.

IBRE in focus
Brazil’s labor market remains very weak:
an analysis based on PNADC monthly data
Paulo Peruchetti, Tiago Martins and Daniel Duque
The events associated with the COVID-19 pandemic dramatically increased the level of uncertainty in
relation to the performance of the economy and had negative impacts on economic activity and in particular
the Brazilian labor market. The purpose of this text is to provide an update on these impacts, taking as a
reference IBGE’s recent Continuous National Household Sampling Survey (PNADC) data for the month of
January 2021, which aggregates key labor market indicators, thus allowing a complete analysis of the current moment of employment in the country. This data is released on a monthly basis but it always refers to
the latest three months, so for each month we have the average of several variables in the reference month
and in the previous two.
In view of the current situation of high distortions caused by the advance of the coronavirus pandemic, highfrequency information is increasingly relevant for us to understand its consequences in the Brazilian economy.
As a result, several researchers have studied ways to extract monthly data from PNADC indicators, in order to
have more accurate information about the current moment in the labor market, thus eliminating the effects of the
moving average and obtaining stylized facts for each of the months. Among other papers, we can mention an article by Hecksher (2020), a researcher at IPEA, and the boxing work of the Inflation Report of June 2020, released
by the Central Bank. Although they uses different methods, the two studies found similar results.
The purpose of this text is to apply the methodology proposed by the Central Bank so that we can diagnose
the main causes of the fall in employment in Brazil and its slow recovery, observed in recent months, as well as
the increase in the unemployment rate. As proposed by the Central Bank, to obtain monthly data from PNADC
information, we will use a state space model to adapt the quarterly moving average series.6
Graph 15 shows the evolution of monthly growth in Brazil’s economically active population, in relation to the
same month of the previous year.

This model defines a signal equation: Xt = (xt + xt-1 + xt-2)/3 and a state equation: xt = xt-1 + stocht, where stocht = α.stocht-1 + εt , ε~N(0, σ).
In this equation, α e σ are parameters estimated by the model and x is the resulting monthly series. It is worth mentioning that the monthly
estimates of the PNADC indicators are more inaccurate than the quarterly estimates, but given the relevance of the current situation of high
uncertainty, it is necessary to develop techniques that can capture the monthly impacts of the pandemic in the Brazilian labor market.
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Graph 15: Growth of economically active population
(% and in relation to same month of previous year), Brazil
4,0%
2,0%
0,0%
-2,0%
-4,0%
-6,0%
-8,0%

-8,3%

-10,0%
-12,0%

jan/21

sep/20

may/20

jan/20

sep/19

jan/19

may/19

sep/18

jan/18

may/18

sep/17

may/17

jan/17

sep/16

may/16

jan/16

sep/15

jan/15

may/15

sep/14

mai/14

jan/14

-14,0%
-16,0%

Produced by FGV IBRE, based on IBGE/PNADC data (monthly data).

In Graph 15, we can note that throughout the recession that started in the second quarter of 2014 and
lasted until the fourth quarter of 2016, there was a sharp reduction in employment in Brazil, especially at the
end of 2016, when the declines observed in the employed population were almost 3%, in relation to the same
month of the previous year. After then, the employed population in Brazil grew at robust rates, reaching 2.9%
growth in May 2019.
We can note, however, that after this long period of expansion of the employed population, there was, as of
March, a sharp drop in employment in the country. After growing 1.8% in February 2020, compared to the same
month of the previous year, Brazil’s employed population decreased by 2.5% in March, 9.2% in April, 10.7% in
May, 12.1% in June, and 14.2% in July, the highest ever observed in the monthly historical series, easily exceeding the falls observed during the 2014-2016 recession.7 Since then, we have observed a still very slow recovery
in employment, when compared to the same months of the previous year. In particular, in January 2021 the fall
in employment was 8.3%, compared to that observed in January 2020.
Another way to analyze the dynamics of employment is using seasonally adjusted figures, whose growth
is based on the month immediately before. Graph 16 shows monthly growth in occupied population based on
this metric.

7
The results observed between March and July in the employment series that considers the quarterly moving average were mitigated due to
the inclusion of months in which the employed population had grown more robustly or fallen less. In this original series, for example, there
was low growth in employment in March 2020, something close to 0.4%, in relation to the same moving quarter of the previous year, and
decreases of 3.4%, 7.5%, 10.7% and 12.3% in April, May, June and July, respectively. In the three months to January 2021, the fall in employment was 8.6%, compared to the three months ended in January 2020. In the year 2020, the decline in employment in Brazil was 7.9%.

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

Graph 16: Growth of occupied population (% and in relation to month before), Brazil
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Produced by FGV IBRE, based on IBGE/PNADC data (monthly data).

When analyzing the growth in employment at the margin, it is possible to notice that the month with the most
dramatic fall was April, with a decrease of 7.1% in relation to March. The subsequent three months were also
down, albeit at a much lower level. Since August, we have seen a marginal recovery the employment, so the
growth rates, when compared with the immediately previous months, have been positive. In particular, in January
2021 employment increased by 0.7%, when compared to December 2020.
Given the facts presented, understanding the factors that explain the sharp fall in employment and its
slow recovery helps us make the correct diagnoses of the current situation of the labor market in Brazil.
First, it is worth noting that the reduction in employment was widespread and affected practically all sectors
of the economy. In Graph 17, we show the growth rate of the employed population in industry and in the
service sector.

Graph 17: Growth of occupied population in industry and service sector
(% and in relation to same month of previous year), Brazil
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Produced by FGV IBRE, based on IBGE/PNADC data (monthly data).

We can see that during the recession that started in the second quarter of 2014 and lasted until the fourth quarter
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of 2016, there was a sharp reduction in employment in industry in Brazil, mainly at the end of 2016, when the observed decreases were almost 10% in relation to the same month of the previous year. After this period, it was possible
to notice a deceleration in the fall in employment, so that between the end of 2016 and mid-2019, the setbacks became progressively smaller, with even slightly positive growth occurring in some months. Between June 2019 and
February 2020, employment in industry grew robustly, reaching a level of 3.9% in January 2020. Since March of last
year, however, the employed population in industry has plummeted and interrupted the growth cycle that we have
been seeing since mid-2019. In July 2020, for example, the fall in employment, in relation to the same month of the
previous year, was 17.7%, the largest ever observed in the historical series. Since then, we have seen a slowdown in
the fall in employment allocated in this sector, however, remaining at a very high level. In particular, in January the fall
in employment in industry was 9.7%.
In the services sector, the main part of the economy, which accounts for around 70% of employment in the country, the social distancing measures deemed necessary to contain the virus led the employed population in this sector
to show a sharp reduction, starting in March 2020. That month, employment in the service sector fell by around 1%.
In the months of April, May, June and July, the falls were much more intense: in relation to the same month of the
previous year, respectively, 8.5%, 10.7% and 11.5% and 14.5%. To give you an idea, during the recession observed
between 2014 and 2016, which had been the worst moment in the sector so far in terms of employment, the employed
population did not show falls of this dimension. Since July, we have seen a slowdown in the fall in employment allocated to the service sector, indicating a slow recovery in labor. In particular, in January the fall was 9.4%, less than those
observed in the middle of last year, but still very intense.
The sharp drop in employment observed in the service sector and industry, particularly in civil construction, may
be associated with the high informality present in these two sectors.8 The decline in informal employment, for example,
was key to the drop in employment observed since March 2020, as we can see in the graph below.
Graph 18: Growth in occupied population allocated to formal and informal occupations (% and in
relation to same month of previous year), Brazil9
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Produced by FGV IBRE, based on IBGE/PNADC data (monthly data).

In the service and construction sectors, the informality rate in 2020 was close to 36.5% and 68.3%, respectively.

8

We consider workers to be informal if they work without a signed employment card, self-employed workers without a company, employers
without a company and auxiliary family workers
9
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Since the end of the recession of 2014-2016, the informal economy has made a very big contribution to the
recovery of employment, out of line with the pattern observed in previous recessions.10 The spread of the coronavirus pandemic, however, has led to a strong destruction of informal employment, even higher than that observed
in formal employment. The latter, for example, showed a sharp decrease of 9.5% in July 2020, when compared to
the same month of the previous year. After this fall, we have noticed great difficulty in recovering formal employment. In particular, in January 2021 the fall in formal employment was 7.8%, compared to the same month of last
year, a figure close to that observed in July 2020, which was the greatest decrease in these occupations.
In contrast, the employed population in the informal sector, which had grown by 2.2% in February 2020, decreased by 6.7% in March compared to the same month of the previous year, in addition to a further reduction of 17.2%, in
April and a decline of 18.2% in May. Since the middle of last year, however, we have observed a slowdown in the fall
in informal employment, given the greater flexibility that these workers have to return to the labor market. In particular,
after reaching the biggest drop in June 2020 (-20.8%), the decreases observed in informal employment have been
getting smaller, although they still remain at a high level, having reached January with a decrease of 9.2%.
It is evident, therefore, that the coronavirus pandemic, in fact, destroyed more jobs in the economy’s informal
labor market.11
In addition, it is important to note that beyond the strong drop in employment, the crisis caused by COVID-19
drastically reduced the number of people in the workforce, and consequently the Brazilian economy’s participation rate, as shown by Graph 19.
Graph 19: Evolution of participation rate and growth of workforce
(% and in relation to same month of previous year), Brazil
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10
Veloso, Matos and Peruchetti (2020) described the behavior of informal and formal employment, as well as its contribution to employment growth in recessions since the mid-1990s. The authors concluded that the recent pattern of labor market recovery, characterized by
a significant increase in informality, is different from that seen in other periods of economic recovery. For more details, see: https://ibre.fgv.
br/sites/ibre.fgv.br/files/arquivos/u65/padrao_de_recuperacao_do_emprego_apos_a_ultima_recessao_e_sua_relacao_com_a_produtividade_do_trabalho_final_16032020.pdf
11
In particular, while there was a reduction of 12.6% in informal employment in 2020, formal employment fell 4.2%. In an article recently published in the Regis Bonelli Productivity Observatory, Veloso, Matos and Peruchetti (2021) showed that in addition to informal workers, the
biggest employment losses in 2020 were focused on workers with low levels of education, with a reduction of 20.6% and 15.8% in employment of people with up to three years of schooling and between four and seven years of schooling, respectively. On the other hand, in 2020
there was a 4.8% increase in employment of people with 15 or more years of study. The complete study can be found here: https://ibre.fgv.
br/sites/ibre.fgv.br/files/arquivos/u65/indicadores_trimestrais_de_produtividade_do_trabalho_-_4t2020_-_final.pdf
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It should be noted that since current records began in 2012, the participation rate in Brazil has always been
close to 62%. We can note, however, that this pattern broke after the beginning of the coronavirus pandemic in
March 2020, when the participation rate fell to 59.6%. Between April and July, there was an even greater drop
in the participation rate in Brazil, so that, in those months, it went from 55.9% to 54%, the latter being the lowest
ever observed throughout this historical series. Since then, we have noticed a recovery in the participation rate,
although slow and gradual. In January 2021, for example, it reached 56.7%, higher than that observed in July but
still much lower than before the pandemic.
In addition to the sharp drop in the participation rate, we can also note that since the beginning of the pandemic, there has been a sharp reduction in the workforce in Brazil, thus reversing the growth, albeit low, observed
in the beginning of 2020 (close to 1% in January and February). In March 2020, the workforce decreased by 2.2%
in relation to the same month of the previous year, falling to 8.4% in April, 9.9% in May, 9.8% in June and 11.3%
in July, the highest ever observed in the historical series, thus reflecting a strong outflow of more people from
economic activity. Since July, however, we have noticed a recovery in the workforce in Brazil, although it is still far
from the level observed before the pandemic. This improvement, due to the return of more people to economic
activity, caused a slowdown in the fall in the workforce, so that in January 2021 it reached a level close to 5.6%.
Finally, it is possible to note an increase in the unemployment rate in recent months, as shown in Graph 20.

Graph 20:Change in unemployment rate, Brazil
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In this graph, we can see an acceleration in the monthly unemployment rate, due to the combination of a
sharp drop in the employed population and an increase in the number of unemployed people (almost 15% increase in the monthly series) in January 2021. The unemployment rate, which was hovering around 12.9% between
March and May 2020, contained in part by the expressive increase in the number of people who were out of the
workforce, jumped to 14.7% in August 2020, the highest rate observed in the series monthly history. Since then,
it has been possible to observe a slight deceleration, so that between September and December last year, the
unemployment rate went from 14.6% to 14.1%. In January 2021, however, the unemployment rate, based on the
monthly series, reached 14.5%.
We also did an additional exercise that consisted of calculating the unemployment rate, in case the fall in
the workforce was a little less than what actually occurred, half, for example. Maintaining the job drop officially
announced, we would have a strong increase in the number of unemployed in Brazil, taking the unemployment
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rate to levels never seen before, reaching 18.9% in August 2020, and decelerating until January this year (16.9%).
This simple exercise helps to understand the reasons why the unemployment rate has not advanced so much
even with the pandemic. However, it is possible that we will see stronger increases in the unemployment rate in
the coming months, as people start looking for jobs and there is confirmation of the process of normalizing the
workforce in Brazil.
Finally, the data presented in this article shows the main causes that have led to the exhaustion of the labor
market since the beginning of the coronavirus pandemic. We saw that the fall in employment was widespread,
affecting the main sectors of the economy, especially industry and services, as well as informal occupations. In
addition, we noticed an increase in the unemployment rate in 2020.
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