Macro

BULLETIN
November 2021 • No. 125

Economic activity
slows down but
inflation does not
Recently released economic activity
indicators confirmed our expectations
of low growth in the third quarter,
with negative results for commerce and
manufacturing industry. The exception was
strong performance in the services sector

Economic activity slows down but
inflation does not
Armando Castelar Pinheiro and Silvia Matos
Recently released economic activity indicators confirmed our expectations of low growth in the third quarter,
with negative results for commerce and manufacturing industry. The exception was strong performance in the
services sector. Looking ahead, we believe that both domestic and external circumstances will become more
challenging in 2022, although we expect commodity prices to remain high and international liquidity to also remain above the historical average.
Accordingly, we have cut our expectations for economic activity in the fourth quarter and for 2022. We now expect
GDP to increase 4.8% in 2021, down from 4.9%. For 2022, we have cut our forecast from 1.5% to 0.7%. As mentioned
in the article “Cyclical GDP Decline in 2022,”1 present conditions, including a sharp rise in interest rates, justify lower
cyclical GDP projections for next year, considering only the sectors most directly related to the economic cycle.
In line with these projections, leading activity indicators point to a more negative picture for industry and
commerce, with the recovery that occurred up to the third quarter of 2021 losing steam. IBRE’s preliminary survey results signal a particularly sharp slowdown in the goods sector. Until recently, the exception in this context
of falling sector confidence was the services sector, which had been performing well at the end of this year. However, it is now also starting to show signs of deterioration.
The rapid acceleration in inflation and worsening of financial conditions are key factors for this deterioration
in the domestic economy. Higher fiscal uncertainty, with the progress of the constitutional amendment proposal
regarding court-ordered obligations in Congress, makes the situation even more nebulous. Without a doubt,
2022 will tend to be very challenging for the Brazilian economy.
The external environment is also contributing to the downgrade of projections. Activity has been slowing
down not just in Brazil, but across the world, combined with higher inflationary pressures and the prospect of
interest rate hikes. This is shown by FGV IBRE’s Coincident Global Economic Barometer2, which fell again in
November, in line with the downward trend begun in the third quarter. Although the Coincident Global Economic
Barometer remained above 100 points, it declined in all regions.
Four of the five sector indicators monitored by this survey fell in November. The biggest drop was in industry.
The exception was the services indicator, which rose 0.2 points in the month. As a result, services once more had
the highest level out of all sector indicators, although all of them have recently been fluctuating in a narrow band,
between 103 and 109 points. Meanwhile, the Leading Barometer is below 100 points for the second consecutive
month, although the decrease was less intense in November.
One crucial question in current discussions is when and with what intensity the normalization of monetary
policy will occur in 2022. Concerns about inflation are fueling growing bets in the markets. In the United States,

https://blogdoibre.fgv.br/posts/contracao-do-pib-ciclico-em-2022.

1

The Global Economic Barometers are a system of indicators that allow timely analysis of global economic development. They are compiled
collaboratively by the KOF Swiss Economic Institute at ETH Zurich, Switzerland and Fundação Getulio Vargas. See https://portalibre.fgv.br/
sites/default/files/2021-11/barometros-globais-kof-fgv_press-release_11_2021_0.pdf.
2
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the picture is one of greater persistence in the pace of economic growth and inflationary pressures. Consequently, the Federal Reserve may accelerate the start of interest rate increases, making the situation even more
challenging for emerging markets.
On the domestic front, the markets’ view is that the House’s approval of the constitutional amendment proposal regarding court-ordered obligations removed some uncertainties about the public finances, as some people
feared an even larger fiscal loosening, although the Senate’s approval of it is not guaranteed, and this could lead
to other initiatives to boost government spending. Asset prices increased or at least stabilized, following a major
deterioration in the second half of October.
Nevertheless, it is undeniable that fiscal prospects have deteriorated. In addition to the constitutional amendment proposal releasing around R$100 billion for additional expenditure in the 2022 budget, the fiscal framework
has been weakened and the primary deficit is expected to increase in 2022. In other words, due to decelerating
economic activity, rising interest rates and growing spending, forecasts of the government’s gross debt have
increased. Debt did not rise much this year, but it is projected to increase to 86% of GDP in 2022 and even higher
levels in the following years. There is the risk that debt will quickly reach 90% of GDP.
Another source of concern is the uncoupling of inflation expectations for longer horizons, such as 2023 and
2024. Higher expectations for the Extended Consumer Price Index (IPCA) in 2022 are not only explained by
factors related to supply and demand, but also a de-anchoring of expectations. This is another sign of a severe
deterioration in domestic fundamentals.
With these issues in mind, this edition of IBRE’s Macro Bulletin includes the following highlights:
 Economic activity – página 6: In September, after high-frequency indicators showed a slight deceleration in the
services sector, a sharp drop in sales of goods and a continued slowdown in the production of manufactured goods, we cut our GDP growth forecast for 2021 to 4.8%, with a slightly weaker fourth quarter. Given increased mobility
and the easing of the pandemic, services provided to families, which were the hardest hit by COVID-19, are now
recovering and they are likely to be the highlight of activity this half year. In addition, higher inflation and more expensive credit pose many challenges for 2022, justifying our expectation of growth of only 0.7% next year.
 Business people’s and consumers’ expectations – página 8: The recovery of confidence indexes, which
had been taking place until the third quarter of 2021, seems to be losing steam. On the business side, industry, commerce and construction were already showing signs of deceleration, but our preliminary November
results show that the slowdown has now reached the services sector. The pandemic is now under control but
the fragile macroeconomic situation seems to be worrying companies. On the consumer side, the bottoming
out of confidence at very low levels reflects the escalation of inflation and the still gradual job market recovery.
The prospects at the turn of the year are challenging, to say the least.
 Labor market – página 11: In August, the Continuous National Household Sampling Survey (PNADC) recorded
another sharp drop in the unemployment rate, from 13.5% to 13.0% in seasonally adjusted terms. In September, we
project a decline, to 12.4%. The number of employed people has been growing fast and in recent months this growth has been increasingly influenced by increasing numbers of formal workers in the private sector. If recent trends
are maintained, the unemployment rate will return to its 2019 level in the first quarter of 2022. However, PNADC’s
current indicators are due to be revised by IBGE, and this will involve adjusting the sample weights in an attempt to
reduce non-response bias, which increased significantly in the pandemic. In turn, the General Employment Registry (CAGED) indicated the creation of 313,000 formal jobs in September, slightly below FGV IBRE’s expectations.
For October, we expect that 250,000 jobs will be created, equivalent to around 212,000 jobs in seasonally adjusted
terms. This would mean a deceleration in the formal job market, despite a high level of job creation.
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 Inflation – página 14: The authorization of commercial activities and services, together with higher power and
fuel prices, is leading to rising inflation in various segments. The country is very close to recording inflation of
10% this year and 5% in 2022. Inflationary pressures have spread, destabilizing expectations and making the
monetary authority’s task more challenging, demanding higher interest rates to contain rising prices, thereby
slowing down economic growth, making it hard to generate jobs and income.
 Monetary policy – página 15: In the section on monetary policy, our analyst discusses the two policy options
facing the Central Bank’s Monetary Policy Committee in December. On the one hand, the recent significant
worsening of inflation prospects suggests the need to further increase the pace of monetary tightening, so
that control over the speed of rising prices is not lost once and for all. On the other hand, however, there are
several arguments in favor of maintaining the current rate of interest rate increases of 150 points. Our analyst
believes that the Central Bank is more likely to opt for the second path.
 Fiscal policy – página 16: The subject of the fiscal section is the certain degree of distortion in the budget
process, whose transparency and ability to be accountable to society have been reduced by the use of “rapporteur amendments.” The degree of discretion and lack of transparency with which these amendments
are made have placed them in the spotlight in the recent economic and political news, and they have been
dubbed the “secret budget.” Created to correct technical or legal errors or omissions, the secret budget has
become increasingly used and distorted for political purposes. Amid negotiations regarding the new Brazilian
Aid Program and expenditure on court-ordered obligations next year, our analyzed notes that paying for welfare programs depends above all on having a responsible fiscal policy (and vice versa).
 External sector – página 20: The external sector section highlights four points: the reduction in Brazil’s trade
surplus; the marginal decline in the terms of trade; the behavior of intermediate goods in imports; and more
favorable expectations for agriculture. These points signal the possibility of a smaller trade surplus in 2022 and
a downward trend in the terms of trade. The contribution of rising import prices to domestic inflation is also
addressed. Finally, more favorable prospects for the agricultural sector than for manufacturing is suggested,
as long as agricultural commodity prices remain high
 International panorama – página 24: The theme of the section on the international economy is inflation in
the United States. The latest Consumer Price Index (CPI) figures have caused a lot of concern. The reason is
the depth and extent of various price shocks, which have affected all core inflation measures. In other words,
inflation is high and the CPI ended October at 6.2% in the last 12 months, while various measures of core
inflation are also at a worrying level. The rise in core inflation can be understood as a sign that the American
inflationary process has now taken on a life of its own and it may now have some component of inertia. However, there are still doubts about this process and, without a doubt, these questions will guide future U.S.
monetary policy decision making.
 IBRE in focus – página 26: Finally, the IBRE In Focus section, written by researcher Bráulio Borges, looks at
“Countries’ GDP Performance in 2020-21 and in the Medium Term.”
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Economic activity
More negative end of year
Silvia Matos, Marina Garrido and Mayara Santiago
September’s indicators showed the deceleration we forecast for the coming months. Manufacturing industry
shrank 0.2% month-over-month (-4.8% year-over-year), resulting in eight declines in the last nine months, considering seasonally adjusted data. The bottleneck associated with shortages of industrial inputs is expected to last
until the end of the year and normalization should only occur in mid-2022. On the other hand, rising production
costs support our view that manufacturing will remain sluggish until the end of the year. Furthermore, there are
uneven conditions within the industrial sector. For example, production of capital goods is 15.0% above the prepandemic level, while production of durable goods is 21.8% below the level of February 2020. However, capital
goods fell for the second consecutive time at the margin (-1.6% month-over-month). For durable goods, the supply shock will last longer because of the factors mentioned above. This segment has now shrunk for nine months
in a row. Finally, manufacturing is 7.0% below the level of February 2021, before the effects of the second wave
of contamination were felt.
The broad retail segment surprised the markets, which expected a decline of 0.2% month-over-month
(-3.0% year-over-year). September figures released by Brazil’s national statistics agency, IBGE, were lower,
-1.1% month-over-month (-4.2% year-over-year), in line with FGV IBRE’s forecasts. Consumption of goods
is expected to suffer in the second half, due to higher inflation, which depresses the income of families,
especially those with less purchasing power. Increasingly expensive credit, due to successive rises in the
base interest rate, and the replacement of consumption of goods with services, worsen the outlook for the
second half of the year.
The services sector also declined in September, falling 0.6% compared to the previous month (11.4% yearover-year), the first marginal decrease in six months. The highlight was once again services provided to families,
the only category that grew at the margin within the services sector: 1.3% compared to August, and 32.3% compared to September 2020. Expanded mobility appears to have contributed little to the segment’s results in September. However, it is expected to remain the main growth vector for services in the fourth quarter. Compared to
the worst moment of COVID’s second wave (March 2021), services provided to households have grown 52.5%.
Since May, the services sector has been above the pre-crisis period (February 2020). The big risk for the sector
is inflation, as costs have been rising sharply. With the end of restrictions on the operation of establishments,
service inflation will also tend to intensify, as has happened in other countries.
Finally, the Brazilian Central Bank’s activity indicator (IBC-Br) for September dropped 0.7% month-overmonth (1.5% year-over-year), slightly below FGV IBRE’s projections. This indicator is now 1.9% below February
2021, before the effects of the pandemic’s second wave in Brazil. The September results indicate that there are
still challenges to be overcome in the fourth quarter. Increased mobility appears to provide some room for service sector growth in October, but fiscal risks, high inflation and shortages of manufacturing inputs cannot be
underestimated. Additionally, FGV IBRE’s GDP Monitor went up 2.4% year-over-year (0.3% month-over-month).
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For the third quarter, the GDP Monitor indicated a slight decrease of 0.1% quarter-over-quarter and annualized
growth of 4.1%.3
However, we expect that in aggregate terms, GDP will grow just 0.1% compared to the second quarter (4.4%
year-over-year). We continue to believe that the

Table 1: GDP Projections

services sector will recover in the fourth quarter,
Activities

2021.III
(quarterly)

2021.III
(annual)

2021

2022

Household
Consumption

0.5%

3.8%

4.0%

0.8%

Government
Consumption

1.9%

4.2%

2.7%

1.9%

Investment

-1.6%

17.4%

17.2%

0.1%

Exports

-10.9%

0.7%

6.6%

1.8%

tion sector has been experiencing shortages of su-

Imports

-5.2%

25.7%

11.8%

3.0%

pplies, leading us to the conclusion that the sector

GDP

0.1%

4.4%

4.8%

0.7%

Agriculture

-2.5%

-2.5%

1.3%

5.0%

Still on the supply side, the services sector is

Industry

0.0%

1.4%

4.4% -1.1%

expected to grow 1.5% quarter-over-quarter (6.2%

Extractive

-1.5%

1.7%

3.2%

3.5%

Manufacturing

-1.3%

-0.8%

4.6%

-3.2%

Electricity and
Other

-0.2%

-2.0%

1.4%

1.2%

Construction

4.0%

11.5%

7.6%

0.0%

Services

1.5%

6.2%

5.1%

1.3%

but industry will not perform well. Consequently,
have we revised our forecast for the year’s growth
slightly downward, to 4.8%. (See Table 1.)
On the supply side, we have revised industry
to a neutral level, 0% quarter-over-quarter (1.4%
year-over-year), compared to -0.9% quarter-overquarter (0% year-over-year) in our last bulletin. This
is because, according to survey data, the construc-

may have recovered faster in the third quarter.

year-over-year). The main drivers are the transport
and “other services” subsectors, which are project
will grow 4.5% quarter-over-quarter (11.5% yearover-year) and 4.0% quarter-over-quarter (13.5%
year-over-year), respectively. In the whole year,
services should grow 5.1%, more than the carryover effect of 4.1% and more than aggregate GDP.

Source: IBGE. Produced by: FGV IBRE.

On the demand side, household consumption is expected to grow 0.5% quarter-over-quarter (3.8% yearover-year) in the third quarter, and 4.0% in the year as a whole. Due to higher inflation, overall household income
will fall and so we have revised our projection for household consumption for the year slightly downward. In addition, because of higher interest rates, credit has become more expensive, harming household consumption. We
forecast that investment will shrink 1.6% quarter-over-quarter (17.4% year-over-year). In line with strong domestic
demand, imports are expected to outpace exports: we expect imports to expand 25.7% year-over-year (-5.2%
quarter-over-quarter), compared to 0.7% year-over-year (-10.9% quarter-over-quarter) for exports.
For the full year, we expect 4.4% growth in industry, mainly influenced by the high carry-over effect in manufacturing and the recovery of construction. For 2022, we project growth of just 0.7%, slightly above the estimated
carry-over effect of 0.4%.4 Industry is likely to continue to experience difficulties and the expected increase in
interest rates in 2022 will have impacts on manufacturing, which we expect to shrink -3.2% next year. On the other
hand, we expect services and agriculture to expand faster than aggregate GDP (1.3% and 5%, respectively).

The GDP Monitor’s estimates include revised quarterly GDP estimates for 2019, 2020 and the first half of 2022, using annual GDP information
for 2019. However, these revised numbers will only be released by IBGE on December 12, when the Quarterly National Accounts for the third
quarter will be published. Our estimates do not include the revisions incorporated by the GDP Monitor.

3

4
For more details about our 2022 GDP projections, see “Cyclical GDP Recession in 2022” (https://blogdoibre.fgv.br/posts/contracao-do-pibciclico-em-2022).
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Business people’s and consumers’ expectations
Challenging situation for recovery in confidence
Aloisio Campelo, Rodolpho Tobler and Viviane Seda Bittencourt
The recovery in confidence indexes that began in October, after a sharp drop the previous month, may have
lost steam in November, according to FGV IBRE’s preliminary results, based on data up to November 12.
The Business Confidence Index, which fell 2.5 points in September and recovered 0.4 points the following
month, dropped 4.3 points in the first half of November, to 96.0 points. The Consumer Confidence Index, which
fell 6.5 points in September and rose just 1.0 point in October, remained practically stable in November, slipping
0.1 points to a melancholy 76.2 points.

Graph 1: Consumers’ and Business People’s Confidence
(seasonally adjusted, in points)
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Among companies, in recent months, until October, confidence gradually improved in the services sector,
especially in the segments that suffered most during the pandemic, such as “Services Provided to Families,”
alongside a deterioration in other sectors. Because of this combination of results, the two groups’ confidence
levels drew closer together, as shown in the graph below. However, our preliminary November survey results
indicate that the services sector has lost strength, raising doubts about the possibility that the upward trend observed in previous months will be maintained.
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Graph 2: Services Confidence Index and Average for Other Sectors
(seasonally adjusted, in points)
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Still on the business side, one problem that has been widely discussed during the pandemic is production bottlenecks caused by the disruption of value chains, leading to shortages of inputs and raw materials.
In our October Industry Survey, this factor was spontaneously mentioned by 20.4% of companies as limiting
business expansion – a very high proportion in historical terms. The share of companies with problems of this
nature is higher in segments linked to the production of durable goods, in which 56.4% of companies reported
difficulties, after reaching a record of 65.5% in the second quarter.

Graph 3: Percentage of Companies Reporting Shortages of
Raw Materials as a Limit to Business Expansion
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N o v e m b e r 2 021 | M a c r o B u l l e t i n 9

On the consumer side, after the fall in September, confidence has shown no signs of further declines,
stabilizing at an extremely low level, almost 20 points lower than business confidence. The difference in
perceptions between different income groups also remains large. Lower-income households (with a monthly
family income of up to R$2,100) are feeling the impacts of the long period of restrictions. Many people have
a family member who lost their job. These families have typically exhausted their savings to pay for expenses, they are experiencing the effects of higher inflation and a record 24.5% of them describe their current
budget situation as “ indebted.” On the other hand, only 6.4% of families with a higher monthly income
(above R$9,600) report being indebted, although they are also suffering from inflation. Among these people,
the relaxation of movement restrictions opens up the possibility of using part of their financial reserves for
travel, personal services and leisure. Demand for these items was repressed during the most critical period
of the pandemic.
The recovery that took shape until the third quarter of 2021 has lost steam. The deceleration in activity
has been captured by a drop in sector confidence. Until recently, the exception was the services sector,
which had been performing well at the end of this year. However, it is now also starting to show signs of
deterioration. The pandemic seems to be increasingly under control but the fragile macroeconomic situation
is of concern to companies and consumers. Shaken by the escalation of inflation and a labor market that is
recovering but far from being strong, their hands are somewhat tied. It seems that 2022 will be very challenging for the Brazilian economy.
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Labor market
Formal employment accelerates, according to PNADC, but
reweighting may lead to different results in time series
Daniel Duque
In August, the Continuous National Household Sampling Survey (PNADC) indicated another strong
drop in the unemployment rate, from 13.7% (in July) to 13.2%. There was a similar decrease in seasonally
adjusted terms, from 13.5% to 13.0%. The unadjusted result was less than expected by FGV IBRE (13.5%).
For September, we project another decrease, to 12.6%, or 12.4% in seasonally adjusted terms in the previous three months.

Graph 4: Unemployment Rate, 2019-21 (%)
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The number of people employed in the labor market has accelerated recently, with four monthly seasonally adjusted increases above 1% in the last five months. The participation rate has also been rising, but at a
slower speed, causing the unemployment rate to continue to fall sharply. If the pace of the last six months is
maintained, the unemployment rate will return to its 2019 level in March 2022, two years after the pandemic
reached Brazil.
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Graph 5:Projected Unemployment Rate up to Second Quarter of 2022
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Unlike at the beginning of the year, when employment growth was predominantly driven by informal workers,
in recent months growth has been strongly influenced by private sector workers with a formal contract. As shown
in the seasonally adjusted monthly series, 467,000 jobs of this type were created last month.

Graph 6: Saldo de vagas criadas por categoria – série dessazonalizada
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However, the results released so far by PNADC will be modified next month by a reweighting planned by
IBGE, which will be backdated to all previous months. This change is driven by recent challenges arising from
the COVID-19 pandemic in the production of official statistics, which are being experienced by all national
statistics institutes. Likewise, the United Kingdom’s Office for National Statistics (ONS) recently published an
article on reweighting its workforce survey due to the pandemic’s effects on its respondent profile.
Comparing the quarters of 2018 and 2020, IBGE found that its phone surveys, initiated because of the
pandemic, captured a lower percentage of single-person male households than before the pandemic. However, considering that despite this bias, the simulated estimates remained within the confidence interval of
the main original indicators, at national level, in macro regions and in states, it was decided to maintain the
phone survey.
However, IBGE concluded that it would be beneficial to implement a new weighting method to mitigate the
non-response and coverage bias (although not completely solving them, as it itself noted). In addition to this
methodological change, as of the third quarter of 2021, IBGE adopted both in-person and phone techniques
for initial interviews, and face-to-face interviews if people declined a phone interview.
On the other hand, in September the General Employment Registry (CAGED) showed strong (albeit smaller) job creation, slightly below the level projected by FGV IBRE (380,000). According to CAGED, almost
314,000 formal jobs were created, equivalent to 212,000 in seasonally adjusted terms. For October, we expect
another slowdown, to 250,000 in nominal numbers and 192,500 in seasonally adjusted terms.
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Inflation
Spreading of inflationary pressures moves
IPCA away from 2022 target
André Braz
The spreading of inflationary pressures continues to alter inflation expectations for 2021 and 2022. The authorization of commercial activities and services, together with higher power and fuel prices, is leading to rising
inflation in various segments.
The diffusion index’s three-month moving average stands at 67.9%, the highest figure since January 2021,
when there was a 68.1% increase in the component items of the Extended Consumer Price Index (IPCA).
In October, electricity and fuels accounted for 50% of the accumulated 12-month IPCA rate. This influence
can be seen in the increase in the 12-month rate of IPCA’s main component groups. Regulated prices, which up
to October 2021 were 17% higher, reached their highest 12-month result since January 2016, when they rose
17.2%. The risks of further oil price increases threaten to cause more price rises in this segment.
Other important IPCA component groups also continue to accelerate. Durable goods rose 11.5% in the 12
months to October 2021, the highest rate of variation since April 2000, when they went up 12.8%. Next, semidurable goods went up 8.4% in the 12 months to October 2021, the highest figure since August 2005 (8.8%).
Finally, unregulated services rose 4.9% in the last 12 months, the highest rate since September 2017 (5%).
The only expenditure class to show a decline was non-durable goods. The prices of some foods showed
a small drop, contributing to the slowdown in the 12-month rate. According to the preliminary IPA-M data for
November, items such as corn, soybeans and beef fell. This will allow the continuation of the deceleration in nondurable goods, whose rate went from 13.9% in September to 13.1% in October. Despite the slowdown, it remains
the highest since October 2016, when it rose 13.4%.
Industrial and service costs remain under pressure from power and fuel prices. These rising costs are sustaining transfers throughout the production chain. The increase in the benchmark Selic interest rate, which will
reach close to 10% at the end of the year, has become less effective in view of these costs. Without the help of
fiscal policy, given the government’s unwillingness to sort out the public finances, Brazil no longer has any major
instrument to stop the advance of inflation through exchange rate stability, remembering that the exchange rate
contributed greatly to the spread of inflationary pressures in multiple segments.
The increase in inflation in 2021 will also contribute to 2022’s inflation via indexation. Public sector fees and
educational services will be the most influenced. They may put pressure on next year’s inflation, whose expectations are rapidly moving away from the 3.5% target established for 2022.
The authorization of commercial activities and services, together with higher power and fuel prices, is leading
to rising inflation in various segments.
In this context, inflation expectations for 2021 and 2022 have steadily increased. The country is very close
to recording inflation of 10% this year and 5% in 2022. Inflationary pressures have spread, destabilizing expectations and making the monetary authority’s task more challenging, as it will find it hard to contain the rise in
prices, and higher interest rates will contribute to the slowdown in economic growth, hindering the generation of
jobs and income.
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Monetary policy
What will the Monetary Policy Committee
do at its December meeting?
José Júlio Senna
The monetary policy section in October’s Macro Bulletin was completed prior to the recent change in the
macroeconomic environment, involving fiscal issues – in other words, before the government’s quest for an
“spending allowance.” As is well known, the shock to the fiscal anchor represented by the spending ceiling has
had a significant impact on prices in the financial markets and on inflation expectations themselves.
As it preceded this new milestone in Brazilian fiscal policy, the discussion contained in the previous Bulletin
did not contemplate the possibility of an upward move in the benchmark Selic interest rate, as decided at the
Brazilian Central Bank’s Monetary Policy Committee meeting in October. This possibility took shape only after
signs of change in the fiscal area.
The analysis presented in October focused on the issue of the relevant horizon for monetary policy. Would
the Central Bank carry out two 100-point increases in Selic and maintain this pace in early 2022, in an attempt to
achieve the 2022 inflation target? Or would maintaining the pace at the February and March meetings excessively harm economic activity, without significant benefits in the field of inflation?
Recent times have made clear the difficulties involved in forecasting the future of monetary policy. This observation is valid not only for Brazil, but also for many other countries, all dealing with inflationary processes that
are much more intense and persistent than those initially predicted. In particular, in Brazil, we do not know how
far the ongoing monetary tightening will go and there are doubts about the difficult decision the Monetary Policy
Committee will have to make in December.
The table below shows the levels of relevant variables at three different moments in time: on the eve of the
government’s change in fiscal stance, on the Tuesday before the Monetary Policy Committee decision in October, and on the day when this section was completed (November 11).
Table 2: Recent Evolution in Relevant Variables for the Monetary Policy Committee’s Decision
Exchange
rate

CDS

Expectations in
Focus Survey

Interest Rate – Interbank
Deposit Rate

BRL/USD

5 anos

IPCA
2022

IPCA
2023

jan/23

jan/27

jan/31

Oct 18, 2021

5,51

204,45

4,20

3,25

9,36

10,66

11,08

Oct 26, 2021

5,57

227,38

4,50

3,29

11,59

11,96

12,04

Nov 15, 2021

5,46

237,11

4,79

3,32

11,97

11,64

11,63

Note: Median Focus Survey expectations for IPCA were used. Sources: Brazilian Central Bank (Focus Survey); Bloomberg.

As can be seen, in the last 30 days or so, Brazil’s risk has increased and the inflation estimates in the Central
Banks’ Focus surveys for 2022 and 2023 have continued to rise, moving upward from the respective targets. However, the exchange rate and market interest rates interrupted their upward trajectories and there was a limited
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reversal of the yield curve. Market participants seem to understand that the point at which the Central Bank will
halt the cycle of monetary policy tightening is not far away.
In this context, the Monetary Policy Committee’s options in December seem to be: a) to speed up the rhythm, increasing interest rates by 175 or 200 points; or b) to maintain the 150-point increase decided at the October meeting.
In favor of the first option, it can be argued that the inflationary outlook has taken on an increasingly ugly
appearance, especially with regard to the increase in Focus Survey expectations for the coming years. According
to the latest survey data, these expectations now deviate 129 and 7 basis points, respectively, from the targets.
Greater aggressiveness in the conduct of monetary policy would, the argument goes, be the only way to avoid
losing control of inflation.
In support of the option to maintain the rhythm of 150 points, one can argue that, first, the only member of
the Monetary Policy Committee who spoke publicly on the matter was director Fernanda Guardado. He said that
the Central Bank is still aiming for the 2022 target and the current pace seems appropriate.
Second, given the Central Bank’s insistence that the numerical inflation target for next year is still being pursued, it seems to make more sense to raise Selic by 150 points in December, rather than speeding up the pace,
as this would make it easier to repeat the dose at the beginning of the year. This is supposedly relevant for those
who need to convince the markets that the 2022 target is still the focus.
Third, comparing the interest rates in 360-day prefixed swaps and the Focus Survey estimate for inflation 12
months ahead, we can see that monetary policy’s real interest rates have risen quite significantly, to 6.4% per
year, a level that is indisputably very restrictive.
Fourth, the latest monthly results for major indicators of economic activity, such as industrial production, retail sales, real revenue from services and IBC-Br, all in negative territory, reveal how weak the Brazilian economy
is in this second half, contrary to the expectations of many players, including the Central Bank itself. That being
the case, it would not be wise to push monetary tightening further.
In our view, the second option has greater appeal than the first and, judging by the available information, the
Central Bank will select it.

Fiscal policy
The secret and reamended budget
Bernardo Motta
In general, the government budget is supposed to stop the country’s rulers from acting in an arbitrary way
when allocating public resources.5 It is currently understood that the budget, as well as being the main tool for
managing and overseeing the public administration, should also serve as a platform for society to express its
preferences regarding priorities in the allocation of public resources. In this context, parliamentary amendments
represent an allocative opportunity, as they allow the decentralization of the budget in the hands of the executive,
allowing the legislature branch to participate as well.

ENAP (2014, p.7). Available at: https://bit.ly/3nkUGJp
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Four types of amendments can be made to the budget: by individual lawmakers, cross-party interest groups,
committees and rapporteurs. The latter type has featured in recent economic and political news, under the moniker “secret budget.” The degree of discretion and lack of transparency with which these amendments are made
stems from the lack of technical rigor required for its use.6 This instrument, which traditionally aims to correct
technical or legal errors or omissions, has been expanded and used by the executive branch to benefit allied parliamentarians in exchange for supporting its bills in Congress. Graph 8 shows the significant size of rapporteur’s
amendments compared to other types and to previous years.

Graph 8: Parliamentary Amendments by Type – Initial Allocations
(R$ billion and % of total, 2017 to 2021)
R$ 5,9 bi
(13%)

Rapporteur
Individual

R$ 9,5 bi
(21%)

Cross-party interest group

R$ 6,1 bi
(40%)

R$ 3,1 bi
(26%)

R$ 4,6 bi
(33%)

R$ 9,1 bi
(60%)

R$ 8,8 bi
(74%)

R$ 9,1 bi
(67%)

2017

2018

2019

R$ 7,3 bi
(21%)
R$ 9,7 bi
(27%)

R$ 30,1 bi
(66%)
R$ 18,5 bi
(52%)

2020

2021

Produced by: FGV IBRE. Source: SIOP. Note: The initial allocation corresponds to the initial value contained in the budget law
promulgated by the president. In 2020, for example, Congress returned some of the resources provided for by rapporteur
amendments, and in the end they were worth R$20.1 billion.

This and other distortions of the budget process, such as approval of the mandatory nature of amendments
made by individual lawmakers and cross-party interest groups, and the use of “fiscal time bombs” as an instrument of coercion, symbolize the degeneration from “coalition presidentialism” to “collision presidentialism.” In
this system, instead of a political alliance based on common values and programs between the presidency and
a parliamentary majority, the executive and legislative branches establish relationships based on political conflict
and disputes over public funds, undermining the budget process and jeopardizing fiscal balance.
The role of these resources in the exercise of governability in the current government has been decisive and
it promises to remain so next year, given the electoral demands imposed by reelection desires. The exclusive
freedom that such resources allow largely explains the struggle of some parliamentarians to keep them within
the budget. In this almost warlike context, Constitutional Amendment Proposal 23 of 2021 is being discussed.

6
The general rapporteur, based on requests by other unidentified lawmakers, whose purpose does not have to be disclosed, has the power
to approve the assignment of budget resources and suggest uses of resources to the executive branch.
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Among other measures, it would limit the amount of annual expenditure on court-ordered obligations and modify
the federal government’s spending ceiling index base. In a detailed analysis published on IBRE’s blog, Manoel
Pires describes the fiscal impact of the Constitutional Amendment Proposal regarding court-ordered obligations
and estimates the creation of fiscal breathing room of R$83.6 billion: R$44.6 billion from postponements of
court-ordered obligations, and R$39 billion from a change in the spending ceiling index, disregarding the portion
consumed by other expenses that also depend on the new correction criterion, such as constitutional minimum
spending on health and education.7
Constitutional Amendment Proposal 23 was initially badly received by the markets, which immediately adjusted their expectations about the state’s ability to pay its bills. On the one hand, a possible “lowering of the ceiling”
was interpreted as indicative of a change in the government’s level of commitment to fiscal sustainability. On the
other hand, the limitation on court-ordered obligations was seen as an attempt at default or illegal fiscal maneuvers.
However, after the proposal was approved in two rounds in the House of Representatives, it arrived in the Senate
with a less pessimistic tone, especially because the alternative posed was to extend the state of emergency. The
possibility of spending outside the ceiling or issuing extraordinary credits in an election year was seen as more
dangerous for fiscal balance, given the lower degree of predictability.
It is worth noting that neither of the two main points in the constitutional amendment proposal appeared out
of nowhere and they were already well known to the government when it started to draw up the budget bill. Since 2014, expenses arising from court-ordered obligations have been growing rapidly, and the Federal Attorney
General’s Office has issued several alerts to the National Treasury, warning it that judicial liabilities to be paid in
2022 would be more than 60% higher than in 2021.8 Meanwhile, the federal government’s spending ceiling, since it
was established in 2016, has been subjected to technical criticism regarding aspects such as its insensitivity to the
economic cycle, its treatment of investment and the real-terms freezing of expenses.9 10
For the executive branch, passing the constitutional amendment proposal is essential to enable the Brazilian
Aid Program – a new welfare program designed to replace the Family Grant Program, which will increase the
number of recipient households from 14.6 million to 17 million and raise the average handout by around 17%.
Furthermore, in 2022 the government plans to offer a temporary complementary benefit to ensure that all families
receive at least R$400 per month. Thus, the Brazilian Aid Program’s budget for 2022 is composed of two elements, R$38.2 billion fixed and R$46.5 billion temporary, adding up to R$84.7 billion. By way of comparison, the
COVID-related Emergency Aid Program in 2021 distributed R$60.5 billion to 39.4 million eligible people.
As the current version of the 2022 budget only includes R$34.7 billion for the Family Grant Program / Brazilian Aid Program, the additional resources provided by Constitutional Amendment Proposal 23 are needed
to make up the difference. However, it is possible to verify alternative sources that do not call into question the
state’s financial sustainability and that would allow the expansion of the fixed portion of social spending or even
a temporary complementation of funding for increased social spending.
One first option would be to properly settle the court-ordered obligations involving the former Education
Fund (FUNDEF) by removing it from the federal government’s spending ceiling. The reason for this since it was
created, the spending ceiling has not included complementary funding for the new Education Fund FUNDEB in

Available at: https://bit.ly/3kCZpEA

7

See: https://bit.ly/3kJBAuR

8

See for example: https://bit.ly/30xuX85

9

Interestingly, there has been no criticism (or at least, this author is not aware of any) regarding the inflation correction arrangement, based on inflation in the 12 months up to June of the previous year. On the contrary, the technical justification for this is widely accepted.
10
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its spending calculation base (article 107, section 6, part I). Thus, given that FUNDEF has been replaced by and
incorporated by FUNDEB, it is reasonable to that this spending has the same nature and this exemption ought to
be extended to the other fund. This measure alone would release R$16 billion for the budget.
Another possible source of resources would be to use parliamentary amendments to pay for social policy
expansion. The 2022 Budget Bill already allocates around R$16.2 billion to parliamentary amendments. However, Congress generally takes the executive branch’s revenue projection and revises it upward, to make room
for more spending via parliamentary amendments.11 EIn 2021, for example, while the budget bill provided for
amendments worth R$16.3 billion, the final budget contained around R$35.5 billion for this type of spending – an
increase of R$19.2 billion or 117%. It is reasonable to assume that the same logic will be repeated in the 2022
Budget Bill, i.e., the political game between the executive and legislature will result in parliamentary amendments
ending up being worth at least twice the initial projected value. In order to show their commitment to poverty
eradication, lawmakers could directly reassign some of this “gain” expected from their negotiations with the government to the Brazilian Aid Program, keeping the initial R$16.2 billion to exercise their decision-making power
in the allocation of budgetary resources via parliamentary amendments.
These two proposals, together with the Brazilian Aid Program’s current 2022 budget, result in a total amount
of R$66.7 billion. Using just the sum of R$16 billion generated by excluding FUNDEF’s court-ordered obligations
from the spending ceiling, it would be possible to increase the average Family Grant Program handout by 25.5%,
from R$198 to R$248, while also expanding the number of beneficiaries to 17 million families.
Solutions along the lines presented above and others have already been put together by several analysts
and institutions, including the Senate’s Independent Fiscal Institute (IFI)12 and the House of Representatives’
Budget Office13. In fact, at least three alternative bills to replace Constitutional Amendment Proposal 23 (including Constitutional Amendment Proposal 40, dubbed the Social Emergency Constitutional Amendment
Proposal) have been submitted to the Senate.14 Despite the superiority of one alternative over the other, they
show that there are alternatives to the government’s current proposal, which links a justified and necessary
strengthening of the welfare system to measures that weaken our already fragile fiscal framework. It is important to bear in mind that this logic is cyclical, meaning that in order to guarantee social security, we need a
responsible fiscal policy, and vice versa. In this virtuous cycle, there is no room for secrets and tinkering, but
only transparency and integrity.

Mendes (2008). Available at: https://bit.ly/3wYtLX5

11

Fiscal Monitoring Report, September 2021. Available at: https://bit.ly/3oRowoH

12

Technical Statement 50 of 2021. Available at: https://bit.ly/3nnedZY

13

Accessed at: https://bit.ly/3nkpdac
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External sector
October’s trade balance: lower trade surplus,
drop in terms of trade and rise in inflation
Lia Baker Valls Pereira
I will highlight four points from October’s trade balance.
1. Reduction in trade surplus. Until August, the monthly trade surpluses for 2021 exceeded those for the
same months of 2020, but then the trend reversed. In October 2021, the surplus of $2 billion was less than in
October 2020 by $2.4 billion. 2021. In October 2021, the surplus was US$ 2 billion, down from US$2.4 billion in
the same month of 2020.
The smaller surpluses can be explained by the dynamics of changing export and import volumes and prices.
Throughout 2021,
the annualized monthly variation in export prices exceeded that of imports. However, as of August and
September, this difference decreased, and in October export prices were up 27.0% while import prices were up
25.4%. Meanwhile, the annualized monthly variation in import volumes has exceeded that of exports since February. Over the course of the year, however, the growth in export volumes slowed down and by October it was
just 0.8%, while the volume of imports was up 23.6%. (See graphs 9 and 10.) Between January and October of
this year, export prices rose 30.2% while import prices increased 10.9%. In volume terms, exports increased 3.8%
and imports went up 24.7%..

Graph 9: Change (%) in Export and Import Prices:
Annualized Comparison of Monthly Figures, 2020/2021
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Graph 10: Change (%) in Export and Import Volumes:
Annualized Comparison of Monthly Figures, 2020/2021
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Export performance’s dependence on price increases is confirmed when we analyze the behavior of
commodity exports, which accounted for 69% of Brazil’s total exports from January to October 2021. Between October 2020 and the same month of 2021, export prices rose 35.8% while export volumes fell 2.9%.
Between January-October 2020 and the same period of 2021, export prices increased 40.5% and export
volumes declined 0.9%.
2. Marginal decline in terms of trade. The behavior of export and import prices led to a decrease in
Brazil’s terms of trade as of June 2021 (Graph 11).
In June, the monthly terms of trade were up 30.3%, year-over-year. After that, the pace of growth slowed
down, and between October 2020 and the same month of 2021, they rose just 1.3%. Between June and October, the terms of trade declined 11%. However, between January-October 2020 and the same period of 2021,
they rose 17.5%. By way of comparison, between January-October 2018 and the same period of 2019, the
terms of trade fell 0.2%, while between January-October 2019 and the same period of 2020, they fell 1.6%.
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Graph 11: Terms of Trade: Three-Month Moving Average, January 2016 = 100
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3. Behavior of intermediate goods in imports. In October’s edition of IBRE’s Macro Bulletin, we noted the
increase in import prices as one factor that has been driving up inflation. We repeated the same exercise (Graph
12). The graph shows intermediate goods, which accounted for 75% of Brazil’s total imports in the year up to October, broken down by type of industry. As can be seen, the biggest increases were in intermediate products classified in the agricultural industry, corresponding to 37% of import value. In the case of the manufacturing industry,
the percentage is 72%. Growth in prices in dollar terms and the exchange rate devaluation have together raised
production costs and contributed to inflation. Although the variations in agriculture are greater and its share of the
sector’s imports is smaller, it contributed significantly to inflation. In the case of manufacturing, the increasing cost
of imported intermediate goods has been raising production costs

Graph 12: Change (%) in Import Prices: Annualized Comparison of Monthly Figures, 2020/2021
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Oil and oil products have also been a source of inflationary pressure. In October, import prices increased 81.3% and export prices rose 55.4%. In the year to date, however, export prices have increased more
than import prices. This helps explain the US$13 billion surplus in this area between January and October
2021, even though export volumes fell and import volumes grew between January-October 2020 and the
same period of 2021. (See Graph 13.)

Graph 13: Change (%) in Export and Import Volumes and
Prices of Oil and Related Goods
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4. Better expectations for agriculture. Imports of machinery and equipment, as well as intermediate
goods, can be understood as an indicator of favorable expectations for a sector’s growth. Brazil’s exchange
rate devaluation, by increasing import prices, has had a negative impact on import purchasing decisions, but
no sector has imported less, as shown in Graph 14. However, comparing the annualized monthly figures, we
can see that agricultural import volumes have grown more than manufacturing import volumes, whether for
machinery/equipment or intermediate goods. In the case of machines/equipment, this behavior began at the
end of the first half. For intermediate goods, it is a new phenomenon.
The currency devaluation is hurting manufacturing more than agriculture, given the different relative use of
intermediate goods. In this context and because of high international commodity prices, the agriculture sector is
relatively less affected than manufacturing.
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Graph 14: Change (%) in Import Volumes of Machines/Equipment and
Intermediate Goods Used in Agriculture and Manufacturing
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Points 1 and 2 reflect the decline in trade surpluses due to higher import prices and slower growth in export
prices. At the same time, export volumes have decelerated while import volumes have increased. This situation
suggests a small trade surplus in 2022 and a downward trend in the terms of trade. Point 3 highlights the contribution of rising import prices to Brazilian inflation. Finally, point 4 suggests a more favorable outlook for the
agricultural sector, as long as the prices of the sector’s commodities remain high.

International panorama
American inflation: a red alert
Samuel Pessôa
The latest inflation data from the U.S. – the Consumer Price Index for September – has caused a lot of concern.
As we have discussed, the world economy is going through three simultaneous shocks. First, China’s demand for animal feed peaked in 2020, following the restoration of the pig herd, which had suffered in 2019 from
the African swine flu. The restoration of the herd in 2020 increased demand for animal feed by approximately
5%. Expensive feed means expensive meat, dairy and eggs. It will take a few years for agriculture to adjust grain
supply to new demand and to rebuild stocks.
The second shock involved raw materials and industrial inputs in general, especially computer chips, in addition
to higher energy prices and the depletion of infrastructure linked to international trade. Since the second half of 2020,
the global economy has seen a strong V-shaped recovery, but very unbalanced across different sectors. The long
lockdowns generated demand for goods and manufacturing industry has been running above pre-epidemic levels.
There is excess demand for durable consumer goods, computer chips, metallic raw materials, energy and
international shipping. For example, in the last 18 months, container movements in the United States’ main ports
have been up 20% from the years prior to 2020.
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The third shock involved the reopening of the economy. Several service sectors – accommodations, air
transport and food away from home, for example – were very severely affected by the epidemic. Supply shrank.
Companies reduced the number of flights, restaurants were closed, hotels reduced their staff and so on. It will
take some time for supply to be reorganized. Meanwhile, prices will rise, not least because higher prices are the
mechanism that stimulates the reconstruction of supply.
In the U.S. economy, due to the depth and extent of the shocks, all core inflation measures have been sensitized. Inflation is high and the CPI ended September at 5.4% in the previous 12 months. In addition, core inflation,
as measured by the exclusion, trimmed mean and median techniques, was 4%, 3.5% and 2.8%, respectively.
The graph below shows the evolution of trimmed mean core inflation. Note that the annualized three-month
moving average is now 5.4%, the second highest figure since 1984! The marginal behavior indicates that 12month inflation will continue to rise for some time. The three-month moving average for excluded and median
core inflation stands at 5.6% and 4.4%, respectively.

Graph 15: Evolution of Trimmed Mean Core Inflation
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Given that core inflation indicators are derived from the original index and constructed in order to track the
less volatile components of inflation, thereby pointing to the long-term path of inflation, the rise in core measures
may be taken as a sign that the American inflationary process has acquired a life of its own and it may now have
some component of inertia.
The problem with this understanding is that shocks of this intensity and length have not happened in recent
history. It is possible that as the shocks reverse, the high core inflation indicators will also reverse. Thus, the biggest question related to the American economy today is whether or not inflation has taken on a life of its own.
These questions will guide future U.S. monetary policy decision making.
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IBRE in focus
Countries’ GDP Performance in 2020-21 and in the Medium Term
Bráulio Borges
In a paper published in early November (“The effects of fiscal measures during COVID-19,” WP 21/262),
several International Monetary Fund economists assessed the impacts on economic activity of the various
fiscal support measures adopted by 52 countries over the course of 2020. The authors used a “narrative approach,” taking into account the estimated effects of the announcements of these packages. The advantage of
this approach is that it also allows some expectational effects associated with these measures to be captured
(including issues related to fiscal sustainability, which may offset or even neutralize the Keynesian effect of
fiscal stimulus measures).
According to them, considering only the year 2020, the announcements of fiscal support packages were
effective at stimulating activity, boosting confidence and reducing unemployment, with different results depending on the type of policy and administrative measures adopted by countries to contain the pandemic. Policies
that sought to provide liquidity to companies and families were more effective in those countries that were more
rigorous in their administrative actions implemented to contain the virus, while measures that sought to boost
demand were more effective in countries where the measures to contain the pandemic were more relaxed.
Thus, their work suggests that the difference between expected 2020 GDP growth at the end of 2019 and
the change actually recorded in 2020 could have been greater than the average figure of around 7.7 percentage
points observed last year. (The median result across 183 countries was 6.9 percentage points). It is worth noting
that in the case of Brazil, this result was 6.1 percentage points, close to the United States’ figure (5.5 percentage
points), but worse than the results of China (3.5 percentage points) and South Korea (3.1 percentage points) –
countries that adopted less aggressive fiscal support packages but were more successful at containing the spread of the virus in their territories. The worst performer among major countries was India, where GDP undershot
expectations at the end of 2019 by just over 14 percentage points.
Notwithstanding the result of the authors’ work suggesting that fiscal policy was effective in 2020, the size of
the fiscal multiplier they estimated for 2020 was relatively low: each 1 percentage point of fiscal support (direct
and indirect, including the granting of guarantees) boosted GDP by 0.2 percentage points. This result was already arrived at by other studies and it is justified by the fact that the health measures taken to contain the pandemic
limited the economic impact of these packages, and in fact as a side effect they generated a sharp increase in
savings across much of the world.
The gradual withdrawal of these administrative measures in 2021 suggests that part of the effects of these
emergency fiscal policies could emerge precisely this year, with a greater lag than would occur in other situations. In this context, it is also interesting to analyze the expected performance of the countries’ economies in
2020 and 2021.
The following graph compares the difference in GDP expectations observed in 2020 with growth projections
for GDP in the two years since the pandemic began. There is a reasonably strong and negative relationship: the
larger the underperformance in 2020, the lower the accumulated GDP growth in 2020 and 2021. In other words,
fiscal and pandemic containment policies that were effective at containing the economic damage in 2020 have
also helped to minimize these impacts since then.
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It should be noted that, calculating the simple average for the 183 countries used to construct the graph
below, the accumulated GDP variation in 2020-21 is -0.8%, according to the most recent IMF projections. This
variation is +10.5% for China, +4.5% for Chile, +3.4% for South Korea, +2.4% for the United States, +1.4%
for India and +1% for Brazil. On the other hand, small countries and/or countries that are highly dependent on
tourism are expected to record GDP declines in 2020-21. It is also worth noting that Brazil is slightly above the
regression line (the equation described below would signal 0.7% growth for our GDP in 2020-21, given the difference actually observed in 2020).

Graph 16: GDP Underperformance in 2020 Versus Accumulated GDP Growth in 2020-21
Accumulated change in GDP in 2020-21, in %
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What if this analysis were extended to a longer horizon – something that would allow us to assess the
effects of economic scarring currently projected by the IMF? The following graph compares the performance
of GDP in 2020-21 with the difference in 2024 GDP projected by the IMF in October this year versus the level
projected in October 2019.

N o v e m b e r 2 021 | M a c r o B u l l e t i n 2 7

Graph 17: Accumulated GDP Change in 2020-21 Versus Difference in GDP from 2024 Level

Diﬀerence in GDP level in 2024
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As can be seen, the relationship is positive (the better the performance in 2020-21, the smaller the GDP loss
in the medium term), but it is much weaker than that indicated in the previous exercise.
Taking into account the simple average across the 183 countries, the IMF currently projects that GDP will
be 5.2% lower in 2024 than the level projected in October 2019 (median: -5.1%). Brazil is close to this average
(-4.7%), it is worth noting. The best performers in this type of comparison are the United States (+2.8%), Japan
(+0.5%) and some continental European countries, such as Germany (-0.6%), Italy (-0.2%) and the Netherlands
(-0.9%). The losses in China (-2.0%), South Korea (-1.6%) and France (-1.8%) are moderate. The biggest losses
are in small countries that are highly dependent on tourism, as well as in India (-12.4%).
This last finding suggests that in addition to the emergency support packages for families and businesses
adopted in 2020/21, “reconstruction” plans are also needed to avoid a permanent downturn in economic activity
and even the well-being of societies in the medium term. It is no surprise that the best performers listed in the previous paragraph include the U.S., which recently approved a US$1.2 trillion infrastructure package, and Europe,
whose US$900 billion NexGenEU program started to leave the drawing board in recent months.
Although the aforementioned packages may generate some favorable spillover effects for the rest of the
world, the domestic economic policy of other countries will still be crucial to avoid or minimize the very unfavorable outcome signaled by the IMF’s current medium-term projections. Some good opportunities seem to be
emerging, associated with the energy transition – and making good use of them will depend on a dynamic and
intelligent partnership between the public and private sectors. However, macroeconomic stabilization policies
(even if reformulated, increasing the focus on achieving full employment, beyond target inflation), an expanded
and more focused social safety net, and microeconomic/institutional advances will also be important to counter
these negative prospects.
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