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Light at the end of the tunnel? 

Little by little, signs are appearing that the coronavirus pandemic is being controlled globally. 

There is no question that the total numbers of confirmed cases (almost 5 million) and deaths 

(approaching 350,000) are high. However, both have grown less than 2% a day for the past 

week, and these rates are continuing to fall. In the countries and locations where this process 

is more advanced, lockdown measures have been loosened and people have been moving 

around again, without news of any major spikes in cases. This has fueled a certain return of risk 

appetite. In some cases, such as Germany, the fall in GDP in the second quarter, although large, 

may be less horrendous than some people predicted. 

At the same time, in recent weeks, the pandemic’s focus has continued to shift from developed 

to emerging countries, particularly Brazil, Russia and India, where the numbers of cases are 

increasing faster than in the rest of the world. Undoubtedly, the uneven quality of data hinders 

comparisons between countries. Among other factors, this difficulty results from different 

testing levels. In general, developing countries are tending to test relatively few people, possibly 

leading to underreporting of cases and also deaths per capita. Nevertheless, it is possible that 

within the next two or three months, only the United States, which is well ahead in terms of 

cases and deaths, will remain in front of these three countries when it comes to these sad 

metrics. 

In Europe and the United States, the pandemic’s effects on the economy have been intense. 

There has been a strong retraction in the first half of this year, concentrated especially in March 

and April, the strict lockdown period. Given that social distancing limits mobility, it restricts 

people’s ability to work and shop. As a result, most of the contraction in GDP has focused on 

household spending, which is unprecedented compared to previous global crises.  

However, Europe and some U.S. states have now started a process of gradual economic 

reopening, which is likely to be extended over the next few months. As a result, economic 

activity should recover in the second half. The second half will probably be stronger at first, due 

to the simple reopening of many businesses, and then more gradual, as companies, workers, 

consumers and governments try to adapt economic activity to health protection needs. 

In particular, this is suggested by the experience of China, where the economic recovery has 

been relatively fragile. There, after the acute phase, there was some normalization of economic 

activity, emphasizing the industrial sector, but the services sector is still suffering the more 

severe effects of the pandemic. In April, for example, Chinese manufacturing grew 3.9% 

compared to the same period of last year, while retail trade decreased 7.5% year-over-year, 

after shrinking 15.8% in March. In addition to changing behaviors, the spread of the pandemic 

in the rest of the world and fears of a second wave of contagion continue to hinder the 

normalization of activity in China. 
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Uncertainty as to how the recovery will take place will itself constrain the pace of the recovery. 

For example, there is a lot of doubt about the possibility of new coronavirus waves and the 

possibility that the effects on economic activity will be longer lasting. In fact, there are reports 

of growth in cases in some countries, such as Germany, South Korea and China, after easing 

measures took effect. There is also a need to dismantle some extraordinary measures to 

stimulate the economy and provide social safety nets – a process that will tend to be 

contractionary. 

Thus, we can only be sure of a complete and sustainable recovery if and when an effective 

treatment to prevent or treat the pandemic is available. But that is a topic outside the realm of 

economics. 

In Brazil, the present moment is challenging. On the one hand, we are still in the acute phase of 

the pandemic, as the numbers of new daily cases and deaths have increased considerably 

throughout the month of May, and there are no concrete signs of a significant slowdown in the 

short term. As a result, the economic impacts have been severe. Since March, activity indicators 

have shown a more intense contraction of GDP in the first and second quarters than previously 

forecast. We have revised our projection of GDP decline in the first quarter, compared to the 

previous quarter, from 0.7% to 1.0%. For the second quarter, we have revised the projected 

decline from 5.7% to 9.6%. For the year, we have changed our forecast of GDP contraction from 

3.4% to 5.4%. 

In turn, a more acute decline in economic activity than previously forecast will cause fiscal risks 

to increase. The worsening of the government deficit in 2020 is mainly due to increased 

spending to mitigate the pandemic’s impacts, in addition to the retraction in economic activity. 

Our estimate of the primary result is a deficit of 8.2% of GDP, with gross debt reaching 92% of 

GDP at the end of 2020. 

The extent of the economic crisis and its social repercussions has given rise to initiatives in the 

political sphere with potential negative implications, not only for the fiscal framework, but also 

for the business environment. It is always good to remember that the worsening of fiscal 

variables increases the risk of the country returning to an unsustainable debt trajectory, making 

it harder to maintain record-low interest rates – a goal that has almost universal support. 

Bills aimed at interfering in private contracts, such as to freeze prices and restrict interest rates, 

are on Congress’ voting agenda, and there will be little scope for debate. Furthermore, the 

government has found it difficult to make political alliances in order to avoid economic 

measures that could further damage the business environment and economic recovery 

following the pandemic. 

In this context, we cannot rule out the risk of a deeper and longer recession.  

In short, this edition of FGV IBRE’s Macro Bulletin includes the following highlights: 
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1. The section on Economic Activity shows that the weak performance of economic activity 

indicators in March was sufficient to damage the results for the first quarter as a whole. The 

social distancing measures adopted as of the second half of March impacted all sectors of the 

economy. Leading indicators for April point to an even more dramatic situation in the second 

quarter. In light of these results, we have revised our projection for first-quarter GDP growth to 

minus 1.0% quarter-over-quarter and 0.3% year-over-year. For 2020 as a whole, our baseline 

scenario indicates a decline of 5.4%. (Section 1) 

2. The section on Confidence notes that due to the deterioration of the economic and health 

crises in April, confidence indexes plummeted to all-time lows. The biggest impact was in the 

services and construction sectors, possibly because they are more labor intensive and due to 

the forced shutdown of building work and the provision of non-essential services in various 

states. The survey preview released on May 15 shows a slight improvement in confidence, 

reflecting less pessimism in relation to the coming months. Despite this increase, the indexes 

remain at extremely low levels in historical terms, having only recovered one-fifth of the huge 

drop observed in the previous two months. Families are struggling financially, as their income 

has fallen, and this may lead to a sharp increase in default levels and postponement of 

consumption, while companies are expected to recruit less or make layoffs in the next few 

months. (Section 2) 

3. The Labor Market section says that the month of March ended with the unemployment rate 

still falling. Between the first quarter of 2019 and the same period of 2020, it declined 0.5 

percentage points, from 12.7% to 12.2%. However, this apparently positive figure was the result 

of two distortions: (i) a drop in the participation rate, reducing the upward pressure on 

unemployment; and (ii) the quarterly frequency of the PNAD Continuous survey, which tends 

to smooth the trajectory of its indicators. To address the second issue, we used a methodology 

for producing monthly results from the PNAD Continuous survey developed by Heckhser (2020), 

in order to observe the month-to-month results of the series. This exercise showed that the 

unemployment rate increased in March 2020, compared to the same month of the previous 

year, in addition to the increase in the seasonally adjusted series. The unemployment rate is 

expected to rise to 14.1% in April and 13.1% in the moving quarter. In turn, the unemployment 

insurance claims indicator points to an increase of almost 200,000 claims between the average 

of recent months and April, again reflecting worsening labor market conditions caused by the 

pandemic. For 2020 as a whole, we expect an unemployment rate of 18.7% and a 3% reduction 

in the workforce. (Section 3) 

4. Regarding inflation, our analyst says that while social isolation measures held back the prices 

of durable goods, services with unregulated prices and services with regulated prices, inflation 

was influenced by the behavior of food and fuel prices for the third consecutive month. In our 

May indicators, we expect food prices to fall and fuel prices to rise, so IPCA will not change 

much from April and the 12-month rate will remain under the inflation target range. If the 
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expected drop in the official price index in May is confirmed, inflation in 2020 could end up 

being less than 2%. (Section 4) 

5. In the Monetary Policy section, our analyst says that the minutes to May’s meeting of the 

Brazilian Central Bank’s Monetary Policy Committee made clear the desire of Central Bank 

officials to establish a floor for the benchmark Selic interest rate. In the opinion of our analyst, 

this is a sensible idea. As the minutes themselves said, the conditions prevailing in the Brazilian 

economy differ greatly from those prevailing in more developed countries, and it would not be 

appropriate to voluntarily move toward zero or very close to it. Central banks should not 

gamble. If they opt to do something audacious and the results are disastrous, society may have 

to pay a high price, including the loss of credibility of the monetary authorities. As the then U.S. 

treasury secretary Hank Paulson said in 2008, “when confidence goes, it goes.” (Section 5) 

6. The Fiscal Policy section notes measures adopted by the federal government to tackle the 

coronavirus pandemic, thereby raising primary expenditure, including anti-unemployment and 

emergency assistance packages. These public policies, as well as demanding a large amount of 

resources, pose a lot of uncertainty as to the total expenditure necessary to pay all eligible 

recipients. The government initially expected to spend R$51.2 billion on anti-unemployment 

assistance. However, the budget allocation has since been increased to R$56.64 billion. The 

emergency aid benefit’s initial estimated expenditure was R$98.2 billion, but the budget 

allocation for this benefit is now R$123.92 billion. Total spending on the latter policy could end 

up as high as R$371.76 billion. Thus, there is great uncertainty as to the magnitude of the federal 

government’s primary expenditure in 2020 and the primary deficit for the year could be much 

higher than projected. (Section 6) 

7. In relation to the external sector, we have reduced our forecast of Brazil’s current account 

deficit to US$10.5 billion (-0.7% of GDP) in 2020, while raising our projection to US$16.0 billion 

(-1.2% of GDP) in 2021. Nevertheless, the exceptional global moment will lead to international 

reserve losses of just over US$40 billion in 2020. Next year, we expect they will recover to some 

extent, although this is not at all certain, and it would not be enough to make up for sales of 

reserves in 2019 and 2020. (Section 7) 

8. The International Panorama section discusses prospects for China and the world following 

COVID-19. The International Monetary Fund’s baseline scenario indicates a major loss of output 

in 2020 and a partial recovery in 2021. If the global economy returns to its pre-pandemic trend 

as of 2022, the crisis will have cost 4 percentage points of 2020’s GDP. To assess whether the 

IMF’s baseline scenario is happening, the best we can do is monitor China’s recovery in the 

second quarter. In our last bulletin, we projected second-quarter growth of 5.1%, year-over-

year, but we are now forecasting 3% to 3.5%. This is a significant downgrade, but it does not 

change the overall picture of a V-shaped recovery as the economy gets back to normal after 

strict lockdown policies are loosened. Therefore, we continue to believe that the IMF’s baseline 

scenario will prove accurate. (Section 8) 
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9. Finally, in the In Focus section, researchers Vilma Pinto and Thiago Abreu discuss state 

governments’ response to the COVID-19 pandemic. (Section 9) 

        

                  Armando Castelar Pinheiro and Silvia Matos 
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1. Economic Activity 

COVID-19 crisis contributes to decline in economic activity in first quarter 

The weak performance of economic activity 

indicators in March was sufficient to 

damage the results for the first quarter as a 

whole. The social distancing measures 

adopted as of the second half of March 

impacted all sectors of the economy. 

Processing shrank 4.2% compared to the 

same month of last year, while services 

declined 2.7% and the broad retail trade 

sector slumped 6.4%. 

In industry, the result was mainly driven by 

strong declines in the production of durable 

consumer goods and capital goods. In the 

broad retail sector, higher sales at 

supermarkets and pharmacies sustained 

results in March. On the other hand, there 

were sharp declines in sales of clothing, 

vehicles, furniture, home appliances and 

construction materials, among other items. 

In the Monthly Services Survey (PMS), there 

was a notable 33.4% drop in services 

provided to families between March 2019 

and March 2020.  

Leading indicators for April point to an even more dramatic situation in the second quarter. 

According to data from the National Association of Auto Manufacturers (ANFAVEA), vehicle 

production fell 98.7% year-over-year, while domestic sales declined 74.2%, according to figures 

from the National Federation of Vehicle Distributors (FENABRAVE). The number of heavy 

vehicles passing through the country’s toll roads went down more than 20% compared to the 

same period of last year. All the signs indicate that April will be a month of record declines in 

the main sectors of the economy. 

In light of these results, we have revised our projection for first-quarter GDP growth to -1.0% 

quarter-over-quarter and 0.3% year-over-year, as shown in Table 1. For the second quarter, we 

now expect a 10.9% annualized drop and a 9.6% marginal decrease. For 2020 as a whole, we 

have revised our baseline scenario to a 5.4% decline. 

________________________________________________________________________________________________________________________________________________________________ 

Table 1: GDP Projections 

 

Source: IBGE. Produced by: FGV IBRE 

________________________________________________________________________________________________________________________________________________________________ 
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When forecasting 2020’s growth, we incorporated the recent evolution of financial conditions 

and expected dynamics in the labor market over the course of the year between different 

sectors. We used companies’ updated responses to special questions in FGV IBRE’s COVID-19 

surveys to distribute the expected decline in hours worked between sectors. Thus, sectors with 

a higher percentage of companies reporting that they will be negatively affected by the crisis 

will experience a greater drop in hours worked compared to other sectors. 

The revision to our projection of this year’s growth was motivated by much more pessimistic 

responses in the updated surveys, especially among service sector companies. This was already 

expected, as we highlighted in the April edition of the Macro Bulletin, since the first data was 

collected between March 1 and 25, only partially incorporating the lockdown period, which 

started on March 15. The updated results seem more compatible with the current situation in 

which the country finds itself, although there is still a high degree of uncertainty. 

In relation to the first quarter, on the supply side, only the agricultural sector is expected to 

show any growth compared to the fourth quarter of last year. Both industry and services are 

expected to shrink at the margin, reflecting the intense effects of the crisis in the last month of 

the quarter. Regarding services, which account for more than 70% of the economy’s value 

added, the effects should be felt more intensely in trade, transport and other services. 

On the demand side, household consumption is expected to decrease 1.2% quarter-over-

quarter (+0.1% year-over-year) in the first quarter, while investment is projected to increase 

0.7% quarter-over-quarter (1.4% year-over-year). The external sector’s contribution is likely to 

be negative. We are projecting imports to grow 5.0% quarter-over-quarter (8.2% year-over-

year) and for exports to shrink 1.1% quarter-over-quarter (-2.5 year-over-year). 

For the full year, we expect 2.3% growth in agricultural production, an 8.2% decrease in 

industry, mainly driven by declines in processing industry and construction, and a 4.3% drop in 

services. Our numbers already take into account the income compensation policies announced 

by the government. According to our estimates, overall household income (including salaries, 

welfare benefits and pensions) would experience a real-term decline of 15.2% this year in the 

absence of an income compensation policy. Including transfers (R$123.92 billion of emergency 

aid for informal sector workers and recipients of the Family Grant welfare program, R$56.64 

billion of anti-employment assistance for formal sector workers and R$20.48 billion of 

withdrawals from the Government Severance Indemnity Fund), the real decline will be lessened 

to 10.4%. 

                  Silvia Matos and Luana Miranda 
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2. Business People’s and Consumers’ Expectations 

Confidence improves slightly but remains very weak 

Due to the deterioration of the 

health and economic crises in April, 

confidence indexes plummeted to all-

time lows. The Business Confidence 

Index (ICE) fell 33.7 points and the 

Consumer Confidence Index declined 

22.0 points, reflecting both 

deteriorating satisfaction with the 

current situation and short-term 

expectations among companies and 

consumers. 

The responses to special questions 

about the pandemic’s impact show 

that services and construction were the most affected sectors in April. This is possibly because 

they are more labor intensive and due to the forced shutdown of building work and the 

provision of non-essential services in various states. In addition, in April, companies forecast 

that the crisis would have a direct impact on them for four to five months, on average, and they 

predicted it would take more than five months to return to normal after the worst was over. 

There is also extreme caution among consumers, as 79.1% of them reported having restricted 

their spending to essential items, reflecting great concern about employment in the short term. 

Regarding May, the survey preview released on May 15 shows a slight improvement in 

indicators in the first half of the month. This reflected less pessimism in relation to the coming 

months, as pessimistic answers changed to neutral ones. This was a natural movement, given 

that the situation was very bad in April. If these numbers are confirmed in the final results for 

May, it will signal that economic agents do not expect a significant improvement in the next 

three months.  

Perceptions about the current situation remained stable in May’s preliminary results, indicating 

that the level of activity was unchanged in the first half of the month and quantitative 

annualized comparisons will continue to be negative. Given the combination of movements, 

our corporate expectations and current situation expectations index results became very 

similar in May. 

Graph 1: Consumers’ and Business People’s Confidence 

(seasonally adjusted, in points) 

 

Source and produced by: FGV IBRE 
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The preliminary results for May show 

an increase in confidence in all sectors, 

except industry, but this result was not 

homogenous across usage categories. 

There was a reaction in durable goods, 

a segment that presented a disastrous 

result in April, when capacity utilization 

dropped sharply and nearly 60% of auto 

makers stopped working. On the other 

hand, confidence worsened in the 

capital goods category, which has now 

fallen 33.4 points in the last three 

months. The biggest increase occurred 

in services, which went from the 

lowest level of confidence to the 

second lowest level out of the four 

sectors, between April and May.  

May’s preliminary results for the 

Economic Uncertainty Indicator for 

Brazil (IIE-Br), published on May 13, 

signals a drop of 9.3 points, returning 

around 10% of the increase recorded in 

the two previous months. This result 

also suggests a modest reduction in 

uncertainty, but it remains at unusually 

high levels. 

Table 2: Sectorial and Consumer Confidence Indexes - level and recent evolution 

 

Source and produced by: FGV IBRE 

Graph 2: Variation of the Industry Confidence Index * of 
the Use Categories (with seasonal adjustment, in points) 

 

 * preliminary data for May compared to April. Source and 
elaboration: IBRE / FGV. 

 

Graph 3: Contribution of Use Categories to the Industry 
Confidence Index* (seasonally adjusted, in points)

 

* preliminary data for May compared to April. Source and 
elaboration: IBRE / FGV. 
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To sum up, the preliminary data for May suggests a rise in confidence, driven by a reduction in 

pessimism. Despite this rise, the figures remain at extremely low levels in historical terms, 

having only recovered one-fifth of the huge drop observed in the previous two months. 

Consumers are cautious and financial stress is at an all-time high. Families are struggling 

financially, as their income has fallen, and this may lead to a sharp increase in default levels and 

postponement of consumption, while companies are expected to recruit less or make layoffs in 

the next few months. 

    Aloisio Campelo Jr. and Viviane Seda Bittencourt 

3. Labor Market 

Monthly results show sharp deterioration in job market 

The unemployment rate in the moving quarter ended in March 2020 was 12.2%, down 0.5 

percentage points from the same period of last year. FGV IBRE’s projection was 12.7%. In turn, 

the seasonally adjusted rate was 11.6%, down 0.1 percentage points from the previous moving 

quarter. 

Despite this seemingly positive result, the unemployment rate would have been considerably 

worse had it not been for a 0.7-percentage-point drop in the participation rate in relation to 

the same quarter of 2019 – an all-time record for this time of year. Furthermore, as the monthly 

PNADC survey produces estimates in averages of moving quarters (blending the average figures 

for several variables in the month in question and the two previous ones), economic impacts 

Graph 4: Economic Uncertainty Indicator for Brazil (IIE-Br) – in points 

 

Source and produced by: FGV IBRE 
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on the labor market end up being observed in the surveys with a lag, beyond the economic 

nature of this relationship. 

Thus, although the numbers 

presented in the March 2020 edition 

of the PNAD Continuous survey 

showed a further small decline in the 

unemployment rate, the consequences 

of the COVID-19 pandemic were 

already starting to occur that month 

with a significant intensity. In an 

attempt to address this issue, 

economist Marcos Hecksher of the 

Institute for Applied Economic 

Research (IPEA) created a methodology 

for producing monthly results from the 

PNAD Continuous survey’s microdata. 

This tool makes it possible to track the monthly results of aggregate indicators rather than the 

moving quarterly results. 

Graph 5 shows the monthly trajectory of the unemployment rate since January 2018, together 

with projected results. As can be seen, the results for March differ significantly between the 

moving quarterly and monthly series. In the first, the trend was downward in relation to the 

same period of last year, as mentioned in the first paragraph, but the latter went up 0.3 

percentage points. 

In April, we expect the unemployment 

rate to reach 13.1% in the moving 

quarterly series and consequently 14.1% 

in the monthly series. This result would 

mean a 2-percentage-point rise in relation 

to the previous month in the seasonally 

adjusted series, showing the impact of the 

COVID-19 pandemic on the labor market. 

It is also necessary to consider that the 

unemployment rate would be even higher 

were it not for the specific circumstances 

of the present crisis, which is requiring the 

bulk of people to stay at home, 

discouraging them from looking for a job, thereby reducing the workforce and unemployment 

rate. Graph 6 uses the monthly PNADC results to show the annualized trajectory of the 

Graph 5: Monthly Unemployment Rate, 2018-19 

 

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

Graph 6: Monthly EAP and WF 

(year-over-year) 

 

Source: PNADC (IBGE). Produced by: IBRE/FGV 
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economically active population (EAP) and workforce (WF) since current records began. As can 

be seen, even though the EAP has shrunk during the latest crisis, the workforce only fell in the 

last month, reducing the upward pressure on the unemployment rate. 

Formal economy workers 

Since the government stopped disclosing 

General Employment Registry results, 

high-frequency information about the 

formal labor market has been lost. To 

mitigate this absence, the Economy 

Ministry has started to release the 

number of unemployment insurance 

claims once more. As can be seen in 

Graph 7, in seasonally adjusted terms, 

the number of claims rose from around 

500,000-550,000 in recent months to 

nearly 750,000 in April. Assuming that 

close to zero jobs were created, the net 

loss of formal jobs was between 100,000 

and 200,000 in a single month. This may 

mean the loss of up to 1 million formal jobs if this trend lasts until the end of the year. 

Annual projection 

In conclusion, the labor market’s indicators have deteriorated rapidly as a result of the 

pandemic. Therefore, for 2020 as a whole, we expect the unemployment rate to average 18.7%, 

up nearly 7 percentage points from 2019. This result will in fact be cushioned by an expected 

3% reduction in the workforce, due to social distancing rules and government income transfer 

policies, such as emergency income benefits. 

Daniel Duque 

4. Inflation 

Inflation below zero 

In April, the surprise was not the negative result for the Extended Consumer Price Index (IPCA), 
but the intensity of the fall. Last month’s inflation figure came in below market expectations, as 
the coronavirus crisis depressed the prices of durable goods, services with unregulated prices 
and services with regulated prices. 

Although the recent devaluation in the Brazilian real may put upward pressure on the prices of 
durable goods going forward, demand is very weak, reflecting the drop in economic activity, so 
the prices of these goods fell -0.87% on average last month, causing the 12-month inflation rate 

Graph 7: Unemployment Insurance Claims 

(seasonally unadjusted and adjusted series, in thousands) 

 

Source: PNADC (IBGE). Produced by: FGV IBRE 
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to decline 1.6%. In May, according to FGV’s Inflation Monitor, the prices of durable goods are 
expected to continue to fall, although less quickly than in April. The projected decrease is 0.15%. 

A similar slowdown is likely to be observed when it comes to services with unregulated prices. 
Most of them have been unavailable during the lockdown, so no movement in their prices has 
been possible. In April, the average variation in this segment was 0.25%, and in the preceding 
12 months the accumulated rate was 3.01%. In May, according to data collected by FGV, the 
variation may be around -0.20%. 

In relation to services with regulated prices, inflation was minus 2.06% in April, as increases 
were postponed and gasoline prices dropped 9.3%. In May, a further decrease is not expected, 
given that as of May 14, two rises in oil prices charged by refineries were authorized, causing 
an overall increase in gasoline prices of more than 20%. As a result, consumer prices are 
projected to rise 5% on average, taking inflation for services with regulated prices from minus 
2.06% in April to 1.25% in May. 

The decline in inflation would have been greater if it were not for the contribution of the Food 
and Drinks group, whose prices rose 2.24% on average in April, driven by seasonal pressures, 
the weaker exchange rate and higher demand for food. In May, FGV’s Inflation Monitor 
forecasts an average price increase of approximately 0.50% in this group. 

Durable goods and services with regulated prices account for more half of IPCA’s weighting and 
so have a major influence on it. In May, prices in the Food and Drink and Transport segments 
will continue to exert upward pressure. The first group’s rate will tend to slow down, while the 
second one’s rate will accelerate, allowing another drop in the index of a similar size to that 
recorded last month. 

If this result is confirmed, the 12-month IPCA rate will go from 2.40% in April to 1.96% in May. 
As a result, projected inflation for the whole year may be below 2%, approaching the rate of 
1.65% recorded in 1998, the lowest in the period since rampant inflation was tamed in Brazil. 

                   André Braz 

5. Monetary Policy    

The idea of an effective minimum level for benchmark interest rate 

The minutes to May’s meeting of the Brazilian Central Bank’s Monetary Policy Committee made 
clear the desire of Central Bank officials to establish a floor (an “effective minimum level”) for 
the benchmark Selic interest rate. What reasons did the bank give to back up this concern? Does 
it make sense to worry about this? Wouldn’t it be more appropriate to move immediately to a 
zero interest rate in order to stimulate the economy as much as possible (ruling out the 
possibility of a negative rate), given the crisis caused by the novel coronavirus? 

The argument made by the Monetary Policy Committee is based on the assumption that cutting 
the base interest rate too much would pose the risk of causing “instability in the financial 
markets and asset prices.” Most likely, the concern here is with the behavior of the exchange 
rate. If the interest rate were too low, this could lead to excessive exchange rate depreciation, 
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and it is unreasonable to rule out the possibility of this jeopardizing our well-anchored inflation 
expectations. 

It is certainly possible to argue that none of this would tend to happen, and it is up to the Central 
Bank to simply test this by immediately reducing the interest rate to zero. In our view, that 
would be a reckless test. Central banks should not gamble. On the contrary, they should 
proceed as prudently as possible. Decisions by monetary authorities are usually made in the 
dark, so it is advisable to proceed with caution. If they opt to do something audacious and the 
results are disastrous, society may have to pay a high price, including the loss of credibility of 
the monetary authorities. As the then U.S. treasury secretary Hank Paulson said in 2008, “when 
confidence goes, it goes.” 

Continuing its argument, the Monetary Policy Committee says that the limit to which it refers 
is “significantly higher in emerging economies than in developed countries,” due to their 
different risk premiums. It adds that these premiums tend to be higher in Brazil, because of our 
fiscal problems.  

The committee’s members say they are in favor of cutting the base interest rate gradually in an 
attempt to gauge what would be an effective floor. Although we consider the Central Bank’s 
approach to be very sensible as a whole, we understand that in this context, at the May 
meeting, it would have been more coherent to have reduced the interest rate by 50 basis points, 
as most market players expected, rather than by 75. 

In any case, it seems very prudent to try to define a floor for the economy’s base interest rate. 
The prevailing conditions in the Brazilian economy differ greatly from those in force in more 
developed countries, and it would not be appropriate to voluntarily move toward zero or very 
close to it. Almost all the members of the Central Bank support this reasoning. 

However, they know that implementing something that is imagined does not only depend on 
will. The circumstances may render the Monetary Policy Committee’s objective unworkable. 
Precisely for this reason, the committee made it clear that “new information on the effects of 
the pandemic, as well as a reduction in fiscal uncertainties, will be essential to determine our 
next steps.” 

To illustrate matters, let us think about the possibility that the course of events will lead us to 
deflation. That does not seem likely, despite the crisis’ significant deflationary effects. But what 
if it happens? Would it make sense to do nothing while Selic is at the minimum level? The 
answer to the last question is “no.” 

In short, if circumstances do not compel the Central Bank to do otherwise, the most sensible 
thing really seems to be to respect an “effective minimum level” for the base rate. 

                    José Júlio Senna 
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6. Fiscal Policy 

Uncertainties regarding the costs of some policies 

In order to fight the coronavirus, the federal government launched a series of fiscal measures 

that have impacted both the health budget (such as purchases of hospital supplies) and also 

other budgets needed to tackle the pandemic. 

Table 3 shows measures adopted by the federal government that have raised primary 

expenditure. They include anti-unemployment and emergency aid packages. Both these 

initiatives are designed to provide temporary income to workers in the formal and informal 

economies, thereby allowing them to comply with the social distancing recommendations that 

have been adopted across the country. 

However, these public policies, as well as demanding a large amount of resources, pose a lot of 

uncertainty as to the total expenditure necessary to pay all eligible recipients. 

Let us begin with unemployment insurance. Provisional Decree 936 of 2020 established a 

subsidy to maintain jobs and income, allowing employers to reduce or suspend their 

employees’ working hours and reduce their pay by an equivalent amount, while the federal 

government will compensate for this reduction or suspension by giving employees’ 

unemployment benefits. 

When this measure was announced, there was a lot of uncertainty about how many people it 

might cover. This is because in order to join the program, employers have to undertake not to 

Table 3: Federal Government Spending to Tackle the Coronavirus 

 

Source: STN. Produced by: FGV IBRE 
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lay off these employees once normal activities resume.1 Nevertheless, it seems that many 

employers have signed up, and the federal government has increased this public policy’s budget 

allocation. 

The government initially expected to spend R$51.2 billion to preserve around 8.5 million jobs.2 

However, the budget allocation has been increased to R$56.64 billion, and as of 2 pm on May 

12, around 7.2 million jobs have already been saved. Graph 8 shows the jobs saved, broken 

down by different sizes of working hour reductions. It reveals that employment contract 

suspensions account for more than half of workers benefiting from this anti-unemployment 

assistance. 

Like anti-unemployment assistance, emergency aid has also undergone a change in budget 

allocation recently, though to a much greater extent. This emergency aid aims to give informal 

economy workers, the self-employed and individual microentrepreneurs a R$600 handout for 

                                                           
1 For example, if an employer joins the anti-unemployment assistance program for two months, it must undertake to retain its 

employees for at least four months – in other words, for the two months during which the federal government subsidized their 

pay and for another two months after the resumption of normal activities. 
2 As set out in a presentation dated April 1, 2020, available at: https://www.gov.br/economia/pt-br/centrais-de-

conteudo/apresentacoes/2020/apresentacaompemprego.pdf/view. 

Graph 8: Breakdown of Jobs Saved by Type of Working Hour Reduction 

  

 

Source: Labor Secretariat. Produced by: FGV IBRE 

 

https://www.gov.br/economia/pt-br/centrais-de-conteudo/apresentacoes/2020/apresentacaompemprego.pdf/view
https://www.gov.br/economia/pt-br/centrais-de-conteudo/apresentacoes/2020/apresentacaompemprego.pdf/view
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three months. The law that instituted it (Law 13,982 of 2020) permits this benefit to be 

extended for another three months. 

The initial estimate for total spending on emergency aid was R$98.2 billion, and the budget 

allocation is now R$123.92 billion. This increase of more than R$25 billion arose from huge 

uncertainty regarding the number of people who genuinely meet the criteria defined to receive 

the benefit. 

This uncertainty translates into greater risk of significant and unpredictable expansion of public 

spending. In this case, if we assume that total spending on this policy does indeed turn out to 

be R$123.92 billion, and if the federal government needs to extend the benefit for another 

three months, the total cost of the policy will soar to R$247.84 billion. In an even more 

pessimistic scenario, supposing the emergency aid is extended until December of this year, as 

proposed in Bill 2,627 of 2020,3 we would be talking of emergency aid expenditure of R$371.76 

billion. 

In all three scenarios, we can observe very great uncertainty as to the magnitude of the federal 

government’s primary expenditure in 2020, and the primary deficit for the year could be much 

higher than projected. 

                            Vilma Pinto  

7. External Sector 

Winter has come 

Brazil’s trade balance was US$6.7 billion in April 2020, up US$1 billion from April 2019. This is 
explained by a sharper decline in imports (-14.8%) than exports (-5.0%) over this timeframe. 

In volume terms, exports grew 0.3% and imports fell 7.6% in the 12 months to April 2020. 
Monthly imports have been increasing on an annualized basis since December 2019, and in 
March 2020 they went up 15.4%. A risk of further devaluations, the effects of contractual lags 
and changes in domestic conditions explain this result. The fall in imports in April shows that 
shrinking economic activity had already been taken on board by foreign trade players. In the 
next few months, we expect this downward trend to continue, leading to a drop in imports in 
2020 compared to 2019.  

The increase in export volume is fully explained by commodities (Graph 9), whose exports grew 
17.1% between April 2019 and April 2020 and 8.1% between January to April 2019 and the same 
period of 2020. In the first four months of 2020, commodities accounted for 67% of total export 
value, the highest percentage since records began in 1995.  

Brazil’s dependence on exports of commodities, especially agricultural ones, is reflected in 
China’s growing share of the country’s exports. In the 12 months to April 2020, the volume 

                                                           
3 Available at: https://legis.senado.leg.br/sdleg-getter/documento?dm=8110595&ts=1589546964883&disposition=inline. 

https://legis.senado.leg.br/sdleg-getter/documento?dm=8110595&ts=1589546964883&disposition=inline
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exported to China increased 30.9%. 
The figure for the rest of Asia was 
28.2%. For all the other markets shown 
in Graph 10, export volumes decreased, 
not just between April 2019 and April 
2020, but also between the first four 
months of 2019 and the same period of 
2020. 

This therefore confirms the Chinese 
market’s importance in mitigating the 
decline in Brazilian exports caused by 
the global trade crisis. China accounted 
for 31% of Brazil’s exports and 21% of 
its imports in the first four months of 
2020. 

Therefore, the trade surplus is expected 
to increase in 2020 in relation to 2019, 
due to a sharper fall in imports than 
exports. 

Having discussed forecasts for the 
external sector, it is worth defining the 
main external and internal factors that 
guide the behavior of the current 
account. 

A deep deceleration in world trade 
growth is expected, in line with the major demand shock the world is going through in 2020. 
Based on the latest projections by the International Monetary Fund and World Trade 
Organization, as well as the behavior of foreign trade in the main global economies, our baseline 
scenario is for global trade to contract just over 12% this year. Even if there is a recovery next 
year, it will not be enough to offset the expected reduction in trade in 2020. 

In Brazil, our most recent simulations indicate a 5.4% decline in GDP in 2020, with particularly 
severe shocks in manufacturing and services, therefore also leading to significant impacts on 
private consumption and investment. Private domestic demand will fall even more in the 
baseline scenario. As in international trade, some recovery is expected over the coming year, 
but there is considerable uncertainty in Brazil. 

Regarding the terms of trade, the strong contraction in international demand, aggravated by 
specific energy market issues, has led to a sharp drop in commodity prices and a decline in the 
prices of industrial goods. It is interesting to note, however, that Brazil’s commodity exports 

Graph 10: Variation (%) in Export Volumes by 
Destination Market 

 

Source: SECEX/MDIC. Produced by: FGV IBRE 

 

Graph 9: Variation (%) in Volume and Price of 
Commodity and Non-Commodity Exports 

 

Source: SECEX/MDIC. Produced by: FGV IBRE 
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have performed better than average. Combining export and import price movements, we 
expect a slight worsening of the terms of trade in 2020 and a minor recovery in 2021. 

Finally, there is the exchange rate. For a long time, we have been developing econometric 
models that allow us to evaluate factors that determine currency trends: external factors (such 
as the strength of the U.S. dollar across the world, commodity prices, American long-term 
interest rates and global risk aversion), one-year interest rate differentials, and internal factors 
(basically the portion of Brazil’s country risk that cannot be explained by global factors). 

After the pandemic began, the global situation obviously became more challenging, and much 
riskier, causing sizeable capital outflows from emerging economies, pressure on risk metrics, 
falling commodity prices and an appreciation of the U.S. dollar against other currencies. As if 
that were not enough, there has been another round of decreases in interest rate differentials, 
and domestic circumstances (economic, institutional and political) have deteriorated this year. 

For all these reasons, it is no coincidence that Brazil’s currency has lost almost 50% of its value 
so far in 2020. Due to factors much more intense than those observed in other economies, 
especially in key trading partners, we expect a real multilateral depreciation of approximately 
40% this year, and based on existing information, we expect this process will continue until the 
end of next year. 

The expected behavior of fundamentals 
until the end of 2021 is summarized in 
Graph 11. We envisage significant 
movements in fundamentals, responding to 
the context of intense global volatility. 

Incorporating first-quarter data – and given 
that post-COVID-19 reality was already 
apparent in March, with a current account 
surplus and very strong capital outflows – 
and the trajectories of fundamentals 
presented above, we have significantly 
revised our projections for the balance of 
payments. 

For 2020, our current forecast for Brazil’s 
current account deficit is a mere US$10.5 
billion, equivalent to 0.7% of GDP. Just 
three months ago, we expected a deficit of US$57.0 billion (3.2% of GDP). 

This revision is the direct result of the shock described above. The trade balance will have a 
higher surplus, with a sharp reduction in total trade and a disproportionate drop in imports 
(combining growth differential and multilateral exchange rate effects). Because of lower total 
trade, shipping costs will be lower. The collapse of domestic growth and income, associated 
with currency depreciation, will trigger an intense adjustment in profit remittances and 

Graph 11: Brazil’s External Sector Fundamentals 
(2006=100) 

 

Sources: Brazilian Central Bank, FUNCEX, CPB, WTO, IMF and 
IBGE, based on internal calculations. Produced by: FGV IBRE 

 



 

 
21 

Macro Bulletin    

May 2020 

spending on rents and services. Finally, impoverishment and the health emergency will lead to 
a major reduction in spending on international travel. 

In 2021, we expect some (limited) normalization of local and global economic conditions. 
However, we predict that the exchange rate will remain weak and complete normalization of 
external flows will not yet happen. The deficit will rise to US$16.0 billion (1.2% of GDP), but it 
will remain at relatively depressed levels. Table 4 compiles our revisions and projections, 
comparing them with the figures observed in 2019. 

In normal conditions, a lower deficit would greatly reduce external financing pressure and bring 
the balance of payments to a small surplus. Unfortunately, this is not the case: the present crisis 
is marked by significant capital outflows from emerging countries, resulting in funding 
difficulties even in a situation of moderate deficits.4 

For 2020, we now project a balance of payments deficit of between US$40.0 billion and US$45.0 
billion (implying a reduction of this magnitude in international reserves) – a drastic change from 
our previous forecast (with an annual balance of payments deficit close to zero). The main driver 
of the drop in financing will be portfolio flow investments, with a strong flight to quality and 
capital flight to developed countries. As the local and global economies recover in 2021, the 

                                                           
4 The March data reinforces this perception, with a current account surplus (US$0.8 billion) and, at the same time, huge 

portfolio capital outflows, leading to a balance of payments deficit of approximately US$20 billion. 

Table 4: Current Account Deficit (US$ billion and % of GDP) 

 

* Brazilian Central Bank definition; ** Previous forecast in early February 2020. Current forecast (May 2020). 
Sources: BCB; FGV IBRE. Produced by: FGV IBRE 
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deficits will be easily financed and there will be some replenishment of reserves, but not enough 
to compensate for the reduction in 2019 (US$26 billion) and the expected one in 2020. 

Table 5 presents the main items for uses (current account and external amortization) and 
resources (funding sources) of the balance of payments. Maintaining the previous table’s 
format, we present the 2019 results, our projections for 2020 (previous and current), and our 
forecasts for 2021. We emphasize that the financing projections are naturally more unstable 
and at this moment have an even higher degree of uncertainty than usual. 

To conclude, these are obviously difficult times. There are some defenses in our export profile, 
the significant currency depreciation and the previously accumulated stock of international 
reserves – all factors that will help us get through this very delicate moment. 

We will emerge with less external buffers and a lighter current account position, which will not 
necessarily be associated with ease of future financing. It is therefore necessary to persevere 
with the adjustments required to make our economy more resilient, which applies to both 
domestic issues and our external sector. 

   Lívio Ribeiro and Lia Baker Valls Pereira 

8. International Panorama  

Monitoring China and the world after COVID-19 

As we discussed in this space last month, in April the IMF released its economic activity forecasts 

for 2020 and 2021. Essentially, we were informed that the world economy will shrink 3% in 

2020 and grow 5.8% in 2021. Prior to the acute phase of the COVID-19 crisis, the IMF had 

predicted growth of 3.3% and 3.4% in 2020 and 2021, respectively. In relation to the projections 

before the pandemic, this represents a 6.3 percentage-point decrease in 2020 and an increase 

of 2.4 percentage points in 2021. 

Table 5: Balance of Payments Uses and Resources (US$ billion) 

 

** Previous forecast in early February 2020. Current forecast (May 2020). Sources: BCB; FGV IBRE. Produced 
by: FGV IBRE 
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The IMF’s baseline scenario indicates a major loss of output in 2020 (6.3 percentage points) and 

a partial recovery (2.4 percentage points) in 2021, in relation to the pre-pandemic forecasts. If 

the global economy returns to its pre-pandemic trend as of 2022 (annual growth of 3%, with 

developed economies growing 2% and emerging economies growing 4%), the COVID-19 crisis 

will have cost 4 percentage points of global GDP as of 2020. 

One of the fundamental principles of the IMF’s baseline scenario is that after countries have 

normalized their economic activity, the coronavirus will not be very harmful to the functioning 

of the economy. It is a relatively optimistic scenario. 

To assess whether the IMF’s baseline scenario is happening, the best we can do is monitor 

China’s recovery in the second quarter. In our last bulletin, we projected second-quarter growth 

of 5.1%, year-over-year, but we are now forecasting 3% to 3.5%, based on April’s data 

concerning retailing, manufacturing and the evolution of credit and debt. 

This is a significant downgrade, to a large extent caused by April’s international trade figures. 

However, in our understanding, it does not change the overall picture of a V-shaped recovery 

as the economy gets back to normal after strict lockdown policies are loosened. We should 

remember that in the first quarter, China was 6.8% below the same period of 2019. 

Therefore, based on the data released since our previous bulletin, we continue to believe that 

the IMF’s overall baseline scenario will prove correct. We do not know the exact numbers, but 

based on what we have so far, it appears that things are getting back to normal as measures 

suppressing economic activity are lifted. 

Another issue is the global balance between supply and demand after the COVID-19 crisis. Will 

it be more inflationary than now? There is great concern about the enormous indebtedness 

that will occur in all economies. On the other hand, there is evidence that large shocks like the 

current one, which cut the income of a considerable share of the population, end up producing 

more cautious behavior among the public, thereby raising the savings rate. Finally, there are 

very long-term trends, such as population aging in the developed economies, which should at 

some point lead to a drop in savings. 

According to the best evidence we have, each 10 percentage points added to government debt 

in developed economies raises the neutral international interest rate by 0.35 percentage points. 

Thus, due to greater indebtedness, we should expect the international cost of capital to rise 

between 0.5 and 0.75 percentage points.5  

On the other hand, 2021 should be a year of strong fiscal consolidation in the developed 

economies. In addition, due to precautionary saving, household consumption is likely to decline. 

Families will emerge poorer from the crisis and they will have experienced a lot of uncertainty 

and in many cases unemployment. In turn, companies will emerge from the crisis with more 

                                                           
5 See Lukasz Rachels and Lawrence Summers, “On Secular Stagnation in the Industrial World,” NBER, August 2019. 
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debt. We can expect a period of difficulties until investment resumes. Companies will be in the 

process of reducing their debts. Thus, at first sight, it does not seem likely that there will be an 

increase in the international cost of capital in the first few years after the pandemic. 

            Samuel Pessôa 

9. FGV IBRE In Focus: State governments’ response to the COVID-19 pandemic 

Brazil’s economic crisis of 2014 to 2016 had a deep impact on state governments’ finances. Like 

economic activity, the recovery of local government finances was proceeding slowly. Now, 

another tsunami has struck the public accounts and the economy, greatly affecting all levels of 

government.  

The novel coronavirus pandemic created the need for a very quick response from subnational 

governments. As the number of COVID-19 cases began to increase across the country, state 

governments adopted a series of measures to tackle the pandemic. These measures include 

issuing a state of emergency decree, purchasing hospital supplies, deferring taxes, and 

providing financial assistance to companies and families. 

The objective of this section is to examine how state governments have confronted the 

pandemic. 

At FGV IBRE’s Fiscal Policy Observatory, we recently published an analysis of measures taken by 

state governments in response to the novel coronavirus pandemic.6  

All state governments have declared a public emergency arising from the COVID-19 pandemic, 

permitting them greater flexibility when taking certain actions. According to article 65 of the 

Fiscal Responsibility Law (Complementary Law 101 of 2000),7 a public emergency decree must 

be recognized by legislative assemblies, in the case of subnational governments, and by 

Congress, in the case of the federal government. 

As long as the public disaster lasts, governments do not need to meet fiscal targets and spending 

limits. In addition, certain deadlines and other fiscal rules, such as for staff expenses and debt, 

are suspended. 

As a result, even some state governments that were in a very delicate fiscal situation have 

managed to very quickly undertake actions requiring large amounts of resources and/or leading 

to lower tax revenue. 

The measures vary from state to state, whether in terms of beneficiaries or expected impacts, 

but they are all go in the same direction. They can be divided into the following main types: 

those designed to provide financial assistance to companies and families, those that directly 

                                                           
6 Available at: https://bit.ly/3cLcupi. 
7 Available at: http://bit.ly/2G8UsPh. 

https://bit.ly/3cLcupi
http://bit.ly/2G8UsPh
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combat the novel coronavirus, traffic control measures, and other specific measures in each 

state. (See Table 6.) 

Regarding financial aid measures for companies and families, the objective is to mitigate the 

problems caused by the economic crisis triggered by COVID-19, given the need to maintain 

social isolation to reduce the spread of the virus. There have been specific measures for certain 

sectors that have suffered the most from the crisis, such as tourism and culture, in addition to 

companies that have less financial capacity, such as micro, small and medium enterprises. To 

this end, governments have provided corporate credit lines, suspended deadlines for 

compliance with administrative and tax procedures, and in some cases cut taxes, postponed 

payments and allowed installments. 

In relation to individuals, special credit lines have also been created, mainly funded by public 

development agencies in some states. However, the bulk of state governments’ assistance to 

the population has been through the distribution of food parcels, food vouchers, hygiene 

products and other items to combat the novel coronavirus, such as masks and alcohol-based 

hand sanitizer. 

 

Many state governments have also reduced ICMS tax on water and electricity bills and banned 

the suspension of these essential services during the pandemic. In some cases, they have also 

waived charges for these services, especially for families enrolled in the Social Charges Program. 

Table 6: Measures Adopted by State Governments* 

 

 

* Up to May 17, 2020. Source: FGV IBRE, based on state government websites. Produced by: FGV IBRE 
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Measures directly focused on fighting the coronavirus have included the distribution of hygiene 

products, masks and alcohol-based hand sanitizer, as mentioned, and it has also been necessary 

to buy personal protective equipment, expand the number of hospital beds and respirators, 

and set up field hospitals. All these measures are needed to prevent the health system from 

collapsing, given high current demand for medical services. Many state governments have also 

invested in drive-throughs for influenza vaccination and COVID-19 testing, and created online 

and phone service platforms. 

To implement all these initiatives, it has been necessary to hire health workers, through public 

recruitment processes, temporary selection processes and the appointment of people who had 

previously passed civil service exams, among other recruitment methods. 

With regard to traffic control, all state governments have recently made it compulsory to wear 

a protective mask. In addition, restrictions on intermunicipal and interstate transport have been 

imposed, health roadblocks have been set up and there has been screening at airports, among 

other measures. 

All states, without exception, have to some extent restricted stores, services and events. As the 

crisis has grown worse and the number of deaths has steadily risen, these measures have been 

intensified. The hardest-hit states, such as Maranhão, Ceará, Pará, Sao Paulo and Rio de Janeiro, 

have imposed strict lockdowns in municipalities with the most cases. Many states have left 

decisions on these social distancing measures up to municipal governments. 

However, some states have now started to loosen these measures. The state government of 

Rio Grande do Sul has adopted a controlled distancing model that is updated weekly, imposing 

restrictions on all municipalities and allowing municipal governments to select one of four 

“distancing levels,” in line with the level of risk. This classification is based on certain indicators, 

such as the spread of the disease and health service capacity. A similar model has been adopted 

in Minas Gerais and also in the municipality of Niterói, in the state of Rio de Janeiro. 

It is a fact that fiscal expansion is necessary at this delicate moment. However, despite the 

greater flexibility offered by emergency decrees, the federal government also needs to provide 

financial assistance to enable the adoption of measures required to tackle the pandemic. To 

some extent, this has been done. According to the Economy Ministry,8 the federal government 

has adopted measures to support subnational governments with an economic impact of 

R$181.7 billion and a fiscal impact of around R$143.9 billion. 

Vilma Pinto and Thiago Abreu 

Editorial Revision of FGV IBRE’s Macro Bulletin: Fernando Dantas 

                                                           
8 The details of these measures can be seen at: https://bit.ly/2ZepUX2.  
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