
 

 
1 

Macro Bulletin    

June 2020 

 

 

 

 

  

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

June 2020 



 

 
2 

Macro Bulletin    

June 2020 

Resumption of activities amid uncertainty  

In the last month, the pandemic has begun to show signs of being controlled in developed 

countries, with the exception of some U.S. states. In developed countries, governments have 

moved forward with the process of reopening the economy, while maintaining preventive 

measures to reduce the risk of new waves of infection. At the same time, the strong monetary 

and fiscal stimulus initiated in March has helped to avoid a deeper and more prolonged 

recession. After a sharp decline in activity in March and an even sharper one in April, the 

preliminary data for May indicates that developed economies are starting to recover. The worst 

may be behind us. Even if new waves of contamination occur, they are unlikely to lead to the 

comprehensive suspension of activities. 

But will the global recovery be V-shaped? Probably not. On both the supply side and demand 

side, the most likely scenario is a stronger but partial recovery in the third quarter, followed by 

more moderate expansion in the following quarters. Global GDP is only expected to return to 

the level of late 2019 in mid-2022. 

Furthermore, the recovery process will be very uneven across countries, reflecting both their 

different conditions prior to the crisis and the different ways in which they have faced the 

pandemic, in terms of public health and amount of stimulus. In emerging Asia, especially China, 

the economic recovery has been faster, and areas such as the residential real estate market and 

infrastructure investment have performed particularly well. IBRE projects that China will grow 

1.4% in 2020 and 7.5% next year. 

With regard to other countries, there is still a lot of uncertainty, but the most likely scenario is 

a slow recovery and a drop in the year’s accumulated result, judging by the projections of the 

main multilateral bodies that make economic forecasts, such as the IMF, OECD and World Bank. 

Most notably, an IMF spokesperson gave a press conference on June 18, confirming that the 

fund will cut its growth forecasts for 2020 but not make any major revisions for 2021.1  

In Latin America, India and the Middle East, the economy will continue to suffer from the 

pandemic, which is still very worrying. The number of new COVID-19 cases is continuing to rise, 

with no signs of stabilization. Even so, the process of gradually easing social distancing measures 

is under way in many countries. The risk of premature reopening exists, and a new period of 

closure may be necessary in some regions. In fact, in India, the state of Tamil Nadu once again 

ordered a strict lockdown of its capital in the second half of June. 

The Brazilian economy is experiencing the same process seen in developed countries, but with 

a certain lag. After a significant decline in activity in April, May’s preliminary data indicates that 

the worst is probably over. In April, IBRE’s Economic Activity Indicator (IAE) fell 8.8% compared 

                                                           
1 The next version of the World Economic Outlook will be published on June 24. 
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to March, while the Brazilian Central Bank’s activity indicator, IBC-Br, also contracted 9.7% in 

the same period. IBRE forecasts that IBC-Br will remain stable between April and May. In June, 

IBRE’s preliminary confidence indexes, published on June 16, show a more significant increase 

in the month, after these indexes fell to all-time lows in April before recovering slightly in May. 

Based on this information, we estimate that GDP fell 9.8% between the first and second 

quarters, the worst drop since IBRE’s GDP Monitor team started to track Brazil’s quarterly GDP 

in 1980. We expect a very gradual recovery in the second half of the year, which should lead to 

a 6.4% reduction in GDP for 2020 as a whole. This will have devastating effects on the labor 

market, including a substantial increase in unemployment (to 18.7% on average in 2020) and 

an unprecedented 9% reduction in overall income, despite all the policies adopted to mitigate 

the drop in Brazilian families’ income. 

At any rate, given so much uncertainty, we cannot rule out further revisions to GDP. After all, 

as well as experiencing a health and economic crisis, we are also going through an intense and 

prolonged political crisis. Continuous tension between the branches of government is taking a 

toll in terms of growth and employment. 

It is important to note that fiscal risks increased in the last month, not only for 2020, but also 

for next year. Pressure for more public spending is expected to permeate future political 

debate. In addition, the political context has favored measures with very negative implications 

for both the fiscal situation and business environment. For example, the Senate recently 

approved a bill to suspend repayments of payroll loans by people who have not suffered any 

loss of income in the pandemic. This populist initiative will affect the credit market and hinder 

the economic recovery. 

In this context, we cannot rule out a serious fiscal crisis and a more intense and longer recession. 

Only the combination of political stability and the resumption of the reform agenda can change 

this situation. 

Despite so many uncertainties inherent in this crisis, international indicators of financial 

conditions improved consistently as of March 23 and, in a second wave, after May 13. This 

improvement in international financial conditions has also been reflected in the Brazilian 

markets. In the space of one month, the price of five-year certificates of deposit dropped almost 

70 basis points, while the stock exchange went up 20%.  

The significant recovery in global stock and corporate debt markets partly reflects the paucity 

of alternative investments, as well as favorable expectations for economic activity due to major 

fiscal and monetary stimuli. However, an improvement in the real economy is not guaranteed, 

so we cannot rule out the risk of detachment between the financial markets and the real 

economy. To put it more simply, the strong recovery in asset values could be nothing more than 

a big bubble. 
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With these concerns in mind, this edition of IBRE’s Macro Bulletin includes the following 

highlights: 

1. The Economic Activity section stresses that April was a month of historic falls in all the main 

indicators of economic activity in Brazil. The pandemic’s impact on activity varied significantly 

across sectors. The fall in industrial production was mainly concentrated in capital goods and 

durable goods, the latter clearly responding to the strong reduction in demand for these 

products, as reflected in retail data. These results, together with expectations for May and June, 

corroborate our expectations of an 11.5% annualized drop in GDP in the second quarter and a 

9.8% decline at the margin. In 2020 as a whole, we predict a 6.4% drop. If our projections are 

confirmed, in the second quarter of 2020, seasonally adjusted GDP will return to its level in the 

third quarter of 2009. We expect some recovery in the second half, meaning that GDP will end 

2020 at the same level recorded in the third quarter of 2010. (Section 1) 

2. In the section on Confidence, we show that after plummeting to all-time lows in April, 

confidence indexes rose in May and increased faster in early June, driven by improved 

expectations. In comparative terms, the losses in Brazil were much greater than those in 

emerging countries on average, even considering the pandemic’s different timing in different 

parts of the planet. When it comes to the pandemic’s effects and political uncertainties, Brazil 

is the second most affected country. Furthermore, the gap between companies’ and 

consumers’ expectations may make recovery even more difficult. (Section 2) 

3. The Labor Market section analyzes recent data from the Continuous National Household 

Sampling Survey (PNADC) and General Employment Registry, demonstrating the pandemic’s 

major impact on the labor market. In the three months to April, the unemployment rate rose 

slightly (0.4 percentage points) in relation to the three months to March, but the year-over-year 

decline in the economically active population was 3.4%. Between March and April 2020, the 

economically active population plummeted 9.3%, according to PNADC. On the other hand, the 

workforce also shrank by almost the same amount (8.8%), preventing further growth in the 

unemployment rate. In turn, according to the General Employment Registry, more than 1 

million formal jobs were lost between March and April, taking the number of formal private 

sector jobs to below its level at the beginning of the economic recovery in 2018. A further 

decline of 720,000 jobs is projected for May. Meanwhile, the PNAD COVID-19 survey indicates 

that people started to return to the workforce in May, without a simultaneous increase in the 

economically active population. This combination indicates new upward pressure on 

unemployment. IBRE forecasts an increase of 0.4 percentage points in unemployment in May, 

to 12.9%, and an average rate of 18.7% in 2020. (Section 3) 

4. In the Inflation section, our analyst argues that in the second quarter, the sources of pressure 

were focused on food and fuel. The prices of these products were affected by the pandemic 

and they influenced the results of the Extended Consumer Price Index (IPCA) in a different way 

in recent months. In April, the fall in fuel prices prevailed. In May, food prices rose less and fuel 
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prices continued to decline. Finally, in June, food and fuel prices both increased, changing the 

inflation trend. In the coming months, the loosening of social distancing measures and the 

normalization of commercial activities will bring new challenges for inflation. (Section 4) 

5. In the Monetary Policy section, our analyst says that, especially in present circumstances, the 

lower the benchmark Selic interest rate, the greater the risk of instability in asset markets, 

particularly in the foreign exchange market. Interest rate reductions do not necessarily produce 

exacerbated exchange rate depreciation or cause higher inflation expectations, but they 

threaten the convergence of inflation expectations and inflation itself at a long-term level lower 

than recent targets. According to our analyst, it would have been more prudent to have avoided 

moving to such low levels of interest rates. (Section 5) 

6. The Fiscal Policy section presents an overview of the main measures taken to combat COVID-

19 and their impact on the primary public finances, postponing fiscal adjustment. The federal 

government’s financial aid for people, companies and local governments will harm its primary 

results. In terms of revenues, the payments of several taxes have had their terms extended, 

causing a drop in revenue of around R$110 billion in the short term. The high level of 

uncertainty prevents a more accurate projection of when such payments may be resumed. 

However, the biggest impacts on the primary result involve expenses, totaling around R$399 

billion. The emergency aid package, transfers to states and municipalities, subsidies for 

maintaining jobs, credit lines for companies and health expenses all stand out. The central 

government’s 12-month primary deficit more than doubled between March and April, to 2.5% 

of GDP. The deficit is expected to reach 9% of GDP in 2020. Following the crisis, it will be 

essential to improve the efficiency of social programs and enact structural reforms to make 

obligatory expenditure more sustainable and prevent public debt from becoming an obstacle 

to the desired return to normality. (Section 4) 

7. With regard to the External Sector, we have reduced our forecast for the current account 

deficit to US$6.0 billion (0.4% of GDP) in 2020 and increased our forecast for 2021’s deficit to 

US$20.5 billion (1.5% of GDP). Despite these historically moderate deficits, the exceptionally 

difficult present circumstances will mean we will have a significantly negative balance of 

payments result in 2020. There will be a recovery in 2021, although it will not be enough to 

compensate for reductions in international reserves in 2019 and 2020. (Section 7) 

8. The International Panorama section notes that in the wake of the novel coronavirus crisis, 

interest rates in some developed economies have returned to all-time lows. In others, they 

were already at that level and have remained there, in some cases at negative rates. In addition, 

another resource used during the 2008-09 crisis has been reactivated: asset purchases 

(quantitative easing). Given the severity of the current situation, central banks have signaled 

that they have even more stimulus ready to be used. As a result, the financial markets 

(especially stock exchanges) are once again exuberant, as occurred in the post-2009 period. This 

has happened despite the presence of a strong contraction in economic activity. We have seen 
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this story before. Our analyst argues that, at least in the advanced world, there is a high chance 

of a prolonged detachment between the real economy and the behavior of financial markets. 

This scenario seems threatened only by the possibility of a strong resurgence of the health crisis. 

In this case, a sharp increase in uncertainty would harm the performance of the markets. 

(Section 8) 

9. In the Political Outlook section, our guest analyst offers some reflections on what could 

happen and what should be done regarding the military issue under President Bolsonaro’s 

administration. If he is impeached and replaced by Vice President Hamilton Mourão, a former 

four-star general, some reduction in the number of ministers of military origin is to be expected, 

making room for the new president to incorporate more politicians from conservative parties 

into the government in order to expand its parliamentary support base. Even so, the military 

will continue to have extensive political power, especially regarding domestic issues. What if 

the terms of both Bolsonaro and Mourão are revoked by the Superior Electoral Court or if 

Bolsonaro is defeated at the polls in 2022? The first eventuality would require a constitutional 

amendment to end disagreements over the interpretation of the constitutional role of the 

Armed Forces. There are other possibilities that could be implemented faster and more easily, 

all based on withdrawing the military from the political arena and reinforcing the Armed Forces’ 

orientation toward activities related to national defense. (Section 9) 

10. Finally, the In Focus section, written by researcher Luana Miranda, is about the evolution of 

financial conditions in the pandemic. (Section 10) 

         

             Armando Castelar Pinheiro and Silvia Matos 
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1. Economic Activity 

We are heading for the worst quarter in history 

April was a month of record declines in all 

Brazil’s main indicators of economic 

activity. Processing industry collapsed 

31.3%, compared to April 2019. The fall was 

widespread, and only food production, 

paper and pulp, hygiene products and 

extractive industry escaped a year-over-

year decline. The latter sector benefited 

from very low figures the previous year. 

Broad retail sales fell 27.1%, year-over-

year. Services declined 17.3%, according to 

figures from our Monthly Services Survey 

(PMS). 

The heterogeneity of the current shock 

between the activities in each sector is 

notable. The fall in industrial production 

was mainly concentrated in capital goods 

and durable goods, which clearly 

responded to a strong reduction in demand 

for these products, as reflected in retail 

results. Clothing, furniture, home 

appliances and vehicles led the decline in sales. In the services sector, a second consecutive 

very intense drop in services provided to families stands out. This item’s share of GDP is 

considerably higher than in IBGE’s monthly survey. 

These results, together with expectations for May and June, corroborate our expectations of an 

11.5% annualized drop in GDP in the second quarter and a 9.8% decline at the margin. In 2020 

as a whole, we predict a 6.4% drop, as shown in Table 1. 

If our projections are confirmed, in the second quarter of this year, GDP will return to its level 

in the third quarter of 2009. We expect some recovery in the second half, meaning that GDP 

will end 2020 at the same level recorded in the third quarter of 2010. We believe that the 

recovery over the next year will be slow. We forecast growth of only 2.5% in 2021, i.e., less than 

half of what was lost this year. According to our calculations, we will only return to the level of 

activity seen in the fourth quarter of 2019, before the pandemic, in the second half of 2022. 

In relation to the first quarter of 2020, on the supply side, only the agricultural sector should 

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

________________________________________________________________________________________________________________________________________________________________ 

Table 1: GDP Projections 

 

Source: IBGE. Produced by: IBRE/FGV 

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

month of the quarter. Regarding services, which represent more than 70% of the economy’s 

value added, the effects are likely to be felt more intensely in commerce, transport and 

especially “other services,” including accommodations, food, domestic services, artistic 

activities and other items drastically affected by the pandemic. This category corresponds to 

about 24% of the services recorded in GDP and employs many people. 

On the demand side, household consumption is projected to decline 11.1% quarter-over-

quarter (12.0% year-over-year) in the second quarter, and 9.7% in 2020 as a whole. Thus, the 

component that contributed the most to the recovery after Brazil’s last recession, growing 

much faster than GDP since 2017, will have the biggest impact in the present crisis. In turn, 

investment is expected to drop a remarkable 24.4% quarter-over-quarter (25.6% year-over-

year) in the second quarter, and 14.1% in 2020 as a whole. The fall in investment in the second 

quarter would have been even more intense if no oil platforms had been imported in May. 

According to ICOMEX data, imports of capital goods, including oil platforms, rose 79% in May, 

compared to the same month of the previous year, but, when excluding them, there was a 40% 

decrease. 

The external sector’s contribution is likely to be positive, both in the second quarter and in the 

whole year. In the second quarter, we project a decline in imports of 11.9% quarter-over-

quarter (13.4% year-over-year) and a reduction in exports of 0.3% quarter-over-quarter (2.1 

year-over-year). In 2020 as a whole, we expect imports and exports to fall 14.9% and 3.3%, 

respectively. 

In 2020, we expect agricultural production to grow 2.3% and industrial production to shrink 

7.9%, mainly influenced by contractions in processing industry and construction. We also 

forecast a 5.5% decrease in services. These figures already consider the income compensation 

policies announced by the government. According to our estimates, total income (including 

income from work, welfare benefits and pensions) would fall 16% in real terms in 2020 in the 

absence of an income compensation policy. Including transfers (R$203.64 billion of emergency 

aid for informal sector workers and Family Grant recipients, R$51.64 billion of anti-

unemployment assistance for formal workers and R$36.2 billion of withdrawals from the 

Government Severance Indemnity Fund), the real-terms drop will be reduced to 8.8%. 

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

After record decline, expectations start to improve 

After plummeting to all-time lows in 

April, confidence indexes rose in May 

and increased faster in the 

preliminary June data published by 

IBRE on June 16. April’s numbers had 

been so low that, despite an increase 

of 14.5 points in the Business 

Confidence Index (ICE) and a rise of 

8.9 points in the Consumer 

Confidence Index (ICC) in early June, 

these indicators are still low in 

historical terms, comparable to the 

low points seen in the two previous 

recessions.  

Based on June’s preliminary data, in 

May and June, ICE recovered 60% of 

the losses observed in March and April, while ICC recovered 43% of them. This recovery has 

happened because of improved expectations, which, like the aggregate indexes, have improved 

more consistently among companies than among consumers.  

Our preliminary results for June also show a slightly more significant rise in the Current Situation 

Index (ISA) among business people and the first increase in ISA among consumers. This result 

indicates that the easing of social isolation restrictions in many states may be contributing to 

an improvement in companies’ perception of the present moment and reducing pessimism 

regarding the evolution of business in the coming months, even though a situation of great 

uncertainty persists. The Business Expectations Index rose 22.1 points, to 83.1, while the 

Current Business Situation Index rose 7.2 points, to 71.1. 

The results for early June point to increased confidence in all sectors, especially commerce, in 

which confidence increased 17.2 points, signaling a faster recovery. This increase was 

equivalent to around 61% of the losses observed in March and April. The service and 

construction sectors recovered around 45% and 31% of their losses in the same period, 

respectively. 

 

Graph 1: Consumers’ and Business People’s Confidence 

(seasonally adjusted, in points) 

 

                                                                                                                
Source and produced by: IBRE/FGV 
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Industry recorded a substantial increase of 17.0 points in early June, and as a result, it recovered 

47% of its previous losses in May and June. Compared to other countries, we note that industrial 

confidence has been very low in Brazil since the 2014-2016 crisis. As of 2018, other countries 

converged downward to some extent, signaling the beginning of a global slowdown, while Brazil 

seemed to be following the opposite path. At the start of 2020, the present crisis began to affect 

confidence in most countries, starting with China and East Asia, followed by a more intense 

drop in confidence in emerging countries 

in the first few months of the year. As of 

March, and especially in April, the fall in 

confidence became widespread. In March 

and April, the losses in Brazil were much 

greater than the average rate for 

emerging countries, even taking into 

account the pandemic’s different timing in 

different parts of the planet. Due to its 

stronger recovery in June, it is possible 

that Brazil will move a little closer to the 

confidence levels of other countries.  

Brazilian consumers remain cautious in 

their assessments of the present moment 

and future expectations. Our preliminary 

results for June show a slight decrease in dissatisfaction about the current situation and a 

reduction in pessimism about the coming months. Business people’s confidence has increased 

more, while consumers continue to be very wary in light of the crisis. Half of the surveyed 

Table 2: Sector and Consumer Confidence Indexes – level and recent evolution 

 

 

Source and produced by: IBRE/FGV 

 

Graph 2: Industrial Confidence Across the World                           
(standardized and seasonally adjusted data)* 

 

 

* Values standardized and weighted by GDP in PPP. 
Sources: OECD, Thompson Reuters. Produced by: IBRE/FGV 
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families reported a loss of household income in May. This factor, associated with high 

uncertainty and fear of unemployment, justifies this caution. Shopping momentum remains at 

historically very low levels. 

In short, it is still hard to predict the speed of recovery in Brazil’s confidence indexes, which had 

been moving toward the world’s average levels before the crisis. When it comes to the 

pandemic’s effects and political uncertainties, Brazil is the second most affected country. 

Furthermore, the gap between companies’ and consumers’ expectations may make recovery 

even more difficult. 

                                           Aloisio Campelo Jr. and Viviane Seda Bittencourt 

3. Labor Market 

Unemployment rate falls faster and decline in economically inactive population slows, while 
inflation and shift to informal sector jobs depress average income 

The unemployment rate was 12.6% in the 

three months ending in April 2020, 

according to the Continuous National 

Household Sampling Survey (PNADC), 

unchanged from the same period of 2019, 

but up 0.4 percentage points from the three 

months to March in seasonally adjusted 

terms. This result was lower than IBRE’s 

forecast and the median projection by 

market analysts. 

The outcome was the same for the monthly 

result generated from PNADC, as explained 

by Duque and Martins (2020). However, the 

level of employment and number of 

workers outside the labor market fell 

sharply, year-over-year, by 9.3% and 8.8%, respectively. These reductions were the biggest ever 

recorded since PNADC was created. In terms of absolute numbers, 9.8 million jobs were lost. 

 In turn, according to the General Employment Registry (CAGED), more than 1 million formal 

jobs were lost between March and April alone. In seasonally adjusted terms, the losses in these 

last two months were equivalent to all the formal jobs created since 2018. In May, a further 

loss of around 720,000 jobs is expected – in other words, less intense that the previous month’s 

reduction, but still large. 

Graph 3: Unemployment Rate, 2019-20 (%) 

 

 

Source: PNADC (IBGE). Produced by: IBRE/FGV 
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IBGE recently published PNAD COVID-19, whose 

goal is to monitor the labor market – and its 

interactions with health – every week during the 

pandemic. Despite uncertainties regarding how 

it can be compared to past figures from the 

original PNADC, it is possible that this data may 

anticipate some trends. Accordingly, Graph 6 

shows the weekly evolution of the economically 

active population and workforce in Brazil in May. 

Graph 6 shows that while the economically active 

population remained relatively stable over the 

weeks, the workforce grew every week, from less 

than 94 million to more than 95 million between 

the first and fourth weeks – an increase of more 

than 1 million workers. Thus, PNAD COVID-19 

anticipates a probable increase in the 

unemployment rate in May (projected to reach 12.9% in PNADC). At the margin, this means an 

increase of 0.4 percentage points. For 2020 as a whole, we have maintained our projection at 

18.7%, with the peak in the third quarter, when the workforce will tend to return to its pre-

pandemic level, mainly due to the end of emergency aid. 

Daniel Duque 

Graph 5: General Employment Registry (CAGED)  

 

 

 

 

 

Source: CAGED (Labor Ministry. Produced by: IBRE/FGV 

Graph 4: Annualized Change in Economically Active 
Population and Workforce (%) 

 

 

 

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

 

Graph 6: Economically Active Population and 
Workforce, by Week in May 2020 

 

 

 

Source: PNAD COVID-19 (IBGE). Produced by: IBRE/FGV 
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4. Inflation 

Tug of war between food and fuel 

In May, the Extended Consumer Price Index (IPCA) fell 0.38%. This result was higher than 
projected by the financial markets, but within the range of expectations. The median figure was 
a decline of 0.5%. 

Looking at IPCA’s highlights in May, it can be seen that the index continued to be highly 
influenced by the behavior of food and fuel prices. Given the closure of many stores and other 
services, IPCA’s other components once more recorded insignificant rates of change. The 
postponement of increases in some regulated prices reinforced this contribution, keeping 
inflation low in the second quarter. In addition, reductions in gasoline prices in April and May 
contributed to a slowdown in monitored prices, which fell 0.96% in 12 months. 

The effects of Brazil’s exchange rate devaluation, which until recently had no impact on IPCA, 
influenced its result in May. The implications of pass-through – weakened by the slump in 
economic activity – were most visible in gasoline prices, especially when the drop in the oil price 
did not compensate for the real’s devaluation, but in May the situation was different. 
Marketable products, driven by the real’s devaluation, stood out in IPCA, contributing to a less 
intense fall in inflation. The prices of electrical and electronic devices rose by an average of 
3.21%. The prices of these items declined in the first quarter, but the exchange rate devaluation 
made imported parts and products more expensive, so despite the weakening of demand, their 
prices rose significantly. The highlights were video games (7.69%) and computers (5.25%). 

In June, the prices of durable goods are expected to offer some respite, rising less than in May. 
The Broad Producer Price Index (IPA-10), whose rate accelerated from 0.25% in May to 2.35% 
in June, indicates that sources of pressure will continue to be concentrated in fuels and food. In 
June’s IPA-10, fuels for consumption (-18.85% to 16.02%) and fuels for production (-15.34% to 
0.22%) accounted for almost 60% of the indicator’s acceleration. The food component of IPA 
has also increased. Raw food prices rose 2.89%, compared to 2.11% the previous month. In this 
segment, potatoes (35.26%) and beans (9.88%) stood out. Among processed foods, the 
highlight was increases in the prices of proteins (poultry, beef and pork), especially beef, which 
went up 3.92%, compared to 2.17% in May. 

The inflationary pressures anticipated by IPA are already influencing consumer prices. In the 
second week of June, gasoline was 2.4% more expensive than in the same period of May. A 
similar effect can also be seen with the price of beef, which rose 0.93% in June’s CPI-10, 
compared to -0.59% in May. 

These sources of pressure will become more intense over the course of this month, favoring a 
gradual acceleration in consumer inflation. FGV’s IPC-S fell 0.54% in May, but it has risen twice 
in June’s preliminary results. The deflation recorded in the second week of the month was much 
weaker, 0.13%. The index is expected to end the month of June in positive territory. 

A similar trend will be seen in IPCA. The official index will not present deflation in June and it 
could rise as much as 0.25%. As a result, IPCA may end the year up 1.4%, although still well 
below the lower limit of the Central Bank’s inflation target’s tolerance margin of 2.5%. 
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In the second quarter, the sources of pressure were focused on food and fuel. The prices of 
these products were affected by the pandemic and they influenced IPCA’s results in a different 
way in recent months. In April, the fall in fuel prices prevailed. In May, food prices rose less and 
fuel prices continued to decline. Finally, in June, food and fuel prices both increased, changing 
the inflation trend. In the coming months, the loosening of social distancing measures and the 
normalization of commercial activities will bring new challenges for inflation. 

                  André Braz 

5. Monetary Policy 

The risk of very low interest rates 

At its meeting on June 17, the Brazilian Central Bank’s Monetary Policy Committee chose to 
take the economy’s base interest rate to an even lower level. The committee reduced the 
benchmark Selic interest rate by a further 75 basis points, as signaled at the previous meeting, 
while leaving room for a further decrease. However, it was careful to indicate that “any future 
adjustment to the current degree of monetary stimulus will be residual.” If we interpret this 
“residual” reduction to mean 25 points, Selic will fall to 2.0% per year, circumstances 
permitting. 

The question that seems relevant to us concerns the level that Selic has reached. Isn’t it too 
low, especially considering the country’s fiscal conditions? Wouldn’t it have been more prudent 
to keep the rate at something like 3.0%? Certainly, 2.0% and 3.0% are very close numbers, but 
in today’s world, one percentage point either way can make a big difference. 

The idea of lower interest rates is supported by the economy’s weakness, especially since the 
pandemic began, and the lack of concrete prospects of a quick and full recovery. Partly for this 
reason, inflation expectations and projections are running below the Central Bank’s target of 
3.75% for 2021. According to the bank’s latest “Focus” bulletin, average expectations are 
currently 3.0%, while the bank’s forecast based on its so-called hybrid scenario is 3.2%. Precisely 
for this reason, the argument goes, it is necessary to reduce interest rates. 

However, there is another way to approach this subject. The monetary regime in force in Brazil 
involves targets for calendar years. In Brazil’s pursuit of a stable, long-term inflation target, 
since the implementation of the target regime, the trend has been to reduce the numerical 
inflation targets for the following periods. At the moment, the targets for 2020 and 2021 are 
4.0% and 3.75%, respectively. For 2022, it is 3.5%. In a nutshell, we are in a struggle to anchor 
the price system around a low inflation rate. This would tend to benefit the least favored 
sections of the population and contribute to economic growth by facilitating economic planning 
and stimulating investment. 

Given that we are in the middle of this process, it is possible that pursuing the 2021 target as a 
priority, when the goal after that is an even lower number, may not be the best strategy. This 
could this mean jeopardizing the achievement of the targets for years to come. Instead, we 
believe we ought to concern ourselves with longer periods, given that we have already made 
so much progress toward converging with civilized levels of inflation. 
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In the near future, we will have to make huge efforts to stabilize the public debt, let alone 
decrease it. In particular, the objective of reversing the extraordinary increase in public 
spending during the pandemic period will require coordination and a lot of political 
determination, and the results are uncertain. As we know, the fiscal aspect is the most 
important in any country risk assessment. Especially in circumstances like these, the lower the 
benchmark interest rate, the greater the risk of instability in asset markets, particularly in the 
foreign exchange market. Interest rate reductions do not necessarily produce exacerbated 
exchange rate depreciation or cause higher inflation expectations, but they threaten the 
convergence of inflation expectations and inflation itself at a long-term level lower than recent 
targets. 

Perhaps this would be a risk worth taking, for example, if it were possible to significantly 
stimulate the economy through very low interest rates. However, this is definitely not the 
current situation in the Brazilian economy. There are many barriers to our economic recovery 
and these barriers cannot be removed through lower interest rates. 

                                                José Júlio Senna 

6. Fiscal Policy 

COVID-19 and the public finances: worsening of macro fiscal situation and postponement of 

adjustment 

In response to Brazil’s progressive fiscal deterioration observed in recent years, some 

government efforts – albeit slow and modest – up to the beginning of 2020 allowed a contained 

and uneven improvement in the federal government’s primary result. After posting 12-month 

primary deficits above 3% of GDP in mid-2016 and 2017, the government recorded a 12-month 

primary deficit of 1.1% of GDP in January 2020. This was the lowest figure since November 2015, 

but it reflected one of the numerous atypical revenue sources used by the government to ease 

the public finances’ situation.2 

However, what could have been the start of a long and difficult fiscal recovery was quickly 

sabotaged by the COVID-19 crisis. The sense of urgency created by unprecedented lockdown 

measures made the federal government take necessary actions to bail out people, companies 

and local government, undermining any possibility of fiscal adjustment. 

On the revenue side, the contribution to the worsening trajectory has not been restricted to 

weaker economic activity. In order to relieve taxpayers, the deadlines for paying several taxes 

have been extended. Revenue items that have plummeted due to this measure include income 

tax on individuals, social security contributions, PIS/PASEP and COFINS. The Economy Ministry 

estimates that these deferrals will have an estimated impact of R$110 billion, largely in the 

short term. It is worth noting, however, that uncertainties regarding the direction of various 

                                                           
2 In December 2019, an oil concession auction raised R$70 billion for the federal government, of which R$11.7 billion was 

passed on to state and municipal governments. 
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sectors of the economy in the near future make it hard to know when these payments may be 

made. 

Measures with a negative impact on revenue, considered to be definitive by the government, 

total R$18 billion – well below the temporary loss mentioned above. They include a temporary 

exemption from the financial operation tax (IOF) on loans, budgeted at R$7.1 billion, and a 

temporary suspension of pension debt payments by municipal governments to the federal 

government, budgeted at R$5.6 billion. 

However, the primary result’s biggest losses come from higher expenditure. The emergency 

financial aid alone is budgeted at R$152.6 billion – an amount that will increase if pressure from 

some lawmakers to extend the program is successful. In the subnational sphere, in order to 

assist state and municipal governments suffering from weaker tax revenue and reduced 

constitutional transfers to their funds during the pandemic, the federal government estimates 

it will make additional transfers worth R$76.2 billion. 

Among other costly measures, there is one designed to maintain jobs and income, initially 

budgeted at R$85.6 billion. Through this initiative, companies can temporarily suspend 

employees or cut their working hours, while the government makes up the workers’ lost 

income. There is also a special credit line for companies’ payroll costs. To improve the credit 

conditions of micro, small and medium companies, the federal government will also transfer 

R$35.9 billion to credit guarantee funds. Adding together all the measures taken to increase 

health expenses and mitigate COVID-19’s effects, this new primary expenditure is budgeted at 

R$399 billion, as shown in Table 3. 

The presented expenses and revenues refer to the total impact of the measures this year. 

However, the latest monthly data already points to a significant deterioration in the primary 

result. Between March and April alone, the central government’s 12-month primary deficit 

more than doubled, from 1.2% to 2.5% of GDP. This also reflected weaker GDP performance. 

Thus, in 2020, the central government’s primary deficit is expected to reach 9% of GDP, 

according to its own calculations. 

In light of the socioeconomic aid packages implemented around the world in the first few 

months of the crisis, a broad consensus prevailed regarding the need to do the same as a matter 

of emergency in Brazil. As some economies are gradually reopened, however, people are now 

discussing whether to end or extend certain measures. These discussions will continue as long 

as the near future remains unclear and it is hard to distinguish between the effects restricted 

to the duration of the crisis and other effects, to be felt in the medium and long term. 

Even as these uncertainties continue to dominate the economic outlook, fiscal adjustment must 

continue after the crisis, though this mission will now be longer and harder than ever. Dealing 

with the new post-crisis reality and its fiscal imbalances will require much more complex 
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measures than the atypical ones that have occurred until now. It will be essential to improve 

the efficiency of social programs and enact structural reforms to make obligatory expenditure 

more sustainable and prevent public debt from becoming an obstacle to the desired return to 

normality. 

                                   Juliana Damasceno and Matheus Rosa 

7. External Sector 

Adjustments in a delicate situation 

In the last Macro Bulletin, we updated our projections for the current account in 2020-2021, 
against the backdrop of the exceptionally difficult global moment we are facing. We started to 
forecast a relatively small current account deficit in 2020, of only 0.7% of GDP, but we still 
envisaged a decline in international reserves of just over US$40 billion this year. 

This very unusual result is directly related to massive capital flight during the COVID-19 
pandemic, which constitutes a severe financing shock for the emerging world. Even if we 
assume a certain resumption of normal conditions in 2021, with an expansion of the deficit in 
2021 to 1.2% of GDP alongside normalization of flows to emerging countries, the addition to 
reserves would not be enough to offset accumulated sales in 2019 and 2020. 

Table 3: Federal Government’s Anti-COVID-19 Measures and Primary Impact 

 

 

Source: Economy Ministry, provisional decrees and Federal Government’s COVID-19 Spending Monitoring 
Dashboard. Based on data up to June 16. Produced by: IBRE/FGV 
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We do not normally revise our projections in such a short space of time. However, today’s 
volatile boundary conditions, both external and internal, already suggest major changes to our 
balance of payments projections. 

Regarding external growth, we have not seen any substantial changes: the situation remains 
very difficult and the world is heading toward a historic contraction. Based on the recent 
performance of major global trade indicators, as well as IMF, OECD and WTO projections, our 
baseline scenario is a decline in trade of just over 13% in 2020, followed by a partial recovery 
next year. 

In terms of domestic growth, our latest simulations indicate a 6.4% drop in GDP in 2020, with 
severe shocks in manufacturing and services, as well as a projected decline of 10.6% in private 
domestic absorption. As in the case of international trade, we foresee a partial recovery in 2021 
(growth of just 2.5% in GDP and 3.6% in domestic demand). 

Despite the very negative behavior of global activity and major reductions in commodity prices, 
we already pointed out in our last bulletin that Brazil’s trade characteristics offered some 
protection: the country’s export prices fell less than the average decline across all commodities, 
and the fall in import prices helped to mitigate the effects on terms of trade. 

In the last month, the situation seems to have become more favorable. On the export side, 
concrete prospects for increased infrastructure spending in China, associated with reductions 
in supply, have increased the prices of iron ore (one of Brazil’s biggest exports) and metal 
commodities.3 

On the import side, the prices of industrial goods and fuels, important components of import 
volumes, remain in check amid the strong negative shock in global demand. Putting everything 
together, we are now projecting a small improvement in Brazil’s terms of trade until the end of 
2020, and stabilization at this higher level until the end of 2021. 

Finally, the latest update of our models for the exchange rate4 indicates that fluctuations in 
international conditions have explained most of our currency’s recent behavior. This applied to 
both the appreciation observed in May and the depreciation in June. In general, the interest 
rate differential and domestic factors have been marginal factors influencing the currency’s 
movements in recent weeks. 

Although there is still a high level of tension and uncertainty about external and internal 
circumstances going forward, there has been a clear reduction since our last bulletin. In the 
foreign exchange markets, everything changes very quickly. That being said, our scenario today 
still suggests additional depreciation until the end of 2021, but much less intense than we 
expected last month. 

                                                           
3 Energy and grain prices have also risen, although they remain at depressed levels. 
4 For a long time, we have developed econometric models that allow us to evaluate the determining factors for the behavior of 

the Brazilian currency. These models take into account external factors (such as the strength of the U.S. dollar across in the 

world, commodity prices, American long-term interest rates and global risk aversion), the one-year interest rate differential 

and internal factors (basically the portion of Brazil’s country risk that cannot be explained by global factors). 
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Our new expected behavior for 
fundamentals until the end of 2021 is 
summarized in Graph 7. Attentive 
readers will notice some significant 
changes from the previous month, 
especially in the exchange rate and terms 
of trade. A world as uncertain as the 
current one can lead to major revisions in 
a very short space of time. 

Incorporating data for the first four 
months of the year – including March and 
April, which already reflected post-
COVID reality, with current account 
surpluses and very strong capital 
outflows – and the above trajectories for 
the fundamentals, we have once more 
revised our projections for the balance of payments. 

We have cut our current account deficit projection in 2020 from US$10.5 billion to US$6.0 
billion, equivalent to 0.4% of GDP, rising moderately to US$20.5 billion (previously US$16.0 
billion) in 2021, equivalent to 1.5% of GDP. 

We have also slightly revised our projected trade balance in 2020, with higher exports (due to 
improved terms of trade) offset by higher imports (most notably oil platforms). In 2021, a 
marginally stronger average exchange rate will lead to a combination of weaker exports and, 
above all, slightly higher imports. 

We have also made some other one-off revisions to current account items. In 2020, we expect 
another reduction in remittances of profits and dividends, as well as lower spending on “Other 
services and primary income,” specifically regarding equipment rental. The further slowdown 
in the domestic economy and revisions to platforms operating in Brazil were the main drivers 
of adjustment. In 2021, adjustments outside the trade balance were marginal, as can be seen 
in Table 4. 

We know that in normal conditions, a smaller current account deficit would invariably be 
associated with greater slack in the balance of payments, potentially leading to the 
accumulation of international reserves. However, we are very far from normal conditions and, 
even if the deficit is minimal, we will experience financing difficulties,5 especially in 2020. 

This year, we now project a negative balance of payments result – in other words, a reduction 
in international reserves – of US$38.0 billion, down from our previous forecast of US$43.0 
billion. This small improvement in relation to the previous projection does not change the 

                                                           
5 The March figures reinforce this perception, as there was a current account surplus (US$0.8 billion) at the same time as huge 

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

Graph 7: Brazil’s External Sector Fundamentals 
(2006=100) 

 

 

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

IBRE/FGV 
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qualitative situation at all. There is still the prospect of strong portfolio and short-term capital 
outflows, reflecting the flight to quality amid exacerbated risk aversion. 

 

 

As economic activities are progressively resumed in 2021, our deficits will easily be financed, 
even if they are higher, and there will be some replenishment of reserves. Nevertheless, our 
conclusion remains unchanged since the last bulletin: notwithstanding an improvement in 
2021, the reduction in reserves in 2019 and 2020 will not be entirely offset. 

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

 

 

* Brazilian Central Bank definition; ** Previous forecast in May 2020 and current forecast in June 2020. 
Sources: Brazilian Central Bank; IBRE/FGV. Produced by: IBRE/FGV 
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                                        Lívio Ribeiro  

8. International Panorama 

Detachment between the real economy and financial markets 

The American economy continually 

attracts the attention of economic 

analysts. Obviously, this has to do with the 

United States’ weight in the global 

economy and the fact that its financial 

markets constitute the world’s major 

financial center. 

Among the many major effects caused by 

the coronavirus crisis, we highlight here 

the severe deterioration in overall 

financial conditions. This deterioration 

occurred as soon as it was perceived and 

announced by the World Health 

Organization that the COVID-19 crisis was 

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

 

 

** Previous forecast in May 2020 and current forecast in June 2020. Sources: Brazilian Central Bank; 
IBRE/FGV. Produced by: IBRE/FGV 

 

Graph 8: U.S. Financial Conditions Index (Goldman 
Sachs) 

 

 

Source: Bloomberg. Produced by: IBRE/FGV 
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far from a local problem, restricted to a few regions, and in fact represented a worldwide 

problem. 

The worsening of financial conditions has proved to be especially significant in the American 

case, as it has helped accentuate similar effects experienced in other financial markets. 

As is known, the response from governments and central banks was generally rapid and intense. 

As a result, within a short time, financial conditions began to recover. Graph 8 shows the 

behavior of the financial conditions index calculated by Goldman Sachs for the United States. 

As expected, this recovery contributed to a similar movement in other countries. 

The current global economic picture is certainly the worst experienced at least since the Great 

Depression. The GDP figures for the second quarter of this year may be unprecedented. The 

rates of reduction in economic activity will generally be in double digits. At the same time, the 

financial markets are quite exuberant, especially when we look at the behavior of stock 

exchanges. Consequently, there is a clear detachment between the real economy and the 

financial markets. 

In our view, any discussion of the current 

situation should start from market 

reactions, especially on the American 

stock exchanges, to the monetary stimuli 

adopted in the U.S. in response to the 

2008-09 crisis. When the base interest 

rate reached zero, the Fed started a 

comprehensive asset purchase program 

known as QE. Other central banks ended 

up taking similar measures, further 

boosting the process of global liquidity 

expansion. 

Graph 9 shows that from the beginning of 

2009 onward, the American stock markets 

entered a bullish trajectory that has 

lasted practically until today. Certainly, 

the path followed has not been linear, as there have been two major interruptions. The first 

occurred in the second half of 2018, when many people feared that the upward movement in 

interest rates, which resumed in late 2015, would gain strength in the following quarters, 

continuing into 2019. The second interruption is the ongoing coronavirus crisis. 

The relevant question here seems to be: what factors contributed to the virtually continuous 

growth in U.S. stock exchanges, which has had a big effect on the behavior of stock exchanges 

in many other countries? 

Graph 9: Fed Funds Target Rate (%), S&P 500 (index 
score) and QE Start Dates 

 

 

Sources: Fed; Bloomberg. Produced by: IBRE/FGV 
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Base interest rates at nearly zero certainly provided the initial impulse. That is where the idea 

known as TINA (there is no alternative) comes from. Investors have flocked to stock exchanges 

due to a lack of options. Second, with very low market interest rates, right or wrong, market 

players have started to use these low rates when valuing companies. The launch of QE added 

another factor – the sign given by this policy that interest rates will remain low for a long time. 

The curious thing is that this exuberant behavior of stock exchanges has occurred at a time of 

modest economic growth throughout the advanced world and a certain weakness in aggregate 

demand, reflected in low inflation rates. Thus, a detachment between the real economy and 

the behavior of financial markets (and stock exchanges in particular) was to some extent already 

the prevailing situation before the current crisis. 

Now that interest rates are once again at all-time lows, in some places negative, and because 

of the large amount of QE practiced by the main central banks, the previous situation has 

returned. In addition, given the severity of the present situation, central banks have continually 

signaled that they have more stimulus in store, ready to be used. The result can only be a certain 

exuberance in the financial markets, even in the presence of strong contraction in economic 

activity. 

At least in the advanced world, there seems to be a high chance that the detachment between 

the real economy and the behavior of financial markets will persist for some time to come. This 

scenario seems threatened only by the possibility of a strong resurgence of the health crisis. In 

this case, a sharp increase in uncertainty would harm the performance of the markets. 

                                                                                                                    José Júlio Senna 

9. Political Outlook  

The military question after Bolsonaro 

For all those concerned with democracy and national defense, it is depressing to see that the 

Brazilian political agenda has been marked in recent months by intense discussion about the 

possibility of a military coup or an extremely controversial intervention by the Armed Forces in 

conflicts between the government and the Supreme Federal Court, under Article 142 of the 

Constitution. Given the radicalism of the Bolsonaro administration, its frequent affronts against 

institutions, its failure to fight the pandemic and the massive presence of military personnel in 

the government, such a debate was inevitable.6 It even became the subject of speculation by 

the international press in June. In this column, I will not address the reasons why we have 

reached this point or the short-term consequences. Instead, below are some reflections on 

                                                           
6 The latest systemic data about military officials in the federal government can be found in Leonardo Cavalcanti, “Militares da 

ativa ocupam 2.930 cargos nos Três Poderes,” in Poder 360, June 17, 2020, available at 

https://www.poder360.com.br/governo/militares-da-ativa-ocupam-2-930-cargos-nos-tres-poderes/. 

https://www.poder360.com.br/governo/militares-da-ativa-ocupam-2-930-cargos-nos-tres-poderes/
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what may happen and what should be done about the military issue following Bolsonaro’s term 

as president. 

If Bolsonaro is impeached and replaced by Vice President Hamilton Mourão, a former four-star 

general, some reduction in the number of ministers of military origin is to be expected, making 

room for the new president to recruit more politicians from conservative parties to expand the 

parliamentary support base of his government, which will certainly get off to a difficult start. 

Even so, the military will continue to have extensive political power, especially regarding 

domestic issues. 

What if the terms of both Bolsonaro and Mourão are revoked by the Superior Electoral Court 

or if Bolsonaro is defeated at the polls in 2022? What would a president of civilian origin be 

likely to do regarding the military issue? 

An initial suggestion has been given by historian José Murilo de Carvalho: to eliminate the words 

“to uphold the constitutional powers” from article 142 of the Constitution, which states that 

the Armed Forces “are permanent and regular national institutions, organized in accordance 

with hierarchy and discipline, under the supreme authority of the president of the Republic, 

and they are intended to defend the homeland, uphold the constitutional powers and, at the 

request of any of these constitutional powers, uphold law and order.” The removal of these 

words would end disagreements over the interpretation of the constitutional role of the Armed 

Forces.7 As this step would require a constitutional amendment, its success would depend on 

the mood of the more conservative sections of Congress, which have always historically 

tolerated the participation of military officials in politics. 

There are three other possibilities that could be implemented faster and more easily, all based 

on withdrawing the military from the political arena and reinforcing the Armed Forces’ 

orientation toward activities related to national defense. 

“National Defense Strategy,” an official Defense Ministry report published in 2008, contains the 

following promise: “The Defense Ministry will carry out studies on the creation of an office of 

civilian defense specialists, in addition to existing civil and military administration careers, in 

order to constitute a workforce capable of acting in the management of public defense policies, 

programs and projects in the area of defense, as well as interacting with government 

organizations and society, integrating political and technical points of view.”8 

Eleven years on, Brazil – a country with a plethora of civil service exams – has still not managed 

to hold an exam to recruit these civilian defense specialists. It is estimated that approximately 

100 people would be needed to form this office. It is not for a lack of resources that it has not 

been created. There are also plenty of excellent candidates for the vacancies. After all, every 
                                                           
7 See Ancelmo Gois, “A sugestão sobre como encerrar a divergência do papel constitucional das Forças Armadas,” O Globo, 

June 9, 2020, available at https://blogs.oglobo.globo.com/ancelmo/post/sugestao-sobre-como-encerrar-divergencia-do-papel-

constitucional-das-forcas-armadas.html. 
8 See Brazilian Defense Ministry, Estratégia Nacional de Defesa, 2008, p. 50. 

https://blogs.oglobo.globo.com/ancelmo/post/sugestao-sobre-como-encerrar-divergencia-do-papel-constitucional-das-forcas-armadas.html
https://blogs.oglobo.globo.com/ancelmo/post/sugestao-sobre-como-encerrar-divergencia-do-papel-constitucional-das-forcas-armadas.html
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year, hundreds of Brazilians obtain doctorates in public administration, political science, law, 

economics, history and international relations. They could compete for jobs as civilian defense 

specialists. Thus, by issuing a simple decree, a new president of civilian origin could hold this 

civil service exam. In the long run, civilian experts would allow civilian-military relations to 

democratize at their critical point, the Defense Ministry. 

There will certainly be a lot of resistance to the group of civilian specialists from the Armed 

Forces, given that the Defense Ministry will no longer be almost exclusively staffed by officials 

from the Navy, Army and Air Force. 

To appease this resistance, here is a third suggestion: a new president of civilian origin should 

not cut the defense investment budget, so the Armed Forces can be assured that they will be 

able to complete their main projects on time (the FX-2 project to purchase fighters for the Air 

Force, the Navy’s submarine development and nuclear programs, the acquisition of 10 and 20-

metric-ton tactical cargo ships, the program to implement the Astros 2020 strategic defense 

system, the acquisition of Guarani armed vehicles by the Army, and the implementation of the 

Integrated Frontier Monitoring System). 

There will be a heavy price to pay, especially for a country that will still be in a deep economic 

and social crisis, but paying it is a necessary condition for the Armed Forces to be able to focus 

on their core functions. A future president of civilian origin must have the will and the ability to 

cut budget expenditure assigned to rentier activities in order to fund defense investment, 

instead of cutting social spending, as the Bolsonaro administration has done.9 

The last suggestion is to pay attention to something that former defense minister Raul 

Jungmann recently said: “It is up to lawmakers to define the National Defense Policy and 

National Defense Strategy, setting out the objectives, structure and resources of our Armed 

Forces. But they have not done this. The prevailing policy and strategy, produced in 2016 when 

I was defense minister, were voted on by the House and Senate without any public hearings, 

amendments and debates, without a recorded vote.”10 From a practical point of view, this 

means that as soon as a new president of civilian origin takes office, the leaders of Congress 

should initiate a vigorous discussion about the National Defense Policy and National Defense 

Strategy, to give full parliamentary endorsement to the employment of the Armed Forces in 

activities closely related to national defense. 

 

 

                                                           
9 See “Governo de Bolsonaro dá a primazia aos militares,” Valor Econômico, February 6, 2020, available at 

https://valor.globo.com/opiniao/noticia/2020/02/06/governo-de-bolsonaro-da-a-primazia-aos-militares.ghtml. 
10 See Raul Jungmann, “A responsabilidade que nos cabe,” Capital Político, June 5, 2020, available at https://capitalpolitico.com/a-

responsabilidade-que-nos-cabe/. 

https://valor.globo.com/opiniao/noticia/2020/02/06/governo-de-bolsonaro-da-a-primazia-aos-militares.ghtml
https://capitalpolitico.com/a-responsabilidade-que-nos-cabe/
https://capitalpolitico.com/a-responsabilidade-que-nos-cabe/
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Finally, a warning must be made: it is absolutely vital for the country’s democratic leaders to 

start to think seriously about the military issue in the post-Bolsonaro period, or we may have to 

live with the ghosts of praetorianism for a long time. Those who think that the issue will solve 

itself when Bolsonaro and Mourão leave office are naive or ignorant of history.  

           Professor Octavio Amorim Neto, EBAPE/FGV 

10. IBRE In Focus: Financial conditions in the pandemic 

We are experiencing an unprecedented crisis in both social and economic terms. The 

consequences are dramatic: more than 8.5 million cases of COVID-19 have been confirmed 

worldwide, leading to more than 450,000 deaths. At the same time, our economies are headed 

for one of the most intense recessions in history, generating a huge increase in poverty. At few 

times in the past has there been such a high level of uncertainty accompanied by such rapid 

and intense declines in activity, a significant loss of jobs and an abrupt worsening of financial 

conditions. 

The present crisis did not originate in the financial sector. It was born in the real economy, as a 

result of the social distancing measures required to contain the spread of the disease, and it 

reached the financial sector afterward. As a result, the financial markets have been much less 

affected than in the 2008 crisis. In the current recession, the Ibovespa benchmark index fell 47% 

from its peak on January 23 to its recent low on March 23. During the 2008 crisis, the index 

plummeted 60% between May 20 and October 27 of that year. 

This situation can be seen in FGV/IBRE’s 

Financial Conditions Index (ICF), shown in 

Graph 10. Positive values for this indicator 

indicate tight financial conditions in relation 

to the historical average, while negative 

values indicate loose financial conditions. In 

fact, the all-time peak occurred during the 

2008 international financial crisis, when ICF 

reached 3.3 points above the historical 

average. In the second half of March 2020, 

we experienced the second most intense 

tightening of financial conditions in Brazil 

since this indicator was created. 

 A closer look at the indicator’s trajectory 

throughout this year shows great volatility, a direct reflection of the gigantic levels of 

uncertainty that characterize the current period. National financial conditions continued to 

ease throughout the second half of 2019 and until the penultimate week of January. When the 

Graph 10: FGV IBRE’s Financial Conditions Index 

 

 

Source and produced by: IBRE/FGV 
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first COVID-19 cases were confirmed 

outside mainland China, the situation 

started to change, as can be seen better in 

Graph 11, which shows ICF’s trajectory 

over the course of this year. 

During February, the number of countries 

with confirmed cases of the disease 

increased considerably, and among them 

was Brazil, whose first case was confirmed 

on February 26, taking ICF to the worst 

level in the last 14 months until then. In 

March, the virus was spreading much 

faster than the capacity to produce 

indicators of its impacts on the economy. 

According to the Economic Uncertainty 

Indicator for Brazil (IIE-Br), the level of uncertainty in March was 22% higher than in September 

2015, when Standard & Poor’s (S&P) stripped Brazil of its investment grade credit rating – the 

high point in the series until then.  

As of the last week of March, ICF followed a 

favorable trend in view of the series of 

announcements of stimulus programs in 

Brazil and across the world, ranging from 

government support programs to injections 

of liquidity by central banks. However, this 

favorable trend was interrupted on April 24, 

due to the turmoil generated in the Brazilian 

political scene with the announcement of the 

resignation of the then minister for justice 

and public security, Sergio Moro. 

Financial conditions only started to improve 

again on May 22, when an intense search for riskier investments in global markets allowed 

Brazilian assets to appreciate, easing financial conditions in the country. The global context of 

economic reopening and signs of improvement in the economic situation, as indicated by 

confidence indexes (purchasing managers’ indexes), in addition to positive data in the American 

labor market, boosted these results. However, growing evidence that a second wave of 

coronavirus was already present in China and the United States, just when economic activity 

was beginning to show signs of improvement, put pressure on the markets in the last week, 

which leads us to the last point on the graph, on June 15, when ICF closed at 0.7 points. 

Graph 11: FGV IBRE’s Financial Conditions Index in 
2020 

 

 

Source and produced by: IBRE/FGV 

 

Graph 12: GDP Monitor vs. Projections                             
(quarterly rate, %) 

 

 

Source and produced by: IBRE/FGV 
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The Financial Conditions Index is by definition a powerful predictor of GDP, as it is formed of 

returns on financial assets with the ability to predict future economic activity, in addition to the 

predictability contained in the present and past behavior of economic activity itself. Graph 12 

compares the out-of-sample results of a simple linear monthly GDP forecasting model, 

represented by FGV/IBRE’s GDP Monitor, in which the only explanatory variables are ICF and 

lags in the GDP Monitor itself. It should be noted that from 2012 to February of this year, there 

was no major gap between ICF-based forecasts and the official results. 

However, these results are expected to show much greater detachments than usual in the 

second quarter, given that the economic deterioration in this recession has been much greater 

than the financial one. Furthermore, the rapid and intense improvement in financial conditions 

in Brazil and around the world is based on the belief that there is a strong recovery on the way. 

We do not support this hypothesis, especially in the case of Brazil. 

We are still in the acute phase of the pandemic, our growth curve for new cases has not yet 

been flattened, but the process of lifting lockdown measures has already started, increasing the 

likelihood of new waves of even more intense contagion. This, in turn, would inevitably lead us 

to implement longer periods of restrictions on the movement of people. A sharper than 

expected reduction in economic activity will harm fiscal variables and increase the risk of public 

debt insolvency. There are many uncertainties. Therefore, we cannot rule out the risks of a 

more intense and prolonged recession. 

                                                                               Luana Miranda 
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