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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 timefribiegsmonetary

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 economiessiarting 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-8haped? Probably noOn both thesupply side and demand
side, themost likelyscenario is a stronger but partial recovery in the third quarter, followed by
more moderate expansion in the following quarte@obalGDPis only expected toeturn to

the level of late 201 mid-2022

Furthermore,the recovery pocess will be veryunevenacrosscountries, reflecting both thie
different conditions prior to the crisis and the different ways in which they have faced the
pandemic, in terms of public health aathountof stimuls. In emerging AsigspeciallyChina,

the economic recovery has been fastend areasuch as the residential real estate market and
infrastructureinvestment haveperformed particularly welllBRE projects thathinawill grow
1.4% in 2020 and 7.5% next year.

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

I aft2¢g NBO2OSNE YR I RNRBLI Ay GKS &SIFNRa | 00O
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

In Latin America, India and the Middle East, the econavilycontinue to suffer from the
pandemic, which is still very worrying. The number of @&@NVIBL9 casess continuingto rise,
with no signs of stabilization. Even so, the process of grdeeding social distamgmeasures

is underway inmany 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 TambiNadgain
ordereda strict lockdown ofts capitalin the second half of June

The Brazilian economy is expgrcing the same proceseen indeveloped countriesbut with
acertainla@ ! FGSNI I aAIYAFAOLIYG RSOtAYS Ay | OGAGDAL
GKS g2NRARG Aa LINRPolofeé 20SNX Ly ! LINAdmpared. w9 Q&

1 The next version othe World Economic Outlookwill be published on Jurizt.
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to March, whilel KS . NI T Af ALy [/ Sy { NJ &Br, alsb goht@cied 9.0 A A G &
the same period. IBRE forecashat IBGBr willremainstablebetweenApriland May In June,
IBRE greliminaryconfidence indexegpublished onJunel6, show a more significaimcrease
in the month, after these indexes fell &l-time lows inApril before recoveringlighty in May.

Basal on this information we estimate that GDHell 9.8% between the first and second
quarters,the worstdropsy OS L. w9 Qa D5t a2y AB&iBhuarlyGDR (0 | NI &
in 1980. We expect a very gradual recovery in the second half of the year, which should lead to
a 6.4%reductionin GDPfor 2020 as a whole. This will hadevastating effects on the labor
market, including asubstantialincrease in unemploymentd 18.7%on average in 2020and

an unprecedente®%reduction inoverallincome,despiteall the policies adopted to mitigate

the drop inBrazilian familie@ A y.02 Y S

At any rate, given so mualmcertainty, 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 gaking
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 expected topermeate future political
debate. In addition, theolitical context has favored measures with very negative implications
for both the fiscal situation andbusiness environment. For example, the Senegeently
approved a bill tssuspendrepayments ofpayroll loans by people whioave notsuffered any
lossof income in the pandemicThis populist initiative wiliffect the credit market and hinder

the economicrecovery

In this contextwe cannot rule out a serious fiscal crisis and a more intense and longer recession.
Only the combination of political stdly 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 fjpearcertificates of deposiiropped almost
70basis points, while thetockexchange went uR0%

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. Howevem improvementin the red economy is noguaranteed

so we cannot rule out theisk of detachment between the financial markets and the real
economy.To put it more simply, the strongecovery inassetvalues could baothing more than

a big bubble.
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With these concerns in mindKtA & SRAGA2Y 2F L. w9Qa al ONB . d:
highlights

1. The Economic Activity section stresses that Apais a month of historic falls in all the main
AYRAOF(G2NE 2F SO2y2YAO OGAGAGE Ayignifiddhty A f & ¢
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, thgetvith 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 margiim 2020as a wholewe predicta 6.4% drop. If our projections are
confirmed,in the second quarter of 2020, seasonally adjusted GDIPewilin to its levelin the

third quarter of 2009. We expect some recoveryhe second halfmeaning that GDP wignd

2020 at the same leveécorded inthe third quarter of 2010(Section 1)

2. In the section on Confidence, we show thafter plummeting to altime lows in April,

confidence indexes rose in May and increased faster in early June, driven by improved
expectations. In comparative terms, the losses in Braeile much greater than those in
SYSNEHAY3 O2dzyiNASa 2y | gSNI ISs S@PSy O2yair RSN
LI NG a 2F GKS LXIFTySied 2KSy AdG O2YSa G2 G4KS LI
is the second most affected count CdzZNII KSNX2NBE> GKS 3IFH L) 6SidsS
O2yadzySNBEQ SELISOGFGAZ2ZY & YI &Saibn2S NBO2 OSNE SO

3. The Labor Market sectioanalyzes recent data frorthe ContinuousNational Household
Sampling Survey (PNAD&R) General Employment Regisky RSY2y aG N> GAy 3 (GKS
major impact on the labor market. In thbree months toApril, the unemployment ratease
slightly(0.4 percentage pointsh relation to thethree months to March but theyearover-year
decline in the economically active populatisras 3.4% Between March and April 2020, the
economically active population plummeted 9.3%, according to RIN@D the other hand, the
workforce alsoshrank byalmost thesameamount (8.8%), preventing furthegrowth in the
unemployment rate.In turn, according to the General Employment Registry, more than 1
million formal jobs were lost between March and Aptdking thenumber of formal private
sectorjobs to below its evel atthe beginning of theeconomicrecoveryin 2018. Afurther
decline of720,000jobsis projected foriMay. Meanwhile,the PNAD COVHD9 survey indicates
that people started to return to thevorkforcein May, without a simultaneous increase in the
economically active populationThis combinationindicates new upward pressure on
unemployment IBREorecasts a increase of 0.4 percentage posmin unemploymenin May,

to 12.9% and an average rate 48.7% 2020 (Section 3)

4. In the Inflation section, our analyst argues that in the second qudhteisources 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 RraexI(IPCA) in a different way
in recent months. In April, the fall in fuel prices prevailed. In May, food prices rose less and fuel

4
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prices continued to decline. Finally, in June, food and ffueks both increasedchanging the
inflation trend. In the coming months, the loosening of socthstancing measureand the
normalization of commercial activities will bring new challenges for inflafidection 4)

5. In the Monetary Policy section, our analyst says thspecialy in present circumstancethe

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 depratton or cause higher inflation expectations, biltey
threatenthe convergence dhflation expectations and inflation itsedft a longterm level lower
thanrecenttargets According taur analyst, it would have been more prudent to have avoided
movingto such low levels of interest rate&Section 5)

6. The FiscdPolicysectionpresents an overview of the main measures takendmbatCOVID

19 and their impact on therimary public finances, postponirigcaladjustment The federal
I2OSNYYSYyGiQa FAYIFIYOAIfT AR FT2N) LIS2L) ST 02 YL
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 thertsterm. 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$399
billion. The emergency aid package, transfers tates and municipalities, subsidies for
maintaining jobs, credit lines for companies and health expenses all stand out. The central
32 @S NY Y -$ynih@rimany deficit more than doubled between March and April, to 2.5%
of GDP.The deficit is expected toeach 9% of GD 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 réurn to normality. (Section 4)

7. With regard to the External Sectame have reduced our forecast for the current account

deficit to US$60 bilion (0.4%of GDPin 2020and increased our forecast f@021Q0&4 RS T A OA
US$2 billion (1.5%of GDP. Despite these historically moderatieficits, the exceptionally

difficult present circumstances will mean we will have a significantly negative balance of
payments result ir2020. There will be a recovery i2021,although it will notbe enough to
compensate for reductions in internationadsenesin 2019and2020.(Setion 7)

8. The InternationaPanoramasectionnotesthat in the wake of thenovel coronavirus crisis,
interest rates in some developeeconomies have returned to diime 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 crisis has been reactivated: asset purchases
(quantitative easing).Given the severityof the current situation, central banksave signaéd

that they haveeven more stimulus ready to be used. As a result, the financial markets
(especiallystockexchangepare once again exuberant, as occurred in the {2019 perod. This
hashappered despitethe presence of a strong contraction in economic actiwég have seen

5
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this story before Our analyst argues that, at least in the advanced wahkte is a higlthance

of aprolongeddetachment between the real economy and the behavior of financial markets.
Thisscenario seems threatened only by the possibility of a strong resurgence of the health crisis
In this case a sharp increase in uncertamtwould harm the performance of the ankets

(Section 8)

9. In the Political Outlook sectigrour guest analyst offers someflections on what could
happen and what should be done regarding the military issnder President Bolsonaf a
administration If he is impached and replaced by Vice President Hamilton Mourdorraer
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 inorder to expand itsparliamentary support base. Even so, the military
will continue to haveextensivepolitical power especially regardingomestic issues. What if
the terms ofboth Bolsonaro and Mourdare revoked by the Superior Electoral Court or if
Bolsonaro is defeated at the polls in 2022? The &w&ntualitywould require a constitutional
amendmentto end disagreements over the interpretation of the constitutional role of the
Armed Forces. Therare other possibilitieshat could be implementedaster andmore easily
allbased orwithdrawingthe military from the political arena and reinfongthe Armed ForceQ
orientation toward activities related to national defeng&ection 9)

10.Finally, the In Focus sectiomritten by researchet.uana Mirandais about theevoluion of
financial conditions in theandemc. (Section 10)

Armando Castelar Pinheirand 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 a
NI T AfQa YIAY AYR GDP Projections
activity. Processing industry collapse

: 2020.1 2020.11
31.3%,compared to Aprie019.The fall was (QoQ) (VoY) m

widespread, and only food production R
paper and pulp,hygiene products and Consumption e
extractive industryescagd a yeafover- Government 0.5%  1.0% 1.0%
year decline. The teer sector benefited Consumption
from very low figures the previous yeal ([t Bt ot L e
Broad retail sales felp7.1% yearover- bt s N i ki
year. Services declined 17.3%, according il Bl St et
figures from our Monthly Services Surve Bk L [ A
(PMS) Agriculture 12%  2.5% 2.3%
Industry -13.8% -15.3% -7.9%
The heterogeneity of the current shoc Extractive 1.0%  7.0%  1.3%
between the activities in each sector i Processing 21.0% -23.4% -11.5%
notable. The fall in industrial productior T 0.6% -15.0%  -9.4%
was mainly concentrated in capital goods Electricity and Other -5.0%  -6.2%  -2.6%
and durable goods, which clearl T 8.3% -9.7% 5.5%
responded taastrong reduction in demand
for these producs, asreflected in retail Source: IBGProduced byIBRE/FGV

results.  Clothing, furniture, home
appliances and vehicles led tldeclinein sales.In the servicessector, a second consecutive
very intense drop in services provided to families standsbout¢ K A Zshare of EPRI&
considerdly higher than in IBGE&onthly 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 a4 drop, as shown in Table 1.

If our projections are confirmed, in the second quartetiog 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 @aded in the third quarter of 2010We believe that the
recovery over the next yeavill be slow. We forecast growth of only 2.5% in 2024, less than

half of what was lost this year. According to our calculations, weonljireturn to thelevel of
activity seen inthe fourth quarter of 2019beforethe 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. Batllustry and services are
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expected to shrink at the margin, reflecting the intense effects of the crisis in March, the last
Y2YGK 2F (GKS [jdzr NOSNXY wS3IFNRAYy3I aASNBAOSas 4K
value added, the effects are likely to beltfenore intensely in commerce, transport and
SALISOALfte a20KSNJ aSNBAOSaz¢é AyOfdzRRAYy3I | 002
activities and other items drastically affected by the pandemic. This category corresponds to
about 24% of the servicescorded inGDP and employsanypeople

On the demand sidehousehold consumptions projected to declinel1.1% quarter-over-

guarter (120%yearover-year in the second quarterand 9.7%in 2020 as a whol€eThus, the
component that contributed the most2t ( KS NBO2OSNE | FGSNI . NI T Af
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% quamter-quarter (25.6%yearover-

yeal) in the secondjuarter, and 14.1% i8020 as a wholeThe fall in investment in the second

guarter would have beereven more intensef no oil platformshad been importedn May.

According to ICOMEX data, impoof capital goods, includg oil platforms,rose79% in May,
compared tathe same month of the previous year, but, when excluding them, there was a 40%
decrease

TheS E (i S NY | tontdbGidhiisgikeIpta bepositive, both in the second quarter and in the
whole year In the second quarter, we praje a decline in imports 011.9% quarter-over-
guarter (13.4%yearoveryean and a reduction in exports di.3% quarter-over-quarter (2.1
yearover-yeal). In 2020 as a wholave expectimports and exports to falll4.9% and 3.3%
respectively

In 2020, we gpect agricultural production to grow.3% and industrial production to shrink
7.9%, mainly influenced bycontractions in processing industry amdnstriction. We also
forecast ab.5%decrease in service¥hese figures already consider the income compensation
policies announced by the government. According to our estimdt#al income {ncluding
income from workwelfare benefits and pensiohsvould fall16%in real termsin 2020in the
absence of amcome compensation policy. Including transfers (R$203.64 bitif@mergency

aid for informal sector workers and Family Grant recipientsR$51.64 billionof anti-
unemployment assistance for formal workers and R$36.2 biibmvithdrawals fromthe
GovernmentSeverance Indemnity Fundhe reattermsdrop will bereduced to 8.8%

Silvia Matosand Luana Miranda
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After record decline, expectations start to improve

After plummeting to altime lows in
April, confidence indexes rose in May Graph 1:#1 1 001 A0O0s AT A " OOET AO
and increased faster in the (seasonally adjusted, in pointy
preliminary June data published by '*

IBRE on Jur6.! LINA  Q&had/+ ' *’\’\ /“‘\_«m
beenso low that despite an increase '® . ™
of 145 points in the Business * lj N
Confidence IndeXICE)and a rise of %
89 points in the Consumer
Confidence IndexICC)in early Jung
these indicators are still low in . « o ox : o o
historical terms compagble to the 1 5533535855355
low points seen in the two previous T business - consumer

70 |
60
50

recessions Source and produced bylBRE/FGV

FAaSR 2y WdzySQ& LINBt AYAYlFNE RIFUFX Ay
May and JunelCErecovered60%of
the lossesobsened in March and Apriwhile ICCrecovered43%of them. This recovenhas
happenedbecause of improved expectationshich like the aggregate indexesave improved
more consistently among companies than among consumers

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

Index (ISAamong business people and the first increaséSAamong consumetrsThis result

indicates that the easing of social isolation restrictionsngny states may be contributing to

FY AYLINROSYSYG Ay O2YLIYASEAQ LISNOSLIWGAz2Yy 27F 0
regarding the evolution of business in the coming months, even though a situation of great
uncertainty persists. The Business Expectatdndex 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,
which confidence increased7.2 points, signaling a faster recovery. This increase was
equivalent to around61% of the lossesobsened in March and AprilThe service and
construction sectors recovered arourtb% and 31% of their losses in the same period,
respectively
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Table 2: Sector and Gonsumer Confidence Indexes z level and recentevolution

Variation in month current Dtfferunce batean
(in points) MM3 variation (in points) index i expects expects and current
situation (in points)
Industry 170 -6.4 784 76.8 80.3 35
Services 10.2 40 70.7 618 799 181
Commerce 17.2 -1.2 846 843 855 12
Construction 5.6 -5.7 736 68.5 793 10.8
Business 14.5 -3.2 80.0 711 83.1 12.0
Consumer 89 -3.1 710 701 730 2,9

Source and produced byIBRE/FGV

Industryrecordeda substantiaincreaseof 17.0 points irearly Juneand as a result, it recovered
47% of its previous lossesMayandJune Compaedto other countries, we note that indugal
confidencehas been very lovin Brazilsince the 2014016 crisis. As of 2018, other countries
converged downward to some exterdignaling the beginning of a global slowdown, while Brazil
seemed to be following the opposite path. At teiart of 2020, thepresentcrisis began taffect
confidencein most countries, starting with China and East AR#pwed bya more intense
drop in confidencen emerging countries
in the firstfew months of the year. As of Graph 2: Industrial Confidence Across the World
March, and especially inApril, the fall in (standardized and seasonally adjusted daja
confidence became widespread. In Marc '*
and April,the losses in Brazil were mucl o0
greater than the average rate for
emerging countris, even taking into
account theLJl Y R Sdffferén®téningin =~ ©
different parts ofthe planet. Due to its  #
stronger recovery in June, it is possibl
that Brazil will move a little closer to the ~Brazil —Emerging countries
confidence levels of other countries

* Values standardized and weighted by GDP PPP.
Brazilian consumers remain cautious i Sources CECD Thompson ReutersProduced by IBRE/FGV

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 comingnibiK & ® . dzAAy Saa LIS2L) SQa 02\
more, while consumers continue to be very wary in light of the crisis. Half of the surveyed

10
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families reported a loss ofhouseholdincome in May. This factor, associated with high
uncertainty and fear of unempyment, justifieghis caution.Shoppingnomentum remains at
historically very low levels.

Inshort, it is stillhardto predict the speed of recovely y . bdnfidéndeitaxes which had

beenY2 @Ay 3 (26 NReraje|Svelsgh2fdk® Re)EssiWhen it comes to the

LI YRSYA0Qa STFSOGa I yR isthR $edoidinidst faffeated CoBrtgi | A y {0 A
CdzNII KSNX¥2NBzZ (GKS 3L 60SGsSSy O2YLIN yracbvar® | YR
even more difficult

Aloisio Campelo JandViviane Seda Bittencourt

3. Labor Market

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

The unemployment ratevas 12.6% ithe
three months ending inApril 2020,
according to the Continuous Nationa
Household Sampling Survey (PNAD!
unchanged from the same periaaf 2019 13%
but up0.4 percentage points from théhree
months to March in seasonally adjuste
terms. Thisresult was lower thanBRE & -
forecast and the median projection by

market analysts

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

12%

= = = 5 = 5 = = = = = 8 &8 & &

Theoutcomewas the same for thenonthly 2 i s FE2 858544825
result generated fronPNALL, as explained B i s
by DuqueandMartins (2020)However, the
level of employment and number of
workers outside the labor marketell
sharply, yeaoveryear, byd.3%and8.8% respectivelyThese reductions were the biggest ever
recorded sincé®’NALCwascreated In terms of absolute number8,8 million jobs were lost

Source PNADC (IBGERroduced by IBRE/FGV

In turn, according tothe General Employment Regisf@ AGED)more than 1 million formal

jobs were lost between March and April alome seasonally adjusted terms, the losses in these

last two months wereequivalentto all the formal jobs created sin@018.In May, a further

loss of around’20,000jobs is expected in other wordslessintensed K i G KS LINB OA 2 dzz
reduction, but still large

11
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Graph 4: Annualized Change in Economically Active Graph 5: General Employment Registry (CAGED)
Population and Workforce (%)

200.000

0 i-vl..r.l.v...-,-YL.LI,I,IJ,-I.I

-200000
-400000
-600000 |
-800000 | )

-10% - -1.000.000 -
OmMeAMrT TN ANSYOSENOOrEQ
iié}ﬁ‘ﬁigggé,%'iié}%é 2eec222222222238888
' FEEEESEEFFRESRE ¥
——Economically Active Population ——Workforce * = = =
—CAGED —— CAGED (seasonally adjusted)

Source PNADC (IBGEProduced by IBRE/FGV o
Source CAGEDI(abor Ministry. Produced by IBRE/FGV

IBGEecentlypublishedPNADCOVIBEL9, whose
goal is to monitorthe labor marketq and its Graph 6: EKCfonomically AcLi\{e Population and
interactionswith health¢ every weelkduring the Worklorce , by Week in May 2020

pandemic Despiteuncertainties regarding how :Z:
it can be compared to pasiigures from the 93000 | —
original PNADCIt is possible that this data may , |
anticipate some trendsAccordingly,Graph 6 89000 1

shows the weekly evolution of the economicall 4,4,
active population and workforce in BrailMay. 85000 4

Graph6 shows that while the economically active e
Week | Week 2 Week 3 Week 4

population remainedrelatively stableover the ——Economically Active Population  ——Workforce
weeks, theworkforce grew every weeltrom less

than 94 million to more thand5 million between  source PNAD ©VID-19 (IBGE).Produced by IBRE/FGV
the first and fourth weekg, an increase of more

than 1 million workers Thus PNADCOVIBEL9
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 whaehave maintained our projectinat
18.7%, withthe peak in the third quarter, when the workforagill tend to return toits pre-
pandemic level, mainly due to the end of emergency aid

Daniel Duque
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4. Inflation

Tug of war between food and fuel

In May, the Extended Consumer Price Ind@gRCA)ell 0.38%. Thisresult was higher than
projected by thdinancial markets, but within the range of expectatiomBemedianfigure was
a decline 00.5%.

Looking atiPC® & KA 3K AiBdad Be seéey thaa thed indegontinued to be highly
influenced by the behavior of food and fuel prices. Given the closure of many storeshaand

services Lt/ ! Qa 20KSN) O2YLRySyida 2y0S Y2NB NBO?
postponement ofincreases insome regulated prices reinforced tls contribution, keegng

inflation low in the second quarter. In additioreductions ingasolinepricesin April and May
contributed toa slowdown in monitored prices, whidell 0.96% in 12 months

¢tKS STTSOGa 2F . NIT At Qa nflEckly yad $ inpaciiod IPGS g1 f dz
influenced its result in May. The implications of p#s®ugh ¢ weakened by theslumpin

economic activity; were most visible in gasoline prices, especially when the drop iaitpece

did not compensate for therel f dk@aluation, but in May the situation was different.
Marketable products, driven by theJ3 -dévBldation, stood out in IPCA, contributing to a less

intense fall in inflationThe prices of lectrical and electronic devices robg an average of

3.21%. Theprices of thesétemsdeclinedin the first quarter, but the exchange rate devaluation

made imported parts and products more expenss@despite the weakening of demanttheir

prices rosssignificantly. The highlights were video games (7.69%cantputers (5.25%).

In Junethe prices of durable goods are expected to offer some respite, rising less than in May.

The Broad Producer Price Index {E, whose rate accelerated from 0.25% in May to 2.35%

in June, indicates that sources of pressure eatitinue to be concentrated in fuels and food. In

Wdzy S €16, fuéls fdr consumption18.85% to 16.02%) and fuels for productieh’(34% to
NnoHw:0 | O02dzy GSR F2NJ £ Y2804 cm:» 2F GKS AyRAO
has also increase®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 increasen 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 seemiwl K G KS LINAOS 2F 0SSFr-10 KA OK
compared t0-0.59% in May.

These sources of pressungll become more intense over the course of this month, favoring a

ANI Rdzl £ F OOSt SNI A2y AYielOB40knmas bithdsyiserd ticeA 2 y @ (
AY Wdzy SQa LINEf AYAY Il NBE NB A dz wieakdf the iiodth waS fidch G A 2 y
weaker, 0.13%. The index is expected to end the month of Jupesitiveterritory.

A similar trend will be seen iPCATheofficial indexwill 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
0St26 GKS f2SNIEAYAOND 2F GKS /SyaNrf . lylQa
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In the second quarterthe sources opressure werdocusedon food and fuel.The prices of
0KSaS LINRPRdzOGAa ¢SNB I FFSOGSR o0& (GKS LI yRSYAO
way in recent months. In April, the fall in fuel prices prevailed. In May, food pricetesssand

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 netvallenges for inflation

André Braz
5. Monetary Policy
The risk ofvery low interest rates
At its meetingon Junel7,the. NI T At ALy / SYdNIf . Iyldéeta2y Sil

1S GKS S02y2YeéQa olasS AydSNBad N dS G2 |y
benchmark Selic interest rate by a further @&sispoints,assignaled at the previous meeting,

while leaving room for a further decrease. However, itwaScardzf G2 AYyRAOFGS GK
adjustment to the current degree of monetary stimulus will be residual L ¥ ¢ Sthid y i S N1JI
G NB a Ar&ddetioh é0 mean25 points, Selic will fall t02.0% per year, circumstances
permitting.

¢CKS jdzSadAazy GKFIG aSSya NBtS@lryld G2 dza 02y O0S
f26Y SaLISOAlIffe O2yaARSNAYy3I GKS O2dzyiNBQa TFA3
to keep the rate at something like 3.0%? Certainly, 2.0% and &@%ery close numbers, but

Ay (2RIFIeéQa ¢g2NIRXZ 2yS LISNOSyidlF3aS LRAydG SAGKSI
¢tKS ARSI 2F 2SN AYyGSNBad NI G Sespechlly sircelthdl2 NI S
pandemicbegan and the lack otoncrete prospeaof aquick and full recovery. Partly for this

reason, inflation expectations and projections ammningbelow the/ Sy  NJ ftargetdfy { Qa
3.75%for 2021 According tol KS 0 | y | Foéus f b dzEafieBgedxypectations are
currently3.0%, while thé I 6 for@casbased orits so-called hybrid scenario is 3.2%. Precisely

for this reason, the argument goes, it is necessary to reduce interest rates.

However, there is anothaway to approach this subject. The monetary regime in force in Brazil
involves targés for calendar year Ly . NJ | A f aQsiablel Jdmdindziflation2target,
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 2@ad 2021 are
4.0% and 3.75%, respectively. For 2025 3.5%. In a nutshell, we arearstruggle to anchor

the price system around a low inflatiamte. This wouldend to benefit the least favored
sections of the population and contribute to econorgrowth by facilitatingeconomicplanning
andstimulating investment.

Given that we are in the middle of this process, it is possible that pursuing the 2021 target as a
priority, when the goahfter thatis an even lower number, may not be the best strateyis

could this mean jeopardizing the achievement of the tagfet years to comelnstead, we
believe we ought to concern ourselves witinger periods given that we have already made

so much progress towarcbnverging witttivilized levels of inflai.
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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 adiot of political
determination, and the results are uncertain. A2 know, the fiscalaspectis the most
important in any country risk assessment. Especially in circumstancesdse the lower the
benchmark interestate, the greater the risk of instability in asset markets, particularly in the
foreign exchange marketnterest rate reductions do not necessarily produce exacerbated
exchange rate depreciation or cause higher inflation expectations, but they threaten th
convergence of inflation expectations and inflation itself at a @rgn level lower than recent
targets.

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

José JuliGenna
6. FiscaPolicy

COVIBR19 and the public financesworsening of macro fiscal situation and postponement of
adjustment

In response to. NI Tplo@resive fiscal deterioration observed in recent years, some
government efforts; albeit slow and modest up tothe beginning of 202@lloweda contained
and urevenimprovement in theF SRS NI f 3 prigh & WasHItSAftéipasiing 12month
primary deficits above 3% of GDP in f2RIL6 and 2017, the government recordedZmonth
primary deficit of 1.1% of GDiJanuary 202 his was théowestfiguresince November 2015
but it reflectedone of the numerous atypical revengeurces used by the government to ease
thepublicFA Yyl yOSa2Q aAaddz GA2Yy

However, vhat could have beetthe start of along and difficult fiscal recovery was quickly
sabotaged by th€COVIBL9 crisis The sense of urgenayreated by unprecedented lockdown
measures made the federal government take necessary actions to bail out people, companies
and local goverment, undermining any possibility of fiscal adjustment

On the revenue siddahe 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 extendedrevenueitemsthat haveplummeted due to this measure includecome

taxon individuals, social security contributions, PIS/IPASEP and CORENEconomy Ministry
estimates that theseleferralswill have an estimated impact of R$110 billidargelyin the

short term. It is worth noting, however, that uncertainties regardihg tirection of various

2 In December2019,an oil concession auction rais&$70billion for the federal government, of whidR$117 billion was
passed on to state and municipal governments
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sectors of the economy in the near future makéard to knowwhenthesepayments may be
made

Measures with a negative impact on revenue, considered to be definitive by the government,
total R$18 billiorg well below the temporaryoss mentioned above. They include a temporary
exemption fromthe financial operation taxiQF 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$5Mllion.

| 26 SOSNE GKS LINAYI NBE NBadzZ §1Qa oA33sSalt fz2aasSa
financial aid alone is budgeted at R$152.6 bili@m amount that will increase if pressure from
some lawmakers to extend the program is successful. Insthmational 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$26billion.

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 makesiugS 6 2 NJ SN&E Q
AyO2YSd® ¢KSNB Aa Ffaz2 I aLlSOAlLft ONBRAG fAYyS
conditions of micro, small and mediucompanies, the federal government will also transfer
R$35.9 billion to credit guarantee funds. Addiogetherall the measuresakento increase

health expenseandmitigate COVIBLIQ & S, Tik %W frritnaryexpenditureis budgeted at

R$399 billionas shown iTable 3.

The presented expenses and revenues refer to the total impact of the measuregetris
However,the latest monthly data already points to a significant deterioration in the primary

result.. SG6SSy al NOK |yR ! LINRE | f-rAofit® primarykdsficitO Sy 1 NJ-
more than doubled, from 1.2% to 2.5% of GDRis alsaeflected weaker GDRperformance.

Thus,in 2020, the central governmefX@rimary deficitis 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 crisisa 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 continug as lon
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.

Evenas thesaincertaintiescontinue todominate the economimutlook, fiscal adjustment must
continue after thecrisis though thismissionwill now belonger andharderthan ever. Dealing
with the new posicrisis reality and its fiscal imbalances wébuire much more complex

16
Macro Bulletin




N”FGV IBRE

Jure 2020

measureghan the atypical ones thatave occurreduntil 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.

Table3: FAAAOAT ' 1T OA OO 19Neasured abEPrimary Impact
Items RS billion % of GDP
Impact on 2020 Primary Result (1-11) -417 -6.1
Revene (1 -18 03
Suspension of payment of municipal governments’ pension debts -6 -0.1
Reduction in IOF credit period -7 -0.1
Other tax relief -6 -0.1
Expenses () 399 5.8
Expansion of Family Grant Program 3 0.0
Emergency benefit to maintain jobs and income 52 0.8
Emergency financial aid (RS600 a month for 3 months) 153 2.2
Emergency payroll program to support jobs 34 0.5
Assistance for state and municipal governments (compensation 16 0.2

for shortfalls in state and municipal funds)

National program to support micro and small enterprises

(PRONAMPE) 16 0.2

Federative emergency financial aid 60 09
Emergency access to credit program 20 0.3
Other 46 0.7

Source Economy Ministry, provisional decreesAT A & AAAOAT COVIBIA SderidiAd Modit@ing
Dashboard Based on data up to Jundl6. Produced by IBRE/FGV

Juliana Damascenand Matheus Rosa
7. Exterral Sector

Adjustments in a delicate situation

In the last Macro Bulletinve updated oumprojections for the current account in 202021,
against the backdrop of the exceptionally difficglbbal 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 @OVID
pandemic, which constitutes a severe financing shock for the emerging world. Even if we
assume a certainresumption of normatonditions in 2021, with an expansiohtbe deficit in

2021 to 1.2% of GDP alongside normalization of flows to emerging countrieaddhtgon to
reserves would not be enough to offset accumulated sales in 2682020,
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We do not normally revise our projections in such a short space of. fitoevever,i 2 Rl & Qa
volatile boundarycondtions, both external and internaklready suggest major changes to our
balance of payments projections

Regardhg 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 qmejeutir
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, asasallprojected decline of 10.6% in private
domestic absorption. As in the case of international trade, wedee 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 commaodity prices,

S It NBFRe LRAYGSR 2dzi Ay 2 dzNdristics afieredosdaiet S G Ay
protectionY (G KS O2dzy i NBE Q& SELRNI LINAOS&a TSttt fSaa i
and the fall in import prices helped to mitigate the effects on terms of trade.

In the lastmonth, the situation seems to haveecomemore favorable. On the export side,
concrete prospects for increased infrastructure spending in China, associatededitttions

in supply, have increasethe pricesof ironore @ Y S 2 F . Nlekpart) @rad métdl 33 S a i
commodities®

On the import sidethe prices of industrial goods and fuels, important components of import
volumes, remainin checkamid the strong negative shock in global demand. Pugwveyything
together, weare nowprojectinga smalimprovementin. NJ- tedmt @ tiade until the end of
2020,and stabilization athis higher level until the end of 2021

Finally,the latest update of ourmodelsfor the exchange rateindicates that fluctuations in
international conditiondaveS E LJt | A Yy SR Y 2 & (recéntbehaviaNThi® dgplibidSo/ O & Q &
both the appreciation observed in May and the depreciation in Jimgeneralthe interest

rate differential and domestic factors haueeen marginafactors influencing thecurrency a
movements in recentveeks

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 changesy 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 rigdthhough they emain at depressed levels

4 For a long time we havedeveloped econometric models that allow us to evaluate the determining factors for the behavior of
the Braziliarcurrency These models take into accouakternal factors (such as the strength of theSdollar acrossn the
world, commodity prices, American lortgrm interest rates and globalisk aversion), theone-year interest rate differential

and internal factors (basically the portion of Blazl ¢ aiskithait caynot be explained by globaittas).
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Our new expected behavior for
fundamentals until the end of 2021 is Graph 7" OAUE] & OSeet Bubdamohthls
summarized in Graph 7. t#&ntive (2006=100)
readers will notice some significant 1

changes from the previous month, '¢

especially in the exchange rate and term:
of trade. A world as uncertain as the
current one can lead to major revisions ir  so

averyshort space of time “«

40
Incorporating data for the first four S S EFEAFEAESEEEEEEFE5ES
months Of the yeac |nC|ud|ng March and —Real effective exchange rate —Terms of trade —Growth differential

April, which already reflected post

COVID reality, with current account Source Brazilian CentralBank, FUNCEX, CPB/TO, IMF
surpluses and very strong capital and IBGE based on |n|§|;néllzccz;1\lfulatlonsProduced by
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 defigtojection 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 alsalightlyrevised our projected trade balance 2020,with higher exportgdue to
improved terms of tradg offset by higherimports (most notably oil platformys In 2021, a
marginallystronger average exchange rate will lead to a combination of weakportsand,
above all, slightly higher imports

We havealso made some other oreff revisions to current account itemb 2020,we expect
anotherreduction in remittances of profits andividends as well as lowespending ortx kther
services and primary incoméespecifically regarding equipment rentdlhefurther 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 conditionsa smaller current accoundeficit would invariably be
associated with greater slack in the balance of paymemstertially leading to the
accumuldion of internationalresenes. However, we are very far from normal conditions and,
even if the deficit is imimal, we will experience financing difficulti@€gspecially ir2020.

This yearwe now projecta negative balance of paymenssult¢ in other words, a reduction
in internationalresenes ¢ of US$380 billion, down from our previous forecast &fS$430
billion. This small improvemeninh relation to the previous projection does not change the

5 The March figures reinforce thjgercegion, as there was a current account surpl{i$S$08 billion) at the same time as huge
portfolio capital outflows, leading to a balance of payments deficit of approxinta&sigObillion.
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gualitative situation at all There is still the prospect of strong portfoand shortterm capital
outflows, reflecting theflight to quality amidexacerb&ed risk aversion

Table 4: Current Account Def icit (US$billion and % of GDR

2020 (previous)** 2020 (current)** 2021 (previous)** 2021 (current)**

Current account -10.4 -6.0 -16.0 -20.5
Trade balance* 42.0 43.6 45.0 40.0
Exports 187.0 193.5 210.0 208.5
Imports 145.0 149.9 165.0 168.5
Interest payments -19.0 -20.3 -17.0 -16.5
Travel -3.2 -3.4 -6.0 -6.0
Profits and dividends -12.0 9.3 -17.0 -17.1
Shipping 4.7 4.7 -5.8 -5.4
Other services and primary income -14.7 -13.3 -16.5 -17.1
Secondary income 1.2 14 13 1.6
Current account (% of GDP) 0.7 0.4 -1.2 -1.5

* Brazilian Central Bank definitiony ** Previous forecast in May 2@0 and current forecast in June 200Q.
Sources Brazilian Central Bank]BRE/FGV Produced by IBRE/FGV

Aseconomic 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: notwithstandimgmprovement in
2021, the reduction in reserves in 2019 and 2020 will not be entirely offset
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Table 5: Balance of Payments Uses and Resources(US$billion)

2020 (previous)** 2020 (current)** 2021 (previous)** 2021 (current)**

Uses -70.9
Current account -10.4
Amortization -60.5
Resources 28.0
Net direct investment 53.0
Portfolio -65.0
Fundraising (rollover) 46.0
Other flows -6.0
Reserve assets -42.9

-68.8 -82.0 -87.3
-6.0 -16.0 -20.5
-62.9 -66.0 -66.8
30.8 105.0 115.1
56.0 50.0 55.3
-66.9 0.0 -3.3
50.9 55.0 60.6
-9.2 0.0 2.5
-38.0 23.0 27.8

** Previous forecast in May 2020 and current forecast in June 2020. Sources: Brazil@entral Bank;
IBRE/FGV. Produced by: IBRE/FGV

8. International Panorama

Livio Ribeiro

Detachmentbetween the real economy and financial markets

The American economycontinually
attracts the attention of economic
analystsObviouslythis has to do with the
'YAGSR {GrGasSaqQ ¢S
economy and the fact that its financia
markets constite G KS ¢ andjbr R
financial center

Among the many major effects caused k
the coronavirus crisjswve highlight here
the severe deterioration in overall
financial conditions This deterioration
occurred as soon as it was perceived ai
announced by the World Health
Organization that the COWI® crisis was

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

Sachs)
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Source Bloomberg.Produced by IBRE/FGV

Macro Bulletin

21




N”FGV IBRE

Jure 2020

far from a local problemrestricted to a few regions, and in famtpresened a worldwide
problem

The worsening of financial conditiohgas proved to beespecidly significant in the American
cas, 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, whin 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 curent 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 digitshe 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

. . . Graph 9: Fed Funds Target Rate (%), S&P 500(index
reactions, especially on the Americar score) and QEStart Datess
stock exchanges, to the monetary stimu ;| 3500
adopted in the U.S. in response to th -
200809 crisis. When the base interes , “/”f (
rate reached zero, the Fed started 1 e ﬂ
comprehensive asset purchase progra |, | »/M
known as QE. Other central banks ende ] -
up taking similar measures, furthe
boosting the process of globaiquidity iiii» i 3iiilitititititiiiiil
expansion

Graph 9 shows that from the beginning ¢
2009 onward, the American stock market
entered a bullish trajectory that has
lasted practically until today. Certainly,

the path followedhasnot beenlinear, as there have beetwo major interruptions. The first
occurred in the second half of 2018, when mam@pplefeared that the upward movement in
interest rates, which resumed in late 2015, would gain strength in the following quarters,
continuing iro 2019. The seconuterruption is the mgoingcoronaviruscrisis

Sources Fed; BloombergProduced by, IBRE/FGV

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 countrie®
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Base interest ras at nearly zero certainly provided the initiapulse. That is where the idea
known as TINA (there is no alternative) comes fromaestors have flocked to stock exchanges
due to a lack of optionsSecondwith very low market interest rates, right avrong, market
players have started to use these low rates when valuing compahieslaunch ofQEadded
another factorg the sign given by this policy that interest rates will remain low for a long.time

The curious thing is that this exuberant behavibsstock 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 markeftand stock exchanges in particular) was to some extent already
the prevailing situation before the current crisis.

Now that interest ratesare once again at atime lows in some places negatiyvand because

of the large amount ofQEpracticed by the ma central banksthe previous situation has
returned. In addition, given the severity of the present situatioentral bank$iave continually
signaled that they have more stimulus in store, ready to be LBl result can only be a certain
exubemnce inthe 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 domesto come. This
scenario seemtreatened 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

Joseé Julio Senna
9. Political Outlook
The military question afterBolsonaro

For all those concerned with democracy and national defense, it is depressing to see that the
Brazilian politicahgenda 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 th
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 inevitablé even beame the subject of speculation by

the international press in June. In this column, | will not address the reasbgsve have
reached this point or the shoterm consequences. Instead, below are some reflections on

6 The latest systemic data about military officials in the federal government can be fdusahiardo CavalcantiMilitares da
ativa ocupam 2930 cargos nos Trés Podgerés Paoder 360 June 17, 2020, available at
https://www.poder360.com.br/governo/militares-ativaocupam2-930-cargosnostres-poderes/
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what may happen and what should be ddne 2 dziT G KS YAt AGFNBE A&adzS F2
as president

If Bolsonaro is impeached and replaced by Vice President Hamilton Mouréo, a formstaiour
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 politicalver, especially regarding
domestic issues

What if the terms of both Bolsonaro and Mouréo are revoked by the Superior Electoral Court
or if Bolsonaro is defeated at the polls in 202&Pat would a president of civilian origin be
likely to do regarding thenilitary issu€@

An initial suggestion has been given by histodasé Murilo de Carvalhtm eliminae the words

oto uphold the constitutional powegsfrom article 142 of the Constitiion, which statesthat

the Armed Forcesare permanent and regularational institutions organied in accordance
with hierarchy anddisciplire, under the supreme authority of thpresidentof the Republic,

and they areintended to defend the homeland, uphold the constitutional powers and, at the
request of any of theseamstitutional powers, uphold law and ordérThe removal of these
words would end disagreements over timerpretation of the constitutional role of thé&rmed
Forces’ As this step would require a constitutional amendmets success wouldependon

the mood of the more conservativesections ofCongresswhich have always historically
tolerated the participaion of military officials in politics

There are three other possibilities that could be implemented faster and more galsihased
on withdrawing the military from the politicalarenal Y R NBAY F2NOAy3I GKS
orientation toward activities related to national defense

bl GA2y It 5 SandffcalPeféndeNdinistsy BRofLblished in2008,contains the
following promis¢f ThéDefense Ministry wiltarry out studies on the creation ofhaffice of
civiian defensespecialistsin addition to existing civil and military administration careers, in
order to constitute a workforce capable of acting in the management of publende policies,
programs and projects in the area of defense, as well as interacting with government
organizations and society, integrating political and technical points of.éAew

Eleven yearsn, Brazilg a country with a plethora of civil service exagisas still not managed

to hold an exam to recruit these civilian defersgeecialistslt 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 plerdl/excellent candidates for the vacancies. After all, every

7See Ancel mo Goi s, OA sugest«o sobre comoore-nzerA@@boha d,iderg
June 9, 2020, available fatps://blogs.oglobo.globo.com/ancelmo/post/sugestdwe-como-encerrardivergencialo-papel
constitucionaldasforcasarmadas.html

8 See Brazilian Defense MinistBstratégia Nacional de Def@€88, p. 50.
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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 chntiditary relations to
democratize at their critical point, the Defense Ministry

There will certainly be a lot of resistance to the group of civispecialistsrom the Armed
Forcesgiven that the Defense Ministry will no longer be almost exclusively staffed by officials
from the NavyArmy and Air Force

To appease this resistandeereis a third suggestiara newpresidentof civilian originshould

not cut the defense investment budgeto the Armed Forces can be assured that they will be
able to complete their main projects on tinfthe FX2 project to purchase fighters for the rAi
Forced KS bl @@ Q& & dzo Y| NBcie@progrand $ié sdui¥it®y aflo ang R
metric-ton tacticalcargo shipsthe programto implement theAstros 2020strategic defense
system the acquisition ofGuaraniarmed vehicles by the Armgnd theimplementation of the
Integrated Frontier Monitoring System

There will be a heavy price to pagspecially for a countrihat will still be in a deep economic
and social crisjbut paying it is a necessary condition for the Armed Forces to be ableus fo
on their core functionsAfuture presidentof civilian origirmust have the will and the ability to
cut budget expenditure assigned tentier activities in order to fund defense investment,
instead of cutting social spendipasthe Bolsonarcadminigration has done®

The last suggestion is to pay attentida something thatformer defense ministerRaul
Jungmannrecently said It I8 up to lawmakers to define thblational Defense Policy and
National Defense Srategy, setting out the objectives, structure and resources of dumed
ForcesBut they have not done thiFheprevailing policy and strateggroduced in2016when

| was defense ministewere voted on by the House arkenade without any public hearings
amendmentsand debates without a recordedvote.¢'° From a practical point of vievthis
means thatas soon as a newresidentof civilian origin takes office, the leaders @dngress
should initiate avigoraus discusfon about the National Defense Polignd National Defense
Strategy to give full parliamentary endorsement to the employment of the Armed Forces in
activities closely related to national defense

9 See oGoverno de Bol s osnamol iddarr Ecenppicdrebraaryi G 20200 available at
https://valor.globo.com/opiniao/noticia/2020/02/06/govedeadiolsonareda-a-primaziaaosmilitares.ghtml

0See Raul Jungmann, 0 A r Gapitpl @dliticdurtei5,12026, avaikbldoiinse/capitalmlitic .adm&, 6
responsabiliddeque-nos-cabel
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start to think seriously about the military issue in the p8stisonaro periodpr we may have to

live with the ghosts of praetorianism for a long timEhose whdahink that the issue will solve

itself whenBolsonaro and Mouréateave office are naive ogmorant of history

ProfessoiOctavio Amorim NetpEBAPE/FGV
10. IBRHEN FocusFinancial conditions in thgandemc

We are experiencing an precedentel crisis in both social and economierms. The
consequences are dramatic: more than 8.5 million cases of GT®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 hugeaseiia povertyAt 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 natiginate in the financial sector. It was born in the real economy, as a
result of the social distatg measuresequiredto contain the spread of the disease, aiid
reached the financial sector afterward. As a result, the financial mahats beermuch less
affectedthan in the 2008 crisis. In the current recession, the Ibovégmehmark index feld 7%
from its peakon January 230 its recent low onMarch 23.During the2008 crisis the index
plummeted60% between May 28nd October 26f that year

¢KAA &aAlbdz A2y OFy #~¢& XE&&v x/ r~nawvl  wgQf
Financial Conditions IndgkCF),shown in Graph 10: FGVIBREB O &E1 AT AEAT #11
Graph10. Positive values for this indicatol
indicate tight financial conditions in relatior
to the historical average, while negative
values indicatéoosefinancial conditions. In
fact, the alitime peak occurred during the
2008 international financial crisis, when IC
reached 3.3 points above the historice
average. In the second half of March 202
we experienced the second most intens
tightening of finacial conditions in Brazil
since this indicator was created

I Oft2aSNJ £221 G GKS AYRAOFG2NIRA GNI2SOG2NE
throughout this year shows great volatility, a direct reflection of the gigantic levels of

uncertainty that characterize the current period. Natiorimancial conditions continued to
ease throughout the second half of 2019 and until the penultimate week of January. When the

Source and produced bylBRE/FGV
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