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Economic recovery continues in second half, but fiscal solution is 

awaited  

The global economy continues to recover, although coronavirus infection rates remain at high 

(but stable) levels. Since mid-July, the average number of new daily cases has been around 

250,000 worldwide. Declines in the United States and Brazil have been offset by an acceleration 

in some European countries and India, which has become the new global epicenter of COVID-

19, with around 100,000 new cases daily. Worldwide, more than 30 million cases have been 

recorded and the total death count is approaching 1 million. 

Despite the high levels of infection, the daily number of deaths has shown a gradual 

deceleration and it is far below the peak recorded in April. This contrast between cases and 

deaths can be explained by the significant increase in the amount of testing and more effective 

medical protocols, in addition to isolation of people in high-risk groups. 

This situation has allowed the economy to resume activities, and some sectors, such as industry 

and commerce, are now operating at a level higher than that observed before the crisis in 

several countries. However, in the services sector, which has been hit hard, recovery is only 

partial, and this will remain the case at least as long as concerns about the virus persist. 

Consequently, only mass vaccination will lead to a broad normalization of economic activity. 

Thus, the risks related to the pandemic are migrating from the short-term impacts on economic 

performance to the possibility of a delay in the discovery of a safe vaccine. 

Other possible sources of uncertainty around the world include increased political risk in the 

United States. The fierce dispute between the Democrats and Republicans for the presidency 

and Senate partly explains the delay in approving new fiscal stimuli, which many players, 

including the monetary authorities, believe will be crucial to sustain the ongoing recovery. In 

addition, the risk of the election results being contested has increased, and this could cause 

additional volatility in the asset markets, already affected by the stretched valuations of some 

stocks and the risk that the new administration will be more unfavorable to large technology 

companies from a tax and regulatory perspective. Furthermore, trade and political tensions 

between the United States and China persist. On the other hand, the good news is that the 

stimuli already adopted should make the U.S. perform better this year than initially expected. 

For example, the OECD has revised its projection for the country’s growth from minus 7.3% to 

minus 3.8%. For global GDP, the forecast went from minus 6% to minus 4.5%. 

In Europe, the economy is improving as expected. The European Central Bank has revised its 

GDP projection for the region from minus 8.7% to minus 8.0% in 2020, and it now expects 

growth of 5.0% in 2021. These figures are very close to the OECD’s forecasts. However, the 

evolution of the pandemic poses a major risk for the continuation of the recovery. The number 

of new cases is increasing and the arrival of the fall reinforces fears of a repetition of what was 
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observed in the Spanish Flu, when deaths were concentrated in that season. Another issue that 

may generate volatility is the arrangements for trade between the United Kingdom and 

European Union after Brexit. The negotiation deadline is December 31, and so far, the parties 

do not seem to have reached an agreement. A hard Brexit will hinder recovery in the euro area 

and further damage the British economy’s recovery. 

In Latin America, after a collapse of economic activity in the second quarter, the monthly data 

indicates successive gains in recent months. In addition to the gradual reopening of the 

economy, activity has also been boosted by monetary and fiscal stimuli. Brazil stands out in the 

region for having much more government stimulus than other countries. As a result, its 

contraction in the second quarter was probably one of the mildest among the region’s biggest 

countries. 

Latin America is also benefiting from improved external conditions, rising commodity prices and 

a weaker dollar. However, the appreciation of these countries’ currencies depends a lot on local 

conditions. In Brazil, in particular, the pressure on the real continues, in the face of persistent 

domestic uncertainties, especially fiscal ones.  

Nevertheless, at least in the short term, the activity data indicates a recovery in Brazil that will 

be similar to that observed in other countries. IBRE’s surveys up to September 14 signal an 

improvement in the confidence of business people and consumers. The index that aggregates 

the four main sectors of the economy (industry, services, commerce and construction) 

increased 0.8 points in relation to August, to 95.3 points, compared to 96 points in February. 

Industry made a notable contribution. Recovery only remains slow in the services sector. 

However, consumer confidence, despite a slight increase in the month, remains very subdued, 

showing dissatisfaction with the current situation. 

The fiscal situation is also of concern. FGV IBRE’s Economic Uncertainty Indicator for Brazil (IIE-

Br) related to the fiscal situation fell 50.1 points compared to the maximum level reached in 

April of this year – a much less intense drop than that observed in the index related to political 

uncertainty. And it has remained at a very high level for the past two months, with no signs of 

retreating. 

In part, this reflects the very bad fiscal forecast for this year. The primary deficit is expected to 

be equivalent to 12.6% of GDP in 2020, higher than initially projected, due to the extension of 

emergency aid. Gross public debt has increased by 11 percentage points of GDP in the last seven 

months, and it is expected to end the year at 94.9% of GDP, a very high figure for an emerging 

country. 

This is a frightening fiscal picture, which requires a drastic change of course in relation to what 

has been done this year. However, there are two problems. First, there is the contractionary 

impact this would have. It is not certain that private demand will recover in time and with the 
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necessary strength to offset a fiscal adjustment of this size. Second, the health and economic 

crises that have marked 2020 have legitimized social needs that were off the radar screens of 

previous governments and meeting these needs will impose a heavy burden on the public 

finances. 

However, failing to make this adjustment would have serious consequences. This year it has 

been possible to resort to extraordinary credits to fund measures to deal with the pandemic, 

but legally speaking it would not be possible to repeat these stimuli without changing the 

Constitution. And even if this were done, it is hard to imagine a scenario for 2021 in which 

noncompliance with the spending ceiling would not seriously damage the government’s 

funding capacity – especially in a context of uncertainty about the speed of recovery in 

economic activity in 2021 and when the country will start to post primary surpluses again.  

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

highlights: 

1. The section on economic activity says that GDP performance in the second quarter was in 

line with our expectations in relation to the private sector, but the crisis’ impact on the public 

sector was much greater than we had estimated. On the one hand, the very unfavorable result 

of public sector services in the second quarter dampened projections for the rest of the year, 

and on the other hand, the extension of emergency aid into the fourth quarter has boosted the 

numbers. We still expect economic activity to recover in the second half, given that high-

frequency indicators for retail trade and industry show a continuous recovery, even though the 

consumption of services remains low. Thus, our updated projection for this year’s GDP remains 

very close to the previous figure, i.e. a 5.3% drop. For 2021, we forecast growth of 3.5%. (Section 

1) 

2. In the section on confidence, we note that the indicators continue to show signs of recovery, 

but at different rates. On the business side, there is a lot of heterogeneity between the surveyed 

sectors, with industry recording a much more significant recovery, while the services sector is 

experiencing more difficulties. On the consumer side, greater caution is beginning to appear 

among lower income groups, possibly due to the approaching end of government aid programs. 

For the coming months, some factors may reduce the pace of recovery, especially the end of 

the “no-terminations” period in job maintenance programs and consumers’ concern with the 

pace of job market recovery. (Section 2) 

3. The section about the labor market looks at key recent statistics. IBGE has not yet released 

the results of the Continuous National Household Sampling Survey (PNADC) for July, but it has 

disclosed the microdata for the second quarter. This microdata shows that there was a 

significant drop in hours actually worked, far beyond the reduction in the number of employed 

workers. The COVID-19 National Household Sampling Survey (PNAD COVID-19) showed another 

drop in employment in July, while indicating a marginal recovery in August, together with a 
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significant increase in the unemployment rate, due to high growth in the economically active 

population. In turn, the General Employment Registry (CAGED) had a large positive result in 

July, when more than 131,000 formal jobs were created. However, the sharp fall in 

terminations, coupled with a strong difference between the latest results and the previous two 

months’ results, suggests that underreporting of layoffs may largely explain this indicator. In 

other words, the challenges for labor market improvement remain. (Section 3) 

4. Regarding inflation, despite strong acceleration in food prices, especially among basic basket 

components, expectations remain below the lower limit of the inflation target range. Changes 

in demand for food (imposed by the pandemic), currency devaluation and crop failures explain 

the high prices in this segment. In the other spending categories, in which there is a greater 

concentration of durable goods and services, prices continue to behave well, recording 

variations well below the 12-month accumulated Extended Consumer Price Index (IPCA). The 

devaluation of the Brazilian real against the U.S. dollar has lifted commodity exports, which 

although beneficial for the trade balance, have also contributed to higher food inflation. This 

situation is likely to remain unchanged until the end of the year. (Section 4) 

5. In the section on monetary policy, our analyst says it is highly likely that two phenomena 

were closely examined by Central Bank officials at the most recent Monetary Policy Committee 

meeting. The first is the extraordinary increase in the distance between price increases at the 

producer and consumer levels. The second has to do with increased risk premiums embedded 

in market interest rates (and in other financial assets). This movement represents a significant 

upward shift of the entire yield curve. In the opinion of our analyst, in view of this, the Central 

Bank’s decision to keep the benchmark Selic interest rate unchanged at the September meeting 

was prudent. Neither of these two subjects should be overlooked by the monetary authorities. 

These issues will surely remain relevant for monetary policy drivers for a long time to come and 

they need to be monitored closely. (Section 5) 

6. The fiscal section discusses the 2021 Budget Bill. This bill confirmed the government’s flexible 

fiscal target, due to uncertainty regarding tax revenue. On the other hand, it highlighted the 

spending ceiling as the main fiscal budget constraint and postponed discussion of the proposed 

“Brazilian Income” welfare program. This did not make it clear how the Brazilian government 

will meet demands for more spending in 2021, especially for income transfers to those 

weakened by the pandemic. New uncertainties have been caused by conflicting messages 

relayed by the economic team and other parts of government on this topic. In terms of the 

budget, old uncertainties were renewed, such as about the low level of discretionary spending, 

which threatens public investment and basic operating costs. Huge efforts will be needed to set 

priorities. There is also the risk of higher than expected expenses: additional spending if the 

veto on payroll tax relief is overturned, revisions of 2020 National Consumer Price Index (INPC) 

results after the Budget Bill, and highly likely demands for more spending to curb the 

pandemic’s effects in 2021. High indebtedness, the uncertain recovery of economic activity and 
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prospects for medium-term primary deficits make it hard to imagine a scenario for 2021 in 

which noncompliance with the spending ceiling would not seriously damage the government’s 

funding capacity. The circumstances brought about by the crisis add to the spending ceiling’s 

importance as a fiscal anchor for Brazil. The future political and fiscal situation will be delicate. 

We believe it will not be long before the spending ceiling is revised. How the new rules are 

designed will be decisive for the country’s commitment to solvency. (Section 6) 

7. With regard to the external sector, the highlight is the slowdown in Brazilian exports and 

imports. Export growth decelerated in August, as expected, due to the seasonal effect of lower 

volumes of soybean shipments in the second half of the year. Imports continued to decline, 

compared to 2019. In manufacturing, the decline in purchases of intermediate goods signals 

that the sector’s recovery has not started yet, going against activity level data. In an 

international context of growing demand for sustainable environmental standards, the 

prominent position of agriculture in Brazil’s exports requires compliance with these guidelines. 

(Section 7) 

8. The international section discusses the Federal Reserve’s new policy. The Fed’s studies, aimed 

at trying to find a solution for its difficulties in making inflation converge to the target, were 

already well advanced when the pandemic struck. In our analyst’s view, the pandemic has 

accentuated forces that were already acting on the economy, making it even more difficult to 

meet the inflation target. As a result, announcing a new monetary policy strategy became 

critical. By providing new signals, the Fed has made it clear that it will simply keep the 

economy’s base interest rate close to zero for a long time. At its September meeting, the Fed 

made some clearer commitments, but according to our analyst, it remains to be seen how 

effective these measures will be in light of the adverse circumstances of these new times. 

(Section 8) 

9. Finally, the In Focus section, written by researcher Daniel Duque, looks at the positive impact 

of the decomposition effect on Brazilian workers’ average income generated by the pandemic. 

(Section 9) 

Armando Castelar Pinheiro and Silvia Matos 
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1. Economic Activity 

Recovery of economic activity continues, underpinned by government aid measures 

GDP performance in the second quarter 

was aligned with our expectations1 in terms 

of the level of private sector activity. 

However, we were negatively surprised by 

the size of the crisis’ impact on the public 

sector, related to the suspension of classes 

at government schools and reduction in 

services in the public health system. Public 

sector services account for 24% of total 

services in the economy, the biggest 

weighting out of all service categories, and 

this explains this sector’s big impact on 

GDP. 

On the one hand, the very unfavorable 

result of public sector services in the 

second quarter dampened projections for 

the rest of the year, and on the other hand, 

the extension of emergency aid into the 

fourth quarter has boosted the numbers. 

Thus, our updated forecast for this year’s 

GDP remains very close to our previous 

one, i.e. a 5.3% drop. For 2021, we forecast growth of 3.5%. To give you an idea of public sector 

services’ impact on aggregate results, if this sector’s growth were zero this year and next year, 

our GDP projections would be a 4.4% drop in 2020 and 2.6% growth in 2021. 

The economic activity data in July followed the same trend observed in May and June. On the 

one hand, the situation was more positive for industry and there was a strong and continuous 

recovery in retail trade. On the other hand, the consumption of services remained very weak, 

especially services provided to families, which were still around 57% below the pre-crisis level. 

In view of the July results and our expectations for August and September, we forecast a 5.6% 

decrease in the third quarter, year-over-year, and 6.6% growth at the margin, as shown in Table 

1. 

In fact, the second quarter was the most critical moment of the health crisis. On the supply side, 

all sectors are expected to grow in the third quarter compared to the second. However, in the 

                                                           
1 See https://blogdoibre.fgv.br/posts/pib-do-2o-trimestre-e-atualizacoes-para-o-cenario-prospectivo. 

________________________________________________________________________________________________________________________________________________________________ 

Table 1: GDP Projections 

 

Source: IBGE. Produced by: FGV IBRE. 

________________________________________________________________________________________________________________________________________________________________ 

https://blogdoibre.fgv.br/posts/pib-do-2o-trimestre-e-atualizacoes-para-o-cenario-prospectivo
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third quarter, most activities are likely to remain at a level below that registered in the third 

quarter of last year, with the exception of extractive industry and agriculture. The rapid 

recovery of manufacturing and commerce stands out. On the other hand, the “other services” 

category (which include services provided to families, private health care and private education) 

and “public sector services” category are expected to recover more slowly in the third quarter. 

On the demand side, household consumption is expected to grow 5.9% quarter-over-quarter (-

9.0% year-over-year) in the third quarter, and to fall 7.2% in the year. In other words, despite 

the significant aid provided by the government, which has sustained overall income, the sharp 

drop in household consumption must be explained, in large part, by the reduction in the 

consumption of services. Our updated estimates point to 4.8% growth in overall income this 

year. However, in the absence of the income compensation policies implemented by the 

government, it would have fallen 5.3%. 

Investment, in turn, is expected to grow 8.9% quarter-over-quarter (-10.6% year-over-year) in 

the third quarter. It has recovered somewhat from rock bottom in the second quarter, but it is 

still 31% below the peak recorded in 2013. The high level of uncertainty, especially that related 

to the country’s fiscal situation, limits the capacity for investment recovery going forward, 

despite the historically low level of real interest rates. 

We still expect economic activity to recover in the second half, given that high-frequency 

indicators for retail trade and industry show a continuous recovery, even though the 

consumption of services remains low. 

Silvia Matos and Luana Miranda 

2. Business People’s and Consumers’ Expectations 

Confidence continues to improve, but there are risks 

Business and consumer confidence indexes remain on an upward trend, after reaching rock 

bottom in April. However, while business confidence is now approaching the pre-pandemic 

level, consumer confidence remains subdued, indicating dissatisfaction with the present 

moment, linked to caution regarding the job market and uncertainty about the economy and 

health.  

There is also considerable heterogeneity in perceptions of the pace of recovery between 

sectors. The dispersion of the Current Situation Index across the 49 surveyed segments hit an 

all-time high in August, since records began in 2010. In other words, while the business index is 

close to the level of February, the recovery has been much stronger in industry, and other 
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segments are still experiencing great 

difficulties – in particular, the service 

sector, most notably services provided to 

families, including hotels, restaurants and 

personal services. 

On the consumer side, in addition to the 

slower recovery, there are major 

differences in perceptions between 

income groups. In August, lower-income 

consumers had worsening expectations, 

suggesting concern about the end of 

government programs and their impact 

on income in a very uncertain 

environment for the job market. It is 

possible that the acceleration of food 

prices had some influence, but fear of 

unemployment still seems to be the 

main factor. 

The preliminary data for September 

indicates a continuation in this upward 

trend. Business confidence rose 0.8 points – 

a significant slowdown from the last two 

increases of 7.1 and 7.0 points. This result is 

due to a sharp rise in industrial confidence, 

an increase in construction and services, 

and a decline in commerce. Consumer 

confidence went up 2.1 points in 

September, but it remained the lowest out 

of all aggregate confidence indexes.  

What are the risks for the recovery in 

confidence in the coming months? 

Some factors may help stem the favorable 

trend in confidence in the next few months. Our preliminary September results seem to suggest 

that agents are concerned about this transition period of government aid programs. On the 

consumer side, there is concern about the job market and income maintenance. The question 

that measures optimism about the supply of jobs in the coming months suggests that 

consumers with lower family income are starting to revise their expectations. 

Graph 1: Consumers’ and Business People’s Confidence 

(seasonally adjusted, in points) 

 

                                                                                                                
Source and produced by: FGV IBRE. 

Graph 2: Expectations of Changes in Supply of Jobs in 
Coming Months 

 

 

                                                                                                                
Source and produced by: FGV IBRE. 
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In September, companies were questioned in surveys about the possibility of retaining staff 

when the mandatory “no-terminations” period in emergency job maintenance programs comes 

to an end. The preliminary results show that 50% of companies have taken part in at least one 

job maintenance program, and of that percentage, around 15% are considering having to lay 

off workers. The figure is higher (25.5%) in the service sector. 

Another risk factor for the pace of recovery is the high level of uncertainty. In September, FGV 

IBRE’s uncertainty index remained 39 points above the pre-pandemic level. 

 

 

The likely scenario for the coming months involves a gradual return of business confidence, but 

in a heterogeneous way. However, the fast-approaching end of government aid programs adds 

risks. On the business side, many companies will struggle to maintain their workforce, so layoffs 

may happen. On the consumer side, concern about the difficulties of a leaner labor market and 

the end of emergency aid may cause greater caution, which would make the pace of recovery 

even slower. 

Rodolpho Tobler and Viviane Seda Bittencourt 

 

 

 

Table 2: What companies say they will do when the “no-terminations” period in emergency job 
maintenance programs ends (percentage) 

 

 

 

Source and produced by: FGV IBRE. 
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3. Labor Market 

Hours worked falling more intensely than economically active population, which showed 
signs of recovery in August 

The Continuous National Household 

Sampling Survey (PNADC) was 

postponed again and its July edition had 

not been released at the time when this 

bulletin was published. Because of the 

13.3% unemployment rate in the 

quarter ended in June 2020 and IBGE’s 

recently released GDP figures, IBRE 

updated its projection for the year. It 

now estimates an annual average of 

13.4%, up 1.5 percentage points from 

last year and up 0.7 percentage points 

from the previous all-time record of 

12.7%, recorded in 2017. In July, we 

expect another rise in unemployment, 

to 13.6%. 

PNADC microdata for the second 

quarter of 2020 was recently disclosed, 

allowing analysis of hours worked, both 

usually (whose benchmark period rem 

ained before the pandemic in IBGE’s 

questionnaire) and effectively (referring 

to the month immediately preceding 

the current one for interviewees). Thus, 

Graph 4 shows the year-over-year 

changes in the economically active 

population and hours usually and 

effectively worked until the second 

quarter of 2020. 

As can be seen, the labor market 

responded to the pandemic with a 

large reduction in the economically active population (-10.7%), but job losses were mitigated 

by the intense reduction in hours actually worked (-27.6%). This drop mainly occurred due to 

the removal of a significant share of workers and also a reduction in working hours – factors 

anticipated in FGV IBRE’s projections. If average working hours had not changed, i.e., if the 

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

 

 

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

 

Graph 4: Change in Economically Active Population and 
Hours Worked Between 2012 and 2020 

 

 

                                                                                                                
Source: PNADC (IBGE). Produced by: FGV IBRE. 
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entire impact of the crisis had been in the 

form of job losses and the workforce had 

not changed, the unemployment rate 

would have risen to 29.7%. 

Although the latest PNADC, referring to 

the three months to July 2020, has not 

yet been published, IBGE has continued 

to update PNAD COVID-19, whose weekly 

edition now runs to the last week of 

August. Graph 5 merges data from the 

two surveys since the beginning of 2020. 

The PNACD data was transformed into 

monthly figures using the methodology 

proposed by Hecksher (2020). 

We can see that after another decline in the economically active population in July, PNAD 

COVID-19 points to a partial and still-weak recovery in the first three weeks of August. In turn, 

Graph 6 shows that after more decreases in mid-July, both the workforce participation rate and 

employment rate showed signs of growth in recent weeks – although growth in the 

employment rate was less intense and there were more negative fluctuations, leading to an 

upward trend in the unemployment rate. 

 

 

Graph 5: Economically Active Population According to 
Surveys (Million) 

 

 

* August = average of 4 weeks. Source: PNADC and PNAD 
COVID-19 (IBGE). Produced by: FGV IBRE. 

Graph 6: Labor Market Indicators According to PNAD COVID-19 

 

 

 

Source: PNAD COVID-19 (IBGE). Produced by: FGV IBRE. 
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In turn, formal employment, as 

measured by the General Employment 

Registry (CAGED), after dropping 

significantly between March and June, 

increased by 131,000 formal jobs in July. 

This rise, which once more surprised both 

IBRE and the markets, is largely explained 

by the reduction in layoffs, as seen in 

previous months. 

The sharp fall in terminations suggests a 

combination of the effect of government 

policies to suspend employment 

contracts and reduce working hours, 

together with possible underreporting of 

layoffs by companies. The latter factor 

would explain the difference between 

CAGED and PNADC or PNAD COVID-19. In August, we forecast another net increase in formal 

employment, of 114,000 jobs. 

Daniel Duque 

4. Inflation 

Food puts pressure on inflation once more 

After a brief truce in July, when food prices rose just 0.1% in the Extended Consumer Price Index 
(IPCA), they went up 1.2% in August, once more putting upward pressure on inflation. Because 
of this new rise, the 12-month rate has resumed its trajectory of acceleration, reaching 11.4%, 
after five consecutive increases. 

This increase was widespread and there are plenty of food items that experienced notable price 
rises. Basic food basket items saw some of the sharpest increases. Between September 2019 
and August 2020, rice and beans, stable foods in Brazil, went up in price more than 25%. Over 
the same period, there were also sharp increases in the prices of soybean oil (33.4%), beef and 
pork (27%), dairy products (11.6%), and poultry and eggs (10.6%). 

The reasons for this growth in food prices in Brazil include increases in the U.S. dollar prices of 
important commodities such as soybeans and corn, higher volumes of exports, especially to 
China, and exchange rate devaluation, which intensified when the pandemic struck Brazil. 

The recent increase in Chinese demand has driven the dollar prices of agricultural commodities 
on the international markets. For example, a bushel of soybeans went from US$9.13 to 
US$9.912 in the 30 days to September 16, up 8.5%. In the Broad Producer Price Index (IPA-10), 

                                                           
2 Source: macrotrends.net 

Graph 7: CAGED 2019-20 

 

 

 

Source: CAGED (MTE). Produced by: FGV IBRE. 
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which also incorporates the effects of exchange rate changes, the average increase in soybean 
price in the 30 days to September 10 was 13.5%. In the same period, similar behavior was seen 
in the price of corn, which went from US$3.17 to US$3.663 per bushel, up 11.8%. In September’s 
IPA-10, it increased 15.2%.  

The rise in grain prices has also contributed to the increase in protein costs. Animal feed, in high 
demand during periods of drought, continues to accelerate. The price of this item rose 6.7% in 
September, taking the 12-month increase to 55.9%. Growth in livestock farming costs and rising 
volumes of meat exports explain the high prices of live animals. Pigs (77.0%), cattle (52.4%) and 
poultry (17.5%) have gone up significantly in price in the last 12 months. 

In addition to the impact on meat prices, commodities have also put pressure on the prices of 
milk and products made from it. According to September’s IPA-10, the price of fresh milk rose 
41.6% over the previous 12 months, while processed milk went up 37.5%. This growth in 
producer prices has pushed up retail prices. In September’s Consumer Price Index (IPC-10), 
long-life milk was up 21.8% in the previous 12 months. 

Following IPA’s trend, with a lag and less intensely, food’s inflationary pressure tended to 
persist at the consumer level in September. FGV IBRE’s Inflation Monitor, which simulates 
IBGE’s official daily inflation figures, anticipates an increase of around 2% in food this month. If 
this rate is confirmed, the accumulated variation in 12 months will jump from 11.4% to 14.4%, 
the highest figure since October 2016, when it reached 14.8%. 

Partly compensating for the challenge imposed by food, which accounts for 20% of consumer 
inflation, the other spending classes in IPC still do not indicate any inflationary pressure. The 
12-month inflation rates for durable goods (0.03%) and services with unregulated prices (0.9%), 
which are both below IPCA, illustrate how the uncertainty brought about by the pandemic and 
the worsening of public indebtedness has influenced the economy and increased the gap 
between producer inflation (partly increased by exchange rate devaluation) and consumer 
inflation (given that consumer demand continues to be affected by weak economic activity). 

Consumer inflation, which ended August at 0.24%, according to IPCA, is likely to remain under 
pressure from the rise in food prices in the next quarter, boosting inflation expectations for 
2020 towards the floor of the inflation target range, which is now 2.5%. 

André Braz 

5. Monetary Policy 

Central Bank faced with producer price shock and risk premiums embedded in market interest 

rates 

it is highly likely that two phenomena that are especially relevant at the present moment were 
closely examined by Central Bank officials at the most recent Monetary Policy Committee 
meeting. The first is the sharp increase in the distance between price increases at the producer 
and consumer levels. The second has to do with the considerable increase in market interest 

                                                           
3 Source: macrotrends.net 
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rates between the meetings – a movement that is certainly related to market participants’ 
worsening expectations of the progress of fiscal issues. 

The post-meeting communiqué did not contain any relevant information about the content of 
the discussions on these matters. In fact, with regard to the aforementioned, it only referred to 
a “temporary rise in food prices” and a “partial normalization of the prices of some services.” 
For a more complete view, we will need to wait for the minutes of the Monetary Policy 
Committee meeting. 

The first of the topics raised here was addressed in the inflation section of last month’s Macro 
Bulletin, written by André Braz. In his text, Braz noted the increased gap between the 12-month 
growth rates of the Broad Producer Price Index (IPA) and Extended Consumer Price Index (IPCA) 
since the beginning of the pandemic, i.e., between February and July of this year. In February, 
annualized producer prices were up 7.7%, while consumer prices were up 4.0%. In July, these 
rates had increased to 14.3% and 2.3%, respectively. As a result, the difference went from 3.7 
to 12.0 percentage points – the biggest gap since 2008. 

Looking at IPA’s behavior by processing stage, Braz pointed out that the biggest contribution to 
this gap came from the evolution of raw material prices. In other words, the phenomenon 
originated in the initial stage of the production process. In the following stages, involving 
intermediate and final goods, growth in prices has been more modest. 

Graphs 8 and 9 illustrate the above, 
updating the figures presented by 
Braz in last month’s Macro Bulletin 
and making it clear that the gap 
between IPA and IPCA has widened 
further in the last month. The 
difference in 12-month inflation 
rates is now 19.2 percentage points. 
The new data reveals a significant 
acceleration in the prices of raw 
materials, with clear impacts on the 
prices of intermediate goods and 
final goods – the last stage before 
consumer prices are reached. 

Looking at items with a significant 
weighting in the raw materials group, 
we can see that iron ore and soybean 
prices rose particularly sharply 
between February and August 
(77.1% and 51.7%, respectively). It should be noted that in this period, Brazil’s currency 
depreciated by 25.7%. 

Graph 8: Unusually Large Gap Between Producer (IPA-DI) 
and Consumer (IPCA) Prices (12 Months, %) 

 

 

 

Sources: IBGE; FGV. Produced by: FGV IBRE. 
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As we noted at the beginning, this 
issue probably received close 
attention at the Monetary Policy 
Committee meeting. Certainly, this is 
not a movement that justifies changes 
in the conduct of monetary policy. 
After all, the shocks observed at the 
producer level have not reached 
consumer prices. Services and 
regulated utilities, whose weightings in 
IPCA are 37.1% and 25.8%, 
respectively, have shown modest 
growth in the last 12 months (around 
0.9% and 1.1%, respectively), helping 
the index as a whole to only increase 
2.4%, despite the 11.4% rise in food 
prices. Furthermore, the 
aforementioned price shock has not 
altered inflation expectations, a 
fundamental element in terms of 
influencing the inflationary process. 
There is therefore no reason for greater 
concern, but the phenomenon 
discussed here needs to be monitored 
with due care, since sooner or later, 
shocks at the producer level end up 
reaching consumer prices.  

These considerations alone are an 
important reason why the Central Bank 
chose to keep the benchmark Selic 
interest rate unchanged at its 
September meeting. An additional 
reason for doing so is the fact that, in 
the interval between Monetary Policy 
Committee meetings, the yield curve 
shifted even further upward, as shown 
in Graph 10. Most likely, this 
movement reflects increased 
concerns about the progress of discussions about our fiscal problems. In reality, it does not 
seem an exaggeration to say that fiscal risk also appears in other asset areas, such as foreign 
currency and the stock exchange, and in public securities in general. Market players are 
signaling a low degree of conviction about a comfortable adjustment of the public finances. 

Graph 9: Strong Shocks in Raw Material Prices – 
Processing Stages in IPA-DI (12 Months, %) 

 

 

 

Sources: FGV. Produced by: FGV IBRE. 

Graph 10: Fiscal Concerns Cause Rise in Market Interest 
Rates. Interbank Deposit Curve. Risk Premium Only 

Absent in Benchmark Selic Interest Rate (%) 

 

 

 

Source: Bloomberg. Produced by: FGV IBRE. 
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Signs of this type should not be overlooked by the monetary authorities, so it makes no sense 
to further reduce the Selic rate. 

In any case, both issues may remain relevant for a long time to come and they should be 
carefully monitored by the monetary authorities. 

José Júlio Senna 

6. Fiscal Policy 

2021 budget and spending ceiling, Brazil’s last remaining fiscal anchor 

The need for direct and immediate state action imposed globally by the COVID-19 pandemic 

also brought with it enormous uncertainty as to the appropriate economic and social treatment 

of the legacy to be left by the crisis. In Brazil, the 2021 Budget Guidelines Bill presented to 

Congress in April, setting out the goals, guidelines and priorities for next year, contained 

outdated data in light of the new situation. The disclosure of the 2021 Budget Bill at the end of 

August therefore gained great prominence. It was hoped that this proposal would provide 

greater clarity on how the Brazilian government will (or if it will) balance fiscal sustainability, 

demands for more public investment and, especially, the maintenance of a robust income 

transfer program for those weakened by the pandemic. 

Given the uncertain tax revenue trajectory caused by challenges in achieving a rapid economic 

recovery, the 2021 Budget Bill confirmed the government’s flexible fiscal target already 

specified in the Budget Guidelines Bill, with the aim of avoiding spending freezes in the event 

that revenue underperforms. Thus, the main fiscal constraint on the 2021 budget is the 

spending ceiling. According to the Budget Bill, the government expects to comply with the 

spending ceiling. Furthermore, it has decided to only discuss the creation of the “Brazilian 

Income” welfare program later. As a result, expectations of further clarifications regarding this 

proposal were dashed.  

The economic uncertainties and risks that await us in 2021 seem to be continually increasing 

due to the frequently conflicting messages conveyed by the economic team and other parts of 

government. After submitting the Budget Bill, the president of the Republic said that the 

creation of the Brazilian Income program is on hold. Thus, plans for a new income transfer 

program in 2021 seem to have been shelved, and this casts doubt on the government’s future 

capacity to sustain demand and economic activity in the absence of this major financial aid 

package. 

Meanwhile, regarding the budget, old uncertainties about next year have merely been 

renewed. This is the case with the low level of discretionary government expenditure, 

threatening the ability to run the government machinery and make public investment. The 

budget assigns R$96 billion for discretionary spending, down 16.5% from the planned amount 
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in 2020,4 rekindling debate about a possible shutdown of basic public services and very low net 

public investment. 

For the budget to be feasible, it will take huge efforts to set priorities for operating costs, 

seeking to cut non-essential expenses, and for investment, more than ever prioritizing projects 

with higher returns, such as those in the sanitation sector. The pressure on discretionary 

expenditure could be even greater if expenses not provided for in the budget are incurred in 

2021. For example, there is no provision for the eventuality that the veto on payroll tax relief is 

overturned. This would generate additional expenditure next year and reduce the space below 

the spending ceiling even more.  

It should be noted that despite the government’s recent statement that it will not go ahead 

with its proposed Brazilian Income welfare program, there are still likely to be demands for 

more spending, given the continuity of the pandemic in Brazil and its effects after December 31 

of this year. It should also be noted that the subsequent revision of the 2020 National Consumer 

Price Index (INPC), 15 days after the Budget Bill was presented, increased the pressure on the 

federal government’s finances in 2021. The new estimate for INPC, 2.35% rather than 2.09%, 

will have a direct impact on primary expenditure, since the index is used to adjust the minimum 

salary, to which public pensions and welfare benefits are indexed. 

The creation of the spending ceiling was not intended to prevent aid for the population during 

times of calamity. The ceiling’s design may be criticized, but its laudable goal was to promote 

urgently needed changes in the trajectory of primary expenditure in favor of greater fiscal 

sustainability, in particular through structural reforms. In the short term, however, the health 

and economic crisis that marked 2020 has imposed needs that were off the radar screens of 

any governments. In the case of Brazil, it has been possible to resort to extraordinary credits to 

fund measures to deal with the pandemic – a solution that made it possible to not violate the 

spending ceiling. 

The level of urgency experienced in 2020 has enabled a vast increase in public debt, although 

without causing a proportionate increase in funding costs. The government’s overall gross debt 

has risen by 11 percentage points of GDP in the last seven months. Because of this, together 

with the uncertain recovery of economic activity in 2021 and the lack of prospects for primary 

surpluses in the medium term, it is hard to imagine a scenario for next year in which 

noncompliance with the spending ceiling would not seriously damage the government’s 

funding capacity. 

The circumstances brought about by the crisis add to the spending ceiling’s importance as a 

fiscal anchor for Brazil. We are in a delicate political and fiscal situation. We believe it will not 

be long before the spending ceiling is revised. Any new rules must be carefully designed to avoid 

signaling that we have given up our valuable commitment to national solvency. Otherwise, 

                                                           
4 Compared to the level of discretionary expenditure forecast for 2020 in the third two-month budget review. 
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without any anchors, we will face the arduous talk of trying to prevent Brazil from sinking into 

a quagmire of risks from which it will be difficult to escape. 

Juliana Damasceno and Matheus Rosa Ribeiro 

7. External Sector 

Exports decelerate and imports continue to fall 

The trade balance in August was US$6.6 
billion, bring the surplus so far this year to 
US$36.3 billion. This result, as has occurred 
throughout 2020, is explained by the sharp 
fall in imports (28.5% between August 2019 
and August 2020) rather than an 
improvement in exports, which fell 9.8%. 

In August, operations involving oil platforms 
did not influence the results, but in the year 
to date, it is important to separate them. In 
the 12 months to August 2020, imports fell 
6.6% (including platforms) and 9.4% (not 
including platforms). Over the same period, 
exports rose 1.5% (including platforms) and 
2.4% (not including platforms). 

The pace of annualized growth in export 
volumes slowed down (2.2%) between 
August and June/July, when they rose 
around 11%. (See Graph 11.) This result 
was affected by a decline in exports of non-
commodities (-13.9%) and a smaller 
increase in commodity sales (14.3%), after 
reaching record highs in June (30.2%) and 
July (29.7%). Commodities accounted for 
68% of export values in the year to August 
2020. 

Non-commodity exports have fallen year-
over-year since October 2019, as shown in 
Graph 11. In the case of commodities, 
exports have increased since March 2020, 
and only seven decreases have been 
recorded since records began. In the case of 
non-commodities, there have been 17 such 

Graph 11:  Change (%) in Total Export Volumes, for 
Commodities and Non-Commodities (month versus same 

month in previous year) 

 

 

 

Source: ICOMEX (FGV IBRE). Produced by: FGV IBRE. 

 

Graph 12:  Change (%) in Agricultural Export Volumes and 
Prices (month versus same month in previous year) 

 

 

 

Source: ICOMEX (FGV IBRE). Produced by: FGV IBRE. 
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episodes. It can be seen that the 
main contribution to growth in 
commodity exports has been 
external sales by the agricultural 
sector (Graph 12), driven by 
increasing volumes, as the prices of 
agricultural products have 
decreased, year-over-year. The 
deceleration in the sector’s export 
growth in August, which cut total 
export growth, was expected. In the 
second half, shipments of soybeans, 
the sector’s main export product, 
decreased and China began to 
reduce its purchases after obtaining 
its desired stocks. 

Between August 2020 and August 
2019, imports fell 21.7%, 
compared to a decline of 28% in the 
12 months to July. The behavior of 
import volumes is different across 
sectors. In agriculture, imports rose 
1.3% between August 2019 and 
August 2020, and in the year to date, 
they have fallen 0.3%. In processing 
industry, the respective declines were 
22% and 6.2%. 

In agriculture, increases in imports of 
capital goods were observed in almost 
every month of 2019, while in 2020, 
falls have been predominant. The 
sector was therefore ready to meet 
rising demand from China this year. 
Changes in purchases of intermediate 
goods reflect activity levels and in 
August they decelerated.  

In processing industry, 2019 was marked by growth in purchases of capital goods (not including 
oil platforms), which was maintained until February 2020. Similar to agriculture, positive 
expectations for economic growth in 2020, together with a relatively stable exchange rate and 
little devaluation in 2019, help to explain this result. (See Graph 15.) In April, imports of capital 

Graph 13: Change (%) in Volumes Imported by Agricultural 
Sector (month versus same month in previous year) 

 

 

 

Source: ICOMEX (FGV IBRE). Produced by: FGV IBRE. 

Graph 14: Change (%) in Volumes Imported by 
Processing Industry (month versus same month in 

previous year) 

 

 

 

Source: ICOMEX (FGV IBRE). Produced by: FGV IBRE. 
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goods and intermediate goods started 
to decline. In this case, the effect of 
activity level outweighed the effect of 
currency devaluation. 

The behavior of imports has so far not 
kept up with results showing an 
improvement in the level of activity in 
Brazil in July 2020. The exchange rate 
devaluation and increase in 
international shipping costs contributed 
to the fall in imports. If this devaluation 
persists, and as the economic recovery 
begins, even if feebly, the question is 
whether there will be import 
substitution. It is too early to say. 

The August trade figures once more 
indicate what we have highlighted in recent bulletins: it is necessary to ensure that the country 
remains aligned with international market demands regarding sustainable development, so 
that our commodity export gains are not lost. 

Lia Baker Valls Pereira 

8. International Panorama 

The Fed’s new policy 

From time to time, the Federal Reserve redefines its long-term objectives and updates its 

monetary policy strategy. It did it again now, taking advantage of the occasion of the traditional 

Jackson Hole meeting. The previous update took place in 2012. 

There were two fundamental motivations for setting new goals and defining a new strategy. 

First, the Fed’s difficulties in meeting the inflation target of 2.0% per year, introduced eight 

years earlier. Second, the downward trend in the equilibrium interest rate. These are two 

important characteristics of the new macroeconomic environment that is prevalent not only in 

the United States, but also in other advanced countries, and which make up a scenario 

compatible with the thesis of secular stagnation. 

Low inflation, undershooting the target for several years, is something that fundamentally 

affects the formation of inflation expectations. For economic agents, it is difficult to believe in 

the convergence of inflation to the target when the observed numbers do not support this 

possibility. In recent years, this has become particularly relevant due to the notable loss of slope 

on the Phillips Curve, characterizing a situation in which low unemployment does not put 

upward pressure on inflation, as in previous times. Inflation is now fundamentally determined 

Graph 15: Monthly Change (%) in Real Effective 
Exchange Rate (month versus same month in previous 

year) 

 

 

 

Source: Bloomberg; Brazilian Central Bank. Produced by: 
FGV IBRE. 
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by expectations, thus forming a kind of vicious circle. In other words, inflation tends to remain 

at a low level. As a result, interest rates are also very low, which is very uncomfortable. 

When the pandemic broke out, the Fed’s studies were well under way, with a view to try to find 

a solution to this issue. In our view, the pandemic has tended to accentuate the forces that 

already acted on the economy, contributing even more to the weakening of demand. 

Announcing a new strategy then became critical. 

In order to somehow encourage growth in inflation expectations, which would lead to a further 

reduction in the economy’s real interest rates, the Fed provided two signals. First, the 2.0% 

inflation target is now seen as an average, to be met over an indefinite period, making it clear 

that the Fed will tolerate inflation moderately above the target for some time. Second, 

monetary policy will be accommodative when employment falls short of what is considered 

“maximum,” but it will not necessarily be tightened in the event that employment exceeds the 

“maximum.” 

The message contained in these two signals is simple: the Fed will keep the economy’s base 

interest rates close to zero for a long time. According to many analysts, the Fed needed to 

reinforce the signals issued in August, being more specific in terms of its policy intentions. Such 

reinforcement has now come, at the September Federal Open Market Committee meeting. 

In addition to what it has already indicated, if inflation persistently undershoots the target, the 

Fed will seek inflation moderately above 2.0%, for a time, so that the average stays at 2.0% and 

expectations remain anchored at this level. The Fed is committed to maintaining this 

accommodative policy until these results are obtained. It has also pledged to keep base interest 

rates between 0% and 0.25% until labor market conditions are compatible with full employment 

and inflation reaches 2.0%, with a tendency to moderately exceed this level. 

Without a doubt, more specific details have now been established, as many hoped. It remains 

to be seen whether these signals will actually contribute to achieving the objectives. 

José Júlio Senna 

9. IBRE In Focus: Decomposition shows that pandemic has had positive impact 
on average income  

Amid economic crises, when unemployment rises and there are more workers looking for any 

job, with any income, average income tends to decline sharply. As shown in Graph 16, 
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unemployment in Brazil has indeed 

experienced a great reduction, and it is 

currently at an all-time low since the 

Continuous National Household Sampling 

Survey (PNADC) began. 

However, in relation to average income, 

PNADC has not behaved as expected, 

based on previous experience. In 

addition, IBGE instructed its interviewers 

to ask people about their usual income 

before the pandemic. The observed 

behaviors of usual and effective 

employment income are shown in Graph 

17. 

As can be seen, as of April 2020, there 

was a great divergence between usual 

and effective income, with a rapid 

increase in the former and a downward 

trend in the latter. The increase in usual 

income is particularly surprising, given 

that increases of more than 5% had never 

been recorded before, and in June 2020, 

a 7% increase was seen. 

A similar phenomenon can also be 

observed in PNAD COVID-19. As it is more 

up to date and already shows recent 

increases in effective income, this survey 

also presents levels of usual employment 

income significantly higher than those 

effective until July. 

PNADC does not disclose hours worked in 

its monthly data, so the behavior of 

employment income variables may be 

affected by reduced working hours.  

Graph 18 shows income per hour worked 

per quarter, both usual and effective. 

 

Graph 16: Employment in Brazil 

 

 

Source: PNADC. Produced by: FGV IBRE. 

 

Graph 17:  Year-over-Year Real Change in Average Usual 
and Effective Employment Income 

 

 

 

* The increase in effective employment income between the 
last quarter of 2015 and the first quarter of 2016 is due to a 
change in the data collection methodology used by IBGE 
(incorporation of support questions), which for the first time 
made interviewees include other effective earnings from 
work in their answers. Source: PNADC. Produced by: FGV 
IBRE. 
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As can be seen, when divided by the 

number of hours worked, both usual and 

effective employment income have grown 

significantly during the pandemic period, 

especially the latter. However, there is a 

second distortion caused by the 

pandemic: while zero values are not 

recorded in usual income and workhours, 

the same is not true in the case of effective 

income, which has seen a large increase in 

the number of workers with no income 

and hours worked.  

There are several possible reasons why 

there was a significant increase in the 

number of workers who did not work but 

received some employment income (5% 

in the second quarter of 2020, compared to 

0.9% a year earlier). One of the main 

possibilities is the government’s Emergency 

Job and Income Maintenance Program, 

which permitted shorter working hours and 

the suspension of employment contracts 

(that is, no work in the period), with wage 

compensation paid by the federal 

government (considered labor income). 

In fact, as shown in Graph 20, when only 

looking at workers with a formal contract in 

the private sector, the percentage of those 

who were out of work at any time but 

receiving income went from 2.43% in the 

second quarter of 2019 to 13.8% the 

following year. It can also be seen that civil 

servants represented a large share of those 

who did not work any hours but received income from work (salaries were paid, even when no 

work was done, as in the case of most public school teachers), soaring from 3.45% to 20.4% 

between the second quarter of 2019 and the same period of 2020. Informal economy workers 

in this condition were limited to only 1.9% in this period, compared to 0.3% the previous year. 

 

Graph 19:  Proportion of Workers with Effective Zero 
Income and Zero Hours Worked in Second Quarter of 

2019 and 2020 

 

 

Source: PNADC microdata. Produced by: FGV IBRE. 

 

Graph 18:  Employment Income per Hour Worked 

 

 

Source: PNADC microdata. Produced by: FGV IBRE. 
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Hypotheses regarding increase in 

average income 

As stated above, during the pandemic, 

despite the crisis in the labor market, 

there has been a tendency for a sharp 

increase in average labor income, both 

usual and effective (the latter in relation 

to hours worked). Although such behavior 

is counterintuitive, there are several 

hypotheses that can explain it. For 

example, it is known that one of the 

peculiarities of this economic crisis is its 

greatest impact on the informal sector. In 

this part of the economy, earnings from 

work are lower than those in the formal 

sector, so a disproportionate reduction in 

informal workers could lead to an increase 

in average earnings. This phenomenon is 

often called the “composition effect.” 

On the other hand, the recent labor market “formalization” (due to more informal than formal 

job losses) caused by the pandemic may not be the only effect that explains the increase in 

average income, as discussed in Duque (2020a). Thus, there are two other plausible alternatives 

to be investigated: (i) the composition effect within sectors; and (ii) a possible data collection 

bias due to a change in the way interviews were conducted, from face-to-face to phone. 

Hypothesis (i) is an extension of the first: it assumes that there is also a “composition effect” 

within occupation types, in which low-income workers have been expelled from the labor 

market, thereby raising average income. Hypothesis (ii), on the other hand, is more 

problematic: it assumes that the change in the way IBGE conducts its interviews, from face-to-

face to phone, has caused a data collection bias, as people have claimed to have higher earnings 

than they would declare in a personal interview. (There may also be sampling problems, with 

IBGE not being able to reach poorer households by phone.) 

To assess which of the two hypotheses could explain the increase in usual income from work, 

Duque (2020a) tested the composition effect hypothesis in a simulation, using microdata from 

the first quarter, in which all low-income workers would be expelled from the market in line 

with the decline in economically active population. These simulations indicated that a 

composition effect of greater power would generate an average income above the observed 

Graph 20:  Percentage of Workers with Effective Zero 
Hours Worked and Non-Zero Effective Employment 

Income 

 

 

 

Source: PNADC microdata. Produced by: FGV IBRE. 
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level, even computing a scenario of a negative level effect of up to 3%. This result therefore 

indicates that a strong composition effect may indeed have a predominant role in increasing 

usual income.  

Oaxaca-Blinder 

The Oaxaca-Blinder decomposition method (1973) is commonly used to study the factors 

responsible for differences in outcomes between groups. In general, this technique is used to 

decompose the inequality (of the logarithm) of wages based on linear regression models, in 

order to generate a counterfactual, dividing the wage differential between two groups. The 

former is attributed the share of the wage gap explained by different productive characteristics, 

such as education or years of experience, while the latter is attributed the share of such 

inequality that cannot be explained by such differences in wage determinants. 

The estimated model will later be used to distinguish between the importance of changes in 

the determinants and an unexplained component, derived from how the market values these 

determinants differently – normally attributed to discrimination. In this case, however, this 

decomposition will be used to determine how much the difference between the wages of 

workers between 2019, the year before the pandemic, and 2020 (both in the second quarter) 

is determined by the characteristics of these workers, and how much of these difference is due 

to an unexplained factor, which can be attributed to the data collection bias. 

The results of Oaxaca-Blinder decomposition largely depend on the specifications of the model 

attributed to wages. Using PNADC, the following variables will be included to explain income: 

 

ln(𝐼𝑛𝑐𝑜𝑚𝑒)𝑖 = 𝛽0 + 𝛽1𝑀𝑎𝑛𝑖 + 𝛽2𝑊ℎ𝑖𝑡𝑒𝑖 + 𝛽3𝐹𝑜𝑟𝑚𝑎𝑙𝑖 + 𝛽4𝑈𝑟𝑏𝑎𝑛𝑖 + 𝛽5𝐶𝑎𝑝𝑖𝑡𝑎𝑙𝑖 + 𝛽6𝑀𝐺𝑖

+ ∑ 𝛽𝑘𝐸𝑑𝑢𝑐𝑘,𝑖

𝑘

+ ∑ 𝛽𝑗

𝑗

𝐴𝑔𝑒𝑗,𝑖 + ∑ 𝛽𝑡𝐸𝑥𝑝𝑡,𝑖

𝑡

+ ∑ 𝛽𝑓

𝑓

𝐴𝑐𝑡𝑖𝑣𝑓,𝑖

+ ∑ 𝛽𝑢

𝑢

𝑇𝑦𝑝𝑒𝑢,𝑖 + ∑ 𝛽𝑟

𝑟

𝑆𝑡𝑎𝑡𝑒𝑟,𝑖 + 𝛽ℎ𝐻𝑜𝑢𝑟𝑠𝑖 + 𝜀𝑖 

 

In which 𝑀𝑎𝑛𝑖 is a dummy variable for whether worker i is a man, 𝑊ℎ𝑖𝑡𝑒𝑖  is a dummy for him 

being white, 𝑈𝑟𝑏𝑎𝑛𝑖 is a dummy for him living in an urban area, 𝐶𝑎𝑝𝑖𝑡𝑎𝑙𝑖 is a dummy for his 

city being a state capital, 𝑀𝐺𝑖  is a dummy for whether it is a metropolitan region (but outside 

a state capital). 𝐸𝑑𝑢𝑐𝑘,𝑖 are dummies for education level k (Elementary I or II, High School and 

Higher Education), 𝐴𝑔𝑒𝑗,𝑖 are age ranges j (25-39, 40-59, 60+), 𝐸𝑥𝑝𝑡,𝑖 are length of time t in the 

same job (two months to one year, one to two years, or more than two years), 𝐴𝑐𝑡𝑖𝑣𝑓,𝑖 are 

dummies for economic activity, 𝑇𝑦𝑝𝑒𝑢,𝑖 are dummies for type of job, 𝑆𝑡𝑎𝑡𝑒𝑟,𝑖 are dummies for 

the state where the worker lives and 𝐻𝑜𝑢𝑟𝑠𝑖 are hours worked. Coefficients β reveal 

associations between these characteristics and income. 
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Considering that income is logarithmic, the difference R between the two groups will represent 

the percentage variation in employment income in the period. Using the Oaxaca-Blinder 

methodology, it is broken down into two components:  

R = Q + U 

In which the first component,  

𝑄 = {𝐸(𝑋2020 − 𝑋2019)}′𝛽∗ 

is the part of the differential result that is explained by differences in characteristics associated 

with income (the “quantity effect”), while the second component, 

𝑈 = 𝐸(𝑋2020)′(𝛽2020 − 𝛽∗) + 𝐸(𝑋2019)′(𝛽∗ − 𝛽2019) 

is the part that is not explained. 

Results 

The results will be presented for “usual employment income,” “effective employment 

income,”5 and “usual employment income per hour worked.”6 Table 3 presents the results of 

regressions with the whole sample, including both years. 

  

                                                           
5 In this case, for zero earnings and hours worked, one real will be added artificially. 
6 The results for effective employment income per hour worked will not be presented due to the distortion caused by the large 

increase in the number of workers with zero hours worked, while receiving employment income. 
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Table 3:  Results of Linear Regressions for Income Logarithm Predictors* 

 

VARIABLE USUAL EFFECTIVE USUAL 
PER 
HOUR 

MEN 0.249*** 0.297*** 0.202*** 

WHITE 0.105*** 0.082*** 0.103*** 

FORMAL 0.331*** 0.652*** 0.231*** 

URBAN 0.127*** 0.188*** 0.113*** 

STATE CAPITAL 0.181*** 0.148*** 0.171*** 

METROPOLITAN REGION 0.06*** 0.077*** 0.053*** 

EDUCATION Elementary I 0.195*** 0.21*** 0.176*** 

Elementary II 0.3*** 0.32*** 0.284*** 

High school 0.404*** 0.405*** 0.384*** 

Higher education 0.821*** 0.808*** 0.798*** 

AGE 25-39 0.217*** 0.214*** 0.188*** 

40-59 0.353*** 0.315*** 0.326*** 

60+ 0.361*** 0.162*** 0.389*** 

EXPERIENCE 2 months-1 year 0.162*** 2.392*** 0.123*** 

1-2 years 0.199*** 2.458*** 0.149*** 

>2 years 0.336*** 2.583*** 0.275*** 
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* State variables omitted. Source: PNADC. Produced by: FGV IBRE. 

 

 

 

     

    

    

ACTIVITY Industry -0.027*** 0.013*** 0.005*** 

Construction 0.081*** 0.116*** 0.083*** 

Commerce -0.051*** -0.032*** -0.038*** 

Transport 0.07*** 0.048*** 0.084*** 

Accommodations 
& Food 

-0.081*** -0.168*** -0.067*** 

Information and 
Communication 

-0.008*** 0 0.03*** 

Public 
Administration 

0.185*** 0.356*** 0.248*** 

Education & 
Health 

-0.038*** 0.147*** 0.016*** 

Other Services -0.031*** -0.164*** 0.034*** 

Domestic Services 0.031*** 0.099*** 0.102*** 

Poorly Defined -0.093*** -0.033*** -0.032*** 

TYPE Directors & 
Managers 

0.775*** 1.098*** 0.781*** 

Science & 
Intellectual 

0.666*** 0.995*** 0.71*** 

High School-Level 
Technicians 

0.391*** 0.696*** 0.414*** 

Administrative 
Support 

0.151*** 0.593*** 0.17*** 

Service Workers 0.155*** 0.496*** 0.168*** 

Skilled Manual 
Workers 

0.161*** 0.487*** 0.183*** 

Machine 
Operators 

0.188*** 0.577*** 0.183*** 

Elementary 
School-Level Jobs 

0.036*** 0.437*** 0.068*** 

Security 
Professionals 

0.629*** 0.882*** 0.629*** 

Poorly Defined 0.38*** 0.687*** 0.38*** 

HOURS WORKED 0.602*** 0.423*** 
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Table 4 shows the Oaxaca-Blinder decomposition results. When exposing the share of the difference 

explained by the predictive variables of income, the component explained by hours worked is 

separated from the component explained by the other variables. 

 

 

As can be seen, in the case of usual income, of the 8.7% difference between the averages in 

2020 and 2019, a share of 8.1% (or 93%) is attributed to the difference in the breakdown of 

workers’ characteristics, while the unexplained component corresponds to a difference of only 

0.6%, which is statistically significant only to 10%. As for usual income per hour worked, whose 

difference between the two quarters is 7.2%, the different attributes of workers account for a 

difference of 6.6% (92.2%), while what is not explained by such differences generates a 

variation of only 0.6%, which is not statistically significant. 

In the case of effective income, with a 25.7% difference in the income logarithm, the explained 

and unexplained components each account for half of this subtraction. However, in the first 

group, the difference in hours worked (which fell sharply) accounts for a 25% drop, almost the 

total negative variation, while differences in the rest of workers’ attributes would cause income 

to grow by almost 12%. 

Thus, the Oaxaca-Blinder decomposition method shows that, in fact, on average workers who 

lost their jobs in the pandemic had less productive characteristics than those who maintained 

them. Thus, the group in employment in the second quarter of this year had a composition that 

led to an average income higher than that recorded in the previous year.  

This is one of the reasons, therefore, why there was a great increase in inequality in effective 

income from home work per capita, as documented by Duque (2020b). The Gini Index, which 

Table 4: Oaxaca-Blinder Decomposition of Income Logarithm 

 USUAL EFFECTIVE USUAL PER 
HOUR 

WORKED 

AVERAGE INCOME IN 2019 7.28 7.11 3.67 

AVERAGE INCOME IN 2020 7.37 6.86 3.74 

DIFFERENCE 0.087*** -0.257*** 0.072*** 

EXPLAINED 0.081*** -0.13*** 0.066*** 

EXPLAINED BY HOURS 
WORKED 

0.009*** -0.249*** 
 

EXPLAINED BY OTHERS 0.072*** 0.119*** 
 

UNEXPLAINED 0.006* -0.127*** 0.006 

 

Source: PNADC. Produced by: FGV IBRE. 
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measures the inequality of this 

variable, grew in the period from 0.64 

in 2019 to 0.68 in 2020 (both in the 

second quarter), the largest increase 

ever seen since records began. 

In short, this section reports the 

heterogeneous effects of the pandemic 

on the labor market. Its impacts were 

so intense on workers with lower 

productivity that average income 

tended to increase. The Oaxaca-Blinder 

decomposition method showed that 

usual income, whose reference period 

was fixed before the pandemic, did in 

fact increase on average, almost 

exclusively due to the characteristics 

of the workers who remained in work. 

Effective income, which fell, would have remained the same if the hours worked had not fallen, 

and it would have grown 12% if only the productive composition of employed people had 

changed, as happened. 
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