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New year, old challenges
The end of the year is always an opportunity to take stock of what happened in the year that is
ending and align expectations for the one that is beginning. This is even more true for such an
unusual year as 2020.
Perhaps the best way to grasp this year’s unusualness is to try to recall what we expected for
2020 when it began. This is actually hard to remember and it is also hard to believe that it took
us so long to realize the dramatic human and economic burden that the pandemic would bring
about. However, the shock and the size of the economic downturn caused by the pandemic will
be hard to forget.
After a devastating first half of the year, when the pandemic led to the closure of business, a
drastic reduction in mobility and large capital outflows, which had already begun in late 2019,
the situation changed in the second half of the year. Most notably, there was strong GDP growth
in the third quarter. The year looks set to end without recovering the level of activity seen at
the end of 2019, but the reduction was less than feared in mid-2020.
In terms of future prospects, the year ended much better. Two important events in November
– the U.S. elections and the success of COVID-19 trials – positively affected investors’ mood in
the last few months of 2020. Thus, we ended the year with a strong increase in risk appetite,
appreciation of assets in emerging countries and the weakening of the U.S. dollar against other
currencies.
Given the strong political polarization in the United States, the elections there were a source of
uncertainty throughout this year. Although this will not disappear entirely until the Senate
elections in Georgia are over, the country’s political situation is now clearer. If the scenario of
a divided government is confirmed, with Republicans controlling the Senate, this should result
in larger and longer monetary stimulus.
In relation to COVID-19, despite great uncertainty in the short term, due to the intensification
of the pandemic and the need for more restrictive measures in various countries, the start of
emergency vaccination campaigns indicates a favorable outlook for the world economy in the
coming quarters.
Vaccination has already started in the United Kingdom and United States and it is likely to start
in Europe in the next few weeks. Other vaccines may also be approved and distributed more
widely in emerging markets and across the world in general. Everything indicates that 2021 will
see a sharp reduction in the pandemic and, consequently, in its negative impacts on life and
activity.
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As the population gets vaccinated, the economy should return to normal, and the emphasis will
be on the services sector, whose outlook is again positive in the medium term. This will enable
a full recovery of global activity and bring about clear benefits for the labor market.
However, although the prospect of recovery is evident, there is still huge uncertainty about its
speed in the first half of 2021. Thus, the first and second halves of the year may have very
different characteristics with regard to economic activity, despite the fact that the financial
markets are already focusing almost exclusively on the most favorable prospects for the second
half of the year.
Vaccination, positive prospects opening up for global economic recovery, the reduction in risks
regarding U.S. economic policy and the maintenance of the Fed’s expansionary monetary policy
have all contributed to growing risk appetite and significant asset rotation. As a result, the dollar
has weakened and there have been large investment flows to emerging countries. This
intensified in November and looks set to continue over the next year.
The main highlight so far has been the marked acceleration of the Chinese economy, which is
seen as an example of what may lie ahead for other countries. In fact, Chinese economic activity
accelerated in the fourth quarter, as shown by the November indicators. The behavior of the
Chinese economy has contributed to a short-term Asian decoupling, especially while the United
States and Europe still suffer the consequences of the pandemic’s intensification.
This situation has benefited the countries of Latin America, including Brazil, as the appreciation
of high-risk assets has caused an increase in commodity prices, due to expectations of
resumption of global growth and weakening of the dollar. A good example is the significant rise
in the price of iron ore, which has risen more than 70% in 2020.
According to the International Finance Institute, a US$76 billion capital inflow to emerging
countries was recorded in November. Emerging Asia was the main destination for these
resources, but Latin America has also benefited. Brazil stood out in November, when US$6
billion flowed into its stock market.
This combination of risk reduction, weakening of the dollar, increases in commodity prices and
resumption of foreign capital inflows resulted in a strong appreciation of the Brazilian real. It
went from R$1 = US$5.75 at the beginning of November to R$1 = US$5.06 in the second week
of December. The stock exchange also rose sharply and long-term interest rates fell. However,
despite this significant asset appreciation, we still have a long way to go to recover the losses
of 2020, as our currency dropped much more than those of other Latin American countries,
such as Chile, Mexico and Colombia. The exchange rate is still well below the rate seen at the
end of 2019.
However, this undoubtedly indicates that the improvement in external financial conditions was
more than sufficient to overcome domestic risks. Brazil has good external fundamentals, when
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compared to its peers, but its main weakness, which is of a fiscal nature, was accentuated during
the pandemic and it shows no signs of relief as we begin 2021. The risk is that favorable external
conditions will reduce the sense of urgency for reforms that are essential to maintain fiscal
solvency.
Brazil’s public finances, which were already in a worrying situation before the pandemic, have
become even worse, given the high fiscal cost of efforts to combat the effects of COVID-19. Our
gross public debt, which was already well above the average for emerging countries, is expected
to end 2020 even more distant from that of our peers. It reached 91% of GDP in October 2020,
up 15 percentage points from the end of 2019. In other words, 2020 leaves an inheritance of
even greater fiscal fragility, making the debt trajectory in the coming years even more uncertain
and reinforcing the urgent need for fiscal reforms.
However, in the short term, the government and Congress have postponed discussion of these
reforms, starting with the 2021 budget plan, postponed until early 2021, after the election of
the presidents of the House and the Senate. In this context, the question is whether, in practice,
the federal government’s spending ceiling will be maintained in the coming year.
We believe it will be, despite all the pressures. The improvement in external conditions may
contribute to this decision, as it will make the maintenance of fiscal stimulus less necessary.
However, for Brazil to continue to benefit from the favorable external environment in the
medium term, it is essential to restore fiscal balance. For this to be possible, it will be necessary
to approve a reform agenda that will make compliance with the spending ceiling credible over
the next few years. The risk of complacency is high and it may increase as domestic financial
conditions improve, creating a non-trivial risk of a crisis ahead, should the external situation
change and foreign investors decide to withdraw their resources from the country again.
With these concerns in mind, this edition of IBRE’s Macro Bulletin includes the following
highlights:
1. The section on economic activity notes that Brazil’s third-quarter GDP result underperformed
market expectations but was in line with IBRE’s projections. The October data showed that
economic activity continued to recover but the pace of growth slowed significantly at the
margin in the cases of industrial production and service activity. In view of these results, we
revised our projection for this year’s GDP to a 4.7% decline. In the fourth quarter, we expect
growth of 1.3% compared to the third quarter and an annualized drop of 3.6%. For 2021, we
forecast 3.6% GDP growth, largely due to the large carry over from this year to the next. We
estimate a significant slowdown in growth over the first half of 2021, due to the second wave
of COVID-19 in Brazil and the end of stimulus policies implemented this year. However,
uncertainties remain. (Section 1)
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2. The section on confidence shows that business people’s and consumers’ confidence fell for
the third month in a row in December (based on preliminary data in December’s case),
reflecting a slowdown in activity, risks of a second wave of COVID-19 and the upcoming ending
of emergency welfare benefits. However, industry is still showing positive results for the year
as a whole. The sector recovered very quickly and now faces typical problems of a heated
economy, such as difficulties in obtaining inputs. For the coming months, however, there are
already signs of a slowdown, in line with less favorable prospects for household consumption
in the first half of 2021, signaled by our Consumer Survey. The outlook for 2021 is challenging.
(Section 2)
3. The section about the labor market discusses the results of the Continuous National
Household Sampling Survey (PNADC), which registered another increase in the unemployment
rate in September, to 14.6%, in line with FGV IBRE’s projection. In October, another increase is
expected, to 14.8%. Unemployment is growing as the economically active population expands,
due to proportionally larger increases in the participation rate. On the other hand, average
working hours in the third quarter of 2020 approached their pre-pandemic level, after a sharp
drop in the previous period. The recovery of average hours worked and population in the
workforce will continue to push up the unemployment rate in 2021. The General Employment
Registry (CAGED) again showed a large net gain in formal jobs, of 394,000, in October. In
November, a lower increase of 245,000 is expected. (Section 3)
4. With regard to inflation, most of the projections for 2021 anticipate inflation below the
target, even though there are major risks in the economic environment. The start of vaccination
against COVID-19 in various countries should contribute to the resumption of global economic
growth, which should indirectly bring about greater stability and help lift the currencies of
emerging countries. The situation would be even more optimistic if, at the same time, fiscal
policy plans were disclosed. This would reduce uncertainty about the future of public debt,
making room for further appreciation of Brazil’s currency and less inflationary pressure. Our
expectation is that inflation will start to subside from the end of the first half, ending 2021 at
3.6%, below the inflation target. (Section 4)
5. In the section on monetary policy, our analyst shows that the Central Bank’s official
projections make it clear that the current level of the benchmark Selic interest rate is
incompatible with meeting the inflation target in 2022, a year that will soon become the main
horizon for monetary policy. At the same time, he notes that 3.25% has already been defined
as the formal inflation target for 2023, which allows us to suppose that for the following year a
goal of 3.0% per year will be established. We certainly will not get there with real interest rates
of around minus 1.0%, as we have today, although this was possibly unavoidable in the period
of pandemic. Selic will have to rise. The pace of adjustment is likely to be dictated by the speed
and intensity of the much-promised reform initiatives, and their effects on market prices
(exchange rates, for example) and inflation projections. (Section 5)
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6. The fiscal section discusses the challenge of fiscal consolidation in 2021, including difficulty
in making further cuts in mandatory expenditure. There is no prospect of a primary surplus in
the medium term and an estimated R$27 billion of cuts will be needed to remain below the
spending ceiling, so it was expected that further reductions in mandatory expenses would assist
in fiscal adjustment and in making it feasible to meet demands to combat the effects of the
pandemic. However, there are difficulties in approving measures of this kind. This was clear in
the passing of the Emergency Constitutional Amendment Proposal, which before being
postponed to 2021, moved from the main goal of containing the growth of mandatory expenses
to focus on a fiscal adjustment in 2021 by reducing tax breaks by 10%. A cut in mandatory
expenses via the Emergency Constitutional Amendment Proposal would also be important as a
counterpart to a new emergency benefit to mitigate the effects of COVID-19 in 2021. The
alternative, especially in the case of a second wave, became extraordinary credits, not subject
to the ceiling, but not everyone accepts their legal validity. Whether or not this option is
adopted, it is important to implement additional reductions in mandatory expenses – a white
elephant that needs to be tackled to ensure a lasting reversal of long-standing primary deficits.
Otherwise, the credibility of fiscal adjustment, the spending ceiling and possibly the postpandemic recovery will be threatened. (Section 6)
7. The external sector section highlights the increase in imports of capital goods and
intermediate goods by manufacturing industry – a sign of the sector’s recovery. As in October,
Argentina contributed in November to the growth in Brazil’s exports of consumer durables,
benefiting manufacturing. However, growing demand from Argentina is not guaranteed to
sustain industrial sales, due to the rebound of the Brazilian real and the fact that the end of the
Argentine crisis is still far away. We highlight the importance of China, the destination of 33%
of Brazilian exports, whose GDP is projected to grow 8.2% in 2021. The dynamism of Brazil’s
foreign sales will therefore have a favorable context in 2021. The same, however, cannot be
guaranteed for manufacturing. (Section 7)
8. The international section emphasizes that euphoria has taken hold of the financial markets.
Its participants are looking to the future, which in fact is what they always do. Following the
discovery of supposedly safe and effective vaccines, it will only be a matter of time before
economies fully recover. Such reasoning gave rise to “rotation” movements, decreasing
investors’ preference for so-called growth stocks and increasing demand for stocks considered
cyclical. Deep down, many investors are aware of potential problems and acknowledge that a
lot still has to happen before we can return to a “normal” situation. In practice, however, it
seems that investors are taking this for granted. It is as if the obstacles to the normalization of
economic life are not being perceived, or simply understood as of minor importance. The
dominant view seems to be that only the finish line matters. Reality, however, can be much
more complex than it appears to many. The road to the long-awaited finish line will be long and
bumpy. Whether the real economy’s misfortunes will at any time dampen the financial markets’
enthusiasm is hard to predict. (Section 8)
6
Macro Bulletin

December 2020

9. In the Political Outlook section, our guest analyst reflects on São Paulo’s place in the national
political order, which is fundamental for us to understand the Brazil of yesterday, today and
tomorrow. Between the 1930s and the restoration of democracy, the geopolitical axis of
Brazilian politics excluded the most economically dynamic part of the country, São Paulo.
However, after democracy was restored in 1985, the state established itself as the politically
dominant subnational unit. Tragically, from 2014 onward the achievements made by Brazil
under the political hegemony of São Paulo began to be lost rapidly. Today, São Paulo is no longer
the leading state in national politics. Therefore, we must ask whether Doria will be able to lead
the political center against Bolsonaro in 2022, as has been speculated recently. The governor of
São Paulo is trying to reinvent himself, but will one of the gravediggers of São Paulo’s Brazilian
Social Democracy Party (PSDB) and one of the main champions of radicalization in 2018 be able
to represent the virtues of moderation and dialogue? (Section 9)
10. Finally, the IBRE In Focus section, written by researcher Vinícius Botelho, looks at the
challenge of social policy following the end of the government’s emergency welfare program.
(Section 10)
Armando Castelar Pinheiro and Silvia Matos
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1. Economic Activity
Economic activity slows down
Brazil’s third-quarter GDP figures, released
on December 3 by the national statistics
agency, IBGE, showed a 7.7% rise in relation
to the second quarter, but GDP remained
down 3.9% from the same period of 2019.
This result underperformed the median
market expectation of around 8.7%
quarter-over-quarter, but it was in line with
IBRE’s
projections,
presented
in
November’s Macro Bulletin.

________________________________________________________________________________________________________________________________________________________________

Table 1: GDP Projections

The result’s positive highlights were
manufacturing and commerce, which have
already returned to the level seen at the
beginning of 2020. The performance of
services was also favorable, but the
categories most affected by social
distancing remain well below the pre-crisis
level, such as other services, public
administration services and transport. The
Source: IBGE. Produced by: FGV IBRE.
main negative highlight was the
construction industry, whose result came in
below expectations. The weaker recovery in construction was reflected in the result for
investment, which increased 11% compared to the second quarter, slightly below our
projection. (For a more detailed analysis of the third-quarter GDP results, see
https://blogdoibre.fgv.br/posts/pib-do-3o-tri-e-atualizacao-do-cenario-ibre-desaceleracao-noradar.

________________________________________________________________________________________________________________________________________________________________

The economic activity data continued to recover in October, but there was a significant
deceleration in the pace of growth at the margin in industrial production and also service
activity. In industry, the slowdown in October was widespread among usage categories. In
particular, there was weak performance regarding the production of consumer goods and
intermediate goods. In services, our Monthly Services Survey (PMS) showed a slowdown in the
growth rate of services provided to families, which are still 32.3% below the level of February,
and in the other services category.
FGV’s GDP Monitor also indicated a slowdown in the economic activity growth pace in October.
This indicator rose only 0.6% in comparison with September, while the previous month it
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increased 1.6% in relation to August. Despite the modest increase in the first month of the
fourth quarter, activity remains 2.7% below the level recorded in October of last year.
In view of the third-quarter GDP results and the sector data for October, we have revised our
projection for this year’s GDP growth to minus 4.7%. For the fourth quarter, we expect growth
of 1.3% compared to the third quarter and an annualized decrease of 3.6%, as shown in Table
1.
The reduction in emergency welfare in the fourth quarter, together with the acceleration of
inflation and uncertainties related to growing cases of COVID-19 and labor market recovery,
have already caused a slowdown in the pace of economic growth. These factors should directly
impact the consumption of goods at the end of the year, which led to downward revisions in
our forecast for industry and commerce in the fourth quarter.
On the other hand, the performance of services in the fourth quarter should be slightly better
than we anticipated, given the more positive result of the other services and public
administration services categories, which together account for almost 50% of services in GDP.
On the demand side, household consumption is expected to grow by 1.4% quarter-over-quarter
(minus 5.3% year-over-year) in the fourth quarter, and to decline by 6.1% in 2020 as a whole.
The 3.0% growth in overall income was fundamental to boost the consumption of goods. In the
absence of the stimulus policies implemented by the government, there would have been a
6.1% drop in overall income.
In turn, investment is expected to fall by 2.3% quarter-over-quarter (minus 7.7% year-overyear) in the fourth quarter. The bad outlook for investment at the end of the year is related to
the more pessimistic outlook for the evolution of construction, following the release of the
third-quarter GDP results, together with the expected slowdown in domestic production of
capital goods.
For 2021, we forecast GDP growth of 3.6%, given the high carry over from this year to the next.
We estimate a significant slowdown in growth in the first half of 2021, with average quarterly
growth of around 0%, due to signs of the pandemic worsening in Brazil and the absence of
stimulus policies implemented this year. However, uncertainties remain.
Silvia Matos and Luana Miranda

2. Business People’s and Consumers’ Expectations
Challenging outlook for confidence in 2021
Following a trend that began in October, the confidence indicators for companies and
consumers fell in November and in the preliminary data for December, released on December
14, signaling a deceleration in the level of activity and reflecting concern about the risks of a
second wave of COVID-19 in Brazil and the end of government emergency aid.
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The Business Confidence Index fell 1.5
Graph 1: Consumers’ and Business People’s Confidence
points in November and 1.7 points in
(seasonally adjusted, in points)
early December. The Consumer
Confidence Index fell 0.7 points and 4.1
points, respectively, in the same period.
The decline in confidence has been
driven by worsening expectations in
relation to the following months,
although the indexes that reflect the
current situation have also been falling.
This move affects almost all segments,
but unevenly. At one extreme, the
services sector is once more worrying,
with very low confidence levels. This
* Preliminary data up to December 11. Source and
produced by: FGV IBRE.
situation is also observed among
consumers, who are cautious about
spending. The exception continues to be
industry, a sector that maintained its upward trend in November and is facing problems typical
of a heated economy: insufficient stocks, cost pressure and difficulty in obtaining inputs. The
sector is expected to maintain positive results at the end of the year, but we are now starting
to revise expectations for the following months.
The preliminary data signals the eighth consecutive increase in confidence in manufacturing
industry, taking it to the highest level since May 2010 (116.1 points). The sector’s surprising
recovery after the critical period of the pandemic appears to stem from a combination of
changing consumer preferences, diverting part of previous service spending to goods, and
continued demand for essential products such as food and medicines.
The recovery in demand associated with changes in consumption patterns and a relative loss of
response capacity in some chains has led many sectors to face difficulties in obtaining raw
materials. A question added to our November surveys shows that more than 50% of companies
in industry, commerce and construction say they are finding it hard to obtain raw materials for
production and sale. The main reason for this problem is scarcity of products in the domestic
market. Among the segments most affected are textiles, clothing, plastic products, petroleum
and biofuels, metal products and motor vehicles.
The inputs that are most threatening production chains include packaging, steel, metal and
metal products, paper and cardboard, and fabrics. Around 30.3% of manufacturers reported
difficulties in obtaining packaging, an input whose demand increased a lot with the growth of
e-commerce, affecting industry and commerce. This percentage reaches 62.5% in
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pharmaceutics and 51.9% in food –
segments that have suffered less from
the effects of the pandemic.

Graph 2: Raw Materials That Manufacturers Are
Finding It Hardest to Obtain
(percentage)

In addition to packaging, steel is one of
raw materials that has had an impact on
various sectors and segments. In
manufacturing, the difficulty of obtaining
this input has affected the production of
56% of companies in the motor vehicle
segment, with repercussions on sales of
vehicles and parts. In construction, this
issue has affected major segments, such
Source and produced by: FGV IBRE.
as infrastructure. Shortages of raw
materials are limiting output in some
segments and also generating pressure
on costs and consequently on the prices of finished products.
The increase in uncertainty signaled by the preliminary data released on December 11 indicates
that the situation will remain challenging in 2021. Given the recent growth in the number of
COVID-19 cases, companies and consumers remain quite afraid of the direction the economy
will take in the first half of the year and they are postponing investments, hiring and
consumption.
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Graph 3: Use of Saved Money (percentage)

Source and produced by: FGV IBRE.

Faced with the impending end of emergency welfare benefits and the still difficult situation in
the labor market, consumers remain cautious, postponing consumption and saving in a
precautionary manner. According to a question added to our November Consumer Survey, 39%
of consumers have been saving as a way of protecting themselves during the crisis and this
percentage increases with level of family income. As the situation is still uncertain, most of
these consumers (73%) said they intend to continue saving in the short term. Among those who
intend to spend, 31.3% plan to pay for current expenses and this proportion is 39% in families
with lower purchasing power – a segment in which the majority of people believe they will
spend this money in the next three months. Families with higher purchasing power, on the
other hand, intend to use part of the funds saved for vacation travel (24.6%). In this group, most
consumers plan to use their resources only in the second half of the year.
In this atypical year of 2020, marked by an unprecedented pandemic, companies and
consumers hit rock bottom. Manufacturers have managed to recover and they are even
experiencing limitations, such as shortages of raw materials and higher costs, which should cool
down in the coming months. The service sector continues to suffer and it faces a challenging
outlook for the first half of 2021, given the prolongation of difficulties, until the population is
fully immunized against COVID-19.
Aloisio Campelo Jr and Viviane Seda Bittencourt
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3. Labor Market
People’s return to the workforce and average working hours will influence rise in
unemployment, even as the economically active population recovers
The September edition of the
Continuous National Household
Sampling Survey (PNADC) showed a
further rise in the unemployment
rate. This indicator was 14.6%, up
around 0.2 percentage points in
relation to the previous three
months (14.45%, or 14.4% when
seasonally adjusted), and up almost
3 percentage points from the same
period of 2019. The rate was in line
with FGV IBRE’s expectations. In
October, another rise to 14.8% is
expected,
which
would
be
equivalent to 15% in seasonally
adjusted terms.
The unemployment rate has gone up
successively, despite increases in the
economically
active
population,
measured by both PNADC and PNAD
COVID-19, as shown in Graph 5. The
recovery of the economically active
population began in July for informal
workers and in August for formal
workers.

Graph 4: Unemployment Rate, 2019-20

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

Graph 5: Monthly Change in Economically Active
Population, by Contribution of Formal and Informal
Workers

During the peak moment of the labor
market crisis, in the second quarter of
2020, the unemployment rate was
strongly relieved by not just the
participation rate, which dropped
Source: PNADC (IBGE), converted into monthly data using
nearly 7 percentage points, but also the
Central Bank methodology. Produced by: FGV IBRE.
reduction in average working hours,
influenced by the large proportion of
workers on leave in the period. As shown in Graph 6, the effects of both factors fell in the third
quarter – especially the latter one, as the average work week went from 30 to 36 hours
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(compared to 38 in 2019). We expect this movement to continue in the coming months,
because due to the end of the government’s emergency aid and the expected vaccination
campaign, the participation rate is projected to rise 7.3% in 2021. Average working hours are
also expected to return to the pre-pandemic level.
Therefore, bearing in mind an expected increase in the economically active population in 2021
of 4.9% (compared to a projected decline of 6.8% in 2020), the unemployment rate is forecast
to be 15.6% on average in 2021. Thus, despite growth in the economically active population,
the unemployment rate will be two percentage points higher than the probable average level
recorded in 2020.
Graph 6: Unemployment Rate by Scenario

Graph 7: Net Change in Employment, 2019-20

Source: PNADC (IBGE), converted into monthly data
using Central Bank methodology. Produced by: FGV
IBRE.

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

In turn, in October, the General Employment Registry (CAGED) recorded a gain of 394,000
formal jobs – equivalent to 380,000 in seasonally adjusted terms. This result was influenced by
another increase in hiring, which was larger than in the same month of 2019. In November, we
expect another gain, although smaller, of around 245,000 jobs, and a similar figure in seasonally
adjusted terms.
Daniel Duque

4. Inflation
COVID-19 vaccine may help contain inflation
Most inflation forecasts for 2021 anticipate that inflation will undershoot the target,
notwithstanding significant risks in the economic environment.
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The start of vaccination against COVID-19 in various countries should contribute to the
resumption of global economic growth, which should indirectly bring about greater stability and
help lift the currencies of emerging countries. This factor may have contributed to the 3.9% rise
in the Brazilian real in the last two weeks, from R$1 = US$5.33 on November 30 to R$1 = US$5.12
on December 15.
The situation would be even more optimistic if, at the same time, fiscal policy plans were
disclosed. This would reduce uncertainty about the future of public debt, making room for
further appreciation of Brazil’s currency.
In the wake of this upward move in the Brazilian real, the Broad Producer Price Index (IPA-10)
in December recorded a clear slowdown, which could be observed in a generalized manner in
all the index’s three processing stages. The most intense movement occurred among raw
materials, a spending class that responds quickly to exchange rate movements. Between
November and December, the rate of change in this group decelerated from 6.2% to 1.8%,
reflecting the less intense increases recorded in the prices of key agricultural commodities and
animal protein: soybeans (13.9% to 0.1%), corn (20.9% to 7.2%), wheat (16.5% to 2.6%), pork
(12.2% to minus 2.5%) and beef (5.8% to 5%) are some examples.
Another significant group in IPA, intermediate goods, also presented a slowdown between
November and December. The rate fell from 4.2% to 2.7%. In this processing stage, the
highlights were manufacturing inputs (5.8% to 2.9%) and agricultural inputs (3.4% to 0.9%). This
will depress the prices of chemical products and animal feed.
Finally, finished goods already anticipate slower growth in the prices of fresh food (10.9% to
7.5%) and processed food (3.8% to 3.5%). This trend has not yet reached IPC, but it is being
captured by our Inflation Monitor, through the preliminary results for the Extended Consumer
Price Index (IPCA).1 The “meals at home” subgroup, which was up 3.1% as of December 1, was
up around 2% on December 15. This movement indicates a slowdown in food prices in
December’s IPCA. IPA already started to capture this trend in its initial December results.
Despite the expected slowdown in food prices, the Inflation Monitor’s simulations anticipate a
1.3% rise in December’s IPCA – a higher variation than that recorded in November. There are
three factors that will contribute to the acceleration of inflation in December: electricity
charges, airline tickets and education courses. Implementation of the level-2 “red” power
surcharge across the country will increase electricity bills by 10.5%. In addition, some education
institutions have suspended the discounts they applied to school fees in the most acute phase
of the pandemic. As a result, education course fees may rise 0.8%. Finally, even in the middle
of the second wave of the pandemic, airfares went up 38%, reflecting more heated demand in
view of school holidays.
If the Inflation Monitor correctly anticipates December’s inflation, the official index will close
2020 at 4.5%, 0.5 percentage points above the target – almost the exact contribution that the
current power surcharge added to inflation in the last month of the year.
In 2021, there is a chance that IPCA will come in below the target. However, forecasts indicate
that the official index’s 12-month rate will continue to accelerate until May 2020, when it will
1

Version of IPCA estimated by the FGV IBRE Inflation Monitor, which measures the change in prices in the last seven days.
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reach an increase of around 6%. As of the second half, if the pandemic is brought under control
in Brazil and across the world and progress is made to manage the government’s budget deficit,
we expect that inflation will start to subside, ending 2021 at 3.6%, below the inflation target,
which is 3.75%.
André Braz

5. Monetary Policy
The inevitability of an upward cycle in Selic in 2021
Until a few days before euphoria infected the global financial markets, the withdrawal of the
forward guidance introduced by the Brazilian Central Bank in August seemed imminent.
Back then, the Central Bank undertook not to raise the benchmark Selic interest rate and it said
it might even cut it further. It was a kind of “downward bias” for the base rate.
Four factors were given as conditions for maintaining the new monetary policy stance: inflation
expectations and projections for the relevant monetary policy horizon, and the anchoring of
inflation expectations in the medium and long term, based on maintenance of the fiscal regime.
Subsequently, Central Bank officials clarified that in the event of any significant change in the
field of fiscal policy, the monetary authorities would avoid expressing themselves explicitly, that
is, they would avoid issuing a judgment on the change. It was clear that in this case, they would
act strictly within the precepts of the inflation targeting regime, responding to the effects of
government actions on inflation expectations and projections for the relevant horizon. In other
words, it is the market that would signal the way forward.
The long period of depreciation of the real, as well as the inflationary shock that hit the Brazilian
economy in the second half of the year, ended up harming the behavior of the relevant
variables, to the point that analysts and market participants started to discuss whether inflation
projections for 2021 were or were not “close enough” to the 3.75% target. The conclusion is
that this framework was about to be well defined, which, according to what was formally
established, would mean canceling the forward guidance.
In the wake of the confirmation of Biden’s victory in the United States and, above all, due to the
highly encouraging news about COVID-19 vaccine trials, the markets entered a euphoric mode
on a global scale. In Brazil, the weakening of the dollar meant that the real strengthened, at the
same time that ANEEL’s decision to impose a level-two “red” power surcharge in December
brought some relief to next year’s inflation projections. The favorable interaction between
exchange rate and future interest rates helped create what could be called an “alignment of
the stars,” responsible for the aforementioned euphoria.
In this environment, the simple absence of any fiscally uncomfortable news (apparently, the
fear that something like this would happen at the end of the year was greater than we imagined)
ended up being seen as “no news is good news.” Indicators that apparently reflect fiscal
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concerns have eased significantly. This is the case, for example, with interest rate spreads,
which define the slope of the yield curve.
In any case, the withdrawal of forward guidance was only postponed for a short time. The
Central Bank’s own statements suggest this. In fact, the minutes of the December meeting of
the bank’s Monetary Policy Committee say, “Over the next few months, the 2021 calendar year
will lose relevance to the detriment of 2022, whose inflation projections and expectations are
close to the target.”
The maintenance of this convergence “suggests that the conditions for maintaining forward
guidance may no longer be met, but this does not automatically imply an increase in interest
rates. […] In the scenario of withdrawal of forward guidance, the conduct of monetary policy
will follow the prescription of the inflation targeting regime, based on analysis of prospective
inflation and its risk balance.”
Table 2 shows official inflation expectations (in the Central Bank’s “Focus” report) and
projections until 2022. The Central Bank column shows the projections in the two scenarios
with which the bank is currently working, year by year. The first is the base scenario and the
second corresponds to the hypothesis of constant interest and exchange rates, the latter
corrected by PPP. It is clear that, with Selic at the current level, inflation in 2022 would be above
the target (4.0%, against the target of 3.5%).
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Table 2: Inflation Expectations in “Focus” Report and Central Bank Projections

* Central Bank’s base scenario (Focus interest rate) and alternative scenario (2.0% constant interest rate).
Source: Brazilian Central Bank. Produced by: FGV IBRE.

In itself, this fact signals the inevitability of an upward cycle in Selic in 2021. And that is not all.
We must remember that the intention is apparently to have inflation of around 3.0% in 2024.
At least, this is suggested by the 3.25% target in 2023. We will certainly not achieve this goal
with real interest rates of approximately minus 1.0% (something perhaps inevitable in a period
of crisis), as we have lately. Selic will have to rise.
Finally, it is worth noting that the euphoria that has taken over the global financial markets
since November made many people forget about our fiscal problems. Discussions about
reforms and adjustments to the public finances will remain on hold, possibly until the end of
Congress’ recess. However, they will have to start again in February. The speed and intensity of
reform initiatives and their effects on market prices (such as the exchange rate) and inflation
projections will set the tone for monetary policy in 2021.
José Júlio Senna

6. Fiscal Policy
Challenge for post-COVID-19 fiscal consolidation in 2021: the white elephant of mandatory
spending
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The year 2019 saw Brazil’s sixth consecutive primary deficit, although it was slightly smaller than
in 2018. The central government’s primary deficit was 1.2% of GDP in 2019, versus 1.7% in 2018.
The necessary confrontation of the public disaster brought about by the pandemic in 2020
delayed the already troubled process of rescuing Brazil’s public finances. To fund unexpected
health expenditure and assist local governments, as well as companies and vulnerable people
in the context of the pandemic, the federal government disbursed a large volume of resources,
approximately R$507 billion in primary expenditures as of December 14,2 financed mainly
through extraordinary credits, thus remaining outside the spending ceiling. Lower tax revenues
have also had a big impact, due to measures to reduce or suspend taxes and the pandemic’s
effect on economic activity. As a result, we now estimate the central government’s primary
deficit to be 10.3% of GDP in 2020.
In 2021, the dilemma that COVID-19 poses is that the need for fiscal consolidation remains, but
there are also ongoing demands to tackle the pandemic’s health and social effects. On the one
hand, there is no prospect of a primary surplus in the medium term: surpluses are only
projected in the last few years of the 2021-2030 decade. Keeping expenditure under the federal
government’s spending limit, which currently anchors a large part of expectations, will be an
ever-bigger challenge without a significant review of the structure of mandatory expenditure.
The high deficit in 2020 will also have an impact on gross debt, which is expected to rise 15.0
percentage points3 in the year, reaching 90.7% of GDP. On the other hand, all this is happening
in a situation of social vulnerability, demonstrated by the 67.9 million people who received the
government’s emergency aid4 and the unemployment rate of 14,6%,5 pointing to the need for
more spending until economic activity recoveries.
To fund this additional spending to tackle COVID-19, it would ordinarily be necessary to find
space in the budget subject to the ceiling. The lack of such space was clear in the budget bill,
which provided for a low amount of discretionary spending and compliance with the spending
ceiling without any breathing room. The difficulty in keeping expenses below the spending
ceiling in 2021 has only increased since the budget bill was presented, due to the occurrence of
fiscal risks not foreseen in the draft budget: an increase in expenses linked to the National
Consumer Price Index (INPC) and the overturning of the presidential veto on payroll tax relief.
In our update to the calculation presented in November’s Macro Bulletin, based on new
inflation projections, we estimate that these developments alone already generate a need for
cuts of R$27 billion to keep spending below the ceiling, in updating the calculation presented in
the November Macro Bulletin, based on new inflation projections.

Figures from the National Treasury’s Anti-COVID-19 Federal Government Spending Monitoring Dashboard, as of December
14, 2020. Tourism industry funding expenses without any primary deficit impact have been deducted.
3 The general government’s gross debt was 90.7% of GDP in October, according to the Central Bank, up from 75.8% in
December 2019.
4 Total people who received aid, as reported by state-owned bank CAIXA on December 10.
5 Average in three months to September.
2
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Given this need for spending cuts and the reduced amount of discretionary expenditure, it was
expected that the solution, both for more spending to tackle COVID-19 in 2021 and to respect
the fiscal anchor of the spending ceiling, would be to reduce the volume of mandatory
expenditure. However, there are difficulties in approving measures of this kind. The most
anticipated instrument in terms of cutting mandatory expenses in the 2021 budget was
Emergency Constitutional Amendment 186 of 201. The justification section of the original bill,
presented last year, says that “the presented constitutional amendment proposal has the main
objective of containing the growth of mandatory expenses at all levels of government, in order
to make the gradual fiscal adjustment indicated by the spending ceiling feasible.”
However, political issues delayed the Emergency Constitutional Amendment’s approval. It was
expected that a more restricted version of this constitutional amendment proposal would be
voted on in December, but the rapporteur postponed the process to 2021. Some important
measures to curb spending, such as the possibility of reducing government employees’ working
hours by up to 25% and reducing their pay proportionately, have been removed from this more
streamlined version of the bill. Instead, the main focus of fiscal adjustment, at least in 2021, is
to cut tax breaks by 10%.6
In light of these obstacles, the unfeasibility of solutions to curb mandatory spending has
stimulated the search for alternative ways to fund COVID-19-related expenses in 2021. For
example, the initial version of the Emergency Constitutional Amendment stated that cuts in
mandatory spending could finance an emergency benefit to help mitigate the pandemic’s
effects in 2021. The difficulty in cutting mandatory expenditure, among other factors, ended up
removing this possibility from the agenda. As a result, COVID-19 expenses, especially in the case
of a second strong wave of infections, will have to be funded through extraordinary credits,
which are not subject to the ceiling.7 However, not everyone believes this will be lawful, given
the criterion of unpredictability required for this measure.
For 2021, we are currently forecasting a central government deficit of 2.5% of GDP, subject to
a high degree of uncertainty, among other factors because there is no clarity on how the
government will conduct next year’s budget. Approval of the Budget Guidelines Law and Annual
Budget Law has been delayed and there are uncertainties regarding the role of the fiscal target
and the spending ceiling in budget management in 2021. What is certain is that, with or without
COVID-19 spending via an extraordinary credit in 2021, it is important not to abandon the
commitment to fiscal consolidation.
In recent years, initiatives aimed at adjusting expenditure – the spending ceiling and reforms to
contain mandatory expenses, focusing on public pensions – have addressed structural issues
The text also provides for the winding up of public funds and the possibility of activating payroll control triggers. The latter is
irrelevant in 2021, as these triggers are similar to measures already approved in Complementary Law 173 of 2020, which will
come into force in 2021.
7 See: https://bit.ly/2LsiCKy
6
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but they have not come close to solving the problem. The different versions of the Emergency
Constitutional Amendment’s text, as well as its latest postponement, show how difficult it is to
implement additional cuts in mandatory expenses – a white elephant that needs to be tackled
to ensure a lasting reversal of long-standing primary deficits. In the absence of measures that
clearly signal how the government will address such issues, the spending ceiling will definitely
be at risk and the credibility of fiscal adjustment threatened. In this scenario, perceptions of
high risk would make the post-pandemic economic recovery even more uncertain.
Juliana Damasceno and Matheus Rosa Ribeiro

7. External Sector
Increase in import volumes reflects signs of recovery in manufacturing8

This text is part of an analysis published by ICOMEX about the performance of Brazil’s trade balance, available on FGV IBRE’s
website.
8
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Brazil’s trade surplus between
January and November 2020 was
US$51 billion, up US$9 billion from
the same period of 2019. The more
pronounced drop in imports (14.7%)
than exports (7.4%), which occurred
throughout the year, explains this
result.

Graph 8: Change (%) in Volume and Price Indexes for
Exports and Imports

The new development in November
was growth in import volumes (Graph
8). They increased 9.5%, following
Source: SECEX. Produced by: FGV IBRE.
consecutive annualized monthly
declines since June, reflecting
economic recovery as of June/July.
When we analyze the change in the year to November, the results show a different situation.
Between 2019 and 2020, import volumes fell 7.8%. In this case, the real effective currency
devaluation (30% between January-November 2019 and the same period of 2020), together
with the drop in GDP, explains the decline in imports. In November, export volumes grew 0.2%
in relation to the same period of 2019, and comparing January-November 2019 to the same
period of 2020, there was a decrease of 0.5%.
Monthly export and import prices fell,
year-over-year, throughout the year.
However, since July, import prices have
fallen more than export prices, thereby
improving the terms of trade. Between
November 2019 and November 2020,
this increase was 10.9% (Graph 9).

Graph 9: Terms of Trade Index
(Base: average in 2006 = 100)

Breaking down trade flows, we can see
an increase in the export volumes of
extractive industry and manufacturing
between
November
2019
and
November 2020, while there was a
26.9% drop in agriculture (Graph 10).
Source: SECEX. Produced by: FGV IBRE.
The slowdown in soybean shipments
explains this result, while higher sales
of durable and non-durable consumer
goods explains the result for manufacturing. In the case of durable goods, auto sales to
Argentina explain the favorable performance of exports.
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In relation to our export markets, for the second month in a row, the monthly volume exported
to China declined on an annualized basis, although in the year to date, China leads Brazil’s
external sales (Graph 11). We can see
Graph 10: Monthly and Year-to-Date Change (%) in
that China accounted for 33% of
Export and Import Volumes by Type of Industry
Brazil’s exports in the year to date,
while all European countries added up
to 18.5%. In the case of Argentina, the
rise of 43.2% between November 2019
and November 2020 is explained by
auto sector sales.
Finally, it is worth highlighting the
Source: SECEX. Produced by: FGV IBRE.
growth of capital goods imports by
manufacturers in November. At the
same time, purchases of intermediate
goods, rose 11.1% in November, after several consecutive months of declines. These two results
indicate a recovery in manufacturing and rule out, for now, the hypothesis of import
substitution (Graph 12).
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Graph 11: Change (%) in Export Volumes by
Destination Market

Source: SECEX. Produced by: FGV IBRE.

Graph 12: Change (%) in Volumes Imported by
Manufacturing Usage Categories

Source: SECEX. Produced by: FGV IBRE.

The World Trade Organization estimates that global trade volumes will grow 7.2% in 2021. The
International Monetary Fund projects that China’s GDP will expand 8.2% next year. The prices
of agricultural and mineral commodities are likely to rise until mid-2021.
The outlook for Brazilian commodity exports is favorable. However, this statement is based on
the hypothesis that the COVID-19 pandemic will be brought under control across the world in
2021. This is highly likely but not guaranteed.
Lia Baker Valls Pereira

8. International Panorama
The euphoria of financial markets and the real economy’s difficulties
In November, euphoria took over the financial markets worldwide. The confirmation of Biden’s
victory in the American elections and, above all, the highly positive results of COVID-19 vaccine
trials, brought about great optimism. The international news reported this “everything rally,”
which even led to a decline in junk bond interest rates. Emerging country shares gained
strength, including in markets considered “laggards,” such as those of Latin America in general
and Brazil in particular.
Market participants are looking to the future, which in fact is what they always do. Following
the discovery of supposedly safe and effective vaccines, it will only be a matter of time before
economies fully recover. Such reasoning gave rise to “rotation” movements, decreasing
investors’ preference for so-called growth stocks and increasing demand for stocks considered
cyclical, which are more sensitive to the behavior of economic activity.
Deep down, very possibly, investors know of persisting problems and recognize that a lot still
has to happen before we can return to a “normal” situation. In general, however, in practice, it
seems that investors are taking this for granted. It is as if the obstacles to the normalization of
economic life are not being perceived, or simply understood as of minor importance. The
dominant view seems to be that only the finish line matters.
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Reality, however, can be much more complex than it appears to many. The road to the longawaited finish line will be arduous. In this regard, there are many aspects that need to be
observed. Let us look at just the most important ones.
First, fiscal policy will stop being expansionary, as it was in 2020. In general, fiscal stimulus is
being scaled back or eliminated. Monetary policy will remain accommodative, but it is clear that
its power to boost the economy is no longer as great as it used to be.
Second, perhaps the main characteristics of the pandemic are the high degree of uncertainty,
insecurity and mistrust. The recent emergence of indicators designed to measure the degree of
uncertainty prevailing in society has provided a good idea about the extent of this problem. The
relevant consequence has to do with the fact that uncertainty is a phenomenon that inhibits
certain acts, such as consuming, investing and hiring people. All this was aggravated by the
arrival of the second wave of infections. It is also necessary to overcome many people’s strong
resistance to vaccination. It is known that the greater the coverage of the population, the
greater the chance of getting rid of the virus.
The third factor is the large number of businesses that closed during the pandemic and that will
not be reopened. This will reduce the economy’s potential capacity due to the loss of
organizational capital. The fourth factor is that corporate indebtedness grew significantly during
the crisis. As is well known, over-indebted companies invest less.
In order not to go too far, let us highlight the difficulties in generating employment. In general,
this will be the great challenge everywhere going forward. Until the labor market fully recovers,
the economic recovery will not be complete.
It appears that the path to the finish line imagined by financial market participants will be long
and bumpy. Whether the real economy’s misfortunes will at any time dampen the financial
markets’ enthusiasm is hard to predict.
José Júlio Senna

9. Political Outlook
São Paulo’s lost influence is sorely missed
The conflict over COVID-19 vaccines between Governor João Doria and the health minister,
General Eduardo Pazuello, may appear to be typical of the unique moment that Brazil has
experienced in 2020. However, this dispute is part of a phenomenon that has long marked the
country’s republican history, namely frequent clashes between the central government and the
largest state of the federation, São Paulo, whose main expression was the so-called
Constitutional Revolution of 1932. Not by chance, there were intense discussions about the size
of São Paulo’s representation in the House of Representatives in the Constitutional Assemblies
of 1946 and 1987-1988.
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Reflecting on São Paulo’s place in the national political order is fundamental to understand the
Brazil of yesterday, today and tomorrow. In a classic book on the subject published in 1982,
Simon Schwartzman argued that from the 1930s onward, the geopolitical axis of Brazilian
politics was composed of Minas Gerais, the Northeast, Rio de Janeiro and Rio Grande do Sul,
precisely excluding the country’s most economically dynamic region, São Paulo.9 From a
political perspective, São Paulo produced no more than populist leaders, who were not able to
transcend the state’s borders. Closely linked to that geopolitical axis, the Brazilian state did not
represent the organic interests of society, but was instead captured by parasitic political
interests, Schwartzman said.
As the country developed, Schwartzman expected a more representative type of politics to
emerge, featuring parties supported by the modern social classes, the bourgeoisie and the
working class, and originating in the county’s most capitalist region, São Paulo. In fact, after the
restoration of democracy in 1985, and above all with the election of a president who was a
member of the Brazilian Social Democracy Party (PSDB), which was founded in São Paulo, 10
years later, the state established itself as the politically dominant subnational unit. This trend
was reaffirmed when Luiz Inácio Lula da Silva of the Workers’ Party (PT), another party created
in São Paulo, was elected president in 2003.
Under the political hegemony of São Paulo, between 1995 and 2013 Brazil achieved five feats
that it had never previously managed to combine simultaneously: (1) a democratic regime; (2)
relative political stability; (3) economic growth, albeit modest; (4) a considerable reduction in
poverty and social inequality; and (5) unprecedented international prestige. These were no
small achievements. They were also proof of the foresight of Schwartzman’s analysis.
In a tragic way that is not yet fully understood by us, from 2014 onward, the aforementioned
achievements quickly crumbled. Today, only the democratic regime is left, but it is in a critical
state. Consistent with Schwartzman’s work and in the wake of the sharp decline of PSDB and
PT, São Paulo today is no longer the leading state in national politics.
Ironically, the end of São Paulo’s political hegemony was largely a consequence of measures
carried out by people from there. The “Mensalão” corruption scandal had the indelible mark of
PT politicians from São Paulo. As a reaction to the debacle of PT’s São Paulo branch, Luiz Inácio
Lula da Silva, a São Paulo politician despite being born in Pernambuco, picked the inexperienced
Dilma Rousseff as his successor. As is well known, Rousseff’s two terms as president demolished
the economic pillars of the work begun in 1995.
Rousseff was impeached in 2016 and replaced by the vice president, Michel Temer, a politician
from São Paulo. However, the latter’s presidency was not the result of São Paulo’s strength, but
rather extremely controversial backstage maneuvers, which greatly helped to delegitimize the
political order structured by São Paulo.
9

Simon Schwartzman, Bases do Autoritarismo Brasileiro (University of Brasília, 1982).
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As if all that were not enough, in the first round of the 2018 presidential elections, PSDB’s
candidate, Geraldo Alckmin, the governor of São Paulo for 12 years, only received 9.5% of the
votes of the state’s people. Jair Bolsonaro, a politician from Rio de Janeiro, despite being born
in São Paulo, received 53% of the votes in São Paulo. In the second round, Bolsonaro harvested
no less than 68% of the São Paulo votes. This was the shovel that buried São Paulo’s political
hegemony.
To end the funeral, in the election for São Paulo governor in 2018, João Doria, PSDB’s candidate,
coined the term “Bolsodoria” to designate his alignment with Bolsonaro’s extreme right-wing
presidential campaign. It must be emphatically asserted that the transformation of the São
Paulo section of PSDB – an organization created by progressive statesmen like Fernando
Henrique Cardoso, Franco Montoro and Mário Covas in 1988 – into a vehicle for extreme rightwing populist leaders like João Doria in 2018 was one of the most remarkable political
phenomena in national history. It is rare in the global history of democracy. How many times
do you see a party going from the center-left to the extreme right?
We must therefore ask ourselves whether Doria will be able to lead the political center against
Bolsonaro in 2022, as has been speculated recently.
Undoubtedly, Doria distanced himself from Bolsonaro in 2019. Throughout 2020, he and the
president fought all the time. They became fierce enemies. The governor of São Paulo is trying
to reinvent himself, but will one of the gravediggers of São Paulo’s PSDB and one of the main
champions of radicalization in 2018 be able to represent the virtues of moderation and
dialogue?
Faced with the prospect of Doria leading a coalition of centrist forces, all that remains for this
political analyst from Rio de Janeiro is to say softly: How I miss the São Paulo of yore…
Professor Octavio Amorim Neto, FGV EBAPE

10. IBRE In Focus: Measuring the social policy challenge after the end of the
government’s emergency aid program10
The year 2020 was marked by the COVID-19 pandemic and its harmful consequences for the
Brazilian population. Among other effects, the pandemic caused an increase in unemployment
and a sharp drop in GDP. Nevertheless, this was the year in which Brazil’s poverty rate reached
one of the lowest values in history. Possibly the lowest ever.
This result was only possible because of the government’s emergency aid program. Given its
planned budget of more than R$320 billion, it represents by far Brazil’s biggest ever incometransfer program. To get an idea of its size, just compare it to the budget for social development
initiatives at the start of 2020: R$92 billion. The emergency aid program was therefore 3.5 times
Text adapted from the article “Perspectiva para os Programas de Transferência de Renda em 2021,” by Vinícius Botelho,
which can be seen here: https://portalibre.fgv.br/sites/default/files/2020-12/paper_viniciusbotelho_ibre_2020.pdf
10
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bigger than the entire budget assigned for social development at the beginning of the year,
including the planned budget for the Family Grant Program and BPC, another welfare scheme.
Had it not been for the emergency aid program, poverty, as defined by daily income thresholds
of US$1.00, US$1.25, US$1.90 and US$3.20,11 would have been between 6.1 and 6.6 percentage
points higher in May 2020 than the average rate in 2019. The emergency aid program did not
just stop this increase in poverty but made it between 1.8 and 4.5 percentage points lower in
May 2020 than it had been in 2019, according to these same criteria.
However, the emergency aid program is fiscally unsustainable.
Therefore, one of the major issues for 2021 is to measure the effects of the end of the
emergency aid program on the poverty rate, so that necessary reformulation measures for the
country’s existing social welfare schemes can be evaluated.
To make this assessment, we need to isolate the effects of welfare programs on poverty
statistics. To do this, we will calculate a poverty rate that deducts income from welfare
programs,12 called “demand for welfare programs,” and measure the power of welfare
programs at reducing poverty. This is precisely the difference between “demand for welfare
programs” and the effective poverty rate. By way of comparison, previous data on demand for
welfare programs, the power of social policy and the poverty rate is presented in Table 3.

Calculated per capita and per day, in U.S. dollars adjusted by purchasing power parity. In Brazilian reais, in mid-2020 these
thresholds represented R$81, R$101, R$154 and R$259 per capita per month.
12 PNADC’s data encompasses the Family Grant Program, BPC and other welfare programs. PNAD COVID-19’s data
encompasses the Family Grant Program, BPC and the emergency aid program.
11
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Table 3: Demand for welfare programs, power of social policy and poverty rate, 2012 to 2019

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

Using data from PNAD COVID-19, we can calculate demand for welfare programs in each month
of 2020 and compare these statistics to the figures calculated using data from PNADC 2019.
This makes it possible to evaluate the extent of the increase in demand for welfare programs
this year and to analyze its dynamics over time.
The results of this calculation are shown in Table 4. We can see a strong rise in demand for
welfare programs in May 2020. However, over the course of this year, this impact was greatly
lessened by the economic recovery. Maintaining the current pace of recovery, we can see that
the same level of poverty recorded in 2019, or higher, may be reached by the end of the first
quarter of 2021.
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Table 4: Difference in demand for welfare programs in each month of 2020, compared to 2019

Source: PNADC 2019 and PNAD COVID-19 (IBGE). Produced by: FGV IBRE.

The question that this analysis does not answer is what level the poverty rate will end up at,
after we return to the social welfare arrangements of 2019.
To answer this question, we can establish an econometric relationship between per capita GDP
and poverty. According to projections in this Macro Bulletin, GDP will shrink 4.7% in 2020 and
grow 3.6% in 2021. In terms of per capita GDP, this means a decline of 5.4% in 2020 and
expansion of 2.8% in 2020. As a result, per capita GDP in 2021 will still be 2.7% lower than in
2019.
What is the effect of this contraction on demand for welfare programs? To answer this question,
an econometric forecasting model was developed that relates per capita GDP to the poverty
rate.13 The results are shown in Table 5.

For more details, see the article “Perspectiva para os Programas de Transferência de Renda em 2021,” by Vinícius Botelho,
which can be seen here: https://portalibre.fgv.br/sites/default/files/2020-12/paper_viniciusbotelho_ibre_2020.pdf
13
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Table 5: Poverty Rate Projections

Source: PNADC 2019 and National Accounts System (IBGE). Produced by: FGV IBRE.

Although this exercise is extremely limited in terms of the number of observations, and 2020
represents an economic shock very different from the other shocks the Brazilian economy went
through between from 2012 and 2019, the results seem consistent with the trends indicated by
PNAD COVID-19.
Supposing that 2021’s social policy has the same power as 2019’s social policy, which
presupposes the end of emergency aid and a return to the Family Grant Program, BPC and other
welfare programs under exactly the same parameters and formats as before the pandemic, the
poverty rate will rise by around 0.9 percentage points in 2021, compared to 2019.
Considering that the power of social policy fluctuated for all poverty lines by an average of 2.9%
in 2019, the pandemic’s impacts would require the expansion of the social safety net by
approximately one third, which seems achievable by focusing the existing welfare structure on
the most vulnerable people.
However, it can be argued that the 2019 poverty rate was too high to take as a point of
reference. Using the same econometric model, we can calculate the per capita GDP growth
necessary to eradicate poverty, according to any of the poverty lines mentioned in this text.
Starting from the per capita GDP level projected for 2021, eradicating the demand for welfare
programs for the US$1.00 poverty line would be a great challenge: per capita GDP would need
to grow approximately 20%. For the US$1.90 poverty line, growth would need to be
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approximately 26%. For the US$3.20 line, the challenge is even greater: 51% growth would be
necessary. Each new recession leaves Brazil increasingly far from this reality.
Considering the magnitude of the challenge, strengthening social welfare arrangements aimed
at the poorest workers is extremely important, as is higher productivity in the Brazilian
economy, which also has the potential to improve people’s lives and remove them from
financial dependency.
Vinícius Botelho

Editorial Revision of IBRE’s Macro Bulletin: Fernando Dantas
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