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Uncertainty still surrounds the Brazilian economy 

Uncertainty about the Brazilian economy in 2017 has increased in recent weeks. This is partly a 
result of Donald Trump’s victory in the US elections and doubts about the future of American 
economic policy. The external scenario is expected to become less favorable for emerging 
countries in the future, with higher interest rates, impacts on the exchange rate and inflation, and 
possibly heightened protectionism. There is uncertainty particularly about how severely and how 
quickly these might come about. 

Equally or even more important, however, are doubts about the future of domestic economic 
policy. If declining expectations about growth and unemployment become reality in 2017, there 
will be more political pressure on the administration, exacerbated by demands to deliver 
immediate results and take the focus away from structural measures: a new field to be explored 
by stakeholders who want to transfer to taxpayers all the losses that are piling up because of 
wrong corporate decisions. 

The progress made in the last couple of months should not be taken for granted. We refer to the 
approval of the amendment to the constitution, PEC 95, which sets limits on public spending, and 
the proposal for comprehensive reform of social security, which can produce results in the short 
term, regarding tax savings—if the original terms are fully approved. Even if not all terms 
proposed by the administration are approved, the reform is perceived as a possibility for tax relief 
in the short and middle term and several other long-term benefits. 

Another positive impact is faster reduction of inflation, which is different from recent forecasts, 
despite the resilience of the inflation of expense categories within services, where future 
significant inflation reduction is less expected. Thus, the consumer price index for the end of 2016 
is expected to be below the tolerance limit established by the Brazilian Central Bank. 

On the negative side is frustration about the resumption of growth, the performance of which has 
been worse than the market expected. Results show recovery in Industry to be slow, with monthly 
ups and downs. Agriculture has been affected by the weather, its performance falling noticeably 
by the end of 2016. 

Third-quarter national accounts in 2016 were very disappointing for those expecting only a slight 
reduction in GDP from the previous quarter – and even worse for those who have long been 
forecasting the end of the recession that began in the second quarter of 2014. The resilience and 
strength of the recession surprised most analysts, particularly because, with rare exceptions, it 
affected both supply and demand.  

Analysts have changed their focus from confidence indicators to Brazil’s economic fundamentals, 
showing particular concern about the slow recovery from indebtedness of companies and families, 
resulting in a weak credit market and few expectations of improvement in the short term. Such 
bad results should be regarded as projected losses, establishing provisions to resume loan 
operations. [[not sure what this means: wouldn’t projected losses deter resumption of lending?]] 

All of this makes it clear for economic agents that the deterioration of economic fundamentals 
was both severe and widespread, and that fiscal adjustment will promote only slow recovery. 
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Thus, approval of the constitutional amendment to restrict public spending and the success of 
some economic reforms have not been enough to raise the expectations of either companies or 
consumers. In fact, gradually economic agents seem to be coming to accept reality. Expectations 
were significantly above current indicators; now, unfortunately, they are converging to lower 
results. 

Economic agents, particularly politicians, are relentless about the timing of economic recovery due 
to the low level of activity and the resulting high unemployment. This is one of the reasons behind 
the demands of several groups for reform to speed up growth, especially in the short run. 

However, there are no miracles: the discrepancy between political timing, with its desire for fast 
change, and economic timing, considering the usually long periods between economic policy 
actions and results, produces conflicts and hasty public policy actions that will not necessarily 
bring lasting benefits. 

The uncertainty about the domestic scenario is based on clear economic fundamentals, and 
externally the victory of Donald Trump has reinforced that uncertainty. Based on the recent 
declarations of the incoming president of the United States that there will be no policy switch, 
since he has been constantly stating his intentions to execute the projects he described during the 
campaign, there are many concerns about future protectionism, fiscal policy with increased 
spending, and consequently the prospect of higher interest rates in the US, which are all analyzed 
in this edition of the Bulletin. 

As for the strength of Brazil’s external accounts, the first reactions are related to the balance of 
payments as projected. In the short term, the country’s accounts are solid; however, uncertainty 
about the middle and long term has significantly heightened. There is no other reason behind the 
changes in our projections, as described below in the In Focus section. Nothing raises the risk of an 
external financing crisis, though with worse results and demanding more external resources for 
the balance of payments. 

In summary, the domestic and external political uncertainties that abounded in 2016 are 
extending into 2017. This demands more caution and self-control in coming months from those 
formulating public policies to manage the economy. 

The topics addressed in this edition of IBRE’s Macro Bulletin are as follows: 

1. The frustration about GDP in the third quarter of 2016 produced significant revisions of growth 
expectations for 2017: projections of 2017 GDP by IBRE’s analysts were cut by 50%, from 0.6% to 
0.3%. The estimate for the fourth quarter of 2016 recorded an 0.5% decrease (deseasonalized 
data), lower than in the third quarter, which demonstrates Brazil’s economic weakness. On one 
side, political uncertainties – both domestic and external – and on the other , expectations about 
labor and credit market performance in 2017 are lowering expectations for the Brazilian economy. 

2. Business and consumer confidence indicators fell in November, reversing the upward trend that 
had begun in the second quarter and causing adjustment in expectations that had become less 
negative in the previous months: these are now in line with the frustration regarding economic 
recovery. Amid so many political and economic uncertainties, the drop in confidence indicators at 
the end of 2016 suggests that recession will continue into the beginning of 2017. 

3. In the last quarter of 2016, once again labor market numbers were bad. The negative results of 
continuous PNAD and CAGED confirmed the scenario of dismissals observed in the previous 
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months. Yet based on continuous PNAD the 11.8% unemployment rate remained stable in 
October compared to the previous two months. Although in the current situation this stability can 
be considered positive, the results were influenced by the reduced number of Brazilians who were 
economically active—a change in the growth trend for this indicator. This is the main subject of 
this edition’s section on the labor market. 

4. With regard to inflation, December’s extremely low consumer inflation of 0.19% reduced our 
inflation estimate for 2016 to 6.3%, below the target ceiling of 6.5%. Deceleration in the prices of 
food, services, and consumer goods other than food reversed the previous series of increases. 
Inflation should continue to slow in the first few months of 2017: results below 6% are expected 
for the beginning of the second quarter. 

5. Our monetary policy analyst discusses the choices made by the Brazilian Central Bank, taking 
into account the change in its administration in the middle of 2016, when the policy to be 
implemented was clearly not ordinary. The Bank’s focus was the inflation target of 4.5% for 2017, 
and Bank officials had apparently not considered that as difficult as many others did. Thus, 
management of the Selic rate was conservative. Inflation expectations decreased and the Central 
Bank restored its credibility. It indicated that monetary policy would be more flexible from January 
2017 on, with more significant reductions in the basic interest rate compared to the 25 percentage 
points recently adopted twice. Without serious adversities, a 50-percentage point drop turned 
into the reference for January 2017. 

6. For fiscal policy, the focus is on the prospects for tax revenues in 2017, which have been low 
due to the degraded economic activity and labor market in addition to the major reductions in the 
tax burden granted not long ago. Although a  slight recovery in the variables that influence tax 
revenues is expected for 2017, it will still be a big challenge to meet the target for primary results. 
The administration’s projections rely on economic recovery to reverse deteriorating tax revenues, 
in addition to quickly pushing up non-recurring revenues. However, there is a risk of more 
pressure on public accounts in 2017. 

7. In the external sector analysis, our team estimates a deficit of up to 1.0% of GDP in the current 
account balance for 2016, rising to 1.8% in 2017. Although both figures are lower than in our last 
projection, the upward trend in the deficit continues. Although the pace of this change is slow, 
there are doubts that Brazil will be able to obtain external financing, particularly when it comes to 
the ability of national companies to repay loans made in foreign currency. This section focuses on 
external deficit financing, highlighting that a higher current account deficit naturally heightens 
uncertainties in such a difficult international scenario. The conclusion, however, is that the 
Brazilian economy is prepared to deal with turbulent external events. 

8. The International Panorama section explores expectations and doubts about the actions of the 
Trump administration, emphasizing that something capable of improving growth prospects in the 
United States has long been expected. Based on current market behavior, Donald Trump’s victory 
may well be that turning point. Our analyst, though, is skeptical: “In the short run, it is vital to 
know if the new set of measures will effectively expand aggregate demand. In the middle and long 
run, it is interesting to understand their effects on economic productivity.” His conclusion is that 
“Even though it is reasonable to admit that some extra stimulation will take place, it is just a 
matter of speculation to predict when and how strong this will be.” 

9. Our guest analyst for this edition is Dr. Solange Srour, chief economist at ARX Investimentos, 
who studies expectations of inflation reduction and the credibility of the Brazilian Central Bank. An 
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important take-away from her analysis is that “Expectations are now stable since a 40bp deviation 
for inflation in 2017 is within the margin of error regarding inflation forecasts in Brazil made … a 
year in advance. The central bank will consider the cost of inflation reduction in making decisions 
in the future. However, if not for the usual habit of not meeting targets, expectations for 2017 
could be lower, and for the following years could be below 4.5%.” 

10. The In Focus section, written by Silvia Matos and Livio Ribeiro, deals with IBRE’s 

macroeconomic scenario for 2016 and 2017, highlighting the possibilities and impacts resulting 
from the institution’s macroeconometric model.  
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