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Introduction 

¤  Brazilian current economic situation is quite disappointing: 
¤  Low growth (after a deep recession); persistent unemployment; 

social regression; public finance in a terrible situation 

¤  Good numbers related only to inflation and external 
accounts (but not for good reasons) 

¤  In other aspects of life in society, things are even worse: the 
country is experiencing its worse phase in recent decades, a 
nightmare 

¤  All of this in sharp contrast with the reality of few years ago 

¤  What went so wrong? How things could deteriorate that way?  

 





Outline 

1.  A broad historical perspective 

2.  Lula (2003-10) and the optimism 

3.  Rousseff (2011-16): deceleration, crisis and fall 

4.  Temer (2016-18) and Bolsonaro in economic 
issues: some preliminary ideas 
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¤  The role of Brazil in the ancient colonial system 

¤  Economy was essentially oriented toward the 
external market. Primary-exporter model 
¤  “Pau-Brasil” 

¤  Gold 

¤  Sugar cane 

¤  Rubber 

¤  Coffee 

¤  Slavery (abolished only in 1888) with persistent 
consequences in our society 

¤  One of the most unequal countries in the world 
¤  Roots on colonial heritage, slavery, concentration 

of land and wealth 

¤  International division of labor 



1.Historical overview-2 

¤  1929 crisis, Great Depression:  “Shift in the dinamyc axis of the 
economy”, towards domestic market (Furtado) 

¤  Vargas Era (1930-54): strong state, institutional foundations, social 
rights (limited to urban workers), economic diversificationIndustrial 
development (durable goods, machinery, automobiles) 

¤  Import substitution model  

¤  Creation of public companies in strategic sectors, and public banks 

¤  1955-60: Plano de Metas, “50 years in 5”, fast structural change 

¤  Military dictatorship (1964-85): high economic growth, but income 
concentration and wage repression  

¤  A socially unfair, but highly dynamic model. A “Developmentalist 
State”, but far from a “Welfare” one 

¤  Recurrent inflation and Balance of Payments crises 
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1. Historical overview - 3  

¤  Latin America debt crisis 

¤  Low and unstable economic growth 

¤   Very high inflation and failed stabilization programes 

¤  Worsening of social conditions 

¤  Re-democratization and 1988 Constitution: progressive in 
terms of social rights 
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1. Historical overview-4 

¤  “Washington Consensus Reforms”: trade liberalization and 
financial deregulation, privatization 

¤  Real Plan: price stabilization 

¤  1999: currency crisis 

¤  Low growth, high unemployment, price (but not macro) 
stability,  

¤  Crisis of the liberal strategy in the early 2000s, shift in the power 
coalition: the Lula/Dilma period (2003-2016) 
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2. Lula (2003-10) and the optimism 

¤  After two decades of slow growth and high 
macroeconomic instability, Brazilian economy experienced 
a very good moment in the first decade of XXI Century 
¤  Growth resumption 
¤  Reduction in external vulnerability 
¤  Low inflation 
¤  Fiscal consolidation 
¤  With a great novelty: the combination of economic growth 

with social inclusion 

¤  This phase can be understood by a combination of 
domestic and external impulses, and a specific mix of 
economic policy 

¤  In the sequence: numbers and determinants 





* Série revisada 
Fonte: IBGE 
 

GDP Growth 

13 



Balance of Payments (Current Account and 
Financial Account) 



Fonte: BCB 

Net external debt/GDP 
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Inflation (CPI) 
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Fonte: BCB 
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Gross and Net Public Debt/GDP 
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Fonte: BCB 



2. Drivers of the success? 

¤  How to understand these good results? 
1.  A very favorable external environment, bonanza 

¤  Trade(primary commodity prices) and financial 
(capital flows) impulses 

¤  Important for growth resumption in 2004 and, 
later, for the improvement in external accounts 

2.  Income distribution and credit expansion: domestic 
market as main growth engine 

¤  Social transfers, minimum wage increase, public 
banks and macro stability fostering credit 

3.  Since 2007, increase in Public Investment (with a 
program of infrastructure, PAC) 



Primary commodity prices 



Terms of trade (2006=100) 

20 

Fonte: Funcex 

Índices 

1994 92,9  

1995 103,2  

1996 102,8  

1997 109,1  

1998 107,4  

1999 93,2  

2000 96,2  

2001 96,0  

2002 94,7  

2003 93,4  

2004 94,2  

2005 95,0  

2006 100,0  

2007 102,1  

2008 105,9  

2009 103,2  

2010 119,7  

2011 129,0  

2012 121,5  

2013 119,0  

2014 115,0  



Fonte: BCB 

Trade Surplus (US$ billion) 
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Liquidity cycle (Capital flows to 
Emerging Economies) 



Credit (stocks, % GDP) 
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Fonte: BCB 



Unemployment rates 
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Fonte: IBGE 



Minimum wage (real value) 
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* Deflacionado - INPC 
Fonte: DIEESE 



Bolsa Família program (number of 
families and values) 

26 

Fonte: MDS 



Total social spending (%GDP) 

27 
Fonte: 1995 a 2000 (SIAFI/SIDOR e IPEADATA) e de 2001 a 2013  (Plano Brasil Maior PPA 2012/2013) 



Poverty and extreme poverty (% of 
population) 
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* Linha de Extrema Pobreza do Plano Brasil sem Miséria  
   Nota: 1994, 2000 e 2010 não foram publicados 
Fonte: MDS Plano Brasil sem Miséria 
 



Gini Coeficient (income 
concentration) 
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Fonte: Ipeadata 
 

Nota: 1994, 2000 e 2010 não foram publicados 



Investment (Capital formation/GDP) 
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* 2014 - Dados de junho, acumulado em 12 meses 
** Série sem revisão 
Fonte: IBGE 
 



Public Investment (% GDP) 
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Fonte: STN Secretaria do Tesouro Nacional  



Private consumption growth 
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* 2014 - Dados de junho, acumulado em 12 meses 
** Série sem revisão 
Fonte: IBGE 
 



Investment growth 
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* Série revisada 
Fonte: IBGE 
 



2. And the economic policy? 

¤  Dichotomy: structural options x 
macroeconomic management 

¤  Structural: a gradual, slow and incomplete 
return to “developmentalism”, with novelties:  
¤  More state, public banks and enterprises, industrial 

policies. And the social orientation 

¤  Macro: orthodoxy 
¤  Exchange rate appreciation; tight fiscal policy; very 

high interest rates 

¤  Moderation since 2007, more space to public 
spending 

¤  Strong anticiclical policy in response to 2008 
international crisis; more fiscal than monetary 



35 

Nominal exchange rate (since 1999) 



* Cesta de moedas de 15 países 
Fonte: BCB 

Real and effective exchange rates 
(2000=100) 
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Selic (policy intereste rate), % 
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Fonte: BCB 



Fiscal results: nominal and primary 
balances, interest payments (%GDP) 

38 
Fonte: BCB 



2. What was wrong? Was the trend 
“unsustainable”? 

¤  In Brazilian debate, the “model” was (and still is) 
criticized: “consumption-led growth” 

¤  Investment (induced) growing more than 
Consumption; C and I are not competitors 

¤  Nevertheless, in fact income distribution with 
decreasing effects; additional impulses needed 
¤  Infrastructure investments (social and logistics) were 

the obvious candidates 
¤  And, the major problem was in the productive 

structure 
¤  Premature “de-industrialization” (?), primarization, 

clear signs of regression 
¤  Not only because of exchange rate appreciation 



Fonte: Funcex 

Exports composition 
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Período 
(US$ 

Bilhões) 

X M 

1995 38,5 43,9 

1996 39,3 45,3  

1997 41,8 51,8  

1998 40,6 61,1  

1999 38,4 43,1  

2000 44,8 48,3  

2001 46,4 48,6  

2002 47,7 40,7  

2003 57,4 40,7  

2004 75,8 51,8  

2005 92,0 60,9  

2006 105,0 75,2  

2007 118,9 100,1  

2008 137,0 144,2  

2009 101,8 110,1  

2010 124,6 159,4  

2011 148,0 196,8  

2012 144,3 194,9  

2013 146,1 205,9 

2014 133,5 196,9 

Industry trade balance (US$ billions) 

41 

X – Exportações 
M - Importações 
Fonte: Carta IEDI 665 



Industry as a share of GDP  



2. In summary… 

¤  Vergnhanini and Biancarelli (2019), From “inclusive growth” to 
“vicious circle”: the recent Brazilian trajectory (2004-2015) 
according to an integrated approach to development 

¤  An effort to to integrate 3 dimensions of development (macro, 
productive/structural and social) and characterize a period 
with synthetic indicators 
¤  Lula (2004-2010): Inclusive growth, with no progressive structural 

change 

expansionist 
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contractionist 
macro

expansionist 
macro

contractionist 
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social 
inclusion

I II V VI

social 
exclusion

III IV VII VIII

progressive strucutral change regressive strucutral change





3. The Dilma I strategy: major shifts 

¤  Keeping or reinforcing two of the main features of the Lula’s 
developmentalism: role of State and social policies 

¤  But an effort to change the macroeconomic mix: 
¤  Firstly, a fiscal adjustment (public investment cuts) and a monetary 

contraction: growth moderation; 
¤  In later 2011, the signal was shifted: cumulative reductions in interest 

rate (reaching a historical low of 7.25% in September 2012); capital 
controls and future markets regulation that started to revert the 
exchange rate appreciation; 

¤  And a lot of other “incentives” to the private sector: energy cost 
reduction, tax exemptions 

¤  It can be better defined as an “industrialist” strategy:  
¤   The goal was to reduce the cost of production (and investment), 

eroding the fiscal space available 



3. The Dilma I: exhaustion and failure 

¤  The evolution of the macro policies, especially after the 
political and economic consequences of June 2013, was 
erratic and have worsened the situation 
¤  The increase in inflation in early 2013  and a “rentier attack” led to 

a reversion in monetary policy 

¤  Some turbulence in international financial market led to the 
dismantling of financial regulations, and the devaluation trend was 
reinforced by domestic and external pressures 

¤  Moderated by a costly Swap-based intervention program 

¤  An extension of tax incentives, BNDES, regulated prices controlled  

¤  As a result, not only stagnation of industry and investment, but 
also more inflation, fiscal and external deterioration 



3. The Dilma I: a summary 
¤  Vergnhanini and Biancarelli (2019): “Moving towards the 

vicious circle” 



3. The Dilma II radical shift 

¤  The 2014 presidential race was marked by instability, unexpected 
movements and polarization 
¤  Economics was an important topic during debates, opposing the “inclusive” 

model to “unpopular adjustment” 

¤  The corruption scandal and general political instability added uncertainty 

¤  After the victory, the evaluation of the threats and the policy options 
were, in my opinion, a big mistake (at least in economic grounds) 
¤  On the external front, risks of “downgrade” and “capital flight” were wrong 

and exaggerated. The external constraints were different from past episodes! 
¤  On the fiscal front, despite the need for rebalancing, the endogenous dynamic 

of the flows (and stocks!) were ignored.  

¤  Justified by the “confidence building tale”, the macro adjustment was 
built on four pillars: fiscal, monetary, exchange-rate, and public prices 
¤  An orthodox shock, with disturbing consequences 



3. The Dilma II strategy: contents 

¤  Fiscal: investment cuts and some tax recovery on the 
short term; some structural spending cuts on the long 

¤  Monetary: a new round of Selic increases, reaching the 
unbelievable level of 14.25%, during the worst recession in 
history 

¤  Exhange-rate: reduction in the intervention program, 
allowing a maxi-devaluation driven by domestic and 
external pressures 

¤  Regulated prices: “once and for all” correction in fuel, 
energy and other public services 



3. Results: Consumption and 
Investment 



3. Results: Consumption 



3. Results: Unemployment 



3. Results: Exchange rates, 
interest rates and inflation 



3. Results: Public spendings 





4. Temer government 2016, 17, 18…  

¤  Fueled by social and political unrest, political environment in 
Brazil turned into chaos since 2015 
¤  Government errors; opposition (and private sector) irresponsibility 

¤  A traumatic (and unfair) impeachment process in 2016 

¤  The Temer period (2016-18) was marked by institutional and 
political deterioration and deeper corruption scandals 
¤  A complete disaster, popularity levels below Dilma II numbers  

¤  In economic grounds, failure in short term numbers: 
¤  A very timid growth resumption, higher and persistent 

unemployment, worsening of public finances 

¤  Good numbers only in inflation and external accounts 



4. What was the economic “mission” 
of the illegitimate government? 

¤  In fact, short term results were not the most important 

¤  Taking advantage of the political turmoil to alter (fast and 
radically) the structural basis of Brazilian economy 

¤  Various simultaneous efforts, in a liberalizing “race” 
¤  Oil sector, public banks, energy enterprises, labor relations, 

public spending cap etc.  
¤  A reform in pension system was proposed, but unsuccessfully 

(political weakness of the government) 

¤  The relation of all these efforts with growth was always 
presented as indirect  

¤  Confidence, private sector replacing State etc. 
¤  Given the structural and short term problems of Brazilian 

economy, from demand and supply sides, it would be very 
difficult to work! 



4. Recent numbers: GDP growth 



4. Recent numbers: Unemployment 
and job creation 



4. Recent numbers: public debt and 
primary surplus 



4. Recent numbers: inequality (Gini 
Index) 





4. And what about Bolsonaro’s 
economy? 

¤  The election of a extreme-right leader in Brazil was an 
unexpected and very complex process 

¤  That, among many other factors, has clear links with the 
economic crisis and the political/institutional chaos 

¤  In economic issues, the president was historically more 
guided by an old style nationalism, State 
interventionism, military dictatorship defense 

¤  To be accepted by private (industry, financial and other 
services) sectors, he handed the economic program to 
a very liberal economist, a “Chicago boy” with no 
experience in public sector: Paulo Guedes 

¤  But the economy (despite the crisis and unemployment) 
was an absent topic in the turbulent 2018 electoral run 



4. Bolsonaro’s economy 

¤  So far, the economic policy was almost inexistent, 
all efforts in a harsh pension system reform proposal 

¤  That, in a moderated version, is being approved in 
Congress 

¤  Besides, ideas, proposals and some initiatives of an 
ultra-liberal, Pinochet-style agenda, much broader 
than Temer’s 

¤  privatization (in large scale), everything on sale!  

¤  trade and financial opening, in a submissive foreign policy 

¤  destruction of state intervention mechanisms (public banks, 
earmarked credit, industrial policies etc.) 

 



4. Bolsonaro’s economy – final 

¤  Probably, these reforms won’t produce economic 
growth, but certainly will change dramatically the 
economy 

¤  The perspectives, from our 3 dimensions (macro, 
structural, social) are very negative.  

¤  A deeper vicious cycle with contractionist macro, 
social exclusion and structural regression, already in 
action (Vergnhanini and Biancarelli, 2019) 

¤  But full of business opportunities for different private 
sectors involved 

¤  What can boost some short term growth, financial 
asset bubbles etc. 
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