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Summary

• IFI projection for GDP growth in 2018 remains at 2.7%. However, the fall in the unemployment rate – supported by the 
advance of informal employment – and the increase of average bank interest rates – which went up in January and 
February, after continued fall since March 2017 – are factors that may influence the intensity of economic recovery.

• Fiscal balances in February were influenced by the significant collection of revenues little correlated with economic 
activity, such as debt refinancing programs ("Refis“) and Pis/Cofins on fuels and oil revenues. Withdrawing these events, 
recurring revenue in February is in real terms 5.6% higher than the same month of the previous year.

• The fiscal adjustment post-2014, supported mainly in the containment of public investment, occurs in most States. The 
dependence on investment cuts suggests a limitation of the current pattern of fiscal adjustment. It is unlikely that the 
recovery of State level primary balances will remain in the absence of solutions that reach other expenses (especially 
personnel) and/or revenues.

• After the bi-monthly Budget update, the Executive projects a primary deficit of R$157.4 billion in 2018, in the face of the 
R$159.0 billion target. As projections do not endanger the fulfilment of the target, there was no need for spending 
freezing. Still, the Executive created a R$18.2 billion budget reserve to accomodate the risk of frustrating revenues from 
the privatization of Eletrobrás and expenses with the federal intervention in the state of Rio de Janeiro.

• The interest rate reduction contributes to containing public debt, as well as the early redemption of the Treasury loans 
to BNDES. In relation to the primary balance, despite the encouraging developments of the past four months, there is a 
long way to go, since the stability of public debt and the sustainable fall in interest rates will depend on the consistent 
generation of primary surpluses.



Macroeconomic Context

o Recovery of economic activity, within the context of a substantial reduction of the basic interest rate, 
has been accompanied by a fall in the unemployment rate, reduction of credit rates and development 
of new credit grantings.

o The reaction of the credit market, which is an important channel for the transmission of monetary 
policy impulses to the real economy, acting as a factor in stimulating domestic demand, strengthen 
the prospect of accelerated GDP growth in 2018.

o Important to note that the aggregate economic activity indicators had a weak start in 2018.

o In parallel, the fall in unemployment remains explained by the advance in informal occupations, while 
in the credit market average bank interest rates returned to rise in January and February, after 
continued fall since March 2017.

o IFI projection for GDP growth in 2018 remains at 2.7%, after the 1.0% growth of 2017. However, 
these factors, as a whole, may influence the intensity of the activity recovery process.



Macroeconomic Context

o Aggregated indicators of economic activity (Central Bank’s IBC-Br and FGV’s GDP Monitor).  
o The cooling in the first quarter was not enough to reverse the recovery process of the consolidated economic 

growth since the beginning of last year.



Macroeconomic Context

o The observed pattern of aggregate indices in the beginning of the first quarter accompanied the performance of 
short-term research concerning trade, services and industry.
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Macroeconomic Context

o First available information about the economy in March brought mixed results: advances in business and consumer 
confidence indicators and in the utilization of installed capacity, contrasted by the magnification of the economic 
uncertainty index.



Macroeconomic Context

o In the composition of employment, the advancement of informal jobs still prevails. Although representing 
occupations not convered by labor legislation, the incorporation of workers in the informal market had the role of 
mitigating the impacts of the economic crisis on the labour market.

o Relative progress on the informal market to the detriment of formal occupations in the private sector (which in 
responded to 37.8% of total occupied February 2017 and to 36.4% in February 2018) caused the percentage of 
workers who contribute to the social security system to lessen in comparison with the same month of last year.



Macroeconomic Context

o Improvement in employment last year occurred mostly in the States of the South, Southeast and Midwest Regions, 
with national standard prevailing, characterised by the advance of informal occupations.



Macroeconomic Context

o Income gains in real terms are still occurring, benefited by price deceleration, but are concentrated in the higher 
remuneration groups: formal private sector employees and employers.



Macroeconomic Context

o Data in the Central Bank's Monetary Policy and Credit Operations Note show rising credit granting. The rise is 
already consolidated in the case of individuals and still incipient within corporate credit.
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Macroeconomic Context

o The increase of new credit grantings was accompanied by high average interest rates in January and February. The 
nonearmarked interest rate for individuals rose from 55.8% in January to 57.7% in February, stopping its downward 
trajectory, which is more consistent with the monetary loosening cycle.
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Fiscal Scenario

o In the first two months of 2018 gross collection real growth was 10.3% (or $24.6 billion), compared to the same 
period of 2017.

o Nonrecurring revenues showed significant growth (R$15.9 billion).
o In February, recurring revenues grew at 5.6% (or R$5.2 billion) in comparison to Feb/17.
o In the first two months of the year, growth rate is at 3.8%.

Gross collection composition
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Fiscal Scenario

o In the first two months of 2018, primary expenditure real growth was 0.6% (or R$1.1 billion) in comparison to the 
same period of the previous year

o Despite the advance of personnel and pension spending, which respond to about 80% of total expenditure, the 
significant fall in subsidies kept total expenditure nearly unchanged compared to 2017

o The drop in agricultural subsidies (32.1%) and investments (37%) in front of same period of 2017 was substantial
o PAC investments (ex MCMV) advanced 4.9% in february but show a 3.5% retreat in the first two months of 2018

Real growth rate of selected expenditure groups
(1st two months of 2018 over the same period of 2017)
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Fiscal Scenario

o Fiscal adjustment post-2014, supported primarily on the containment of investments, occurs in most States.
o The dependence on investment cuts suggests a limitation of the current pattern of fiscal adjustment. It is unlikely 

that the recovery of State level primary balances will remain in the absence of solutions that reach other expenses 
(especially personnel) and/or revenues.
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2018 Budget

o After the 1st bi-monthly budget update, government projects a R$157.4 billion primary deficit in 
2018, before a R$159.0 billion target.

o As new projections do not endanger the fulfillment of the target, there was no need for budget 
freeze.

o Still, the Executive created a R$18.2 billion budget reserve to accomodate the risk of frustrating
revenues from the privatization of Eletrobrás and expenses with the federal intervention in the state
of Rio de Janeiro.

o February and March budget updates had to reverse the impacts of several fiscal adjustment
measures initially considered in the 2018 Federal Budget, but already frustrated or with high risk of
frustration.

o The difficult in approving fiscal adjustment measures brings additional challenges to the reduction of
primary déficit. These challenges have been, to some extent, offset by economic recovery, witch has
positive reflections on tax collection, and by the expectation of non-recurring revenues, such as the
the ones provided by the privatization of Eletrobrás.



2018 Budget

o Evolution of government projections shows no relevant changes in the expected primary revenue and expenditure.

o IFI projections point to a primary déficit lower than the expected by the government. The difference is explained
mainly by the expenditure side.

R$ billion



Public Debt

o Public debt maintains its upward trajectory.

Source: Central Bank.
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o Reduction of the public sector nominal deficit continues, determined by the fall in interest rates and, more recently, 
primary deficit.

R$ bilhões

Source: Central Bank.
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o Securities debt grows because of primary deficits and Central Bank’s repo operations stop growing because of the 
early redemption of credits from BNDES by the Treasury.

R$ bilhões

Source: Central Bank.
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o The cost of securities debt is falling not only because of the Selic rate but also due to prefixed rates.

R$ bilhões

Public Debt
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o Increase of the Selic-indexed stake in the securities debt. 

R$ bilhões
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