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Summary

• In order to quantify the risks relating to the cyclical recovery of economic activity, we updated, in addition to the basic 
scenario, the macroeconomic parameters of alternative scenarios. In the basic scenario, projections for inflation and the 
Selic rate were reduced in function of the still very high level of economic slack.

• Output gap in 2017 was at -7.2%, a recovery of 1.27 p.p. compared to the -8.4% of 2016. The recession of 2014-2016 was 
the most intense, lasting and with the most slow recovery over the last two decades. The output gap recovery pace is 
about half of the verified on 1998-1999 recession.

• The contribution of revenues low correlated with economic activity remains substantial and accounts for approximately 
65% of the collection increase. Vigorous advance of expenditures, however, was influenced by the anticipation of judicial 
remedies payments.

• Higher oil revenues help in updating the short-term fiscal scenario, despite higher spending with the family allowance 
program (“Bolsa Família”), judicial remedies and discretionary expenses. However, in the medium term the challenge of 
rebalancing the public accounts remains substantial.

• The 1st bi-monthly budget update little changed government tax projections to 2018. Budget execution data up to 
February, however, show higher than expected revenues and lower than expected expenses. Persisting the performance 
so far, significant official changes should occur in the next updates.

• Tax expenditure reached BRL270.4bn in 2017, which is equivalent to 4.1% of GDP or 20.7% of revenue collected by the 
Federal Revenue Office, and is more than twice the BRL124.3bn central government primary deficit. About 80% are 
concentrated in nine categories, with emphasis on Industrialized Products Tax (IPI), Contribution to Social Security 
Financing (COFINS) and Income Tax (IR).



Macroeconomic Context

o The performance of aggregate indicators of economic activity remained weak in February, not 
enough to recover the losses registered in January.
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o First available information about the state of the economy in the second quarter brought 
mixed results: between March and April there was expansion of industry capacity utilization 
(NUCI), increase of economic uncertainty (IIE) and reduction of the confidence of economic 
agents.

Macroeconomic Context



Macroeconomic Context

o The increase of employment is still a result of informal and self-employed occupations.

o Labour market data for the quarter ended in March also showed some deceleration in the 
expansion trend of employment and income variables.



Macroeconomic Context

o IFI estimates indicate that Brazilian economy operated approximately 7.2 p.p. below its 
potential in the fourth quarter of 2017.
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o High level of idleness is one of the factors that explain the benign inflation path for 
consumers.

Macroeconomic Context



o At the end of March, the yearly ex ante real interest rate reached 2.4%. This rate has 
decreased sharply. After reaching around 9% in mid-2015, it is now in one of the lowest levels 
of the time series, which should stimulate investment and consumption in the medium term.

Macroeconomic Context
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o Due to the slow expansion of activity, the opening of labour market and the recent evolution of 
uncertainty, estimates for the 2018 GDP growth from the Central Bank’s Market Readout Report (Focus) 
have decreased in recent months: 2.69% in Jan, 2.92% in Feb, 2.84% in Mar and 2.75% in Apr.

o IFI estimates remain at 2.7% and may be reevaluated with the incorporation of the results of the national 
accounts for the first quarter of 2018.

Macroeconomic Context



o We updated, in addition 
to the basic scenario (1), 
the macroeconomic 
parameters of 
alternative scenarios (2-
optimistic and 3-
pessimistic)

Macroeconomic Context



2018 Budget

o Government’s 1st bi-monthly budget update little changed fiscal projections to 2018
o Budget execution data until February, however, show higher than expected revenues (6.4% higher 

than projected) and expenses below predicted (-5.4%)
o Persisting the performance observed so far, significant changes should occur in the next updates.
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2018 Budget

o IFI projects a primary deficit of BRL141.8bn in 2018, BRL15bn lower than government's forecast 
(BRL157bn)

o The difference lies mainly in spending, particularly in so-called “expenditures with cash-flow control”. 
While the IFI projects growth of 2% compared to 2017, the Government projects an 11% advance.

o But it is to note that part of government’s projected spending is reserved to absorb fiscal risks 
regarding privatization revenues from Eletrobrás. Excluding the reserve, government and IFI figures 
get closer.

R$ billion



Revenue

o Gross revenue grows in real terms 7.6% or $26 billion in the quarter compared to the same period of 
2017.

o The expansion of revenues with low correlation with economic activity, of BRL16.6bn, is substantial.
o Recurring revenues shows real growth of 2.9% or R $9.5 billion against the first quarter of 2017.
o Year-to-date, about 65% of the revenue growth is due to events with low correlation with the 

activity.

Gross revenue growth – QoQ (BRL Million)
Revenue low correlated with activity – growth

breakdown – QoQ (BRL Million)
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Expenditure

o Primary expenditure register real growth of 12.6% or BRL12.7bn in March versus March/17.
o Judicial remedies payed in advance, BRL10.3bn, is the main driver for this growth.
o Until March, primary expenditure grew 4.6% or BRL13.9bn.
o Year-to-date, judicial remedies payments reaches BRL12bn.
o Excluding judicial remedies, expenditure would have advanced 1.4% in real terms or BRL4.1bn.

Breakdown of judicial remedies payments in the first quarter (BRL Billion)
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Fiscal Scenario

o Primary surplus is not expected until 2023 in our basic scenario (1). In the optimistic scenario (2), primary surplus 
occurs in 2021

o In the basic scenario, revenue collected by the Federal Revenue Office grows 3.1% and 2.8% above inflation in 2018 
and 2019, respectively. Net revenue in turn should register real growth of 1.9% in both periods.

o Oil price rebound to over US$65/barrel favors fiscal performance in this and next year
o Revenues from tax regularization programs ("Refis“), of BRL23.5bn this year and BRL21.3bn in 2019 impact fiscal 

balance. Evolução do Resultado Primário nos 3 Cenários da IFI (em % do PIB)
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Fiscal Margin

o Fiscal Margin should be close to its lower limit already in 2019, endangering the maintenance of 
public bodies and the implementation of public policies, and putting in risk the fulfillment of the 
primary expenditure ceiling.

Fiscal Margin trajectory (proxy for fiscal policy capacity of cutting expenditure in the short term
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Fiscal Scenario

o Projected performance indicates a certain stability of net revenue in relation to GDP, while 
expenditure will need to be adjusted from 19.45% of GDP to 15.03% of GDP.

o If spending adjustment does not occur, alternative measures with the same fiscal effect must be 
adopted.



Debt projections

o Gross debt is still expected to advance to 86.6% of GDP in the basic scenario (1), and then begin to fall 
slowly (considering that the fiscal adjustment is maintained and improved).
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Tax expenditure (benefits)

o Definition: tax expenditures are indirect expenses of the Government made by the tax

system, in order to meet social and economic goals and are an exception to the reference

tax system, reducing the potential collection and consequently increasing the disposable

income of taxpayers.

o Difficulties in measurement: 

a) to identify all tax breaks in the tax system and to evaluate whether it fits into one of 

the categories of tax expenditure

b) to measure tax expenditure, that is to say, the loss of revenue that arises from it.



Tax expenditure (benefits)

o Revenue loss of the Union derived from tax expenses: BRL270.4bn in 2017, 20.7% of revenue collected
by the Federal Revenue Office (RFB) or 4.1% of GDP.

o There was a sharp increase from 3.5% to 4.4% of GDP, from 2012 to 2014, followed by some fall in the
2016-2017 biennium.

o Along with public spending and the revenue loss derived from the economic downturn, the increase in
tax expenditure was responsible for the brusque deterioration of central government’s primary
balance in recent years.



Tax expenditure (benefits)

o Revenue loss by categorie: highly concentrated in few itens.



Tax expenditure (benefits)

o Problems of the current legal framework: easy to create and enlarge and absence of

evaluation and deadlines

 Flexible interpretation of article 14 of the Fiscal Responsibility Law – LRF (estimate

of revenue loss and compensation) and paragraph 6 of article 150 of the Federal

Constitution (absolute reserve of law and specific law).

 Absence of a clear definition of responsibilities for the bodies involved. Often there

is no designated manager body.

 There is no periodic review, or drawing that allows it, with purposes, indicators and

goals.

 Absence of deadlines or renewal terms. Once in the legal framework, tax benefits

became perpetual, which tends to raise public revenue loss over time.



Tax expenditure (benefits)

o Consequences of tax expenditure:

The numerous existing tax benefits make tax system more complex, more vulnerable to

avoidance and evasion and difficult to evaluate.

Tax benefits compete with direct spending, so that the introduction of a new benefit

means passing over a direct expenditure.

Tax benefits make tax burden fall on other taxpayers shoulders.

Tax benefits allow for bypassing control mechanisms that focus on direct spending, for

example expenditure limits set by LRF and EC 95/2016.

The perpetuation of tax expenditures creates restrictions for the creation or extension of

meritorious tax expenses.


