 

Interview:   Roundtable with FGV Economist Armando Castelar; Banco Itau Chief Economist Ilan Goldfajn; GO Associates Partner Gesner Oliveira 
       --“The Central Bank has lost much of its credibility.”—

Brazilian economists are not optimistic about 2014. Because of persistent inflation and high interest rates, growth will be lower than in 2013. General and presidential elections will make it even harder in 2014 to meet fiscal goals than it was in the touch-and-go year of 2013. Three economists offered their forecasts at recent events. Excerpts follow: 

· Gesner Oliveira: “Brazilian growth will lag behind other emerging countries. We could see a gradual decline in global commodities prices, which will hurt our exports. Industrial production will lag behind overall GDP. We’re forecasting GDP growth in 2014 at a very modest 1.8%.” 

· Ilan Goldfajn: “We expect Fed tapering to begin in March. That will mean higher U.S. interest rates and a stronger U.S. dollar. The Brazilian Real could weaken to R$2.45 per dollar in 2014. That will make it harder for the Central Bank to fight inflation, which we see at near 6.0% again. It will help our exports but only after a period of transition.” 

· Armando Castelar: “The Central Bank has lost much of its credibility. Almost no one believes it can deliver inflation on target at 4.5% in 2014, or even in 2015 or 2016. Domestic demand is growing faster than industrial production. So, our manufactured products get diverted from exports to the domestic market and even that’s not enough; we still have to import heavily.” 

· Oliveira: “Agriculture will lead growth in 2014 on farm credit, led by the government. Consumption will rise but more slowly than in the past. It will continue to underpin the economy and President (Dilma) Rousseff’s popularity ahead of the October elections.” 

· Goldfajn: “We’re projecting economic growth in 2014 of just 1.9%. There has been a decline in the economically active population, in course since 2009. Discretionary income will continue to increase, but more slowly than in 2013. Retail sales will rise but that will also decelerate from rates seen in the past. Consumer spending is no longer the chief engine of growth for Brazil. The cycle of consumption that began in 2003 is coming to a close.” 

· Castelar: “U.S. interest rates will rise and Brazilian rates will have to go up in tandem. But that will make it more expensive to roll over debt. In 2014, fiscal policy will still be expansionist ahead of elections. There will only be a fiscal adjustment in 2015, if at all. The popular economy is still strong. There are jobs. Earning power is steady and credit easy. So there is no need, from the government’s viewpoint, to alter economic policy before the election.”  
Top News of the Week
Public sector posts big November budget surplus on collection of back taxes. Brazil’s public sector rolled up a primary budget surplus of R$29.7 billion in November, up a spectacular 27% from November of 2012. The surplus was boosted by some R$35 billion in collection of back taxes under a special program for negotiated resolutions to corporate tax cases. The 12-month surplus of R$112 billion was equal to 1.43% of gross domestic product, still lagging behind the government’s calendar 2013 goal of 2.3%. However, the target can be met through a series of capital budget discounts, and other accounting shifts. The monthly figures do not include debt service costs. With such costs factored in, Brazil ran a monthly public sector deficit of R$5.5 billion. 

Government slaps higher IOF tax on overseas use of debit cards. Brazil’s government last week slapped a higher financial operations tax on the use, when overseas, of debit cards issued by Brazilian banks and credit card companies. The tax, previously 0.38%, was hiked to a punishing 6.38%. The government thus subjected debit cards to the same level of taxation as credit cards. The credit card hike occurred in 2011. The order comes at a time of rising net expenditures in travel accounts and a burgeoning current account deficit. The January-November current account deficit was $72.7 billion and could top $80 billion for the calendar year. The current account deficit in 2012 was $54 billion. 
Government decides to maintain tax breaks on big ticket items. The Finance Ministry last week announced that it will maintain abatements on industrial products taxes into 2014. The tax breaks were originally due to expire on January 1. The IPI abatements were originally put into place in 2011 as a way to spur sales of major home appliances and protect manufacturing jobs. Taxes on the big-ticket household goods originally ranged from 10% to 20%. With the abatements in place, the taxes range from 5% to 10%. Tax abatements on motor vehicles, however, lapsed on time at the beginning of 2014.
Brazil posts worst trade performance in more than a decade. Brazil posted a foreign trade surplus for 2013 of only $2.56 billion, the country’s worst trade performance since the year 2000. Brazil was only saved from a deficit by the December figures, which showed a monthly surplus of $2.65 billion. Trade performance was hurt on both sides of the ledger. By contrast, in 2012, Brazil rolled up an impressive surplus of $19.4 billion. Trade was hurt on both sides of the ledger. Imports rose 6.5% to $239.6 billion on continued strong demand for cheap manufactured products. Even a 15% currency depreciation did little to stem the flood of imports in 2013. High taxes and poor infrastructure have made Brazilian manufacutred products uncompetitive even in the domestic market. Exports, meanwhile, declined 1% to $242.2 billion on uncompetitive manufactured products and flat prices for commodities.     
Preliminary figures show federal government surpassed 2013 surplus target. Finance Minister Guido Mantega last week released preliminary figures on federal government budget performance in 2013. He said the government rolled up a primary budget surplus of R$75 billion, surpassing the government’s target of R$73 billion. The government managed to surpass the target mainly because of an increase in revenues from payment of back taxes by corporations. Such payments exceeded R$35 billion in 2013. The government also gained revenue from sale of concessions for roadways, airports and offshore oil drilling blocks. Full figures for 2013 will be released at the end of January and will include budget performance by state governments, municipalities and government-run companies. The overall goal is a surplus equal to 1.5% of GDP. The goal will be easily met once all the figures are known, Mantega said. The government’s original goal for 2013 was a surplus of 3.1% but that figure was reduced to 2.3% and then to 1.5% because of a sluggish economy. The goal for 2014 is a primary budget surplus of only 1.1% of GDP.  

Business News
 
Investment News: 

Buying and holding U.S. dollars turned out to be the best investment of 2013 in Brazil. The dollar closed out the year at R$2.36 against the Brazilian Real, representing a gain of 15.1% on the year. That return was better than stocks, which lost ground, and fixed-income investments, which tend to track the Central Bank’s base interest rate. The base rate ended the year at exactly 10.0%. The dollar gained despite persistent Central Bank intervention during the second half of the year. Economists are predicting more gains for the dollar in 2014 as U.S. interest rates rise. 
Company News

State-run oil giant Petrobras last week sold its 35% stake in the BC-10 offshore oil field to two partners for $1.64 billion. Shell and ONGC Videsh bought the stake. The sale was part of a Petrobras plan to shed assets in order to concentrate investments on exploration, drilling and refining.     
The General Motors Brazilian subsidiary last week officially let go of 1,053 workers at its São José dos Campos plant in the state of São Paulo. Unions expressed their displeasure with the decision and forced a meeting between GM executives and Finance Minister Guido Mantega. However, the meeting did not result in a reversal of the decision. GM noted that, in an accord reached early in 2013, it had agreed to maintain the jobs through the end of that year. The dismissals were effective as of January and were, therefore, within the terms of the accord. GM also noted that the dismissals were part of a broad re-organization. The re-organization has led to creation of jobs at other GM units in Brazil.

Brazilian Calendar
Tuesday, January 7, National Motor Vehicle Manufacturers Association (Anfavea) release of annual production, sales and export figures, Hotel Mercuré, São Paulo  

Indicators
Foreign exchange rate: R$2.36 = $1.00
Air traffic finally staged a long-awaited comeback in November, with airlines carrying 7.8 million passengers during the month, according to the Civil Aviation Authority (ANAC). That figure represented a 6.5% increase over the same month in 2012. But air traffic for the period January through November rose by only 0.7% against the same period of 2012. Economists said air traffic picked up on discounting by airlines and greater job security among consumers.  
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