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Situado en el puesto siete a nivel mundial (y la segunda economia emergente mas
grande del mundo) debido a la dimensidn de su Producto Bruto Interno, Brasil es el
arguetipo del pais emergente. Superd brillantemente la prueba que representd la
gran crisis del 2009, demostrando asi la fuerza de sus bases econdmicas vy la
madurez de sus instituciones publicas. Sin embargo, el optimismo caracteristico de
los Brasilefios estd duramente puesto a prueba en los ultimos dos afos: crecimiento
débil, pérdida de competitividad industrial, y mas recientemente, protestas masivas
de la poblacion gquién se torna cada vez mas intranquila.... {Puede ser reparado el
motor brasileno?

Este panorama ofrece un enfoque global, relativo a los retos econdmicos vy
socio-politicos y al analisis sectorial. El débil crecimiento vy las tensiones sociales
resultan de problemas estructurales relacionados en menor grado a las politicas
econdmicas clasicas que a las reformas relativas a infraestructuras y educacion, por
lo cual, tal y como puntualiza Cristiano Souza del Banco Santander, “estos
problemas no pueden resolverse en un corto plazo”. Segun Luiz Rabi de Serasa, en
este contexto de bajo crecimiento, no habra una disminucién de la tasa de
morosidad de las empresas. Por un lado, las empresas se benefician de la demanda
domeéstica favorable, pero por otro lado, las tasas de interés vy la debilidad de la
actividad global estan afectan su desempefio.

En todos los analisis sectoriales presentados en este panorama (guimicos, acero,
automotriz, distribucion, agroalimentario) el famoso “Costo Brasil” aparece como una
desventaja decisiva. Por ejemplo, el costo de la energia pesa sobre la industria
siderurgica; las presiones a la alza de los salarios erosionan la competitividad en la
industria quimica. Los pequenos productores del sector agroalimentario carecen de
acceso hacia la nueva tecnologia. Sin embargo, el sector empresarial de Brasil se ve
beneficiado por dos puntos fuertes. El primero es la fuerte y constante implicacion
de las autoridades, quién no dudan en el extremo de adoptar medidas de
proteccion. Fernando Figueiredo, Presidente Ejecutivo de la Asociacion de la
industria quimica, considera el Consejo de competitividad para la industria quimica,
iniciado por el ejecutivo, como un “empujon final en la direccion correcta” hacia la re-
cuperacion. LEI segundo punto fuerte radica en el dinamismo de los ingresos de la
clase media que contribuye a la alza de los precios, pero que también sostiene la in-
dustria automotriz y el comercio minorista, dos sectores claves. La clase media bra-
silefa se estd equipando, atrayendo el interés de los inversionistas

internacionales, como se nota en el interés de los constructores de autos coreanos
y chinos. En definitiva, el pais posee buenas cartas para esperar gue despegue este
mercado inmenso...
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Las cifras de crecimiento siguen frenando el legendario optimismo de los brasilefios. En el 2012, el indice de actividad fue
el mas débil registrado entre los BRICS (1) con un 0.9% en comparacion con un promedio de 4.8% de los demas paises
emergentes. El primer trimestre 2013 fue de nuevo decepcionante, cuando todos los observadores esperaban una clara
mejora; la actividad solo crecié de un 1.9% en un afio. A estas decepcionantes cifras de crecimiento se afade la persistente
inflacian: los precios al consumo subieron un 68.5% en Mayo 2013, Esta casi estanflacion es una de las razones, entre otras,
de los grandes movimientos sociales que se producen desde mediados de Junio del 2013, La estanflacion plantea un
dilema a la politica monetaria; se debe promover la recuperacion v en consecuencia bajar las tasas de interés? 4O no seria
mejor hacer lo contrario e incrementarlas, para combatir la inflacién, percibida negativamente por la poblacién de un pais
gue tiene un duro historial en materia de alza de precios? Finalmente, la estanflacidn de Brasil esta afectada por factores
estructurales, el famoso “costo Brasil”, quién se han vuelto en problemas coyunturales: tensiones en el mercado de trabajo,
pérdida de competitividad, deficiencia en infraestructuras... Tales son las razones de la "averia brasilefa”...

Estanflacion - un coctel preocupante

Contrario a la leyenda y especialmente en lo que concierne
a los otros paises emergentes, Brasil se caracteriza por un
crecimiente potencialmente limitadeo: el PIB crecid un pro-
medio de 3.6% entre 2000 vy 2011, muy por detras de China
(10.2%), por supuesto, pero también de Rusia (5.3%). Este
crecimiente moderado se explica mediante factores tipi-
cos estructurales de Ameérica Latina: una baja tasa de in-
version comparada con las economias de Asia (18% del PIB
contra 45% en China), ¥ un crecimiento volatil, dado que
la dinamica de la demanda interna tiende a empeorar &l
deficit corriente, guién se ajusta después brutalmente.

GRAFICO 1.

En definitiva, Brasil estad acostumbrade a boorns and
busts, tal ¥ como se observa en la tabla 1 sobre la tasa de
crecimiento del PIB v el déficit de la balanza corriente
desde 1980. Siguiendo el boom record del 2010, con un
crecimiento del 8%, lo cual se analizaba como un claro so-
brecalentamiento de la economia, el 2011 ¥ el 2012 fueron,
tal v comeo se esperaba, afios de moderada actividad. Final-
mente, un componente ciclico tipicamente brasilefio ex-
plica la desaceleracion observada.

Crecimiento del PIB (%) v saldo en cuenta corriente (% del PIB)

— FUE {Tazs d9 crecimisento}

— Cueria O Trancaccions: corrientes (% deld FIB)

(-

Fuente : FHI

(11 Brasi, Rdssia, India. China, Africa del Sur.

UNA PUBLICACION ECOMOMICA DE COFACE 2



20

1§ o

Sin embargo, e desempefo brasilefic es preccupante:
pese al movimiento impresionante de baja de las tasas de
intereses realizada por el Banco central, la actividad no ha
recuperado. Entre Agosto del 2011 v Octubre del 2012, 2l
Banco de Brasil pudo bajar su tasa de referencia del 12% a
7.25%, un esfuerzo considerable pero con decepcionantes
resultados: el cuarto trimestre del 2012, la economia crecia
con una tasa media anual del 1.4% v registraba una
persistente contraccion de la inversion. En cuanto a la
inflacion, esta sobrepasaba el 8%. Detras de este fallido

intento por revivir a la economia se encuentra un problema

fundamental para el crecimiento de Brasil. A lo largo del
2012, el consumo de los hogares se mantuvo vigoroso,
potenciado por la baja de la tasa de desempleo vy la
constante alza de los ingresos reales de los hogares, vy asi
sostuve la actividad. Pero las inversiones de las empresas
se redujo v la oferta resultd insuficiente. Este dilema esta
claramente ilustrado en la tabla 2 la cual compara las
ventas al por menor (reflejando el apetito de consumo de
los Brasilefios) v la produccion industrial (la cual refleja las
limitaciones que pesan sobre l|a oferta). Las ventas al por
menor se mantuvieron en 2011y 2012 mientras la
produccion disminuia, Este desfase entre la oferta v la
demanda es tipico de las situaciones de estanflacidn. Los
datos del PIB en el primer trimestre del 2013 muestran una
inversion de la tendencia: el consumo baja, la inversién se
reanima, pero es dificil decir si se trata de cambio duradero
del padron de crecimiento, cuyo ritmo gueda
decepcionante.

GRAFICO 2:
Ventas al menudeo ¥ Produccion Industrial (afo con afo, %)
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Fuante | IBGE (Inttituts Brazilens de Geosgrafia y Estadistica)

(2} Durante ¢l pericde de fusrte apreciacidn, entre ol 2008 y 2011, las autoridadaes
reaccionaron al introducir un impuesto at flujo de capital, cuyo impacto en &l tipo da
cambio resultd al final ser imitado. Mo obstante, se considera que aste impuesto logrd
cambiar &l tipo de capital ingresante a favor de inwverziones extranjeras directas mencs
sspeculativas. Este punto 5o trata a detalls en Panorama de Riesgo Pais de Coface,
Cambrios en paises de riesgo emargantes, Margo 2013 ver paginas 7 y & sobre los
controdes de capital en Brasil

<Son el Banco central v el Real los

unicos culpables?

Gran parte de los problemas de crecimiento de Brasil han
sido atribuidos a la politica monetaria; tasas de interés
consideradas como excesivas v una insoportable
apreciacion de la tasa de cambio. Ya no se pueden utilizar
las tasas de interés como herramienta para reactivar la
economia en el 2013, El Banco central considera que hizo
lo necesario, ¥ la inflacién ha scbrepasado los limites
aceptables: su objetive es un 4.5% con un margen de
+/-2%, Ahora en un 6.5%, la inflacidn ha alcanzade el
range superior del cbjetivo.. El Banco central ha
empezado nuevamente aaumentar las tasas desde Abril
del 2013, con otro aumento en Mayo, |a tasa se encuentra
actualmente en un 8%, El crédito bancario ha sido
extremadamente dinamico desde 2009: crecid del 15 al
20% en ritmo anual, v todavia del17% en Abril del 2013 En
término de stock, los créditos bancarios son limitados en
relacion al PIB (alrededor de 50% en comparacion con el
130% en Chinal, perc no cabe duda gue la intermediacion
financiera haya crecido substancialmente. La oferta de
credito, sin embargo, tiene una caracteristica particular
quién relativiza el apetito de los bancos: de hecho es la
banca publica quién esta a la raiz de este resaltante
dinamismo. La tasa de crecimiento del crédito de las
entidades pdblicas era del 41% en Abril del 2013
comparado con el Y% del sector privade (es decir casi
cerca del 0% en términos reales). Actualmente, los
créditos de los bancos publicos representan un 47% del
stock total, de los cuales un 20% corresponden al Banco
Macional de Desarrollo Econdmico y Social (BMDES). El
importante papel desempefado por los créditos publicos
tiene sus desventajas. Algunos observadores consideran
que el BMDES ha otorgado demasiados préestamaos a los
grandes lideres industriales sin desempefiar su papel v
compensar las insuficiencias del marcado. Ademas, el
crecimiento del balance del BNDES es un contingent
liability para el Estado. Pero en todo caso y considerando
su continuo dinamismo, el crédite ha sostenido |a
actividad desde la crisis.

La tasa de cambio, un tema muy debatido en Brasil,
registro una trayectoria sorprendente. Del 21de
noviembre de 2009 hasta finales de julio del 201, la
moneda brasilefia se aprecid en casi un 60% en
comparacion con el délar estadounidense. Por eso es facil
comprender por qué las autoridades brasilenias
multiplicaron declaraciones contra “la guerra de las
monedas” y la accidn de la Reserva federal de Estados
Unidos, considerada como devastadora, Sin embargo,
desde julio del 2011, el Real ha perdido un 30% contra el
dalar. A mediados de junio del 2013, influenciada por los
cambios anunciados en la politica monetaria
norteamericana y por las manifestaciones sociales
masivas, el ritmo de la depreciacion de la moneda bra-
silefia es preoccupante, El tema de la tasa de cambio es
altamente delicado en Brasil: la industria representa
alrededor del 23% del PIB vy 40% de las exportaciones.
Industria automotriz, aeronautica, productos quimicos, ©
jugo de naranja... el pais esta presente en muchos
sectores, La amenaza de una desindustrializacidon es un
tema crucial tante para los emplecs como para la
sostenibilidad del crecimiento. El salde de la balanza
comercial de Brasil registra resultados cada vez mas
decepcionantes; de acuerdo a los prondsticos del Banco
Santander, el superavit caera de $12.4 billones de ddélares
en 2012 a $1.8 billones de dolares en el 2013 vy se
transformara en déficit en el 2014, El saldo corriente,
deficitario desde el 2007, crece constantemente, Se
encontrara probablemente por debajo de los -3% del PIB
enel 2013
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Si bien hubo una pérdida de competitividad de la industria
brasilefia, el tipo de cambio no puede ser considerado
como el Unico responsable, ya que su constante
apreciacian se interrumpid desde cerca de dos afos. Las
razones se deben buscar en otros factores: desde
mediados del 2010, los costos laborales unitarios han
estallado (+10% en un aflo en Abril 2013), mientras que la
productividad industrial ha caido (- 0.5% en el mismo
periodo) (3. La fuerte apreciacién de |la tasa de cambio
ha finalmente acentuado la pérdida de competitividad de
la industria. Hoy, su caida podria contribuir a alimentar las
tensiones inflacionistas. Sin embargo, el incremento de los
precios v la debilidad de |la actividad son los resultados de
factores mas profundos gue los excesivos movimientos
del Real: es lo que esta conocido como el “costo Brasil”,
empezando por el costo laboral.

El mercado laboral se encuentra
bajo tension...

La tasa de desempleo de Brasil ha caide drasticamente
desde inicios del 2000, cayendo del 12.4% en el 2003 a
salo el 5.5% en el 2012, v estabilizandose en un 5.8% en
Mayo del 2013 (ver tabla 3). Mientras es cierto que esta
situacion proxima al pleno empleo sostiene 2l consumo de
los hogares (ver tabla 2), podria contribuir a la alza de los
salarios ¥y a mantener presiones inflacionistas, v al mismo
tiempo poner bajo presion las ganancias de las empresas.
Ademas, el salario minimo velvié a incrementarse en un 9%
el 1 de enero del 2013, La tasa de desempleo continda
estando por debajo de la denominada tasa naturales decir
en un nivel compatible con una inflacién baja, estimada en
un 6%. Las tensiones en el mercado laboral no parecen
disiparse, a pesar del contexto de débil crecimiento que
caracteriza al pais desde mediados del 2011. La
productividad sigue decepcionante debido en particular a
la falta de un personal calificade v a los empleos creados,
mayeritariamente presentes en actividades de servicios
{4) poco productivas, contribuyendo poco al crecimiento
del pais.

GRAFICO 3:
Tasa de desemples (3%) v salarios reales (Jan-03 = 100)
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...l0s costos estan subiendo...

Este aumento de los salarios ha tenido un gran impacto
sobre los costos. Se puede observar una larga tendencia de
alza de los costos en Brasil, la cual afecta
significativamente a la industria. Por consiguiente, la
produccion industrial se redujo en un 0.8% en el 2012 {y se
redujo nuevamente en un 0.3% intertrimestral en mayo del
2013) mientras gque el sector de servicios crecicd un 1.7%. La
razan es simple: los servicios no comerciables estan mejor
adaptades a un aumente de los salarios, va gue son mas
capaces de transferir costos mas altos en precios mas
elevados. La experiencia pasada de Brasil muestra
claramente gque los periodos de crecimiento sostenible del
pais han estado frecuentemente acompafados por un
dinamisme industrial importante (compare tabla 1 v
2).Numerosas medidas adoptadas en el 2012, gue sea a
nivel fiscal v monetario (5), tenian como objetivo de limitar
la pérdida de competitividad del sector industrial. Sin
embargo, este sustancial incremento del 83% en los costos
laborales unitarios entre el 2003 y 2012 (ver tabla 4)
explica sin duda que el pais sufriera una pérdida de
competitividad contra sus vecinos vy otros principales
paises emergentes. La diferencia entre los costos horarios
es espectacular: en el 2012, cuando estos se limitaban solo
a 2.2 dolares en México, 4.7 en Chile v 317 en China, en
Brasil alcanzaban la cifra de 111" Esta desfavorable dinamica
influyd negativamente la productividad vy el erecimiento del
pais, frenado ademas por infraestructuras claramente
deficientes.

GRAFICO 4;
Costo Salarial Unitario (Jan-03 = 100)
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...y las infraestructuras son deficientes

El coste del trabajo no es el unico obstacule al crecimiento
brasileno. Posicionado en el ditimo lugar de los BRICS en
cuante a la calidad de las infraestructuras (ver tabla 5),
Brasil encuentra dificultades para mejorarlas a pesar de
los numerosos proyectos vinculados al Mundial de futbol
2014 v los Juegos Olimpicos 2016. Efectivamente, la
calidad de las carreteras, de las infraestructuras portuarias,
aéreas v ferroviarias sigue siendo insuficiente. Las
autoridades estan comprometidas & incrementar los
gastos y estan tratando de promover la inversion en
grandes infraestructuras. vinculados sobre todo a los dos
mayores eventos deportivos proximos. En Agosto del
2012, |la presidenta Dilma Roussaff reveld un plan masivo
de estimulo basado en esguemas de asociacion publico-
privado v la apertura de las concesionas de carreteras,
ferrocarriles v asropuertos. Sin embargo los inversionistas
aln se muestran reticentes, frente a una fuerte burocracia
y pesados tramites administrativos, una fiscalidad excesiva
e ineficaz, v un desao de mayor control del Estado sobre
la economia. Por este motivo existe una duda persistente
sobre la capacidad interna del pais para llevar a cabo las
inversiones anunciadas, especialmente cuando los
principales proyectos de inversion, no han progresado a la
fecha a la velocidad esperada, como lo muestran los retra-
s05 en los principales proyectos lanrzados por el anterior
presidents Lula o en el avance del Programa de
Aceleracion del Crecimiento (PAC2) {(6), del cual sélo el
30% del presupuesto programado fue desembolsado en el
2012, Este déficit créonico de infrasstructuras continda
dificultando substancialmente el crecimiento del pais.

Conclusiones

GRAFICO 5:
Rankings de infraestructura
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(6} B2, lanzado el 3010, s b continuackn dal premar Progeama de Crecsmeento
Acelersdo inauguwado porel presidente Lula en el 2007, destinado & & inversion en
infraestructura, obras plblicas ¥ ka adguisicidn de equipos.

El reconocide “costo Brasil” se ha convertide en un problema de primera importancia para
el pais: una situacion tensa en el mercado laboral, una industria debilitada por su falta de
competitividad e infraestructuras que se desarrollan dificilmente. El modelo de crecimiento
brasilefic impulsado por el consumo esté detenido. A tal punto que el continue aumento del
costo de vida v las insuficiencias en infraestructuras han generade un inmenso descontento,
traducide por manifestaciones masivas a mediados de junio del 2013. La solucidén a la
estanflacién de Brasil no radica en la politica econdmica, sino en reformas promoviendo la
educacién y asimismo incrementar el nimero de trabajadores calificados. Ademas, un
esfuerzo de mejora de las infraestructuras es indispensable para luchar contra los cuellos
de botella. Sin embargo, son medidas dificiles de implementar v los resultados sélo se
veran a largo plazeo. Mientras tanto, la poblacidn se impacienta...

UMA PUBLICACION ECOMOMICA DE COF ACE f 5



Socio-economic

analysis

By Dominigue Fruchter
Senior Economist, Coface

June 2013

A Society

under stress

Poverty and inequality have decreased in Brazil over the last two decades. However, the big demonstrations in the summer
of 2013 show that the reasons for discontent have not gone away, as there are still high levels of inequality. The political
parties are struggling to provide a response to the demands of the middle class, which is no longer satisfied with the
consumer society alone. With the prospect of several major international events (WYD, World Cup, Olympics), President
Dilma Roussef is showing a readiness to listen. She has sufficient popularity, particularly among the middle class, which is
now the majority, to allow her, at least partially, to impose the changes necessary to meet expectations.

Distinct reduction of inequality
and poverty...

The rise in GDP per capita has been remarkable (from
$7221in 2007 to $11490 in 2012) thanks chiefly to the sub-

CHART T:
Reduction of income inequality
Changes in the Gini coefficient

stantial increase in real wages (average annual growth of oy
1% between 2007 and 2017), to the even greater increase 0.60 _
in the minimum wage (+66%), to the growth of formal
employment, to the development of social security and to 058
macro-economic stability, The rapid expansion of credit
has also played an important role. The improvement has 0.56
been greatest for the regions and groups which had been
furthest behind: the North East, the peasants, large families 054
and the black population. The reduction of inequality has
been significant: The Gini index (measuring income 0.52
inequality) improved distinctly from 0.57 in 2000 to 0.51in & 2010
2012. This has enabled a larger segment of the population 0.50 — & 2012
to access consumption.
048

Poverty reduction began 12 years ago in 2001 with the first Encino Grande No. 46 (
measures adopted during Cardoso's presidency. The flag- Col. Te
ship “Bolsa Familial” programme of conditional aid estab- CP
lished in 2003 by President Lula allows the most Del. Alvaro Ot

Spurces : SEDLAC, World Bank

impoverished families to receive an average sum of 120 real
every month (between 32 and 206 reals depending on the
household income and composition), on condition that the
children go to school and follow the compulsory vaccina-
tion programmes. The sums allocated were increased in
207 by President Roussef as part of the Brasil sem Miseria
(Brazil without extreme poverty) plan, then again in 2012
with the Brasil Carinhoso (Brazil that cares) programme.
The number of beneficiaries is estimated at 26 million in
2013, or a fifth of the population. Another programme, the
Beneficio de Prestacao Continua is a non-contributory pen-
sion paid to poor older people and to the disabled.

Extreme poverty (people living on less than 70 reals a
month) has dropped sharply: in 2002, according to the
Brazilian Economic Research Institute (IPEA), 14% of Brazil-
lans lived below the extreme poverty line; in 2009 only 9%
did so. With the extension of the aid programmes, the gov-
ernment estimates that all those registered under the
Cadastro Unico (Single Registry), another flagship measure
for combatting poverty, have been taken out of extreme
poverty. There are, however, still thought to be 700,000
unrecorded low-income families. Two thirds of these are
thought to be in the North West and half are thought to be
YOG,
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The last decade saw the emergence of a large middle class
called class C, or lower middle class (in Brazil income is
divided into five levels from A to E). Between 2003 and
2012, some 35 miillion Brazilians went from income levels D
and E to level C. This last category represents 55% (against
24% in 2005) of the country's population, with a monthly
family income of between 500 and 1000 euros, whereas
the minimum wage amounts to only 678 reals (230 euros).
The surge in employment has been the deciding factor; the
official unemployment rate has fallen and has stabilised
slightly above 5% of the economically active population.
Moreover the low cost housing programme called "Minha
casa, minha vida" (my house, my life), introduced at the end of
2009, aims to reduce the housing shortage and is a means-
tested subsidy intended for households earning less than
5,000 reals a month. At the end of 2012, one million families
had moved into housing financed by this programme.

CHART 2:
Population distribution by income class {in millions)
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... But grounds for social
discontent persist

The demonstrations in the summer of 2013, bringing
together several million people in the country's major
towns and the biggest since those which had led to the
departure of President Collor de Melo in 1992, are a good
illustration of the persistence of social tensions. The tradi-
tional calm of the Brazilians, their supposed acceptance of
inequalities and their unfailing good humour had their lim-
its after all. Far left activists did indeed participate but the
immense majority of the demonstrators belonged to the
middle class, which now represents the majority of Brazil's

population. Students were well represented. Full employ-
ment, access to the consumer society, sporting events are
no longer encugh for them, particularly as growth is slow-
ing, household debt is reaching its limits, inflation, a bad
reminder of the nineties, is accelerating and certain
incomes are hardly sufficient to keep up with price rises,
which have been especially sharp for food and services.
Deficient public infrastructures - transport above all - one
of the major factors complained about, moreover, vie to
frustrate the daily life of the middle classes.

What sparked it was the increased cost of public transport
in Sao Paolo (from 3 to 3.2 reals) and Rio. The harshness of
the police repression in the first few days with the use of
tear gas, rubber bullets and water cannons strengthened
the determination of the demonstrators. That the protests
persisted after the announcement of the abolition of the
transport price rise indicates that the discontent goes far
beyond the cost of transport. The cost (17 billion dollars)
of constructing the sports facilities needed for the big
sporting events, the Football World Cup and the Qlympic
Games, which the country is to host respectively in 2014
and 2016, is judged to be excessive, while the education
and health services are desperately short of funds to the
detriment of their quality. They guestion the usefulness of
the big stadiums which could turn out to be white ele-
phants like that of Manaus, planned for 63,000 spectators,
while local football matches attract only a few hundred
people.

Public higher education, which drains off a large part of the
public money devoted to education, is of high guality and
very selective, but, to be able to get in to higher education,
vou need to have had excellent primary and secondary
education. But the public primary and secondary educa-
tion system is mediocre. Teachers are badly paid, so tal-
ented people are not attracted into the profession, The
results of Brazilian pupils in the tests conducted in the con-
text of international surveys are not conclusive. There are
private schools but they are too expensive for most fami-
lies. The public health system is affected by the same prob-
lems. These deficiencies are all the more surprising, since
public spending accounts for 40% of GDP, which is high for
an emerging country. All this raises questions about the
effectiveness of public spending.

Another cause of discontent lies in corruption and more
generally in the inadequacies of governance. The country's
performance is only slightly better than the world average.
After having improved, its rating has stabilised in an inter-
mediate position. Corruption has declined but remains
nonetheless significant. So despite the controls, the Minha
casa, minha vida programme is not exempt from corrup-
tion, construction defacts, mediocrity of the sites and lack
of skilled labour. High-ranking politicians found guilty in
2012 in the context of the mensalao scandal have still not
been imprisoned.

THE COFACE ECONOMIC PUBLICATIONS ‘," 7



World Bank 2012 Voice and Political Government Regulatory Rule Control of
indicators accountability stability effectivenass quality of law corruption
BRAZIL 78 1ns a5 94 96 79
CHILE 41 75 35 15 26 18
URUGUIAY 34 50 65 76 63 30
MEXICO 100 159 78 84 131 e
COLOMBIA ng 187 80O B3 nz2 T4
ARGENTINA a1 99 109 159 143 123
INDIA a8 186 a7 127 102 138

Cespite their reduction, inequalities remain significant. The
Gini ceefficient, though improving, remains one of the high-
est among emerging countries, The richest 10% receive
45% of income while the poorest 10% have to be content
with 1%, Inegualities exist both in the private market and in
the public sphere, where some high officials earn more
than their counterparts in advanced countries. A large part
{38% in 2012) of obligatory deductions (VAT, social security
contributions) does not rise as income rises and VAT is
regressive. The poorest benefit little from the Minha Casa
minha Vida social housing programme, which explains why
M million people still live in favelas. Only 45% of the clauses
concern families earning less than 1,600 reals a month. The
inequalities lead to significant violence in urban areas,
largely linked to drug trafficking. This is no longer limited
to the favelas of Sao Paulo and Rio de Janeiro, where,
moreover, it has significantly declined {one must doubtless
see a link with police action in the favelas closest to the
tourist areas with a view to the World Cup and the Olympic
Games) and is taking over the economically less developed
Mortheast of the country, where the murder rate per
100,000 inhabitants can reach 50 or 60 (national average:
26).

CHART 3:

Tensions remain equally strong
in the rural and forest areas.

Episodic conflicts occur between the armed militias of the
landed proprietors and peasants belonging to the Landless
Peasants Movement (MST). The search for new land in the
north close to the future ports, while that situated in the Cen-
tre-West is already occupied by cattle farmers and expensive,
is a further cause of dispute. The Chinese desire to buy land
to cultivate soya and maize which would be processed in
China could make the situation even worse, However, up to
now, the federal and local authorities are proving reluctant.

The arrival of farmers and mining companies in Amazonia
where 900,000 indigenous people are concentrated is also a
source of conflict. Their reserves, which cover 100 million
hectares (1/8 of the country's surface), are highly coveted. The
galloping rate of deforestation has, however, slowed markedly
with the adoption of more protective legislation, protection
which is, howewver, relative because, if a business does not
meet its obligatory guota of land left virgin, it can make up
the difference by buying a certificate from another which
has a surplus. This trade leads to great disparities between
federated states.
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A difficult but real political response

The demonstrations are spontaneous and are not a response
to any political instructions. No leader seems to have emerged,
Their growing scale is explained by the use of social commu-
nication media. The demonstrators are expressing particularly
their disillusionment with the administrative, political and
financial institutions, accused of favouring the elite. Despite
the coming inte power of a centre-left government, in 2003,
and the appointment of former trade unionists and women to
the aovernment, the political figures have scarcely changed.
The lack of change is due to the electoral system (proportional
representation for the deputies) and private funding of cam-
paigns, which favours those with substantial financial
resources or family backing. No party seems able to profit
from the movement. Moreover, their reactions, including those
of the opposition, are embarrassed and discreet.

Dilma Roussef, elected in the second round of the presidential
elections of 31 October 2010 with 56.5% of the votes, quickly
declared that she sympathised with the demonstrators and
expressed her determination to take their demands into
account. Besides her convictions as a former combatant in
the civil war, the holding of World Youth Day in Rio at the end
of June, organised by the Catholic Church, with its cohorts of
young people from all over the world, may have played a part
in her attitude. She has committed herself to ensuring that oil
revenueas will be devoted to education and the health system,
reinforced by recourse to more foreign practitioners. Already
before the protests, the authorities had indicated their inten-
tion to hire 6,000 Cuban doctors to fill the unfilled positions
in the North East and Amazonia. 50 billion real will be devoted
to public transport. A plebiscite may be held about institu-
ticnal reforms in order to be adopted by the Congress, espe-
cially in electoral matters. It remains to be seen if the coalition
in power will support these new policy directions that are
rather vague. For now, only the first commitment has received
a positive vote in the Senate.

The President has a big majority in both houses of Congress:
72% in the Chamber of Deputies (or 73 seats out of 51) and
76% in the Senate (62 senators out of 82) in the framework of
a coalition of 11 parties, among them that of the President, the
Workers” Party (PT), the PMDBE and the PSD. The opposition
is reduced to the Brazilian Social Democracy Party (PSDB),
the Dermocrats (DEM) and the Popular Socialist Part (PPS),
the three of them represented by 111 deputies and 18 senators,
The Green Party, whose candidate, Marina Silva came third in

Conclusion

the first round of the presidential election with 20% of votes,
remains independent. The presidential majority rules 16 feder-
ated states out of 27, The opposition has, however, held onto
those of Sao Paulo and Minas Gerais. The October 2012 munic-
ipal elections did not challenge this situation. The Saoc Paulo
mayoral election was even won by Fernando Haddad (PT),
beating Jose Serra.

A fragmented presidential majority, but
Dilma remains popular

After an easy start to her term in office, the President suf-
fered a series of setbhacks. The most significant is the so-
called "Mensalac" case before the Suprerme Court, in which
some forty leaders of the Workers' Party who had since
become parliamentarians or ministers were prosecuted, Most
of those charged were finally convicted during October 2012
of having bought parliamentary votes thanks to money from
state enterprises during the Lula presidency. Dilma Roussef
thus had to separate herself from sewveral ministers impli-
cated. However, at the end of June 2013 no one has yet been
imprisoned.

The President has also plenty to do to preserve the unity of
her coalition, which brings together a dozen parties in which
discipline is limited and the participation of women tiny. She
has to bear in mind sensitivities when sharing out the posts
in her government. The lobbies, particularly the agricultural
ones, are powerful. Passing a law is frequently difficult. This
has recently been the case with the forestry law and the new
distribution of il revenues among the local governments.
The latter will have to be modified to correspond to a new
commitment made by the President,

Will Dilma Roussef be able to use her personal popularity to
persuade? His approval rating has fallen with the rise of the
social unrest, But in the next presidential elections in Cctober
2014, she will be able to count on the support of the middle
class, which owes a good deal of its enrichment to her. More-
over, 51% of people stated that they intended to vote for her,
her main opponents, Marin Silva of the ecological party, third
in the last election, and Aecio Meves, of the PSDB gaining
less than 15% of voting intentions. The opposition has no
credible candidates for the imminent elections. The risk of
seeing a competitor rise from within her coalition is also
slight since, for the time being, Dilma remains the Workers’
Party’s best re-election trump card.

The demonstrators’ demands are both gualitative and gquantitative in nature. They concern
political practice, education, health, transport and housing. Though the President says she is
determined to respond to the demands, the responses made will inevitably take time.
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Cristiano Souza
Economist, Santancier

« A balance of payments crisis does not

seem likely »

Brazilian GDP has been growing in a weak pace, 0.9%

in 2012 and 0.6% in the first quarter of 2013 compared
with the quarter right before. What is the main reason
for this performance?

GDP performance has been impacted due to the weak-
ness of two components: investment and household con-
sumption. The first one contracted by 4% in 2012 thanks
to the reduction in investor confidence and the rising cost
of the imported machinery, as a result of the exchange
rate depreciation. The second one suffered with the slow-
down in the credit growth (in response to the higher
delinguency rate) and showed some loss in strengths in
2012, Investments rose in early 2013 as a consequence
of the truck production recovery. On the other hand,
household consumption has additionally decelerated,
associated to the higher inflation rate. At the same time,
imports have grown, reflecting negatively on GDP
growth.

What is your outlook for GDP growth in 2013
and 20147

We forecast a growth of 2.3% in 2013 and of 2.1% in 2014.

inflation surpassed the target ceiling of 6.5% a few
times this year. What is the perspective for the
second half of 2013 and for 20147 What explains
this behavior?

In our opinion inflation may show some slowing in the
second quarter of 2013, as food prices continue in a
weakening trend. However, the demand for services
should continue exerting pressure on industry prices,
something that should be maagnified by currency depre-
ciation. Both effects should ensure inflation at 6% this
year and 6.4% in 2014.

Concerning macro policies, government is intervening
on the economy (with trade protectionism and tax
relief measures on sensitive sectors). Are those poli-
tics efficient to boost investments?

The recent interventions have generated uncertainty and
it could be noticed with the fall in investor confidence.
On the other hand, there are signs the government
intends to boost investment in infrastructure through the
private sector (concessions). This would be an efficient
mechanism in the medium and long term to reduce costs
in Brazil and boost productivity.

How do you think the government might behave, in
terms of macro policies, in the second half of 2013
and in 20147

The government must focus on monetary policy, increas-
ing the Selic rate (reference interest rates) to 9% at the
end of this year in an attempt to contain inflation. In view
of the effect of tax exemptions on income tax, fiscal pol-
icy should not reverse its expansionary trend. In this sce-
nario, the concessions should play an important role for
investment, since they are managed in the most efficient
possible way.

The ratio Investments/GDP closed 2012 in only 18.1%,
value below the one reported in 2011. What was the
main reason for this contraction?

The investment fell by 4% in 2012, thanks to the reduction
in investor confidence and the rise of the imported
machinery cost, due to exchange rate depreciation.

Which would be the ideal investment ratio so that
the country could grow in a higher and sustainable
pace?

Our studies show that every 4 percentage points in the
ratio investment/GDP, the potential product grows by
1 percentage point. Therefore, if we want to match the
performance of our Latin American neighbors who have
shown consistent growth between 5% and 6% in recent
years, we would need an investment rate of 25% to 26%
of GDP.

Inflation may show some slowing
in the second quarter of 2013,

The lack of qualified workers is a recurring complaint
of the entrepreneurs. How to raise the educational
level in the short term?

Education is not a issue that can be solved in the short
term. The countries that have experienced growth accel-
eration due to investment in education, like South Korea
and Taiwan, took two decades to reap the rewards of
investments in the sector. The lack of qualified workers
might be solved, in the short term, as it has always been
in the country: with training in the workplace, which is
costly for companies.
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Which are the main promising sectors of the econ-
omy in the short term?

The sectors that are most protected from international
competition, like services, can maintain their profitability.
In addition, heated labor market should be the main factor
driving its growth. If the infrastructure projects are well
underway, related sectors should also show better per-
formance.

Which sectors may face difficulties?

in view of the external uncertainties, with lower Chinese
growth too, sectors that rely more on exports or from
industries facing hard competition from imported prod-
ucts must be the most negatively affected.

The trade balance performance has been falling in
the last months, due to a higher growth of imports in
comparison with exports. Which is the main reason
of this behavior? Furthermore, deficit in the services
account increased in the same period; therefore we
have been verifying record deficits in the current
account. In your opinion, is there any chance of fac-
ing a balance payment crisis?

There are three reasons that explain the fall in trade sur-
plus. The first is the low Chinese growth, which has con-
tributed to falling commodity prices and stagnation in
terms of trade (ratio of export prices and import prices)
of Brazil. Secondly, the demands for Brazilian products
do not show itself robust, due to of low global growth.
There is then the special case of Argentina, which has
created imports barriers. Thirdly, demand remains strong,
despite low GDP growth. With domestic absorption (sum
of household consumption, government consumption
and investment) growing above GDPE. there is a part that

is offset by imports. These three factors have contributed
to the weaker trade balance results in more than a
decade:

Even with higher deficits in current transactions and the
fear of a reversal of monetary policy in the US., a bal-
ance of payments crisis does not seem likely. Invest-
ment flows continue to more than offset the current
account deficit and foreign reserves remain at histori-
cally high levels.

Finally, how do you expect the exchange rate to
behave in the second half of 2013 and in 20147

We estimate the exchange rate to end 2013 in
R$%210/U5% and in R$2,30/U5% in 2014. Part of this
pressure comes from the external accounts, although it
is not a sign of balance of payments crisis, they no lenger
show the abundance of resources that it use to in recent
vears. Another factor causing the depreciation must be
the change of direction in U.S. monetary policy, which
should continue appreciating the dollar as the Federal
Reserve reduces its purchases of assets.

If we want to match the performance
of our Latin American neighbors who
have shown consistent growth
between 5% and 6% in recent years,
we would need an investment rate of
25% to 26% of GDP.
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Luiz Rabi
Economist, Serasa Experian®

« Considering businesses delinquency rate®,
there is a little room to fall from the

already 3.6% »

After its growth in 2012, the delinquency rate for
individuals fell in the first months of 2013. What does
such behavior assign to?

The delinguency rate on individuals peaked 8.2% in Octo-
ber 2012 and has been decreasing since then, achieving
7.5% in April 2013, In 2010 credit access was really easy
and people got very leverage. After a while, delinquency
grew significantly so that the financial system decided to
become more restrictive. The new context in addition to
the job market condition (low unemployment and stable
real wages) allowed the rate to assume a declining ten-
dency.

Should the reduction also imply on a lower
delinguency rate for businesses?

The fall in delinguency for individuals tends to impact on
the businesses, but the historical average of this indicator
is of 7% (we do not expect it to decrease a lot more). Fur-
thermore, other indicators impact more on the delin-
guency for businesses: economic growth and cost of
credit (interest rate). The first one is performing relatively
better (comparing with the last yvear), but it is still low.
The second one has been increasing in the last months,
due the higher Selic rate (Brazilian government reference
rate). Summarizing, there is not much more room to a
decrease in delinquency. One effect tends to cancel the
other.

Is delinguency concentrated on a specific size of a
company?

Micro and small size companies account for 90% of the
cases that Serasa receives. Those are the ones with
turnover up to 4 million reais (1.8 million USD) per year.

Serasa has recently launched a new index, Educacao
Financeira do consumidor (Consumer Financial Edu-
cation). What were the main results achieved?

This index was obtained through interviews and it is a con-
stituted by 3 components: a - credit knowledge, financial
education; b- the attitude that the person said to have,
how it stands and c- the real behavior. From O to 10,
knowledge got the best grade, an 7.5. Atittude got a 6 and,
finally, behavior got a 5. In addition, some interesting
results were verified like: men and wemen have the same
behavior and this is independent of the wage range.
Finally, overconsumption is associated with Brazilian
culture.

* Credit bureau

Brazilian credit Market is very recent, it has signifi-
cantly boosted after 2005. Is the income percentage
committed with funding (wage/credit installment)
still acceptable?

Mo, the percentage is substantially high and is around 21%,
according to Brazilian Central Bank. Regarding borrowing
per individual, it doubled after 2005. This is a result of
the increase of payment terms and lower interest rates.
The peak in delinguency verified in 2011-12 was caused by
the heel in three percentage points in wage commitment.
This warned the Central Bank that it had achieved the
maximum acceptable, in other words, it was already time
to turn the credit more restrictive.

Nowadays we can only know if an individual is in
default or not. With the launch of Cadastro Positivo
{Register Plus) however, it will be possible to cbserve
the consumer s indebtedness. What will be the main
gains?

With Cadastro Postive we will know the wage percent-
age that is already committed. The requirement of the
pay slip will be replaced and will benefit people which
are not able to prove its income. The person will have the
chance to follow its score and the spread tends to decline
to the good pavers.

What were the effects cbserved in the countries that
have adopted a similar tool?

From the 20th richest countries in the world, Brazil was
the only one that did not count with a Register Plus tool.
This product is already mature in many countries and this
will change the Brazilian credit culture. Outside people
follow its score on a regular basis, in order to hire loans
with lower interest and also reflect positively on the
timely payment.

Finally, should the average delinguency rate in 2013
be lower than the verified in 20127

Delinguency for individual could fall up to 7% until the
end of the yvear, closing 2013 with an average rate of 7.3%.
Considering businesses delinquency rate, there is a little
room to fall from the already 3.6%.

Delinguency for individual could fall up

to 7% until the end of the year, closing

2013 with an average rate of 7.3%

{1} Orily on bark credts
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Fernando Figueiredo
Executive President, Abiguim®*

«I'm sure we are now starting to build
industry of the year 2030x»

What is the size of the chemical industry in Brazil
and its position in the global context?

The latest consolidated figures in global terms refer to
2011, The Brazilian chemical industry with a turnover of
157 billion USD held the 6th largest position in the world.
In the same period, the local market (production plus
imports less exports) had an estimated value of 183 mil-
lion USD. The difference between what the industry pro-
duced and what the market had effectively demanded
has therefore created a deficit of 26.5US5D in 2011. In 2012
the deficit reached 281 million USD and in 2013 it is
expected to surpass 30 million USD. Nowadays around
one third of the chemical market is occupied by imported
products,

What are currently the main challenges
of the chemical industry?

The chemical industry has four key challenges: the price
of raw materials, the cost of energy, the high cost of
investment in machinery, equipment and engineering
services and low investment in research and develop-
ment.

Certainly, the main challenge for the chemical industry is
the high cost of raw materials. The gas in Brazil, for exam-
ple, costs 4 times more than in the United States, and
almost 50% more than the price in the European market.
Furthermore, it is estimated that the investment in a new
factory in Brazil is 25% higher than the cost in Asia and
10% higher if we consider the United States. Finally,
Brazilian companies invest approximately 0.7% of sales
in R & D, while the global average is arcund 2%.

How should this industry perform in 20137

Owver the past 20 years, with few exceptions, the chemical
market in Brazil has been increasing by 25% over the
local GDP. In 2012, the market was stagnant, but produc-
tion increased by 2.8%, replacing part of the volume
imported. However, in the first guarter of 2013, the mar-
ket grew by impressive 71% (despite low GDP perform-
ance), but production fell by 1.3%. Our forecast is that we
will return to normal levels in 2013 and expand 25% above
GDP, with production following this performance.

* Brazilian Chemical Industry Association

{1} Pre-salt: Discovered in 2007, the pre-sait layer is a larpe deposit of of located beneath the seabed,
with & volume of approcimatedy 50 bllion barrelds, and comprises a range of BDD km between the
states of Espiritn Santo and Santa Catanna, away {rom 100-300 km from the coast

The chemical industry is known as very energy-
consuming. Has the recent reduction on electric
power tariff promoted by the government caused
any relevant impact over the companies’ costs?

Yes, cost of energy reduced between 17% and 25%, how-
ever, as | mentioned before, it is still 50% higher than the
United States.

The USA has further consolidated its leadership posi-
tion through the exploration of shale gas, which has
cheapened the energy cost. Could the adoption of
this model improve local competitiveness in Brazil?

The technological improvement that allowed the eco-
nomic exploitation of shale gas in the United States is
revolutionizing the petrochemical industry worldwide,
Experts are divided between those who believe that the
phenomenon could be repeated in other parts of the
world and those whao think that shale gas is a uniquely
American phenomenon.

Many articles have been written on the subject and will
continue to be written, but one thing is absolutely true:
the American shale gas has revolutionized the global
petrochemical industry.

The news in Brazil is good: we do not know if we have
shale gas, but the Mational Petroleum Agency (ANMP) will
bid in October the first areas to companies interested in
your exploration.

However, better than this is the production of natural gas
resulting from the pre-salt™:; Experts estimate that natu-
ral gas production will more than double by 2020, if the
fields located in the pre-salt get exploited.

Certainly, the main challenge for the
chemical industry is the high cost of raw
materials. The gas in Brazil, for example,
costs 4 times more than in the United
States, and almost 50% more than the
price in the European market.
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What Brazil needs to do is follow the American example:
Using the discovered gas to stimulate the production of
chemicals that add value corresponding 6-7 times the
amount of gas.

Simply exporting the gas is not in the plans of the U.S.
and should not be in the plans of Brazil.

With respect to Europe, there is a paranoid view that the
exploitation of shale gas is harmful to the environment
and its exploitation is still under discussion. The Ameri-
cans have shown that the environmental issue can be
resolved. Moreover, investments in the environmental
sector have grown much in the United States. It would
not be a surprise to me that one day Poland began pro-
ducing shale gas, as they hold this natural resource, mak-
ing them independent of Russia.

Beyond the high cost of electricity and natural gas,
the scarcity of skilled workers is also a reality in Brazil.
In our opinion, what would be the best way to deal
with it?

For the current size of the chemical industry, there is no
shortage of specialized workers. The problem would only
arise if the investments estimated by the Pacto Nacional
da Industria Quimica @ (National Pact of Chemical Indus-
try) of $ 167 billion were made. Chemical industry cur-
rently employs 400 thousand employees. If investments
are made, we will need more than double the number of
labors, which do not currently exist in the market.

The technological improvement that
allowed the economic exploitation of
shale gas in the United States is revolu-
tionizing the petrochemical industry
worldwide.

We are talking to Senai® and to the Brazilian Agency for
the Industrial Development to carry out a detailed study
of the effective demand and the profile of the profession-
als needed to achieve the qualification. Furthermore,
there is no lack of financial resources to conduct a train-
ing program of this size, because the Federal Govern-
ment has allocated resources and Senai is technically
very well prepared to implement such a program. It is big
challenge, but | think we can overcome it.

(2) Pacto Nacional da inddstria Quimica- study conducted in 2010 by Abiquim. It defines the commit-
ments of the industry with the economic and social development of the country and points the main
obstacles that slow decisions of investors, nationaland foreign, to expand business in the Brazilian
chemical industry.

Simply exporting the gas is not
in the plans of the U.S. and should
not be in the plans of Brazil.

On April 23" the Government announced a reduction
in taxes over raw materials. Should this measure
boost investments or the resumption of projects that
had been postponed?

The exemption of taxes on the purchase of raw material
from the first and second petrochemicals generation
was a crucial decision for the chemical industry, how-
ever, it should not cause an immediate effect on invest-
ment. Let me explain: the chemical industry has been
operating at low capacity utilization (about 80% in the
last six years), when the ideal is to operate at 95%. Thus,
this tax will raise the capacity utilization to levels above
90%, which, when achieved, will encourage companies
to think about new investments.

How has the scenario of lack of competitiveness,
high interest rates and soaring imports impacted on
companies’ balance sheets

It has impacted in several ways. It has been increasingly
difficult to manage the rising costs associated with the
maintenance of productive activities and the operating
margin has also been pressed. Regarding the interest
rates, as the industry is capital intensive, this becomes a
very important variable and worrisome for two aspects,
burdening those who have made investment in recent
years and discouraging new investment.

As the chemical has the need to operate at full load
above 90%.and the world has not recovered from the
financial crisis of 2008 yet, there is a lot of surplus. This
has been placed in Brazil at marginal prices, rising
imports and jeopardizing the financial position of com-
panies in the domestic market.

Could you quantify the sector delinquency rate
and its evolution?

ABIQUIM do not follow the delinquency in the sector.

(3) Senai is a private institution in Brazil, but with public interest. It main objective is to develop and
implement professional training courses to better prepare people for the market.
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Sector

focus

By Patricia Krause
Economist, Coface Brazil

Chemicals:
An impressive growth but

a weak competitiveness

The chemical industry is the 4™ largest in the country, repre-
sents 9% of Brazil’s industrial GDP and 2.3% of its overall GDP,
according to 2012 figures. Local industry is specialized in four
areas: Chemical products used as input by the industrial sector
(mostly for the automobile, electronic and textile industries),
pharmaceuticals, chemical products used as input by the agri-
culture sector and cosmetics. Net revenue has increased by
236% in 10 years allowing Brazil to become the 6th bigger
chemical producer in the world. Despite that, the industry’s
growth is slowing down since 2011, due to frail competitive-
ness in the international stage.

Gas is an essential raw material and it the cost is not compet-
itive. For instance, prices are around 33% higher than in the
US or Canada. The scenario has also aggravated, due to the
rise in the consumption of natural gas derivate from the use
of thermal power plants in the country, in order to save water
in the reservoirs of hydroelectric plants. According to the
Petroleum National Agency, expenditure on natural gas
imports rose by 77% between January-April 2013 compared
with the same period in 2012. As the purchase is made on the
spot market, the country is subject to gas international prices
volatility (Brazil does not hold long term contract). Moreover,
the recent appreciation of the dollar tends to negatively
impact the price of the imported natural gas. It is also worth
mentioning that the exploitation of shale gas by the United
States had also impacted the industry in a global context. Its
cost is much cheaper than any other available resource.

The industry is also known as a very energy- consuming one
and is impacted by it high prices in Brazil. In the beginning of
2013, the government decided to reduce the power tariff
between 17% and 25%. Nevertheless it is still high if compared
with other countries, like the United States where cost is
around 50% lower. The lack of qualified worker is also an issue
to be solved, as it pressures the wages up and, consequently,
impacts the profitability of the businesses. Infrastructure is
also underdeveloped, as the cost to invest in the country is still
very significant (Brazil use to have the highest interest rates
in the world).

In face of the facts presented above, the chemical trade bal-
ance has gone through a dangerous tendency. Nowadays 30%
of the products consumed in Brazil are imported. Brazil’s
exports of chemical products increased by 41% between 2007
and 2012, but its imports (see chart below) grew almost twice
faster, during the same period of time, registering an 81%
increase. The country closed 2012 with chemical trade deficit
of 28 billion USD and is estimated to be above 30 billion in
2013.

The government is already aware of this threat and seems to
be working together with members of the industry. They have
structured a council called “Plano Brasil Maior” and were
established to cover the chemical, petrochemical and plastics
sectors. The aim is to raise all points that do not allow the
industry to continue growing. A first result was already
achieved: the government reduced the taxes on the raw
materials and many others are on the agenda to be voted.

It is also relevant stressing out that the fertilizers and pesti-
cides segment is very vulnerable to the agriculture market
conditions. The last one usually works with higher payment
term and has a significant level of risk inherent in the business,
as a negative supply shock may occur unexpectedly (like a
drought). Those cases most often involve long reschedule
plans.

The outlook for the chemical industry is challenging. Accord-
ing to a study conducted by Brazilian Chemical Industry Asso-
ciation (Abiguim) it would be necessary to invest 167 billion
USD until 2020 to meet the rising national demand and to
improve its trade balance. However investments are expected
to achieve only 2.3 billion USD until 2015. To get closer to these
figures in a context of high interest rates, the government
needs to be really committed to reach this target. Further-
more, in 2007 it has announced the discovery of a large
deposit of oil located beneath the seabed, a range of 800 km
between the states of Espirito Santo and Santa Catarina, away
from 100-300 km from the coast. The field was named as Pre-
Salt and it exploitation could raise significantly the production
of natural gas and, by consequence, reduce it price.

Brazilian Chemical Imports 2012

s Million %
Description

uUsD of total
Inorganic 11623 27
Pharmaceutical Products 9537 22
Organic 8335 19
Resins and Elastomers 5371 12
Pesticides3308 8
Various Chemicals 2457 6
Artifical or synthetic fiber,
wire, cables and filaments o84 2
Soap, detergent, cleaning products 8 2
and perfumary 53
Paint and Varnish

514 1

(including enamels and lacquers)
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Steel:

Assets to reverse
disappointing results

Brazil is the main steel producer in Latin America and the
9th in the world. The industry is heavily concentrated in
the Southeast region of the country (94%), mainly Minas
Gerais e Rio de Janeiro. It counts with 22 plants belonging
to 11 business groups. The real estate, automotive, machin-
ery and equipment account for B0% steel consumption in
Brazil. From 2009 to 201 it production grew by an annual
average rate of 8%, but since the mid of 2012, production
and sales are slowing down. In 2012 production contracted
by 1.5%,

This industry is characterized by a high concentration of
market share, the four main producers account for over
80% the market. The Indian group ArcelorMittal, the
world's leading producer, also holds this position locally.
The following positions are cccupied by Brazilian compa-
nies, respectively, Gerdau, Usiminas and Companhia
Siderurgica Macional. According to 2012 figures, the local
production of steel was composed by flat steel (45%), long
steel (32%) and semi-finished (23%). In the recent years
long steel has gain representativeness due to the develop-
ment of the local real estate market.

The poor performance observed in 2012 is a result of lower
growth rate in China, the moderate activity level in the
United States and the recessionary scenario still present in
Europe. In addition, Brazilian GDP grew only 0.9% last vear
and, worse, the industry contracted 2.7%. As a conse-
qguence of this outlook, there is a global oversupply of steel,
which has pushed the prices down. Consumption in Brazil
increased only 0.5% in the same period of time, in line with
the weak performance of the main markets. Automobile
production contracted by 2%, real estate grew by only 1.4%
and machinery and equipment performed negatively in
2012 (gross fixed capital formation felt 4% YoY).

Furthermore, the main raw materials for the flat steel are,
respectively, coal and iron cre. Despite the declining ten-
dency of both commedities, Brazil imports 100% of the
consumed coal, so the plants structure cost are strongly
vulnerable to exchange rate variations. In 2012 the real
{Brazilian currency) devaluated by 17% against the dollar
and in recent weeks has verifying a significant appreciation.
Fortunately, iron ore is not a problem, as Brazil is major pro-
ducer.

It is worth mentioning that national plants are not able to
pass on the rise on raw materials prices to the consumer
immediately, thanks to the fierce competition of the
imported products (pressing the industry margin down).
Many steel producers of countries that are with low eco-
nomic activity (like European ones) are trying to gain mar-
ket abroad, to compensate it local poor performance.
Pressured by the local producers, in September 2012 the
Brazilian government raised by 25% the import taxes of
various steel products.

The steel sector is also very export oriented (30% of its
production) and even with a devaluated real, exports con-
tracted by 10% in 2012, Historically semi-finished products
are the most exported (68% in 2012), followed by flat steel
and, ultimately, long steel. Concerning the imports, flat
steel is the most imported one.

The Brazilian Development Bank (BNDES) has estimated
the steel industry to investment 14 billion USD from 2013-
2016, 20% less than the period of 2008-201. The reason is
the world installed overcapacity of 526 million tons of steel.
Mining and steel makers are focusing them investments in
the production of iron ore, that despite the recent drop in
price, still has a very positive profit margin. It is relevant
commenting that Brazil is a major producer of iron ore and
is also the main component of your export basket.

CHART 1:
Steel production (ton)
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In short, the current industry performance is weak, but we
have local opportunities to turn over this scenario. Brazilian
economy might grow in a moderate rhythm in 2013 (2.7%
according to Brazilian Central Bank), which is already bet-
ter than the marginal increase verified in 2012. In particular,
according to the figures of the first quarter of 2013, invest-
ments expanded by 4.6% compared with the quarter
immediately before. Significant investments in infrastruc-
ture are also expected to the upcoming months, due to the
program “Brazil Growth Acceleration Program”, the World
Cup and Olympic Games investments. Moreover, the out-
lock for the automobile is positive, government has
recently announced incentive program, which will boost
investments in the sector and will raise it production.

Automotive:

CHART 2:
Steel consumption by sector (%)
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The fourth market in the world
arouses covetousness

Brazil ended 2012 in fourth place in the ranking of world's
largest domestic market and in the 7" position in terms of
production. Considering the same period, it represents 21%
of the industrial GDP or 5% of the total one. Indeed, the
growth of the middle class in the country coupled to a low
inhabitant per vehicle ratio allowed a steady increase of
production. From 2003 to 2012 the number of produced
units per year increased by 88%. Furthermore, automobile
is responsible for employing 1.5 million people and taxes
corresponds to 30% of automotive consumer prices (the
highest in the world), so the government is always following
this segment very closely.

CHART 1.
Trade balance (US% Million)
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The leading players of the market in terms of production
are, respectively: Volkswagen, Fiat, General Motors and
Ford (together they represent 75% of the total volume).
Considering local sales, the main companies are the same,
only changing Volkswagen and Fiat positions (total market
share of 68%). Moreover, the country is attracting increas-
ing investments and automotive holds the 2™ position
as receptor in the Brazilian industrial sector of foreign
direct investments. In the last 10 years finishing in 2012, the
accumulated investment in the industry achieved almost
27 billion USD.
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It is also worth mentioning that government has recently
launched stimulus program, called Inovar- Auto. The aimis to
stimulate new investrments in factory expansion, moderniza-
tion, and development of new vehicles, energy efficiency and
technological content. They expect to achieve more than 23
billion USD in investments between 2013 and 2017 and it has
already showed signals of adhesion. In June, Fiat announced
that will invest 7 billion USD until 2016, in order to develop
new products and technologies to achieve the goals set by
the program. In the same line, Volkswagen also committed
itself with 4 billion USD for the same period, The Japanese
brands, like Toyota and Honda also decided to accelerate
their expansion projects, thanks to the new incentives.

Furthermore, the major automakers that are already estab-
lished in Brazil for a long time are not the only ones to show
interest for Brazil. Since 2010, the country has benefited from
increasing attention from Chinese and South Korean
automakers. They arrived in the country with a competitive
price, threatening both the main players and the less repre-
sentativeness ones. Concerned with the car imports growth,
the government decided in the end of 2011 to impose barriers.
They raised in 30 percentage points the tax over the industri-
alized products for cars that do not reach the minimum per-
centage of 65% of domestic content (exceptions Argentina,
Mexico and Uruguay).Chinese brands (like Cherry and Jac
Motors) are already building its first factories in Brazil and
others (like Geely) are studying the possibility.

The Brazilian automobilist industry is located on the South-
South East axis of the country. The industry is focused in the
production of cars and light commercial vehicles. Last year,
sales of cars and light wehicles, in terms of volume, increased
by 6.1%, thanks to the postponement of tax increases, favor-

CHART 2:
Production of Vehicles per Year
(rnillion units)
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able job market, credit conditions (lower interest rates), fierce
competition among automakers and gains in wages. The out-
lock has deteriorated a little, so sales are expected to grow
at a slower pace this year. According to Tendéncias, a well-
known Brazilian econemic consultancy, the segment should
expand by 3.2% in 2013,

Sales of buses and trucks reduced considerably in the same
period, however, it was considered as a natural temporary
result of the implementation of Euro 5. This new standard was
implemented in the early 2012 and it aim is to reduce the
emission level of pollutants in the atmosphere. The segment
already showed recovery signals in the first months of 2013,
from Jan-May grew by 8.97%.

Finally, Brazil concentrates its exports on the Mercosul area,
which represents more than 60% of its sales. Argentina is the
main commercial partner, but this relationship was affected
by new imports rules implemented by Argentine government
in 2012 (balance between these two countries remain positive
to Brazil). Asia is the region responsible for the Brazilian trade
deficit, as 41% of the imported vehicles comes from this
region and exports none.

Generally the outlook is positive, based on the local and on
the still low inhabitant per vehicle ratio. Investments will
remain high and, as a conseguence, production is expacted
to grow. Imports are estimated to slow down due to high
tariffs and exports will continue to stagnate, thanks to the
barriers established in Argentina and to the lower world eco-
nomic activity.

CHART 3
Investment per Year (LUS% Million)
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Retail:

Driving force of the economy

It has been one of the driving forces of the economy, growing
at a much higher rate than the general activity. Following this
behavior, restricted and extended retail (which includes vahicles
and construction too) increased, respectively, by 8.4% and by
8% in 2012, Retail is mainly impacted by real income and credit
conditions, both have improved greatly in Brazil recent history,
but it is now showing slow down signals.

In the last decade a new middle class has emerged in Brazil, for
instance, 38% of the population was in this classification in 2003
and this percentage achieved 55% in 2011, ie, many people were
introduced to the consumption market. Furthermore, real
income has risen significantly and unemployment dropped to
an annual average rate of only 5.5% in 2012,

Gains in wages tend to be the variable with the highest impact
aon household consumption, but in this particular case, credit has
played a really important role. In a decade the ratioc (total
credit/GDPY went from 24.4% to 53.8% in December 2012, It is
also worth to mention that the individual credit was the one that
most improved and that the real interest rate, which used to be
the highest in the world, achieved it historic low of 7.25% p. v. in
the end of 2012,

Moreover, real estate loans have improved in the recent years. It
has contributed to boost the sales of furniture and home appli-
ances (see chart below), so that the segment has cutperformed
the other ones. The government also conducted the reduction
of the tax on industrialized products for this group, on a tempo-
rary lxasis, but is always postponing the return to the initial rate.

The forecast for 2013 and 2014 are positive, but it is expected to
grow at much lower pace. We estimate household consumption
to slow down due to a several reasons: 1) credit is expected to
reduce its expansion rhythm (families are very leverage and indi-
vidual delinguency rose in 2012), Unemployment ramains low,
but wage gains decelerated; 3) the minimum wage annual read-
justment in 2013 was much lower (around 2%) than in 2012
(1413%); 4) pressure over retail prices, which has been verified
since mid-2012, teok momentum in the first quarter of 2013
{mainly because of the food component and of the service
prices). Agents forecast retail sales to increase by 4.5% this yvear
and by 4.2%, considering the extended retail.

After a positive beginning of the year, many segments registered
deceleration in the second guarter of 2013, like supermarkets,
restaurants, textiles and personal accessories. The consumer
confidence has assumed a declining tendency, as a significant
percentage of it income is already committed with loan install-
ments and, although the recent hike in the reference interest
rates has yet to be felt, it is already a concem.

Despite the movement presented abowve, some groups are
expected to outperform. Electronics will probably grow signifi-
cantly, mainly in digital products, computers and LCD TV, smart-
phones and tablets. Furthermore, intemet retailing still
represents 5% of sales, but it is estimated to grow by 25% in
2013, thanks to internet connections and credit card penetration
that keep growing.

Last but nct least, the government announced on June 12th 2013
the approval of subsidized credit to the purchase of furniture
and electronics for borrowers of "Minha Casa, Minha Vida". This
is a program of the federal government that gives low-income
population the chance to acquire their own homes with a special
condition.

The general overview on the retail market is positive, but the
arowth model based on credit concession is already shows sig-
rnals of saturation. Retailers may face difficulties to compete with
imported products, sometimes cheaper and/or with better qual-
ity. On the other hand if the recent dollar appreciation continues,
it will turn the local product more attractive. Inflation must also
be kept under control, mainly the food component, which
directly impacts the supermarket sales. Postpone of tax reduc-
tions may also be close to the end, as government need to bal-
ance its budget. Finally the effect of the recent approval of
subsidized cradit for "Minha Casa, Minha Vida" is forecasted to
generate a marginal positive effect over the retailers.

Real retail sales (index number average = 2011}
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Agro-food:

A new stimulus after the
setback of 2012

Brazil holds a long stretch of fertile land, being a major pro-
ducer of agro commodities. It represented 4.5% of the Brazil-
ian GDP, according to the figures of 2012, The segment is also
very export oriented and accounts for 40% of the country
export basket, considering the same pericd of time. The main
exported products are, respectively, sova, meat, sugar &
ethanol and coffee (represent 66% of agro exports). Brazilian
agriculture GDP contracted by 2.3% in the same period, the
main reasons were: the drop in soyvbean production Chigh
losses in the South region) and the price reduction of various
Crops.

The performances of Brazilian agro sector depend on the
world economic activity and on the harvest of other countries,
which are specialized in the same crop. As an example, last
yvear corn producers have benefited from crop output failure
in the United States. The agriculture sector in Brazil grew by
9.7% first quarter of 2013, thanks to the recovery of the soy-
bean production and to the good harvest of corn, tobacco and
rice. Furthermore, the Brazilian Central bank has forecasted a
growth of 8.4% in 2013, but it seems very optimistic. This sce-
nario might be impacted by the downward trend observed in
international prices. In the first three weeks of June, the prices
of 16 of the 23 Brazilian most exported commodities fell,

The movement presented abowve is a result of the good
prospects for the US harvest, which tends to imply in an over-
supply and high inventory level. Moreover, the main destiny of
the exports, China began to grow in a lower rhythm. For many
years Brazil was benefited by high Chinese dermand for food,
but now this phase seems to be over. Because of the strong
devaluation of the real (Brazilian currency) in recent weeks,
the decline in prices, for the time being, has not strongly
affected the revenues of exporters.

It is also worth mentioning that only a few farmers have ben-
efited from agricultural policies and gained access to new
technologies. Among small praducers, the low level of educa-
tion is serious hindrance to the adoption of new technologies,
which also limits access to public policies, especially subsi-
dized credit. Moreover, the policies of price guarantee and
crop purchase in advance usually do not reach the small
farmer. They sell their output at a much lower price and buy
inputs for higher prices. As the costs outweigh the gains, tech-
nologies become unprofitable. Without profit, there is nothing
that makes the farmer to modernize. The government needs
to give them assistance, but the new announced program
does not seem to take this priority into account,

In the first week of June 2013, President Dilma Rousseff has
announced the “Planc Agricola e Pecudrio 2013147 that will
raise around &8 billion USD in investments. The value is divided
by 49 billion USD in financing costs and trading and 19 killicn
USD for investment programs. It also focuses on investments
to improve logistics and infrastructure, with the provision of
13 billion USD for the construction of private warehouses in the
next five years with a payment period of 15 years.

Finally, another point that impacts the agriculture in the coun-
try is the dependence on imported fertilizers. Potassium, basic
nutrient for the production of pesticides, has an importing
index of 95% while the nitrogen is around 50%. It is one of the
sectors which posts the largest trade deficit of the econamy
and lacks new investments, Brazilian Development Bank
already considers the possibility of increasing funding for proj-
ects for three inputs - potassium, phosphorus and nitrogen -
from the current 125 million USD per yvear to something
around 1 killion USD in 2015. Brazil is the fourth largest con-
sumer of fertilizers in the world, only behind of the United
States, India and China.

SNAPSHOTS OF THE MARKET:

Soybean: the country is the second global player. The 2012/13
harvest is expected to hit a record volume of 815 million ton,
22.8% higher than the one before. It price has recently
presented some volatility, due the uncertainties in the US
production.

Coffee: it is the larger global plaver the 2013/14 harvest is
expected to hit a record to an "off-year” in the biennial produc-
tion cycle, Prices should remain low, squeezed by the global
surplus in the 201213 period.

Sugar and ethanol: of the sugar cane produced in Brazil 46% is
directed to the production of sugar and 54% to the production
of ethanol (following 200112 harvest). The country is the
world s biggest producer and exporter of sugar and holds the
second position in the production of ethanol, only behind the
US. Record harvest pressures the prices down and it low limit
will be given by the production costs. Ethanol: prices should
recede with the entry of the new crop, but tend to grow later,
due to higher domestic and foreign demand.

Meat: Brazil is the main exporter, with 20% of the market. The
beginning of the dry weather during the off season will push
up the prices of the beef, but will be contained by the high
stabilization of domestic demand by competition with the
chicken.

Forecast grain and crop 2012/13 (thousand ton)
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