
Brazilian Economy: 
Hold Time Until the Election

Márcio G. P. Garcia
www.economia.puc‐rio.br/mgarcia

mgarcia@econ.puc‐rio.br

XXXIII Jornadas Anuales de Economía.
Banco Central Del Uruguay, 

Miércoles, 1 de agosto de 2018

I thank Raphael Vasconcelos and Felipe Paixão for excellent reserch assistance, as well as AC Pastore and 
Bradesco, for data.



Current State of the Brazilian Economy

• Low GDP growth .
• Inflation remais under the target.
• Exchange rate very volatile, but capital flows and current 

account are fine.
• High foreign reserves.
• Investment paralyzed due to electoral uncertainty.
• Long‐term fiscal situation is dire; public debt is not 

sustainable if reforms don’t happen.



ECONOMIC ACTIVITY:



GDP Growth Expectations
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Manufacturing: Capacity Utilization & Confidence Index (FGV)
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Unemployment Remains Very High

Source: Ipea





INFLATION:
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Long‐Term Inflation Expectations On Target
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CREDIT:



Consumer Credit and Mortgages are 
flat
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Delinquency Rates Falling
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INTEREST RATES:
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Nominal Interest Rates Expectations
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The Fall in Selic Rates Was Surprising
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Real Interest Rates Expectations
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EXTERNAL SECTOR AND EXCHANGE 
RATE:
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Trade Balance Expectations
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Emerging markets Exchange rates

Fonte: Reuters
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(BAD) Exchange Rate Expectations
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(BAD) Exchange Rate Expectations
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Coefficients



Cointegration test







FISCAL STANCE AND PUBLIC DEBT (THE 
MAJOR PROBLEM):



Data from 07/27/2018
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Probability 75% Probability 25%

Probability 40%

Probability 60% 45% 15%

I. BRL appreciates; domestic asset prices rise; 
high growth in investment, consumption and 
GDP; unemployment falls. Lower interest 
rates and more abundant credit boost the 

economy .

30%

II. BRL depreciates; domestic asset 
prices fall; good domestic fiscal 
outlook attenuates bad external 

scenario, helping to keep the levels of 
production and employment.

10%

III. BRL depreciates; interest rates rise; 
investment, consumption and GDP don´t 

recover due to fiscal uncertainty.  

IV. BRL depreciates severely, stock 
market falls and interest rates rise; 

low levels of investment, consumption 
and GDP, and high level of 

unemployment. The economy enters 
(again) in a combination of high 

inflation  and recession.

External scenario =>            
Domestic scenario              

The 2018 presidential election is 
won by a candidate commited to the 

economic reforms . 

The 2018 presidential election is 
NOT won by a candidate commited 

to the economic reforms . 

Good external scenario: gradual monetary 
contraction in the US and the developed 
world; chinese growth keeps its pace.

Adverse external scenario: faster 
monetary contraction or new 
international crisis due to lower 
chinese growth, trade war or 

geopolitical factors.



Conclusions

• After muddling through for many years,  Brazil
must confront politically painful reforms in the
next election.

• Whether the winning candidate does that or not
will have very large consequences for the
economy and the markets.

• The most likely scenario is to try to muddle
through a little longer, but this means that a deep
crisis would happen during the next presidential
term.

• Such incentive may help!


