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1- Introduction .  

From 2003 to 2010 Brazilian economy experienced a period of high growth rates 

with moderate levels of inflation. Average growth rate of GDP was 4.06% p.y during 

this period and the average rate of CPI growth was 5.79% p.y. This relatively good 

macroeconomic performance changed dramatically after 2011. Average growth rate was 

reduced to 1.59% p.y in the period 2011-2014, a reduction of almost 61% in average 

growth compared to the previous period. At the same time inflation accelerated to 

6.17% p.y. Moreover, for the period 2015-2016 market forecasts for GDP growth 

showed a contraction of almost 8% in real output, at the same time that average inflation 

should rose to 7.5% p.y.  

This dramatic change in macroeconomic performance was mainly due to the 

stagnation of industrial output which started at the end of 2010. The combined effects of 

chronic exchange rate overvaluation - due to the reduction in sovereign risk premium 

and improvement in terms of trade - and the profit squeeze - due to the wage growth 

above productivity growth - resulted in a fast reduction of external competitiveness of 

Brazilian manufacturing sector, inducing a substitution of domestic output for imports. 

Moreover, the reduction of profit rate in manufacturing sector, due to the reduction in 

profit margins, resulted in a contraction of investment in new machines and equipment, 

worsening the productivity problem of Brazilian manufacturing sector.  

Federal Government in Brazil tried to solve this problem by the substitution of 

the macroeconomic tripod
1
 inherited from the second term of President Fernando 

Henrique Cardoso (1999-2002) for a new macroeconomic regime, the so-called New 

Macroeconomic Matrix. This macroeconomic policy regime
2
 was characterized by an 

easing of fiscal and monetary policies in order to increase aggregate demand and 

stimulate growth and capital accumulation. From the second semester of 2011 to the 

first semester of 2013, nominal interest rates were reduced as well as taxes over 

manufactured products. The result was a very modest increase in growth rate of GDP in 

                                                             
1
 Some Brazilian economists - as, for example, Fernando Holanda Barbosa - ǇǊŜŦŜǊ ǘƘŜ ǘŜǊƳ ά¢ƘǊŜŜ ǇƛƭƭŀǊ 
ƳŀŎǊƻŜŎƻƴƻƳƛŎ ǎǘǊŀǘŜƎȅέ ǘƻ ŘŜǎƛƎƴ ǘƘŜ ƳŀŎǊƻŜŎƻƴƻƳƛŎ ǇƻƭƛŎȅ ǊŜƎƛƳŜ ƛƳǇƭŜƳŜƴǘŜŘ ƛƴ .ǊŀȊƛƭ ƛƴ ǘƘŜ 
second term of Fernando Henrique Cardoso government. However we will use the term 
άƳŀŎǊƻŜŎƻƴƻƳƛŎ ǘǊƛǇƻŘέ ǎƛƴŎŜ ƛǘ Ƙŀǎ ōŜŜƴ ǳǎŜŘ ŦƻǊ ǘƘŜ ƳŀƧƻǊƛǘȅ ƻŦ .ǊŀȊƛƭƛŀƴ ŜŎƻƴƻƳƛǎǘǎΦ {ŜŜ bŀǎǎƛŦ 
(2015) and Serrano and Summa (2011), among others.  
2 Based on Herr and Kazandziska (2011), we will define macroeconomic policy regime as the set of goals, 
targets and instruments of macroeconomic policy and the institutional framework where 
macroeconomic policies are implemented.  
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2013 in comparison with 2012, at expense of inflation acceleration and a reduction in 

the primary surplus of federal government (Oreiro, 2015).  

In the second semester of 2013, due to inflationary pressures, Brazilian Central 

Bank started a process of adjustment in monetary policy, increasing the level of nominal 

interest rate. This change in monetary policy resulted ï combined with the uncertainty 

generated by the political scandal of corruption inside PETROBRAS ï in a growth 

deceleration in 2014, when Brazilian economy showed a growth rate of only 0.1%. The 

combined effects of tax reduction, growth deceleration and increase in interest rates 

resulted in a huge worsening of fiscal position of public sector. Indeed, the primary 

surplus of 1.8% of GDP in 2013 was transformed into a primary deficit of almost 0.7%. 

Moreover the nominal deficit increases to almost 7% of GDP at the end of 2014, 

starting from a level of 3.26% in November of 2013.  

As a result of worsening of fiscal position of public sector, Federal Government 

in the beginning of 2015, had started a fiscal adjustment, designed to stop the 

continuous increase in the ratio of public debt to GDP. This change in the fiscal policy, 

combined with a very tight monetary policy had contributed to worsen the growth 

perspectives of Brazilian economy. Real GDP had felt near 4% in 2015 and market 

expectations signaled to another contraction of 4% in 2016.  

In order to restore growth, it is necessary to recover external competitiveness 

and profit margins of Brazilian manufacturing sector. This demands the implementation 

of a new macroeconomic regime that is capable to target real exchange rate at stable, 

sustained and competitive level. This would require not only a fiscal adjustment, but the 

elimination of the structural fiscal problem of Brazilian, that is the trend increase in 

primary expenditures to GDP ratio observed at least since 1999. This structural fiscal 

adjustment will allow a change in the economic policy mix from a combination of tight 

monetary policy and easy fiscal policy to a combination of easy monetary policy and 

tight fiscal policy, resulting in a reduction of nominal and real interest rate and a 

depreciation of nominal and real exchange rate. Macroeconomic tripod is incapable of 

accomplish these objectives. That is why a new macroeconomic policy regime is needed 

in Brazil. 

The objective of this article is twofold. First of all we will present a review of 

the workings of the macroeconomic policy tripod since 1999 in order to show that this 

macroeconomic regime is not capable to assure macroeconomic stability in the 

medium/long-term due to its incapacity to avoid a persistent over-valuation of real 
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exchange rate ant a trend increase in primary expenditures/GDP which produced a 

return to a regime of fiscal dominance in 2015. After that we will present the 

foundations of a new macroeconomic policy regime for Brazil that is capable of 

changing the monetary-fiscal policy mix in the direction required to sustain a 

competitive and stable real exchange rate in the medium/long-term.    

This article has seven sections including the introduction and a final appendix.  

Section two was devoted to analyze the behavior of Brazilian economy since the 

implementation of the macroeconomic tripod in the beginning of 1999 to the eruption of 

world financial crisis of 2008 after the bankruptcy of Lehman Brothers. We shall argue 

on this section that macroeconomic tripod was not sufficient to avoid the emergence of 

a fiscal crisis due to self-fulfilling prophecies and neither capable to avoid a noticeable 

and persistent over-valuation of real exchange rate due to the huge decrease of 

sovereign risk premium after 2003 and improvement in terms of trade after 2006. .  

Section three is dedicated to the analysis of the reaction of Brazilian government 

to the world financial crisis and the effects of exchange rate over-valuation on the 

productive structure of Brazilian economy. In particular, we will argue that exchange 

rate over-valuation due to improvement in terms of trade and trend increase in primary 

expenditures/GDP resulted in de-industrialization and re-primarization of exports with 

negative effects over potential growth of Brazilian economy.   

Section four analyses the policy responses of Brazilian government, now under 

the Presidency of Dilma Rouseff, to the deceleration of economic growth after 2011. 

The substitution of the macroeconomic tripod by the new macroeconomic matrix was 

incapable to produce a permanent increase in growth rate of GDP and manufacturing 

output due its incapacity to eliminate the over-valuation problem without inflation 

acceleration. Moreover the tax exemptions adopted under new macroeconomic matrix 

contributed to the worsening of fiscal position of Central Government with combined 

with the recession started in the last quarter of 2014 made Brazilian economy return to a 

regime of fiscal dominance.  

Section five explores the lessons learned from the Brazilian experience with the 

management of the macroeconomic tripod, arguing that a real exchange rate targeting 

combined with a structural fiscal adjustment and a fiscal policy rule designed to 

stabilize real exchange rate at a competitive level are of fundamental importance for 

macroeconomic stability and to restore economic growth in Brazil. 
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Section six presents the foundations for a new macroeconomic regime for Brazil. 

The objectives, targets and instruments of the new regime are laid down, and it is shown 

that the new regime consistent in the sense of Tinbergen.      

 Section seven does a summing up of the arguments presented in the article.  

In appendix A we present an econometric analysis about Brazil´s 

macroeconomic performance during the period 2003-20015. The analysis reinforced the 

conclusions obtained in the article.  

 

2- The behavior of the Brazilian economy from 1999 to 2008: The 

macroeconomic tripod and the ñgrowth spectacleò of Lula Era.   

In 1999 a new macroeconomic regime was implemented in Brazil, just after a major 

currency crisis which induced the substitution of the system of exchange rate bands for 

a system of free floating in January, putting an end to the exchange rate anchor 

designed by Gustavo Franco as President of Brazilian Central Bank as a device for 

controlling inflation.  The new regime was the so-called macroeconomic tripod, though 

as a combination of inflation targeting for monetary policy, a flexible exchange rate 

system and a fiscal policy oriented to the stabilization and reduction of public debt/GDP 

ratio towards the achievement of point targets for primary surplus as a ratio do GDP.   

The theoretical foundation for the tripod was the new macroeconomic consensus 

according to which a low and stable inflation rate is the main or sole objective of 

macroeconomic policy (Sawyer, 2009). In order to avoid fiscal dominance, public 

debt/GDP must be stabilized or reduced by means of sufficiently large primary 

surplus/GDP; and to guarantee the required autonomy of monetary policy in face of an 

open capital account, the exchange rate regime must be one of free floating.       

2.1 The operation of the macroeconomic tripod in Fernando Henrique Cardoso 

second term (1999-2002): Fiscal dominance and external fragility.   

The new macroeconomic regime was implemented in the beginning of the second 

term of President Fernando Henrique Cardoso. The immediate objective was to stop the 

inflation acceleration that resulted from the sudden devaluation of nominal exchange 

rate in the beginning of 1999. In order to do that it was necessary to replace exchange 

rate by numerical targets for inflation as the nominal anchor for inflation expectations. 

Since at that time a large share of public debt was indexed to nominal exchange rate, the 

devaluation produced a huge increase in public debt/GDP (see Figure 1), increasing the 
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like hood of fiscal dominance in the near future, reducing inflation expectations would 

require a change in fiscal policy. Indeed, as we can see in figure 1, until 1998 public 

sector was incapable to produce primary surplus in the required magnitude to stabilize 

public debt, which increased from 33,4% of GDP at the end of 1997 to almost 42% of 

GDP one year after.       

 

Source: IPEADATA. Authorś  own elaboration.  

 The institutional arrangement of inflation targeting regime (hereafter ITR) in 

Brazil involved the definition of a center and a band for inflation, the headline inflation 

(measured by IPCA ï ñIndice de Pre­os ao Consumidor Amploò) as the numerical 

measure of inflation and also a convergence period of one year for inflation rate to reach 

the target (See Oreiro and Rocha, 2011). Regarding the numerical targets, the 

implementation of ITR in Brazil supposed the adoption of declining targets for 

inflation, starting from 8% p.y in 1999, until to reach 3,25% p.y in 2003, as we can see 

in Table I.  This means that ITR in Brazil was designed with a long-run inflation target 

of 3,25% p.y, and a strategy of gradual convergence of inflation to long-run target by 

means of declining short-run targets. Finally, a band of 200 b.p. was defined in order to 

allow monetary policy to accommodate supply shocks within the convergence period. 
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Table I: Targets for Inflation and Inflation Rate (1999-2003) 

 1999 2000 2001 2002 2003 

Target 8,00 6,00 4,00 3,50 3,25 

Band 2,00 2,00 2,00 2,00 2,00 

IPCA  8,94 5,97 7,67 12,53 9,30 

Source: Amaral (2009). Authors´ own elaboration.  

Turning back to fiscal policy, there is a structural break in the mid of 1999. As we 

can see in figure 2, the primary surplus as a ratio to GDP increased from 0,29% in 

January to 1,48% in June and then continue to increase until reaching 3% at the end of 

the year. From that moment on, primary surplus fluctuated around 3,5% of GDP. This 

fiscal effort was enough to stabilize public debt around 50% of GDP until the first 

semester of 2001.  

This remarkable change in the conduct of fiscal policy was the result of the adoption 

of targets for primary surplus by the Ministry of Finance. The initial value of the target 

was set at 3.5% of GDP, value that was considered at that time enough to stabilize the 

public debt/GDP ratio.  

 

          Source: IPEADATA. Authors´ own elaboration.  
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The implementation of the macroeconomic tripod allowed an immediate reduction 

of real interest rate
3
 from almost 40% p.y in the beginning of 1999 to more or less 10% 

p.y at the end of the year. Until the end of Fernando Henrique Cardoso second term real 

interest rate will remain stable around 10% p.y, despite the growing inflationary 

pressures after mid-2001. Indeed, as we can see in Table I, inflation rises to 7,67% p.y 

in 2001, becoming higher than the maximum value (6,5%) allowed by the ITR for that 

year. The same problem occurred in 2002, when inflation rise to 12,53% p.y, surpassing 

the maximum value of 5,5% for that year.  

 

Source: Central Bank of Brazil. Authors´ own elaboration.  

This strange behavior for the real interest rate deserves some explanation. According 

to the internal logic of ITR, if expected inflation is higher than the target rate, then 

Central Bank should rises short term nominal interest rate in order to produce an 

increase in real interest rate above the so-called neutral or natural level. However, 

despite the strong increase in inflation rates after mid-2001, the real interest rate 

remained constant.  This behavior was probably the result of the re-emergence of the 

problem of fiscal dominance in the second semester of 2001. Due to the effects of 

economic crisis in Argentina ï one of the most important trade partners of Brazil ï and 

the effects of the energy rationing ï the so-called ñapag«oò ï growth of real GDP was 

reduced from 4.36% in 2000 to 1.51% in 2001. This reduction in growth rate of GDP 

                                                             
3
 We calculate the real interest rate by deflating the short term interest rate (selic) by the accumulated 

variation of IPCA in the last 12 months, using the standard formula: ρ ὶ , where r is the real 

rate, i is the nominal rate and “ is the inflation rate.  
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increased the primary surplus that is required to stabilize the public debt/GDP from 

3.7% of GDP in January of 2001 to 5,03% of GDP in December of that year (Oreiro, 

2004 A, p.92). An increase in real interest rate during the second semester of 2001 

would make required primary surplus even greater, probably near 6% of GDP. President 

Fernando Henrique Cardoso did not have the political support to produce another 

increase in primary surplus, even more in an economy that was in recession and after a 

huge devaluation of nominal exchange rate in the beginning of 1999. The solution was 

to accommodate monetary policy, adjusting short term nominal interest rate just to keep 

real interest rate constant in face of inflation acceleration. Since monetary policy cannot 

be adjusted in the proper way to maintain inflation at the target level due to the 

incapacity of Ministry of Finance to make the required adjustment in the fiscal policy, 

then Brazil was under a regime of fiscal dominance
4
.       

Why fiscal dominance re-emerged in Brazil in the mid-2001, two years after a major 

fiscal adjustment that increased primary surplus from almost zero to 3,5% of GDP? The 

answer must be found in the composition of public debt. In the period 2001-2003 the 

share of public debt that was indexed by nominal exchange rate fluctuated from 37 to 

50%, and the share that was indexed by nominal interest rate, the so-called Letras 

Financeiras do Tesouro (LFTs), fluctuated from 40 to 35% (See Amaral and Oreiro, 

2008, p. 499). The existence of exchange rate indexed bonds made fiscal solvency 

dependent on capital flows. In the case of a capital flight, as the one that occurred in 

2002, nominal exchange rate would depreciate, increasing the market value of public 

debt and hence the level of primary surplus that is required to stabilize public debt/GDP 

ratio. Even if Central Bank reacted to capital flight by means of an increase in nominal 

interest rate, the presence of LFTs in the public debt would operate in a way to 

automatically increase the interest payments, thereby increasing the required level of 

primary surplus. Macroeconomic tripod was incapable to prevent the emergence of 

fiscal dominance due to the perverse logic of public debt management.  

                                                             
4
 According to Ornelas and Portugal (2лммΣ ǇΦнύΥ ά¢ƘŜ ŜŎƻƴƻƳȅ ƛǎ ǳƴŘŜǊ ŦƛǎŎŀƭ ŘƻƳƛƴŀƴŎŜ ǿƘŜƴ ǘƘŜ ŦƛǎŎŀƭ 

authority independently determines the current and future budget, defining the share of revenues from 
ōƻƴŘǎ ŀƴŘ ǎŜƛƎƴƛƻǊŀƎŜ όΧύ ¢ƘŜǊŜŦƻǊŜΣ ŀǎ ǘƘŜ ŦƛǎŎŀƭ ŀǳǘƘƻǊƛǘȅȰǎ ŘŜŦƛŎƛǘ Ŏŀƴƴƻǘ ōŜ ŦƛƴŀƴŎŜd only by the 
issuance of new bonds, the monetary authority may be coerced to issue currency and to put up with 
ǎƻƳŜ ƛƴŦƭŀǘƛƻƴέ 
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Fiscal dominance was reinforced by the external fragility of Brazilian economy in 

that period.  Despite the increase in exports after the adoption of a free floating 

exchange rate regime, the external debt as a ratio to exports remained above 3.5 until 

the end of Fernando Henrique Cardoso second term (See Table I).  Moreover, Brazilian 

economy exhibited a high level of current account deficit (higher than 4% of GDP until 

first quarter of 2002) and a low level of international reserves as a ratio to external debt. 

The high level of Brazilian external debt and current account deficit together with a low 

level of international reserves made possible a debt crisis triggered by self-fulfilling 

prophecies (See Romer, 2006, pp.607-613). Indeed, as external investors feared a 

default in the case of Luis Inacio Lula da Silva wined the Presidential elections at the 

end of 2002, a capital flight occurred, resulting in a huge devaluation of exchange rate 

(see figure 3). The devaluation in exchange rate resulted in a huge increase in the public 

debt/GDP ratio due to the composition of public debt.  The increase in public debt/GDP 

increased the primary surplus that was required to stabilize public debt
5
, reinforcing 

fiscal dominance and increasing the probability of default. This movement reinforced 

the capital flight and exchange rate devaluation, creating a clear positive feedback 

mechanism.    

Table II : Indicators of External Fragility  (1999-2002) 

 External 
Debt/GDP 

External 
Debt/Exports 

External 
Debt/Reserves 

Current 
Account/GDP 

1999.Q1 30,14% 445,34% 648,36% -4,50% 
1999.Q2 34,65% 482,15% 555,20% -4,92% 
1999.Q3 40,20% 512,24% 562,00% -4,85% 
1999.Q4 45,00% 502,94% 664,43% -4,72% 
2000.Q1 43,86% 484,94% 618,72% -4,31% 
2000.Q2 40,81% 449,19% 821,82% -4,17% 
2000.Q3 39,66% 427,36% 739,36% -3,95% 
2000.Q4 39,22% 428,71% 715,39% -4,02% 
2001.Q1 34,95% 359,16% 593,18% -4,61% 
2001.Q2 36,98% 359,04% 556,68% -4,73% 
2002.Q3 40,34% 372,93% 540,58% -4,90% 
2001.Q4 41,13% 360,57% 585,33% -4,55% 
2002.Q1 42,70% 374,22% 574,00% -4,01% 
2002.Q2 45,82% 403,03% 521,53% -3,83% 
2002.Q3 45,90% 371,07% 554,63% -2,85% 
2002.Q4 46,72% 349,08% 557,10% -1,71% 

Source: Central Bank of Brazil ï DEPEC. Authors´own elaboration.  

                                                             
5
 According to Oreiro (2004 A), the primary surplus required to stabilize public debt/GDP ratio increased 

from 5.01 in January  to 5.9 in September of 2002.  
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Due to fiscal dominance and external fragility, Brazil´s macroeconomic 

performance after the implementation of the tripod was very disapointing. As we 

can see in Table III below, the average growth rate of real GDP from the last 

quarter of 1999 to last quarter of 2002 was only 1.3% p.y. Estimation of output 

gap using HP filter showed that during this period growth of real GDP is bellow 

potential. Indeed the average output gap was -0,56%. Last but not least, average 

inflation was 7.68% p.y, far above the limits defined by the ITR for 2001 and 

2002.    

Table III: Macroeconomic Performance of Brazilian Economy (1999-2002) 

 Growth of Real 
GDP 

Output Gap  Inflation 

1999.Q4 -0,80 1,32 8,94 

2000.Q1 1,42 5,55 6,92 

2000.Q2 2,45 -3,33 6,51 

2000.Q3 2,20 -0,60 7,77 

2000.Q4 2,43 1,91 5,97 

2001.Q1 3,16 2,74 6,44 

2001.Q2 1,87 -2,66 7,35 

2001.Q3 1,73 -2,01 6,46 

2001.Q4 0,53 -2,22 7,67 

2002.Q1 -0,51 -0,88 7,75 

2002.Q2 1,00 -5,20 7,66 

2002.Q3 2,11 -1,10 7,93 

2002.Q4 -0,72 -0,76 12,53 

    

Average 1,30 -0,56 7,68 

                            Source: Central Bank of Brazil. Authors´ own elaboration.  

2.2 The Emergence of Flexible Macroeconomic Tripod and the Growth 

Spectacle of Lula Era (2003-2008).  

 At the end of 2002, Luiz Inacio Lula da Silva from Partido dos Trabalhadores 

(PT) was elected President of Brazil. Despite the expectations of left-wing economists 

in Brazil, Lula decided to maintain the macroeconomic tripod inherited from Fernando 

Henrique Cardoso administration. The appointment of Henrique Meirelles as chairman 

of Brazilian Central Bank and Antonio Palocci as Minister of Finance was interpreted 

by financial markets as a clear compromise of Lula with the operation of the Tripod. 

Primary surplus was maintained at more or less 3.5% of GDP and Central Bank had 
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freedom to increase short term nominal interest rate in face of the inflation acceleration 

observed in the beginning of 2003. These developments lead to a reversal of expectation 

of default on external debt, producing a remarkable reduction on EMBI+ for Brazilian 

bonds (see Figure 4) and making exchange rate appreciate (figure 5). The appreciation 

of exchange rate allowed a gradual reduction in inflation rate at the end of 2003.  

 Due to the huge increase of inflation rate at the end of 2002 and beginning of 

2003 ï caused by the strong devaluation of exchange rate that resulted from the capital 

flight in the mid-2002 ï the National Monetary Council (ñConselho Monetário 

Nacionalò, hereafter CMN) had decided to change the inflation target for the years 2003 

and 2004.  The target for 2003 was set at 4,0% and for 2004 was set at 5,5%. For the 

years 2005 and 2006 the target was set at 4,5% p.y. Together with a change in the target 

inflation, CMN had decided to increase the band for inflation from 2,0 to 2,5%. These 

changes meant the CMN under Lula government decided to adopt a more flexible 

version of ITR, starting a gradual flexibilization of the macroeconomic tripod that will 

be reinforced after 2006. This flexibilization in ITR, combined with the exchange rate 

appreciation, allowed the Central Bank to ease monetary policy, reducing real interest 

rate to its lowest level in the last quarter of 2003.    

 

          Source: Central Bank of Brazil. Authors´ own elaboration.  
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Source: Central Bank of Brazil. Authors´ own elaboration.   

We saw in last section that the major problems for the operation of 

Macroeconomic Tripod under Fernando Henrique Cardoso government were fiscal 

dominance and external fragility. Both problems were solved under Lula government, 

the first one due to a change in the public debt management, the other due to the boost 

in exports after 2003.  

In the beginning of 2003, National Treasury (ñTesouro Nacionalò) started a 

policy of reducing the share of public debt that was indexed by nominal exchange rate. 

These bonds were gradually substituted for fixed rate bonds (See figure 6). This means 

that the conditions for a self-fulfilling debt crisis, as the one that happened in 2002, 

were slowly being erased. In the mid of 2006, due to the accumulation of foreign 

reserves, Brazilian government became a net external creditor, meaning that a 

devaluation caused by a capital flight will decrease market value of public debt in 

domestic currency, thus making impossible the occurrence of a self-fulfilling debt crisis. 

Fiscal dominance was removed from the horizon in the near term.  
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          Source: Central Bank of Brazil. Authors´ own elaboration.  

The combined effects of the change in the composition of public debt toward a 

higher share of fixed rate bonds (and a lower share of exchange rate indexed bonds), 

exchange rate appreciation and reduction of real interest rate produced a sharp decline 

in the (net) public debt/GDP ratio (figure 7), reducing the probability of default and 

allowing the emergence of a regime of monetary dominance.  

 

  Source: IPEADATA. Authors´ own elaboration.  

The external fragility of Brazilian Economy observed in the second term of 

Fernando Henrique Cardoso government begun to be reduced after 2003 due to a huge 

increasing in the value of exports. As we can see in figure 8 below, from January of 

2003 to September of 2008, the value of Brazilian exports in American dollars had 

increased 316.05% or 63.21% p.y during the period.  This number is much higher (more 
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than four times higher) than the more modest 78.01% of increase observed from 

January of 1999 to December of 2002.  

 

Source: IPEADATA. Authorś own elaboration. Note: 1999.01=100.  

The impact of this huge increase in exports can be seen in the indicators of 

external fragility presented in Table IV. Regarding the current account, the deficit of 

0.89% of GDP in the first quarter of 2003 was transformed into a surplus of 1.71% of 

GDP in the first quarter of 2005, a net change of 2.6% of GDP in only two years. The 

debt to exports ratio was reduced from 340% to 200% in the same period. Last but not 

least, reserves as a ratio of exports increased from 19.7% in the beginning of 2003 to 

30.7% in the first quarter of 2005, an increase of 55.8% in two years. From 2005 to 

2008, all indicators of external fragility except current account/GDP continue to 

improve.   The operation of macroeconomic tripod was no longer restricted by financial 

fragility as it were during Fernando Henrique Cardoso second term.  
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    Table IV ï Indicators of External Fragility (2003.Q1-2008.Q3) 

 Debt/GDP Debt/Exports Reserves/Debt C.A/GDP 

     
2003.Q1  41,5%  340%  19,7 %  -0,89 %  

2003.Q2  41,3%  320%  21,9 %  0,18 %  

2003.Q3  40,6%  320%  24 %  0,59 %  

2003.Q4  38,8%  290%  22,9 %  0,67 %  

2004.Q1  37,0%  280%  24,2 %  0,9 %  

2004.Q2  34,0%  250%  24,2 %  1,24 %  

2004.Q3  31,9%  220%  24,5 %  1,5 %  

2004.Q4  30,3%  210%  26,3 %  1,7 %  

2005.Q1  28,2%  200%  30,7 %  1,71 %  

2005.Q2  22,1%  180%  31,3 %  1,56 %  

2005.Q3  19,2%  160%  31,1 %  1,49 %  

2005.Q4  17,9%  140%  31,7 %  1,52 %  

2006.Q1  17,9%  140%  35,9 %  1,32 %  

2006.Q2  16,0%  120%  40 %  1,11 %  

2006.Q3  15,4%  120%  46 %  1,21 %  

2006.Q4  15,9%  130%  49,7 %  1,18 %  

2007.Q1  15,8%  130%  60,2 %  0,99 %  

2007.Q2  15,7%  130%  76,9 %  1,01 %  

2007.Q3  15,1%  130%  83,4 %  0,45 %  

2007.Q4  14,1%  120%  93,3 %  0,03 %  

2008.Q1  14%  120%  96,8 %  -0,73 %  

2008.Q2  13,6%  120%  97,7 %  -1,27 %  

2008.Q3  13,2%  110%  98,2 %  -1,67 %  

                  Source: Central Bank of Brazil. Authors´ own elaboration.  

Despite the improvement in the macroeconomic performance in the first term of 

Lula government, real interest rate was still in very high levels. As a matter of fact, 

short term real interest rate hit a level of 12.8% p.y in the last quarter of 2005 (Figure 

4), making accumulated inflation in 2006 (3.14%) to become lower than the target of 

4.5% for that year. On the other hand, real interest rate at a very high level, combined 

with the reduction of the country risk premium as measured by EMBI+, resulted in 

exchange rate appreciation due to simple arbitrage. From the first quarter of 2003 to the 

last quarter of 2005, real exchange rate appreciated 33.98%. According to some studies 

about exchange rate misalignment, as the one of Oreiro, Punzo and Araujo (2012), real 

exchange rate in Brazil started to become overvalued in second quarter of 2004, 

reaching a level of 18% of overvaluation in the last quarter of 2007. The overvaluation 

of real exchange rate begun to reduce the current account surplus as a ratio to GDP, 
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which had fallen from 1.71% in the first quarter of 2005 to 0.99% in the first quarter of 

2007, a reduction of 0.72% of GDP in only two years.  

The substitution of Antonio Palocci for Guido Mantega in the Ministry of 

Finance in March of 2006 gave start to a process of gradual flexibilization in the 

operation of macroeconomic tripod, i.e. a gradual easing of fiscal and monetary policy. 

From march 2006 to September of 2008 the macroeconomic tripod was flexibilized by 

means of a reduction in the primary surplus as a ratio do GDP, the end of declining 

targets for inflation and the mass accumulation of international reserves by Brazilian 

Central Bank. As a matter of fact, primary surplus as a ratio to GDP fallen from 3.61% 

of GDP in the average of period 2003/01-2006/03 to 3.41% of GDP in the average of 

period 2006/04-2008/09. In 2006 the CMN had set the target inflation in 4.5% p.y, 

holding it at this level from that moment on. Finally, Central Bank of Brazil begun to 

make sterilized interventions in exchange rate market by means of buying an enormous 

quantity of international reserves and sterilizing its effects over high powered money by 

selling Treasury bonds in Repurchase Agreements (Repo) operations. As can be seen in 

Table V, international reserves had grown at a rate of 50.7% in 2006 and 97.98% in 

2007, reaching more than US$ 206 Billion in September of 2008; while Repo increased 

from 1.7% of GDP in 2005 to 10.4% of GDP in 2008 (Table VI).    

                                    Table V: Change of International Reserves 

 D% 

2003 27% 

2004 -1% 

2005 0% 

2006 51% 

2007 98% 

2008        10% (*)  

           Source: Central Bank of Brazil. Authors´ own elaboration. (*) Until September. 
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Table VI ï Evolution of Repurchase Agreement Operations (2002-2008) 

 Repo (in R$ 
millions) 

Repo as % of 
GDP 

   

2002 77089 4,40% 

2003 65810 3,80% 

2004 58892 2,90% 

2005 37168 1,70% 

2006 77367 3,20% 

2007 187416 6,70% 

2008 325155 10,40% 

Source: Central Bank of Brazil. Authors´ own elaboration. Note: measured in December 

of each year. 

This huge accumulation of international reserves meant that the free floating 

exchange rate regime was substituted by a de facto managed exchange rate regime, 

although without an explicit or even an implicit target for nominal exchange rate. The 

objective of the new exchange rate regime seemed to be to reduce and eventually stop 

the process of real exchange rate appreciation
6
.  Indeed, the pace of exchange rate 

appreciation was greatly reduced after 2006. Between the first quarter of 2003 to last 

quarter of 2005, real exchange rate depreciated 33.98%, this rhythm of appreciation was 

reduced to just 8.06% in the period 2006.Q1 to 2008.Q3.  

Another important element in the process of flexibilization of the Tripod is wage 

policy, more precisely, the policy for minimum wage. Between January of 1999 and 

February of 2006, minimum wage had an increase of 30.87% in real terms or an average 

real increase of 4.44% during this period. From March of 2006 to February of 2008, 

however, minimum wage had a real increase of 16.82%, i.e. a real increase of 8.4% p.y. 

during the entire period, almost twice of the increase observed in the last period. This 

                                                             
6
 At this point a theoretical discussion is needed.  According to the policy trilemma of Robert Mundell it 

is impossible to have at the same time capital mobility, autonomous monetary policy and managed 
exchange rate. Since Brazil had an open capital account and an inflation targeting regime, then a 
managed exchange rate was not a policy option. In this setting making sterilized interventions in 
exchange rate markets could only be ineffective over the level of nominal exchange rate (See Garcia, 
2011).  The first problem with this trilemma is that it does not consider the possibility of some sort of 
compromise between these options. For instance, a country may decide to impose some capital controls 
in order to have an autonomous monetary policy with a managed exchange rate (Bresser-Pereira, Oreiro 
and Marconi, 2014, p. 152). Besides that, emerging countries like Brazil are very far to have perfect 
capital mobility in Mundell´s sense. Capital account in Brazil is better characterized by imperfect capital 
mobility, due to the remaining capital controls (for instance, domestic currency, the REAL, is not 
convertible) and imperfect substitution between domestic and foreign bonds. Under these 
circumstances it is perfectly possible for the Central Bank to control the quantity of money (or interest 
rate) and nominal exchange rate at the same time (See Montiel, 2011, chapters 6-8).     
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acceleration of the rate of increase in minimum wage was due to a wage rule that 

President Lula negotiated with Labor Unions in 2007. According to this rule, the rate of 

increase in minimum wage from one year to the other will be equal to the rate of 

inflation observed in the last year plus the growth rate of real GDP observed two years 

before. The implicit objective of such a rule was to induce an increase in the wage 

share, due to the fact that real wages are expected to increase at rate higher than labor 

productivity. This should produce an improvement in income distribution and also boost 

effective demand through the effect of increasing wage share over consumption 

expenditures. The increased consumption expenditures should induce capital 

accumulation by private sector due to the traditional accelerator effect. The final result 

should be an increase in investment rate and hence an increase of growth rate of 

potential output.    

All these elements allowed us to conclude that the flexible tripod implemented in 

the period 2006-2008 had more objectives than only price stability as the 

macroeconomic tripod of Fernando Henrique Cardoso second term.  Indeed, flexible 

tripod should achieve also a higher rate of growth (due to income redistribution effects 

of minimum wage policy), stability of real exchange rate and a higher wage share.  

The macroeconomic performance of Brazilian economy in the period 2003-2008 

was far superior than the one observed in the second term of President Fernando 

Henrique Cardoso (hereafter FHC II). As we can see in Table VII, average growth rate 

of real GDP was increased to 4.1% (compared to 1.3% of FHC II) and the average 

inflation was reduced to 6.91% (compared to 7.68% of FHC II). If during FHC II 

Brazilian economy had grown below potential (output gap was -0.56%), in Lula era 

Brazilian economy grown above potential (0.26% of output gap). 

The growth performance of Brazilian economy in this period ï called ñgrowth 

spectacleò by President Lula ï allowed a remarkable reduction in unemployment rate. 

Indeed, President Lula first term had started with an unemployment rate of 12.5%. After 

reaching a peak of 13.10% of labor force in the first quarter of 2004, unemployment rate 

begin to fall, reaching 7.5% of labor force in the third quarter of 2008.  

In table VII we can also see that the macroeconomic performance under flexible 

tripod was clear superior than the one observed under ñpureò macro tripod inherited 

from FHC II. As a matter of fact, growth rate is higher (5.75% p.y compared to 2.6% 
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p.y), average inflation is lower (4.41% p.y compared to 9.2% p.y) and also 

unemployment rate (9.16% compared to 11.18%).  

 Table VII  - Macroeconomic Performance of Brazilian Economy (2003-2008)   

 Growth of Real 
GDP 

Output Gap  Inflation Unemployment 

2003.Q1 -3,20 1,26 16,57 12,50 

2003.Q2 -3,34 -2,28 16,57 12,80 

2003.Q3 -1,92 0,03 15,14 13,00 

2003.Q4 3,66 1,75 9,30 11,70 

2004.Q1 5,79 3,84 5,89 13,10 

2004.Q2 5,97 -3,05 6,06 11,20 

2004.Q3 5,10 1,94 6,70 10,50 

2004.Q4 4,08 3,70 7,60 10,20 

2005.Q1 4,33 4,73 7,54 10,80 

2005.Q2 3,34 -3,34 7,27 9,50 

2005.Q3 3,90 0,63 6,04 9,60 

2005.Q4 3,47 0,87 5,69 9,30 

2006.Q1 3,52 3,15 5,32 10,40 

2006.Q2 4,61 -4,74 4,03 10,80 

2006.Q3 5,20 -2,78 3,70 9,80 

2006.Q4 6,06 0,28 3,14 9,30 

2007.Q1 7,51 3,25 2,96 10,20 

2007.Q2 7,49 -3,39 3,69 9,50 

2007.Q3 6,95 -0,27 4,15 8,70 

2007.Q4 6,25 -0,40 4,46 8,00 

2008.Q1 5,66 1,88 4,73 8,50 

2008.Q2 4,48 -3,01 6,06 8,10 

2008.Q3 5,50 1,85 6,25 7,50 

     

(2003-2008) 4,10 0,26 6,91 10,22 

     

(2003-2005) 2,60 0,84 9,20 11,18 

(2006-2008) 5,75 -0,38 4,41 9,16 

Source: Central Bank of Brazil. Authors´ own elaboration.  

 What is the cause of growth acceleration under Lula government? The main 

cause of growth acceleration is the astonishing increase of 316.05% in the value of 

exports during this period. The growth of exports not only represents a source of growth 

of autonomous demand ï capable by its own to increase the growth rate of GDP ï but 

also allowed a substantial improvement in the indicators of external fragility, allowing a 

reduction in sovereign risk premium (as measured by EMBI+ index, see figure 4) and 

thus a decrease in equilibrium value of real interest rate (see section 3). As a matter of 
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fact, as we can see in Table VIII, average real interest rate was reduced from 12.31% in 

the period 1999-2002 to 8.95% in the period 2003-2008. After the adoption of the so-

called flexible tripod, the reduction was even greater, to 8.72% in the period 2006-2008 

compared to 9.16% in the period 2003-2005.   

                                    Table VIII ï Short-Term Real Interest Rate 

Period  Average Real Rate 

1999-2002 12,31% 

2003-2005 9,16% 

2006-2008 8,72% 

2003-2008 8,95% 

                     Source: Central Bank of Brazil. Authors´ own elaboration.  

The reduction in the safe real rate of interest allowed a reduction in the cost of 

capital that, combined with the expansion of aggregate demand due to the massive 

increase of exports, induced a boost of investment as we can see in figure 9.  

 

       Source: Central Bank of Brazil. Authors´ own elaboration. Note: At current prices.  

 It is important to notice that export performance of Brazilian economy until third 

quarter of 2005 was not due to an improvement in the Terms of Trade. As we can see in 

Figure 10, from the first quarter of 2003 until third quarter of 2005, the index of terms 

of trade remained almost constant (left axis) around a level of 95.  A modest 

improvement of 12.79% in terms of trade would only begin in the first quarter of 2006, 
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when the index of terms of trade increased from 96.45 to 108.75 at the end of the 

period
7
.    

 

     Source: Central Bank of Brazil. Authors´ own elaboration.  

 The export performance of Brazilian Economy from first quarter of 2003 to last 

quarter of 2005 was mostly due to the level of real exchange rate, that remained under-

valued at least the end of 2004 (See Oreiro, Punzo and Araujo, 2012, p. 926), and the 

strong growth of world economy during this period. These factors, combined with the 

improvement in terms of trade after 2006, resulted in a huge increase in the quantum of 

exports, either in primary as in manufacturing and semi-manufacturing products, as we 

can see in Table IX. 

 

 

 

 

 

 

                                                             
7
 It is noteworthy to see in figure 10 that until the third quarter of 2005, real exchange rate appreciation 

can´t be the result of the improvement in the terms of trade. As a matter of fact, during this period 
terms of trade remained practically constant, but real exchange rate appreciated almost 38%. Exchange 
rate appreciation is mainly due to the strong reduction in country risk premium occurred in this period 
(see Figure 4).  
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Table IX ï Evolution of Quantum and Prices of Exports in Brazil (2003-2008) 

 Quantum Prices 

Primary  44.2% 139.1% 

Manufactured 40.0% 66,5% 

Semi-Manufactured 17.7% 110,01% 

Source: FUNCEX. Authors´ own elaboration.  

 Minsky once stated that ñstability is destabilizingò. In the case of Brazilian 

economy, however, may be it is more precise to say that ñgrowth is destabilizingò.   As 

a matter of fact, during the period 2003-2008 the growth acceleration in Brazil was 

followed by a huge appreciation of real exchange rate (Figure 10). If, on one hand, 

exchange rate appreciation allowed a sharp decrease in the rate of inflation, that reached 

3.14% in 2006; then, on the other hand, it induced a change in the current account from 

a surplus of 1.71% of GDP in the first quarter to 2005 to a deficit of 1.67% of GDP in 

the third quarter of 2008 (See Table IV). Once again Brazil returned to the Growth with 

Foreign Savings Model that characterized Fernando Henrique Cardoso government 

(1995-2002)
8
.  

 Up to third quarter of 2008, real exchange rate appreciation did not seem to 

produce any serious harm to the performance of Brazilian manufacturing sector. As we 

can see in figure 11 bellow, the manufacturing share in GDP increased from 12.34% in 

the last quarter of 2002 to 14.09% in the third quarter of 2008. However, compared to 

the third quarter of 2005, manufacturing share had fallen almost 1.0% of GDP, from 

15.09% to 14.09%. It is noteworthy that this decreasing in the manufacturing share 

occurred almost at the same time of the reversion in the current account from surplus to 

deficit and the growth acceleration in period 2006-2008 (see tables IV and VII). These 

are clear signs that manufacturing sector was losing its dynamism due to the behavior of 

real exchange rate.  Sooner or later these problems in the manufacturing sector will 

cause a permanent reduction on the growth rate of Brazilian economy.  

                                                             
8
 For an exposition and critique of the Growth with Foreign Savings Model see Bresser-Pereira, Oreiro 

and Marconi (2014, chapter 8).  
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Source: IPEADATA. Authors´ own elaboration. Note: Moving average of last four 

quarters.  

 Another consequence of real exchange rate over-valuation and improvement in 

the terms of trade was a change in the composition of exports towards primary products. 

As we can see in Table X bellow, the share of primary products in the value of exports 

increased from 29.46% in 2003 to 37.88% in 2008. At the same time, the share of 

manufactured products was reduced from 55.30% to 48.07%. Brazilian economy 

seemed to becoming again a primary-export economy.  

Table X ï Composition of Brazilian Exports (2003-2008) 

 2003 2004 2005 2006 2007 2008 

Primary 29.46% 29.99% 29.92% 29.87% 32.79% 37.88% 

Manufactured 55.30% 55,87% 56.32% 55.64% 53.35% 48.07% 

Semi-
Manufactured 

15.22% 14.12% 13.75% 14.48% 13.85% 14.04% 

                 Source: FUNCEX. Authors´ own elaboration.  

Besides the appreciation of real exchange rate, another weakness of Brazilian 

economy during this period is the growing trend of primary expenditures of central 

government as a ratio to GDP. As we can see in figure 12 below, primary expenditures 

increased from an average of 19.23% of GDP in January of 2003 to 20.51% of GDP in 

September of 2008, an increase of more than 2% of GDP in just five years. Due to fast 

economic growth observed in this period, the increase in primary expenditures as a ratio 

to GDP was matched by an increase of 1.78% of GDP in total receipts, from 21.15% of 

GDP in January of 2003 to 22.93% of GDP in September of 2008. The increase in total 
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receipts in a rate almost as large as primary expenditures allowed Central Government 

to sustain its primary surplus above 2% of GDP at the end of the period 2003-2008 

(figure 13), avoiding a return to a regime of fiscal dominance.  

 

Source: Central Bank of Brazil. Authors´ own elaboration. Note: Moving average of the 

last 12 months.  

 The trend growth of primary expenditures as a ratio to GDP observed in this 

period was a clear announce of the existence of structural fiscal problem. First of all, a 

situation where primary expenditures were growing at a rate bigger than real GDP was 

unsustainable in the long run, since primary expenditures/GDP ratio would reach 100% 

in finite time. In second place, even it was possible to sustain an increase in the primary 

expenditures/GDP for a long time without any major problems, the maintenance of a 

primary surplus/GDP in the level required for the stabilization/reduction of public 

debt/GDP would demand that total receipts of central government should also grow at a 

rate higher than GDP, in order for total receipts/GDP to match the increase in the 

primary expenditures/GDP. Since in the long run it is reasonable to suppose that the 

elasticity of total receipts to GDP is equal to one; than such a path for total receipts 

would require a continuous increase in tax burden, which is also unsustainable.  
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Source: Central Bank of Brazil. Authors´ own elaboration. Note: Moving average of the 

last 12 months 

 Summing up, Brazilian economy at the third quarter of 2008 had two major 

problems. A growing over-valuation of real exchange rate that was beginning to reduce 

the dynamism of manufacturing sector and a structural fiscal problem that could 

produce a return to the regime of fiscal dominance in the medium run.  

3 - From 2008 Financial Crisis to Recovery and Stagnation: Dutch 

disease and deindustrialization of Brazilian economy (2008-2011).  

The world financial crisis of 2008 started after the bankruptcy of Lehman Brothers 

in 15 of September of that year produced a new round of flexibilization of 

macroeconomic tripod.  Facing a fall of almost 30% of industrial output and 14% in 

GDP occurred in the last quarter of 2008 (Oreiro and Araújo, 2009), Brazilian 

government reacted by means of a strong fiscal expansion
9
, followed some months after 

by a considerable easing of monetary policy. At the same time, public banks  (Banco do 

Brasil and Caixa Econômica Federal) made a considerable increase in their credit lines 

in order to solve the credit crunch appeared after the collapse of international financial 

markets in September 2008. The combined effects of fiscal, monetary and credit 

expansion allowed Brazilian economy to recover quickly from 2008 crisis, exhibiting a 

growth rate of 7.6% of GDP in 2010.  

                                                             
9
 According to data of National Treasury, between 2008 and 2009, primary expenditures of federal 

government increased R$ 74.28 billion, an increase of 14.91% in nominal terms.    

1,50

1,60

1,70

1,80

1,90

2,00

2,10

2,20

2,30

2,40

2,50

2
0

0
3

.1

2
0

0
3

.3

2
0

0
3

.5

2
0

0
3

.7

2
0

0
3

.9

2
0

0
3

.1
1

2
0

0
4

.1

2
0

0
4

.3

2
0

0
4

.5

2
0

0
4

.7

2
0

0
4

.9

2
0

0
4

.1
1

2
0

0
5

.1

2
0

0
5

.3

2
0

0
5

.5

2
0

0
5

.7

2
0

0
5

.9

2
0

0
5

.1
1

2
0

0
6

.1

2
0

0
6

.3

2
0

0
6

.5

2
0

0
6

.7

2
0

0
6

.9

2
0

0
6

.1
1

2
0

0
7

.1

2
0

0
7

.3

2
0

0
7

.5

2
0

0
7

.7

2
0

0
7

.9

2
0

0
7

.1
1

2
0

0
8

.1

2
0

0
8

.3

2
0

0
8

.5

2
0

0
8

.7

2
0

0
8

.9

Figure 13 - Evolution of Primary Surplus as a Ratio of GDP (2003.01-
2008.09) 

Primary Surplus



27 
 

     The easing of monetary policy had begun only in January of 2009, almost four 

months after the bankruptcy of Lehman Brothers
10

. As we can see in figure 13 below, 

real interest rate fallen from 7.33 % p.y in the last quarter of 2008 to 4.13% in the third 

quarter of 2009, a decrease of more than 300 b.p. The easing of monetary policy would 

continue up to the first quarter of 2010, when real interest rate reached 3.31% p.y, the 

lowest level since 1995.  

 

           Source: Central Bank of Brazil. Authors´s own elaboration.  

 At the same time that Central Bank of Brazil was conducting an easing of 

monetary policy, Ministry of Finance conducted an easing of fiscal policy by means of 

reducing the primary surplus as a ratio to GDP (figure 14).  As we can see in figure 14 

below, the 12 month-moving average of primary surplus/GDP ratio was reduced from 

2.36% of GDP in October of 2008 to 1.9% of GDP in September of 2010.  

 

 

 

 

 

                                                             
10

 Despite the flexibilization of Inflation Targeting Regime in 2006, Central Bank of Brazil continued to 
exhibit a very strong inflation aversion until 2011, what explain its almost irrational reluctance in 
reducing short-term interest rate in the last quarter of 2008 in face of world financial crisis (See Oreiro 
and Basilio, 2011, p.252-254).   
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Source: Central Bank of Brazil. Authors´ own elaboration. Note: Moving 

average of last 12 months.  

Despite fiscal expansion engineered by the Ministry of Finance in order to 

couple with the effects of world financial crisis over Brazilian economy, the net public 

debt as a ratio to GDP had continued falling (figure 15), showing that the primary 

surplus generated by Public Sector was higher than the level required to stabilize public 

debt. The strong reduction of real interest rate due to monetary policy easing together 

with the growth acceleration in 2010 had reduced the required level of primary 

surplus/GDP below the effective level. In other words, fiscal space in Brazil had 

increased in the period 2008-2011, allowing a simultaneous reduction of primary 

surplus and public debt (as a ratio to GDP).    
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     Source: Central Bank of Brazil. Authors´ own elaboration.  

Just after the bankruptcy of Lehman Brothers, nominal exchange rate in Brazil 

had suffered a huge depreciation due to the precautionary demand for foreign currency 

by domestic residents in order to fulfill their commitments in future and derivative 

markets (See Oreiro and Basilio, 2011). This movement of nominal exchange rate 

produced a temporary reversal of the tendency for exchange rate over-valuation 

observed in the period 2003-2008 (see Figure 16). In the third quarter of 2009, however, 

real exchange rate started again to appreciate. As matter of fact, from 2009.Q3 to 

2011.Q4 real exchange rate had an appreciation of 19%, reaching its lowest level since 

2003.   

We have seen that in the period 2003.Q1 to 2008.Q9 appreciation of real 

exchange rate in Brazil was due to the combined effects of reduction in sovereign risk 

premium (up to the end of 2005) and improvements in terms of trade (from the 

beginning of 2006 on). Now the real exchange rate appreciation appeared to be mainly 

the result of improvement in terms of trade. As we can see in Figure 16, terms of trade 

increased 24% between the third quarter of 2009 to the last quarter of 2011.  
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Source: Central Bank of Brazil. Authors´ own elaboration. Terms of trade are 

measured in the left axis, right axis measures real exchange rate.  

 In order to face the real exchange rate appreciation problem, Central Bank of 

Brazil continued its policy of intervention in exchange markets buying additional 

quantity of international reserves. As we can see in Table XI, international reserves 

increased at an average rate of 22.01% p.y in the period 2009-2011, reaching a value of 

US$ 352 billion at the end of 2011, an increase of almost 82% between 2008 and 2011.  

                     Table XI ï Evolution of International Reserves (2009-2011) 

                   Year                      D% 

2009 23,08% 

2010 20,98% 

2011 21,98% 

Average 22,01% 

                    Source: Central Bank of Brazil. Authors´ own elaboration.  

 These interventions on foreign exchange market, however, are not fully 

sterilized. As we can see in Table XII , the stock of Repo in R$ million and as a share of 

GDP had increased in 2009, but decreased strongly in 2010, showing that Central Bank 

of Brazil had  increased the stock of high powered money to finance the acquisition of 

international reserves. These developments were possible because the world financial 
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crisis induced an easing of monetary policy in Brazil that resulted in a sharp decrease of 

nominal short-term interest rate.    

                  Table XII  ï Evolution of Repo operations (2009-2011) 

 Repo (in R$ 
millions) 

Repo as % of 
GDP 

2009 427800 12,85% 

2010 259200 6,67% 

2011 311900 7,13% 

Source: Valor Econômico (2014) and Central Bank of Brazil. Authors´ own elaboration.  

In last section we saw that one of the characteristics of the flexible tripod was the 

institutionalization of a minimum wage policy that aimed to induce an increase in wage 

share in Brazil. As a matter of fact, in 2007 an agreement between President Lula and 

labor unions enforced a formal rule for minimum wage, according to which minimum 

wage will increase each year at a rate equal to last year inflation (measured by CPI) plus 

the growth rate of real GDP observed two years ago. This rule resulted in a strong real 

increase in minimum wage as we can see in Table XIII .      

Table XIII  ï Evolution of Minimum Wage (2009-2011) 

Period Minimum 

Wage at t-1  

Minimum 

Wage at t 
D% Real Increase 

02/2009 R$ 415,00 R$ 465,00 12,05% 5,79% 

01/2010 R$ 465,00 R$ 510,00 9,68% 6,02% 

03/2011 R$ 510,00 R$ 545,00 6,86% 0,37% 

Source: Ministry of Labor. Authors´ own elaboration.   

How was the macroeconomic performance of Brazil after to world financial 

crisis? As we can see in Table XIV the world financial crisis has a modest and 

temporary effect over Brazilian macroeconomic performance. From 2008.Q4 to 

2009.Q3 real GDP growth was reduced, causing an increase in unemployment rate 

above 10% of labor force. From 2009.Q4 on, the combined effects of fiscal, monetary 

and credit expansion produced a fast acceleration of GDP growth, reaching almost 8% 

p.y in the last quarter of 2010.  Labor market reacted also very fast to aggregate demand 

stimulus, making unemployment rate to fall back at the level observed in the last quarter 

of 2008. Even inflation continued at low levels for Brazilian experience until the last 
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quarter of 2010. This exceptionally good macroeconomic performance allowed the 

election of Dilma Rouseff from Labor Party (Partido dos Trabalhadores) as President of 

Brazil in November of 2010, as successor of Luis Inacio Lula da Silva.   

Table XIV ï Evolution of Brazilian Macroeconomic Performance (2008.Q4-

2011.Q4) 

 Growth (1) Output Gap  Inflation (2) Unemployment 
(3) 

2008.Q4 6,17 4,41 5,90 8,30 

2009.Q1 4,80 1,89 5,61 10,80 

2009.Q2 2,99 -8,56 4,80 10,30 

2009.Q3 0,95 -5,36 4,34 10,10 

2009.Q4 2,06 -2,29 4,31 8,50 

2010.Q1 3,62 2,47 5,17 9,60 

2010.Q2 6,85 -4,16 4,84 9,50 

2010.Q3 9,22 -0,69 4,70 8,70 

2010.Q4 7,97 2,05 5,91 7,40 

2011.Q1 6,95 5,07 6,30 9,00 

2011.Q2 6,19 -1,65 6,71 8,70 

2011.Q3 4,51 2,35 7,31 8,50 

2011.Q4 3,91 2,02 6,50 6,90 

     

Average 5,09 -0,19 5,57 8,95 

Source: Central Bank of Brazil. Authors´ own elaboration. Notes: (1) 12-month moving 

average of real GDP growth; (2) Accumulated variation of IPCA in the last 12 months; 

(3) Unemployment rate at major metropolitan areas.  

 The combined effects of improvement in Terms of Trade and Reserve 

Accumulation allowed Brazilian economy to maintain a good performance in the 

external fragility indicators despite the over-valuation of real exchange rate. As we can 

see in Table XV, external debt as a ratio of GDP and as a ratio of exports reached very 

comfortable levels, clearly indicating a situation of solvency of external accounts. 

International reserves were larger than external debt, indicating that Brazilian economy 

had also a very comfortable liquidity position.  

 The behavior of current account/GDP ratio indicated a clear and growing over-

valuation or real exchange rate. In only two years, from 2008.Q4 to 2010.Q4, current 

account/GDP deficit almost double, increasing from 1.81% of GDP to 3.43% of GDP.  

Since the increase in current account deficit was followed by a huge improvement in 

terms of trade (see figure 16), this could only be the result of substitution of domestic 
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production for imports in the manufacturing sector. The first symptoms of Dutch 

Disease were beginning to appear in Brazilian economy.  

Table XV ï Indicators of External Fragility (2008.Q4-2011.Q4) 

Período  External 
Debt/GDP 

External Debt/Exports Reserves/External 
Debt  

CA/GDP 

     

2008.Q4 12,00%  100,00%  104,30%  -1,81%  

2009.Q1 12,40%  100,00%  105,10%  -1,50%  

2009.Q2 13,50%  110,00%  104,70%  -1,24%  

2009.Q3 13,60%  130,00%  109,40%  -1,17%  

2009.Q4 12,20%  130,00%  120,60%  -1,57%  

2010.Q1 11,50%  130,00%  115,30%  -2,11%  

2010.Q2 0.112  130,00%  110,70%  -2,75%  

2010.Q3 11,70%  130,00%  111,10%  -3,23%  

2010.Q4 12,00%  130,00%  112,40%  -3,43%  

2011.Q1 12,40%  130,00%  114,90%  -3,36%  

2011.Q2 12,60%  130,00%  115,10%  -3,14%  

2011.Q3 12,40%  120,00%  117,30%  -3,03%  

2011.Q4 12,00%  120,00%  118,00%  -2,95%  

     

Average  12,36% 122,31% 112,22% -2,41% 

                   Source: Central Bank of Brazil. Authors´ own elaboration.  

 The process of substitution of domestic production for imports can be visualized 

in figure 17; that showed the share of domestic consumption that is supplied by imports, 

the so-called import penetration coefficient. As we can see, from the first quarter of 

2010 to the last quarter of 2011, the coefficient of import penetration increased from 

15.9% to 18.7%, an increase of 17.61% in the value of the coefficient in less than two 

years.    
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Source: IPEADATA. Authors´ own elaboration. 

The substitution of domestic production for imports in Brazilian manufacturing 

industry caused a stagnation of manufacturing output from the beginning of 2011 on. As 

we can see in figure 18, after a quickly recover of the effects of world financial crisis, 

output of manufacturing industry remained roughly constant at the beginning of 2011, 

despite Brazilian economy was still growing at a higher, although declining, rate (see 

table  XII). Manufacturing industry was clearly loosing dynamism due to over-valuation 

of real exchange rate. Dutch disease was becoming to cause a negative structural change 

in Brazilian economy, reducing the manufacturing share in GDP. A second wave of de-

industrialization had begun
11

.  

 

 

 

 

 

 

 

 

                                                             
11 See Oreiro and Feijó (2010) for an account of de-industrialization of Brazilian economy.   
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Source: IPEADATA. Authors´ own elaboration. Note (*): 12 month-moving 

average of real output. 

The strength of de-industrialization of Brazilian economy could be seen at figure 

19. From 2008.Q4 to 2011.Q4 manufacturing share in GDP had fallen from 13.92% to 

11.8%, a decrease of 15.23% in the manufacturing share in only three years.  

 

Source: Central Bank of Brazil. Authors´ own elaboration. Note (*): 12 month 

moving-average.   

 Regarding fiscal position of Central Government, primary expenditures as a ratio 

to GDP continued to rise in period 2008.Q4 to 2011.Q4. As matter of fact from October 
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of 2008 to September of 2011, the moving average of primary expenditures as a ratio to 

GDP increased from 20.51% to 21.53% (see figure 20). Total receipts as a share of 

GDP decreased until the beginning of second semester of 2010 as a result of temporary 

tax reductions that are implemented by federal government in 2009 as a component of 

the anti-cyclical fiscal policy adopted by Brazilian Government after the bankruptcy of 

Lehman Brothers.   The growth acceleration in 2010 allowed a quickly recover of total 

receipts/GDP, that reached a value of 23.78% in September of 2011.  

 

 Source: Central Bank of Brazil. Authors´ own elaboration. Note (*): 12 month 

moving average.  

The government of President Dilma Rouseff tried to stop the process of 

continuous increasing in the primary expenditures/GDP at the beginning of 2011 by 

means of a fiscal adjustment. As we can see in figure 20, primary expenditures/GDP 

begun to fall at the last quarter of 2011. This movement, however, will be only a 

temporary detour in the path of primary expenditures/GDP. The structural fiscal 

problem was not solved by President Dilma government. This would cause a return of 

fiscal dominance in the years to come.    

 

 

 

20,00

20,50

21,00

21,50

22,00

22,50

23,00

23,50

24,00

Figure 20 - Evolution of Total Receipts and Primary Expenditures of Central 
Government as a ratio to GDP (2008.10-2011.12) (*) 

Total receipts Primary expenditures



37 
 

4 - From stagnation to depression (2011-2015): the failure of the new 

macroeconomic matrix, the end of commodity boom and fiscal crisis.  

4.1 From Growth Euphoria to Stagnation (2011-2013) 

From the last quarter of 2011 until the third quarter of 2013, Brazilian economy 

had experienced a strong growth deceleration. As we can see in Figure 21, the 12 month 

moving average of real GDP growth fallen from 5.39% p.y in the last quarter of 2011 to 

0.84% p.y in the third quarter of 2013.  Moreover, the 12 month moving average of 

output in manufacturing industry had fallen 1.55% during this period (Figure 21). After 

a quick recover of 2008 financial crisis, production of manufacturing industry in Brazil 

stagnated, and this situation was slowing down GDP growth.   

 

Source: IPEADATA. Authors´ own elaboration. Note: right axis measures 

manufacturing industry output, left axis measures real GDP growth.  

 The slowdown in economic growth was not due to a cyclical downturn caused 

by a Keynesian problem of insufficiency of aggregate demand. As we can see in Figure 

22, during this period the output gap was positive, showing that Brazilian economy was 

growing above its potential or natural growth rate. The problem seemed to be a 

structural one: the potential growth rate was being reduced.  
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Source: Central Bank of Brazil. Authors´ own elaboration. Note: 12 month moving 

average of output gap series.  

Another way to see that growth deceleration was not due to a fall of aggregate 

demand is to compare the behavior of sales in the commercial sector with the behavior 

of manufacturing industry output. As we can see in figure 23, although manufacturing 

output was declining up to the end of 2012, sales in the commercial sector were 

growing at a robust average rate of 5.62% p.y in real terms.  Thus the problem did not 

seem to be insufficiency of aggregate demand, but the revealed incapacity of Brazilian 

industrial firms to had access to effective demand. This means that stagnation of 

Brazilian economy was more likely to be the effect of real exchange rate appreciation 

over competitiveness of Brazilian manufacturing industry both in external and domestic 

markets (See Bresser-Pereira, Oreiro and Marconi, 2014, chapter 6).   
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Source: IPEADATA. Authors´ own elaboration. Note: Right axis measures 

manufacturing industry output; left axis measures sales in commercial sector.  

The nature of Brazilian stagnation problem can be seen in Figure 24 below, 

where it is presented the evolution of the 12 month moving average of Real Effective 

Exchange Rate/Wage ratio from January of 2003 to December of 2014. As we can see, 

since the beginning of President Lula government, Brazilian manufacturing sector was 

losing external competitiveness and profit margins due to the combined effect of real 

exchange rate appreciation and increasing wages. This process was stopped, but not 

reversed, under President Dilma Rouseff government.  

In the last sections we saw that Real Exchange rate appreciation in Brazil during 

President Lula government was due to the combined effects of decreasing in sovereign 

risk premium ï due to the improvement in the External Fragility indicators and the 

substitution of a Fiscal Dominance Regime for a Monetary Dominance Regime ï and 

improvement in Terms of Trade. The increase in wages was the result of the minimum 

wage policy and the trend fall in unemployment rate during Lula government. Both real 

exchange rate appreciation and increase in wages made Brazilian industrial firms to 

loose external competitiveness and profit margins, what resulted in a process of 

substitution of domestic production for imports, thus increasing the import penetration 
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coefficient
12

. The substitution of domestic production for imports explain why 

manufacturing industry output stagnates while domestic demand expands, allowing 

sales in the commercial sector to increase at a robust rate.    

 

         Source: IPEADATA. Authors´ own elaboration.  

The stagnation of manufacturing industry output combined with a strong 

expansion of domestic demand resulted in the continuation of de-industrialization of 

Brazilian economy, measured by the manufacturing share in GDP (Figure 25). Due to 

the fact that manufacturing industry is the source of increasing returns, this structural 

change resulted in a reduction of potential growth rate. The de-industrialization of 

Brazilian economy must not be under-estimated. As we can see in Figure 25, from 

2008.Q4 to 2014.Q4, the 12-month moving average of manufacturing share in GDP had 

fallen 32.13%, from 14.75% to 10.01%.  

                                                             
12 The substitution of domestic production for imports continued under President Dilma Rouseff 
government first term. Indeed, according to IPEADATA, the import penetration coefficient increased 
from 17.6% in the first quarter of 2011 to 21.5% in the last quarter of 2014.  
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Source: Brazilian Central Bank. Author´s own elaboration.  

The process of re-primarization of exports that started in 2006, continued after 

2008 world financial crisis. As we can see in Table XVI, the share of primary products 

in the value of exports increased from 37.88% in 2008 to 48.83% in 2011, the first year 

of President Dilma Rousseff government. In the same period, the share of manufactured 

products decreased from 48.08% to 36.80%.   Primary products had now the largest 

share of Brazilian exports.  

Table XVI ï Composition of Brazilian Exports (2008-2014) 

 2008 2009 2010 2011 2012 2013 2014 

Primary  37,88% 41,36% 45,51% 48,83% 47,83% 47,79% 50,06% 
Manufactured 48,08% 44,96% 40,23% 36,80% 38,24% 39,30% 36,65% 

Semi-
Manufactured 

14,04% 13,68% 14,26% 14,37% 13,93% 12,91% 13,28% 

Source: FUNCEX. Authors´ own elaboration.  

Re-primarization of exports signaled for a clear reduction in the growth rate that 

is compatible with the equilibrium in the balance of payments (Thirwall, 2002). This 

was another channel by which over-valuation of real exchange rate was reducing the 

potential or natural growth rate of Brazilian economy
13

.  

 

 

                                                             
13

 For an empirical analysis of the impact of real exchange rate over income elasticities of exports and 
imports see Marconi, Araujo and Oreiro (2015).  
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4.2 The Rise and Failure of New Macroeconomic Matrix (2011-2013).  

Facing deceleration of GDP growth and a stagnation of industrial output since 

2011, Brazilian government answered in the same way it done in 2008, by means of a 

new round of easing monetary and fiscal policy, trying to boost aggregate demand. 

Regarding monetary policy, Brazilian Central Bank reduced short term interest rate 

(over-selic) from 12.41% in august of 2011 to 7.1% in October of 2012. Due to the 

behavior of inflation rate, that was declining until the end of 2011 (see Table XVII), real 

short-term interest rate remained more or less at a constant level of 4.9% until the first 

quarter of 2012. From the second quarter of 2012 on, the combination of declining 

short-term interest rate with rising inflation rate; produced a remarkable reduction of 

real interest rate, which reached 2,29% p.y in the third quarter 0f 2002, its lowest level 

since the implementation of the macroeconomic tripod in 1999.  

Table XVII ï Evolution of Nominal Interest Rate, Inflation and Real Interest Rate in 

Brazil (2011.Q3-2012.Q2) 

 Nominal interest 
rate (% p.y) 

Inflation         
(% p.y) 

Real interest rate 
(% p.y) 

2011.Q3 12,16 7,31 4,85 

2011.Q4 11,40 6,50 4,90 

2012.Q1 10,17 5,24 4,93 

2012.Q2 8,73 4,92 3,81 

2012.Q3 7,57 5,28 2,29 

Source: Central Bank of Brazil and IPEADATA. Authors´ own elaboration. 

Note: Nominal interest rate is the annualized three month average of Selic/Over.    

One of the objectives of easing monetary policy was to induce a depreciation of 

nominal exchange rate in order to reduce or even eliminate the over-valuation of real 

exchange rate. This means that monetary policy in Brazil clearly incorporated as one of 

its objectives to stabilize the real exchange rate, but without an explicit commitment 

with a target for nominal or real level of exchange rate. In order to avoid a conflict 

between the stabilization of real exchange rate and  inflation targeting, Central Bank of 

Brazil choose to make an informal spreading of the convergence period from one year 

to the ñrelevant period for monetary policy to operateò, which means, in practice, that 

monetary authority has no commitment with any definite period for inflation to 

converge for the center of the target (4.5% p.y), although annual inflation must be lower 

than the ceiling defined by CMN (6.5% p.y).  This means that in order to make possible 



43 
 

an adjustment of Real Exchange rate, Central Bank of Brazil would tolerate a higher 

inflation rate, between 5.0% and 5.5% p.y, instead of 4.5% p.y. A higher real exchange 

rate was been traded for a higher inflation rate.  

Along with easing of monetary policy, Brazilian Central Bank tried to continue 

its intervention in foreign exchange markets by means of buying international reserves. 

As we can see in Table XVIII below, from 2011 to 2012, Central Bank continue to 

increase international reserves at a rate of almost 20% p.y as it was done in previous 

years (see Table XI). From 2012 on, however, the rate of reserve accumulation slowed 

down and then reversed in 2014. Clearly, the policy of reserve accumulation was now 

reaching its limits.  

Table XVIII ï Evolution of International Reserves (2011-2014) 

 Reserves              
(US$ million) 

D% 

2011 297696  

2012 355075 19,27% 

2013 373417 5,17% 

2014 360936 -3,34% 

Source: Central Bank of Brazil. Author´s own elaboration. Note: Reserves in 

January of each year.  

From 2011 to 2012, reserve accumulation required a large increase in REPO 

operations as we can see in Table XIX in order to avoid a decrease in short term interest 

rate greater than the one desired by Brazilian Central Bank. At the end of 2013, REPO 

operations were near 10% of GDP, representing almost 20% of gross public debt. The 

large size of international reserves together with the size and cost of REPO operations 

were making the continuation of reserve accumulation a very costly policy for Brazilian 

Government. Due to the increasing fiscal difficulties that National Treasury started to 

face after 2013, the intervention in foreign exchange market by means of reserve 

accumulation would be stopped in 2014
14

.   

 

 
                                                             
14

 Another problem was the resilience of inflation near 6% p.y in the period 2011-2013.  If average 
inflation was 5.15% in the second term of President Lula, in the period of 2011 to 2013, average inflation 
rose to 6.08% p.y. After the popular protests of 2013, the political conditions in Brazil made impossible 
for the government to tolerate greater inflation acceleration, making Central Bank to give up the 
attempt of adjusting real exchange rate to a more competitive level.    
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            Table XIX: Evolution of REPO operations (2011-2014) 

 Repo (in R$ 
millions) 

Repo as % of 
GDP 

2011 311900 7,13% 

2012 497300 10,55% 

2013 508000 9,85% 

2014 889600 16,11% 

Source: Valor Econômico (2014) and Central Bank of Brazil. Authors´ own elaboration.  

Regarding the fiscal policy, Ministry of Finance decided that a reduction of the 

primary surplus/GDP was both possible and required. The reduction of real interest rate 

due to easing of monetary policy had reduced the primary surplus/GDP that was 

required to stabilize (net) public debt as a ratio to GDP. This means that fiscal space 

was created, allowing an easing of fiscal policy. Besides that, growth deceleration 

observed after 2011 signaled a weakness of aggregate demand that would demand some 

fiscal stimulus.  The issue was not if a fiscal stimulus was needed, but what form the 

fiscal stimulus must have. 

The decision of the Minister of Finance, Guido Mantega, was to use the fiscal 

space to promote a semi-permanent round of tax reduction for both productive sector 

(mainly automobile industry) and consumers instead of an increase in Public 

Investment, as it was defended by the Vice-Minister, Nelson Barbosa. The impact of 

this decision over the path of primary surplus can be seen in figure 27 below.  

 

      Source: Central Bank of Brazil. Authors´ own elaboration.  
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This combination of easing monetary and fiscal policy was named by Economic 

Policy Secretary, Marcio Holland, as New Macroeconomic Matrix in an interview to 

Valor Econômico at December of 2012 (Valor Econômico, 2012).  For financial 

markets and many economists this was the official announcement of the end of 

Macroeconomic Tripod, even in its more flexible version that arose after 2006.  

The declared objective of the new macroeconomic regime according to the 

Finance Minister Guido Mantega
15

 was to produce a change in the combination of 

interest rate and exchange rate towards a lower nominal and real interest rate and a more 

competitive real exchange rate in order to (i) boost capital accumulation and economic 

growth in the medium term; (ii) stimulate manufacturing industry and revert the de-

industrialization of Brazilian economy.  

How was the performance of the so-called New Macroeconomic Matrix? 

Brazil´s macroeconomic performance during this period can be seen in Table XX 

below.  Compared to the after 2008 financial crisis (2008.Q4-2011.Q4), the 

performance of Brazilian economy was clearly worse except for unemployment rate 

(see tables XIV and XX for a comparison). Growth almost stagnated, reaching an 

average of only 1.73% p.y. Despite growth deceleration, output gap was positive on 

average during this period, indicating that Brazilian economy was growing above 

potential and also that growth potential was reduced. Regarding inflation, it was 

observed a modest increase from an average of 5.57% p.y in the period 2008.Q4-

2011.Q4 to 5.79% p.y in the period 2012.Q1 to 2013.Q4.   Regarding the situation of 

manufacturing industry, output increased in 2013 compared to 2012, but it did not 

returned to the average observed at the end of 2011 (Figure 23). As a consequence, de-

industrialization continued its course with manufacturing share reaching 10.29% in the 

first quarter of 2014 (Figure 25).      

 

 

 

 

 

                                                             
15 See http://jornalggn.com.br/blog/luisnassif/o-primeiro-ano-da-nova-matriz-economica-por-mantega.  

http://jornalggn.com.br/blog/luisnassif/o-primeiro-ano-da-nova-matriz-economica-por-mantega
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Table XX ï Evolution of Macroeconomic Performance under New Macroeconomic 

Matrix  (2012.Q1-2013.Q4) 

 Growth Output Gap  Inflation  Unemployment 

     

2012.Q1 4,06 3,67 5,24 9,10 

2012.Q2 2,56 -1,67 4,92 9,00 

2012.Q3 1,72 0,49 5,28 9,10 

2012.Q4 0,88 2,01 5,84 7,60 

2013.Q1 0,08 2,99 6,59 8,80 

2013.Q2 0,73 -1,65 6,70 9,10 

2013.Q3 1,67 2,40 5,86 8,10 

2013.Q4 2,15 2,41 5,91 7,50 

     

Average 1,73 1,33 5,79 8,54 

Source: Central Bank of Brazil. Authors´ own elaboration.  

The failure of new macroeconomic matrix can be partially explained by the 

behavior of real exchange rate. As we can see in figure 28 below, under new 

macroeconomic matrix real exchange rate depreciated but this movement was not 

enough to restore real exchange rate at the level observed in the beginning of 2006, 

when it looked to be at a very comfortable level for both manufacturing industry and 

current account. Compared to the level observed in 2006.Q1, real exchange rate 

remained with an over-valuation of 12.23% in the last quarter of 2013.  

The surprising feature of the period under new macroeconomic matrix was the 

revealed incapacity of a remarkable low level for real short-term interest rate to 

stimulate economic growth. As we can see in figure 28, real interest rate felt from an 

average of 4.71% p.y in the last quarter of 2011 to only 1.23% p.y in the third quarter of 

2013, the lowest level ever observed in Brazil since the implementation of the 

macroeconomic Tripod.  

 

 

 

 

 

 




