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Inflation Report is a quarterly publication of the Banco Central do

Brasil  with the objective of  evaluating the performance of the

inflation targeting system and providing a prospective scenario for

inflation. The national and international economic conditions

underlying decisions taken by the Monetary Policy Committee

(Copom) concerning the monetary policy management are presented.

The report is divided into six chapters: Activity level; Prices; Credit,

monetary and fiscal policies; International economy; Foreign sector

and Prospects for inflation. With regard to the activity level, growth

in retail sales, inventories, output, labor market and investments are

investigated. In the following chapter, price analysis focuses on the

results obtained in the quarter as a consequence of monetary policy

decisions and the real conditions of the economy outside the realm

of government action. The chapter referring to the credit, monetary

and fiscal policies, the analysis is centered on the behavior of credit,

financial and budget operations. In the chapter dealing with the

international economy, the report presents an analysis of the world’s

major economies and seeks to identify those conditions capable of

impacting the Brazilian balance of payments. Insofar as the foreign

sector chapter is concerned, analysis is targeted at economic-financial

relations with the international community, with emphasis on  trade

results and foreign financing conditions. Finally, prospects on inflation

growth are analyzed.

Foreword
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Executive Summary

Economic activity continues to expand gradually, but at a slower pace as

compared to the first months of the year. The demand for consumption has

been sustained by positive factors such as the path of the employment rate

and the rise in agricultural income. On the other hand, the still high default

rate and the drop registered in most indicators that measure the purchasing

power of wages and earnings are factors that have been restricting the

demand. There is no evidence in the short run of factors that could pressure

the demand, as indicated by the behavior of inventory level indicators.

In addition, the discreet growth of credit operations in the second quarter,

following the same trend observed since early this year, continues to

reflect the cautious position assumed by agents in the prevailing scenario

of economic uncertainties associated with the cost of credit. Special

mention should be made, however, of the higher volume of disbursements

of the BNDES for infrastructure items basically, revealing favorable

prospects for investments in this area.

Investments have recovered somewhat as compared to the deceleration

observed in the last months of 2001, a trend that can be felt in the

production of capital goods and civil construction inputs. Similarly to

what has been observed in consumption demand indicators, this recovery

can be described as gradual and there is no evidence that the productive

sector will be incapable of responding to this shift.

The recent and gradual recovery of the economic activity was confirmed

by the GDP expansion in the first quarter of the year in relation to the

previous period, after declines in the second and third quarters of 2001

and a relative stability in the last quarter. For 2002, GDP is expected to

grow by 2% as a result of increases of 3.3% in agriculture, 1.8% in the

industrial production, and 2.2% in services.
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The 12-month trade balance continued to grow over the year regardless

of the contraction in exports. Sales abroad are expected to regain impetus

with the recovery of the world economy, making up for the loss of

revenue caused by the drop in exports to Argentina. Imports have been

replaced by domestic production and their recovery, which is linked to

the recovery of industrial production, will take place at a more moderate

pace. This behavior of both exports and imports is expected to sustain

the surplus of the trade balance projected for the year. Net spending on

services is also contributing to reduce the current account deficit, as

well as the payment of interest rates, since the foreign debt is not growing.

The baseline scenario for the Copom forecasts for the next 18 months

presupposes, on the one hand, that the economic policy in 2003 will

remain committed to the targets set for the inflation rate and, on the

other hand, that the transition to the future federal administration will

not be subject to exaggerated and/or protracted turbulence.

The central path expected for the inflation accumulated in 12 months

has declined steadily from 7.7% at the end of the second quarter of

2002 to 5.5% late this year. A marked drop in the inflation rate is

anticipated between the third and fourth quarters of this year as a result

of the substitution of an abnormally high inflation in the last quarter of

2001 with a figure that is more consistent with the targets set for the

inflation in the last quarter of this year. The higher inflationary pressure

has been caused by prices administered by contract and monitored prices.

Projections indicate that the prices of this group will rise by about 8.1%

in 2002, contributing 2.5 percentage points to the IPCA. For market

prices, which account for about 70% of the IPCA, a 4.3% growth is

expected, with a contribution of 3.0 percentage points. Because market

prices have risen by 2.0% in 2002 already, the average monthly inflation

of these prices by the end of the year will be lower than the figures

registered until May. It is estimated that that the contribution to the

IPCA in 2002 of the primary effect of the shock to prices administered

by contract and monitored prices - the value exceeding the inflation

target after the impact of the exchange rate pass-through and of inertia

on prices administered by contract and monitored prices are eliminated

- will amount to 0.5 percentage point. Calculations indicate that the

inflation inertia above the target set for last year will have an impact of

0.9 percentage point in the IPCA in 2002.
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For 2003, an inflation rate of 2.6% has been projected. Prices

administered by contract and monitored prices are expected to vary by

6.1% and contribute 1.9 percentage points to the IPCA. For market

prices, a lower figure is expected: 1.1%, which would contribute with

0.7 percentage point in the IPCA. For the IPCA as a whole, an inflation

rate of 2.6% has been projected for 2003, which is below the target.

The main sources of uncertainty as to the evolution of inflation until the

end of 2003 are the behavior of prices administered by contract and

monitored prices, the evolution of the world economy, and the behavior

of the exchange rate and of domestic assets. If the uncertainties in relation

to the future and the recent adverse conjuncture of marked depreciation

in the price of assets and in the exchange rate persist, the inflation

forecasts for 2002 and 2003 could be higher.
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Percentage change

Itemization 2001 2002

Dec Jan Feb Mar Apr May*

In the month��

General -1.5 2.3 -1.2 2.9 -2.4 3.2

Consumer goods -1.5 3.2 -0.1 4.6 -4.5 2.5

     Durable -1.7 3.0 -1.2 0.9 1.4 1.1

     Semidurable 4.5 -0.6 -1.1 -2.5 -4.1 -1.0

     Nondurable -0.5 0.8 0.2 7.3 -10.5 3.3

Automotive trade -0.6 -7.5 -3.2 -1.6 4.8 -5.6

  Vehicle concessionaries 0.6 -10.5 -4.6 -0.8 6.7 -7.2

  Autoparts and accessories -8.8 7.2 1.5 -3.0 0.8 0.4

Building materials -11.1 6.4 -0.8 0.9 2.3 -5.3

Quarter/previous quarter1/

General 3.7 2.9 1.3 1.8 1.0 2.3

Consumer goods 3.0 4.2 2.7 4.7 3.0 3.3

     Durable 6.0 7.5 4.1 3.2 1.3 2.4

     Semidurable -10.0 -3.6 0.8 0.1 -3.0 -6.3

     Nondurable 2.2 2.9 1.4 3.9 1.7 1.3

Automotive trade 7.1 1.6 -6.1 -11.1 -7.9 -5.1

  Vehicle concessionaries 8.9 1.7 -7.4 -14.3 -9.8 -5.8

  Autoparts and accessories -2.1 -4.3 -4.3 0.2 1.3 0.9

Building materials -7.5 -8.5 -8.2 -2.4 0.7 2.2

In the year

General -5.5 -5.5 -6.3 -4.6 -4.7 -2.9

Consumer goods -4.4 -2.6 -3.3 -0.9 -1.7 0.1

     Durable -7.0 -5.3 -6.2 -5.6 -3.9 -1.5

     Semidurable -21.5 -20.9 -21.0 -21.9 -22.3 -24.7

     Nondurable 0.9 -0.3 -0.8 3.5 0.5 1.9

Automotive trade -16.3 -19.5 -23.0 -25.4 -21.8 -21.4

  Vehicle concessionaries -19.0 -23.3 -28.0 -30.2 -26.0 -25.5

  Autoparts and accessories -2.7 -1.5 3.2 0.0 -0.2 -0.2

Building materials -1.3 -24.0 -23.9 -24.2 -21.6 -21.5

Source: Fecomercio

1/ Seasonally adjusted data.

* Preliminary.
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% accumulated in the year

Itemization 2001 2002

Jan Feb Mar Apr

Retail sector -1.2 -1.1 -1.3 -0.8 -1.1

   Fuel and lubricants -2.7 4.7 5.3 5.1 5.2

   Supermarkets 1.0 -1.2 -1.9 0.6 -1.7

   Textiles, clothing 1.6 0.3 -1.7 -2.7 -2.2

   Furniture and white goods -1.4 1.0 0.0 -1.4 1.0

   Other domestic goods -6.4 -5.7 -4.1 -4.6 -3.6

   Vehicles, motorcycles -3.5 -19.8 -20.7 -23.4 -20.6

Source: IBGE

���������	
����
���
�������
�����	�
�����
������
��

% p.m.

Itemization 2000 2001 2002

Dec Dec Jan Feb Mar Apr

Average interest rates 6.85 6.72 6.70 6.66 6.64 6.62

By segment

     Large stores 5.83 5.70 5.67 5.64 5.61 5.58

     Medium stores 7.16 6.94 6.91 6.88 6.86 6.82

     Small stores 7.85 7.57 7.54 7.52 7.50 7.47

Source: Anefac
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Rate

Itemization 2000 2001 2002

Average Average Jan Feb Mar Apr May

SPC (SP)�� 5.7 7.4 5.4 8.2 6.0 9.4 8.8

Returned checks�� 3.6 4.9 5.5 5.2 5.2 5.0 ...   

Telecheque (RJ)�� 1.9 2.0 3.5 3.3 3.9 2.9 ...   

Telecheque (National 2.3 2.5 3.3 3.1 3.0 2.8 ...   

Source: ACSP, Bacen and Telecheque

1/ New registrations - registrations cancelled out/effected consultations (t-3).

2/ Cheques returned due to insufficient funds/cleared cheques.

3/ Returned cheques/cleared cheques.

4/ Average in the following cities: Belém, Fortaleza, Recife, Salvador,

    Belo Horizonte, São Paulo, Curitiba, Porto Alegre, Ribeirão Preto

    and Rio de Janeiro.
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Itemization 2001 2002

I II III IV I

Manufacturing industry

   Final products 51.2 50.9 50.9 48.0 50.4

   Raw materials and interm. goods 48.0 49.1 49.7 48.6 47.7

Large companies

   Final products 52.7 52.3 52.4 47.8 50.4

   Raw materials and interm. goods 48.4 51.7 53.4 50.5 49.5

Small and medium companies

   Final products 50.4 50.1 50.0 48.2 50.3

   Raw materials and interm. goods 47.9 47.6 47.7 47.5 46.7

Source: CNI

1/ Values over 50 indicate stocks above the planned level.
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Percentage change

Itemization 2002

Jan Feb Mar Mar�� Apr Apr��

Industrial production  1.4  0.3 - 0.8 - 0.3  4.1  1.9

By segment

  Mineral extraction  5.7 - 0.5  3.5  2.5  1.8  0.8

  Manufacturing industry  2.0  0.3 - 1.9 - 0.6  5.2  2.0

By category of use

     Capital goods  1.1  5.3 - 3.9 - 2.1  7.1  5.1

     Intermediate goods  3.5  1.2 - 1.6 - 0.7  2.5  1.3

     Consumer goods  0.9 - 1.4 - 1.1 - 0.2  7.0  3.1

        Durable - 2.1  1.2  1.0  2.2  7.0  2.5

        Semi and nondurable  1.3 - 1.1 - 1.9 - 1.1  6.0  2.6

Source: IBGE and Banco Central do Brasil

1/ Seasonally adjusted data.

2/ Change enclosing calendar effect on seasonal factors.
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Percentage change

Itemization 2001 2002

Dec Jan Feb Mar Apr

Industry (total)

  In the month��  1.0  1.4  0.3 - 0.8  4.1

  Quarter/previous quarter1/ - 0.4  1.7  2.9  2.9  2.7

  Same month of the previous year - 6.6 - 1.2 - 1.3 - 3.8  6.0

  Accumulated in the year  1.5 - 1.2 - 1.3 - 2.1 - 0.1

  Accumulated in 12 months  1.5  0.5  0.3 - 0.7 - 0.7

Manufacturing industry

  In the month��  0.4  1.9  0.2 - 1.9  5.2

  Quarter/previous quarter1/ - 0.5  1.1  2.1  2.0  2.7

  Same month of the previous year - 7.3 - 2.3 - 2.1 - 5.7  5.1

  Accumulated in the year  1.2 - 2.3 - 2.2 - 3.5 - 1.3

  Accumulated in 12 months  1.2  0.2  0.0 - 1.2 - 1.2

Mineral extraction

  In the month��  1.6  4.5  0.2  3.5  1.8

  Quarter/previous quarter1/ - 2.5  5.4  7.6  9.9  7.0

  Same month of the previous year - 1.1  7.1  5.1  13.1  13.5

  Accumulated in the year  3.5  7.1  6.1  8.4  9.7

  Accumulated in 12 months  3.5  3.1  2.6  3.2  3.7

Source: IBGE

1/ Seasonally adjusted data.
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Percentage change

Itemization 2001 2002

1st q. Apr In the year

Industrial production  1.5 - 2.1  4.1 - 0.1

  Mineral extraction  3.5  8.4  1.8  9.7

  Manufacturing industry  1.2 - 3.5  5.2 - 1.3

    Nonmetallic minerals - 1.8 - 4.7  3.3 - 2.7

    Metallurgy  0.7 - 4.0 - 0.2 - 2.9

    Mechanics  5.2 - 0.9  8.4  1.8

    Electric and comm. equip.  6.9 - 13.6  11.0 - 11.7

    Transportation equipment  5.3 - 5.4  3.3 - 3.0

    Wood - 0.3 - 3.4  3.6 - 1.8

    Furniture - 1.1  2.8  13.4  7.3

    Paper and cardboard  0.1  0.3  2.3  0.8

    Rubber - 4.5 - 6.2  2.0 - 3.3

    Leather and hides - 9.4 - 11.6  13.2 - 8.8

    Chemicals - 0.7 - 1.7  1.6 - 0.6

    Pharmaceuticals - 1.0  17.4 - 0.7  17.7

    Perfumes, soaps, candles - 1.2 - 5.2 - 3.7 - 4.2

    Plastics - 5.0 - 4.6  8.3 - 1.8

    Textiles - 5.7 - 6.3  7.0 - 3.7

    Clothing, footwear, cloths - 6.5 - 5.3  8.3 - 0.4

    Food products  5.1 - 1.2  6.6  2.2

    Beverages  0.2 - 6.9  3.2 - 5.7

    Tobacco - 4.7  34.3  8.2  37.8

Source: IBGE

1/ In April, seasonally adjusted change.
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Percentage change

Itemization 2000 2001

Dec Jan Feb Mar Apr

In the month1/

  Industrial production  1.0  1.4  0.3 - 0.8  4.1

    Capital goods - 0.8  2.0  5.6 - 4.0  7.1

    Intermediate goods  1.2  3.1  1.5 - 1.5  2.5

    Consumer goods  0.9  0.5 - 1.9 - 1.1  7.0

      Durable  5.9 - 3.4  1.1  1.0  7.0

      Semi and nondurable - 0.7  1.1 - 1.5 - 1.9  6.0

Quarter/previous quarter1/

  Industrial production - 0.4  1.7  2.9  2.9  2.7

    Capital goods - 6.4 - 6.3 - 0.3  3.4  7.4

    Intermediate goods - 1.4  1.2  3.5  4.6  3.9

    Consumer goods  3.0  4.7  3.2  0.9  0.5

      Durable  11.4  13.6  10.5  2.9  3.9

      Semi and nondurable  1.1  2.3  1.3  0.4  0.0

In the year

  Industrial production  1.5 - 1.2 - 1.3 - 2.1 - 0.1

    Capital goods  12.7 - 3.9  0.3 - 1.8  0.3

    Intermediate goods - 0.2 - 1.9 - 1.6 - 2.2 - 0.4

    Consumer goods  1.3  1.3 - 0.6 - 2.3  0.5

      Durable - 0.6 - 3.9 - 7.3 - 8.5 - 3.8

      Semi and nondurable  1.8  2.7  1.3 - 0.4  1.8

Source: IBGE

1/ Seasonally adjusted data.
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Percentage change

Itemization 2001 2002

Dec Jan Feb Mar Apr May*

In the month��

Production  1.7  1.9 - 5.5  1.0  1.0 - 7.4

Sales - 3.5 - 6.2  0.1 - 2.1  1.2 - 7.9

  Domestic sales  7.0 - 16.4 - 2.6  0.2 - 4.4 - 10.4

  External sales - 27.2  26.4  0.9 - 0.6  12.5  1.9

Quarter/previous quarter��

Production  2.0  11.2  7.3  3.4 - 2.8 - 3.9

Sales  12.4  14.5  3.8 - 4.9 - 6.3 - 6.0

  Domestic sales  24.5  28.1  13.1 - 9.3 - 13.0 - 13.4

  External sales  0.4 - 9.4 - 16.2 - 0.7  9.1  17.2

In the year

Production  7.1  3.0 - 4.9 - 8.8 - 6.2 - 9.2

Sales  7.4 - 5.2 - 8.3 - 11.3 - 9.9 - 11.9

  Domestic sales  8.6 - 4.6 - 9.1 - 12.1 - 11.2 - 14.2

  External sales  3.3 - 8.5 - 4.3 - 7.6 - 4.2 - 2.5

Source: Anfavea

1/ Seasonally adjusted data.

* Preliminary.
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Building materials
Seasonally adjusted data
Average percentage
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Seasonally adjusted data
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Capital goods
Seasonally adjusted data
Average percentage
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Consumer goods
Seasonally adjusted data
Average percentage
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In thousands of tons

Itemization Production Percentage

2001 2002��
change

Grain production 98 543 99 337 0.8  

   Cotton (seed) 1 718 1 493 -13.1  

   Rice (in husk) 10 195 10 453 2.5  

   Beans 2 436 3 163 29.8  

   Corn 41 439 36 462 -12.0  

   Soybean 37 683 41 923 11.3  

   Wheat 3 261 3 873 18.8  

   Others 1 812 1 970 8.7  

Source: IBGE

1/ Estimate.
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Percentage change

Itemization Production Area Average

production

Grain production 0.8 7.9  -6.6  

   Cotton (seed) -13.1 -10.8  -2.6  

   Rice (in husk) 2.5 1.4  1.1  

   Beans 29.8 20.5  7.8  

   Corn -12.0 -2.1  -10.1  

   Soybean 11.3 17.2  -5.1  

   Wheat 18.8 8.3  9.7  

   Others 8.7 -1.8  10.7  

Other products

   Potatoes -2.3 -1.4 -2.3

   Coffee fruit 10.2 0.4 9.8

   Oranges 10.1 -0.4 10.6

   Sugar cane 4.2 1.6 2.6

   Manioc roots 1.8 -0.7 2.5

Source: IBGE
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Percentage change in 2002

Itemization Farm income - in R$ million Income Production Price

2001 2002

Soybeans 13 504.15 15 901.15  17.8  11.3  5.8

Sugar cane 8 835.55 9 842.98  11.4  4.2  6.9

Corn 6 813.61 7 343.30  7.8 - 12.0  22.5

Oranges 4 367.15 6 005.30  37.5  10.1  24.9

Rice (in husk) 3 034.67 3 789.38  24.9  2.5  21.8

Beans 2 346.06 3 270.29  39.4  29.8  7.4

Banana 2 734.92 2 786.51  1.9  6.0 - 3.9

Coffee (beans) 1 756.56 1 674.52 - 4.7  10.2 - 13.5

Source: Ipea



���������	
���� ����	����

��

�����������	�
�����������������������	�����	��

���
	�����

% accumulated growth in year

Itemization 2001 2002

Jan Feb Mar Apr

Total of occupied people 0.7 1.2 1.8 2.1 2.3

By activity

  Manufacturing industry 0.6 -0.7 -0.6 -0.2 0.2

  Building -2.8 -8.5 -7.9 -6.3 -6.3

  Commerce -0.7 2.5 3.5 3.5 3.0

  Services 1.5 2.5 2.8 3.0 3.3

By categories of employment

  Registered 3.8 2.0 2.0 2.2 2.3

  Nonregistered -1.2 4.6 4.8 5.0 5.1

  Self-employed -0.7 -3.1 -1.6 -0.9 -0.8

  Employer -7.1 -1.5 -0.3 1.2 1.5

Source: IBGE
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Number of job positions (1,000 employees)

Itemization 2001 2002

Jan Feb Mar Apr In the year

Total 591.1 44.2 82.0 90.3 175.1 391.6

  Manufacturing industry 103.8 15.0 9.0 23.6 44.6 92.2

  Commerce 209.8 2.3 11.0 10.9 18.4 42.6

  Services 311.0 18.2 38.0 37.2 51.6 145.0

  Building -33.4 2.0 2.1 3.5 10.5 18.1

  Public utilities 1.5 0.8 0.6 1.1 -0.3 2.3

  Others��
-1.6 6.0 21.3 13.9 150.2 191.4

Source: Ministry of Labor and Employment

1/ Includes mineral extraction, public administration, crop and livestock

    and others.
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Brazil -35.7  -581.8  -196.0  657.6  591.1  391.6  

Regions

   North -6.1  -10.2  -3.6  35.5  22.2  9.5  

   Center-west 16.1  -13.9  -11.0  47.8  56.9  57.1  

   Northeast -1.3  -35.2  -20.7  102.5  60.5  -13.3  

   South -0.6  -83.7  -3.9  111.7  156.0  96.6  

   Southeast -43.8  -438.8  -156.9  359.9  295.6  241.7  

Source: Ministry of Labor and Employment

1/ Up to April.
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Total -35.7  -581.8  -196.0  657.6  591.1  391.6  

Manufacturing industry -133.1  -300.7  14.9  192.9  103.8  92.2  

Commerce 65.6  -57.9  14.6  175.5  209.8  42.6  

Services 61.1  -76.7  14.9  283.9  311.0  145.0  

Crop and livestock -3.8  -52.0  -119.6  9.8  -17.1  68.4  

Construction 13.5  -63.5  -113.1  -1.6  -33.4  18.1  

Source: Ministry of Labor and Employment

1/ Up to April.
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% accumulated growth in year

Itemization 2001 2002

Jan Feb Mar

Overall real wages -3.4 -3.1 -3.3 -3.1

Average real earnings -3.8 -5.3 -5.8 -5.6

By activity

  Manufacturing industry -5.1 -4.5 -3.5 -4.1

  Building -5.2 -13.0 -12.5 -12.0

  Commerce -5.7 -8.5 -7.1 -8.5

  Services -3.4 -5.4 -6.9 -6.2

By categories of employment

  Registered -4.8 -7.1 -6.8 -6.0

  Nonregistered -2.1 -2.2 -1.6 -1.2

  Self-employed -1.4 -6.7 -8.7 -8.7

  Employer -2.6 -2.0 -6.1 -8.6

Source: IBGE
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Total 391.6  303.5  29.0  

Regions

   North 9.5  9.2  2.9  

   Center-west 57.1  41.7  36.8  

   Northeast -13.3  -33.0  ...  

   South 96.6  91.0  6.1  

   Southeast 241.7  194.6  24.2  

Metropolitan regions 74.4  122.2  -39.1  

   Belém 0.4  2.8  -87.5  

   Fortaleza 2.2  0.9  149.7  

   Recife -3.6  -2.9  ...  

   Salvador 5.3  3.6  45.2  

   Belo Horizonte 9.9  10.4  -5.1  

   Rio de Janeiro 8.1  15.3  -47.3  

   São Paulo 42.3  70.3  -39.8  

   Curitiba 3.9  10.0  -61.4  

   Porto Alegre 6.0  11.7  -49.3  

Source: Ministry of Labor and Employment
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12 month moving average
% change
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% accumulated growth in year

Itemization 2001 2002

Jan Feb Mar Apr

CNI

  Overall real wages 3.2 -0.6 -0.6 -0.4 -0.4

Fiesp

  Overall real wages 6.4 2.4 2.2 2.6 2.7

  Average real wages 6.1 4.7 4.9 5.4 5.6

Source: CNI and Fiesp
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Quarter/previous quarter seasonally adjusted

Itemization 2001 2002

I II III IV I

GDP at maket prices 1.2 -1.4 -0.4 0.1 1.3 

   Crop and livestock 7.1 -0.7 -0.6 2.8 1.9 

   Industry -3.0 -2.1 1.4 -1.6 -1.5 

   Services 0.6 0.4 0.3 0.5 1.0 

Source: IBGE
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% growth accumulated in the year
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Percentage change

Itemization 2001 2002

I II III IV I

Accumulated in the year 4.3 3.2 2.3 1.5 -0.7

Accumulated in four quarters 4.1 3.6 2.6 1.5 0.3

Quarter/same quarter

     of the previous year 4.3 2.1 0.5 -0.7 -0.7

Quarter/previous quarter

     seasonally adjusted 1.2 -1.4 -0.4 0.1 1.3

Source: IBGE
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Percentage change in the year

Itemization 2000 2001 2002��

Crop and livestock 3.0 5.1 3.3

Industry 4.9 -0.6 1.8

  Mineral extraction 11.1 3.4 11.2

  Manufacturing 5.4 0.6 1.3

  Construction 3.0 -2.6 -0.8

  Public utilities 4.1 -5.5 4.2

Services 3.7 2.5 2.2

  Commerce 4.7 0.7 0.9

  Transportation 5.6 1.0 1.8

  Communications 16.5 11.9 6.9

  Financial institutions 3.5 1.1 2.2

  Other services 4.4 3.2 2.4

  Rents 2.5 2.1 1.9

  Public administration 1.1 1.8 1.7

Financial dummy 4.4 1.5 2.1

Value added at basic prices 4.0 1.6 2.2

Taxes on products 7.1 0.8 0.5

GDP at market prices 4.4 1.5 2.0

Source: IBGE

1/ Banco Central do Brasil estimates.
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GDP share

Itemization Gross fixed Changes in Gross capital

capital formation inventories formation

1999 I 19.6 -0.3 19.2

II 19.2 2.8 22.0

III 19.3 0.7 20.0

IV 19.1 1.2 20.3

2000 I 21.7 1.1 22.7

II 20.3 2.3 22.6

III 19.7 2.6 22.4

IV 19.4 2.3 21.7

2001 I 20.6 1.8 22.4

II 20.2 2.0 22.2

III 20.0 2.1 22.1

IV 19.4 1.5 21.0

Source: IBGE
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% accumulated growth in year

Itemization 2001 2002

I II III IV I Apr

Capital goods

     Production 20.8 19.0 16.5 12.7 -1.9 0.3

     Imports 43.7 34.3 22.5 16.1 -20.1 -18.0

     Exports -3.8 -8.2 -12.1 -13.7 -10.4 -12.5

Inputs for the building industry 4.1 2.2 -0.5 -2.4 -8.8 -7.3

BNDES financing 54.7 57.3 38.7 9.4 17.8 17.0

Source: IBGE, Funcex and BNDES
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Percentage change

Itemization 2001 2002

Oct Jan Feb Mar Apr

In the month1/

Capital goods -0.8 2.0 5.6 -4.0 7.1

  Industrial -4.8 12.6 1.5 -1.3 3.6

     Serial -5.4 15.4 1.3 -0.2 2.2

     Nonserial -4.5 7.1 -0.5 -6.1 14.7

  Agricultural -2.3 -7.6 -1.7 -1.2 6.1

  Farm parts -5.3 8.2 -5.7 -5.1 7.1

  Building -12.0 30.9 -8.4 5.8 0.4

  Electric energy -13.6 10.9 35.6 -23.9 5.2

  Transportation 1.2 4.1 -0.2 0.0 2.0

  Mixed 3.8 2.2 6.4 -3.9 10.6

Quarter/previous quarter1/

Capital goods -6.4 -6.3 -0.3 3.4 7.4

  Industrial -12.4 -7.8 1.3 9.0 8.3

     Serial -15.3 -9.8 1.1 11.2 9.8

     Nonserial 2.3 0.8 1.1 0.8 3.1

  Agricultural 18.3 12.0 -2.9 -9.1 -6.5

  Farm parts -7.1 -5.9 -4.4 -2.1 -3.6

  Building -7.7 -11.1 -5.6 8.7 8.6

  Electric energy -19.5 -24.9 -9.4 7.5 17.9

  Transportation 2.9 6.5 7.7 6.4 3.6

  Mixed -8.4 -2.6 6.2 8.3 10.1

In the year

Capital goods 12.7 -3.9 0.3 -1.9 0.3

  Industrial 4.1 6.0 4.5 1.6 2.3

     Serial 3.5 4.9 3.0 0.3 0.6

     Nonserial 6.6 10.0 10.6 7.2 9.8

  Agricultural 20.0 12.4 12.4 9.9 12.5

  Farm parts 3.4 13.9 4.6 -1.0 -0.5

  Building 18.3 7.0 2.3 2.3 2.5

  Electric energy 42.5 -4.3 14.7 8.7 8.3

  Transportation 12.2 7.3 6.0 1.8 4.4

  Mixed 2.8 -18.0 -13.7 -15.2 -11.7

Source: IBGE

1/ Seasonally adjusted data.
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Percentage change

Itemization 2001 2002

Dez Jan Feb Mar Apr May*

In the month��

Farm machines 2.0 -6.0 -2.9 -6.1 17.1 -11.8

Buses -9.6 10.9 4.4 -12.7 -6.8 -13.3

Trucks -0.3 1.3 7.1 -1.6 4.3 -12.5

Quarter/previous quarter1/

Farm machines 17.4 8.1 -0.2 -8.9 -5.1 -3.8

Buses 28.8 24.1 13.9 6.5 -3.3 -15.3

Trucks -3.9 -4.3 1.9 3.8 8.3 1.8

In the year

Farm machines 24.9 21.5 15.6 11.1 18.2 16.1

Buses 1.1 37.2 37.1 24.6 19.7 12.6

Trucks 7.0 -14.0 -11.3 -15.1 -10.2 -13.7

Source: Anfavea 

1/ Seasonally adjusted data.

* Preliminary.
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Accumulated in the year (In R$ million)

Itemization 2001 2002

Jan Feb Mar Apr

Total 25 217 1 801 4 362 6 273 7 718

   Manufacturing industry 12 760 1 041 1 772 2 588 3 230

   Commerce and services 9 298  491 2 067 2 804 3 349

   Crop and livestock 2 762  249  502  826 1 076

   Extraction industry  396  20  22  55  63

Source: IBGE

1/ Includes BNDES, Finame and BNDESpar.
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% monthly growth

Itemization 2002

Jan Feb Mar Apr May

�������� 0.2 0.2 0.1 0.7 1.1

   IPA -0.1 0.1 -0.1 0.8 1.3

   IPC 0.8 0.1 0.4 0.7 0.3

   INCC 0.4 0.6 0.6 0.3 2.5

Source: FGV
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Percentage growth

Itemization 2002

Jan Feb Mar Apr May

Monthly

IPCA 0.5 0.4 0.6 0.8 0.2

IPC-Fipe 0.6 0.3 0.1 0.1 0.1

IPC-Br 0.8 0.1 0.4 0.7 0.3

Accumulated in the year (annualized)

IPCA 6.4 5.4 6.1 7.1 6.1

IPC-Fipe 7.1 5.1 3.7 2.9 2.5

IPC-Br 9.9 5.7 5.5 6.4 5.8

12 months

IPCA 7.6 7.5 7.7 8.0 7.8

IPC-Fipe 7.3 7.5 7.0 6.4 6.3

IPC-Br 8.1 7.8 7.7 7.5 7.4

Source: IBGE, Fipe and FGV
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3 – Credit, monetary and fiscal policies

3.1 – Credit

Financial system credit operations totaled R$343.4 billion in the

month of May, for growth of 2.7% in the quarter and 3.3% in the

year. The tendency that marked the early months of the year was

consistent with signs of a slowdown in the pace of recovery. In this

context, the participation of loans in relation to GDP remained stable

in the range of 27.2%.

Stability in the credit stock reflected postponement of funding

demand, principally by the business sector as a result of changing

expectations and current loan costs. As far as loans granted to

families are concerned, the very moderate growth in the balance

when compared to the same period of the previous year reflected

downward movement in real earnings and relatively unfavorable

labor market conditions.

With regard to the supply of funding, default levels are considered

as a major factor that has limited the possibility of more significant

cutbacks in interest rates charged on credit operations and,

consequently, on banking spreads. With this, the increased credit

risk justifies greater financial institution selectivity in the channeling

of their operations and preference for borrowers able to present

higher quality guaranties.

Of total credits, the share of operations based on earmarked resources

totaled R$121.3 billion in May, with growth of 2.5% in the quarter.

This performance was, to some extent, a consequence of 3%

expansion in BNDES System operations, particularly financing

related to infrastructure projects.
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Growth in credit operations

R$ billion

Itemization 2002 Growth

Feb Mar Apr May 3 12

months months

Total 334.4 335.5 338.8 343.4 2.7 -3.0

  Nonearmarked 196.0 197.1 199.5 201.8 3.0 11.3

    Legal entities 123.4 123.3 124.2 125.3 1.6 6.7

      Ref. to exchange 41.5 41.0 41.5 43.3 4.4 2.9

    Individuals 72.6 73.8 75.3 76.5 5.3 19.6

  Earmarked 118.3 118.3 119.2 121.3 2.5 -16.9

    Housing 21.4 21.3 21.3 21.4 0.3 -54.9

    Rural 27.4 27.3 27.5 27.7 1.1 -2.5

    BNDES 66.9 67.2 67.6 69.0 3.0 14.6

    Others 2.7 2.5 2.8 3.2 19.9 -67.6

  Leasing 10.6 10.4 10.3 10.3 -2.3 -20.3

  Public sector 9.5 9.8 9.9 10.0 5.4 -26.9

% participation:

   Total/ GDP 26.9 26.9 27.0 27.2

   Nonearm./GDP 15.8 15.8 15.9 16.0

   Earmarked/GDP 9.5 9.5 9.5 9.6

The disbursements effected by this development

bank came to an accumulated total of R$6 billion

in the quarter, for growth of 8% when compared

to the result in the same 2001 period. It should

be stressed that 25% of these resources were

channeled to micro, small and medium businesses.

With respect to the segment of services and

commerce, the flow closed at R$1.9 billion,

compared to R$1.5 billion from March to May

2001. The sectors that played the largest role in

these operations were electricity, gas and

transportation. Disbursements to the

manufacturing sector, however, fell by 16.3%

with particularly strong downturns under

metallurgy, transportation equipment and paper

and pulp. It is important to note that the drop in

the flow of resources to this sector resulted from

GDP performance and the high basis of

comparison in the previous year when macroeconomic conditions

were more propitious to productive activity.

Based on consultations with BNDES, investment demand

accumulated R$8.2 billion in the quarter, compared to R$5.2 billion

in the corresponding period of the previous year. The results

indicates a positive outlook for investments in the sectors that have

traditionally taken the greatest advantage of the institution’s

disbursements.

Financing channeled to the rural sector totaled R$27.7 billion in

May for growth of 1.1% in the last three months. For the most

part, this increase was concentrated under larger releases of

funding for current expenditures for the 2002 harvest and for the

marketing of the harvest planted in the second half of the previous

year. Credit to the housing sector fell by 0.3% in the quarter.

This performance resulted from the ongoing process of liquidation

of operations with individual borrowers, which began in 1999

and has been partially offset by increased operations with legal

entities. The public sector banking debt came to R$10 billion, for

growth of 5.4% in the same period.
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Credits with nonearmarked resources - stock
R$ billion
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The volume of operations with nonearmarked

resources came to R$201.8 billion in May,

corresponding to 59% of the overall financial

system stock. The result reflected expansion of

3% in the quarter, compared to 12% in the

corresponding period of 2001.

Operations contracted by legal entities came to

R$125.3 billion, for growth of 1.6% in the quarter,

compared to 11.1% in the same period of the

previous year. Growth in 2002 was a result of

expanded credits referenced to foreign currency, with a balance of

R$43.3 billion and growth of 4.4% in the quarter. This performance

reflects 7.4% exchange devaluation accumulated in the period, since

operations granted in the movable quarter dropped by 5.5%. In this

sense, operations based on external onlendings expanded by 6.6%,

while average new contracting operations dropped by 23.4%.

The volume of operations involving internal

resources came to R$82 billion, remaining at the

level that had marked the end of February.

Performance in the period resulted from a drop

of 3.1% in operations granted and demonstrates

that businesses have continued postponing their

credit demand. Despite stability in the overall

balance when compared to the previous quarter,

May was marked by reductions of 1.3% in the

volume of special overdraft accounts and 0.8%

in vendor operations.

Operations with individuals totaled R$76.5 billion in the month

of May, with quarterly growth of 5.3% compared to 13.6% in the

same quarter of 2001. The highlights of the period were growth

of 6.6% in the stock of personal credit, resulting from a credit

l ine that anticipates the value of income tax refunds and

renegotiation of debts originating in special overdraft checks. One

should further note growth of 5% in vehicle financing, mostly as

a result of the promotional campaigns undertaken by the major

manufacturers.
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In the course of the second quarter of 2002, the

average rate on preset credit operations involving

nonearmarked resources remained on the

downward curve that dated to November 2001.

This decline was less intense than previously due

to high levels of default and medium and long-

term market uncertainties. The reduction in the

Selic target and the drop in futures market

operations over the course of the period aided in

pushing the credit rate down to 59.5% per year

in May, reflecting a 6.3 p.p. drop in relation to October of the previous

year and 1.5 p.p. in the quarter.

In the segment of legal entities, interest rates came to 43% per year

in May, reflecting a decline of 0.8 p.p. in relation to February.

Reductions were registered in all categories and, particularly, under

vendor operations (1.3 p.p.), with a final figure of 23.5% per year.

Since this product provides higher quality guaranties, the larger

financial institutions began prioritizing this type of operation and

were able to offer clients more competitive rates.

The cost of credit operations with individual persons came to 70%

per year in May, for a drop of 2.4 p.p. in the quarter. In that period,

several automobile manufacturers announced “zero interest”

financing campaigns by their respective banks, particularly in April

of this year. In the quarter, the rate on vehicle financing declined by

3 p.p. and closed the month of May at 38.9% per year. The rate on

special overdraft checks fell by 2 p.p. in the quarter, representing

the first significant drop since October of last year.

The reduction in the rate on credit operations resulted in a decline in

the spread on preset credit operations. Defined as the difference

between the loan rate and the funding rate of financial institutions,

the banking spread came to 40.3 p.p. in May, for a reduction of 1.5

p.p. in relation to February.

In operations with legal entities, the spread fell to 24.9 p.p. in

May, for a reduction of 0.3 p.p. in the quarter. In that period, the

spread in the segment of individual persons dropped by 2.7 p.p.

Interest rates of credit operations - Preset rates
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Floating interest rate

The systematic monitoring of interest rates and the banking spread – a policy adopted by

Banco Central do Brasil in 1999 – is based on credit operations that utilize nonearmarked

resources with earnings at preset interest rates. With introduction of Circular 2,905, dated

June 1999, operations based on floating interest rates were permitted with minimum terms

of less than 120 days. With this measure, the participation of these contracts in the funding

and lending operations of financial institutions increased.

In December 1999, Banco Central issued Circular 2,957 and, aside from operations

referenced to preset and postset operations, began a process of regular verification of data

on floating rates particularly on business financing operations. The balance of operations at

floating rates came to R$20 billion in May, corresponding to 10% of the credits based on

nonearmarked resources and 15% of business loans utilizing nonearmarked resources.

Considering that floating rates have a significantly lesser degree of market risk than preset

rates, the major financial institutions offer preferential clients more competitive forms of

credit, referenced principally to the DI rate. Generally, these clients are large companies and

receive differentiated treatment due to their enormous volumes of resources and capacity to

generate new business opportunities, such as payroll management, stock and security issues

and diverse forms of financing. The banks define this market niche as the corporate segment.

Since the companies in question operate with a large number of institutions, there is an

extremely sharp degree of market competition to attract their business.

In light of the characteristics of these clients, floating rate operations have low default

levels, when compared to the rates found in the case of preset operations. Not only are they

lower, but default rates in operations referenced to floating rate operations tend to be more

stable. While arrears on preset contracts increased by 27% since May 2001, as the default

rate moved from 4.9% to 6.7% in May 2002, defaults in floating rate operations remained

stable, as shown in the graph in the next page.

These characteristics have made it possible for financial institutions to offer more

competitive rates of interest, in light of the reduced cost of provisions and the gains in scale

obtained as a result of the volume of these operations. In May, the average rate of business

financing with interest referenced to floating rates came to 28% per year, 15 p.p. below the

average rate of preset operations for legal entities.
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Credit operation defaults – Legal entities
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Thus, when operations at floating rates are incorporated into the calculation of the average

interest rate, one perceives that banking credits are contracted at rates below those currently

published. As a matter of fact, over the last twelve months, the rates of credit operations

with preset and floating interest came to an average 5.4 p.p. below the published rate, coming

to 54.2% per year in May. Rates on loans channeled to the business segment in the period

were 5.2 p.p. below the rate for preset operations and ended May at 37.9%.

Rates on credit operations - Legal entities
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Spread between lending and funding
interest rates in operations with preset rates

p.p.

Period Market Legal Individuals

average entities

2001 May 34.6                    20.1                    45.0                    

Jun 35.2                    20.4                    45.9                    

Jul 34.4                    19.9                    44.8                    

Aug 38.9                    23.0                    50.2                    

Sep 39.6                    23.3                    51.0                    

Oct 42.7                    26.2                    54.3                    

Nov 41.5                    24.5                    53.1                    

Dec 39.9                    24.4                    51.0                    

2002 Jan 41.6                    25.3                    52.7                    

Feb 41.8                    25.2                    52.9                    

Mar 41.9                    24.7                    53.4                    

Apr 40.6                    24.6                    50.8                    

May 40.3                    24.9                    50.2                    

and closed at 50.2 p.p. The more accentuated

decline under this heading is attributed to the

May increase in futures market interest rates,

which are used to calculate medium and long-

term funding costs. Since the portfolio of loans

with individual persons has a longer average

term than that of legal entities, the reference cost

of operations with individuals registered growth

of 0.3 p.p. in the quarter, while that on

operations with legal entities dropped by 0.5 p.p.

The average term of the credit portfol io

involv ing nonearmarked resources went

unchanged for the seventh month and closed at

233 days. The average term of the segment of

legal entities reached the mark of 184 days while that of individual

persons came to 313 days. To a great extent, the latter was

impacted by vehicle financing, a credit portfolio that has an

average terms of 514 days.

Following growth in the second half of 2001, defaults on credit

operations with nonearmarked resources remained relatively stable

in the early months of the current year, closing at 8.9% in May, for

growth of 0.4 p.p. in relation to February.
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The percentage of arrears in the market reserved

to legal entities totaled 4.9%, matching the

February result. Insofar as operations with

individual persons are concerned, the default

rate, which had registered accentuated growth

in the second half of 2001, remained stable in

2002, with 15.2% in May and growth of 0.3 p.p.

in the quarter.

Sector-by-sector distribution and credit quality

Credit operations contracted by the private sector came to R$333.4

billion in May, registering growth of 2.6% in the quarter and 3.4%

in the year. Loans granted by the state financial system accounted

for 35.1% of the total, with growth of 4.3% in the quarter, mostly

concentrated under operations with individuals and other services.

With respect to the credit portfolios of private financial institutions

(R$216.4 billion), growth came to 1.7% and interrupted the

downward trajectory begun in November 2001. It should be stressed

that this movement occurred for the most part in operations related

to vehicle financing and personal credits.

The volume of financial system credits targeted to the industrial sector

came to R$101.7 billion, for expansion of 1.2% in the quarter. Among

the factors that contributed to this performance, one should mention

exhaustion of the seasonal process of stock replenishment, as well

as a lesser volume of disbursements for the financing of manufacturing

sector investments. Loans granted to the sector of commerce came

to R$36.5 billion, with growth of 2.3% in the quarter, a figure that

was consistent with the cautious stance adopted

by consumers in the face of the deteriorating

purchasing power of wages and earnings.

The volume of financing for other services came

to R$60.5 billion in May, for growth of 3.2% in

the quarter. Among the factors that contributed

to this result, mention should be made of

government funding in the form of onlending

Credit operations in the financial system by 
borrowers - May 2002
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operations for infrastructure investments, particularly in the areas

of energy and telephone services.

Housing financing – including both operations with individuals and

housing cooperatives – totaled R$24.1 billion. To some extent,

stability in the quarter reflected liquidation of contracts and the write-

off of operations classified under risk level H that had matured more

than 180 days previously. Disbursements to the housing system in

the February to April quarter totaled R$441 million, for growth of

5.1% in relation to the same period of the previous year. Of these

resources, 68.5% were channeled into acquisitions of real estate,

while 31.5% were targeted to construction. Financing contracted at

interest rates defined according to the rules of the Housing Finance

System (SFH) totaled R$342 million, while new operations

contracted at market rates added up to R$99 million.

Credits to the rural sector came to R$27.7 billion in the month of

May, for growth of 1.1% in the quarter. This performance reflected

the targeting of public sector bank funding into current expenditures

of the 2002 harvest and the marketing of the 2001/2002 summer

harvest. On the other hand, private banks reduced the credit supply

to the minimum rural investment level required by National Monetary

Council (CMN) rules.

The relative participation of rural credits granted for current

expenditure and marketing purposes came to 42.4% and 4.2%,

respectively, while investment funding accounted for 53.5% of the

credit channeled to this segment. Greater investment demand in the

crop/livestock sector is related to the additional supply of R$350

million channeled through the Program for Modernization of the

Farm Tractor Fleet and Related Implements and Harvesters

(Moderfrota) to meet the sector’s programming for the 2002/2003

harvest. These resources have contributed to the continued process

of technological absorption in the sector, as is evident in the increased

level of farm income.

The state and municipal banking debt – including that of the

indirect administration and government business sector – reached

R$6 billion, with growth of 3.7% in the quarter. Here, emphasis
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Credit operations in the financial system by 
levels of risk - May 2002
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should be given to the resources released for investments in the

highway system and electric energy. In relation to credits

channeled to the states, the CMN withdrew financing related to

urban development programs to be implemented by development

agencies from its forecast of conditioned resources. The purpose

here is to ensure the utilization of World Bank funding. Aside

from this, the states were authorized to contract resources up to

an overall limit of R$200 million, for operations previously

specified in Fiscal Adjustment Programs, as determined in Law

9,496, dated 9.11.1997.

Credits contracted by the federal government came to R$4 billion in

May. The 7.9% increase in the quarter reflected the accounting of

debts originating in the rural sector under the terms of the Special

Program of Asset Restructuring (Pesa) plus exchange indexing of

contracts with the state electricity company.

With regard to the profile of the overall financial

system credit portfolio, operations classified as

normal risk (levels AA and C) accounted for

87.4% of the total in the month of May, with an

overall volume of R$300.3 billion.

Loans registered under risk level 1 (levels D to

G) corresponded to 8.4% of the total, with

R$28.7 billion, while 4.2% were classified under

risk level 2 (level H), with a balance of R$14.4

billion. In February, the corresponding levels of

participation came to 87.9%, 7.8% and 4.3%.

Private financial system operations totaled

R$218.6 billion in the month of May, for growth

of 1.8% in the quarter and 1.1% in the year. In

this context, it should be stressed that growth

of 5.1% in credits extended to individual persons

included personal credit operations and vehicle

financing. A breakdown by risk levels shows that

68.3% of the credit assets were classified under

levels AA and A and 3.3% under H.

Credit operations in the private financial 
system by levels of risk - May 2002
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Credit operations in the public financial system 
by levels of risk - May 2002
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Loans granted by the public financial system

totaled R$124.8 billion, for growth of 4.2% in

three months and 7.5% in the year. Here,

particular emphasis should be given to operations

with individual persons, as well as growth in

credits granted to the industrial sector and other

services. With respect to the classification of

credits by risk level, 52% were registered under

levels AA and A and 5.7% under level H.

Total financial system provisioning came to R$26 billion in May,

for growth of 1.8% in the quarter. This variation was impacted

by expansion in the private financial system, due basically to

incorporation of nonfinancial company assets by a credit, finance

and investment company. Consequently, this should not be viewed

as an inflow of additional capital to cope with new hard-to-recover

credits. The relative participation of provisions in relation to total

credits came to 7.6%. Other provisioning by public and private

banks registered part icipation levels of 9.7% and 6.4%,

respectively.

3.2 – Monetary policy

Monetary aggregates

When one considers the concept of average daily balances, the money

supply totaled R$73.7 billion at the end of May. Growth of 11.3% in

the twelve month period corresponds to expansion of 13.5% in

currency held by the public and 10.1% under

demand deposits. The income speed of the two

components has been declining in a manner fully

consistent with the pace of economic activity and

the behavior of credit operations.

The daily average balance of demand deposits

added up to R$46.4 billion at the end of May.

The drop of 3.8% in the year reflected the

seasonal factors that marked the period.

Monetary base and M1 - average daily balances
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In a manner compatible with demand for demand

deposits, average daily balances of the monetary

base came to R$49.3 billion in the same period, a

reduction of 6.8% in relation to December.

Among their components, currency issued closed

at R$32.5 billion and banking reserves totaled

R$16.7 billion, corresponding to reductions of

9.3% and 1.5% in the year, respectively.

With respect to the broad money supply, the M2

concept, which is equivalent to the sum total of

M1, savings deposits and securities issued by

financial institutions, registered an increase of

2.6% in the March-May quarter. For the most

part, this was a consequence of growth in net

inflows of Bank Deposit Certificates (CDB). M3

– defined as the sum of M2, the share of the fixed

income fund portfolio not included in the more

restricted concepts and committed operations

with federal securities – expanded by 1.5% or

less than the capitalization of its components, as

a result of net redemptions in fixed income funds.

The M4 concept, which aggregates public

securities held by the nonfinancial sector to M3,

increased 1.2% totaling R$766.9 billion in May.

Consequently, this performance is classified as a

primary reduction in the quarter. Fundamentally,

the result reflects the performance of National

Treasury accounts.

Public securities

Over the course of the second quarter of the year, the objective of

the National Treasury was to maintain the strategy of federal

securities debt management targeted at placements of preset

securities, in such a way as to reduce the ties that bond the public

debt to interest rate variations. In April and May, preset papers

represented 56% of total securities issued, thus increasing their
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Competitive issues of federal public securities 
4.1.2002 to 6.4.2002
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participation in the total stock of competitively

issued papers, which moved from 13.1% in March

to 13.8% at the end of May. The average annual

rate on six month preset papers placed at the

beginning of April held firm in the range of 18.5%,

equivalent to the Selic rate target, while the rate

for one year preset papers closed at approximately

18.9% per year.

The second quarter of 2002 witnessed

introduction of a new system of debt management

referenced to exchange variation, as Banco

Central held a series of exchange swap contract

auctions. At the end of May, these operations had

reached a financial value equivalent to R$14

billion. Initially, the swap auctions were tied to

Treasury Financing Bill (LFT) auctions, which are

indexed by the Selic rate. In this way, parties

interested in assuming long positions in swap

contracts should acquire LFT in primary National

Treasury offers. This is an operation in which

buyers of exchange swap contracts and LFT

received the Selic rate as earnings on the LFT

and, with the swap contracts, exchanged the DI

rate, which is normally quite close to the Selic

rate, for exchange variation. The result is an

earnings level quite close to an exchange security.

Mention should be made to net redemptions of

LFT in the course of the year, when redemptions

surpassed placements in respective amounts of

R$5.2 billion and R$16.8 billion.

At the end of April, there was a reduction in demand for LFT, as

evinced by the increase in the discount demanded for placement

purposes and by the reduction in the value of secondary market

operations with these papers. To avoid compromising the liquidity

of these papers and in keeping with the basic guideline of reducing

securities debt exposure to interest rate fluctuations, an option was
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made to offer “single” exchange swap contracts not earmarked to

primary issues of LFT. In this way, buyers of swap contracts should

resort to the secondary market in order to acquire papers indexed to

the overnight rate.

Aside from the swap auctions, others involving

National Treasury Notes – Series D (NTN-D),

which are papers tied to exchange variations,

were also held with the purpose of rolling the

large volume of exchange maturities scheduled

for the second half of the year. The participation

of NTN-D in total securities issued in the period

from April 1 to June 4 came to 13%. With respect

to LFT, which are indexed by the Selic rate,

participation came to 28%.

With regard to the management of the long-term

securities debt, the National Treasury maintained

its strategy of holding auctions of National

Treasury Notes – Series C (NTN-C), which are

indexed to the IGP-M, at the end of each month.

The rates demanded on these operations rose

slightly from the range of 10.5% per year to

10.79% in the April and May auctions, thus

signaling an increase in expectations of the real

long-term interest rate. In the quarter, NTN-C

with maturities in 2008 and 2017 were offered. Stress should also

be given to the unprecedented placement of National Treasury Notes

– Series B (NTN-B), which are indexed to the IPCA, in public offers

with maturities in 2023, at the rate of 11.05% per year.

Placements of securities indexed to price indices have contributed

to the medium-term stability of the competitively issued securities

debt, despite the difficulties inherent to the current situation for

issues of other longer term papers. At the end of May, the average

term of the competitively issued securities debt came to 23.18

months, compared to 23.83 months in March. The average

duration of the debt came to 10.72 months in May, compared to

10.68 months in March.
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Real interest rate deflated by IPCA
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Real interest rate and market expectations

Deflated by the IPCA, the accumulated twelve

month Selic rate came to 9.9% per year in May,

or 0.2 p.p. above the February mark. This rate

has held firm below the 10% per year level for

the past sixteen months.

The ex-ante real rate of interest, defined as the

ratio between the effective Selic rate in the month

and market expectations of IPCA growth for the

coming twelve months, dropped by 0.8 p.p. from

February to May and closed at 12.7% per year.

Expectations of an interest rate decline were

favored by cutbacks in the Selic rate target and

pushed rates on one year DI swap x pre to be

negotiated in March below the Selic rate.

However, difficulties at that time, including

approval of the extension of the Provisional

Contribution on Movements or Transmission of

Values and Credits and Rights of a Financial

Nature (CPMF), less than expected economic

growth and upward movement in the country risk

inverted market expectations and impacted the

value of the dollar as well as interest rate futures.

The change in the scenario generated

repercussions on the interest rate curve of DI

swap contracts x pre, principally in the case of

medium and long-term contracts. At the end of

March, the curve registered a negative incline for

terms of up to one year. Deteriorating expectations

readjusted the premium charged on contracts with

terms of more than 120 days. From March to May,

the rate on one year contracts increased by 160

base points, reaching a level of 19.9% per year,

while that on two year contracts rose by 380 base

points to a level of 23.3% per year.
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In the month of May, the average negotiated

volume in one day DI futures contracts registered

accentuated growth, reaching R$26.7 billion per

day, compared to R$18.8 billion in April. Aside

from increased volatility, this movement was also

due to migration of forward contract trading away

from DI with adjustment to one day DI contracts.

This process had begun in January in light of lesser

operational costs, thus consolidating these

contracts as the reference for future interest rates.

The increase in the exchange coupon contract rate

also contributed to increased market volatility, adding to pressure

on long term contracts.

Capital market

At the end of February, the favorable outlook

for the São Paulo Stock Exchange (Bovespa)

was not transformed into reality. Among the

factors that contributed to this, mention should

be made of a reduction in the country’s growth

forecast, increased financial market volatility

and uncertainties regarding the economic

guidelines of the next federal administration.

Aside f rom these points,  vot ing of  the

constitutional amendment extending levying of

the CPMF was delayed. One of the major items

in this measure is an exemption for stock market

operations. On the external scenario, the major event was the

poor performance of American stock exchanges in the April-May

period.

In this context, the São Paulo Stock Market Index (Ibovespa)

dropped by 8.4% from February to May. At the start of the month

of May, the period of greatest volatility, the Ibovespa hit 12,002

points before recovering in the following days and closing at

12,861 points. In that quarter, the Nasdaq index registered a drop

of 6.7%.
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Primary issues in capital market
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The funding obtained by companies on the capital

market through issues of stocks, debentures and

promissory notes registered a strong decline in the

first five months of the year, in relation to the same

period in 2001. However, the level achieved in the

year was equivalent to that obtained in 2000.

In the same period of time, issues of debentures

continued as the major instrument for obtaining

market resources and totaled R$4.3 billion,

representing a decline of 11.5% in relation to the

same period of last year. It should be emphasized

that, in the same period of 2001, large scale

operations consequent upon the restructuring of

the capital of the Companhia Siderúrgica Nacional

(CSN) and financing of petroleum prospecting

operations, contributed a total of R$3 billion to

total issues in the period.

Financial investments

Internal financial savings, composed of resources invested in savings

accounts, investment funds and time deposits, totaled R$580.1 billion

in May, for growth of 1.8% in relation to February 2002. In the

period, emphasis should be given to increased CDB inflows and

adjustments in investment funds, related to changes in evaluation

criteria applied to their assets.

In the month of May, the equity of Financial

Investment Funds (FIF) came to R$335.9 billion,

for growth of 1.2% in the quarter. Moderate

expansion resulted from withdrawals made by

pension funds for purposes of retroactive income

tax payments on their financial investments,

increases in demand for CDB investments,

market volatility, with losses in certain derivative

funds, and alterat ions in the system of

accounting these portfolios.

Portfolio evolution of time deposits and FIF
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Circulars 3,086, dated 2.15.2000, and 3,096, dated 3.6.2002,

determined the obligation of marking to market the securities

included in the FIF portfolios, with the aim of increasing the

transparency of the fund industry, by adopting a uniform system of

updating assets to market prices and not by the interest rate curve

of the paper as had previously been done. The rules state that stocks

and securities included in investment funds classified as fixed

income funds should be registered at their effectively paid value,

including brokerage and fees, and should be classified into

categories of securities for trading and securities to be held to

maturity. In the latter category, the exclusive funds (sole investor)

were exempted from marking to market.

The different fixed income funds have adapted to these rules at

varying speeds, thus provoking profitability distortions among

similar funds. Securities and Exchange Commission (CVM)

Instruction 365. dated 5.29.2002, anticipated the period permitted

for adaptation from 9.30.2002 to 5.31.2002, requiring immediate

adjustment of the FIF quotas.

Since the LFT – public securities indexed to the Selic rate – were

being negotiated at a discount on the secondary market, adjustments

in the net worth of the funds occurred proportionately to the quantity

of LFT held in portfolio. It should be stressed that the magnitude of

the change in the equity of the funds was a function of the degree to

which they had anticipated the aforementioned measures.

Consequently, in May, the FIF registered profitability of 0.8%,

accumulating 6.3% in the year.

Joint BCB/CVM Decision 10, dated 5.2.2002, determined that the

CVM would bear responsibility for elaborating the rules and

performing supervisory and inspection activities over Investment

Fund. Previously, Banco Central had been charged with this task.

The change was a consequence of the new corporate legislation and

Law 10,411, dated 2.26.2002, which defined CVM’s responsibilities.

Coupled with stock market volatility, the equity of Stock Funds came

to R$26.1 billion in May or 1.3% more than the February position.

In 2002, this segment registered profitability of 4.3%. The best
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The new Brazilian Payments System

Introduction of the Reserve Transfer System (STR) in April of this year represented a

new stage in the development of the Brazilian Payments System (SPB). With this Banco

Central operated system, Brazil has joined the select group of countries in which interbank

fund transfers can be liquidated in real time and in an irrevocable and unconditional manner.

This fact in itself will make it possible to reduce the risks involved in liquidation of interbank

operations and, consequently, reduce the degree of systemic risk, that is, the risk that a

failure on the part of one bank could trigger a “domino effect” chain reaction of other bank

failures.

The STR is also important in the sense of reducing the credit risk incurred by Banco

Central, since a fund transfer is always conditioned to the existence of a sufficient balance in

the liquidation account  belonging to the issuer of the corresponding payment order. Orders

that have not yet been liquidated are maintained in a waiting line and are processed on the

basis of the principle “first in first out”. In order to make it possible for the SPB to operate

in this new liquidation framework, Banco Central grants intra-day credits to STR participants,

in the form of committed operations with federal public securities and no financial costs.

Operation-by-operation real time liquidation is also used in operations processed through

the Special System of Clearance and Custody (Selic), which became possible once this system

and the STR had been interconnected. Liquidation of these operations complies with the so-

called model 1 of delivery against payment .

Reform of the SPB, however, goes well beyond implementation of the STR. The reduction

of systemic risk, which is the ultimate goal of the reform, required important recently adopted

legal and regulatory alterations . In this sense, one should highlight the demand that, in the

entire system of liquidation considered systematically important by Banco Central, the

operating entity must act as the central entity and, abstracting from the issuer risk, ensure

liquidation of all of the operations processed. These systems must have adequate protection

mechanisms, which are evaluated through a case-by-case Banco Central examination.

Based on regulatory demands, final liquidation of the results verified in the liquidation

systems that are considered systemically important is the direct task of Banco Central.

1/ In the STR framework, liquidation accounts are Bank Reserves, the National Treasury Operating Account and the accounts maintained

at Banco Central by clearance and liquidation entities and service providers.

2/ Denomination used in Bank for International Settlements (BIS) reports. In this model, final liquidation at the two ends of the operation

– financial liquidation and the security in question – occurs simultaneously, operation-by-operation over the course of the day.

3/ These alterations were implemented principally as a result of Law 10,214, Resolution 2,882 and Circular 3,057.
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Currently, the following systems are fostering final liquidation of operations through the

STR:

The following systems are now in the process of examination / approval by Banco Central:

The new liquidation environment produced by the STR and, in the near future, by the

Fund Transfer System (Sitraf) of the Interbank Payments Center (CIP), resulted in creation

of a new banking product called Available Electronic Transfer (TED). Operating through

this fund transfer order, transferred funding is placed at the disposal of the receiving party on

the same day as issued. This product is expected to replace a major share of transfers in

larger values that have normally been made through the use of checks and credit document,

thus reducing the importance of the Central Clearing House of Checks and Other Papers

(Compe) from the point of view of the systemic risk.

System Operator Type Operating Market

Selic Banco Central LBTR Federal public securities
Compe Banco do Brasil2/ LDL Check, DOC and charging
BM&F Derivatives BM&F LDL Physical, futures, options and forward; referenced

to interest rates, exchange, stock index, exchange
cupon, commodity prices etc.

BM&F Exchange BM&F LDL Interbank exchange operations
CBLC CBLC LDL Stocks
Private securities
Stock Derivatives
Cetip Cetip LDL Private securities; derivatives on over-the-counter

market; securities issued bu National Treasury
not earmarked to Selic

Tecban Tecban LDL Electronic fund transfers (debit and credit cards)

Note:The Tecnologia Bancária S.A. (Tecban) system is not considered systemically important. In the case, liquidation is done

               directly by Banco Central at the option of the entity.

System Operator Type Operating Market

Sitraf CIP Hybrid Interbank fund transfers
BM&F Assets BM&F LDL Public and private securities
Central Central clearing LDL Public and private securities
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performance occurred under Mutual Privatization Funds (FMP), with

resources drawn from the Employment Compensation Fund (FGTS).

In this case, equity came to R$4 billion and accumulated profitability

to 28.2% in the year.

In May, the balance of savings accounts totaled

R$119.6 billion, an increase of 0.3% in relation

to February. This performance mirrored more

attractive profitability levels than in other financial

investments. Here, one should note that the recent

alteration introduced into the FIF may act as an

incentive to savings account growth in coming

months, should demand for investments shift into

a more conservative stance.

CDB registered strong inflows in the March to May period and closed

the quarter with a balance of R$118.4 billion or 7.3% above the

February result. This performance was a result of financial institution

demand for liquidity in the wake of implementation of the Brazilian

Payments System (SPB) and migration of FIF funding. Accumulated

profitability up to May closed at 7%, the most attractive level

registered in the period.

3.3 – Fiscal policy

In the first four months of the year, the Central Government

registered a primary surplus of R$16.3 billion, equivalent to 4% of

estimated GDP for the period, compared to a surplus of R$13.4

billion, 3.6% of GDP, in the same period of 2001. The National

Treasury turned in a surplus of R$20.7 billion, while the Social

Security System and Banco Central registered deficits of R$4.3

billion and R$191 million, respectively.

The National Treasury surplus was R$4.5 billion higher than in the

corresponding period of the previous year. Fundamentally, this was

a consequence of favorable growth under revenues, which moved

from R$68.7 billion to R$82.7 billion. To some extent, this

performance was generated by atypical operations that were not
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present in the preceding year. Among these, the following deserve
mention:
a) payment of taxes in arrears made by pension funds in the amount

of R$5.6 billion;
b) taxation of operations involving exchange of Petrobras public

securities, R$1.1 billion;
c) increase in the CPMF rate from 0.30% to 0.38% as of 3.19.2001,

with an impact of R$1.3 billion on the inflow; and
d) inflow of judicial deposits totaling R$435 million. At the same

time, it should be noted that, while revenues registered 20.4%
nominal growth, spending increased by 18.2%.

Transfers to states and municipalities added up to R$18.9 billion,
corresponding to growth of 24.6% compared to the first four months
of 2001. This increase is directly related to the performance of the
income tax, which registered an inflow increase of 44%.

Disbursements on personnel and social charges came to R$23.4
billion or 13.8% more than in the first quarter of 2001. The underlying
reasons for this were the following:
a) impact of the general revision of 3.5% as of February of this year

in the earnings and subsidies of federal civil servants, as determined
by Law 10,331, dated 12.18.2001;

b) creation, restructuring and organization of careers in the context
of the federal public administration;

c) January 2002 impact of payment of the second installment referring
to the liabilities of the additional on employment compensations
due to workers governed by labor legislation who were transferred
to the Civil Service System (RJU);

d) as of February of this year, extension of 3.17% to the civil servants
included in the Career Classification Plan (PCC), based on the
terms of Provisional Measure 2,225, dated 9.4.2001;

e) full payment of liabilities of 28.86% to civil servants who have
retired as a consequence of incapacitation or grave illness, as of
November 2001. The terms of this measure are defined in Ministry
of Planning, Budget and Management Directives 179, dated
8.30.2001, and 256, dated 11.7.2001.

The Social Security deficit increased by R$1.6 billion in the four
month period, compared to the corresponding period of 2001.
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Social security contributions increased by R$2.1 billion and

benefits by R$3.7 billion due for the most part to increases of

13.3% in the average value of benefits and 3% in the average

quantity of benefits paid in 2002.

Public sector borrowing requirements (NFSP)

The consolidated public sector registered a primary surplus of R$20.5

billion or 5.1% of GDP in the first four months of the year, when

compared to R$23.3 billion or 6.3% of GDP in the same period of

the previous year. The central government, which includes the federal

government, Banco Central do Brasil and National Social Security

Institute (INSS), turned in sharp improvement in its accounts, as

the surplus rose from R$14.1 billion, or 3.8% of GDP, to R$17.2

billion, or 4.2% of GDP in the period. Up to April 2002, state

governments accumulated a surplus of R$3.9 billion or 1% of GDP,

compared to R$3.3 billion, equivalent to 0.9% of GDP in 2001. In

the case of municipal governments, the surplus dropped from R$1.7

billion, 0.47% of GDP, to R$838 million, or 0.2% of GDP, in the

period. In the opposite sense, the result for state companies declined

from a surplus of R$4.1 billion, 1.1% of GDP, to a deficit of R$1.4

billion, or 0.4% of GDP.

Appropriation of nominal interest came to R$30.4 billion or 7.5%

of GDP in the first four months of the current year, compared to

R$27.1 billion, or 7.3% of GDP, in the corresponding period of the

previous year. In the case of the Central Government, interest

appropriated increased from R$14.9 billion, or 7.3% of GDP, to

R$21.8 billion, or 5.4% of GDP. At the state and municipal levels,

there was a reduction from R$9.7 billion, 2.6% of GDP, to R$7.5

billion, 1.8% of GDP. In the same sense, interest appropriated by

businesses dropped from R$2.5 billion, 0.4% of GDP, to R$1.2

billion, corresponding to 0.3% of GDP in the period.

The reduction in interest appropriated by subnational governments

and government companies was mostly a result of declines of 2.79%

and 1.18% between the respective four month periods, in IGP-DI

growth, which is the index used to update state and municipal internal



Inflation Report June 2002

72

debts, and from 11.7% to 1.8% in the value of the American currency,

used to update the amounts renegotiated involving external loans

taken by the various states (MF Notification 30, Brazil Investment

Bond – BIB), Paris Club and Program of Modernization of the Water

and Sewage Sector – PMSS).

In the nominal concept, Public Sector Borrowing Requirements

totaled R$9.9 billion or 2.5% of GDP in the first four months of

2002, compared to R$3.8 billion, or 1% of GDP, in the same

period of 2001.

Federal securities debt

Evaluated according to portfolio position, the federal securities debt

diminished from R$635.1 billion in January to R$633.3 billion in

April, despite incorporation of interest in the period. In this context,

the most important factors were net redemptions of R$22.8 billion

and 2.3% upward movement in the value of the real against the dollar

in the period.

The federal securities debt indexed to the rate of exchange fell from

R$186.5 billion in January to R$175.8 billion in April, based on net

redemptions of R$10.7 billion in exchange securities and appreciation

of the real against the dollar. Participation of this heading in the

total federal securities debt dropped from 29.4% to 27.8% in the

period. The participation of the preset debt moved from 7.6% to

9.8% and the Selic reference rate from 52.6% to 51.2%.

Net public sector debt

The net public sector debt, which totaled R$660.9 billion or 53.3%

of GDP in December 2001, moved to a level of R$684.6 billion, or

54.5% of GDP in the month of April 2002. Aside from the nominal

deficit of R$9.9 billion accumulated in the year, this increase

reflected the impact of exchange variations on the internal securities

debt earmarked to exchange (R$5.4 billion) and on the foreign debt

(R$2.9 billion) and recognition of debts in the amount of about
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R$11.8 billion. To some extent, these factors were offset by

alterations in the parity of the basket of currencies upon which the

nation’s international reserves and external debt are based, in the

amount of R$3.2 billion, and by privatizations in the period, with

R$183 million.

The gross debt of the general government, which includes federal

state and municipal governments came to R$928.7 billion or 74%

of GDP in April 2002, compared to R$885.3 billion or 71.3% of

GDP in December 2001. Among the factors that contributed to

this increase were issues of papers by the National Treasury to

substitute the R$21.1 billion in Banco Central Notes – Special

Series (NBCE) redeemed in the first four months of 2002, as well

as exchange depreciation of 1.8% in the period.

3.4 – Conclusion

The discreet growth in credit operations in the second quarter

marked continuation of the performance registered since the start

of the year and clearly reflects the cautious posture adopted by the

diverse economic agents, particularly in view of the uncertainties

of the world scene and less than desirable credit costs.

In this sense, companies have concentrated new operations in short-

term transactions and postponed commitments to longer term credit

operations. With regard to families, access to new credits has been

limited by declining real earnings. Particularly in operations with

families, the default level has imposed restrictions on a more rapid

falloff in credit interest rates, though the default rate has risen at a

rather moderate pace in the period. This fact alone has been enough

to ensure a rather conservative posture on the part of banking

institutions in their credit operations. However, one should note

that the volume of BNDES disbursements, mostly channeled to

infrastructure, has increased considerably, generating a favorable

outlook for investments in this area.

The continuity of the trajectory of the primary surplus in 2002

reflects not only the efficacy of the fiscal adjustment measures
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adopted but the consolidation of the basic premises of Fiscal

Responsibility Law in the management of public finance by the

different levels of government.

The fiscal equilibrium that has been attained has been a determining

factor in maintaining public sector indebtedness at manageable levels.

However, situational factors not directly connected to fiscal

performance indicators, could result in fluctuations in the debt/GDP

ratio, principally as a result of alterations in the exchange rate.

Here, one should cite the measures recently adopted by the

government to curtail the impact of these factors. Thus, the increase

in the primary surplus target to 3.75% of GDP in 2002; the possibility

of utilization of funding made available by the International Monetary

Fund (IMF) and anticipated redemptions of external debt papers due

to mature, together with other ongoing macroeconomic policies,

should have the effect of inhibiting the speculative processes that

resulted in the recent depreciation of the real and provide conditions

considered favorable to renewed sustainable growth, with the start

of a downward curve in the debt/GDP ratio.
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4 – International economy

Introduction

Based on a combination of expanding levels of activity and low

inflation, world economic performance in the quarter was better than

initially predicted by the market.

Just as occurred in the 2001 recession, the upturn in world economic

growth in the current year has closely followed the evolution of the

United States economy. After a period of declining GDP in the third

quarter of last year, the American economy moved into an upward

curve with growth rates of 1.7% and 5.6%, respectively, in the final

quarter of 2001 and first quarter of 2002, when compared to the

corresponding previous periods and expressed in annualized

seasonally adjusted figures. The IMF forecast for the American

economy points to growth of 2.3%, as against 1.2% in 2001. Though

this figure does reflect recovery, it is still well below 4%, which was

the lowest result registered in the period from 1997 to 2000.

The economic activity level in the United States has stimulated

growth in the Euro zone countries and contributed to a process of

growing recovery in the emerging Southeast Asian economies.

Recovery in Europe is still slow and no better than moderate. In

Japan, GDP figures seem to point toward the start of a positive

growth cycle after years of recession.

Data for Latin America have been contradictory. While Chile has

been able to reverse the economic decline provoked by the world

crisis, the Mexican economy has been decelerating. At the same time,

the enormous difficulties faced by Argentina since mid-1998 have

continued in 2002 and generated negative repercussions on Uruguay.
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4.1 – United States

Signs of recovery in the United States indicate that the American

economy may well be poised to lead the rest of the world out of the

current recession. The outlook is one of moderate growth.

In the first quarter of 2002, government consumption and spending

increased by respective rates of 3.2% and 6.7%, both of which were

lower than in the previous quarter. Based on the annualized, deflated

statistical series from which seasonal factors have been removed,

gross private investment expanded by 22.8%, following a decline of

23.5% in the final quarter of 2001. Investments in inventories have

added to this result.

Other demand indicators confirm the upturn in

United States economic growth. Utilizing data

from which seasonal impacts have been purged,

April orders placed with factories expanded by

1.2%, following 1% growth in March. Once the

transportation sector has been excluded, orders

increased by 2%. Twelve month figures up to

April indicate an accumulated drop of 4.5%

when set against the same period of the

preceding year.  Excluding food-related

services, retail trade sector sales increased by

1.3% in April, expressed in figures free of seasonal factors. Over

twelve months, retail sales expanded by 4.3% in April, as against

2.4% in March and 2.3% in February.

With the ongoing process of recovery, the trade and

current account deficits tend to expand and,

consequently, act as dampers on even more intense

growth. It should be stressed that, despite the fact

that depreciation of the dollar in recent months has

aided in increasing exported volume, the trade deficit

in goods remained at the level of US$30 billion per

month in the first quarter of 2002, with a slight

upward tendency. However, with the lesser volume

of foreign capital flowing into security acquisitions
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in the United States – mostly involving stocks – pressures are expected

to continue and contribute to a further weakening of the dollar.

In the first quarter of the year, GDP expanded by

5.6% in relation to the previous period, based on

the statistical series free of seasonal influences. This

result was impacted by 20% growth in defense

spending, while final demand increased by 3.7%,

a pace that was considerably slower than in the

final quarter of 2001. Consequently, government

spending and investments in inventory accounted

for 77% of GDP growth in the first quarter of the

year. For the fourth consecutive month, industrial

output expanded in April, though the accumulated

twelve month result closed at -4.4%.

Recent economic recovery in the United States has been accompanied

by sharp improvement in productivity, thus reducing the impact of

economic growth on the job market. As a matter of fact, labor demand

has increased less than product and a significant share of this growth

has been generated more by longer work weeks than new hirings.

Thus, at the same time in which the economy has turned upward,

unemployment expanded from 5.7% in March to 6% in April and

5.8% in May. Coupled with the rise in unemployment, requests for

unemployment compensation increased in the month of April and

surpassed the 400 thousand mark for the second consecutive month.

Measured by the Consumer Price Index (CPI),

consumer inflation shifted gradually upward in

March and April of this year following a gradual

slowdown since May 2001. Energy was the major

underlying cause of the recent increase. In twelve

month terms, the CPI registered 1.6% growth in

April, while the core index, which excludes food

and energy prices, remained relatively stable. The

producer price index (PPI) has registered

negative growth since October of last year. Twelve month PPI

growth came to -1.97% in April, while the core index expanded by

0.4% in the period.

Gross Domestic Product1/

%

-3

0

3

6

9

I
1999

II III IV I
2000

II III IV I
2001

II III IV I
2002

Source: Bureau of Economic Analysis
1/ Percentage change over preceding period, seasonally adjusted at annual rates.

Prices
Annual growth

-3
-2
-1
0
1
2
3
4
5

Apr
2000

Jul Oct Jan
2001

Apr Jul Oct Jan
2002

Apr

Source: Bureau of Labour Statistics

%

CPI CPI Core PPI PPI Core



Inflation Report June 2002

78

At its May 7 meeting, the Federal Open Market

Committee (FOMC) decided to hold the federal

fund target unchanged at 1.75% per year, thus

strengthening expectations of moderate growth

in the United States economy in the coming

months. Under these circumstances,

acknowledging that it has somewhat eased its

current monetary policy posture, the FOMC has

taken the position that the economy is ready to

move into a sustained growth curve without the

risk of added inflationary pressures.

As far as expectation indicators are concerned,

following a period of sharp recovery beginning

in October 2001, the Institute for Supply

Management (ISM) indicators turned downward

once again in March and April, though they

remained above the leveling off point of 50. In

May, both the Purchasing Managers Index (PMI)

and the Business Activity Index (BAI) moved up

to respective levels of 55.7 and 60.1. Following

the same trend, according to a University of

Michigan survey, the expectations of American

consumers rose from 93 in April to 96.9 in May,

the highest level since December 2000.

4.2 – Japan

The Japanese economy closed the 2001 fiscal year on March 31 in

an ongoing process of deflation. GDP dropped for the third

consecutive quarter             and clearly reflected weak internal and

external demand. Though it has not managed to implement expected

structural reforms and has had to limit itself to no more than marginal

progress in writing-off bad debts, the government was able to avoid

the financial collapse that many observers had predicted as a result

of bad loans and the cutback in deposit insurance guaranties from

the former level of total protection to ¥10 million (US$75.7 thousand)

as of April first. On the other hand, the performance of exports and
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industrial output indicators in recent months have improved short-

term expectations and reinforced the thesis that sustained recovery

based on external demand could well be more robust in the second

half of the year than previously expected.

On the demand side, consumers adopted a conservative stance as

evinced by the fact that, despite slight growth in available real worker

income since July 2001, this has not resulted in additional family

and worker spending. Orders placed with factories have reflected

the weak performance of both external and internal orders, both of

which have been dropping sharply since June 2000. In the first quarter

of this year, the reduction came to 14.5% compared to the same

period of the preceding year.

Driven by the upturn in the American economy,

foreign sales have been recovering and reached

a level of US$95 billion in the first quarter of

the year, or 0.7% more than in the previous

quarter, though still 13.4% below the first

quarter result in 2001. Imports added up to

US$76.9 billion, for reductions of 8.1% and

16.5%, respectively, in the same periods. As of

February 2002, growth in accumulated twelve

month balances reversed the previously

downward trajectory.

In the seasonally adjusted statistical series, the

accumulated twelve month industrial output

trajectory has been consistently downward,

though at a less intense pace. In February and

March, monthly growth was positive and

expectat ions for Apri l  and May point to

expansion of 1.3% and 3.1%, respectively.

Unemployment remained high during the entire

2001 fiscal year, hitting a new peak of 5.4% in

March as a consequence of the adjustments

adopted by companies at the close of the fiscal year as they sought

to cope with the task of restructuring both their businesses and

their debts.
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According to the Bank of Japan, GDP declined

by 1.2% in the fourth quarter of 2001 when

compared to the previous quarter and by 2.3%

when viewed against the fourth quarter of 2000.

This was the third consecutive period of negative

results. In calendar year 2001, the falloff came to

0.5%. The economic growth forecast for fiscal

year 2002 was revised from a reduction of 0.5%

to growth of 0.1%.

The economy was marked by steady deflation

during the entire 2001 fiscal year, as the CPI registered annual

expansion of -1.2% and the Wholesale Price Index closed with -

1% in March. The basic interest rate of the economy remained

close to zero.

In fiscal year 2001, the volume of write-offs of matured and unpaid

loans came to ¥7.8 trillion (US$60 billion) or ¥1.4 trillion more than

previously estimated. Despite these write-offs, bad loans still came

to a total of ¥36.8 billion (US$277 billion) in September 2001.

A certain degree of improvement in expectations

has been perceived in the Coincident Index of

Economic Indicators which, for the first time in

fifteen months, passed the mark of fifty in March

and closed at a preliminarily estimated level of

56.3 compared to forty in the previous month. In

its turn, the short-term index (Tankan) for large

manufacturing companies registered -38 in the

third quarter of the year and remained stable in

relation to the fourth quarter of 2001.

4.3 – Euro zone

Following a decline of 0.2% in the first quarter of 2001, the Euro

zone GDP expanded by 0.2% in the first quarter of 2002. This result

was mostly a consequence of 0.9% growth under exports, which

offset the 0.5% decline in domestic demand. Consumer spending
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dropped by 0.2% and gross fixed capital formation

by 0.7%. On the other hand, the reduction in stock

levels, which came to 0.8% of GDP, is an item

that points in the direction of expectations

expressed by the European Commission regarding

estimated GDP growth of 0.6% in the second

quarter. Among the components that contributed

to the added gross value, one should cite the

sector of construction, with expansion of 0.8%,

financial services with 0.7% and industry with

0.6%. With respect to the first quarter of 2001, GDP increased by

0.1% compared to expansion of 0.3% in the previous quarter. Using

the same basis of comparison, external and internal demand registered

respective declines of 1.7% and 0.8%. Unemployment increased to

a level of 8.3% in April, after remaining stable at 8.2% in the first

three months of the year.

Industrial output, which has followed a downward trajectory since

September 2001, turned in negative annual growth figures in the

first quarter of 2002. In March, the rate came to -2.9%, with a 2.3%

drop under production of intermediate goods, 6.7% for capital goods

and 8.1% under consumer durables. Monthly growth has been

positive since December 2001 and closed March at 0.5%.

Retail sales registered consecutive increases in the

first quarter of the year. In March, the increase

came to 0.3% when compared to February and

2% when viewed against the March 2001 result.

Growth has been concentrated mostly under food

and beverage products and apparel.

Measured by the Harmonized Consumer Price

Index (HCPI), inflation inched upward in the early

months of the year. The January rate was impacted

by such passing phenomena as the upward rounding-off of prices

following conversion to the euro, increased indirect tax rates and

the influence of meteorological factors on food prices. While the

impact of these items was also felt into the following months, early

Eurostat figures point to a decline in the annual rate from 2.7% in
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January to 2.4% in April and 2% in May. It should

be noted that May 2001 witnessed the highest CPI

increase of that year (3.4%), a fact that partly

explains the reduction that occurred in May 2002.

The PPI registered annual negative growth rates

since October 2001 and closed April at -0.7%.

Annual M3 growth remained at a level above

4.5%, the reference mark defined by the European

Central Bank (ECB) and closed April at 7.5%.

According to the ECB, the behavior of this

monetary aggregate reflects increased preference for liquidity

generated by the growing economic uncertainties that marked the

end of 2001. Annual growth in credits channeled to the private sector

dropped from 6.8% in December 2001 to 5.1% in April 2002.

As noted in analyses of expectations, the persistence of annual

inflation of more than 2% in 2002 has generated some degree of

wariness regarding the possibility of generating a phenomenon of

inflationary inertia. Nonetheless, the still insufficient pace of recovery,

the May decline in the consumer price index and upward movement

in the value of the euro tend to ensure that the ECB will maintain

the interest rate level.

In March, the trade balance came to US$8 billion

based on exports of US$79.9 billion and imports

of US$71.9 billion. The accumulated 12 month

surplus came to US$57.1 billion in March as

against US$51.7 billion in February and US$7.4

billion in March 2001. It should be noted that the

shift in levels was due basically to lesser imports.

Accelerated growth in the trade surplus, however,

could be stifled by upward movement in the value

of the euro against the dollar which came to

approximately 10% between the end of January

and the month of May.

Business confidence indicators have evolved positively since

October 2001. The industrial confidence index for the Euro zone,
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which is  calculated by the European

Commission, closed the month of May at -9,

following levels of -11 in March and April and

-14 in January and February. In Germany,

following a decline to 90.5 in April, the index

of business expectations moved to a level of

91.5, the same figure as registered in March.

Similar indices in France and Italy showed

increases from 98 to 101 and from 96.8 to 97.8

from Apri l  to May. Growth in consumer

confidence indicators was less favorable. The

European Commission indicator moved to -11, following -10 in

April, while Italy turned in a decline from 122.2 in March to 119.3

in May. In Germany, the index remained stable, while the French

index turned in a positive performance, shifting from -18 in April

to -12 in May.

4.4 – Emerging economies

4.4.1 – China

Sustained by investment-driven internal demand growth, the outlook

for rapid and steady expansion in the Chinese economy has been

confirmed. In this sense, in the first four months of the year, gross

fixed capital formation expanded by 27% compared to the same

period of 2001. The reasons for this performance were earlier than

expected public sector investments. Normally, these investments are

concentrated in the second half of the year, but were moved up to

the first half as a result of changes in the system of funding releases

to state entities. Other factors that deserve consideration were rapid

growth in the volume of private investments in the construction sector

and 29% expansion in direct foreign investments in the first four

months of the year, when compared to the same period of the previous

year. Note that foreign investments already account for 10% of

Chinese gross fixed capital formation. As a result, GDP in the first

quarter of the year expanded by 7.6% compared to the same quarter

of 2001. In this framework, the highlight was the performance of

industrial output, with growth of 10.9%.
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Investment growth, coupled with WTO measures to liberalize trade

transformed China into an expanding market. In this context, Chinese

foreign trade registered foreign sales of US$76.6 billion and imports

of US$91.3 billion, in the first four months of the year.

Retail sales in the month of March increased by 8% when compared

to March 2001. Using the same basis of comparison, this figure was

lower than the February result of 9.1%. Also in March, annual

inflation measured by consumer prices, closed at -0.8% compared

to zero growth in the previous month.

4.4.2 – Russia

Industrial output registered monthly growth of 0.6% in April,

which was the second posi t ive resul t  in  the year.  The

accumulated result for the twelve month period ended in April

was an output reduction of 5%, the same decline as occurred in

March. The instability of industrial performance had no impact

on the rate of unemployment, which came to 8.2% in the month,

compared to 8.3% in March. In April 2001, unemployment had

closed at 9.1%.

Insofar as foreign trade is concerned, the March result registered

exports of US$8.6 billion and imports of US$4.7 billion. The positive

results registered over the course of the year produced a surplus of

US$9.8 billion in the first quarter, contributing to an accumulated

twelve month surplus of US$44.9 billion in March, compared to

US$45.7 billion in the previous month.

In the month of April, federal budget implementation showed that

the volume of fiscal revenues continued expanding and closed at

22.2% of GDP, compared to 20.3% in the previous month.

Government spending, including interest, also expanded and came

to 20% of GDP, compared to 18.6% in March. Consequently, the

nominal surplus totaled 2.2% of GDP, compared to 1.7% of GDP in

the previous month. After deduction of interest outlays, which

dropped from 3.5% to 0.6% of GDP, the primary surplus declined

from 5.2% to 2.8% of GDP in April.
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At the end of April, international reserves closed at US$39.1

billion, compared to US$37.3 billion in the previous month. This

was the fourth consecutive month of growth in the reserve

position. In the same month, the interbank interest rate closed at

9.7% per year, compared to 12.6% per year in March and 13.3%

per year in February.

4.4.3 – Turkey

In the month of March, the trade balance registered a deficit of

US$691 million, based on exports of US$2.8 billion and imports of

US$3.5 billion. In the first quarter of the year, the deficit came to

US$1.9 billion, compared to US$3.5 billion in the same period of

the previous year. Utilizing the same basis of comparison, the trade

flow increased by 10%.

Following a reduction of 4.5% in February, industrial output rose

by 18.7% in the month of March, when compared to March 2001.

For the most part, growth was driven by the performance of the

manufacturing sector, which expanded by 20.5%. In terms of

average, output in the quarter was 3.5% higher than in the first

quarter of 2001.

The CPI registered monthly growth of 0.6% in May, the lowest rate

since 1994. This result contributed to a drop in the twelve month

index from 52.7% in April to 46.2%. Annual WPI growth came to

49.3% in May, compared to 58% in April. The drop in inflation could

well create the conditions required for an interest rate cutback.

In the month of June, the IMF is expected to approve disbursement

of a tranche of the agreement formalized in February with Turkey,

since the country has fully complied with fiscal and monetary policy

performance criteria. As part of the public sector reform program,

the IMF is now awaiting the following steps: government adoption

of a plan aimed at privatizing the Turk Telecom telecommunications

company; notification of capital adequacy requirements to banks by

the agency charged with banking regulation and supervision;

consolidation of indirect taxes into a special tax on consumption;
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and introduction of amendments to the public sector tender law. The

IMF reiterated its confidence in the country’s ability to comply with

the inflation target of 35% at the end of the year and a projected

GDP growth mark of 3% in 2002.

4.4.4 – Latin America

Argentina

The Argentine economic scenario worsened in the early months of

2002 as economic stagnation led to rapid deterioration in the

expectations of economic agents.

In response to the drop in real income caused by upward

movement in inflation rates, demand slid sharply downward. In

this context, the Instituto Nacional de Estadística y Censos

(Indec) released data showing that supermarket and shopping

center sales dropped by respective rates of 2.6% and 27.3% in

the first four months of 2002, compared to the same period of

the previous year. Using the same basis of comparison, the

Synthetic Index of Construction Activity (Isac), which reflects

demand for inputs for the building sector, turned in a reduction

of 40.1%.

In a context of plunging revenues, the fiscal

sector has registered consistently negative

results. In the first quarter of the year, the

overall result for the national public sector was

a deficit of $2.5 billion, compared to the target

of $3 billion proposed in the budget for the year.

Compared to the first quarter of the previous

year, the inflow registered a drop of 22%

particularly as a result of the 30% reduction in

the inflow of the Tax on Aggregate Value (IVA).

The government has sought to negotiate a fiscal

agreement with the provinces that would reduce provincial deficits

by 60% and, in this way, meet one of the demands put forward by

the IMF to recommence negotiations on financial assistance.
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In the first four months of the year, the balance of trade turned in a

surplus of US$5.2 billion, compared to US$625 million in the same

period of the previous year. This result reflected a drop of 5% in

exports and 65% in imports. While the cutback in foreign sales

explains the drop in the prices of some products that have traditionally

played an important role in the nation’s exports, particularly primary

goods, the falloff under imports points clearly to the downturn in all

of the different segments.

The macroeconomic scenario has generated strong negative

repercussions on the productive sector. In this sense, based on Indec’s

Monthly Industrial Estimator (EMI), the first four months of the

year registered a reduction of 15.8%, compared to the same period

of the preceding year and a 10.6% accumulated contraction over

the last twelve months. The sectors that have been most harshly

impacted by the decline in productive activity were the textile,

automotive and metal-mechanics industries.

The price level trajectory has followed an upward

curve, though the intensity of the rise in inflation

diminished somewhat in the month of May.

According to Indec, the CPI came to 4%, raising

accumulated inflation to 23% over twelve months.

The major sources of price pressures were food

and apparel. Also in the month of May, the Índice

de Precios Internos al por Mayor (Ipim), which

measures changes in wholesale prices, registered

a high of 12.3%, accumulating 72% growth over

twelve months, due mostly to growth in the prices

of imported products.

The rate of exchange was marked by intense

volatility. Despite Central Bank interventions and

government imposed restr ict ions on the

exchange market, which included limitations on

the number of financial institutions authorized

to operate on the foreign currency market and

alterations in the procedures followed in

liquidation of export operations, the nation’s
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currency registered depreciation of more than 70% from February

to the month of June, generating strong impacts on internal prices.

In the month of April, the decision taken by two foreign banks to

suspend operations on the Argentine banking market further

undermined the confidence of economic agents in the degree of

financial system solvency. Aside from these factors, the restrictions

imposed on bank withdrawals toward the end of 2001 have not been

sufficient to avoid reductions in private deposits which, in the month

of May, came to 1.7 billion pesos or 3% of the total.

Under intense internal and external pressures, the government

presented a new program in the month of June aimed at releasing

bank deposits. This program consisted of an exchange of deposits

for government bonds denominated in dollars or pesos. According

to official expectations, the volume of exchanges could total as much

as 30% of deposits, corresponding to issues of $18 billion in federal

bonds with varied maturity dates. These papers can be used for

acquiring goods and should expand the liquidity of the economy.

Uruguay

The Uruguayan economy has been impacted by successive adverse

external shocks which have resulted in recession and increased

unemployment. Once Argentina had frozen bank deposits toward

the end of 2001, the impact of these shocks became even more

severe and led to a gradual falloff in Uruguayan national income

levels as reflected in sharp growth in the public deficit as a

percentage of GDP and in added pressures on the country’s

banking system.

The Physical Volume Index of the Uruguayan manufacturing sector

fell by 9.8% in the fourth quarter of 2001, compared to the same

quarter of the previous year. When one considers the same basis of

comparison, the Index of Hours Worked per Worker and the Index

of Persons Employed dropped by respective rates of 13.3% and

12.6%. In the year, the Physical Volume Index of the manufacturing

industry registered a decline of 9.3%, when oil refining is excluded.
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Calculated by the National Institute of Statistics, the Consumer Price

Index rose by 1.2% in May, raising the accumulated figure for the

last twelve months to 6.5%. In the same periods of 2001, growth

came to respective levels of 0.6% and 5.3%. In the month of May of

this year, the items that registered the strongest growth were

transportation and communications, with 2.6%, and apparel and

footwear with 1.5%.

The net external public sector foreign debt moved from a

December 2001 position of US$2.6 billion to US$3.8 billion in

February of this year.

In the first quarter of the year, the balance of trade turned in a deficit

of US$63.6 billion, compared to US$164.9 million in the same period

of the previous year. Foreign sales totaled US$443.9 million and

imports closed at US$507.5 million.

At the end of May of this year, the IMF announced its intention

of fostering an increase in the volume of financial resources

channeled to Uruguay, and a mission from that organization is

expected to arrive in that country in June with the aim of

negotiating a strengthening of the current agreement. The

objectives of the future program will be improvement in the fiscal

s i tuat ion,  maintenance of  banking system sol id i ty  and

intensification of the process of structural reforms with the aim

of building confidence and making it possible to recover the pace

of economic activities and generate added job opportunities.

Mexico

The Mexican economy accompanied the 2001 downturn in the

United States economy. However, when the American economy

managed to regain a positive growth curve, the Mexican economy

was unable to follow its lead. At market prices, Mexican GDP

declined by 2% in the first quarter of 2002, compared to the same

quarter of the previous year, a period in which it had expanded

by 2% using the same basis of reference.
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The Global Indicator of Economic Activity (Igae), which is issued

by the National Institute of Statistics, Geography and Informatics

(Inegi), dropped by 3.5% in the month of March of this year,

compared to the same period of the previous year. This

performance clearly corroborated the decline in economic activity

evident since May of 2001. In the same sense, the Industrial

Activity Indicator which has declined since February 2001, closed

with negative growth of 7.6%. In the same period of time, the

Mexican manufacturing sector registered a falloff of 9.1% under

the pressure of the 21.4% reduction in the “maquiladora” export

industry.

Inflation – expressed by the National Consumer Price Index – rose

by 0.9% in January and reversed the downward trajectory that

marked the final quarter of 2001. In February, the index registered

negative growth, followed by upward movement of 0.5% in March

and 0.6% in April. In the first four months of this year, the

accumulated rate came to 4.7%, for an increase of 0.3 p.p. in

relation to the previous period.

The current transactions account accumulated a deficit of US$3.9

billion in the first quarter of 2002, which was mostly financed by

long-term resources. The trade balance registered a deficit of

US$1.8 billion in the first quarter of 2002, compared to US$4.2

billion in the previous period. The result for the year was based on

exports of US$36.6 billion and imports of US$38.4 billion. In the

first quarter of the current year, exports and imports declined by

respective rates of 7.6% and 8.3%, compared to the same quarter

in the preceding year. In the first quarter of 2002, net international

reserves held by the Bank of Mexico rose by US$1.3 billion to a

total of US$42.2 billion.

Chile

In real terms, GDP expanded by 1.5% in the first quarter of 2002,

when compared to the same quarter of the previous year, while gross

fixed capital formation turned in growth of 3.1%, using the same

basis of reference.
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The Monthly Economic Activity Indicator (Imacec) registered growth

of 0.4% in March, as compared to contraction of 0.2% in February,

based on the series purged of seasonal factors. The Industrial Output

Index declined by 2.1% in March compared to the same period of

the previous year. In the statistical series purged of seasonal factors,

the month closed with growth of 0.2%. Considering the same bases

of comparison, the Index of Industrial Sales dropped by 2.7% and

1.5%, respectively.

Insofar as inflation is concerned, the Consumer Price Index, which

is calculated by the INE, registered positive growth of 0.5% in March

and 0.4% in April, after a sequence of negative or nil results from

November 2001 to January of the current year.

Chile’s trade balance turned in a surplus of US$692.2 million in the

first quarter of this year, with exports of US$4.3 billion and imports

of US$3.6 billion. The total external debt came to US$37.4 billion

at the end of the first quarter, with US$31.1 billion referring to

medium and long-term debt. International reserves totaled US$15.4

billion in April of this year.

4.5 – International financial market

Since issue of the previous Inflation Report, the international

financial market has evolved in such a way as to somewhat

facilitate meeting the borrowing requirements of the emerging

countr ies.  In the wake of  the weak 2001 performance,

expectations for the current year pointed to increased capital flows

driven mostly by economic recovery in the industrialized nations.

Nonetheless, according to statistics released by the Bank for

International Settlements (BIS)1 and forecasts by the Institute of

International Finance (IIF)2, the international financial market has

surpassed initial expectations, in a scenario of higher than forecast

growth in activity and maintenance of expanding basic interest

rates, given the absence of significant inflationary pressures in

the developed countries.

1/ BIS. Quarterly Review. International Banking and Financial Market Developments. June, 2002.

2/ IIF. Capital Flows to Emerging Market Economies. April 22, 2002.
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With regard to the stock market, measured by the world’s major

stock exchange indices (Dow Jones Industrial Average, Standard

and Poor’s 500 and Nasdaq in the United States, plus the London

and Tokyo markets) recovered smartly in relation to the strong

downward movement registered after the September 11 attacks in

the United States. Starting in the month of March, however, economic

indicators in the United States began accumulating negative results

once again and closed the June 7 trading day at levels of 4.8%, 11%

and 22.4% below the year’s opening indices, in the same order as

listed above. Using the same basis of comparison, the London

exchange dropped by 5.7% and the Tokyo exchange was the only

major market that managed to register positive growth (4.6%).

With these results, the international environment was characterized

by growth recovery, low interest and weak performances on the fixed

and variable income markets, a setting that tended to encourage

private net financial flows to the emerging nations. There are obvious

risks in relation to the most probable scenario for the current year.

Among these, one should cite earlier than predicted upward

movement in interest rates in the industrialized countries, thus

reducing or even neutralizing the expansionary nature of monetary

policy; only moderate economic growth in those countries; the

ongoing Argentine crisis and its possible ripple effect particularly

with regard to Brazil, financial market volatility in relation to

economic indicators and the political-electoral climate.

The IIF analyzed the current international

economic scene and decided to revise its forecasts

for 2002. Consequently, total net external

financing to the emerging economies was revised

upward to US$176.3 billion or 8.9% more than

the previous forecast. The forecast increase is

even more significant in the case of total net

private flows, with addition of 10.3% to a level

of US$159 billion.

Changes in private capital flows are basically due

to portfolio and creditor flows, particularly

nonbanking creditors, since commercial bank

Emerging markets' external financing

2002 forecasts

US$ billion

Itemization Total Latin America

(A)1/ (B)2/
(B-A) (A)1/ (B)2/

(B-A)

Total 161.9 176.3 14.4 65.4 66.7 1.3

   Private flows 144.2 159.0 14.8 51.1 52.4 1.3

      Direct investment 117.1 117.0 -0.1 35.6 37.4 1.8

      Portfolio 13.5 21.3 7.8 -0.4 -0.3 0.1

      Loans 13.6 20.8 7.2 16.0 15.4 -0.6

        Commercial banks -3.9 -5.6 -1.7 2.9 -0.9 -3.8

        Nonbanks 17.5 26.4 8.9 13.0 16.3 3.3

   Official flows 17.8 17.3 -0.5 14.3 14.3 0.0

Source: Institute of International Finance. Capital Flows to Emerging 

             Market Economies, January 30 and April 22, 2002.

1/ Forecast as of January 30, 2002.

2/ Forecast as of April 22, 2002.
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flows remain negative. Portfolio capital is expected to expand from

US$9.5 billion in 2001 to US$21.3 billion in the current year. The

forecast of inflows for this year was revised upward by US$7.8 billion,

for growth of 57.8%. Net loans from the nonbanking sector – bond

acquisitions, suppliers’ credits and nonresident deposits in the

domestic banking sector and purchases of domestic public securities

– are expected to increase from US$6.2 billion in 2001 to US$26.4

billion in the current year. However, data for 2001 were negatively

impacted by net withdrawals of US$11 billion as a result of the crises

in Argentina and Turkey. These events are not expected to be repeated

this year. The IIF forecast for April 2002 increased by 50.9% in

relation to January. Commercial banks are to receive net remittances

of US$5.6 billion from the emerging countries in 2002, according to

IIF forecasts. The net contribution of these countries to financing

has remained negative since 1998.

Foreign direct investment continues as the major component of net

flows of private financing to the emerging countries. For the current

year, it is estimated that foreign direct investments will account for

inflows of US$117 billion, the same figure stated in the previous

forecast. This is equivalent to 66.4% of total financing and 73.6%

of private financing to the emerging countries.

Insofar as Latin America is concerned, the changes introduced by

the revisions were less accentuated, as the total flow of financing in

2002 rose to US$66.7 billion, an increase of 2% in comparison to

the previous forecast, while private financing increased to US$52.4

billion, for growth of 2.5%. It should be noted that, while private

capital channeled to Latin America is expected to account for 33%

of the total flow to emerging countries, this percentage is expected

to increase to 82.7% in the case of official capitals due, partly, to

the situation in Argentina.

4.6 – Petroleum

When compared to the previous quarter, demand for petroleum

derivatives in the first quarter of 2002 registered an across-the-board

decline, with the sole exception of gasoline. To some degree, this
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performance was a consequence of higher winter

temperatures in the northern hemisphere and

increased 2001 orders placed by the United States,

particularly for heating oil, as a result of the

natural gas crisis.

International Energy Agency estimates of overall

petroleum demand in the second quarter of 2001

indicate 75.3 million barrels per day (mbd), with

the countries that do not belong to the

Organization of Petroleum Exporting Countries

(Opec) accounting for an estimated 50.6 mbd.

Considering that Opec will produce 24.6 mbd in

that period, the overall stock reduction was

estimated at 0.1 mbd.

For the third quarter of the year, the IEA

forecast  tota l  demand at  76.6 mbd,

corresponding to an overall stock cutback of

0.6 mbd, since Opec output will come to about

25.2 mbd, despite renewed Iraqi production,

and the nonmember countries will turn out

about 50.8 mbd. Demand may be even more

accentuated depending on the pace of the

ongoing process of world economic recovery.

The end-of-month pr ice of  Brent- type

petroleum increased from US$25.60 per barrel

in March to US$26.34 in April, before dropping

to US$24.44 in May. To some extent, this

behavior can be explained by the suspension of

Iraqi production on April 8 and renewed output

on May 8, as well as by normalization of the

political situation in Venezuela.

One should further stress that the current price level reflects the risk

of a Middle East conflict and uncertainties surrounding the

repercussions of the United Nations National Security Council

Resolution, which imposed restrictions on the products, including

Brent dated
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civilian goods, that Iraq can purchase with the money it receives

from external petroleum sales.

In the futures market, prices for Brent-type petroleum declined for

subsequent delivery periods negotiated on the same date.

4.7 – Conclusion

Evolution of the United States economy is the fundamental variable

in any attempt to define the trajectory of the world economy. Signs

of renewed growth in the early months of 2002 confirm the end of a

short recessionary phase. Thus, the extraordinary first quarter GDP

growth of 5.6% plus higher rates of productivity in 2002 are positive

signs of a new stage in the evolution of the American economy,

despite the fact that first quarter GDP expansion was influenced by

episodic factors, including a 20% increase in defense spending, while

final demand increased by only 3.7%, a pace that did not match the

result for the final quarter of the previous year. Thus, government

spending and inventory investments accounted jointly for 77% of

the growth registered in the first quarter of the year.

Even if the data are not repeated with the same intensity in the second

quarter, it is expected that growth will intensify at the end of the

current year and achieve a considerably more significant level.

Given today’s high degree of economic and financial interdependence

among countries, the gradual acceleration of United States economic

growth is leading the economies of other countries into a slow but

sustained recovery. What is clear is that the climate of plunging

confidence and ballooning uncertainties that characterized the final

quarter of 2001 is now a thing of the past.

International financial market behavior has evolved smoothly, particularly

for the emerging economies. Current forecasts point to increases in net

private financial flows to these nations. With the ongoing American

recovery and normalization of international markets, the “flight to

quality” attitude that dominated in 2001 will certainly decrease in

intensity, though markets are still poised in a rather cautious stance.
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US$ million

Period Exports Imports Balance Trade

flow

Jan-May 2002 20 973 19 041 1 933 40 014 

Jan-May 2001 23 885 24 238 - 353 48 124 

% change -12.2 -21.4 -16.9 

Source: MDIC/Secex

Note: In 2001, 104 working days; in 2002, 103.
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Daily average - January-May

US$ million

Itemization Accumulated

2000 2001 %

change

Total  229.7  203.6 - 11.3

Primary products  56.2  51.2 - 8.9

Industrial products  165.1  145.0 - 12.2

  Semimanuf. goods  32.4  28.3 - 12.7

  Manufactured goods  132.7  116.7 - 12.1

Special operations  8.3  7.4 - 11.1

Source: MDIC/Secex

Note: In 2001, 104 working days; in 2002, 103.
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-35 -28 -21 -14 -7 0 7 14

Orange juice

Tobacco

Coffee

Textiles

Sugar

Wood

Paper/cellulose

Shoes/hides & skins

Electric/electronic

Mechanical equipment

Meat

Minerals

Petroleum and derivatives

Soya

Chemicals

Metallurgical

Transport material

Source: MDIC/Secex
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Percentual change from the same period of the last year

�����������	�
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Absolute change - Jan-Apr/2002 over Jan-Apr/2001

US$ million

Itemization Argentina Other Total

Total -1 268 - 718 -1 986 

Manufactured products��
-1 189 - 22 -1 211 

Source: MDIC/Secex

1/ Includes manufactured product reexports.
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1/ For the change from March, 2002, the figures were seasonally adjusted.
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Daily average - January-May

US$ million

Itemization Accumulated

2001 2002 % change

Total  233.1  184.9 - 20.7

Capital goods  63.0  47.7 - 24.3

Raw materials  117.1  90.8 - 22.4

  Naphthas  7.5  2.6 - 65.9

Consumer goods  30.3  23.4 - 22.7

   Durable  15.3  9.8 - 36.5

       Passenger vehicles  6.4  3.1 - 51.5

   Nondurable  15.0  13.7 - 8.7

Fuels  22.6  22.9  1.0

    Crude petroleum oil  9.9  12.1  22.6

Source: MDIC/Secex

Note: In 2001, 104 working days; in 2002, 103.
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 US$ million

Itemization Exports Imports Balance

2001 2002 % 2001 2002 % 2001 2002 

change change

Total 23 885 20 973 -12.2 24 238 19 041 -21.4 - 353 1 933

Laia 5 244 3 727 -28.9 4 519 3 568 -21.0  725  158

   Mercosur 3 016 1 248 -58.6 3 158 2 461 -22.1 - 142 -1 214

      Argentina 2 407  803 -66.6 2 795 2 099 -24.9 - 388 -1 296

      Other  609  445 -27.0  364  363 -0.2  245  82

   Mexico  690  834 20.9  314  234 -25.3  376  599

   Other 1 538 1 646 7.0 1 047  873 -16.6  491  773

USA
��

5 956 5 800 -2.6 5 628 4 365 -22.4  329 1 435

EU 6 231 5 276 -15.3 6 429 5 278 -17.9 - 197 - 2

W.Europe
��

 594  546 -8.1  359  275 -23.4  235  271

Asia 2 588 2 518 -2.7 4 069 3 103 -23.7 -1 481 - 585

   Japan  818  766 -6.3 1 438 1 007 -30.0 - 620 - 241

   South Korea  218  287 31.5  776  452 -41.8 - 558 - 164

   China  667  538 -19.4  530  530 0.0  137  8

   Other  885  926 4.7 1 325 1 115 -15.9 - 440 - 189

Sundry 3 272 3 107 -5.0 3 235 2 451 -24.2  37  656

Source: MDIC/Secex

Note: Forty working days in both periods.

1/ Includes Puerto Rico.

2/ Albania, Bulgaria, Hungary, Poland, Slovak Republic, Czech Republic,

     Romania and countries of the former Soviet Union.
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US$ billion

Itemization 2001 2002

Jan-Apr Year Jan-Apr Year1�

Current account -9.0 -23.2 -5.2 -19.7

  Trade balance -0.6 2.6 1.5 5.0

    Exports 18.5 58.2 16.5 58.2

    Imports 19.1 55.6 15.0 53.2

  Services -2.3 -7.7 -1.6 -6.7

    Transportation -1.0 -3.0 -0.7 -2.0

    International travel -0.5 -1.5 -0.3 -1.1

    Computer and information -0.4 -1.1 -0.4 -1.2

    Operational leasing -0.6 -1.9 -0.5 -2.7

    Other 0.0 -0.4 0.3 0.3

  Income -6.7 -19.7 -5.7 -19.6

    Interest -5.1 -14.9 -4.7 -15.0

    Profits and dividends -1.6 -5.0 -1.1 -4.6

    Compesation of employees 0.0 0.1 0.0 0.0

  Current transfers 0.5 1.6 0.6 1.6

1/ Forecast.
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US$ billion

Itemization 2001 2002

Jan-Apr Year Jan-Apr Year��

Financial account 9.7 28.0 3.2 25.2

  Direct investments 6.6 24.7 5.9 16.6

    Abroad -0.1 2.3 -0.7 -1.4

    In Brazil 6.8 22.5 6.7 18.0

      Equity capital 5.6 18.8 5.5 17.3

      Intercompany loans 1.2 3.7 1.2 0.7

  Portfolio investments 3.2 0.1 3.6 1.8

    Assets -0.3 -0.8 -0.2 -1.0

    Liabilities 3.5 0.9 3.8 2.8

  Derivatives -0.2 -0.5 -0.3 -0.2

  Other investments 0.1 3.6 -6.1 7.0

    Assets -0.3 -6.6 -0.4 1.7

    Liabilities 0.3 10.2 -5.7 5.3

1/ Forecast.

���������	�
���������������
������������

Selected items

US$ million

Itemization 2001 2002

Jan-Apr Year Jan-Apr Year��

Medium- and long-term 

disbursements  7 992   19 916   5 954   11 861  

  Bonds  3 697   7 549   4 060   5 150  

  Notes and commercial papers  2 024   7 350   1 134   4 319  

  Direct loans  2 272   5 017    760   2 392  

Short-term capital (net)   187   2 746  -  3   3 347  

Rollover rate

  Bonds n.a. 118% n.a. 220%

  Notes and commercial papers 124% 81% 56% 65%

  Direct loans 190% 138% 60% 65%

1/ Forecast.
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US$ billion

Itemization 2001 2002

Jan-Apr Year Jan-Apr Year��

Uses -19.6 -58.4 -13.6 -47.9
  Current account -9.0 -23.2 -5.2 -19.7

  Amortizations ML-term��
-10.6 -35.2 -8.4 -28.2

    Securities -5.3 -19.0 -3.3 -10.9
      Paid -3.1 -16.9 -3.3 -10.9
        Nationalization debt 0.0 3.1 0.0 -
      Refinanced -2.2 -2.2 0.0 0.0
    Suppliers’ credits -1.1 -2.8 -0.8 -2.6

    Direct loans�� -4.2 -13.3 -4.3 -14.7

Sources 19.6 58.4 13.6 47.9
  Capital account 0.1 0.0 0.1 0.1
  FDI 6.8 22.5 6.7 18.0
  Domestic securities 0.6 2.2 2.3 4.4

  ML-term disbursements�� 13.4 32.5 9.0 23.4

    Securities 7.9 14.9 5.2 9.5
    Suppliers’ credits 1.1 3.3 0.7 2.5
    Direct loans 4.4 14.3 3.1 11.4
  Brazilian assets abroad -0.5 -4.6 -1.0 0.0
  Loans to Bacen (FMI) -0.1 6.6 -4.4 5.4

  Short-term and other�� 1.3 0.3 -2.0 1.6

  Reserve assets -2.0 -3.3 2.9 -4.9

1/ Forecast.
2/ Registers amortization of medium and long term suppliers’ credit, loans and 
    securities placed abroad minus refinancing and discounts. Excludes 
    amortizations referring to loans to Banco Central and intercompany loans.
3/ Registers loans borrowed from foreign banks, buyers, agencies and multilateral 
     organizations.
4/ Excludes intercompany loans disbursements.
5/ Registers net values of bond swaps, short-term securities, short-term trade
   credit, financial derivatives, nonresident deposits, other liabilities and errors and 
   omissions.

�����������	�
�������
�����������

US$ billion

Itemization 2001 2002

Year Jan- Jun- Year��

May Dec��

Reserve position in previous period 33.0 35.9 32.9 35.9

Sales to/purchases from resident banks -7.2 0.0 -0.3 -0.3

Debt service (net) -7.1 -2.8 -4.3 -7.1
    Interests -3.2 -1.7 -2.1 -3.8
      Credit 1.9 0.6 0.9 1.5
      Debit -5.1 -2.2 -3.1 -5.3
    Amortization -3.9 -1.2 -2.1 -3.3
Disbursements 7.8 3.9 2.2 6.1
    Multilateral organizations 1.2 0.0 1.1 1.1

    Republic bonds 6.7 3.9 1.1 5.0

Exceptional financing (FMI) 6.8 -4.3 9.7 5.4
    Disbursements 6.8 0.0 10.0 10.0
    Amortization 0.0 -4.3 -0.3 -4.6

Others�� 2.6 0.2 1.0 1.2

Change in position 2.9 -3.0 8.3 5.3
Reserves position 35.9 32.9 41.1 41.1
Net reserves position 27.8 28.5 27.0 27.0

1/ Forecast.

2/ Includes Poland’s prepayment in November 2001 (US$2,5 billion) and

    sales of minority shares.
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Year Q Central

Projection

2002 2 7,3 7,5 7,6 7,8 7,9 8,0 7,7

2002 3 6,4 6,7 7,0 7,3 7,5 7,8 7,1

2002 4 4,4 4,9 5,3 5,7 6,1 6,5 5,5

2003 1 3,0 3,6 4,2 4,7 5,3 5,9 4,5

2003 2 2,3 3,0 3,6 4,3 4,9 5,7 4,0

2003 3 1,0 1,8 2,6 3,3 4,0 4,8 2,9

2003 4 0,6 1,4 2,2 3,0 3,8 4,6 2,6

10%

Note: The values correspond to the ones shown in inflation fan chart.

Confidence Intervals

50%

30%
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1/ From Investor Relations Group - 06/18/2002
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Year Q Central

Projection

2002 2 7,3 7,5 7,6 7,8 7,9 8,0 7,7

2002 3 6,4 6,7 7,0 7,2 7,5 7,8 7,1

2002 4 4,3 4,8 5,2 5,6 6,0 6,5 5,4

2003 1 2,7 3,3 3,8 4,4 4,9 5,5 4,1

2003 2 1,9 2,6 3,2 3,9 4,5 5,3 3,6

2003 3 0,8 1,6 2,3 3,0 3,8 4,6 2,7

2003 4 0,4 1,2 2,0 2,8 3,6 4,4 2,4

1/ From Investor Relations Group - 06/18/2002
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10%

Note: Accumlulated inflation in 12 month, in % p.a. The values correspond to the ones shown in 
inflation fan chart.
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 ������������������������	
������*�������������������������������������������������+

0 1,1 1 1, 2,1 1 1 2, 4...... ( 180 ) ....... ( 180 )
� � � � � � � � � � � � � �
� � � � � �α α α α π α π α ε− − − − − −= + + + + − + + − + +

0 1,1 1 1, 2,1 1 2, 3,1 1 3, 4... ... ...
� � � � � � � � � � � � � � �
� � � � � �� �� �α α α α α α α α ε− − − − − −= + + + + + + + + + + +
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� � � � � � �
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, 1, , 1,( ) * * ,
� � �

�

� � � � � � ������	 ��
��
� �� �� � ω− −= +

1,
�

�

� �
� =  = effect of the inflation inertia in the previous year (����) on the inflation in 

the first quarter of the current year (����� ��) estimated for group g (market or 

administered prices); 

14,
�

� �
π

−= = inflation in the last quarter (���) of the previous year (����); 

1

*
4,

�
� �

π
−= = target for the inflation in the last quarter of the previous year, 

approximated by ¼ of the target set for that year; 

Cinertia = coefficient that measures the pass-through of the inflation in the 

previous quarter to the current quarter, according to Central Bank estimates;  

ω����� = weight of the group (market or administered prices) in the IPCA. In the 

case of administered prices, electricity and fixed telephone rates are excluded, as 

they are calculated separately. 

, 1, , 1,( ) * * ,
� � �

�

� � � � � � ������	 ��
��
� �� �� � ω− −= +
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= + −∏
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��� �� ���π π ω= − − +
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*
, , , 1* *

� � �

� �

� � � � � � �
�� � � ��π π α ω

− −
 = − + 

�� � = effect of the inertia in the previous year on the adjustment of prices charged 
by the utility in month t; 

π
1, −�

��
� = inflation accumulated over relevant months of the previous year, which 

are defined as those months whose inflation rates are used for calculating the 
adjustment of the price in question. In the previous example, for prices readjusted 
in April, the inflation accumulated over relevant months refers to the inflation 
accumulated between April and December of the previous year; 

*
, 1−�
��

�π = target for the inflation accumulated over relevant months of the previous 

year, calculated on a �������� basis according to the target established for the year; 

�
��

�� , = ��  + ��  = accumulated effect of the inflation inertia in the previous year on 

relevant quarters of year t. For prices that are not readjusted in the first month of 
each quarter, the calculation is proportional to the number of months in the quarter. 
In the example, the first quarter will be the relevant one for prices readjusted in 
April; 



���������	
���� ����	����

���

����������	��

������������������	���
���������������	���������
��������	�����������

����
�	��	����
����	�������������	���������������������	��

1
�α  =  pass-through of the past inflation to the prices charged by utility “c”. For each 

utility, the price adjustment depends on the evolution of the IGP-M, of the exchange 
rate, and of the Selic rate in the 12 months before the price adjustment, with weights 
defined on a case-by-case basis. For telephone companies, the price adjustment is based, 
to a large extent, on the variation of the IGP-M. Since the aim is to estimate the impact 
of the inertia of the IPCA, an assumption was made that the evolution of the IGP-M 
could be approximated by a weighted average of the IPCA evolution, with a weight of 
70%, and of the exchange rate variation, with a weight of 30%. For this reason, for 

telephone companies, the value of 1
�α  was established at 0.7. For electricity utilities, 1

�α
was defined based on a coefficient of 0.7 – the pass-through of the IPCA to the IGP-M –
and on the pass-through of the variation of the IGP-M to the price adjustment of the 
utility, which is defined on a case-by-case basis; 

ωc =  weight in the IPCA of the utility that is used for price adjustment purposes in 
month t. For electricity, the proportion of utilities whose prices are adjusted each quarter 
is given by 28%, 52%, and 20% for the second, third, and fourth quarters, respectively. 
Over these values, the weight of electricity in the IPCA is multiplied. For fixed 
telephone rates, the proportion of utilities whose prices are adjusted each quarter is 20% 
and 80% for the second and third quarters. Similarly, the final weighting is obtained by 
multiplying these values by the weight of fixed telephone services in the IPCA. 

����������	
�������������
�	�����������	�������������������������������������	�
����������	��������������������	��
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���������	�����	����������	��
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��������������������	� �������!
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�����

1 13 2( )* *� �

� � �
��� � � α ω− −= −

2
�α

���� = effect of the exchange rate variation on the price adjustment of utility C  

in month t; 

(et-1 – et-13) =  exchange rate variation accumulated in the twelve months ending in 
the month preceding the price adjustment; 

2
�α =  pass-through of the exchange rate variation to the prices charged by utility 

“c”. For telephone companies, it is assumed that 30% of the exchange rate 
variation is passed through to the IGP-M, for which reason 2

�α =0.3. For electricity 

utilities, 2
�α  is defined individually 
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1 2( ) * * ,� �

� � �
��� � � α ω− −= −  

 
where  ���� = effect of the exchange rate pass-through on the price adjustment 

of by-product “P” (gasoline, cooking gas, or diesel oil) in month t; 

  �α  =  exchange rate pass-through coefficient of item P. �α = 0.35 for 
gasoline, 0.56 for diesel oil, and 0.57 for cooking gas; 

 (et-1 – et-2) = exchange rate variation between the two months preceding 
the price adjustment;  

 ωP = weight of item P in the IPCA. 
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Economic policy measures

Measures related to the financial system and
credit market

Circular 3,096, 3.6.2002 – determined that registration and

evaluation of the securities held in the portfolios of the exclusive

investment funds cited in Circular 3,086, dated 2.15.2002, should

comply with the conditions, requirements and terms defined in

Circulars 3,068, dated 11.8.2001, and 3,082, dated 1.30.2002, and

in Resolution 4, dated 1.30.2002, issued by the Complementary

Social Security Management Council, when the investor in such a

fund is a financial institution, institution authorized to operate by

the Banco Central do Brasil or a closed complementary social security

entity. Such funds were given until 9.30.2002 to adapt to the

provisions of Circular 3,086.

Circular 3,098, dated 3.20.2002 – deals with additional

remittances of information by financial institutions, in the

framework of the Credit Risk Center system, including – as of base

date May 2002 - criteria and procedures related to reference data

and client operations, in individualized and aggregate form. This

measure is aimed at solidifying the Credit Risk Center by enhancing

the transparency of financial institution information and increasing

the capacity of the national financial system and bank supervision

authorities to monitor credit risks.

Resolution 2,939, 3.26.2002 – authorized Banco Central to carry

out swap operations referenced to interest rates and exchange rate

variations, for monetary and exchange policy purposes.
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Circular 3,099, 3.26.2002 – treats of Banco Central swap

operations contracted through public offers,  based on

authorizations as defined in Resolution 2,939, dated 3.26.2002.

Swap operations referenced to interest rates and exchange

variations are carried out for monetary and exchange policy

purposes and the net positions of outstanding contracts must be

notified to the National Monetary Council (CMN) in each quarter.

The availability of this instrument to the monetary authority is a

component of the new rules involving management of the federal

securities debt. According to Complementary Law 101, dated

5.4.2000 (Fiscal Responsibility Law), as of May 2002 Banco Central

no longer issues its own securities.

Resolution 2,940, 3.27.2002 – set the Long-Term Interest Rate

(TJLP) at 9.5% per year for the second quarter of 2002. The decision

was based on the pro rata inflation target for the next twelve months,

equivalent to 3.4375% per year, plus a risk premium of 6.0625%.

Resolution 2,945, 3.27.2002 – based on the terms of Resolution

2,827, dated 3.30.2001, excluded operations carried out by

development entities based exclusively on utilization of a share of

Reference Worth (PR) for purposes of making it feasible to finance

urban development funds, from the sum total of credit operations

with the public sector.

Circular 3,100, 3.28.2002 – instituted the Reserve Transfer

System (STR) in the framework of the Brazilian Payments System

(SPB). The STR is a system of real time gross liquidation of fund

transfers among participating institutions. The System is managed

by Banco Central and initiated operations on 4.22.2002. Aside

from Banco Central, STR participants are financial institutions

that hold bank reserve accounts, clearing house institutions and

service providers charged with clearance and liquidation

operations, holders of liquidation accounts and, optionally, the

Secretariat of the National Treasury. Operations permitted

through this system are transfers of funds in any amount for

liquidation on the same day. Such operations are processed

operation-by-operation through entries into the accounts

maintained at Banco Central by the participating institutions.
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Circular 3,101, 3.28.2002 – regulated operation of the bank reserve

account and instituted the liquidation account at Banco Central.

The bank reserve account represents available national currency

amounts obligatorily maintained at Banco Central by commercial

banks, multiple banks with trade portfolios and savings banks. With

issue of the new regulations, investment banks and multiple banks

that do not have trade portfolios are permitted to hold such

accounts. In the framework of the new payments system, the bank

reserve account is to be monitored in real time and will be permitted

to maintain debt balances during the course of the day only until

6.21.2002. The clearance and liquidation entities and service

providers hold title to the liquidation account which is to be used

for purposes of liquidating the results registered in the respective

systems. These systems must always register balances greater than

or equal to zero, with the exception of the bank reserve account

over the course of the day up to 6.21.2002.

Circular 3,102, 3.28.2002 – defined a new system for financial

liquidation of interbank liabilities calculated at the Central Clearance

System of Checks and Other Papers (Compe). Commercial banks,

multiple banks with trade portfolios and savings banks must effect

liquidations through Compe, exclusively through the use of funds

deposited in an earmarked account at Banco Central.

Circular 3,103, 3.28.2002 – instituted the prior deposit required

for commercial banks, multiple banks with trade portfolios and

savings banks to participate in the daily Compe sessions as of

8.26.2002. The deposit is required for each business day and the

value is determined on the basis of the checks withdrawn against the

institution and the credit documents issued by that institution, with

unit value equal to or greater than five thousand reals. The amount

deposited receives no earnings and is used for purposes of financial

liquidation of the interbank liabilities consequent upon clearance

sessions on the date of constitution of the deposit in question.

Circular 3,105, 4.5.2002 – Altered and consolidated norms on Banco

Central rediscount operations. With implementation of the new

payments system as of 4.22.2002, the intra-day rediscount modality

was instituted to meet the liquidity needs of financial institutions
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consequent upon the real time debiting of commitments against the

bank reserve account. The operation involves Banco Central

purchases of federal public securities registered in the Special System

of Clearance and Custody (Selic), with a resale commitment. The

purchase and resale are to occur on the same day and at the same

prices. Following is a summary of the rediscount modalities available

as of 4.22.2002:

a) purchase, with resale commitment, only with federal public

securities registered at Selic: for intra-day and one day operations;

b) purchase, with resale commitment, of federal public securities

registered at Selic or other assets of the financial institution,

preferably with real guaranties: for operations of up to fifteen

business days and with total terms of no more than 45 business

days, in those cases in which the financial institution is not marked

by a lack of structural equilibrium, and for operations of up to

ninety calendar days in which the total period is no greater than

180 calendar days, in those cases in which adjustments are

required in an institutions with a lack of structural equilibrium;

c) rediscount operations involving securities and credit rights of the

financial institution: in the same periods defined in line “b”.

Furthermore, access to rediscount operations was permitted to

investment banks and multiple banks without trade portfolios that

have bank reserve accounts.

Circular 3,106, 4.10.2002 – regulated the carrying out of operations

involving credit derivatives by financial institutions, based on the

authorization given in Resolution 2,933, dated 2.28.2002. These

operations refer to transfers of the credit risk on assets consequent

upon loans, financing, leasing, credit securities and other instruments

subject to this type of risk. Operations involving credit derivatives

among individuals or controlling, associated or controlled legal

entities were prohibited, as were operations in which flows were not

in the same currency or indexing factor as the underlying asset.

Circular 3,107, 4.10.2002 – deals with the new modality of operation

between Banco Central and institutions accredited to operate on the

open market. These are freely usable committed operations and

exclusively involve papers custodied in the Special System of
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Clearance and Custody (Selic), in which the buyer of securities from

Banco Central may effect their definitive sale, preserving the resale

commitment with other securities, conjugated with a committed

purchase operation by Banco Central. Thus, in this operation, the

monetary authority makes a temporary loan of papers held in its

portfolio against delivery of other securities. There is no impact on

banking liquidity since the financial value of the sale operation

corresponds to that of the purchase operation.

Circular 3,109, 4.10.2002 – instituted the Currency System (CIR)

in the framework of the new payments system. The CIR is the means

through which operations involving money carried out exclusively

by commercial banks, multiple banks with trade portfolios and savings

banks among themselves are to be registered and processed with

Banco Central and with the custody institution. These financial

institutions may provide excess currency to other institutions that

hold bank reserve accounts.

Resolution 2,950, dated 4.17.2002 – altered and consolidated norms

on operations involving fixed income papers, in light of

implementation of the new payments system. In this sense, the major

changes introduced by the regulations appended to this resolution

refer to the carrying out of committed operations for liquidation on

the same day, as well as to the possibility of registration of these

transactions in other systems of registration and financial liquidation

of assets, with Banco Central authorization. Thus, such operations

are not restricted to the Special System of Clearance and Custody

(Selic) and to systems managed by the Center of Financial Liquidation

and Custody of Securities (Cetip).

Circular 3,115, 4.18.2002 – instituted the Available Electronic

Transfer (TED) and the Scheduled Electronic Transfer (TEA) in the

framework of the new payments system. The purpose of these

instruments is the transfer of large amounts previously effected

through checks and credit documents (DOC). The TED is an

interbank transfer order against third parties or in the benefit of a

client of the financial institution. The TEA has the purpose of

registering, on the maturity date of the asset or redemption date of

the investment, the resources that will be remitted through the TED
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system on the immediately following business day, in the case of

transfers consequent upon redemption of investments made up to

9.30.2001, such may be offered only until 3.31.2004.

Circular 3,119, 4.18.2002 – altered article 1 of Circular 2,900, dated

6.24.1999, including – for purposes of calculating the Selic rate –

daily financing operations with federal public securities custodied at

the Special System of Clearance and Custody (Selic) that occur in

the systems operated by clearance and liquidation entities or service

providers. This measure has the purpose of preserving the universe

of operations upon which the current calculation methodology is

based, when the SPB is implemented.

Circular 3,120, 4.19.2002 – defined additions to the Selic rate for

the following rediscount operations cited in Circular 3,105, dated

4.5.2002:

I – 1% per year for operations for one business day, increasing to 6%

per year as of 7.1.2002;

II – 4% per year, for operations of up to fifteen business days;

III– 2% per year, for operations of up to ninety calendar days.

Resolution 2,951, 4.19.2002 – introduced more flexible rules

covering operations through which stock and security brokerage and

distribution companies obtain loans. As a consequence of the current

credit and market risk management instruments, as well as the new

payment system, these institutions were given the right to obtain

loans or financing from financial institutions to be used in acquisitions

of goods for their own utilization and for performing the activities

defined in their bylaws. However, in keeping with the rules on

controlling the leverage of the institutions that participate in the

financial market, these operations may not surpass an overall total

of two times their respective Reference Worth (PR), which is

understood as the capital that the institution maintained for purposes

of complying with the operational limits.

Resolution 2,954, 4.25.2002 – determines that operations contracted

as of this date up to the amount of R$200 million under the terms of

Fiscal Adjustment Programs, as integral parts of state refinancing

contracts with the federal government, in the framework of Law
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9,496, dated 9.11.1997, as well as those involving municipal debt

refinancing contracts, as cited in Provisional Measure 2,185-35, dated

8.24.2001, are excluded from the overall ceiling on credit operations

with the public sector.

Resolution 2,958, 4.25.2002 – reallocated additional resources

of R$350 million by shifting resources from other investment

programs into the Program of Modernization of the Fleet of Farm

Tractors and Associated Implements and Harvesters (Moderfrota),

with the objective of meeting farm sector demand in May and

June of the current year.

Circular 3,123, 5.29.2002 – determined that adaptation to the

provisions set down in Circulars 3,068, dated 11.8.2001, and 3,082,

dated 1.30.2002, which deal with the criteria for evaluating securities

and derivative financial instruments must be completed by 6.30.2002.

CVM Instruction 365, 5.29.2002 – moved the deadline up to

5.31.2002 for adaptation to the requirements of Circulars 3,086,

dated 2.15.2002, and 3,096, dated 3.6.2002, which defined criteria

for the registration and accounting evaluation of securities and

derivative financial instruments by financial investment funds, funds

that invest in investment fund quotas, individual programmed

retirement funds and investment funds abroad. The new rules

permitted funds reserved to investments belonging to the same

conglomerate, economic-financial group or qualified investors to

classify securities in the category of papers held to maturity, provided

that they comply with the conditions set down in legislation.

Fiscal policy measures

Decree 4,206, 4.23.2002 – regulated the complementary private

social security system, as dealt with in Complementary Law 109,

dated 5.29.2001. The Decree determined:

a) exclusion from the minimum retirement age requirement of those

who are associated to pension funds. According to the previous

rule, those who paid into complementary systems could only

receive the benefits after completing sixty years of age. Now, the
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moment of retirement will be freely determined by the pension

fund and the insured party;

b) permission for change from one type of plan to another (defined

benefit or defined contribution);

c) increase in the government authority to intervene in these funds,

when an understanding is not reached between the representatives

of the sponsoring institution and the parties insured;

d) creation of the figure of a special administrator, who may be

named by the government, in those cases in which problems with

reserve funds occur;

e) adoption of administrative penalties for directors and funds that

commit irregularities and increases in the value of fines applied to

funds, in the case of irregularities.

Law 10,433, 4.24.2002 – authorized creation of the Electricity

Wholesale Market (MAE), a nonprofit legal entity covered by private

law subject to the authorization, regulation and inspection of the National

Electric Energy Agency (Aneel). It is to be composed of those holding

concessions, permissions or authorizations and other agents, as defined

in the regulations, connected to electric energy services and installations,

with the objective of making it possible to transact electricity purchase

and sale operations among different interconnected systems.

Law 10,437, 4.25.2002 – deals with the lengthening of the term of

debts originating in rural credits, as dealt with in Law 9,138, dated

11.29.1995. The law determined:

a) extension of the maturity of the installment due on 10.31.2001 to

6.29.2002, plus interest of 3% per year, pro rata die;

b) minimum payment of 32.5% of the amount due by 6.29.2002,

maintaining the due payment bonus specified in indents I and V,

line d, of paragraph 5 of article 5 of Law 9,138/1995.

To adhere to such conditions, borrowers must be fully up to date on

their liabilities or normalize such liabilities by 6.29.2002. The acts

practiced on the basis of Provisional Measure 9, dated 10.31.2001

are hereby validated.

Law 10,438, 4.26.2002 – treats of the expansion of the emergency

electricity supply, extraordinary tariff recomposition, creates the
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Program of Incentives to Alternative Electricity Sources (Proinfa)

and the Energy Development Account (CDE), treats of the

universalization of public electricity services and introduces a new

text into Laws 9,427/1996, 9,648/1998, 3,890-A/1961, 5,655/1971,

5,899/1973 and 9,991/2000. Among other items, the Law took the

following measures:

a) costs related to acquisitions of electric energy and the contracting

of generation or power capacity by the Brazilian Emergency

Energy Marketing Company (CBEE) will be distributed among all

classes of final consumers served by the National Interconnected

Electricity System, proportionately to individually measured

consumption, on the basis of a specific tariff addition in compliance

with Aneel regulations;

b) the distribution of costs related to acquisitions of electric energy

does not apply to consumers who have monthly consumption of

less than 350 kwh for the residential category and 700 kwh for the

rural category;

c) the distribution of costs related to the contracting of generation or

power capacity does not apply to low income residential consumers,

considered as those that have monthly consumption levels of less

than 80 kwh/month or that have consumption levels between 80

and 220 kwh/month, depending on the region of the country in

question;

d) the extraordinary tariff recomposition will utilize the following

indices: up to 2.9% for the categories of residential and rural

consumers and public lighting, and up to 7.9% for other consumers.

The measure is to remain in effect for a period to be defined by

Aneel by 8.30.2002. Low income residential category consumers

are excluded from the adjustment;

e) the federal government is authorized to issue federal public debt

securities directly to the CBEE up to an amount of R$11 billion,

which are to be held as guaranties of the operations that may come

to be contracted by that company;

f) the BNDES will institute an emergency and exceptional program

of support to concession companies that provide public services

of electricity distribution and generation and to independent

producers of electricity. For this purpose, the federal government

is authorized to issue federal public debt securities of up to R$7.5

billion, in the form of direct placements, in the benefit of the
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BNDES. The characteristics of papers to be issued are to be

defined by the State Minister of Finance.

Provisional Measure 38, 5.14.2002 – treats of installment

payment of tax debts of states, the Federal District, municipalities

and public and private companies in the process of bankruptcy or

liquidation; institutes the special system of installment payment

of contributions to the Program of Formation of Civil Service

Assets (Pasep); reestablishes time periods for payment of tax

debts, including the income tax on inflationary profits; grants fiscal

benefits to the installation, expansion or modernization of

industrial units and equal tax treatment to nationally produced

and imported newsprint; alters customs legislation and that

referring to the charging of antidumping and countervailing duties;

and takes additional measures.

Decree 4,230, 5.14.2002 – determined a reduction of R$5.3 billion

in the current year’s federal government budget for the purpose

of overcoming budget account imbalances caused by inflow losses

(delays in approval of the constitutional amendment that extends

levying of the CPMF) and increased spending. Calculations made

by technicians from the economic staff indicated an imbalance of

R$6.4 billion, of which R$4.9 billion is a consequence of the loss

of CPMF revenues and R$1.5 billion a result of additional outlays

on personnel (R$1 billion) and charges within the National Social

Security Institute (INSS) (R$500 million), not identified at the

time of allocations made in the month of February. Aside from

the cutback in spending, the government will raise the rates of

the Financial Operations Tax (IOF) in order to produce an

additional R$1.1 billion.

Law 10,464, 5.24.2002  – treats of the recontracting and

lengthening of debts originating in rural credit operations

contracted under the terms of the Special Program of Credits to

Agrar ian Reform (Procera) ,  the  Nat ional  Program of

Strengthening Family Farming (Pronaf) or other sources of

funding by farm families, mini and small scale farmers, their

associations and cooperatives and takes other measures.
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Constitutional Amendment 36, 5.28.2002 – determined that at least

70% (seventy percent) of the total capital and voting capital of

journalistic companies and sound and sound and image broadcasting

companies must necessarily be held directly or indirectly by native

born Brazilians or citizens who have been naturalized for more than

ten years, and such persons will necessarily be charged with

management of activities and definition of program content.

External sector measures

Camex Resolution 4, 3.18.2002 (Ex-tariff) – altered the nomenclature

of several “Ex-tariff” items as treated in Ministry of Finance Directives

465 and 339, in order to adjust the merchandise to the new classification

defined by Camex Resolution 42, dated 12.26.2001.

Secex Directive 3, 3.20.2002 – determined that Sale Registration (RV)

for unprocessed coffee beans, with shipment scheduled for up to the

end of the fifth month subsequent to negotiation may be accepted.

Bacen Communiqué 9,384, 4.9.2002 – released information from

the Central Bank of the Argentine Republic referring to payment of

Brazilian exports, as cited in Communiqué 9,229, dated 1.31.2002.

As of 4.9.2002, the form cited in item 2 of Communique 9,229,

dated 1.31.2002, was deactivated.

Camex Resolution 10, 4.16.2002 – altered Appendix II of Camex

Resolution 42, dated 12.26.2001, excluding the products listed therein

from the temporary 1.5% increase to the Common External Tariff (TEC).

MDIC Directive 58, 4.16.2002 – substituted the list of items

presented in the Appendix to MDIC Directive 374/99, which lists

the merchandise eligible for the equalization modality of the Export

Financing Program (Proex). This alteration was made for purposes

of adjusting the merchandise to the new classification determined

by Camex Resolution 42, dated 12.26.2001.

Bacen Circular 3,114, 4.18.2002 – altered the Regulations on

reciprocal Payment and Credit Agreements.
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Camex Resolution 7, 4.25.2002 (Ex-tariff) – altered the ad

valorem rates of the import tax on Capital Goods, Informatics

and Telecommunications Goods listed therein to 4% for a period

of two years.

Camex Resolution 8, 4.25.2002 – revoked Camex Resolutions 40,

45, 57, 66, 77, 79, 88, 93, 102, 111, 112, 114, 115, 116, 161, 169,

173, 174, 178, 182, representing an additional initiative to reduce

obstacles to foreign market sales of agricultural goods.

Camex Resolution 9, 4.25.2002 – in the framework of the Camex

Management Committee, instituted the Technical Monitoring Group

of GMC Resolution 69/2000 (Getar-69), with the objective of

examining proposals for temporary Common External Tariff (TEC)

reductions of an exceptional character, in order to ensure the normal

supply of goods in Mercosul.

Decree 4,214, 5.2.2002 – defined the authority of the Interministerial

Commission of Control of Exports of Sensitive Goods, treated in

Law 9,112, dated 10.10.1995, which deals with exports of sensitive

goods and directly connected services and takes other measures.

Provisional Measure 38, 5.15.2002 – granted fiscal benefits to the

installation, expansion or modernization of industrial units and equal

tax treatment to nationally produced and imported newsprint, altered

customs legislation and the charging of antidumping and

countervailing duties and takes other measures.




