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Percentage change

Itemization 2003

Jun Jul Aug Sep Oct

Same month of the previous year

 Retail sector -5.6 -4.4 -5.8 -2.8 -3.0

   Fuel and lubricants -1.3 -2.0 -8.5 -7.8 -4.3

   Supermarkets -8.6 -5.5 -5.7 -3.8 -4.3

   Textiles, clothing and footwear -4.6 -6.3 -6.7 -3.3 -1.8

   Furniture and home appliances -4.9 -1.0 -1.4 7.0 5.2

   Other domestic goods -2.1 -4.3 -6.1 -1.8 -4.1

   Vehicles, motorcycles -4.5 -11.0 -16.2 -4.0 -3.8

Accumulated in the year

 Retail sector -5.6 -5.4 -5.5 -5.2 -4.9

   Fuel and lubricants -4.8 -4.4 -4.9 -5.3 -5.2

   Supermarkets -6.7 -6.5 -6.4 -6.1 -5.9

   Textiles, clothing and footwear -3.4 -3.9 -4.3 -4.2 -3.9

   Furniture and home appliances -10.4 -9.0 -8.0 -6.5 -5.2

   Other domestic goods -2.2 -2.5 -3.0 -2.9 -3.0

   Vehicles, motorcycles -11.7 -11.6 -12.2 -11.2 -10.5

Source: IBGE
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Percentage change

Itemization 2003

Jun Jul Aug Sep Oct

In the month��

General -0.6 -3.1 0.4 -1.6 0.7

Consumer goods 1.0 -3.0 0.2 -1.6 1.0

     Durable 6.9 -8.7 -6.8 0.1 2.4

     Semidurable -1.2 5.6 11.0 -3.8 -3.1

     Nondurable 1.2 -1.3 4.3 -3.6 0.4

Automotive trade -1.1 -5.2 10.5 10.2 -3.1

  Company sales outlet -1.6 -5.3 11.3 12.0 -1.7

  Autoparts and accessories 3.6 -2.8 2.3 -1.9 -7.6

Building materials -0.6 -9.2 -20.6 1.6 -1.2

In the year

General -13.0 -13.8 -15.1 -16.0 -16.4

Consumer goods -14.7 -15.3 -16.5 -17.4 -17.7

     Durable -17.1 -15.9 -16.2 -16.2 -15.5

     Semidurable -24.6 -25.0 -23.9 -23.0 -22.8

     Nondurable -11.1 -13.0 -15.0 -16.7 -17.8

Automotive trade -5.0 -6.1 -6.7 -4.6 -3.4

  Company sales outlet -5.8 -6.9 -7.5 -4.9 -3.1

  Autoparts and accessories -0.4 -1.4 -1.9 -1.5 -2.9

Building materials -2.0 -3.4 -7.7 -11.2 -13.6

Source: Fecomercio SP

1/ Seasonally adjusted data.
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2003, October

% growth in 2003

Itemization Nominal Volume Price change

revenue

 Retail sector 14.2 -5.0 20.2

   Fuel and lubricants 21.1 -5.2 27.7

   Supermarkets 15.9 -5.9 23.2

   Textiles, clothing and footwear 6.5 -3.9 10.8

   Furniture and home appliances 9.7 -5.3 15.8

   Other domestic goods 11.5 -3.0 15.0

   Vehicles, motorcycles -4.8 -10.5 6.3

Source: IBGE
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Rate

Itemization 2003

Jun Jul Aug Sep Oct Nov Year1/

SPC (SP)�� 4.9 5.2 4.0 4.0 5.4 4.2 5.5

Returned checks�� 5.1 5.5 5.2 5.1 5.4 5.2 5.4

Telecheque (RJ)�� 2.0 2.5 2.3 2.3 2.3 1.7 2.3

Telecheque (National)�� �� 2.1 2.6 2.4 2.4 2.5 2.3 2.4

Source: ACSP, Bacen and Teledata

1/ Annual average.

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

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

4/ Returned cheques/cleared cheques.

5/ 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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In 1,000 tons

Itemization Production Percentage

2002 2003��
change

Grain production 97 174 122 250 25.8  

   Cotton (seed) 1 407 1 429 1.6  

   Rice (in husk) 10 472 10 191 -2.7  

   Beans 3 051 3 292 7.9  

   Corn 35 500 47 489 33.8  

   Soybean 42 027 51 551 22.7  

   Wheat 2 926 5 409 84.9  

   Others 1 791 2 888 61.2  

Other cultures

   Banana 6 504 6 468 -0.6  

   White potatoes 2 885 2 935 1.7  

   Cocoa (beans)  175  170 -2.4  

   Coffee (manufactured) 2 494 1 984 -20.4  

   Sugar cane 363 721 386 162 6.2  

   Tobacco (in leaves)  657  648 -1.4  

   Orange 18 447 17 216 -6.7  

   Manioc roots 23 131 22 454 -2.9  

   Tomatoes 3 608 3 567 -1.1  

Source: IBGE

1/ Estimated.
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Percentage change

Itemization Production Area Average

yield

Grain production 3.6 3.1 0.5

   Cotton (seed) 19.0 20.7 -1.4

   Rice (in husk) 11.9 3.8 7.8

   Beans (1st harvest) 13.8 -2.6 16.9

   Corn (1st harvest) -3.8 -3.9 0.0

   Soybean 6.1 6.2 -0.1

Other products

   White potatoes (1st harvest) -1.1 -3.3 2.3

   Onions -5.0 -12.1 8.1

   Sugarcane 30.7 13.4 15.3

   Tobacco (in leaf) -0.1 -0.2 0.0

   Manioc roots 11.1 8.5 2.4

Source: IBGE
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Percentage change

Itemization 2003

Jun Jul Aug Sep Oct

Industry (total)

  In the month�� - 2.4  1.0  1.9  4.1 - 0.5

  Quarter/previous quarter1/ - 2.6 - 2.5 - 1.2  1.9  4.3

  Same month of the previous year - 2.3 - 2.3 - 2.1  4.1  1.1

  Accumulated in the year - 0.1 - 0.5 - 0.7 - 0.1  0.0

  Accumulated in 12 months  2.4  1.8  1.6  1.5  0.8

Manufacturing industry

  In the month�� - 1.6  0.3  1.7  5.2 - 0.1

  Quarter/previous quarter1/ - 2.7 - 2.4 - 1.0  2.0  4.9

  Same month of the previous year - 1.7 - 2.9 - 2.6  4.4  1.2

  Accumulated in the year - 0.4 - 0.8 - 1.0 - 0.4 - 0.2

  Accumulated in 12 months  1.9  1.5  1.3  1.2  0.7

Mineral extraction

  In the month�� - 8.8  8.9  0.5 - 0.9  0.3

  Quarter/previous quarter1/ - 1.2 - 2.5 - 3.1  2.3  2.6

  Same month of the previous year - 7.0  2.3  1.7  2.1  0.2

  Accumulated in the year  2.0  2.1  2.0  2.1  1.9

  Accumulated in 12 months  5.6  5.0  3.9  3.2  1.6

Source: IBGE

1/ Seasonally adjusted data.
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Percentage change

Itemization 2003

Jul Aug Sep Oct

In the month1/

  Industrial production  1.0  1.9  4.1 - 0.5

    Capital goods  1.4  3.5  6.0  3.8

    Intermediate goods  1.9  2.3  2.3  0.3

    Consumer goods - 0.8 - 0.3  5.9  0.5

      Durable  1.7  5.5  7.2  1.8

      Semi and nondurable - 1.3 - 1.6  5.1  0.0

Quarter/previous quarter1/

  Industrial production - 2.5 - 1.2  1.9  4.3

    Capital goods - 3.6 - 2.7  2.3  8.1

    Intermediate goods - 2.7 - 1.1  2.5  4.4

    Consumer goods - 2.6 - 0.5  0.7  3.2

      Durable - 2.0  6.3  8.3  13.1

      Semi and nondurable - 2.4 - 2.2 - 1.3  0.4

In the year

  Industrial production - 0.5 - 0.7 - 0.1  0.0

    Capital goods - 2.6 - 2.6 - 1.4 - 0.5

    Intermediate goods  1.1  1.0  1.4  1.4

    Consumer goods - 5.0 - 5.5 - 4.8 - 4.5

      Durable - 4.5 - 4.4 - 2.9 - 2.3

      Semi and nondurable - 5.2 - 5.8 - 5.3 - 5.1

Source: IBGE

1/ Seasonally adjusted data.
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Itemization 2002 2003

III IV I II III

Manufacturing industry

   Final products 51.7 49.7 53.4 56.3 54.6

   Raw materials and interm. goods 49.0 48.1 49.1 48.5 49.6

Large companies

   Final products 54.2 51.1 53.9 58.9 57.1

   Raw materials and interm. goods 51.7 49.3 51.9 52.6 52.9

Small and medium companies

   Final products 50.4 48.9 53.2 54.9 53.2

   Raw materials and interm. goods 47.5 47.4 47.5 46.2 47.8

Source: CNI

1/ Values over 50 indicate stocks above the planned level.
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In 1,000,000

Itemization 2003

Jun Jul Aug Sep Oct

Total of occupied people 18.3 18.3 18.5 18.7 18.6

By categories of employment

  Registered 8.1 8.1 8.1 8.2 8.2

  Nonregistered 4.0 3.9 4.1 4.2 4.1

  Non-earning workers, 

  military and civil servants 1.4 1.4 1.4 1.4 1.4

  Self-employed 3.7 3.7 3.7 3.8 3.8

  Employers 1.0 1.0 1.0 1.0 1.0

Source: IBGE
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New job openings (1,000 employees)

Itemization 2003

I H III Q Oct In the year

Total 560.9 278.8 70.9 910.5

  Manufacturing industry 128.0 82.5 16.2 226.7

  Commerce 61.3 67.4 36.4 165.2

  Services 160.7 105.2 32.4 298.4

  Building -20.6 13.5 4.0 -3.0

  Crop and livestock 205.6 5.7 -20.2 191.1

  Public utilities 2.1 0.1 0.3 2.5

  Others��
23.7 4.2 1.8 29.7

Source: Ministry of Labor and Employment

1/ Includes mineral extraction, public administration and others.
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% accumulated growth in the year

Itemization 2003

Mar Apr May Jun Jul Aug Sep Oct

CNI

  Overall real wages -6.6 -6.9 -7.0 -6.7 -6.5 -6.1 -5.9 -5.6

Fiesp

  Overall real wages -3.5 -3.9 -3.9 -3.6 -3.4 -3.2 -3.0 -2.8

  Average real wages -2.4 -2.8 -2.8 -2.5 -2.3 -2.0 -1.8 -1.6

Source: CNI and Fiesp
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Quarter/previous quarter seasonally adjusted

Itemization 2002 2003

III IV I II III

GDP at maket prices 0.9 0.2 -0.8 -1.2 0.4 

   Crop and livestock 2.7 0.4 4.2 0.4 -6.7 

   Industry 1.1 1.3 -2.0 -3.7 2.7 

   Services 0.7 -0.1 -0.7 -0.2 0.1 

Source: IBGE
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Percentage change

Itemization 2002 2003

III IV I II III

Accumulated in the year 1.3 1.9 1.9 0.4 -0.3

Accumulated in 4 quarters 0.8 1.9 2.5 1.9 0.7

Quarter/same quarter

     of the previous year 3.0 3.9 1.9 -1.1 -1.5

Quarter/previous quarter

     seasonally adjusted 0.9 0.2 -0.8 -1.2 0.4

Source: IBGE
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Percentage change in the year

Itemization 2002 2003

I H Year I Q II Q III Q

Crop and livestock 5.9 5.5 10.6 8.8 5.1

Industry -1.0 2.6 3.3 -0.2 -0.7

  Mineral extraction 9.3 6.7 4.3 1.8 2.1

  Manufacturing 0.8 3.6 3.9 1.0 0.7

  Construction -6.8 -1.9 -0.9 -6.0 -7.7

  Public utilities -5.4 3.0 8.1 3.1 2.5

Services 1.3 1.6 0.2 0.0 -0.3

  Commerce -1.5 -0.2 -0.2 -2.0 -3.4

  Transportation 4.1 3.4 -4.0 -2.3 -1.6

  Communications 9.8 9.8 2.4 2.7 1.4

  Financial institutions 0.3 2.1 2.2 1.1 0.1

  Other services 0.8 1.1 -0.1 -1.0 -0.6

  Rents 0.7 0.6 0.4 0.6 0.6

  Public administration 1.8 1.7 0.2 0.6 0.5

Financial dummy -0.7 2.3 4.4 1.7 0.6

Value added at basic prices 0.9 2.3 2.0 0.6 0.0

Taxes on products -3.4 -0.8 0.5 -1.8 -2.4

GDP at market prices 0.4 1.9 1.9 3.6 -0.3

Source: IBGE
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2003 2004

1stQ 2ndQ 3rdQ 4thQ

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

������	�� Mining 4.3 1.8 2.1 3.7 6.9

����� Manufactoring 3.9 1.0 0.7 1.5 4.4

Building -0.9 -6.0 -7.7 -7.7 4.4

Industrial utility 8.1 3.1 2.5 3.7 6.0

���� ��� ���� ���� ��� ���

 ��
	�� Commerce -0.2 -2.0 -3.4 -1.7 3.3

����� Transportation -4.0 -2.3 -1.6 -0.2 3.5

Comunication 2.4 2.7 1.4 1.8 3.6

Financial inst. 2.2 1.1 0.1 0.5 3.3

Other services -0.1 -1.0 -0.6 -0.2 2.4

Rent 0.4 0.6 0.6 0.6 0.6

Government 0.2 0.6 0.5 0.6 1.1

���� ��� ��� ���� ��� ���

!�������������"��	�

#�	��� ��� ��� ��� ��� ���

��$������#������ 0.5 -1.8 -2.4 -0.9 5.0

%&'���������#�	��� ��� ��� ���� ��� ���
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% accumulated growth in year

Itemization 2002 2003

I Q II Q III Q Oct

Capital goods

     Absorption��
-7.1 -8.4 -14.3 -15.5 -12.3

     Production -1.0 0.5 -2.0 -1.4 -0.5

     Imports -18.1 -28.1 -30.3 -31.7 -24.4

     Exports -5.9 -15.4 2.6 9.4 11.4

Inputs for the building industry -2.7 -1.9 -6.7 -8.1 -8.5

BNDES financing 48.4 -9.4 -31.7 -23.0 -23.4

Source: IBGE, Funcex and BNDES

1/ Production + imports - exports.
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Percentage change

Itemization 2003

Jul Aug Sep Oct

Quarter/previous quarter1/

Capital goods -3.6 -2.7 2.3 8.1

  Industrial -8.3 -4.0 1.0 9.9

     Serial -8.6 -4.2 1.4 12.2

     Nonserial -7.8 -6.0 -4.3 -3.2

  Agricultural 19.6 14.7 12.7 11.7

  Farm parts 6.5 4.6 2.0 6.4

  Building -7.3 -17.0 -10.2 -3.5

  Electric energy -12.5 -7.3 -2.4 2.3

  Transportation -4.2 -0.1 4.7 7.7

  Mixed -6.6 -6.3 0.8 8.5

In the year

Capital goods -2.6 -2.6 -1.4 -0.5

  Industrial 8.8 8.6 8.8 8.6

     Serial 15.5 15.6 15.7 15.5

     Nonserial -15.5 -17.0 -17.1 -17.6

  Agricultural 23.5 25.0 25.8 25.1

  Farm parts 8.8 9.6 10.5 10.9

  Building -21.7 -22.8 -21.5 -21.1

  Electric energy -34.8 -34.0 -31.1 -28.2

  Transportation -0.2 -1.5 -0.5 -0.1

  Mixed -6.9 -7.7 -7.2 -6.0

Source: IBGE

1/ Seasonally adjusted data.
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Percentage change

Itemization 2003

Jul Aug Sep Oct Nov*

In the month��

Farm machines -5.1 10.5 0.0 0.6 0.0

Busses 11.9 -9.1 28.1 16.8 12.0

Trucks 4.3 2.5 9.7 1.6 13.2

Quarter/previous quarter1/

Farm machines 9.2 10.3 6.7 9.0 5.4

Busses 3.2 8.6 19.1 24.2 44.4

Trucks -10.6 0.2 7.8 13.8 19.3

In the year

Farm machines 11.9 13.6 13.7 13.0 13.6

Busses 4.1 5.2 8.2 13.3 17.7

Trucks 7.5 8.6 10.1 11.0 12.5

Source: Anfavea 

1/ Seasonally adjusted data.

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

Itemization 2002 2003

I Q II Q III Q Oct

Total 37 419 5 495 11 000 18 970 22 211

   Manufacturing industry 17 178 2 500 4 578 7 587 9 009

   Commerce and services 15 482 2 397 4 779 8 274 9 471

   Crop and livestock 4 509  560 1 582 3 021 3 638

   Extraction industry  250  38  62  88  93

Source: IBGE

1/ Includes BNDES, Finame and BNDESpar.
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Monthly % change

Itemization

Apr May Jun Jul Aug Sep Oct Nov

IGP-DI 0.4 -0.7 -0.7 -0.2 0.6 1.1 0.4 0.5

   IPA 0.1 -1.7 -1.2 -0.6 0.7 1.3 0.5 0.5

   IPC 1.1 0.7 -0.2 0.3 0.1 0.8 0.2 0.3

   INCC 0.9 2.8 1.1 1.0 1.4 0.2 0.7 1.0

Source: FGV
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Monthly % change

Itemization 2003

Apr May Jun Jul Aug Sep Oct Nov

IPCA 1.0 0.6 -0.2 0.2 0.3 0.8 0.3 0.3

  Exclusion 0.8 0.6 0.5 0.4 0.4 0.4 0.4 0.4

  Trimmed means

     Smoothed 1.1 1.0 0.9 0.7 0.6 0.9 0.8 0.6

     Non smoothed 0.9 0.6 0.4 0.4 0.4 0.6 0.3 0.3

IPC-Br 1.1 0.7 -0.2 0.3 0.1 0.8 0.2 0.3

  Core IPC-Br 1.2 1.1 0.7 0.5 0.5 0.7 0.5 0.4

Source: Bacen and FGV
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R$ billion

Itemization 2003 Growth

Aug Sep Oct Nov 3 12

months months

Total 385.3 389.9 395.0 404.9 5.1 7.7

  Nonearmarked 213.9 215.9 218.1 222.1 3.8 3.8

    Corporations 130.4 131.1 131.8 134.6 3.2 -1.6

      Ref. to exchange 49.2 48.2 47.2 48.2 -2.1 -19.2

    Individuals 83.5 84.8 86.3 87.5 4.8 13.4

  Earmarked 147.9 150.4 153.0 159.3 7.7 14.4

    Housing 22.8 22.9 23.0 23.1 1.2 7.2

    Rural 39.3 41.2 42.9 43.8 11.6 33.7

    BNDES 83.2 83.6 84.4 89.5 7.6 7.4

    Others 2.6 2.6 2.7 2.9 11.6 76.7

  Leasing 8.4 8.5 8.7 8.7 2.6 -11.7

  Public sector 15.1 15.0 15.2 14.9 -1.6 15.5

�������������	
�

   Total/ GDP 25.5 25.5 25.4 25.6

   Nonearm./GDP 14.2 14.1 14.0 14.0

   Earmarked/GDP 9.8 9.8 9.8 10.1
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R$ millions

Itemization Jan-Nov Growth

2002 2003 (%)

����� 32 323  28 556  - 11.7  

����	
��� 15 441  13 480  - 12.7  

    Other transport equipment�� 6 421  4 808  - 25.1  

    Food and drink products 1 951  1 613  - 17.3  

    Cellulose and paper 1 030   412  - 60.0  

    Motor vehicles 1 073  2 383   122.1  

    Basic metallurgy  940   832  - 11.5  

������������������� 13 102  10 789  - 17.7  

    Electricity, gas and hot Water 7 636  4 390  - 42.5  

    Commerce and reparition 1 103  1 422   28.9  

    Land transport 1 749  2 458   40.5  

    Mail andtelecommunications  338   50  - 85.2  

��������� 3 561  4 145   16.4  

Source: BNDES

1/ It includes aircraft industry.
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Conditioning factors

Itemization 2002 2003

December Up to November November

R$ % R$ % R$ % 

million GDP million GDP million GDP

Total net debt – 

Balance 881 108  55.5 905 293  57.2 15 257 - 0.1

����� ����	��
������������
� ����	���

Net debt – growth 220 241  2.9 24 185  1.7 15 257 - 0.1

Conditioning 

factors 220 241  13.9 24 185  1.5 15 257  1.0

  PSBR 61 614  3.9 66 012  4.2 6 321  0.4

   Primary -52 390 - 3.3 -70 294 - 4.4 -6 259 - 0.3

   Interest 114 004  7.2 136 306  8.6 12 579  0.8

  Exchange

  adjustment 147 225  9.3 -58 797 - 3.7 8 555  0.5

   Domestic securities

   debt�� 76 662  4.8 -21 081 - 1.3 2 572  0.2

   External debt 70 564  4.4 -37 716 - 2.4 5 983  0.4

  Others��  753  0.1 15 083  1.0  196  0.0

   Acknowledgement

   of debt 14 286  0.9 1 887  0.1  184  0.0

   Privatizations -3 637 - 0.2  0  0.0  0  0.0

 GDP growth effect - 11.0  0.1 - 1.0

1/ Dollar indexed internal securities debt.

2/ Parity of the currency basket taking part in the net external debt.
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Itemization 2001 2002 2003�� 2004��

Private flows 133.2 121.2 161.9 185.7

 Latin America 51.9 15.0 26.4 39.4

   Direct Investment, net 142.8 112.1 102.8 119.0

     Latin America 60.7 35.2 24.8 32.4

  Private portfolio investment, net 7.1 -0.9 13.3 16.9

     Latin America -1.3 -2.2 -0.6 -0.2

  Commercial banks, net -26.6 -5.7 13.4 10.4

     Latin America -9.6 -14.0 -6.0 -6.2

  Others private flows 149.9 111.1 116.1 135.9

     Latin America 59.4 33.0 24.2 32.2

Official flows 11.1 -3.2 -5.0 -9.1

 Latin America 22.9 7.9 11.1 -1.3

Source: IIF – September 2003

1/ Forecast.
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US$ million

Period Exports Imports Balance Trade

flow

Jan-Nov 2003 66 336 44 264 22 072 110 600 

Jan-Nov 2002 55 119 43 794 11 326 98 913 

% change 20.3 1.1 11.8 

Source: MDIC/Secex

Note: In 2002, 232 working days; in 2003, 231 working days.
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Daily average – January-November

US$ million

Itemization Accumulated

2002 2003 %

change

Total  237.6  287.2  20.9

Primary products  67.6  84.5  25.1

Industrial products  164.1  197.5  20.3

  Semimanufactured goods  35.3  42.7  21.2

  Manufactured goods  128.9  154.8  20.1

Special operations  5.9  5.2 - 12.2

Source: MDIC/Secex

Note: In 2002, 232 working days; in 2003, 231 working days.
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Daily average – January-November

US$ million

Itemization 2002 2003 % change

Total  188.8  191.6  1.5

Capital goods  47.0  40.9 - 12.9

Raw materials  93.7  101.9  8.7

  Naphtha  2.5  3.0  20.4

Consumer goods  23.6  22.0 - 6.9

   Durable  10.1  9.7 - 4.0

       Passenger vehicles  3.0  2.4 - 20.6

   Nondurable  13.5  12.3 - 9.1

Fuels  24.5  26.9  9.9

    Crude oil  12.8  15.5  21.0

Source: MDIC/Secex

Note: In 2002, 232 working days; in 2003, 231 working days.
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January-November

 US$ billion

Itemization Exports Imports Balance

2002 2003 % 2002 2003 % 2002 2003 

change change

Total  55.1  66.3  20.3  43.8  44.3  1.1  11.3  22.1

Laia  9.0  11.6  28.8  7.6  7.5 - 1.9  1.4  4.1

   Mercosur  3.0  5.1  69.5  5.2  5.2  0.1 - 2.2 - 0.1

      Argentina  2.1  4.1  94.0  4.4  4.2 - 3.1 - 2.3 - 0.2

      Other  0.9  1.0  11.4  0.8  0.9  18.2  0.1  0.1

   Mexico  2.1  2.5  18.5  0.5  0.5 - 8.4  1.6  2.0

   Other  3.9  4.0  3.0  1.9  1.8 - 5.7  2.0  2.2

USA
��

 14.2  15.4  8.6  9.8  8.8 - 10.0  4.4  6.6

EU  13.8  16.5  19.4  12.1  11.6 - 4.1  1.7  4.8

E. Europe
��

 1.6  2.1  28.9  0.8  1.0  20.9  0.8  1.0

Asia  8.1  10.8  33.7  7.5  8.3  10.6  0.6  2.5

   Japan  1.9  2.1  10.5  2.2  2.4  6.8 - 0.3 - 0.2

   South Korea  0.8  1.1  40.0  1.0  1.0 - 3.1 - 0.2  0.1

   China  2.3  4.3  81.1  1.4  2.0  37.1  0.9  2.3

   Other  3.0  3.3  9.8  2.8  3.0  5.0  0.2  0.3

Sundry  8.5  10.1  18.3  5.9  7.1  19.0  2.6  3.0

Source: MDIC/Secex

1/ Includes Puerto Rico.

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

     Rumania and countries of the former Soviet Union.

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

Monthly average January-November 2003

% change��

Itemization Argentina Other Total

Total 94.8 17.9 20.9 

Manufactured products 102.6 14.8 20.1 

Source: MDIC/Secex

1/ Over the same period of the last year.

Note: In 2002, 232 working days; in 2003, 231 working days.
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US$ billion

Itemization 2002 2003 2004��

Jan- Year Jan- Year1�

Nov Nov

Current account -7.6 -7.7 3.8 3.8 -4.4

  Trade balance 11.3 13.1 22.1 24.0 19.0

    Exports 55.1 60.4 66.3 73.0 75.0

    Imports 43.8 47.2 44.3 49.0 56.0

  Services -4.5 -5.0 -4.5 -4.9 -6.6

    Transportation -1.9 -2.0 -1.5 -1.7 -2.0

    International travel -0.4 -0.4 0.1 0.2 -0.6

    Computer and information -1.0 -1.1 -0.9 -1.0 -1.2

    Operational leasing -1.4 -1.7 -2.0 -2.2 -1.8

    Other 0.3 0.2 -0.2 -0.2 -1.0

  Income -16.6 -18.2 -16.4 -18.1 -19.3

    Interest -11.9 -13.1 -11.8 -13.1 -14.0

    Profits and dividends -4.8 -5.2 -4.7 -5.0 -5.3

    Compensation of employees 0.1 0.1 0.1 0.0 0.0

  Current transfers 2.2 2.4 2.6 2.8 2.5

1/ Forecast.
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US$ billion

Itemization 2002 2003 2004��

Jan- Year Jan- Year1�

Nov Nov

Financial account 6.4 8.4 12.0 5.8 -0.6

  Direct investments 12.7 14.1 8.5 9.3 11.5

    Abroad -2.4 -2.5 -0.2 -0.3 -1.5

    In Brazil 15.1 16.6 8.7 9.6 13.0

      Equity capital 15.5 17.1 7.7 8.5 12.0

      Intercompany loans -0.4 -0.5 1.1 1.1 1.0

  Portfolio investments -4.6 -5.1 4.9 5.7 -1.1

    Assets -0.3 -0.3 0.2 0.0 -0.1

    Liabilities -4.2 -4.8 4.7 5.7 -1.0

  Derivatives -0.3 -0.4 -0.2 -0.2 0.0

  Other investments -1.3 -0.2 -1.3 -8.9 -11.0

    Assets -3.0 -3.2 -5.4 -5.0 -4.2

    Liabilities 1.7 3.0 4.1 -4.0 -6.8

1/ Forecast.
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Exchange hedge not met by the public sector

Exchange hedge supplied by the public sector

59.0% 57.9%

1/ As of March, 2003 estimated data based on balance of payment flows.
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Selected items

US$ billion

Itemization 2002 2003 2004��

Jan- Year Jan- Year1�

Nov Nov

Medium and long-term 8.2 8.5 11.5 12.7 22.3

funds

  Public bonds 3.9 3.9 4.5 4.5 4.0

  Private debt securities�� 2.2 2.3 4.9 5.8 14.5

  Direct loans 2.1 2.3 2.2 2.4 3.8

Short-term loans�� -2.8 -3.0 -3.8 -4.0 0.4

Short-term securities -0.7 -0.8 0.8 0.6 0.3

Roll-over rates��

  Public bonds 198% 198% 93% 93% 94%

  Private debt securities 35% 31% 148% 150% 100%

  Direct loans 65% 64% 70% 70% 100%

1/ Forecast.

2/ Excludes bond swap in August 2003.

3/ Includes direct loans and trade credits transferred by banks.

4/ Roll-over rate equals the ratio of disbursements to amortizations, excluding

    amortizations of securities and loans converted into direct investment.
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US$ billion

Itemization 2002 2003 2004��

Jan- Year Jan- Year1�

Nov Nov

Uses -34.5 -38.8 -19.7 -23.5 -44.1

  Current account -7.6 -7.7 3.8 3.8 -4.4

  Amortizations ML-term�� -26.9 -31.1 -23.5 -27.4 -39.7

    Securities -10.5 -11.9 -9.2 -10.6 -22.2

      Paid -8.2 -9.2 -6.9 -8.2 -22.2

        Nationalization debt -0.3 -0.3 0.0 0.0 0.0

      Refinanced 0.0 0.0 -1.2 -1.2 0.0

      FDI conversions -2.3 -2.8 -1.2 -1.2 0.0

    Suppliers’ credits -2.3 -2.7 -1.7 -2.0 -2.7

    Direct loans�� -14.1 -16.6 -12.5 -14.8 -14.8

Sources 34.5 38.8 19.7 23.5 44.1

  Capital account 0.4 0.4 0.4 0.5 0.5

  FDI 15.1 16.6 8.7 9.6 13.0

  Domestic securities�� 1.0 1.8 2.3 2.7 3.0

  ML-term disbursements�� 17.0 18.6 20.3 23.3 32.5

    Securities 6.1 6.2 10.7 12.8 18.8

    Supliers’ credits 1.2 1.3 1.0 1.2 1.4

    Loans�� 9.6 11.1 8.6 9.2 12.4

  Brazilian assets abroad -4.9 -5.1 -4.8 -4.7 -5.2

  Loans to Bacen 8.5 11.5 11.1 4.9 -4.2

  Other�� -3.6 -4.6 -3.8 -4.2 0.0

  Reserve assets 1.1 -0.3 -14.6 -8.6 4.5

1/ Forecast.

2/ Registers amortization of medium and long term supliers’ credit, loans and 

    securities placed abroad minus refinancing and discounts. Excludes 

    amortizations referring to loans to Banco Central and intercompany loans.

3/ Registers amortizations loans borrowed from foreign banks, buyers, 

     agencies and multilateral organizations.

4/ Includes foreign investment in equity and debt securities traded in the

    domestic market.

5/ Excludes intercompany loans disbursements.

6/ Includes multilateral and bilateral financing and buyers’ credits.

7/ Registers net values of bond swaps, short-term securities, short-term trade

    credit, financial derivatives, nonresident deposits, other liabilites and errors &

    omissions.



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

�����	
�� 	�� �����+$,/�1������	
� ������ �	� �
������ �
�
+$,/�/� �����	
� �	� ��	������	
��� ������� 	�� �	
��� 	�� ���
C���������	������+$,/�:������	
���	������ �������������
��
	��+$,=��������	
��	���
��
���	
���	��
�����	
����
�����
�
+$,=��� �����	
� �	�� ���� �
��
���	
��� ��
2� �	
C��	
������	
��
��<����	���
��6��C<7��%����	�����	
�
��
������
��� ���
����	��+$,��1������	
�� �
� �������	��
.���	
���'��������2����������������������	�+$,/�=
�����	
�

����������������������	����
��
���	
�����������	������	
+$,/1�/������	
��
�<���������������
�������������������	�
+$,?��������	
��
���	������	
� ���������8;��
�<�������
+��
�������8;��	
������
�����!��������	����������������
�	��	����+$,(-��������	
������
�
��+$,(���������	
���	��
������
���������������������	
� ���������	��
�����	
�

;	����/�����	��	��+$,/�:������	
��
������
��
���	
��������
�	����	
��	�+$,/��=������	
�����	!�������'�����	!����	
���
������	
�	�������	��+$,((�1������	
�	
�����
��������������
�
����	������	
��	��+$,/��������	
� ���������8;���	�����
 �����������	��+$,/������	
��
��	
���	������C���������
�
���������
��� 	�� +$,��:� �����	
� �	�� �
��
���	
��
	��
�����	
����	������ ����+$,:������	
��
�.���	
���'�����
���������	
����������
�����2�������������������������������
	
� ���� �8;��	
������ 
��� ��!������ ������� ���� �	��� �	
+$,(1�?������	
��
��������	��

��� ������
�

'����	����������	��
���	���������
����
�����	�
���� ���
�
��������������������	��+$,��1������	
�����	�.	������
 �������
����
������ ����� �	���
� ����� ����������'��
��	
������
���	����������	��
�����	������	�����	�
�	���
� ������ ����
��	
�� ������ 	
� �
�����
���� �����
������������	
�	���	�����2�����
���	����������	�����
��
�
�������	������	 ����
��������	���������	
��*��
���	�
�����������	
	��������������
�����	����	�������������		��
����	��������	����

'������
�����	�
��������������������
���	�������
��
�		 �
���*�����
����'�������	����
�
�����	 ��	���	���

������ �
������
���� �������������
�������!	��	����	�
��
�
��
���
����
�������� ���	������������	����
���
����
�����	��	���
�������������	���
��
��	�����	
������	����
����������	
���������	�������	
����!�����
���
�����
���	
"�
����
������	�
����	����	
��
�������4����������������������
���	��
���	�������������8;��	�
����������������������
��
�	��	���������*�������������

�����������	�
�������
�����������

US$ million

Itemization 2002 2003 2004

Year Jan- Dec Year�� Year��

Nov

Reserves position in previous 

period 35.9 37.8 54.4 37.8 48.4

Net Banco Central interventions -9.1 1.6 -  1.6 -  

   Spot and export lines -7.3 -0.2 -  -0.2 -  

   Repurchase lines -1.8 1.8 -  1.8 -  

Debt servicing (net) -7.7 -9.1 -0.7 -9.8 -11.8

  Interest -4.1 -4.8 -0.0 -4.8 -5.0

     Credit 1.6 1.4 0.2 1.6 1.4

     Debit -5.7 -6.2 -0.2 -6.4 -6.3

  Amortization -3.6 -4.4 -0.6 -5.0 -6.8

Disbursements 5.3 5.4 -  5.4 6.5

  Multilateral organizations 1.3 0.9 -  0.9 2.5

  Sovereign bonds 3.9 4.5 -  4.5 4.0

International Monetary Fund 11.5 11.1 -6.2 4.9 -4.2

   Disbursement 16.0 17.6 -  17.6 -  

   Amortization -4.6 -6.5 -6.2 -12.7 -4.2

Others�� 1.5 2.8 -  2.8 -  

Treasury’s purchases 0.6 4.9 0.8 5.7 5.0

Change in assets 2.0 16.6 -6.1 10.6 -4.5

Gross reserves position 37.8 54.4 48.4 48.4 43.9

Net reserves position – 

Arrangement with IMF�� 14.2 17.2 17.3 17.3 18.6

1/ Forecast.

2/ Includes payments/receipts in the framework of the Reciprocal Credit 

    Agreement (CCR), fluctuations in prices of securities, exchange parities

     and price of gold, discounts and premiums, duty fees and release of collaterals.

3/ In order to comply with the performance criterion, in the framework of the

    International Monetary Fund Arrangement, the calculation parameters for the net

    adjusted reserves - as defined in the Technical Memorandum of Understanding

    (TMU) of the third review of the Stand-By Arrangement - should be observed. In

    this case, the net adjusted reserves denominated in US$ take into account the

    parities set on dates established by the TMU to figure out the assets

    denominated in currencies unlike the US$, including the special drawing rights 

    (SDR). The same methodology is applied in the case of the gold price. Also, 

    pursuant the TMU, the outstanding debt with the IMF should be excluded from 

    the reserve assets (international liquidity concept), as well as the deposits in 

    banks domiciled abroad, though headquartered in the country, and the securities 

    issued by residents that surpass altogether US$1,023 million.The exceeding  

    value up to November 2003 was US$2,645 million.
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Inflation outlook

This chapter of the Inflation Report presents the Copom
assessment of Brazilian economic performance since the
Report of September 2003, as well as projections for the
inflation up to the end of 2005 and for GDP growth up to the
end of 2004. The projections will be presented in two scenarios.

In the first one, which is referred to as the benchmark
scenario, it is assumed that the Over-Selic interest rate will
remain unchanged at 16.5% p.y., which is the rate set by
the Copom at its last meeting, held on December 16-17,
and that the exchange rate will remain close to the one
registered on the eve of the meeting (R$2.94 = US$1). This
benchmark scenario is therefore equivalent to the baseline
scenario presented in previous Reports. The name of this
scenario was changed for the purpose of more explicitly
indicating that inflation forecasts associated with constant
interest rate and exchange rate paths serve only as a
reference for other scenarios assessed by the Copom.

The second scenario, which is referred to as the market scenario,
includes the paths for the exchange rate and the Selic rate
expected by market participants on December 12, according
to the results of a survey carried out by the Gerin. It is important
to note that these procedures are strictly technical. Therefore,
the underlying assumptions mentioned above should not be taken
as Copom forecasts of interest rates or exchange rates.

The inflation and GDP growth forecasts presented in this
Report are not meant to be restricted to point estimates. They
are projected within probability intervals, reflecting the degree
of uncertainty when setting the basic interest rate. Inflation
forecasts are based not only on interest rate assumptions, but
also on assumptions concerning the behavior of relevant
exogenous variables. By expounding these underlying
assumptions in this Report, the Copom seeks to lend greater
transparency to decisions related to the monetary policy,
thereby contributing to enhance its effectiveness in controlling
the inflation, which is its main objective.
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6.1 Determinants of inflation

The economic indicators released since September confirm
the trends observed since the second quarter of this year of
a convergence between the inflation rate and the path of
the targets and of a renewed confidence of economic agents
in relation to the prospects of the economy. A set of factors
reinforces the confidence that the inflation rate will remain
at stable and relatively low levels over the next few years.
The fact that various sectors of the economy are still
operating with idle capacity suggests that the economic
activity may be resumed without any significant inflationary
pressures. The inflation expectations continue in a
downward path, getting close to the targets set for 2004
and 2005. Finally, the exchange rate is relatively stable and
is not expected to pressure the inflation significantly.

The behavior of the inflation was rather heterogeneous
through 2003. Particularly because of the inertial effects
of the 6.6% inflation rate registered in the last quarter of
2002, the inflation continued high early in 2003, and
although the monthly results indicated a downward trend,
the speed of convergence of inflation expectations was
still slow (see box Behavior of Central Bank and
Market Inflation Forecasts). Since May, as a result of
a favorable external scenario and of a clearer perception
by economic agents that the monetary policy would
remain consistent with the inflation targeting regime and
that the austerity of the fiscal policy would be maintained,
inflation expectations began to fall and to converge
toward the path of the targets. The improvement in the
expectations, the low volatility of the exchange rate, and
the positive results observed in the inflation rate allowed
for the flexibilization of the monetary policy since the
meeting of the Copom in June. The end of the period of
turbulence and high uncertainties led to a rather positive
economic scenario marked by expectations of higher
economic growth and fulfillment of the inflation targets.

Economic activity began to recover as early as in the third
quarter of 2003, as outlined in the last Report. A more flexible
monetary policy, lower inflation rates, and the renewed
confidence of private agents contributed toward the
resumption of economic growth, which has been, marginally,
a little faster than originally expected. However, this growth
is still moderate due to the loss of real income caused by
the higher inflation in the second semester of last year and
by the lagged effects of higher interest rates in the first
semester of the year.
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After two successive drops, the quarterly GDP grew 0.4%
in the third quarter of 2003 as compared to the preceding
quarter (seasonally adjusted). The industrial sector played
a major role in that growth, as it has been recovering since
July and grew 2.7% in the third quarter. According to the
monthly industrial survey carried out by the IBGE, the growth
rates registered in July, August, September, and October
were 1.0%, 1.9%, 4.1% and -0.5% respectively in relation
to the preceding month, which was used as a comparison
basis. The Copom believes that the small drop observed in
October does not mean that the growth resumption process
was interrupted. First, as mentioned in the Minutes of the
Copom meeting in November, the industrial production in
September partly benefited from the fact that the national
holiday of September 7 was a Sunday. Moreover, the
seasonally adjusted results show that the production in 17
of the 20 surveyed sectors grew in October. The quarterly
moving average of the series continues to indicate that the
economy is growing. The trend of recovery of the industrial
activity is also corroborated by other economic activity
indicators, such as the Economic Activity Level Indicator
(INA) calculated by Fiesp and CNI indicators related to
the use of the installed capacity and to real industrial sales.
The retail sector has been recovering more slowly.

The recovery that has begun is not expected to bring about
inflationary pressures posing significant threats to the
targets. The conditions in terms of the aggregate supply are
favorable. Monetary policy easing has been cautious, so as
to ensure that the higher demand will be consistent with a
higher productive capacity in the long run. Although the idle
capacity in some recovery-leading sectors has already
dropped, the average level of use of the installed capacity
in the transformation industry is ranging between 80% and
82%, according to Fiesp, CNI, and FGV indicators. The
labor market is still stalled, as one would expect in the initial
stages of resumption of the economic activity. Despite an
increase in the number of employed individuals, a larger
economically active population has prevented the
unemployment rate from falling and this fact has been
keeping wage costs at moderate levels. As the economy
continues to grow, real wages will be recovered. However,
in the foreseen scenario of balanced growth, this increase
in real wages should mainly reflect productivity gains without
significant pressures on corporate costs, allowing for the
real income to be gradually recovered and, consequently,
for consumption to be stimulated.

Investments are also showing signs of recovery, allowing for
the productive capacity to be expanded, a necessary condition
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for the production to grow in the medium term. After two
consecutive drops, the gross formation of fixed capital grew
in the third quarter of 2003. The domestic absorption of capital
goods grew significantly in October, namely, 22%. The gross
capital formation, which is still at historically low levels, is
thus showing important signs of recovery, confirming the
trends detected in the data for the third quarter.

Regarding the supply of agricultural products, a new record
grain harvest is expected, obviously depending on weather
conditions in 2004.

In terms of demand components, domestic demand is expected
to play a relatively more important role in fostering economic
growth than external demand. Besides having a higher weight
in the composition of the total aggregate demand, the domestic
demand has a higher potential to grow after being negatively
affected by the crisis and stabilization efforts. In this period
of economic recovery, demand and production movements
tend to reinforce each other. Higher output leads to higher
real payroll by increasing the number of worked hours initially,
then the number of jobs, and later on the wages. The higher
real payroll stimulates consumption and the perspective of
higher output in the future stimulates investments.

The availability of bank credit is another important element
for consumption to be resumed. The total credit outstanding
in the economy is still low, but it has been recovering gradually.
Total non- earmarked credit of the financial system grew
about 4% between August and November. In 2004, a greater
availability of credit is expected as a result of the economic
recovery, of the lagged impacts of recent reductions in banking
spreads and in the Over-Selic rate, and of the possibility of
bank loans being automatically deducted from paychecks.

A component of the aggregate demand that, in relation to
others, will play a less important direct role in fostering
economic growth next year is the absorption of goods and
services by the government, which will continue to be limited
by the target of 4.25% set for the consolidated public sector
primary surplus. Indirectly, however, a responsible fiscal
behavior is a necessary condition for consolidating a stable
macroeconomic scenario with sustained economic growth.
Moreover, recovering the appropriate tax revenue levels
will allow a higher level of spending compatible with the
primary surplus target.

Concerning the external demand, the marginal contribution
of net exports to economic growth shall reduce due to the
significant rise of those exports in 2003. The trade account
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result in 2003 shall be a US$24 billion surplus, and a result
of US$19 billion is projected for 2004.

As a result of the economic growth, imports are expected
to rise. However, the final impact on the trade balance will
be partly compensated by the boost experienced by Brazilian
exports as a result of the synchronized recovery of the main
economies in the world – the United States, the European
Union and Japan. In addition, higher surpluses are expected
in other accounts of the balance of payments in 2004, such
as in direct foreign investments, as a result of more auspicious
prospects for the Brazilian economy and of more favorable
international liquidity conditions. The drop in the so-called
country risk – the Emerging Market Bond Index Plus
(Embi+) of the JP Morgan Chase dropped to 480 basis points
in December, the lowest figure registered since the inflation
targeting regime was adopted – indicates that private and
sovereign bonds can now be more easily issued in the
international market. Although it always adopts a cautious
posture in relation to the international scenario, the Copom
believes that the risk that these favorable conditions will not
be materialized is low. In particular, the strong growth of
the US economy in the third quarter of this year can be
explained by its poor performance in previous quarters and
by productivity gains, which means that it will not be
accompanied by significant inflationary pressures in the short
run. For this reason, the Copom assigned low probabilities
to sharp movements in US interest rates over the next
quarters that could seriously jeopardize the present favorable
environment in terms of international liquidity. In sum, the
domestic and international conditions indicate that the
exchange rate will remain relatively stable and will not bring
about significant pressures on the inflation rate.

The core inflation measures have followed the downward
path of the inflation rate and have stabilized at about the
same level as that of the headline inflation. The core inflation
calculated with the exclusion of regulated prices and of food
at household prices has been quite stable, with a monthly
average of 0.37–0.38% between July and November, while
the headline inflation had a monthly average of 0.39%. The
core inflation calculated by the symmetric trimmed mean
method with smoothing has been higher. According to this
methodology, however, the price adjustment of some items,
because they are concentrated in a few periods of the year,
are smoothed over time in order not to be systematically
excluded from the core inflation. When shocks concentrated
in a period of the recent past occur, the core inflation tends
to be contaminated by this past pressure and to show some
resistance to drop. If the core inflation is estimated by the
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trimmed mean methodology without smoothing, a drop is
also observed. Between July and November 2003, this core
inflation had the same monthly average as that of the
headline inflation (0.39%).

The inflation expectations continue in a downward path,
converging to the targets for 2004 and 2005. This
convergence reflects the credibility of the economic policy
and the fact that the economic crisis experienced recently
has been overcome. Between the Copom meetings in
September and December, the median of market
expectations for 2004 collected by the Gerin dropped from
6.2% to 6.0%, a rate close to the target of 5.5%. Considering
the twelve-month ahead inflation expectations, the figure
dropped from 6.5% to 5.9%. The graph at left presents the
evolution of the market inflation expectations and the path
of the targets set for the twelve-month ahead inflation,
showing that the convergence of expectations to the targets
was consolidated in the last quarter.

The results achieved confirm that monetary policy has
managed to curb the crisis drawn late in 2002, preventing
an uncontrolled inflation process and allowing for the inflation
rate to stabilize at relatively low levels. The fact that there
is idle capacity in the economy, that the external environment
is favorable and that expectations are under control suggests
a scenario of inflation within the targets and of resuming
economic activity on a sustained basis.

6.2  Main scenario: assumptions
and associated risks

The Copom forecasts are based on a set of assumptions
about the behavior of key economic variables, as well as
their associated risks. This set of assumptions and the risks
associated to it is part of the main scenario under which the
Copom makes monetary policy decisions.

During the first semester of 2003, the Copom observed that
a steady increase in the degree of inflationary persistence
was one of the main factors that could prevent or delay the
convergence of the inflation to the path of the targets. In
the Report of September, the Copom indicated that this risk
had been practically eliminated. This perception was
confirmed by the positive results achieved with regard to
the inflation rate, by the low volatility of the exchange rate,
and by the continued convergence of the inflation
expectations to the path of the targets since September.
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As mentioned in the previous section, the scenario that can
be predicted at the end of 2003 is quite favorable, as it is
marked by positive prospects for the country to resume its
economic growth and meet its inflation targets. The main
risks perceived by the Copom for this scenario not to
materialize stem from uncertainties related to the transmission
mechanism, to the behavior of the foreign trade sector, to the
availability of sufficient idle capacity to allow for production
to be stepped up without generating inflationary pressures,
and to the behavior of regulated prices. As discussed below,
the Copom believes that it is not very likely that any of these
risks will prevent the materialization of the favorable scenario
with which it is working.

The uncertainties associated with the transmission
mechanism of the monetary policy have become one of the
main risk factors since the third quarter of this year. As
mentioned in Copom’s Inflation Report of September and
in the Minutes of more recent meetings, uncertainties are
inherent in any econometric model. Besides, the recent
period of macroeconomic instability makes it even more
difficult for projection exercises. Finally, since the Copom
meeting of September, the target for the Over-Selic rate
dropped by 350 percentage points, reducing the gap between
the current basic interest rate and the rates that will prevail
in a medium run equilibrium. As a result, the uncertainties
associated with the gaps and magnitude of the monetary
policy transmission mechanism become even more important
than they were three months ago, when the Report of
September was issued. Considering these uncertainties, to
preserve the accomplishment in the inflation struggle and in
the economic recovery requires a careful assessment in
additional flexibilization of the monetary policy.

So far, the industrial activity, which in part has been already
reflecting the impacts of the monetary policy flexibilization
initiated in June, is being recovered at a moderate pace and
spreading generally across different industrial sectors.
Consumption, in turn, has been responding more slowly.
Considering the usual gaps, only in the next few months will
the Copom be able to evaluate more precisely the impacts
of the recent reductions in the Over-Selic interest rate on
the level of economic activity and of the level of economic
activity on the inflation. It should be highlighted that as
economic agents act in anticipation of certain events and
because the recent reductions in interest rates were
relatively well anticipated by the market, the moderate
growth observed in the economic activity today shows that
the monetary policy is being made more flexible at an
appropriate pace.
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The more negative the output gap in 2004 is, the lower the
impact of the economic growth projected for that year will
be on the inflation. The output gap is the difference between
the actual output and the potential output of the economy,
defined as the output level that does not generate inflationary
pressures. When the output gap is negative, economic
growth can be fostered by using the idle capacity, without
pressuring prices. However, the output gap is a non-
observed variable, which therefore must be estimated.
According to the available evidence (see box
Methodologies for Estimating the Potential Output), the
output gap is negative right now, although uncertainties
prevail in relation to its level. As discussed in greater detail
below, the Copom believes that the best estimate for the
output gap available today is the one obtained by calculating
a production function. According to this output gap
measurement, the current figures are sufficiently negative
for the economic activity to be resumed in 2004 without
jeopardizing the inflation targets. However, it is important
to follow the evolution of investments to make sure that a
higher aggregate demand will remain consistent with a higher
aggregate supply. In this context, the recovery of
investments registered in September and October, as
suggested by a higher domestic absorption of capital goods
and a higher production of construction inputs, reinforces
the predictions of a favorable scenario of balanced growth
between the aggregate supply and the aggregate demand
in the medium term.

The foreign scenario is quite favorable for the Brazilian
economy. The synchronous growth of the main economies in
the world will lead to a higher demand for our exports, which
will, at least partially, offset the expected rise in imports as
our economy recovers. Other important accounts of the
balance of payments, such as direct foreign investments and
loans, will tend to present higher surpluses in 2004 as a result
of the better prospects facing the Brazilian economy, of further
drops in the so-called Brazil risk, and of positive international
liquidity conditions. As discussed in the previous section, the
Copom believes that the likelihood that this favorable scenario
will not materialize is low. In particular, the recovery of the
US economy has not been accompanied by inflationary
pressures so far, so the Copom believes that the probability
that US interest rates will rise over the next quarters to the
point of significantly affecting the current favorable
environment of international liquidity is low.

As an emerging economy, Brazil is not immune to crises
affecting other emerging countries. The emerging
economies are expected to have a positive performance
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in 2004, but if any country faces a crisis, the Copom
believes that Brazil is duly prepared to deal with any
temporary reversion in capital inflows as a result of the
significant improvements registered in its macroeconomic
framework and of its recent agreement with the IMF.

The Copom also believes that any changes in relative prices
in the next few months will not bring about significant
inflationary pressures. These changes could have two
important sources. The first one would be the recovery of
profit margins. The slowdown experienced in the economic
activity in the first semester of this year affected different
sectors in different ways. As the economy recovers, some
of the more severely affected sectors may try to recover
their profit margins through price hikes. Such movements,
therefore, tend to be restricted to certain sectors and are
not expected to pressure all prices up. The new regime
adopted for the Cofins tax may lead to another important
change in relative prices. Once again, because the total
revenue from this tax will not increase but will rather be
redistributed among its different paying sources, the Copom
believes that any price adjustments derived from the new
regime will not prevent the targets from being achieved.

The behavior of regulated prices is another source of
inflationary pressure that the Copom should permanently
follow. The projected inflation for regulated prices in 2004
associated with the benchmark scenario is 7.8%. In the
market scenario, the inflation of regulated prices projected
for 2004 rises to 9.1%. This higher projection takes into
account the impact of the exchange rate depreciation
anticipated by the market through 2004 on items that are
more sensitive to the exchange rate variation, such as oil
by-products and electricity and telephone rates.

As compared to the Report of September, the inflation of
regulated prices projected for 2004 associated with the
benchmark scenario dropped by 0.5 p.p. These figures,
however, are not directly comparable, since there were
changes in the methodology adopted to calculate them over
the period. In September, a model for forecasting regulated
prices was used, according to which the projected inflation
of regulated prices was a function of the inflation of market
prices, of the General Price Index (IGP), of the exchange
rate variation, and of seasonal components (see box Model
for Forecasting Regulated Prices). Since the Copom
meeting in October, the inflation projected for regulated prices
in 2004 has been based on specific projections for each item.
This procedure is more appropriate for short run forecast,
since more precise information can be obtained about price
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adjustments of specific items for that year, particularly for
those whose price adjustments are decided upon at state and
municipal level. For 2005, the model for forecasting the
regulated prices continued to be used, based on which an
inflation rate of 5.5% for regulated prices has been projected.

Amongst regulated items, the risks associated with projected
adjustments in the prices of gasoline and fixed telephone
lines should be highlighted. The benchmark scenario
assumes that gasoline prices will be adjusted by 9.5%. As
usual, this projection takes into account the path of prices in
futures markets and corrections in the differential between
the domestic prices charged at the refineries and the
international prices converted into reais. In addition, an
increase in the Cide was also assumed, so that the revenue
of the federal administration derived from this contribution
will not decrease after the tax reform is promulgated.

Regarding the rates for fixed telephone lines, it was assumed
that the court decisions taken so far, which limit adjustments
in these rates in 2003 to a percentage below the one
authorized by Anatel, will not be overruled. Based on this
underlying assumption, the price adjustment projected for
the rates of fixed telephone lines in 2004 is 6.6%.

Beginning with this Report, the projections made by the
Copom began to use the output gap calculated according to
an estimate developed for the production function. The box
Methodologies for Estimating the Potential Output
explains how this output gap is estimated. Conceptually, the
potential output estimated from the production function has
the advantage of directly incorporating the impact of
investments and of labor force growth on the economy’s
productive capacity. This is particularly relevant when one
considers drops in investments as a proportion of GDP
registered in recent years. Besides, the models estimated
according to the output gap obtained from the production
function showed a greater predictive power within the sample
period than the models that used the output gap measured
from a linear trend or from the Hodrick-Prescott filter.

As in the baseline scenario of previous Reports, for the
benchmark scenario the Copom maintained the underlying
assumption of a constant exchange rate over the forecast
horizon at a level close to the one observed on the eve of its
December meeting (R$2.94 = US$1). In the market scenario,
the exchange rate for the US dollar begins at R$2.93 on
average in the fourth quarter of 2003 and rises to R$3.21 and
R$3.43 in the last quarter of 2004 and 2005, respectively.
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Regarding the interest rate, the benchmark scenario assumes
that the target set for the Selic rate will remain constant at
16.5% over the forecast horizon. The market scenario, in
turn, assumes that the Selic rate will hit the mark of 14.1%
and 13.8% in the last quarter of 2004 and 2005, respectively.
In tune with the paths of the Over-Selic interest rate
mentioned here, the benchmark scenario assumes that the
six-month pre-DI swap rate will be 17.7% and 18.0% in the
last quarter of 2004 and 2005, respectively. The corresponding
figures in the market scenario are 15.3% and 14.4%.

In the case of agricultural/livestock products, the underlying
assumption made in the last Reports was maintained, namely,
that their prices will evolve according to the inflation of
market prices up to the end of 2004.

Regarding the fiscal policy, the underlying assumption is that
the target of 4.25% of GDP set for the primary surplus of
the consolidated public sector in 2003 and in the next two
years will be achieved.

6.3 Inflation forecast

Based on the assumptions and associated risks considered
by the Copom and using the set of information available,
the IPCA in twelve months was projected using the
underlying assumptions of the benchmark scenario and of
the market scenario. In the benchmark scenario, the
underlying assumption is that interest rates will remain at
16.5% a year, as defined at the Copom meeting held on 16–
17 December 2003, and that the exchange rate will remain
constant at a level close to the one observed on the eve of
the Copom meeting (R$2.94). In the market scenario, the
Over-Selic interest rate of the economy drops to 14.1%
p.y. in the last quarter of 2004 and to 13.8% p.y. in the last
quarter of 2005, and the exchange rate rises to R$3.21 and
R$3.43 in the last quarter of 2004 and 2005, respectively.

The central path associated with the benchmark scenario
drops strongly in the first quarter of 2004, when the
abnormally high inflation of 5.1% registered in the first
quarter of 2003 is replaced by an inflation rate of 1.1%,
lower than the path of the targets. Between the first and
the second quarter, the inflation is expected to drop by more
than 0.5 p.p. particularly because of seasonal factors
associated with the beginning of the agricultural harvest.
Based on the assumptions of constant exchange and basic
interest rates and weak inertia after the second quarter of

  Forecasted IPCA-inflation with interest 

  rate constant at 16.5% p.y. (Benchmark scenario)

  Inflation fan chart

-2

0

2

4

6

8

10

12

14

16

18

I
2002

II III IV I
2003

II III IV I
2004

II III IV I
2005

II III IV

(%)

Note: Accumulated inflation in 12 months  (% p.y.)

IPCA-inflation with interest rate constant at 16.5% p.y.

(Benchmark scenario)

Year      Q Central

projection

2003     4 8,7 8,9 9,0 9,2 9,3 9,5 9,1

2004     1 3,5 4,1 4,7 5,2 5,8 6,4 5,0

2004     2 2,7 3,5 4,1 4,7 5,4 6,1 4,4

2004     3 2,5 3,3 4,1 4,8 5,5 6,3 4,4

2004     4 2,5 3,4 4,1 4,9 5,7 6,5 4,5

2005     1 2,0 2,9 3,7 4,5 5,3 6,3 4,1

2005     2 1,6 2,6 3,4 4,2 5,0 6,0 3,8

2005     3 1,9 2,8 3,7 4,5 5,3 6,3 4,1

2005     4 1,8 2,7 3,6 4,4 5,2 6,2 4,0

Confidence interval

10%

30%

50%

Note: Accumulated inflation in 12 months  (% p.y.)  



110  |  Inflation Report  |  December 2003

2004, significant inflationary pressures will have been
eliminated and the inflation will stabilize at a level of about
4.5%, below the 5.5% target for the period. During 2005,
the inflation will float according to seasonal factors,
particularly the beginning of the agricultural harvest in the
second quarter, pressuring the inflation down, and the
concentration of price adjustments for regulated prices in
the third quarter, pressuring the inflation up. However, the
inflation will tend to drop due to the effects of interest rates
being kept at high levels. The inflation associated with the
benchmark scenario projected for 2005 is 4.0%, lower than
the target of 4.5% set for the year.

Because the market scenario considers a drop in interest
rates and an exchange rate depreciation over the forecast
horizon, it projects higher inflation rates than the benchmark
scenario, namely, 5.8% and 5.1% in 2004 and 2005,
respectively. Similarly to what is projected in the benchmark
scenario, the inflation in twelve months drops sharply, by
about 4 p.p., in the first quarter of 2004. This drop will occur
for the same reason mentioned above, namely, the
substitution of the high inflation observed in the first quarter
of 2003 by a lower inflation rate, 1.3%, in the first quarter
of 2004. After the second quarter, the behavior of the inflation
will be qualitatively different than the one projected in the
benchmark scenario. In the second quarter, the inflation will
drop again, particularly because of seasonal factors. After
the second quarter, however, the inflation will tend to rise
as a result of the exchange rate depreciation and of hikes in
regulated prices particularly. As discussed in section 6.2,
the market scenario assumes that the inflation of regulated
prices in 2004 will hit the mark of 9.1%, against 7.8% in the
benchmark scenario. In the second semester of the year,
the projected adjustment in regulated prices in the market
scenario is 4.8%, about 1 p.p. higher than the projections
for the same period in the benchmark scenario. After the
inflation peak projected for the end of 2004, apart from
seasonal fluctuations, the inflation is expected to resume its
downward path during 2005 as a result of a lower exchange
rate depreciation and of a slower drop in interest rates as
of the third quarter of 2004.

A comparison between the paths presented in this Report
and those announced in the Report of September, which
are reproduced in the table, shows that the most pronounced
changes occurred in the benchmark scenario. However, the
qualitative behavior is similar. In September, what was then
described as the baseline scenario projected a strong drop
in the inflation rate between the fourth quarter of 2003 and
the first quarter of 2004 and a relative stability after the
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second quarter. The inflation projected for 2004, however,
was 0.6 p.p. below the one projected in this Report. The
projected inflation rose because of the higher projection for
the inflation of market prices in 2004: 3.2% against 2.2%
projected in September. This increase was caused by a
reduction in interest rates over the period and, particularly,
by the fact that the projections began to use a different
measurement of the output gap, which was calculated from
the production function. The projections for regulated prices,
in turn, dropped from 8.3% to 7.8% since September.

The 2004 inflation path projected in this Report according to
the market scenario is practically the same as the one described
in September. This means that the factors that would push
the inflation up and down in the comparison between the two
projections offset each other. Among other factors that would
tend to lead to a higher inflation forecast, special mention
should be made of the lower forecast interest rates and of
the use of the output gap calculated from a production function.
The recent figures show that the output gap is less negative
using the production function than if the Copom continued to
use the output gap calculated from the extraction of a linear
trend. As factors contributing toward a lower inflation in 2004,
the lower projection for the inflation of regulated prices, which
dropped from 10.5% to 9.1%, and the improved market
expectations, which fell from 6.2% to 6.0%, stand out.

The graph at left shows the evolution of the twelve-month
ahead inflation according to the benchmark scenario and to
the market scenario of this Report, as well as the interpolated
path of the targets set for 2003 and 2004. These paths are
defined by the inflation up to November 2003 accumulated
with the inflation rates projected for after that month. As
discussed in the Report of September, the twelve-month ahead
inflation in January 2003, that is, the inflation projected
between January and December of this year, is above the
adjusted target of 8.5%. However, as of February, the
projection based on the benchmark scenario is permanently
below the path of the targets. The projections based on the
market scenario, in turn, show that the twelve-month ahead
inflation will be higher than the path of the targets after January
2004. As in the benchmark scenario, the projections based
on the market scenario suggest that the inflation will tend to
fall (except for seasonal factors), but this drop will occur at a
lower speed than that of the reduction of the targets. However,
because it considers a drop in interest rates and an exchange
rate depreciation over the forecast horizon, the market
scenario projects inflation rates higher than those of the
benchmark scenario, namely, 5.8% in 2004 and 5.1% in 2005,
both of which are still higher than the targets.
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Fan charts are also presented for the output growth projected
according to the underlying assumptions of the reference
and market scenarios. It is worth emphasizing that the
forecasting errors associated with GDP growth projections
are considerably higher than in inflation forecasts because
in the models used by the Copom they involve the paths of
two non-observable components, namely, potential output
and output gap, and the calculation of the output is more
complex and less precise than that of the inflation.
According to the benchmark scenario, which assumes that
interest rates will remain at a level of 16.5% up to the end
of 2005, the expected growth for 2003 and 2004 would be
0.3% and 3.5%, respectively. The lower projections for GDP
growth in 2003 in relation to the 0.6% rate projected in
September are largely based on the incorporation of the
results published by the IBGE for GDP growth up to the
third quarter, which included methodological changes and
data revisions related to 2002 and to the first semester of
2003 (see the box Estimates for GDP Evolution). Despite
the weak performance registered in 2003, it should be
mentioned that the economy has been recovering marginally
and that GDP is projected to grow by 2.0% in the fourth
quarter in relation to the same period in the previous year.
The output fan chart containing the projections based on
the market scenario points to a GDP growth of 3.8% in
2004. This higher projection in relation to the benchmark
scenario reflects the impact of lower interest rates on the
level of economic activity.

   GDP growth with interest rate constant at 16.5% p.y.
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Behavior of Central Bank and Market Inflation Forecasts

The objective of this box is to compare the behavior
of market inflation expectations with the Central
Bank’s projections published every quarter in the
Inflation Reports. In particular, it will be shown that
both projections are not sufficiently precise to fully
capture the rapid acceleration and deceleration
movements observed in the inflation rate between
the last quarter of 2002 and the second quarter of
2003. The median of market expectations surveyed
by the Gerin provided a better prediction of the
inflation upward movement in the last quarter of 2002
than the Central Bank’s projections, but it was slower
to capture the drop in the inflation rate registered after
the second quarter of 2003. When projections made
since the last quarter of 1999 are reviewed, one sees
that the projections of the Central Bank were more
accurate than the median of market expectations.

The graph at left shows the actual inflation registered
in quarter t and the market and Central Bank
projections made in the previous quarter (t-1) for
quarter t. For market expectations, the median of the
last working day before the beginning of each quarter
was considered to make the sampling periods consistent
with each other. They are compared to the Central
Bank’s projections made in the Inflation Reports with
constant interest rate and exchange rate over the
forecast horizon (the benchmark scenario) and with
the Central Bank’s projections with market interest
rate and exchange rate paths (the market scenario).

Some important observations can be derived from this
graph. First, none of the projections for 2000 shows
any clear bias, while as of 2001 all the projections
underestimated, on average, the actual inflation rates.
This result was certainly influenced by the sample
period, since 2000 was a year of relative
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macroeconomic stability, while the period beginning in
2001 was, for the most part, marked by strong cost-
push shocks. Second, one cannot say that there is any
projection whose figures are systematically higher or
lower in all quarters. The median of market
expectations was the one characterized by the most
extreme figures as, in the sixteen quarters in the sample,
market expectations provided the highest projections
in seven quarters and the lowest ones in seven others.

Finally, the projections seem to follow, with certain
gaps, the more pronounced oscillations observed in
the inflation rate. As one can see, the strong rise in
the inflation rate registered in the last quarter of
2002 was not anticipated by any of the projections.
On the contrary, all of them predicted that the
inflation in the fourth quarter would be lower than
in the third quarter. For the first quarter of 2003, all
projections were higher, but the market provided the
one that was closest to the actual inflation. Again,
all projections were slow to capture the strong
change observed in the inflationary process since
the second quarter of this year. All of them
overestimated the inflation rates actually registered
in the second and third quarters, but the projections
of the Central Bank were the ones that more rapidly
converged to the new lower levels of inflation.

The table summarizes the forecasting errors of the
different projections for forecasting horizons of one
to four periods ahead. The absolute mean error and
the mean squared error were calculated for the full

Forecast errors for different projections

Bacen - Benchmark 
scenario

 Bacen - Market 
scenario

Market
Bacen - Benchmark 

scenario
 Bacen - Market 

scenario
Market

1* 0,98 1,04 1,11 1,58 1,69 1,60

2** 1,58 1,58 1,67 2,33 2,36 2,27

3** 1,71 1,69 2,24 2,54 2,50 2,98

4** 1,77 1,76 2,30 2,62 2,53 3,15

1* 0,56 0,58 0,73 0,65 0,65 0,79

*   Sample from 2000:1 to 2003:3

** Sample from 2001:1 to 2003:3. This sample begins in 2001. Before, Gerin did not collect the market forecasts for more than one quarter ahead. 

Sample excluding the period 2002:4 - 2003:2

Quarters ahead Absolute mean error Mean squared error

Whole sample
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sample, from 2000:1 to 2003:4, and for a reduced
sample that excludes the strong acceleration and
deceleration of the inflation rate registered between
2002:4 and 2003:2.

One can see that forecasting errors are relatively high
for the full sample, always close to or above 1 p.p.
for an average quarterly inflation rate of 2.13% over
the period. As one would expect to see in more normal
periods and as suggested by the graph, the forecasting
errors drop substantially when the period of strong
changes in inflation is excluded from the sample.
Considering that the average quarterly inflation in this
sub-sample is 1.64%, the forecasting errors dropped
not only in absolute terms, but also in relation to the
average inflation registered in the period. When the
criterion of mean absolute error is used, the Central
Bank´s projections are more precise than those of
the market for all the horizons and the two samples.
The conclusion is about the same for the projections
based on the benchmark scenario when the criterion
of mean squared error is used. Also according to this
criterion, the projections of the Central Bank using
market exchange rate and interest rate paths are less
precise than those of the market for up to two
quarters ahead, but more precise for more distant
horizons. Comparing the projections of the Central
Bank, one sees that those based on the market
scenario are more precise for longer projection
horizons, suggesting that those paths that anticipate
variations in the exchange rate and in interest rates
are more realistic, in the medium run, than those that
take into account the underlying assumption that
interest rates and the exchange rate will remain
constant during all the forecast horizon.
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Methodologies for Estimating the Potential Output

This box resumes the discussion about methodologies
for calculating the potential output presented in the
Inflation Report of September 1999. The potential
output corresponds to the output level that can be
achieved by using the resources available in the
economy in full without pushing the inflation rate up
or down. Based on an estimate of the potential output,
one can calculate the output gap, which is defined as
the difference between the actual output and the
potential output. Therefore, the output gap is a
measure of the idle capacity in the economy. For
monetary policy to be soundly conducted, the output
gap should be measured in order to correctly evaluate
the impact of interest rate changes on the inflation.

The Central Bank follows the evolution of the potential
output as measured by three methods: linear trend
extraction, Hodrick-Prescott (HP) filter, and
production function. The linear trend extraction and
HP filter methods are described in the box included
in the Inflation Report of September 1999. It should
be highlighted that the output gap estimated by the
linear trend method does not incorporate structural
changes in the economy, which is a shortcoming. This
is a particularly important problem because of what
happened in the Brazilian economy in recent years,
when the energy crisis and the low rate of investments
probably reduced the growth rate of the potential
output. Using the potential output estimated by the
HP filter method, in turn, can lead to mistakenly
interpret cyclical changes in the actual GDP growth
rate as changes in the potential output growth rate.
The clearest example of this possibility is the failure
of the output gap series estimated according to the
HP filter method to detect the depression of the 1930s
in the US economy appropriately. In general, both
the linear trend extraction and the HP filter methods
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1 This calculation is described in: Muinhos, Marcelo and Sergio A. L. Alves. (2003), Medium-Size Macroeconomic Model for the Brazilian

Economy. Central Bank of Brazil. Working Paper Series no 64.

are criticized because they are mechanical methods
which do not take into account information on the
behavior of variables that explain changes in the
potential output, such as the evolution of production
factors and productivity considerations.

The potential output estimated from a production
function avoids the limitations mentioned above, but
it depends on the behavior of variables that are difficult
to measure, such as the capital stock and the amount
of labor. In order to calculate the potential output,
one begins with a production function of the Cobb-
Douglas type, using capital and labor as inputs1, as
specified below:

where:

Y is the actual output of the economy;
K is the capital stock;
L is the number of workers;
α is the participation of capital remuneration in the
national income;
A is the total productivity of factors, which
corresponds to the estimated residue, that is, At is
such that, given Kt, Lt and αt, the equality above
becomes true for all period t.

The potential output is calculated from the same
production function using the known series of At and
αt and replacing the actual figures of Kt and Lt by
figures corresponding to full employment.

For the period corresponding to that of the Real Plan,
the graphs show seasonally adjusted potential output
series according to the three methods mentioned
above and the corresponding series of the output gap.

As expected, one can see that the measured potential
output varies according to the method selected. Since
mid-2000, the linear trend method provides the highest
figures for the potential GDP even with the inclusion of

tt
tttt LKAY αα −= 1
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an inflection in the slope of the curve since 2001 for the
purpose of reflecting the negative impact of the energy
crisis and of lower investment rates on GDP growth.

Given the differences between the potential output
series, the corresponding output gap series will also
depend on the calculation methodology that is used.
More specifically, because it generates the highest
potential output estimates, the linear trend method also
generates the most negative figures for the output
gap in recent years. These most negative figures
generate lower forecasts for inflation rates over the
next few years. One can also see that, despite their
different magnitudes, the current figures for the output
gap are negative in the three series analyzed, meaning
that there is room for the economy to grow in 2004
without pushing the inflation up, even without an
immediate recovery of investments.

In principle, none of the three methods can be
considered better than any of the others, since each of
them has specific advantages and limitations. For this
reason, the Copom monitors the evolution of the three
output gap measurements, but, in order to build the
projections contained in the Inflation Report, it must
opt for the methodology that it deems most appropriate.
The most recent reviews for the sample period under
analysis showed that the most precise inflation
forecasts are those that use the output gap derived
from the production function as an explanatory variable.
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Model for Forecasting Regulated Prices

1 The IGP-DI index is also affected by consumer prices, albeit to a lesser degree.

In the Notes of the Copom Meetings held in June and
July 2003, it was mentioned, in the section on the
prospective evaluation of inflation trends, the model for
forecasting regulated prices. The purpose of this box is
to put into context the application of this model in the
forecasts made by the Central Bank of the future
behavior of th0se prices, with the aim of providing
appropriate inputs to monetary policy decisions.

In Brazil, certain regulated prices, such as those of public
utility services, are partially or fully adjusted according
to the inflation accumulated in the previous 12 months
as measured by the IGP-DI index. Others follow
international commodity prices, such as those of oil by-
products. Furthermore, 60% of the IGP-DI index is
formed by wholesale prices, whose variation is strongly
influenced by the behavior of the exchange rate.1

Recent results indicate that, in the short run, meaning
a period of time of up to one year, it is more
appropriate to use the data collected by the
Economic Department (Depec) of the Central Bank
to forecast the evolution of regulated prices. This
shorter period reduces uncertainties in relation to
the evolution of the exchange rate and of commodity
prices, in addition to allow to identify possible
impacts of administrative decisions more clearly.

Regarding medium and long-term forecasts, before the
model for regulated prices was adopted, it was assumed
that the change in those prices would be the same as
the one expected by the market for the IGP-DI index.
However, the data observed for the inflation of
regulated prices indicated that the results obtained with
this procedure were not always satisfactory.
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For this reason, since July the model for forecasting
regulated prices began to be used, based on the
following equations:
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where:

reg
tπ inflation of regulated prices;

market
tπ inflation of market prices;

IGP DI
tπ − IGP-DI inflation rate;

*
tπ foreign inflation rate;

te∆ exchange rate variation;

tS seasonal dummy for quarter i;

tD level dummy: 0 before 1999 and 1
thereafter.

First, an equation for the IGP-DI index was estimated,
where this index is a function of its value in the
previous period, of the inflation of market prices, of
the foreign inflation in reais (that is, of the combined
effect of the exchange rate variation plus the foreign
inflation) over the same period, and of seasonal
components. Next, an equation was estimated for the
behavior of regulated prices where these depend on:
(i) their value in the previous period, (ii) the IGP-DI
index, (iii) the foreign inflation in reais (including a
level dummy for the change in the exchange rate
regime in 1999) over the same period, and (iv)
seasonal components. In addition, certain conditions
are imposed to ensure convergence to the inflation
of market prices in the long run.

The figure at left shows the inflation rates observed for
regulated prices and for the IGP-DI index, as well as
the in sample forecast of the model, made for the period
after the change in the exchange rate regime in 1999.
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The analysis of the figure indicates that, as expected
for in-sample forecasts, the model for forecasting
regulated prices produces better results than the
method used before, which considered only market
forecasts for the IGP-DI index. This fact can be
confirmed by comparing the correlation coefficient
among the series presented: 0.62 for the inflation of
regulated prices and the IGP-DI, and 0.82 for the
inflation of regulated prices and the forecasting model.
Regarding the medium-term out-of-sample forecasting
capacity, more information is still required to ensure a
meticulous evaluation. Therefore, to forecast the
behavior of regulated prices in the medium term, the
Copom will continue to consider other indicators as
well, which include market expectations.
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Annex

Minutes of the 88th Meeting of the Monetary Policy Committee
(Copom)

Date: September 16th, from 4:10PM to 6:30PM,
and September 17th, from 3:00PM to 6:00PM
Place: BCB’s Headquarters meeting room of the
8th floor (on September 16th) and 20th floor (on
September 17th) – Brasília – DF

In attendance:
Members of the Committee
Henrique de Campos Meirelles – Governor
Afonso Sant’Anna Bevilaqua
Antonio Gustavo Matos do Vale
Beny Parnes
Eduardo Henrique de Mello Motta Loyo
João Antônio Fleury Teixeira
Luiz Augusto de Oliveira Candiota
Paulo Sérgio Cavalheiro

Department Heads
(present on September 16th)
Altamir Lopes – Economic Department
Daso Maranhão Coimbra – International Reserves
Operations Department
José Antonio Marciano – Department of Banking
Operations and Payments System
José Pedro Ramos Fachada Martins da Silva –
Investor Relations Group
Marcelo Kfoury Muinhos – Research Department
(also present on September 17th)
Sérgio Goldenstein – Open Market Operations
Department

Other participants
(present on September 16th)
Alexandre Pundek Rocha – Advisor to the Board

Antônio Carlos Monteiro – Executive Secretary
Flávio Pinheiro de Melo – Advisor to the Board
João Batista do Nascimento Magalhães – Special
Advisor to the Governor
Jocimar Nastari – Press Secretary
Katherine Hennings – Advisor to the Board

The members of the Monetary Policy Committee
analyzed the recent performance of and prospects
for the Brazilian and international economies under
the monetary policy framework, which is designed to
comply with the inflation targets established by the
government.

Recent Evolution of Inflation

1. The IPCA increased 0.34% in August, after an
increase of 0.20% in the previous month, accumulating
increases of 7.22% and 15.07% in 2003 and in 12
months, respectively. The IGP-DI increased 0.62%
in August, compared to a decrease of 0.20% in July,
reflecting an increase in the IPA-DI (+0.70% in
August compared to -0.59% in July) and a deceleration
of the IPC-BR (to 0.13% from 0.34%). The 12-month
changes of the IGP-DI and IPA-DI decreased for
the fifth consecutive month in August, reaching
22.03% and 25.85% respectively.

2. Regulated prices rose 0.85% in August,
contributing 0.24 p.p. to the overall result of the IPCA,
while free prices rose 0.14%, contributing 0.1 p.p.
Among regulated prices, notable increases included
fixed telephone and electricity tariffs, water and
sewage tariffs, and the price of gasoline, which had
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been falling for five consecutive months. With respect
to free prices, the most significant impacts came from
increases in the prices of domestic services and meat.
Food prices decreased 0.27% in August, less sharply
than the 0.67% decline in the previous month.

3. Both agricultural and industrial wholesale prices
rose in August. Agricultural prices increased 1.77%,
reversing the declines observed in the previous four
months, as a result of the beginning of an inter-harvest
period and increases in the international prices of some
commodities. The most significant pressures came
from the prices of meat (cattle, pork and poultry) and
meat-related products, coffee, manioc and rice.
Industrial prices increased 0.29%, after falling in the
previous three months, with notable increases in
common steel plates, fuel oil, sulfur, sugar, roasted
and ground coffee, and copper wires.

4. Core IPCA inflation calculated by excluding
household food items and regulated prices increased
0.37% in August, repeating the change registered in
July. The accumulated change in the last twelve
months stood at 10.8%, decreasing for the second
consecutive time.

5. Core IPCA inflation calculated under the trimmed-
mean method (smoothed) reached 0.58% in August,
compared to 0.65% in July. In the last twelve months,
the accumulated change stood at 12.59%, decelerating
for the first time this year. Inflation calculated without
the smoothing procedure for pre-selected items resulted
in rates of 0.35% and 11.47% in the month and in twelve
months, respectively.

6. Core IPC-BR inflation calculated under the
symmetric trimmed-mean method was 0.45% in
August, accumulating an increase of 12.43% in the
twelve months ending in August.

7. In September, consumer price indices will post
larger increases than in August, mainly reflecting
pressures on regulated and food prices. Among
regulated prices, water and sewage tariffs in São
Paulo, electricity in Brasília and Goiânia and the
second readjustment of urban transportation in
Salvador should be highlighted, along with other items
with countrywide impacts such as alcohol, gasoline
and fixed telephone tariffs. Free prices will increase

as a result of increases in food prices, which were
seen in the wholesale indices in August.

8. It should be noted that the one-time price increases
to be observed in the next few months, mainly due to
regulated prices and seasonal pressures, do not represent
any change in the process of disinflation that has been
observed in recent months. This is highlighted by the
continuing downward trend of core inflation.

Assessment of Inflation Trends

9. The identified shocks and their impacts were
reassessed according to newly available information.
The scenario considered in the simulations assumes
the following hypotheses:

a. The projections for the readjustment of gasoline
prices in the remainder of 2003 were revised. The
new projection for this year’s readjustment stands at
2.2%, 2.7 p.p. lower than in August. This decrease
results mainly from the exchange rate appreciation
in the last month and the fall of international oil prices.
The projections for bottled cooking gas for the full
year decreased to 5.4% from 5.8%, as the actual
increase in this price in August was slightly lower
than expected. However, the projections for the
remainder of the year were not changed;

b. The projection for the readjustment of electricity
tariffs decreased to 20.8% from 22.3%. The
projection for the readjustment of telephone tariffs in
2003 increased 0.2p.p. to 25.7%. It should be noted
that the dates for the readjustments were revised as
a result of a judicial injunction against the readjustment
of these tariffs according to the annual change of the
IGP-DI. The Copom utilized the hypothesis that
differences between the increases authorized by
Anatel and the actual readjustment to date will be
compensated in the remainder of the year;

c. The projected increase of 14.0% for regulated
prices, which had a 28.6% weight in the August
IPCA, was maintained;

d. For 2004, it is assumed that the readjustment of
regulated prices will follow the endogenous
determination model of regulated prices. Under this
methodology, which considers the change in the
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exchange rate, free price inflation and the change in
the IGP-DI, as well as seasonal factors, the projection
for the readjustment of regulated prices in 2004 was
reduced by 0.6 p.p., to 8.3%;

e. The projection for the 6-month spread over the
Selic rate, following the specification of the VAR model
using the Selic and the swap rate on the eve of the
Copom meeting, was –275 b.p. for the fourth quarter
of 2003, gradually rising to 50 b.p. at the end of 2004.

10. Regarding fiscal policy, it is assumed that the
primary surplus target of 4.25% of GDP for this year
and the following two years will be accomplished.
The other related assumptions established in the
August meeting were maintained.

11. Considering the baseline scenario hypotheses,
including the maintenance of the Selic interest rate at
22.0% p.a. and the exchange rate at the level
prevailing on the eve of the Copom meeting (R$2.90),
inflation is projected above the adjusted target of 8.5%
for 2003 and below the target of 5.5% for 2004.

Monetary Policy Decision

12. The behavior of inflation in August confirmed
the positive results of June and July. The maintenance
of exchange rate stability and inflation expectations
in line with the trajectory of the inflation targets
indicate that the cycle of readjustment of relative
prices that the Brazilian economy had experienced
since 2002 has reached its end.

13. August IPCA inflation reached 0.34%, in line
with projections presented at the August Copom
meeting. The increase of 0.14 p.p. compared to July
was due to increases in regulated prices and seasonally
sensitive items. Among these prices, notable increases
included the prices of meat, due to the inter-harvest
period, and the price of domestic services, which was
captured in the August IPCA for methodological
reasons even though changes typically occur mainly
in April and May. It is important to highlight that the
proportion of items with positive readjustments in the
monthly IPCA has been falling since March, and
stood at 56.4% in August, the lowest figure since
January 2001.

14. The behavior of core inflation signals a downward
trend in inflation. Core IPCA inflation calculated under
the trimmed-mean method with smoothing and
excluding regulated prices fell for the fifth consecutive
month, and core inflation calculated under the trimmed-
mean method without smoothing fell in August, after
relative stability in June and July. Core inflation
excluding regulated prices and household food items
increased 0.37%, the same increase observed in July.
Other core inflation measures, such as the IPC-BR,
also point out to a downward trend for inflation.

15. After three consecutive months of deflation,
wholesale prices increased in August, reflecting the
beginning of an inter-harvest period and the end of
the passthrough of the exchange rate appreciation
that had been occurring since March. In August, the
wholesale price index for agricultural products
increased 1.8% while the wholesale index for
industrial products rose 0.3%. Agricultural wholesale
prices will continue to put upward pressure on retail
prices in the next few months. As is typical at the
end of the year, these increases are expected to
reverse as the inter-harvest period ends. However,
the reversal may be partial, since there may be a
change of price level for some items. This seems to
be the case for soybean products, as soy prices
increased recently in the international market.

16. As a consequence of the inter-harvest period
and expected readjustments for regulated prices,
inflation is expected to increase slightly in the
upcoming months. In the medium-run, however, the
Copom judges that inflation will return to the
moderate levels observed recently.

17. The economy has started to show signs of a
recovery from the deceleration observed in the first half
of the year. As is usual in the early stages of a recovery,
indicators of economic activity are giving contradictory
signals. Hours worked, industrial production and sales,
and electricity consumption in São Paulo all increased
in August compared to July (s.a. data). Retail sales and
employment were stable in June and July, while installed
capacity utilization, and purchase of capital goods and
civil construction inputs decreased.

18. The Copom estimates that activity will be
recovering from the second half of this year onward.
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The easing of monetary policy, inititiated in June and
intensified in subsequent months, the increase in the
supply of credit, and the increase in real incomes due
to the decrease in inflation will allow consumption to
increase progressively. Net exports, continue to
provide support to aggregate demand, although at a
lower relative magnitude. As a result of the  level of
idle capacity in the economy, a recovery of investment
may take some months to occur. Generally speaking,
even if investment recovers after consumption, the
Copom maintains its judgement from the August
meeting that the the recovery of the economy will be
balanced, and will occur at a speed that keeps demand
growth in line with the growth of aggregate supply.

19. To maintain price stability in a longer horizon,
the growth of aggregate demand must continue to be
compatible with increases in aggregate supply. The
decrease of investment in recent years – sharpened
in the second quarter of 2003 - has had a negative
effect on the growth of productive capacity. On the
other hand, the maintenance of monetary and fiscal
policies consistent with macroeconomic equilibrium
and the approval of reforms now in the Congress will
have positive impacts on the growth of potential GDP.
The Copom will monitor the evolution of aggregate
demand, in order to ensure that the growth of installed
capacity utilization does not outstrip the completion
of new investments.

20. The external scenario improved significantly since
the August Copom meeting. The Real was less volatile
and appreciated moderately against the US dollar, with
the exchange rate falling from a plateau of R$3.00 to
a level around R$2.90. Country risk measured by the
Embi+ fell from 730 b.p. to 650 b.p. The Brazilian
external accounts continued to post positive results,
with increasing surpluses in the trade balance due to
export growth, enough to produce small surpluses in
the current account. FDI recovered in July and August,
and sovereign and private securities were placed in
the international market between August and
September. As a consequence of the stability of the
real and the favorable behavior of the external
accounts, there is no expectation of new inflationary
pressures coming from the exchange rate.

21. The BCB’s inflation forecasts, assuming the
maintenance of the Selic interest rate at 22.0% p.a.

and the exchange rate at R$2.90/US$, point to inflation
above the adjusted target of 8.5% for 2003. A small
reduction of the projection for this year was due to the
fall of market expectations for inflation, exchange rate
appreciation and the 2Q2003 GDP released by IBGE,
which was lower than expected and incorporated into
the projections for the year. The trajectory of inflation
remains compatible with the path presented in the Open
Letter sent by the BCB Governor to the Ministry of
Finance on January 21st, 2003.

22. The BCB’s inflation forecasts for the next 12
months and for 2004 were reduced slightly, due to
the lower than expected GDP results and the 0.4 p.p.
reduction in the projection for regulated price inflation
in 2004. The new projections, assuming the
maintenance of the Selic interest rate at 22.0% p.a.
and the exchange rate at R$2.90/US$, remain below
the trend of the inflation targets.

23. During the last few months, the convergence of
inflation expectations to the trajectory of the inflation
targets played a key role in generating positive inflation
results. Monetary policy should guide the basic
interest rate in order to ensure that expectations are
consistent with the convergence of inflation to the
targets. The median of market inflation expectations
has been roughly stable since the August Copom
meeting. For inflation in 2003, market expectations
decreased to 9.6% from 9.7%. Regarding
expectations for inflation in the next twelve months,
there was a slight increase to 6.5% from 6.4%. For
2004, market expectations were stable at 6.2%.

24. The Copom evaluates the risks in the
projections for the inflation trajectory on an ongoing
basis. Some of these risks have become less
significant, such as the doubts regarding the degree
of inertia after the inflationary peak in the last
quarter of 2002. During the last quarter of the year,
the Copom will be observing wage readjustments
that will occur under collective bargaining
agreements. It will be important to differentiate
two types of readjustments: i) those in sectors with
relative price gains since last year, notably the
sector of tradables, which has benefited from the
exchange rate depreciation; and ii) those based on
past inflation, rather than its projected or current
performance for the sector.
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25. As the disinflation process continues, other risks
become more important. With consecutive reductions
in the over-Selic rate since June, the real interest rate
has come closer to the medium-run level consistent
with sustainable growth and price stability. As the
basic interest rate approaches this level, the greater
the relative importance of risks associated with the
uncertainties of the monetary policy transmission
mechanism, including the lags and magnitudes of the
impact of changes in the over-Selic rate on the
inflation. With this progressive change in the relative
importance of risks, gradualism in the conduct of
monetary policy becomes increasingly important.

26. With the projection of inflation for the next
twelve months and for 2004 below the target, market
expectations stable and consistent with the targeted
path, and the exchange rate and external accounts
not presenting a source of inflationary pressure in
the short-run, the Copom believes it is appropriate
to continue the process of monetary policy easing,
and decided unanimously to fix the Over-Selic rate
target at 20% p.a.

27. At the close of the meeting, it was announced that
the Copom would meet again on October 21 for technical
presentations and on the following day, in order to discuss
the monetary policy decision, as established in the
Communiqué 10,187, of October 2nd, 2002.

Summary of Data Analized by the Copom

Economic Activity

28. According to the IBGE, national retail sales fell
5.4% year-on-year in the January-July period. The
negative performance has been generalized, reaching
all activities and 22 out of the 27 States. By sector, the
category including hypermarkets, supermarkets, food
products, beverages and tobacco once again exerted
the main negative influence in the overall retail results,
accumulating a decline of 6.5% in the year.

29. Statistics from Fecomercio SP confirmed the bad
performance of the retail sector with a 3.2% month-
on-month (s.a.) decline in retail sales in the
metropolitan region of São Paulo in July. This result
was due to declines in sales of consumer goods,
vehicles and construction inputs of 2.8%, 5.2% and

5.3%, respectively. In the year up to July, retail sales
dropped 13.8% compared to the same period in 2002.

30. Despite the negative performance of retail
commerce in July, data from the ACSP signal better
prospects. Seasonally adjusted data on consultations
to the SPC system and Usecheque show growth of
2.3% in August in relation to July.

31. The monthly Fecomercio SP survey on consumer
confidence (IIC) showed a decrease of 2.2 p.p. in
September, mainly due to a decline of 3.9 p.p. in future
purchasing intentions, while current intentions
registered an increase of 1.9 p.p. It is worth noting
that even with this decline, the IIC stood at 102.2
(out of a 0-200 range), still in the “optimistic” range.

32. Regarding investment indicators, there has been
a slight increase (0.4%) in the s.a. monthly series of
capital goods production. However, in the year up to
July, capital goods production fell 2.6% in relation to
the same period in 2002. It is important to highlight
that the export oriented part of capital goods production
increased by 3.7% in the year, which, added to the
decrease of 33.6% in the quantity of capital goods
imports, resulted in an estimate of a 14.2% fall in the
domestic purchase of capital goods in 2003, compared
to 2002. The production of civil construction inputs
decreased 0.3% in July and accumulated a contraction
of 7.3% in the year up to July. Another indicator
unfavorable to investments in the period from January
to July 2003 is the 12% decline in the volume of medium
and long-term financing provided by the BNDES.

33. According to the IBGE, July industrial
production registered an increase of 0.4% over
June, in the s.a. series. This was a result of the
positive performance of mineral extraction, which
increased 8.8%, returning production of oil and
natural gas to normal levels after a technical stop
in the production of some platforms in June. The
transformation industry, which represents
approximately 90% of manufacturing production,
registered a drop of 0.1% in the month. Up to July,
compared to the same period in 2002, industrial
production decreased 0.3%, which reflects the
negative performance of the transformation
industry (-0.6%), notwithstanding an increase in
mineral extraction of 2.1% in the same period.



128  |  Inflation Report  |  December 2003

34. By categories of use, the favorable performance
of the month reached intermediate goods, durable and
capital goods, with increases of 1%, 0.7% and 0.4%,
respectively. Only the semi-durable and non-durable
goods production registered decrease in July (2.1%).

35. Data on industrial activity released by the CNI
showed a slight recovery in July. In the month, s.a. data,
real industrial sales increased by 1.7% and hours worked
in production increased 0.9%. In the year, both indicators
registered positive increases of 0.06% and 0.42%,
respectively. Still considering the s.a. series, installed
capacity utilization reached 78.9% in July, compared to
the recent peak of 81.6% registered in October 2002.

36. In the automotive sector, in August auto output,
domestic and external sales fell 6.3%, 9.1% and 14.2%
month-on-month, respectively, according to the s.a.
series. Production increased 1.8% in the eight first
months of the year, driven mainly by a 36.8% increase
in external sales, while domestic sales fell 7.7%.

Labor Market

37. The index of employment increased 0.1%
month-on-month in July (s.a.), and 3.1% year-on-
year up to July, according to Ministry of Labor and
Employment data. According to the new
methodology for the IBGE’s employment survey, the
unemployment rate in the six main metropolitan
areas reached 12.8% in July, compared to 13% in
June, mainly as the result of a contraction in the
economically active population, while the number
of occupied people decreased 0.1% in the month.

38. Also according to the IBGE´s survey, average real
wages of employed workers in June 2003 fell 17.3%
compared to the same month in 2002. In the industrial
sector, according to the CNI, real wages increased for
the third consecutively month in July, but still remained
4.9% lower than the same month in 2002. In 2003 up
to July, real wages in manufacturing declined 6.4% in
comparison to the same period in 2002.

Credit and Delinquency Rates

39. Total non-earmarked or freely allocated credit
rose 0.6% in August, after declining repeatedly
between March and July. The monthly expansion was

driven mainly by increases of 1.2% and 0.2% in
individuals and company credits, respectively. Among
credit operations to companies, internally funded credits
rose 0.3% while externally funded credits rose 0.1%.

40. The average interest rate on non-earmarked
credits fell again in August (2.2 p.p.), to 52.7% p.a.,
as a consequence of the reduction of the Over-Selic
target rate since June. The decline was more
significant for the interest rate on lending to individuals,
which fell to 74.5% from 77.9%, especially for
overdraft accounts and consumer credit. In corporate
loans, the average rate was 36.3% p.a., falling 1.4
p.p., compared to July. The delinquency rate on non-
earmarked bank credits fell to 8.6% in August from
8.7% in July, essentially as the result of the decrease
of 0.3 p.p. in individuals’ delinquency rate.

41. Regarding default rates on retail credit, there was
a new improvement in August, driven by a 3.5%
increase in cancelled default registrations, signaling
debtors and creditors intention to renegotiate. In 2003
up to August, the number of cancelled default
registrations rose 7.5%. ACSP data showed that the
delinquency rate reached 4% in August and 5.8% on
annual average until August, compared to the 6.4%
average rate registered last year.

External Environment

42. There are signs that a global economic recovery
is in progress, stimulated by US economic
performance. However, there is still a high level of
uncertainty about its pace and degree. The US GDP
growth rate in the second quarter of 2003 was revised
up to 3.1% against 2.4% in previous estimates. Retail
sales rose by 0.5% in August compared to the previous
month. Inventories fell 0.1% in July and the inventory/
sales ratio stood at 1.37, after 1.39 in June. Installed
capacity utilization remained unchanged in August
(74.6%). The unemployment rate decreased to 6.1%
in August, which is still considered high, and claims
for unemployment compensation are still around
400,000 per week.

43. The Federal Reserve decided to keep its basic
rate at 1%, and was accompanied by the world’s main
central banks, which also kept official rates constant
at their last meetings.
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44. In Japan, there is also an optimistic environment
regarding the recovery of the economy. Annualized
GDP registered growth of 3.9% in the second quarter.
The conditions are more favorable to exports and there
is a moderate recovery in corporate investment
occurring, but private consumption remains weak.
The timing mismatch between the signs of growth in
US and Japan is caused by European stagnation. The
retraction of 0.4% of GDP (annualized rate) in the
Euro Zone in the second quarter followed zero growth
in the previous quarter. This situation has impacted
the European labor markets. The unemployment rate
stood at 8.9% in July, the same as in the previous
month and the highest level in 3 ½ years, the same
rate registered last month. One estimates that 12.5
million people were jobless in the Euro Zone last July.

45. The recovery of activity in the US and Japan
and the weak performance in Europe is taking place
with low inflation rates. The US consumer price index
(CPI) rose 0.3% in August. The core index, which
excludes energy and food prices, increased 0.1% in
August. In the last twelve months, the CPI remained
practically stable, with a 2.2% increase. The US PPI
also registered an increase in August (0.4%), while
its core increased 0.1%. In Japan, household prices
are still falling, but at a lower pace in annual terms,
registering deflation. In Euro Zone, the annual
wholesale index remained unchanged in July; 1.3%
in comparison with the same month in 2002, while
the Harmonized Index of Consumer Prices (HICP)
registered an annual increase of 2.1% in August,
above the target of 2% fixed by EBC.

46. The business confidence index showed a
prospective of business heating in the main economic
areas. US manufacturing activity indicators rose in
August for the second consecutive month, to 54.7
points, the highest level since December 2002. The
Business Activity Index (BAI) remained at the same
level, 65.1 points, in July and August. In Japan, Tankan
index has been showing an upward trend in all their
segments, but it still remains negative. In Europe, the
confidence of German investors measured by Zew
Institute rose in September to its highest level in 14
months, suggesting that the economic activity is
recovering. The index that measures the economic
growth expectations increased to 60.9 in September,
compared to 52.5 in August. Amongst consumers,

there is no uniform behavior. In US, a preliminary
measurement of the Consumer Sentiment Index of
University of Michigan showed a decrease to 88.2
p.p. in September. In Europe and Japan there is a
slight improvement in the consumer’s spirit.

Foreign Sector

47. The trade balance posted a US$ 2.7 billion
surplus in August, the highest monthly trade balance
ever recorded, which led to new records of US$ 15.1
billion and US$ 22.9 billion surpluses in the year-to-
date and 12-month accumulated results. Up to August,
exports increased 22.9% and imports declined 4.1%,
in comparison to the same period of 2002. In August,
daily average exports increased 14.9% in comparison
to the previous month, and 16.6% as compared to
August 2002 values. Imports rose 0.9% and declined
6.4% considering the same bases. Up to the second
week of September (10 working days), the trade
surplus reached US$ 1.4 billion, with exports and
imports expanding 13.7% and 10.6%, in comparison
to the average data of September 2002.

48. Exports increased in all categories of products,
setting historical records for the months of August and
the January-August period. It should be noted that this
remarkable expansion resulted from many factors:
higher shipped volumes, the recovery of international
prices of important commodities, the diversification of
items and markets, the inclusion of new enterprises in
the export drive, the increase of competitiveness and
the deceleration of economic activity.

49.  Considering daily average data, semi-
manufactured goods sales rose 20.6% in comparison
to August 2002, with highlight to gross sugar and gross
soy oil. Exports of basic products increased 17.4% in
the same basis of comparison, driven by meat, soybeans
and soy flour. Manufactured items increased 14.7%,
most notably ethylene polymers, fuel oils, transport
vehicles, automobiles, tires, car parts and furniture. As
far as international demand is concerned, exports
expanded to all regions in August, most notably
shipments to China and Argentina, which remained as
the second and third largest buyers of Brazilian products,
with increases of 69.1% and 82.9% in the month, and
of 136.7% and 84.5%, respectively, in January-August
2003, compared to the same period of 2002.
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50. With reference to imports, the 2.9% decline in
the daily average of the first eight months of 2003, in
comparison to the same period of 2002, was mainly
caused by drops of 21% and 10% in imports of capital
goods and consumer goods, respectively. Imports of
fuel and lubricants, due to the increase of prices and
volumes, rose 11.4%, while imports of intermediate
goods increased 5% in the same period.

51. The current account posted a US$1.2 billion surplus
in August, compared to a US$305 million deficit in the
same month of 2002. The deficit in the services and
income accounts reached US$1.7 billion and unilateral
transfers posted a US$236 million surplus. The year-
to-date current account result reached US$2.5 billion.
The financial account registered a net inflow of FDI
of US$980 million, accumulating US$5.7 billion in 2003.
At the end of August, international reserves stood at
US$47.8 billion, while adjusted net reserves stood at
US$15.4 billion.

Money Market and Open Market Operations

52. Since the Copom’s decision in August, the yield
curve dropped significantly at all maturities. In addition
to the larger-than-expected reduction of the Over-
Selic target rate, several factors contributed favorably
to this movement, including the advance of the social
security and tax reforms, the appreciation of the
exchange rate, the fall of country-risk and the release
of indicators showing a low level of economic activity.
Between August 20th and September 16th, 1-month
and 1-year future interest rates fell by 187 b.p. and
183 b.p., respectively.

53. The maturities of FX-linked bonds and FX swaps
in the period were rolled over by means of swap
operations with terms ranging from 4 to 58 months
(21 months on average). The rollover rate reached

50% of the principal. The lower rates offered in these
operations, compared to the previous period, were
due to the downward shifting of the FX coupon curve,
caused by the improvement of the country-risk and
the announcement of new foreign settlements by
Brazilian enterprises.

54. The National Treasury conducted four LTN
auctions, totaling R$10.7 billion. Together with the
movement of the interest rate curve, placement rates
fell significantly. There were also four LFT auctions,
which totaled R$6.9 billion.

55. NTN-Bs (IPCA indexed securities) were also
offered, in the second placement of these securities,
the first having occurred in March of 2002. Both
August 2006 and May 2009 maturities were offered
at 10.79%. The operation totaled R$2.4 billion, R$991
million of which was paid in currency and the rest
with swaps for other securities.

56.  Financial redemptions between August 21st and
September 17th caused a monetary contraction of
R$2.4 billion, explained mainly by the net placements
of R$10.7 billion of LTN and of R$3.2 billion of NTN-
B and NTN-C, partially offset by net redemptions of
R$7.8 billion of LFT and of R$2.9 billion of dollar-
indexed securities.

57. The Central Bank intervened in the open market
on a weekly basis with 2-week repo operations and
conducted daily liquidity management operations.
These operations withdrew from the banking reserves
market excess liquidity of R$55.6 billion on average.

58. In August, the net securitized public debt
increased by 0.9%. The prefixed share increased to
7.4% from 6.3% in July, and the share linked to the
dollar declined to 28.1% from 28.5%.
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Minutes of the 89th Meeting of the Monetary Policy Committee
(Copom)

Date: October 21st, from 3:30PM to 6:40PM, and
October 22nd, from 4:00PM to 7:00PM
Place: BCB’s Headquarters meeting room of the
8th floor (on October 21st) and 20th floor (on
October 22nd) – Brasília – DF

In attendance:
Members of the Committee
Henrique de Campos Meirelles – Governor
Afonso Sant’Anna Bevilaqua
Antonio Gustavo Matos do Vale
Beny Parnes
Eduardo Henrique de Mello Motta Loyo
João Antônio Fleury Teixeira
Luiz Augusto de Oliveira Candiota
Paulo Sérgio Cavalheiro
Sérgio Darcy da Silva Alves

Department Heads (present on October 21st)
Altamir Lopes – Economic Department
José Antonio Marciano – Department of Banking
Operations and Payments System
José Pedro Ramos Fachada Martins da Silva –
Investor Relations Group
Paulo Springer de Freitas – Research Department
(also present on October 22nd)
Renato Jansson Rosek - International Reserves
Operations Department
Sérgio Goldenstein – Open Market Operations
Department

Other participants (present on October 21st)
Alexandre Pundek Rocha – Advisor to the Board
Antônio Carlos Monteiro – Executive Secretary
João Batista do Nascimento Magalhães – Special
Advisor to the Governor
Jocimar Nastari – Press Secretary
Katherine Hennings – Advisor to the Board

The members of the Monetary Policy Committee
analyzed the recent performance of and prospects for
the Brazilian and international economies under the
monetary policy framework, which is designed to comply
with the inflation targets established by the government.

Recent Evolution of Inflation

1. The main price indices showed higher rates of
inflation in September, reflecting pressures on food
prices, mainly caused by the effects of the inter-
harvest period, and readjustments in regulated prices.

2. The IPCA rose by 0.78% in September, after an
increase of 0.34% in the previous month, accumulating
increases of 8.05% and 15.14% in 2003 and in 12
months, respectively. The IGP-DI rose by 1.05% in
September, after an increase of 0.62% in August,
driven by an increase of 1.29% in the IPA-DI and
0.76% in the IPC-Br.

3. Regarding the IPCA, the increase of 1.44% in
regulated prices contributed 0.41 p.p. to the overall
result of the index, while the 0.51% increase in free
prices contributed the remaining 0.37 p.p. Among
regulated prices, notable increases included water and
sewage tariffs, fixed telephone and electricity tariffs,
and the price of auto fuel. With respect to free prices,
the most significant impact came from the reversal
in the behavior of food prices, with a 0.78% increase
in September, after a decline of 0.27% in August.
This reversal was due to the effects of the inter-
harvest period, which caused increases in cattle and
poultry prices. The notable performance of exports
of these products in 2003 has contributed to sustain
price increases. Still considering food products, the
evolution of perishable food prices is also worth
mentioning, as they remained stable in September (-
0.07%), after accumulating a decrease of 16.5% in
the June-August quarter.

4. Both agricultural and industrial wholesale
prices registered higher rates of inflation in
September. The agricultural IPA rose 3.55%,
compared to a 1.77% increase in August, as a result
of the price increases of meat (cattle, pork and
poultry) and corn, due to the inter-harvest period,
and soy, because of the evolution of international
market prices. Industrial prices increased 0.40%,
after a 0.29% increase in August, pressed by food
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products (mainly meat, fish and vegetable oil),
agricultural machines and mining products.

5. Core IPCA inflation calculated by excluding
household food items and regulated prices increased
0.37% in September, repeating the increase registered
in the previous month. The accumulated change in
the last twelve months stood at 10.54%.

6. Core IPCA inflation calculated under the
trimmed-mean method (smoothed) increased 0.86%
in September, compared to 0.58% in August. In the
last twelve months, the accumulated change stood
at 12.68%, still reflecting the effects of price
increases at the end of 2002. Inflation calculated
without the smoothing procedure for pre-selected
items reached 0.60% and 11.51% in the month and
in twelve months, respectively.

7. Core IPC-Br inflation calculated under the
symmetric trimmed-mean method by Fundação
Getúlio Vargas (FGV) rose to 0.67% in September,
accumulating an increase of 12.43% in the twelve
months ending in September.

8. In October, both consumer and wholesale price
indices should register lower increases. In the
wholesale index, a decrease in agricultural prices is
expected, which has already been detected in the
partial IGP-M results released by FGV. In the
consumer index, the price deceleration will result
mainly from lower readjustments of regulated items.
Concerning free prices, pressures on food prices and
clothing prices will likely persist, the former as a
consequence of the inter-harvest period, and the latter
due to seasonal factors.

Assessment of Inflation Trends

9. The identified shocks and their impacts were
reassessed according to newly available information.
The scenario considered in the simulations assumes
the following hypotheses:

a. The projection for the readjustment of gasoline
prices in the remainder of 2003 was revised. The
new projection for this year’s readjustment stands at
1.3%, 0.9 p.p. lower than the projection in the
September Copom meeting. The projections for

bottled cooking gas for the full year decreased to
5.3% from 5.4%;

b. The projection for the readjustment of electricity
tariffs increased slightly to 21.2%, from 20.8% in the
September meeting. On the other hand, the projection
for the readjustment of telephone tariffs in 2003 was
reduced by 0.2 p.p., going back to the 25.5% that
had been projected in the July and August meetings;

c. The projection for regulated price inflation in 2003
(which had a 28.75% weight in the September IPCA),
decreased by 0.1 p.p., to 13.9%, as a consequence
of a fall in the projected readjustment for gasoline
and fuel alcohol;

d. For regulated prices in 2004, the Copom started
to work with specific projections for each item,
substituting for the endogenous determination model
used in the previous meetings. The new procedure is
justified because, as 2004 approaches, it becomes
possible to obtain more precise information about the
readjustment of specific items for next year, notably
for those items whose price readjustments are decided
at the sub-national levels. Under this new methodology,
the projection for regulated price inflation in 2004 rose
by 0.6 p.p., reaching 8.9% in October;

e. The projection for the 6-month spread over the
Selic rate, following the specification of the VAR model
using the Selic and the swap rates on the eve of the
Copom meeting, was -190 b.p. for the fourth quarter
of 2003, gradually rising to 85 b.p. at the end of 2004.

10. Regarding fiscal policy, it is assumed that the
primary surplus target of 4.25% of the GDP for this
year and the following two years will be accomplished.
The other related assumptions established in the
September meeting were maintained.

11. Considering the baseline scenario hypotheses,
including the maintenance of the Selic interest rate at
20.0% p.a. and the exchange rate at the level
prevailing on the eve of the Copom meeting (R$2.85),
inflation is projected above the adjusted target of 8.5%
for 2003 and below the target of 5.5% for 2004.
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Monetary Policy Decision

12. September inflation measured by the IPCA was
0.78%, 0.44 p.p. above August inflation. The higher
inflation in September was observed in all components
of the IPCA: non-tradable goods, tradable goods and
regulated prices, especially in the latter two categories.
Inflation measured by other consumer price indices
like the IPC-Fipe, the IPC-Br and the INPC also
registered increases from August to September, as did
inflation measured by the IGPs and IPAs. Regarding
the IPAs, it is important to highlight the increase in
inflation in the agricultural IPA to 3.6% in September,
from 1.8% in August, mainly due to a stronger impact
of the inter-harvest period and increases in the prices
of some internationally traded commodities.

13. All core inflation measures also increased, except
for the one calculated excluding regulated prices and
household food items, which remained stable at 0.37%
for the third consecutive month. After decreasing for
5 consecutive months, from August to September core
inflation calculated under the trimmed-mean method
with smoothing increased to 0.86%, from 0.58%,
compared to an increase to 0.60% from 0.35% in core
inflation calculated under the method without
smoothing. Combining the smoothed trimmed-mean
core of the IPCA with the corresponding core of the
IPCA-15, a gradual elevation since August is evident
and, with the October change in the IPCA-15, the series
registered the fourth consecutive fortnightly increase.
The performance of core IPC-Br inflation was similar,
increasing in September after four consecutive months
of decline. Finally, the ratio of IPCA items that had
positive changes also rose, to 63.5%% in September
from 56.4% in August, surpassing the proportion
observed in the three previous months.

14. The Copom maintains the diagnosis presented in
previous Minutes that the increase of inflation in
September was temporary, explained by the inter-
harvest period, by the increase of international prices
of some commodities, such as soy, and by the
readjustment of regulated prices. Considering that the
inter-harvest effects have not yet ended, some
pressures on inflation may continue in the short run.
However, the Copom will continue to act in order to
consolidate the current gains against inflation. For that
purpose, in the coming months it will follow the evolution

of inflation and of the different measures of core
inflation, distinguishing between specific readjustments
and persistent or generalized price increases.

15. The economic activity indicators released since
the September meeting confirm the recovery scenario
that the Copom was assuming in recent months.
According to the IBGE, industrial production rose
1.5% between July and August (seasonally adjusted).
This increase was broad-based, with a higher number
of industrial sectors reversing the trend of declining
production, which prevailed in the first half of the
year. Other indicators also point to a recovery of
production, including industrial sales, which according
to the CNI increased 5% between July and August,
and the consumption of energy, which rose 0.8% in
the same period and 1.6% in September. The industrial
business confidence index, released quarterly by the
FGV, also increased in October, compared to July,
and reached a level of 56, above the reference value
of 50, indicating better future prospects.

16. The recovery of industrial production should be
confirmed in the coming months, due to favorable
prospects for real sales in the retail sector. Among
the factors supporting this forecast are low banking
delinquency rates, the increase in real wages and a
likely increase in lending to businesses and consumers
– in the latter case, with an additional impulse from
recently created mechanisms for discounts of loan
repayment installments from payrolls, which should
allow not only an increase in credit, but also a decline
in interest rates. In spite of the fact that real wages
are still below the levels prevailing at the end of 2002,
they have been gradually recovering in recent months.
With the prospect of inflation stabilizing in line with
the trajectory of the inflation targets, real earnings
will tend to increase. Furthermore, despite the fact
that the unemployment rate remains at around 13%,
due to the continuous increase in the economically
active population, total employment has increased in
recent months. The slower recovery of consumption,
in comparison to production, reinforces the perception
that the recovery of economic activity will continue
to be well-balanced, and it is important to note that
installed capacity utilization remains low.

17. The external accounts maintained the positive
performance observed so far this year. In September,
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the trade surplus reached US$ 2.7 billion, very close
to the peak value registered in August. The trade
balance accumulated up to September is US$ 17.8
billion, more than twice the result registered in the
same period of 2002, and is due more to the increase
of exports (21.3% in comparison to the same period
of the previous year), than to the decline of imports
(1.8%). It is important to highlight that the increase
of exports in this period was mainly due to growth of
export volumes, although it was also favored by higher
export prices. Finally, the growth of exports was also
explained by market diversification, including to China,
and the recovery of traditional trade partners, as in
the case of Argentina. As a consequence of the higher
trade surpluses, the current account balance now
shows a surplus in the year.

18. Since the September Copom meeting, there was
a decrease in the volatility of the foreign exchange
rate, which has appreciated moderately against the US
dollar from a plateau of R$2.90 to a level around R$
2.85. In this period country risk measured by the Embi+
fell from 650 b.p. to 607 b.p.. In addition, the Republic
issued US$1.5 billion in bonds at a lower rate than in
previous issues. Considering the current scenario the
Copom believes that the external scenario in the coming
months will remain significantly more favorable for the
Brazilian economy than in recent years. This is true
even if there is a deceleration in the speed of recovery
of the advanced economies or a deterioration in
international liquidity or risk appetite.

19. The reduction of country risk, the stability of the
exchange rate and the good performance of the
external accounts are a result of the consistent
macroeconomic policy and the favorable international
scenario, which is characterized by improved
prospects for growth in the US and Asia and by the
increase of global liquidity. The progress of domestic
structural reforms, which will improve the flexibility
of the economy and the composition of public
expenditure and revenues, will bring medium-term
benefits for monetary policy, help decreasing risk
premiums and strengthen the capacity of the Brazilian
economy to withstand shocks.

20. After the relative stability between August and
September, the median of market inflation
expectations for next year has decreased in October.

For the next 12 months, market expectations
decreased to 6.25% from 6.50%, which is in
accordance with the trajectory of the inflation targets
up to September. For 2004, market expectations
decreased to 6.0% from 6.2%. These results show
that monetary policy has been able to coordinate
market expectations so that they converge to the
trajectory of the inflation targets and suggest that
economic agents consider the increase of inflation in
September as a one-off event. Nonetheless, market
inflation expectations increased for 2003 to 9.8% from
9.6%, which reflects the fact that September inflation
was higher than projected.

21. The BCB´s inflation forecasts, assuming the
maintenance of the Selic rate at 20% p.a. and the
exchange rate at R$ 2.85, still point to inflation above
the adjusted target of 8.5% for 2003. Using the same
assumptions for the exchange and interest rates, the
BCB´s forecasts for the next 12 months and 2004 are
below the targets. The forecasts for 2004 are slightly
higher than the September meeting projections mainly
due to the impact of the higher projections for the
readjustments of regulated prices next year. Even with
the increase of the inflation forecasts, the inflation
trajectory for the coming months remains below the path
presented in the Open Letter sent by the BCB Governor
to the Ministry of Finance on January 21st, 2003.

22. In the Minutes of its September meeting, the
Copom analyzed the risks of wage readjustments under
collective bargaining agreements to the trajectory of
inflation. The readjustments so far have been below
the level of 12-month accumulated inflation but higher
than projected inflation for the next 12 months. As a
consequence, it appears that a moderate increase of
real wages, compatible with the recovery of the
economic activity without a generalized process of re-
indexation, is set to materialize.

23. The Copom forecasts inflation based on models
which, by their nature and limitations, have some
uncertainties about the magnitude and lag of the
monetary policy transmission mechanism. The main
impacts of the reductions in the Selic rate in the third
quarter of this year on economic activity are still
beginning to materialize. The recovery of economic
activity that has been observed since the third quarter
is mainly due to improvements in the risk profile of
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the Brazilian economy and the effects of monetary
policy on the yield curve in previous quarters. For
this reason, the Copom will be carefully following the
recovery of economic activity so as to keep it balanced
and to avoid inflation pressures. This monitoring is
important as a consequence of the changes in the
real interest rate in recent months. However, with
the progressive consolidation of the favorable
prospects recently observed for medium-term
inflation, the Copom considers that there is room for
additional cuts in the Selic rate in the future.

24. Since forecasts for 12 month ahead and 2004
inflation remain below the target, market expectations
continue to converge to the trajectory of the targets,
and the favorable external scenario contributes to
price stability, the Copom decided to fix the Selic rate
target at 19.0% p.a., continuing the process of
monetary policy easing.

25. At the close of the meeting, it was announced
that the Copom would meet again on November 18
for technical presentations, and on the following day
in order to discuss the monetary policy decision.

Summary of Data Analyzed by the Copom

Economic Activity

26. Retail sales have been posting better
performance in recent months, even though they are
still down compared to the previous year.
Fecomercio SP data, s.a., show a 1.3% increase in
sales in July to September, compared to the previous
quarter. In September, considering preliminary data,
real sales were relatively stable, after the sharp 4.8%
increase observed in August.

27. According to the broader IBGE survey,
national retail sales showed a moderate recovery
in the most recent months. Sales increased an
average of 2.2% (s.a.) the 3-month period ended
in August, compared to the previous 3 months. It
is important to highlight this performance in light
of the downward trend in sales that occurred in
the second half of 2002 and beginning of 2003.
The result of this behavior is high negative year-
on-year growth rates (-5.9% in August and –5.5%
in the January-August period).

28. ACSP data also confirm the recovery in the retail
sector in recent months. Consultations to the Credit
Protection System (SPC) and Usecheque show 9.1%
and 1.9% increases, respectively, in the first fortnight
of October, year-on-year.

29. The monthly Fecomercio SP survey on consumer
confidence showed a decrease of 2.6 p.p. in
September, reaching 99.5 out of a 0-200 range. This
result was mainly due to a 3.9 p.p. decrease in future
purchasing intentions, while current intentions
registered a 0.2 p.p. increase.

30. Regarding investment indicators in August, s.a.
output of capital goods increased 1.5%. However, in
the year up to August, capital goods outcome
decreased 2.6%, year-on-year. Output of export-
oriented capital goods increased 5.4% and the volume
of imported capital goods decreased 34.7%. The
domestic absorption of capital goods in 2003 up to
August is estimated to have decreased 15%. The
production of civil construction inputs decreased 1.3%
in August, compared to July, s.a., with an accumulated
decrease of 8% in the year up to August. Another
indicator of the unfavorable scenario for investment
in the period is the 18.9% decrease in the volume of
medium and long term financing for investment by
the BNDES accumulated in the year.

31. The industrial sector shows clear signals of
recovery. According to the IBGE’s Monthly Industrial
Survey, Brazilian industrial output grew 1.5% in
August, following the 0.9% s.a. increase registered
in July. By categories of use, the production of durable
goods, capital goods and intermediate goods, all posted
favorable performance, with increases of 5.2%, 1.5%
and 1.2%, respectively. The production of semi- and
non-durable goods declined by 0.8%. Most of the
industrial sub-sectors show signals of reversing the
downward trend of production in the first half of the
year. Up to August, year-on-year, industrial production
decreased 0.5%, reflecting the performance of the
manufacturing industry (-0.8%), while mineral
extraction grew 2%.

32. Data on manufacturing activity released by the
CNI showed a recovery in August, with real industrial
sales increasing by 5% and hours worked in
production decreasing 0.14% (both s.a.). In the year,
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these indicators registered declines of 0.38% and
0.07%, respectively.

33. The quarterly CNI survey on business
confidence showed an improvement in current
conditions and expectations for the next 6 months.
Business confidence increased to 55.7 in October,
compared to 51.9 in July, out of a 0-100 range.

34. Also according to the CNI, the indicator of final
stocks decreased to 51.4 in the third quarter,
compared to 54.2 in the second quarter. For raw
materials, stocks increased to 48.2 from 47.4
between the second and third quarters. Values above
50 points indicate that stocks are higher than planned.
In the retail sector, the Fecomercio SP survey
carried out at the end of September showed that
only 10% of the surveyed companies had higher than
planned levels of inventory.

35. In September output, domestic and external auto
sales increased 8.9%, 11.3% and 21.1% month-on-
month (s.a.), respectively. In the year up to September,
production increased 2.3%, compared to the same
period of 2002, driven mainly by a 37.2% increase in
external sales, while domestic sales fell 7.3%.

Labor Market

36. The employment index increased 0.5% month-
on-month in September (s.a.), and 3% year-on-year
up to September, compared to the same period of
2002, according to Ministry of Labor and Employment
data. According to the IBGE’s employment survey,
the unemployment rate in the six main metropolitan
areas reached 12.9% in September, compared to 13%
in August, mainly as the result of a 1.2% increase in
the number of employed people. In September, the
economically active population increased 0.5%.
Although the unemployment rate increased compared
to September 2002 when it stood at 11.5%, there has
been an increase of 4.3% in the number of employed
people in the period. Comparisons with periods before
2002 are not possible due to methodological changes.

37. Also according to the IBGE´s survey, average
real wages of employed workers in August 2003 fell
1.6% compared to the previous month and fell 14.2%
compared to the same month in 2002. In the industrial

sector, according to the CNI, real wages increased
for the fourth consecutively month in August, but were
still 3.9% lower than the same month in 2002. In 2003
up to August, real wages in manufacturing declined
6.1% in comparison to the same period of 2002.

Credit and Delinquency Rates

38. Total credit increased 1.2% in September,
reflecting a 1% increase in freely allocated credit,
and 1.9% in earmarked credit. In the total freely
allocated credit, there was a 1.7% increase in the
total amount of credit to individuals, driven mainly by
increases in auto financing credit, which resulted from
the decline in interest rates. Lending to companies
increased 0.6%, with an increase of 2.2% in local
currency loans and a decrease of 2.1% in the amount
of FX denominated loans. With respect to earmarked
credits, there was in increase of 4.8% in rural lending.

39. The average interest rate on non-earmarked credit
fell again in September (2.92 p.p.), to 49.8% p.a., as a
result of the reduction of the Selic target rate and of
reserve requirements. The decline was more significant
on lending to individuals, which fell by 3.8 p.p. to 70.7%,
especially for overdraft accounts and personal credit.
For corporate loans, the average rate was 34% p.a.,
falling 2.3 p.p. compared to the previous month. The
delinquency rate on non-earmarked bank credit
remained at 8.5%, with a decrease of 0.4 p.p. in the
delinquency rate for individuals.

40. Regarding default rates on retail credit, there was
a new improvement in September, driven by a 0.7%
decrease in new default registrations. The number
of cancelled default registrations increased 0.1% in
the month accumulating a rise of 8.1% in the year up
to September, signaling debtors’ and creditors’
intentions to renegotiate. ACSP data showed that the
delinquency rate remained at 4% in September and
registered an average rate of 5.6% in the year to
September, compared to the 6.4% average rate
registered last year.

Foreign Sector

41. The trade balance showed a surplus of US$2.7
billion in September, totaling US$17.8 billion in 2003 up
to September and US$23.1 billion in twelve months,
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establishing new records. Considering the daily
average figures, exports increased 7% in September
and 22% in the year to September, compared to the
same period of 2002. Imports increased 10% in
September, and posted a decrease of 1.4% in year to
September, also in the comparison to the daily averages
registered in the same periods of last year. In the first
three weeks of October (13 working days), the trade
surplus totaled US$ 1.6 billion, with a 20.9% increase
in exports and a 15.9% increase in imports, compared
to the daily averages registered in October of 2002.

42. Exports totaled US$7.3 billion in September,
setting a historical record, driven by an expansion of
manufactured exports, which at US$ 3.8 billion also
constituted a monthly record.  Exports of basic goods
and semi-manufactured goods both recorded their
second highest historical monthly values. In addition to
the strong performance of these three categories, goods
with a small share in total exports also performed
strongly, signaling the continuing diversification process
of Brazilian exports. Exports broadened for all regions,
except for Asia. Exports to Mercosur continued to
increase in September, particularly the recovery of sales
to Argentina, which increased by 112.7% to hit US$479
billion. The United States remained a major buyer of
Brazilian goods in 2003, representing 24% of Brazil’s
total exported in the year up to September.

43. With respect to imports, the 10% increase in the
daily average registered in September in comparison
to the same month of 2002 resulted from increases in
imports in all categories, highlighting the increase of
16.8% of raw materials and intermediary goods. Up
to September, daily average imports declined by 1.4%,
driven mainly by an 18.9% decline in the average
imports of capital goods.

44. The current account posted a US$1.3 billion
surplus in September, compared to US$1.2 billion in
September 2002. The deficit in the services and
income accounts reached US$1.6 billion and unilateral
transfers presented a US$225 million surplus. The
year-to-date current account result reached US$3.9
billion. The financial account registered a net inflow
of FDI of US$739 million in September, accumulating
US$6.5 billion in 2003. At the end of September,
international reserves stood at US$ 52.7 billion and
adjusted net reserves stood at US$16.2 billion.

Money Market and Open Market Operations

45. In the period between the September and
October Copom meetings, the yield curve continued
to shift downward. The main factors underlying this
behavior were the release of some lower-than-
expected inflation indices, the forecasts presented in
the September Inflation Report, and the decrease of
country-risk. Between September 17 and October
21, the one month and one year interest rates
decreased 0.98 p.p. and 0.92 p.p., respectively.

46. Due to the significant decrease in the demand
for FX instruments, the average rollover rate on FX-
linked securities and FX swaps was 13% of the
maturity on October 1st; none of the maturity on
October 15 and 3.2% of the maturity on November
3. Thus, the net redemption of FX instruments
accumulated in the year reached US$14.8 billion.

47. The National Treasury carried out five LTN
auctions, totaling R$13.5 billion. Together with the
higher demand for these securities and the downward
shift of the yield curve, interest rates on these
instruments fell again. There were also five auctions
of LFT maturing in 2007, totaling R$3.6 billion, which
had the lowest discount of the year. Continuing the
placement of NTN-Bs (IPCA indexed securities), the
National Treasury carried out in October two auctions,
offering securities maturing on 2006, 2009, 2015 and
2024. The interest rates on the two first maturities
decreased to 9.98% in October from 10.79% in
September. Total issue reached R$1.8 billion, R$946
million of which was paid in currency and the rest
exchanged for other securities.

48. Financial redemptions between September 18
and October 22 caused a monetary contraction of
R$2.9 billion, explained mainly by the net placements
of R$7.5 billion of LTN and of R$2.1 billion of NTN-
B and NTN-C, partially offset by net redemptions of
R$3.3 billion of LFT and of R$2.2 billion of dollar-
indexed securities.

49. The BCB intervened in the open market on a
weekly basis with 2-week repo operations and
conducted daily liquidity management operations.
These operations drained from the banking reserves
market excess liquidity of R$56.7 billion on average.
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Minutes of the 90th Meeting of the Monetary Policy Committee
(Copom)

Date: November 18th, from 3:30PM to 6:00pm, and
November 19th, from 3:30pm to 7:00pm

Place: BCB’s Headquarters meeting room of the
8th floor (on November 18th) and 20th floor (on
November 19th) – Brasília – DF

In attendance:
Members of the Committee
Henrique de Campos Meirelles – Governor
Afonso Sant’Anna Bevilaqua
Alexandre Schwartsman
Antônio Gustavo Matos do Vale
Eduardo Henrique de Mello Motta Loyo
João Antônio Fleury Teixeira
Luiz Augusto de Oliveira Candiota
Paulo Sérgio Cavalheiro
Sérgio Darcy da Silva Alves

Department Heads
(present on November 18th)
Altamir Lopes – Economic Department
Daso Maranhão Coimbra – International Reserves
Operations Department
José Antonio Marciano – Department of Banking
Operations and Payments System
José Pedro Ramos Fachada Martins da Silva –
Investor Relations Group
Marcelo Kfoury Muinhos – Research Department
(also present on November 19th)
Sérgio Goldenstein – Open Market Operations
Department

Other participants
(present on November 18th)
Antônio Carlos Monteiro – Executive Secretary
Alexandre Pundek Rocha – Advisor to the Board
Flávio Pinheiro de Melo – Advisor to the Board

João Batista do Nascimento Magalhães – Special
Advisor to the Governor
Jocimar Nastari – Press Secretary
Katherine Hennings – Advisor to the Board

The members of the Monetary Policy Committee
analyzed the recent performance of and prospects
for the Brazilian and international economies under
the monetary policy framework, which is designed to
comply with the inflation targets established by the
government.

Recent Evolution of Inflation

1. The main price indices showed lower changes
in October, confirming the evaluation that the increase
registered in September was temporary. Besides, the
results for October revealed that the main
contributions to the monthly inflation were localized,
ratifying the downward trend for various core
measures of consumer price inflation.

2. The IPCA rose 0.29% in October, compared to
0.78% in the previous month, accumulating an
increase of 8.37% in the year, and of 13.98% in
twelve months. The IGP-DI rose 0.44%, after an
increase of 1.05% in September, influenced by a
0.50% increase in the IPA-DI, and a 0.21% increase
in the IPC-Br. The IGP-DI and the IPA-DI indices
accumulated in twelve months were reduced for the
7th consecutive month in October, reaching 15.78%
and 16.36%, respectively.

3. Regarding the IPCA, the 0.38% increase in free
prices contributed with 0.27 p.p. to the overall result
of the index, while the 0.07% increase in regulated
prices contributed with the remaining 0.02 p.p.. In
the first group, the increases were concentrated in
specific items, of which chicken price alone, with a

50. In September, the net securitized public debt
increased 1.7%. The fixed rate share increased to
9.0% from 7.4% in August, maintaining the upward

trend that has occurred in 2003. The share linked to
the dollar decreased from 28.1% to 26.5%, the lowest
of the year.
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11.4% increase in the month, contributed with 0.1
p.p. in the overall result for October. Most part of the
food prices, however, showed deceleration in October,
jointly registering a 0.45% variation, compared to
0.78% in September.

4. Concerning regulated prices, a 1% increase in
electricity tariffs was observed, due to the increase
of the so-called “emergency capacity fee” and the
tariffs readjustment in the city of Goiânia. On the
other hand, the fall in fuel prices, as well as in airplane
ticket prices, explain the stability of overall regulated
prices in the month, after expressive increases
observed from July to September.

5. In the wholesale sector, both agricultural and
industrial prices registered smaller variations in October,
compared to the previous month. The Agricultural-IPA
rose 1.30%, after an increase of 3.55% in September,
still reflecting the increase of soy prices in the
international market, and pressures in meat prices, albeit
in lower magnitude than in the previous month. Industrial
prices increased 0.18% in the month, after a 0.40%
increase in September. The deceleration of industrial
prices was determined mainly by the decrease in prices
of motor fuel, fertilizers, pharmaceutical products, iron,
steel and by-products.

6. Core IPCA inflation calculated excluding
household food items and regulated prices increased
0.37% for the fourth consecutive month, accumulating
a 10.14% increase in the last twelve months.

7. Core IPCA inflation calculated under the smoothed
trimmed-mean method increased 0.77% in October,
compared to 0.86% in September. In the last twelve
months, the accumulated change stood at 12.67%, still
reflecting the effects of price increases in the end of
2002. Inflation calculated without the smoothing
procedure for pre-selected items reached 0.29% and
10.87% in the month and in twelve months, respectively.

8. Core IPC-Br inflation calculated under the
symmetric trimmed-mean method by FGV rose 0.5%
in October, accumulating an increase of 11.91% in
the twelve months ending in October.

9. In November, both consumer and wholesale price
indices should register variations close to those observed

in October. In the wholesale index, increases in the
prices of vegetables, fruit, fertilizers and mechanic
industry goods are expected, whereas decreases are
expected in the prices of eggs, beans, corn and sugar.
The relative stability expected for the IPCA variation
will result from the continuity of deceleration of free
prices, particularly food prices, and increases in
regulated prices. The price increase expected for this
group comes from the price readjustments for lotteries,
urban bus services in Rio de Janeiro, and electricity
tariffs in the concession areas of Light and Companhia
Estadual de Energia Elétrica (CEEE), whose impacts
should more than compensate price decreases that have
been observed in motor fuel.

Assessment of Inflation Trends

10. The identified shocks and their impacts were
reassessed according to newly available information.
The scenario considered in the simulations assumes
the following hypotheses:

a. There has been a 0.5% reduction in the
projections for the readjustment of gasoline in 2003.
The new projection for this year’s readjustment
stands at 0.8% for the whole year. Regarding bottled
gas, projections have also been reduced, and, for 2003,
a 4.6% readjustment is expected;

b. In relation to household electricity tariffs, the
readjustment projection slightly increased from the
last Copom meeting, to 21.7% in November, from
21.2% in October. Projections for fixed telephone fees
readjustments in 2003 were reduced significantly in
November, falling from 25% to 19.1%, value that has
already been accumulated in the year up to October.
Therefore, projections for 2003 assume that no new
judicial decision will be made until the end of the year
allowing fixed telephone companies to readjust tariffs;

c. For all regulated prices, with a total weight of
28.9% in the IPCA of October, inflation projected
for 2003 fell 0.6% p.p., posting 13.3%, mainly due to
the fall in the projections for price readjustments of
gasoline and bottled gas, despite the slight exchange
rate depreciation that took place in the last month;

d. The regulated prices projections in 2004, based
on specific projections for each item, decreased 0.4
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p.p., to 8.5% in November, mainly as a consequence
of a fall in the projected readjustment for public
transportation for 2004;

e. The projection for the 6-month spread over the
Selic rate, following the specification of the VAR model
using the Selic and the swap rates on the eve of the
Copom meeting, was –130 b.p. for the fourth quarter
of 2003, gradually rising to 70 b.p. at the end of 2004.

11. Regarding fiscal policy, it is assumed that the
primary surplus target of 4.25% of the GDP for this
year and the following two years will be
accomplished. The other related assumptions
established in the October meeting were maintained.

12. Considering the baseline scenario hypotheses,
including the maintenance of the Selic interest rate at
19.0% p.a. and the exchange rate at the level
prevailing on the eve of the Copom meeting (R$2.95),
inflation is projected above the adjusted target of 8.5%
for 2003 and below the target of 5.5% for 2004.

Monetary Policy Decision

13. The inflation decrease in October confirms the
Copom’s evaluation expressed in the minutes of the
previous month’s meeting that the acceleration of
inflation in September was temporary. Regarding the
IPCA, the 0.29% inflation in October was almost 0.5
p.p. lower than the result of September. This reduction
was generalized, having been verified in regulated
prices and in both components of free prices: tradable
and non-tradable items. Other consumer price indices,
as the IPC-Fipe and the IPC-Br, also showed lower
inflation in October. Preliminary data for November,
as the IPCA-15, IPC-Fipe and the weekly IPC of
FGV, suggest that inflation for November tends to
fall or stabilize at levels around the one observed in
October. The behavior of the general and wholesale
price indices was similar. It is worth mentioning that
the agricultural IPA, with a variation of 1.30%, a 2.3
p.p. decrease in comparison to September, shows the
reduction of the “inter-harvest” effects over inflation.
It is increasingly likely that a one-digit inflation for
the IPCA will be accomplished in 2003, which has
already been anticipated by market participants since
August according to the surveys carried weekly by
the Investor Relations Group (Gerin).

14. All core inflation measures had the same behavior
of the inflation indices. Core inflation measures
calculated under the trimmed-mean method, either
smoothed or not, fell. Core IPCA inflation calculated
by excluding household food items and regulated prices
remained stable at 0.37% for the fourth consecutive
month. The ratio of IPCA items that had positive
variations fell to 61.1% in October from 63.4% in
September, below the 63.5% mean observed since the
beginning of the floating exchange rate regime.

15. Economic activity indicators released since the
October meeting confirm the recovery scenario that
the Copom was outlining in recent months. According
to IBGE, industrial production rose 7.0% since June
(s.a.). In September industrial production rose 4.3%,
reaching a level higher than in the same month in 2002,
what had not occurred since May 2003. Following the
trend outlined since August, industrial production growth
was more spread, with expansion reaching 17 of 20
sectors and all the category of uses. The recovery of
industrial activity evidenced in the IBGE indicators is
confirmed by the CNI seasonally adjusted data, which
shows an increase in working hours and in the installed
capacity between August and September. The Copom
evaluates that the recovery in the economy should
strengthen in the next months, even though a decrease
in the growth rates occur compared to the high rates
observed in September

16. The scenario of recovery in consumption is now
more clearly outlined, although at a slower pace than
output. According to IBGE, the volume of retail sales
in 2003 is lower than the level for the same months
of 2002. However, the decreases are gradually falling,
reaching 2.7% in September from 5.9% in August.
Compared to June, seasonally adjusted data show an
accumulated growth of 0.9% that should be interpreted
with caution due to the reduced size of the series.
Preliminary sales figures in the greater São Paulo,
according to Fecomércio, show a 0.5% s.a. increase
in October, compared to September. Another
evidence of the recovery in consumption is the
increase of consultations to the Credit Protection
System (SPC) and Usecheque in October.

17. The Copom foresees a consolidation of the
consumption upward trend over the next months due
to better credit conditions and progressive recovery
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in real income due to wage agreements and other
developments in the labor market. The new scheme
of repaying loans directly from payrolls should
continue to allow the expansion of credit concessions
at significantly lower costs. Besides, according to CNI
and Fiesp, real wages in the manufacturing sector
are expanding since the beginning of the year.
According to the CNI, wage payroll in September is
very close to the observed at the end of the third
quarter of 2002. In September there was an increase
of both total number of employed workers (1.2%,
according to the IBGE) and formally employed
workers (0.5%, according to the Ministry of Labor).
However, the unemployment rate calculated by IBGE
in September is practically unaltered at 12.9% due to
continued increase in the labor force. The lag between
improvement in activity and fall in jobless rate is usual
in cyclical recoveries, as the number of workers
entering the labor force increases more than job
positions. In the short run, consumption shall be
supported by the end-of-year bonus (13th wage) in
an environment of more favorable expectations
regarding the economy.

18. Another important result for the consolidation of
a improving economic activity scenario is the evidence
that investment also begins to recover. In September
there was an increase of 11.4% in absorption of
capital goods compared to August (s.a.), which
corresponds to the sum of production and net exports
of capital goods, a good indicator of the investment in
the economy. So, the increase in investment reinforces
the Copom evaluation presented in previous minutes
in the sense that economic growth will be balanced
without inflationary pressure, using excess of idle
capacity in the beginning followed by an increase in
installed capacity.

19. External accounts sustained the positive
performance observed so far this year. The excellent
results from October and the first weeks of November
rose the Central Bank’s trade balance forecast to
US$23.5 billion from US$20.5 billion. The current
account projection to 2003 increased in this period to
US$3 billion surplus from a US$1.2 billion deficit. The
country risk measured by the Embi+ fell 25 b.p. since
last Copom meeting reaching 583 b.p. The foreign
exchange rate has depreciated against the US dollar
from R$2.85 to R$2.95.

20. In the last months the probability of a scenario
of jointly growth of the world economy has increased,
with good perspectives in the US, Europe and Japan.
The perspectives of growth in the developing
economies are the most favorable in recent years.
The growth of world economy will boost international
liquidity and increase demand for Brazilian exports.
As a consequence, Brazilian economy may recover
without more significant pressures over the Balance
of Payments financing or the exchange rate.

21. The medians of the market inflation expectations
sustained the downward trend. For 2003, probably
as a result of the lower-than-expected October
inflation, expectations decreased to 9.4% from 9.8%.
For the next 12 months, market expectations
decreased to 5.9% from 6.25%, which is lower than
the 6.0% stipulated by the trajectory of the inflation
targets for October 2004. For 2004, expectations
remained at 6.0%. This evolution in inflation
expectations occurred together with an increase in
GDP expectations to 3.4% from 3.2%. Economic
agents seem to anticipate a balanced recovery,
without threatening the inflation target set up for 2004.

22. The Central Bank’s inflation forecasts, assuming
the maintenance of the Selic rate at 19% p.a. and the
exchange rate at R$2.95, still point to an inflation
above the adjusted target of 8.5% for 2003. Under
the same assumptions for the exchange and interest
rate, the Central Bank’s forecasts for the next 12
months and 2004 are below the targets. The forecasts
have not changed significantly since October because
the inflationary impact of the exchange rate
depreciation was compensated by the lower-than-
projected inflation in October and the decrease to
8.5% from 8.9% of expected regulated prices growth
for 2004. Thus, inflation trajectory for the coming
months remains below the path presented in the Open
Letter sent by the Central Bank’s Governor to the
Ministry of Finance on January 21st, 2003.

23. The Copom understood consensually that it was
necessary to carry on with monetary easing, considering
that the inflation projections associated to the baseline
scenario for the next twelve months and for 2004
remained below the inflation target; that inflation
expectations were compatible with the path of the
target and with the balanced recovery of the economy;
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and that the external scenario is favorable to price
stability. It was also consensual in the Copom that the
direct and indirect effects of successive reductions of
the Over-Selic rate target since June did not yet
materialize totally in the behavior of activity and
inflation. These reductions, which accumulated 750 b.p.
between June and October, were accompanied by the
sustained reduction of market real interest rates for
different maturities. As highlighted in previous meetings,
there are important uncertainties regarding the
magnitude and the lag of monetary transmission.

24. Two members of the Copom considered more
adequate, at this moment, to reduce the Over-Selic rate
target by 100 b.p., continuing the monetary easing at a
slower pace, and adjourning more expansionist moves
when economic growth consolidates whilst inflation is
consistent with the targets. However, most of the Copom
members understood that the risk balance for activity
level and inflation already justified a complementary
expansionist impulse, through the reduction of 150 b.p.
in the Over-Selic rate target, not ignoring the
uncertainties regarding the monetary transmission.

25. Thus, for seven votes to two, the Copom decided
to reduce the target for the Over-Selic rate to 17.5%
p.a., without bias.

26. At the end of the meeting, it was announced that
the Copom would meet again on December 16th, 2003,
for technical presentations, and on the following day
in order to discuss the monetary policy decision, as
set by the Communiqué 10,187, of October 2nd, 2002.

Summary of Data Analyzed by the Copom

Economic Activity

27. Retail sales fell 2.7% in September and 5.2% in
the period between January and September 2003,
compared to the same periods of the last year, according
to the IBGE. Although still negative, the September
result reflected the marginal improvement in
comparison to the previous months. Four out of five
activities remained registering decreases in sales
volume compared to the same month of 2002, however
with lower growth rates than those observed in August,
while the furniture and appliances sector expanded 7%.
Considering seasonally adjusted data, monthly

increases were observed in four of the five activities,
also highlighting the furniture and appliances sectors.

28. According to preliminary data from the
Fecomercio SP, retail sales in the greater São Paulo
increased 0.5% in October, compared to September,
considering seasonally adjusted series. This result was
due to the increase of 0.7% in consumer goods sales,
mainly durable goods, proving the recovery of domestic
consumption triggered by better credit conditions.

29. Consultations to the ACSP regarding credit and
checks purchases increased 8.5% and 4.8%,
respectively, in the first half of November, compared
to those observed in the same period of 2002.

30. The monthly Fecomercio SP survey on consumer
confidence showed a decrease of 0.9% in November,
reaching 98.6 in a scale from 0 to 200. This result
was mainly due to the new decrease of the future
consume intentions (-5.2%), while current intentions
sustained the upward trend, increasing 7.8%.

31. Investment indicators recovered in September,
compared to the previous months. Machines and
equipments output increased 8%. Capital goods
imports and exports increased 19.3% and 15%,
respectively. Capital goods domestic absorption grew
11.4% in September. Construction activity, the
component with the highest share in investment, also
showed significant recovery.

32. Brazilian industrial output grew 4.3% in
September, s.a., according to the IBGE. The result
was due to the increase of 5.5% in manufacturing
industry and the decrease of 1% in mineral extraction
production. Although there is no doubt regarding the
improvement of industrial activity – it is the third
consecutive month with positive performance, it
should be highlighted that this expressive result was
partially influenced by the higher number of working
days in September, compared to the previous years,
since the Independence holiday was on a Sunday.

33. The production expansion reached 17 of the 20
surveyed sectors and all categories of use, highlighting
the increase of 8% in capital goods, 5.1% in durable
consumer goods and 4.6% in semi-durable and non-
durable consumer goods output. Intermediate goods
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production, although growing in a rhythm slower than
the industry average, maintained the dynamism that
has been presented during the year, with a monthly
s.a. increase of 3.1%.

34. Data on manufacturing activity released by the
CNI confirmed the cyclical recovery. Hours worked
in production increased 1.9% (s.a.) and the level of
industrial capacity reached 80% in September,
compared to the peak of 81.6% registered in October
2002. However, real industrial sales decreased by
0.4%, after an increase of 3.8% registered in the last
month. Real industrial sales published by Fiesp showed
a 0.65% increase in September (s.a.), following the
same trend observed in August (rise of 3.5%). These
opposite trends can be suggesting a larger dynamism
of the São Paulo industry since the deceleration of
industrial activity in the first half-year was more
intense in São Paulo.

35. In the automotive sector, in October, auto output
and domestic sales increased 3.5% and 12.4%,
respectively, according to the s.a. series. These figures
reflected the incentive to the sector as a result of the
temporary reduction of the tax charged over vehicles,
as well as the improvement of credit conditions and
expectations. Vehicles external sales decreased 1.3%
(s.a.) in October. However, in the year to October,
the increase of 35.7% in vehicles exports confirm
the key contribution of the external sector for the
expansion of 1.6% in automotive output, since
domestic sales declined 7.4%.

Labor Market

36. The index of employment increased 0.5% month-
on-month in September (s.a.), and 3.8% year-on-year
up to September, according to the Ministry of Labor.
Regarding the expansion of employment in 2003,
manufacturing presented the largest growth (4%),
followed by commerce (2.7%) and services (2%),
while civil construction fell 3.7% in the same period.

37. The unemployment rate in the six main
metropolitan areas reached 12.9% in September,
compared to 13% in August, mainly as the result of a
1.2% expansion in the number of employed workers
in September and despite the 1.1% expansion in the
labor force. According to the IBGE’s survey, average

real wages fell by 14.2% compared to the same month
of 2002, showing a slight improvement compared to
the 17.3% fall registered in June.

38. In the industrial sector, according to the CNI,
there was an increase of 0.1% (s.a.) in employment
in September, compared to the previous month. The
real wages increased (s.a.) for the fourth consecutive
month in September, but still 4.1% lower than in the
same month of 2002. In the year to September, real
wages in manufacturing declined 5.9% in comparison
to the same period of 2002.

Credit and Delinquency Rates

39. Total credit increased 1% in October, reflecting
a 1.1% increase in non-earmarked credit, and 0.8%
in earmarked credit. In the total non-earmarked credit,
there was a 1.9% increase in credit to households,
driven mainly by increases in auto financing and
personnel credit, responding to declining interest rates.
Lending to companies increased 0.6%, in spite of the
decline of 2.1% in external funded credit. With
respect to earmarked credits, there was in increase
of 4.8% in rural lending.

40. The average interest rate on non-earmarked
credit fell again in October (1.2 p.p.), to 48.6% p.a.,
as a result of the reduction of the Selic target rate.
The decline was more significant on lending to
companies, which fell 1.5 p.p. to 32.5%, mainly due
to the fall of the expected cost for FX-linked loans.
For household loans, the average rate was 69.4%
p.a., falling 1.3 p.p. compared to the previous month.
The delinquency rate on non-earmarked bank credit
fell 0.3 p.p. in October, reaching 8.5%.

41. Regarding retail trade default rates, there was a
fall of 12.8% in the number of cancelled default
registrations, whilst the number of new default
registrations declined 1.7%. However, one should
consider that in the last months the renegotiations of
debts were intense, reducing the average default rate
to 5.6% in October of 2003 as against 6.9% in the
same period of last year.
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External Environment

42. Worldwide economy continued posting positive
figures. In the US, recently released data confirmed
that recovery is in course, although uncertainties
prevail regarding its speed and the Fed future
monetary stance. In Asia, there is a favorable
environment to growth, mainly driven by China and
Japan. Even in Europe, there are signals of economic
activity recovery, highlighting the 1.6% GDP growth
expansion (annual, s.a.) in the third quarter.

43. The US GDP increased 7.2% in the 3rd quarter
of 2003, boosted by an increase of 9.3% in gross
private investment and an increase of 6.6% in
consumption. Retail sales registered a decline of 0.3%
in October, after a fall of 0.4% in September.
Industrial production increased 0.2% in October and
installed capacity was 75%, registering a slight
increase compared to the previous month. The
unemployment rate declined to 6% in October.

44. Japan GDP increased 2.2% in the 3rd quarter of
2003, the seventh consecutive quarter with a GDP
increase. Growth was due to residential and non-
residential private investment, which increased 11.4%
and 11.7%, respectively, and exports, which increased
11.5% in the period.

45. Business expectations in the US, Japan and
Europe point to favorable economic environment.
Regarding consumers, an optimistic outlook prevails,
although less intense than entrepreneurs’.

46. Interest rates remained stable in the US, Japan
and Euro Area, but they increased in the UK and in
Australia, signaling a possible global trend due to
recovery of economic activity. Virtually all stock
markets remain in an upward trajectory since the end
of the Iraq war. At the same time, there has been a
slight decline of risk aversion towards emerging
markets in October. Expectations of economic and
world trade growth have increased agricultural
commodities prices, favoring emerging market
economies. Oil prices oscillated above OPEC band,
reflecting market disturbances in relation to inventory
levels in the North Hemisphere and uncertainty about
the recovery of Iraq’s production.

Foreign Trade and Balance of Payments

47. Following the favorable behavior in the year, trade
balance showed a surplus of US$2.5 billion in
October, totaling US$20.3 billion in 2003 up to
October. The trade balance and the total exports for
October were US$23.4 billion and US$70 billion,
establishing new records for twelve-month periods.
Considering the daily average figures, exports
increased 16.9% in October and 22.3% in the year
to October, compared to the same period of 2002.
Imports increased 17.3% in October, and posted an
increase of 0.6% in year to October, also in the
comparison to the daily averages registered in the
same periods of last year. In the first two weeks of
November (10 working days), the trade surplus
totaled US$986 million, with a 20.5% increase in
exports and a 9.4% increase in imports, compared to
the daily averages registered in November 2002.

48. Exports totaled US$7.6 billion in October, setting
a new historical record, driven by an expansion of
exports of manufactured goods, which increased 19%,
accounting for more than 53% of the total exports
and whose total amount - US$4 billion – was also a
monthly record. Exports of basic goods reached
US$2.4 billion, a new monthly record, increasing
24.8% compared to October 2002. Exports of semi-
manufactured goods declined 1.8% in the annual
comparison, mainly due to the high comparison basis
in October 2002.

49. There was a significant increase in all categories
both in the sales of traditional goods and in less
significant items due to the diversification in the
exports basket in some categories. It is possible to
observe similar diversification regarding destination
markets. In October, the main markets to Brazilian
products were US, China and Argentina.

50. Imports totaled US$5 billion. The 17.3% increase
in the daily average registered in October in
comparison to the same month of 2002 resulted from
increases in imports in all categories, with highlights
for the 30.9% increase for capital goods and 18.1%
for raw materials and intermediate goods.

51. The current account posted a US$3.9 billion surplus
in the year up to October, reverting the US$7.5 billion
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in the period January-October 2002. The deficit in the
services and income accounts reached US$18.7 billion
compared to US$19.5 billion in the same period of 2002.
The financial account registered a net FDI inflow of
US$314 million in October, accumulating US$6.8 billion
in 2003. At the end of September, international reserves
stood at US$54.1 billion and adjusted net reserves stood
(IMF Agreement) at US$17.5 billion.

Money Market and Open Market Operations

52. In the period between the October and the
November Copom meetings, the yield curve shifted
due to a decrease in short-term interest rates and an
increase in longer-term interest rates. This movement
was basically a consequence of price indices
slowdown, especially the October IPCA, the new
agreement with the IMF, the improvement in the
country risk and the higher-than-expected activity
level. Between October 22 and November 18, the
six-month and one-year interest rates decreased 0.40
p.p. and 0.13 p.p., respectively, whilst the two-year
interest rate increased 0.10 p.p.

53. The average rollover rate on FX-linked securities
and FX swaps was 12.8% of the total maturity, as a
result of rollovers of none of the maturity on November
13 and 15.1% of the maturity on December 1st. Thus,
the net redemption of FX instruments accumulated in
the year will reach US$17.6 billion on December 1st.

54. The National Treasury carried out five LTN
auctions, totaling R$8.9 billion. Interest rates on these

instruments fell again, as well as the premium on future
interest rate yields. There were also three auctions of
LFTs maturing in 2007 and 2008, totaling R$1.7 billion.
The reduction in the amount of offered LFTs was due
to the strategy of the National Treasury aiming at
improving the profile of the securitized debt, increasing
its fixed rate share and decreasing its post-set share.

55. Financial settlements between October 23 and
November 19 caused a monetary expansion of R$3.0
billion, mainly explained by the net redemptions of
R$8.8 billion of LFTs and R$1.3 billion of dollar-
indexed securities, partially offset by net placements
of R$8.0 billion of LTNs.

56. The BCB intervened in the open market
conducting daily liquidity management operations.
The BCB also intervened on a weekly basis with
2-week repo operations and started 3-month
prefixed repo operations on November 12. This
new strategy is consistent with the gradual return
to the use of traditional instruments to sterilize
banking liquidity, and reflects the aims of
lengthening tenures and boosting the efficiency of
the market of banking reserves. These operations,
jointly, drained from the banking reserves excess
liquidity of R$51.0 billion on average.

57. In October, the net securitized public debt
increased 1.4%. The fixed rate share increased to
9.9% from 9.0% in September, while the share linked
to the dollar decreased to 24.4% from 26.5%,
reaching the lowest participation since March 2001.
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