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Foreword

Inflation Report is a quarterly publication of the Banco
Central do Brasil  with the objective of  evaluating the
performance of the inflation targeting system and providing
a prospective scenario for inflation. The national and
international economic conditions underlying decisions taken
by the Monetary Policy Committee (Copom) concerning the
monetary policy management are presented.

The Report is divided into six chapters: Activity level; Prices;
Credit, monetary and fiscal policies; International economy;
Foreign sector and Prospects for inflation. With regard to
the activity level, growth in retail sales, inventories, output,
labor market and investments are investigated. In the
following chapter, price analysis focuses on the results
obtained in the quarter as a consequence of monetary policy
decisions and the real conditions of the economy outside
the realm of government action. The chapter referring to
the credit, monetary and fiscal policies, the analysis is
centered on the behavior of credit, financial and budget
operations. In the chapter dealing with the international
economy, the Report presents an analysis of the world’s
major economies and seeks to identify those conditions
capable of impacting the Brazilian balance of payments.
Insofar as the foreign sector chapter is concerned, analysis
is targeted at economic-financial relations with the
international community, with emphasis on  trade results and
foreign financing conditions. Finally, prospects on inflation
growth are analyzed.
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Executive summary

Macroeconomic indicators continue to demonstrate the
growth of the Brazilian economy, which, according to national
accounts data, has been maintained for six consecutive
quarters. The continuity and strength of the current
expansion has been evidenced not only in the annual GDP
growth achieved in 2004, but also in the ongoing favorable
performance of the external trade accounts, the positive
results across a range of industrial sectors, and the strong
recovery of fixed capital investment, after several years of
modest performance. On the other hand, the economic
expansion is now proceeding at a more moderate pace, and
more consistent with supply conditions, such that it will not
result in significant inflationary pressures. Despite the rise
in the 2005 inflation forecast, expectations are for the
convergence of inflation to the target path beginning in the
second quarter of 2006.

The social impacts of the expansion in economic activity
can be observed, mainly, in labor market developments.
Employment levels have increased at a fast pace – reaching
a record level, in terms of formal employment. In addition,
the growth of personal consumption expenditures in 2004,
the highest in the last ten years, is evidence of the
improvement in the economic well being of the population.

Activity indicators suggest that the deceleration of the economic
expansion since the second half of 2004, has continued through
the beginning of this year. This is typical in recovery cycles,
and should prove supportive of the sustainability of the current
economic growth process. The recent evolution of consumer
and business expectations, as well as the outlook for exports,
fixed capital investment, and consumer spending confirm the
prospects for continued growth.

The more moderate performance of bank credit in the three
months ending in February was due to seasonal factors.
While corporate credit demand was lower, due to reduced
business activity, consumer credit demand remained robust,
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as households took loans to cover expenses that are typically
concentrated in the beginning of the year.

The growing share of payroll-deducted loans in consumer
credit is noteworthy, as this instrument has been consolidating
a role as a less onerous credit alternative (particularly relative
to revolving loans) to complement personal income in the
first quarter of the year. The shift toward payroll-deducted
loans contributed to lower delinquency rates and interest
rates, despite the fact that, at the same time, the monetary
policy tightening was pressing lending interest rates up.

In 2004, the sharp decline in the net public sector debt to
GDP ratio, and the reduction of the share of the debt linked
to the exchange rate, supported an improvement in country-
risk and reinforced expectations for benign public sector
debt dynamics in the short- and medium-term. This
perception was strengthened by the inclusion of a 4.25%
primary surplus target in the 2005 budget, a signal that the
fiscal discipline will persist.

The improvement in the balance of payments, beginning in
2003, was driven by the performance of the current account,
and particularly the exceptional performance of the trade
balance, which posted surpluses throughout the period. The
successive current account surpluses, summed to net foreign
direct investment flows, rose from US$14.9 billion (2.91%
of GDP) in the twelve-month period ending in January 2004,
to US$30.2 billion (4.98% of GDP) in the twelve-month
period ending in January 2005.

In 2005, although net foreign direct investment should slightly
decline compared to 2004 and a partial rollover of private
external debt is expected, the balance of payments financing
should pose no major difficulty, enabling an accumulation of
gross international reserves.

The surge of inflation at the end of 2004 and the beginning of
this year resulted from: (i) overheated demand, as suggested
by the evolution of core inflation and the diffusion index; (ii)
supply-side pressures, particularly the increase in the price of
perishable foods and important production inputs; and (iii)
backward-looking indexation mechanisms, even non-
contractual, such as education and regulated price adjustments.

The latter two factors can be characterized as transitory,
tending to exert less influence on inflation in the coming
months. Inflation in the near future could reflect, on the one
hand, the favorable seasonality of agricultural prices and,
on the other, the lower adjustments in regulated prices.
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Demand, in turn, should reflect the impact of the monetary
tightening cycle.

The central forecast of the benchmark scenario suggests
inflation of 5.5% in 2005.  The 0.2 p.p. increase in relation to
the forecast in the last Inflation Report was primarily due to
the higher than projected inflation in the first two months of
the year. The benchmark scenario inflation forecast for 2006
is 3.8%, 0.2 p.p. below that of the December Inflation Report.

The market scenario, using the consensus Selic rate and
exchange rate projections compiled by the BCB’s Investor
Relations Group (Gerin), forecasts inflation of 6.1% for 2005
and 4.8% for 2006. Both are above the benchmark scenario
forecast, due to the projected path of the exchange rate. In
turn, the projections are below those presented in the last
Inflation Report due to a reduction in projected exchange
rate depreciation and the expectation of a more elevated
yield curve. According to the benchmark scenario, the GDP
projection for 2005 is 4%, the same rate as in the December
Inflation Report.
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Seasonal adjustment Decomposition Arima Model Interventions��

 Retail sales Yes Multiplicative (011) (011) CB; Easter (1)

   Fuel and lubricants Yes Multiplicative (011) (011) Carnival;

TC 2002:8

   Supermarkets Yes Multiplicative (011) (011) CB; Easter (1)

LS 2002:12 

   Fabrics, apparel and footwear Yes Multiplicative (210) (011) Carnival;

AO 2001:7 ; TC 2003:5

   Furniture and home appliances Yes Multiplicative (011) (011) Carnival; Easter (15)

   Vehicles and motorcycles Yes Multiplicative (012) (011) CB; 

 TC 2002:8

Source: Banco Central do Brasil

1/ Automatically Identified Outlier (AO) considers the month as atypical; LS considers change of level in the month; TC considers temporary change of level in the month.
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2005, January

% accumulated growth in 2004

Nominal Volume Price

revenue

 Retail sector 13.0 6.2 6.3

   Fuel and lubricants 15.3 -1.1 16.5

   Supermarkets 9.6 6.3 3.1

   Fabrics, apparel and footwear 15.0 4.2 10.4

   Furniture and home appliances 26.3 19.6 5.6

   Vehicles and motorcycles 27.7 11.4 7.9

Source: IBGE
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% change

2004 2005

Aug Sep Oct Nov Dec Jan

In the month��

 Retail sector -0.5 -0.8 0.5 0.6 3.8 -0.3

   Fuel and lubricants -0.5 0.9 -0.7 0.4 0.7 -1.9

   Supermarkets 0.2 0.2 1.1 1.0 2.4 -1.2

   Fabrics, apparel and footwear -2.7 3.3 -1.8 1.3 4.3 -0.4

   Furniture and home appliances -1.0 -0.3 -0.3 3.1 5.0 -1.5

   Vehicles and motorcycles 1.8 1.3 -0.1 0.3 0.4 -2.6

Quarter/previous quarter��

 Retail sector 1.2 -0.5 -1.2 -0.7 1.5 3.1

   Fuel and lubricants -0.6 -0.7 -0.5 -0.2 0.2 0.1

   Supermarkets 2.1 1.1 0.9 1.4 2.8 3.0

   Fabrics, apparel and footwear -1.0 -1.9 -2.5 0.0 1.7 3.9

   Furniture and home appliances 6.6 2.1 -0.6 -0.6 2.8 5.6

   Vehicles and motorcycles 8.7 6.0 4.4 2.8 1.7 0.0

In the year

 Retail sector 9.4 9.4 9.3 9.0 9.2 6.2

   Fuel and lubricants 6.0 5.8 5.3 4.8 4.6 -1.1

   Supermarkets 5.8 6.2 6.7 6.6 7.2 6.3

   Fabrics, apparel and footwear 6.3 6.0 5.2 4.7 4.7 4.2

   Furniture and home appliances 29.7 28.6 27.5 26.9 26.4 19.6

   Vehicles and motorcycles 19.2 18.8 17.8 17.7 17.8 11.4

Source: IBGE and Bacen

1/ Seasonally adjusted data.
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In 1,000 tons

Production % change

2004 2005��

Grain production 119 152 123 408 3.6  

   Cotton (seed) 2 099 2 233 6.4  

   Rice 12 808 12 809 0.0  

   Beans 2 994 2 838 -5.2  

   Corn 42 192 39 040 -7.5  

   Soybean 49 770 57 028 14.6  

   Wheat 5 851 6 022 2.9  

   Others 3 438 3 439 0.0  

Source: Conab

1/ Estimated.

������������	

Rate

Itemization 2004 2005

Sep Oct Nov Dec Jan Feb Year��

SPC (SP)�� 4.4 4.1 3.8 -3.4 4.7 7.0 5.8

Returned checks�� 5.4 5.9 5.3 4.7 5.3 ...  5.3

Telecheque (RJ)�� 2.1 2.5 2.1 1.7 2.6 3.1 2.2

Telecheque (National)�� �� 2.3 2.7 2.4 1.7 2.7 3.0 2.8

Source: ACSP, Bacen and Teledata

1/ Annual average.

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

3/ Checks returned due to insufficient funds/cleared checks.

4/ Returned cheques/cleared checks.

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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% change

2004 2005

Sep Oct Nov Dec Jan

Industry (total)

  In the month
�� - 0.1  0.2 - 0.3  1.2 - 0.5

  Quarter/previous quarter
��  2.4  1.6  0.8  0.6  0.4

  Same month of the previous year  7.5  3.2  7.8  8.3  5.9

  Accumulated in the year  9.0  8.4  8.3  8.3  5.9

  Accumulated in 12 months  7.2  7.5  8.0  8.3  8.5

Manufacturing industry

  In the month
��  0.0 - 0.5  0.4  1.4 - 0.3

  Quarter/previous quarter
��  2.2  1.2  0.6  0.6  0.9

  Same month of the previous year  7.5  3.1  7.8  8.4  5.9

  Accumulated in the year  9.3  8.6  8.5  8.5  5.9

  Accumulated in 12 months  7.4  7.6  8.2  8.5  8.7

Mineral extraction

  In the month
��  0.3  0.2  0.4 - 0.2  1.1

  Quarter/previous quarter
��  2.3  2.1  1.4  1.0  0.9

  Same month of the previous year  6.3  6.2  6.0  6.8  7.4

  Accumulated in the year  3.6  3.9  4.1  4.3  7.4

  Accumulated in 12 months  4.1  4.3  4.5  4.3  4.9

Source: IBGE

1/ Seasonally adjusted data.
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% change

2004 2005

Sep Oct Nov Dec Jan

In the month��

  Industrial production - 0.1  0.2 - 0.3  1.2 - 0.5

    Capital goods - 4.0  2.3  0.5  1.7 - 1.5

    Intermediate goods - 0.3 - 0.2 - 1.0  1.2 - 1.3

    Consumer goods  1.5 - 0.5  0.7  2.5  1.5

      Durable - 1.9 - 2.1  0.8  2.8 - 4.3

      Semi and nondurable  1.9 - 0.5  0.2  3.3  3.7

Quarter/previous quarter��

  Industrial production  2.4  1.6  0.8  0.6  0.4

    Capital goods  1.2 - 0.6 - 1.6  0.6  1.2

    Intermediate goods  2.9  1.4  0.1 - 0.6 - 0.9

    Consumer goods  2.0  1.9  1.9  2.1  3.0

      Durable  5.2  1.9 - 1.3 - 1.2 - 0.9

      Semi and nondurable  0.9  1.0  1.6  2.1  4.0

In the year

  Industrial production  9.0  8.4  8.3  8.3  5.9

    Capital goods  24.9  22.4  20.4  19.7  6.8

    Intermediate goods  7.6  7.3  7.4  7.4  3.9

    Consumer goods  7.7  7.0  7.2  7.3  8.5

      Durable  24.7  22.6  22.3  21.8  3.5

      Semi and nondurable  4.0  3.5  3.7  4.0  9.8

Source: IBGE

1/ Seasonally adjusted data.
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% change

2004 2005

Oct Nov Dec Jan

In the month
��

Production -4.2 1.9 4.8 -7.5

Total sales -2.3 2.6 10.7 -14.4

  Domestic sales -3.3 1.3 12.8 -17.2

  External sales 6.3 2.5 4.5 -1.5

Quarter/previous quarter
��

Production 6.9 0.5 -1.4 -0.9

Total sales 4.2 -3.5 -0.9 0.6

  Domestic sales 0.5 -2.1 0.5 0.8

  External sales 12.6 -7.6 -1.0 1.0

In the year

Production 20.9 20.8 21.0 3.1

Total sales 19.3 18.9 19.6 -4.1

  Domestic sales 20.1 18.7 19.0 -11.6

  External sales 17.4 19.2 21.2 18.3

Source: Anfavea

1/ Seasonally adjusted data.
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New job openings (1,000 employees)

2004 2005

Oct Nov Dec Year Jan

Total 130.2 79.0 -352.1 1 523.3  116.0

  Manufacturing industry 53.0 8.0 -111.7 504.9 32.8

  Commerce 48.2 84.8 10.9 403.9 11.2

  Services 46.2 47.8 -66.3 470.1 54.5

  Building 1.3 -13.7 -35.3 50.8 7.9

  Crop and livestock -16.2 -44.6 -125.5 79.3 4.1

  Public utilities -0.6 -1.2 -1.0 4.6 2.7

  Others��
-1.6 -2.1 -23.2 9.7 2.8

Source: MTE
1/ Includes mineral extraction, public administration and others.
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Itemization 2003 2004

IV I II III IV

Manufacturing industry

   Final products 52.1 50.6 50.3 49.6 51.3

   Raw materials/intermediate goods 48.2 47.6 48.7 48.8 49.8

Large companies

   Final products 53.5 52.2 52.1 51.5 53.8

   Raw materials/intermediate goods 50.6 49.7 51.5 51.2 53.6

Small and medium companies

   Final products 51.3 49.8 49.4 48.6 50.0

   Raw materials and interm. goods 46.8 46.5 47.3 47.6 47.8

Source: CNI

1/ Values over 50 indicate stocks above the planned level.
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New job openings (1,000 employees)

January  to In December (B)/(A) In the year

November

(A) (B) (%)

2000  883.4     - 225.8      25.6      657.6     

2001  845.0     - 253.9      30.1      591.1     

2002 1 011.9     - 249.5      24.7      762.4     

2003  945.4     - 299.9      31.7      645.4     

2004 1 875.4     - 352.1      18.8     1 523.3     

Source: MTE
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% change in the year

2003 2004

I Q II Q III Q IV Q

Crop and livestock 4.5 5.8 5.9 5.9 5.3

Industry 0.1 5.5 5.9 6.3 6.2

  Mineral extraction 2.9 2.2 2.1 2.1 -0.7

  Manufacturing 1.1 9.1 7.9 7.4 7.7

  Construction -5.2 -0.8 2.9 5.9 5.7

  Public utilities 2.7 1.5 3.7 4.2 5.0

Services 0.6 2.4 3.3 3.7 3.7

  Commerce -1.9 4.8 6.9 8.1 7.9

  Transportation 1.4 10.6 8.0 5.3 4.9

  Communications 1.8 -1.4 -0.6 1.0 2.0

  Financial institutions 0.6 2.1 3.3 4.0 4.3

  Other services 0.5 2.1 4.5 5.4 5.6

  Rents 1.3 1.2 1.3 1.6 1.8

  Public administration 1.0 2.0 2.2 1.9 1.6

Financial dummy 0.6 0.4 2.9 4.0 4.4

Value added at basic prices 0.7 4.0 4.6 4.9 4.8

Taxes on products -1.1 4.0 6.4 8.2 8.5

GDP at market prices 0.5 4.0 4.8 5.3 5.2

Source: IBGE
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% change in the year

2004

I Q II Q III Q IV Q

GDP at market prices 4.0 4.8 5.3 5.2

Households consumption 1.6 3.0 4.0 4.3

Government consumption 0.8 0.8 0.6 0.7

Gross fixed capital formation 1.8 7.5 11.5 10.9

Exports 20.5 18.9 18.6 18.0

Imports 12.5 13.4 14.9 14.3

Source: IBGE



�
��������������	
������������������	


�������8�� �������	�� �� ���� �	��� 	�� ������� ��� 9�;8� 	�
�
�	�
 �������
!�����	���	�������
��

#�!��
(���������
�	�
 ��������������	����
�
�����
 ����
�
�������	�������
���
��!��
��!
�����B������	�����������
���� ���� ���������	��� 	������� 	����
���� +<8�
��� ��
�� ��
�
�	�
 �����������������
������
�	������������$�98����	���
���� � !� 	����� �� 
���� ��� 
	���
��� 
��� ����(� 
����! �
B������	��� ����
��	���� 
��� ��
������ ���� ���� 
��	�� ���
 
������������9��8��
������
�	���	����
����!�����8�	�����+�
��	 ���������������	
 �
����	�����
�	�
 ��������� 
����������
���������������.�	��	���	������	
 ��
�
�	����������������
�������8�
������<8���������	�� �

#�����	������#��
��
���
����
��	�����������	������
����
�+��8�	�������
����
���
	� ���	����!������+�98�
��
����8�������� 	�� ���� ������� ��� �
��������� 
������� ��
��
��������������	�� ��=�
���	 �������(�
���!����������	��
���
�����!�+$�$8�
���9�$8���������	�� �

%���	�����������������	���������������	�����
�	�
 �����
�	��
��� 	����!�+��8�	����
���
  �
�3������������	�������	�
 
.�
����� ��� ���� �
�������� ����
���� ��� ���� ��	��� .�
�����
��	����� 	���
�������
��	�����	�����  �����
�.�
�����	����	��
	���������� ���
�����!�9�<8�����
���� ��� ��������	���
.�
������	������
�	! ���	��������� 
�	 	������
  ����	������
!���	�� 	��	�
�����C������������	��� ����.�
���� ���� 	���
���� ��� ����	�����������
�����
	�����	����#�������
����	���
 �
�	���	��	�
���������	����������	�����������������
��!���
�
���
! ��� �������	��� ��
�� 	�� ���$� 	���������� �	  � !�
����� 	�
����
��
� ��� �����	�������	�����������	��
�	�����
������� ��� �������������������

5����
 ��������
�
	 
! ��	��	�
����������
� ����$�����	��
������� ��(�����
�����	��
�	������������������	��	����������
%	�!�����������������4-%15�5�����I�4-%15������5���	
 
&������	
 � ,	�
��	���#����� 6,	�
��7� 
��� 4-%15
B
��	�	�
RS���5�#��64-%15�
�7�I�
��
�����
��
��
���
! �
�
����
��������	����	������
��	�������<�<8�	�����������
����
���� ��� ���+�� &�� A
��
�� ���$�� �	�!���������� ����
9��$8�
!���������
�����������������

����/��������� &��������'
��� 6�A/B7����	��� 	�� ����!
�	�
����� ��� �	�
��	��� ����  �
��� ����� ���� 4-%15� ������
���
	���� 
�� ��;$8����� �
�� ���� ���� ������� ��������	��
.�
������
������
�	�����
�������8������
��	�������	����.�
����
��������

&��	�
����� ���� ��������
�	��� �
�	�
 � ������ 	�������� 
�
�� �
����!�����4�
*	 	
��#����	
�	����������=
��	����
��

������������	
�����
�

% change in the year

2003 2004 2005

Weights % Estimated

Crop and livestock 9.9 4.5 5.3 4.8

Industry 38.8 0.1 6.2 4.6

  Mineral extraction 3.9 2.9 -0.7 4.1

  Manufacturing 24.2 1.1 7.7 5.2

  Construction 7.2 -5.2 5.7 3.3

  Public utilities 3.4 2.7 5.0 4.1

Services 56.7 0.6 3.7 3.1

  Commerce 7.7 -1.9 7.9 6.6

  Transportation 2.4 1.4 4.9 4.7

  Communications 3.2 1.8 2.0 3.1

  Financial institutions 7.0 0.6 4.3 3.5

  Other services 10.4 0.5 5.6 3.2

  Rents 10.2 1.3 1.8 1.5

  Public administration 15.8 1.0 1.6 1.9

Value added at basic prices 0.7 4.8 3.8

Taxes on products 11.5 -1.1 8.5 6.0

GDP at market prices 111.5 0.5 5.2 4.0

Source: IBGE and Banco Central do Brasil

������������	
�����
�

% change

2004

I II III IV 

Accumulated in the year 4.0 4.8 5.3 5.2

Accumulated in 4 quarters 1.2 2.6 4.2 5.2

Quarter/same quarter

of the previous year 4.0 5.6 6.1 4.9

Quarter/previous quarter

seasonally adjusted 1.8 1.5 1.1 0.4

Source: IBGE
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Seasonally adjusted

% change

2004

I II III IV

GDP at market prices 1.8 1.5 1.1 0.4 

   Crop and livestock 2.5 0.5 -1.9 2.0 

   Industry 1.4 1.2 2.7 0.5 

   Services 1.1 1.5 0.7 0.5 

Source: IBGE
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% change in the year

2004 2005

Sep Oct Nov Dec Jan

Capital goods 24.9 22.4 20.4 19.7 6.8

  Industrial 16.6 16.5 16.4 16.1 1.7

     Serial 21.2 20.9 20.6 20.2 0.2

     Nonserial -8.1 -7.6 -6.7 -6.6 10.6

  Agricultural 12.3 10.3 7.6 6.4 -20.0

  Farm parts -5.9 -8.1 -7.6 -7.5 -70.0

  Building 38.2 38.0 39.1 38.0 34.8

  Electric energy 14.8 13.2 12.4 12.5 19.3

  Transportation 25.9 24.8 24.8 25.6 19.4

  Mixed 25.7 20.7 16.5 14.8 4.1

Source: IBGE
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% change

2004 2005

Oct Nov Dec Jan Feb

In the month
��

Farm vehicles 3.9 -4.4 -5.5 5.1 -7.6

Busses 7.2 17.7 -3.3 -4.5 -7.2

Trucks -8.0 5.8 5.5 -7.6 -4.4

Quarter/previous quarter
��

Farm vehicles 1.6 -1.3 -2.8 -5.2 -6.5

Busses -4.7 2.3 11.4 18.9 3.9

Trucks 5.8 3.3 1.2 2.5 -0.3

In the year

Farm vehicles 15.1 13.9 13.9 2.2 -8.2

Busses 5.1 4.7 6.5 65.0 43.7

Trucks 35.6 34.5 35.5 33.3 23.2

Source: Anfavea 

1/ Seasonally adjusted data.
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Accumulated in the year (in R$ million)

2004 2005

Jan IH Year Jan

Total 2 237 18 033 39 834 3 791

   Manufacturing industry 1 109 7 393 15 539 2 099

   Commerce and service  518 7 298 17 122 1 181

   Crop and livestock  600 3 185 6 930  499

   Extraction industry  10  157  243  12

Source: BNDES
1/ Includes BNDES, Finame and BNDESpar.

105

115

125

135

I
2000

III I
2001

III I
2002

III I
2003

III I
2004

III I
2005

III

 400

 700

1 000

1 300

1 600

1 900

Investment Brazil risk (Q-2)

Source: IBGE and ����������	
���

Brasil risk

�������������	�
��������

Seasonally adjusted data
1990=100
Investment

�������������	�
����

% change

2004 2005

Oct Nov Dec Jan

Quarter/previous quarter
��

Capital goods

     Absorption 5.7 -0.4 -6.9 -6.4

     Production -0.6 -1.6 0.6 1.2

     Imports 2.7 6.5 8.7 16.7

     Exports 12.3 18.6 35.0 14.3

Inputs for the building industry 1.9 -0.9 -1.9 -1.8

In the year

Capital goods

     Absorption 9.8 7.7 6.7 2.2

     Production 22.4 20.4 19.7 6.8

     Imports 7.0 7.6 10.2 34.6

     Exports 65.5 64.6 71.1 68.9

Inputs for the building industry 6.0 5.6 5.7 2.6

BNDES financing 42.9 23.6 18.8 69.5

Source: IBGE, Funcex and BNDES

1/ Seasonally adjusted data.
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Monthly % change

2004 2005

Sep Oct Nov Dec Jan Feb

IGP-DI 0.5 0.5 0.8 0.5 0.3 0.4

   IPA 0.7 0.6 1.0 0.5 0.1 0.4

   IPC 0.0 0.1 0.4 0.6 0.9 0.4

   INCC 0.6 1.2 0.7 0.5 0.8 0.4

Source: FGV
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Monthly % change

2004 2005

Sep Oct Nov Dec Jan Feb

IPCA 0.3 0.4 0.7 0.9 0.6 0.6

  Exclusion 0.4 0.6 0.6 0.7 0.6 0.9

  Trimmed means

     Smoothed 0.6 0.6 0.6 0.7 0.7 0.6

     Non smoothed 0.4 0.6 0.6 0.7 0.6 0.4

IPC-Br 0.0 0.1 0.4 0.6 0.9 0.4

  Core IPC-Br 0.4 0.4 0.4 0.5 0.6 0.4

Source: Bacen and FGV
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Monthly % change

Weights 2004 2005

Nov Dec Year Jan Feb

IPCA 100.0 0.7 0.9 7.6 0.6 0.6

 Market prices 70.4 0.4 0.6 6.5 0.6 0.8

 Regulated prices 29.6 1.4 1.4 10.2 0.5 0.2

  Main items

    Electricity 4.7 -0.4 -0.1 9.6 1.3 0.3

    Water and sewage 1.8 0.0 1.8 10.4 0.4 1.7

    Real estate tax 1.1 0.8 0.8 9.6 0.2 0.7

    Gasoline 4.3 2.6 5.1 14.7 0.1 -0.8

    Fuel alcohol 1.2 11.2 2.8 31.6 -1.2 -1.4

    Health plans 2.5 0.9 1.0 10.5 0.9 0.9

    Fixed telephone lines 3.5 2.7 0.4 14.8 0.0 0.0

Source: IBGE
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Annual % change

Weight Contribution

2003 2004 In 2004 Share

IPCA 100.0 9.3 7.6 7.6 100.0

 Market prices 71.1 7.8 6.5 4.7 61.3

   Tradables 40.1 8.7 6.3 2.5 33.3

    Non tradables 31.0 6.7 6.9 2.1 28.0

 Regulated prices 28.9 13.2 10.2 2.9 38.7

  Items

Food and beverages 23.1 7.5 3.9 0.9 11.8

Housing 16.6 12.3 7.1 1.2 15.5

Housing products 5.6 6.9 5.4 0.3 4.1

Apparel 5.2 10.2 10.0 0.5 6.8

Transportation 21.2 7.3 11.0 2.3 30.7

Health and personal care 10.5 10.0 6.9 0.7 9.5

Personal expenses 9.1 9.6 6.9 0.6 8.3

Education 4.8 10.2 10.4 0.5 6.4

Communications 3.8 18.7 13.9 0.5 6.8

Source: IBGE

Variation
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2004 2005 2006 2004 2005 2006 2005 2006

IPCA 7.3 5.8 5.0 7.5 5.7 5.0 5.8 5.0

IGP-M 12.4 6.5 5.5 ... 6.6 5.5 6.1 5.5

IPA-DI 15.2 7.0 6.0 15.1 6.9 5.9 6.2 5.8

Regulated Prices 8.5 7.0 5.9 9.9 7.1 6.0 7.0 5.8

Selic (end-of-period) 17.0 15.3 14.0 ... 16.0 14.4 17.0 15.0

Selic (average) 16.3 16.1 14.5 ... 17.1 14.7 18.5 15.8

Exchange rate (end-of-period) 3.00 3.15 3.30 ... 2.95 3.13 2.80 2.99

Exchange rate (average) 2.98 3.10 3.25 ... 2.88 3.06 2.73 2.90

GDP growth 4.5 3.5 3.5 5.1 3.5 4.0 3.7 3.7

9.30.2004 3.16.200512.30.2004
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R$ billion

2004 2005 % growth

Nov Dec Jan Feb 3 12

months months

Total 479.6 485.0 491.7 498.3 3.9 20.5

  Non-earmarked 272.7 271.4 277.5 284.5 4.3 24.3

    Corporate 160.4 158.1 160.5 163.7 2.1 19.2

      With external funding 50.0 46.2 47.5 48.5 -2.8 -2.3

    Individuals 112.4 113.3 117.0 120.8 7.5 31.8

  Earmarked 174.1 180.4 180.4 179.6 3.2 12.9

    Housing 24.1 24.3 24.4 24.5 1.7 7.2

    Rural 53.6 55.3 55.3 55.2 3.0 21.9

    BNDES 92.9 97.2 97.0 96.4 3.7 10.0

    Others 3.5 3.6 3.6 3.6 1.4 5.8

  Leasing 13.3 14.0 14.6 15.0 12.7 53.1

  Public sector 19.4 19.2 19.1 19.1 -1.5 21.8

��������������	


   Total/ GDP 26.1 26.2 26.5 26.7

   Non-earmarked/GDP 14.9 14.7 14.9 15.2

   Earmarked/GDP 9.5 9.8 9.7 9.6
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R$ million

Jan-Feb % growth

2004 2005

����� 5 215  6 257   20.0  

�����	
��� 2 592  3 075   18.6  

    Other transportation equipment
��  346  1 603   363.3  

    Motor vehicles  672   167  - 75.1  

    Food and drink products  527   260  - 50.7  

    Cellulose and paper  66   134   103.0  

    Metallurgy  196   175  - 10.7  

    Machines and equipment  222   171  - 23.0  

�����������������
 1 531  2 344   53.1  

    Electricity, gas and hot water  334   887   165.6  

    Overland transport  418   881   110.8  

    Construction  328   156  - 52.4  

    Vehicle dealer ship and reparation  238   90  - 62.2  

������������
���� 1 092   838  - 23.3  

Source: BNDES

1/ Includes aircraft industry.
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Accumulated in the year R$ million

Period Occurrence IMF – Target Margin

(I) (II)          (I - II)/(I) (%)

1999 -31 087         -30 185          3.0        

2000 -38 157         -36 720          3.9        

2001 -43 655         -40 200          8.6        

2002 -52 390         -50 300          4.2        

2003 -66 173         -65 000          1.8        

2004 -81 112         -71 500          13.4        
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Accumulated in the year

Segment 2003 2004 2005-Jan

R$ % R$ % R$ %

billion PIB billion PIB billion PIB

Central government -38.7 -2.5 -52.4 -3.0 -8.5 -5.6

Sub-national governments -13.8 -0.9 -17.5 -1.0 -3.3 -2.1

State companies -13.6 -0.9 -11.2 -0.6 0.4 0.3

Total -66.2 -4.3 -81.1 -4.6 -11.4 -7.4
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Accumulated in the year: 

2004 2005 – Jan

R$ billion % PIB R$ billion % PIB

Uses  47.1  2.7  0.9  0.6

    Primary - 81.1 - 4.6 - 11.4 - 7.4

    Interest  128.3  7.3  12.3  8.0

Sources  47.1  2.7  0.9  0.6

    Internal borrowing  88.9  5.1  8.6  5.6

        Security debt  68.6  3.9  26.5  17.4

        Bank debt  9.4  0.5 - 13.2 - 8.7

        Others  10.9  0.6 - 4.7 - 3.1

    External borrowing - 41.8 - 2.4 - 7.7 - 5.0
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Conditioning factors

2003 2004 2005 – Jan

R$ % R$ % R$ % 

million GDP million GDP million GDP

Total net debt – 

Balance 913 145  57.2 956 994  51.9 955 900  51.5

����� �������	
����
����	�

Net debt – Growth 32 037  1.7 43 851 - 5.3 -1 094 - 0.3

Conditioning 

factors 32 037  2.0 43 851  2.4 -1 094 - 0.1

  PSBR 79 030  4.9 47 144  2.6  905  0.0

   Primary -66 173 - 4.1 -81 112 - 4.4 -11 373 - 0.6

   Interest 145 203  9.1 128 256  7.0 12 277  0.7

  Exchange

  adjustment -64 309 - 4.0 -16 193 - 0.9 -1 693 - 0.1

   Domestic securities

   debt�� -22 715 - 1.4 -3 335 - 0.2 - 365  0.0

   External debt -41 594 - 2.6 -12 858 - 0.7 -1 329 - 0.1

  Others 16 712  1.0 7 137  0.4 - 75  0.0

   Skeletons  604  0.0 5 841  0.3 - 230  0.0

   Privatizations -   -   - 78  0.0 -   -   

 GDP growth effect - 0.3 - 7.7 - 0.3

1/ Domestic dollar – Indexed securities.
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2003

Oct/04�/ Jan/05�/ Oct/04�/ Jan/05�/

    Current account balance 120.8 113.8 159.9 77.6 127.5

    Private flows, net 210.7 225.9 279.1 229.4 275.9

       Equity investment, net 122.5 137.6 165.3 142.7 176.6

          Direct investment, net 90.6 113.7 129.5 117.4 142.8

          Portfolio investment, net 31.8 23.9 35.8 25.3 33.8

        Private creditors, net 88.2 88.3 113.8 86.7 99.3

           Commercial banks, net 26.4 32.8 49.2 37.0 42.2

           Nonbanks, net 61.8 55.5 64.6 49.7 57.1

Source: IIF
1/ Forecast
2/ Estimate

2004 2005
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US$ billion

2004 2005

Feb Jan- Year Feb Jan-

Feb Feb

Operations with clients in Brazil 1.2 4.7 11.9 3.9 5.7

  Commercial 1.7 4.2 36.7 3.5 5.5

    Exports 6.0 12.5 93.5 8.0 15.4

    Imports 4.2 8.3 56.8 4.4 9.9

  Financial�� -0.5 0.5 -24.7 0.4 0.2

    Purchases 5.7 13.6 84.6 8.7 15.2

    Sales 6.2 13.1 109.4 8.3 15.0

Operations with 0.1 0.0 -5.6 0.0 -0.4

banks abroad (net)��

Balance 1.3 4.7 6.4 3.9 5.3

1/ Excluding interbank operations and Central Bank foreign operations.

2/ Purchase/sale of foreign currency and gold in exchange for domestic 

     currency. Exchange contracts.
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US$ million

Period Exports Imports Balance Trade

flow

Jan-Feb 2005 15 200 10 230 4 969 25 430 

Jan-Feb 2004 11 521 7 966 3 555 19 487 

% change 31.9 28.4 30.5 

Source: MDIC/Secex
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January-February
US$ million

Itemization 2004 2005 % change

Total 7 966 10 230  28.4

Capital goods 1 585 2 035  28.4

Raw materials 4 365 5 437  24.6

  Naphtha  121  183  51.4

Consumer goods  891 1 111  24.7

   Durable  441  491  11.4

       Passenger vehicles  95  93 - 1.8

   Nondurable  450  620  37.8

Fuels 1 125 1 647  46.3

    Crude oil  740 1 191  61.0

Source: MDIC/Secex
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January-February

US$ million

Itemization Accumulated

2004 2005 %

change

Total 11 521 15 201  31.9

Primary products 3 357 3 629  8.1

Industrial products 7 974 11 269  41.3

  Semi-manufactured goods 1 867 2 391  28.1

  Manufactured goods 6 108 8 878  45.4

Special operations  190  302  59.6

Source: MDIC/Secex
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US$ billion

Itemization 2004 2005

Feb Jan- Year Feb Jan- Year��

Feb Feb

Current account 0.2 0.9 11.7 0.1 0.9 2.1

  Trade balance 2.0 3.6 33.7 2.8 5.0 27.0

    Exports 5.7 11.5 96.5 7.8 15.2 105.0

    Imports 3.8 8.0 62.8 5.0 10.2 78.0

  Services -0.2 -0.3 -4.8 -0.4 -0.6 -6.9

    Transportation -0.1 -0.2 -2.1 -0.1 -0.2 -2.1

    International travel 0.1 0.2 0.4 0.0 0.1 0.0

    Computer and informat. -0.1 -0.2 -1.2 -0.1 -0.3 -1.3

    Operational leasing -0.1 -0.3 -2.2 -0.3 -0.6 -2.4

    Other 0.1 0.3 0.4 0.2 0.4 -1.1

  Income -1.8 -2.9 -20.5 -2.5 -3.9 -21.2

    Interest -1.2 -2.3 -13.4 -1.2 -2.2 -13.6

    Profits and dividends -0.6 -0.7 -7.3 -1.3 -1.7 -7.8

    Compensation of emplo. 0.0 0.0 0.2 0.0 0.1 0.2

  Current transfers 0.2 0.5 3.3 0.2 0.5 3.2

1/ Forecast.
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January-February

 US$ million

Exports Imports Balance

2004 2005 % 2004 2005 % 2004 2005 

change change

Total 11 521 15 201  31.9 7 966 10 230  28.4 3 555 4 971 

Laia 2 278 3 290  44.4 1 346 1 542  14.6  932 1 748 

   Mercosur 1 086 1 462  34.6  909 1 028  13.2  177  433 

      Argentina  894 1 225  36.9  784  909  15.9  110  315 

      Other  191  237  23.8  124  119 - 4.1  67  118 

   Mexico  383  593  54.6  74  125  68.7  309  467 

   Other  809 1 236  52.7  363  389  7.0  446  847 

USA�� 2 397 3 403  42.0 1 558 1 807  15.9  839 1 597 

EU�� 3 090 3 567  15.4 2 051 2 767  34.9 1 039  800 

E. Europe��  285  388  36.0  189  161 - 14.6  96  227 

Asia 1 677 2 080  24.0 1 434 2 129  48.5  244 - 49 

   Japan  366  476  30.0  344  474  37.7  22  3 

   South Korea  189  186 - 1.8  199  283  42.0 - 10 - 98 

   China  635  670  5.5  419  649  54.7  216  21 

   Other  486  748  53.8  471  723  53.6  16  25 

Others 1 793 2 472  37.9 1 388 1 824  31.4  405  648 

Source: MDIC/Secex

1/ Includes Puerto Rico.

2/ Includes ten countries that joined the EU in 2004.

3/ Eight countries that were formerly included in this group are now in the EU.
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US$ billion

2004 2005

Feb Jan- Year Feb Jan- Year
��

Feb Feb

Capital account -0.4 3.2 -8.0 4.4 5.5 -6.0

  Direct investments 1.0 1.9 8.7 0.8 2.0 14.0

    Abroad 0.0 -0.1 -9.5 -0.1 -0.2 -2.0

    In Brazil 1.0 2.0 18.2 0.9 2.1 16.0

      Equity capital 1.2 2.4 18.6 0.0 0.8 14.0

      Intercompany loans -0.2 -0.4 -0.4 0.9 1.3 2.0

  Portfolio investments 1.0 3.6 -4.8 3.5 3.9 -1.6

    Assets 0.0 0.1 -0.8 0.2 0.2 0.0

    Liabilities 0.9 3.6 -4.0 3.3 3.7 -1.6

  Derivatives 0.0 0.1 -0.7 0.1 0.1 0.0

  Other investments -2.4 -2.4 -11.3 0.0 -0.4 -18.4

    Assets -1.2 -0.9 -1.5 0.4 1.4 -9.3

    Liabilities -1.2 -1.5 -9.8 -0.4 -1.8 -9.1

1/ Forecast.
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Selected items

US$ billion

2004 2005

Feb Jan- Year Feb Jan- Year
��

Feb Feb

Medium and long-term

funds 1.1 3.7 14.8 2.5 2.9 14.3

  Public bonds 0.0 1.5 5.7 1.9 1.9 4.5

  Private debt securities 0.9 1.9 5.3 0.4 0.8 7.9

  Direct loans 0.1 0.3 3.8 0.2 0.3 2.0

Short-term loans
�� -0.7 -0.9 -2.1 0.0 -0.1 0.0

Short-term securities

(net) 0.0 0.0 0.4 0.1 0.1 0.0

Roll-over rates

  Private sector: 239% 237% 65% 64% 75% 70%

    Debt securities 255% 286% 49% 59% 87% 70%

    Direct loans 163% 113% 127% 83% 52% 70%

1/ Forecast.

2/ Includes direct loans and trade credits transferred by banks.
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US$ billion

2004 2005

Feb Jan- Year Feb Jan- Year
��

Feb Feb

Uses -1.4 -2.3 -21.6 -1.3 -2.1 -27.8

  Current account 0.2 0.9 11.7 0.1 0.9 2.1

  Amortizations ML-term
�� -1.6 -3.2 -33.3 -1.5 -3.0 -29.9

    Securities -0.6 -0.9 -17.6 -0.7 -0.9 -17.0

      Paid -0.4 -0.7 -16.4 -0.7 -0.9 -17.0

      FDI conversions -0.3 -0.3 -1.2 0.0 0.0 0.0

    Suppliers’ credits -0.2 -0.3 -2.4 -0.2 -0.4 -2.1

    Direct loans
�� -0.8 -2.0 -13.3 -0.5 -1.7 -10.8

Sources 1.4 2.3 21.6 1.3 2.1 27.8

  Capital account 0.1 0.1 0.7 0.1 0.1 0.5

  FDI 1.0 2.0 18.2 0.9 2.1 16.0

  Domestic securities
�� 0.6 1.1 2.1 1.5 1.8 3.0

  ML-term disbursem.
�� 1.4 4.5 20.4 2.8 3.5 23.2

    Securities 0.9 3.4 11.0 2.3 2.7 12.4

    Supliers’ credits 0.0 0.1 1.0 0.0 0.1 1.3

    Loans
�� 0.4 1.0 8.4 0.4 0.7 9.5

  Brazilian assets abroad -1.1 -0.9 -11.2 0.6 1.5 -11.5

  Loans to Bacen 0.0 0.0 -4.4 0.0 0.0 -7.0

  Other
�� -0.9 -0.6 -2.0 0.3 0.0 0.0

  Reserve assets 0.3 -3.9 -2.2 -4.8 -6.8 3.7

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 International Monetary Fund (IMF) 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.
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US$ billion

2004 2005

Feb Jan- Year Feb Jan- Year��

Feb Feb

�����������	��� 0.4 1.0 14.5 0.9 2.2 7.1

��
��������� 0.7 2.2 -11.4 2.2 1.8 6.5

  Foreign direct investment 1.0 2.0 18.2 0.9 2.1 16.0

  Portfolio investment 0.7 1.1 2.2 1.6 1.9 3.0

  Medium and long term loans 0.1 0.4 -13.5 -0.3 -0.9 -8.4

  Trade credits – Short, 

  medium and long term -1.3 -1.2 -3.4 -0.4 -1.0 -0.5

    Banks -1.0 -1.3 -4.3 -0.2 -0.4 0.3

    Other -0.3 0.1 0.9 -0.2 -0.6 -0.8

  Brazilian investment abroad 0.0 -0.3 -13.4 0.0 -0.7 -4.0

    Of which: operations with 

    foreign institutions -0.1 -0.4 -3.7 -0.2 -0.9 -2.0

  Other 0.2 0.1 -1.4 0.5 0.5 0.3

������������
 1.1 3.2 3.1 3.0 4.0 13.6

Banco Central net interventions 0.0 -2.6 -5.3 -3.7 -6.3 -6.3

Bank deposits -1.1 -0.6 2.2 0.6 2.2 -7.3

1/ Forecast.
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US$ billion

2002 2003 2004

Dec Dec Mar Jun Sep Dec

Exports 60.4 73.1 77.5 83.4 90.6 96.5

Debt service 49.9 53.0 54.9 55.8 56.5 51.9

Total external debt 210.7 214.9 213.5 205.6 202.2 201.4

Net total external debt 165.0 151.0 147.5 145.4 141.1 135.7

International reserves 37.8 49.3 51.6 49.8 49.5 52.9

GDP 459 507 528 553 579 603

Indicators

Total external debt/GDP (%) 45.9 42.4 40.4 37.2 34.9 33.4

Net total external debt/GDP (%) 35.9 29.8 27.9 26.3 24.4 22.5

Total external debt/exports 3.5 2.9 2.8 2.5 2.2 2.1

Net total external debt/exports 2.7 2.1 1.9 1.7 1.6 1.4

Debt service/exports (%) 82.7 72.5 70.9 66.9 62.4 53.8

Reserves/total external debt (%) 18.0 22.9 24.2 24.2 24.5 26.3

�������������	���
���	�����
���
��

US$ billion

2004 2005

Jan- Year Jan- Year
��

Feb Feb

Reserve position in 

previous period 49.3 49.3 52.9 52.9

Net Banco Central purchases 2.6 5.3 6.3 6.3

Debt servicing (net) -1.3 -12.6 -1.5 -11.8

  Interest -1.1 -5.5 -1.3 -5.5

     Credit 0.2 1.1 0.2 1.2

     Debit -1.4 -6.6 -1.5 -6.7

  Amortization -0.2 -7.1 -0.2 -6.3

Disbursements 1.5 6.7 1.9 6.5

  Multilateral organizations -  1.0 -  2.0

  Sovereign bonds 1.5 5.7 1.9 4.5

International Monetary Fund -  -4.4 -  -7.0

   Disbursement -  -  -  -  

   Amortization -  -4.4 -  -7.0

Others
�� -0.3 1.2 -0.8 -0.8

Treasury’s purchases 1.2 7.3 0.2 2.5

Change in assets 3.7 3.6 6.1 -4.4

Gross reserve position 53.0 52.9 59.0 48.6

Net reserve position:

   IMF Concept
�� 21.2 25.3 31.4 28.4

   Central Bank concept 24.8 27.5 34.8 30.1

1/ Forecast.
2/ Includes payments/receipts in the framework of the Reciprocal Credits and
    Payments Agreement (CCR), fluctuations in prices of securities, exchange
     parities and price of gold, discounts and premiums, duty fees and release
     of collaterals.
3/ The Technical Memorandum of Understanding (TMU) of the third review of the 
     IMF Stand-By Arrangement specifies certain parameters for the calculation 
     of net international reserves to determine if they comply with the 
     performance criterion established in the agreement. The TMU specifies that 
     the US$ valueof non-US$ denominated assets (including the SDR) is 
     calculated using exchange rates set on dates established in the TMU. The 
     same methodology is applied in the case of the price of gold. Pursuant to 
     the TMU, outstanding debt with the IMF is excluded from reserve assets 
     (international liquidity concept). Also excluded from reserve assets in the 
     sum of BCB deposits in Brazilian-owned banks domiciled abroad and BCB 
     holdings of securities issued by Brazilian entities exceeding US$1,023 
     million. In February 2005, the sum of BCB deposits in Brazilian-owned banks 
     domiciled abroad and BCB holdings of securities issued by Brazilian 
     entities exceeded the ceiling by US$850 million.
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  Inflation fan chart

Note: Accumulated inflation in 12 months  (% p.a.).
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(Benchmark scenario)

 Year   Q Central

projection

 2005 1 7.2 7.3 7.5 7.6 7.7 7.9 7.5

 2005 2 6.5 6.8 7.0 7.3 7.6 7.9 7.2

 2005 3 5.5 5.9 6.3 6.7 7.2 7.6 6.5

 2005 4 4.1 4.7 5.2 5.8 6.3 6.9 5.5

 2006 1 3.3 4.0 4.7 5.3 5.9 6.7 5.0

 2006 2 2.7 3.5 4.3 5.0 5.7 6.5 4.6

 2006 3 2.1 2.9 3.7 4.5 5.3 6.1 4.1

 2006 4 1.7 2.6 3.5 4.2 5.1 6.0 3.8

Note: accumulated inflation in 12 months (% p.a.).

Confidence interval

10%

30%

50%
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Year     Q Central

projection

2005     1 7.2 7.3 7.5 7.6 7.7 7.9 7.5

2005     2 6.6 6.9 7.2 7.4 7.7 8.0 7.3

2005     3 5.9 6.3 6.7 7.1 7.6 8.0 6.9

2005     4 4.7 5.3 5.8 6.4 6.9 7.5 6.1

2006     1 3.9 4.6 5.2 5.9 6.5 7.3 5.6

2006     2 3.4 4.2 4.9 5.6 6.4 7.2 5.3

2006     3 2.8 3.7 4.5 5.2 6.0 6.9 4.9

2006     4 2.7 3.6 4.4 5.2 6.0 6.9 4.8

Confidence intervals

10%

30%

50%

Note: Accumulated inflation in 12 months (% p.a.).
1/  According to Gerin.  
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Period
Benchmark

scenario
Market

scenario

2005 I 7.1 7.2

2005 II 6.6 7.1

2005 III 5.9 6.8

2005 IV 5.3 6.3

2006 I 5.0 5.8

2006 II 4.9 5.5

2006 III 4.4 5.2

2006 IV 4.0 5.0
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Economic policy measures

Measures related to the financial system and
credit market

Circular 3,265, 12.15.2004 – Altered the operational
limits applicable to repo operations. A limit of up to 30
times base capital was defined for repo operations involving
all of the securities issued by the National Treasury, Banco
Central and credits securitized by the National Treasury.
Previously, this limit varied from one security to another,
with the limit of up to 30 times applicable only to Treasury
Financing Bills (LFT) and Banco Central Bills (LBC). With
regard to private securities, the limit was changed from
two to five times base capital.

Resolution 3,249, 12.16.2004 – Maintained the Long-
Term Interest Rate (TJLP) at 9.75% per year for the first
quarter of 2005.

Resolution 3,253, 12.16.2004 – Revoked the minimum
limit on credit investments by free membership credit
cooperatives, which had been set at 50% of deposits
received. This more flexible approach was adopted in light
of the high costs involved in the process of controlling these
investments. These costs are no longer considered justified,
particularly when viewed in the context of the evolution of
aspects regarding the stock holding composition and
operations of free membership cooperatives.

Resolution 3,259, 1.28.2005 – Altered the targeting of
resources obtained through savings accounts by entities
included within the Brazilian System of Savings and Loans
(SBPE). In this sense, one should stress that these institutions
were dispensed from depositing at Banco Central the funds
not invested in housing financing operations in the months
of January, February and March 2005, provided that new
financing channeled into acquisitions and production of real
estate, within the framework of the Housing Finance System
(SFH), be 30% greater than the amounts registered in the
same period of 2004.
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Resolution 3,260, 1.28.2005 – Altered Resolution 3,203/
2004, which dealt with the opening of demand deposit
accounts for individual Brazilian persons temporarily abroad.
This measure also permitted the opening of savings deposit
accounts for the same persons, though it was determined
that the sum total of deposits made to the accounts of the
same account holder and originating in remittances from
abroad to a single institution or several institutions belonging
to the same financial conglomerate must not be greater than
R$10,000.00 (ten thousand reais) per month. Parallel to this,
this measure also made it possible to use credit cards issued
in the country or abroad as instruments for making deposits
in such savings accounts.

Resolution 3,261, 1.28.2005 – Authorized commercial
banks, multiple banks without investment portfolios and the
Federal Savings Bank to act as investment fund managers,
as well as to participate in the securities distribution system.
In practical terms, these activities were already performed
by these institutions. However, with the new investment fund
regulations issued as a result of Instruction 409 issued by
the Securities and Exchange Commission (CVM) express
authorization became necessary, since these are institutions
authorized to operate by Banco Central.

Fiscal policy measures

Law 11,079, 12.30.2004 – Instituted general rules for
tenders and for the contracting of public–private partnerships
in the framework of the Federal, state, Federal District and
municipal governments. For the purposes of this law, public–
private partnerships are administrative concession contracts
that operate in one of two modalities: sponsored or
administrative. These are defined as follows:

a) sponsored concessions: this is a public utilities or public
works concession covered by law 8,987, dated 2.13.1995,
that, aside from rates charged to users, also involves
financial payments made by the public partner to the
private partner;

b) administrative concession: this is a contract that calls for
the providing of services with the public administration
as the direct or indirect user, though it can also involve
execution of works or the supply and installation of goods.

The major objective underlying the contracting of public-
private partnerships is to make feasible the investments that
the country so sorely needs, without withdrawing from the
State responsibility for fostering growth. In its first stage,
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the government hopes to execute approximately 25 projects
over three years, with investments estimated at R$13 billion.
Among the priorities are recovery of the highway network,
construction of railway segments and port improvement.

Provisional Measure 232, 12.30.2004 – introduced a
10% correction into the progressive table of the Personal
Income Tax (IRPF); incorporated alterations into the
legislation governing the Corporate Income Tax (IRPJ), the
Social Contribution on Net Profits (CSLL) and Program of
Social Integration/Program of Civil Service Asset Formation
(PIS/Pasep), and adopted other measures. The most relevant
topics in the measure are as follows:

a) IRPJ and CSLL: the calculation base of these taxes levied
on companies that are taxed on the basis of presumed
profit was raised from 32% to 40% of presumed profit;

b) IRRF: increase from 1% to 1.5% in the rate levied on
the earnings obtained by companies that provide
transportation, medical, janitorial and conservations
services, among others;

c) Cofins, PIS and CSLL: broadening of the list of service
companies subject to withholding;

d) Exchange variation: taxation of exchange variation
consequent upon stock participation abroad.

Provisional Measure 233, 12.30.2004 – Created the
National Social Security Authority.

Law 11,101, 2.9.2005 – Approved the Bankruptcy and
Business Recovery Law, substituting the former legislation
dated 1945. Among the major changes, one should site the
substitution of the process of credit composition with
extrajudicial or judicial recovery. These mechanisms are
considerably broader in scope and ensure that companies
in difficulty will be able to renegotiate their debts with
creditors. In the context of extrajudicial recovery,
agreements between creditors and debtors are permitted,
particularly in less complex situations. In this case, once it
is determined that certain legal procedures are being
followed, the task reserved to the judge is only that of
approving the agreements. In its turn, judicial recovery
involves compliance with a series of procedures. According
to this process, the company submits a recovery plan that
must be approved by the General Meeting of Creditors
(workers, creditors holding real guaranties and other
creditors) within a period of six months, at the end of which
bankruptcy must be decreed by the judge.
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Measures related to the external sector

Law 10,973, 12.2.2004 (DOU 12.3.2004) – Deals with
incentives to scientific and technological innovation and
research in the framework of the productive system and
takes other measures.

Law 10,978, 12.7.2004 (DOU 12.8.2004) – Creates the
National Industrial Structure Modernization Program
(Modermaq) and takes other measures. Conversion of
Provisional Measure 197, dated 7.7.2004, into law.

Bacen Circular 3,264, 12.9.2004 – Announced alterations
in Import Exchange Regulations. Determined that payments
of imports with terms of up to 360 days may be made in any
currency, including the real, independently of which currency
is registered on the Import Declaration (DI).

Camex Resolution 35, 12.13.2004 (DOU 12.15.2004) –
Extended the safeguard measure applied to imports of
finished toys, as dealt with in Camex Resolution 47,
12.18.2004.

Camex Resolution 38, 12.13.2004 (DOU 12.21.2004) –
Altered the Export Tax levied by Camex Resolution 1, dated
1.15.2004, on leather and hides classified under positions
4104.11 and 4104.19 of the Mercosul Common
Nomenclature (NCM).

Bacen Resolution 3,250, 12.16.2004 – Authorized
Brazilian investments abroad through the holding of
international stock conferences, based on payment in kind
or exchanges of stock participation held by individuals or
legal entities resident, domiciled or headquartered in Brazil,
consequent upon sale of stock control in a Brazilian
company. This rule was regulated by Bacen Circular 3,268,
12.16.2004.

Law 11,033, 12.21.2004 (DOU 12.22.2004) – Altered
financial and capital market taxation; instituted the Tax
System for Stimulating Modernization and Expansion of the
Port Structure (Reporto); altered laws 10,865, dated
4.30.2004, 8,850, dated 1.28.1994, 8,383, dated 12.30.1991,
10,522, dated 7.19.2002, 9,430, dated 12.27.1996 and 10,925,
dated 7.23.2004; and took other measures. Conversion of
Provisional Measure 206, dated 8.6.2004, into law.

Law 11,051, 12.29.2004 (DOU 12.30.2004, rectified
by DOU 1.4 and 11.2005) – Deals with the discounting of
credits in calculation of the noncumulative Social Contribution
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on Net Profits (CSLL) and the Contribution to PIS/Pasep
and Cofins and takes other measures. Conversion of
Provisional Measure 206, dated 8.6.2004, into law.

Law 11,080, 12.30.2004 (DOU 12.31.2004) –
Authorized the executive branch to institute the Autonomous
Social Service, designated the Brazilian Industrial
Development Agency (ABDI), and took other measures.
ABDI was instituted by Decree 5,352, 1.24.2005.

Law 11,077, 12.30.2004 (DOU 12.31.2004) (Informatics
Law) – Altered law 8,248, dated 10.23.1991, law 8,387, dated
12.30.1991, and law 10,176, dated 1.11.2001, dealing with
training and competitiveness in the informatics and
automation sector and takes other measures.

Bacen Resolution 3,260, 1.28.2005 – Altered Resolution
3,203/2004, which deals with the opening of demand deposit
accounts and savings deposit accounts for individual
Brazilians temporarily abroad, while also permitting utilization
of credit cards to make deposits in such accounts. Limits
the sum total of deposits made into a single financial institution
or jointly into various financial institutions that are part of a
single financial conglomerate to R$10,000.00 (ten thousand
reais). Regulated by Bacen Circular 3,277, 2.23.2005.

Decree 5,361, 1.31.2005 (DOU 2.1.2005) – Deals with
implementation of Economic Complementation Agreement
59 formalized by Argentina, Brazil, Paraguay, Uruguay, the
Mercosul Member States and Columbia, Ecuador, Venezuela
and the Andean Community Member States.

Camex Resolutions 34, 1 and 3 of 12.2004, 1.17.2005
and 2.17.2005, respectively (DOU 12.7.2004,
1.19.2005 and 2.22.2005/2005) (Ex-Tariff) – Altered the
ad valorem rates of the Import Tax to 2% (two percent) on
capital goods included in the appended list, under Ex-tariff
conditions, and adopted other measures.

Camex Resolutions 4, 3.3.2004 (DOU 3.7.2005) –
Altered the TEC List of Exceptions. Fifteen steel products
were included with a zero Import Tax rate, encompassing
cold rolled coils, hot rolled coils and tinplate. At the same
time, products from the medical sector, barley and some
fertilizers were excluded.

Law 11,101, 2.9.2005 (DOU 2.9.2005) (New Bankruptcy
Law) – Regulated judicial and extrajudicial recovery and
the bankruptcy of businesspersons and businesses.
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Law 11,092, 2.12.2005 (DOU, 2.9.2005) – Defined rules
for the planting and marketing of output of genetically
modified soybeans from the 2005 harvest, altered law 10,814,
dated 12.15.2003, and took other measures.

Bacen Circular 3,278, 2.23.2005 (Census of Brazilian
Capital Abroad – CBE) – Defines the form, limits and
conditions applicable to the declaration of properties and
values held abroad by individuals and legal entities resident,
domiciled or headquartered in the country.

Bacen Resolution 3,265, 3.6.2005 – Determined that the
Floating Rate Exchange Market and the Market Rate
Exchange Market would be united in the Exchange Market.
With unification of these exchange markets, there will no longer
be regulatory differences between the market rate exchange
market (MCTL) and the floating rate exchange market
(MCTF). The result is a single exchange market subject to a
single set of rules. With unification of these markets, transfers
of foreign currency abroad through the accounts of
nonresident financial institutions (“CC5”) cease to exist.

Resolution 3,266, 3.6.2005 (Export Exchange
Regulations) – Deals with the new export exchange regulations.

Bacen Circular 3,280, 3.10.2005 (International
Exchange and Capital Market Regulations – RMCCI) –
Released the International Exchange and Capital Market
Regulations, covering national or foreign currency operations
carried out between individuals or legal entities resident,
domiciled or headquartered abroad and takes other
measures. The RMCCI regulates Bacen Resolutions 3,265
and 3,266, which deal with the unification of the exchange
markets and with the new export exchange regulations,
approved by the National Monetary Council on 3.4.2005.
Effective as of 3.14.2005, it also abolished the Consolidated
Exchange Rules (CNC) and revoked several previously
issued circulars and circular letters.

Bacen Resolution 3,262, 2.3.2005 – Deals with
investment of the resources of the Merchant Marine
Fund (FMM).
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Appendix

Banco Central do Brasil Management

Members of the Monetary Policy Committee (Copom)
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Banco Central do Brasil Management

Board

Henrique de Campos Meirelles
Governor

Afonso Sant'Anna Bevilaqua
Deputy Governor

Alexandre Schwartsman
Deputy Governor

Antonio Gustavo Matos do Vale
Deputy Governor

Eduardo Henrique de Mello Motta Loyo
Deputy Governor

João Antônio Fleury Teixeira
Deputy Governor

Paulo Sérgio Cavalheiro
Deputy Governor

Rodrigo Telles da Rocha Azevedo
Deputy Governor

Sérgio Darcy da Silva Alves
Deputy Governor
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Members of the Monetary Policy Committee (Copom)

Voting members

Henrique de Campos Meirelles
Governor

Afonso Sant'Anna Bevilaqua
Deputy Governor

Alexandre Schwartsman
Deputy Governor

Antonio Gustavo Matos do Vale
Deputy Governor

Eduardo Henrique de Mello Motta Loyo
Deputy Governor

João Antônio Fleury Teixeira
Deputy Governor

Paulo Sérgio Cavalheiro
Deputy Governor

Rodrigo Telles da Rocha Azevedo
Deputy Governor

Sérgio Darcy da Silva Alves
Deputy Governor

Non-voting members

Altamir Lopes
Head of the Departament of Economics (Depec)

Daso Maranhão Coimbra
Head of the Departament of International Reserve
Operations (Depin)

José Antonio Marciano
Head of the Departament of Banking Operations and
Payments System (Deban)

José Pedro Ramos Fachada Martins da Silva
Head of the Investor Relations Group (Gerin)

Marcelo Kfoury Muinhos
Head of the Research Departament (Depep)

Sérgio Goldenstein
Head of the Departament of Open Market Operations
(Demab)
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Acronyms

Abimaq Brazilian Association of the Machines and Equipment Industry

ABPO Brazilian Corrugated Board Association

ACSP São Paulo Trade Association

Anfavea National Association of Automotive Vehicle Manufacturers

ANP National Petroleum Agency

b.p. Basis point

BM&F Brazilian Mercantile & Futures Exchange

BNDES Brazilian Development Bank

BNDESpar BNDES Participações S.A.

BoE Bank of England

BoJ Bank of Japan

Bovespa São Paulo Stock Exchange

Bradies Renegotiated Bonds of the Republic

CAC Class Action Clause

Caged General File of the Employed and Unemployed

CMN National Monetary Council

CNI National Confederation of Industry

Conab National Supply Company

Copom Monetary Policy Committee

DAX Deutscher Aktienindex

Depec Department of Economics

DI Interfinancial Deposit

Dieese Inter Trade Union Department of Statistics and Socio-Economic Studies

DJIA Dow Jones Industrial Average

DLSP Net public sector debt

Embi+ Emerging Market Bond Index Plus

FDI Foreign Direct Investments

Fecomercio RJ Trade Federation of the State of Rio de Janeiro

Fecomercio SP Trade Federation of the State of São Paulo

Fed Federal Reserve System

FGTS Severance Fund Contribution

FGV Getulio Vargas Foundation

Fiesp Federation of Industries of the State of São Paulo

FIF Financial Investment Funds

Finame Special Industrial Financing Agency

FITVM Funds based on investments in stocks and securities

FTSE 100 Financial Times Securities Exchange Index

Funcex Foreign Trade Study Center Foundation
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GDP Gross Domestic Product

Gerin Investor Relations Group of the Central Bank of Brazil

IBGE Brazilian Institute of Geography and Statistics

Ibovespa São Paulo Stock Exchange Index

Ibre Brazilian Institute of Economics

ICC Consumer Confidence Index

Icea Index of Current Economic Conditions

Icei Current Industrial Employment Index

ICMS Tax on the Circulation of Merchandise and Services

IEC Consumer Expectation Index

IGP General Price Index

IGP-DI General Price Index – Domestic Supply

IGP-M General Price Index – Market

IIF Institute of International Finance

IMF International Monetary Fund

INCC National Cost of Construction Index

INPC National Consumer Price Index

INSS National Social Security Institute

IPA-EP Wholesale Price Index according to Processing Phases

IPCA Broad National Consumer Price Index

IPC-Br Consumer Price Index – Brazil

LGN Liquified Natural Gas

LSPA Systematic Farm Production Survey

LTN National Treasury Bills

Moderfrota Program of Modernization of the Farm Tractor Fleet and Like Implements and Harvesters

MPC Monetary Policy Committee

Nasdaq National Association of Securities Dealers Automated Quotation

NTN-B National Treasury Note – Series B

NTN-C National Treasury Note – Series C

NTN-F National Treasury Note – Series D

Opec Organization of Petroleum Exporting Countries

p.p. Percentage points

p.y. Per year

PIM Monthly Industrial Survey

PMC Monthly Trade Survey / Montly Survey of Trade (from IBGE)

PME Monthly Employment Survey

Selic Special System of Clearance and Custody

SPC Secretariat of Complementary Social Security

TJLP Long-Term Interest Rate

TMU Technical Memorandum of Understanding

USA United States of America

WTO World Trade Organization




