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| Inroduction

The excellent results turned in by the Brazilian economy in 2004 were a consequence
of the adequate control exercised by the Central Bank of Brazil's (BCB) Monetary
Policy Committee (Copom) over monetary policy instruments, guided by the
fundamental objective of guarantying the gains inherent to price stability. Starting in
September, therefore, the Committee adopted a strategy of gradually raising basic
interest rates. The perception underlying this decision was that, if no alterations were
adopted in the country’s monetary policy stance, the strong upturn in the pace of
economic activity would not of itself settle back to the level required to spontaneously
close the product gap in a manner compatible with the continued convergence of
inflation toward the trajectory of the predetermined targets.

The decision to raise the rate of the Special System of Clearance and Custody (Selic)
represented a reversal of the process of lowering rates begun in mid-2003 and further
intensified in the second half of that year, when the target for the basic interest rate
dropped 10 percentage points (p.p.) to 16.5% per year in December, compared to 26.5%
per year in June.

At the beginning of 2004, indications that inflation could exceed the targets set for that
year and 2005 led Copom to adopt a more conservative monetary policy posture. This
was evident in the decision to hold the basic interest rate target at 16.5% per year in the
three-month period ended in February. The fundamental reason for this measure was
the perception that, even though the behavior of inflation at that time was caused by
extraordinary or seasonal factors and could possibly shift back into a trajectory
compatible with the targets set for the coming months, compliance with the target
required greater monetary policy wariness than had been previously foreseen.

In the two following months, Copom gave special attention to inflation projections
formulated in the context of the hypothesis of a low degree of inflationary persistence
in the first quarter of the year. This hypothesis was confirmed by seasonal attenuation
of inflation in market prices in the second and third quarters of the year, in line with the
pattern registered in recent years. In this framework, successive cutbacks of 0.25 p.p.
were introduced into the Selic rate target in March and April.
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In the four following meetings, Copom maintained the basic rate at 16% per year. In
September, however, Copom recognized that growth in economic activity and the level
of utilization of installed output capacity were clearly not compatible with recovery in
investments and that projections for inflation suggested a growing risk of noncompliance
with the targets. With this in mind, the Committee initiated a gradual process of basic
interest rate hikes. In that month, the Selic rate was raised by 0.25 p.p., followed by
consecutive increases of 0.50 p.p. in the following months, raising the rate to 17.75%
per year at the end of 2004.

In this context, despite the impact of the strong upward spiral in international oil prices
during the year, inflation closed below the 2003 level, reflecting deceleration in both
market and regulated prices. The Broad National Consumer Price Index (IPCA), which
is used to undergird the inflation targeting system, closed at 7.6%, well within the
parameters defined for the 2004 target by the National Monetary Council (CMN).

It is important to recognize that the more rigid monetary policy adopted did not hamper
the economy from expanding through the end of the year at an annual pace unmatched
since 1994, all within a scenario of steady positive evolution of the nation’s economic
fundamentals since last year. The current year has been marked by a sharp rise in
investment outlays, following years of only very modest growth.

Viewed under the prism of demand, 2004 growth in the activity level was driven by a
continued strong export performance and internal market recovery. Expanded
investments reflected the highly positive outlook for the economy evident since the
second half of 2003, while growth in consumption was generated by the increased
availability of credit, particularly in the firsthalf ofthe year, with important repercussions
on sales of consumer durables, and by growing income levels, primarily in the final
months of the year. The latter factor, obviously, acted as a trigger to increased sales of
nondurable consumer goods.

The enhanced dynamics of the economy in 2004 were also evident in job market
indicators, particularly the employment level. New employment opportunities were
created in all of the various sectors of the economy and at historically high levels.

Improvement in the nation’s external accounts reflected the extraordinary performance
of the trade balance which posted unprecedented surpluses in 2003 and 2004. The
enormous transformations that have occurred in the external sector of the Brazilian
economy began with adoption of the floating exchange system in 1999. Parallel to that,
one should also stress the positive impacts of measures taken to simplify and streamline
export operations, coupled with an aggressive trade promotion strategy aimed at
diversifying and expanding the products exported by Brazilian companies and the
markets to which they are targeted.
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The positive results achieved by the external sector of the Brazilian economy not only
expanded the activity level, but also made an essential contribution to significant
improvement in external solvency indicators. Favored by expectations of strong world
growth and an only moderate rise in United States interest rates, despite uncertainties
regarding the medium-term performance of that economy in light of its burgeoning
external and fiscal deficits, Brazil’s country risk dropped sharply. In 2004, there is
evidence that, at several moments in time, the downturn in country risk was powered
by the progress achieved in the nation’s internal economic fundamentals, as demonstrated
by the exceptional trade surplus, current account results, despite strong growth in Gross
Domestic Product (GDP), by substantial improvement in external and public debt
indicators, and by a primary surplus well above the target agreed upon with the
International Monetary Fund (IMF).

Since the end 02003, international market conditions have been particularly favorable
to Brazil from various points of view and, consequently, have generated highly positive
impacts on the balance of payments result. Coupled with adoption of consistent
macroeconomic policies, these results have made it possible to improve the country’s
sovereign rating, thus enhancing access to international financial markets, with lesser
spreads and foreign debt security issues in national currency since last November.
Other positive factors have been recovery in the international reserve position and
stability and subsequent reductions in the external debt.

The contribution of the internal market to consistent recovery in the activity level can
be summarized in increased credit and growing income. The process of expanded
internal income reflected highly positive labor market evolution. In this sense,
notwithstanding the fact that the overall labor force has expanded at a rate above that
of previous years, strong growth in new hirings has resulted in declining unemployment
in 2004, with positive expansion in all months of the year and in a broad diversity of
economic sectors.

In the context of steadily declining default levels, credit operations reflected the process
of expanding economic activity. Here, it should be noted that the increased costs of
credit operations since September have not had an undue impact on the volume of new
operations, particularly in light of the already traditional rise in demand that marks the
final months of the year. Basically, growth in loans to individual borrowers in 2004
reflected personal credit operations and, more specifically, payroll loans, since these
credits are offered at lower interest rates due to the considerably lesser risk of default.
In the case of credits granted to corporate entities, the volume of operations backed by
internal resources expanded in detriment to those linked to external resources.

Inthis framework, one should also stress the sharp downturn of 5.4 p.p. inthe ratio between

the net public sector debtand GDP, thus interrupting the upward trajectory of this indicator
dating to 1994. This performance resulted from a combination of positive factors, among
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which one should highlight continued fiscal equilibrium in all segments of the economy,
economic growth, lesser interest appropriations and exchange rate stability.

In2004, the strategy of reducing the share of the internal public debt indexed to the dollar
and purchasing exchange on the market for external debt payment purposes and
replenishment of international reserve levels was maintained, primarily in light of the
need to attenuate the vulnerability of the balance of payments and the public sector
asset balance. Net BCB purchases and settlement of market debts by the National
Treasury resulted in a gradual rebuilding of the country’s international reserves. At the
end of December, the international reserve position — viewed according to the liquidity
concept — totaled US$52.9 billion, corresponding to an increase of US$3.6 billion
compared to the end of 2003. At the same time, net adjusted reserves, as defined in the
IMF agreement, totaled US$25.3 billion, representing growth of US$8 billion inrelation
to the same period of 2003.
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The Brazilian Economy

Economic activity

The activity level in 2004 reflected the ongoing positive evolution of the nation’s
economic fundamentals since the preceding year. In this context, such realities as
compliance with fiscal targets, the positive and persistent performance of foreign trade
and amonetary policy aimed basically at preserving the gains inherent to price stability,
created an environment for economic recovery practically unmatched in the country’s
recent history. Among other factors, this is clearly revealed by indicators that point to
the highest GDP growth since 1994; arecord level of new manpower hirings in the formal
sector of the economy; a sharp rise in investment outlays, following years of tepid
growth; and a record trade balance surplus.

Asthe year moved forward, the rate of economic growth declined in a manner consistent
with the natural process of leveling off, following the recent relative highs in output
levels. In this sense, at the midpoint of the year, utilization of industrial output capacity
had risen sharply, moving to a level that could have generated inflationary pressures
and threatened the sustainability of the growth cycle. At that moment, monetary policy
was adjusted in pursuit of a state of equilibrium between economic growth and
preservation of a situation of low inflation.

Consequently, in the month of May, Copom interrupted the process of successive
interest rate cutbacks and held the basic rates at 16% per year up to September. At that
point, the Committee initiated a process of moderate monetary policy adjustment,
gradually raising interest by 1.75 p.p., including the 0.5 p.p. increase adopted at the
December 2004 meeting. The decision to move in this direction led to more moderate
growth in the second half of the year, at the same time in which ongoing investments
matured to a degree sufficient to ward off any pessimism with regard to price growth.
Despite these measures, the activity level continued expanding through the end 0£2004,
closing with the highest rate of annual expansion since 1994.

Viewed in terms of demand, 2004 growth in the activity level was generated by the

extraordinary dynamics of the export sector, coupled with recovery on the internal
market. Investment growth mirrored the positive economic outlook that marked the
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second half of 2003, while growth in consumption was driven by an expanded credit
supply, particularly in the first six months of the year, with evident impacts on sales of
consumer durables. In the final months of the year, income levels moved steadily
upward, fostering increased sales of nondurable consumer goods.

The increased economic dynamism of 2004 was also evident in job market figures,
particularly as regards employment. New job opportunities opened in all of the different
economic sectors at rates close to the nation’s historical highs.

Gross Domestic Product (GDP)

According to the Brazilian Institute of Geography and Statistics (IBGE), GDP expanded
5.2%1in 2004, the highest level since the 5.9% figure reached in 1994. In current values,
GDP totaled R$1,769 billion in the year, calculated at market prices.

A breakdown of GDP expansion in 2004 indicates that 4.1 p.p. were generated by a
growing internal marketand 1.1 p.p. by the external sector. Internal demand had not made
asignificant contribution to GDP growth since 2000. On a sector-by-sector basis, all of
the different sectors turned in positive results, while industry ended with its best
performance in the last ten years.

Continuing the process of economic recovery begun in the second half of 2003, GDP
expanded 1.8% in the first quarter of the year, compared to the final quarter o£2003. Using
the same basis of comparison, the crop/livestock sector expanded 2.5%, due mainly to
soybean production, among other major crops, while industrial growth closed at 1.4%,
driven primarily by capital goods and consumer durables. Finally, the service sector
posted an increase of 1.1%.

The highly positive outlook continued through the second quarter of the year, as GDP
expanded 1.5% compared to the previous quarter, based on seasonally adjusted data.
Once again, all of the various sectors turned in positive results, with 0.5% in crop/
livestock activity, 1.2% in the industrial sector and 1.5% for services.

Inthe third quarter of the year, GDP expressed in seasonally adjusted figures expanded
1.1% over the previous quarter. This result was impacted by a 1.9% drop in crop/
livestock output. Confirming the results of monthly activity level indicators, industry
expanded 2.5% using the same basis of comparison. Powered by a steady upward
trend in income, the service sector registered the fifth consecutive month of positive
growth, with 0.7%.
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Table 1.1 — GDP at market price

Year At 2004 Real Implicit At current  Population Per capita GDP

prices change deflator prices“ (million) At 2004 Real At current

(R$ (%) (%) (Us$ prices  change  prices"

million) million) (R$) (%) (US$)
1980 1067 035 9.2 92.1 237772 118.6 9 000 7.0 2005
1981 1021 686 -43 100.5 258 553 121.2 8429 -6.3 2133
1982 1030 166 0.8 101.0 271 252 123.9 8315 -1.3 2190
1983 999 982 -29 131.5 189 459 126.6 7 900 -5.0 1497
1984 1053 981 5.4 201.7 189 744 129.3 8153 3.2 1468
1985 1136 708 7.8 248.5 211092 132.0 8613 5.6 1599
1986 1221 847 7.5 149.2 257 812 134.7 9074 5.4 1915
1987 1264 978 35 206.2 282 357 137.3 9215 1.6 2 057
1988 1264 219 -0.1 628.0 305 707 139.8 9042 -1.9 2186
1989 1304 169 3.2 1304.4 415916 142.3 9164 14 2923
1990 1247 437 -4.3 2737.0 469 318 146.6 8510 -741 3202
1991 1260 286 1.0 416.7 405 679 149.1 8453 -0.7 2721
1992 1253 435 -05 969.0 387 295 151.5 8271 -22 2 556
1993 1315164 4.9 1996.1 429 685 154.0 8 541 3.3 2790
1994 1392139 59 2240.2 543 087 156.4 8899 4.2 3472
1995 1450 940 4.2 775 705 449 158.9 9133 2.6 4440
1996 1489 515 2.7 17.4 775 475 161.3 9233 1.1 4807
1997 1538 242 3.3 8.3 807 814 163.8 9392 1.7 4932
1998 1540272 0.1 4.9 787 889 166.3 9265 -1.4 4739
1999 1552 370 0.8 5.7 536 554 168.8 9199 -07 3180
2000 1620 064 44 8.4 602 207 171.3 9459 2.8 3516
2001 1641328 1.3 74 509 797 173.8 9443 -0.2 2933
2002 1672954 1.9 10.2 459 379 176.4 9484 04 2604
2003 1682071 0.5 15.0 506 784 179.0 9398 -09 2831
2004 1769 202 52 8.1 604 876 181.6 9743 3.7 3331
Source: IBGE

1/ Estimates obtained by the Banco Central do Brasil dividing the GDP at current prices by the annual average buying
rate of exchange.

Table 1.2 — GDP - Quarterly growth/previous quarter — Seasonally adjusted

Percentage

Itemization 2004

| I 11l \Y
GDP at market price 1.8 1.5 1.1 0.4
Crop and livestock sector 2.5 0.5 -1.9 2.0
Industrial sector 1.4 1.2 2.7 0.5
Service sector 1.1 1.5 0.7 0.5
Source: IBGE
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Itisimportant to emphasize that, at the end of the first six months of the year, the activity
level had already reached a record high, with obvious impacts on installed output
capacity, particularly in those industrial sectors that operate on the foreign market. This
was the first harbinger of the need for a more moderate pace of growth. As aresult, GDP
in the fourth quarter of the year turned in seasonally adjusted expansion of just 0.4%,
when viewed against the previous quarter, with 2% in the crop/livestock sectorand 0.5%
in both industry and services.

Table 1.3 — GDP real change rates — Under the prism of production

Percentage
Itemization 2002 2003 2004
GDP 1.9 0.5 5.2
Crop and livestock sector 5.5 4.5 5.3
Industrial sector 2.6 0.1 6.2
Mineral extraction 6.7 29 -0.7
Manufacturing 3.6 1.1 7.7
Building -1.8 -5.2 5.7
Public utility industrial services 3.0 2.7 5.0
Service sector 1.6 0.6 3.7
Commerce -0.2 -1.9 7.9
Transportation 3.4 1.4 4.9
Communications 9.8 1.8 2.0
Public administration 1.7 1.0 1.6
Other services 1.1 0.5 5.6
Financial institutions 2.1 0.6 4.3
Rents 0.6 1.3 1.8
Financial dummy 23 0.6 4.4
Source: IBGE

A sector-by-sector analysis of 2004 GDP growth demonstrates that expansion in the
year disseminated out into other areas of the economy. The crop/livestock sector, which
has been powered by exports inrecentyears, turned in 5.3% growth in the year, reflecting
continued expansion in livestock output and positive grain harvest figures, particularly
under rice, coffee and soybeans. One should stress here that 2004 marked the seventh
consecutive year of positive expansion in the sector, with total output growth of37.6%
in the period. The increased profitability of the farm sector in recent years has clearly
broadened the sectors self-financing capacity, while fostering greater investments,
primarily in machines and equipment.

The industrial sector expanded 6.2% in 2004, reflecting positive performances in all of
the various subsectors, with the sole exception of mining. Manufacturing grew 7.7% in

18 Boletim do Banco Central do Brasil — Annual Report 2004



the year. For the most part, this expansion was caused by an increased credit supply
which leveraged growth in the output of consumer durables for the internal market,
coupled with continued strong growth in exports of manufactured products. Following
three consecutive years of decline, the building industry registered strong 5.7%
growth, partly as aresult of increased investment outlays. The sector of public utility
industrial services, composed basically of electricity generation, expanded 5%,
clearly evincing the ongoing process of economic recovery. Mining output dropped
0.7% in 2004, with a falloff of the 0.9% in oil production, according to the National
Petroleum Agency (ANP).

Output of the service sector increased 3.7% in 2004, with positive results in all of the
different segments and particularly strong performances in the subsectors of commerce,
7.9%, and transportation, 4.9%. The segments of other services and financial institutions
alsoregistered high levels of growth, with 5.6% and 4.3%, in that order. The subsectors
of communications, rentals and public administration expanded by respective rates of
2%,1.8%and 1.6%.

Viewed under the prism of demand, GDP results in the year were a clear demonstration
of internal market recovery. Analyzed in real terms, household consumption and
investments, excluding inventory alterations, turned in growth of 4.3% and 10.9%,
respectively, reflecting an increased credit supply and positive expectations regarding
the economy over the course of the entire year, among other factors. Foreign sales
increased 18% in the year, further intensifying the ongoing process of expansion that
beganin 1997, while imports closed with 14.3%, the highestlevel of the lastseven years.
Growth in government consumption reached 0.7% in 2004.

Table 1.4 — GDP real change rates — Under the prism of expenditure

Percentage

Itemization 2002 2003 2004
GDP 1.9 0.5 52
Family consumption -04 -15 4.3
Government consumption 14 1.3 0.7
Gross fixed capital formation -4.2 -51 10.9
Exports of goods and services 7.9 9.0 18.0
Imports of goods and services -12.3 -1.7 14.3
Source: IBGE
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Table 1.5 — Gross Domestic Product — At current value

In R$ million
Itemization 2001 2002 2003 2004
Gross Domestic Product 1198736 1346028 1556182 1769202
Under the prism of product
Crop and livestock sector 89 287 104 908 138 191 159 749
Industrial sector 401174 459 306 540 890 615988
Service sector 627 960 710 263 791 184 881623
Under the prism of expenditure
Final consumption expenditure 956 501 1052139 1192613 1310323
Family consumption 725760 781174 882 983 977 991
Government consumption 230 741 270 965 309 631 332332
Gross capital formation 254 137 265 953 307 491 376 408
Gross fixed capital formation 233 384 246 606 276 741 346 258
Changes in inventories 20753 19 348 30 750 30 151
Exports of goods and services 158 501 208 489 254 832 318 387
Imports of goods and services (-) 170 403 180 554 198 754 235917

Source: IBGE

Investments

Continuing the upturn that marked the end of 2003, investments expanded sharply in
2004. According to the Quarterly National Accounts, released by IBGE, gross fixed
capital formation, which is defined as investment outlays excluding inventory variations,
expanded 10.9% inreal terms in 2004. Following two consecutive years of sharp negative
rates, this was the best result since 1994. The participation of investments in GDP moved

from 17.8%1n2003 to 19.6% in 2004.

24 4

Graph

1.1

Gross fixed capital formation

1995

1996

1997

[ GDP share

20 4

16 4

12 4

® 81

4 4

0 4

4 4

-8 A

1991 1992 1993 1994

Source: IBGE

1998

1999 2000

2001

2002

— — — Real change

20 Boletim do Banco Central do Brasil — Annual Report 2004

2003 2004



Table 1.6 — Gross capital formation (GCF)

Percentage
Year Share in GCF At current prices
Gross fixed capital formation (GFCF) Changes in GFCF/GDP GCF/GDP
inventories
Building Machines and  Others
equipments
1990 65.7 34.0 2.7 -24 20.7 20.2
1991 60.4 28.7 25 8.4 18.1 19.8
1992 64.8 26.3 6.3 27 18.4 18.9
1993 62.5 24.2 5.8 7.5 19.3 20.8
1994 60.6 27.2 5.8 6.3 20.7 221
1995 57.4 28.9 5.8 7.8 20.5 22.3
1996 62.0 253 4.8 7.9 19.3 20.9
1997 63.2 24.8 4.4 7.6 19.9 215
1998 65.4 235 44 6.8 19.7 211
1999 65.0 23.7 5.0 6.2 18.9 20.2
2000 60.0 24.7 4.8 10.5 19.3 215
2001 58.8 28.0 5.0 8.2 19.5 21.2
2002 59.8 27.9 5.1 7.3 18.3 19.8
2003 56.4 28.4 52 10.0 17.8 19.8
2004 19.6 21.3
Source: IBGE
Table 1.7 — Selected capital goods production
Itemization Percentage change
2002 2003 2004

Capital goods -58 2.2 19.7
Industrial 6.5 4.7 16.1

Serial 4.0 6.7 20.2

Non-serial -4.8 -6.6
Agricultural 10.7 219 6.4
Agricultural parts 28.6 -75
Building 7.6 -76 38.0
Electric energy 10.0 125
Transportation 9.1 7.4 25.6
Mixed -12.5 -35 14.8

Source: IBGE

Based on data purged of seasonal factors, production of inputs for the building industry
expanded 5.7% in 2004, registering the best results in the second and third quarters of
the year, 2.5% and 3.8%, respectively, compared to the immediately previous quarters.
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Output of capital goods expanded 19.7% in 2004. Over the course of the year, seasonally
adjusted data indicate steady though declining growth rates in the second, third and
fourth quarters of the year, with 6.5%, 1.2% and 0.6%, respectively, compared to the
previous quarters. In the first quarter of the year, this heading registered a downturn
of 1.2%, using the same basis of comparison. A breakdown of data on capital goods
output in 2004 shows positive expansion under goods for the building industry, 38%;
transportation equipment, 25.6%; machines and equipment for the industrial sector,
16.1%; electricity supply equipment, 12.5%; and farm machinery and equipment, 6.4%.
Output of parts for farm equipment was unable to keep pace with the positive
performance under crop/livestock production, registering a decline of 7.5% in the year,
following strong 28.6% growth in 2003.

Disbursements by the BNDES System — National Bank of Economic and Social
Development (BNDES), the Special Industrial Financing Agency (Finame) and BNDES
Participa¢des S.A. (BNDESpar)—totaled R$39.8 billion in 2004, registering real growth
of 8.6% compared to 2003, deflated by average growth in the General Price Index —
Internal Supply (IGP-DI), whichis released by the Getulio Vargas Foundation (FGV). A
breakdown at the level of activity shows real growth of 37.9% under resources
channeled to the crop/livestock sector and 21.9% in the funding targeted to the sector
of commerce and services, together with a 10.9% reduction under financing channeled
to the manufacturing sector.

The Long-Term Interest Rate (TJLP), which represents the basic cost of financing
contracted with the BNDES system, was cut to 10% per year in the first quarter of 2004
and to 9.75% per year in the subsequent quarter, where it remained during the final two
quarters of the year.

Table 1.8 — BNDES disbursement"

In R$ million

Itemization 2002 2003 2004

Total 37 419 33534 39834

By sector
Manufacturing industry 17 178 15937 15539
Commerce and service 15 482 12 844 17 122
Crop and livestock 4 509 4 595 6 930
Extraction industry 250 157 243

Source: BNDES

1/ Includes BNDES, Finame and BNDESpar.

22 Boletim do Banco Central do Brasil — Annual Report 2004



Industrial output indicators

According to IBGE’s Monthly Industrial Survey (PIM), industrial output set a new
record, with growth of 8.3% in 2004, compared to 2003. This figure surpassed such
previous outstanding annual performances as those achieved in 1993, 7.5%, and 1994,
7.6%, and was the highest growth figure registered since 1986, when the sector expanded
by 10.9%. Industrial growth in 2004 was generated by 8.5% expansion in the manufacturing
sector and 4.3% in the mining industry.
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The performance of industry was not uniform throughout the year. Based on
seasonally adjusted data, the first quarter of the year was marked by a decline of0.6%,
compared to the final quarter of the previous year. This performance was, to some
extent, caused by a natural falloff in capital goods investments, in the wake of the
strong growth registered in the second half of 2003. Industrial output in the second
and third quarters turned sharply upward once again, 3.3% and 2.4% compared to the
previous quarters, respectively. In the fourth quarter, production expanded 0.7%

using the same basis of comparison.

Graph 1.3
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Analysis of industrial activity broken down according to the use categories of the final
products reveals the factors that had the greatest impact on performance over the course
0f 2004. Output of consumer durables increased 21.8% in the year, second only to the
1993 result, and was driven by the automotive and electric-electronic segments. These
sectors were the first to reveal signs of recovery in internal demand in the second half
012003, driven mainly by growth in the credit supply and the continued dynamics of the
export sector.

Table 1.9 — Industrial production

Itemization Percentage change
2002 2003 2004
Total 2.7 0.1 8.3
By category of use
Capital goods -5.8 2.2 19.7
Intermediate goods 4.2 2.0 74
Consumer goods 1.5 -27 7.3
Durable 4.7 3.0 21.8
Semi and nondurable 11 -3.9 4.0
Source: IBGE

Expanding credit generated increased confidence among economic agents, enhancing
their likelihood of assuming commitments in the future. Aside from this, more intensive
use of payroll loans and declining default rates, among other factors, tended to push
interest rates on operations with individual borrowers downward. By way of example,
average annual interest rates levied on individuals in operations involving acquisitions
of'goods (vehicles and others) dropped from 48.7% in 2003 to 39.3% in 2004. Exports of
consumer durables were driven by an expanding world economy and gains in the
productivity of the Brazilian industrial sector. Export volume in this category expanded
30.4% in 2004, according to data released by the Foreign Trade Studies Center
Foundation (Funcex).

Capital goods output registered strong 19.7% expansion in 2004. This was the highest
rate since 1986 and was sustained primarily by growth in investments in the economy.
This sectoralso benefited from the increased credit supply, including both nonearmarked
and earmarked resources, particularly operations channeled through the BNDES, as well
as from growth in exports which, according to Funcex data, registered volume growth
of71.1% compared to 2003.

Growth in the output of nondurable consumer goods closed at 4% in 2004, the highest
mark since 1995. This result was in keeping with the expectations of the sector, since
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the major factor underlying this growth is the evolution of income and, more specifically
overall wages. According to the National Confederation of Industry (CNI), overall
wages expanded 9% in real terms in 2004, when compared to the previous year.

Graph 1.4
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An analysis of output by segments of activity showed across-the-board expansion in
25 of the 26 segments of the manufacturing sector used in the PIM survey. Of these, ten
turned in growth above 10%.

According to seasonally adjusted data released by the CNI, the vigorous pace of
industrial expansion generated a new record in the level of utilization of installed
industrial capacity in June 2004. From that point forward, this indicator moved gradually
downward, primarily as a consequence of the maturation of investments made as of the
third quarter of 2003. This is evident in the fact that industrial output continued
expanding in the second half of the year, albeit at a less accentuated pace.

Statistics released by the FGV on the various use categories in 2004 indicate that the
level of utilization of installed industrial capacity registered its highest growth in the
segment of capital goods and construction industry inputs, with average growth figures
of 7.4 p.p. and 4.3 p.p., respectively, as compared to 2003. Consumer goods and
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intermediate goods registered average annual growth of 2.2 p.p. and 1.7 p.p., in that
order. Despite lesser growth in the period, the category of intermediate goods closed
with the highest level of utilization of installed industrial capacity at the end of the year,
87.8%, with exceptionally high levels in the segments of rubber, 96.2%; metallurgy,
93.1%; paper and cardboard, 91.5%; and mechanics, 90.1%.

Table 1.10 — Industrial capacity utilization"

Percentage

Itemization 2002 2003 2004

Manufacturing industry 79.4 80.9 84.0
Consumer goods 74.9 76.3 78.5
Capital goods 70.6 73.9 81.4
Building material 80.8 791 83.5
Intermediate goods 85.4 86.1 87.8

Source: FGV

1/ Quarterly survey. Average in the year.

Trade indicators

According to the Monthly Survey of Trade (PMC), released by the IBGE, the Retail Sales
Volume Index registered a high 0f9.2% in 2004, the highest rate of annual growth since
the survey was first taken. All of the various segments turned in positive growth,
including durable and semidurable consumer goods, which are more sensitive to credit
conditions, and nondurable consumer goods, a segment that depends more intensively
onincome growth. Sales inall of the differentareas of activity increased in 2004 and were
particularly strong under furniture and home appliances, 26.4%; hypermarkets and
supermarkets, 7.2%; fabrics, apparel and footwear, 4.9%; and fuels and lubricants, 4.6%.
Sales of automobiles, motorcycles, parts and spares, which are not included in the
general index, increased 17.8% in 2004.

Graph 1.6
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Analysis of the 27 states included in the survey shows that only Roraima registered
declining sales in 2004, 8.7%. The strongest growth occurred in Mato Grosso, 22.4%,
Rondonia, 22.2%, Amazonas, 18.3%, Espirito Santo, 16.2%, and Maranhao, 15.4%.

Nominal Sales Revenues expanded 13% in 2004. This result was generated by a
combination of increases 0f 9.2% in sales volume and 3.4% in retail prices. It should be
stressed that, compared to 2003, average prices in 2004 increased 6.6% according to
IPCA resultsreleased by the IBGE. This index includes not only the retail sector butalso
the prices of services. In the period under consideration, all segments of the retail trade
sector registered nominal revenue growth above the average IPCA, with the exception
of fuels and lubricants, which are subject to regulated prices. Special mention should
be made of growth in nominal revenues on furniture and home appliances, 29.9%, and
automobiles and motorcycles, 30.6%, both of which were impacted by the rise in the
prices of metallurgical products.

Other indicators confirmed the excellent performance of consumption in 2004. According
tothe Sdo Paulo Trade Association (ACSP), the number of consultations with the Credit
Protection Service (SPC) and the Usecheque system increased 6% and 2.2%, respectively,
when viewed against 2003.

Default indicators turned in downward growth in 2004. The ratio between the number
of checks returned due to insufficient backing and total checks cleared in all parts of the
country closed December at 4.8%, the lowest level of the year. In the Sdo Paulo
Metropolitan Region, the netrate of default measured by the ACSP closed 2004 at4.2%,
comparedto 5.2%in2003. To some extent, this reduction was a consequence ofa 13.4%
rise in the number of arrears settled, reflecting the fact that resources were being
channeled into payments of debts. In December 2004, the number of arrears canceled
surpassed the number of new occurrences, for the first time since December 1967.

Consumer expectation surveys showed positive results in 2004. The Consumer Confidence
Index (ICC), released by the Trade Federation of the State of Sao Paulo (Fecomercio SP),
closed the year at 13.5%, well above the 2003 average. This result reflected increases
0f8.9% inthe Consumer Expectation Index, which accounts for 60% ofthe general index,
and 23.9% in the Index of Current Economic Conditions, which is responsible for the rest
of the general index. It should be stressed that, on average, the ICC closed the final
months of 2004 at the highest level since the index was first created in June 1994.

Crop/livestock output indicators

According to IBGE, national grain production totaled 119.1 million tons in 2004, 3.7%
below the previous harvest. The area planted increased 7.5%, while average productivity
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declined 11.8%. The major cause of this falloff was poor weather; particularly in the
states of Goias, Mato Grosso, Mato Grosso do Sul, Parana and Rio Grande do Sul. The
hardest hit crops were soybeans, corn, beans and wheat. Aside from the negative impact
of the climatic adversities, producers also had to cope with rising production costs as
a consequence of higher prices for petroleum-based inputs, particularly fertilizers.
Despite these factors, however, the rice, cotton seed and coffee harvests turned in
significant output growth.
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Table 1.11 — Agricultural production — Major crops

Millions of tons

Products 2003 2004
Grain production 123.6 119.1
Cotton seed 1.5 23
Rice (in husk) 10.3 13.3
Beans 3.3 3.0
Corn 48.0 41.9
Soybeans 51.5 49.2
Wheat 6.0 5.8
Others 3.1 3.6
Change in grain production (%) 27.2 -3.7
Other crops
Bananas 6.5 6.5
White potatoes 3.1 29
Cocoa (beans) 0.2 0.2
Coffee (manufactured) 2.0 2.5
Sugarcane 389.9 409.6
Tobacco (in leaf) 0.6 0.9
Oranges 16.9 18.3
Cassava 222 26.1
Tomatoes 3.6 34
Source: IBGE

Grain production in the southern region of the country declined 17.4% in 2004 and was
responsible for 41% of'the nation’s total production. In the other regions of the country,
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the grain harvest expanded by 8.1% in the southeastand 6.1% in the central-west region.
The north and northeast regions of the country accounted for a joint total of 10.8% of
annual grain production, with growth between 21.2% and 19.8%, respectively.

The soybean crop totaled 49.2 million tons in 2004 corresponding to a drop of 5.2%
compared to the previous year. The area planted increased 15.9% and average productivity
declined 18.2%, mainly as a consequence of the drought that affected the southern
region and the state of Mato Grosso do Sul and the heavy rains and occurrences of Asian
rust in the states of Goias and Mato Grosso, the major production state.

Corn output dropped 13.4% in the year and closed at 41.9 million tons. This result
reflected drought in the states of Paran4, the leading producer state, and Rio Grande do
Sul, among other producer regions. Furthermore, itis important to mention the migration
of producers from corn to other crops with greater profit potential, such as soybeans,
the increased cost of imports and lower international prices.

The wheat harvest totaled 5.8 million tons in 2004, representing a decline of 5.5%
compared to the previous year. Average productivity dropped 13.5% and the area under
cultivation increased 9.3%.

Output ofrice totaled 13.3 million tons, for an annual increase 0f28.3% in volume. The
area under cultivation expanded 17.3% and average productivity rose 9.4%, primarily
asaresultof favorable climatic conditions and improved crop technology. The harvests
in the southern and central-west regions accounted for a joint total of 77.8% of national
production. It should be stressed that output in the states of Rio Grande do Sul and Mato
Grosso set new records, with respective totals of 6.3 million tons and 2.2 million tons,
corresponding to growth of 34.9% in the first case and 73.4% in the second.

Production of beans totaled 3 million tons, a decrease of 9.8% compared to the 2003
harvest. For the most part, this result was caused by relatively low prices and adverse
weather conditions, particularly in the second of the three bean harvests. The area
planted diminished 1.9%.

In 2004, the national coffee crop produced 2.5 million tons of coffee beans, an increase
0f24.1% over the preceding year. One of the factors underlying this performance was
the high point in the two year cycle of this crop. Consequently, despite a reduction of
0.5% in the area under cultivation, average productivity increased 24.7%.

Sugar cane output in the year totaled 409.6 million tons for growth of 5.1% in the year.
Among the factors that contributed to this result, one should emphasize the increase
in international sugar prices and expanded international demand for alcohol. The area
under cultivation expanded 4.1% and average yields were up 0.9%.
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With regard to transition stocks, the quantities of rice and beans increased at the end
0f2004, compared to the previous year. This evolution favored internal supply of these
products since they generated evident repercussions on the behavior of price indices.

Table 1.12 — Agricultural production, harvested area and average earnings — Major crops

Percentage change

Products Production Area Average earnings
2003 2004 2003 2004 2003 2004
Grain production 27.2 -3.7 8.5 7.5 17.3 -10.4
Cotton (seed) 1.4 64.4 -8.2 -25 10.4 68.6
Rice (in husk) -1.2 28.3 1.1 17.3 -23 9.4
Beans 7.8 -9.8 -1.2 -1.9 9.1 -8.0
Corn 345 -134 10.3 -4.3 21.9 -94
Soybeans 233 -5.2 13.2 15.9 8.9 -18.2
Wheat 98.1 -55 21.6 9.3 62.9 -13.5
Source: IBGE
Livestock

According to the Quarterly Survey of Animal Slaughters, released by the IBGE, 2004
production came to 5.9 million tons of beef, 7.1 million tons of poultry and 1.9 million tons

Table 1.13 — Grain stock — Major crops

Thousands of tons

Products 2001/2002 2002/2003 2003/2004

Grain production
Rice (in husk)

Beginning of the year 1321.7 663.2 358.4

End of the year 663.2 358.4 1576.6
Beans

Beginning of the year 89.9 139.0 4145

End of the year 139.0 414.5 434.5
Corn

Beginning of the year 4322.9 1047.0 6 595.2

End of the year 1047.0 6 595.2 4916.7
Soybeans

Beginning of the year 688.2 230.3 3076.5

End of the year 230.3 3076.5 2297.2
Wheat

Beginning of the year 716.5 770.5 593.9

End of the year 770.5 593.9 626.3

Source: Companhia Nacional de Abastecimento (Conab)
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of pork, for growth of 19% and 13.4%, in the first two cases, and a drop 0f 2.6% in the
third, when viewed against 2003. Exports of beef, poultry and pork came to an overall
total 0£925.1 thousand tons, 2.4 million tons and 471,000 tons in 2004, for respective rates
of growth equivalent to 49.2%, 26.1% and 2.8% compared to 2003.

Farm policy

According to the 2004/2005 Agriculture and Livestock Plan (PAP), released by the
Ministry of Agriculture, Livestock and Supply (Mapa), the availability of credit for the
2004/2005 harvest came to R$39.5 billion, of which R$28.8 billion were targeted to current
expenditures and marketing operations and R$10.7 billion to investments, representing
growth of 45.5% in relation to the resources released in the previous harvest year. At
the same time, the National Program for Strengthening Family Farming (Pronaf), which
is managed by the Ministry of Agrarian Development (MDA), made an additional R$7
billion available corresponding to 30% more than in the previous year.

Graph 1.8
Animal production

Percentage change

Source: IBGE

In the framework of the Mapa-BNDES investment program, R$3.5 billion were targeted to
the Farm Tractor and Associated Implements and Harvester Fleet Modernization Program
(Moderfrota); R$600 million to the Agricultural Modernization and Natural Resources
Conservation Program (Moderagro); R$700 million to the Irrigation and Storage Incentive
Program (Moderinfra); R$550 millionto the Agricultural Production Value Added Cooperative
Development Program (Prodecoop), which targets resources into investments by farm
cooperatives; and R$600 million into the Agribusiness Development Program (Prodeagro).

Among the measures taken to expand credit to the farm sector, special mention should
be made of the 10% increase in the share of compulsory investments in rural credit on
the part of Banco do Brasil. At the same time, regulations were issued on funding for
rural savings accounts to be used in credit operations with the sector by cooperative
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banks — Banco Cooperativo do Brasil S.A. (Bancoob) and Banco Cooperativo Sicredi
(Bansicredi). Furthermore, improvements were introduced into some of the new funding
instruments used to obtain internal and external savings, such as the Certificate of
Agribusiness Receivables (CRA), the Crop/Livestock Deposit Certificates (CDA) and
the Crop/Livestock Warrant.

With respect to the traditional marketing and income guarantee support instruments,
the following were maintained: Federal Government Acquisitions (AGF), the Special
Marketing Credit Line (LEC), Sale Option Contracts, repurchase or transfer of these
contracts, the premium and product outflow value (respectively, PEP and VEP), the Rural
Producer Bill (CPR), as well as operations with Promissory Notes (NP) and Rural Invoices
(DR). With respect to Federal Government Loans (EGF), the demand for a lien on the
merchandise financed in the operation without substitution of guarantees was instituted.

Productivity

In the primary and secondary sectors of the economy, productivity indicators turned
insimilarresults in2004. Understood as the ratio between the physical production index
of the sector, as released by the IBGE and the indicator of hours paid in production,
calculated by the CNI, industrial productivity increased 2.2%, against a reduction of
0.5% in the previous year. In regional terms, three of the ten states surveyed registered
declines with 3.6% in Espirito Santo, 1.5% in Minas Gerais and 0.4% in Rio Grande do
Sul. The strongest growth occurred in Parana, with 10.5%; Bahia, 10.2%, and Santa
Catarina, 4.7%. in Sao Paulo, industrial productivity expanded 3.7%, while Rio de Janeiro
registered 1.7%.

Calculated as the ratio between output and area under cultivation, the average yield of
the grain sector closed with a reduction of 10.4%, compared with an increase of 17.3%
in 2003. Basically, this reduction was a consequence of adverse climatic conditions in
2004. Fertilizer utilization remained practically stable during the year, thus interrupting
a growth trajectory that had marked recent years. In this case, the final result was a drop
0f0.1% in physical sales of fertilizers, according to the National Association of Fertilizer
Dissemination (Anda). Sales of farm machines and equipment expanded 13.9%, according
to data released by the National Association of Automotive Vehicles (Anfavea).

Energy
Oil production, including Liquefied Natural Gas (LNG), declined 0.9%in 2004, according

to the ANP, thus reversing a growth tendency dating back to 1992. Production closed
the year at 1,539 thousand barrels/day, as against 1,553 thousand barrels/day in 2003.

32 Boletim do Banco Central do Brasil — Annual Report 2004



The largest monthly total was registered in September with a daily average of 1,587
thousand barrels, while the lowest occurred in May, with 1,482 thousand barrels. The
decline in annual output was explained by programmed stoppages for maintenance
purposes at several drilling platforms. Natural gas output expanded 7.2% in 2004, closing
at 292 thousand barrels/day.

Total oil processed at the nation’s refineries increased 6.7% in 2004, coming to 1,705
thousand barrels/day, reflecting a reduction of 4 p.p. in the participation of national
petroleum, to 75%. Oil imports increased 27.6% in the year, closing at 437.3 thousand
barrels/day. Exports diminished 4.5%, closing at 229.6 thousand barrels/day, which was
compatible with the falloff in national production in the period.

Internal sales of petroleum derivatives expanded 3.5% in 2004, with increases in all of
the various consumption segments, with the sole exception of fuel oil, which dropped
13.4%. The strongest growth occurred under diesel oil, 6.3%; gasoline, 4.7%, and liquid
petroleum gas (LPG), 2.3%. Overall consumption ofalcohol increased 17.2% with growth
of7.4% insales ofanhydrous alcohol, which is mixed into the gasoline supply, and 33.5%
in sales of hydrated alcohol.

Table 1.14 — Apparent consumption of oil derivatives and fuel alcohol
Daily average (1,000 b/d)

Itemization 2002 2003 2004
Petroleum 1363 1290 1336
Fuel oil 132 107 93
Gasoline 296 281 294
Diesel oil 652 632 672
Liquid gas 209 196 201
Other derivatives 74 73 75
Fuel alcohol 159 147 172
Anhydrous 93 91 98
Hydrated 65 55 74
Source: ANP

Accordingto Centrais Elétricas Brasileiras (Eletrobras), national electricity consumption
expanded 4.5% in 2004. With growth of 7.2% in the industrial segment; 4.5% under
commerce and 3% in residential consumption. The consumption of other segments not
cited here, including public lighting, dropped 1.1% in the same period.

Employment indicators

As the pace of economic activity expanded, job market indicators turned in highly
positive results in 2004. In this context, despite higher growth in the overall labor force
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than in recent years, unemployment dropped as a consequence of increased hirings.
Growth in employment levels in 2004 occurred in every month of the year and involved
all of the various sectors of the economy.

Theaverage rate of open unemploymentin2004 cameto 11.5%, asagainst 12.3%in 2003,
according to data included in the Monthly Employment Survey (PME), calculated by
the IBGE in six metropolitan regions (Sao Paulo, Rio de Janeiro, Belo Horizonte, Salvador,
Recifeand Porto Alegre). Compared to 2003, the reduction in unemployment was more
accentuated in the second half of the year, with an average rate of 10.7%, against 12.5%
in the corresponding period of 2003. The reduction in unemployment in 2004 reflected
increases of 3.2% in the number of persons employed and 2.2% in the overall labor force.
The decrease in the number of persons unemployed corresponded to 5%.

Table 1.15 — Electric energy consumption”

GWh

Itemization 2002 2003 2004

Total 289 868 306 987 320772

By sectors
Commercial 45 256 47 531 49 686
Residential 72 660 76 162 78 470
Industrial 127 626 136 221 146 065
Other 44 326 47 073 46 551

Source: Eletrobras

1/ Self-producers not included.

A breakdown by categories shows growth in both formal and informal employment.
According to the PME, the greater availability of employment opportunities in 2004
occurred in the segment of nonregistered workers, with an increase of 6.1%. Using the
same basis of comparison, the number of registered workers increased 1.9% and the self-
employed rose 4.9%, while the number of employers diminished 1.3%.

An evaluation at the level of metropolitan regions points to a reduction in the average
rate of unemployment in the entire region’s surveyed. In absolute terms, the sharpest
drop, 1.4 p.p., occurred in the metropolitan region of Sao Paulo, and the lowest, 0.2 p.p.,
in the metropolitan region of Rio de Janeiro.

Looking atthe country as a whole, formal employment registered strong growth in2004.
According to the Ministry of Labor and Employment (MTE), 1,523 thousand jobs were
created in the formal sector of the economy, the highest rate of growth in a single year.
A sector-by-sector analysis indicates that the manufacturing sector generated the most
jobs, with 505 thousand, followed by the different service sectors, with 470 thousand,
and commerce, 404 thousand. None of the various segments registered a reduction in
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the number of jobs. It should be stressed that employment in the building industry
expanded by 51 thousand positions, turning in the first positive results since 1997.
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Based on MTE figures, the number of persons requesting unemployment insurance in
2004 dropped 3.2% compared to 2003, closing with 4.9 million requests, of which 4.8
million were granted.

According to the Employmentand Unemployment Survey (PED) carried out by the State
Data Analysis System Foundation (Seade), together with the Interunion Department of
Statistics and Social Economic Studies (Dieese), the average rate of overall unemployment
in the Sao Paulo metropolitan region came to 18.8% in 2004, compared to 19.9% in the
previous year. The number of persons employed expanded from 7,817 thousand in 2003
to 8,066 thousand, while the number of those unemployed dropped from 1,940 thousand
to 1,868 thousand individuals.

In the industrial sector, the employment level calculated in twelve states by the CNI
increased 3.5% in 2004, following an increase of 0.7% in 2003. In regional terms, the
number of persons employed declined only in Rio de Janeiro, 1.7%. In the other states
surveyed, growth in employment levels occurred in the industrial sector, particularly in
Goias, 12.2%; Amazonas, 8.5%; and Pernambuco, 6.7%.
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Table 1.16 — Formal employment — New jobs openings

1,000 employees

Itemization 2002 2003 2004

Total 762.4 645.4 1523.3

By sectors
Manufacturing industry 161.2 128.8 504.9
Commerce 283.3 225.9 403.9
Services 285.8 260.3 470.1
Building - 294 - 48.2 50.8
Crop and livestock 103.6 58.2 79.3
Public utilities 5.3 3.1 4.6
others” - 473 17.3 9.7

Source: Eletrobras

1/ Includes mineral extraction, public administration and others.

Wage and income indicators

According to the PME, the nominal average income habitually received! by worker
families expanded 5.2% in 2004. Using the National Consumer Price Index (INPC) as
deflator, real averagehabitual incomedropped 0.7% using thesamebasi sof comparison.
Here, it isimportant to note that the average for the fourth quarter of 2004 was 2.4%
greater than in the corresponding period of 2003.

Theaveragevalueof thenominal initial wageintheformal employment sector increased
9.8%in 2004, closing at R$496.96, accordingto national statisticsreleased by theMTE.
Inreal terms, thiswageitem increased 3.3% in the year, using the INPC as deflator.

In the S&o Paulo metropolitan region, real average earnings expanded 1.9% in 2004,
according to figures released by Seade and Dieese and deflated by the Cost of Living
Index (ICV), calculated by Dieese. Overall real earningsincreased 5.1%.

Intheindustrial segment, the CNI survey showed growth of 9% in real overall wagesin
2004withincreasesinall of thestates. Thesharpest growthwasregisteredinBahia, 13.1%;
Goiés, 12.6%; and SantaCatarina, 12.6%. Averageindustrial wagesunderstood astheratio
between real overall wagesand employment in the sector, expanded 5.3%in 2004.

Theminimumwagewasrai sed from R$240.00to R$260.00in April 2004. Theincrease
corresponded to 8.33%, which was higher than inflation measured from April 2003 to
March 2004, 6.6% accordingtothe INPC.

1/ Earnings with overhaours, delayed payments, vacations are not included in the calculations of
habitual earnings.
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Graph 1.11
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Table 1.17 — Average earnings of occupied people — 2004

Percentage change

Itemization Nominal Real"
Total 5.2 -0.7
Job position
Registered 6.2 0.3
Unregistered 5.6 -0.2
Self-employed 5.7 -0.2
By sector
Private sector 5.7 -0.2
Public sector 3.9 -1.9
Source: IBGE

1/ Deflated by the INPC. Includes the metropolitan regions of Recife, Salvador, Belo Horizonte, Rio de Janeiro,
S&o Paulo and Porto Alegre.

Price indicators

Inflation in 2004 reflected the success of the monetary policy measures adopted during
the year with the aim of avoiding the possibility of localized price increases disseminating
into other segments of the economy, in a context of expanding internal demand. In this
context, which benefited from deceleration under both market and regulated prices,
inflation closed at a level below 2003. In the year, the [IPCA, which is calculated by the
IBGE, closed at 7.6%, well within the upper and lower parameters defined for inflation
in 2004 by the CMN.

The factors that resulted in lesser growth in market prices in 2004 were, among others, an
abundant supply of farm products and exchange appreciation. In the first case, the decline
in the prices of such goods as rice, perishable foodstuffs and soybean oil exerted a strong
downward influence on the overall prices of the grouping of food products. The impact
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of exchange appreciation is clear in more accentuated deceleration in the prices of
internationally tradeable goods vis-a-vis nontradeable goods.

The evolution of exchange and the deceleration registered under price indices were also
caused by a lesser high under regulated prices — particularly fixed telephone services
and electricity rates — despite the powerful impact of rising international oil prices on
internal fuel prices during the entire year.

General price indices

The IGP-DI, calculated by the FGV, increased 12.1% in 2004. This index aggregates the
changes in prices measured by the Wholesale Price Index — Internal Supply (IPA-DI),
by the Consumer Price Index —Brazil (IPC-Br) and by the National Cost of Construction
Index (INCC), with respective weights 0of 60%, 30% and 10%. This rate was higher than
the other indices and reflected more accentuated expansion in wholesale prices,
particularly in the industrial sector. The major factors underlying the latter growth were
increases in international commodity prices during the entire year or, more specifically,
in the prices of petroleum derivatives and metallic goods. Thus, the IPA-DIrose 14.7%
inthe year, reflecting expansion of2.7% in the prices of farm products and 19.5% in those
ofiindustrial products. The IPC-Brrose 6.3% and the INCC increased 11%, basically as
aresult of a 15.5% rise in the costs of materials and services.

Consumer Price Index

The IPCA, which reflects changes in the prices paid by families with monthly income
between 1 and 40 times the minimum wage and is used as the parameter for the inflation
targeting system, accumulated growth of 7.6% in 2004. This result was sharply lower
than the 9.3% figure for the previous year. Regulated prices increased 10.2% in 2004,
against 13.2% in the previous year and market prices increased 6.5%, compared to 7.8%
using the same basis of comparison. Among market prices, those that exerted the
greatest pressures were the prices of courses, with an increase of 1 1.2%; new automobiles,
13.7%; used cars, 12.4%; and meals away from home, with 9.3%. It should be stressed
that the increase in the first item reflects the annual adjustment of these prices, based
on inflation in the previous year. Vehicle prices were impacted mainly by higher prices
for inputs, particularly iron and steel.

The INPC, which s calculated by the IBGE, posted cumulative growth 0of6.1%in2004.
This indicator differs from the IPCA in that its target population covers families with
monthly income between 1 and 8 times the minimum wage. Lesser growth in the INPC
during the year, when compared to the IPCA, is explained by the lesser weight attributed
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to the headings of transportation, education and communication, in the weighting
structure of the index, since these were the headings that turned in the highest increases
inthe period under consideration. Aside from this, upward movement in food prices, the
item of greatest weight in the INPC, closed at 2.94%, well below the growth registered
in the general index.

The Consumer Price Index, calculated by the Institute of Economic Research Institute
Foundation (IPC-Fipe), referring to families with earnings between 1 and 20 times the
minimum wage in the metropolitan region of Sdo Paulo, closed 2004 with inflation 0f6.6%.

Regulated prices

In 2004, growth in regulated prices®closed at 10.2%, accounting for 39% of the change
in the IPCA in the year or 2.94 p.p. The items that generated the greatest pressure on
inflation in the period were gasoline, alcohol, health plans and fixed telephone, water
and sewage and electricity rates, representing approximately 76% of the growth
registered in regulated prices. More specifically, sharp price increases occurred under
gasoline, 14.7%, and alcohol, 31.6%, compared to 1.2% and a falloffof 12.6%in 2003, in
the same order.

Table 1.18 — IPCA items share in 2004

Percentage change

Groups IPCA

Weight” Accumulated Accumulated Accumulated Index

change in change in share share?
2003 2004 in 2004

IPCA 100.0 9.3 7.6 7.6 100.0
Foodstuffs and beverages 231 7.5 3.9 0.9 11.8
Housing 16.6 12.3 71 1.2 15.5
Housing products 5.6 6.9 54 0.3 4.1
Apparel 5.2 10.2 10.0 0.5 6.8
Transportation 21.2 7.3 11.0 23 30.7
Health and personal care 10.5 10.0 6.9 0.7 9.5
Personal outlays 9.1 9.6 6.9 0.6 8.3
Education 4.8 10.2 104 0.5 6.4
Communication 3.8 18.7 13.9 0.5 6.8
Source: IBGE

1/ Average weight in 2004.
2/ It is obtained by dividing the accumulated share in the year by the accumulated change in the year.

2/ Regulated prices are those directly or indirectly defined by the federal, state or municipal
governments. In some cases, readjustments are set through contracts between producers/suppliers
and the corresponding regulating agencies as, for instance, in the cases of eletric energy and
fixed telephones.
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With regard to fixed telephone rates, increases are authorized annually by the National
Telecommunications Agency (Anatel), through application of the IGP-DI to overall
services rendered. In 2004, aside from the annual increase, two other increases were
introduced in September and November as a consequence of a judicial decision with the
objective of compensating the previous year’s increase, which had been based on the
IPCA. The increase in rates in the year closed at an average of 14.8%.
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Theaverage change in electricity rates came to 9.6% in 2004, ranging from -1.4% in Belém
t022.2% in Curitiba. These increases were granted according to the schedule elaborated
by the National Electric Energy Agency (Aneel), which determines the date of the annual
increase allowed to each one of the concession companies. The percentage authorized
by the Agency is based on such manageable cost factors as purchased energy and
transmission costs which, among other headings, reflect alterations in exchange rates.

Table 1.19 — Major items included in the IPCA during 2004

Percentage change

Itemization IPCA
Weight" Accumulated  Accumulated  Accumulated
change in change in share in
2003 2004 2004
Index (A) 100.0 9.3 7.6 7.6
Non-monitored prices 711 7.8 6.5 4.7
Monitored prices 28.9 13.2 10.2 29

Selected monitored items

Urban transportation 5.0 20.9 4.7 0.2
Electric energy 4.7 214 9.6 0.4
Water and sewage fees 1.8 21.0 10.4 0.2
Real estate tax 1.1 13.7 9.6 0.1
Gasoline 4.0 1.2 14.7 0.6
Alcohol 0.9 -12.6 31.6 0.3
Barreled cooking gas 1.7 2.9 71 0.1
Health care 25 8.7 10.5 0.3
Telephone 3.3 191 14.8 0.5
Total (B) 24.9 2.7
Share (B/A) 35.7
Source: IBGE

1/ Average weight in 2004.

Water and sewage rates increased 10.4% and the prices of health plans rose 10.5% in
the year.

Cores

The IPCA coreregistered declining rates in the first three quarters of the year. In the final
quarter, however, the core turned upward once again, primarily as a result of increases
inthe prices of clothing, new automobiles and cigarettes. This indicator, which excludes
increases in regulated prices and food away from home, expanded 7.9% in 2004, as
against 8.2% in the previous year.
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Using the smoothed trimmed-means method, the core registered a high of 7.5% in the
year, quite close to the IPCA result. However, the deceleration observed during the year
was more accentuated than in the case of the IPCA, since these indices had increased
11.1%and 9.3%1in 2003, respectively. This result for the core is obtained by eliminating
the items with the highest and lowest rates of growth until elimination of those items
responsible for 20% of the weight at each extremity. At that point, the result of those
items in which increases are concentrated in just a few months of the year is distributed
twelve months ahead (smoothing). Among these items, one should cite education,
electricity and communications. Thus, the growth registered in 2003 also reflected the
high 12.5% rate of inflation registered by the IPCA in 2002.

Application ofthe trimmed-means method without smoothing resulted in a core increase
0f6.4% 1n 2004, compared to 8.3% in the previous year. Annual growth in 2004 reflected
half-yearly rates of 3% and 3.3%, respectively, compared to 5.7% and 2.5% in 2003,
indicating acceleration in the second half of the year.

The IPC-Br core, calculated through application of the trimmed-means method with
smoothing of specific items, increased 5.9% in 2004, in contrast to 9.7% in 2003,
according to data released by the FGV.

Table 1.20 — Consumer prices and core inflation in 2004

Percentage change

Itemization 2003 2004
1H 2H In the year
IPCA 9.3 35 4.0 7.6
Exclusion 8.2 4.5 3.3 7.9
Trimmed means
Smoothed 11.1 3.8 3.6 75
Non smoothed 8.3 3.0 3.3 6.4
IPC-Br 8.9 3.7 25 6.3
Core IPC-Br 9.7 3.3 25 5.9

Source: IBGE and FGV
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Mney and Credit

Monetary policy

Monetary policy implementation in 2004 was targeted at achieving the overriding
objective of preserving the gains inherent to price stability. In this sense, monetary policy
instruments were used in such a way as to ensure sustained product growth, within a
framework of expanding internal economic activity and sharp upward movement in both
international liquidity and commodity prices driven, in turn, by world economic growth.

At the start of the year, Copom decided to interrupt the process of a gradually less
restrictive monetary policy begun in June of the previous year. This decision was based
on major economic indicators suggesting that a more cautious monetary policy would
have to be adopted in order to meet 2004 inflation targets. The basic interest rate target
was maintained at 16.5% per year atthe ordinary January and February Copom meetings.

Although the March and April meetings cut the basic interest rate by additional amounts
0f0.25 p.p., partly as aresult of the outlook for declining inflation, starting in the month
of May Copom opted not to alter the basic interest rate of 16% p.p. for four consecutive
months. This position reflected increased uncertainties regarding the future evolution
of inflation; in an environment of changing expectations with respect to United States
interest rates, intense oil market volatility and rising internal market demand.

Despite gradually rising interest rates in the United States, coupled with economic
indicators that showed no risk of an accentuated rise in inflation, there was a clear
process of progressive deterioration in the expectations of market agents regarding
internal prices in 2004 and 2005. Among the factors that contributed to this scenario,
it is important to mention oil market volatility, depreciation of the real in the second
quarter and uncertainties surrounding the sustainability of the more intense pace of
expanding economic activity since, despite renewed investments, growth in the Brazilian
economy in 2004 has resulted in increasingly greater occupation of installed industrial
output capacity.

Considering that expanding economic activity and increased use of installed industrial
output capacity were not compatible with recovery in investments and that inflation
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projections pointed to a growing risk of noncompliance with the predetermined targets,
Copom decided to initiate a gradual process of raising basic interest rates as of
September. Thus, at the ordinary meeting held in that month, the Selic rate target was
raised 0.25 p.p., followed by consecutive increases of 0.50 p.p. in the three subsequent
meetings, to a level of 17.75% per year at the end of the year.

Credit market conditions reflected monetary policy, as the rates negotiated generally
accompanied alterations in the basic interest rate. In the wake ofthe period of moderate
growth early in the year caused by seasonal factors, the credit stock increased steadily
and kept pace with steadily expanding economic activity. It is important to stress that
the higher costs of credit operations as of September did not have a significant impact
on the volume of new operations, primarily as a result of increased seasonal demand for
credit in the final months of the year. Furthermore, steady downward movement in
default rates reflected improved employment and income levels in the economy.

Loans to individual borrowers increased in 2004, mainly as aresult of expanded personal
credit operations. Among these, the most important were payroll loans which have
lesser interest rates due to the implicit guarantee of repayment of these credits. In the
corporate sector, the volume of credit operations backed by internal resources expanded
sharply, in detriment to those based on external resources.

Federal public securities

The Selic rate trajectory in 2004 impacted demand for federal public securities. In the
period from January to April, issues were concentrated in National Treasury Bills (LTN),
preset papers that accounted for 85.4% of the total. This is clearly a reflection of
expectations of continuation of the downward movement in basic interest rates that
began in the second half of 2003. In the month of May and in June, considerable
speculation regarding the impact of a turnaround in United States monetary policy on
the Brazilian basic rate stimulated issues of Treasury Financing Bills (LFT). These
papers, which are indexed to the Selic rate, accounted for 78.7% of that total, as against
13% in the case of LTN. From July to December, the participation of LFT in total issues
came to 43.8%, compared to 53.4% for LTN.

Consolidation 0f2004 issues shows that LTN placements represented 57.6% of the total
and LFT placements accounted for 37.4%. Issues of price-indexed papers, National
Treasury Notes — Series B (NTN-B) and National Treasury Notes — Series C (NTN-C),
which are indexed to the IPCA and to the General Price Index — Market (IGP-M),
respectively, accounted for 4% of the papers auctioned, while National Treasury Notes
—Series F (NTN-F), which are preset papers with intermediate financial flows (half-yearly
coupons), registered 0.9%.
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Attheend 0f2004, the participation of LFT in the total Internal Federal Public Securities
Debt (DPMFi) came to 56.5%, while that of LTN reached 19.7%, and price-indexed
securities accounted for 14.9%. In December of the previous year, these papers
represented 60.6%, 12.5% and 13.6%, respectively.

Graph 2.1
Auctions of federal public securities — 2004
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Lesser demand for exchange hedge in 2004 aided in reducing the level of internal public
debt exchange exposure. In the three-month period extending from June to August,
placements of exchange swaps totaled US$ 1.3 billion. In the year, the exchange turnover
represented 5.1% of the principal maturing in the period, while redemptions came to
US$25 billion. Consequently, considering derivative contracts, exchange exposure
dropped from22.1% in December 2003 t0 9.9% in December 2004.

The average term of security issues dropped in 2004, primarily as a result of increased
placements of preset papers and reductions in the maximum maturities of the LFT offered
as of May from 1880 days to 1020 days. Thus, the average term of the public debt held
by the public dropped from 31.3 months to 28.1 months. It is important to stress that,
in September, for the very first time, the National Treasury placed NTN-B to mature in
2045 at a rate of 9.1% per year plus growth in the IPCA.
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Graph 2.2
Auctions of federal public securities — 2004
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The strategy of daily administration of financial system liquidity in order to hold the Selic
rate within the parameters determined by Copom emphasized the importance of lengthening
maturity terms. The operations carried out included three-month preset forward operations
and postset repo operations in which maturity was lengthened from 14 to 28 days in
September. Go around and leveling operations, aimed at daily adjustment of this excess,
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were contracted with terms ranging between one and four business days. In this way,
BCB sought to obtain more effective control over the money supply by rolling excess
liquidity through longer repo operations. In January, operations with maturities of more
than 30 days accounted for 21.1% of the rollover operations. In December, this
participation had risen to 71%.

Graph 2.4
Average term of the federal public securities debt
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The liquidity positionremained ata level similar to that in effect at the end 0f 2003, despite
the expansionary pressures that occurred during the year. Thus, reflecting market
purchases of dollars with the purpose of rebuilding the country’s international reserve
position, the daily average moved from R$56.2 billion in December 2003 to R$73 billion
inJanuary 2004. In July, the liquidity positionmoved to R$88.5 billion, primarily as aresult
of concentration of federal public security maturities. At the end of the year, this figure
dropped to R$58 billion. This falloff was generated by seasonal monetary base expansion
in December and the contractionary impact of public security operations on the primary
market, together with adjustments in derivative operations brought about by devaluation
of the dollar in the second half of the year.

Monetary aggregates

Above all else, the behavior of monetary aggregates in 2004 was caused by recovery
inthe pace of economic activity, as expanding aggregate demand stimulated arapid rise
in credit operations, as well as by a strong flow of external resources generated by the
unprecedented trade balance surplus and foreign direct investments.

Another factor that deserves mention is Law 10,936, dated 8.12.2004, which extended
the right to full one-time-only payment of monetary indexing of Employment
Compensation Fund (FGTS) accounts, as specifiedin Law 110,6.29.2001, to all account
holders of sixty years of age or older and to all others, no matter what their age, when
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the value of the payment is equal to or less than R$100. This measure resulted in
withdrawals of approximately R$3.2 billion by more than 630 thousand elderly people.
Overall releases in the 2004 fiscal year came to a total of approximately R$11.2 billion,
of which R$8.7 billion were effectively withdrawn.

Consequently, viewed in terms of the more restricted concept (M1), the average monthly
money supply balance expanded 21.2% in the year, reaching a level of R§127.1 billion
at the end of December. This growth was based on increases of 22.5% in the average
balance of currency held by the public and 20.3% in the position of demand deposits.
Reflecting these results, the income velocity of M1 components remained stable during
the year, albeit at a level below 2003. Using seasonally adjusted data deflated by the
IPCA, this monetary aggregate followed a steady upward curve, primarily as aresult of
consistent growth in economic activity and improved income and employment conditions.

In the concept of average daily balances, the monetary base totaled R$87.3 billion in
December, registering 23.4% growth in the year. This result reflected expansion 0f22.2%
in currency issued and 26.3% in banking reserves.

Graph 2.5
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Graph 2.7
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With regard to the sources of primary currency issues, National Treasury operations
—excluding security operations — were the major cause of monetary base contraction
in the year, with a flow of R$48.3 billion. Here, one should highlight the tax inflow of
R$302.2 billion, for growth of 17.7% compared to the previous year. Adjustments in
derivative operations through exchange swaps generated contraction of R$6 billion.
Aside from this, as determined by Resolution 3,109, dated 7.24.2003, inflows consequent
upon insufficient investments in micro credit operations, an area in which compliance
with minimum investment requirements was verified for the first time in August 2004,
and deposits generated by the additional reserve on deposits and reserve requirements
on the deposits of the Brazilian System of Savings and Loans (SBPE), came to a joint
total of R$2.6 billion. Partially offsetting this result, external sector operations had an
expansionary impact of R§14.6 billion, based on net sales of exchange on the interbank
exchange market. With monetary base demand of R$15.5 billion in the year, the
liquidity adjustment through net purchases of federal public securities came to a
volume of R$57.8 billion.

BCB introduced alterations into reserve requirements on time deposits with the
objective of equalizing competitive conditions among institutions of varying sizes,
following a process of intervention in one banking institution. Consequently, Circular
3,262 was issued on 11.19.2004, determining that financial institutions would be
obligated to deposit reserve requirements only on amounts in excess of R$300 million
of total resources subject to reserve.

The broad monetary base, which includes the restricted base, compulsory reserves and
federal public securities outside the BCB portfolio, closed the year at R$979.9 billion,
for growth 0f 10.4% compared to 2003. On the one hand, this result reflected autonomous
expansion consequent upon the updating of the federal securities debt on the market
and, on the other hand, the contractionary impact of National Treasury operations,
excluding security operations and adjustments in derivative operations.
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Table 2.1 — Collection rate on mandatory reserves

Percentage
Period Demand Time Savings Credit FIF FIF FIF
deposits” deposits” deposits” operations Short-term 30 days 60 days
Prior to
Real Plan 50 - 15 - - _ _
1994 yun? 100 20 20 - ; ; )
Aug w2 30 30 - - . .
Oct " 2 " " 15 - - -
Dec 90 % 27 " " _ _ _
1995 Apr w 2 30 " " : B }
May " " " 12 . - .
Jun w 2 " " 10 _ _ _
Jul 83 " " " 35 10 5
Aug " 20 15 8 40 5 0
Sep " " " " " i
Nov " " " " " "
1996 Aug 82 " " " 42 " "
Sep 81 " " " 44 " "
Oct 80 " " " 46 " "
Nov 79 " " " 48 " "
Dec 78 " " " 50 " "
1997 Jan 75 " " " " " "
1999 Mar " 30 K " " " "
May " 25 " " " " "
Jul " 20 " " " " "
Aug " " " " 0 0 "
Sep " 10 " " " " "
Oct 65 0 " " " " "
2000 Mar 55 " " " " " "
Jun 45 " " " " " "
2001 Sep " 10 " K " " "
2002 Jun " 15 " " " " f
Jul " " 20 " " " "
2003 Feb 60 " " " " " "
Aug 45 " " " " " "

1/ As of August/2002, a new additional requirement on demand resources (3%), time deposits (3%) and
savings deposits (5%) became effective. As of October/2002, rates for additional requirements
on demand resources, time deposits and savings deposits moved to 8%, 8% and 10%, in that order.

2/ From June/1994 to June/1995 the 100% and the 90% rates refers to in addittional collection in relation
to the base-period wich was calculated between June 23 and 30, 1994.
As of July 1995, the levying of compulsory deposits refers only to the arithmetic median of daily balances
in each calculation period.
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Graph 2.8
Monetary base and money supply (M1)
Average daily balances
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The evolution of the broad money supply in 2004 was impacted principally by inflows
of'external resources and the expansionary nature of financial system credit operations.
The M2 concept, which includes M1, savings deposits and securities issued by
financial institutions, closed with growth of 19.5% in the year, led by 29.2% expansion
in the balance of private securities. For the most part, this result reflected net inflows
of R$21.7 billion in time deposits and R$4.3 billion in savings account deposits.

M3, which is composed of M2 plus fixed income fund quotas and the federal public
securities used as backing for the net financing position in repo operations among the
nonfinancial and financial sectors, rose 17.9% in the year. The M4 concept, which
includes M3 and the public securities held by nonfinancial entities, increased 15.8% in
the year, compared to 18.7% in 2003, reaching an end-2004 balance of R$ 1.1 trillion.

Inline with the inflation target system and based on the expected performance of national
income, interestrates, price indices and other similar indicators, the projections defined
by monetary programming for the major monetary aggregates were fully complied with
in2004.
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Table 2.2 — Financial assets

End-of-period balance R$ billion
Period M1 M2 M3 M4
2003 Jan 92.5 388.5 693.3 818.1

Feb 91.0 391.1 703.9 823.5
Mar 87.1 385.2 707.8 827.4
Apr 84.5 382.3 709.6 829.3
May 83.3 385.4 718.2 839.3
Jun 85.6 383.2 728.4 846.3
Jul 84.3 385.7 746.0 862.7
Aug 84.3 387.6 762.9 877.0
Sep 85.4 388.1 775.9 893.4
Oct 855 386.0 787.8 902.4
Nov 92.1 398.4 811.6 927.6
Dec 109.6 412.9 838.4 958.5
2004 Jan 98.1 405.1 847.2 973.3
Feb 99.5 408.1 857.0 986.6
Mar 97.7 409.8 867.1 995.0
Apr 97.9 411.0 872.3 999.7
May 101.3 427.8 886.9 1014.7
Jun 102.5 436.5 899.6 1025.9
Jul 103.2 441.9 910.4 1037.4
Aug 105.8 450.2 924.7 10475
Sep 109.9 457.3 939.0 1062.1
Oct 109.8 463.0 948.9 1071.2
Nov 113.4 470.8 966.5 1088.7
Dec 127.9 493.5 988.6 1109.5
Graph 2.9
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Table 2.3 — Monetary program

R$ billion

Itemization Restricted monetary base Expanded monetary base
Minimum ~ Maximum  Confirmed Minimum Maximum  Confirmed
2003 1st quarter 56.4 76.3 69.3 697.3 943.4 810.2
2nd quarter 62.3 84.3 65.7 716.4 969.2 804.5
3rd quarter 60.6 82.0 589" 724.3 979.9 847.3
4th quarter 60.1 81.3 70.8 750.7 1015.6 886.9
2004 1st quarter 55.7 75.4 66.8 767.4 1038.3 916.8
2nd quarter 58.5 79.2 70.8 800.1 1082.5 936.3
3rd quarter 63.2 85.4 73.2 825.4 1116.8 950.4
4th quarter 73.6 99.6 87.3 880.0 1190.6 979.2

(continues)

Table 2.3 — Monetary program (concluded)

R$ billion

Itemization Money supply (M1) Money supply broader concept (M4)
Minimum  Maximum  Confirmed Minimum Maximum  Confirmed

2003  1st quarter 83.9 113.5 89.4 719.5 973.5 827.4
2nd quarter 81.4 110.2 85.4 749.7 10143 846.3

3rd quarter 84.4 99.0 86.1 756.4 1023.5 893.4

4th quarter 85.4 115.5 104.9 796.7 1077.9 958.5

2004  1st quarter 81.1 109.7 98.9 823.8 11145 995.0
2nd quarter 85.8 116.1 104.0 876.0 1185.1 1025.9

3rd quarter 94.4 127.7 109.5 908.1 1228.6 1062.1

4th quarter 108.7 147.0 1271 954.2 1291.0 1109.5

1/ Change inferior issuing limits, which have been altered according to the National Monetary Council authorization
in 9.25.2003.

Financial system credit operations

Credit expansion was generated by increased demand for resources for consumption
and investment purposes and was concentrated in portfolios referenced to nonearmarked
resources. Credit growth was more significant in financing contracted with individual
persons, particularly personal credit operations and, more specifically, payroll loans. In
this sense, it should be stressed that growth in payroll loans has contributed significantly
to improvement in the profile of household indebtedness, with longer maturities and
lower lending rates.

In December 2004, the overall volume of financial system credits reached R$485 billion,
for annual growth of 17.9%, corresponding to 26.2% of GDP as against 25.8% in 2003.
Loans granted by the private financial system increased 19.9%, totaling R$293.3 billion,
concentrated mainly in operations with individual persons and the sector of commerce.
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Financing operations by public sector banks added up to R$191.7 billion, for growth of
15% in the year. In this case, the highlights of the year were operations with individual
persons and the segments of other services and rural operations.

Table 2.4 — Balance of credit operations

R$ billion
Itemization 2002 2003 2004 Growth (%)
Dec Dec Dec 2003
Total 379.5 411.4 485.0 17.9
Nonearmarked 2124 224.2 2714 21.0
Corporations 136.3 136.1 158.1 16.2
Ref. to exchange 57.2 48.0 46.2 -3.7
Individuals 76.2 88.1 113.3 28.6
Earmarked 1441 163.1 180.4 10.6
Housing 21.6 231 24.3 4.9
Rural 34.7 44.9 55.3 23.3
BNDES 84.7 91.1 97.2 6.7
Others 3.1 4.1 3.6 -10.9
Leasing 9.5 9.1 14.0 55.0
Public sector 13.5 15.0 19.2 28.2

% participation:

Total/GDP 23.9 25.8 26.2
Nonearmarked/GDP 13.4 14.0 14.7
Earmarked/GDP 9.1 10.2 9.8

The stock of credits based on earmarked resources totaled R$180.4 billion in 2004, for
growth of 10.6% in the year. For the most part, this performance reflected an increase
of 23.3% in financing granted to the crop/livestock sector, as a result of releases of
resources for investments and current outlays in the 2004/ 2005 harvest. BNDES system
operations totaled R$97.2 billion in December, for growth of 6.7% in the period. These
results were somewhat attenuated by securitization of electricity sector debts, as well
as by exchange appreciation in contracts referenced to foreign currency.

In 2004, disbursements by the BNDES system totaled R$39.8 billion, with growth of
18.8% in the year. This growth was driven partly by improved expectations regarding
the macroeconomic environment, as reflected in rising credit demand for investment
purposes. Among the most important of these was the 33.3% rise in releases to the
segment of services, primarily for investment in the energy and land transportation
infrastructure. In the crop/livestock sector, operations contracted totaled R$6.9 billion,
for annual growth of 50.8%, primarily as a consequence of continued sales of farm
machinery and implements. Credits granted to the industrial sector, however, declined
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1.9% in the period, closing at R$15.8 billion. One should also stress that 32% of
disbursements, in a total amount of R$12.6 billion, were targeted to micro, small and
medium businesses, reflecting an increase of 25.5% over the 2003 figure.

Table 2.5 — BNDES disbursements

R$ million
Itemization Jan-Dec Growth
2003 2004 (%)

Total 33534 39 834 18.8
Industry 16 094 15782 -1.9
Other transport equipment“ 5755 5963 3.6
Food and drink products 1981 1888 -4.7
Cellulose and paper 430 1052 144.7
Motor vehicles 2651 2568 -3.1
Basic metallurgy 997 741 -25.7
Commerce/Services 12 844 17 122 33.3
Electricity, gas and hot Water 5166 6 663 29.0
Commerce and reparition 807 1218 50.9
Land transport 2 862 4499 57.2
Mail and telecommunications 252 1645 552.8
Farming 4 595 6 930 50.8

Source: BNDES

1/ It includes aircraft industry.

Consultations with BNDES, the preliminary stage of medium and long-term financing
operations, came to R$98.4 billion in 2004, against R$44.6 billion in the previous year.
This performance was consistent with positive expectations regarding new investments
and the increasingly more intense effort to expand output capacity. On a sector-by-
sector basis, requests from the industrial sector totaled R$52.2 billion, with growth of
141% inthe year, generated by greater demand on the part of the segments of metallurgy,
air transportation and vehicles. Requests put forward by the service sector expanded
127%, reaching R$38.1 billion, concentrated primarily under electricity and gas and
construction. Consultations involving the crop/livestock sector added up to R$8.1
billion, 33.4% more thanin 2003.

The balance of credit operations with the private sector totaled R$465.8 billionin 2004,
representing annual growth of 17.5%. Credits channeled into business activities were
driven by 26.3% annual growth in loans to commerce, totaling R$54.7 billion. Among
these operations, the most important were those channeled to supermarkets, food and
beverage industries and the automotive sector. Credits to the segment of other services
closed at R$79.4 billion, representing an increase of 10.5%. Here, the highlights were
disbursements to electricity companies, transportation and communications firms.
Loansto industry closed at R$124.9 billion for growth of 6.9% in the year, concentrated
mainly in the aircraft, automotive and energy sectors.
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With respect to the credit market, mention should also be made of measures taken by
the government to stimulate micro credit operations. Among these, it is important to
highlight implementation of the National Targeted Productive Microcredits Program
(PNMPO) which, aside from fostering inclusion of the banking sector, is also targeted
at generating jobs and income among individuals and corporate entities responsible for
small scale productive activities. This operational modality, which creates a direct
relationship between the credit agent and the microentreprencur at the place of the
latter’s activity, levies interest rates of up to 2% per year in direct operations and up to
4% per year in operations channeled through Civil Society and Public Interest
Organizations (Oscip). It is important to mention that, at the core of this measure, was
repeal of the maximum limit of R$1,000.00 per client, while the CMN was given
responsibility for defining the maximum value of these operations among those carried
out by banking institutions.

Financing granted to the crop/livestock sector continued the performance noted since
2002, with a totalamount of R$55.3 billion in 2004, for growth 0f23.3% over the previous
year. Current expenditure operations closed at R$24.9 billion, with 80% involving
obligatory investments. The share corresponding to agricultural investments added up
to R$28.6 billion, of which funding in government programs backed 83.6%. In the
Moderfrota framework, disbursements moved from R$ 1.8 billionin 2003 to R$2.4 billion
in2004.

The volume of housing credits, including both nonearmarked and earmarked resources,
expanded2.9%in2004, reaching a total of R$25.8 billion. With respect to disbursements,
releases of funding from savings accounts, the major source used by the segment,
expanded 26.9% inthe yearand closed at R$3 billion, channeled basically into real estate
acquisitions. Contracts at rates defined by Housing Finance System (SFH) rules came
to R$2.7 billion, 89.7% of the total, with the remainder being financed at market rates.

Graph 2.10
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In 2004, the public sector debt increased 28.2%, reaching R$19.2 billion. Operations
contracted by states and municipalities totaled R$14.2 billion, for growth of 38.2% due
primarily to releases of financing to electricity sector companies, as part of the program
aimed at expanding the energy supply as defined in Law 10,438, dated 4.26.2002, and to
urban transportation infrastructure. Loans to the federal government increased 6.4% to
R$5billion.

The portfolio of leasing operations increased 55% in the year to a total of R$14 billion.
Operations with individual persons accounted for 26.9% of the portfolio, compared to
12.9%1n 2003. Disbursements moved from R$6 billionin 2003 to R$12.8 billion, mainly
involving auto loans and financing of machines and equipment.

The stock of credits based on nonearmarked resources totaled R$271.4 billion, for growth
of21%inthe year, the highestlevel since 2001. The balance of loans to individual persons
increased 28.6%, rising to a total of R$113.3 billion. These operations were concentrated
primarily in personal credit operations, reflecting sharp growth in payroll loans. Furthermore,
one should emphasize growth in the financing of goods including both vehicles and other
goods. This expansion became possible with lesser rates of interest in the first half of the
year and growing income and employment in the second half.

The balance of credit operations with corporate entities increased 16.2% in the year,
closing at R$158.1 billion. Ofthis total, R§111.9 billion referred to operations backed by
internal resources with growth of27% generated by the upturn in the level of economic
activity. The balance of operations based on external resources totaled R$46.2 billion,
with annual growth of3.7%, powered primarily by excellent liquidity conditions on the
international market, making it possible for companies to contract funding directly at the
source. Another positive factor was exchange appreciation in the second half of 2004,
encouraging anticipated settlement of debts.

Graph 2.11
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Interest rates on credit operations backed by nonearmarked resources turned in sharply
different performances during the year, reflecting the alterations introduced into
monetary policy. Consequently, in the first half, the average rate continued the gradual
process of decline begun in 2003, closing August at 43.9% per year, corresponding to
adrop of 1.9 p.p. compared to December ofthe previous year. Starting in September, the
costs of bank loans accompanied upward movement in basic interest rates, shifting to
45% per year in December, though this figure was still 0.8 p.p. below December of the
previous year.

Graph 2.12
Interest rates of credit operations with nonearmarked resources

60 -

55 4

50 4
Z 45 4
=

40 1 — T e

— _—
35 4 ~
- -~ — ——

30 1 —_—————_—

25 T T T T T T T T T T 1
Feb Apr Jun Aug Oct Dec Feb Apr Jun Aug Oct Dec
2003 2004

Total — — — Corporations

The average rate on operations with individual persons, which are normally contracted
atpresetrates, reached 61.5% per year in December, corresponding to areduction of 5.1
p.p. inthe year. For the most part, this result reflected the larger volume of payroll loans.
Average interest on this modality closed December at 39.2% per year, contributing to
a 9.5 p.p. decline in the rates on personal credit operations to 70.8% in December.

Graph 2.13
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In the segment of corporate entities, average interest expanded 0.8 p.p. in 2004, closing
December at 31% per year. This increase reflected arise of 3.1 p.p. in the average rate
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on postset contracts, which closed at 21.9% per year, and reductions of 1.9 p.p. in the
rates on operations with floating interest referenced to the rate on Interbank Certificates
of Deposit and 1.7 p.p. in preset contracts, closing at 25.5% per year and 40.7% per
year, respectively.

Graph 2.14
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In credit operations based on nonearmarked resources, the banking spread accompanied
lending rates, reaching 27 p.p. in June, the lowest level since June 2002, and moving steadily
upward in the subsequent months. In December 2004, the spread came to 27.2 p.p.,
reflectingareduction of2.8 p.p. compared to December ofthe preceding year. Atthe same
time, another factor that contributed to this result was the ongoing effort to reduce banking
spreads as a result of measures taken in 2003. These measures included, among others,
introduction of the system of payroll loans, programs aimed at attracting the low income
population into the banking system and creation of investment accounts.

Graph 2.15
Spread of credit operations with nonearmarked resources
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The average maturity of the credit portfolio based on nonearmarked resources closed
December 2004 at 233 days, corresponding to an increase of thirteen days compared to
December 2003. In the segment of corporate entities, the average term increased
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nineteen days, closing at 189 days, while operations with individual persons remained
stable at 296 days. In this segment, it is important to emphasize the increase of 47 days
inthe average terms of personal loans to a total 0of 273 days, mainly reflecting the growing
importance of payroll loans.

Following a seasonal high in the first quarter of the year, defaults on credit operations
with nonearmarked resources moved downward during the course of the year. The
percentage of arrears of more than fifteen days dropped 1 p.p., closing at 6.9% in
December 2004, the lowest level in the history of this statistical series. The underlying
causes of this performance were reductions of 1.8 p.p. in loans to individual borrowers
and 0.6 p.p. in operations with corporate entities, which closed at respective levels of
12% and 3.4%.

Graph 2.16
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Asreflected in lower default levels, the positive conditions that characterized the credit
market in 2004 resulted in higher quality financial system loan portfolios, when viewed
under the prism of risk levels. In this sense, the participation of operations classified as
normal risk (levels AA to C) in the overall credit portfolio increased from 88% in
December 2003 to 89.6% in December 2004. In the opposite direction, loans registered
asrisklevel 1 (Dto G)andrisklevel 2 (H), which requires full provisioning, declined from
7.9% and 4.1% to 7.2% and 3.2%, respectively, on the same dates.

Provisions set aside by the financial system totaled R$29.8 billion in December 2004,
reflecting an annual decline 0f 0.3%. This volume corresponded to 6.2% of total credits,
as against 7.3% in December 2003. The provisions set aside by private institutions
diminished 2.3% while those reserved by the public financial system increased 2.1% in
the period.
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Graph 2.17
Financial system credit operations by risk level - December
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National Financial System (SFN)

The evolution of the National Financial System clearly evinces the more flexible
approach taken to the rules applicable to financial instruments and institutions, as well
as an increasingly greater degree of adaptation to international rules. This became
possible within the framework of the new Payments System, which has made it possible
to enhance risk management by the system itself, while increasing the efficiency of
intermediation activity. At the same time, the processes of stockholding acquisitions
and reorganization demonstrate the need for adjusting the credit supply system in a
scenario of sustained economic expansion.

Withregard to controlling the risks to which financial institutions are subject, BCB issued
Communiqué 12,746 in December 2004, announcing the procedures to be followed in
implementing the new Basel Accord (Basel 2), based on a proposal recently put forward
by the Bank for International Settlements (BIS). Comparedto the previous Accord adopted
by Brazil in August 1994, Basel 2 stresses procedures for banks that operate internationally,
suggesting adoption of capital requirements based on the ratings released by external
credit risk ratings agencies. Furthermore, the new Accord sets out capital requirements
not only for credit risk and market risk, but also for operational risk, encourages the use
of credit risk reduction techniques and increases the responsibility of supervisors in
analyzing the internal assessment models utilized by banks.

The Communiqué mentioned above determines that ratings announced by external
agencies will not be utilized in calculating capital for coverage of credit risks. In this case,
the standard simplified approach is to be applied to the majority of financial institutions.
This approach involves improvement of the current system, which is based on assets
weighted by risk, while seeking to incorporate instruments that mitigate such risks. With
regard to larger scale institutions that operate on the international market, they will be
allowed to utilize the advanced approach based on an internal risk classification system
to be evaluated by BCB. For implementation of the new Accord, a phased in planning
process was defined that will begin in 2005 and is scheduled to be concluded in 2011.
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Continuing in the context of evaluating asset quality, recent years have witnessed
introduction of new risk mitigation instruments, such as earmarked credits and credit
derivatives, at the same time in which clearance and settlement houses have improved
risk management systems, within the framework of the new Payments System. These
changes indicate that the National Financial System has already been preparing itself
to adjust to the new Basel Accord which, contrary to the previous Accord, now
recognizes the question of risk guarantees and transfers related to asset operations.

In keeping with the evolution of the risk monitoring process by the new Payments
System, restricted repo operations were authorized involving any fixed income security.
In these operations, the buyer of securities in a repo operation may effect definitive sale
ofthe papers, maintaining the resale commitment with other securities. Previously, these
operations were permitted only with papers issued by the National Treasury or BCB.
However, in order to make it possible to use the other securities, operations must be
registered and settled in financial terms within the same clearing house or clearing and
settlement service, which then acts as the contracting party for purposes of settlement
of the operations they have mediated.

Aside from this, as of the month of May, security exchanges and loans were permitted.
In this sense, financial institutions may borrow securities, as well as exchange and lend
securities that are part of their respective portfolios, in operations that have financial
settlement through a clearinghouse or clearing and settlement service provider. These
operations can be carried out with individual persons and corporate entities that may
or may not be part of the National Financial System, thus enhancing the liquidity and
dynamism of the secondary public and private securities market since it makes operations
without coverage possible with the guarantees given by the clearinghouses.

Also in the context of prudential regulation, Circular 3,229 was issued in March 2004,
permitting changes in the methodology used for calculating exposure in gold, foreign
currencies and assets and liabilities subject to exchange variations, utilized in calculating
the Basel ratio. Should the financial Institution opt to offset contrary positions in
different currencies, it will be allowed to include gold on the list of currencies considered
as a whole in calculating exchange, in such a way as to incorporate the effect of
diversification on the calculation of the capital required to cover market risk.

With respect to improvement of the internal controls used by financial institutions, the
BCB has altered the rules that define obligatory implementation of the audit committee,
following examination of the cost-benefitrelation involved inimplementing this committee
in smaller scale institutions. The committee is to act as an adviser to the senior
management of the institution and has as its principal tasks evaluation of the effectiveness
ofindependentand internal audits, while verifying compliance with the recommendations
put forward by the auditors. Thus, implementation of the committee is now obligatory
at those institutions that registered base capital equal to or greater than R$1 billion in
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the lasttwo fiscal years. This represented a significant change in relation to the previous
limit that was equal to or greater than R$200 million.

Going on to the criteria used in evaluating financial instruments, the various types of
securities have been registered in three categories since April 2002: securities for
trading, securities available for sale, both of which are evaluated at market value, and
securities maintained in portfolio until maturity, which are evaluated at acquisition cost
plus earnings. Once securities have been classified among those to be maintained until
maturity, transfers to other categories are only permitted at the time of half-yearly
balance sheets. Inthe December 2004 position, 70.9% of the National Financial System
portfolio was designated as evaluated at market value.

With the objective of lengthening the public debt profile, permission was granted to sell
federal securities classified in the category “held to maturity”, without in any way
altering the intention of the financial institutions when they classified such securities,
provided that transfer occur simultaneously with the purchase of new securities of the
same nature in an amount equal to or greater than those sold, but with longer maturities.

As far as the new institutional modalities are concerned, formation of commercial banks
under the direct stock control of the commodities and futures exchange was permitted.
These banks will restrict their operations to contracting and investing resources, acting
exclusively as central liquidator and custodian, providing services to the exchange and
to the economic agents involved in operations on financial, physical and futures asset
markets. Among their responsibilities, it is important to cite centralization of the
accounts of clients participating in the market, reception of guarantees and settlement
of operations. The authorization given to create such banks will allow for greater
centralization of these operations, minimization of the risks implicit in the participation
of'a larger number of intermediating entities.

In the micro credit segment, one should highlight the adaptation of credit cooperatives
to the new model defined as of the second half of2003. Several projects were submitted
to BCB requesting transformation ofalready existent restricted membership cooperatives
into free membership cooperatives. A comparison with the banking segment shows that
the participation of credit cooperatives expanded in the past year, thus creating greater
possibilities of access to credit. In December 2004, credit operations contracted with
these institutions reached 2.4% of the total National Financial System credit balance,
as compared to 2.2% in 2003 and 1.8% in December 2002.

In the context of banking supervision, the year was marked by decrees imposing special
administrative systems on seven institutions, with extrajudicial liquidation of four group
buyer administration entities and one credit cooperative, as well as interventions in the
Banco Santos and in an exchange brokerage company belonging to the same group. In
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December 2004, 85 institutions including 17 banks remained subject to special systems
ofadministration.

With regard to transfers of stock control, acquisitions in the year revealed a strategy
aimed at obtaining the scale required to operate on the retail segment, above all on the
partof private national banks. Consequently, in the first half of the year, Banco Bradesco
acquired control of Banco Zogbi, thus ensuring itself of increased participation in the
personal credit segment, and Banco ABN Amro acquired control of Banco Sudameris
Brasil. In the second halfofthe year, Unibanco acquired control of Banco BNL do Brasil,
which had previously been controlled by foreign capital.

The participation of foreign banks in total banking system assets remained relatively
stable inthe year, moving from 21% in December 2003 to 21.4% at the end 02004, while
the participation of private national banks moved from 41.3% to 43.6% in the same period.

Itshould be stressed that the reduction in foreign capital participation in banking system
assets in recent years does not reflect withdrawal of this capital from the system, but
rather processes of stockholding reorganization, in which foreign capital has opted no
longer to control specific institutions, but rather to become minority stockholders in
national groups.

Graph 2.18
Banking System — Participation by segment”
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| ital and Financial Markets

Basic interest rate and market expectations

As of September 2004, Copom adopted a more restrictive monetary policy stance.
Though it represented a reversal of the successive interest rate reductions adopted
since mid-2003 and further intensified in the second half of that year, when the target
for the basic interest rate dropped 10 p.p. to 16.5% per year in December, compared to
26.5% per year in June, adoption of the strategy of gradually raising rates was clearly
the most appropriate option for preserving price stability in an environment characterized
by rapidly expanding internal economic activity.

Graph 3.1
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At the start of the year, the perception that inflation could exceed the targets for 2004
and 2005 led Copom to adopt a more conservative monetary policy. This decision
became clear when it decided to hold the basic interest rate at 16.5% per year in January
and February. In the following two months, lesser exchange and interest rate market
volatility, coupled with downward movement in the country risk level, resulted in
consecutive 0.25 p.p. cutbacks in the Selic rate target. Keeping pace with the trajectory
ofbasic interestrates, 360-day DI swap X pre contracts registered successive downturns
in their interest curves, closing the first half of the year at 17% per year.
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Over/Selic rate/swap 360 days
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Graph 3.2
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In the four following Copom meetings, it was decided to hold the basic rate at 16% per

year. Subsequently, in response to deteriorating expectations regarding the possibility

of compliance with predetermined inflation targets, BCB initiated a process of moderate

monetary policy adjustments, gradually raising the Selic rate target by a cumulative total

of 1.75 p.p. by December. In this context, 360-day DI swap x pre contracts closed the year

at 17.8% per year, corresponding to a high of 1.95 p.p. over the rate in effect at the end

0f2003.
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Taking due account of market expectations for inflation and the Selic rate in the coming
twelve months, the real ex-ante December 2004 rate closed at 9.6% per year, as against
8.4% in the same month of the previous year. Deflated by the IPCA, the cumulative Selic
rate hit 8%.

Capital market

The Sao Paulo Stock Exchange Index (Ibovespa) followed adownward curve in the early
months of the year, registering a cumulative nominal decline of 12.1% through May
compared to the final December 2003 figure. This performance, which matched what
occurred in American exchanges, was generated by increased international and domestic
market volatility caused by the situation in the Middle East, escalating oil prices and
uncertainties surrounding the evolution of United States interest rates.

Beginning in May, however, the Ibovespa turned upward in a context of declining
international market uncertainties and positive evolution in the major fundamentals of
the Brazilian economy, moving to a high of 17.8% in the year and a new end-December
record 026,196 points. In dollar terms, the Sdo Paulo Stock Exchange (Bovespa) showed
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even better results, with growth of 28.2% in the year, surpassing the position of the
American exchanges, which only began recovering in November. In this sense, the Dow
Jones and National Association of Securities Dealers Automated Quotations (Nasdaq)
indices registered annual gains of 3.3% and 8.7%, respectively.

Expanding internal economic activity impacted business profits and resulted in improved
expectations regarding the future evolution of stock prices. This scenario, coupled with
an ongoing pursuit of new alternatives by international investors, generated net inflows
ofexternal resources to Bovespa in the amount ofapproximately R$ 1.8 billion. Atthe same
time, average daily trading expanded to a total of 53,751 operations in 2004, 35.7% more
than in the preceding year. Total trading volume reached R$ 304.1 billion, corresponding
to annual growth of 48.6% concentrated primarily in the final months of the year.

Atthe end of 2004, the market value of the companies listed on the Brazilian exchange
came to R$ 904.9 billion, for growth of 33.7% over the December 2003 figure. Here,
Ibovespa companies accounted for a full 70.9% of the total.

Graph 3.7
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Business financing on capital markets through primary issues of stocks, debentures and
promissory notes totaled R$ 16.3 billion, for an increase of 113.6% compared to 2003.

Graph 3.8
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Debentureissuestotaled R$9.6 billion, for growth of 82% over the2003 result whilestock
issuesclosed at R$ 4.5 hillion, compared to R$ 230 millioninthepreviousyear. Among
the factors that contributed to the strengthening of capital markets were such
microeconomic measures as adoption of Securitiesand Exchange Commission (CVM)
Instruction 404%which stimulated growth in the corporate debt sector by requiring
greater market transparency.

Graph 3.9
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Table 3.1 — Primary issues of companies
Issues — CVM (R$ million)

Period Stocks Debentures Commercial papers Total

2003 2004 2003 2004 2003 2004 2003 2004
Jan 0 0 0 1580 2 1 2 1581
Feb 80 219 0 700 40 999 40
Mar 0 0 0 180 200 0 200 180
Apr 0 375 1800 50 150 1 1950 426
May 0 0 60 150 0 0 60 150
Jun 0 808 350 180 23 1 373 989
Jul 0 0 250 1629 3 200 253 1829
Aug 0 0 830 1380 0 0 830 1380
Sep 0 1889 260 1857 180 0 440 3746
Oct 0 0 205 1839 475 0 680 1839
Nov 0 321 340 0 95 2 000 435 2321
Dec 0 1076 969 769 300 0 1269 1845
Total 80 4 469 5283 9614 2128 2242 7 491 16 326
Source: CVM

3/CVM Instruction 404, dated 2.13.2004, sought to encourage the development of a debentures
market. For that purpose, it created, in its art. 2, the Standardized Debentures, thus making the
debentures issues more uniform and determining the need for securities evaluation. When defining
objective clauses, easy to understand and apply, the instruction has contributed to increase both
the transparency and liquidity of this market.
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Financial investments

When savingsaccounts, investment funds and time depositsareincluded, thevolume
of financial investmentscameto R$914.5billionin December 2004, for growth of 17.6%

intheyear.

Thenet worth of financial investment funds (FIF) closed December at R$541.9 billion,
for an annual increase of 16.1%, with net inflowsof R$ 7.3 billionin 2004 compared to
R$65.1billioninthepreviousyear. Fundsregistered net outflowsof R$4.7billioninthe
second quarter, primarily as a consequence of the volatility of returns in the period,
principaly in the case of fixed income funds. This performance reflected the high
registered under futures interest rates in the earnings of preset securities which are
adjusted at market prices on adaily basis.

Graph 3.10
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With respect to the evolution of investment fund security portfolios, it isimportant to
note that while the Selic rate followed a downward curve, the participation of preset
papers increased from 17.2% in January to 21.5% in June, while the share of postset
securitiesdropped from 66.3% to 60.8% in the sametime span. I n the second half of the
year, this tendency reversed course. At the same time, one should stress that the
participation of exchange-indexed securities dropped as a consequence of net
redemptions of exchange securities and appreciation of the real during the year.
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In December 2004, stock fund equity reached R$ 49.5 billion, for growth of 18.8% and
profitability of 17.2% in the year. Among the various stock fund modalities, mutual
privatization funds registered an equity increase of 21.7%.

Thebalance oftime deposits closed the yearat R$ 188.1 billion. The netinflow of R§21.7
billion in the year resulted from increased banking credits, considering that most of these
operations are backed by time deposit resources. In the year, demand for postset and
floating Bank Deposit Certificates (CDB) predominated. Savings deposits added up to
R$ 158.3 billion, compared to R$ 143.1 billionin 2003, with netinflows of R$ 4.3 billion.

In order to enhance the efficiency of funding allocations on the financial market while
fostering competition among the various types of investments, the federal government
issued Provisional Measure 179, dated 4.1.2004, later converted into Law 10,892, dated
7.13.2004, making it possible to create specific deposit accounts for investment purposes
that would be exempt from the Provisional Contribution on Financial Operations (CPMF).

In order to expand the period of permanence of resources in financial investments and,
therefore, encourage long-term savings, the federal government issued Provisional
Measure 206, dated 8.6.2004, later converted into Law 11,033, 12.21.2004. This measure
altered the tax treatment accorded financial investments by establishing differentiated
tax rates depending on the maturities of financial market operations. In this sense, rates
varied from 22.5% for investments of up to six months to 15% for those with maturities
of more than 24 months, effective as of 1.1.2005. In the case of investment funds, earnings
appropriated on a half-yearly basis will be taxed at a rate of 20% for short-term funds
and 15% for long-term operations.

Normative Instruction 409 was issued by the CVM on 8.18.2004 and set down new rules
for investment funds. Among the innovations included in this measure for the purpose
of enhancing transparency and reducing the risks faced by holders of quotas in these
funds, mention should be made of the obligation of classifying investment funds
according to the composition of their assets: short-term, reference, fixed income, stock,
exchange, external debtand multimarket.

Short-term funds are to channel their resources exclusively into federal public securities,
with maturities no greater than 375 days and average portfolio maturities of less than
60 days. Fixed income, exchange and external debt funds are to target at least 80% of their
portfolios into assets tied to the risk factor to which they refer.

Reference funds are to include their specific performance indicators in the official
designations adopted for them and must have at least 80% of their assets in federal public
securities and/or private papers, in which the issuer is classified as a low credit risk. Aside
from this, these funds musthave 95% of their portfolios indexed to a performance indicator.
Multimarket funds must have investment policies that involve various risk factors.
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Graph 3.11
Nominal income of major financial investments — 2004
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Table 3.2 — Nominal income of financial investment — 2004

Mlal_ 0

Itemization Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 2004 Memo:
2003
FIF 142 097 135 0.99 126 1.27 123 122 121 119 1.17 149 1582 22.88
Stock funds -0.09 0.57 169 -6.90 -0.43 2.66 4.36 3.25 3.76 -0.01 249 5.13 17.14 38.78
Savings 0.63 055 0.68 0.59 0.66 0.68 0.70 0.70 0.67 0.61 0.62 0.74 8.10 11.10
CDB 1.18 1.02 129 110 1.18 1.18 122 124 125 117 1.20 1.45 1549 2233
Gold -1.81 -2.37 6.22 -7.38 893 -2.90-1.30 1.05 0.26 1.56 0.05 -4.14 -2.85 -0.77
US dollar
commercial  1.79 -0.92 -0.18 1.24 6.26 -0.69 -2.60 -3.07 -2.56 -0.07 -4.40 -2.79 -8.13 -18.23
Ibovespa -1.73 -0.44 178 -11.45-0.32 8.21 562 2.09 1.94 -0.83 9.01 4.25 17.81 97.33

Source: Banco Central do Brasil, CVM, Bovespa and BM&F
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Pulic Finance

Fiscal and tax policy

Inthe fiscal and tax policy framework, the measures approved by the National Congress

in 2004 were generally aimed at stimulating new investments in strategic areas, in order

to sustain the momentum of growth in economic activity. These measures can be

classified into four large groups:

b)

©)

d)

Measures aimed at reducing taxes oninvestments and stimulating long-term savings:

authorization granted to financial institutions to open current accounts for purposes
of investment deposits. This new bank account modality makes it possible for
investors to rechannel their funds without having to pay the CPMF, thus optimizing
returns on their investments;

reduction of the Financial Operations Tax (IOF) from 7% to 4% on life insurance
policies and definition ofa programmed schedule of reductions designed to diminish
this rate to zero in September 2006;

broadening of the existent tax exemption on Mortgage Bonds, as well as its extension
to Real Estate Credit Bills and Certificates of Real Estate Receivables, when they are
held by individual persons, and application of differentiated tax treatment to both
fixed income and variable income financial investments; and

with regard to Social Security-type benefit plans instituted as of January 1,2005 and
structured into defined or variable contribution modalities, permission for pension
fund entities and insurance companies to opt for a tax system in which the amounts
paid to participants or to those assisted by such entities in the form of benefits or
redemptions of cumulative amounts are subject to the income withholding tax at
declining rates that vary from 35%, for resources with periods ofaccumulation of two
years or less, to 10%, for resources with accumulation periods of more than ten years.

Measures aimed at reducing the acquisition costs of capital and investment goods
in general:

institution of the Port Structure Modernization and Expansion Incentive Tax System
(Reporto);
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b)

©)

d)

lengthening of the period for payment of the Industrialized Products Tax
(IPI), to be levied monthly instead of every fifteen days, effective as of October 2004;
reduction of the IPI rate on capital goods from 5% to 2% and expansion of the list
of machines and equipment entitled to tax reductions with inclusion of an additional
29 product lines;

institution of the “Invest Now Program”, which consists of a reduction in the period
for deducting Contribution to Social Security Financing (Cofins) and Social
Integration Plan/Program of Civil Service Asset Formation (PIS/Pasep) in the form
of tax credits when such are levied on acquisitions of machines and equipment in
the period from 10.1.2004 to 12.31.2005, from fourto two years, as well as permission
for depreciation of such equipment in four years, instead of the previous period of
ten years; and

creation of the National Industrial Structure Modernization Program (Modermagq),
which encompasses financing for acquisitions of machines and equipment and other
capital goods, with the objective of generating jobs, increasing productivity and
technological development of the national industrial structure.

Measure designed to reduce taxation on specific sectors of economic activity, so as
to diminish the taxload on foodstuffs and farm products in general:

reduction of the Cofins and PIS/Pasep rates on internal market imports and marketing
of agricultural fertilizers and elimination of the levying of these contributions on
revenues generated by sales of beans, rice, manioc flour, farm production inputs,
vaccines for veterinary use and other products.

Measure designed to implement rules applicable to the construction industry
market, including new credit and securitization instruments:

institution of an optional and irrevocable special system of taxation applicable to real
estate incorporation transactions, during such time as the credit rights or obligations
of the incorporating entity with the parties acquiring the real estate included in the
incorporation transaction remain in effect.

Aside from these measures, mention should also be made of issue of Provisional
Measure 222, dated 10.4.2004, which authorized the executive branch to create the Social
Security Revenue Secretariat (SRP) within the structure of the Ministry of Social

Security. The major objective of this measure is to achieve greater agility and efficiency

in the collection of Social Security revenues. With creation of the Secretariat, the
National Social Security Institute (INSS) will henceforward be able to dedicate itself with
greater intensity to the activities involved in rendering services to Social Security

beneficiaries, concentrating its efforts on improving both the services provided to

society and the systems used in granting, maintaining and paying benefits.
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At the same time, based on a decision taken by the Federal Supreme Court (STF),
regulations were issued on the provisions of Constitutional Amendment 41, dated
12.19.2003, involving the charging of contributions to be paid by civil service retirees and
pensioners belonging to any branch of government. As a result, inactive civil servants
were obligated to pay 11% of the value of their retirement and pension benefits which
exceeds the ceiling imposed on the benefits paid by the INSS to private sector workers.

Law 10,887, dated 6.18.2004, determined that active civil servants will be obligated to
contribute 11% of their base pay to their specific civil service social security system.
Base pay is understood as the earnings attributed to a position plus any permanent
financial advantages granted by law, additional amounts of an individual character or
any other advantages, excluding any amounts paid on a nonregular basis. For purposes
of calculating retirement benefits, civil servants occupying effective government
positions may opt to incorporate the amount received as a consequence of holding a
commissioned position or position of trust into the contribution base, duly respecting
the ceiling defined at R$2,400.00.

On 6.30.2004, the National Congress approved Constitutional Amendment 44, dated
6.30.2004, which raised the participation of the states and municipalities in the collection
of'the Contribution on Intervention in the Economic Domain (Cide) from 25% to 29%.
It is important to note that state and municipal participation in Cide was authorized by
Constitutional Amendment42, dated 12.19.2003, which went into effect in January 2004.

Law 11,079, dated 12.30.2004, was approved by the National Congress following thirteen
months of deliberation. This Law introduced a series of general rules on the tendering
and contracting of Public-Private Partnerships (PPP) within the public administration
(federal, state and municipal governments, plus the Federal District). The Law defined
two modalities of concession contracts formalized within the PPP framework:

a) sponsored concession: consists of the concession of a public service or public works
projectas defined in Law 8987/1995, when such a system also involves amounts to be
paid by the public partner to the private partner, aside from rates charged to users; and

b) administrative concession: consists of a service contract in which the public
administration is the direct or indirect user, even though it may involve execution
of specific works or the supply and installation of goods.

With the partnership mechanism, the government hopes to attract private investments
in order to finance public works projects considered to be of vital importance to driving
and ensuring the country’s economic growth. Between 23 and 25 projects are expected
to be executed through this type of contract over a period of three years, with estimated
investments of R$ 13 billion. Among the priorities, mention should be made of construction
ofrailway segments and recovery of the nation’s highway network in different regions
of the country, together with investments in the port system.
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Institution of two other programs of a social character deserves mention:

a) the University for All Program (Prouni), which is designed to grant scholarships for
undergraduate courses and continuation of specific training courses at profit-
secking and nonprofit private higher education institutions. Those institutions that
adhere to the program will be exempted from payment of the income tax, Social
Contribution on Net Profits, PIS/Pasep and Cofins; and

b) National Targeted Productive Microcredit Program (PNMPO), which has the objective
of facilitating and expanding access to productive credit on the part of
microentrepreneurs. Targeted productive microcredit is defined as credit granted on
the basis of a direct relationship between the credit agent and the microentrepreneur
at the site of the latter’s activity, through:

i) services provided by persons trained to offer guidance on business management
and credit needs, aimed at achieving sustainable development;

ii) personal contact, among other aspects, during the entire credit period; and

i) definition of the value of the credit and the conditions underlying the operation,
following evaluation of the activity and of the borrower’s debt capacity.

Public sector borrowing requirements

The nonfinancial public sector registered a primary surplus of R$81.1 billion, 4.6% of
GDPin 2004, asagainst R$66.2 billion, 4.3% of GDP in2003. The increase of 0.3 p.p. of
GDP inthe 2004 primary surplus reflected growth of 0.49 p.p. in the central government
resultand 0.11 p.p. in the result for regional governments, together with a reduction of
0.24 p.p. for state-owned companies.

In2004, the central governmentregistered a surplus of R$52.4 billion, based on a federal
government surplus of R$84.7 billion and deficits of R$32 billion in INSS accounts and
R$336 millionin BCB operations.

The federal government result was a consequence of revenue growth equivalent to 0.87
p.p- of GDP, generated basically by upward movement in the pace of economic activity.
It should be stressed that revenue growth was also driven by changes in PIS and Cofins
legislation introduced by Law 10,865/2004. This legislation extended this tax to all
imported goods and services, effective as of the start of May 2004, with the overall
objective of harmonizing internal and external market operations with respect to the
levying of these contributions.

Annual growth in 2004 spending was equivalent to 0.47 p.p. of GDP. Transfers to states
and municipalities and outlays on personnel and social charges registered declines of
0.03 p.p. of GDP. Moving in the opposite direction, spending on other current and capital
outlays increased 0.52 p.p. of GDP. Among other factors, this heading also includes
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Table 4.1 — Public sector borrowing requirements

Itemization 2001 2002
R$ million 9 of GDPY  R$ million ¢, of cGDPY

Total nominal 42 789 3.6 61614 4.6
Central governmentZ, 25273 21 10 029 0.7
States 23080 1.9 43797 3.3
Local governments 1178 0.1 7 696 0.6
State enterprises -6 742 -0.6 92 0.0

Total primary -43 655 -3.6 -52 390 -39
Central government? -21 980 -1.8 -31919 -24
States -7 211 -0.6 -8 560 -0.6
Local governments -3 260 -03 -2073 -0.2
State enterprises -11 204 -0.9 -9 838 -0.7

Nominal interest 86 443 7.2 114 004 8.5
Central government? 47 253 3.9 41948 3.1
States 30 291 25 52 356 3.9
Local governments 4437 0.4 9770 0.7
State enterprises 4 463 0.4 9929 0.7

(continues)

Table 4.1 — Public sector borrowing requirements (concluded)

Itemization 2003 2004
R$ million o, of GDPY R$ million ¢, of GDPY

Total nominal 79 030 5.1 47 142 2.7
Central government? 62 150 4.0 27 031 15
States 22 936 1.5 27 497 1.6
Local governments 4067 0.3 6 485 0.4
State enterprises -10 124 -0.7 -13 872 -0.8

Total primary -66 173 -43 -81 112 -4.6
Central government? -38 744 -25 -52 385 -3.0
States -11916 -0.8 -16 060 -0.9
Local governments -1 906 -0.1 -1422 -0.1
State enterprises -13 608 -0.9 -11 245 -0.6

Nominal interest 145 203 9.3 128 253 7.3
Central government? 100 894 6.5 79 417 45
States 34 851 2.2 43 557 2.5
Local governments 5973 0.4 7 906 0.4
State enterprises 3484 0.2 -2 627 -0.1

1/ Current prices.
2/ Federal Government, Central Bank and National Social Security Institute.

spending on assistance benefits, particularly those carried out under the terms of the
Social Assistance Law (Loas), which increased from R$4.4 billion to R$7.5 billion, and
outlays on public investments, which expanded from R$5.1 billion to R$9.2 billion, in
2004. Furthermore, it is important to mention that spending related to other current and
capital outlays was pressured by education and health spending. These two headings
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have their own specific dynamics and are not subject to conditioning factors. Thus,
annual outlays on education may not be less than 18% of the overall tax inflow, after
deduction 0f20% in Nonearmarked Federal Government Resources and constitutional
transfers, while disbursements on health activities and services are expected to close
at last year’s level, plus nominal growth in GDP.

Table 4.2 — Central government primary result

R$ million

Itemization 2002 2003 2004 Change %
(a) (b) (c) (b)/(a) (c)/(b)
Total revenues 321842 357 891 422 450 11.2 18.0
Treasury revenues 250815 277159 328685 10.5 18.6
Administered revenues'’ 224 860 246244 287924 9.5 16.9
Non administered revenues 25955 30915 40 761 191 31.8
Social security revenues 71027 80732 93 765 13.7 16.1
Total expenditures 289383 318407 372730 10.0 171
Treasury expenditures 201354 211272 246978 4.9 16.9
Transfers to states and municipalities 56 138 60 226 67 559 7.3 12.2
Personnel and social charges 73 304 78 068 87 730 6.5 12.4
Other current and capital expenditures 71912 72978 91 689 1.5 25.6
Social security benefits 88029 107135 125751 21.7 17.4
Federal government result 32459 39484 49721 21.6 259
National Treasury 49 461 65 887 81707 33.2 24.0
Social security -17 002 -26 403 -31 986 55.3 211
Central Bank result =777 -195 -336 -749 725
Primary result (above the Iine)ﬂ 31682 39 289 49 384 24.0 25.7
Primary result/GDP — % 24 2.5 2.8 - -

Source: Ministério da Fazenda/STN

1/ Deducted from returns and fiscal incentives.
2/ (+) = surplus (-) = deficit.

INSS revenues increased from 5.18% of GDP in 2003 to 5.32% in 2004. The major
determinants of this performance were employment growth in the formal market sector
and a higher contribution ceiling. Outlays on benefit payments also expanded, moving
from 6.88% of GDP to 7.15%, primarily as a consequence of increases of 11.1% in the
average value of the benefits paid, reflecting the minimum wage increase, coupled with
arise 0f4.08% in the average monthly volume of benefits paid. Atthe same time, it should
be stressed that the heading of “judicially determined payments” also increased; due
primarily to payments of suits involving adjustments in retirement benefits.

The result for regional governments remained positive over the entire year of 2004,
particularly as a result of the inflow response of the Tax on the Circulation of
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Merchandise and Services (ICMS) to the upturn in the pace of economic activity. Deflated
by the IGP-DI, growth in these revenues closed the year at 52.7%. As far as spending is
concerned, observance of debt limits and restrictions on administrative outlays were
determining factors in the continuity of the fiscal performance of this sector.

State-owned companies turned in a primary surplus that was below the 2003 level. This
decline reflected the deficit for the first half of the year, when outlays were concentrated
in investments and dividend distributions. This tendency reversed course in the second
halfofthe year, as state-owned companies accumulated a surplus of approximately 0.6%
of GDP in 2004, compared to 0.9% in the previous year.

Nominal interest appropriated in 2004 totaled R§128.3 billion or 2 p.p. of GDP below the
previous year’s result. This is a clear indication of a reduction in the Selic rate target
accumulated in 2004, as well as a downturn in the debt/GDP ratio observed over the
course of the year. Itis important to stress that, in 2004, gains obtained in exchange swap
operations carried out by BCB closed at R$6 billion, as against R$15.6 billion in 2003.

The strong increase in the nonfinancial public sector primary surplus, coupled with a
sharp reduction in interest appropriations, resulted in significant contraction of the

Table 4.3 — Uses and sources — Consolidated public sector

Itemization 2003 2004
R$ million % of GDP R$ million % of GDP

Uses 79 030 5.1 47 142 2.7
Primary -66 173 -4.3 -81112 -4.6
Internal interest 126 043 8.1 111 196 6.3

Real interest 91267 5.9 39 226 22
Monetary updating 34776 2.2 71969 41
External interest 19 160 1.2 17 058 1.0

Sources 79 031 5.1 47 144 2.7

Internal borrowing 94 486 6.1 88 950 5.0
Securities debt 122 438 7.9 68 553 3.9
Banking debt -31361 -20 9 449 0.5
Renegotiation - - - -

State government - - - -
Local government - - - -

State enterprises - - - -

Others 3409 0.2 10 949 0.6

Relationship TN/Bacen - - - -

External borrowing - 15 456 -1.0 - 41806 -24
GDP flows in 12 months" 1556 182 1762 499

1/ GDP at current prices.
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nominal nonfinancial public sector deficitto the level of R$47.1 billion, 2.7% of GDP, in
2004. This result is equivalent to 60% and 76% of the cumulative deficits registered in
2003 and 2002, respectively. As a ratio of GDP, the nominal 2004 deficit stands as the
best result obtained since the series was first created in 1991.

The cumulative 2004 nominal deficit was financed through issues of security debt
totaling R$68.6 billion; monetary base in the amount of R$10.9 billion; and R$9.4 billion
expansion in the banking debt. In the opposite direction, there was areduction of R$41.8
billion in the net external sector debt in the year.

Federal tax and contribution inflow

In2004, the inflow of federal taxes and contributions totaled R$322.6 billion, compared
to R$273.4 billion in the previous fiscal year, corresponding to a real increase of 10.6%
using the [IPCA as deflator. Revenues administered by the Federal Revenue Secretariat
came to R$300.6 billion, while those collected by other public entities, excluding social
security contributions on labor earnings which are the responsibility of the INSS, totaled
R$22 billion. It is important to emphasize that the sharp inflow gains in 2004 were a
consequence of alterations introduced into the legislation covering Cofins and the
income tax in the year under analysis.

The Income Tax (IR) inflow climbed to R$102.8 billion or 31.9% ofthe total, corresponding
to real growth of 3.6% compared to the previous year. This result reflected a 7.8% real
increase in Corporate Income Tax (IRPJ) revenues, which totaled R$40.3 billion.

Income tax withholdings registered 0.1% real growth in 2004, closing at R$59.7 billion.
Inflows on labor earnings and other segments increased 11.7% and 7.4%, respectively,
while those levied on capital earnings and remittances abroad decreased 15% and 6.8%
in the year. Withholdings on labor earnings reflected the upturn in employment levels
as well as court decisions determining that the income tax should be withheld from
earnings paid by the party effecting payment. On the other hand, the inflow of taxes on
capital earnings and remittances abroad was impacted by reductions in fixed income
investments, in the first case, and by exchange stability and it’s repercussions on swap
operations, in the latter case.

In2003, the Cofinsinflow reached R$76.9 billion, as against R$59.6 billion in the previous
year, corresponding to real growth of 20.6%. The major factors underlying this

performance were:

a) extension of this tax to imports of goods and services, effective as of
5.1.2004;
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b) increase in the rate levied on the revenues of financial institutions from 3% to 4%,
effectiveas 0f6.1.2003;

¢) withholding of taxes on payments made by public sector entities and companies to
corporate entities, resulting in a revenue gain consequent upon the enhanced
control exercised by the Secretaria da Receita Federal (SRF).

Table 4.4 — Gross federal revenues

R$ million
Itemization 2002 2003 2004 Change %
(a) (b) (c) (b)(a)  (c)/(b)

Income Tax (IR) 85803 93016 102820 8.4 10.5
Industrialized Products Tax (IPI) 19799 19674 22830 -0.6 16.0
Import Tax (II) 7972 8143 9200 2.1 13.0
Financial Operations Tax (IOF) 4022 4 450 5253 10.6 18.0
Contribution to the Financing

of the Social Security (Cofins) 52267 59565 76890  14.0 29.1
Social Contrib. on the Profits of Legal Entities (CSLL) 13364 16750 19 647 253 17.3
Contribution to PIS/Pasep 12872 17337 19454 347 12.2
Provisional Contribution on

Financial Transactions (CPMF) 20369 23046 26432  13.1 14.7
Contribution on Intervention in the

Economic Domain (Cide) 7243 7496 7669 35 2.3
Other taxes 19295 23881 32361 238 35.5
Total 243006 273358 322556 125 18.0

Source: Secretaria da Receita Federal

The IPI inflow totaled R$22.8 billion, for real growth of 8.7% in the year. This result
mirrored the significant expansion registered by the industrial sector in 2004, together
with volume increases in internal market sales of automobiles and upward movement in

tobacco-derived products.

The Social Contribution on Net Profits (CSLL) registered an inflow of R$19.6 billion, for
real growth 0f9.7% compared to 2004. This figure not only reflected improved business
results, was also generated by two other factors:

a) increase in the calculation base from 12% to 32% of gross revenues, effective as of
6.1.2003, applicable to service companies that effect payment of their contributions
based on presumed profits; and

b) expansionoftheuniverse ofbusinesses subject to the withholding tax as 0f2.1.2004,
when the service in question is rendered to public sector entities and companies.

Inflows administered by other public sector entities that are not included in the “Federal
Revenue System” totaled R$22 billion and registered real growth of 12.7% in 2004. The
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Table 4.5 — Income Tax and Industrialized Products Tax

R$ million
Itemization 2002 2003 2004 Change %
(a) (b) ()  (b)(a) (c)(b)

Income Tax (IR) 85803 93016 102820 84 105
Individuals 4462 5103 6136 144 20.2
Corporate entities 33893 33833 38894 -02 15.0
Financial institutions 4 589 5871 6195 279 55
Other companies 29 304 27 962 32699 -46 16.9
Withholdings 47450 54079 57790 14.0 6.9
Labor earnings 22 480 26 456 31523 17.7 192
Capital earnings 16 362 19 056 17281 165 -93
Remittances abroad 5371 5596 5575 42 -04
Other earnings 3237 2971 3411 -8.2 1438
Industrialized Products Tax (IP1) 19799 19673 22830 -06 16.0
Tobaco 1924 1993 2305 36 157
Beverages 1796 1899 2005 5.7 5.6
Automotive vehicles 2664 2312 2965 -13.2 282
Other taxes 8528 8905 10 378 44 165
Linked imports 4887 4 564 5177 -66 134

Source: Secretaria da Receita Federal

factor that made the major contribution to this inflow was growth in the inflow of the
contribution to the Civil Service Social Security Plan (CPSS). In more specific terms, this
involved an increase in the employer contribution from 11% to 22%, coupled with the
Federal Supreme Court decision as to the constitutionality of the contribution required
from civil service retirees and pensioners.

Federal securities debt

Evaluated in terms of the portfolio position, the federal securities debt outside BCB came
toR$810.3 billion,43.8% of GDP, in December 2004, compared to R$731.9 billion, 45.8%
of GDP, at the end of the previous year. The reduction of 2 p.p. of GDP reflected overall
netredemptions of R$36.8 billion in 2004, based on net issues 0f R$49.6 billion in LTN;
R$4.7billioninNTN-B; R$2.1 billioninNTN-F; and R$ 1.1 billion inNTN-C; together with
net redemptions of R$53.2 billion in LFT; R$19.7 billion in National Treasury Note —
Series D (NTN-D); R$18.9 billion in Central Bank of Brazil Notes— Special Series (NBCE);
andR$1.6 billionin LFT—Series B (LFT-B).

In December 2004, National Treasury securities totaled R$1099.5 billion, of which

R$302.9 billion were held by BCB and R$796.7 billion were held outside the monetary
authority. BCB securities added up to R$13.6 billion, 1.6% of the total securities debt
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onthe market, as compared to R$30.7 billion in the previous year, when it accounted for
4.2% ofthe debt. The decline in this participation reflected net redemptions of NBCE and
8.1% appreciation of the real against the dollar in 2004.

Table 4.6 — Federal securities — Portfolio position

Balances in R$ million

Itemization 2000 2001 2002 2003 2004
National Treasury liabilities 555 908 687 329 838 796 978 104 1099 543
Central Bank portfolio 130 897 189 442 282730 276 905 302 863
LTN 37 243 27 970 45775 101 376 126 184
LFT 90 595 114 986 145 614 99 646 117 405
NTN 1812 44 943 89 664 74 026 57 275
Securitized credits 1246 1543 1678 1857 1999
Outside the Central Bank 425011 497 887 556 066 701199 796 680
LTN 75399 48 791 13 596 91 055 159 960
LFT 262 301 322 153 372584 443180 457757
BTN 64 67 100 74 62
NTN 46 233 87 488 127 399 126 721 133700
CTN/CFT-A/CFT-B/CFT-C/CFT-D/CFT-E 14 280 19 366 19 214 18 236 17 343
Securitized credits 21119 16 044 15 406 15 001 21103
Agrarian debt 3108 1689 5761 4879 4345
TDA 2495 2276 2005 2 052 2411
CDP 14 11 1 1 0
Central Bank liabilities 85 686 126 198 67 125 30 659 13 584
LBC - - - - -
BBC/BBCA - - - - -
NBCE 83745 124 707 67 125 30 659 13 584
NBCF 1942 1490 - - -
NBCA - - - - -
Outside the Central Bank — Total 510 698 624 084 623 191 731858 810 264
In % of GDP 44.2 49.7 39.3 45.8 43.8

With regard to the distribution of securities by indexing factor, the participation of preset
papers in the total securities debt rose from 12.5% of the total in December 2003 t0 20.1%
inDecember 2004, due primarily tonetissues of LTN and NTN-F. The participation of Selic-
indexed securities dropped from 61.4%t0 57.1%, reflecting net LF T redemptions. The share
ofexchange-indexed papers dropped from 10.8%to 5.2%, reflecting redemptions of NBCE
and NTN-D, as well as appreciation of the real against the dollar. Parallel to this, the
participation of securities indexed to the Reference Rate (TR) moved from 1.8%to 2.7%,
while the participation of price-indexed securities rose from 13.5% to 14.9%.

The amortization schedule of the federal securities debt on the market was distributed

asfollows in December2004:R$359.8 billion, 44.4% of the total, to mature in 2005; R$218.1
billion, 26.9%, in 2006; and, R$232.4 billion, 28.7%, as of January, 2007.
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Table 4.7 — Federal public securities

Percentage share by indexator — Portfolio position

Index numbers 2000 2001 2002 2003 2004

Total — R$ million 510 698 624 084 623 191 731 858 810 264
Foreign exchange 22.3 28.6 224 10.8 5.2
Reference Rate (TR) 4.7 3.8 21 1.8 2.7
IGP-M 1.6 4.0 7.9 8.7 9.9
Over/Selic 52.2 52.8 60.8 61.4 571
Preset 14.8 7.8 2.2 12.5 20.1
Long-term Interest Rate (TJLP) 0.0 0.0 0.0 0.0 0.0
IGP-DI 44 3.0 3.1 24 1.8
INPC 0.0 0.0 0.0 0.0 0.0
IPCA - - 1.5 24 3.1
Others 0.0 0.0 0.0 0.0 0.0
Total 100.0 100.0 100.0 100.0 100.0

The average duration of federal public securities issued by BCB and the National

Treasury in public offers closed at 11.31 months in December 2004, compared to 10.85

months in December 2003. When separated by issuing entity, the average duration of

BCB papers closed at 15.77 months, while that of National Treasury securities came to

11.22 months.

Total exposure in exchange swap operations carried out up to December 2004 came to
R$38.3 billion, compared to R$82.3 billion in December 2003. Viewed in terms of the
accrual criterion, the cumulative results of these operations in the year, encompassing

the difference between DI profitability and exchange variation plus coupons, closed at

apositive figure of R$7.6 billion for the BCB. Viewed according to the cash criterion, the

cumulative positive result in the year was R$6 billion.
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Net Public Sector Debt (DLSP)

Atthe end 0f 2004, DLSP totaled R$957 billion, 51.8% of GDP, compared to R$913.1
billion, 57.2% of GDP, at the end 0 2003.

The sharp reduction of 5.4 p.p. of GDP in the DLSP/GDP ratio interrupted the steady
upward trend registered by this indicator since 1994. This performance was generated
by a combination of positive factors, including continued fiscal equilibrium in all
segments, economic growth, lesser interest appropriations and exchange rate stability.

It is important to stress that the public sector fiscal effort was targeted specifically to
amortization of the internal securities debt and the external debt, since these segments
are particularly important in terms of cost. In the case of the internal securities debt, the
highlight was the volume of net redemptions of exchange-indexed securities. To
understand the importance of this it is enough to state that the participation of these
papers in the total securities debt dropped from 20.5% in December 2003 to 9.3% at the
end of 2004, already considering exchange swap operations. These alterations reflect
the public debt management strategy adopted with the aim of sharply reducing the level
of vulnerability to market risk.

The gross general government debt, which includes the federal government (INSS, state
governments and municipal governments), totaled R$1331.8 billion, 72.1% of GDP, at the
end 0f2004, as against R§1228.6 billion, 76.9% of GDP, at the end of the preceding year.
The decline of 4.8 p.p. in relation to GDP was caused, above all, by a drop of 3 p.p. in
the federal government external debt.

Table 4.8 — Public sector net debt growth

Itemization 2001 2002
R$ million % of GDP  R$ million % of GDP

Total net debt — Balance 660 867 52.6 881 108 55.5
Net debt — Growth accumulated in the year 97 704 3.5 220 241 2.9
Conditioning factors (flows accumulated in the year):" 97 704 7.8 220 241 13.9
Public sector borrowing requirements 42 789 3.4 61614 3.9

Primary -43 655 -3.5 - 52390 -3.3

Nominal interest 86 443 6.9 114 004 7.2
Exchange adjustment? 37 814 3.0 147 225 9.3

Domestic securities debt indexed to exchange rate” 19182 1.5 76 662 4.8

External debt 18 633 15 70 564 4.4
External debt adjustment — Others - 383 0.0 753 0.0
Acknowledgement of debt 18 465 1.5 14 286 0.9
Privatizations - 980 -0.1 -3637 -0.2
GDP Growh effect — Debt* -4.2 -11.0
GDP accumulated in 12 months — Valued® 1255658 1587 584

(continues)
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Table 4.8 — Public sector net debt growth (concluded)

Itemization 2003 2004

R$ million % of GDP  R$ million % of GDP

Total net debt — Balance 913 145 57.2 956 994 51.8
Net debt — Growth accumulated in the year 32037 1.7 43 848 -54
Conditioning factors (flows accumulated in the year):" 32037 2.0 43 848 24
Public sector borrowing requirements 79 030 4.9 47 142 2.6
Primary -66 173 -4.1 -81112 4.4
Nominal interest 145 203 9.1 128 253 6.9
Exchange adjustmentﬂ - 64 309 -4.0 -16 194 -0.9
Domestic securities debt indexed to exchange rate> - 22715 -1.4 -3336 -0.2
External debt -41594 -2.6 -12 858 -0.7
External debt adjustment — Others 16712 1.0 7137 0.4
Acknowledgement of debt 604 0.0 6516 0.4
Privatizations 0 0.0 - 753 0.0
GDP Growth effect — Debt” 0.3 7.8
GDP in R$ million® 1596 846 1847 872

1/ Net accumulated debt growth as percentage of GDP when considering all factors taken together GDP, divided by
the current GDP accumulated in the last 12 month period valuated, calculated by the formula:
(> CondictioningFactors/GDPAccumulatedin12Months)*100. Not reflecting debt growth as percentage of GDP.

2/ Indicates the sum of the monthly impacts up to the reference month.

3/ Includes adjustment of rate between the basket of currencies composing international reserves and the external debt
as well as other adjustments in the external area.

4/ It takes into account the change in the ratio debt/GDP due to growth observed in GDP, calculated by the formula:
Dt-1/(PIB present month/PIB base month)-Dt-1.

5/ Annual GDP at December prices deflated by the centered IGP-DI based on a series published by the IBGE.
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Table 4.9 — Net debt of the public sector

Itemization 2003 2004
R$ million % of GDP R$ million % of GDP

Fiscal net debt (F=D-E) 652 560 40.9 699 702 37.9
Internal debt adjustment (E) 129 361 8.1 126 025 6.8
Fiscal net debt with exchange devaluation (E=A-B-C-D) 781921 49.0 825727 447
External debt adjustment (D) 101708 6.4 95 988 5.2
Inventory adjustment (C) 93 245 5.8 99 760 5.4
Privatization adjustment (B) -63729 -4.0 - 64 482 -3.5
Total net debt (A) 913 145 57.2 956 994 51.8
Federal government 584 544 36.6 610 075 33.0
Banco Central do Brasil -5796 -0.4 -8600 -0.5
States 278 016 17.4 305 961 16.6
Local governments 38703 2.4 45098 2.4
State enterprises 17 678 1.1 4 460 0.2
Domestic debt 726 688 455 818 062 44.3
Federal government 365 776 229 411 878 22.3
Banco Central do Brasil 52 694 3.3 64 480 35
States 261 587 16.4 289 981 15.7
Local governments 36 098 2.3 42 447 23
State enterprises 10 533 0.7 9277 0.5
External debt 186 458 11.7 138 931 7.5
Federal government 218 767 13.7 198 197 10.7
Banco Central do Brasil - 58 490 -3.7 - 73080 -4.0
States 16 429 1.0 15980 0.9
Local governments 2 605 0.2 2 651 0.1
State enterprises 7146 0.4 -4 817 -0.3
GDP in R$ million" 1596 846 1847 872

1/ Annual GDP at December prices deflated by the centered IGP-DI based on a series published by the IBGE.

Social Security

In the year under analysis, the General Social Security System (RGPS) registered a
nominal deficit of R§32 billion, 21% more than in the previous year. Excluding transfers
to third parties, netinflow came to R$93.8 billion, with outlays of R$125.8 billion on Social
Security benefits. Asaproportion of GDP, the annual deficitclosed 0.12 p.p. higher than
in2003, with 1.82% of GDP.

The net 2004 inflow was the largest in history, reflecting growth of 16.2% compared to
2003. The major determinants of this growth were:
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Table 4.10 — Gross and net government debt”

Itemization 2003 2004
R$ million % of GDP  R$ million % of GDP

Net public debt 913 145 57.2 956 994 51.8
Net general government debt 901 263 56.4 961 133 52.0
Gross general government debt 1228 569 769 1331758 721
Internal gross debt 987 116 61.8 1111246 60.1
Foreign gross debt 241 453 15.1 220 512 11.9
Federal government 222418 13.9 201 881 10.9
State government 16 429 1.0 15980 0.9
Local government 2 605 0.2 2651 0.1
Assets of general government - 327 306 -20.5 - 370625 -20.1
Internal assets - 323 655 -20.3 - 366 941 -19.9
Available assets of general government - 136 461 -8.5 - 175 855 -9.5
Investment of social security system - 860 -0.1 - 289 0.0
Tax collected (not transferred) - 1587 -0.1 - 745 0.0
Demand deposits -4 371 -0.3 -3965 -0.2
Available assets of fed. govern. in Banco Central -120 190 -7.5 - 158 232 -8.6
Investment in the banking system (states) -9454 -0.6 -12624 -0.7
Investment in funds and financial programs - 58132 -3.6 - 53 298 -29
Credits with public enterprises -29215 -1.8 -24 970 -1.4
Other federal government's credits - 25624 -1.6 - 25800 -1.4
Laborer assistance fund (FAT) -74 223 -4.6 -87018 -47
Foreign credits - 3651 -0.2 -3683 -0.2
Federal government -3651 -0.2 -3683 -0.2

State government - - - -

Local government - - - -

Banco Central net debt -5796 -04 - 8600 -05
Public enterprises net debt 17 678 1.1 4 460 0.2
GDP in R$ million? 1 596 846 1847 872

1/ Includes federal, state and local government debt, with other economic agents, including the Banco Central.
2/ GDP of the last twelve months, at prices of month indicated. Centered IGP-DI deflator (geometirc mean of IGP-DI
variation in the month and in the following month.

a) positive growth in formal market employment in 2004, aiding in improving overall
wages and, consequently, generating increased current Social Security revenues,
which expanded 9.5% in the year;

b) annual growth of 14.8% inthe recovery of Social Security credits from debtors of the
system; and

¢) increaseinthe RGPS ceiling from R$1,869.34 to R$2400, effective as of January 2004,
thus expanding the contribution base and raising current revenues.
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Table 4.11 — Social Security — Cash flow

R$ million
Itemization 2002 2003 2004 Change %
(a) (b) (c) (b)/(a) (c)/(b)

Revenues 105032 122227 160 000 16.4 30.9
Banking inflow 76 080 86588 101126 13.8 16.8
Other revenues 361 602 2610 66.8 333.4
Revenue anticipation 2939 -3238 6 885 - -
Federal government transfers 25652 38 275 49 380 49.2 29.0

Expenditures 102145 123359 151742 20.8 23.0
Social security benefits 88 029 107135 125751 21.7 17.4
Non-social security benefits 4083 5062 8 168 24.0 61.3
Other expenditures 4980 5 304 10 463 6.5 97.3
Transfers to third parties 5053 5857 7 360 15.9 25.6

Cash result 2887 -1131 8 259

Social Security balance -17002 -26405 -31985

Source: Ministério da Previdéncia e Assisténcia Social

Itis also important to note that revenues generated by business contributions accounted
for 77.6% of the overall net inflow in 2004.

The primary causes of growth in outlays on Social Security benefits were as follows:

a) theimpactofthe real minimum wage increase, resulting in upward movement in the
real value of the Social Security benefit floor. The average value of the benefits
paid by the Social Security system rose 8.5% above inflation, moving from
R$459.74in2003 to R$498.68 in2004;

b) natural growth in the stock of benefits; and

¢) increase of 185% in outlays on judicially determined payments, compared to 2003.

In 2004, the Social Security system paid 23.1 million benefits to those insured by the
system, 5.9% more than in the previous year. Of this total, 19.7 million corresponded to
Social Security benefits (retirements, pensions by reason of the death of the insured
party, maternity assistance, among others), 757 thousand accident benefits and 2.6
million assistance benefits granted to the elderly, the handicapped, and others.

A comparison 0f2004 averages with those of the previous year points to growth 0f428.3
thousand retirements, 296.9 thousand illness assistance benefits and 267.4 thousand
benefits granted under the terms of Loas, reflecting respective rates of growth equivalent
t0 3.6%, 31.8% and 16.4% in the period under analysis.
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In the Loas framework, additional benefit grants to the elderly came to 193.6
thousand benefits, for annual growth of 30.8%. This expansion reflected the cutback
inthe minimum age defined in the Law on the Elderly from 67 to 65 in order to qualify
for this benefit.

Illness assistance benefits continued on the growth curve that has marked the last four
years. From 2000 to 2004, annual outlays under this heading jumped from R$2 billion to
R$9 billion, raising the participation of these outlays in overall benefits paid by the
system from 7.2% to 7.5%.

In 2004, inflows generated in urban and rural areas came to R$92.8 billion and R$3.2
billion, respectively, while outlays on benefits totaled R$104.9 billion and R$23.9 billion,
in the same order. The ratio between inflows and benefit payments was 88.5% in urban
areas as against 13.4% in rural areas.

State and municipal finance

Federal government transfers to the states and municipalities added up to R$67.6 billion
in2004, 12.2% more than in the preceding year. The major factors underlying this growth
were inflows of the income tax and the IPI, which are used as the basis for calculating
constitutionally determined transfers, coupled with state participation of 25% in the
Cide inflow as of January 2004.

Table 4.12 — Federal government onlendings to states and municipalities
R$ million

Itemization 2002 2003 2004 Change %
(a) (b) (c) (b)/(a) (c)/(b)
Constitutional onlendings (IPI, IR and others) 44 596 46 243 51138 3.7 10.6
Export Compensation Fund 3953 3900 4 295 -1.3 10.1
Cide transfers - - 1109 - -
Others" 7591 10083 11015 328 9.2
Total 56 140 60 226 67 557 7.3 12.2

Source: Ministério da Fazenda/Secretaria do Tesouro Nacional

1/ Contribution of education benefit, Fund for the Support and Development of Primary Education and

Enhancement of the Teaching Career (Fundef), petrol royalties and other onlendings.

With regard to the sources of funding, transfers are grouped into four segments:

a) constitutional transfers (IPI, income tax and others): R$51.2 billion;
b) ExportCompensation Fund (L.C.87/1996): R$4.3 billion;

90 Boletim do Banco Central do Brasil — Annual Report 2004



¢) Cidetransfers(E.C.42/2003):R$1.1 billion; and
d) others: R$11 billion.

The heading of constitutional transfers refers to State and Municipal Revenue Sharing
Funds (FPE/FPM), North, Northeast and Central West Constitutional Financing Funds
(FNO, FNE and FCO) and the Industrialized Product Export Compensation Fund (FPEX).
The Export Compensation Fund refers to reimbursement of ICMS inflow losses caused
by reductions in taxation on exports of semimanufactured and primary products. “Other
transfers” encompass payments of royalties for the working of oil deposits, federal
government contributions to the Fund for the Support and Development of Primary
Education and Enhancement of the Teaching Career (Fundef), as well as the share
corresponding to the Education Wage Contribution.

In2004, the ICMS inflow totaled R$138.2 billion, reflecting real growth of 5.7% in the year,
using the IGP-DI as deflator. In Sdo Paulo, the total inflow came to R$45.9 billion, 33.3%
of'the overall inflow of'this tax and real growth of 4.1% compared to the previous year.
The other four states that turned in significant levels of tax inflows were Rio de Janeiro
and Minas Gerais, both of which closed with figures in the range of R$13.1 billion; Rio
Grande do Sul, R$9.6 billion; and Parana, with R$7.8 billion. The sum total ICMS revenues
obtained by these five states accounted for 64.9% of the total national inflow.

Table 4.13 — Payment of the Tax on the Circulation of Merchandise and Services (ICMS)

R$ million
Itemization 2002 2003 2004 Change %
(a) (b) (c) (b)/(a) (c)(b)
Sao Paulo 37 254 40 289 45922 8.1 14.0
Rio de Janeiro 10 409 11181 13 052 7.4 16.7
Minas Gerais 9544 11 026 13 222 15.5 19.9
Rio Grande do Sul 7 441 8989 9638 20.8 7.2
Parana 5787 6710 7824 15.9 16.6
Bahia 5154 5871 7133 139 215
Santa Catarina 3858 4663 5258 20.9 12.8
Goias 3020 3699 3978 225 76
Pernambuco 2 865 3178 3667 10.9 15.4
Espirito Santo 2382 2935 3732 232 272
Other states 17 270 20 787 24 815 20.4 19.4
Total 104984 119328 138 241 13.7 15.9

Source: Ministério da Fazenda/Confaz
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nomic-FinanciaI Relations with
the International Community

Trade policy

In 2004, Industrial, Technological and Foreign Trade Policy (PITCE) wastargeted at
implementing measures designed to increase the investment rates and productive
efficiency of Brazilian companies. These measures consist of aseriesof stepstakenin
theforeign trade sector with the objective of sustaining and expanding exportsover the
coming yearsand playing arolein diminishing the nation’ sexternal vulnerability.

Inkeepingwiththeexampleof recent years, Brazil’ sexternal negotiating agendaisquite
complex, asthecountry participatesinmajor international tradenegotiations. Although
there has been acertain loss of dynamicsin negotiationswith the member countries of
theFree Trade Areaof the Americas(FTAA) and the European Union, the South-South
dialogue has been clearly strengthened. As far as the Southern Common Market
(Mercosul) is concerned, the safeguard measures taken by Argentina in relation to
exports of Brazilian products, aswell asthat country’ s decision not to liberalize trade
intheautomotivesector asof January 2006, ascalled for inthe 2002 agreement, suggest
that difficulties will be encountered as the movement toward integration progresses,
despite the importance of the organization’ s political dimension.

Other government measures that demonstrate the continuity of foreign trade policy
wereimplementation of measuresaimed at simplifying and streamliningadministrative
customsprocesses, together with trade promotion strategy, which hasaready generated
highly significant resultsin terms of the diversification and broadening of the markets
of destination for Brazilian foreign sales.

The PITCE guidelineswere announced on 3.31.2004 and were clearly elaborated with
the objective of increasing economic efficiency while developing and disseminating
technol ogieswith greater potential for stimulating the activity level and enhancing the
country’s competitiveness on the international market. These measures were aimed
specifically atincreasing theefficiency of the productivestructure, aswell asenhancing
the innovative capacity of the Brazilian business community and thereby expanding
exports. Withthisobjectiveinmind, thefollowing government actionlinesweredefined
as part of the process of implementing PITCE: i) innovation and technological
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development; ii) insertion in the international economic community; iii) industrial
modernization; iv) expanded productive capacity and scale; v) strategic options,
concentrating effortsin such knowledge-intensive areas as semiconductors, software,
pharmaceuticals and medicines, plus capital goods. These four sectors have trade
deficits that will tend to increase as the country’ s economy expands.

The objectivesimplicit in the measures adopted with the aim of achieving thenation’s
insertion into the international economy are sustained growth in exports and an
expanding export base, withincorporation of new products, companiesand busi nesses,
encompassing: export incentives, including financing, simplification of proceduresand
elimination of taxes; trade promotion and market prospecting; incentivesfor Brazilian
companiesto create distribution centers abroad, together with the internationalization
of these companies; and support to international supply chains and consolidation of
the nation’ simage and dissemination of Brazilian brand names abroad. It isimportant
to stress that some of these points represent improvements introduced into measures
implemented by the government in the past without, however, being viewed as
componentsof acoherent overall industrial policy strategy. Thiscontinuity ingovernment
policy measures contributed to the record external sector result attained in 2004.

In the same PITCE framework, an announcement was made on 8.6.2004 regarding
implementation of aseries of measures aimed at reducing tax loads with the objective
of stimulating investments and long-term savings, developing capital markets and
reducing the risk of bottlenecks capable of hampering foreign trade. Among these
measures, the following deserve mention:

a) institutionof Reporto, originally definedin Provisional Measure 206, 8.6.2004, and
converted into Law 11,033, 12.22.2004. The Reporto is applicable to the list of
machines, equipment and other goodsitemized in Decree 5,281, 11.23.2004. This
program, whichisscheduledtoremainineffect until theend of 2007, hastheobjective
of stimulating investments in the recovery, modernization and expansion of the
nation’s port structure through reductions in taxes on machines and equipment to
be used in ports, including exemptionsfrom the 1 PI, Cofins, Pl S/Pasep and | mport
Tax in the case of equipment for which thereisno nationally produced similar.

b) broadening of the tax reductions granted to capital goods as of January 2004 when
Decree4,955, 1.15.2004, reduced thel Pl on 643ty pesof machinesand equipment from
5% t0 3.5%. In August 2004, an additional 29 product groupswereincluded, at the
sametimethat Decree5,173, 8.9.2004, lowered thetax rateonceagainfrom 3.5%to
2%. Theultimateaimisto eliminatelevying of thesetaxesonall capital goodsby 2006.

Following the samepolicy of reducing taxation on productiveinvestments, the Foreign
TradeChamber (Camex) issued Resolution50n 3.1.2004, alteringthe Ex-Tariff system,
reducing theimport tax rate on capital goods and informatics and tel ecommunications
equipment when thereisno nationally produced similar product. If thereisproduction
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inany Mercosul country, the ad valorem rate of theimport tax wasreduced from 4%to
2%. Theratewasreduced from4%to zerointhose casesinwhichthereisno production
in one of the bloc’ s member countries. With adoption of the new system, therewill be
acommon Mercosul list, which now has sixty products, consisting of those goods not
produced by any of the member countries. As part of the “Invista J&" (Invest Now)
program introduced by Provisional Measure 219, 9.30.2004, and converted into Law
11,051, 12.30.2004, accel erated depreci ationwasauthori zed, reducing thenormal period
of timeby half for capital goods acquired up to December 2005. At the sametime, the
period for taking advantage of PI S and Cofins credits consequent upon acquisitions of
new capital goods as of 10.1.2004 was reduced from ten to four years. In the case of
machinesand equipment with Pl reductions, theperiodfor utilizing Pl S/Cofinscredits
will be 24 months. Thismeansthat entrepreneurswill be ableto discount alarger share
of credits on investments made in purchases of machines and equipment, thus
benefiting the working capital situation of the investing companies. Aside from this,
effective as of 10.1.2004, the period for cal culating and depositing the Pl was altered
toamonthly basis. It should berecalled that, on 1.1.2004, the period for cal cul ation had
already been changed from every ten daysto every fifteen days.

Modermaq, which isalso acomponent of PITCE, wasapproved by BNDESin August
withaninitial budget of R$2.5 billion. Modermag, which hasthe objectiveof financing
new nationally produced machines and equipment is aimed at offering conditions to
industries operating in the country as required for them to undertake the constant
renewal and updating of their productive structures. Investments in the Modermag
framework will enhancethe competitivenessof the nation’ sindustrial output, increase
productive capacity, improve product quality, reduce production costs, expand
infrastructure, foreign salesand employment opportunities. The conditionsapplicable
tofinancingintheframework of thisprogramwerespecifiedin CMN Resolution 3,227,
8.5.2004, and were based on those determined for Moderfrota, regulated by CMN
Resolutions 3,182, dated 4.30.2004, and 3,225, dated 8.5.2004.

Another important government measure was adoption of indirect businessincentives.
In November, the federal government released funding to the states to be used in
reimbursing export companies for the tax credits generated by the 1996 Kandir Law,
whichreduced statetaxeson export operations. Companiesthat purchaseraw materials
outside the states in which they operate to be used in industrializing products to be
channeledtotheforeign market accumul ate creditsthat arenot transformedinto money.
To avoid discouraging the operations of these companies, the government authorized
rel ease of R$900 million so that the states coul d begin reimbursing tax creditsto export
companies. Mention should alsobemadeof Law 11,080, 12.31.2004, which authorized
operation of the Brazilian Industrial Development Agency (ABDI), the institution
responsiblefor executionand coordination of industrial policy activitiesand strategies,
based on the providing of support to the development of innovative process and
incentives to productive sector competitiveness.
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Just asoccurred in previousyears, trade promotion policy wasbased on alarge number
of trade missions sent abroad, coupled with a significant increase in cooperation
betweenthegovernment and privateinitiative. Themostimportant of thesewastheMay
mission sent to China, involving the parti ci pation of many Brazilian businesscommunity
representatives. During that mission, fifteen agreementswereformalized, includingfour
by the CompanhiaV a edo Rio Doceand othersby Petrobras, BNDES, Varig, Comexport,
Cosipar, CNI, CompanhiaBrasileiradeBicicletas, Central Termel étricado Sul andthe
Trés Marias Group. The mission aso involved formalization of such cooperation
agreements as the Criminal Justice Cooperation Treaty, agreements permitting visa
exemptions for diplomatic passports and measures to facilitate issue of visas for
businesspeople, cooperationintheareasof satellites, health, medical sciences, nuclear
energy, health and phytosanitary safety. The Chinese government announced
investments of US$5 hillion inrailways and portsin Brazil. Products such as alcohol,
soybeans, wood, iron ore and steel products are of particular interest to Chinawhich,
onitspart,iswillingtosupply railroadtracks, railroad cars, |ocomotivesand cooperation
inimproving Brazilianinfrastructure. It wasduring that presidential visit that the Chinese
announced an embargo on Brazilian soybeans based on an alegation of fungicide
contamination. Suspension of the embargo on 6.24.2004 was negotiated by
representativesof thetwo countrieswith Chineseacceptance of thenew Brazilianrules
covering soybean exports, introduced by Ministry of Agriculture, Livestock and Supply
Normative Instruction 15, dated 6.11.2004. Thisinstrument established alimit of one
fungicide contaminated seed per kilogram of soybeans exported. In the United States,
thetolerancelevel isset at three contaminated seeds per kilogram, thus demonstrating
the rigorous nature of Brazilian legislation on this subject.

Important missions were also sent to Brazil in 2004, resulting in the signing of various
agreementsintheareasof trade, tourism, space, energy, diplomacy, eradication of hunger,
combating of drugs, culture, sports, science and technology, and the environment.
Among theagreementssigned duringthevisit of the Chinesepresident to Brasil, mention
should also be made of four protocols on the sanitary conditions of Brazilian beef, pork
and poultry exports, aswell as Brazilian recognition of Chinaasamarket economy.

Among the measures taken to stimulate trade promotion activities, perhaps the most
important wassimplification of theproceduresrequiredfor grantingincometax exemption
benefitsto companiesmaking remittancesabroad for the purposeof promoting Brazilian
productsin other countries. Published on 8.16.2004, Decree 5,183 implemented these
alterations, which were regulated by Foreign Trade Secretariat (Secex) Directive 12,
published on8.26.2004.

Atthesametime, the" Radar Comercial” wascreated. Thisisaninstrument utilized by
theTradelntelligenceNucleusof theExport Promotion Agency (Apex-Brasil), providing
free-of-charge access to previously registered companies. The purpose of the system
isto aid companiesin defining their target markets and to increase the possibilities of
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success on the part of trade missions and other trade promotion activities sponsored
by Braziliancompanies.

Alsointhetradepromotionframework, the Apex-Brasil Investment Unitwasimplemented
inDecember. Theobjectivesput forward by thisorganizationareto bringtogether trade
promotion activities and incentives to investments in Brazil, coordinate government
actions, harmonize information and national and regional opportunities, channel
investmentsinto export companies and medium and small businesses, while bringing
even greater agility to decision-making processes through reduction of barriers and
facilitation of negotiations and enhancing the visibility of Brazilian opportunities. In
order toattract new investments, the Agency will utilizeitsinternational structure, which
will beextended to sixty countriesand three hundred citiesin 2006. The new Apex unit
will be responsible for government missionstargeted at attracting investments, at the
sametimeinwhichitwill sponsor projectsininternational fairsandtakeonresponsibility
for management of the Brasil & Partners Trademark.

As far as the measures taken to streamline foreign trade operations are concerned,
particular mention should be made of the improvements introduced into the rules
governing the Computerized Customs Controlled Industrial Depot System (Recof),
which makesit possible to import inputs with or without exchange coverage and with
suspension of federal taxes. Federal Revenue Secretariat (SRF) Normative Instruction
417, published on 4.27.2004, consolidated and updated | egisl ation on Recof.

Based onNormativelnstruction455, dated 10.5.2004, the SRF consolidated | egislationon
thelntegrated Foreign Trade System (Siscomex), whileal so creatingtheordinary, special
and simplified qualification modalities, increasing the level of detail of system user
information and extending the facility of issuing shipment documents to exporters.
Previously, this document could only be issued by customs agencies. Along this same
line, Secex Directive 14, dated 11.23.2004, consolidated the administrative treatment of
importsand thedrawback system, which permitsimportsof inputsfreeof taxeswhenthey
aretobeusedintheproduction of goodsfor theexport market. V ariousother instruments
wererevoked, including Secex Directives17/2003 and 11/2004. At the sametime, Secex
Directive15, 11.23.2004, consolidated administrativerulesonexportsand revoked several
other documents on the subject, such as Secex Directives 15/2001 and 12/2003, and
Communiqué 2/1999, i ssued by the Department of Foreign Trade Operations (Decex).

ImprovementsintheBrazilian health defense system haverequired bothimplementation
of measuresaimed at devel oping new technol ogiesaswell aseffectivedisease control.
Among government measures adopted in this area, mention should be made of
implementation of theBrazilian System of | dentificationand Certification of Cattleand
Buffalo Origin (Sisbov). Adhesion of cattle farmersto the system was|ater converted
from obligatory to voluntary, except in those casesin which target markets such asthe
European Union require the possibility of tracking the origin of animals.
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Insofar asexport financingisconcerned, CMN Resolution 3,219, 6.30.2004, redefined
the criteriaapplicableto interest rate equalization system operations under the Export
Financing Program (Proex), revoking CMN Resolution 2,799, 12.6.2000. Among the
alterations introduced, it is important to highlight authorization of the Andean
Development Corporation (CAF) in the modalities of import financing and export
refinancing and the updating of pertinent rules, including substitution of the Export
Credit Committeewiththe Export Financing and Guaranty Committee(Cofig). Thelatter
entity bringstogether theresponsibilitiesof the Export Credit Committeeand the Export
Guaranty Fund Council, which wasinstituted by Decree 4,993, dated 2.19.2004.

In2004, theval ueof Proex operationsclosedat US$3.2 hillion, compared toUS$4.4billion
inthepreviousyear. Basically, thisreductionreflected an accentuated declineintheval ue
of operationsclassified under theinterest rateequali zation modality, together withgrowth
inthetotal amount regi stered under thefinancingline, using thesamebasi sof comparison.

Exportsin the equalization modality totaled US$2.9 billion, down 29.3% compared to
2003. The number of exportersdiminished from 53 to 44 and the number of operations
rosefrom1,304t0 1,599. Thetransportation sector registered the highest concentration
of operationswith 62% of that total, in an overall amount of US$1.8 billion of which
US$662.7 million corresponded to aircraft and US$1.1 billion to vehicles. In terms of
overall exports, the second largest sector was that of machines and equipment, with
US$617.5million, followed by services, withUS$421.7 million, correspondingto 22%and
15% of total operationsin 2004. The North American Free Trade Agreement (Nafta)
member countriesreceived 32% of exportsandthe European Unionreceived 18%. Inthe
year, interest rate equalization operationsinthe Proex framework werefinanced through
issuesof National Treasury Note—Series| (NTN-I) totaling US$152.8 million, compared
toUS$302.8 millionin2003, reflecting areduction of 49.5%.

Operationsinthefinancing modality totaled US$326.4 million, up 6% compared to 2003.
Thenumber of operationsrosefrom 1,035t0 1,295 and thenumber of exportersincreased
from 341 to 409, suggesting possible deconcentration in this Proex modality. In this
sense, the value of operationsinvolving micro, small and medium businesses climbed
fromUS$69milliontoUS$134.3million, asparticipationinthetotal amount rosefrom22%
t041%. Asidefromthis, micro, small and medium businessesaccountedfor 1,263 of the
overall total of 1,295 operationscarried out. In 2004, 43% of Proex-Financing operations
involved the service sector; 17% referred to machines and equipment; 11% to
transportation; 11% to agribusiness; and 7% to textiles, leather and footwear. A
breakdown of total exportsinthismodality indicatesthat 49% weretargeted to Africa;
19%totheL atin American Integration Association (Laia) member countries, excluding
Mercosul; 13% to the European Union; and 9% to Nafta.

Withregardto BNDES-Exim export credit lines, theamount disbursed in 2004 cameto
US$3.9hillion, comparedto US$4 billionin 2003, corresponding to anannual reduction
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of 3.6%. Thisisapost-shipment lineof credit focused on product marketing, accounting
for approximately half of overall disbursements, withatotal of US$1.9billion, down4.2%
compared to the previousyear. In much the sameway, special pre-shipment and short-
term pre-shipment credit lines, which operate in the financing of production for the
export market, regi stered disbursementsof US$328 millionand US$15million, respectively,
in 2004, corresponding to reductions of 32.3% and 83.3% in relation to the preceding
year. The short-term pre-shipment credit line was instituted in 2002 as an emergency
measuretakeninresponseto acutback inthe supply of external financing for Brazilian
exports. Inthat year, these operati onstotaled US$634 million and, sincethat time, they
haveregistered steadily lesser amountsasexternal sourcesof financing havereopened.
Just as occurred in the previous year, growth in BNDES-Exim disbursements was
concentratedinthe pre-shipment line, withtotal outlaysof US$1.6 billion, 12.2% more
thanin2003.

Based onthetermsof Circular L etter 36, dated 8.13.2004, BNDES-Exim created acredit
linedenominated Anchor Company Pre-Shipment withtheobjectiveof providing micro,
small and medium businesseswith alternativeaccesstoexport creditlines. Utilizing this
system, a trading company or an export company gains access to financing under
preferential conditions, asif it wereamicro, small or medium business. Thiscompany
then coordinateslogi sticstogether withtheexport companiesincludedintheproductive
chainin order to structure feasible export operations. In August, measures were taken
in order to adopt amoreflexible approach to financing within the pre-shipment linein
operations involving capital goods carried out by large companies — with gross
operating revenues of morethan R$60 million per year. Inthe previous system, 40% of
thefinancing was offered on the basis of abasket of foreign currenciesand 60% onthe
basisof the TILP, later increased to 100% whol ly based onthelatter factor. At thesame
time, theparticipation of BNDES-Eximintotal financing of machinesand equipment was
increased from 70%to 100%. It isimportant to stressthat BNDES haseffectively acted
as the financing agent of the Brazilian government in the framework of the South
AmericanInfrastructurelntegrationInitiative (1I1RSA), havingincreased thevolumeof
resources targeted to financing infrastructure projects now being implemented in a
number of different countries, including Venezuela, Paraguay, Peru and Ecuador.

Thebalanceof operationscarried out by Brasil in 2004 under thetermsof the Reciprocal
Creditand Payment Agreement (CCR) closedinacreditor positionof US$630.5million,
against US$339.7 millioninthepreviousyear, based on US$659.8 millioninexportsand
transfers from abroad and US$29.3 million in imports and transfers abroad. Annual
growth of 85.6% reflected elimination of Brazilian restrictions on the processing of
operationsunder the Agreement. Export operationswith Venezuelatotaled US$252.3
millionin 2004, correspondingto 38.2% of thetotal, followed by Argentinawith 14%and
Ecuador with 13.6%. Argentina, Chile and Uruguay accounted for 97% of Brazilian
importsprocessed throughthe af orementi oned Agreement, with each of themaccounting
for approximately onethird of thetotal.
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Thelnternational Shipand Port Facility Security (ISPS) Codewentintoeffect on7.1.2004
and hasthe objectiveof implementing security rulesfor theinternational transportation
of cargoesin ports, shipsand port terminal sof theM ember Countriesof thelnternational
MaritimeOrganization (IMO). InBrazil, Resolution 7,8.21.2003, i ssued by theNational
Public Security Secretariat, approvedthe Termsof Referencefor implementation of Port
FacilitiesEvaluation Studies, encompassing threestages: i) eval uation of vulnerability;
ii) implementation of a security plan; iii) certification. Responsibility for certifying
security plans and notifying the IMO was attributed to the National Commission on
Public Security in Ports, Terminals and Navigable Waterways (Conportos). Other
measures with regard to the port network were adopted with the aim of eliminating
bottlenecks, includingintegration of theinformation systemsof thoseentitiesauthorized
to operate in the ports. Another measure in the maritime transportation sector was
implemented by Provisional Measure 177, dated 3.26.2004, later converted into Law
10,893, dated 7.13.2004, altering the provisionsof the M erchant Marine Fund (FMM).
Withthenew rulesin place, incentiveswere made avail ableto the shipping industry to
renew and modernizeits fleet, including creation of a credit reserve that will assume
responsibility for up to 20% of total financing granted, in casesinvolving contractual
noncompliance on the part of shipyardsin execution of the specified projects.

Going on to imports, nineinvestigations on the application, extension or maintenance
of definitiveantidumping rightswereterminated. Asidefromthis, aninvestigationwas
concluded on subsidies involving application of countervailing duties for a period of
fiveyearsinvolvingimportsof stainlesssteel rodsproduced by Indian steel companies,
withtheexception of Chandan Steel. Parallel tothis, inthemonth of December, Camex
extended the period the validity of the safeguard measures adopted inthetoy sector for
anadditiona year andahalf, effectiveasof 12.31.2004. In December 2004, total processes
included 49 casesinvolving antidumping rightsand saf eguard measures, encompassing
31 products, mainly against China.

Provisional Measure164, 1.29.2004, | ater convertedintoLaw 10,865, 4.30.2004, instituted
charging of the Pl S-Pasep and the Cofinsonimportsof goodsand servicesfrom abroad.
As aresult, goods produced and services rendered in the country, which were already
subject to PIS-Pasep and Cofins, and imports of goods and services were subjected to
equivalent tax treatment, with application of identical contributionrates. Atthesametime,
the legidation permitted discounting of the credits for those companies subject to
noncumulative levying. The hypotheses of prohibiting current credits to the internal
market were extended to imports of goods and services subject to the contributions
instituted by thenew legislation. Alsointhiscontext, Provisional Measure183,4.30.2004,
convertedinto Law 10,925, dated 7.23.2004, reduced the Pl S/Pasep and Cofinsrateson
importsandinternal market salesof fertilizersand agricultural pesticidesand herbicides.

WithregardtoMercosul, theexternal negotiating agendawasmarked by aseriesof trade
disputes between Brazil and Argentinaand by growing demandsfor special treatment
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on the part of Paraguay and Uruguay. In July, the Argentine government instituted a
system of nonautomatic licensing for imports of kitchen ranges, refrigerators, clothes
washers and footwear from Brazil; imposed import surcharges on such items as
television sets originating in the Manaus Free Port; and announced its decision not to
honor the agreement formalized by the two countries in the automotive sector and
scheduled to go into effect as of 2006. With the difficulties encountered in furthering
the Mercosul process and the current stagnation in negotiations with the FTAA,
attention has turned to south-south relations as indicated by the agreements signed
with Egypt, Indiaand the member countries of the Southern African Customs Union.
Theagreement with Indiaproposesreductionsfrom 10%to 100% intherateslevied on
900 productscorresponding to 30% of bilateral trade. Theagreement withthe Southern
African Customs Union involves 1909 items with the same rate reductions asthosein
the agreement with India.

IntheMercosul framework, M ercosul CommonMarket Council (CMC) Decision54/2004
was approved, involving awork program targeted at eliminating dual charging of the
Common External Tariff, with the aim of redistributing customs income and
interconnecting customs control systems. Dual charging is one of the difficulties that
has hindered Mercosul from operating asafull customs union, with integration of the
customs systems of the four countries. Another two important measures related to
Mercosul were registration with Laia of the free trade agreement signed between
M ercosul and the Andean countriesthat arenot membersof Laia(V enezuel a, Colombia,
Ecuador and Peru), together with promul gation of the OlivosProtocol ontheresolution
of disputesin the Mercosul framework, through Decree 4,982, dated 2.10.2004. The
headquarters of the Mercosul Permanent Review Tribunal wasinstalled in Asuncion.
Thisistheorganization’ sfirst permanent entity of ajudicial natureandischarged with
resolving disputes within the Mercosul framework.

With respect to Mercosul-European Union relations, the enormous difference that
separates the positions taken by the parties involved has hindered progress in
negotiations between these two blocs. In the FTAA framework, the strategy adopted
by the United States has changed in the last two years in such away that that country
hasprioritized bilateral negotiations. Atthesametime, discussionsinvol ving antidumping
and subsidieshave been transferred to the Doha Round. During the January Economic
Forumin Davos, Brasil presented anegotiating proposal to the United Statesinvolving
accessto marketsfor goods and servicesin the “4+1” format. However, this proposal
washot well received by Americanauthoritieswho prefer to continuenegotiationswith
Mercosul intheFTAA framework, asdeterminedintheminimum commitment, baseline
agreements, approved in 2003 at the Miami Summit. Aside from internal Mercosul
difficulties, presidential electionsinthe United Statesal so contributed to stagnationin
FTAA negotiations during the year.
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Inthemonth of June, the World Trade Organization (WTO) decided infavor of Brazil in
its complaint against subsidies paid by the United States government to its cotton
producers. The WTO agreed with the thesis that subsidies have been depressing the
prices of commodities, thus setting a precedent for other disputes involving incentives
torice, wheat and corn production. The WTO decision regarding cotton may haveadirect
impact on the Doha Round negotiations, which began in 2001 and are expected to be
concludedin2005. Thisisparticul arly trueregarding negotiation of agricultural subsidies,
inlight of their damaging effects on the poorer countries. Inthe month of August, Brazil
was victorious once again in its complaint against subsidies granted by the European
Union to sugar producers. In this case, Brazil’s demand, supported by Australia and
Thailand, focused on two points: i) European subsidies to internal production of this
product have beentargeted to exports, sincethe volume produced isgreater than demand
inthe European bloc; i) the European Union wasaccused of re-exporting sugar imported
fromIndiaanditsformer coloniesin Africa, the Caribbean and theregion of the Pacific at
pricesbelow theinternational market.

Parallel totheseevents, on 10.31.2004, the WTO authorized the European Union, Japan,
Brazil and five other countries to impose retaliatory measures of more than US$150
million against the United States for not respecting the December 2003 deadline for
altering the so-called Byrd Amendment, already condemned by the WTO. This law
permitted distribution of theamount collected by the government through antidumping
and antisubsidy surtaxes to the American companies that requested the investigation
against the foreign product accused of charging prices below market levels.

Followingatwoyear dispute, Brazil andtheUnited Statesterminated their di sagreement
regarding thecharging of an equalizationtax on orangejuiceimported from Brazil by the
state of Florida. This agreement became possible when an amendment to Florida
legislation was sanctioned in May 2004, modifying the rulesapplied to charging of the
equalization tax. With thischange, importersmay opt not to pay two-thirds of thistax,
whiletheremaining amount isobligatory. However, the sameimporter may determine
that theseresourcesarenot to be channel edinto campai gnsdesigned to promote orange
juiceinFlorida.

One should also note termination of the Agreement on Textiles and Clothing on
12.31.2004. Thisinstrument was responsiblefor formulation of the meansthat madeit
possibletointegratetextilesinto therulesand disciplinesof the General Agreement on
Tariffsand Trade(GATT), with elimination of all quotasthat hindered liberalization of
global trade in this sector. All countries may freely export their products with the
exception of China which, on entering the WTO, accepted safeguard clauses that
guarantied that other countries could impose quotas on Chinese products up to 2008.
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Exchange policy

In 2004, the country maintai ned its strategy of reducing the share of theinternal public
debt tiedtothedollar and of purchasing exchangeonthemarket for purposesof external
debt paymentsand rebuilding of itsinternational reserveposition. Here, theoverall aim
wasto attenuate bal ance of paymentsand public sector balance sheet thevulnerability.

On 1.6.2004, aprogram of rebuilding the country’ sinternational reserve position was
announced. This program was designed to make it possible to take advantage of
liquidity conditions whenever they turned favorable, in order to be able to ensure a
neutral impact on exchange market volatility and floating exchange rates. The BCB
began purchasingexchangeonthemarketinorder togradual ly restructureitsinternational
reservesand the National Treasury interrupted its policy of acquiring exchange onthe
market to be used for external debt servicing involving bonds and the Paris Club. Net
BCB purchases on the market totaled US$5.3 billionin 2004 and were concentrated in
themonthsof January, US$2.6 billion, and December, US$2.7 billion.

With regardto BCB and National Treasury operations, it isimportant to mentionthat the
transition agreement signed between these two entities was published on 1.8.2004,
maintaining the BCB as National Treasury agent for the activities involved in issues,
placements, repurchases and restructuring of bondsissued on international markets by
theFederativeRepublicof Brazil upto 12.31.2004. The Strategic Committeeon External
Debt Management (Codex) was created and is composed of technicians from the two
entities. Thecommittee’ sobjectivesaretodefinetheguidelinestobefollowedinpursuing
the previously mentioned activities. According to the agreement, these activities will
becomethe exclusiveresponsibility of the National Treasury, effectiveasof 1.1.2005.

According to the Emerging Market Bond Index Plus (Embi+), country risk rose from
January to May from approximately 400 basi ¢ poi ntsto between 700 and 800 basi c points.
Thisrisk indicator registered its highest value in the year, 808 points on 5.10.2004.
Despite successive surpluses on the exchange spot market, the rate of exchange
depreciated in the period, moving from R$2.80/US$ to R$3.20/US$. Here, one should
mentionthelargedisbursementsmadeby theNational Treasury in April asaconsequence
of the concentration of Brazilian external debt servicing in atotal amount of US$5.1
billion. Thesedisbursementsincluded US$3billionreferring to Global -04 and US$930
million to Bradies, aswell as US$1.2 hillion corresponding to interest. The resulting
amortizationsweremade onthebasi sof exchangeacquired onthemarket inthemonths
prior tothe policy shiftin January 2004. These operations had no significant impact on
the exchange market nor on the international reserve position in that month.

Starting at the end of June, international financial instability diminished greatly asit

became evident that interest ratesin the United Stateswould be increased at agradual
pace. The externa sector fundamentals of the Brazilian economy solidified with the
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ongoing adjustment in current accounts, primarily asaresult of the generation of strong
trade balances that, in turn, reduced balance of payments borrowing requirements and
thereby attenuated theexternal vulnerability of theBrazilian economy. Inaframework of
abundant internationally liquidity brought about by monetary policy and fiscal and
current account deficitsintheUnited States, theinternal scenariomadeit possibletoissue
sovereign bonds with lesser spreads and in amounts greater than the target for the year.
Withthis, partial pre-financing of 2005 borrowing requirementsbecamefeasible.

Starting in September 2004, the Brazilian currency appreciated significantly, closingthe
year at R$2.65 per dollar. In 2004, based on Ptax-sales, the United States currency
accumulated depreciation of 8.1%, continuing the trend first noted in 2003, when
depreciation ended at 18.2%. On the one hand, this evolution was a consequence of
uncertainties regarding the United States fiscal and trade deficits, which generated
considerable negative pressure on the dollar in relation to the major international
currencies. Ontheother handit wasaconsequenceof positiveexchangemarket flowsthat
canbeexplained by thesharpdropinthenation’ scountry risk. Deflated by either thel PA-
DI orthel PCA, real rateof exchangeindicesat thetimeregistered appreciation of thereal
against theAmericandollarin 2004, with approximately 13.1% and 10.8%, respectively.

Asidefromthistrendtoward depreciation of theUnited Statescurrency ontheinternational
market, Brazilian economic growth, consolidation of the external sector adjustment,
improvement in external indebtednessindicators—such asthe drop in the external debt/
exportsratiofromamost 3.9in2000t0 2.2in September 2004, theincreaseinbasi cinterest
ratesin the second half of the year, thereduction in Brazil risk indicators, evinced by an
average spread in the Embi+ that moved from approximately 700 basic pointsat theend
of May to 382 basi c pointsat theend of 2004, correspondingtoareduction of approximately
45%, areall factorsthat stimul ated the contracting of external resources, thusforcingthe
value of thedollar downward. Starting in November, resident banking sector companies
began contracting resources denominated in real, in view of the outlook for continued
depreciation of thedollar, among other reasons. Intheyear, sovereignbondissuestotaled
US$5.7hillion; issuesof notes, commercial papersand privatefinancial sector bondscame
to US$2.5 hillion; and private nonfinancial sector bonds closed at US$3.1 billion.

Steady improvement in balance of payments results expanded the maneuvering room
available to exchange purchase policy. In this sense, an announcement was made on
11.24.2004 that the National Treasury would purchaseexchangeresourcesonthemarket
tobeutilizedinthepayment of therenegotiated external debt service(Bradies, pre-Bradies
and ParisClub) estimated at US$3.1hillionfrom December 2004 to June2005. Inthepast,
theNational Treasury settled thesedebtswithinternational reserveresources. Intheyear,
National Treasury purchases of exchange closed at US$7.3 billion.

With regard to exchange-indexed internal public debt, net redemptions of US$27.8
billioninexchangeinstruments, includinginterest maturities, wereeffected. Withthis,
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the share of the public debt indexed to the dollar, including swap operations, moved
downward from 22.1% in 2003 to 9.9% in December 2004, representing a significant
contribution to mitigating public debt vulnerability to exchange rate fluctuations.

Asfar asexchangelegislation is concerned, mention should be made of publication of
the New Import Exchange Regulations, released through BCB Circular 3,231, dated
4.2.2004, withthefollowinginnovations:

a) eimination of the requirement on presentation of a paper-based Import Document
(ClI), and substitution of thisprocesswith asystem of exclusivemonitoring of these
operationsthrough el ectronic means, based on datain the Import Declaration (DI)
registeredin Siscomex;

b) adjustment of those situationsin which the contracting of exchange by personsother
than theimporter asindicated in the corresponding Import Declaration is permitted,
such asin casesinvolving imports under the responsibility of third parties;

¢) regulation of aspectsreferringtofines, accordingtothetermsof Law 10,755, dated
11.3.2003, whichrevoked Law 9817, dated 8.23.2003;

d) permission for anticipated or immediate payment, aswell asthe opening of aletter
of credit, not only for imports in which the import license is granted by the entity
responsible, but alsofor thoseinwhichtheimport licenseisauthorized for shipment
by the entity responsible;

€) definition of Import Declarations with exchange coverage, such as those used as
backingfor paymentsof imports, whether innational or foreign currency, and | mport
Declarations without exchange coverage, such asthose not utilized as backing for
such payments; and

f) definitionof thefigureof thelegitimateexternal creditor” suchastheforeignexporter,
foreign financing agent, foreign guarantor or the credit assignee abroad.

Withregardto payment of importsin currenciesother than thoseregistered onthelmport
Declaration, BCB Circular 3,231, dated 4.2.2004, determined that only those imports
contracted for payment in foreign currency could be paid in another foreign currency.
However, this regulation was altered by BCB Circular 3,264, dated 12.8.2004, which
permitted payment of importsin any currency, independently of the currency registered
onthelmport Declaration, includingwhenthecurrency inquestionisthereal . Consequently,
the benefit was extended to all importerswho, depending on their specific interests, are
now able to choose the currency to be used in payment of their imports.

At thesametime, Circular 3,264 incorporated several provisionsfrom CMN Resolution
3,217, dated 6.30.2004, including that which permitted anticipated payment of imports
registeredfor paymentinupto360days, providedthat theamountsindicated onthel mport
Declaration berespected. It should be noted that should payment of alesser amount than
that stated on the Import Declaration be made, this should be notified to BCB so that the
amount in question can be deducted from the balance stated on the respective Import
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Declaration. This measure provided importers with greater leeway in settling their
liabilities, making it possible to take advantage of favorable changesin exchangerates.

Withregardtoanticipated payment of liabilities, itisalsoimportant tocite BCB Circular
3,258, dated 9.17.2004, and BCB Communiqué 12,523, dated 9.20.2004, whichdefinedand
clarified the conditionsfor anticipated payment of liabilitiesinvolving external credit
operations and leasing operations registered in the Financial Operations Registration
System (ROF), Electronic Declaratory Registration module (RDE) in Sisbacen.

Inkeepingwithitspolicy of simplifying, adjusting and updating exchangeregulations,
BCBissued Circular 3,249, 8.2.2004, withthe New Regul ationson International Freight.
Inthiscontext, itisimportant to recall that, with implementation of the export module
in1993andtheimport modulein 1997, both of which operateinthe Siscomex framework,
exchangeregul ationsbecame somewhat moreflexible, thoughtherulesonremittances
of freight paymentsabroad dated back to the 1980s. With the new regulations, therules
onremittancesof freightsabroad wererevised, particularly withregard tothedefinition
of the rate of exchange applied in conversion of the freight into national currency.
Accordingtothenew rules, freight transfersmust follow the principleof legality, based
on the economic foundations of the operationsinvolved, in which responsibilities for
payment must be foreseen and supported in the respective Incoterm negotiated, duly
observing the licensed sale conditions as indicated in the documentation.

a) permissionforexportersandimportersdomiciledinBrazil toremitamountsreferring
to prepaid freight for their exports and freight to bereceived at destination for their
imports directly to shipping companies resident abroad;

b) permissionforimportersto makeremittancesabroad prior to shipment, aspayment
of freight in Free-on-Board (FOB) operations; and

¢) authorizationfor bankspermitted to operatein exchangeto processtransferstoand
from abroad involving amounts consequent upon international cargo shipmentsin
all of thevariousmodalities.

As Brazilian currency appreciated against the dollar and foreign demand for assets
denominatedinreal increased, conditionswerecreatedfor i ssueof securitieswiththese
characteristicsontheinternational market. CMN Resolution 3,221, dated 7.29.2004, and
Bacen Circular 3250, dated 7.30.2004, set down the conditions for registration of
resources obtained on theinternational market through security issuesdenominatedin
Brazilian currency. On 11.19.2004, a pioneering issue was made by a private resident
bank, obtaining US$75 million through a bond issue in real at preset rates. Other
operations followed and were led by some of the largest banks in the country.

With respect to the operations of nonresident investors, CMN Resolution 3,245,
dated 11.25.2004, revoked the prohibition on utilization of resourcesoriginatingin
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judicial transactionsand thetrading of stockstiedto stockholder agreementsonthe
securitiesmarket.

CMN Resolution 3,250, dated 12.16.2004, and BCB Circular 3,268, dated 12.16.2004,
introduced an alteration into exchange legislation in order to facilitate both Brazilian
investmentsabroad and foreigninvestmentsin Brazil. Inthissense, individual persons
or corporate entities resident, domiciled or headquartered in Brazil were permitted to
invest abroad through international stock operations based on donations or exchanges
of stock holdingsin Brazilian companies, asaresult of processesinvolving salesof stock
control in open Brazilian corporations to corporations headquartered abroad.

Brazilians working abroad, particularly in the United States and Japan, have been
remittingincreasingly larger amountsof exchangeinoperationsclassifiedinthebalance
of payments as unrequited transfers. In order to simplify these operations, the CMN
issued Resolutions 3,203, 6.18.2004; 3,211, 7.1.2004; and 3,213, 6.30.2004, permitting
multiple banks that have commercial portfolios, commercial banks and the Federal
Savings Bank to open demand deposit accounts for Brazilian individual s temporarily
abroadintheindividual modality. Inthiscase, thesumtotal of depositsmadeintothese
deposit accountsin each month and originating in remittances from abroad may not be
greater than R$10.000,00. Asidefromthis, it alsoallowsfinancial institutionsto accept
international and national credit cardsasinstrumentsfor depositsinto demand deposit
accounts, aswell as for issues of money orders.

One should a'so mention CMN Resolution 3,179, dated 3.29.2004, and BCB Circular
3,242, dated 6.23.2004, which revoked the prohibition on granting creditsto credit card
usersfor purposes of financing goods and services acquired abroad. This prohibition
had beenimposedin 1997 inthecontext of asharp declineininternational financial flows
and increasing aversion to emerging market risk caused by the Asian crisis.

Exchange operations

Overall exchange market results in 2004 generated net inflows of US$6.4 hillion in
contractedresources, comparedto US$718millionin2003. Thiswasthelargest result since
1996, whenthenet balanceended at US$10.8hillion. Netinflowsinthetradesegment came
toUS$36.7 hillion, against US$28.4 billionin 2003, thebest result sincetheserieswasfirst
calculated in 1992. These figures represent increases of US$20.3 hillion, 27.7%, under
exportsand US$11.9hillion, 26.6%, under imports. Contracting operationsinthefinancia
segment resultedin net outflowsof US$24.7 billion, US$1.2 billionlessthanin 2003, with
growthof US$12.5hillion, 17.3%, in purchasesof foreigncurrency, and US$11.3billion,
11.5%, in sales. Operations contracted with institutions abroad showed net remittances
of US$5.6hillion, asagainst US$1.7 billioninthepreviousyear.
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At the end of 2004, banks held ashort position of US$1.4 billion, as a consequence of
strong net inflows of resources despite BCB exchange acquisitions.

Table 5.1 — Foreign exchange operations

US$ million
Period Operations with clients in Brazil Operations ~ Balance
Commercial Financial Balance  banks
Exports Imports Balance Purchases Sales Balance abroad with
© (nety" (E)

(A) )] =(A)+B) (D) =(©)+ (D)

2001 58036 47248 10789 85710 93350 -7640 3149 -6 110 -2 962

2002 60083 39756 20327 69 780 93990 -24 209 -3882 -9 107 -12 989
2003

Jan 5031 3786 1245 5753 5850 -97 1149 - 175 973

Feb 4420 3340 1080 4 430 5402 -972 108 -392 - 284

Mar 4592 3650 943 5067 6856 -1789 - 846 - 389 -1234

Apr 6908 3991 20917 5545 6 365 -820 2098 -272 1825

May 6692 3524 3168 5129 7757 -2628 540 74 614

Jun 5635 3661 1973 6572 9495 -2923 - 950 -5 - 955

Jul 7241 3802 3439 5939 7988 -2049 1390 - 110 1281

Aug 5904 3742 2162 5831 6 522 - 690 1472 -91 1380

Sep 6076 3904 2172 5606 8684 -3078 - 906 47 - 859

Oct 6815 3898 2917 5382 9002 -3620 -703 -74 =777

Nov 6240 3388 2852 7233 9361 -2128 724 - 58 666

Dec 7649 4162 3487 9631 14814 -5183 -1 696 -215 -1910

Year 73203 44848 28355 72118 98 094 -25976 2379 -1661 718
2004

Jan 6576 4051 2525 7 828 6 853 975 3500 -132 3368

Feb 5963 4244 1719 5736 6 229 -494 1226 87 1313

Mar 8026 4411 3615 5610 9615 -4004 - 389 -222 -611

Apr 8884 3902 40982 5796 8003 -2207 2775 - 140 2635

May 9207 4026 5181 5357 8803 -3446 1735 - 158 1577

Jun 6802 4 666 2136 5507 9500 -3993 -1857 - 459 -2 316

Jul 8 059 4531 3528 5295 9125 -3830 - 302 - 515 - 816

Aug 7179 5084 2095 13021 13584 -563 1532 -2110 - 579

Sep 8057 5084 2973 5019 7307 -2287 685 - 813 -128

Oct 8259 5409 2850 6 303 8228 -1925 925 - 253 672

Nov 7098 5642 1456 7 026 9133 -2108 - 652 - 404 -1 056

Dec 9355 5744 3612 12123 12 989 - 866 2746 - 444 2303

Year 93466 56794 36672 84622 109369 -24 747 11925 -5 563 6 362

1/ Purchase/sale of foreign currency and gold in exchange for domestic currency. Exchange contracts.

Balance of payments
Transformation of Brazilian external accountsbeganin 1999with adoption of thefloating

exchange system. The major element responsible for this phenomenon has been the
performance of the trade balance, with unprecedented surplusesin 2003 and 2004.
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Table 5.2 — Balance of payments

US$ million
Itemization 2003 2004
1st half  2nd half Year 1st half  2nd half Year
Trade balance - FOB 10 398 14396 24794 15 015 18 678 33693
Exports 33002 40082 73084 43 306 53 169 96 475
Imports 22 604 25686 48290 28 292 34 490 62 782
Services -2 226 -2705 -4 931 -1 895 -2 877 -4 773
Credit 4987 5460 10447 5976 6 466 12 442
Debit 7213 8165 15378 7871 9344 17 215
Income -8 801 -9751 -18552 -10367 -10153  -20520
Credit 1574 1765 3339 1539 1660 3199
Debit 10 375 11516 21891 11 906 11 813 23719
Current unilateral transfers (net) 1227 1639 2 867 1602 1667 3268
Credit 1365 1767 3132 1738 1844 3582
Debit -138 - 127 - 265 -137 -177 -314
Current account 598 3580 4177 4354 7315 11 669
Capital and financial account 9125 -4 014 5111 -1 929 -5381 -7 310
Capital accountll 209 290 498 398 305 703
Financial account 8917 -4 304 4613 -2 327 -5 687 -8 013
Direct investment (net) 2844 7 050 9894 3225 5470 8 695
Abroad - 656 407 - 249 - 820 -8 651 -9471
Equity capital - 675 613 - 62 -776 -5 865 -6 640
Intercompany loans 19 - 206 -187 -45 -2 786 -2831
In the reporting country 3500 6643 10144 4045 14 120 18 166
Equity capital 3315 6 006 9320 4 560 14 010 18 570
Intercompany loans 186 637 823 - 515 110 - 405
Portfolio investments 3901 1406 5308 -3701 -1 049 -4 750
Assets -94 273 179 -544 -211 - 755
Equity securities - 167 -91 - 258 -25 -96 -121
Debt securities 73 363 437 -518 -115 - 633
Liabilities 3995 1134 5129 -3 157 - 839 -3 996
Equity securities 639 2334 2973 814 1267 2081
Debt securities 3357 -1201 2 156 -3971 -2 105 -6 076
Financial derivatives -71 - 80 - 151 - 240 - 437 - 677
Assets 390 293 683 75 392 467
Liabilities -461 - 373 - 834 -315 - 830 -1145
Other investments? 2243 -12681 -10438 -1611 9670 -11281
Assets -1 527 -7 956 -9483 1440 -2 902 -1 462
Liabilities 3770 -4 725 - 955 -3 051 -6 767 -9 818
Errors and omissions -754 -39 -793 -1 079 -1 035 -2 115
Overall balance 8 969 - 474 8 496 1346 898 2244
Memo:

Current account/GDP (%) 0.24 1.38 0.82 1.48 2.38 1.94

Medium and long term amortizati0n33/ 11 740 15 440 27 180 16 896 16 365 33261

1/ Includes migrants' transfers.

2/ Includes trade credits, loans, currency and deposits, other assets and liabilities and exceptional financing.

3/ Includes medium- and long-term trade credit repayments, medium- and long-term loan repayments, redemptions
of medium and long-term debt instruments issued abroad. Excludes Monetary Authority loan repayments and
intercompany loan repayments.

Thepositiveexternal sector resultsof the Brazilian economy have contributed not only
toexpanding economicactivity, but al sotosignificantimprovementinexternal solvency
indicators. Significant declineswereregistered under Brazil risk, primarily asaresult of
expectations of world economic growth and an only moderate rise in United States
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interest rates, notwithstanding the uncertainties surrounding the performance of that
economy over themedium-terminlight of itsgrowing external andfiscal deficits. In2004,
thereisevidencethat, at several pointsintime, thereductioninBrasil risk wasgenerated
by theprogressachievedininternal economicfundamental s, asevidentintheexceptional
trade balance surplus, current account results, despite strong GDP growth in the year,
substantial improvement inexternal debt and public sector debt indicatorsandaprimary
surplus above that agreed upon with the IMF.

Sincetheend of 2003, international market conditionshavebeen particularly favorable
to Brazil from various standpoints. This has generated evident positiveimpactson the
balance of payments result. Coupled with adoption of consistent macroeconomic
policies, theseresultshavemadeit possibletoraisethecountry’ ssovereignrating, thus
improving accessto international financial markets, with lesser spreads and issues of
external debt securities in national currency since last November. Other important
events have been recovery in the international reserve position and stabilization and
subseguent reduction in the volume of the external debt.

Since1947, whenthebal anceof paymentsserieswasfirst cal cul ated, thecurrent account
result has been positive only nine times. Following the 1992 surplus, the next surplus
wasonly achievedin 2003. In 2004, current accountsaccumul ated apositive bal ance of
US$11.7billion, equivalent to 1.94% of the GDP. Thiswasthebest result ever registered
interms of both value and participationin GDP, compared to the second best result of
US$4.2 hillion and 0.82% of GDP, achieved in 2003. Thus, there was a significant
reduction in external borrowing requirements, since the successive current account
surpluses, coupledwithnetforeigndirectinvestment flows, moved from US$14.3billion,
2.83%of GDP,in2003, to US$29.8hillion, 4.96% of GDP,in2004.

Graph 5.1
Foreign direct investments and external financing requirements
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Trade balance

Intheyear under analysis, thetradebalancesurplusclosed at US$33.7 billion, compared
to US$24.8 billionin the previousyear. Exportsended at US$96.5 billion and imports
closedat US$62.8billion, for respectivegrowthlevel sof 32%and 30%intheyear. These
figuresrepresent new recordsfor the Brazilian economy.

Table 5.3 — Trade balance — FOB

US$ million
Year Exports Imports Balance Trade flow
2003 73084 48 291 24793 121 375
2004 96 475 62 782 33693 159 257
% change 32.0 30.0 35.9 31.2

Source: MDIC/Secex

Graph 5.2
Exports and imports — FOB
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1/ From the same period of the previous year.

Exportsin2004 correspondedto 16% of GDP, demonstrating that thissector hascontinued
ontheupward curve begunin 1998, when thefigureclosed at 6.5%. Asfar asimportsare
concerned, thisratio reacheditshighest level in2001, with 10.9%, dropping in both 2002
and 2003 beforeturning upwardsonceagainin 2004 to alevel of 10.4%.

Thestronggrowthin Braziliantradeflowsin 2004 benefited from growthinworldtrade
and international market pricesfor farm and metallic commaodities. Inthiscontext, itis
important to mention the September 2004 IMF proj ection of 9.1% expansionintheannual
volume of world trade in goods coupled with 8.5% growth in prices, representing
expansion of approximately 18.4%intermsof value.

Furthermore, the evolution of foreign trade in 2004 was a consequence of export
promotion policies adopted in recent years with the aim of expanding the number of
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exporters, markets of destination and the variety of products shipped abroad. Parallel
to these policies, measures have also been taken to streamline and simplify export
processes and to provide support to medium and small exporting companies. From the
point of view of the import sector, one should stress the effects of the strong upturn
ininternal economic activity on the volume of foreign purchases.

Table 5.4 — Trade balance — FOB

Absolute change from the previous period

US$ million
Itemization Argentina China Other countries Total
Exports
2003 2219 2012 8491 12 722
2004 2812 907 19 672 23391
Imports
2003 -71 594 532 1054
2004 900 1562 12 028 14 491
Balance
2003 2290 1418 7 959 11 668
2004 1912 - 655 7643 8900

Source: MDIC/Secex

Theincreased diversity of marketswasevident inthedecreasing participation of several
countriesinexpanding Brazilian exportsin 2004, compared to thepreviousyear. Cases
inpoint are Argentinaand China, whichaccountedfor 17.4% and 15.8% of theabsol ute
increaseinBrazilian exportsin 2003, dropping to 12% and 3.9%, respectively, in 2004.

After moving upwardin 2003 andtheearly daysof 2004, thetermsof tradeindex dropped
in the second half of the year, primarily as a result of the sharp upward spiral under
petroleum prices. Theindex for 2004 increased 0.6% compared to the preceding year.

Export prices rose 10.7% in 2004, reaching 18.3% for basic products, 14.5% for
semimanufactured products and 5.9% for manufactured goods. All of the major basic
products registered strong price growth, particularly pork, 37.5%, coffee, 30.4%, and
soybeans, 29.9%. In the case of semimanufactured products, the prices of ferrous and
nonferrousmetallic productsjumped by morethan 40%. Asfar asvolumeisconcerned,
exportsrose 19.2% in 2004, following 15.7% growth in 2003. Once again, growth was
driven by manufactured goods, withanincreaseof 26.1%, asagainst 20.9%in 2003. The
itemsmaost responsiblefor thevolumeincreasein Brazilian exportsweresuchtraditional
manufactured goods as those turned out by the automotive, aircraft, tractor and earth-
moving machinesand drilling equipment industries. Furthermore, several new products
turned out by the manufacturing sector also gained in importance in 2004, including
ethyl al cohol and woodworking productsfor thebuilding industry, clearly ratifying the
diversification of markets and productsin the Brazilian export sector.

112 Boletim do Banco Central do Brasil — Annual Report 2004



Graph 5.3
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Table 5.5 — Exports price and volume indices

Change from the previous year (%)

Itemization 2003 2004

Price Volume Price Volume
Total 4.7 15.7 10.7 19.2
Primary products 10.5 13.1 18.3 13.8
Semimanufactured goods 11.3 9.7 14.5 7.2
Manufactured goods -0.6 20.9 5.9 26.1

Source: Funcex

A sector-by-sector analysis of export sector volume and price indices showed growth
of 66.7%inthe exported quantity of partsand other vehicles (except automabiles), the
sector responsiblefor 10.3% of total Brazilian foreign salesin 2004, notwithstanding a
3.6% declinein pricesduring the period. Farm sector foreign salesaccounted for 7.2%
of total exports, with growth of 24.7%in pricesand 1.3% in quantity shipped. The steel
sector wasresponsiblefor 7.1% of total exports, reflecting growth of 42.9%in pricesand
areduction of 0.2% in volume. Inthe segment of animal slaughters, pricesrose 18.7%
and exported volume expanded 26.8%, accounting for 6.5% of 2004 Brazilian foreign
sales. One should al so highlight the volume growth in exports by the mining industry,
with 29%, as well as the sectors of machines and tractors, 51.8%, and automotive
vehicles, 38.9%.

Growthinthepricesof productsimported by Brasil rose10.1%in 2004 primarily asaresult
of the rise in fuel and lubricant prices, 30.9%, and raw materials and intermediate
products, 9.3%. The mgjor factor underlying thisgrowth was, once again, theoil price
high sincethisisanimportant input in the production of several typesof raw materials,
particularly chemicals, and nondurable consumer goods, 6.8%. The prices of capital
goods and consumer durables declined 2.5% and 3.9%, respectively, in the year.
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Graph 5.4
Quarterly price indices and volume of Brazilian exports
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Table 5.6 — Imports price and volume indices

Change from the previous year (%)

Itemization 2003 2004
Price Volume Price Volume

Total 6.1 -3.7 10.1 18.1
Capital goods 0.0 -17.5 -25 10.2
Intermediate goods 5.1 3.7 9.3 21.0
Durable consumer goods 3.6 -17.7 -3.9 27.9
Nondurable consumer goods 3.0 -3.5 6.8 7.7
Fuels and lubricants 21.4 -14.3 30.9 17.9

Source: Funcex

A sectoral breakdown of the prices of imported products clearly revealsthe impact of
theoil pricehighin2004. Inthissense, pricesrose 30.4%inthe sector of petroleumand
coal; 19.7% under ail refining and the petrochemical industry; 14.1% under “other
chemicals’. Intheimport sector, the volumeincrease closed 2004 at 18.1%, following
areductionof 3.7%inthepreviousyear. Growthwasregisteredinall of thedifferent use
categories, aresult clearly consistent withtheriseinindustrial activity andtheincreases
registeredinfarm productionandincomeover thecourseof 2004. I ncreasesinimported
volumeclosedat 27.9%inthecategory of consumer durables; 21%for raw materialsand
intermediate products; 10.2% for capital goods, a category considered an important
indicator of new investments; and 17.9% under fuel sand lubricantswhich, together with
raw materials and intermediate products, best reflectsthelevel of industrial activity.

Anexamination of exported valueby category of aggregatefactor showsstrong across-
the-board expansion in 2004 foreign sales. Consequently, although exports of basic
productshave expanded quite sharply inrecent years—an areainwhich Brazil hasbeen
highly competitive for quite some time, external sales of industrialized products,
especially manufactured goods, have grown at an even stronger pace, shifting from a
level of US$32.8hillion, inthe2000/2002 period, to US$39.7 billionin2003and US$52.9
billion in 2004. This evolution further strengthens the sustainability of the ongoing
processof expanding Brazilian exports.

Exportsof basic productsin 2004 climbed to US$28.5hillion, 34.7% morethanin 2003.
In this case, prices rose by 18.3% and exported volume increased 13.8%. Among the
major basic products, the only item that registered a sales reduction in the year was
frozenshrimp. Analysisshowsthefollowingincreasesinexport operations; unprocessed
cotton, 115%; beef, 70%; corn, 59.2%; chicken meat, 45.9%; pork, 41.3%; andironore,
37.7%. With few exceptions, value increases reflected both price and volume growth.
Exports of basic products were concentrated in the soybean complex, with soy beans
accountingfor 19.1% and soy meal for 11.6% of salesinthiscategory, followed by meat
products, iron oreand petroleum, with 18.3%, 16.8% and 8.9%, respectively, of overall
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Graph 5.5
Quarterly price indices and volume of Brazilian imports
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foreign sales of basic products. Just as occurred in 2003, the prices of basic products
registered sharpincreasesin 2004, with very few exceptions. Thehighlightswerepork,
37.5%; raw coffee beans, 30.4%; soybeans, 29.9%; and petroleum, 24.8%. Insofar as
exported volume is concerned, increases were registered under cotton, 88.7%; beef,
49.2%; chicken meat, 26.1%; iron ore, 25%; tobacco, 24.3%; and corn, 41.1%. Moving
intheoppositedirection, theexported volumeof soybeansand petroleum declined 3.2%
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and 4.5%, in that order. The reduction in the volume of soybean sold abroad was
concentrated in the major countries of destination in Europe and Asia, including
Germany, Belgium-Luxembourg, China, France, Japanand South K orea. Thisfalloff was
somewhat offset by rising salesto Mexico, Taiwan, Iran, theUnited Statesand Thailand.

Table 5.7 — Exports by aggregate factor — FOB

US$ million

Itemization 2000 2001 2002 2003 2004

Total 55 086 58 223 60 362 73084 96 475

Primary products 12 562 15 342 16 952 21179 28 518

Industrial products 41 027 41144 41 965 50 597 66 379
Semimanufactured goods 8 499 8243 8 965 10 944 13431
Manufactured goods 32528 32901 33 000 39 653 52 948

Special transactions 1497 1736 1446 1308 1579

Source: MDIC/Secex

Graph 5.6
Exports by aggregate factor — FOB
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The European Union absorbed 40.1% of Brazilian foreign salesof basic products, with
atotal amount of US$11.4 hillion, up 23.7% compared to 2003. Thistotal represented
47.4% of the exports channeled to that bloc in 2004.

Asian country importstotaled US$7.4 billion in basic products, corresponding to 26%
of overall exportsunder this category, with 36.8% growth compared to 2003. Sales of
basic products to Asiarepresented 51% of total imports by the region from Brazil, to
someextent reflecting strong exportsof soybeansandiron oreto China. Theseproducts
represented 9.6% of the exports of basic products in 2004. Foreign sales of basic
products to the United States and to the Laia countries represented 6% and 5.5%,
respectively, of total foreign salesinthiscategory. ExportstothelL aiamember countries
increased 49.4%, mostly involving petroleum, which accounted for 26.1%; iron ore,
15.4%; beef, 14.1%; soybeans, 11.2%; and chicken meat, 5.6%. Foreign sales to the
United Statesincreased 17.8% with strong participation on the part of petroleum sales,
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Table 5.8 — Exports — FOB — Major primary products
% change 2004/2003

Products Value  Pprice? Weight?  Participation®
Soybean including grinded 25.7 29.9 -3.2 19.1
Iron ore and concentrates 37.7 10.2 25.0 16.8
Oil-cake and other residues from soybeans 25.7 18.0 6.5 11.6
Petroleum oils, crude 19.1 24.8 -45 8.9
Meat and edible offal of chicken 45.9 15.6 26.1 8.8
Meat of bovine animals 70.0 14.0 49.2 6.9
Coffee, not roasted 34.4 30.4 3.1 6.2
Tobacco, unmanufactured; tobacco refuse 31.2 55 24.3 4.9
Meat of swine 41.3 375 2.8 2.6
Maize, unmilled 59.2 129 41.1 2.1
Cotton, not carded or combed 115.4 14.1 88.7 1.4
Kaolin and other kaolinic clays 12.1 -33 16.0 0.8
Shrimp, frozen -10.5 0.1 -10.6 0.8
Meat and edible offal of turkey 395 14.7 21.6 0.8
Aluminum ore and concentrates 56.5 1.0 54.9 0.7
Cashew nuts 29.6 13.6 141 0.7
Marble and granite 12.2 10.8 1.2 0.4
Guts, bladders and stomachs of animals 15.3 -38 19.9 0.4
Manganese ores and concentrates 117.9 23.8 76.1 0.4
Fish 10.1 15.3 -4.6 0.3
Other primary products 31.3 - 5.8 5.5

Source: MDIC/Secex

1/ Percentual change of the unit value in US$/kg terms.
2/ Percentual change of weight in kilograms.
3/ Percentual participation in primary products group total.

21.1%; coffee, 18.5%; tobaccoinleaf, 11.5%; Brazil nuts, 8.1%; andiron ore, 8%. Basic
product exportstoother countriestotaled US$6.4 billion, 22.3% of thetotal, corresponding
to 36% of foreign salesto these nations. The 59.2% increasein sales of basic productsto
thisgrouping of countriescomparedto 34.7% growthintotal foreign salesin 2004 clearly
demonstrates the ongoing process of diversification of market destinations for this
product category. The highlights of these operationswere sales of chicken meat, 18.4%
of thetotd ; petroleum 14.8%; beef, 13.5%ironore, 11.6%; pork, 8.7%; andsoy meal, 7.3%.

In 2004, foreign salesof semimanufactured productsincreased 22.7%, registering atotal
of US$13.4hillion, with 14.5% pricegrowthand 7.2%volumegrowth. Participationintotal
foreignsalesdroppedfrom 15%in2003t0 13.9%in2004. Here, thehighlightsweregrowth
inexportsof metallicproducts, principally semimanufacturedgoodsinironor steel, 30.7%;
castironand Spiegel iron, 106%; ironaloys, 23%; al uminumalloys, 92.1%; andnonmonetary
gold, 26.2%, representing 35.4% of overall sal esof semimanufactured products. Mention
should be made of increases of 49.8% in the prices of semimanufactured iron or steel
productsand 48.3% under castironand Spiegel ironandreductionsof 12.8%inthevolume
of semimanufacturedgoodsinironor steel and 11.2%inthevolumeof unrefineda uminum.
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Table 5.9 — Exports by aggregate factor and by region — FOB

US$ million
Product 2003 2004
Value Value Change from Share (%)
2003 (%) Total Blocs

Total 73 084 96 475 32.0 100.0 -
Basic 21179 28 518 34.7 29.6 -
Semimanufactured 10 944 13431 22.7 13.9 -
Manufactured 39 653 52 948 335 54.9 -
Special transactions 1308 1579 20.7 1.6 -
Laia 12920 19 699 525 20.4 100.0
Basic 1058 1581 49.4 1.6 8.0
Semimanufactured 446 729 63.5 0.8 3.7
Manufactured 11 384 17 337 52.3 18.0 88.0
Special transactions 33 53 62.0 0.1 0.3
Mercosur 5672 8912 57.1 9.2 100.0
Basic 388 438 13.1 0.5 4.9
Semimanufactured 203 329 62.4 0.3 37
Manufactured 5060 8115 60.4 8.4 91.1
Special transactions 22 29 33.6 0.0 0.3
USA 16 900 20 341 20.4 211 100.0
Basic 1442 1698 17.8 1.8 8.3
Semimanufactured 2342 3654 56.0 3.8 18.0
Manufactured 13 068 14 925 14.2 155 734
Special transactions 49 64 30.2 0.1 0.3
European Union 18 461 24 160 30.9 25.0 100.0
Basic 9 250 11 445 23.7 11.9 47.4
Semimanufactured 2421 2760 14.0 29 11.4
Manufactured 6741 9902 46.9 10.3 41.0
Special transactions 49 54 9.3 0.1 0.2
Asia 11 676 14 564 24.7 15.1 100.0
Basic 5426 7421 36.8 7.7 51.0
Semimanufactured 3334 3884 16.5 4.0 26.7
Manufactured 2899 3240 11.8 34 22.2
Special transactions 18 19 3.6 0.0 0.1
Others 13126 17 710 34.9 18.4 100.0
Basic 4003 6372 59.2 6.6 36.0
Semimanufactured 2401 2405 0.2 25 13.6
Manufactured 5563 7544 35.6 7.8 42.6
Special transactions 1159 1389 19.8 1.4 7.8

Source: MDIC/Secex

Other highlightsinclude growth in the value of exports of sawn wood, 29.3%; |eather
and hides, 22.1%; raw cane sugar, 11.9%; and soybean oil, 10.9%. Sales of cellulose
represent the second highest value among exports of semimanufactured goods,
accounting for 12.9% of the total. This product, together with rubber, were the only
goods among the more significant products included in this category to register
reductionsinexportedvaluein 2004. Inthecaseof cellulose, thereduction cameto9.6%
in prices, with anincrease of 9.2% in exported volume.
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Table 5.10 — Exports — FOB — Major semimanufactured goods
% change 2004/2003

Products value  price” weight?  Participation®
Iron or nonalloy steel semifinished products 30.7 49.8 -12.8 15.8
Chemical wood pulp -1.2 -9.6 9.2 12.9
Cane sugar, raw 11.9 -2.3 14.5 11.3
Hides and skins 221 -1.9 24.4 9.7
Pig iron and spiegeleisen 105.8 48.3 38.8 8.8
Soybean oil, crude 10.9 11.1 -0.1 8.7
Aluminum, unwrought 5.4 18.7 -11.2 7.1
Wood, sawn or chipped lenghtwise 29.3 15.4 12.1 6.3
Iron alloys 23.0 27.1 -3.2 45
Aluminum alloys, unwrought 92.1 16.3 65.3 3.2
Gold, nonmonetary in semimanufactured forms 26.2 13.3 11.4 3.1
Synthetic rubber and artificial rubber -0.4 15.6 -13.8 1.3
Nickel cathodes 76.8 49.1 185 13
Cocoa butter, fat or oil 5.0 3.4 1.5 0.8
Wood in chips or particles 41.0 11.6 26.4 0.6
Nickel mattes 7.7 68.6 5.4 0.5
Cooper cathodes 36.3 49.1 -8.6 0.4
Cocoa powder 1.4 -21.9 29.7 0.4
Wood sheets 31.9 18.9 10.9 0.4
Tin, unwrought 168.6 78.6 50.4 0.3
Other semimanufactured products 26.0 - 13.3 32.8

Source: MDIC/Secex

1/ Percentual change of the unit value in US$/kg terms.
2/ Percentual change of weight in kilograms.
3/ Percentage participation in semimanufactured products group total.

Themajor destination of Brazilian exportsof semimanufactured goodsin2004 werethe
countriesof Asia, withUS$3.9billion, equival ent to 28.9% of thiscategory. Thisamount
represented an increase of 16.5% compared to 2003. The major products channeled to
the countriesof Asiawereiron and steel semimanufactured goods, soybean oil, leather
and hides and cellulose which, taken together, accounted for 64.4% of all
semimanufactured products sold to Asiaand, primarily, to China, Japan, Taiwan and
South K orea. Exportsof semimanufactured productsto the United Statestotaled US$3.7
billion, 27.2% of total overall salesof semimanufactured productsin 2004, withgrowth
of 56% compared to 2003.

Exportsclassified under thisheading represented 18% of total United Statesacquisitions
of Brazilian products, asagainst 13.9%in 2003. Themajor productswerecast ironand
Spiegel iron, semimanufactured productsin iron and steel, gold in semimanufactured
forms and cellulose, accounting for ajoint total of 62.9% of sales under this category
to the United States.

The countries of the European Union acquired US$2.8 billion in semimanufactured
goods from Brazil. This amount was 14% greater than in the preceding year and
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equivalent to 20.5% of total Brazilian exports in this category and 11.4% of overall
Brazilian products acquired by the countries of the region. The Netherlands, Italy,
Belgium-L uxembourgand Spain absorbed 76.9% of thetotal acquired by theregion. The
major products shipped to the European Union were cellulose, leather and hides,
unrefined aluminum and sawnwood, accountingfor ajoint total of 64.6%. Thehighlights
were sales of steel products, such as iron alloys, iron or steel semimanufactured
products, castironand Spiegel ironwhich, takentogether, added upto 14.5% of thetotal
channeled to the European Union.

Exports of semimanufactured goodsto the Laia countries are normally not particularly
significant. The year under analysis was no exception, with overall sales of US$728.7
million, 5.4% of the total under this category. Of this amount, 37.7% were targeted to
Argentinaand 30.4% to Mexico. Themajor items exported to the countries of theregion
were steel products, with particularly strong sales of iron or steel semimanufactured
productsandironalloys, accountingfor respectivelevelsof 32.9%and 12.1%of thetotal.

In2004, exportsof manufactured productscameto US$52.9hillion, representing 54.9%
of overall Brazilianforeign sales. Salesunder thiscategory expanded 33.5%intheyear,
based on increases of 5.9% in prices and 26.1% in exported volume. This evolution
clearly ratifiesthe structural changethat hasoccurred in Brazilian exports, attributing
increased relative importance to sales of products with greater aggregate value. A
breakdown of exports of the major manufactured products shows areduction in value
only inthe case of transmission and reception equi pment, 18%, based on adrop of 19%
in prices and an increase of 1.3% in volume, and orange juice, 13.2%, as a result of
downturns of 9.5% and 4.2% under prices and volume, respectively. It isimportant to
emphasizethat foreign sal esof ethyl al cohol andwoodworking productsfor thebuilding
industry expanded sharply.

Products of importance to Brazilian foreign sales of manufactured goods turned in
significantincreasesinvolumein 2004. Thiswasparticularly truein thetransportation
equipment industry, with strong performances under earth-moving machines and
drilling equipment, 90.2%; aircraft, 69.7%; tractors, 69.4%; cargo vehicles, 65.7%;
automobiles, 34.3%; auto parts, 24.3%; and automobileengines, 20.1%. Parallel tothese
figures,increaseswereal soregisteredintheexported volumesof fuel oils, 23.4%; refined
sugar, 35.9%; pumpsand compressors, 17.3%; furniture, 30%; and plywood, 25.5%.

With regard to price evolution, reductions occurred in the prices of automobiles, 6%,
and automobile engines, 1.9%. On the other hand, prices of flat rolled steel expanded
42.5%in2004.

As far as destination is concerned, exports of manufactured products to the Laia

countries represented 32.7% of total sales in this category and were equivalent to
US$17.3hillion, anincreaseof 52.3% over 2003. Foreign sal esof manufactured products
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Table 5.11 — Exports — FOB — Major manufactured goods
% change 2004/2003

Products Value price’ weight? Participation®
Passenger motor vehicles 26.2 -6.0 34.3 6.4
Airplanes 68.6 -0.7 69.7 6.2
Iron or nonalloy steel flat-rolled products 42.3 425 -0.1 3.8
Passenger motor vehicles engines and parts thereof 17.8 -1.9 20.1 3.7
Parts and acessories for motor cars and tractors 31.8 6.0 24.3 3.7
Footwear, parts and components 17.1 10.9 5.5 3.6
Transmission and reception apparatus, and components -18.0 -19.0 1.3 2.6
Fuel oils 19.2 -3.4 23.4 2.3
Cane sugar, refined 42.9 5.2 35.9 2.1
Motor vehicles for the transport of goods 67.4 1.0 65.7 21
Pumps, compressors, fans and others 29.7 10.5 17.3 2.0
Furniture and parts thereof, except for medical-surgical use 41.7 9.0 30.0 1.8
Civil engineering and contractors' plant and equipment 98.3 4.3 90.2 1.7
Plywood and similar laminated wood 515 20.7 255 1.7
Tractors 90.5 12.5 69.4 1.7
Orange juice, frozen -13.2 -9.5 -4.2 15
Pneumatic rubber tires 12.2 7.2 4.7 13
Polymer of ethylene, prophylene and sthyrene 31.6 42.6 -7.7 1.3
Chassis fitted with engines and bodies for motor vehicles 324 3.0 285 11
Iron and steel bars and rods 25.1 47.4 -15.1 11
Electric motors, generators, transformers; parts thereof 19.9 -1.5 21.6 1.1
Paper and paperboard used for writing, printing etc. 7.2 2.6 45 11
Gasoline 4.0 38.1 -24.7 11
Agricultural machinery (excluding tractor); parts thereof 66.5 17.3 41.9 0.9
Gears and gearing; ball screws; gear boxes; parts thereof 34.4 -0.9 355 0.9
Ethyl alcohol, undenatured 214.3 -1.8 220.2 0.9
Prepared meals of the meat of bovine animals 321 24.1 6.5 0.8
Wood work for constructions 75.2 23.0 42.4 0.8
Hydrocarbons and halogenated derivatives 48.7 63.9 -9.3 0.8
Aluminum oxide and aluminum hydroxide 29.1 24.7 3.6 0.8
Other manufactured products - 21.0 45.1

Source: MDIC/Secex

1/ Percentual change of the unit value in US$/kg terms.
2/ Percentual change of weight in kilograms.
3/ Percentage participation in manufactured products group total.

accounted for 88% of total productsabsorbed by that bloc, with US$8.1 billiontargeted
to Mercosul, including US$6.7 billion to Argentina. Salesto Mexico and Chiletotaled
US$3.5 hillion and US$1.9 hillion, respectively. When taken together with sales to
Argentina, exportsto thesethree countriesaccounted for 70% of Laiamember country
purchases of Brazilian manufactured products. Among the most important products
channeled to the region, the highlights were goods turned out by the automotive
industry, primarily asaconsequenceof tradeagreementsformalized withintheM ercosul
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framework and with Mexico. Automobileswerethe major item exported to theregion,
15.9% of thetotal, followed by cargo vehicles, 4.2%; auto parts, 4.1%; transmissionand
reception apparatuses, 3.5%; and flat rolled steel, 3.5%.

Exportsof manufactured productstotheUnited Statestotaled US$14.9hillion, 14.2% more
than in 2003. These operations were equivalent to 28.2% of Brazilian exports in this
category, accounting for 73.4% of total salesto the United States, compared to 77.3%in
2003. Growth of 315%wasregisteredinexportsof flat rolled steel, incontrast to 2003when
these products were subject to restrictions in that market; followed by sales of earth-
moving and drilling machines and equipment, 121%; woodworking products for the
buildingindustry, 104%; plywood, 57.6%; aircraft, 40.6%o; furniture, 40%; and auto parts,
33.5%. Themgjor product sold to the United States consisted of aircraft, accounting for
16% of sales of manufactured productsto that country. In the opposite sense, reductions
were registered under exports of fuel oils, 17.9%, and reception and transmission
equipment, 57.6%, mainly reflecting the downturn in sales of mobiletelephones.

Sales of manufactured productsto the European Union totaled US$9.9 billionin 2004,
up 46.9% compared to the preceding year. Thismarket absorbed 18.7% of theexported
total under thiscategory, representing 41% of Brazilian exportsto that bloc, asagainst
36.5% in 2003. Thisincrease was a consequence of strong growth of 183% inforeign
salesto the countriesthat joined the European Unionin 2004, while salesto theformer
membersincreased 43.4%. Inthelatter case, oneshoul d highlight exportsof manufactured
products to the Netherlands, the major market of destination in that bloc, with atotal
of US$2.3hillionin 2004 and annual growth of morethan 100%. Other important partners
inthebloc also expanded their purchases of Brazilian manufactured productsin 2004,
particularly Sweden, 79.4%; Italy, 38%; Germany, 36.8%; Spain, 33.2%; France, 30.9%;
and the United Kingdom, 26.9%. Among the new members of the European Union,
accentuated increases were registered under exports channeled to Poland, the Czech
Republic, Hungary and Cyprus. Among the major products acquired by the European
Union, themost important were automobil e engines, which accounted for 7.5% of total
manufactured goods channeled to that economic bloc, corresponding to a 16.8%
increaseover 2003, followed by aircraft, with 5.3% participation and anincreaseof 278%;
orange juice, 5.2% and areduction of 7.4% in value; and flat rolled steel, with 4.2%
participation and an increase of 81.4% intheyear.

The countries of Asia absorbed 6.1% of Brazilian exports of manufactured products,
US$3.2 billion, posting growth of 11.8% over 2003. The major destination of these
productswas China, with 29.8% of thetotal, despite areduction of 17.8% compared to
2003. The following positions were occupied by Japan, Singapore, South Korea and
India, which, together with China, represented 74.8% of total exports to that region.
Foreign sales to Singapore increased 93.9% and those targeted to India rose 104%.
Among the products exported to the region, the most important were rolled steel,
accountingfor 12.4% of that total, despiteareduction of 37.6% when comparedto 2003.
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Interms of growth, the highlightswere sales of ethyl alcohol, 387%, corresponding to
5.8%of thetotal ; refined sugar, 294% and 3.9%; fuel oils, 102% and 7.2%; tractors, 60.7%
and 3.3%; andrefined soybeanoil, 51.1%growth and ashareof 3.3%. Special operations,
aheading that is used to encompass transactions that can not be classified under other
itemsof the Common Mercosul Nomenclatureand reexports, totaled US$1.6 billionin
2004, corresponding to growth of 20.7% over 2003. Reexport operationscameto 6.8%
of thistotal, while supplying of oil and fuel for shipsand aircraft represented 79.5% of
the total.

Growth in the number of countries of destination for Brazilian exportstogether with a
reduction in the concentration of these operations, in terms of both countries and
products, are undeniabl e indicators of the structural change that has occurred inworld
demand for Brazilian goods. Thishas been afactor of great importance to maintaining
the upward movement in the nation’ s exports.

Evaluation of the concentration of Brazilian exports by country of destination and
productsisbased on the Hirschman-Herfindahl Index*(HHI). Thisanalysiswas based
on alisting of exportsto specific countries provided by the Ministry of Development,
Industry and Commerce (MDIC) according to category of aggregatefactor, excluding
special transactions, on-board consumption, reexportsand exportsto destinations till
to be named. Participation of these items in the period extending from 1996 to 2004
averaged 1.7% of total exports, hitting amaximum of 2.1%in 2001. Consequently, itis
clear that these operationshavean only residual influenceontheresultsof theanalysis.

Graph 5.7
Export concentration by countries
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4/ HHI corresponds to the sum total of the square number of the participation of each item. In this
case, it corresponds to the total amount for countries an products and ranges from zero to one.
The increase in the index indicates higher concentration.
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Brazilian exports were shipped to 208 countries in 2004, the largest number ever
registered in the history of Brazilian foreign commerce. It is important to note that
manufactured products were sold to all of these countries. Since 2002, exports of
semimanufactured goods have been channeled to an increasingly greater number of
countries. In the case of primary products in which Brazil has a greater comparative
advantage, this tendency has been registered during the entire period considered.

As measured by the HHI the evolution of the concentration of Brazilian exports by
country of destination has shown differentiated behaviors by category of aggregate
factor. In the case of basic products, concentration decreased from 1997 onward,
registering aslight risein 2003 basically as a consequence of an increased volume of
purchases on the part of China, which had only recently joined the WTO. Withregard to
manufactured products, concentration increased up to 2002. This was followed by an
accentuated processof diversificationinthetwofollowingyears, tothepoint that the2004
HHI came quite closeto thefiguresregistered in 1996 and 1997.

Under semimanufactured products, concentration increased up to 2000 and was
reversedinthefollowingyears. However, therewasanew increasein 2004 whenthe HHI
wasimpacted to some extent by growing participation in Brazilian exports on the part
of Chinaand by arelatively greater increase in the prices of metallic commaodities, a
grouping that is very much in demand in the industrialized nations.

Another indicator that reveals the structural changes that have favored Brazilian
exports is concentration by products sold abroad. In this case, the HHI is based on
theaggregation of productsaccordingtothe Standard International TradeClassification
(SITC) atthethreedigit level, whichisequivalent to 262 items, of which 259 were
includedinBrazilian exportsintheperiod extending from 1996to 2004. Theconversion
of Common Mercosul Nomenclatureto UCIT was el aborated by Depec based on the
third revision of the United Nations Conference on Trade and Devel opment (Unctad)
(SITC,Rev.3).

Utilization of UCIT doesnot permit crossreferencing of databy category of aggregate
factor, thoughtheresult for total exportspointsto greater diversificationinrecent years
startingin 2002, just asoccurred in concentration by country. In 2003 and 2004, which
were marked by strong growth in the value of Brazilian exports, the HHI turned in the
lowest levelssince 1996.

Examinationof importsby final usecategory and economic destinationreveal saprocess
of spreading growth in 2004. By contrast, in 2003 only imports of raw materials and
intermediate products and fuel sand lubricants had registered growth, due primarily to
the upward spiral in petroleum prices. In 2004, the oil price rise exerted a significant
influence on the value of imports, principally those involving raw materials and
intermediate goods and fuels and lubricants. However, the rise in volume was the
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preponderant factor inthe shift inthelevel of imports, showing growthinindustry, the
farm sector and income during the course of the year.

Importsof raw material sandintermediateproductstotaled US$33.5billion, 53.4%of the
total imported, corresponding to growth of 29.7% compared to 2003. Among themajor
itemslisted under this category, the most important were acquisitions of chemical and
pharmaceutical products, which accounted for 28.8% of the total in this category and
anincreaseof 27.9%invalue; intermediate products-partsand spares, 16.7% of thetotal
and annual growth of 34.5%; transportation equi pment accessories, 15.1% and 40.8%;
and other raw materialsfor the farm sector, 10.4% and 52.7% respectively.

Graph 5.8
Export concentration by products (Cuci classification, i.e. 3 digits)
(Hirschman-Herfindahl index)
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Table 5.12 — Imports — FOB

US$ million

Itemization 2000 2001 2002 2003 2004

Total 55 839 55572 47 237 48 291 62 782

Capital goods 13 605 14 808 11 643 10 350 12 126

Raw materials and intermed.prod. 28 432 27 340 23 446 25824 33495

Consumer goods 7442 7148 5908 5539 6 859
Durable 3450 3516 2508 2417 3187
Nondurable 3993 3631 3400 3121 3672

Fuels and lubricants 6 358 6276 6 240 6579 10 302

Source: MDIC/Secex

Asfar asorigin is concerned, 27.6% of the raw materialsimported in 2004, in atotal
amount of US$9.2 billion, originatedinthe European Union (EU). Thistotal represented
anincreaseof 29.2% over 2003, representing 58% of total purchasesfromthat economic
bloc. Among these products, the most significant were auto parts, 11.5% of thetotal;
heterocyclic compounds, 5.9%; parts and sparesfor aircraft, 5%; automobile engines,
4.9%; and ball bearingsand gears, 4.4%. Inthe EU framework, thelargest suppliers of
raw materialswereGermany, 31.8% of thetotal, France, 15.5%, and Italy, 11.3%.
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Graph 5.9
Raw material imports x industrial production
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Purchases of raw materials and intermediate products on the United States market
expanded 24.9%in 2004, closingwithatotal of US$7.2billion. Thistotal wasequivalent
t011.4% of total Brazilianimportsintheyear and 62.3% of Brazilianimportsfrom that
country. Theprincipal itemsimported weremotors, turbines, partsand sparesfor aircraft
and helicopters, representing 14.5% of total importsfrom the United States, up 42.1%
compared to 2003; heterocyclical compounds, 5.2% and 51.5%, respectively; and
integrated circuitsand microel ectronics, 4.6% and 18.1%, in that order.

Imports of raw materials and intermediate products from the Laia countriesincreased
26.6%in2004, closingat US$6.7 billion. Thistotal represented 19.9% of theimportsin
thiscategory and 66.5% of total importsfromthat bloc. Purchasesfrom Argentina, Chile
and Mexicocorrespondedto55.3%, 18.8% and 7.3%of total raw materialsimportedfrom
thebloc, withrespectiveannual increasesof 23.5%, 77.6% and 45.2%. Wheat purchases,
10.8% of thetotal, wereoneof thefew headingsto closewith areductionin comparison
to the previous year; napthas, 8.9%; copper ore, 6.7%.

Graph 5.10
Brazilian imports by use category — FOB
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1/ From the same period of the previous year.

Asiaprovided Brasil withtheUS$6.3billioninraw material sandintermediate products,
up39.9% over 2003. Thistotal correspondedto 10% of total Brazilianimportsand 18.8%
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of importsinthisproduct category. Just asoccurred in operationswith other economic
blocs, imports of raw material s accounted for the largest share with 51.3% of the total
purchasedin Asia. Four countrieswereresponsiblefor 71.5% of thistotal; Japan, 24.9%,
China, 21.6%, South Korea, 15.7%, and Taiwan, 9.2%. Among the major products
importedfromtheregion, themostimportant wereintegrated circuitsand microel ectronics,
accounting for 22.9% of that total, arise of 42.2% against 2003; and computer partsand
accessories and auto parts, with participation of 6% and 5.4% and annual increases of
39.6% and 53.4%, respectively.

Importsof capital goodsin2004totaled US$12.1 billion, 17.2% morethanin2003. Here,
itisimportant to notethat 2002 registered areduction of 21.4% and 2003 closed with a
drop of 11.1%. Thisgrowth was consi stent with the evolution of industrial output and
the policy measures taken to stimulate modernization of this sector. Across-the-board
increases were registered in the imported volume of all of the major capital goods
subitems, particul arly in operationsinvol ving mobil etransportati on equipment, 49.9%;
tools, 36.2%; partsand sparesfor industrial capital goods, 30.2%; office and scientific
servicemachinesand apparatuses, 25.5%; accessoriesfor industrial machinery, 15.9%;
andindustrial machinery, 4.7%.

The subgroup of industrial machinery represented 27.1% of capital goodsimportsin
2004 and was the only subgroup to register areduction in the value of imports, 4.3%.
This reduction reflected an 8.6% decline in prices, as well as afalloff in the value of
importsof generator groups, aheading that registered highly significantimportsinboth
2002 and 2003 asaresult of theproblemsencountered at that timeinmaintaininganormal
electricity supply. All of theother itemsregi stered valuegrowthinimportswiththebest
performancesunder officeand scientific servicemachinesand apparatuses, 26.7%, and
parts and spares for industrial capital goods, 25.8%.

Importsof capital goodsfrom the European Union totaled US$4.4 billion, anincrease of
17.8%comparedto 2003. Theseoperationswereresponsiblefor 27.5%of total importsfrom
that economichbloc, themajor supplier of capital goodsto Brazil,with 36.1% of thecategory
total. A breakdown of total capital goodsimported from the European Union showsthat
37.1%originatedinGermany, 16.6%inltaly, 11.6%in Franceand 6.9%in Sweden. Among
themajor capital goodsimportedfromthat region, themost important weremeasuringand
verification instruments and apparatuses, 11.1% of the total; pumps, compressors and
fans, 6.7%; motors, generatorsand el ectrictransformers, 4.7%; and el ectricity interruption
and protection devices, 4.5%. Imports of these items expanded 30.7%, 25%, 3.3% and
32.7%, respectively, comparedtothepreviousyear. |n 2004, importsof capital goodsfrom
AsatotadedUS$3.4hillion, 34.1% morethaninthepreviousyear. Thisamount corresponded
t028.4% of total Brazilianimportsof capital goodsand 28.1% of importsfrom Asiainthe
year. Chineseexportsof capital goodsto Brasil closed at US$1.1 billion, doublethe 2003
value. Theseoperationswereresponsiblefor 32.4% of importsfromtheregion, followed
by Japan, with 26.1%; South Korea, 17.2%; and Taiwan, 9.7%.
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Table 5.13 — Imports — FOB — Major products
% change 2004/2003

Products value price’  Weight?’ Participation”
Capital goods 100.0
Industrial machinery -4.3 -8.6 4.7 27.1
Machines and apparat. for office and scientific purpose 26.7 1.0 25.5 22.0
Capital goods parts and components 25.8 -3.4 30.2 12,5
Industrial machinery accessories 17.0 1.0 15.9 8.8
Transportation movable equipment 37.2 -8.5 49.9 5.0
Tools 24.1 -8.9 36.2 1.8
Other capital goods 33.0 265.3 -63.6 22.8
Intermediate products and raw material 100.0
Chemical and pharmaceutical products 279 13.9 12.3 28.8
Intermediate products — Parts 345 5.7 42.6 16.7
Mineral products 324 -0.2 32.7 14.6
Accessories for transport equipment 40.8 33.2 5.6 15.1
Other raw materials for farming 52.7 21.6 25.5 10.4
Inedible farm products -24.8 6.8 -29.6 4.5
Foodstuffs 30.7 0.4 30.2 6.6
Other raw materials and intermediate products 29.3 66.0 -22.1 33
Nondurable consumer goods 100.0
Pharmaceutical products 16.6 -2.4 19.4 39.6
Foodstuffs 14.5 12.7 1.6 28.8
Perfumery, cosmetics, or toilet preparations 21.0 -7.6 31.0 6.5
Tobacco and beverage 15.9 1.2 14.5 5.0
Apparel and other textiles clothing 51.7 -25.2 102.7 4.8
Other nondurable consumer goods 17.4 -8.9 28.8 15.3
Durable consumer goods 100.0
Articles for personal use or adornment 28.8 -0.6 29.5 28.8
Passenger motor vehicles 4.3 -0.7 5.1 22.4
Machines and appliances for household use 55.6 -12.0 76.8 20.0
Durable consumer goods parts 57.8 17.7 34.1 19.4
Furniture and other household equipment 38.6 2.6 35.2 5.9
Other durable consumer goods 348 -25.6 81.1 3.4
Fuels and lubricants 100.0
Fuels 57.1 34.3 17.0 98.4
Lubricants 311 11.0 18.1 1.6

Source: MDIC/Secex

1/ Percentage change of the unit value in US$/kg terms.
2/ Percentage change of weight in kilograms.
3/ Percentage participation in each end-use category total.

United Statesexportsof capital goodsto Brazil totaled US$3 billion, representing 24.4%
of the total imported in this use category and 25.7% of overall purchases of products
fromthat country. Thehighlightswereimportsof measuringandverificationinstruments
and apparatuses, 13.3% of the total, with an increase of 27.2% compared to 2003;
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computers, 9.4% of thetotal and growth of 15.1%; pumps, compressorsand fans, 5.9%
and a 5.2% drop; and earth-moving and drilling machines and equipment, 5% and an
increaseof 27.6%.

Graph 5.11
Brazilian imports by use category — FOB
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1/ From the same period of the previous year.

Importsof capital goodsfromtheL aiacountriestotaled US$591 million, 21.2% morethan
in 2003. Thisresult was equivalent to 4.9% of purchases of products classified in this
category. Of thistotal, 79.2% originatedin Argentinaand 15.8%in Mexico, with annual
increases of 19.7% and 21.4%, respectively. The major products imported from that
economic blocwerecargovehicles, 37.6%; measuring and verificationinstrumentsand
apparatuses, 10.2%; and tractors, 5.3%.

Importsof fuelsand lubricantsreached US$10.3billion, reflecting anincrease of 56.6%
comparedto2003. Basically, thisresult reflected therisein petrol eum prices, which came
to approximately 33% in the year. The major suppliers of fuels and lubricants were
Nigeria, with 33.7% of thetotal, followed by Algeria, 16.4%, and Saudi Arabia, 11.4%.
Petroleumimportsrepresented 97.8%, 98.2% and 74.2% of overall purchasesfromthese
countries, respectively.

Consumer goods purchasestotaled US$6.9 billionin 2004, up 23.8% over theprevious
year. Of thistotal ,whichaccountedfor 10.9%of overall importsintheyear, US$3.2hillion
referred to consumer durables and US$3.7 billion to nondurables.

Imports of consumer durables expanded 31.8%, reflecting the increase in imported
volume. Among the major products, one should highlight purchases of objects for
personal adornment or use, passenger cars, machinesand apparatusesfor thehomeand
parts for consumer durables. Taken together, these items were responsible for
approximately 90.7% of importsinthiscategory.

With respect to the origin of foreign purchases of passenger cars, which registered

expansionof 4.3%in 2004, themaj or exporting countrieswereArgentina, 37.2%of thetotal,
Germany, 15.3%, and Japan, 14.7%. For themost part, other consumer durablesoriginated
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Table 5.14 — Imports by end-use category and by region — FOB

US$ million
Product 2003 2004
Value Value Change from Share (%)
2003 (%) Total Blocs

Total 48 291 62 782 30.0 100.0 -
Capital goods 10 350 12 126 17.2 19.3 -
Raw material and intermediate goods 25824 33495 29.7 53.4 -
Nondurable consumer goods 3121 3672 17.6 5.8 -
Durable consumer goods 2417 3187 318 5.1 -
Fuels and lubricants 6 579 10 302 56.6 16.4 -
Laia 8209 10 021 221 16.0 100.0
Capital goods 488 591 21.2 0.9 5.9
Raw material and intermediate goods 5262 6 662 26.6 10.6 66.5
Nondurable consumer goods 873 985 12.7 1.6 9.8
Durable consumer goods 376 400 6.3 0.6 4.0
Fuels and lubricants 1209 1383 14.4 22 13.8
Mercosul 5685 6 393 125 10.2 100.0
Capital goods 397 477 20.1 0.8 7.5
Raw material and intermediate goods 3795 4317 13.7 6.9 67.5
Nondurable consumer goods 651 734 12.7 12 11.5
Durable consumer goods 309 338 9.2 0.5 5.3
Fuels and lubricants 532 528 -0.8 0.8 8.3
usaY 9726 11 511 18.4 18.3 100.0
Capital goods 2927 2955 1.0 4.7 25.7
Raw material and intermediate goods 5741 7172 24.9 11.4 62.3
Nondurable consumer goods 531 576 8.5 0.9 5.0
Durable consumer goods 300 397 32.2 0.6 3.4
Fuels and lubricants 227 411 81.0 0.7 3.6
European Union 13022 15923 223 254 100.0
Capital goods 3722 4383 17.8 7.0 275
Raw material and intermediate goods 7142 9230 29.2 14.7 58.0
Nondurable consumer goods 991 1103 11.3 1.8 6.9
Durable consumer goods 782 929 18.8 1.5 5.8
Fuels and lubricants 384 278 -27.6 0.4 17
Asia 8923 12 278 37.6 19.6 100.0
Capital goods 2573 3450 34.1 5.5 28.1
Raw material and intermediate goods 4501 6 294 39.9 10.0 51.3
Nondurable consumer goods 374 560 50.0 0.9 4.6
Durable consumer goods 866 1300 50.3 21 10.6
Fuels and lubricants 610 674 10.3 11 55
Others 8411 13048 55.1 20.8 100.0
Capital goods 640 747 16.7 1.2 5.7
Raw material and intermediate goods 3178 4137 30.2 6.6 317
Nondurable consumer goods 353 448 27.0 0.7 3.4
Durable consumer goods 93 161 72.3 0.3 1.2
Fuels and lubricants 4147 7 556 82.2 12.0 57.9

Source: MDIC/Secex

1/ Includes Puerto Rico.
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inChina, 23.2%of thetotal, theUnited States, 14.4%, and Germany, with8.7%, all of which
registered sharp growth compared to 2003. Furthermore, one should cite the 81.1%
increaseregisteredinimportsof consumer durablesfrom China, excluding automobiles.

Imports of nondurable consumer goods added up to US$3.7 billionin 2004, with annual
growthof 17.6%. Thisincreasereflected growthinemployment andincomeand larger trade
flowswith China, with volumeincreasesin al of the various subgroupsin thiscategory.
External acquisitionsof pharmaceutical productswereresponsiblefor 39.6% of imports
registeredinthiscategory, for anincrease of 19.4%inimported volume, when compared
to 2003. Parallel to this, imports of food products represented 28.8% of the imports of
nondurable consumer goods, despite the fact that the volume of these purchases
registeredthel owest rate of growth among thesubgroupsincludedinthiscategory, 1.6%.

The major share of imports of nondurable consumer goods originated in Argentina,
16.6% of thetotal, followed by theUnited States, 13.9%. I ntensification of traderel ations
with Chinawasevidentinthe73.7%increaseinimportsfromthat country, particularly
involving growing acquisitions of toys, games and leisure products, photographic
plates and films and footwear.

Trade exchanges

The improvements that have occurred in Brazil’ s trade relations with the world are
evident in expanding surpluses with most of itstrading partners and reductionsin the
deficitsthat it hastraditionally hadinbilateral tradewith certain countries. Simultaneous
growthinexportsandimportsgenerated by volumeand priceincreasesfor exportedand
imported productsat ratesthat arenot only quitehigh but also very similar to each other
point to theimprovement that hasoccurredin the nation’ strade exchangesand surplus,
thereby consolidating a tendency that had become evident in the previous year.

Viewed asan economic bl oc, tradeexchangeswiththe European Union member countries
turnedinthehighestresults, withUS$40.1 billion, based onexportsof US$24.2billionand
importsof US$15.9 billion. Absolutegrowthinthetrade surpluscameto US$2.8billion,
withincreasesof 30.9% under exportsand 22.3% under imports. TheNetherlandsacquired
US$5.9hillioninBrazilian products, up 39.4% over 2003. Thisresult wasimpacted by the
purchaseof twofloatingdrilling platforms, at atotal cost of US$1.2billion. Asaresult, that
country movedintothird positionamongthecountriesof destinationfor Brazilianexports,
supplanting China. Among the European Union partners, the largest trade flow was
registeredwith Germany, US$9.1 billion, based onexportsof US$4 billionandimportsof
USS$5.1 billion, corresponding tothethird largest Brazilian deficit in bilateral tradeinthe
year. Other highly significant tradeflowswereregisteredwithltaly, US$4.9hillion; France,
US$4.5hillion; theUnited Kingdom, US$3.5billion; and Spain, US$3.2billion.
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Trade exchanges with the United States, Brazil’s largest individual trading partner,
posted exports of US$20.3 billion, imports of US$11.5 billion and a trade surplus of
US$8.8hillion, reflectingannual growthfiguresof 20.4%, 18.4% and 23.1%, respectively.
Despitetheincreaseintradeflows, therel ative participation of theUnited Statesintotal
Brazilian exportsandimportsshifted downward, movingfrom 23.1%t021.1%, andfrom
20.1%1t018.3%, respectively.

Table 5.15 — Brazilian trade by region — FOB

US$ million

Itemization 2003 2004
Exports Imports Balance Exports Imports Balance
Total 73 084 48291 24793 96 475 62 782 33693
ErTAY 617 1209 -592 679 1423 - 744
Laia 12920 8209 4711 19 699 10 021 9679
Mercosur 5672 5685 -13 8912 6 393 2519
Argentina 4561 4672 -111 7373 5572 1801
Paraguay 707 475 232 872 298 574
Uruguay 404 538 -134 667 523 144
Chile 1880 821 1059 2546 1390 1156
Mexico 2741 533 2208 3948 704 3244
Others 2627 1170 1457 4294 1534 2760
Canada 978 750 227 1199 866 333
European Union 18 461 13022 5439 24 160 15923 8237
Germany 3136 4 206 -1 070 4036 5072 -1 036
Belgium/Luxembourg 1795 515 1281 1931 640 1291
Spain 1552 974 577 1984 1175 809
France 1715 1768 -52 2190 2287 -97
Italy 2208 1736 471 2904 2053 852
Netherlands 4 246 509 3737 5917 618 5299
United Kingdom 1899 1205 694 2117 1355 762
Others 1911 2110 -199 3082 2723 359
Eastern Europe 2028 853 1176 2488 1324 1164
Asia? 11676 8923 2754 14 564 12 278 2 286
Japan 2311 2520 - 210 2768 2868 - 100
China 4533 2148 2385 5440 3710 1730
Korea, Republic of 1223 1079 144 1429 1730 - 300
Others 3610 3176 434 4927 3971 956
usaA 16 900 9726 7174 20 341 11511 8830
Others 9504 5600 3904 13345 9435 3910

Memo:

Nafta 20619 11 009 9610 25 488 13 081 12 407
Opec 3844 4533 - 688 5714 7 855 -2141

Source: MDIC/Secex

1/ Iceland, Liechtenstein, Norway and Switzerland.
2/ Excludes the Middle East.
3/ Includes Puerto Rico.
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Thetrade surpluswith the Laiamember countries expanded 105% in 2004, closing at
US$9.7 billion. For the most part, this positive performance can be attributed to three
factors: i) reversal of thetradedeficit with Mercosul partners, primarily asaresult of the
performanceof tradewith Argentina, which moved fromadeficit of US$111 millionin
2003toasurplusof US$1.8 hillionin 2004; ii) expansionintrade surpluseswith Chile
and Mexico, as a consequence of trade preference and automotive agreements; iii)
growth in the surplus and trade flows with the member countries of the Andean
Community, particularly Venezuel a. Suspension of Brazilianrestrictionsimposed onthe
CCR contributed strongly to this growth, particularly as regards the latter country.

Theimportance of trade with the Laiacountriesisrelated to the dynamics of Brazilian
exports of manufactured goods, which are less sensitive to price changes and have
greater aggregate value. In this sense, sales registered in this product grouping and
channeled to Laiamembersincreased 52.3% in 2004, closing with atotal of US$17.3
billion, while salesto the United States, the second largest importer, expanded 14.2%,
closing with a total of 14.9 hillion. Aside from this, the participation of exports of
manufactured productsin relation to total Brazilian salesto the United States dropped
from17.9%in2003t015.5%in 2004 comparedtoanincreasefrom15.6%t0 18%, inthe
framework of theL aiacountries. Salesto Argentina, thesecondlargestindividual market
of destinationfor Brazilian products, closed at US$7.4billion, anincreaseof 61.7% over
2003, followed by the Laiacountries, by Mexico, US$3.9 billion, 44%; Chile, US$2.5
billion, 35.4%; and V enezuela, US$1.5billion, 142%.

Withrespect toBrazilianimportsfromthelL aiacountries, theseoperationswerestrongly
concentrated in acquisitions of raw materials and intermediate products and fuelsand
lubricants, equivalent to 80.3% of thetotal imported from that economic bloc, inatotal
amount of US$8 billion. After the United States, Argentinawasthe largest individual
supplier of productsto Brazil, withatotal amount of US$5.6 billionand growth of 19.3%
comparedto 2003. Inorder of importance, themajor productsimported from Argentina
were wheat grain and naphtha; auto parts and tractors; ethylene polymers, propylene
and styrene; cargo vehiclesand passenger cars. Among L aiamember countries, thenext
major suppliersof the Brazilian market were Chile, Boliviaand Mexico, with Brazilian
importsof US$1.4hillion, US$713.5millionand US$703.8million, withrespectivegrowth
levelsof 69.3%, 37.3% and 32.1%, compared to the preceding year.

Expanding trade exchanges with the countries of Asiain 2004 registered increases of
24.7%inexports, withUS$14.6 billion, and 37.6%inimports, US$12.3billion, resulting
inal7%reductionintheBraziliantradesurpluswiththosecountries, droppingto US$2.3
billion asagainst US$2.8 billion in 2003. Thiswasthelargest declineregistered in the
year. Therelativeparticipation of thecountriesof that regionclosed at 15.1%inexports
and 19.6% in total Brazilian imports. Chinawas Brazil’s major trading partner in the
region, occupying fourth position between both buyers of Brazilian products and
suppliers of goods imported by Brasil.
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Theresultsof tradewith Eastern Europedemonstratethe successof thetradepromotion
strategy adopted by Brasil with the objective of increasing its trade flows with
nontraditional markets. Brazilian exportsregistered growth of 22.7%, closing at atotal
of US$2.5hillion, whileimportsincreased 55.3%, to atotal anount of US$1.3 hillion.
Brazil’ smajor trading partner in theregion was Russiaaccounting for afull two-thirds
of Brazilianforeign salesand 61% of Brazilianimportsfrom that region of theworld.

Services

In 2004, the service account registered net outlays of US$4.8 billion, US$158 million
bel ow the2003 result. Thiscomparison demonstratesthestability that hascharacterized
the performance of the various items covered by this account.

Since 1947, the heading of international travel hasregistered apositivebalancein only
threeyears, 1989, 2003 and 2004. Since mid-2002, thereversal of thetendency toward
a deficit has been evident in net monthly flows under this account, primarily as a
consequence of its high level of sensitivity to exchange rates and income levels.

Consolidating thetendenciescited above, thisaccount regi stered netinflowsof US$351
millionin 2004, basically asaresult of 30.5% growthinthe spending of foreigntourists
inBrazil withatotal of US$3.2hillion, against US$2.5billionin2003. Brazilian spending
ontourism abroad, inturn, expanded 28.4% in 2004. These movementsresulted in net
revenues of US$602 millioninthetourism account, ascompared to US$430 millionin
2003. With appreciation of thereal and growing internal income, however, thebalance
of thisaccount hasdeclined sharply, moving from US$503 millioninthefirst half of the
year to US$99 million in the second half. Net inflows through credit card operations
ended at US$12million, incontrast to net outflowsof US$11 millioninthepreviousyear.
Other outlaysontourismregistered asurplusof US$417 million, ascomparedto US$308
millionin2003. Inthiscontext, one should highlight growth in revenues, reflecting the
accentuated increase in foreign currency sale operations, a trend attributed at least
partly to sales of dollars held by residents. Business travel, which is less sensitive to
exchangeratefluctuationsand tendstoreflect thelevel of internal and world economic
activity, expanded 19.3% and closed with adeficit of US$160million, asagainst US$134
million,in2003.

The transportation account registered net outflows of US$2.1 hillion, for growth of
30.9% over 2003. Thisresult wasclearly consistent with the behavior of the balance of
tradeandinternational travel. Theperformanceof theexport andimport sectorsresulted
in 23.5% growthin net spending on freightsin 2004. Despitethisgrowth, however, the
deficit under this heading was significantly below that registered up to the start of the
2002, sincetheincreased volumeof tradeinrecent yearshasresultedingrowthinfreight
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Table 5.16 — Services

US$ million
Itemization 2003 2004
1st half 2nd half Year 1st half 2nd half Year
Total -2226 -2 705 -4 931 -1895 -2 877 -4 773
Credit 4987 5460 10 447 5976 6 466 12 442
Debit 7213 8 165 15 378 7871 9344 17 215
Transportation -735 - 855 -1 590 -937 -1144 -2 081
Credit 837 985 1822 1052 1273 2325
Debit 1572 1 840 3412 1989 2417 4 406
Travel 65 153 218 370 -19 351
Credit 1111 1368 2479 1625 1597 3222
Debit 1 046 1215 2261 1255 1616 2871
Insurance -201 -235 -436 - 196 -348 - 544
Credit 56 67 124 70 36 105
Debit 257 302 560 265 384 649
Financial services -197 - 186 -383 - 46 -30 -77
Credit 162 201 363 195 228 423
Debit 358 387 745 241 258 499
Computer and information - 463 -571 -1034 - 590 - 637 -1228
Credit 13 16 29 26 27 53
Debit 475 587 1063 617 665 1281
Royalties and licence fees - 527 - 592 -1120 - 573 -510 -1082
Credit 46 62 108 61 54 114
Debit 574 654 1228 633 563 1197
Operational leasing - 946 -1367 -2 312 - 956 -1210 -2 166
Credit 13 12 25 22 37 59
Debit 959 1378 2337 978 1248 2225
Government services -87 -64 -151 - 56 -124 - 180
Credit 400 477 877 457 512 969
Debit 487 540 1028 513 636 1149
Other 865 1011 1877 1088 1147 2235
Credit 2 349 2272 4621 2468 2703 5171
Debit 1483 1261 2744 1380 1556 2936

revenuesthat was morethan proportional to theincreasein outlaysunder thisheading.
Revenuesand expenditureson maritimefreights, composed al most entirely of shipments
of goods, registered respective growth levels of 34.1% and 28.5%.

International flows of travelersled to growth of 70.4% in net outlays on travel tickets,
movingfromUS$419millionto US$714million. Revenuesdiminished 13.9%to US$167
million, whilespendingincreased 43.7%to US$881 million. Other transportationitems,
including charters, turned in net outlays of US$642 million, for growth of 10.1%
comparedto 2003.
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Table 5.17 — International travel

US$ million
Itemization 2003 2004
1sthalf 2ndhalf  Year 1sthalf 2ndhalf  Year
Tourism 173 257 430 503 99 602
Credit 1090 1328 2418 1590 1565 3155
Debit 917 1072 1989 1087 1466 2553
Duty-free shop 61 84 145 79 91 171
Credit card 33 -43 -11 24 -12 12
Credit 589 648 1237 769 835 1605
Debit 556 692 1248 745 847 1592
Tourism services 1 -15 -13 22 -20 2
Credit 52 71 123 103 104 207
Debit 50 86 136 80 124 204
Other 77 231 308 377 40 417
Credit 388 525 913 638 535 1173
Debit 311 294 605 262 495 756
Business - 69 -65 -134 -75 - 86 - 160
Credit 10 12 22 14 14 28
Debit 79 78 157 89 100 189
Education-related -36 -25 -61 -37 -31 - 68
Credit 2 5 7 3 4 7
Debit 38 30 68 40 35 75
Government employees -3 -15 -18 -22 -2 -25
Credit 6 17 24 14 9 23
Debit 9 32 42 36 11 48
Health-related 0 1 2 1 1 2
Credit 3 5 8 5 5 9
Debit 3 3 6 3 4 7
Total 65 153 218 370 -19 351
Credit 1111 1368 2479 1625 1597 3222
Debit 1046 1215 2261 1255 1616 2871
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Insurance services registered net outflows of US$544 million, compared to US$436
million in 2003. Revenues on insurance operations declined 14.9%, closing 2004 at
US$105million. Atthesametime, spending under thisheading expanded 16%, totaling
US$649miillion.

Net outlayson financial servicesadded up to US$77 million, for areduction of 80%in
relation to the previous year. This result indicated expansion of 16.5% in revenues,
totaling US$423 million, and a33% declineunder spending, US$499 million, reflecting
areduction in commissions paid on loans, which isthe most important heading under
this account.

Net spending on computer and information services added up to US$1.2 hillion,
comparedto US$1 billionin2003. Revenuescameto US$53 millionand spending ended
theperiodat US$1.3billion.

Net payments of royalties and licenses abroad closed at US$1.1 billion in 2004,
approximately the same level as the previous year. Further analysis shows that
remittancesremained stablewhilerevenuesreceivedincreased 5.9%, refl ectingmovement
that is not considered significant.

Net spending on equipment rentals totaled US$2.2 billion, down 6.3% compared to
2003. Thisresult reflected growthinoutlayson offshoreoil drilling platforms, aswell
as 137% expansion under revenues, though thelatter heading wasstill not significant
inoverall value.

Government services registered net outlays of US$180 million in 2004, up 19.3%
compared to the preceding year. Thisgrowth reflected increases of 10.5% and 11.8%,
respectively, in foreign government spending in Brazil and Brazilian government
outlays abroad, both of which closed in the range of US$1 billion.

Other servicesclosedwith net revenuesof US$2.2billion, for growth of 19.1% compared
to the previous year. A breakdown of this heading shows that administrative services
registered net revenues of US$1.3 billion for growth of 6.4% over 2003. Specialized
technical servicesregistered net revenuesthat were45.5%greater thanin 2003with atotal
amount of US$1.1 billion. Personal, cultural and |l eisureservicesgenerated net outlaysof
US$362million, anincreaseof 28%. Thisperformancea somadeasignificant contribution
to the results registered under transmissions of events, earnings on sports competitions
and courses and congresses. The communi cations account closed with net revenues of
US$174millionin2004, asagainst US$84 millioninthepreviousyear. Thisresultreflects
asharpreductioninbothrevenues, 45.9%, movingfromUS$449millionto US$243million,
andinspending, 81%, dropping fromUS$366 millionto US$70million.
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Table 5.18 — Transportation

US$ million
Itemization 2003 2004
1sthalf 2ndhalf  Year 1sthalf 2ndhalf  Year
Total -735 - 855 -1590 -937 -1144 -2 081
Credit 837 985 1822 1052 1273 2325
Debit 1572 1 840 3412 1989 2417 4 406
Sea transportation - 340 -277 -617 - 365 -374 -740
Credit 628 815 1443 860 1076 1936
Debit 969 1091 2060 1225 1450 2675
Passenger -1 -1 -2 -1 -7 -8
Credit 0 0 0 0 0 0
Debit 1 1 2 1 7 8
Freight - 278 -287 - 565 -301 -394 - 696
Credit 248 305 553 341 401 742
Debit 526 593 1119 642 795 1438
Others - 62 12 -50 -63 27 -36
Credit 380 509 889 519 675 1194
Debit 442 497 939 582 648 1230
Air transportation - 399 -575 -974 -574 -773 -1347
Credit 176 142 318 153 152 304
Debit 575 716 1292 727 925 1652
Passenger - 144 -275 -418 -290 -418 -708
Credit 108 84 193 81 84 165
Debit 252 359 611 371 502 873
Freight 2 -9 -8 -2 -18 -20
Credit 38 24 61 34 43 77
Debit 36 33 69 36 61 97
Others - 257 -291 - 548 -283 - 337 - 620
Credit 30 34 64 38 25 62
Debit 287 324 612 320 362 682
Other transportation“ 4 -3 1 3 3 6
Credit 32 29 61 40 45 85
Debit 28 32 60 37 42 79
Passenger 0 1 1 1 1 2
Credit 0 1 1 1 1 2
Debit 0 0 0 0 0 0
Freight -4 -11 -15 -6 -4 -10
Credit 24 20 44 31 38 69
Debit 28 31 59 37 42 78
Others 8 7 15 8 7 14
Credit 8 8 16 8 7 15
Debit 0 1 1 0 0 1

1/ Includes road transportation.
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Table 5.19 — Other services

US$ million
Itemization 2003 2004
Isthalf 2ndhalf  Year 1sthalf 2ndhalf  Year
Total 865 1013 1877 1089 1146 2235
Credit 2 348 2273 4621 2 469 2702 5171
Debit 1483 1261 2744 1380 1 556 2936
Communication 76 8 84 103 71 174
Credit 427 22 449 117 127 243
Debit 351 15 366 14 56 70
Construction 7 3 10 1 1 2
Credit 7 3 10 1 1 3
Debit 0 0 0 0 1 1
Merchanting and trade-related -14 -77 -92 -59 -176 -235
Credit 211 178 389 206 172 379
Debit 225 256 480 265 348 613
Personal, cultural and recreational -150 - 133 -283 - 166 -196 - 362
Credit 23 31 54 22 25 47
Debit 172 164 337 188 221 409
Misc. business, prof.and technical 946 1212 2 158 1210 1446 2 656
Credit 1681 2038 3720 2123 2377 4 500
Business admin. services 734 788 1522 840 785 1625
Technical services 817 1073 1890 1090 1378 2469
Other 64 0 64 0 0 0
Debit 736 826 1562 913 931 1844
Business admin. services 107 163 270 136 157 293
Technical services 554 588 1142 697 683 1380
Other 74 75 149 80 91 171
Income

Composed primarily of interest and profits and dividends, the income account deficit
increased 10.6% in 2004, moving from US$18.6 billionin 2003 to US$20.5 billion. In
aggregate terms, the interest account showed net remittances of US$13.4 hillion,
reflectingannual growth of 2.6%, withfalloffsinrevenuesand expenditures. Oneshould
stressthat, in 2004, theexternal debt diminished, whileexternal interest ratesincreased.
Net remittancesof profitsand dividends, inturn, moved from US$5.6 billionin 2003 to

US$7.3hillion.

Flowsof wagesand earningswerelesssignificant and resulted in net inflowsof US$181
million, US$72 million morethanin 2003, principally asaconsequenceof a31.7%rise
inincome paid toworkerslivinginthe country to alevel of US$354 million. Payments
tononresidentstotaled US$173 million, up 8%in 2004.
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Just asoccurred in the previousyear, net remittances of income abroad wereimpacted
in 2004 by net remittances of income on portfolio investments and, to alesser extent,
by remittances of income on direct investments. A breakdown of these operations
showsthat net remittancesof incomeon portfolioinvestmentstotaled US$10.4 billion,
reflecting a19.4% increase compared to 2003. For the most part, thisresult wasdueto

Table 5.20 — Income

US$ million
Itemization 2003 2004
1st half 2nd half Year 1sthalf 2nd half Year

Total -8801 -9751 -18552 -10367 -10153 -20520
Credit 1574 1765 3339 1539 1660 3199
Debit 10375 11516 21891 11906 11813 23719

Compensation of employees 48 60 109 103 78 181
Credit 125 144 269 188 165 354
Debit 76 84 160 85 87 173

Investment income -8850 -9811 -18661 -10470 -10231 -20701
Credit 1449 1621 3070 1351 1494 2845
Debit 10299 11432 21731 11821 11725 23546

Direct investment income -1993 -3105 -5098 -2522 -3277 -5799
Credit 297 589 886 529 532 1061
Debit 2290 3694 5984 3051 3808 6 860
Profits and dividends -1600 -2476 -4076 -2053 -2885 -4937
Credit 234 525 760 476 440 916
Debit 1834 3002 4 836 2528 3324 5853
Interests on intercompany loans - 393 -628 -1022 - 469 - 392 - 861
Credit 62 64 126 54 92 145
Debit 456 693 1148 523 484 1007
Portfolio investment income -4344 4399 -8743 5713 -4727 -10439
Credit 835 488 1323 346 387 733
Debit 5179 4887 10066 6 059 5114 11173
Income on equity (dividends) - 929 -635 -1564 -1 556 -845 -2400
Credit 1 2 3 2 2 4
Debit 930 637 1568 1558 847 2404
Income on debt securities (interests) -3415 -3764 -7179 -4157 -3882 -8039
Credit 834 486 1320 344 385 729
Debit 4249 4250 8 499 4501 4 267 8 768
Other investments income”! -2513 -2307 -4820 2236 -2227 -4463
Credit 317 544 861 475 576 1051
Debit 2830 2851 5681 2711 2803 5514

Memo:

Interest -6321 -6699 -13020 -6862 -6501 -13 364
Credit 1213 1094 2 307 873 1053 1925
Debit 7534 7793 15328 7735 7554 15289

Profits and dividends -2529 -3111 -5640 -3608 -3729 -7338
Credit 235 527 763 478 442 920
Debit 2764 3639 6 403 4 086 4171 8257

1/ Includes interests on loans, trade credits, deposits and other assets and liabilities.
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53.4% growth in net remittances of profits and dividends on resources channeled into
investment portfolios, totaling US$8hillion, for anincreaseof 12%. Interest paymentson
bonds cameto US$5.4 hillion whileinterest on notesremained at the samelevel asinthe
preceding year, US$3.6 billion, indicating adownturnin operationsunder thismodality.

Net remittancesof incomeondirectinvestmentsadded upto US$5.8hillion, anincrease
of 13.8% over 2003. Inthiscase, net spending on profitsand dividendsreached US$4.9
billion, for growth of 21.1%, whichisclearly compatiblewiththestock of foreigndirect
investments and the maturation period of those investments. Remittances involving
interest on intercompany loansdropped 15.7%, closing at US$861 million.

Income on other investments, which includes interest on suppliers credits, loans,
depositsand other assets and liabilitiesregistered net remittances of US$4.5 hillion, a
reductionof 7.4%in2004. Just asinthepreviousyear, revenuesincreased 22%to US$1.1
billion, whilespending dropped 2.9%to US$5.5 billion.

Current unrequited transfers

Current unrequited transfersregistered net inflowsof US$3.3billionin 2004 reflecting
growth of 14% compared to 2003. The major component of this account is support of
residentsinBrazil. For themost part, thesefundsare sent by personswho havemigrated
to other countries with the intention of remaining there for more than one year and,
consequently, are considered to be residents of those countries.

Inrecentyears, inflowsof remittancesfrom Braziliansresident abroad withtheobjective
of supporting residents in the country have increased steadily. In nominal annual
values, the net revenues regi stered under thisaccount more than doubled from 2000 to
2004, totaling US$2.3hillion. Intermsof thesourcesof financing the Brazilian balance
of payments, these flows targeted at supporting persons resident in the country have
not shown the same volatility registered in the financing account. Consequently,
though theseinflows are relatively modest in terms of amounts, they have been avery
stable source of exchange.

Compared to other sources of balance of payments financing, the ratio of resident
supportinflows/exportsmoved from2%in 2000to0 2.5%in2004. Asidefromthis, using
the same basis of comparison, even more accentuated differences are found to exist
when one compares inflows for purposes of supporting residents in the country with
both disbursements on bonds, notes and commercia papers, and inflows of foreign
directinvestments. Morespecifically, theseratiosshifted from 16.5%t046.5%and from
2.8%109.5%, respectively.
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Table 5.21 — Current unrequited transfers

US$ million
Itemization 2003 2004
1sthalf 2nd half Year 1sthalf 2nd half Year
Total 1227 1639 2 867 1602 1667 3268
Credit 1 365 1767 3132 1738 1844 3582
Debit 138 127 265 137 177 314
General government transfers -14 -7 -21 -11 -21 -32
Credit 20 27 48 26 28 54
Debit 34 34 68 38 49 86
Other sectors transfers 1241 1646 2887 1613 1688 3300
Credit 1345 1739 3084 1712 1817 3529
Debit 104 93 197 99 129 228
Workers' remittances 857 1026 1882 1151 1141 2292
Credit 923 1095 2018 1225 1234 2 459
United States 511 598 1109 886 711 1597
Japan 254 291 545 107 310 417
Remaining countries 158 206 364 232 213 445
Debit 67 69 136 73 94 167
Other transfers 385 621 1005 461 547 1008
Credit 422 645 1 066 488 582 1070
Debit 37 24 61 26 35 61

In 2004, gross remittances to the country for purposes of supporting residents totaled
US$2.5hillionfor growth of 21.8% comparedtothepreviousyear. Thoughinflowscame
from151 countries, therewasahigh degreeof concentrationinjust six, which accounted
for 92.1% of grossrevenues. Here, the United Statesaccounted for 64.9% and Japanfor
17%. Thedistribution of countriesof origin reflected both the economicimportance of
the remitting country and the destinations of Brazilian emigration.

Financial account

Rebuildingof Brazilianinternational reservesin 2004 benefited fromimproved perception
of the external vulnerability of the economy. Continued application of solid fiscal and
monetary policiesplayedanimportant rolein consolidatingtheconfidenceof international
investors. At the same time, the strong adjustment in balance of payments current
accounts made it possible to manage the process of financing the capital and financial
accounts with relative ease.

Comparedtothe2003result, netinflowsof external resourcesdiminishedin2004. Atthe

sametime, interbank financing linesdid not recover during thecourseof theyear, closing
2004 at US$12.6billion comparedto US$13.6 hillion at theend of 2003.
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Rolling of the medium and long-term private sector external debt, which reflects new
disbursementscomparedto amortizations, wasonly partial and below theaveragelevel
of 2003. despite sharp improvement in external evaluations of Brazil risk. Inflows of
external resourcesremained well bel ow theamountsregistered uptothefirst quarter of
2002. Thepercentageof rolling private sector bondsand mediumandlong-term external
loanscameto 65%, with 49%referring to bonds, notesand commercial papers, and 127%
to direct loan operations.

Table 5.22 — Balance of current transactions and

external financing requirements“

US$ million
Period Balance of current Foreign direct External financing
transactions investments requirements
Value % GDP Value % GDP Value % GDP
Monthly Last12 Last12 Monthly Last12 Last12 Monthly Last 12 Last 12
months  months months ~ months months months
1999 Dec -2999 -25335 -4.72 2353 28578 5.33 646 -3244 -0.60
2000 Dec -2939 -24225 -4.02 2305 32779 5.44 634 -8 555 -1.42
2001 Dec -1787 -23215 -455 3659 22457 4.41 -1872 757 0.15
2002 Dec -84 -7637 -1.66 1503 16 590 3.61 -1419 -8 954 -1.95
2003 Jan 173 -6289 -1.36 905 16 020 3.45 -1 078 -9730 -2.10
Feb -194 -5412  -1.16 788 15952 3.41 -595 -10540 -2.25
Mar 183 -4227 -0.90 284 13849 2.94 - 467 -9 622 -2.04
Apr -939 -3212 -0.68 796 12681 2.67 143 -9 469 -1.99
May 887 -425 -0.09 541 11794 2.46 -1428 -11 369 -2.37
Jun 487 1354 0.28 186 10 450 2.16 -673 -11804 -2.44
Jul 755 2652 0.55 1247 10 766 2.21 -2002 -13419 -2.76
Aug 1225 3568 0.73 980 10 864 2.22 -2205 -14433 -2.95
Sep 1 336 3673 0.74 739 10367 2.10 -2075 -14040 -2.84
Oct 64 3761 0.75 314 9438 1.89 -378 -13198 -2.65
Nov - 142 3751 0.75 1954 10 237 2.04 -1811 -13988 -2.79
Dec 343 4177 0.82 1409 10144 2.00 -1752 -14321 -2.83
2004 Jan 680 4 684 0.91 993 10231 1.99 -1672 -14915 -2.91
Feb 202 5080 0.98 1024 10 467 2.02 -1226 -15546 -2.99
Mar 748 5645 1.07 703 10 886 2.06 -1451 -16 530 -3.13
Apr - 764 5819 1.09 381 10470 1.95 384 -16 289 -3.04
May 1478 6411 1.18 207 10 136 1.86 -1685 -16 547 -3.04
Jun 2010 7934 1.44 738 10688 1.93 -2748 -18622 -3.37
Jul 1817 8 996 1.60 1600 11041 1.97 -3417 -20038 -3.57
Aug 1741 9512 1.67 6089 16151 2.83 -7830 -25663 -4.50
Sep 1744 9921 1.71 646 16 058 2.78 -2390 -25979 -4.49
Oct 1030 10887 1.86 1316 17 059 291 -2346 -27 946 -4.77
Nov -229 10801 1.82 1319 16425 2.76 -1091 -27 225 -4.58
Dec 1211 11669 1.94 3150 18166 3.02 -4 361 -29835 -4.96

1/ External financing requirements = current account deficit - net foreign direct investments (includes intercompany loans).
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Contrary towhat occurred in 2002 when Brazil had to copewith asharp cutback inthe
supply of external loans, therelatively low rollover ratein 2004 resulted from entirely
different causesthat had nothing to do with any lack of credit oninternational markets.
Furthermore, Brazilian securitieswereingreat demand asisevidentinananalysisof the
riseinthe pricesof these papersoninternational marketsand the consequent reduction

Table 5.23 — Rollover rateV

US$ million
Itemization 2003 2004
1st half 2nd half Year 1st half 2nd half Year

Total (a/b) 110% 118% 115% 81% 54% 65%
Credit (a) 3442 5437 8879 4669 4402 9071

Debit ? 3487 5487 8974 6119 8990 15109

Paid (b) 3126 4593 7719 5766 8097 13863

FDI conversions 361 894 1255 353 894 1246

Bonds, notes and commercial papers (a/b) 188% 117% 138% 64% 38% 49%
Credit (a) 2496 3495 5991 2834 2451 5285

Debit ? 1669 3841 5510 4727 7344 12071

Paid (b) 1327 2999 4326 4420 6468 10889

FDI conversions 342 842 1184 307 876 1183

Direct loans (a/b) 53% 122% 85% 136% 120% 127%
Credit (a) 946 1942 2888 1835 1951 3786

Debit ? 1817 1647 3464 1392 1646 3038

Paid (b) 1799 1594 3393 1346 1628 2974

FDI conversions 19 53 71 46 17 64

1/ Private sector, loans of long-term
2/ Excludes conversion in direct investiment.

Graph 5.13
Rollover rate”
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1/ Private sector, loans of long term. Excludes conversion in direct investiment.

inrisk premiums.

A reduction in the average rate of renewals of external maturities was a consequence
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of anticipated contacting of creditsin 2003 and early 2004, aswell aslesser demand for
external creditsonthe part of Brazilian compani es since many had managed to become
sufficiently capitalized. This reduction can also be explained by the fact that many
companies chose not to renew their external liabilities, at |east not entirely, because of
thehigh cost of exchangehedge. Thisfact had theimpact of making it moreadvantageous
to resort to the internal market including through debenture issues. At the sametime,
companiesfoundthat they could obtainlesser spreadsby contracting external operations
through their subsidiaries abroad. In this case, these amounts are not registered in the
bal ance of payments since the operations were contracted by nonresident companies.

Thevoluntary decision not to roll over ashare of liabilities has positive and important
implications. Ontheonehand, thereisareductioninthevalueof theexternal debt, which
aids in attenuating external vulnerability indicators, while improving the solvency
perceptions of external agents. An additional implication is the impact of the rate of
rolling on therate of exchange, sinceit tendsto maintain therate at arelatively stable
level by historical standards. It should be noted that thereal effectiverate of exchange
began to appreciate more sharply as of September 2004, more as a consequence of the
international tendency toward depreciation of the dollar than as aresult of any purely
internal factors. It was only toward the end of the year that thisitem began reflecting
inflows of capital to the country.

The result of foreign direct investments in Brazil should be viewed in the context of
recovery intheflow of international investmentsin general in 2004, aperiod in which
such investments cameto aglobal volume of US$612 hillion, thus ending the cycle of
downward movement that had begunin2001. Inthat year, global flowsof foreigndirect
investmentscameto US$818 billion asagainst US$1.4 trillionin 2000.

AccordingtoUnctad, thebehavior of global foreigndirectinvestment in 2004 refl ected
48% growth in flowsto the devel oping countriesand central and Eastern Europe. This
result more than offset the downturn in resources targeted to the devel oped countries
for the fourth consecutive year. The distribution of global foreign direct investments
remained extremely unequal and concentrated in just a few countries of destination.
While these investments expanded 6% compared to the previous year, flowsto Latin
American and Caribbean nationsincreased for thefirst timein five years, registering
37%, movingto US$69hillion.

DirectinvestmentsinBrazil weresubstantial withatotal of US$18.2billion. Thenet flow
of capital participationinthecountry increased US$9.3billionmovingto US$18.6 billion,
afiguresharply higher thaninthepreviousyear, US$9.3billion, dueprimarily tostrong
recovery inthefinal six monthsof theyear. Of thistotal, US$4.6 billion resulted from
foreign debt/equity conversions, with important alterations in the profile of foreign
liabilities. A breakdown of these conversions showsthat US$1.8 billion originated in
amortizationsof intercompany |oans, already includedintotal foreigndirectinvestments.
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Consequently, the net contribution of conversions to investments closed at US$2.7
billion. Intercompany loansturnedin net outflows of US$405 million, compared to net
disbursementsof US$823 millionin 2003. Asfar asprivatizationsare concerned, there

were no operationsin 2004.
Table 5.24 — Foreign direct investments

US$ million
Itemization 2003 2004
1st half 2nd half Year 1sthalf 2nd half Year
Total 3500 6643 10144 4045 14120 18166
Credit 7802 11436 19238 7317 18441 25758
Debit 4 302 4793 9094 3271 4321 7592
Equity capital 3315 6006 9320 4560 14010 18570
Credit 5020 8067 13087 5333 15209 20542
Currency 3102 4743 7846 3742 12230 15972
Autonomous 3102 4743 7846 3742 12230 15972
Privatization 0 0 0 0 0 0
Conversions 1905 3308 5213 1580 2976 4557
Autonomous 1905 3308 5213 1580 2976 4557
Privatization 0 0 0 0 0 0
Merchandise 13 16 29 10 3 13
Debit 1706 2062 3767 772 1199 1971
Intercompany loans 186 637 823 - 515 110 -405
Credit 2782 3368 6150 1984 3232 5216
Debit 2 596 2731 5327 2499 3122 5621
Of which conversions 1104 1325 2429 847 982 1829
Memo:

Net conversions contribuion fo FDI 801 1983 2784 733 1994 2727
Total disbursements through conversions 1905 3308 5213 1580 2976 4557
Amortization of intercompany loans conversions 1104 1325 2429 847 982 1829

In the second half of theyear, the merger of Interbrew of Belgium and the Companhia
deBebidasdasAmeéricas(Ambev) wasconcluded, with I nterbrew cominginto possession
of Ambev voting capital. On the other hand, the former controllers of Ambev acquired
stock participationinInterbrew and becamepart of thegroup of major stockholders. This
exchange of assetsresulted in foreign investmentsworth US$4.9 billion by Interbrew
and Brazilianinvestmentsabroad by Ambev inthesameamount. Itisimportanttoclarify
that, though this operation did not involve any movement of exchange, it did generate
economic consequencesthat went beyond itsimpact onthestock of foreigninvestments
in the country and Brazilian investments abroad.

TheNetherlandsregainedits2002 position asthelargestinvestor inBrazil, withforeign
direct investments totaling US$7.7 billion in 2004, almost six times more than in the
previous year. Resources originating in the Netherlands accounted for 38% of total
inflowsintheyear, primarily asaconseguenceof thelnterbrew/Ambev merger. Though
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Interbrew is a Belgian company, the capital involved originated in the Netherlands
throughthecompany’ sinternational subsidiary located there. Other significant volumes
of investments originated in the United States, US$4 billion, 19.8% of the total; the
Cayman Islands, US$1.5 hillion; and Spain US$1.1 billion. In 2004, other countries
remitted amountsof lessthan US$1billiontoBrasil onanindividual basis. Onecasethat
isemblematic of thedeclineintheseflowsisthat of Japan, atraditional sourceof foreign
investments in Brazil. From 2003 to 2004, Japan dropped from fourth position to

Table 5.25 — Foreign direct investments inflows — Equity capitalll

Distribution by country

US$ million
Itemization 2003 2004
Isthalf 2ndhalf  Year 1sthalf 2ndhalf  Year
Total 4934 7968 12903 5194 15071 20265
Netherlands 619 825 1444 605 7 100 7 705
United States 1003 1380 2383 1329 2 689 4017
Cayman Islands 439 1470 1909 464 1017 1482
Spain 326 384 710 221 834 1054
Germany 257 249 506 603 192 795
Luxembourg 76 162 238 43 705 747
Canada 37 80 117 269 323 592
Portugal 86 116 202 252 319 571
France 461 364 825 176 311 486
Italy 217 173 390 194 235 429
Switzerland 100 236 336 86 278 364
United Kingdom 46 207 253 49 225 275
British Virgin Islands 120 430 550 118 127 245
Japan 231 1137 1368 131 112 243
Bermudas 604 26 630 160 51 211
Uruguay 52 102 154 81 80 161
Panama 52 95 147 109 42 151
Bahamas 15 21 36 50 48 98
Austria 7 4 11 89 7 96
Sweden 4 39 43 4 87 90
Mexico 2 43 45 43 18 61
Denmark 14 17 31 12 27 39
Norway 25 30 55 10 17 27
Netherlands Antilles 0 53 53 0 23 23
Belgium 7 11 18 2 6 8
Singapore 3 88 91 1 0 1
Other countries 133 226 359 94 199 293

1/ Does not include investments in goods, real-estate and national currency.

fourteenth position, with just US$243 million in the year under analysis.

148 Boletim do Banco Central do Brasil — Annual Report 2004



Table 5.26 — Foreign direct investments inflows — Equity capitalll

Distribution by sector

US$ million
Itemization 2003 2004
1st half 2nd hall Year  1sthalf2nd hall Year

Total 4934 7968 12902 5194 15071 20265
Crop, livestock and mineral extraction 304 1180 1484 366 705 1071
Metallic mineral extraction 7 911 918 182 325 507
Petroleum extraction and related services 176 191 367 90 195 285
Crop, livestock and related services 108 62 170 67 100 166
Others 13 16 29 26 86 112
Industry 1846 2509 4355 1851 8848 10699
Foodstuff and beverages 102 307 409 76 5270 5346
Chemical products 460 265 726 180 1183 1363
Manufacturing and assembly of automotive engines2 326 640 966 603 247 850
Basic metallurgy” 333 18 351 145 672 817
Other transportation equipments 21 6 27 211 253 465
Machinery and equipments 109 148 256 76 237 313
Eletronic devices and communicat. equipments 90 238 328 45 221 266
Eletrical machines, devices and apparatuses 138 51 189 162 81 243
Nonmetallic mineral products 34 15 49 33 186 219
Pulp, paper and paper products 26 321 348 70 107 177
Plastic and rubber products a4 161 205 30 104 134
Edition, printing and recording 22 123 145 46 85 131
Metal products 61 46 107 57 33 90
Wood products 13 18 31 18 43 61
Textile products 13 21 34 39 19 58
Office machines and computing equipments 3 5 8 10 1 11
Other industries 50 127 177 49 105 154
Services 2784 4279 7063 2977 5518 8495
Mail and telecommunications 919 1890 2810 903 2067 2970
Commerce 362 623 985 556 696 1252
Eletricity, gas and hot water 394 257 651 568 623 1191
Financial intermediation 370 229 599 150 790 940
Services rendered to corporations 313 562 875 401 471 872
Construction? 31 147 177 31 293 324
Transportation 52 138 189 67 185 252
Real-estate 53 135 188 70 75 145
Insurance and pension funds 80 48 128 60 66 126
Computing and related activities® 73 86 159 59 20 80
Lodging and food 102 70 172 38 36 74
Water services 1 49 50 1 2 3
Other services 34 45 79 72 193 265

1/ Does not include investments in goods, real-estate and national currency.

2/ Includes the industry of spare parts for the automotive sector.

3/ Includes siderurgy.

4/ Includes infrastructure works related to the energy and telecommunications sectors.

5/ Includes internet.
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Table 5.27 — Portfolio investments — Liabilities

US$ million

Itemization 2003 2004
1st half  2nd half Year 1st half  2nd half Year
Total 3995 1134 5129 -3157 - 839 -3 996
Credit 11770 15 577 27 347 13 925 16 689 30614
Debit 7775 14 443 22218 17 082 17 528 34610
Equities 639 2334 2973 814 1267 2081
Credit 4021 6 531 10552 7740 8 630 16 370
Debit 3382 4197 7579 6 926 7 363 14 289
Issued in the country 403 1691 2094 539 696 1236
Credit 3681 5794 9475 7228 7 569 14 797
Debit 3278 4103 7 381 6 689 6 872 13562
Issued abroad (Annex V - ADR) 236 643 878 275 570 845
Credit 340 737 1076 512 1061 1572
Debit 104 94 198 237 491 727
Debt securities 3357 -1 201 2 156 -3971 -2 105 -6 076
Credit 7749 9 046 16 795 6 185 8 060 14 245
Debit 4 393 10 246 14 639 10 157 10 165 20321
Issued in the country 57 215 272 72 30 101
Medium and long term 34 129 163 43 -5 38
Credit 278 439 717 548 573 1121
Debit 244 310 555 505 578 1083
Short term 23 87 109 29 34 63
Credit 186 293 479 366 382 748
Debit 163 207 370 337 348 685
Issued abroad 3300 -1 416 1884 -4 043 -2 135 -6178
Bonds 1 406 914 2319 -1745 1 306 - 440
Private 605 637 1242 -50 - 625 - 675
Disbursements 625 637 1262 100 100 200
Amortizations 20 0 20 150 725 875
Public 801 276 1077 -1695 1931 235
Disbursements 2 250 3575 5825 2 250 3478 5728
New issues 2 250 2377 4627 2 250 3478 5728
Bond swaps 0 1198 1198 0 0 0
Amortizations 1449 3299 4748 3945 1547 5493
Paid 1449 2 100 3550 3945 1547 5493
Bond swaps 0 1198 1198 0 0 0
Face value 0 1289 1289 0 0 0
Discounts 0 90 90 0 0 0
Notes and commercial papers 222 - 983 -761 -1843 -4 268 -6 111
Disbursements 1871 2 857 4729 2734 2 351 5085
Amortizations 1649 3841 5490 4577 6 619 11196
Money market instruments 1672 -1 346 326 - 455 828 373
Disbursements 2539 1244 3783 187 1175 1363
Amortizations 867 2 590 3457 642 347 990
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On a sector-by-sector basis, direct foreign investments showed growth of 146% in
industry, movingfromUS$4.4 billionto US$10.7 billion. Thisincreasewasconcentrated
in the food and beverage industries, mainly involving the US$4.9 hillion operation
resulting from the Interbrew/Ambev merger; chemical products, 87.8%; and basic
metallurgy, 133%. Investments channeled to the service sector increased 20.3% and
were concentrated in postal and tel ecommunications services, commerce, electricity,
gas and water and financial intermediation. In the opposite direction, investmentsin
automotivevehi clemanufacturing and assembly declined 12%, together with acutback
fromUS$918millionin2003to US$507 millioninforeigndirectinvestmentstargetedto
themetallic mineral mining sector.

Net foreign portfolioinvestmentsregistered amortizations of US$4 billion, compared to
inflowsof US$5.1hillioninthepreviousyear. Thisperformancewasdueprimarily tothe
resultsachievedinplacementsandrolling of long-termfixedincomesecuritiesnegotiated
abroad, shiftingfrominflowsof US$1.9billionin 2003 toamortizationsof US$6.2 hillion
in2004. Thisbehavior reflected growthinnet amorti zationsof notesand commercial papers
to US$6.1 hillion, reflecting the maturity of operations carried out in 1996 with tax
incentives. Grossamortizations added up to US$11.2 billion and disbursements cameto
US$5.1hillion. Outflowsthroughbondsclosed at US$440million, withUS$675millionby
theprivatesector, whilethepublic sector registered net di sbursementsof US$235million.

Pricesof emerging market stocksdropped sharply inthesecond quarter of 2004, asaresult
of financial market difficultiesand aperiod of temporary liquidationsonthestock markets
of the developed countries. In that period, the flow of international stock market
investments to the emerging countries dropped sharply. With the recovery that marked
thesecond half of theyear, stock pricesinthesecountriesmoved generally upward, hitting
their highest level in November 2004. Stock i ssuesremained strong throughout theyear.

Despitetheseresults, foreign stock investmentsregistered netinflowsof US$2.1 billion
in 2004, 30% below the total in the previous year, which had been marked by strong
recovery. Despitethe reduction inthe bal ance, the volume of trading was much higher
thanin2003, withrevenuesof US$16.4 billion, against 10.6 billionin 2003, whilespending
cametoUS$14.3billion, against US$7.6 billion, using thesamebasisof comparison. The
bal ance of stockstraded inthe country accounted for 59.4% of the net inflow of foreign
investmentsinstocks, with operationsdistributed over thecourseof theyear. Placements
of American Deposit Receipts (ADR) in significantly lesser volumes registered net
inflowsof US$845million, reflecting stability inrelationto 2003.

Short-term papersregistered netinflowsof US$373million, comparedto US$326 million
in2003.

Other foreign investments registered net outflows of US$9.8 billion. Suppliers trade
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credits closed with disbursements of US$873 million, compared to amortizations of
US$34 million in 2003. In this account, long-term credits registered net remittances of
USS$1.4 billion. Short-term credits generated net inflows of the US$2.3 billion, against
US$926 millionin2003. Other loansposted net amorti zationsof US$11.3hillion. Therewere
no | MF disbursementsin the period, while amortizations cameto US$4.4 billion. Other
long-termloansended with net amortizationsof US$4.8billion concentrated under buyers
loans. These operations were directly related to trade in goods with total payments of
US$2.2 hillion, compared to US$2.1 hillion in 2003. Parallel to these operations, net
amortizations came to US$1.5 billion in loans from organizations, compared to US$1.2
billioninthepreviousyear coupledwithamortizationsof US$1.8billionwithagenciesand
net disbursements of US$748 million in direct loans. Short-term loans showed net

Table 5.28 — Other foreign investments

US$ million

Itemization 2003 2004
1° sem 2° sem Ano 1° sem 2° sem Ano
Total 3770 -4 725 - 955 -3051 -6767 -9818
Trade credit - 549 515 -34 2660 -1786 873
Long term -379 - 580 - 959 - 659 -727 -1 387
Credit 537 471 1007 501 468 969
Debit 916 1051 1967 1160 1196 2 356
Short term (net) -170 1096 926 3319 -1059 2260
Loans 4225 5774 -1549 -5730 -5600 -11330
Monetary authority 8157 -3513 4 645 2766 -1728 -4 494
Exceptional financing 8220 -3450 4769 2701 -1662 -4 363
Loans from the IMF 8220 -3 450 4769 2701 -1662 -4 363
Credit 13411 4185 17 596 0 0 0
Debit 5191 7635 12 826 2701 1662 4363
Other long term -62 - 62 -125 - 66 - 66 -132
Credit 0 0 0 0 0 0
Debit 62 62 125 66 66 132
Remaining sectors -3933 -2 261 -6 194 -2963 -3873 -6 836
Long term -2944 -1 807 -4 751 -2500 -2266 -4 765
Credit 4701 5380 10 081 4498 3946 8444
Multilateral1/ 1374 1392 2766 1117 1273 2390
Agencies 1142 589 1731 655 130 785
Buyers credit 1239 1457 2696 891 593 1484
Direct loans 946 1942 2888 1835 1951 3786
Debit 7644 7187 14 831 6 998 6212 13210
Multilateral1/ 1799 2180 3979 1876 1968 3844
Agencies 1147 1439 2585 1363 1234 2597
Buyers credit 2881 1922 4803 2 366 1364 3731
Direct loans 1817 1647 3464 1392 1646 3038
Short term - 989 - 454 -1443 -463  -1607 -2 070
Currency and deposits 93 532 625 19 619 637
Outher liabilities 1 2 3 1 0 1
Long term (net) 1 2 3 1 0 1
Short term (net) 0 0 0 0 0 0

1/ Includes IFC.
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remittancesof US$2.1 billion, asagainst US$1.4 hillioninthepreviousyear. Netinflows
of resources from nonresidents maintained in the country in the form of deposits and
currency added upto US$637 million, comparedto US$625millionin2003.

Net outflowsof Braziliandirectinvestmentsabroad cameto US$9.5billionin2004. Loans
from Brazilian companiesto associated companies abroad counted for net outflows of
US$2.8hillion, asagainst US$187 millionin2003. Analysisof total remittancesshows
that US$6.6 billion referred to increases in stock holdings. Among these, the major

Table 5.29 — Brazilian direct investments abroad

US$ million
Itemization 2003 2004
1sthalf 2ndhalf  Year Isthalf 2ndhalf  Year

Total - 656 407 - 249 -820 -8 651 -9471
Credit 465 1272 1737 474 813 1287
Debit 1122 865 1986 1294 9463 10757
Equity capital -675 613 - 62 -776 -5 865 -6 640
Credit 437 1208 1645 459 697 1156
Debit 1112 594 1707 1235 6 561 7 796
Intercompany loans 19 - 206 -187 -45 -2 786 -2 831
Credit 28 64 93 15 116 131
Debit 9 270 280 59 2902 2961

Table 5.30 — Brazilian portfolio investments abroad

US$ million
Itemization 2003 2004
1sthalf 2ndhalf  Year 1sthalf 2ndhalf  Year
Total -94 273 179 -544 -211 - 755
Credit 615 1189 1 805 1050 1717 2767
Debit 710 916 1626 1593 1928 3522
Equity investment - 167 -91 - 258 -25 - 96 -121
Credit 35 31 66 25 10 36
Debit 202 122 324 51 106 157
Brazilian Depositary Receipts (BDR) -8 -2 -10 0 -1 0
Credit 1 1 2 0 1 1
Debit 9 3 12 0 1 1
Other equities - 160 -88 - 248 -25 - 96 -121
Credit 34 30 64 25 10 35
Debit 193 119 312 51 105 156
Debt securities 73 363 437 -518 - 115 -633
Credit 580 1158 1738 1024 1707 2731
Collateral 0 359 359 0 0 0
Other 580 799 1379 1024 1707 2731
Debit 507 794 1302 1543 1822 3365
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operation was the exchange of assetsin the Ambev/Interbrew merger. Thisoperation
corresponded to direct foreign investment of US$4.9 hillion in the form of stock
participation. Sincetheformer controllersof Ambev acquired participationin Interbrew,
theoperationwasmarked by Brazilianinvestment abroadinthesameamount. Thisvalue
was registered as an inflow and an outflow in the flow of foreign direct investment in
the balance of payments.

Brazilian portfolio investments abroad total ed net outflows of US$755 millionin 2004,
comparedtonet disbursementsof US$179millioninthepreviousyear, withnet remittances
of US$121 millioninstock investments. Fixedincome paperscl osed with net outflowsof
US$633 million, comparedto net returnsof US$437 millioninthepreviousyear.

Other Brazilian investments abroad registered net outflows of US$1.5 billion, against
US$9.5 hillion in 2003. These results were primarily due to investments in the form of
currency and depositsin 2004, withnetinflowsof US$148million, comparedtonet outflows
of US$8.6 hillioninthe previousyear. Thisfiguredemonstratesthe reduction of US$2.2
billionin external assetsheld by banksabroad, asthe counterpart of the capital flow, and
remittanceof US$2.1hillionby thenonfinancial sector. Thenet balanceof long-termloans
abroad showed amortizationsof US$1.7 billion, asagai nst US$665 millionintheprevious
year. Other assetstotal ed netinflowsof US$72million, with outflowsof US$38millionin

Table 5.31 — Other brazilian investments abroad

US$ million

Itemization 2003 2004
1st half 2nd half Year 1st half 2nd half Year
Total -1527  -7956 -9483 1440 2902 -1462
Loans -20 - 522 -541 -533 -1150 -1 682
Long term - 96 - 570 - 665 -561 -1131 -1 692
Credit 1089 872 1962 935 1123 2058
Debit 1185 1442 2627 1496 2254 3750
Short term (net) 76 48 124 28 -19 9
Currency and deposits -1344 -7 235 -8 579 2010 -1863 148
Banks - 533 -6 476 -7 009 3100 - 887 2213
Remaining domestic sectors -811 - 759 -1570 -1 090 -975 -2 065
Other - 811 - 759 -1570 -1 090 - 975 -2 065
Other assets - 164 -198 - 363 -38 110 72
Long term -41 - 36 -77 -24 -14 -38
Credit 0 1 1 30 2 31
Debit 41 37 78 54 15 70
Short term (net) -123 - 162 - 286 -14 124 110

long-term operationsand inflowsof US$110 millionin short-term operations.
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Table 5.32 — Brazil: Financial flow by foreign creditor — Selected items?
US$ million

Itemization 2001 2002 2003 2004
1BRD? 207 -81 -783 -910

Disbursements 1789 1681 1437 1521

Amortizations 1135 1 355 1 886 1818

Interest 447 407 335 613

IBD 144 247 -1 584 -1 560

Disbursements 1294 2041 1179 719

Amortizations 508 1157 2093 2 026

Interest 642 638 669 253

FMI 6 616 11 003 3673 -5574

Disbursements 6 757 16 045 17 596 0

Amortizations 0 4 565 12 826 4 363

Interest 141 477 1097 1211

Government agencies

Agencies - 870 -1184 -1 366 -2 430
Disbursements 1739 1519 1731 785
Amortizations 1879 2 030 2 585 2597
Interest 730 673 512 617

memo:

Paris Club -1 363 -1519 -1474 -1638
Amortizations 914 1126 1206 1418
Interest 449 393 268 220

Bonds -3 666 -2 958 -2 788 -5 813

Disbursements 9 699 4101 7 087 5928
New inflows 7 549 4070 5889 5928
Refinancing 2 150 30 1198 0

Amortizations 8539 2 504 4768 6 368
Paid 6 389 2 473 3570 6 368
Refinanced 2150 30 1198 0

Interest 4 826 4 555 5107 5373

Notes & commercial papers -7 538 -11 276 -4 055 -9 360

Disbursements 7 350 2093 4729 5085

Amortizations 10 468 9432 5490 11 196

Interest 4420 3938 3294 3249

Intercompany — FDI 2 389 -1 586 -325 -1412

Disbursements 8924 7 500 6 150 5216

Amortizations 5232 8028 5327 5621

Interest 1303 1058 1148 1007

BanksY -2732 -8020 -4164 -2 860

Disbursements 9 460 5724 5583 5270

Amortizations 9809 11 894 8 267 6 769

Interest 2382 1850 1481 1361
Loans 1625 1075 951 866
Financing 757 775 530 495

1/ Does not include suppliers.
2/ Includes IFC.
3/ Includes bank loans and buyers' credits.
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International reserves

IN2004, international reservestotaled US$52.9billion, for growth of US$3.6 billionover
the previous year.

Net BCB purchaseson thedomestic exchange market reached US$5.3 billionand were
concentrated in the months of January, US$2.620 billion February, US$7 million, and
December, US$2.647hillion.

External BCB operationsturnedinnet outlaysof US$1.6 billion. Total disbursementsin
theyear added up to US$6.7 billion, of which US$5.7 billion originated in bond i ssues:
Global 34(US$1.5hillion), Global 09N (US$750million), Global 14 (US$1.25hillion), Euro
12 (US$1.2 billion) and Global 19 (US$1 billion). Disbursements from organizations
addeduptoUS$1hilliontotally withdrawninoperationswiththel nternational Bank for
Reconstructionand Development (IBRD).

Amortizationstotal ed US$6.8 billionand weredistributed asfollows: US$1.6billionin
bonds, US$132 millionin Multi-Y ear Deposit Facility Agreement (MY DFA), US$4.4
billiontothe MF and US$696 million to the Paris Club.

Netinterest outlaystotaled US$2.8hillion, including US$2.6 billiononbondsand US$1.2
billion to the IMF and revenues of US$1.1 billion in earnings on reserves.

Other operationstotal ed net revenuesof US$1.2 billion, mostly explained by parity gains
of US$1.5billion and by losses of US$108 millionin security prices.
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Table 5.33 — Statement of international reserves growth

US$ million

Itemization 2002 2003 2004
| - Reserve position (end of previous month) 35 866 37823 49 296
1. Net purchases (+)/ sales (-) of Banco Central -9113 1591 5274
Spot -5910 - 185 5274
Lines with repurchase -1771 1776 -
Export lines -1432 - -
2. Banco Central's foreign operations 11 070 9 882 -1635
Disbursements 21332 22998 6741
Bonds 3940 4 500 5728
Organizations 17 392 18 498 1013
Amortizations -8171 -15511 -6813
Bonds and MYDFA -2111 -1977 -1753
Organizations -4921 -12828 -4 365
Paris Club -1139 - 706 - 696
Interest -3553 -1482 -2797
Bonds and MYDFA -4 148 -1753 -2595
Organizations - 622 -1097 -1214
Paris Club - 393 - 162 - 119
Reserve interest earnings 1609 1531 1131
other" 1462 3876 1235

Il - Total Banco Central operations (1+2) 1957 11 473 3639

Il - Reserve position (end of month) 37823 49 296 52 935

Memorandum:

Exchange market: -7342 - 185 5274
Transactions with residents (net) -4 060 3078 12 270
Interbank transactions with non-residents (net) -9133 -1649 -5584
Change in bank holdings (net)zl 5850 -1614 -1413

Adjusted net reserves (excludes IMF loans)® 16 339 20525 27541

Adjusted net reserves — according to the IMF arrangement 14 232 17 369 25321

1/ Includes receipt/payment under reciprocal credits agreement (CCR), price fluctuations of bonds, change in currency
and gold prices, acceptance/payment of premium/discount of fees, releases of collateral/guarantees and fluctuations
of financial derivatives assets (forwards).

2/ Interventions undertaken through "lines with repurchase" does not change this item. Therefore, the result of the
consolidated foreign exchange market only matches with the Banco Central's interventions through the "Spot" and
"Export lines" modalities.

3/ The net adjusted reserves denominated in US$ take into account the parities of the last month to figure out the assets
denominated in currencies unlike the US$. In order to comply with the performance criterion, in the framework of the
International Monetary Fund arrangement, the calculation parameters of the net adjusted reserves - as established by the
Technical Memorandum of Understanding (TMU) of the Stand-by arrangement of September 2002 - should be observed.
In this case, the net adjusted reserves denominated in US$ 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 SDR. The same
methodology is applied in the case of the gold price. Pursuant the TMU, deposits in banks domiciled abroad, though
headquartered in the country, and the securities issued by residents that surpass altogether US$1,023 million should
be excluded from the total net adjusted reserves. The exceeding value as of December 2004 was equal to US$837 million.
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Financial assistance program — Monitoring of IMF
performance criteria

In the context of the financial assistance program, the Technical Memorandum of
Understanding established criteriafor cal cul ating Net Adjusted International Reserves
(RLA), defined as gross government reserves less gross government liabilities.

According to this Memorandum, gross government reserves encompass:

i) available monetary resources;

i) noncommitted gold,;

iii) assetsin Special Drawing Rights (SDR);
iv) reserve position at IMF; and

v) assetsin fixed incomeinstruments.

The Technical Memorandum of Understanding determines and sets the base date for
calculating changes in parity in assets from i to iv, as well as for liability headings
denominatedin currenciesother thanthe Americandollar. Itemv isregistered at market
value. Furthermore, according to the memorandum, deposits against banks domiciled
abroad, but headquartered in the country, and assets in securities issued by residents
that donot exceed ajoint valueof US$1,023million (level existent on September 14,2001),
areto be excluded from net reserves.

Table 5.34 — Statement of international reserves

IMF performance criterion follow-up

US$ million

Itemization 2003 2004
| - International liquidity 49 296 52935
(-) Loans from IMF 28 374 24 946
(-) Excess of deposits in non-resident Brazilian banks (b-a) - 358 - 408
a - Position as of 9.14.2001 (defined on the TMU) 408 - 408
b - Position as of current month 50 -
(-) Excess of securities issued by residents (d-c) 2878 1245
¢ - Position as of 9.14.2001 (defined on the TMU) 615 615
d - Position as of current month? 3493 1860
(-) Difference due to price and parity changes 1033 1832
Il - NAR according to the IMF arrangementZI 17 369 25321

1/ Includes buy-back operations, in accordance to measures announced by Banco Central on 6.13.2002. Net purchases
as of December 2004: US$2,773 million.

2/ 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 SDR. The same methodology is applied in the case of the gold
price. 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.
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Table 5.35 — Performance criterion on international reserves — 2004
IMF arrangement

US$ million
Period Adjusted net reserves
Floor occurred”

Jan 5000 21502
Feb 5000 21212
Mar 5000 21 404
Apr 5000 22 427
May 5000 22 162
Jun 5000 22 766
Jul 5000 23001
Aug 5000 22 613
Sep 5000 22978
Oct 5000 22 246
Nov 5000 22 186
Dec 5000 25321

1/ Parity adjustments as established in arrangement.

Grossgovernment liabilitiesencompassliabilitieswiththel M F, short-termliabilitiesand
possible BCB net exchange debtor positions.

The September 2 memorandum further determined the minimum level (performance
criterion) of US$5 billion for net adjusted international reserves. The minimum levels
wereexceededinevery month of theyear and, in December, net adjusted reservesadded
up to US$25,321 million, based on the Technical Memorandum Of Understanding.

External debt

In December 2004, theoverall external debt stood at US$201.4 billion, corresponding
to areduction of US$13.6 billion compared to the debt stock in December 2003. The
medium and long-term debt dropped US$12.1 billion during the same period, and the
short-termdebtfell US$1.5billiontoalevel of US$18.7 billion. Thestock of intercompany
loansreached US$18.8billion, of whichUS$14.4 billionreferred tomediumandlong-
term loan operations.

At the close of the year, the debt with the IMF came to US$24.9 hillion, reflecting
areduction of US$3.3 billion compared to the December 2003 position. The major
factors underlying this result were the absence of IMF disbursements, as well as
amortizationsof US$4.4 billion and aparity changeestimated at US$1.1 billioninthe
basket of SDR currencies.
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Table 5.36 — Gross foreign indebtedness”

US$ million

Itemization 2000 2001 2002 2003 2004
A. Total debt (B+C) 216920 209934 210711 214930 201374
B. Medium and long-term debt? 189500 182276 187316 194736 182630
Exceptional financing 1771 8346 20793 28255 24 946
IMF 1771 8 346 20793 28 255 24 946
BIS - - - - -
BoJ - - - - -
IMF loans - - - - -
Renegotiated debt bonds 25 250 18958 18226 16 068 14 174
Other bonds® 29 504 36 024 39 848 45 747 48 059
Import financing 58 769 48 618 48 321 47 869 42 609
Multilateral 21504 22 440 24 377 23433 22 241
Bilateral 14 237 12 418 12731 12 856 10 970
Other financing sources 23027 13760 11213 11579 9398
Currency loans 74 197 70 330 60 127 56 797 52 842
Notes” 61 024 57 007 48 539 46 661 42 037
Direct loans 13173 13323 11588 10 136 10 805
Other loans 10 - - - -
C. Short-term debt 27 420 27 658 23 395 20194 18 744
Credit line for petroleum imports 2572 364 65 0 0
Commercial banks (liabilities) 18 164 16850 15059 14822 15991
Resolution 2,483 — Rural financing 319 - - - -
Special operations 6 364 10 444 8271 5372 2753
Financing 3850 6121 4760 1299 782
Currency loans 2514 4323 3512 4073 1971
D. Intercompany loans 19 236 16 133 16 978 20 484 18 808
E. Total debt + intercompany loans (A+D) 236 156 226 067 227 689 235414 220182

1/ In 2001, includes revision of debt position, which separates matured debt and excludes the stock of principal related
to intercompany loans. In the years before 2001, the stock of intercompany loans are also displayed separately.

2/ Data refer to capital registration in the Banco Central do Brasil, that might not be compatible with the balance of
payments figures, which represent inflows and outflows effectively occurred in the period.

3/ Includes pré-bradies (BIB).

4/ Includes commercial papers and securities.

Thestock of bondsin December 2004 increased US$418 million compared to December
2003. The share composed of Bradies, 22.8% of the total bond stock, dropped US$1.9
billion in the period. The stock of other bonds increased US$2.3 billion, coming to
represent 77.2% of total, with 97.9% of this participation represented by bondsissued
by the public sector.

In December 2004, 28.9% of themedium andlong-term external debt referredto credits

160 Boletim do Banco Central do Brasil — Annual Report 2004



intheformof financial loans, 34.1%tobondsand 23.3%totradefinancing. Theremaining
13.7%involved loanswith the IMF. Thestock of financial loansregistered areduction
of US$4 billioninthe period under analysis. In thiscase, the highpointswereaUS$4.6
billion reduction in notes, together with an increase of US$669 millionin direct loans.
Tradefinancing operationsdropped US$5.3billionwhileliabilitieswiththel M F declined
US$3.3hillion, demonstrating thegovernment’ soption not to effect withdrawal sin 2004,
at the sametimeinwhich amortizationscameto US$4.4 billion.

Theshort-termdebtin December 2004 diminished 7.2% compared to the December 2003
position. For themost part, thisresult wasimpacted by areduction of US$2.1 billionin

Table 5.37 — Registered external debt

US$ million

Debtor Creditor

Bonds Paris Club  Multilateral Bank loans Notes 2
institutions

A. Total 62 258 3653 47 296 17 389 42 256
B. Medium and long-term 62 233 3653 47 187 15 345 42 037
Public sector 60 930 3653 44 488 5324 5917
Nonfinancial public sector 60 589 3653 41 706 3304 1903
National Treasury 60 416 3653 8429 1485 -
Banco Central do Brasil - - 24 946 408 -
Public enterprises 173 - 2094 1306 1903
States and municipalities - - 6 237 105 -
Financial sector 341 - 2782 2020 4014
Private sector 1303 - 2699 10 021 36 120
Nonfinancial sector 1003 - 2319 6913 28520
Financial sector 300 - 380 3108 7 600
C. Short-term 25 - 109 2044 219
Loans - - 100 1585 -
Nonfinancial sector - - - 483 -
Financial sector - - 100 1101 -
Import financing 25 - 9 459 219
Nonfinancial sector - - - 155 5
Financial sector 25 - 9 304 214
D. Intercompany loans 239 - - - 2336
E. Total debt + intercompany loans (A+D) 62 497 3653 47296 17389 44592

(continues)
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Table 5.37 — Registered external debt (concluded)

US$ million Outstanding: 12.31.2004
Debtor Creditor
Government  Suppliers Others Total
agencies credits

A. Total 7317 4728 486 185 383
B. Medium and long-term 7317 4414 444 182 630
Public sector 3493 501 3 124 309
Nonfinancial public sector 3053 501 3 114 712
National Treasury 955 407 - 75 345
Banco Central do Brasil 40 - - 25394
Public enterprises 1496 94 3 7 069
States and municipalities 562 - - 6 904
Financial sector 440 - - 9 597
Private sector 3824 3913 441 58 321
Nonfinancial sector 3511 3901 129 46 296
Financial sector 313 12 312 12 025
C. Short-term - 314 42 2753
Loans - - 42 1727
Nonfinancial sector - - 6 489
Financial sector - - 36 1237
Import financing - 314 - 1026
Nonfinancial sector - 314 - 474
Financial sector - - - 552
D. Intercompany loans - - 16233 18 808
E. Total debt + intercompany loans (A+D) 7317 4728 16719 204 191

1/ Includes IMF.

2/ Includes commercial papers and securitizated loans.

loan operations in the period.

When oneconsidersonly the stock of theregistered external debt, which accounted for
92.1% of thetotal external debt, the public sector wasthelargest debtor with 67.6% of
thetotal registered debt and acumul ativetotal of US$124.3billioninmediumandlong-
term resources and US$1 billion in short-term resources. The private sector wasliable
fortheremaining 32.4% of theregistered external debt, distributed asUS$58.3billionin
mediumand|ong-termdebt and US$1.8billioninshort-term debt. Themediumandlong-
term indebtedness held by the private sector was mostly concentrated under notes,
US$36.1 hillion, accounting for 61.9% of thetotal.

In December 2004, thenonfinancial public sector held US$114.7 billioninmediumand
long-term external debt. Of this total, 65.7% was the responsibility of the National
Treasury, including US$60.4 billioninthemodality of bonds. Analysisof theBCB debt
indicatesUS$24.9hillionincreditsprovided by thelMFand US$408 millioninMY DFA,

162 Boletim do Banco Central do Brasil — Annual Report 2004



the original restructured debt loan. The debts of state and municipal governments
corresponded to 6% of the nonfinancial public sector total and were concentrated in
credits from international organizations. The debts held by state-owned companies,
accounting for 6.2% of thenonfinancial public sector total, wereconcentratedin credits
with international organizations and notes.

The debt contracted with the guaranty of the public sector cameto US$37.8 billionin
December 2004, including US$128 millionin privatesector debt.

Based on the December 2004 position, the gross medium and long-term registered
external debt amortization schedul eshowsconcentration of 52.2% of total maturitiesin
the2005-2007 period. Inthecaseof themedium and long-term public sector debt, 46.8%
of maturities are concentrated up to 2007, while 61.2% of the maturities of the private
sector debt come due in the same period. Financial loans and bonds corresponded to
52.5% of medium andlong-term maturitiesinthe sameperiod, whileindebtednesswith
international organizationsaccounted for 33.4% of maturities.

Theaverageterm of theregistered external debt increased from 5.8 yearsin December
2003to6.2yearsin December 2004. Inthiscontext, tradefinancing operationswerethe
modality that had the shortest average term, just 3.1 years, while the longest average
termwas 11.2 yearsin the case of bond operations. The amortization schedule of IMF
loansintheperiod from 2005to0 2007 wasresponsiblefor thelow averagetermof 4.2 years

Table 5.38 — Public registered external debt

Breakdown of principal by debtor and by guarantor

US$ million
Itemization 2000 2001 2002 2003 2004
Federal government (direct) 72 592 71191 75 323 76 729 75 345
States and municipalities 5575 5436 6 149 6 364 6 904
Direct 97 2 3 2 -
Guaranteed by the federal government 5478 5434 6 146 6 363 6 904
Semi-autonomous entities, public - - - - -
companies and mixed companies 21439 26 823 39 650 48 328 43 041
Direct 14 242 13 658 13539 13 708 12 280
Guaranteed by the federal government 7197 13 165 26111 34 620 30761
Private sector (garanteed by the public sector) 919 396 328 225 128
Total 100 525 103 845 121 450 131646 125418
Direct 86 931 84 851 88 866 90 439 87 625
Guaranteed by 13594 18 995 32584 41 207 37793
Federal government 13 246 18 924 32376 41 023 37 604
States and municipalities 1

Semi-autonomous entities, public

companies and mixed companies 347 70 208 184 188
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Table 5.39 — Registered external debt — By debtor

Amortization schedule”

US$ million
Itemization Outstanding 2005 2006 2007 2008 2009
debt

A. Total debt (B+C) 185383 37309 29953 29427 14336 12360
B. Medium and long-term debt 182630 34556 29953 29427 14336 12360
Nonfinancial public sector 114712 17034 18070 18510 6881 6680
Central government 100739 14671 16434 16951 5296 5659
Others 13973 2363 1636 1559 1585 1021
Financial public sector 9 597 2112 1424 1086 1295 348
Private sector 58321 15410 10459 9832 6161 5332
C. Short-term debt 2753 2753 - - - -
Nonfinancial public sector 1 1 - - - -
Financial public sector 982 982 - - - -
Private sector 1770 1770 - - - -
D. Intercompany loans 18 808 8937 2455 1714 886 822
E. Total debt + intercompany loans (A+D) 204191 46246 32408 31141 15222 13182

(continues)

Table 5.39 — Registered external debt — By debtor (concluded)
Amortization schedule®
US$ million Outstanding: 12.31.2004
Itemization 2010 2011 2012 2013 2014 Beyond
and arrears

A. Total debt (B+C) 9480 7 495 7726 5746 4313 27238
B. Medium and long-term debt 9 480 7495 7726 5746 4313 27238
Nonfinancial public sector 6 358 5666 6254 3309 2463 23487
Central government 5503 4753 5470 2746 1982 21274
Others 855 913 784 563 481 2213
Financial public sector 648 275 271 548 224 1366
Private sector 2474 1554 1200 1889 1626 2384

C. Short-term debt - - - - - -
Nonfinancial public sector - - - - - -
Financial public sector - - - - - -

Private sector - - - - - -

D. Intercompany loans 505 461 433 117 983 1496
E. Total debt + intercompany loans (A+D) 9985 7956 8159 5863 5296 28734

1/ Includes exceptional financing.

in operations with international organizations.

A breakdown of theexternal debt by currency reveal sthat the parti cipation of the United
Statesdollar remained at 69.5% of thetotal in December 2003 and the subsequent year.
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Inthe same period, the participation of debtsregisteredin Euroincreased from 8.8%to
9.7%, whiledebtsregistered in yen declined from 7%t0 6.5%. Debt registered in SDR
dropped from 14.1% to 13.5%, reflecting amorti zationswith the IMF in the period.
Table 5.40 — Registered external debt — By creditor

Amortization schedule”

US$ million
Itemization Outstanding 2005 2006 2007 2008 2009
debt

A. Total debt (B+C) 185383 37309 29953 29427 14336 12 360
B. Medium and long-term debt 182630 34556 29953 29427 14336 12 360
International organizations 47187 9523 10819 11046 1833 1941
Government agencies 10970 3016 2987 1046 777 672
Buyers 4983 1840 765 687 385 346
Suppliers 4414 1459 859 582 273 238
Currency loans 52843 13525 9758 9278 6649 4483
Notes? 42037 10992 8072 6595 5141 3642
Direct loans 10806 2533 1686 2683 1508 841
Bonds 62233 5193 4767 6788 4419 4678
C. Short-term debt 2753 2753 - - - -
D. Intercompany loans 18808 8937 2455 1714 886 822
E. Total debt + intercompany loans (A+D) 204191 46246 32408 31141 15222 13182

(continues)

Table 5.40 — Registered external debt — By creditor (concluded)

Amortization schedule”
US$ million Outstanding: 12.31.2004

ltemization 2010 2011 2012 2013 2014 Beyond

and arrears

A. Total debt (B+C) 9 480 7 495 7726 5746 4313 27 238
B. Medium and long-term debt 9480 7495 7726 5746 4313 27 238
International entities 1745 1709 2582 1376 858 3755
Government agencies 636 414 348 241 183 650
Buyers 207 185 165 142 127 134
Suppliers 134 184 62 40 32 551
Currency loans 2 140 797 1079 1544 1553 2037
Notes? 1761 508 789 1441 1484 1612
Direct loans 379 289 290 103 69 425
Bonds 4618 4209 3488 2404 1561 20108

C. Short-term debt - - - - - -
D. Intercompany loans 505 461 433 117 983 1496

E. Total debt + intercompany loans (A+D) 9985 7956 8159 5863 5296 28734

1/ Includes exceptional financing.
2/ Includes commercial papers and securities.
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Graph 5.15
Average term of registered external debt
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Table 5.41 — Average maturity term

Registered external debt"

dinnl

Dec
2003

Sep Dec

Mar Jun
2004

M Average term

US$ million
Itemization 2004 Average maturity (years)
A. Total 183 010 6.20
International organizations 47 183 4.15
Government agencies 10 898 3.64
Buyers/suppliers 8 892 3.12
Currency loans + short-term 53 803 3.29
Bonds 62 234 11.17
Bradies 14 453 7.36
Global/Euro 45 964 12.60
Others 1817 5.02
B. Intercompany loans 15 972 3.06
C. Total + intercompany loans 198 982 5.95
1/ Excludes debt in arrears.
Graph 5.16
Registered external debt composition
December 2004
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Withregardto composition by interest ratemodality, the stock of debt subject tofl oating
ratesdeclined from41.8% of thetotal in December 2003t040.6%in December 2004. Of
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the total debt contracted at floating rates, the six-month Libor remained as the major
indexing factor, though its relative participation in the debt stock subject to floating
interest ratesdropped from 39.1%t0 37.8%inthe period extending from December 2003
to December 2004.

Indebtedness indicators

At the close of the year, external indebtedness indicators had registered significant
improvement. Thisresult reflected theincreasein thedollar value of exportsand GDP,
aswell asthe reduction that occurred in the external debt.

Inthe 2003-2004 period, the val ue of debt servicedropped 2% and the val ue of exports
expanded 32%, thusreducing the parti cipation of thedebt serviceinexportsfrom 72.5%
t053.8%. Withthe 18.9% increaseinthedollar valueof GDPandthe6.3% reductionin
thetotal external debt in the period from December 2003 to December 2004, the total
external debtinrelationto GDPdroppedfrom42.4%to 33.4%. Thedebt service/ GDPratio
fell from 10.5%1t08.6%. Thetotal external debtindicator inrelationto exportsregistered

Table 5.42 — Indebtedness indicators®

US$ million
Itemization 2000 2001 2002 2003 2004
Debt service 48 781 49 437 49 893 52 988 51 905
Amortizations 32819 33119 35677 38 809 37623
Gross interest 15 962 16 318 14 216 14 179 14 282
Medium and long-term external debt (A) 189 501 182 276 187 316 194 736 182 630
Short-term external debt (B) 27 420 27 658 23395 20 194 18 744
Total debt (C)=(A+B) 216 921 209 934 210711 214 930 201374
Intercompany loans 105 281 108 209 125 245 135 689 132 259
MLT 0 0 0 0 0
ST 33011 35 866 37823 49 296 52935
International reserves (D) 33011 35 866 37823 49 296 52935
Brazilian credit abroad (E)% 6 801 3050 2798 2915 2597
Commercial bank assets (F) 6 028 8 313 5090 11 726 10 140
Net debt (G)=(C-D-E-F) 171 082 162 704 164 999 150 993 135702
Export 55 086 58 223 60 362 73 084 96 475
GDP 602 207 509 797 459 379 506 784 602 584
Indicators
Debt service/exports (%) 88.6 84.9 82.7 72.5 53.8
Debt service/GDP (%) 8.1 9.7 10.9 10.5 8.6
Total debt/exports (ratio) 3.9 3.6 3.5 2.9 2.1
Total debt/GDP (%) 36.0 41.2 45.9 42.4 334
Net total debt/exports (ratio) 3.1 2.8 2.7 2.1 1.4
Net total debt/GDP (%) 28.4 319 35.9 29.8 225

1/ Excludes stock of principal, amortizations and interests concerning intercompany loans. Considers a review

in the medium and long-term indebtedness position of the private sector.
2/ Includes the payments referring to the financial assistance program. Refinanced amortizations are not considered.
3/ Export Financing Program (Proex).
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significantimprovement, movingfrom2.9in December 2003to 2.1inDecember 2004. The
total net asset debt/export revenuesratio fell from 2.1 to 1.4 in the same period. Asa
percentage of GDP, thetotal net debt moved from 29.8% to 22.5%.

Graph 5.17
Indebtedness indicators
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External funding operations

Thefacevalueof thesecuritiesissued by the FederativeRepublicof Brazil in2004 totaled
US$5.7 billion, mostly concentrated in the second half of theyear. Inthe Euro 12 issue
in September, Brasil returned to the European market. The maturities of these papers
varied between 5and 30years. Therisk premiums, difference betweentherateof return
offered by Brazilian securities and the rate on American Treasuries (spread) in 2004
issueswerelowest for the Global 09N, 359 basic points, and highest for the Global 14,
with 538 basic points. The dimensions of the difference between these two resultswas
dueto the behavior of country risk which, despitethefact that theincrease was heavily
concentrated in the second quarter of the year, turned downward and closed 2004 at a
level below the start of the year. Over the course of the year, there were no exchange
operations involving bonds of the Republic.

In December 2004, therestructured external debt totaled US$14.9hbillion, downUS$2.1
billion compared to the December 2003 balance. For the most part, thisresult reflected
amortizations of US$1.9 hillion in Bradies, concentrated in the months of April and
October 2004.
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Brazilian external debt securities
Table 5.43 — Issues of the Republic

Itemization Date of Date of Maturity  Value Coupon Rate of return  Spread over
inflow maturity  years US$ million % p.y. atissuance U.S. Treasuryll
% p.y. basis points
Euromarco 07 2.26.1997 2.26.2007 10 592 8.000 242
Global 272/ 6.9.1997 5.15.2027 30 3500 10.125 10.90 395
Eurolira3/ 6.26.1997 6.26.2017 20 443 11.000 348
Eurolibra 7.30.1997 7.30.2007 10 244 10.000 8.73 268
Global 08 4.7.1998 4.7.2008 10 1 250 9.375 10.29 375
Euromarco 084/ 4.23.1998 4.23.2008 10 410 10to 7 8.97 328
Global 04 4.22.1999 4.15.2004 5 3 000 11.625 11.88 675
Euro 04 9.30.1999 9.30.2004 5 531 11.125 13.18 742
Global 09 10.25.1999 10.15.2009 10 2 000 14.500 14.01 850
Euro 06 11.17.1999 11.17.2006 7 723 12.000 12.02 697
Global 20 1.26.2000 1.15.2020 20 1 000 12.750 13.27 650
Euro 10 2.4.2000 2.4.2010 10 737 11.000 12.52 652
Global 305/ 3.6.2000 3.6.2030 30 1 600 12.250 12.90 679
Euro 056/ 7.5.2000 7.5.2005 5 1156 9.000 10.40 470
Global 077/ 7.26.2000 7.26.2007 7 1 500 11.250 12.00 612
Global 40 8.17.2000 8.17.2040 40 5157 11.000 13.73 788
Euro 078/ 10.5.2000 10.5.2007 7 656 9.500 11.01 508
Samurai 06 12.22.2000 3.22.2006 5,25 531 4.750 10.92 531
Global 06 1.11.2001 1.11.2006 5 1 500 10.250 10.54 570
Euro 11 1.24.2001 1.24.2011 10 938 9.500 10.60 560
Global 24 3.22.2001 4.15.2024 23 2 150 8.875 12.91 773
Samurai 07 4.10.2001 4.10.2007 6 638 4.750 10.24 572
Global 05 5.17.2001 7.15.2005 4 1 000 9.625 11.25 648
Global 12 1.11.2002 1.11.2012 10 1 250 11.000 12.60 754
Global 08N 3.12.2002 3.12.2008 6 1 250 11.500 11.74 738
Euro 09 4.2.2002 4.2.2009 7 440 11.500 12.12 646
Global 10 4.16.2002 4.15.2010 8 1 000 12.000 12.38 719
Global 07N 6.5.2003 16.1.2007 4 1 000 10.000 10.70 783
Global 13 17.6.2003 17.6.2013 10 1 250 10.250 10.58 738
Global llg/ 7.8.2003 7.8.2011 8 1 250 10.000 11.15 757
Global 24B 7.8.2003 15.4.2024 21 825 8.875 12.59 764
Global 10N 22.10.2003 22.10.2010 7 1 500 9.250 9.45 561
Global 34 20.1.2004 20.1.2034 30 1 500 8.250 8.75 377
Global 09 N 28.6.2004 29.6.2009 5 750 Libor 3m Libor 3m 359
+5,76 +5,94
Global 14% 1472004 14.7.2014 10 1250  10.500 10.80 538
Euro 1211/ 24.9.2004 24.9.2012 8 1228 8.500 8.57 474
Global 19 14.10.2004 14.10.2019 15 1 000 8.875 9.15 492

1/ Over US Treasury, in the closing date. For bonds issued in more than one tranche, spread weightened by the value
of each tranche.

2/ The inflow occured on two dates: US$3 billion, on 6.9.1997; and US$500 million, on 3.27.1998.

3/ The inflow occured on two dates: ITL500 billion, on 6.26.1997; and ITL250 billion, on 7.10.1997.

4/ Step-down - 10% in the first two years and 7% in the following years.

5/ The inflow occurred in two dates: US$1 billion, with spread of 679 bps, on 3.6.2000;
and US$600 million, with spread of 635 bps, on 3.29.2000.

6/ Euro 05 was issued in two tranches: EUR750 million, with spread of 488 bps, on 7.5.2000; and EUR500 million,
with spread of 442 bps, on 5.9.2001.

7/ Global 07 was issued in two tranches: US$1 billion, with spread of 610 bps, on 7.26.2000; and US$500 million,
with spread of 615 bps, on 4.17.2001.

8/ Euro 07 was issued in two tranches: EUR500 million, with spread of 512 bps, on 9.19.2000;
and EUR250 million, with spread of 499 bps, on 10.2.2000.

9/ Global 11 was issued in two tranches: US$500 million, with spread of 757 bps, on 8.7.2003;
and US$750 million, with spread of 633 bps, on 9.18.2003.

10/ Global 14 was issued in two tranches: US$750 million, with spread of 632 bps, on 7.7.2004;
and US$500 million, with spread of 398 bps, on 12.06.2004.

11/ Euro 12 was issued in two tranches: EUR 750 million, with spread of 482 bps, on 9.8.2004;
and EUR 250 million, with spread of 448 bps, on 9.22.2004.
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In2004, themajor Brazilian external debt papersincreasedinvalue, despitetherelative
volatility that markedtheentireyear, principally asaresult of theuncertaintiesgenerated
by United Statesmonetary policy. Despitethedownward movement intheval ueof these
papers, particularly in the second quarter of the year, confirmation that American

Table 5.44 — Exchange operations of bonds of the Republic

US$ million
Bonds Date of Date of Value of Value of Nominal reduction Collateral
issued inflow maturity new issuel Bradies cancelled of foreign debt  released
Global 277 6.9.1997 4.15.2027 2245 2693 448 610
Global 04% 4.30.1999 4.15.2004 1000 1193 193 -
Global 09 10.15.1999 10.15.2009 2000 3003 1003 587
Global 30 3.29.2000  3.6.2030 578 705 127 139
Global 07% 7.26.2000 7.26.2007 379 416 37 -
Global 40" 8.17.2000 8.17.2040 5158 5 400 242 334
Global 24% 3.22.2001 4.15.2024 2150 2150 - 700
Global 11¥ 8.7.2003  8.7.2011 373 451 78 190
Global 248 8.7.2003 4.15.2024 825 837 12 352
Total 14 708 16 848 2140 2912

1/ Includes only the amount issued as of the cancellation of Bradies.

2/ Bradies accepted for swap: Par, Discount and C Bond.

3/ Bradies accepted for swap: El and IDU.

4/ Bradies accepted for swap: Par, Discount, C Bond and DCB.

5/ Bradies accepted for swap: Par, Discount, DCB, Flirb, and El.

6/ Bradies accepted for swap: Flirb, NMB, El and BIB .

7/ Bradies accepted for swap: Par, Discount, C Bond, DCB, FLIRB, NMB, EI, IDU and BIB.
8/ Bradies accepted for swap: Par, Discount, C Bond, DCB.

9/ Bradies accepted for swap: Par and Discount.

10/ Bradies accepted for swap: Par and Discount.

Table 5.45 — Restructured external debt — Bradies, Pre-Bradies and MYDFA

Itemization Outstanding 12.31.2004 Maturity
US$ million

Capitalization Bonds (C Bonds) 5917 4.15.2014
Debt Conversion Bonds (DCB) 3313 4.15.2012
Discount Bonds 1312 4.15.2024
Eligible Interest Bonds (EI) 740 4.15.2006
Front Loaded Interest Reduction Bond (Flirb) 420 4.15.2009
New Money Bond 1994 (NMB) 938 4.15.2009
Par Bonds 1534 4.15.2024
Exit Bond (BIB) — (pre-Bradies) 279 9.15.2013
Multiyear Deposit Facility Agreement (MYDFA) 408 9.15.2007
Total 14 861 -
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monetary authoritieswould adopt agradualist approach to raising interest ratesin that
country created the climate needed for continued upward movement in the value of
Brazilian securities, which closed theyear at alevel higher than at the start of 2004. C-
bonds, the sovereign bonds with the highest liquidity utilized as reference for papers
that bear earnings at floating interest rates, started the year at 98.6% of face value and
endedtheyear at 102.4%. Thisincreaseintheval ueof sovereignsecuritiesmirroredthe
continued improvement in perceptions of Brazilian country risk by external investors
that has marked the last two years.

Graph 5.18

Prices of Brazilian securities abroad
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Graph 5.19

Brazil risk index — Embi+ (Strip spread)
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Over the course of 2004, calculations on the basis of daily observation show that the
basket composed of Brazilian external securitiesweighted by their liquidity registered
an average differential in earnings compared to American Treasury Bonds (spread) of
542 basic points, against 834 and 1,372 basi c pointsin 2003 and 2002, respectively. The
Brasil riskindicator begantheyear at 450 basi ¢ points, droppingto 382 pointsat theend
of December.

International financial assistance program -
Withdrawals and amortizations

In December 2003, the | MF executiveboard approved therevision and extension of the
Stand-by Agreement (SBA), once Brasil had successfully completed the revisions of
theprevious SBA.. In 2004, Brasil successfully compliedwith all of therevisionsof the
Financial Assistance Program — PAF, opting not to withdraw the resources rel eased
during the year. In this way, in December 2004, the total amount released and not
withdrawnat thedisposal of Brazil cameto9.3billion SDR, equivaentto US$14.4 billion.

Medium-term, long-term and short-term nonfinancial public sector debts, as well as
thosewith guarantiescontractedin 2004 werewel | withinthetargetsdefined by theIMF.

In 2005, the country will have to amortize 4.6 billion SDR (US$7 hillion), all of them
classified under the SRF. In 2006, the total will be SDR 5.7 billion (US$8.7 billion) in
amortizationswiththel MF. A breakdown of thistotal shows761 million SDR (US$1.2
billion) inthe SRF modality and 4.9 billion SDRreferringtothecredit tranche. In 2007,
5.9hillion SDR (US$9hillion) will beamortized, concentrated exclusively inthecredit
tranchemodality.

Complementary PAF resources disbursed in operations with the World Bank totaled
USS$1hillionin2004 andinvolved thePublic Sector Adjustment Program. Amortizations

172 Boletim do Banco Central do Brasil — Annual Report 2004



Table 5.46 — IMF financial assistance program

Stand-by arrangement — September 2002 (phasing of purchases)

Itemization Original schedule Effective purchases
Date Millions Date Millions
of SDRs of US$
First tranche 9.6.2002 2282 9.11.2002 3008
Credit tranche (CT) 1141 1504
Supplemental Reserve Facility (SRF) 1141 1504
Second tranche 12.6.2002 2282 12.23.2002 3065
Credit tranche (CT) 1141 1532
Supplemental Reserve Facility (SRF) 1141 1532
Third tranche 3.7.2003 3042 3.19.2003 4120
Credit tranche (CT) 1521 2 060
Supplemental Reserve Facility (SRF) 1521 2 060
Fourth tranche 6.6.2003 6 551 6.17.2003 9329
Credit tranche (CT) 4 266 6 075
Supplemental Reserve Facility (SRF) 2285 3255
Fifth tranche 8.8.2003 3043 9.9.2003 4 208
Credit tranche (CT) 1521 2104
Supplemental Reserve Facility (SRF) 1521 2104
Sixth tranche® 11.7.2003 5621
Credit tranche (CT) 5621
Sevent tranche” 2.9.2004 911
Credit tranche (CT) 911
Eighth tranche® 5.7.2004 911
Credit tranche (CT) 911
Ninth tranche™ 8.6.2004 911
Credit tranche (CT) 911
Tenth tranche” 11.8.2004 911
Credit tranche (CT) 911
Eleventh tranche? 2.8.2005 911
Credit tranche (CT) 911
Total of CT 19 767 13 276
Total of SRF 7 609 10 455
Total 27 376 23731

1/ Tranches made available but not disbursed.

2/ Tranche not yet made available.

Note: The last tranche of the September 2002 Stand-by agreement (SDR 5.6 billion) was included in the review of the
agreement that ocurred in December 2003. Besides the SDR 5.6 billion already released, this review made available
to Brazil more SDR 5.6 billion, during a 15-month period, for a total of US$15.8 billion on 12.31.2004. The tranches
released but not withdrawn on the same date totaled US$14.4 billion.

with organizationsandthe I nteramerican Devel opment Bank (1DB) totaled US$2 billion

of whichUS$1.2billionreferredto operationswiththel DB and US$758 millionwiththe
World Bank. Interest paymentsto these organi zationstotal ed US$205 millionin 2004.
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Table 5.47 — External debt targeting — 2004 (IMF arrangement)

US$ million
Period Non-Financ. Public Sector Short-term Collateral
Target” Occurred Target” Occurred Target” Occurred
Mar 95 900 92 677 3500 0 1 600 173
Jun 93100 88 639 3500 0 1 600 155
Sep 94 700 89 412 3500 0 1600 148
Dec 94 700 89 767 3500 0 1 600 128
1/ Maximum limit.
Table 5.48 — Exceptional financing
US$ million
2001 2002
Disbursement Amortization Interest Disbursement Amortization Interest
IBRDY 1162 - 220 850 253 181
oY 444 - 352 497 740 266
IMF 6 757 - 158 16 045 4 565 495
BIS - - - - - -
BoJ - - - - - -
Total 8 363 - 730 17 392 5 558 942
(continues)
Table 5.48 — Exceptional financing (concluded)
US$ million
2003 2004
Disbursement ~ Amortization Interest Disbursement Amortization Interest
IBRDY 909 758 137 1027 758 89
oY - 1514 211 - 1249 116
IMF 17 596 12 826 1089 - 4 363 1204
BIS - - - - - -
BoJ - - - - - -
Total 18 505 15 098 1436 1027 6 369 1409

1/ Included in the balance of payments under loans to others sectors, not comprising Monetary Authority.

International Investment Position (IIP)

Analysisof thellPshowsareductionin net external liabilitiesfrom US$272 billionin
December 2003 to US$269 billion in September 2004, corresponding to adownturn of
1.4%inthe period.

GrowthinthellPreflectedincreasesof US$9.2billioninexternal assetsand US$5.4billion
inexternd liabilities. Theincreaseinexternal assetsisexplained, aboveall el se, by US$8.8
billion growth inthe stock of Brazilian investments abroad. A breakdown of thistotal
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shows US$6 billion under the heading of stock participation and US$2.8 billion in
intercompany loans. With regard to changes in external liabilities, it isimportant to
highlight increases of US$12.6 billion in the stock of foreign direct investments and
US$1.9 hillion in the stock of portfolio investments, offset by a reduction of US$9.1
billioninthestock of other investmentsgenerated primarily by thedownturn of US$8.7
billion in the stock of loans.

Table 5.49 — International investment position

US$ million

Itemization 2002 2003 2004-Sep
International investment position (A-B) -230515 - 272 474 -268 733
Assets (A) 112 901 134 223 143 408
Direct investment abroad 54 423 54 892 63 707
Equity capital” 43 397 44769 50 793
Intercompany loans 11 026 10 123 12 913
Portfolio investment? 5845 6 950 7603
Equity securities 2388 2 596 2 664
Debt securities 3457 4354 4939
Bonds and notes 2337 2496 3080
Of which collateral (principal) 1395 1004 1094
Money-market instruments 1120 1859 1859
Financial derivatives 105 81 453
Other investment 14 705 23 004 22 149
Trade credits (of suppliers) 313 186 186
Loans 540 687 1469
Currency and deposits 7 890 16 412 14 807
Other assets 5962 5718 5687
Of which collateral (interests) and memberships - - -
in international financial organizations 1357 1230 1228
Reserve assets 37823 49 296 49 496

(continues)
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Table 5.49 — International investment position (concluded)

US$ million

Itemization 2002 2003 2004-Sep
Liabilities (B) 343 416 406 697 412 141
Direct investment in reporting economy 100 847 132 799 145 369
Equity capital” 83 869 112 314 127 239
Intercompany loans 16 978 20 484 18 130
Portfolio investment? 137 355 166 095 168 030
Equity securities 27 249 53 138 58 664
In the reporting country 8394 17 828 20 941
Abroad 18 855 35 310 37723
Debt securities 110 106 112 957 109 366
Bonds and notes 110 106 112 957 109 366
In the reporting country 2492 2 867 2 685
Abroad 107 614 110 090 106 681
Medium and long-term 106 614 108 476 106 279
Medium and short-term 1000 1614 402
Financial derivatives 250 125 189
Other investment 104 965 107 678 98 552
Trade credits 5919 5 465 4 808
Medium and long-term 4 896 5037 4 475
Medium and short-term 1023 428 333
Loans 97 178 99 374 90 698
Monetary authority 21 457 28 795 25086
Use of Fund credit & loans from the Fund 20793 28 255 24 641
Other long-term 664 540 445
Short-term - - -
Other sectors 75721 70579 65 612
Long-term 54 348 52 427 47 725
International entities 24 377 23433 22 906
Government agencies 12 731 12 856 11 307
Buyers 6 317 6 542 5 040
Direct loans 10 924 9 596 8472
Short-term 21373 18 152 17 887
Currency and deposits 1867 2839 3046
Monetary authority 237 108 99
Banks 1630 2731 2947

Other liabilities

1/ Includes reinvested earnings.

2/ Includes securities issued by residents.
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The International Economy

Economic growth consolidated on a global scale in 2004, accelerating in the United
States, spreading into Latin America, Japan and the Euro Area, regionsin which the
recovery had been sluggish up to 2003, and barreling along at consistently high rates
in China. Consequently, according to IMF estimates, global GDP growth moved from
3.9%in 200310 5.1%in 2004. The solidity of thisgrowth processwas, to some extent,
aresult of thestrengthening of theinstitutional frameworkscharged with macroeconomic
policy implementation and was patently evident in the relative ease with which the
international community overcametheeffectsof theoil pricespiral, without any untold
impactsoninflationratesnor interruptionsinthegrowth cyclesof themajor economies,
as had occurred in similar episodesin the past.

Though rising long-term interest rates on Treasuries in the second quarter of 2004
provoked a sharp drop in private capital flowsin that period, the gradualist monetary
policy stanceadoptedintheUnited Statescoupled withthemoreflexibleapproach taken
by the Euro Areaand Japan | ed to reestablishment of international capital flowsduring
the course of the year, together with continued growth in private capital flowsto the
emerging countries, which had commenced in 2003.

Foreign capital flowstargeted totheemerging nationswereal soimpacted by the steady
lessening of thevulnerabilitiesof theseeconomiestointernational financial conditions,
by new investment opportunitiescreated by moreintense economic expansioninthese
countries, upward movement in international commodity prices and, furthermore,
expectations of financial gains generated by the possibility of alterationsin therigid
exchange policies adopted by several emerging countries.

Economic activity

Powered by the fiscal policy adopted in previous years by the United States and
continued low interest rates, growth inthe American economy wasdriven by domestic
demand. Thelow cost of credit stimulated thereal estatemarket and, morespecifically,
mortgage refinancing operations, with evident repercussions on expanding liquidity.
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Though macroeconomic incentives were somewhat mitigated in 2004, recovery in
employment levelsaided in maintaining internal demand at ahigh level, offsetting the
net negative impact of theforeign trade sector. The sound performance of the business
sector droveinvestments, new hiringsandincreased asset val ues, resulting in consi stent
growthin consumer spending, particularly for consumer durables. Privateinvestments
grew 13.2%in 2004, reflecting bothincreased busi nessoutlayson machines, equi pment
and softwares to be used in expanding output capacity, and a sharp rise in the pace of
building industry activity made possible by low interest rate levels.

Graph 6.1
GDP growth”
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Source: Bureau of Economic Analysis, Eurostat, Economic and Social Research Institute , Bloomberg
1/ Annual growth.

It isimportant to stress that strong productivity gains in the United States economy
increased the differential of that country’s growth potential in relation to other
industrialized economicregions. However, inthe second half of 2004, the productivity
curveturned sharply downward whilethe unit cost of labor shifted upward, givingrise
to doubtsregarding the continuity of that process, which could demand changesin the
Federal Reserve (Fed) monetary policy posture.

Continued high public and current account deficits also represent a significant risk
to the sustainability of United States economic growth and to the stability of
international financial markets, giventheenormousvolumeof Americanbondsamong
the assets held by the world’ s major central banks. In 2004, the cumulative twelve-
monthfiscal deficit remained practically stable, at US$412hillion, equivalentto 3.6%
of GDP at the end of December.

The Chinese economy was amajor driving force underlying world economic growth,
since the continued and rapid expansion of the output and exports of that country
demanded consistently greater volumes of foreign inputs. Consequently, this growth
not only aided in expanding world trade but al so played acentral rolein sustaining the
prices of various commodities. With the strong inflow of foreign investments, the
Chinese economy expanded 9.5% in 2004, closing more than two decades of annual
average growth above 9%. Gross fixed capital formation spiraled 26%, resulting in
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adoption of administrativemeasuresai med at reducing theimminent risk of overheating
in specific productive sectors. Implemented in the second quarter of the year, these
measureshel pedto dampen GDPgrowthinthefollowing quarter. However, inthefinal
quarter of theyear, theeconomy once more surged forward despitean October increase
ininterest rates.

Graph 6.2
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TheJapaneseeconomy benefited from positivebusinesssector evol ution, characterized
by reductions in indebtedness and higher profit levels. With this, annualized growth
rates came to approximately 6% in the final quarter of 2003 and first quarter of 2004.
However, a sharp falloff in exports provoked a downturn in the activity level in the
second half of theyear. Private consumption closed withitshighest growth since 1996,
despite the decline that began in the second quarter.

A similar performance was noted in the Euro Area. In this case, the promising results
that marked the start of theyear gaveway to much |essintense economic activity inthe
second half, particularly in Germany and Italy where GDProseby just 1.6% and 1.1%
in2004, respectively. Amongthefactorsthat contributed to thebloc’ sgrowth, mention
should be made of moderate upturns in household consumption and investments, as
well as6% export growth, despiteexchangeappreciation. Nonethel ess, external demand

VI The International Economy 179



diminished and, as consumer expectation indicators demonstrated, internal demand
turned sluggish and incapable of driving the activity level upward. The difficulties
involved in achieving higher growth levels are explained by a series of factors,
including structural obstacles to productivity gains that not only jeopardize the
competitiveness of the goods and services produced but add to consumer insecurity,
at atime of high unemployment.

Following 1.9%growthin 2003, L atin American GDPexpanded 5.5%in 2004, according
toestimatesrel eased by the Economic Commissionfor L atin AmericaandtheCaribbean
(Cepal), anentity of the United Nations Organization. Thehighest ratesof growth were
registered by Argentina, Uruguay and V enezuela. Just asoccurredinthepreviousyear,
thecountriesof theregion benefited fromthegeneral upturninglobal growthand, more
particularly, fromsignificant hikesinthepricesof variousimportant commodities, such
as oil and metals, both of which have considerable weight among the exports of the
region’s major economies. Given the impact of growth on tax flows, the solid
macroeconomic performances registered by these countries contributed to sustained
fiscal improvement and recovery injob levels.

Graph 6.4
Unemployment rates
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Theadvancesregistered by the global economic scenario led to significant recovery in
employment indicators. In the United States, the number of formal job openings
increased 2.17 millionin 2004, following ariseof just 94 thousandinthepreviousyear.
The jobless rate slipped from 5.7% at the end of 2003 to 5.4% in December 2004,
demonstrating the return of workersto the job market and an expanding labor force.
Usingthesamebasisof comparison, unemployment dropped from4.9%to4.5%in Japan
andfrom10.7%t0 10%in L atin America, whileremaining stableat 8.8%intheEuroArea.
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Monetary policy and inflation

At theend of June, the Fedinitiated aprocess of gradually restricting monetary policy.
In the months preceding this alteration — primarily in April and May — speculation
regarding the imminent end of the period of low interest that had marked the last five
decades impacted the high in earnings on Treasuries. However, in the immediately
subseguent period, market rates began dropping once agai n and accompani ed the pace
at whichtheofficial ratewasraised, asthegradualist policy adopted by the Fed became
increasingly clear. Despite the brief period of nervousness that gripped financial
markets in the second quarter of the year, the Fed was successful in its efforts to
coordinate the process of formation of expectations, avoiding the possibility of an
accentuated high in rates in the longer segment of the earnings curve frustrating the
processof economicrecovery. Attheend of theyear, thefed fund target had beenrai sed
by 1 p.p. to 2.25% per year. Producer and consumer inflation rates followed a parallel
trajectory, increasing 1 p.p. in the year. Core inflation also moved upward in 2004,
registering a cumulative high of just over 2% in December. More important than the
interestlevel initself wasthefact that theupwardtrajectory of inflation servedtosolidify
perceptions of a steady high in Fed interest rates.

Graph 6.5
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Graph 6.6
USA: Inflation
5 Annual percentage change
4
——
3 - Ve ~
2 _—— T —— O\
1
0+ T T T T T T T 1
Dec Mar Jun Sep Dec Mar Jun Sep Dec
2002 2003 2004
PPI — — —CPI

Source: Bureau of Labor Statistics
1/ Producer and consumer prices.

VI The International Economy 181



In 2004, the Central Bank of Japan (BoJ) maintained its zero interest policy. Only one
alteration wasintroduced into the policy of gradually shifting thetarget to theinterval
of the banking reserve balance deposited at the central bank, moving from ¥ 27 — 32
trillion to ¥ 30— 35 trillion in January. Maintenance of the banking reservestarget for
almost the entire year suggests that the monetary authority had reduced the intensity
of its exchange market interventions, asis demonstrated by appreciation of theyenin
the period. The process of price deflation continued as the GDP deflator remained
negativeand consumer inflation movedtoaslightly positivelevel at theend of theyear,
without revealing any signs of a continued rise.

Graph 6.7
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TheEuropean Central Bank (ECB) maintainedinterest at the2%level ineffect sinceJune
2003. The position adopted by the monetary authority was a consegquence of the
evolutionof inflation, which surpassed theofficial target during most of theyear, despite
moderate growth in the region and strong appreciation of the euro. Another factor that
may well have contributed to therigid stance adopted by the ECB was the behavior of
the M3 monetary aggregate, which pointed to rapid currency and credit expansion. On
the other hand, core inflation remained consistently below the 2% limit.

Graph 6.8
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IntheUnited Kingdom, theofficial rateof interest moved upwardin February, May, June
and August, closing the year at 4.75%. The monetary policy adjustment implemented
by theBank of England (BoE) refl ected devel opmentsinboththereal sector andfinancial
sector. Asamatter of fact, the British economy had been expanding at arate higher than
the average of its European Union partners. This factor, coupled with abundant
liquidity, triggered strong valuation in assets, particularly in the real estate market.
Following a somewhat different trend, the prices of goods and services evolved only
moderately, especially inthe case of the harmonized consumer priceindex. On several
occasions, the BoE rai sed interest rates when inflation began decel erating, suggesting
efforts to avoid formation of an asset bubble through careful management of credit
conditions and, consequently, control of household indebtedness.

Graph 6.9

United Kingdom: Inflation”

Annual percentage change
3.0

25
20

—— -
12 ~ S T T ——— \v//_\\\v//
0.5
0.0 + T T T T T T T J
Dec Mar Jun Sep Dec Mar Jun Sep Dec
2002 2003 2004
RPIX — — — HICP

Source: Bloomberg
1/ Consumer prices. RPIX stands for retail price index excluding mortgage interest payments.

Intheperiod extending through September 2004, inflationrosein China, beforedropping
sharply in the final quarter of the year. To some extent, this came as a surprise, since
economicexpansion at theend of theyear wasquiteabit higher than expected, primarily
when one considers the measures taken by the government to dampen growth. Since
the country operates within a fixed exchange system, the Central Bank intervened
heavily in the exchange market with the purpose of acquiring the foreign resources

Graph 6.10
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generated by the strong foreign trade surplus and inflows of speculative capital
triggered, inthelatter case, by speculation regarding an exchange policy modification
in that country.

International financial market

Thestability that characterizedinternational financial marketsin early 2004 —based on
signs of recovery in economic activity in the industrialized economies, abundant
international liquidity and reduced risk aversion — dissipated as of mid-March. The
scenario of financial instability wasmarked by anaccentuated riseinlong-terminterest
rates on the treasury bonds issued by the industrialized economies, devaluation of
variable income assets and a sharp downturn in the prices of emerging market bonds.
Basically, theturbulencethat hit themarket wasgenerated by uncertai ntiessurrounding
thebehavior of inflationinthemajor economies, thedirectiontobetakeninUnited States
monetary policy, the impact of the announced induced deceleration of the Chinese
economy and increasingly higher oil prices.

Astheuncertaintiesregardinginflationin Europeand the United Statesweredispelled,
as of May returns on the ten-year government bonds issued by the industrialized
countriesshifted back intothedownwardtrajectory that marked most of 2004. In Europe
and Japan, returns on fixed income assets remained low due to the perception that a
monetary stimuluswould beneeded to sustainthecycleof economicgrowth, reinforced
by appreciation of the euro and the yen.

Graph 6.11
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During the major part of the year, ampleinternational liquidity and market receptivity
to risk exposure made it possible to reduce spreads in almost al types of financing,
independently of thedebtor profileand thedegree of risk involved. Theonly exception
tothistendency occurred betweenmid-April and May when, despite positiveeconomic
performancesin most of the emerging economies, the Embi+, whichisused asaproxy
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for the external debt risk of these economies, expanded 37% to 567 pointson May 10,
thehighest level registeredintheyear. Asof that date, tensionsdeclined and the Embi+
shifted steadily downward, ending 2004 at 358 points. This tendency was further
reinforced by the gradualist approach adopted by United States monetary policy and
consolidation of the economic fundamental sof most of the emerging economiesinthe
second half of the year.
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According to the Institute of International Finance (I1F), foreign direct investments
expanded 43.9% compared to 2003. Flowsto the emerging countriesincreased 32.5%.
IIF data also indicate that capital flows involving bank credits, stock portfolios and
nonbank creditsrose 86.4%, 12.6% and 4.5%, respectively, intheyear.

The persistent rise in international oil prices generated negative impacts on stock
market evolution, reflecting concernswith thelong-term tendenciesof oil supply and
demand, aswell asthe potential adverseimpact of thesetrendson renewed economic
growth. Stock market price declinesin the United States as of the second quarter of
theyear wereaclear refl ection of these uncertainties, whileimpactson other markets
were |ess accentuated.

Startinginthemonth of November, United Statesstock marketsmovedinto asustained
upwardtrajectory, rather closely aligned with the performancesof other marketsinthe
period. Basically, thiswas caused by recovery of confidence regarding thevigor of the
global economic recovery aswell as growth in corporate profits. In 2004, the Nasdaq
index registered nominal val uation of 8.6%, whiletheDow Jonesand Standard & Poor’s
500 indicesturned in growth of 3.1% and 9%, respectively.
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Table 6.1- Emerging markets: foreign private capital flows

US$ billion
2001 2002 2003 2004

Private capital flows 130.5 124.9 210.7 279.1

Africa 9.4 1.5 35 9.2

Latin America 52.9 17.3 25.2 26.1

Asia 51.4 60.5 116.3 146.3

Europe 16.8 45.6 65.6 97.4
Source: [IF
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In Japan, the Nikkei index rose 7.6%. Here, one should stress that the evolution of
Japanese exchanges was negatively impacted by the only moderate pace of economic
activity inthat country asof the second half of theyear, aswell astheadverse pressures
perceived by United States markets. European exchangeswerelessvolatilethan those
of the United Statesand Japan, asthe FT SE 100, the L ondon stock exchangeindex, and
the Frankfurt DAX rose 7.5% and 7%, in that order.
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Inmost of theemerging stock markets, thenegativeeffectsof highandvolatileoil prices

were partially offset by migration of resourcesinto more profitable assets. Particularly
as of the second half of the year, recovery in stock market priceswasdriven primarily
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by attenuation of the risks of an interruption in the petroleum supply, perception that
inflation had been effectively harnessed in the major economies, the attractiveness of
stock pricesand announcement of considerably morerobust economicactivity indicators.
InLatin America, themajor M exicanand Argentinestock indicesrose46.8% and 28.3%,
respectively, whilethe Chileanand Brazilianindicesposted hikesof 21%and 17.8%, in
that order.
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Asfar as exchange markets are concerned, job market recovery and higher long-term
interest rates on treasury bonds resulted in appreciation of the American dollar against
the currencies of the other devel oped countriesin the period extending from February
to May 2004. However, this tendency was reversed in the second half of the year,
primarily asaresult of uncertaintiesregarding economic growth generated by weak | abor
markets and the persistent steady rise in international oil prices, aswell as questions
rai sed with respect to the possibility of financing the enormous and growing American
current account deficit. Thus, when one considers average December 2004 and 2003
exchange rates, the pound sterling appreciated 10.1%, the Euro, 8.9%, the Canadian
dollar, 7.7%, and theyen, 3.8%, inrelationto the American dollar.
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The excellent exchange supply conditions generated by the positive evolution of
emerging country balance of payments current and financial accountsled to currency
appreciation against thedollar inthose nationsthat had flexibleexchangesystems. This
trend wastemporarily interruptedinthesecond quarter of 2004 whenlong-terminterest
rates on Treasuries shifted upward.
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Even the currencies of such countries as Russia and the nations of southeast Asia,
which have considerably more rigid exchange systems, appreciated against the dollar
as of the month of October. Thiswas aclear indication of the continued ample supply
of international funding and short-term capital flows.

A comparison of average exchange ratesin December 2004 and 2003 shows that the
currenciesof Thailand, Korea, Singaporeand Taiwan appreciated at respectiveratesof
1.3%, 13.5%, 4.2% and 5.8%, against thedollar. Basically, thismovement resulted from
theupwardtrajectory in currency val uesbetween September and December, whenthese
currencies appreciated by 5.7%, 9.3%, 3.3% and 5.3%, in that order.

Graph 6.18
Emerging markets currencies

9.19.2003=100 Managed exchange rate — Dollar exchange rates
120 +

110 4

100 z AN Mﬁ\
—‘-_\f\-‘

90 4

80 T T T T T T T T T T v
7.10 8.28 10.16 124 122 3.11 4.29 6.18 8.6 9.24 11.12 12.31

2003 2004
Won/Dollar — =— — Taiwanese D./Dollar Baht/Dollar Rublo/Dollar

Source: Bloomberg

188  Boletim do Banco Central do Brasil — Annual Report 2004



Itisimportant to emphasize that depreciation of the American currency did not restrict
financing of thenation’ sexternal debt, sincegrowthintheflow of privateforeigncapital,
including foreign direct investment, and government capital originating in purchases
of United States securities by Asian central bankswas sufficient to finance the 25.5%,
or US$135.2hillion, increaseinthecountry’ scurrent account deficit, together withthe
rise in United States investments abroad.

World trade

According to IMF estimates, the volume of world trade in goods registered growth of
10.5% in 2004. Thiswasthe best result in the last four years and reflected across-the-
board growthintheworld economy asof thesecond half of 2003. Parallel tothesefigures,
theWorld Bank and WT O projected annual increasesof 10.2% and 8.5%, respectively,
inthevolume of 2004 trade.
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Increased trade flows in 2004 were a consequence of more intense economic activity,
particularly in the United States and China, the major driving forces underlying
expanded world demand. Though practically all of the world’s economies registered
foreign trade growth, the developing countries turned in rates that were higher than
those of thedevel oped world. Recovery inmanufacturing activity resultedinincreased
purchasesof capital goodsand raw materialsfor theindustrial sector. Atthesametime,
commodity demand remained strong, primarily asaconsequence of Chineseeconomic
vitality, which guaranteed continued high prices for these products. Greater energy
demand caused by consolidation of world economic expansion was reflected in the
volatility of international oil pricesthroughout theyear. Pressuresintensifiedinthefinal
six monthsof theyear, when pricesset new nominal highs, generating negativeimpacts
on world trade growth.
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Inthe United States, despite some degree of lossin the dynamics of the economy inthe
second half of 2004, domestic demand remained high, leading to morerapid growthin
importswhen compared to exports. In acontext of strong economic growth and higher
oil prices, increased outlays on energy played an important rolein raising the level of
imports. Consequently, the balance of tradein goods registered adeficit of US$666.2
billionintheyear, mirroring anincrease of 21.7% compared to 2003.

Intraand extrabloc trade flows intensified in the Euro Area countries. With regard to
extrablocflows, exportsaccel erated intheearly monthsof theyear, resultinginalarger
trade surplus. In the following period, foreign sales declined simultaneously to arise
in imports, resulting in trade balance deterioration. Strong appreciation of the Euro,
particularly inthefinal monthsof theyear, diminished thecompetitivenessof thebloc's
exportswhichhadaready been curbed asaresult of falling external demand. |n Germany,
the region’s major economy, output was adversely impacted by the behavior of trade
flowsinthesecond half of theyear. Asaresult, theexternal sector contributionto GDP
inthethird and fourth quarters was negative, in contrast to the four previous quarters.
InFrance, anupturninexport flowsinthefinal monthsof theyear wassufficienttoavoid
excessivetrade balance deterioration. In the case of the United Kingdom, appreciation
of the pound sterling hampered the export flow. Asaresult, thesharpriseinimportsled
to arecord 2004 trade deficit.

Japanese exports benefited from strong demand in Chinaand the United States, asthe
trade surplus for the first six months of the year expanded. However falling external

Table 6.2 — International trade of goods

US$ billions
Countries/ Exports Imports
Regions
2003  2004Y Percentage 2003 2004 Percentage
change change
USA 713.1 807.6 13.2 1260.7 14738 16.9
Canada 288.7 334.2 15.8 246.0 279.9 13.8
Euro Area? 12086 1433.2 18.6 11284 13395 18.7
Germany ? 757.1 915.5 20.9 608.3 721.3 18.6
France 368.7 424.2 15.1 366.3 433.9 18.5
ltaly % 153.8  177.1 15.2 152.0 178.1 17.1
United Kingdom 310.1 350.5 13.0 388.3 456.3 17.5
Japan 472.9 567.7 20.1 383.9 455.8 18.7
Latin America and the Caribbean 376.3 460.7 22.4 333.0 398.8 19.8
China 438.4 593.4 35.3 412.9 561.4 36.0
South Korea 193.8 254.2 31.2 178.8 2245 25.5

Source: Bloomberg and Eclac (Latin America and the Caribbean)

1/ Estimate and forecast.
2/ With the rest of the world.
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demand, appreciation of theyen and anew oil pricespiral, coupled with real growthin
imports, provoked deterioration in the trade balance through the end of the year.
Consequently, the foreign trade contribution to GDP was negative in the third and
fourth quarters.

InChina, tradeflowsexpanded sharply in 2004. | ncreased exportsreflected risingworld
economic activity and enhanced competitiveness, partly as a result of the exchange
system alterations adopted by that country. Imports grew at a pace above the previous
year, clearly ratifying the vigor of the Chinese economy despite the measurestaken by
authorities in 2003 to dampen the pace of economic expansion. Chinese economic
performance had a powerful impact on the trade sectors of the Asian economies, asa
result of the verticalization of theregion’ s productive chain, aswell ason trade by the
L atin Americancountries, sincethey aremaj or suppliersof raw material sand commodities.

The accel erated pace of world economic growth, particularly in the United Statesand
China, had important impacts on Latin American foreign sales. In the Mercosul
framework, animportant shareof theincreasein exportswasdueto sal esof manufactured
goodstotheUnited Statesby Brazil, whiletheexportsof the Andean countriesbenefited
from salesof basic productsand, to alesser extent, manufactured goods. Export growth
not only generated increased import capacity, but also made it possible for the region
tomaintainasurplusbalanceinthetradeof goodsfor thethird consecutiveyear. Parallel
tothis, the current account bal ance remained positive for the second consecutive year,
increasingfrom0.5%t01.1% of GDP.

Thoughtheinternational pricesof major farm commaoditiesturned downwardtowardthe
end of the second quarter of 2004, primarily as a consequence of an increased world
supply of such crops as soybeans, corn and cotton, the prices of these goods remained
at levels well above those in effect in past years. On the other hand, the prices of the
major metallic commodities continued on a steady upward curve.
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Theinternational petroleum market was highly volatilein 2004, as aresult of sharply
rising prices, coupled with such other factors as futures market speculation and
uncertainties regarding the possibility of maintaining an adequate supply to meet
growing demand, particularly in the United States and China. The doubts raised with
respect to the evolution of supply took due account of the rather slow recovery of
production in the region of the Gulf of Mexico, hit by hurricane Ivan at the end of
September, and of conflictsinthe Middle East and Nigeriaand uncertaintiesregarding
Russian output. These were the major factors responsiblefor the spikesthat occurred
inthedaily pricesof thiscommaodity. Another factor that hel ped to maintain oil prices
at very high levels was depreciation of the dollar on the international market.

Inthiscontext, the price of Brent-type oil negotiated on the L ondon market reached
an October maximum of US$50.95, closing 2004 at US$40.24, representing arise of
35% compared to the pricein effect oneyear previously. West Texas Intermediate
(WTI) negotiated at theNew Y ork Commodities Exchange set arecord of US$55.50,
also in October.
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It isimportant to note that the volatility that marked the per barrel price of petroleum
occurred parallel toashiftinoverall pricelevels. Inother words, the priceof Brent-type
oil increased fromannual averagesof US$25.02in2002 and US$28.87 inthefollowing
year to US$38.32in 2004, correspondingtoacumulativeriseof 53.2%intheperiod. This
increase occurred despite the measures taken by the Organization of the Petroleum
Exporting Countries (Opec) to raise supply of the product to 25.5 million barrels/day
(mbd) as of July, adding another 0.5 mbd on August 1.
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Inrnational Financial
Organizations

In 2004, theworld economy continued on the path toward recovery beguninthesecond
half of 2003. Thepaceof growth differed from onecountry and economichbloctoanother,
asthe United States, China and most of the devel oping countries managed to register
more accentuated growth than expected. In contrast to this performance, Europe and
Japan turned in a lesser degree of expansion than had been previously predicted,
primarily asaresult of thelimited performance of their exportsand internal demand.

The recovery process was driven by highly favorable conditions on world financial
markets. Inreal terms, interest ratesremained near zeroinmost countries; stock markets
recovered acrosstheworld; long-terminterest ratesremained bel ow equilibriumlevels;
and spreads dropped to historically low levels for both corporations and emerging
markets, accompanied by anew waveof foreignloansto such markets. To someextent,
these events reflect solid economic fundamentals, including well-based inflation
expectations, strengthening of corporate equity positionsand reductionsintheexternal
vulnerabilities of the devel oping countries.

Global current account balancesworsened, asthe American deficit set anew record of
5.5% of GDP in 2004. However, this deficit generated current account surplusesin
Southeast Asia, Japan and, to a lesser extent, Europe. Accumulation of international
reserves, composed mainly of United Statesdollars, continued expanding sharply inthe
oil producing countries and in Southeast Asia.

Oil prices remained high and intensely volatile due to such factors as strong demand
and uncertainties surrounding the evolution of Opec production. Inflation and global
inflationary pressures remained under relative control, with no significant signs of
adverse effects caused by the spiral in international oil prices.

This was the basic backdrop to the agenda of International Financial Organizations,

clearly demonstrating the need for correcting fiscal imbalances and current account
distortionsthat could jeopardize world economic performance over the medium-term.
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International Monetary Fund (IMF)

ThelMFwascreatedin 1945 and now has184 member countries. It’ sprimary functions
are to foster international monetary cooperation; seek exchange rate stability; foster
economicgrowthandhighlevelsof employment; providetemporary financial assistance
to countries involved in balance of payments adjustment processes; and facilitate
balanced expansionininternational trade. At the sametime, the organization monitors
and analyses the economies of the member countrieson ayearly basisand also carries
out awidevariety of studies, mostimportant of whichareWorld Economic Outlook and
the Global Financial Stability Report, which are published on ahalf-year basis.

Asanelement of itsmultil ateral macroeconomicanalysisand supervisionactivities, the
Fund estimated world economic expansion at 5.1% in 2004, somewhat higher than the
2003 figureof 3.9%. In comparisonto 2003, thevolumeof world trade expanded 9.8%,
asthepricesof petroleum and other international commoditiesexpressedindollar terms
expanded at respectiveratesof 30.7% and 17.9%. Consumer inflation reached 2%inthe
developed countries and 5.8% in the other nations of the world.

Aside from analyzing theinternational economy and finances, the IMF also performs
consultations specified in Article 1V of its Articles of Agreement, consisting of
macroeconomicsupervisionof eachmember country, normally onanannual basis, while
it also carriesout Program Reviewson aquarterly basis, when acountry participatesin
a Financial Assistance Program sponsored by the Fund.

Asidefrom the already stated reports, the IMF workstogether with the World Bank to
produced the Reports on Observance of Codes and Standards (Roscs), which are
evaluations regarding the degree to which countries have adopted internationally
recognized codes and standards in twelve areas: data quality; monetary and financial
policy transparency; fiscal transparency; banking supervision; capital market regul ation;
insurancesupervision; payment systems; combating money laundering and thefinancing
of terrorism; corporate governance; accounting; auditing; and, finally, insolvency and
creditor rights.

Another important activity carried out together with the World Bank is the Financial
Sector Assessment Program (FSAP), which is carried out at the request of a member
country. Aside from elaboration of the Roscs, the FSAP uses stress tests to verify the
degreeof financial stability intheface of economic shocksand producesareport with
recommendationsto the authorities of that specific member country. Theseresultsare
accompanied by two synthetic reports — the Financial System Stability Assessment
(FSSA) andtheFinancial Sector Assessment (FSA), which aresubmitted tothe Boards
of theIMF and World Bank.
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With regard to the publication of economic data, by the end of 2004, 58 countries,
including Brazil, had subscribed to the Special Data Dissemination Standard (SDDS).
Theobjectiveof the SDDSisto act asaguidefor publication of economicandfinancial
data, thusimproving theavailability of timely and wide-ranging statistics, contributing
inthisway to solid macroeconomic policiesand financial market improvement.

The Fund’s 2004 agenda calls for a continued effort to restructure the international
financial system, through development of more effective mechanisms designed to
prevent and deal with crises, including such tools as Liquidity Management, Balance
Sheet Approach (BSA) and Debt AnalysisSustainability (DAS). Discussionsalsotook
place onthecreation of apreventivelineof credit that would substitutethe now extinct
Contingency Credit Line (CCL); on adoption of the Policy Monitoring Agreement
(PMA), aprogram that does not involve disbursement of resources by the Fund; and
on Trade Integration Mechanisms (TIM), a mechanism that provides countries with
balance of payments problemsrelated to trade integration questions with more direct
accessto | MFfinancing programs. Thiscomponent wentinto operationin April of 2004.

In the month of July, the Biennial Surveillance Review was concluded. This process
included discussion and implementation of variousmeasures, i ncluding adeepeni ng of
studies on various existent exchange systems and strengthening of supervision in the
globalized financial sector. These are studies that may well contribute to making the
processof international monetary supervisioncarried out regularly by thel M Fsignificantly
moreeffective.

Another important review that wascarried out involved theway inwhich the Fund acted
intheprogram’ sfinanced between 1995 and 2000. Duringthisreview, thel M F discussed
the objectives, results and analytical frameworks used in these programs, concluding
asto the need for improving future programs.

At the same time, mention should be made of the discussions carried out on public
investments and fiscal policy that resulted in an exchange of ideas regarding the ways
in which public investmentsin infrastructure can be fostered in a responsible manner
and the treatment to be given to PPP in fiscal accounts.

Intheframework of thediscussion ontheinitiativestakento resolvefinancial crises,
aproposal was presented regarding adoption of arigid Code of Conduct, which later
evolvedintotheformulation of flexibleand voluntary principles. Infurther discussions
carried out with the mediation of the G-20 — composed of representatives of the
industrialized nationsand emerging economies—and by privatefinancial institutions,
progress was achieved in defining the Principles of Stable Cash Flows and Fair
Restructuring of Emerging Market Debts, to be established on a voluntary basis
among security issuer countries and private sector participants.
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Total IMFcapital cametoapproximately US$327billionat theend of 2004. Overall credits
reached US$90billion, including US$10billioninloansgranted onaconcessional basis.
Of thetotal member countries, 82 are debtors (with 59 involving concessional loans).

IMF participationintheinitiativeto provide external debt relief tothe Highly Indebted
Poor Countries (HIPC Initiative) remained at the same commitment level asin the
previousyear, SDR 1.8billion, of which SDR 1.3billionhad beendisbursedincumulative
terms up to the end of 2004.

Brazil’ squotaintheFund correspondsto SDR 3,036 million, representing participation
of 1.43%intheorganization’ stotal capital. In December 2003, the Stand-By Agreement
betweenBrazil andthel M Fformalizedin September 2002 wasextended for anadditional
fifteen months (up to March 2005), with the overall value of the agreement being
increased by SDR 4.6 billion — moving from SDR 22.8 billion to SDR 27.4 billion.
Withdrawal sagainst theagreement cameto SDR 17.2billion, of which SDR 12.6 billion
occurredin2003. Thisamount wasjust dightly morethanthe SDR 12.3billionwithdrawn
in2002 (whenwithdrawal sagainst the2001 agreement werestill being made). Itisworth
mentioning that thetranchesof SDR 5.6 billionand SDR 911 million madeavailablein
December 2003 and March 2004, respectively, werenot withdrawn by Brazil. Thisfact
demonstratesthat the program between Brazil andthe Fund wasessentially apreventive
program. In 2004, Brazil’ samortizationswith the Fund cameto SDR 2.9 billion, while
interest and other charges paid reached SDR 814 million.

OnDecember 31, 2004, theBrazilian debt balancewiththel MFwasSDR 19billion, making
it the largest pending debt balance with the institution, with Turkey and Argentina
occupying thefollowing positions. The reformulation of the Agreement also included
lengthening of the amortization schedul e of the Brazilian debt with the Fund, reducing
theamount to bepai din2004 andincreasing amortizationsscheduled for 2007 from SDR
1.8hillionto SDR6billion.

Bank for International Settlements (BIS)

TheBISisaninternational organization founded in 1930 and hasthe basi c function of
fostering international financial and monetary cooperation, acting as a forum in
coordinating processesamong central banksand thefinancial community; asafinancial
and monetary research center; and as a fiduciary agent in international operations
carried out by central banks.

Headquartered in Basel, Switzerland, the organization coordinates committees and

organizationscharged with promoting financial stability. Amongthese, mention should
bemade of the Basel Banking Supervision Committee; the Committee on Payment and
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Settlement Systems; the Committee on the Global Financial System; and the Market
Committee. Thesecommitteeswerefounded over thelast 40 yearsby the central banks
of the G-10°countries and they enjoy a high level of autonomy in structuring their
agendas and activities. The BIS also acts as the Secretariat of the Financial Stability
Forum (FSF), whichwascreatedin 1999to debate questionsinvolving thestrengthening
of the international financial architecture and to foster cooperation among national
authorities and international organizations and regulatory entities.

Attheend of thefiscal year onMarch 31,2004, Bl Sassetscametoarecord valueof SDR
167.9hillion, reflecting 12.2% growth compared to the previousyear. Foreign currency
deposits, whichaccount for themajor shareof BlSliabilities, roseto SDR 133.2billion,
after having closed the previousfiscal year at SDR 122.5billion. It isimportant to note
that the currency composition of these deposits changed significantly. The share in
Americandollarsdiminishedfrom67.1%inthepreviousyear to 62.4%onMarch 31, 2004.

Brazil hasbeenastockholderin Bl SsinceMarch 26, 1997, with 3000 subscribed shares
worth SDR 15million. Inthe2004 fiscal year, Bl Sdecided toincludesix new members
among its stockholders. These members were the central banks of Algeria, Chile, the
Philippines, Indonesia, I srael and New Zealand.

Thetendenciesthat have driven the most recent devel opmentsin global marketswere
the subjectsthat received the greatest attention during the regular 2004 BIS meetings,
in which discussions on themes related to the structural aspects of financial and
monetary stability prevailed.

Amongtheactivitiescarried out by theorganization, themost important involvestudies
carried out by theCommitteeontheGlobal Financial Systemonforeigndirectinvestment
inthefinancial systemof emerging market economies; theactivitiesof theBasel Banking
Supervision Committeefor purposes of implementation of theframework of the Basel
AccordI1; and discussionswithin the Committee on Paymentsand Settlement Systems
— which operates in a partnership with the International Organization of Securities
Commissions (losco), for the purpose of fostering security in payment systems by
strengthening market infrastructure and reducing systemic risk.

Initsturn, the Basel Banking Supervision Committee continued its effortsaimed at
strengthening prudential supervision in banking institutions; adopting more
transparent practicesin financial records; and encouraging banking systemsto move
forward intheareaof risk evaluation. Furthermore, the Basel Committee al so turned
itsattention to implementation of arevised framework that indicates optimal capital
levelsfor banking institutions.

5/ Group of industrial countries including: Germany, Belgium, Canada, the United States, France,
the Netherlands, Britain, Italy, Japan, Sweden and Switzerland.
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Finally, with regard to the role of the bank of central banks, it offersawide variety of
banking services, designed specifically toaidintheareaof reservemanagement. I1n 2004,
more than 100 central banks, including the Central Bank of Brazil, had part of their
reserves administered by the BIS, which also transfers knowledge and technology to
these institutions on the subject of asset portfolio administration.

Latin American Center of Monetary Studies (Cemla)

Cemlawas founded in 1952 and is a civil association headquartered in Mexico City.
Among its various responsibilities, the most important concern questions related to
monetary andfinancial stability and the operation of theinternational financial system.

More specifically, Cemla has the objective of fostering a better understanding of
monetary and banking questionsin L atin Americaand the Caribbean, whilealsodealing
with important aspects of the exchange and fiscal policies of the member countries;
assistance in training central bank staffs and those of other Latin American and
Caribbean financial entities; research and systematization of results in the fields
mentioned above; and dissemination of informati onto membersonfactsof international
and regional interest in the framework of monetary and financial policies.

Cemlaiscurrently composed of fifty institutions, thirty of which are associated central
banks. Theothersaredistributed among collaborating and assi stant institutions. Cemla
has four levels of management authority: the Assembly, Board of Governors, the
Director General andthe Deputy Director General.

The Assembly isthe highest level of authority intheinstitution and iscomposed of the
governorsof thecentral banksof theassociated members, all of whomhaveactivevoice
andvoteinthedeliberationsof the Center. Themajor shareof the organization’ sbudget
—approximately US$2.2millioninthe2004 fiscal year —iscomposed of contributionson
thepart of associated membersand coll aborating members. Brazil’ sannual contribution
has been unaltered in recent years, totaling US$283 thousand.

The Board of Governors is composed of the governors of seven associated central
banks, with Mexico as a permanent participant as the host country, and two extra
regional banks as collaborating members. The Board is subordinated to the Assembly
and its members are el ected for two-year terms as the representatives of the group of
associateswho elected them and in proportion to the voting power of that group. Inthe
2003—-2005 period, Brazil has occupied the presidency of the Board of Governors.

Cemlaorganized 57 eventsin 2004, including courses, seminarsand workshopsonthemes
of interest to central banks. Morethan 1,700 peoplefromall partsof L atin Americaandthe
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Caribbean participatedintheseevents. Among thethemesincludedintheCemlaactivities
program, the highlights were management of private capital flows and debt; strategic
communication among central banks; and compilation of statistics by central banks.

Another areaof interest hasbeen in the dissemination of knowledge. Inthisregard, the
highpoints are a series of periodical publications (the Boletin, Monetaria and Money
Affairsmagazines) and other nonperiodical s(essays, articles, research), whichanalyze
economic, financial and banking questions. Furthermore, inorder to provideincentives
and recognition, the Center awardstheannual Rodrigo Gomez Award, to thebest paper
on themes of importance to central banks.
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Main Economic Policy Measures

National Monetary Council Resolutions

3,162, 1.15.2004—Revokesregul ationsonthe utilization of resourcesdrawnfromthe
budget heading “ Government Credit Operations’, for purposesof providing coverage
and financing of outlays on the formation and maintenance of government stocks of
crop/livestock products.

3,163, 1.15.2004 — Deals with renegotiation of rural credit operations backed
by resources from the Special Credit Program for Agrarian Reform (Procera),
the National Program for Strengthening Family Farming (Pronaf), the
Constitutional Financing Funds of the North, Northeast and Central-West, and
other sources.

3,164, 1.20.2004—AuthorizestheNational Bank of Economicand Social Devel opment
(BNDES) to finance acquisitions of new and used trucks, truck tractors, trailers,
semitrailers, chasses and truck bodies for not more than seven years, based on
conditions determined by the institution.

3,165, 1.29.2004 — Deal swith the constitution of acommercial bank under thedirect
control of the Commodities and Futures Exchange, to operate exclusively as the
settlement institution of the operations processed through that market.

3,166, 1.29.2004 — Deals with corroboration of the origin of resources targeted to
subscriptions to capital increases in cash involving financial institutions and other
institutions authorized to operate by Banco Central do Brasil.

3,167, 1.29.2004 — Deal swith extension of the maturity term of operations carried out
withresourcesdrawnfromthe Coffee Economy Defense Fund (Funcaf€), supported by
Resolutions3,003, 3,026, 3,048, all of whichwereissuedin 2002, and 3,100, issuedin2003.

3,168, 1.29.2004 — Deals with the granting of Federal Government L oans without

Sales Option (EGF/SOV) for the 2003/2004 coffee harvest, based on Obligatory
Resources(MCR 6-2).
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3,169, 1.30.2004 — Alters the maturities of shares of credit operations targeted to
financing stocking of ethyl fuel al cohol, based onresourcesoriginatingintheContribution
on Intervention in the Economic Domain (Cide), and contracted under the terms of
Resolution 3,096, dated 2003.

3,170, 1.30.2004—AltersResolution 3,081, dated 2003, which disciplinestheproviding
of independent auditing servicesfor financial institutions, other institutionsauthorized
to operate by Banco Central do Brasil and for clearance and settlement houses and
providers of such services.

3,171, 2.19.2004 — Deals with the carrying out of repo operations as treated in the
regulations appended to Resol ution 2,950, dated 2002.

3,172, 2.19.2004 — Deal s with the marketing of corn and sorghum under the terms of
theSpecial CreditLine(LEC).

3,173, 2.19.2004 — Imposes conditions on credits extended to the public sector and
alterslimits—Alterationinart. 9 of Resolution 2,827, 3.30.2001.

3,174, 2.19.2004 — Conditioned the credit to the public sector and altered its limit.
Alterationmadeinarticle9 of Resolution 2,827, dated 3.30.2001.

3,175, 2.20.2004 — Altersthe Regul ations appended to Resol ution 2,309/1996 dealing
with leasing operations, with regard to the right to negotiate exchangerate variationin
these operations.

3,176, 3.8.2004 —Dealswith aterationsin the conditions applicableto financing based
ontheresourcesof thelL and and Agrarian Reform Fund, astreated in Law 93/1998 and
Decree4,892/2003.

3,177, 3.8.2004 — Altersthefractionforeseeninart. 2,indent 11, andin art. 3, indent 1,
of Resolution 3,005/2002, earningson resourcesobtai nedin savingsdepositschanneled
toBanco Central doBrasil, whileal solimiting acquisitionsof real estatecredit billsand
mortgagebondsby institutionsthat are membersof the Brazilian System of Savingsand
Loans(SBPE).

3,178, 3.29.2004 — Definesthe Long-Term Interest Rate (TJL P) for the second quarter
of 2004.

3,179, 3.29.2004—Revokes Resol ution 2,389/1997, which deal swith theprohibitionon
the granting of credits to users of international credit cards.
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3,180, 3.29.2004 — Alters provisionsrelated to the suspension of services provided to
thepublicinoutletsof financial institutionsand other institutionsauthorized to operate
by Banco Central do Brasil.

3,181, 3.29.2004—-Definesproceduresfor transfer of federal public securitiesclassified
in the category of securities held to maturity.

3,182, 3.29.2004 — Deals with the Program of Modernization of the Fleet of Farm
Tractors and Associated Implements and Harvesters (Moderfrota).

3,183, 3.29.2004 — Deals with the Program of Cooperative Development for Value
Added to Crop/Livestock Production (Prodecoop).

3,184, 3.29.2004 - Deal swith the credit linetargeted to the financing of the harvesting
and stocking of coffee in the 2003/2004 farm year, based on resources of the Coffee
Economy Defense Fund (Funcafé).

3,185, 3.29.2004 — Deal s with the marketing of Arabian and Robust coffees from the
2003/2004 harvest, based onthe Specia Credit Line(LEC).

3,186, 3.29.2004—AuthorizestheNational Bank of Economicand Social Devel opment
(BNDES) tofinanceacquisitionsof trucks, truck tractors, trailers, semitrail ers, chasses
and bodies, including both new and used with up to seven years of age, under the
conditions set down therein.

3,187, 3.29.2004 — Treats of alterationsin the Regulations of the National Program for
Strengthening Family Farming (Pronaf).

3,188, 3.29.2004 — Authorizes cooperative banks to receive rural savings deposits,
aters the minimum percentage of investment of resources obtained in rural savings
depositsandincreasestheresourcesof thereserverequirement onBancodoBrasil S.A.
rural savings.

3,189, 4.29.2004—Dealswith alterationsintheregul ationsof the National Programfor
Strengthening Family Farming (Pronaf).

3,190, 4.29.2004—Deal swith the period for renegotiating debtsthat originatedinrural
credit operations, as stated in Resolution 2,471/1998.

3,191, 4.29.2004 — Imposes conditions on credits extended to the public sector and
alterslimits—AlterationinResolution 2,827, 3.30.2001.
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3,192, 4.30.2004 — Alters the provisions of Resolution 1,065, dated 12.5.1985, which
regulates the application of penalties.

3,193, 5.5.2004—Dealswiththecredit linereserved for thefinancing of the harvest and
stocking of coffeefor the 2003/2004 farm period, based on the resources of the Coffee
Economy Defense Fund (Funcafé).

3,194, 5.11.2004—Deal swiththegranting of exceptional rebatesonthedebtsof current
expenditureoperationscontracted under the National Program for the Strengthening of
Family Farming (Pronaf).

3,195, 5.11.2004 — Dealswith extension of the maturity of installments of investment
financing operationscarried out under thetermsof theNational Programfor Strengthening
Family Farming (Pronaf).

3,196, 5.27.2004 — Extends the period of exemption from the compulsory deposit
and obligatory reserve on demand resources originating in deposits obtained at
pioneering branches.

3,197, 5.27.2004 — Deal swith the carrying out of operationsinvolving exchanges and
loans of securitiesby financial institutionsand other institutions authorized to operate
by Banco Central do Brasil.

3,198, 5.27.2004 — Alters and consolidates the regul ations regarding the rendering of
independent auditing servicesto financial institutions, other institutions authorized to
operate by Banco Central do Brasil and clearance and settlement houses and entities
that provide such services.

3,199, 5.27.2004 —Deal swith extension of the periodfor formalization of renegotiation
of rural credit operationsbacked by resourcesof theNational Programfor Strengthening
Family Farming (Pronaf), the National Constitutional Financing Funds of the North,
Northeast and Central-West Regions and other sources.

3,200, 5.27.2004 — Deals with the granting of time for purposes of payment of debts
originatingincurrent expenditureoperationscarried out under thetermsof theNational
Programfor Strengthening Family Farming (Pronaf).

3,201, 5.27.2004—Imposesconditionson creditsgranted to the public sector and alters
limits— Alterationsin Resolution 2,827, dated March 30, 2001.

3,202, 5.27.2004 — Ingtitutes aline of credit targeted to the financing of the stocking

of ethyl fuel alcohol, backed by theresourcesof the Contribution on Interventioninthe
EconomicDomain(Cide).
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3,203, 6.18.2004 — Deals with the opening, maintenance and operation of demand
deposit accountsfor individual Brazilian personstemporarily abroad.

3,204, 6.18.2004 — Imposes conditions on credits extended to the public sector and
aterslimits— Alterationsinindents|, I and |11 of art. 9-B of Resolution 2,827, dated
March 30, 2001, included by Resolution 3,153, dated December 11, 2003, and modified
by Resolutions 3,191, dated April 29, 2004, and 3,201, dated May 27, 2004.

3,205, 6.22.2004 — Deals with the investment of resources contracted in rural
savings deposits.

3,206, 6.24.2004 — Deals with alterationsin the Regulations of the National Program
for Strengthening Family Agriculture (Pronaf).

3,207, 6.24.2004 — Deal swith alterationsin investment programs backed by resources
equalized by the National Treasury with the National Bank of Economic and Social
Development (BNDES), with extension of thematurity of financinginstallmentsof the
cited programs and with adjustments in financing conditions under the terms of the
Program of Rural Job and Income Generation (Proger Rural).

3,208, 6.29.2004—Deal swiththechanneling of controlledrural credit resources, withterms
and maturitiesof Federal Government Loans (EGF) and with other rural credit conditions.

3,209, 6.30.2004—DefinedtheL ong-TermInterest Rate(TJL P) for thethird quarter of 2004.
3,210, 6.30.2004— Set theinflation target and the upper and lower parametersfor 2006.

3,211, 7.1.2004 — Altered and consolidated the rules that deal with the opening,
maintenance and operation of special demand deposit and savings deposit accounts.

3,212, 7.1.2004 — Altered Resol ution 3,109/2003, which deal swith the carrying out of
microfinancing operationstargeted tothel ow incomepopul ation and mi croentrepreneurs.

3,213, 7.1.2004 — Deals with the utilization of credit cards for purposes of making
deposits in demand deposit accounts and for the transmission of money orders.

3,214, 7.1.2004 — Deals with the Purchase Option Contract as a sales instrument of
public stock.

3,215, 7.1.2004 — Deals with alterations in the conditions on financing based on

resourcesthat areadministered by theNational Bank of Economicand Socia Development
(BNDES)—Special FinameAgriculture.
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3,216, 7.1.2004 — Deal swith the marketing of apples based on the Special Credit Line
(LEC), withtheProgram of M odernization of the Fleet of Farm Tractorsand Associated
Implements and Harvesters (Moderfrota) and with the granting of timefor payment of
current expenditureoperation debtscontracted under thetermsof theNational Program
for Strengthening Family Farming (Pronaf).

3,217, 7.1.2004—Permitted antici pated settlement of liabilitiesrelated to external credit
operations, leasing and short-term imports.

3,218, 7.1.2004 — Deals with the guaranties rendered in internal credit operations by
international organizationsinwhich Brazil participates.

3,219, 7.1.2004 — Redefined the criteriaapplicabl e to the operations of theinterest rate
equalization system of the Export Financing Program (Proex).

3,220, 7.29.2004 — Deals with the requirement on investments in microfinancing
operations targeted to the low income population and microentrepreneurs, altering
provisionsof Resolution 3,109/2003, modified by Resol ution 3,212/2004.

3,221, 7.29.2004 — Defined conditions for registration of resources obtained abroad
through issues of securities denominated in reals on the international market.

3,222, 7.29.2004—Deal swithrequirementsregarding investmentsinrural credit based
on obligatory resources (MCR 6-2) and rura savings (MCR 6-4), with Interbank
DepositsTiedtoRural Credit (DIR), withthe Aptitude Declarationto Pronaf (DAP) and
Proagroterms.

3,223, 7.29.2004 — Deals with alterationsin the Regulations of the National Program
for Strengthening Family Farming (Pronaf).

3,224, 7.30.2004—Deal swithrequirementsregarding investmentsinrural credit based
on obligatory resources (MCR 6-2) and rural savings (MCR 6-4), with Interbank
DepositsTiedtoRural Credit (DIR), withthe Aptitude Declarationto Pronaf (DAP) and
Proagroterms.

3,225, 8.5.2005—Deal swith adjustmentsin the Program of M odernization of the Fleet
of Farm Tractors and Associated |mplements and Harvesters (Moderfrota).

3,226, 8.5.2004 — Defined conditions for the granting of credits for purposes of
financing the stock of coffeefrom the 2003/2004 agricultural period.

3,227, 8.5.2004 — Defined conditions for the granting of financing based on the terms
of National Industrial Structure Modernization Program (Modermaq).

206 Boletim do Banco Central do Brasil — Annual Report 2004



3,228, 8.26.2004 — Imposed conditions on credits granted to the public sector and
reestablishedlimits—Alterationsin Resolution 2,827, 3.30.2001.

3,229, 8.27.2004 — Permitted financial institutions to onlend resources to
microentrepreneur credit companies for purposes of carrying out targeted productive
microcredit operations, as well as to acquire such operations.

3,230, 8.31.2004 — Deals with the credit line targeted to financing the current
expenditures of the 2004/2005 coffee harvest, based on Coffee Economy Defense
Fund (Funcafé) resources.

3,231, 8.31.2004 — Altered the conditions applicable to financing based on
resources of the Land and Agrarian Reform Fund, asdealt within Law 93/1998 and
Decree4,892/2003.

3,232, 8.31.2004 — Altered the regul ations appended to Resol ution 3,121/2003, which
deals with guidelines on investment of the resources of the benefit plans of closed
pension fund entities.

3,233, 8.31.2004 — Defined the earnings of financial agents in financing operations
contracted with resources from the Constitutional Financing Funds of the North,
Northeast and Central-West Regions.

3,234,8.31.2004—Altered theprovisionsof Farm Activity Guaranty Program (Proagro),
creating the “Proagro Mais” within the framework of the system in order to meet the
needs of small rural producersincluded within Pronaf.

3,235, 8.31.2004—Fostered complementary adjustmentsinthe Regul ationson Federal
Government Loans (EGF) to meet the financing needs of the 2004/2005 harvest.

3,236, 9.29.2004 — Defined the Long-Term I nterest Rate (TJLP) for thefinal quarter
of 2004.

3,237,9.30.2004—Altered and consolidated the conditionsapplicableintheframework
of “ProagroMais’, created by Resol ution 3,234/2004.

3,238, 9.30.2004 — Defined conditions for the granting of credits to be used for
financing the stocking of coffeefromthe 2003/2004 farm period.

3,239, 9.30.2004 — Deals with alterations in credit lines to be used in financing
expendituresonthestocking of coffeefromthe2003/2004farmyear, aswell asthecurrent
expenditures of the 2004/2005 harvest, based on Coffee Economy Defense Fund
(Funcafé) resources, and in the credits channel ed into the financing of the stocking of
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coffeeinthe2003/2004 farmyear, based onresourcesequalized by theNational Treasury
for the2004/2005Harvest Plan.

3,240, 10.28.2004—Deal swithreimbursementsof thefinancing of thecurrent expenditures
of the 2004/2005 soybean harvest, based on controlled rural credit resources.

3,241, 10.28.2004 — Altered Resolution 3,121/2003, which deals with the guidelines
applicabletoinvestment of theresources of the benefit plans of closed complementary
pension fund entities.

3,242,10.28.2004—Authorized theNational Bank of Economicand Socia Development
(BNDES) tooperatecrop/livestock current expenditurecredit linesintheframework of
theNational Programfor Strengthening Family Farming (Pronaf).

3,243, 10.28.2004 — Deal s with conditions for the participation of Housing Financing
Agents(SFH) in the Program of Subsidized Housing of Social Interest (PSH), withthe
exception of thoseincluded inthe Brazilian System of Savingsand L oans (SBPE) and
of mortgage companies.

3,244,10.28.2004 —Deal swith investment of theresourcesof the specific social security
systemsinstituted by the federal government, states, Federal District or municipalities.

3,245, 11.25.2004 — Altered Resol ution 2,689/2000, which deal swith theinvestments
of nonresident investorsin the financial and capital markets.

3,246, 11.25.2004 — Altered the conditions of “Proagro Mais’, which was created
within theframework of the Crop/Livestock Activity Guaranty Program (Proagro), in
order to meet the needs of producers participating in the National Program for
Strengthening Family Farming (Pronaf).

3,247,11.25.2004 - Deal swith thegranting of timefor purposesof complementing the
financing of structuring project investments with beneficiaries of Group “A” of the
National Programfor Strengthening Family Farming (Pronaf).

3,248, 11.25.2004—Deal swiththegranting of Federal Government L oanswithout Sales
Options(EGF/SOV) for the2004/2005industrial grapeharvest and with complementary
adjustmentsinthe EGF regul ationsinthe case of milk derivatives, to meet thefinancing
needs of the 2004/2005 harvest.

3,249, 12.16.2004—-Defined theL ong-Term Rate of Interest (TJLP) for thefirst quarter
of 2005.
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3,250, 12.16.2004 — Authorized Brazilian investments abroad through the holding of
international stock conferencesinvolving thedonation or exchangeof stock participation
held by individuals or legal entities resident, domiciled or headquartered in Brazil,
consequent upon the sale of stock control in a Brazilian company.

3,251, 12.16.2004 — Altered and consolidated the rules dealing with the bylaws and
regulations of the Credit Guaranty Fund (FGC).

3,252,12.16.2004—Dea swithindication of thedate of thelisting of clientsof National
Financial System institution clients on check forms.

3,253, 12.16.2004—Revoked theprovisionin Resolution 3,106/2003 which disciplines
the constitution and operation of credit cooperatives.

3,254, 12.31.2004 —Deal swith adjustmentsin therate of interest applied to operations
under the terms of the Program of Incentivesto Irrigation and Storage (M oderinfra).

3,255, 12.31.2004 — Deals with the terms and conditions for payment of matured
financing debtsformalized under theterms of the National Program for Strengthening
Family Farming (Pronaf), inthose casesin which thefederal government hasassumed
therisk.

3,256, 12.17.2004 — Altered the conditions applicable to financing based on the
resources of the Land and Agrarian Reform Fund, as dealt with in Law 93/1998, and
Decree4,892/2003.

3,257, 12.17.2004 —Deal swith extension of thematurity of coffee current expenditure
operations carried out with the resources of the Coffee Economy Defense Fund
(Funcafé), for the 2002/2003 and 2003/2004 harvests, and with extension of theterm of
the contracting of coffee current expenditure operations for the 2004/2005 harvest.

Banco Central do Brasil Circulars

3,218, 1.8.2004 — Alters provisions related to the requirements and procedures for
constitution, operatingauthorization, stock control transfer and stock control reorganization
of financial institutions and other institutions authorized to operate by Banco Central do
Brasil, aswell asfor occupying legally defined positionsin such institutions.

3,219, 1.9.2004 — Excludes subheadings of the Accounting Plan of National Financial
System Institutions (Cosif) and atersthe Appendix to Circular 3,164/2002.
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3,220, 1.14.2004 — Releases the listing of financial institutionsincluded in the sample
constituted for purposesof cal culating the Reference Rate(TR) and theBasic Financing
Rate(TBF).

3,221,1.21.2004—Altersthe proceduresto befoll owed in theaccounting of capital stock
increases and reductions on the part of managing entities of group buyer associations.

3,222, 2.5.2004 — Creates accounting headings and subheadingsin the Accounting Plan
of National Financial System I nstitutions(Cosif), definesweightingfactorsand provides
clarifications regarding registration of repo operations with free operation clauses.

3,223, 2.6.2004 — Abolishes the requirements related to compulsory deposits and
obligatory reserves on judicial deposits and guaranties for bank bonds.

3,224, 2.12.2004 — Defines procedures regarding the Credit Document (DOC).

3,225, 2.13.2004 — Defines the form, limits and conditions applicabl e to declarations
of propertiesand valuesheld abroad by individual sor legal entitiesresident, domiciled
or headquartered in the country.

3,226, 2.18.2004 - Deal swith the rendering of servicesby multiplebanks, commercial
banks and the Federal Savings Bank to credit cooperatives, involving the clearing of
checks and access to payment settlement systems and Interbank transfers.

3,227,2.19.2004—Altersthe Regul ationson Exchange Operationsof aFinancial Nature
onthe Free Rate Exchange Market.

3,228, 3.25.2004 — Deals with application of the schedule determined for providing
services to the public in the offices of financial institutions and other institutions
authorized to operate by Banco Central.

3,229, 3.26.2004 — Alters the procedures for calculating and elaborating information
related to the monitoring and control of exposurein gold, inforeign currenciesandin
assets and liabilities subject to exchange rate variations, on consolidated bases, as
treated in Resolution 2,606/1999, and the Regulationsin Appendix |V of Resolution
2,099/1994.

3,230, 3.25.2004 — Defines proceduresrel ated to the remittance of theinternal bylaws
of central credit cooperatives.

3,231,4.2.2004—Rel easesnew Import Exchange Regul ationsand takesother measures.
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3,232, 4.6.2004 — Releases new Regulations on the Banco Central Information
System (Sisbacen).

3,233, 4.8.2004 — Creates and excludes headings and subheadings in the Accounting
Plan of National Financial System Institutions (Cosif) for purposesof control of credit
operationscarried out by financial institutionswith the Credit Guaranty Fund (FGC), tax
credits and related asset operations.

3,234, 4.16.2004 — Alters exchange regulations for purposes of permitting digital
signaturesin exchange contractsthrough the utilization of digital certificatesissuedin
theframework of thePublic K eyslinfrastructure (ICP-Brasil), and takesother measures.

3,235, 4.22.2004—Desalswithtransfersof resourcesastreatedinarticles3and 8 of Law
9,311/1966 and art. 85 of the Transitory Constitutional Provisions Act, the opening,
mai ntenance and operation of current savingsdeposit accountswith additional earnings,
whileal soalteringtheAccounting Plan of National Financial SystemInstitutions(Cosif)
and the Economic-Financial Consolidation (Conef), for purposes of registration of
deposits for investment purposes.

3,236, 5.6.2004 — Alters the base for levying the compulsory deposit and obligatory
reserve on demand resources and the additional reserve requirement.

3,237,5.12.2004 — Approvesthe new Regul ations of the Special System of Settlement
and Custody (Selic).

3,238, 5.17.2004 — Creates breakdowns of subgroups and headingsin the Accounting
Planof National Financial SystemInstitutions(Cosif) toallow cooperativestocentralize

their financial operations.

3,239, 5.27.2004 — Deals with remittances of data on investments of savings deposit
resources in real estate financing.

3,240, 6.9.2004—Determined proceduresfor theel aborationand remittanceof information
toBanco Central doBrasil withregardtothes mplified accounts, thetargeting of demand
deposit resources into microcredit operations and payroll credit operations.

3,241, 6.17.2004 — Rel eased title-13 of Import Exchange Operations.

3,242, 6.23.2004 — Altered Floating Rate Exchange Market Regulations.

3,243, 6.24.2004—Altered the provisionsontheutilization of international credit cards.
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3,244, 6.30.2004 —Regul ated remittancesof information to themembersof group buyer
associations and alters art. 22 of Circular 2,381/1993, which deals with the filing of
documents at the headquarters of the entity responsible for administration.

3,245, 7.9.2004—Announced thesampling dealt within art. 1 of Resolution 2,809/2000,
for purposesof cal culatingtheBasic Financing Rate (TBF) andthe ReferenceRate(TR).

3,246, 7.14.2004 — Deal s with the period of adjustment of financial institutionsto the
provisionsinCircular 3,226/2004.

3,247, 4.17.2004 — Deals with the maintenance of judicial deposits at financia
institutions subjected to the privatization process.

3,248, 8.2.2004 — Deals with transfer of the resources treated of in articles 3 and 8 of
Law 9,311/1966, and 85 of the Transitory Constitutional Provisions Act, the opening,
maintenance and operation of current deposit accounts for investment purposes and
the modality of savings depositswith additional earnings, at the sametimeinwhichit
atersAccounting Planof National Financial System|Institutions(Cosif) and Consolidated
Economic-Financial Reports (Conef), for purposes of registering investment deposits.

3,249, 8.2.2004 — Released the regulations on international freight and takes
other measures.

3,250, 8.2.2004 — Determined conditions for registration of the resources contracted
on the international market through issues of securities denominated in Reals.

3,251, 8.9.2004 — Altered provisions on the utilization of international credit cards.

3,252, 8.30.2004 — Defined proceduresfor the accounting of repo operationswith free
operation agreements and creates, maintains, alters and excludes Accounting Plan of
National Financial System Institutions (Cosif) headings and subheadings.

3,253, 8.30.2004—Defined criteriafor theverification of compliancewithrequirements
regarding utilization of demand depositsin microfinancing operations and determines
procedures for the accounting and remittance of information on such operations.

3,254, 8.31.2004 — Established procedures for Interbank settlement of checks in
amountsequal toor greater thanthe Gross Settlement ReferenceVa uefor Checks(VLB-
Check), definesthisvalue, determinesthe maximum period of embargo on the deposit
of these checks and takes other measures.
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3,255, 8.31.2004 — Deals with the issue and liquidation of charging instruments,
createsthe Gross Settlement ReferenceV aluefor Charging Documents(V L B-Charging),
defines this value and adopts complementary measures.

3,256, 9.2.2004 — Deals with the possibility of integrating investments in stocks and
in contracts referenced to stocks and stock indicesinto the current investment deposit
account, transfers of resources without levying of the Provisional Contribution on
Financial Transactions (CPMF), aswell asthe scope of the concept of current deposit
accounts, thusaltering Circular 3,248/2004.

3,257, 9.8.2004 — Altered the base used in levying compul sory depositsand obligatory
reserves on demand resources, as well as the additional reserve requirement.

3,258, 9.17.2004 — Defined conditions for anticipation of the payment of operations
registered under thetermsof Circulars2,731, dated 12.13.1996, 2,816, dated 4.15.1998,
and 3,027, dated 2.22.2001, and Circul ar L etter 2,795, dated 4.15.1998.

3,259, 9.28.2004 — Altered the accounting of resources received by group buyer
associations still in formation.

3,260, 10.28.2004 — Deals with the granting of authorization and cancellation of
authorization to administer group buyer associations, transfers of company stock
control, divisions, mergers, incorporations and other acts and defines the conditions
for theexerciseof positionsof administration and asmembersof fiscal councilswithin
the administrative entities of such groups.

3,261, 10.29.2004—Ded swiththeinvestment of resourcescollected fromgroup buyer
associations, theleveragelimit for group buyer associationadministratorsandindication

of those directly responsible for rendering the information.

3,262,11.19.2004—Added aparagraphtoarticle4 of Circular 3,091, dated March 1, 2002,
which defines rules on compul sory deposits and obligatory reserves on time deposits.

3,263, 11.24.2004 — Defined proceduresfor interbank depositstied to microfinancing
operations(DIM).

3,264, 12.9.2004 — Announced alterationsin Import Exchange Regulations.
3,265, 12.15.2004 — Altered operational limitsfor the carrying out of repo operations.

3,266, 12.15.2004 — Deal swith the period permitted for financial institutionsto adjust
totheprovisionsof Circular 3,226/2004.
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3,267, 12.15.2004 — Altered the period for registration of operationsin Recor and for
deposit of the additional Farm Activity Guaranty Program (Proagro) payment.

3,268, 12.16.2004 — Altered Floating Rate Exchange Market Regulations—Brazilian
Investments Abroad.

3,269, 12.21.2004 — Altered the regulatory provisionsrelated to the standard model
of checks.

3,270, 12.21.2004 — Altered and consolidated the provisionsregarding the cal culation
base and deposit of the ordinary contributions of institutions associated to the Credit
Guaranty Fund (FGC).

3,271, 12.21.2004 — Altered the regul ations on the Financial Operations Registration
Module(ROF) of theDeclaratory Electronic Registration (RDE) referringtoloansamong
those resident or domiciled in the country and those resident or domiciled abroad,
instituted by Circular 3,027, February 22, 2001.

214  Boletim do Banco Central do Brasil — Annual Report 2004



Appendix

M ember sof theConselho M onetérioNacional
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Members of Conselho Monetario Nacional (pecember 31, 2004)

AntonioPalocci Filho
Minister of Finance — President

NelsonMachado
Minister of Planning and Budget

HenriqguedeCamposMeirelles
Governor of the Banco Central do Brasil

Banco Central do Brasil Management (pecember 31, 2004)
Board of Directors

HenriqguedeCamposMeirelles
Governor

AfonsoSant' AnnaBevilagqua
Deputy Governor

AlexandreSchwartsman
Deputy Governor

AntonioGustavoM atosdoVale
Deputy Governor

EduardoHenriquedeMeloM ottal oyo
Deputy Governor

JodoAntonioFleury Teixeira
Deputy Governor

PauloSérgioCavalheiro
Deputy Governor

SérgioDarcydaSilvaAlves
Deputy Governor

Board of Governors Executive Secretariat

Executive Secretary: HélioJoséFerreira

Secretary for the Board of Governors and

for the Conselho Monetario Nacional: SérgioAlbuquerquedeAbreuelima
Secretary for Institutional Relations: GersonBonani

Consultants for the Board of Governors

Alexandre Pundek Rocha Alvir AlbertoHoffmann

Anthero de Moraes Meirelles Clarence Joseph Hillerman Janior
ClaudioJaloretto Dalmir SérgioL ouzada

Fernando Antdnio Gomes FlavioPinheirodeMelo

Gustavo Alberto Bussinger Katherine Hennings

Luiz do Couto Neto Marco Antonio BelémdaSilva
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Central units of Banco Central do Brasil (pecember 31, 2004)

Financial Administration Department (Deafi)
Edificio-Sede—2°subsolo

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: Jefferson Moreira

Internal Auditing Department (Deaud)
Edificio-Sede—15°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: Eduardo de Lima Rocha

Banking Operations Department (Deban)
Edificio-Sede—18°andar

SBS Quadra3 Zona Central

70074-900 Brasilia (DF)

Head: José Antdnio Marciano

Foreign Capital and Exchange Department (Decec)
Edificio-Sede—7°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: Vanio César Pickler Aguiar

Enforcement Againstlllegal Foreign Exchange and Financial Activities Department (Decif)
Edificio-Sede—18°andar

SBS Quadra3 Zona Central

70074-900 Brasilia (DF)

Head: Ricardo Liao

Department of Records and Information (Defin)
Edificio-Sede—14°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: Sérgio Almeida de Souza Lima

Department of Information Systems Management (Deinf)
Edificio-Sede—2°andar

SBS Quadra3 Zona Central

70074-900 Brasilia (DF)

Head: Fernando de Abreu Faria

Legal Department (Dejur)
Edificio-Sede—11°andar

SBS Quadra3 Zona Central

700074-900 Brasilia (DF)

General Attorney: Francisco José de Siqueira

Department of Bank Liquidation (Deliq)
Edificio-Sede—13°andar

SBS Quadra3 Zona Central

700074-900 Brasilia (DF)

Head: José Irenaldo Leite de Ataide
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Department of Open Market Operations (Demab)
Av. Pres. Vargas, 730 — 6° andar

20071-001 Rio de Janeiro (RJ)

Head: Sérgio Goldenstein

Department of Material Resources Administration (Demap)
Edificio-Sede—1°subsolo

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: Dimas Luis Rodrigues da Costa

Department of Financial System Regulation (Denor)
Edificio-Sede—15°andar

SBS Quadra3 Zona Central

70074-900 Brasilia (DF)

Head: Amaro Luiz de Oliveira Gomes

Department of Financial System Organization (Deorf)
Edificio-Sede—16°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: Luiz Edson Feltrim

Department of Economics (Depec)
Edificio-Sede—10°andar

SBS Quadra3 ZonaCentral
70074-900 Brasilia(DF)

Head: Altamir Lopes

Research Department (Depep)
Edificio-Sede—9°andar

SBS Quadra3 Zona Central
70074-900 Brasilia (DF)

Head: Marcelo Kfoury Muinhos

Department of Human Resources Administration (Depes)
Edificio-Sede—18°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: MiriamdeOliveira

Department of International Reserves Operations (Depin)
Edificio-Sede—5°andar

SBS Quadra3 Zona Central

70074-900 Brasilia (DF)

Head: Daso Maranhdo Coimbra

Department of Planning and Organization (Depla)
Edificio-Sede—9°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: José Cldvis Batista Dattoli
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Department of External Debt and International Relations (Derin)
Edificio-Sede—4°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: Méarcio Barreira de Ayrosa Moreira

Off-site Supervision Department (Desin)
Edificio-Sede—6°andar

SBS Quadra3 Zona Central

70074-900 Brasilia (DF)

Head: Cornélio FariasPimentel

On-site Supervision Department (Desup)
Av. Paulista, 1.804 — 14° andar
CerqueiraCeésar

01310-922 S&o Paulo (SP)

Head: Osvaldo Watanabe

Currency Management Department (Mecir)
Av. Rio Branco, 30

20071-001 Rio de Janeiro (RJ)

Head: José dos Santos Barbosa

Exchange and Foreign Capital Regulation Executive Office (Gence)
Edificio-Sede—7°andar

SBS Quadra3 ZonaCentral

70074-900 Brasilia(DF)

Head: José Maria Ferreira de Carvalho
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Regional offices of the Banco Central do Brasil (December 31, 2004)

1st Region — Regional Officein Belém (ADBEL)
Boulevard Castilhos Franga, 708 — Comércio
Caixa Postal 651
66010-020 Belém (PA)
Regional Delegate: Maria de Fatima Moraes de Lima

Jurisdiction: Acre, Amapa, Amazonas, Para,
Ronddnia and Roraima

2nd Region —Regional Office in Fortaleza (ADFOR)
Av. Heréclito Graga, 273 — Centro
Caixa Postal 891
60140-061 Fortaleza (CE)
Regional Delegate: Luiz Edivam Carvalho

Jurisdiction: Ceard, Maranhdo and Piaui

3rd Region —Regional Office in Recife (ADREC)
Rua Siqueira Campos, 368 — Santo Antonio
Caixa Postal 1.445
50010-010 Recife (PE)
Regional Delegate: Pedro Rafael Lapa

Jurisdiction: Alagoas, Paraiba,
Pernambuco and Rio Grande do Norte

4th Region — Regional Office in Salvador (ADSAL)
Av. Anita Garibaldi, 1.211 — Ondina

Caixa Postal 44
40176-900 Salvador (BA)

Regional Delegate: Godofredo Massarra dos Santos
Jurisdiction: Bahiaand Sergipe

5th Region —Regional Office in Belo Horizonte (ADBHO)
Av. Alvares Cabral, 1.605 — Santo Agostinho
Caixa Postal 887
30170-001 Belo Horizonte (MG)
Regional Delegate: José Roberto de Oliveira

Jurisdiction: Minas Gerais, Goias and Tocantins

6th Region — Regional Office in Rio de Janeiro (ADRJA)
Av. Presidente Vargas, 730 — Centro
Caixa Postal 495
20071-001 Rio de Janeiro (RJ)
Regional Delegate: Paulo dos Santos

Jurisdiction: Espirito Santo and Rio de Janeiro

7th Region — Regional Office in Sdo Paulo (ADSPA)
Av. Paulista, 1.804 — Cerqueira César
Caixa Postal 8.984
01310-922 Sao Paulo (SP)
Regional Delegate: Fernando Roberto Medeiros

Jurisdiction: Sdo Paulo
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8th Region —Regional Officein Curitiba(ADCUR)
Rua Carlos Pioli, 133 — Bom Retiro
Caixa Postal 1.408
80520-170 Curitiba (PR)

Regional Delegate: Salim Cafruni Sobrinho
Jurisdiction: Parand, Mato Grosso and
Mato Grosso do Sul

9th Region — Regional Office in Porto Alegre (ADPAL)
Travessa Araljjo Ribeiro, 305 — Centro
Caixa Postal 919
90010-010 Porto Alegre (RS)
Regional Delegate: José Afonso Nedel

Jurisdiction: Rio Grande do Sul and Santa Catarina

222 Boletim do Banco Central do Brasil — Annual Report 2004



Acronyms

ABDI
ACSP
ADR
AGF
AmBev
Anatel
Anda
Aneel
Anfavea
ANP
Apex-Brasil
Bacen
Bancoob
Bansicredi
BCB
BIS
BNDES
BNDESpar
BoE

BoJ
Bovespa
BSA

C Bonds
CAF
Camex
CCL
CCR
CDA
CDB
Cemla
Cepal

Cl

Cide
CMC
CMN
CNI
Codex
Cofig
Cofins
Conab
Conef
Conportos

Copom

Brazilian Agency for Industrial Development
S&o Paulo Trade Association

American Depositary Receipts

Federal Government Acquisitions

Americas’ Beverages Company

National TelecommunicationsAgency

National Association for Fertilizer Dissemination
Brazilian Electricity Regulatory Agency

National Association of Automotive Vehicle Manufacturers
National Petroleum Agency

Trade and Investment Promotion Agency

Central Bank of Brazil

Banco Cooperativo do Brasil

Banco Cooperativo Sicredi

Central Bank of Brazil

Bank for International Settlements

Brazilian Devel opment Bank

BNDES Participacfes S.A.

Bank of England

Bank of Japan

Séo Paul o Stock Exchange

Balance Sheet Approach

Capitalization Bonds

Andean Development Corporation

Foreign Trade Council

Contingent Credit Lines

Reciprocal Credit and Payment Agreement
Agriculture and Livestock Deposit Certificate
Caribbean Development Bank

Center of Latin American Monetary Studies
Economic Commission for Latin Americaand the Caribbean
Import Document

Contribution on Intervention in the Economic Domain
Mercosul Common Market Council

National Monetary Council

National Confederation of Industry

Committee on External Debt Management

Export Financing and Guarantee Committee
Social Contribution on Social Security Financing
National Supply Company

Consolidated Economic-Financial Reports
National Commission on Public Security in Ports, Terminalsand Navigable
Waterways

Monetary Policy Committee
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Cosif
Cosipar
CPMF
CPR
CPSS
CRA
CSLL
CVM
DAP
DAS
DAX
DCB
Decex
DI

DI
Dieese
DIM
DIR
DLSP
DOC
DPMFi
DR
ECB
EGF
EGF/SOV
El
Eletrobras
Embi+
EU
FAT
FCO
FDI
Fecomercio SP
FGC
FGTS
FGV
FIF
Finame
Flirb
FMM
FNE
FNO
FOB
FPE
FPEX
FPM
FSA
FSAP

Accounting Plan of National Financial System Institutions
CompanhiaSiderurgicado Para

Provisional Contribution on Financial Transactions
Rural Product Bill

Contribution to the Civil Service Social Security Plan
AgribusinessReceivablesCertificate

Social Contribution on Net Profit

Securitiesand Exchange Commission of Brazil
Aptitude Declaration to Pronaf

Debt Analysis Sustainability

Deutscher Aktienindex

Debt Conversion Bond

Department of External Trade Operations

Import Declaration

Interfinancial Deposit

Inter Trade Union Department of Statistics and Socio-Economic Studies
Interbank deposits tied to microfinancing operations
Interbank Deposits Tied to Rural Credit

Net Public Sector Debt

Credit documents

Internal federal public securities debt

Rural Invoice

European Central Bank

Federal Government L oans

Federal Government Loans with no Sales Option
Eligible Interest Bonds

Brazilian Power Stations

Emerging Market Bond Index Plus

European Union

Worker Support Fund

Constitutional Fund for the Financing of the Central-West Region
Foreign Direct Investments

Trade Federation of the State of S&o Paulo

Credit Guaranty Fund

Severance Fund Contribution

Getulio VargasFoundation

Financial Investment Funds

Special Industrial Financing Agency

Front-loaded Interest Reduction Bonds

Merchant Navy Fund

Constitutional Fund for the Financing of the Northeast
Constitutional Funds for the Financing of the North
Free on Board

State Revenue Sharing Funds

Industrialized Products Export Compensation Fund
Municipal Revenue Sharing Funds

Financial Sector Assessment

Financial Sector Assessment Program
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FSF
FSSA
FTAA
FTSE 100
Funcafé
Funcex
Fundef

GATT
GCF
GDP
GFCF
HHI
HIPC
IBGE
Ibovespa
IBRD
ICC
ICMS
|CP-Brasil
ICV
IDB
IGP-DI
IGP-M
I

IF

P
[IRSA
IMF
IMO
INCC
INPC
INSS
IOF

| osco

| PA-DI
IPCA
|PC-Br
IPC-Fipe
IPI

IR

IRPJ
ISPS Code
Laia

LEC

LFT

Financial Stability Forum

Financial System Stability Assessments

Free Trade Area of the Americas

Financial Times SecuritiesExchangelndex

Coffee Economy Defense Fund

Foreign Trade Study Center Foundation

Fundfor the Support and Devel opment of Primary Educationand Enhancement
of the Teaching Career

General Agreement on Tariffsand Trade

Gross Capital Formation

Gross Domestic Product

Gross Fixed Capital Formation
Hirschman-Herfindahl Index

Highly Indebted Poor Countries

Brazilian Institute of Geography and Statistics

Sao Paul o Stock Exchangelndex

International Bank for Reconstruction and Devel opment
Consumer Confidencelndex

Tax on the Circulation of Merchandise and Services
Public Keys Infrastructure

Cost of Living Index

Inter-American Development Bank

General Price Index — Domestic Supply

General Price Index —Market

Import Tax

Institute of International Finance

International Investment Position

Regional Infrastructure Integration in South America
International Monetary Fund

International Maritime Organization

National Cost of Construction Index

National Consumer Price Index

National Social Security Institute

Tax on Credit, Exchange and Insurance Operations, or Stock or Security
Operations

International Organization of Securities Commissions
Wholesale Price Index — Domestic Supply

Broad National Consumer Price |ndex

Consumer Price Index — Brazil

Consumer Price Index — Institute of Economic Research Foundation
Industrialized Products Tax

IncomeTax

Corporate Income Tax

International Ship and Port Facility Security Code
Latin American Integration Association

Special Trade Credit Line

National Treasury Financing Bills
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LFT-B National Treasury Financing Bills— Series B

LNG Liquified Natural Gas

Loas Organic Social AssistancelLaw

LTN National Treasury Bills

LPG Liquid Petroleum Gas

Mapa Ministry of Agriculture, Livestock and Supply

mbd Million barrels per day

MDA Ministry of Agrarian Development

MDIC Ministry of Development, Industry and Commerce

M er cosul Southern Common Market

Moderagro Programof Agricultural M odernizationand Conservation of Natural Resources

M oderfrota Program of Modernization of the Farm Tractor Fleet and Like Implements
and Harvesters

Moderinfra Program of Incentivesto Irrigation and Storage

Modermaq National Industrial Structure Modernization Program

MTE Ministry of Labor and Employment

MYDFA Multi-Y ear Deposit Facility Agreement

Nafta North American Free Trade Agreement

Nasdaq National Association of Securities Dealers Automated Quotation

NBCE Banco Central do Brasil Note— Special Series

NMB New Money Bond 1994

NP Promissory Note

NTN-B National Treasury Note — Series B

NTN-C National Treasury Note — Series C

NTN-D National Treasury Note — Series D

NTN-F National Treasury Note — Series F

NTN-I National Treasury Note — Series |

Opec Organization of the Petroleum Exporting Countries

Oscip Organization of the Civil Society for Public Interest

p.p- Percentage points

PAP Crop and Livestock Plan

Pasep Program of Civil Service Asset Formation

PED Survey of Employment and Unemployment

PEP Production Outflow Awards

PIM Monthly Industrial Survey

PIS Program of Social Integration

PITCE Industrial, Technological and Foreign Trade Policy

PMA Policy Monitoring Agreement

PMC Monthly Survey of Trade

PME MONTHLY Employment Survey

PNM PO Targeted Productive Microcredits National Program

PPP Public-Private Partnerships

Procera Specia Program of Creditsto Agrarian Reform

Prodeagro Agribusiness Devel opment Program

Prodecoop Program of Cooperative Development for Aggregating Value to Crop/
Livestock Production

Proex Export Financing Program
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Proger Rural
Pronaf
Prouni

PSH

RDE

Recof

Reporto
RGPS
RLA
ROF
Rosc
SBA
SBPE
SDDS
SDR
Seade
Secex
Selic
SITC
SRF
SRF
SFH
SFN
Sisbacen
Sisbov

Siscomex
SPC

SRF

SRP

STF

TBF

TIM

TILP

TN

TR
UNCTAD
VEP
VLB-Check
VLB-Charging
WTI

WTO

Rural Employment and Income Generation Program
National Program for Strengthening Family Agriculture
University for All Program

Program of Subsidiesto Housing of Social Interest
Electronic Declaratory Registration

Special Customs System for Industrial Deposit with Information System
Control

Port Restructuring Program

General Social Security System

Net Adjusted International Reserves

Financial Operation Record Module

Reports on the Observance of Standards and Codes
Stand-By Accord

Brazilian System of Savingsand Loans

Special Data Dissemination Standard

Special Drawing Rights

State System of Data Analysis Foundation

Foreign Trade Secretariat

Specia System of Clearance and Custody

Standard International Trade Classification
SecretariadaReceitaFederal

Supplemental Reserve Facility

Housing Financing System

National Financial System

Central Bank Information System

Brazilian System of Identification and Certification of Cattle and Buffalo
Origin

Integrated Foreign Trade System

Secretariat of Complementary Social Security
Supplemental Reserve Facility

Social Security Revenue Secretary

Federal Supreme Court

Basic Financial Rate

Trade Integration Mechanism

Long-Term Interest Rate

National Treasury

ReferenceRate

United Nations Conference on Trade and Devel opment
Product Marketing Vaue

Gross Settlement Reference VValue for Checks

Gross Settlement Reference Vauefor Charging Documents
West Texas Intermediate

World Trade Organization
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