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Some good news

needed some good news. Luckily, fortune smiled on
the economy in the second quarter, not as much as

In August 2017, Neymar Jr. dribbled his way to
Paris St. Germain as the most expensive player in

it did on Neymar, but enough to keep hope afloat.
The economy grew by 0.2 percent quarter on

football history. Having to prove that he was worth

quarter in Q2 2017 (figure 1), making its way out of

the US$ 263 million they paid to get him, Neymar

a deep recession spanning eight straight quarters of
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didn’t take time settling in, finding the net in his

contraction in 2015–2016. Key indicators suggest

very first game for the club.2 Back home, how much

that growth will continue into Q3 as well. Consumer

policymakers would have yearned for a similar per-

and business confidence have edged up, and exports

formance by the economy. With one of the sharp-

have bounced back. The cost of capital has declined,

est downturns in recent history, Brazil desperately

with the policy rate now down by 675 basis points
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Figure 1. The economy came out of recession in Q2 2017
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Source: Haver Analytics, Deloitte Services LP economic analysis.
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(bps) over the past year. The pace of the recovery

sumer confidence is inching up, although the level

is, however, still slow. And whether it will pick up

is still below the 100 mark that distinguishes pes-

depends on further reforms, especially on the fiscal

simism from optimism.4

side.

There is positive news from the external sector
as well. Exports—in terms of both value and volume—continue to gain momentum (figure 2). This

Private consumption joins
the recovery bandwagon

has aided external balances, with the trade surplus
going up this year and the current account returning to surplus in Q1 (1.0 percent of GDP) for the first

A rebound in private consumption aided the

time since 2007. Manufacturing too seems to have

economy in Q2. Private consumption expanded by

turned a corner, but the pace of recovery is still slow.

1.4 percent, aided by low inflation and lower debt

This is not unexpected, given that demand growth

servicing costs. The uptick in economic activity has

has been moderate until now. Also, any growth in

rubbed off on the labor market as well, with the

manufacturing is unlikely to push up investments

three-month moving average of the unemployment

by much in the near term, as capacity utilization is

rate falling further in November (12.4 percent) from

still low, especially relative to the heydays of 2007–

the peak of 13.7 percent in March.3 As a result, con-

2008.5
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Figure 2. Exports have arguably been the brightest spot in the economy
Growth (%, year over year)
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Banco Central do Brasil
(BCB) shows it’s in charge
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ment, weighed on private consumption. Second,
price pressures translated into higher interest rates,
pushing up debt servicing costs for households and

Arguably, one of Brazil’s biggest nightmares in

the government. Finally, inability to rein in infla-

recent years has been inflation staying above the

tion cost the BCB and the economy much credibility.

BCB’s mid-point target for much of 2008–2016.6

And capital flows and bond yields bore the brunt of

By January 2016, inflation had jumped to 10.7 per-

this.

cent. Rising inflation, in turn, translated into three

Thankfully, the tide has changed this year, much

ills for the economy. First, high inflation dented

to the BCB’s credit. The central bank stuck to high

real incomes, which, along with rising unemploy-

interest rates last year even as the economy tanked,

Figure 3. Inﬂation has gone down sharply over the past year
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to get prices under control. As the data on inflation

yields had pushed the budget further into deficit

improved, BCB was quick to change track by cutting

(figure 4). While yields have fallen since late last

rates, thus ensuring a healthy mix of falling infla-

year, primarily as confidence returns to the econ-

tion and lower interest rates (figure 3). With the tide

omy, this may be a temporary hiatus if announced

turning in the fight against inflation and confidence

reforms do not see the light of day. Markets had

in the BCB restored, the National Monetary Council

taken much encouragement from initial measures

in June lowered the inflation target for 2019 to 4.25

aimed at privatization and capping real government

percent and for 2020 to 4.0 percent from the cur-

spending for the next 20 years9 but will need fur-

rent 4.5 percent.7

ther reforms to sustain the momentum.

Inflation was 2.5 percent in September, below

The trickiest challenge would be to reform pen-

BCB’s 3.0 percent lower limit. No wonder then that

sions, without which it will be impossible to stem

the BCB cut the SELIC rate by a further 75 bps to 7.5

the rise in public debt. Any legislation on that

percent in October, its sixth rate cut over the past

will be hard to come by. First, the move to reform

year.8 While the rate cut is yet another indicator of

pensions and to raise the retirement age has been

BCB’s confidence in the fight against inflation—in-

hotly contested by labor unions, thereby leading

flation expectations for the next 12 months fell to

to watered-down reforms.10 Second, to push such

4.0 percent in November, the lowest since 2009—

a strong measure through the legislature appears

the quantum of the cut (75 bps rather than 100 bps

difficult given recent political turmoil related to cor-

each for the previous four cuts) hints at a likely end

ruption allegations.11 Finally, with the government’s

to the easing cycle by Q1 2018 at the latest.

approval ratings at a record low and a year left for
the next presidential elections, legislators may hesitate to take unpopular measures.12 Markets, how-

Time for a worthy partner
on the fiscal side

ever, may not be patient enough to wait for a new
government, likely impacting bond yields. If that
happens, it would be a big setback in efforts to get

Measures by the central bank to reassert control

Brazil’s fiscal house in order. Most importantly, it

over the economy will not give the desired results

would undermine confidence in the economy and,

if the fiscal side does not stick to its side of the bar-

hence, impact fixed investments—both foreign and

gain, especially given the surge in public debt over

domestic—critical for not only short-term economic

the past few years. This, in combination, with high

revival, but also medium-to-long-term growth.

Figure 4. Government debt and deﬁcit shot up in 2015–2016
80
70
60
50
40
30
20
10
0

2007

2008

2009

2010

2011

2012

Gross general government debt (% of GDP, left axis)
Source: Haver Analytics, Deloitte Services LP economic analysis.

4

2013

2014

2015

2016

9
8
7
6
5
4
3
2
1
0

Budget deﬁcit (% of GDP, right axis)
Deloitte Insights | deloitte.com/insights

Brazil: It takes two to tango

ENDNOTES
1.

Christina Settimi, “Neymar signs with PSG, set to become world’s highest-paid soccer player ahead of Messi and
Ronaldo,” Forbes, August 3, 2017.

2.

BBC, “Neymar scores on Paris St-Germain debut against Guingamp,” August 13, 2017.

3.

Brazilian Institute of Geography and Statistics (IBGE), Continuous National Household Sample Survey, sourced
from Haver Analytics on November 13, 2017.

4.

Getulio Vargas Foundation (FGV), Consumer Confidence Index (seasonally adjusted), sourced from Haver Analytics on November 13, 2017.

5.

Haver Analytics, sourced on November 13, 2017.

6.

Ibid.

7.

Banco Sentral do Brasil, sourced from Haver Analytics on November 13, 2017; Silvio Cascione and Marcela Ayres,
“Brazil cuts inflation target for first time in over a decade,” Reuters, June 29, 2017.

8.

Mario Sergio Lima, “Brazil cuts key rate to 7.5 percent and indicates slower easing,” Bloomberg, October 26, 2017.

9.

Akrur Barua, “Brazil: BCB seizes the initiative,” Deloitte Insights, May 12, 2017.

10. Maria Carolina Marcello and Ueslei Marcelino, “Brazil waters down pension reform as protests turn violent,”
Reuters, April 19, 2017.
11. Andres Schipani, “Brazil’s Temer survives second prosecution vote,” Financial Times, October 26, 2017.
12. Mario Sergio Lima and Simone Preissler Iglesias, “Temer is Brazil’s most unpopular leader ever, poll says,” Bloomberg, September 28, 2017.

ABOUT THE AUTHOR
AKRUR BARUA
Akrur is an economist with the Research & Eminence team. As a regular contributor to several Deloitte
Insights publications, he often writes on emerging economies and macroeconomic trends that have
global implications, such as monetary policy, real estate cycles, household leverage, and trade. He also
studies the US economy, especially demographics, labor market, and consumers.

5

Brazil: It takes two to tango

CONTACTS

Akrur Barua

Public Sector

Deloitte Research

Mike Turley

Deloitte Services LP

Deloitte Touche Tohmatsu Limited

India

UK

Tel: +1.678.299.9766

Tel: +1.44.7711.137213

E-mail: abarua@deloitte.com

E-mail: mturley@deloitte.co.uk

Global Industry Leaders

Telecommunications, Media
& Technology

Consumer and Industrial Products

Paul Sallomi

Tim Hanley

Deloitte Tax LLP

Deloitte Services LP

USA

USA

Tel: +1.408.704.4100

Tel: +1.414.688.2052

E-mail: psallomi@deloitte.com

E-mail: thanley@deloitte.com
Energy & Resources

US Industry Leaders
Financial Services

Rajeev Chopra

Kenny Smith

Deloitte Touche Tohmatsu Limited

Deloitte Consulting LLP

UK

Tel +1.415.783.6148

Tel: +44.7775.785350

Email: kesmith@deloitte.com

E-mail: rchopra@deloitte.co.uk
Consumer & Industrial Products
Financial Services

Seema Pajula

Bob Contri

Deloitte & Touche LLP

Deloitte Services LP

Tel: +1.312.486.1662

USA

E-mail: spajula@deloitte.com

Tel: +1.917.327.0828
Life Sciences & Health Care

E-mail: bcontri@deloitte.com

Bill Copeland
Life Sciences & Health Care

Deloitte Consulting LLP

Greg Reh

Tel: +1.215.446.3440

Deloitte Consulting LLP

E-mail: bcopeland@deloitte.com

USA
Tel: +1.215.680.8913
E-mail: grreh@deloitte.com

6

Brazil: It takes two to tango

Energy & Resources

Public Sector (State)

John England

Mark Price

Deloitte & Touche LLP

Deloitte Consulting LLP

USA

Tel: +1.617.585.5984

Tel: +1.713.982.2556

E-mail: maprice@deloitte.com

E-mail: jengland@deloitte.com
Telecommunications, Media & Technology
Public Sector (Federal)

Sandra Shirai

Daniel Helfrich

Deloitte Consulting LLP

Deloitte Consulting LLP

Tel: +1.415.783.5515

Tel: +1.571.882.8308

E-mail: sshirai@deloitte.com

E-mail: dhelfrich@deloitte.com

7

Sign up for Deloitte Insights updates at www.deloitte.com/insights.
Follow @DeloitteInsight

Contributors
Editorial: Ramani Moses
Creative: Anoop R, Mahima Dinesh Nair
Promotion: Amy Bergstrom, Shraddha Sachdev
Artwork: Tushar Barman

About Deloitte Insights
Deloitte Insights publishes original articles, reports and periodicals that provide insights for businesses, the public sector and
NGOs. Our goal is to draw upon research and experience from throughout our professional services organization, and that of
coauthors in academia and business, to advance the conversation on a broad spectrum of topics of interest to executives and
government leaders.
Deloitte Insights is an imprint of Deloitte Development LLC.

About this publication
This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its
and their affiliates are, by means of this publication, rendering accounting, business, financial, investment, legal, tax, or other
professional advice or services. This publication is not a substitute for such professional advice or services, nor should it be
used as a basis for any decision or action that may affect your finances or your business. Before making any decision or taking
any action that may affect your finances or your business, you should consult a qualified professional adviser.
None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any
loss whatsoever sustained by any person who relies on this publication.

About Deloitte
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”), its
network of member firms, and their related entities. DTTL and each of its member firms are legally separate and independent
entities. DTTL (also referred to as “Deloitte Global”) does not provide services to clients. In the United States, Deloitte refers to
one or more of the US member firms of DTTL, their related entities that operate using the “Deloitte” name in the United States
and their respective affiliates. Certain services may not be available to attest clients under the rules and regulations of public
accounting. Please see www.deloitte.com/about to learn more about our global network of member firms.
Copyright © 2017 Deloitte Development LLC. All rights reserved.
Member of Deloitte Touche Tohmatsu Limited

