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Manufacturing leads
economic growth

There are now clear signsthat the Brazilian economy is
growing. The industry, particularly the manufacturing
industry, has become amajor actor infostering GDP growth
in the second quarter. The leading role played by the
manufacturing activity was not observed in previous
quarters. This change in the economic scenario ensures a
more solid economic growth and leads CNI to revise the
GDP growth estimate upwards, to 4.7% in 2007.

The business climate in this second half of the year is
positive. Higher growth rates have been registered in most
industrial sectors, and onein four of them have been growing
at two-digit ratesin 2007. Industrial jobshave been growing at
thesame pace asproduction: the sector hired more new workers
during the twelve-month period ending in August than
commercial establishments, changing ahistorical pattern.

This stepped-up manufacturing production is supported
not only by anincreasing foreign demand for major Brazilian
exports but also — and mainly — by a significant domestic
demand, which has been growing at the highest rates of the
past thirteen years. Therefore, the manufacturing production
hasbeen growing (i.e. the supply of products hasincreased)
in response to this additional demand. The larger supply of
products was also brought up by increased imports, which
have been growing at a pace of 20% in 2007 as a result of
the appreciation of thereal.

Nevertheless, no robust growth in the manufacturing
production beyond 2007 isguaranteed. Themainfactor limiting
thisgrowth pathisagradual but continuousincreaseininflation
ratessince April. This pressure may lead the Monetary Policy
Committee (Copom) to interrupt thereduction of basicinterest
rates, restricting credit and demand expansion, particularly of
goods with higher added values.

While on the one hand the Central Bank isworried with
the increasing aggregate demand, on the other hand the

strong rise observed in domestic demand is partly due to a
rather expansionary fiscal policy. This contradiction tends
to translate into more recurrent and possibly severer
monetary squeezes than would be necessary otherwise,
affecting the long-run growth path. Real government
spending has been growing at approximately 10% ayear in
2007, twice the GDP growth pace. Moreover, thisincrease
in public spending isbeing financed by asignificantly higher
tax revenue, astax collection has been increasing at amuch
faster pace than production. That is, an increasingly higher
percentage of Brazil’s income is being diverted from the
private to the public sector, jeopardizing the quality — and
sustainability — of its economic growth.

Thishigher demandissurely leading to ahigher capacity
utilization (UCI). However, therisk of an insufficient supply
of products seems low, as there are clear signs that the
production capacity is also growing in Brazil. The gross
fixed capital formation grew by 13.8% in the second quarter
of 2007 in relation to the same period in 2006. The apparent
consumption of machinery and equipment (domestic
production plusimports minus exports) grew by 19.5% over
same period. Once again, the scenario could be even better
if interest ratesin Brazil were not amongst the highest ones
in the world.

In sum, this is a favorable moment for the Brazilian
economy, particularly for the Brazilian industry. However,
the scenario could be better and it is advisable to keep an
eye on the future. Reducing the excessively high pace of
public spending is a must to reduce the pressure on
domestic demand, so that interest rates can continue on
adownward path. By spending less, the government could
tax less and make more resources available for private
investments. This is the path of the virtuous cycle that
will enable Brazil to ensure high economic growth rates
for along period.



EconoMICACTIVITY

Manufacturing grows in response to a higher
demand

In previous editions, we emphasized that the shifts of
aggregate demand observed in Brazil were not stimulating
equally robust increases in the manufacturing production. In
this edition, however, we will stress an important change in
the economic scenario: theindustry isnow leading economic
growth. National Accounts figures for the second quarter of
2007 reved a7.2% increase in the manufacturing production
from the same quarter in 2006, while the average economic
growth rate was lower, hitting the mark of 5.4% in this
comparison.

The growth observed in the manufacturing activity is
supported by anincreasing foreign demand for food products,
steel and ethanol —major Brazilian exports—and by domestic
demand, which has been growing at a pace of 5.8% a year —
the highest growth rate since 1994, when the Readl Plan was
launched.

Higher total earningsand an expansionary fiscal policy have
enhanced consumption in Brazil. Additionally, lower interest
rates have been enhancing credit opportunities, with a
particularly strong impact on the demand for consumer goods
with a higher added value. In this scenario, the supply of
products in Brazil must remain on the rise in the short run to
meet this increasing demand.

Products manufactured abroad accounted for asignificant
percentage of thissupply. Thevolume of importsin Brazil has
been growing at arate of 20% in 2007 as a result of both a
higher demand and the appreciation of thereal. But thislarger
supply was aso caused by faster production in Brazil, which
could bemoreclearly perceived in the second quarter of 2007.

The manufacturing production grew by 2.3% in the
comparison between the second and thefirst quarters of 2007
(seasonally adjusted data of the Monthly Industria Survey).
This is the highest growth rate between two subsequent
quarterssince 2004. Thegrowth observed in the manufacturing
activity wasnot only intense but also comprehensivein sectora
terms. Production increased in twenty of the twenty-seven
sectors covered by the Monthly Industrial Survey, as the
second quarters of 2007 and 2006 are compared.

This scenario of enhanced manufacturing activity is
expected to continuein thethird quarter. According toAnfavea
(National Association of Motor Vehicle Manufacturers), mo-
tor vehicleproduction grew by 21.5%in acomparison between
the average rates observed in July-August of 2007 and 2006.
Physica productionin July (PIM/IBGE) showsthat the third
quarter beganwith positiveindicators. sevenindustrial sectors

— Chemical products; Rubber and plastic; Machines and
Equipment; Electric materials, Automotive vehicles, Other
transportation equipment; and Furniture — grew at two-digit
rates as compared to July 2006.

The growth observed in the manufacturing production was
accompanied by a higher capacity utilization (UCI). In July,
enterprises used 82.5% of their installed capacity on average
(UCI / CNI Manufacturing Indicators), up by 2 percentage
pointsin relationto July inthe previousyear. Thishigher UIC
led to discussions on the sustainability of the manufacturing
production growth.

Gross fixed capital formation and apparent consumption of machinery
and equipment:
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However, it should be stressed that the expansion observed
in the manufacturing production recently took place
simultaneoudly with astrongincreaseininvestments. Thegross
fixed capita formation grew by 13.8% in the second quarter
of 2007 in relation to the same quarter in 2006. The apparent
consumption of machinery and equipment (as calculated by
IPEA) grew by 19.5% over the same period. It should also be
highlighted that the apparent consumption of machinery and
equipment has been growing at two-digit rates a year since
the fourth quarter of 2006. Thisis a clear sign that Brazil's
productive capacity is growing, which reduces risks of
insufficient supplies of products in the medium term.

GDP is expected to grow by 4.7%in 2007

CNI raised its GDP growth estimate from 4.5% to 4.7%
in 2007. This upward revision was based on prospects of
a more robust growth in industrial production. The four
main components of the industry — mineral extraction,
manufacturing, civil construction and public-utility indus-
trial services — grew at rates higher than the average one,
observed in the economy asawhole, in the second quarter.
This is a new fact not observed in the previous quarters,
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leading us to review Brazil’'s expected GDP growth this
year.

The agricultural/livestock production is expected to grow
by 3.0%, lessthan the 4.5% rate estimated early thisyear. The
agriculture/livestock activity grew by only 1.4% in the first
half of 2007 ascompared to the same period in 2006. However,
thescenariointhissector beyond 2007 isextremely favorable,
ashigh agricultural commodity pricesled to anincreaseinthe
planted areaand, probably, to alarger harvestin 2008. Strongly
dimulated by the performance of commercid establishmentsand
financid intermediation, services are expected to grow by 4.4%.

Tax collection is expected to increase by 7.2% in 2007.
When tax collection grows at ahigher pacethan production, a
higher percentage of theincome generated in Brazil isdiverted
from the private to the public sector. This reallocation of
resources, revedled by officid figuresintheNationa Accounts,
hindersthe prospect of higher productivity and sustained GDP
growth.

GDP: Projections for 2007

Household consumption 5.8 3.5
Government consumption 4.2 0.8
Demand GFCF 10.5 1.8
Exports 5.2 0.8
(-) Imports 20.0 2.3
Agriculture and livestock 3.0 0.2
Industry 4.4 1.4
Extractive (Minerals) 5.0 0.2
Supply Manufacturing 4.3 0.8
Construction 4.5 0.2
Public utilities and services 4.2 0.2
Services 4.4 2.8
Taxes 7.2

Source: (NI

As for the components of domestic demand, CNI till
believes that household consumption will grow by 5.8%,
accounting for 75% of economic growth as awholein 2007.
Government consumptionisexpectedtoincreaseby 4.2%in 2007.

CNI maintainsthe estimate of an increase of 10.5%in the
gross fixed capital formation. This growth is associated with
adropinbasicinterest rates, enhanced use of installed capacity,
and ahigher spending ininfrastructure. Exports of goods and
servicesare expected to increase by 5.2% thisyear and imports
areestimated to grow by 20.0%. Asaresult, thenet contribution
of theforeign trade sector to GDP formation isexpected to be
negative by 1.6 percentage pointsin 2007.

LABOR MARKET

Higher labor formalization rate in metropolitan
areas

In the wake of a more dynamic economic activity, the
labor market improved the quality of new jobs. According
to IBGE's Monthly Job Survey, of the 594,000 new jobs
created in the last twelve-month period ending in August,
590,000 were formal jobsin the private sector. As aresult,
theformality index —theratio between formal, military and
statutory jobs divided by total occupation — rose to 54.9%
in August, the highest level of the series since the Monthly
Job Survey began to be carried out, in March 2002.

Informal occupations have moved in oppositedirections:
on the one hand, the number of self-employed individuals
increased by 3.5% in August (137,000 additional jobs) in
the comparison with the same month in the previous year
and, on the other hand, informal jobs in the private sector
dropped by 6.2% in the same period (189,000 less jobs).

In sectoral terms, Services and Civil construction
accounted for most of the increase observed in total jobs
since August 2006 — 11.7% and 4.9%, respectively.

Asfor formal jobs, manufacturing has had anincreasing
participation in creating them. According to CAGED (Ge-
neral Record of Employed and Unemployed Persons), which
is maintained by the Ministry of Labor and Employment,
the participation of manufacturingin all formal jobs created
over the past twelve months has exceeded those in
commercia establishments— breaking along term pattern.

Formal jobs:
Participation (%) of manufacturing and commercial establishments
inall jobs created in 12 months
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Source: CAGED / MTE

The increase in the number of jobs in August from the
same month in the previous year (2.9%) was almost twice
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theincrease observed in the Economically Active Population
(1.7%). Thejob creation at this pace faster than theincrease
inthe number of peoplewho began searching for jobs pushed
the unemployment rate down. In August, the unemployment
rate was 9.5%, i.e. 1.1 percentage points below the one
registered in August last year. If this rate continues on a
downward path, the annual average may hit the mark of
about 9.5% in 2007.

Real total earningsactually received, asmeasured by the
Monthly Job Survey, increased by 1% in July after dropping
in June. In the comparison with July 2006, this income
category grew by 3.8%. Itisalessintense (annual) pace of
expansion than the ones observed earlier in 2007. The higher
inflation observed in recent months was a major cause of
the drop registered in real earnings.

Real total payroll
% variation from the same month in the previous year
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INFLATION, INTEREST RATES
AND CREDIT

Inflation close to the center of the 2007 target

The inflation rate as measured by the IPCA has been
rising since April. Late in August, the inflation index had
risen by 4.18% in twelve months, over one percentage point
above its variation in 2006 (3.14%). Although the risk of
losing control over inflation is low, larger domestic and
foreign demands make it imperative to coordinate the
monetary and fiscal policies better — and to adjust them to
the international scenario as appropriate.

In recent years, hikesin the prices of commodities such as
the ones in Energy and Metallic Minerals groups did not
significantly affect the behavior of consumer pricesin Brazil.
Currently, however, the country is experiencing more robust
growth rates, and higher agricultural commodity pricesin the
international market are beginning to impact domestic markets.

Negative shocks in the world supply of these products
and the growth pace of the global demand have translated
into significant price hikes in past quarters. The prices of
commoditiesfalling under the Food and Beverages group —
corn, wheat, soybeans, beef, pork and poultry, sugar and
coffee, among others — rose by almost 10% in the first
eight months of 2007 from an aready high level (14.2%
hike in 2006).

Commodities: international prices

% change
Total 22,5 33.9 14.0 1.4
Energy (Oil, Natural Gas and Coal) 30.3 41.8 71 14.2
Food and Beverage 2.3 5.8 14.2 9.5
Industrial inputs 14.9 26.9 425 3.9
Agricultural Raw Materials -1.0 7.5 13.6 -0.9
Metals 245 36.3 53.6 5.2

Source: IMF (*) January-August, 2007.

Breaking the IPCA index into major categories of goods
shows how these international pressures have been
internalized. While on the one hand regul ated pricesare still
relatively under control, with a variation of 2.38% in the
twelve-month period ending in August, thisvariationisless
than half the one registered in market prices as awholein
the same period (5.01%). Amongst these, a strong hike in
the prices of tradable goods deserves specia mention, for
their variation in twelve months soared from 1.10% late in
March to 4.81% in August. These goods, whose price
dynamics favored inflation control for five consecutive
guarters (from July 2005 to March 2007), are expected to
continueto push the IPCA index up inthe next few months.

Inflation: Market prices, prices of tradable and non-tradable goods
% change in 12 months
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Besides the Food and Beverages subgroup, whose
prices rose by 6.73% between January and August, the
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higher costs of Personal Expenses (4.35%) and Education
(4.19%) contributed to push the IPCA index up in the
period.

In any case, theinternational conjuncture and ahigher
domestic demand had even stronger effects on General
Price Indices — which capture price hikes also in the
wholesale. The General Price Index-Internal Availability
(IGP-DI) and its main component, the Wholesale Price
Index-Internal Availability (IPA-DI), rose by 5.19% and
5.49%, respectively, in the twelve-month period ending
inAugust.

Breaking the IPA-DI into categories of goods at
different processing stages, a higher price increase can
be observed in the group of gross raw materials: the
monthly inflation rose from 2.01% in July to 6.31% in
August —ahike of 14.58% in twelve months. The prices
of intermediate and final goods were still increasing at
more modest rates in the twelve-month period ending in
August: 3.07% and 2.48%, respectively. As for the
categories of 1PA according to the origin of goods, prices
of agricultural products rose by 6.15% in August alone
and had a variation of 14.87% in twelve months. The
prices of industrial products increased by 0.61% in
August, but they still accumulate atwelve-month variation
that is much lower than the one registered for agricultural
products: 2.65%.

Copom minutes suggest that cuts in the Selic
rate may be interrupted

In the third quarter, the Copom decided to cut the
Selic rate twice: by 0.50% in July and by 0.25% in
September. As a result, the over-selic interest rate hit
the mark of 11.25% a year. Discounting the expected
inflation in the next twelve months (3.80%), therelative
stability of real interest rates at about 8% a year —
observed in the first five months of the year — was
discontinued and it dropped to 7.18% a year in mid-
September.

The minutes of the last Copom meeting showed that, in
September, the monetary authoritieswere even considering
the need to interrupt the process of reducing interest rates.
Amongst the factors they considered, special mention
should be made of the levels of capacity utilization, the
expectation of lower contributions from the foreign trade
sector to keeping the domestic inflation under control and
uncertainties related to the propagation of stimuli already
enhanced by the monetary policy. There are increasingly
clear signsthat the process of relaxing the monetary policy
will be interrupted before thisyear is over.

Real interest rates and expected inflation

12-month expected inflation
rate (% p.a.)
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Source: Central Bank of Brazil
(*) NI estimates based on data available on Sept.14th.

Credit: spread still accounts for over half of the
cost of loans for enterprises

The outstanding balance of loans in the financia system
continues to grow, hitting the mark of 32.7% of GDP (July).
The increase in relation to the 30.8% rate observed late in
2006 reflects a higher total credit outstanding with non-
earmarked resources, which increased from 21% to 22.9%
of GDP during the period. Concerning loans for business with
non-eermarked resources, theaveragegoread over banks borrowing
ratesroseto 12.1% ayear in uly, over haf thecost actualy borne
by enterprisesin credit operations— about 23% ayesr.

The amount disbursed by BNDES in the twelve-month
period ending in August hit the mark of R$ 61.7 billion—a
growth of 35% from the previous twelve months. The
industry maintained its 50% participation in total
disbursementsin 2007.

In the capital market, the total amount raised through
public offerings—initial and secondary ones—in 2007 has
exceeded R$ 40 billion, which isequivalent to 150% of the
amount registered in 2006 (R$ 27 billion). Theinternational
financial turbulences observed recently are expected to
reduce the pace of offeringsin the second half of thisyear,
but prospects in the medium term are still favorable.

FiscaL PoLicy

Expansionary fiscal policy will be maintained

Public spending continues to rise at a fast pace. The
spending of the federal government rose by 9.3% in red
terms in the first seven months of this year —in relation to
the same period in 2006. At state and municipal level, the
spending rose by approximately 6.4% using the same
comparison basis. In both cases, the increase in public
spending exceeded the real growth of the economy, which
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inthefirst haf of 2007 was 4.9%. The systematic increasein
public spending at a much faster pace than GDP growth,
observed in the Brazilian economy since 2000, is a trend
expected to continue.

Concerning thefederal administration, increaseshavebeen
registeredin all themain componentsof primary expenditures
—dtaff, social security and fixed/capital expenses. The highest
increase was registered in staff expenditures, which rose by
10.4% in the first seven months of 2007 as compared to the
same months last year. This increase was due to wage
readjustments approved for different careersin 2006 and to
an increase in the number of civil servants.

In relation to fixed and capital expenses, which had the
second stegpest increase among the main spending component
(9.4%), specia mention should be made of discretionary
spending, i.e. pending that public managershave more powers
to approve. Fixed expenses (except for LOAS, FAT and sub-
sidies/subventions) increased by 9.2% inthefirst seven months
of the year. Investments, in turn, grew by 21.7%.

Besidesthe spending with staff and discretionary spending,
expenseswhich areimpacted by adjustmentsin the minimum
wage ad soincreased. Thiscategory includesbenefitsafforded
by LOAS (14.6%), spending of the FAT with unemployment
insurance and salary bonuses (17.6%), and social security
benefits (8.7%).

Evolution of Federal Government Spending and GDP
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Tax collection grows significantly and increases
primary surplus

The significant increase in spending is being made up for
by an equally significant or even more significant increasein
public-sector revenues. In the Federal Government, the net
tax collection grew by 9.7% in real terms between the first
seven months of 2006 and 2007. Information provided by the
BrazilianInternd Revenue Service(STN) onrevenuesinAugust
shows that this trend continues: the available data show that

the revenues of states and municipalities had adightly lower
real increase from August 2006, namely, 7.6%.

Within the Federal Government, the growth observed in
the net tax collection was caused by ahigher collection of the
incomeand IPI (tax onindustria products) taxesand of socia
security contributions. As for the revenue of states and
municipdities, the component that increased most were the
transfers received from the Federal Government.

As a result of a higher revenue, both the Federal
Government and regiona governments registered an increase
in their primary surplus in the first seven months of 2007 in
the comparison with the same period last year. In the Federd
Government, the primary result grew from 3.24% of GDPin
2006t0 3.44% of GDPin2007. Inthe statesand municipalities,
the increase was even higher, i.e. the primary surplus rose
from 1.02% to 1.53% of GDP.

As aresult, the primary surplus of the public sector grew
from 4.83% of GDP in the first seven months of 2006 to
5.58% of GDP in the same period in 2007. Given the lower
spending with interests on the public debt, which in the same
comparison basis dropped from 7.31% to 6.52% of GDP, the
higher primary surplus madeit possibleto reduce the nomina
deficit significantly — from 2.49% to 0.94% of GDP. In the
twelve-month period ending in July, the nominal deficit was
2.08% of GDP. As a result of the lower pressure from the
nominal deficit and ahigher GDP, the debt/GDPratio dropped
from 44.9% in December 2006 to 44.4% of GDPin July.

Primary surplus target may he exceeded

The positivetrend of fiscal indicatorswill continue until
the end of 2007, and it is very likely that the Federal
Government will exceed thetarget set for the primary result
—R$ 53.0 hillion, without taking into account the R$ 11.3
billion made availableto the Pilot Investment Project (PPI).
According to the “below-the-ling” criterion calculated by
the Central Bank, the primary surplus of the Federal
Government is expected to close 2007 at R$ 54.0 billion, or
2.25% of GDP. Considering that states and municipalities
and federal state enterprises will achieve their targets, the
primary surplus of the consolidated public sector islikely to
hit the mark of 3.9% of GDP. In this case, the nominal
deficit would closethe year at approximately 1.75% of GDP
and the debt/GDP ratio at 43.0%.

Spending of the Federal Government in 2008 may
once again exceed GDP growth

The budget bill submitted by the Federal Government to
Congressanticipatesa6.7% real increasein spending in 2008.
Considering that the real GDP growth estimated in the budget
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is 5.0%, expenditures may account for 18.9% of GDP. In
2007, they are expected to account for 18.55% of GDP,

It should be mentioned that discretionary spending (non-
compulsory spending) istheitem that is expected to increase
mogt, namely, 10.4% in red terms. Spending with staff, in
turn, will increase by 5.8% in rea terms.

On the revenue side, the budget hill anticipates a new
increaseinthefederal component of thetax load. Thetotal tax
collection of the Federa Government may grow by 7.8% in
real termsin 2008. Asaresult, thetota revenuewill risefrom
24.2% to 24.9% of GDP, meaning that it will increase by
0.7% percentage points of GDP in this tax load component.
Because acertain percentage of thisgrowth will betransferred
to states and municipalities (0.3 percentage points of GDP),
the net revenue of the Federal Government will increase by
0.4 percentage points of GDP.

Therefore, the fiscal policy is not expected to change in
2008. The continuous increase observed in public spending
will continue to be financed by ahigher tax load.

EXCHANGE RATE AND
ForeEiIGN TRADE

International financial turbulence brings
volatility to the exchange rate

Thecrissinthe USreal estate market generated substantial
risk aversionin theinternational financial market and ledtoa
search for less risky assets. The higher demand for the US
currency ended up interrupting —temporarily —the appreciation
of theBrazilianredl.

The exchange rate, which early in August was less than
R$1.90/US$ 1, hit themark of R$2.11/US$ 1 inmid-August,
interrupting a steady appreciation path — between April and
July, thereal appreciated by over 2% amonth, but inAugust it
dropped by 4.4%. Since mid-August, however, the real has
been appreciating again. By mid September, the exchangerate
had dropped to R$ 1.86/US$ 1.

Asindicatedin previouseditionsof thisNewd etter, different
factorsareleading to the appreciation of thered inrelationto
theUSdoallar —including theentry of short-term capitals, foreign
direct investments, and the trade balance. Obvioudly, the flow
of foreign investments and international demand can drop if
the financia crisis worsens, with impacts on export prices.
Thisscenario, however, isnot themost likely one. Thereaction
of the Federd Reserve, the American Central Bank, which
reduced the basic interest rates in the US economy and ensured
grater liquidity in the market, shows its intent on preventing a
moreseriouscrissand amoreintense cooling off of that economy.

Demand for primary goods ensures exports growth

Latein August, exportstotaled US$ 102.4 billion, afigure
that is15.9% higher than the oneregistered in the same period
in 2007. The growth rate in twelve months, however, dropped
once again — after an interruption caused by the effect of a
strike of Internal Revenue Service auditorsin May and June
2006, as compared to the same months in 2007.

Brazilian Exports and Imports
% growth rate in 12 months
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The performance of primary products, which experienced
the highest increase in the first eight months of 2007, was
particularly positive: 24% in the comparison with 2006. This
positive performancewasensured by pricegainsand—mainly
— by an increase in the exported quantum: in the comparison
between the first eight months of 2006 and 2007, prices and
the quantum grew by 10% and 14%, respectively.

Thebaancefor theyear (January-August) wasvery much
influenced by beef, pork and poultry exports, which benefited
from the absence of the barriers and embargoesthat prevailed
last year: poultry exports grew by 44.8%, pork exports
increased by 19.7%, and beef exportsroseby 19.3%. In recent
months, the exports of copper ore (+87%) and of corn in
grains (+177%) stood out.

In the first eight months of the year, the exports of
manufactured productsgrew by 11.2%. Thisgrowthislargely
dueto pricegains(7.6% accumulated inthe year up toAugust)
with a lower increase in the quantum (4.4% in the same
comparison). It should aso be highlighted that the quantum
growth in August was null. Likewise, the greater importance
of pricesinincreasing the salesof semi-manufactured products
abroad can be clearly perceived. Price gainsduring the period
amounted to 14%, while the quantum grew by 2%.

For the end of the year, there are also optimistic forecasts
for the world economic growth, although the financia crisis
leads us to expect aless heated demand. The export quantum
is expected to increase by approximately 5% in 2007. Even
with slower price gains, they will continue to account for
most of the exported value growth. Asaresult, the forecast
of US$ 157 hillion in exports at the end of 2007 remains
the same, up by 14% in the comparison with 2006.
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Imported quantum is increasing at a fast pace

Despitethevolatility of theUSdollar in August dueto the
financial crisis, thereal continuesto appreciate and, therefore,
to have a high purchasing power. Moreover, the additiona
stimuli observed inthefirst haf of theyear are still present: a
significantly higher domestic demand and recovery of the
manufacturing activity.

Imports totaled US$ 74.9 hillion in the first eight months
of 2007, meaning that they increased by 26.9% in relation to
thesame periodin 2006. Theimported val ue hasbeen growing
mainly as a result of enhanced purchases and not of import
prices. In the first eight months of this year, the imported
volume increased by 22% — according to data provided by
Funcex. Prices, in turn, grew by only 4%.

Imported volumes in all categories are growing, but
purchases of consumer goods continue to stand out, as they
increased by 31.8% in the comparison between the first eight
months of 2007 and 2006.

Imports of raw materials and intermediate goods grew by
28.5% in the comparison between the first eight months of
2006 and 2007, while imports of capital goods increased by
27.3%. While on the one hand the higher imports of capital
goodsis good news, as they show that the industry has been
investing in meeting demand, on the other hand imports of
raw materials continue to exceed the growth observed in the
manufacturing production, indicating that domestic raw
materid sarebeing replaced by similar imported raw materials.

Imports of intermediate products and production in the
manufacturing industry
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Imports are expected to continue to grow at afast pace
until the end of the year — spurred by theincrease registered

inimported volumes. Therefore, total imports are expected
to hit the mark of US$ 115 billion late in the year — more
than double the amount in 2004.

The gap between the growth pace observed in
imports and exports is increasingly larger

Despite the progpects that exports will continue to grow & a
dow pace, the gap between the growth observed in exports and
importsisbecomingincreasingly larger. Thetrade baancein uly
and August was, respectively, 33% and 27%, lower that the ones
observed in the same months in 2006. As a result, the balance
accumulated in 2007 amounted to US$ 23.9 hillion, down by 5%
inreationto 2006, whenit totdled U$25.2hillion. At theend of the
year, thetrade balanceis expected to tota about US$ 42 hillion.

2007 estimates

2006 2007
projection
GDP 3.7% 4.7%
(annual % change)
Industrial GDP 2.8% 4.4%
(annual % change)
Unemployment rate 10.0% 9.5%

(annual average - % of EAP)

Foreign Trade

Exports 137.8 157.0
(USS$ billion)
Imports 914 115.0
(USS$ billion)

Inflation
Inflation 3.1 4.0
(IPCA - annual % change)
Public Sector

Nominal deficit

(% of GDP) 3.0 1.75
Primary Surplus

(% of GDP) 3.9 3.9
Net Debt

(% of GDP) 44.9

Interest Rates

43.0

Nominal Interest Rates

(end of period, % annual rate) 13.3% 11.0%

Real Interest Rates

(annual average, IPCA-deflated) 11.8%
Exchange Rates

Nominal Exchange Rate, R$/US$

(annual average)

7.8%

2.18 1.97
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