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Economy Is expected to grow strongly in 2010

Brazilian economy will grow above world average

Brazilian economy began 2010 on a strong
upward path. GDP is expected to grow once
again at a higher rate than the world economic
growth, as in 2007 and 2008.

Industry will be the sector that will contribute most
to this economic performance in 2010. Manufactu-
ring production in March of this year rose by 19.7%
in relation to the same month the year before
(PIM-PF/IBGE). CNI estimates that manufacturing
production will grow at a rate of about 12.0% in
2010, resulting in an 8.0-percentage point increase
in industrial GDP. Apart from production, invest-
ments are also expected to grow strongly, mea-
ning that the industrial sector has been responding
well to the supply needs of the economy.

Labor market is also recovering. Formal jobs are up
once again, amounting to 1.7 million jobs throu-
ghout Brazil in the 12-month period up to March.

Inflation continues to accelerate. In January alo-
ne, the 12-month figure for the Consumer Price
Index (IPCA) is already above the center of the
inflation target pursued by the Central Bank. It
should be stressed that this upward trend is due
to the rising prices of food, beverages and servi-
ces. No significant pressures from the industrial
sector were detected.

With the aim of curbing price hikes, the Monetary
Policy Committee (Copom) increased the Selic
rate (basic interest rate) in April. This trend is
expected to continue in the next Copom meetin-
gs. However, the impact of interest rates on food
products —a component that has been pressu-
ring inflation — is limited. On the other hand, the
impact on demand for industrial products and
credit will be significant and, as a result, the
Brazilian economy investment and growth rate is
likely to decrease throughout the year.

As opposed to the monetary policy, fiscal policy
continues to be marked by strong expansionist fea-
tures in 2010. Public sector spending grew stron-
gly in the first quarter of the year, even though

the effects of the international economic crisis on
activity levels have been appropriately addressed.

This increase in public spending has not caused
significant impacts on the fiscal result so far due
to a higher revenue. Resumption of economic
growth and the reduction in tax incentives granted
during the crisis are the main factors behind this
higher tax revenue.

However, to achieve the primary surplus goals
set for 2010, both the Federal Government and
regional governments will need to reduce their
spending growth pace over the next few months.
\We are expecting a primary surplus of 2.5% of
GDP for the consolidated public sector.

Foreign trade shows signs of recovery, but imports
are growing at a much higher rate than exports.
These grew by 25% in the first four months of the
year, while imports rose by 42% over the same
period. As foreign demand is recovering much
more slowly than domestic demand, coupled with
strong foreign capital inflows into the country, the
dollar is expected to remain at appreciated levels
throughout the year.
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Higher capacity utilization is accompanied by resumption of investments

GDP data for the first fourth quarter
of 2009 indicate that the economy
will grow at a fast pace in 2010.
The Brazilian economy began the
year on a strong upward path and,
as a result, GDP will benefit from a
significant dragging effect. Even if
the economy remained stagnant over
all four quarters of the year — which
is a discarded possibility — GDP
would still grow by 3.1% in 2010.

Preliminary data for the first quarter
of 2010 not only confirm a robust
growth trend but also indicate a
higher economic growth rate. For
this reason, CNI revised its GDP
estimates upward from 5.5% to
6.0% in 2010.

If, on the one hand, industry was
the most affected sector by the

Production of capital goods

international crisis in 2009, on the
other it will be the one that will
contribute most to economic growth
in 2010. Production in this sector

is already guaranteed to grow by
8.1% on account of the dragging
effect. Manufacturing production in
March of this year rose by 19.7% in
relation to the same month last year
(PIM-PF/IBGE). CNI estimates that
manufacturing production will grow
at a rate of about 12.0% in 2010,
leading to an 8.0% increase in the
industrial GDP.

In April, it was seen that industrial
entrepreneurs expect demand to grow
in an increasingly widespread fashion
in industry over the next sixth months
(Industrial Survey - Manufacturing and
Mining/CNI). They are also optimistic
about future exports.
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Production is increasing in parallel

with resumed investments, which are
likely to increase by 18.0% this year.
Production of capital goods is up by
38.4% in March against the same
month in the previous year (PIM-PF/
IBGE). The resumption of investments
is important for maintaining a sustained
growth path. Industry has been filling
the capacity of the industrial complex
so as to stimulate the resumption of
investments without supply pressures.
Despite the increase observed in the
seasonally adjusted capacity utilization
index in 2009 (Industrial Indicators/
CNI), this indicator is still 0.6 percentage
points below the one registered before
the crisis (September 2008).

The construction industry is expected
to grow even further in 2010: estimates
point to an 8.9% increase in the civil
construction GDP This projection is
based on the following factors: the
government housing program; an
increase in housing credit; and the
infrastructure works for the 2014 World
Cup and the 2016 Olympic Games.
Entrepreneurs in the construction
industry are very optimistic. In April
2010, the index for expected activity
level in this industry was way above

50 points, indicating that most
entrepreneurs are confident.

The strong growth in manufacturing
activity in 2010, coupled with an increase
in real income, will require more energy
and other public-utility services: CNI
estimates that the GDP of public-utility
industrial services will grow by 5.9%.

CNI also estimates that the foreign
trade sector’s GDP will decrease

by 1.8 percentage points. Because
foreign demand has been recovering
at a slower pace than domestic



ECONOMIC REPORT
l l Year 26, n. 01, January/March 2010

demand, Brazilian exports are likely
to grow by 9.0% in 2010. The
appreciation of the real against
the dollar stimulates purchases of
imported raw materials, machinery
and equipment, which, added to

a marked increase in domestic
demand, will cause the imports of
goods and services to rise by 25.0%
in 2010, according to the National
Accounts methodology (IBGE).

The positive performance of
household consumption was key for
the Brazilian economy to recover
from the effects of the crisis and
will be, on the demand side, the
component that will contribute
most to GDP growth in 2010. This
phenomenon was made possible
by a recovery in jobs — particularly
formal jobs —, which caused total
earnings to grow by 3.1% on the
12-month average in 2009 against
the same period the year before.

In addition, the increase in loans to
individuals and in the government’s
cash transfer program have also
played a major role in sustaining
household consumption. CNI
estimates that this GDP component
will grow by 6.2% in 2010.

As a result of the positive
performance of household
consumption, services have fully
recovered from the impacts of the
crisis. Particularly, real retail sales
(IBGE) in March 2010 increased by
15.7% as compared to the same
month in the previous year — the
highest rate, on this comparison
basis, in the historical series of the
survey. Services are likely to grow
by 5.0% not only in the trade sector,
but also in other sectors — such as
transportation (estimated increase
of 7.3% in 2010) and financial
intermediation (growth of 6.4%).

If confirmed, this growth will be
more than twice as high as the one
registered in 2009.

In the first quarter of 2010,
GDP will rise by 2.0%

GDP is expected to grow significantly
in the first quarter of 2010 due to
the positive performance of key
economic sectors. The seasonally
adjusted manufacturing production
on the average from January to
March 2010 grew by 3.0% against
the fourth-quarter 2009 average.
Retail trade grew at a rate of 4.9%

Household consumption

over the same period. Household
consumption will grow strongly
early this year, given an accelerated
growth in total earnings in February
2010. In a scenario of increased
investments, domestic demand will
play a significant role in stimulating
the Brazilian economy, which is
expected to grow by 2.0% in relation
to the previous quarter, according to
seasonally adjusted data.
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Occupation rate grows driven by formal jobs

Private sector stands out in creation formal jobs

The labor market has been recovering
rapidly from the impacts of the
international crisis. The negative
impacts on formal jobs during the crisis
were less severe then the deterioration
observed in informal jobs. The number
of new formal jobs is already way
above one million throughout Brazil

in the 12-month period up to March
(Caged/MTE).

Total employment in the six largest
Brazilian metropolitan regions had
decreased by 0.3% in October 2009
against the same month in the previous
year (Monthly Job Survey - PME/IBGE).
After this decrease, the labor market
recovered in such a way that jobs rose
by 3.5% in March 2010, on the same
comparison basis. This annual job
growth rate is already higher than the
one registered before the crisis.

Formality index
12-month figure (in thousand units)

Formal jobs in the private sector

were the main drivers of this positive
performance. First, because the
negative impacts of the crisis on this
group were less severe than on the
others. While formal jobs dropped by
0.3% in October 2009 against the same
month last year, informal jobs fell by
7.4% over the same period. Second,
because formal jobs began to grow
rapidly again in the following months.
Formal employment in the private sector
grew at a rate of 7.2% in March against
the same month in the previous year,
the highest growth rate since July 2008.

While formal jobs are on the rise again,
informal employment has shown an
inverse trend in 2010. Informal jobs in
the private sector dropped, against the
same month the year before, during the
period from December 2008 to February

Rapid recovery in formal employment leads the formality indicator to
its highest level in the last seven years
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2010. In March, the number of informal
workers grew by 0.6%. On the other
hand, the number of self-employed
workers increased at a slow rate. In
March, this group of workers rose by
2.8% on the same comparison basis.

The General Registry of Employed and
Unemployed Persons of the Ministry of
Labor and Employment (MTE) points to
a similar recovery in formal jobs. The
index for the number of jobs created
throughout the country in the last 12
months hit the mark of 1.7 million in
March 2010. In comparison terms, this
index amounted to only 300,000 in
October 2009.

Industry shows a more intense
recavery in formal jobs in 2010. In the
first quarter of the year, this sector —
made up of the mining and quarrying,
manufacturing, construction, and
public-utility services sectors — created
342,000 jobs. Job creation in industry in
the first three months of 2010 was 20%
higher than the flow of new jobs in the
trade and services sector together.

The fact that the labor market is
absorbing more jobs led the search

for jobs to increase. The Economically
Active Population (EAP) in the six largest
metropolitan regions in Brazil grew by
2.2% in March in relation to the same
month the year before, meaning that an
additional 501,000 people entered the
labor force in the last twelve months.
This scenario is quite different from
that observed in October 2009, when
682,000 people had left the labor force
in the 12 previous months.
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Job growth boosts real
total earnings

The average real income of metropolitan
workers grew by about 1.0% both in
January and February as compared to
the previous month.

Despite growing at a slower rate in
March (increase of 0.4%), real income
increased in relation to the same month
the year before, from 0.9% in February
to 1.5% in March. Likewise, the rapid
recovery in employment caused actually
received total earnings to grow by 6.0%
in February (last data available) against
the same month last year. The increase
in total earnings has been key to
sustaining household consumption.

Average annual
unemployment rate to hit a
record low in 2010

In a scenario of strong job growth, the
unemployment rate amounted to 7.6%
in March, 1.4 percentage points below
the figure calculated in the same
month the year before. If the labor
force continues to rise below the job
growth rate, CNI estimates that the
average unemployment rate will drop
by 7.2% in 2010, the lowest figure
since the beginning of the historical
series of the survey.

Job and labor force growth
(%) variation in relation to the same month the year before

Jobs are growing at a faster pace than the labor force
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B inflation, interest rates and credit

Food and services keep Inflation high

12-month Consumer Price Index (IPCA) is above the central target

The official inflation index, the IPCA, be-
gan to increase early this year. In January,
the 12-month figure for the index was
already above the inflation target set by
the Central Bank at 4.5% per year. In April
(last data available), inflation is already at
5.26% per year in 12 months.

This trend toward higher prices is not wi-
despread. The hike is based on sporadic
and seasonal components. Basically, two
major IPCA components led the index up:
Food and beverages, and services. Taken
together, these two components account
for about 47% of the IPCA. Regulated and
industrial-product prices are stable and
below the target.

The food and beverages group ac-
counts for about 23% of the IPCA. Usu-
ally, this group sets the trend observed
for the index as a whole. This was the
case in 2008, when the IPCA closed
the year at 5.9% per year and the food

Wholesale Price Index Evolution
12-month figure

and beverages group at 11% per year,
as well as in 2009, when the IPCA was
calculated at 4.3% per year against 3%
for food and beverages.

If 2009 was marked by lower food prices,
2010 tends to be the opposite. Climate
factors (such as excessive rainfall, which
damages crops) and a heated demand
have caused food prices to increase more
significantly. This trend was already seen
in the first months of the year: while in
December 2009 the 12-month figure for
this group was close to 3% per year, in
April 2010 it is almost at 7% per year.

[t was known since last year that service
prices would go up. In recent years, the
12-month inflation figure for this group
has been above the central target, due
to the high degree of indexation in this
sector’s prices. In 2009, the index avera-
ge was calculated at about 7% per year.
In the first four months of 2010, services

Producer prices are rising again on 2010
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inflation has been once again close to the
2009 average, in spite of a slight drop at
the end of last year. This increase was
mainly brought about by price adjust-
ments in the education, medical services,
and residential rent groups.

Regulated prices, in turn, are not likely to
increase throughout the year. The main
index (General Market Price Index - IGP-
M) applied to this group was negative
last year: -1.7% per year. Early in 2010,
public transportation and postal services
were the components for which the
sharpest rises in prices were registered.
The 12-month figure for regulated prices
is below both the IPCA and the central
inflation target.

Pressure was less intense on industrial
prices. Since late 2008, the 12-month
figure for this group has been below 4%
per year. This was essentially a result of
the effects of the crisis on the sector:

a lower demand that accompanied a
sharp drop in supply prevented prices
from rising.

This trend is also likely to continue in
2010. The process of recovering from the
crisis is gradually increasing the occupa-
tion of idle capacity, and thus demand
can be met without pushing prices up.
The recovery observed in investments
increases the productive potential of en-
terprises. However, a reversal in the mo-
vement of producer prices (the 12-month
figure for the Wholesale Price Index - IPA-
M was positive in March) may prevent
industrial product prices from rising, but
only at the end of the year.

In the first four months of 2010, the IPCA
grew more than the market had antici-
pated. As a result, even if regulated and
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industrial-product prices perform well
over the year, they will not prevent infla-
tion from exceeding the central target of
4.5% per year, on account of the food and
beverages group. For this reason, CNI
estimates that the IPCA will close 2010
at 5.4% per year, i.e. above the center
but still within the inflation target.

Copom increases interest
rates due to external factors

The inflation target system, which is the
focus of the monetary policy, led to an
increase in the Selic basic interest rate

in April (from 8.75% per year to 9.5% per
year). This trend is likely to continue in the
next Copom meetings. CNI estimates that
the rate will increase by 2.25 percentage
points (p.p.) in 2010 and that it will remain
at 11.00% a year until the end of 2010.

Decisions are being made to contract
monetary supply, such as anticipating the
recomposition of compulsory deposits.
However, this analysis is only based on

a higher-than-usual IPCA, without taking
the index components into account.

It should be stressed that in other coun-
tries that have successfully managed

to adopt an inflation target regime, the
price index set as a parameter does not
include high volatility items or items that
are easily influenced by external shocks,
such as food products. This is not the
case in Brazil.

Inflation is increasing mainly as a result
of rising prices of food products. Consi-
dering how essential these goods are,
the demand for them will only be slightly
affected. Therefore, higher interest rates
will not have any major effects on the
source of rising prices. On the other
hand, the group of industrial products,
whose 12-month figure remains below
4% per year, will be directly affected
due to the lower demand resulting from
monetary supply contraction.

Credit without specific destination to individuals and companies

Average of the last 12 months on the previous 12 months

Effects of the crisis on credit to companies was strong and persistent
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Higher interest rates directly affect
demand for credit. As a result of more
expensive credit, demand for goods
drops, controlling price hikes in this
process. However, higher interest rates
do not tackle the source of rising prices
and jeopardize sectors in which prices
are not under pressure.

Credit is returning to enter-
prises, but higher interest
rates threaten the future

Credit to enterprises, which was stron-
gly affected by the crisis, is returning.

In 2010, there was an inversion in the
downward trend observed since the
crisis broke out in 2008 in the granting
of non-earmarked resources, whose
origin is the banking institution itself and
which have no specific destination.

This return of credit, albeit modest,
indicates that the situation is improving
as compared to the scenario faced by
companies in 2009. The crisis affected
loans to companies and individuals in

Private sector credit

different ways. The graph above, which
compares the average observed in the
last twelve months with the average in
the previous twelve months in terms of
credit with non-earmarked resources,
corroborates this analysis.

Credit to individuals began to be rationed
even before September 2008, when the
crisis hit in Brazil. However, it dropped
much less intensely than business credit.
In addition, it also began to recover
earlier, in mid-2009 already.

Nevertheless, the recovery of business
credit may slow down over the next few
months. The imminent increase in the
Selic rate will make credit more expensi-
ve. As a result of higher costs, invest-
ment projects which rely on third-party
resources will be, once again, reduced,
postponed or cancelled.
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Strongly expansionary fiscal policy in the beginning of 2010

Although economic growth was resumed, public spending keeps growing

Public spending grew significantly in
the first quarter of 2010, even though
the effects of the international econo-
mic crisis on activity levels have been
positively addressed. As a result, the
fiscal policy resumed the procyclical
nature that characterized it in recent
years, but not in 2009.

The Federal Government’s primary
spending followed the trend obser-
ved in 2009 and increased by 13.7%
between January and March 2010
against the same period the year
before. This higher spending was
mainly driven by the defrayal and
capital item, which grew by 31.4%
on the same comparison basis. It is
worth mentioning that this increase

was mostly brought about by discre-

tionary spending, with investments
increasing by 106.0% and defrayal
growing by 15.9%.

For regional governments, spending is
estimated to increase by 8.3% in real
terms in the first three months of 2010 as
compared to the same period in 2009. As
opposed to what has been observed for
the Federal Government, spending by sta-
tes and municipalities is on the rise again.
In 2009, estimated spending increased
by only 0.6% in real terms, as a result of
a 2.2% drop in revenues.

Revenues increase as a
result of economic growth
and less tax incentives

0 The significant increase observed

in spending had no major impact on

the fiscal result due to an increase

in tax revenue made possible by the
resumption of economic growth, less tax
incentives, and non-repetition of high tax
credit compensations in 2009.

Primary surplus for the private sector and fiscal targets

(% of GDP)

Primary surplus in the 12-month period up to March is 0.4 p.p. of

GDP below the 2010 target
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In the Federal Government, the net
revenue increased by 11.6% in real
terms between January and March

2010 against the same period in 2009.
The resumption of economic growth
contributed for much of this increase in
tax revenue to come from value-added
taxes on goods and services (PIS - Social
Integration Program, Cofins - Contribution
to Social Security Financing, IPI - Tax on
Industrial Products) and total earnings
(Social Security Contribution). In addition,
tax credit compensations for the PIS,
Cofins, and CIDE-Fuels (Contribution for
Intervention on the Economic Domain) in
the first quarter of 2009, which amounted
to R$ 3.7 billion, reduced the comparison
basis. Finally, the increase in IPI and I0F
collection can be explained by the fact
that rates are higher than those observed
in the first quarter the year before.

For states and municipalities, estimates
based on preliminary data indicated a
real growth of 8.6% in revenue in the
first three months of 2010 over the
same period in 2009. This growth can
be largely explained by the effect of
the resumption of economic activity on
the ICMS (Value-Added Tax) collection,
which rose by 11.5% in real terms on
this comparison basis.

Fiscal results are still far
from the targets set for 2010

The growth rate of spending and
revenue continues to keep the

Federal Government'’s and regional
governments’ primary surplus far from
the targets set for 2010. In the Federal
Government and its state-owned
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enterprises, the primary result for the
twelve-month period ending in March
2010 amounted to 1.15% of GDP,
against an adjusted target of 1.4%

of GDP — without considering costs
related to the Growth Acceleration
Program (PAC) and payments due

in the accrual regime of public
accounts for extraordinary credits
granted in previous years. In regional
governments and its state-owned
enterprises, the primary surplus for
the last 12 months was calculated

at 0.8% of GDP, against a target of
0.95% of GDP.

Targets require lesser
fiscal expansion

To meet their primary surplus targets
for 2010, both the Federal Govern-
ment and regional governments will
have to reduce their spending growth
rate over the next few months.

For the Federal Government, the
possibility of subtracting the amount
of R$ 33.6 billion (1.0% of GDP) -
related to PAC and payments due

- from the primary surplus enabled
the financial programming of R$ 21.8
billion, made in March, and of R$ 10
billion, announced in May, to be more
than sufficient to meet the target.

For this reason, the growth rate of fe-
deral government spending is expected
to decrease by the end of the year,
down from the current 13.7% to 6.0%
in real terms. However, this reduction
will not prevent spending from increa-
sing slightly as a percentage of GDP, as
it is up from 18.2% in 2009 to 18.4% in
2010. The Federal Government achie-
ved the adjusted primary surplus target
easily mainly because of its higher net
revenue, which is expected to rise

by 7.6% in real terms and grow from
19.5% to 19.9% of GDP

Evolution of the Public-Sector Net Debt/GDP Ratio

(% of GDP)

Lower nominal deficit and strong economic growth are likely to redu-

ce the public debt in relation to GDP
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As opposed to what is expected for
the Federal Government, it will be
difficult for federal state enterprises
to achieve the primary surplus target
equivalent to 0.2% of GDP. In 2009,
the primary deficit of these compa-
nies amounted to 0.06% of GDP and,
in the last 12 months, of 0.09% of
GDP If these companies repeat the
last year's result, the Federal Gover-
nment and state-owned enterprises
are likely to achieve a primary surplus
of 1.55% of GDP.

In regional governments and its
state-owned enterprises, the primary
result has improved since late 2009
and higher revenues, combined with
restrictions imposed by the Fiscal
Responsibility Law and by debt-
renegotiation agreements with the
Federal Government, are likely to
ensure the achievement of the target
of 0.95% of GDP. In this scenario, we

2005 2006 2007 2008 2009 2010*

*Preparation and Projections for 2010: CNI

estimate a primary surplus of 2.5%
of GDP for the consolidated public
sector in 2010, which represents an
increase in relation to the one calcu-
lated in 2009 — 2.05% of GDP.

Although a higher primary surplus is
a positive fact for public accounts,
the increase in interest costs — from
5.4% of GDP in 2009 to 5.55% of GDP
in 2010 — will not allow for signifi-
cant improvements in broader fiscal
results. Therefore, we project that
the nominal deficit will drop from
3.3% to 3.05% of GDP. The debt/GDP
ratio, on the other hand, is expected
to decrease from 42.8% late in 2009
to 41.8% of GDP in December 2010.
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Trade balance in the first four months of the year is the lowest one since 2002

Brazilian foreign trade remains on a
clear upward path, initiated at the end
of last year. There is, however, a huge
gap: imports are recovering much
quicker than exports, thus reducing the
Brazilian trade balance.

In the first four months of the year,
exports hit the mark of US$ 54.4 billion,
an increase of 25.0% against the same
period in 2009. Imports, in turn, grew
by 42.0% on the same comparison. As
a result of this difference in the pace

of recovery in exports and imports, the
year-accumulated figure for trade ba-
lance decreased by almost 70%, to US$
2.1 billion. This is the lowest balance in
the period since 2002.

This difference is mainly due to the
different pace of recovery between
Brazil and the world economy. Brazil has
been showing strong signs of economic
recovery, particularly in manufacturing

Brazilian trade balance - 1st quarter
In US$ million

activity (which was the sector that su-
ffered the effects of the 2008/2009 crisis
most), which has stimulated imports.

International economic recovery is, in
turn, still uncertain and heterogeneous.
There are, on the one hand, fears about
European countries facing difficulties
to pay off their debts, suggesting that
economic activity recovery in Europe
will remain slow. On the other hand,
countries like China and India are
recovering in a rapid and sustained
manner. Between these two blocks of
countries, the United States and Japan
show signs of recovery, but some
difficulties linger on. That is, some of
Brazil's main trade partners, such as

the United States and Europe, are reco-

vering more slowly, meaning that their
imports will increase at a slower pace
and, therefore, it will be more difficult
for Brazil to export to these countries.

Difference between recovery pace for imports and exports reduces

trade balance

12.237

12.898

8.135
6.683
5.553
4.497
2.175
1.549 l
VJ T T T
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Source: Secex
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Export prices are recovering
rapidly

As a result of improvements in the
global economy, international prices
are once again on the rise, which
has helped recover Brazil's exported
value. Export prices are up by 17%
as compared to the first quarters of
2010 and 2009. Despite this reco-
very, however, export prices are still
11% below the level observed before
the 2008/2009 crisis.

Exported volumes have also recovered
significantly: 15% in relation to the first
quarters of 2010 and 2009. Exports of
basic products, in particular, grew by 15%
on this comparison basis.

As with prices, however, this is just a
partial recovery, as pre-crisis levels have
not been exceeded yet. If one compares
the 12-month figure, exported volumes
are down by 6%. Manufactured products,
in turn, dropped by 16%. Basic products
were the only ones that grew on this
comparison: by 4%.

This difference between basic and manu-
factured products is mainly explained by
China’s dynamism, one of Brazil's main
trade partners in terms of sales of basic
products. It is not by chance that China
has become Brazil's main partner (13.2%
in the first four months of the year) and
the share of basic products in exports

hit the mark of 41.3% (against 39.6%
between January and April last year).

We expect that the volume of exports
will continue to increase over the year, as
the world economy gathers speed once
again. Prices are also expected to rise

— the adjustment in iron ore prices, for
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example, deserves special mention. In a
scenario where protectionist measures
are not being intensified and demand
incentives are being gradually remo-
ved, we expect exports to increase by
slightly more than 20% and amount to
US$ 185 billion in 2010.

Imports of consumer goods
are above pre-crisis levels

Imports responded to the economic re-
covery in Brazil and are growing strongly.
The growth registered in the first quarter
of the year is exclusively due to imported
volumes. Prices dropped by 1% against
the same period in 2009, while the
imported quantum increased by 38%.

Higher import volumes were observed
in all use categories. The increase in
the imports of durable goods, which hit
the mark of 84% as compared to the
first quarters of 2010 and 2009, deser-
ves special mention. Imports in this use
category are already above pre-crises
levels. The 12-month figure for these
imports is up by 17% in relation to the
one registered in September 2008. Im-
ports of non-durable consumer goods
are also above pre-crisis levels: they
rose by 6% on this comparison.

Fuel imports are up by 28% in volume as
compared to the first quarter of 2009,
while imports of intermediate products
grew by 46% on the same comparison.

Over the year, economic activity reco-
very in Brazil and the appreciation of the
real will continue to boost imports. As a
result, we project that Brazilian imports
will increase by over 30%, amounting to
US$ 175 hillion. Trade balance will hit
the mark of US$ 10 billion.

Effective real exchange rate index

Deflator: IPA - Base: December/2003 = 100
Real oscillates at overvalued levels
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Real will continue to appreciate

In the five first months of 2010, the
real remained at a rather appreciated
level and with a slight tendency toward
appreciation, despite oscillations.
Analyzing the currency basket of
Brazil's main trade partners, one can
see that the depreciation of the real
due to the financial crisis has already
been reversed and that the effective
real exchange rate is close to that
observed at the end of the first half of
2008, when the rate reached its lowest
value since the floating exchange rate
regime was adopted, a 39% apprecia-
tion in relation to the one registered in
2000 and 2004.

Factors leading to the exchange rate
appreciation are still active. Brazilian
interest rates are still extremely high as
compared to the world average and are
likely to remain high in 2010, as a result
of a restrictive monetary policy. Along
the year, both developed economies
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and Brazil are expected to increase their
interest rates, keeping the interest rate
differential at high levels.

Nevertheless, the current account defi-
cit is estimated to increase throughout
the year, making it more difficult for the
real to continue to appreciate strongly
over the period. The appreciation of the
real and a faster economic recovery in
Brazil are increasing the deficit, which
amounted to US$ 31.5 billion in the
12-month period up to March, equi-
valent to 1.86% of GDP. Even though
we expect direct foreign investment

to increase, the deficit will grow and
close the year at about US$ 50 billion.
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B prospects for the brazilian econom

2010 2010
2008 2009 previous projection projection
dez/09 may/10
Economic activity
GoP 5.1% -0.2% 5.5% 6.0%
(annual variation)
Industrial GDP 4.4% 5.5% 7.0% 8.0%
(annual variation)
Household consumption 7.0% 4.1% 5.6% 6.2%
(annual variation)
Gross fixed capital formation 13.4% -9.9% 14.0% 18.0%
(annual variation)
Unemployment Rate o 0 9 0
(annual average - % of the labor force) 7.9% 8.1% 7.6% 7-2%
Inflation
Inflation 5.9% 4.3% 4.7% 5.4%
(Broad Consumer Price Index - annual variation) ' ’ ' *
Interest rates
Nominal interest rates
(average rate in the year) 12.45% 10.13% 8.75% 10.01%
(year end) 13.75% 8.75% 8.75% 11.00%
Real interest rate 0 0 o 0
(annual average and deflated rate: IPCA) 6.4% 5-0% 4:3% 4.6%
Public accounts*
Nominal public deficit o o o
(% of GDP) 2.00% 3.30% 1.90% 3.05%
Public primary surplus o o o o
(% of GDP) 3.70% 2.05% 2.60% 2.50%
Net public debt o o 0 o
(% of GDP) 38.8% 42.8% 40.5% 41.8%
Exchange rate
Exchange rate - R$/US$
(average in December) 2.39 1.75 1.70 1.77
(average in the year) 1.83 1.99 1.72 1.78
Foreign trade sector
Exports
(USS$ billion) 197.9 153.0 188.0 185.0
Imports 173.2 127.6 175.0 175.0
(US$ billion) ’ ' ’ :
Trade balance
(USS$ billion) 24.7 25.4 13.0 10.0
Current account balance 283 243 48.0 -50.0

(US$ billion)

* Does not include Petrobras
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