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Highlights

o Fiscal stance is the most challenging the country has ever faced

o GDP will fall around 4.5% to 5.0% in 2020, and rise just 2.8% in 2021 

o Primary deficit may reach BRL 779.8 billion in 2020, including the cost 
of measures to combat the crisis

o Public debt will rise by 15 to 16 points of GDP in 2020, and may grow 
even more in the next years 

o Debt financing risk is under control, but it exists and has increased 

o Discussion about the future of fiscal rules in force (mainly the 
spending ceiling) and the weight of mandatory spending are the two 
most relevant issues in the fiscal agenda



Central Bank Economic Activity Index (IBC-BR)

IBC-BR – quarterly variations

Source: IFI.

GDP



Labor Market (employed population decreased by 12.8%)

Source: IFI.



Inflation – Consumer Price Index – 12 months

Source: IFI.
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Interest rate curve
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Govnerment actions against Covid-19 
(billion reals)

Emergency aid for vulnerable people 322,0 293,1

Transfers to states and municipalities 79,2 78,3

Guarantees in credit operations 58,1 58,1

Aid to maintain employment 51,5 33,5

Health expenditures 50,9 44,9

Transfers do credit operations 10,0 5,0

Payroll financing 6,8 6,8

Turistic infrastructure financing 5,0 3,1

Financing for the tourism sector 0,9 0,9

"Bolsa Família" (readjustment of this social transfer) 0,4 0,4

   Budgetary credits to purchase of vacines 20,0 0,0

Total 604,8 524,1

Budgetary action Budgeted Executed

Source: IFI.



Revenues and expenditures – an overview

Central Government – primary revenues (blue line) and expenditures (red line) –

% of GDP
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Period Revenues Primary Spending

2004 a 2011 7,9% 8,1%

2012 a 2015 -0,5% 5,1%

2016 a 2019 1,7% 0,6%

ago/20 x ago/19 -4,9% 32,7%

Source: IFI.

Revenues and expenditures

Central Government – primary revenues and expenditures – in BRL of August, 2020 (% 
change)



Selected primary expenditures - % of GDP

Source: IFI.

Pensions Public Payroll

“Abono 

salarial” and

unemployment

insurance

“BPC” Social 

benefit

Discretionary

spending

Subsidies 

(tax

exemptions

not included)

2004 6,4% 4,3% 0,5% 0,4% 0,0% 0,2%

2005 6,7% 4,3% 0,5% 0,4% 0,0% 0,4%

2006 6,9% 4,4% 0,6% 0,5% 0,0% 0,3%

2007 6,8% 4,3% 0,7% 0,5% 0,0% 0,3%

2008 6,4% 4,3% 0,7% 0,5% 1,9% 0,1%

2009 6,7% 4,6% 0,8% 0,6% 2,1% 0,1%

2010 6,6% 4,3% 0,8% 0,6% 3,3% 0,1%

2011 6,4% 4,1% 0,8% 0,6% 2,1% 0,2%

2012 6,6% 3,9% 0,8% 0,6% 2,2% 0,2%

2013 6,7% 3,8% 0,8% 0,6% 2,3% 0,1%

2014 6,8% 3,8% 0,9% 0,7% 2,5% 0,1%

2015 7,3% 4,0% 0,8% 0,7% 2,1% 0,9%

2016 8,1% 4,1% 0,9% 0,8% 2,3% 0,4%

2017 8,5% 4,3% 0,8% 0,8% 1,8% 0,3%

2018 8,5% 4,3% 0,8% 0,8% 1,9% 0,2%

2019 8,6% 4,3% 0,8% 0,8% 1,7% 0,2%
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GDP forecasts

Source: IFI.



Primary spending – Baseline scenario (% of GDP) 



Discretionary spending (% of GDP)



Mandatory spending – Baseline (% of GDP)



Primary deficit – Baseline (% of GDP)



Gross debt (Central Bank concept) –
Baseline (% of GDP)

Gross debt – baseline scenario

Primary deficit (BRL billion)

Nominal GDP (BRL billion )

Real GDP - % change

Real interest rate (%)

Assumptions/Premises:



Gross Debt – Alternative scenarios



Public deficit (including interest payments) - % 
of GDP
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Spending ceiling (Constitutional
Amendment number 95)

o The spending ceiling is expected to be reached in 2021, 
according to latest IFI forecasts

o The level of discretionary spending is about 1.3% of GDP, 
the lowest in many years

o Reforms could affect the trajectory of the mandatory
spending, which represents about 95% of total spending

o But in the short run, it is very difficult to implement
changes on the spending side



The spending ceiling deadlock

o Constitutional Amendment 95 provides that, in the event of a breach of 
the ceiling, automatic adjustment measures would be triggered.

o However, the wording of the Constitutional Amendment prohibits the 
implementation of these measures in the preparation of the budget 
(budgetary law – “PLOA”).

o The government has proposed a new Constitutional Amendment to 
correct the problem, but the text is not ideal and brings new questions, 
such as the creation of new rules for the control of mandatory spending

o The pandemic scenario imposed additional restrictions on fiscal 
adjustment. The deficit will remain high in 2021 and the budget for the 
year has not yet been approved. 

o There is uncertainty about the new social aid.



Structural reforms (1 – tax reform)

o In 2019, Brazil passed the social security reform, which should ensure that 
social security expenditures lie between 9% and 9.5% of GDP by 2030

o Tax reform is underway in the National Congress, in the form of several 
different projects, such as Constitutional Amendment Proposals number 
45 and number 110

o The main objective is to create a national VAT (a Value Added Tax), 
aggregating five taxes (ICMS, IPI, ISS, PIS e COFINS), simplifying the tax 
system

o This is an old agenda, which has not advance because of federative and 
sectorial issues

o The pandemic scenario has underscored additional issues already existent 
in this debate, such as the regressivity of the tax system



Structural reforms (2 – civil service reform)

o Differently from the social security reform of 2019, the civil service reform will be 
implemented in steps (many blocks of legal modifications to be submitted by the government 
to the parliament)

o So far, the first step has been taken: the Proposal of Constitutional Amendment No 32, 
submitted on September 3, 2020. It is focused on the employment link between the 
government and the civil servant (e.g. tenure required for job stability), not wages

o At the federal level, civil service wages amounted to BRL 124 billion in 2019 (8% of total 
primary expenditure)

o The government has firmly indicated that all modifications will affect only future public 
servants. This means that the savings caused by the reform will accrue gradually over the 
years, as retirees are replaced with new civil servants.

o Legal controversies may delay the reform and, even if it passes, such controversies may delay 
the practical implementation of the new rules. Example: coexistence of servants in the same 
occupation, but under different wage schedules, benefits and requirements for job stability


