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Macro Stability Is at the core 7“
Ministry of Finance of economic policies e

The era o high inflation is over, but not forgotten
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* Consumer Price Index - IPC (FIPE)




Sticking to strong policies will help %
making the 2000’ better than the 1990’ |
Ministry of Finance TesouroNacional

Interest rates have been on a downward trend since 1992, but this is a long,
costly healing process

Real Ex-post Interest Rate
— Real Interest Rate (Selic x IPC-Fipe) — Real Interest Rate (Selic x IGP-DI)




Fiscal Commitment: the cornerstone %
¥ of the economic policy
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Public Sector Primary Surplus (% GDP)
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An effort shared by National, State, and Local Governments

Source: Central Bank
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Policies that have contributed to

lower interest rates

Ministry of Finance TesouroNacional

Effective monetary policy pushes Real Interest Rate on inflation indexed
down real interest rates NTN-C bonds

— 12 months swap CDI less 12 months forward infl. expectation
Inflation expectation (IPCA)—12 months (FOCLE)

uction Date

Source: Bloomberg Source: National Treasury




A successful external adjustment
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Trade Surplus as % of GDP

Source: Central Bank

Current account % of GDP

TesouroNacional

Trade Balance (US$ billion)
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Broad-based export markets ?(

Ministry of Finance TesouroNacional

Main Brazilian Buyers - Jan/Jul - 2004

Annual Contrib.
percentage % of total %

change. 04/03 | exports growth
1 - USA 11,6 24,5 2,8
2 - ARGENTINA 79,6 5,7 4,5
3 - CHINA 32,1 6,5 2,1
4 - NERTHELANDS 26,6 5,7 1,5
5 - GERMANY 34,5 4,5 1,6
6 - MEXICO 46,9 3,7 1,7
7 - ITALY 41,8 3,1 1,3
15,6

Source: MDIC - SECEX




e Growing more through 7(\
guantity than price

g Fee
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Jan-Jun 2004 Change in Exports

US$ mn Quantity Price Cross
US$ mn % US$ mn

Exports 10333 6327 61% F 3484 34% 522
Primary 4 043 1389 "34% 2347 58% 307
Semimanufactures 985 500 449 46% 36

Manufactures 5304 4 438 687 13% 180

Last 12 months
US$ mn Quantity Price Cross
% US$ mn

EXports 15 077 E 37% 418

Primary 4 900 704 14% 81% 239
Semimanufactures 1425 382 27% 72% 23
Manufactures 8 752 8066 92% 6% 156




.+ - And a reviving domestic demand }ﬁ

Ministry of Finance TesouroNacional

Y-0-Y Growth Rate

Domestic Demand
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Reflected in many indicators
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Industrial Production - Seasonally adjusted

Credit to the Private Sector (Jan 2002=100)
(Average 2002=100)

Durable
Copital Goods

¢ Intermediary Goods
Sem-Durable and Non-Durable

novOl ju/02 mar/03 nov03
mai/04

Source: IBGE Source: Central Bank.
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With rising labor income j t
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And a long-waited pick up In 7(‘
Investment TesouroNacional
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Investment Is set
to recover with the
Improvement in
the regulatory
environment, GDP . /

growth, and a |
government effort -\
In boosting Infra- | [
structure with the Quarterly
help of the private
56 ESS




The recovery is taking hold... | j t

L
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Quarter Variation GDP
(seasonality adjustment)

20021 200210 200211 20021V 2 N 20031 20031V 20041 20041

Source: IBGE




Allowing the country to play Its 7“
strengths out TesouroNacional

PCS / 1,000 people

97,3% of the 18.7 million

Income tax declarations
filed iIn 2003 were submitted

through the internet

AImOSt 100% Of foreign ) Brazil India MeX|co China ‘/
trade is recorded in the
Siscomex integrated

computer trade system;
Internet banking grew 28%

Internet users/1,000 people

In 2003, reaching R$ 1.5
billion.

e
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Important assets: the domestic 7(\
market, a good export record...
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Phone lines*/1,000 people Cell Phone Production (million)
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: .. and institutions | j t
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Reading the results of the 2004 AT Kearney Survey with Global Managers:

O Country Risk

B Country Infra.

Brazil: a country with quite a
few strong points...

[0 Cultural Adaptability

O Security of Int.
Prop.

Russia
@ Emply Retention

... and room to improve China m Language
education levels, and Mexico O Educ
firms’ exposure to ndia OBPO exp.

international trade Bragi m Size Lab. Force




... that are being buttressed by key policy %
choices of the Lula government
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Pillars of Development

Effective
affordai

Soclal
PSpoONSiE Securn
safety s




Taking a systematic approach to 7'\
reform
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*The example of the housing market

New Products: Mortgages,
securitization, insurance, PIPS, etc.

Business environmnet (tax system,
regulatory framework, judiciary reform)

Real Interest Rate with room to decline

Fiscal Responsibility (macro stability)




And getting them through %
Congress TesouroNacional
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Tax Reform Ok
Social Security Reform Ok
Energy Sector Act (0k, regulation under way)
Housing Finance Bill 0k
CPMF-free Portfolio Adjustments Act OK
Reg. Agencies Strengthening Bill (at the House)
PPP (at the Senate)

Bankruptcy Law (back at the House)
Innovation and Research Incentives &I, Rewards Bill
Reform of the Judiciary and Competition System
el More. ..




i:} PPP: bringing the private sector /)( )
D! to the game

Ministry of Finance TesouroNacional

with fiscal responsibility

} fiscal guaranties

regulatory
guaranties
v’ Transparency

Custo Beneficio /Affordability
acusto 1A Selec-tivity
v'Consistent Accounts

0 Ben. Capturavel [0 Ben. Difuso

—> new opportunities for investment in roads, ports, sanitation, etc.
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; Annual Plan built around a ?(‘
Bypacret scenario of policy strength TR R
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Economic Policy Mix Provides Buffer Against External Shocks

Prudent Fiscal
External Policy Cautious Monetary
Adjustment Stance

Improved Economic Structure Stabilized Inflationary Expectations,
Reduced FX Volatility

Virtuous

Investment in Human & Cycle Lower Interest Rates

Physical Infrastructure

Greater Fiscal Flexibility Improving Public Debt Profile

Sustainable Economic Growth & Improving Social Conditions
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Improved debt dynamics 7 (

TesouroNacional

Debt/GDP (adjusted by the IPCA)

(Relacéo DLSP/PIB)

1996 1997 1998 1999 2000 2001 2002 2003

2003 Debt Dynamics Summary

2002
Net debt (R$ billion) 881
GDP (R$ billion) 1.346
Net debt/nominal GDP 65,5%

Net debt/GDP valued by 60,9%
IPCA

Net debt/GDP valued by IGP 55,5%




& Guidelines in the 2004 Annual 7(\
e BOrrOWing Plan TesouroNacional

Ministry of Finance

- Lengthen the average maturity of public issued bonds;
- Reduce the share of debts maturing in 12 months;

- Replace part of the floating rate and the exchange-rate
Indexed bonds by fixed-rate bonds and inflation-indexed long-
term bonds;

- Further develop the term structure of fixed and price-
Indexed rates.

- In addition, further support the development of capital
markets, dealer structures and other mechanisms to improve
secondary markets and broaden the investor base




Results and Projections
Ministry of Finance BOFrOWing Plan 2004 TesouroNacional

Federal Domestic Debt Indicators

Indicators

Minimum

Stock of DPMFI held by the public (Us% billion) 2706
Average maturity of DPMFI [months) 34.0
% daturing in 12 months
Share of DPAMFI (3]
Fixed rate
Floating rate
Price Index
Exchange rate
Others

Federal Debt Indicators

Indicators

Stock of DPF held by the public [(US% billion)
Average maturity - Federal Qutstanding Debt [months]
% Maturing in 12 months
Zhare of DPF [%)
Fixed rate
Floating rate
Price Index
Exchange rate
Cthers

* It includes the external debt under the responsibility of Mational Treazury




Financing Requirements 2004 - x
Ministry Finance Central Government TesouroNacional

(US$ billion
Jan to Dec Aug to Dec

A. Estimated redemptions 107.7 50.8
National Treasury

Domestic Debt 86.5 42.6

External Debt 15.9 5.5

Central Bank 5.3 2.7

B. Budgetary resources 24.3 5.3

C. Financing Requirements (A - B) 83.5

1Jan, 2004 (Annual Borrowing Plan)

2 July, 2004
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Improving Public Debt Structure
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Fixed rate instruments dominate public debt issuance Average rates accepted in LTN auctions
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Increasing Average Duration of Public Securities Domestic Debt Profile
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Reduced exposure to external

- shocks
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Domestic Exchange Rate Debt (including SWAP)

5% -

0% T T T T T T T T T !
Jan-02 Apr-02 Jul-02 ©Oct-02 Jan-03 Apr-03 Jul-03 Oct-03 Jan-04 Apr-04 Jul-04
- - - -Whithout SWAP — Including SWAP

Source: Central Bank

» Reducing the dollar-linked exposure as %
of total debt and in US$ billion

» Lower fiscal risk and a less volatile debt
to GDP ratio;

» Impact of FX devaluation on net debt to
GDP has been reduced by more than 0.15%
in the last two years;

TesouroNacional

Domestic Exchange Debt - US$ billion

o Bonds

Impact of 1% FX devaluation on Net Public Debt / GDP

0.10%

Aug-02 Now-02 Feb-03 May-03 Aug-03 Dec-03 Mar-04

Source: National Treasury
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More comfortable external /)f ‘
debt ratiOS TesouroNacional

External Debt / 12-Month Accumulated Exports

-

Ministry of Finance

— Net External Debt / Exports. |

——Gross External Debt / Exports

2003 2004 (p)
Interest/exports 21,0% 19,9%
Net Debt/exports 2,1 1,8
Net Debt/GDP 30,6% 26,0%




A steady level of public 7“
< external debt

Ministry of Finance TesouroNacional

e~ Contratual Debt
(IBRB, IADB,
Paris Club)

New Bonds
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Source: National Treasury




With a strong share in US$ | j t
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External Debt Composition by currency: Jul/04

JPY Others
2% 0%

Source: National Treasury




T External debt issuance | ? §
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lssues lssuance Date nillbillion Maturity VYield Spreqd!

Total

2003

Global 20107 10.22.03 1,200 Fyears  9.45% 261
2004
Global 2034 12.01.04 1,500 0 wears  8.750% 376

Global 2009 [Flaating] 22.06.04 7H0) Gyears  5.93%°
Global 2014 Q70704 10 years 10, 50%

Bond Issuance {Planned)

Source: National Treasury

1 In basis points (local currency), at issuance date.
2Plus 3 months Libor

3 Spread over Libor

4 Included in the 2004 bond issuance plan




Maturities well spread over time j t
TesouroNacional

External Debt Maturity - Principal + Interest
(Includes only bonds)

Ministry of Finance

@ Principal B Interest

US$ Million

MHquMu
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Source: COGEP/GERIS
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www.tesouro.fazenda.gov.br or brazildebt@fazenda.gov.br




