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A quick glance at Brazil 

Why does Brazil represent an opportunity? 

2 

Flexible Society -  

Social Mobility 

Mature Consolidated  

Democracy 

5th largest population (193 mn 
people); 5th largest area, 8th largest 

GDP (USD 2,089 bn)  

One language across the Nation ς 
contrast with BRIC countries 

No geopolitical or religious problems 

Low institutional risk 

Diverse Energetic Sources 

¢ƘŜ άtǊŜ-{ŀƭǘέ ƻƛƭ ǎƘƻǳƭŘ ŎƻƴǎƻƭƛŘŀǘŜ 
ŎƻǳƴǘǊȅΩǎ Ǉƻǎƛǘƛƻƴ ŀǎ ŀ ƴŜǘ         

exporter 

A multi-cultural dynamic society 
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Fiscal Responsibility 

Public Sector Balance (in 12 months) 

» In the beginning of the year, a R$ 50 bn expenditures cut was announced in order to achieve the Primary Surplus 

target. Additionally, in August, the government decided to extend in R$ 10 bn (from R$ 118 bn to R$ 128 bn) this ȅŜŀǊΩǎ 

target, which will reach nearly 3.2% of GDP. 

1 For 2011, the Budget Law set a nominal target of R$ 117.89 billion, equivalent to 3,1% of GDP, according to Government estimates for GDP at the time when the Law was 
discussed. 

» The Public Sector Primary Surplus until 

December was R$ 128.7 bn, representing more 

than the target defined for 2011. 

» According to the Budgetary Guidelines Law for 

2012, the Public Sector Primary Surplus target is 

2.9% of GDP for 20111, and 3.1% for 2012, 2013 

and 2014. 

Fiscal Policy 
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Fiscal Commitment to Debt Sustainability 

Gross General Government Debt / GDP and Net Public Sector Debt / GDP 

Source: Central Bank (until 2010). 

Note: Does not include Petrobras and Eletrobras. 

* NPSD  Forecasts: MF for 2011 and MP (DBGL 2012) for 2012-2014 

* GGGD Forecasts: STN/MF  
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Fiscal Responsibility  

Social Security Deficit and Payroll ς Main expenditures stabilized as % of GDP   

» Over the recent years, payroll 

expenditure has been kept stable below 

5% of GDP; 

 

» The recent revenues and expenditure 

performances indicated a reduction in 

the Social Security Deficit from 1.8% of 

GDP in 2006 to roughly 1% in 2011. 

Source  of social security deficit : Ministry of Social Security (until 2010) and Ministry of Planning forecasts (2011). 

Source of payroll:  Brazilian National Treasury (until 2010) and Ministry of Planning forecasts (2011). 
6 

Fiscal Policy 

0.89%

1.55%
1.78%

1.19%
1.35%

1.17%
0.89%

4.47%

4.81%

4.30%

4.76%
4.53%

4.34%

0%

1%

2%

3%

4%

5%

6%

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Social Security Deficit (% of GDP) Payroll Expenditures (% of GDP)



Macroeconomic Overview 

Fiscal Policy 

Monetary Policy 

External Sector 

Economic Activity 

Recent Events 

Public Debt Management 

Federal Public Debt 

7 



Inflation under Control 

Medium and Long Term Real Interest Rate * 

» Credible inflationary expectations have allowed effective adjustments in real FX-rate to buffer external 

shocks. 

Monetary Policy 

Annual Inflation ς Target and Performed 

Source: National Treasury           

 * NTN-B: CPI linked bonds, Until Jan-10 maturing in  2024, 2035 and 2045, 
after that maturing in 2030, 2040 and 2050. 

Source: Central Bank      

* Market Expectations ς Central Bank ς FOCUS February 3/2012 
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Reduction in External Vulnerability 

External Debt Evolution 

» Brazil is a Net External Creditor  - U$ 79.2 bn (December-11); 

» Current Account deficit has been largely financed by FDI. 

External Sector 

Current Account Balance x FDI (US$ bn) 

* Source: Central Bank  -  Market Expectations (FOCUS February 3/2012)  Source: Central Bank 

*Until December 

» Low GDP growth 

» High FX linked debt 

» Ψ02 FX-Reserves: USD 38 bn 

» High GDP growth 

» Low FX linked debt 

» FX-Reserves: USD 327 bn (Apr/11) 
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Domestic Federal Public Debt (DFPD) ς Non-residents 

Foreign Investment in Portfolio ς US$ bn 

11 

» The net inflow of portfolio investment was considerable in 2009 and 2010, totaling US$ 46.2 billion and 

US$ 67.8 billion, respectively. 

Source: National Treasury and *Market Forecast 

Recent Events 

5,4 5,9

24,6

-10,8

32,1 30,6

8,4

1,6

3,3

5,0 7,1

-6,8 -6,1

21,9

6,8

9,1

30,1

-1,0

-4,8

5,1

-4,0

6,7 9,1

48,1

-0,8

46,2

67,8

7,4

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 *

Fixed Income Bonds

ADR's

Equities traded in the Internal Market



Macroeconomic Overview 

Fiscal Policy 

Monetary Policy 

External Sector 

Economic Activity 

Recent Events 

Public Debt Management 

Federal Public Debt 

12 



Growth supported by domestic demand 

GDP Growth (Q-o-Q accumulated) 

»  Average GDP growth of 3.6% through the last 10 years; 

» Consumption is boosted by the strength of job market, higher income and credit; 

» Similarly, investment rate is increasing to meet this consumption and make GDP growth sustainable 

Economic Activity 

Investment - Gross Fixed Capital Formation 

Source: IBGE 

*Market Expectation -  Central Bank/FOCUS ς February 3/2012. 

Fonte: IBGE 

Note: Seasonally Adjusted (1995 = 100) 
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Growth supported by domestic demand 

Public Sector Investment (% GDP) 

Source: IPEA 
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Growth supported by domestic demand 

Gross Fixed Capital Formation (% GDP) 

Source: IPEA and IBGE 
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Economic Activity 
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Sustainable Credit Growth 

Credit (% GDP) ς Selected Countries (April 2011) 

» Despite the significant growth in credit /  GDP ratio in recent years, the Brazilian position is still below the international 

standard. Real estate loan,  the most dynamic sector of the market, with growth rate close to 50% in the 12 months ending in 

April, is only about 4% of GDP. 

» The percentage of household income available for the payment of its debt service has remained stable at around 25%, even 

during the crisis, due to falling interest rates and longer terms. 

Atividade Econômica 

Household Debt 

Source: Central Bank, FED, BEA, Eurostat, BCRA, indec 

* USA: Total Credit: only individuals/ Real estate loan in Dec - 2010 
Source: Central Bank 
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Sustainable Credit Growth 

Provisions X Default Rate 

» The level of provisions has remained comfortably above the default level by about 2 percentage points of the stock of credit 

since 2002. 

» The Central Bank requires to Brazilian Banks a more conservative stance (11%) than Basel ratios (8%), which facilitates their 

adaptation for new limits on Basel III (13%). 

Atividade Econômica 

Brazilian Banks Capital Ratio  

Source: Central Bank /  The default rate includes the total credit overdue for more 

than 90 days. Provisions for nonperforming loans must be done on a monthly basis . 

Source: Central Bank 

 *June 2010   

17 

13.6

15.7
16.6

19.0 18.5
17.4 17.8

17.3 17.7
18.6

17.4

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010*

Brazilian Banks Capital Ratio Regulatory Minimum Capital Ratio (11%)

Basel Minimum Capital Ratio (8%)

7.3
7.3

6.8

5.7

44.1 4
3.6

2.0

3.0

4.0

5.0

6.0

7.0

8.0

9.0

D
e

c-
0
2

J
u

n-
0
3

D
e

c-
0
3

J
u

n-
0
4

D
e

c-
0
4

J
u

n-
0
5

D
e

c-
0
5

J
u

n-
0
6

D
e

c-
0
6

J
u

n-
0
7

D
e

c-
0
7

J
u

n-
0
8

D
e

c-
0
8

J
u

n-
0
9

D
e

c-
0
9

J
u

n-
1
0

D
e

c-
1
0

J
u

n-
1
1

D
e

c-
1
1

%
 o

f 
C

re
d

it
 S

o
tc

k

Provisions Default Rate



Macroeconomic Overview 

Fiscal Policy 

Monetary Policy 

External Sector 

Economic Activity 

Recent Events 

Public Debt Management 

Federal Public Debt 

18 



Market Expectations for 2012-2015 

Median of the Sample Collected by the Brazilian Central Bank 

Recent Events 

Source: Central Bank - Market Expectations 
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Sample Date 2012 2013 2014 2015

Primary Balance (% GDP) 02/06/12 2.79 2.80 2.75 2.80

Current Account Balance (US$ bill ion) 02/06/12 -67.95 -70.00 -70.00 -70.00

Exchange Rate Year End (R$/US$) 02/06/12 1.75 1.75 1.80 1.83

Inflation (IPCA in %) 02/06/12 5.29 5.00 4.80 4.50

CB Year End Interest Rate - % 02/06/12 9.50 10.75 10.00 9.75

GDP Growth (%) 02/06/12 3.30 4.20 4.45 4.50

Foreign Direct Investment (US$ bill ion) 02/06/12 55.00 55.00 50.00 50.00

Net Public Sector Debt (% GDP) 02/06/12 36.95 35.80 34.00 33.50



Improvement of Rating Evaluation 

wŜŎŜƴǘ 9Ǿƻƭǳǘƛƻƴ ƻŦ .ǊŀȊƛƭΩǎ /ǊŜŘƛǘ wŀǘƛƴƎ 

Recent Events 

Source: Rating Agencies 

» Brazil was the only country to become Investment Grade in 2009 

» Strengths: 

Á Track record of policy continuity through political transitions based on inflation-targeting regime and floating FX-regime; 

Á Remarkable reduction in external vulnerabilities 

Á Improving debt profile 

» Challenges 

Á Large Net Debt ratio and relatively high debt burden 

Á Budgetary rigidities 

Á Structural deficiencies ς Tax and Social Security reforms are necessary 
20 

Outlook

S&P D ... 2004 BB- 2006 BB 2007 BB+ 2008 BBB- 2011 BBB BBB+ ... AAA (stable)

Fitch D ... 2004 BB- 2006 BB 2007 BB+ 2008 BBB- 2011 BBB BBB+ ... AAA (stable)

Moody's C ... 2005 Ba3 2006 Ba2 2007 Ba1 2009 Baa3 2011 Baa2 Baa1 ... Aaa (positive)

DBRS D ... BBL BB 2007 BBH 2008 BBBL2011 BBB BBBH ... AAA (stable)

JCR D ... BB- BB BB+ 2008 BBB- 2011 BBB BBB+ ... AAA (stable)

R&I D ... 2004 BB- 2006 BB 2006 BB+ 2007 BBB- 2011 BBB BBB+ ... AAA (stable)

Speculative Grade InvestmentGrade
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Objective and Guidelines of Federal Public Debt Management 

Annual Borrowing Plan 

22 

The objective  of the Federal Public Debt Management is that  of efficiently  meeting the National 

Treasury Borrowing Requirements, at the lowest possible long-term  financing costs, while  ensuring the 

maintenance of prudent  risk levels. Additionally , the aim is to contribute  to the smooth operation  of 

the Brazilian government securities market .  

To achieve this objective , the guidelines underlying FPD management are as 
follows : 

Increase the average maturity  of the outstanding debt  

Smooth the maturity  profile , with  special attention  given to short-term  
maturities  

Gradual replacement  of floating -rate  securities by fixed -rate  and inflation -
linked  instruments  

Improvement  of the External Federal Public Debt (EFPD) profile  through 
issuance of benchmark securities, buyback program and structured  

operations 

Development of the yield  curve on both domestic and external  markets and 
growth in the liquidity  of federal government securities on the secondary 

market  

Broadening of the investor base 



Objective and Guidelines of Federal Public Debt Management 

Federal Public Debt Optimal Composition 

» This composition is being pursued gradually, without generating pressures that could result in excessive transition 

costs and taking in account the guideline of lengthening the average FPD maturity. 

Fiscal Policy 
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Lower Limit Upper Limit

Fixed Rate 40% 50%

Inflation Linked 30% 35%

Floating Rate 10% 20%

Exchange Rate 5% 10%



Results and Projections 

Federal Public Debt (FPD) Indicators* 

» Percentage of fixed rate securities + inflation linked securities above 60% of the outstanding. 

»  Percentage maturing in 12 months below 25% and stable average maturity 

Note: FPD statistics and its components DFPD and EFPD are monitored in the Federal Public Debt Monthly Report, which can be accessed at 
http://www .tesouro.fazenda.gov.br/english/hp/public_debt_report.asp.  24 

Annual Borrowing Plan 

Minimum Maximum

Stock of FPD* held by the public (R$ Billion)

1,013.9  1,157.1  1,237.0  1,333.8  1,397.0  1,497.4  1,694.0   1,866.4  1,800.0  1,930.0       

FPD Profile (%)

Fixed Rate 16.1% 23.6% 31.9% 35.1% 29.9% 32.2% 36.6% 37.2% 36.0% 40.0%

Inflation Linked 11.9% 16.1% 19.9% 24.1% 26.6% 26.7% 26.6% 28.3% 26.0% 29.0%

Floating Rate 45.7% 43.9% 33.4% 30.7% 32.4% 34.5% 31.6% 30.1% 28.0% 33.0%

Exchange Rate 24.2% 17.6% 12.7% 8.2% 9.7% 6.6% 5.1% 4.4% 4.0% 6.0%

FPD Maturity Structure

Average Maturity (years) 2.9 2.8 3.0 3.3 3.5 3.5 3.5 3.6 3.5 3.7

Percentage Maturing in 12 Months 39.3% 36.3% 32.4% 28.2% 25.4% 23.6% 23.9% 21.9% 21.0% 25.0%

* Includes domestic debt (R$ 1,783.06 billion - Dec/11) and external debt (R$ 83.29 billion - Dec/11) managed by National Treasury.

** until December

Indicators 2004 2005
Limits for 2011

2006 2007 2008 20102009 2011 **

http://www.tesouro.fazenda.gov.br/english/hp/public_debt_report.asp
http://www.tesouro.fazenda.gov.br/english/hp/public_debt_report.asp
http://www.tesouro.fazenda.gov.br/english/hp/public_debt_report.asp
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http://www.tesouro.fazenda.gov.br/english/hp/public_debt_report.asp


Financing Strategy 

Domestic Federal Public Debt -  DFPD 

External Federal Public Debt -  EFPD 

» Fixed Rate Securities 

Á The LTN will have benchmarks of 6, 12, and 24 months, and the NTN-F will have maturities of 5 and 10 years. 

Á The 3-year NTN-F benchmark will be replaced by LTN with the same maturity. 

Á The National Treasury will attempt to distribute outstanding fixed-rate securities in a uniform manner among the four maturity 

months (January, April, July and October) in each year. 

» Inflation Linked Securities 

Á The maturities of NTN-B offered throughout 2011 will be 3, 5, 10, 20, 30 and 40 years. 

» Floating Rate Securities 

Á The new bonds will have maturities in March and September. 

Á The average issuance maturity will exceed that for FPD (around 3.5 years). 

» Creation and improvement of benchmarks in the external market yield curve through qualitative issuances (10 and 30 year 

benchmarks). 

»  Continuation of the buyback program for securities denominated in Dollars and Euros. Inclusion of securities denominated in Real 

(BRL) in the buyback program. 

25 

Annual Borrowing Plan 



The improvement in composition of Debt has reduced risk 

Stress scenario impact over NPSD* (% GDP) 
outstanding 

Impact of 1% FX devaluation on NPSD/GDP 
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» The impact of a stress scenario of exchange and 

interest rates over the Net Public Sector Debt 

(NPSD) outstanding was reduced at 20.1 pp of GDP 

between 2002 and 2010, due to changes at the 

Public Debt composition. 

Source: Central Bank 

Source: National Treasury 

Note: Stress scenario considered of 3 standard deviations over the medium interest 

and exchange rate observed at 2002, equivalent of an overshooting of 56.6% on 

exchange rate and an increase of 7.8 on the Selic rate.  

*Net Public Sector Debt 

» In particular, the protection created by the fact that we have 

more FX assets than liabilities has compensated the interest rate 

risk, shielding the NPSD. 

Annual Borrowing Plan 
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Impact of IOF on the yield of fixed rate securities 

LTN and NTN-F - Yields (2/3/12) 

Recent Events 

28 Source: National Treasury 
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National Treasury Performance - Great opportunities merge in the domestic market 

NTN-F and BRL - Outstanding and Yields (2/3/12) 
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Source: Bloomberg, Andima and National Treasury 

Note 1: Currently, only the NTN-F  Jan/17 and Jan/21 are issued. 

Note 2.: The yield of the NTN-F is based on the 252-d standard while the yield of the BRL is based on the 360-d standard. 
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