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Foreword

Inflation Report is a quarterly publication of the Banco Central do
Brasil with the objective of evaluating the performance of the
inflation targeting system and providing a prospective scenario for
inflation. The national and international economic conditions
underlying decisions taken by the Monetary Policy Committee
(Copom) concerning the monetary policy management are presented.

The report is divided into six chapters. Activity level; Prices; Credit,
monetary and fiscal policies; International economy; Foreign sector
and Prospects for inflation. With regard to the activity level, growth
in retail sales, inventories, output, labor market and investments are
investigated. In the following chapter, price anaysis focuses on the
results obtained in the quarter as a consequence of monetary policy
decisions and the rea conditions of the economy outside the realm
of government action. The chapter referring to the credit, monetary
and fiscal policies, the analysis is centered on the behavior of credit,
financial and budget operations. In the chapter dealing with the
international economy, the report presents an analysis of the world's
major economies and seeks to identify those conditions capable of
impacting the Brazilian balance of payments. Insofar as the foreign
sector chapter is concerned, analysis is targeted at economic-financial
relations with the international community, with emphasis on trade
results and foreign financing conditions. Finally, prospects on inflation
growth are analyzed.
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Executive Summary

Economic activity has been growing gradualy and continuously over
the year, as sgnaled by the evolution of quarterly GDP growth. This
evolution reflects in part the expansion of domestic demand for
consumption — which up to August was concentrated on semi-durable
and non-durable consumption goods — and the growth of exports.

The factors supporting economic activity include the release of FGTS
(Warranty Fund for Severance Pay) funds and this year’s agricultura
income, which have partly neutrdized the effects of higher risk averson
linked to international and domestic uncertainties. In this context,
corporations continued to postpone investment decisions and families
avoided consumption of goods with higher unit values.

Although the stimuli provided by some of these factors are expected to
decline, the economy is expected to continue to grow moderately for
the next few months. An inventory adjusment in the industrid sector, a
relatively low default rate, prospects of less pressure on the 13th sdary
afforded by the disbursements of FGTS funds, and improved consumer
and business expectations are elements that may contribute to a
consolidation of the scenario mentioned above.

The likely recovery of capital flows to Brazil will be favored by the
adjustment of the current account of the balance of payments, which
declined from 4.6% of GDP late in 2001 to 1.7% of GDP in the twelve-
month period ending in November 2002. The favorable result of the
trade balance has played a mgor role in ensuring this performance.

Regarding the demand for investment, most indicators have declined as
a result of the uncertainties that characterized the recent period and the
lower dynamism of economic activity compared to the expectations
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that prevailed early in 2002. The production of capital goods for
agricultural and transportation purposes constitute exceptions.

The less favorable results for investment led to a drop in the ratio of gross
fixed capitd formation to GDP, which dedlined to an esimated 18.5% in
the third quarter of 2002 from 20.2% in the second quarter of 2001.

Regarding the labor market, despite the number of employed people,
demand has nonetheless been insufficient to absorb the supply of labor,
leading to a higher unemployment rate as compared to the levels
registered in 2001.

In this context, an andysis of the price indices indicates that the recent
acceleration of inflation was caused mainly by supply-related factors.
The effects of the exchange rate depreciation observed since April and
the significant impact of the inter-harvest period experienced in the last
two months account for most of the increase in inflation. Againgt this
backdrop, the evolution of service prices provides an indication of a
lesser role for inertia or indexation mechanisms in inflation. However, it
should be noted that the higher level of economic activity and increased
consumer confidence observed recently may lead to price hikes in the
future in sectors that were not directly impacted by the supply shocks.

Despite this possbility, the rate of inflation is expected to dow down as
of December, when the most critical moment of the period between
harvests will be over and the prospects for the behavior of the exchange
rate will become more favorable. Partial results for price indices in
December seem to corroborate this forecast. This drop, however, will
tend to be graduad, due to delayed effects on consumer prices, from the
exchange rate depreciation, and from higher wholesae prices resulting
from the inter-harvest period.

Specid mention should dso be made of the importance of maintaining
the fiscal consolidation process undertaken in recent years. In this
scenario, the fiscal surplus a dl levels of government keeps the public
sector’s net debt dynamics on a sustainable path, despite oscillations
caused by pressures from the foreign exchange market. The continuity
of this fiscal effort and the pogtive perception of the commitment to
maintain economic stability will contribute toward improving country
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risk perceptions and consolidating a declining path for the debt in the
next few months.

The central path expected for inflation accumulated in 12 months declines
steadily from the third quarter of 2003 to 9.5% late in 2003 and to 4.5%
in the last quarter of 2004. There has been, therefore, a significant
increase in projected inflation since the September Report, when the
inflation projected for 2003 was 4.5%. This increase was caused by the
inertial effects of high inflation in the fourth quarter of 2002, by the
effects of the exchange rate depreciation in 2002 on the projected
adjustment of managed prices in 2003, and by pessmigtic expectations.
It should be noted, however, that the inflation fan chart associated with
the basdine scenario is marked by asymmetry, with a higher disperson
for vaues below the central path. This asymmetry incorporates the larger
weight that the Copom éttributes to a scenario in which the red is more
appreciated and inflation expectations improve more rapidly. This is
expected to happen as uncertainties regarding the adoption of consstent
macroeconomic policies by the next federd adminigtration are eliminated,
strengthening the role of monetary policy in coordinating expectations.

An dternative scenario outlined by the Copom is also presented, in
which expected inflation for 2003 drops more rapidly to 8%, and the
exchange rate stabilizes at R$3.20, as opposed to the R$3.55 rate
anticipated in the basdline scenario. The inflation estimated according
to these underlying assumptions is 7.3% in 2003 and 3.4% in 2004.

As aresult of the recent improvements observed in indicators of
economic activity, the core projection for output growth in 2002 rose
from 1.4% to 1.6% since the last Report. In 2003, GDP is projected to
grow by 2.8%.
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1 — Activity level

The pace of economic activity in the second quarter of the year and
beginning of the third reflected the increased exchange rate instability
evident since May, principally as regards its impacts on expectations
of future economic performance. The first result of this process was
a spending cutback, mostly involving outlays related to investments
and durable consumer goods, both of which are sensitive to decisions
that involve longer term horizons. However, on the upside, such
other factors as Employment Guaranty Fund (FGTS) disbursements
and increased farm income have managed to sustain the level of
consumption, particularly involving goods with low unit value.

1.1 — Retall sales

Sales volume index in the retail sector - Brazil According to the Retail Sales Volume Index, which

Itemization 2001

¥accumuaedintheyear  jg calculated by the Brazilian Institute of

2002

Mar

Geography and Statistics (IBGE), retail trade sales

Apr May Jun Jul

Retail sector -1.6
Fuel and lubricants -2.8
Supermarkets 0.4
Textiles, clothing 1.6
Furniture and white goods -1.4
Other domestic goods -6.3
Vehicles, motorcycles -3.6

-0.9
5.3
0.0

-2.5

-1.4

-4.6

-23.4

dropped by 0.5% in the first seven months of the
21 Zg 22 zz year compared to the corresponding period of
16 07 -09 -07 2001. Quarterly comparisons indicate that the pace
22 33 41 26 of the sales downturn was constant over the period,
Lo 2 % ™ with reductions of 0.9% in the first quarter and of
206 211 216 21.4  0.8% in the second, when compared to the same

periods of the previous year.

Source: IBGE

A breakdown of the results generated by the
five activities encompassed by the general indicator shows that
only fuels and lubricants (3.9%) and furniture and home appliances
(1.1%) turned in positive results when the first seven months of
the current year are compared to the same period of 2001. Sales

11
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Real sales of the retail sector in Sao Paulo

Percentage change

Itemization 2002
Mar  Apr May Jun Jul  Aug*
In the month”
General 23 -28 37 -02 -19 4.1
Consumer goods 40 -39 40 -05 -39 4.0
Durable 0.7 04 -04 -17 -71 -64
Semidurable -14  -34 35 -09 5.3 29
Nondurable 103 -115 118 -01 -09 124
Automotive trade -1.6 58 -9.6 15 -09 153
Vehicle concessionaries -05 8.0 -12.0 2.2 0.1 151
Autoparts and accessories  -2.7 0.2 05 -58 5.9 1.6
Building materials 1.6 21 43 -1.3 3.4 7.6
Quarter/previous quarterl/
General 2.2 1.6 2.4 1.2 1.8 1.4
Consumer goods 4.5 3.0 3.7 11 1.0 -05
Durable 11 0.3 06 -03 -33 -84
Semidurable 20 -08 -29 -25 19 4.9
Nondurable 5.2 3.6 6.1 1.9 5.9 6.8
Automotive trade -112 -70 -54 -25 -6.0 0.9
Vehicle concessionaries -144 86 -59 -15 -6.2 11
Autoparts and accessories  -0.1 0.8 04 -28 -23 -12
Building materials -0.8 2.6 6.8 5.9 6.6 7.2
In the year
General -46 -47 -25 -14 -05 0.8
Consumer goods -09 -17 0.8 2.0 2.7 37
Durable 56 -39 -22 -10 -11 -21
Semidurable -21.9 -22.3 -23.3 -235 -209 -185
Nondurable 35 0.5 4.0 5.6 6.8 10.2
Automotive trade -25.4 -21.8 -22.3 -22.7 -21.6 -185
Vehicle concessionaries -30.2 -26.0 -26.6 -26.8 -25.6 -21.9
Autoparts and accessories 0.0 -02 -02 -16 -1.3 -17
Building materials -24.2 -216 -193 -183 -159 -129

Source: Fecomercio SP

1/ Seasonally adjusted data.
* Preliminary.

of the groupings of fabrics, apparel and
footwear, other articles of personal and
domestic use, and sales of so-called mega-sized
supermarket outlet, traditional supermarkets,
foodstuffs, beverages and tobacco dropped by
2.6%, 2% and 0.7%, respectively, in the period.
In the segment of automotive sales — a separate
item in the IBGE survey since it is not included
in the general index of commerce — the falloff
came to 21.4%.

On a state-by-state basis, the best performances
were generated in Amapa, Piaui, Tocantins and
Maranhdo, while the Acre, Alagoas, Rio Grande
do Sul and Paran& closed with the most
accentuated reductions.

Data released by the Trade Federation of the
State of Sdo Paulo (Fecomercio SP) on the Séo
Paulo Metropolitan Region (RMSP) with growth
of 0.8% in revenues in the first eight months of
the year. Based on the statistical series from
which seasonal factors have been eliminated,
making it possible to evaluate short-term growth,
the pace of the sector’s recovery lessened
somewhat in the second quarter of the year when
sales expanded by 1.2%, compared to 2.2% in
the first quarter, compared to the immediately
previous period. When July and August data are
incorporated into the calculation, growth turned
positive once again and was probably driven by
releases of FGTS funds.

Basically, the downward trajectory was due to the performance of
consumer goods. Thus, growth in sales of consumer durables moved
from 1.1% in the first quarter to -0.3% in the second; while the
results for semidurables shifted from 2% to -2.5%; and those of
nondurables from 5.2% to 1.9%.

12
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Consumer Intention Index (lIC)

120

An evaluation of the results by retail segment shows that several
specific factors have significantly impacted the performance of
the trade sector during the year. In clearer terms, sales
accumulated up to August in the automotive and building materials
industries, both of which are highly sensitive to changes in interest
rates and expectations, declined by 18.5% and 12.9%,
respectively. On the other hand, sales of nondurable consumer
goods, which mostly include items of lesser unit value,
accumulated growth of 10.2% in the same period.

According to the Sdo Paulo Trade Association (ACSP),
consultations with the Usecheque system, which is an indicator of
sales paid-in-full by check and small item sales, turned in growth
of 7.9% up to July, while consultations with the Credit Protection
Service (SPC), the indicator used for installment sales, dropped by
1.1% in the same period.

Consumer expectations have fluctuated sharply

110 +

since the end of the second quarter and have been

100 +

impacted by exchange volatility and the

90 +

80 -

70 ~

60 -

Jan Mar May
2001

I IC  — — — Current conditions ™ ™= ™= Future conditions

Source: Fecomercio SP

Average interest rates effective in the retail sector

uncertainties inherent to a pre-election period.
In September, the Consumer Intentions Index
(11C), which is released by Fecomercio SP,

expanded sharply and closed at its highest level

Nov Jan Mar May Jul Sep Since May 2001

2002

According to the National Association of

y Finance, Management and Accounting
o p.m.

Itemization

2002

Executives (Anefac), as far as financing

Jan

Feb

Mar

Apr _May Jun Jul operations are concerned, the gradual downward

Average interest rates
By segment
Large stores
Medium stores

Small stores

6.70

5.67
6.91
7.54

5.64
6.88
7.52

6.64

5.61
6.86
7.50

trajectory of the interest rates practiced in the
retail trade sector since December 2001 was
558 558 555 555 nterrupted at the start of the second quarter of
6.82 6.82 6.81 6.81 . ..
47 747 7aa 74a 2002, when rates increased to 6.62%, remaining
stable in that range in the following months.

6.62 6.62 6.62 6.63

Source: Anefac

When the analysis is based on company size,

large commercial chains practiced lower rates
(5.55% per month) than medium size networks (6.81% per month)
and smaller companies (7.44% per month).

13
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Default rates

In contrast to the negative performance of

Rate

Itemization

2001

2002

salaries and income and to high interest rate

May Jun Jul Awg  |evels, default indicators — though still high —

moved into a downward curve as of the end of
a9 s0 46 43  the first quarter of 2002 and, more recently,
16 16 18 16  intensified this trend. To some extent, this

Average 1Q Apr
SPC(SP)“ 75 60 94 88 80 72 47
Returned checks? 4.7 52 5.0
Telecheque (RJ)3/ 17 34 24
Telecheque (National)® ¥ 21 27 24 19 18 19 17

movement reflected the start of the process of

Source: ACSP, Bacen and Teledata

FGTS disbursements.

1/ New registrations (-) registrations cancelled out/effected consultations (t-3).

2/ Cheques returned due to insufficient funds/cleared cheques.

3/ Returned cheques/cleared cheques.

4/ Average in the following cities: Belém, Fortaleza, Recife, Salvador,
Belo Horizonte, Sdo Paulo, Curitiba, Porto Alegre, Ribeirdo Preto

and Rio de Janeiro.

With this trajectory, the net rate of default
registered at the SPC and measured by the
ACSP, closed at 4.7% in August, compared to
7.2% in the previous month. In September,
continuation of the aforementioned disbursements is expected to
push the default rate down even lower. From January to August
2002, the median default rate came to 7.2%, compared to 8.4%
in the corresponding period of 2001.

The default indicator announced by Teledata, which is a system
that is national in scope, suggests a similar trend, as the average
rate dropped from 2.7% in the first three months of 2002 to 2% in
the three subsequent months and 1.8% in the July-August period.

The drop in the default rate is also demonstrated by the reduction in
the ratio between total checks returned due to insufficient backing
and total checks cleared in the country from a level of 5.2% in the
first quarter to 4.3% in August.

In summary, retail sales have followed a gradual upward curve
since the end of 2001. For the most part, this movement has been
sustained by sales of consumer goods of lesser unit value.
However, recovery was less intense from April to June due to
less favorable expectations in the period which, in turn, had an
adverse impact on sales of consumer durables, particularly in the
automotive sector.

Continued FGTS outlays — probably in a greater volume in September
— coupled with some degree of recovery in consumer expectations,
suggest a more positive outlook for sales in the coming months.

14



Inflation Report

September 2002

Industrial production

Seasonally adjusted data
2000=100

120

1.2 — Output and gross domestic

product

1.2.1 — Industrial output

110

l,-%'_\’ L L’
‘!\\-N 7

A

/l
l

100 //\/:(‘_.

(4
4

90

Jan Mar May Jul Sep Nov Jan Mar May Jul Sep Nov Jan Mar May Jul

2000 2001

Total
= = = Mineral extraction

Source: IBGE

Industrial production

2002
— =— — Manufacturing industry

Percentage change

Itemization

2002

Mar  Apr May Jun Jul

Industry (total)
In the month?/
Quarter/previous quarterl/
Same month of the previous year
Accumulated in the year

Accumulated in 12 months

Manufacturing industry
In the month
Quarter/previous quarterl/
Same month of the previous year
Accumulated in the year

Accumulated in 12 months

Mineral extraction
In the month/
Quarter/previous quarterl/
Same month of the previous year
Accumulated in the year

Accumulated in 12 months

-05 50 -52 09 00

27 29 16 13 -17
-37 61 -10 0.7 33
-21 00 -02 -01 04
-07 -07 -11 -10 -08

-1.7 63 -61 10 03

20 24 10 12 -21
-56 52 -31 -08 24
-34 -12 -16 -15 -09
-12 -12 -19 -18 -16

37 16 22 -09 -10
1000 70 73 54 35
13.2 13.7 18.8 134 104

85 98 116 119 116

32 37 49 55 58

Source: IBGE

1/ Seasonally adjusted data.

According to IBGE’s Monthly Industrial Survey
(PIM), following the upward movement
registered in the early months of the year,
industrial output dropped by 5.2% in May.
Though one cannot disregard the fact that this
result also reflects the impact of the occurrence
of Easter week in March on the process of
purging seasonal factors from the calculation, it
still suggests a loss of dynamism in the
manufacturing sector that continued into the two
subsequent months. In the first seven months of
this year, industrial output grew by 0.4% in
relation to the same period of the preceding year.

Though industrial growth has not been positive,
particularly since the month of May, sectors less
affected by deteriorating expectations and driven
by positive results in the crop/livestock sector
took up some of the slack and managed to
attenuate the deceleration that marked the period.
At the same time, the highest growth level in the
first half of the year was, once again, registered
by the mineral extraction sector, which closed with
its sharpest expansion since 1996. Basically, this
performance reflected successive record levels of
petroleum production.

Utilizing data up to July, a breakdown at the level
of use categories indicates that growth occurred
only in the output of intermediate goods and

semidurable and nondurable consumer goods, with 0.7% and 0.5%,
respectively. In both of these headings, these positive results —
though modest — can be attributed to favorable performances in
specific segments of activity. Thus, in the case of intermediate

15
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Industrial production by category of use

Percentage change

Itemization 2001 2002
Dec Apr May Jun Jul
In the month”

Industrial production 11 50 -52 09 0.0
Capital goods -0.6 73 -96 3.3 0.8
Intermediate goods 1.3 30 -24 03 -0.2
Consumer goods 0.8 82 -104 1.3 0.8

Durable 57 10.1 -13.9 1.3 2.2
Semi and nondurable -0.7 70 -84 06 03
Quarter/previous quarterll

Industrial production -0.4 2.9 1.6 1.3 -17
Capital goods -6.1 6.9 2.7 14 -37
Intermediate goods -1.3 3.9 1.8 12 -06
Consumer goods 2.7 06 -03 -01 -438

Durable 111 4.1 1.7 11 -65
Semi and nondurable 0.8 01 -06 -03 -42
In the year

Industrial production 15 00 -02 -01 0.4
Capital goods 12.7 03 -10 -11 -1.0
Intermediate goods -0.2 -03 -01 0.2 0.7
Consumer goods 13 06 -05 -10 -04

Durable -0.6 -38 -52 -53 -34
Semi and nondurable 1.8 1.9 1.0 03 05
Source: IBGE
1/ Seasonally adjusted data.
Vehicles - production and sales
Percentage change
Itemization 2002
Mar Apr May Jun Jul
In the month”/
Production 1.1 0.8 -7.0 3.7 -4.3
Sales -2.1 1.3 -7.7 6.3 -2.5
Domestic sales 2.3 -3.8 -9.8 7.3 -4.5
External sales -20 123 21 -5.3 0.6
Quarter/previous quarterll
Production 3.4 -3.0 -3.8 -4.1 -5.2
Sales -5.2 -6.5 -6.0 -3.4 -4.5
Domestic sales -11.3  -143 -12.4 -7.6 -8.5
External sales -0.1 93 165 108 5.7
In the year
Production -8.8 -6.2 -9.2 -9.8 -9.4
Sales -11.3 99 -119 -124 -111
Domestic sales -12.1 -11.2  -142 -146 -13.6
External sales -7.6 -4.2 -25 -3.4 -1.6

Source: Anfavea

1/ Seasonally adjusted data.

goods, particular mention should be made of the
output of petroleum derivatives in the period,

coupled with efforts made by the industrial sector
to substitute previously imported products. As

a matter of fact, though manufacturing activity

remained stable in the first half of the year when
compared to the same period in 2001, imports
of intermediate goods dropped by 8% using the
same basis of comparison. Aside from this,

growth in the production of semidurable and

nondurable consumer goods was mostly due to
the performance of the segments of food and
tobacco products.

With respect to other headings, the negative results
can be credited to the adverse factors that affected
both expectations and credit conditions. Output of
consumer durables dropped by 3.4% in the first
seven months of the year, mostly due to the
downturn in sales of the automotive sector. The
decline would have been sharper still were it not
for the home appliance segment, which registered
sharp growth under sales of TV sets just prior to
the World Cup and a subsequent sales increase
under portable products of lesser unit value.

Insofar as the automobile sector is concerned,
output fell by 9.4% in the month, up to July, as a
result of a sales decline of 11.1%, based on a drop
of 13.6% under internal market sales and a
reduction of 1.6% under foreign sales.

Output of capital goods was also impacted by
increased uncertainties and deteriorating credit
conditions, as well as by a slowdown in the flow

of investments into electricity generation and

transmission projects. Here, the first seven months
of the year withessed a drop of 1%, in comparison
to the same period of 2001.

16
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. . 1/
industrial production by segment Once the first quarter of the year had ended, the

Percentage change

Itemization 2001 2002 loss of economic dynamism generated impacts on

1@ NWQ .l Inteyear  the ytilization level of industrial output capacity
Industrial production 15 -21 -01 00 o4  and a strong rise in stock levels, both of which
Mineral extraction 35 85 119 -10 11.6

are factors that provoked adverse effects on third
Manufacturing industry 1.2 -34 -15 0.3 -0.9 i
Nonmetallic minerals 18  -48 -28 -16  -26 quarter results. In the manufacturing sector, the
Metallurgy o7 -40 -25 o7 -15  third quarter survey carried out by the Getulio

Mechani 5.2 -0.9 25 3.6 33 - - .

eehanics _ Vargas Foundation (FGV) indicated an average
Electric and comm. equip. 6.9 -13.6 -123 -24 -11.9 . . ) . . .
Transportation equipment 5.2 -57 -60 09  -48 level of utilization of installed industrial capacity
Wood 08 -84 -29 -31 29 0of79.6% in July, compared to 80.9% in the same
Furniture -11 2.8 1.7 1.0 1.5 . 0o g- .
paper and cardboard o1 03 o6 .01 vs  Mmonthof 2001. The headings of building materials
Rubber .45  -62 -31 99 -20  and consumer goods closed with the sharpest
Leather and hides 94 -116 -96 157 74 reductions in the utilization level, moving
Chemicals -0.7 -1.7 0.5 19 11 . 0 o 0
Pharmaceuticals 10 174 93 9o 9o  respectively from 84.3% to 77% and from 76.6%
Perfumes, soaps, candles - 1.1 -52 -38 -09 -4.4 to 742%, in the periOd_

Plastics -5.0 -46 -39 -50 -4.2
Textiles -55  -46 -25 -16 -18 Lo . . ]

Clothing, footwear, cloths -68  -52 -18 24  -16 Monthly statistics on the utilization of installed
Food products 51 -12 29 -12 33 output capacity released by the National
Beverages 0.3 -70 -47 -16 -3.6

Confederation of Industry (CNI) and the
Federation of Industries of the State of S&o
f,.J.y'BGEl.yd,td change. Paulo (Fiesp) reflected the recent change in the
trajectory of manufacturing activity. Once
seasonal factors are eliminated, the survey

Tobacco -4.7 343 264 -175 24.2

Utilization of installed capacity

Seasonally adjusted data results indicate an upward curve through to
Average percentage .
o April, when the curve reversed course. Sector-
_K___...-..--..;\'_'\"'.. by-sector data available for Sdo Paulo industry
. a NS / show that the sharpest drops in utilization levels
~ =~ - . . .
0 I d/ - k; by, \/ in the period from April to July occurred under
B ZE Fhe : i
\._f\\j —rt furniture (6.6%), chemicals (5%) and
® transportation equipment (4.8%).
Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul
2000 2001 2002
Fiesp — — — CNI = = = GV

With regard to stock levels, results drawn from
the CNI industrial Survey carried out at the end

of the second quarter of the year revealed increases in relation to
the previous period. When one uses a scale of zero to one hundred,
stocks of final goods climbed from 50.4 to 53.1, reflecting the second
largest change registered by this survey, surpassed only by that
registered at the end of the first quarter of 2001. Stocks of raw
materials and intermediate goods increased from 47.7 to 48.2 in the

17



Inflation Report

September 2002

Lo 1/
Manufacturing industry stocks
54

52

50

48 |

46

a4 |

| Il 1l v | 1} 1] v | 1l

2000 2001 2002
M Final products B Raw materials and intermediate goods

Source: CNI
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Manufacturing industry stocks™

Itemization 2001 2002
| I 1 v | 1l

Manufacturing industry
Final products 51.2 509 509 48.0 504 531
Raw materials and interm. goods 48.0 49.1 49.7 48.6 47.7 48.2

Large companies
Final products 52.7 52.3 52.4 47.8 50.4 53.7
Raw materials and interm. goods 48.4 51.7 53.4 50.5 49.5 50.7

Small and medium companies
Final products 50.4 50.1 50.0 48.2 50.3 52.8
Raw materials and interm. goods 47.9 47.6 47.7 475 46.7 46.9

Source: CNI
1/ Values over 50 indicate stocks above the planned level.

Industrial Business Confidence Index
70

60 -

50 +

40 4

30 -+

2002 |
Expectations

2001
I General index
= = = Current conditions
Source: CNI

period. A breakdown of these figures by company
size shows an across-the-board increase in the
stock of final goods and intermediate goods.
However, it is important to note that growth in
the stocks of final goods was more prevalent
among large scale companies than among small
and medium businesses.

Aside from stock levels, another important
variable in evaluating the performance of
industrial activity is that of business expectations.
In this sense, the Industrial Confidence Index
(Icei), which is built upon the results of the CNI
Industrial Survey, registered a level of 48.5
points in July compared to 58.9 in April, closing
at the same level registered in July 2001. The
drop in the period is comparable only to that
registered at the start of the period of electricity
rationing. Just as occurred with consumer
expectations, perception of the business
community’s expectations of the future of the
economy has been less pessimistic than in relation
to current economic conditions. Another
important point to be noted in the survey relates
to the fact that businesspeople in general tend
to state that the factor most responsible for the
recent performance of expectations are the
conditions of the economy as a whole and not
the situation of their specific companies.

The FGV’s July Manufacturing Industry
Survey perceived a similar performance in the
case of business expectations. According to

this survey, there is a perception of
deterioration in the current business situation and in the outlook
for the next six months, when viewed against the April survey.

As a matter of fact, deteriorating current and future expectations,
increased stock levels and recent cutbacks in export credit lines all
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Grain production?
In million of tons
100

point to a rather adverse situation in the nation’s industrial sector in
the third quarter of the year. However, several factors are capable of
attenuating this rather somber outlook. In the first place, consumer
and business expectation indicators were elaborated prior to the new
agreement with the International Monetary Fund (IMF). Another
important point refers to economic policy measures taken to stabilize
the exchange market, including not only the aforementioned agreement
but also efforts to reestablish credit lines. Finally, one should recall
that the impact of FGTS disbursements on consumption were already
evident in August and should increase sharply in the coming months.

1.2.2 — Cropl/livestock output

The primary sector of the economy turned in a positive
performance in 2002. Crop output estimates point to a grain
harvest that will be practically identical to the 2001 results,
coupled with strong growth under other types of crops. Recently
announced data on livestock output in the first quarter of 2002
confirmed the production increase suggested previously by
indirect indicators of the sector’s performance.

Crops

According to IBGE’s Systematic Farm Production
Survey for the month of July, total output of grains,

95

90

legumes and oil-bearing crops is expected to reach

98.7 million tons in the current harvest, just 0.2%

85

80

75 A

70 +
1995 1996

Source: IBGE

1/ In 2002, estimate.

1997

1998

1999

more than in 2001. This forecast is slightly below
the previous estimate, particularly in light of the
drought and high temperatures registered since
2000 2001 2002 December 2002 that have caused significant

summer harvest losses in Rio Grande do Sul and

Santa Catarina. Aside from these factors, low

rainfall levels in Paran&, S&o Paulo, Mato Grosso
do Sul and Goias as of March 2002 provoked delays in preparation of
the soil and planting of the second corn harvest and resulted in a
considerably smaller volume of production.
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Grain production

In thousands of tons

Itemization Production Percentage
2001 2002Y  change
Grain production 98 544 98 744 0.2
Cotton (seed) 1718 1487 -13.4
Rice (in husk) 10 195 10 508 3.1
Beans 2436 3165 29.9
Comn 41 439 35612 -14.1
Soybean 37 683 41 824 11.0
Wheat 3261 4157 27.5
Others 1812 1991 10.0
Source: IBGE
1/ Estimate.
Crops in 2002
Percentage change
Itemization Production Area Average
production
Grain production 0.2 8.2 -7.4
Cotton (seed) -13.4 -12.5 -1.1
Rice (in husk) 3.1 1.1 1.9
Beans 29.9 20.7 7.6
Corn -14.1 -2.8 -11.6
Soybean 11.0 17.2 -5.3
Wheat 275 19.3 6.9
Others 10.0 -3.0 13.4
Other products
Potatoes -4.0 -2.7 -1.3
Coffee fruit 22.4 1.4 20.6
Oranges 10.3 -0.6 11.0
Sugar cane 4.4 1.7 2.7
Manioc roots -1.1 -0.7 -0.4
Source: IBGE
Livestock

Among the items that contributed significantly to
the grain harvest result, mention should be made
of growth under beans (29.9%), wheat (27.5%),
coffee (22.4%) and soybeans (11%). The major
negative results occurred under corn (14.1%) and
herbaceous cotton (13.4%).

Wheat farming registered highly significant results
with a total of 4.2 million tons in 2002, due mostly
to the Rio Grande do Sul harvest, since output in
Parana and Mato Grosso do Sul was impacted by
the long drought that occurred in both regions.

In the opposite sense, the corn crop is expected
to reach 35.6 million tons, compared to 41.4

million in 2001. This reduction was due to a drop

of 2.8% in the area under cultivation and a

decrease of 11.6% in average yield per hectare.
As a result, the price of the product increased
by more than 50% on the Sao Paulo market
between August of this year and 2002, generating
upward pressure on the production costs of
chickens and swine.

Among other crops, emphasis should be given
to production increases under coffee beans
(22.4%), oranges (10.3%) and sugar cane
(4.4%), all of which are items of importance to
the nation’s exports.

Based on IBGE’'s Farm Production Statistics for May 2002, 4.5
million head of cattle were slaughtered in the first quarter of 2002,
for growth of 5.1% compared to the same period of 2001. The
performance of hog farming also registered positive results, with
slaughter of 5.1 million head in the first quarter, for growth of 16.7%
over the same period of 2001.
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Livestock production

Total weight
Percentage change in 12 months
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In relation to poultry farming, slaughters totaled
744.5 million units in the first three months of the
year, for expansion of 7.5% over the total for the
same period of 2001. It is important to note that,
despite this growth, prices moved upward in
relation to the second half of 2001, mirroring
higher costs for animal feed and the efforts made
by producers to adjust the excess supply that
marked the final months of 2001.

Crop/Livestock Harvest Plan 2002/2003

Agricultural plan - 2002/2003

In R$ million
Objective Credit Flow Percentage
granted forecast change
2001/2002 2002/2003
Total 17 205 21670 26.0
At fixed interest rate 16 417 18 670 13.7
Current expenditures/flow 12 462 13 340 7.0
Investments 2603 2930 12.5
Constitutional funds 1090 1200 10.1
Agricultural Finame 119 500 318.8
Funcafé 142 700 393.3
At market interest rate 788 3000 280.6

Source: Ministry of Agriculture

According to the Crop/Livestock Harvest Plan
2002/2003 elaborated by the Ministry of
Agriculture, Livestock and Supply (Mapa),
funding available to farmers in the 2002/2003 farm
year will total R$21.7 billion, for growth of 26%
over the total granted in the previous harvest. Of
this total, R$13.3 billion will be targeted to current
expenditures/marketing, R$2.9 billion to
investment and R$2.4 billion to Constitutional
Funds/Special Industrial Financing Agency -
Agriculture (Finame Agriculture)/Coffee
Economy Defense Fund (Funcafé). These
resources do not include the amounts set aside
for family farming programs.

Several alterations were introduced this year into the system of
agricultural financing. Among these, as of the current harvest, the
resources from the Worker Support Fund (FAT) channeled into the
Program of Income Generation (Proger Rural) will be targeted to a
larger number of workers. These resources will now be available to
farmers with areas of up to 15 fiscal modules and annual gross income
of up to R$60 thousand, instead of the previous limits of 6 fiscal
modules and gross income of R$48 thousand.

Insofar as the Program of Support to Product Marketing and
Stocking is concerned, utilization of bank funding earmarked to the
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discounting of Rural Promissory Notes (NPR) and Rural Trade Bills
(DR) was authorized for the entire year in activities involving swine,
fruit, shrimp and milk and its derivatives, including purchase of Rural
Product Notes (CPR).

Starting with the 2002/2003 harvest, Rural Savings Account
resources earmarked to the farm sector will also benefit agribusiness
activities, including financing of marketing operations, processing
or industrializing crop/livestock origin products and inputs utilized

in these activities. The financing, previously reserved exclusively to
producers and cooperatives, will be limited to R$2.5 billion and will
be granted at interest freely negotiated among the parties.

Parallel to this, National Bank of Economic and Social Development

resources (BNDES) were increased to R$2.83 billion for growth of
22.5% in relation to the total for the previous farm year.

1.2.3 — Labor market

Employment

;:”emp'oymem rate According to Ministry of Labor and Employment

o (MTE) and IBGE statistics, the employment level

8 LA ~_ — has been expanding, particularly under the heading
7 \—\~=\=\\ AL /_,(\// ——" of formal employment. However, this performance
6 \ _J//’/\—J\V was not enough to bring down the level of
5 y unemployment, which has remained above the
4 previous year’s level. In the manufacturing sector,
oo T M e ™ thereis a clear difference between the results for
Sorce: IBGE Observed = = = Seasonally adjusted Sdo Paulo, where the employment level has

followed a downward curve since mid-2001, and
the figures for the majority of states in which CNI
applies this survey.

Open unemployment in 2002 has been consistently above the same
period of 2001, as evinced by IBGE’'s Monthly Employment
Survey (PME) in six metropolitan regions. However, growth
registered in employment has not been sufficient to absorb the

22



Inflation Report

September 2002

increase in the overall labor force. Consequently, when one
considers the average from January to July of this year with the
corresponding figures for 2001, total persons employed increased
by 2.5% and the overall labor force expanded by 3.7%. With this,
median unemployment in the latter month came to 7.5%. Once
the series has been purged of seasonal impacts, growth in the
percentage of unemployed persons has been continuous, moving
from 6.6% in March to 7.5% in July.

Occupied people by activity and by categories of On a sector-by-sector basis, employment levels

employment

% accumulated growth in year

have recovered sharply in both commerce and

Itemization 2002

industry, while the building industry and services

Jan

Feb Mar Apr May Jun Jul have alternated positive and negative movements

Total of occupied people 1.2
By activity
Manufacturing industry -0.7
Building -8.5
Commerce 25
Services 25

By categories of employment

Registered 2.0
Nonregistered 4.6
Self-employed -3.1
Employer -1.5

1.8

-0.6
-7.9
35
2.8

2.0
4.8
-1.6
-0.3

21

-0.2
-6.3
35
3.0

2.2
5.0
-0.9
1.2

.3 24 24 25  Sincethe month of March. In July, all of the sectors

analyzed turned in growth in the number of jobs.
22 2;‘ zz ;2 This was particularly strong under commerce,
30 28 20 3s With42thousand new positions; services with 35
33 34 34 34  thousand; construction with 21 thousand; and
s 25 25 a¢ Manufacturing with 14 thousand. From 2001 to
s1 s1 49 s1 2002, the number of vacancies in the building
08 08 06 04 industry dropped in every month of the year,
Lo closing July with an accumulated loss of 6.5%,

Source: IBGE

compared to the average in the first seven months

of the previous year. In contrast to this result, the
accumulated figures for commerce, services and manufacturing
pointed to growth in the number of job openings at rates of 3.5%,
3.4% and 1%, respectively.

A breakdown of employment categories indicates that
accumulated growth up to July totaled 5.1% in the segment of
unregistered workers, 2.6% for registered workers and 0.3% for
employers. The segment of the self-employed turned in a decrease
of 0.4% in the period.

Based on MTE's General File of the Employed and Unemployed
(Caged), formal employment governed by the nation’s labor code
set a growth record in the first seven months of the year, with
generation of 742 thousand new positions in all parts of the
country, representing growth of 15% compared to the result for
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Formal employment
New job openings (1,000 employees)
2001 2002

Itemization

1Q Q Jul  In the year

Total 591.1 216.5 464.2 61.2 742.0
Manufacturing industry 103.8 47.6 80.9 1.0 129.5
Commerce 209.8 242 637 19.1 107.1
Services 311.0 93.4 1165 127 222.6
Building -33.4 7.5 9.0 2.1 18.7
Public utilities 15 2.6 0.7 0.4 3.7
Othersll -1.6 41.1 1934 259 260.3

Source: Ministry of Labor and Employment
1/ Includes mineral extraction, public administration, crop and livestock and others.

Industrial employment

Seasonally adjusted data
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the same period of 2001. An analysis of this

total shows that 68% were concentrated in the
southeast region, 16% in the southern region
and 11% in the central-west region. All of these

figures were quite close to those of the previous
year. The supply of new vacancies over the

course of 2002 expanded steadily up to April,

when the number of additional jobs came to 175
thousand. From that point forward, the pace of
job generation declined to a total of 61 thousand
in July. On a sector-by-sector basis, 232

thousand new jobs were created in the farm
sector, 223 thousand in the service sector, 130
thousand in manufacturing and 107 thousand
in commerce.

According to Fiesp figures from which seasonal
factors have been eliminated, industrial
employment in the State of Sdo Paulo followed
a downward trajectory over a period of
seventeen months up to July. In the year, the
reduction came to 2.5% when compared to the
corresponding period of 2001. Analysis of this
sector indicates that this percentage resulted
principally from downward movement under
electric and communications equipment (11.9%),
transportation equipment (2.8%) and textiles
(3.6%). According to IBGE’s monthly industrial
survey, which is national in scope, the first two
of these subsectors, both of which are heavily
concentrated in Sdo Paulo, closed 2002 with

sharply negative performances, with respective output declines of
11.9% and 4.8%, respectively, in the period.

The CNI survey at the level of twelve state federations pointed to
stability in industrial employment in the month of July, following

reductions of 0.2% and 0.1% in May and June, respectively. Up to
the month of July, the employment level dropped by 0.7% compared
to the corresponding period of 2001, mostly as a result of a 2.5%
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falloff in the sector in S&o Paulo. In the other states, positive results
predominated for the same period of comparison, with particularly

good performances in Parana (6.8%), Bahia (2.4%), Rio Grande do
Sul (2.2%) and Minas Gerais (0.9%).

Income

Real average earnings
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Overall real wages and average real earnings
% accumulated growth in year
Itemization 2001 2002

Jan Feb Mar Apr May Jun

Overall real wages -3.2 41 -41 -36 -30 -22 -19
Average real earnings -38 -53 -58 -56 -52 -45 -43
By activity
Manufacturing industry 51 45 -35 -41 -32 -29 -34
Building -5.2 -13.0 -125 -12.0 -10.1 -89 -9.6
Commerce 57 -85 -71 -85-103 -95 -95
Services -34 54 -69 -6.2 -55 -49 -44
By categories of employment
Registered -48 -71 -68 -6.0 -57 -52 -49
Nonregistered 21 22 -16 -12 -06 03 06
Self-employed -14 -6.7 -87 -87 -7.3 -58 -52
Employer -26 -20 -61 -86 -94 -85 -89

Source: IBGE

In the second quarter of the year, the pace of
recovery in median real worker income was less
intense. Compared to 2001, income declines were
registered in both sector-by-sector analyses and
in the metropolitan regions analyzed by IBGE.

According to PME data released by IBGE and
from which seasonal factors have been purged,
the median earnings of workers expanded by
0.73% in the second quarter of the year, when
compared to the previous quarter. In the first
quarter of the year, growth had come to 0.86%.
In the half-year period, average real earnings fell
by 4.3% when compared to the same period of
2001. An analysis on the basis of job categories
indicates that the loss among employers came to
8.9%, while that of the self-employed closed at
5.2% and the loss for registered workers totaled
4.9%. The only heading to turn in a gain was that
of unregistered workers (0.6%). When one
considers the sectors analyzed, the reduction in
average earnings came to 9.6% in the construction
industry, 9.5% under commerce, 4.4% under
services and 3.4% in the manufacturing se