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Strengths: Macro

e Policy space has been created by good macro
fundamentals.

— Flexible and strong ER

— Redeemed from original sin

— Financial sector reform

— Fiscal responsibility

— Internal and external balance

— Decrease risk premium/custo brasileiro
— Heterodox is in



Macro comparative data

Table 9 Macroeconomic stability, Brazil and selected countries, 2007
Governmant Mational
Interest surplus/deficit savings rats Inflation Governmant debt
Country rate spread (parcent GDP) {parcent GDP) {percent) {percent GDP)
Brazil 314 2.1 18.15 364 46.99
Chila 305 B0 546 430 an
China 340 0.70 h2.20 475 18.40
India 5.56 5.0 BHA 6.37 750
Mexico 436 0.00 2040 3497 2210
South Africa am 0.80 14049 7049 31.30
Spain 6.02 28 .20 28 47 63
Turkey 440 -1.20) 21.40 B.7E 39.40
Ruzsian Federation 489 510 11 am 850

‘Spurce: World Economic Forum, 2008.

1.1: An Appraisal of Brazil's Competitive



Strengths: Micro

 |f God is now a Brazilian, s/he works in the
private sector

— Diversified market base

e Agriculture, mining, manufacturing
e Domestic and international
e Globalization winner

* Broad energy matrix

— Ability to raise ST/LT capital

* Bovespa, venture K, private equity
e Multilatinas

 Broadening social base generates social cohesion
— New domestic markets



Comparative stock market size

Tabla A Stock markat indicators, Brazil and selected countries and ragions
Stock market capitalization Value traded
ipercent of GOP] {percent of GOP| Listed enterprises (number)

Country (or regicn) 1900 2004 1900 L 1940 LL
Argenting 13 ) 0E b m L]
Erazil a5 Az 1.2 123 = &7
Chile 444 162 15 122 N5 30
Caolombia a5 prd oz 15 B0 14
Mexico 124 By LN ] g 152
Pam a1 pih| 04 16 Fal” 1
Latin America and the Caribbean 17 Ja 21 83 1,148 1,525
Dsstralia 5.1 | ik 129 1) 1,089 1,515
Singapare 924 1296 £ TaE 150 434
Spain 218 e Ba meE 427 3.1e
United Kingdom i o 136 ma 1745 1. 2584
United States 5az2 1A 304 L= E,500 B.231

Source; DECD 208,
TAMNEL.

As of February 2008, Brazil became the largest emerging market
in tha MSCI Global Emernging Market indax, bringing it to 14.95
percant of the index. In 2002, Brazil accounted for just 5.3 per-
cent of the index. See hitpfwwiw.mscibama.com



Domestic Markets Matter

Figure &

Competitiveness and importence a5 8 consumer market illustrate Brazils high scores on structure of supply end demand
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32: leveraging Brazils Business Environment for Increased Competitive
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Fall in poverty and inequality

Grafico 04

Brasil: evolucao da queda no indice de Gini de desigualdade de renda e na taxa

nacional de pobreza absoluta e extrema (em %o)
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Weakness

e Market fault lines

— Administrative infrastructure
* Business competitiveness

— Physical infrastructure
e PAC Il with incomplete PAC |

— Social infrastructure
e Gains in poverty/inequality redistributive, not structural
* |Informality

— TFP counts
e QOverthetop
— Over reaching state
— Over heating/bubble economy



A Conceptual Model for the Components of Growth

Growth

T

TFIP { Innovation)
*  Acquiring global know ledge
* Creating knowledge through
wan efforts (withowt R&D

v or through R&D) LA
. Dissemimating and using “"4,,
o existing in-country ",
. knowledge .
" ‘ "
Physical capital Human capital
Adjusted for: Labor adjusted for:

= Capacity utilization {eg . = Education
» Vintage of capital » Skills
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Tabile 1 Brazil’s competitiveness at glance, as assessed by the GCI 20082009

Pillar Rank
Macroeconomic stability 122
Goods market efficiency 10
Labor market efficiency a1
Institutions |
Health and primary education 79
Infrastructure 18
Financial market sophistication 64
Higher education and training BB
Technological readiness il
Innovation 43
Business sophistication 35
Market size 10

Spwrce: World Economic Forum, 2008

WERLD
ECOMOMIC

The Brazil Competitiveness
Report 2009




Table 2 Summary of PAC"s resources to address infrastructure demands (USS billion)

Infrastructure Segment PAC budget Demand needs
Energy generation 287 200
Energy distribution 5.6 10,0
Highways 14.0 250
Ports 5.0 15.0
Railroads, inland waterways and air transport 120 250

Alternatives and strateqic actions

Reduce dependence from intemational credit lines
Investments from current concessionaries
Incentives to private investments

Incentives to private investments

Incentives o privates investments



PAC 2 INVESTMENTS

in USS billion (RS billion)

PAC 2 INITIATIVES 2011-2014 POST-2014 TOTAL
BETTER CITY 31.3(57.1) - 31.3 (57.1)
BRINGING CITIZENSHIP TO THE 12.6 (23.0) - 12.6 (23.0)
COMMUNITY
HOUSING 152.5 (278.2) 152.5(278.2)
WATER AND LIGHT FOR ALL 16.6 (30.6) - 16.6 (30.6)
TRANSPORTATION 57.3 (104.5) 2.4 (4.5) 59.7 (109.0)
ENERGY 255.3 (465.5) 343.9(627.1) | 599.2(1,092.6)
TOTAL 526.0 (958.9) | 346.4(631.6) | 872.3(1,590.5)

(world bank 2010)




Figure & MNearly 80 percent of the Brazilian workforce is employed in sectors with either high or medium informality levels

[ Percent of workers emplayed in both
" Market economy

" Low informality
Level of Share in the total of
informality’ Sector jobs (percent) Informality (percent)

Agriculiure, lvestock 197 | ] 90
Personal services 1.7 | 73
Domastic senicas 77 | 72
Constructicn 6.4 ] 71
Apparal and accessonas 20 ] 62

High Accommodation and catering 39 »63.3% |53
Recreational and cultural activities 13 |57
Tetile 1.0 | S
COmmeros ] 54
Furniture ] 51
Fuel and automotive retail! maintenance ] 51
Transporation — T
Wood products I—
Foods and beverages 140
Metal products  13.9% 1 gg

Medium Mon-metallic minerals . 1]
Services rendered to companies I
Leather and shoes /128
Real-astate activities and rent 127
Tobacco products I
Chemical products? 122
Health and social services 113
Mail and telecommunications 1 :;

Low Education 1
Machinery and equipment® >16.4% 117
Financial intermadiation? 111
Public administration —110
Autamotive vehiclas? 15

28 sectors (out of 48) 93.6%

Source: IBGE, 2003a and J0I3h; Mckinsey, 2004.
1. Estimate from the share of employed population not contributing to public weliare.

2. Considering only sectors of the market economy: chemicals, machinery and equipment, finencial imtermediation, and sutomotive.




Opportunities

e Key assumptions:
— Brazil is a premier league player
— Grandeza tied to autonomy

— Competitiveness is not a zero sum game



Zones of Opportunity and Discomfort

. ) Formal
High risk =» institutions
sacrifice of

autonomy |

Political Zones of Market based
initiatives Opportunitv initiatives

High reward=>»
entrepreneurial
team relationships

Functional

Partnerships



Threats

* Domestic changes
— Unravel political consensus
— Pressures with relative wealth changes

e External
— Commodity lottery tanks
— Hubris exceed capacity

e Bilateral

— Push into formal, zero sum options



4: Country Profiles

Basic Indicators

Brazl|

Key indicators

Population (millions), 2008.....

GDP (US$ billions), 2007.........ccooonernnnns

GDP (PPP) per capita (int'l $), 2007...

Real GDP growth (%), 2007 ... .

GDP (PPP) as share (%] of wurld tl:utal EDD?
Current account balance (% GDP), 2007 ...............
Foreign reserves i(months of imports), 2008.........
Unemployment (% labor force), 2008 ...................
Human Development Index, 2006......

w1942
-..1,313.6
-..3,703.2

-
rnnn e
el
.. 10.6
—
..0.81



Global competitiveness index

Global Competitiveness Index

Stage of development: 2
Rank
{out of 134

Global Competitiveness Index 2008-2009...64.........
GCI 2007-2008 {out of 137} T,
GCI 2006-2007 {out of 122 BB,

|

Score o
117}

41 LN ® 57| United States
4.0 United States
A1 Y & 55 united States

Basic requirements 96.......... L o 6.2 | Finland

1st pillar: Institutions ..., N —y . JEn 5.2 | Singapora

2nd pillar: Infrastructure ... SOOI L SR Il Y 6.6 | Garmany
3rd pillar: Macruecnnumm statulrt',uI 121 ......... 19 "EX ] 55| Kuwait
dth pillar: Health and primary Educatmn .......'."9 .......... 5.3 Finland
Efficiency enhancers LY [ 4.3 United States

5th pillar: Higher education and training..........58.......... 41 Finland

Gth pillar: Goods market efficiency......c.cc..... 101 ey XA

Tth pillar: Labor market efficiency .3 L. 4.2 United States

Bth pillar: Financial market sophistication......... 6. 44 Hong Kong SAR
9th pillar: Technological readiness..................56......... Ay O B.6 |Natherlands
10th pillar: Market Size ......ocessssssssmssns 1k 5.5 United States
Innovation factors 42.......4.0 Unitad States

11th pillar: Business sophistication ... 35 AT - [Cormeny

12th pillar: INNOVATION oo 3 5 O > 5B | Unitad States

Sowrce: World Economic Forum.

MBrazil OBest ©OLA&XC wEUAcci1Z #BRIC




Export growth

Main exports, 1996-2007

{USS billigns}

=m Al commodities
== Machinery and 0 P

transport equipment

=Cwm Food and live animals

. 100
=_m Manufactured goods
classified chiefly
by material 5
0

1986 1997 1998 1989 2000 2001 2002 2003 2004 2005 2006 2007
Sourca: United Mations Statistics Division.




Export destination

Share of merchandise exports by destination, 2007

European Union 25.2%

/]

Argentina 9.0%

Others 40.4%

Venesuala 2.9%
China 6.7%

Sowrca: WTOL

Mate: For further details and explanation, please refer to the section “How to Re:

The Brazil Competitiveness Report 20
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