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% INTRODUCTION

The Brazilian Agency of Industrial Development
(ABDI, Agéncia Brasileira de Desenvolvimento In-
dustrial), which is linked to the Ministry of Devel-
opment, Industry and International Trade (MDIC,
Ministério do Desenvolvimento, Industria e Co-
mércio Exterior), was created in December 2004
with the aim of promoting the execution of In-
dustrial Policies in Brazil, in agreement with the
International Trade and Science and Technology
policies (Law 11.080/2004).

The principle focus of the ABDI regards the
programs and projects established by Brazilian
industrial policy, the present Productive Develop-
ment Policy (PDP Politica de Desenvolvimento
Produtivo). The agency, together with the Ministry
of Finance, The Ministry of Science and Technol-
ogy, and the Brazilian National Bank of Economic
and Social Development (BNDES), answers to
the PDP’s Executive Secretary.

With the aim of following the progress of Bra-
zilian industry, the ABDI works on developing a
group of studies and research projects on indus-
trial intelligence to guide its work and help the
Government define and develop actions within
the PDP,

Among these studies and research projects,
is the Industrial Conjuncture Bulletin. The bulletin
provides information and analyzes the evolution
of Brazilian industry, highlighting the principle
problems to be faced and the opportunities avail-
able to accelerate development.

The Industrial Conjuncture Bulletin, published
every three months, works in partnership with
the Center of Industrial and Technological Eco-
nomics (NEIT, Nucleo de Economia Industrial e
Tecnologia) of the State University of Campinas s
(UNICAMP) Economics Department. In this edi-
tion, the bulletin highlights the significant growth
in Brazilian industry in 2010. It also confirms,
based on the analysis on the economic and in-
dustrial conjuncture on the fourth quarter of the
year, the persisting deceleration of the growth

following the changes in a number of internal de-
mand components, such as the gross fixed capi-
tal formation and public administration consump-
tion. The document remains positive in terms of
expectations for the current year, principally with
respect to the physical production of formal em-
ployment. It also defends the possibility that the
pace of industrial and economic growth will ex-
perience a certain degree of stagnation.

The sustained expressive expansion of im-
ports together with a contraction in the balance
of trade continued to characterize the behavior
of Brazilian external trade. This worrying factor is
likely to continue for the Brazilian industry, mean-
ing the substitution of local production, of which
contributed to the maintenance of the overval-
ued exchange rate and the slow recovery of the
international scenario. The rise in imports has
not yet affected agent’s investment decisions
as the Gross Fixed Capital Formation (GFCF) has
increased by more than the growth in Gross Do-
mestic Product (GDP).

The bulletin also discusses the issue of indus-
trial productivity in Brazil. It can be observed that
work productivity indicators highlight conflicting
results. The physical productivity indicator shows
a tendency towards growth in recent times, ac-
companied by an increase in production. The
productivity indicators, on the contrary, show that
industrial productivity is stagnant. This difference
is explained by the fact that the manufacturing in-
dustry has not captured the physical productivity
gains, with part of these gains being transferred to
other economic sectors. Finally, attention is drawn
to the need for additional industrial investment in
expansion, modernization and innovation in or-
der to achieve greater future productivity gains to
guarantee that the virtuous cycle of elevated prod-
ucts, employment level, wages and investment is
sustained in the long-term.
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BRAZILIAN ECONOMICS AND INDUSTRIAL
PERFORMANCE IN THE 4™ QUARTER OF 2010

The Brazilian economy grew significantly by
7.5% in 2010, marking the largest annual variation
rate seen in more than two decades. However,
analyzing the performance in the last quarter of
2010, the continual deceleration in the growth of
the economy can be seen. GDP performance in
the third and fourth quarters of that year remained
positive when compared to the same periods in
2009, despite at a descending rate: 6.7% to 5.0%,
respectively (Table 1). An increase, albeit modest,
in the internal product was also observed in the
fourth quarter compared to the third of 2010, con-
sidering the seasonal adjustment (0.7%).

Regarding the growth in Brazilian GDP in 2010,
the performance of internal demand stands out,
particularly in terms of investments (21.9%). Play-

ing a secondary role, although still relevant, is
household consumption (7.0%) and government
spending (3.3%). The roles of the increase in em-
ployment, income, physical policies and counter
cyclical credit stand out regarding the encouraging
behavior of internal demand last year, despite help
from the previous year’s lower results, given that
they were acting as a comparison.

Taking into consideration the last quarter of 2010
in relation to the same period in 2009, growth, lead
by the gross fixed capital formation (12.3%), can
be noted, albeit at a substantially lower rate than in
the third quarter (21.2%). Household consumption,
on the other hand, showed an expansion of 7.5%
(compared to 5.9% in the third quarter), while gov-
ernment spending showed a considerable reduc-

| Table 1- GDP Variation Rate by Activities and Demand |

| Components (3Q/2010 and 4Q/2010) (%) |

Quarterly rate versus
the same quarter of the

Accumulated Rate
Quarterly rate versus the . .
. in the previous four
previous quarter (*)

previous year quarters
30/2010  40/2010 30/2010 40/2010 30/2010  40/2010
Agriculture and Stock Raising 7,0 1,1 (1,8) (0,8) 59 6,5
Industry 8,3 4.3 (0,6) (0,3) 10,2 10,1
Mining 16,6 14,8 - - 13,5 15,7
Manufacturing 7.1 2,4 - - 10,5 9,7
Civil Construction 9,6 6,2 - - 10,7 11.6
Electricity, gas and water 8,0 5,1 - - 6.6 7.8
Services 49 4,6 0.9 1,0 5,7 54
GDP at basic price 59 4,2 0,1 0,6 6,8 6,7
GDP at market prices 6,7 5,0 0,4 0,7 7.5 7.5
Household consumption expenditure 5,9 7,5 1,8 2,5 7,0 7.0
Public administration consumption ex-
penditure 4.1 1,2 (0,1) (0,3) 4.8 3,3
Gross fixed capital formation 21,2 12,3 3.1 0,6 20,2 21,9
Goods and services exports 11,3 13,5 4,2 3,6 6,7 11,5
Goods and services imports (-) 40,9 27,2 7.1 3,9 29,4 36,2

(*) Seasonally adjusted. Note: The data incorporates the revision of the times series analyzed and published by the IBGE. There-
fore, there may be differences in relation to the data analyzed in the previous industrial conjuncture bulletins. Data from the last
quarter of 2010 are preliminary. Source: The National Accounts System (SCN)/IBGE.
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tion, from 4.1% to 1.2% (Table 1). Looking at the
variation rates in relation to the previous quarters, a
deceleration in the growth of the gross fixed capi-
tal formation is noted, as well as the contraction
in government spending, certainly contrasting with
the increase in household consumption.

The significant expansion in the gross fixed
capital formation made feasible the rise in the
average investment rate to 18.4% in 2010. This
meant an important recovery in relation to that ob-
served in 2009, despite at a lower rate than that
registered pre-crisis in 2008 (Graph 1). In the last
quarter of the year a small reduction in the invest-
ment rate (to 18.0%) was verified. It is important
to point out that the contractions in investment
rates tend to be observed in the last quarter of
each year, as can be seen in the graph. Despite
not reaching the performance level of the period
that preceded the financial crisis, perspectives re-
main positive regarding the 2011 investment rate,
a fact that tends to re-establish the pattern of ef-
fective growth that was evident in the pre-crisis
period, the gross fixed capital formation leading
the growth of the economy.

The recovery of external demand that reflects
the recovery of the world economy, albeit slowly,
is also noted. Exports remained steady when com-
paring the last quarter of 2010 with the last quarter
of 2009 (13.5%). Exports also remained positive in
relation to the third quarter of the year, taking into

consideration the seasonal adjustment (3.6%). In
2010, exports grew by 11.5%, more vigorously
than was observed in previous periods, though
at a significantly inferior level to that of imports,
worsening the Brazilian trade balance. It is impor-
tant to point out that this growth in imports is wor-
rying, as a continual tendency of growth can end
up affecting the investment decisions in the new
areas of local productivity, presenting an obstacle
to the increase in investments.

Explaining GDP behavior in terms of economic
activity, the growth in Brazilian industry in 2010
(10.1%) stands out. Both the government’s fis-
cal incentives, largely at the beginning of the year,
as well as the weak basis for comparison in 2009,
contributed to this growth. Despite the positive
behavior of Brazilian industry (4.3%) in terms of
both mining and manufacturing, it is important
to point out that in the third quarter of 2010 com-
pared to the same quarter of 2009 the growth rate
decelerated. This was also true of agriculture and
stock raising and the service industry. The indus-
try did achieve growth levels above that of agri-
culture and stock raising (1.1%), although slightly
less than that of services (4.6%) in the last quarter
of 2010 ahead of the same period in 2009, how-
ever all variation rates were inferior to those pre-
sented in the third quarter of 2010 in relation to
the same quarter of 2009. When comparing the
data by activity sector from the third and fourth

| Graph 1- Investment Rate Evolution |
| (1Q/2004 to 3Q/2010) (%) |
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quarters of the year, contraction in industry can
be observed (-0.3%), and for agriculture and stock
raising (-0.8%), differing from the growth, all be it
slight, of the service sector (1.0%) (Table 1).

The data for physical production also shows
the positive industry performance during 2010.
The year’s growth rate was 10.4% for manufac-
turing industries, 10.3% for industry in general and
13.4% for the mining industry (Table 2). However,
a deceleration in Brazilian industry was confirmed
in the fourth quarter of 2010. Particularly for the
manufacturing industries and general industry,
a deceleration in the growth of physical produc-
tion in the last quarter of 2010 can be seen. This
is when comparing to extremely significant varia-
tion rates presented in the first quarters of the
year, in relation to the same periods in 2009. This
positive distinction was due to the mining indus-
try that was able to sustain an exceptional growth
rate (10.2%) in the same period. The removal of
countercyclical fiscal incentives, credit restrictive
measures and the increase in imports appears to
have contributed to the deceleration in the produc-
tion industry during the period analyzed.

Taking into consideration the quarters imme-
diately before this period, together with the sea-
sonal adjustment, the previously positive marginal
performance of physical production of the manu-
facturing industry and the industry in general was
negative in the third quarter and remained almost
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stagnant in the fourth quarter of 2010 (Table 2).

Looking at the data on monthly variations, the
importance of the recovery in industrial production
that occurred throughout the first months of 2010,
compared to the same periods in the previous year,
was noted. The force of these recuperations di-
minished principally in the second half of last year
(Industrial Conjuncture Bulletin, December 2010).
The recent trend has been towards a deceleration
in the monthly growth of industrial production in
Brazil. For example, the variation rate remained the
same, at a relatively low level, in December 2010
and January 2011 (2.5%) in relation to the same
months in the previous year. Compared to the pre-
vious month, the data from January 2011 show a
modest growth in the industry in general (0.2%) as
well as the manufacturing industry (0.4%), while
the mining industry showed a contraction (-0.8%).
Thus, the monthly data, confirmed by the last data
available — January of last year — show a slowdown
in the growth rate of Brazil “s industrial production
at much more modest levels that those observed
monthly up to the middle of 2010.

Considering the behavior of industrial produc-
tion according to category of use, a relative im-
provement in the variation rates in the fourth quar-
ter compared to the third quarter in 2010, with the
seasonal adjustment, is noted (Graph 2). Durable
consumer goods and capital goods production
started to grow once more, albeit at lower levels.

| Table 2 - Variation Rate of the Brazilian Industrial |
| Production (40/2009 to 4Q/2010) (%) |

. 40 10 20 3Q 40
Activities
2009 2010 2010 2010 2010
Quarterly variation rate in relation to the same quarter in the previous year
General Industry 59 18,2 14,3 19 33
Mining 3,0 18,9 14,0 11,4 10,2
Manufacturing 6,0 18,2 14,3 7,7 29
Quarterly variation rate in relation to the previous quarter (with seasonal adjustment)
General Industry 4,3 31 1.1 (0,6) (0,1)
Mining 2,7 4,0 2,1 2,4 1,3
Manufacturing 4,4 3,7 0,6 (1,0) (0,1)
Accumulated variation rate in the last four quarters
General Industry (7.4) (0,3) 6,5 11,2 10,4
Mining (8.8) (1,1) 5.4 11,6 13,4
Manufacturing (7,3) (0,2) 6,5 11,2 10,3

Note: The data incorporates the eventual revision of the previous numbers published by the IBGE. Therefore, there may be

differences in relation to the data presented in the previous industrial conjuncture bulletins.
Source: Monthly Industrial Research-Physical Production (PIM-PF)/IBGE.
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The production of intermediate goods and semi-
durable consumer goods continued to fall, though
less intensely than was observed in the third quar-
ter in relation to the second in 2010.

The growth in the production of durable con-
sumer goods stood out in the fourth quarter of
2010 compared to the third, with the seasonal ad-
justment (2.2%), as, on one hand the reversion of
the negative behavior presented in the second and
third quarters was represented, and on the other
hand, it outperformed the performance of the oth-
er categories of use in the same period (Graph 2).
The decrease in production of durable goods sub-
stituted the strong recovery period during a period
of fiscal relief adopted by the Brazilian government
to provide incentive to automotive goods and do-
mestic appliances production. As highlighted in
previous bulletins, the gradual elimination and sub-
sequent abolishment of the tax on industrialized
products (/mposto sobre Produtos Industrializados,
/PI) contributed to the production performance in
the period analyzed. Observing monthly variation
rates of the production of durable goods in 2010 in
relation to the same months in 2009 confirms the

deceleration from April onwards, with the concen-
tration being in September and October, as well as
the recovery in November (5.0%) and December
(5.8%) (data from the Monthly Industrial Research
on Physical Production and the Brazilian Institute
of Geography and Statistics, PIM-PF/IBGE). The
variation rate of the production of durable goods
in January 2011 compared to January 2010 also
confirmed the recovery mentioned (6.1%). The
growth in the production of durable goods ob-
served in January 2011 in relation to December
2010 was also substantially high (6.0%), standing
out among the other categories of use.

The production of durable goods, therefore, ap-
pears to have re-started a growth trajectory, inaugu-
rated in the last quarter of last year, albeit at evident-
ly lower levels. The continuation of positive behav-
ior regarding employment and income should con-
tinue to stimulate the activity of durable consumer
goods. Recent measures taken to restrict credit
could, however, contribute to limiting recovery lev-
els in the near future. In this case, the maintenance
of less vigorous growth concerning the production
of durable goods in 2011 is expected.

Graph 2 - Evolution of Industrial Production By Categories of Use
(quarterly variation rate in relation to the previous quarter —
(1Q/2010 to 4Q/2010) (%)
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The capital goods sector showed an increase
in its physical production in the fourth quarter, in
relation to the third quarter of 2010, taking into
consideration the seasonal adjustment (0.2%)
(Graph 2), despite being far from attaining the
vigorous performance presented in the last two
quarters of 2009 and, on a smaller scale, in the
first two quarters of 2010. The recovery of the
physical production of capital goods post-finan-
cial crisis suffered a blow in the third quarter
(-2.0%), when clearly the fall in dynamism of Bra-
zilian industry was felt. Nevertheless, the situa-
tion improved, albeit in a more restrained way, in
the last quarter of 2010. In January 2011 the capi-
tal goods production growth rate returned at a
relatively vigorous rate (9.1%), repeating that ob-
served in November 2010 (9.2%), comparing to
the same periods in the previous years. Produc-
tion of capital goods in January 2011 also started
to grow again in December 2010 (1.8%).

The direction of the production of Brazil’s in-
termediate goods for the external market has pro-
vided explanation for a large part of its behavior,
however, the recent influence of internal demand
and behavior of imports must not be forgotten. A
fall in the production of intermediate goods oc-
curred in the third quarter in relation to the second
(-0.6%), and in the fourth quarter of 2010 com-
pared to the third (-0.2%) (Graph 2). The numbers
show the persisting difficulty in terms of recovery
of the external demand for basic inputs and prima-
ry products during the period after the financial cri-
sis, despite the significant contribution of Chinese
demand. The adverse effects of the intermediate
good’s external position lessened as a result of
the performance of internal demand that provided
an additional incentive to the production of these
goods. However, the recent fall in dynamism of the
internal demand sectors and the entry of imported
products at lower prices, also contributed to the
negative performance of intermediate goods pro-
duction in the second semester of last year.

The production of intermediate goods showed
very modest growth in January 2011 in relation
to January 2010 (0.9%). January 2011 presented
negative behavior compared to December of last
year (-0.4%), standing out from the other catego-
ries of use. The intermediate goods will only be
able to recover in 2011 if the external demand,
lead by the Chinese demand, is able to recover
more consistently, and if the internal demand sec-
tors, such as the sector for durables, sustain their
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growth trajectories and do not substitute interme-
diate domestic products for imported products.

The production of semi-durable and non-du-
rable consumer goods did not suffer so acutely
from the effects of the financial crisis, taking into
consideration the limited dependence on the avail-
ability of credit for consumption. However, the low
post-financial crisis quarterly growth rates (2009)
remained, when comparing to the quarterly pe-
riods right before this time, taking into consider-
ation the seasonal adjustment. Furthermore, con-
traction in production levels of semi-durables and
non-durables from the second quarter of last year
onwards, in comparison with the previous quar-
ters (with the seasonal adjustment), accompanied
by a loss in dynamism of production in the other
Brazilian industrial sectors during the same period,
was noted (Graph 2). Despite this, a slightly more
restrained reduction in the physical production of
semi-durable and non-durable goods was noted in
the last quarter of 2010. Achieving growth trajec-
tories for Brazil s other industry sectors in the cur-
rent year (2011), the trend of production of semi-
durables and non-durables appears to highlight
positive behavior throughout the year.

Analyzing the data on physical production ac-
cording to industrial activity, the general persis-
tence of significant growth rates accumulated
in 2010 (25 out of the 27 sectors included in the
Monthly Industrial Research on Physical Produc-
tion and the Brazilian Institute of Geography and
Statistics, PIM-PF/IBGE), albeit moving propor-
tionally downwards for the majority of activities.
This shows that the recovery in the production of
diverse industrial sectors was sustained last year,
with machines and equipment (24.3%), automo-
tive vehicles (24.2%), metal products — excluding
machines and equipment (23.4%), physician-hos-
pital instrument equipment (20.7%) and basic met-
allurgy (17.4%). Determined sectors continued to
stand out in terms of the composition of the Bra-
zilian industry’s rate of growth in 2010 (10.4%):
automotive vehicles (2.3%), machines and equip-
ment (1.5%) and metallurgy (0.9%). Some are part
of the capital goods and durable consumer goods
categories that were able to retrieve the leader-
ship of industrial growth captured in the period of
recovery that followed the financial crisis.

The production levels of various industrial sec-
tors grew in the fourth quarter of 2010 in relation
to the same period in 2009, despite confirming,
with few exceptions, a trend towards deceleration.
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The variation rates for production were positive for
19 out of the 27 sectors included in the PIM-PF/
IBGE (among which 16 presented deceleration in
growth rates in the period cited, when compared
to those observed in the third quarter of 2010 in
relation to the same quarter in 2009).

Using the third quarter of 2010 as a basis for
comparison, including the seasonal adjustment,
19 of the 27 sectors of the IBGE research experi-
enced the same growth rate in the fourth quarter
of 2010. What differentiated the marginal growth
of physical production in the period analyzed was
the intensification for the majority of the indus-
trial activities analyzed (14 of the 19 sectors that
presented marginal growth in the last quarter), in
comparison to the increase presented in the third
quarter of 2010 in relation to the second quarter,
taking into consideration the seasonal adjustment.
Despite this, reduced levels of marginal growth in
the fourth quarter of 2010 (on average 1.6%) re-
mained, with the relevant exception of the office
machinery and IT equipment sectors that pre-
sented a significant rise in production. The sectors
that stood out in terms of marginal growth in the
last quarter of 2010 were: office machinery and
IT equipment (11.4%), furniture (5.8%) and other
transport equipment (3.7%).

Concluding the observation of the latest avail-
able quarterly data on industrial production activ-
ity, on the one hand highlights the continuation of
growth, albeit tending towards deceleration when
compared to the previous year (2009), and on the
one hand, the recovery of the marginal growth,
when looking a more recent time period as the
basis for comparison. Positive aspects therefore
remain, despite being more modest, for Brazilian
industry in 2011 in relation to the 2010 results.
There are signs that the move towards recovery
in investments and industrial production should
continue. There is no doubt, however, that the
continuity of policies restricting credit (increased
interest rates and shorter timeframes), the main-
tenance of favorable exchange rates to imports
in a time of greater international competition and
the confirmation of budget cuts having an effect
on public investment, could result in a slower rate
than that observed both before the crisis and at
the beginning of 2010.

The favorable performance of Brazil 's industri-
al production in 2010 resulted in the creation of a
significant amount of formal employment (almost
478,000 jobs), overtaking results of previous years,

including the significant performance noted pre-
crisis (Table 3). In December 2009, according to
the Annual Social Relation Data (Relacdo Anual de
Informagées Sociais, RAIS/MTE), there were 7.14
million employed workers in the mining and manu-
facturing industries. This number exceeded 7.62
million in December 2010, with the RAIS stock
updated by the flow from The General Database
of Employed and Unemployed (Cadastro Geral de
Empregados e Desempregados, CAGED/MTE).

However, the hiring of workers in the indus-
trial sector accompanied decelerated growth of
Brazil “s industrial production in the last quarter of
2010. There was a net loss of a little over 111 thou-
sand jobs between October and December 2010.
This negative performance was, on the one hand,
related to the lower dynamism of Brazil “s industry
that went through a period of stagnation follow-
ing significant expansion after the financial crisis.
On the other hand, observing the data of the four
years (Table 3), a seasonal component, relevant
to this result, can be observed given that a fall in
formal employment in industry occurred in the
last quarter of each year. Comparing the data on
the last quarters of each year from 2007 to 2010,
it can be seen that the negative result in the last
quarter of 2010 was exceeded only by the 2008
result, when the impacts of the world financial cri-
sis on industrial employment started to be seen.
The industrial sectors that presented the largest
number of net dismissals (minus the hirings) were
among those that employ the largest workforce.
Those that stood out were the manufacturing of
food products (a fall of 50 thousand positions),
leather preparation and manufacturing of leather
products, travel items and footwear (less than 28
thousand positions).

Regarding the wages in terms of net hiring by
Brazilian industry (wages of those hired minus the
number dismissed) in 2010 there was a trade sur-
plus of R$125 million, despite the extremely nega-
tive performance in the last quarter. This trade sur-
plus, accumulated throughout the year, is the first
since the pre-crisis period (2007) and indicates the
recovery of the wages of workers contracted in re-
lation to the wages of workers dismissed. In 2008
and 2009, despite the fact that the creation of
work places was positive, wages fell. The reason
for this was because workers with higher wages
were replaced by workers with lower salaries. This
behavior appears to have reverted in the last year
analyzed when the significant creation of formal



employment was accompanied by a net increase
in wages. The maintenance of a favorable perfor-
mance regarding wages depends on the growth
recovery trajectory of average wages at the hiring
stage, at a time of sustained industrial production
in Brazil throughout 2011.

The trade surplus of net wages last year sug-
gests a fall in the difference between the average
salary of industrial workers dismissed and work-
ers hired. In 2009 the average salary of workers
dismissed in relation to those hired was extremely
significant until October when it began to fall. At
the beginning of 2010, the average salary of those
dismissed returned to overtake those hired, de-
spite the significantly lower differential than that
presented the year before. In the last months of
2010, the behavior observed was the same as in
2009, as the average salary of people hired grew,
overtaking that of those fired in December. On
the other hand, the average salary of people dis-
missed, after a certain level of stability throughout
the year, fell slightly in December 2009 and 2010.
As that period coincides with the largest number
of dismissals, it can be concluded that a relevant
factor for the inflection presented in the months of
December would be the dismissal of a larger num-
ber of workers with low salaries. Discounting this
seasonal effect observed in the last months, the
fall in the differential between the average salaries
throughout 2010 in comparison to 2009 points to a
relative improvement in salaries paid by the indus-
trial sector, reinforcing the data on growth relative
to wages that was previously analyzed.
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Data from the Monthly Industrial Research on
Employment and Wages (PIMES/IBGE)' indicated
an accumulated variation of 3.4% in the number of
people working in Brazilian industry in 2010 in rela-
tion to 2009. This meant that there was a reversal
in the negative behavior presented in 2009 com-
pared to 2008 (-5%). However, PIMES data also
points to an improvement in the level of industrial
employment in Brazil in 2010.

In relation to salaries, the PIMES data shows
an increase in the payroll in 2010 (Graph 4), ex-
cluding the seasonal influences, which reinforces
the findings of a diminished differential in wages
between those hired and those dismissed, as
pointed out by the General Database of Employed
and Unemployed (CAGED, Cadastro Geral de Em-
pregados e Desempregados) data. In addition,
according to the industrial sector, the volume of
paid hours after the significant fall that occurred
during the crisis, started to grow again at the end
of 2009 and appeared to have stabilized in 2010,
albeit at a slightly lower level than that observed
prior to the crisis (2008).

However, the data indicated a rise in industrial
employment in 2010 - despite the net loss in posi-
tions available in the last quarter - related to the
increased wages paid to workers hired in industry

1 The PIMES/IBGE covers a sample that includes
companies with five or more employees. The CAGED/
MTE present results from all companies that either
hired or fired formal employees in the research period,
therefore the coverage was census-designated. How-
ever, it is possible to find diverging tendencies in the
two sources of the data used, principally in sectors
predominated by small and medium-sized companies.

| Table 3 - The Creation of New Jobs and Wage |
‘ Changes in Brazilian Industry ‘

(1Q/2007 to 4Q/2010)

Creation of New Jobs

Wages (Net Hiring)
(R$ mil dec/10*)

10 20 30 40 Total 10 20 30 40 Total
2007 108.986 188.246 175.903 (86.531) 386.604 | 19.582  65.967 53.268 (113.448) 25.360
2008 153.090 167.668 193.793 (348.295) 166.256 | 69.627 63.471 67.494 (372.616) (172.023)
2009 -146.761 2578 203.323 (52.009) 7.131 |-308.501 -153.828 37.893 (105.773) (530.209)
2010 199.187 186.139 203.873 (111.408) 471.791 | 104.290 76.794  92.038 (147.372) 125.750

*Data deflated by the IPCA (consumer price index) (IBGE).
Source: NEIT/IE/UNICAMP based on CAGED/MTE.
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*Data deflated by the IPCA (IBGE).
Source: NEIT/IE/UNICAMP based on CAGED/MTE

and to the difference between the average salary
of those dismissed and those hired.

The information previously analyzed indicates
that the Brazilian economy experienced signifi-
cant growth in 2010 lead by internal demand, par-
ticularly investments, as well as the expansion in
household consumption. From an industrial view-
point, production and formal employment experi-
enced significant growth, despite the deceleration
verified in the last quarter of the year. The greatest
difficulties were related to the performance of Bra-
zilian foreign trade. They therefore deserve to be
analyzed in more detail.

The data on Brazilian international trade in
2010 indicates the continual trend toward a wors-
ening balance of trade. In 2010, the trade surplus
(US$20.3 billion) corresponded to less than half
of the peak reached in 2006 (US$45.6 billion), at
20% less than that reached in 2009 (US$25.4 bil-
lion) (data from The Center of International Trade
Studies Foundation, FUNCEX). A fall in trade sur-
plus was observed, particularly in the first and
third quarters of last year, with the second and
fourth quarters enjoying a recovery period. In the
last quarter of 2010, the balance of trade was
US$ 7.5 billion, strongly influenced by the posi-
tive performance in exports that reached almost
US$ 57 billion.

—O— Average wage (firings)

The contraction of the trade surplus in 2010
compared to 2009 (-20.3%) was principally as a re-
sult of the increasing trajectory of imports (42.4%)
that outdid the positive behavior of exports (32.0%)
in the same period (Graph 6). The increase in the
values imported was especially influenced by the
rise in the quantity imported (37.8%), with the vari-
ation prices of imports being reduced (3.1%). Bra-
zilian imports were certainly favored by the posi-
tive behavior of internal demand, as well as the
exchange rate in 2010. On the other hand, exports
were greatly stimulated by the increase in prices
of exported products (20.1%), with the quantum
exported playing a smaller role (9.6%). Brazilian
export activity was stimulated by favorable condi-
tions regarding demand and prices, principally of
commodities on the international market consider-
ing Brazil s competitive advantages in agricultural
products and mineral exports.

Even considering the fall in Brazil’s trade sur-
plus last year, quarterly behavior recovered in the
last quarter of 2010 compared to the same period
in 2009. This balance of trade performance was
a result of the considerable increase in exports
(38.3%) in relation to the increase in imports
(33.4%), which differentiated Brazilian interna-
tional trade in the last quarter (Graph 5). The in-
crease in exported product prices (22.7%) was the



Graph 4 - Evolution of the Real Payroll and the
Number of Paid Hours in Brazilian Industry
(jan/2008 to dec/2010) (index numbers)
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Note: January/2001 = 100. Source: NEIT/IE/UNICAMP based on PIMES/IBGE data.

main reason for the increase in export values. The
increase in the quantity exported (13%) played a
less important role, though albeit significant. The
maintenance of external demand, principally from
Asia, has made feasible the continual increase in
the prices of imported products for the Brazilian
export portfolio. In terms of imports, the increase
in the quantity stood out (27.3%) in the last quar-
ter of 2010, contributing to the continuation of a
positive performance of internal demand and the
overvalued exchange rate.

The marginal comparison between the data
from the last and third quarters of 2010 shows
an increase in the trade surplus as a result of a
combination of increasing exports (2.2%), clearly
influenced by the prices of exported products,
and falling imports as a result of the contraction
of the quantity imported, in the context of slower
internal demand. What differentiated the behavior
of Brazilian international trade between the fourth
and third quarters of 2010 were the falling exports,
reverting to the quarterly increase in external con-
sumption noted since the third quarter of 2009.

Preliminary data from January and February
2011 indicate trade surpluses of US$424 million
and US$ 1.2 billion, respectively. The latest result
being three times more than in February last year
(International Trade Service, SECEX). This was
due to the large increase in exports which was
influenced, once more, by the climbing prices on

the international market. This is clearly the case
for oil as a consequence of the political crisis in
the Middle East and North Africa. The growth in
exports also surpassed the significant increase
in imports in February. Adding the balances from
the first two months of the year, the first two
month period in 2011 ended up registering a sig-
nificantly superior trade surplus to that presented
in the same period of the previous year (almost
eight times more). This indicates an improve-
ment in Brazil ‘s trade balance during a time of
favorable international prices.

An analysis breaking Brazilian international
trade down by category of use and by activity sec-
tor for 2010 clearly shows the principle contribu-
tions to the increase in exports, primarily as a re-
sult of export prices, and imports, notably via the
quantities imported.

Regarding exports, it was observed that inter-
mediate goods stood out in terms of the share of
the value exported and the contribution that the
elevation of exports had on growth last year. Fu-
els and intermediate goods lead the increases in
prices on the international market, under the effect
of continuous external demand. In turn, durable
consumer goods and capital goods stood out in
terms of the quantity exported, standing out from
the other categories of use that faced an increase
in the values exported, especially as a result of the
increase in prices (Table 4).
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| Graph 5 - Export and Import Variation Rates: |
| value, price and quantum (%) |
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The sectors that contributed most to the
growth in exports last year were metal commodi-
ties, oil extraction and food and drinks. Out of the
eight sectors with the highest relative participation
in Brazilian exports last year — responsible for ap-
proximately 78% of the quantity and almost 90%
of the growth observed - five of them were strong-
ly influenced by the increase in prices on the inter-
national market (Table 5). The extraction of metal-
lic minerals and the extraction of petroleum stood
out due to the large increase in prices (70.1% and
47.2%, respectively). The automotive vehicles and
machines and equipment sectors contributed to
the relatively lower rate in growth in exports last
year, but stood out in terms of the quantum ex-
ported (42.2% and 27.4%, respectively). There-
fore, the profile of exports remains concentrated
in natural resource intensive products, and with a
lower participation in manufactured products as
well as those with a larger technological content.

In the case of imports, intermediate goods also
stand out in terms of the value imported and the
growth in imports last year (Table 6). It is worth
pointing out, however, that contrary to exports, im-
ports of intermediate goods involve inputs with a
higher level of manufacturing, linked, for example,
to the chemical and electronic sectors (Table 7).

While only the fuels present significant increases
in the prices of imports, there was a general in-
crease in the quantum imported of all categories
of use. However, the growth in quantities imported
was much more significant for durable consumer
goods and capital goods, as well as intermediate
goods, categories that were influenced by the
increase in external demand and the overvalued
exchange rate. In the case of capital goods, the
significant increase in imports was related to the
expansion in investments. An interesting point,
however, is that the increase in imports could be
taking place in a way that substitutes domestic
production, considering the deceleration of inter-
nal physical production and the modest increase
in the quantum exported of some categories of
use, such as intermediate goods. The greater the
negative impact on future investment decisions,
the more worrying this issue becomes.

The sectors that contributed most to the in-
crease in imports last year presented significant
growth in the quantity imported, as the price varia-
tions of imports were reduced or even negative
for the majority of the sectors listed. These are
sectors which use capital goods, inputs and com-
ponents, and therefore enjoyed an increase in the
amount imported, principally as a consequence



| Table 4 - Exports By Category of Use —

| Selected Indicators (2010)
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Value Relative Contribution to Price Quantum
Category of Use . Participation Growth Variation Variation
(US$ millions)
(%) (%) (%) (%)
Capital Goods 16.200 8,0 5,7 0,6 20,0
Intermediate Goods 127.367 63,1 69,7 21,7 11,7
Durable Consumer Goods 6.843 34 3.2 4,5 24,3
Non-Durable Consumer Goods 30.682 15,2 9,6 15,5 2.1
Fuels 20.824 10,3 12,0 43,0 0.1

Source: NEIT/IE/JUNICAMP based on FUNCEX data.

of the increase in internal demand, both final and
intermediate, in a situation of an overvalued ex-
change rate. An exception was the oil extraction
sector which faced an increase in prices accom-
panied by a fall in the amount imported, as well as
the oil refining sector that presented a strong in-
crease in both the quantity and prices of imported
products. In the last two cases, it is worth pointing
out the damaging effects that the high importation
prices had on the production chain of the oil and
petrochemical industries.

Analysis carried out on the behavior of Brazil-
ian international trade revealed an annual dete-
rioration in the trade surplus. This was due to a
significant increase in imports in the context of
relatively healthy levels of internal demand and
intransigent competition in the international
scene. The increase in value of the national cur-
rency also stimulated an increase in imports

and served as an additional hindrance to greater
growth rates of exports in sectors and products
dependant on external demand, which is still in
the recovery phase. However, Brazil’s trade sur-
plus appeared to be more promising in the last
quarter of 2010. The contribution that continual
external demand for commodities makes, princi-
pally Asiatic, must be highlighted in terms of the
continuous increase in the price of products rele-
vant to the Brazilian export portfolio that became
dependant on the cycle of high international
prices of these products. This dependence was
worrying, as the expansion in international prices
could be reverted at any given time, both due to a
downturn in the world economy and according to
the dismantling of speculative positions in world
stock markets. In addition, the increase in Brazil-
ian exports could continue to be effected consid-
ering the difficulty to improve post-crisis demand

| Table 5 - Exports of the Main Sectors — |
| Selected Indicators (2010) |

Value Relative Contribution to Price Quantum
Sectors . Participation Growth Variation Variation
(US$ millions)

(%) (%) (%) (%)
Food and beverage products 38.119,1 18,9 14,1 15,2 5,8
Metallic mineral extraction 30.837,5 15,3 33,5 70,1 22,7
Agriculture and stockbreeding 23.029,6 11,4 4,3 5,8 2,6
Basic metallurgy 16.348,7 8,1 6,1 17,7 3,7
Oil extraction 16.293,4 8,1 14,2 47,2 20,3
Automotive vehicles 13.855,9 6.9 9,2 4,2 42,2
Chemical products 11.022,5 5,5 4,3 13,56 9,0
Machines and equipment 8.5687,2 4,3 4,0 1,2 27,4

Source: NEIT/IE/JUNICAMP based on FUNCEX data.
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| Table 6 - Imports By Category of Use — |
| Selected Indicators (1Q of 2008) |

Value Relative Contribution to Price Quantum
Category of Use . Participation Growth Variation Variation
(US$ millions)

(%) (%) (%) (%)
Capital Goods 29.840 16.4 15,0 (3,3) 42,2
Intermediate Goods 100.733 55,5 54,3 0,3 40,1
Durable Consumer Goods 11.754 6.5 7.6 3.8 46,3
Non-Durable Consumer Goods 13.310 7.3 6,0 4,6 26,2
Fuels 26.012 14,3 17,6 25,2 26,6

Source: NEIT/IE/JUNICAMP based on FUNCEX data.

in important world consumer centers.

The variation in the price of commodities tends
to remain an important influence on Brazil s inter-
national trade, notably on exports. Imports could
suffer a deceleration as a result of a reduction
in the growth rate of internal demand and indus-
trial production, influenced by the combination of
credit contraction and an increase in interest rates.
Nevertheless, imports should continue at relative-
ly high levels considering the economic growth,
albeit more modestly, in the current year. On the
other hand, the possibility of the continuation of
an overvalued exchange rate should stimulate the
entry of imported products. As a consequence,
the possibility of an increase in imports means
that an increased fall in domestic production be-
comes a more worrying factor in that it can also

affect capacity expansion investment decisions
which are still in the recovery phase.

All of the information analyzed, however, high-
lights the importance of internal demand as a base
for the continuation of the Brazilian economy’s
recovery, especially in terms of the gross forma-
tion of fixed capital and household consumption.
Under these circumstances, the intensification of
investments becomes a fundamental element in
stimulating the recovery of production and em-
ployment in Brazilian industry and the viability of
a new growth cycle. The continual expansion of
imports can, however, be a limiting factor.

| Table 7 - Imports of the Main Sectors — |
| Selected Indicators (2010) |

Value Relative Contribution to Price Quantum
Sectors o Participation Growth Variation Variation
(US$ millions)
(%) (%) (%) (%)
Chemical products 33.059,4 18,2 13,6 (-4,0) 31,7
Machines and equipment 20.237.,4 1M1 111 (-6,7) 51,7
Automotive vehicles 18.772,2 10,3 11,8 0,3 50,6
Fuel and oil refinary 14.338,3 7.9 15,0 24,7 85,9
Electronic and communication mate-
rial 13.433,5 7.4 7,7 5,0 41,6
Oil extraction 13.007,0 7,2 3.9 24,9 (4,7)
Basic metallurgy 9.987.6 55 8,5 4,6 76,4
Machines, appliances and electronic
materials 7.694,0 4.2 4.4 (-0,9) 46,0

Source: NEIT/IE/JUNICAMP based on FUNCEX data.
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THE RECENT EVOLUTION OF INDUSTRIAL

PRODUCTIVITY IN BRAZIL

The determinants and impacts of the industri-
al productivity evolution, in the time that followed
the trade opening and economic stability with the
implantation of the Real (R$) Plan (Plano Real),
promoted an intense debate in academia and
specialized media. The differences in opinions
largely concentrated on the methodology utilized
to construct the productivity indicators. Despite
these differences, there was relative agreement
in relation to the increase in industrial productiv-
ity in the second half the 1990 "s. In terms of la-
bor productivity indicators, the increase was ac-
companied by a significant decrease in industrial
employment, which reflected a change towards
modernization/upgrading of Brazilian industry,
benefitted, above all, by the favorable conditions
regarding imports of inputs, components and
capital goods.

More recently — a time that includes the ex-
pansion from 2004 to 2008, the financial crisis
that hit the country strongest in the last quarter
of 2008, the recovery that began in the second
half of 2009 and major expansion in 2010 — the
productivity labor gains? were associated to the
expansion of both production and industrial em-
ployment, despite being less significant than
those expressed in the 1990 s.

As well as the change in the axis of economic
dynamism, which was self-sustained during the
expansion of domestic demand (consumption
and investment), the period was also marked by
an intensification in Asiatic competition, an over-
valued exchange rate and the growing pressure
of operational costs, particularly the high price of
primary goods.

The co-existence of both positive and nega-
tive factors in the 2000s explains the differences

2 Despite the acknowledgment of a discussion about
the productivity of the other factors of production and
the total productivity of factors, it is also important that
this bulletin draws attention to work productivity.

in the productivity results according to the meth-
odology adopted and sources utilized. The rela-
tionship indicator between physical production
and employment (hours worked or paid) enjoyed
a much more positive evolution than the added
value indicator per worker. This difference is ex-
plained by the fact that the first indicator does
not capture the impacts of the changes on the
structure of production and costs, caused by,
among other factors, the increase in the import
coefficient, the externalization of productive ac-
tivities and services and non-industrial cost varia-
tions. The more modest evolution of the second
indicator expresses the industrial capacity of ag-
gregate value, and therefore captures the gains
of physical productivity, revealing lower industrial
capacity to benefit from the increase in physical
productivity, to pass on the productivity gains
to wages and to accumulate capital in order to
maintain its investment rate. The analysis in the
following paragraphs looks to provide some de-
tail about these questions.

Considering, in the first place, the physical pro-
ductivity based on the PIM-PF data, it is possible
to note that the productivity in the last ten years
has closely accompanied industrial conjuncture,
growing in the periods where production expand-
ed, and worsening in the periods where produc-
tive capacity was at its lowest. It can be verified
that throughout this time productivity presented
a growth trend, above all in the period after 2003,
and was greatly affected by the 2008 crisis. The
data also indicates that productivity accompa-
nied a quick recovery of the Brazilian economy in
the time after the crisis, returning to the pre-crisis
position at the beginning of 2010.

While physical productivity was practically
stagnant between 2000 and 2003, the average
annual growth rate of productivity was 3.1% be-
tween 2003 and 2008. In 2009, the growth rate
was negative (-1.9%) and in 2010 a period of re-
covery was enjoyed (6%).
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| Graph 1 - Evolution of Physical Production, Paid Hours |

‘ and Productivity per Hour in the Manufacturing Industry ‘
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Source: NEIT/IE/UNICAMP based on PIM-PF/IBGE data.

Contrary to the situation in the 1990°s, paid
hours, physical production and productivity of the
manufacturing industry have behaved similarly in
recent times. In this case, the growth in productiv-
ity was different to that observed after the Plano
Real was introduced. The period after 1994 was
characterized by weak industry performance in
terms of a contraction in the increase of physical
production, a result of investment in moderniza-
tion of machines and equipment facilitated by the
favorable exchange rate and the dissemination of
workforce rationalization practices. The growth in
physical production was recently accompanied
by an increase in the number of people employed
and the paid hours in production, albeit at a lower
rate. The exception is on account of the peak pe-
riods of the installed production capacity of indus-
try, in that the paid hours grew at a faster rate than
physical production — as in the second half 2010.

The fact that productivity of the manufactur-
ing industry was closely accompanied by oscilla-
tions of industrial production leads one to believe
that the more intense utilization of productive

(Physical Production/Hours Paid)

resources was an important condition regard-
ing the evolution of industrial production in re-
cent times. Therefore, the growth in investment
rates observed, particularly from 2006 onwards
- despite a disruption caused by the crisis, but
is now slowly recovering - was still not enough
to provoke structural changes at the magnitude
necessary to generate more significant produc-
tivity gains.

Despite the appreciated exchange rate that fa-
vor machine imports, the improvement in condi-
tions for self-financing on the part of companies
and a more favorable economic conjuncture, the
volume of investments made by Brazilian com-
panies in expansion and modernization still ra-
mains less than desirable. This fact appears to be
particularly important consideration that the op-
erational costs present a high growth tendency
throughout the period.

Considering the productivity data on the rela-
tionship between the gross added value at the
constant price and number of people employed,
obtained from the National Accounts System



I 22 I | Bulletin of Industrial Conjuncture |
| Graph 2 - Evolution of Productivity (Gross Added Value/ |
Employed People) in the Manufacturing Industry and
‘ other Economic Sectors (2000 = 100) ‘
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Source: NEIT/IE/UNICAMP based on SCN/IBGE data.

(SCN) of the IBGE, behavior contrary to that veri-
fied for physical production is noted. The pro-
ductivity evolution of the manufacturing industry
decreased (a total reduction of 3.9% in the whole
period) between 2000 and 2008 (Graph 2). Not
only this, but productivity was less than that ob-
served for services and much less than for the
mining industry and agriculture.

It is worth noting that this result is related to,
on the one hand, a negative factor, which is the
slower growth rate of the value added to the trans-
formation industry in relation to the other sectors.
On the other hand, from a positive point of view,
the result reflects the large increase in industrial
employment, in particular between 2003 and 2008.
The increase verified during this time in terms of
the volume of employment in the manufacturing
industry was 25% - versus an increase of 17% in
the service and mining industries, and a fall in em-
ployment in the agricultural sector of 3%.

In addition to this, the lower growth capacity
of added value, which ended up harming produc-
tivity results, can be explained principally by the
increase in operational costs, above all the price

of inputs from sectors outwith the manufactur-
ing industry, such as the mining industry and the
agricultural sector.

The availability of data to analyze the evolution
of wages and operational costs can be observed
from the IBGE “s Annual Industrial Research (PIA)
data. The relationship between the Industrial
Transformation Value (ITV) and the Gross Value
of Production (GVP) fell between 2000 and 2004,
showing a reduction in the capacity to add value
at a time where demand was relatively stagnant
(Graph 3). The fall in ITV was partly compensated
by the fall in wages, as can be seen by the lower
participation of wages in ITV, with the Operating
Surplus of industry companies remaining relative-
ly constant. From 2004 onwards, however, the
ITV/GVP relationship appeared to be more stable,
most likely reflecting the best demand condi-
tions on the internal market. All the same, even
with more favorable internal demand conditions
from 2004, the degree of value adding cannot be
heightened significantly, particularly because of
the increase in the import coefficients and prod-
uct parts imported. The elevation of these coeffi-
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cients implied, for the GVP a further reduced ITV.
The participation of wages in the ITV increased
once again, however it did not reach the levels
enjoyed in 2000.

The productivity indicator based on PIA/IBGE
data shows the same tendency as that calculated
based on the SCN/IBGE data. Looking at the be-
havior of operational costs and average wage in
more detail, a number of important changes can
be pointed out in relation to interpreting the pro-
ductivity evolution of the manufacturing industry.
Firstly, it can be verified that throughout the pe-
riod, operational costs increased greatly, while
the average wage remained practically stagnant,
indicating that the price of inputs forced the value
of industrial transformation down (Graph 4). The
second point is that the data indicated a signifi-
cant transfer of productivity gains to the sectors
ahead of productive chains, which could explain
why, even in periods of industrial growth, the aver-
age wage varied only slightly. This also helps to ex-
plain the greater rise in the agricultural and mining
sector’s productivity, as can be seen in Graph 2.

It can be concluded therefore, that the gains
derived from the growth in physical production

—

Graph 3 - Evolution of the ITV/GVP and Wages /ITV relationship in
the Manufacturing Industry (2000 = 100)

were in part transferred to other sectors because
of the high prices of inputs. The pressure of in-
put prices on industry profitability could result in
transfer barriers to wage gains, that, throughout
the period analyzed, only presented high tenden-
cies in the periods when the industrial product
maintained significant growth, such as the time
before the crisis. This serves as indicative in rela-
tion to the positive effects that a fall in the rate
of economic growth associated to the continua-
tion of a tendency for high prices of commodities
could have on the wage structure and employ-
ment in the industrial sector.

Another way to analyze the distribution of
gains with the increase in productivity can be
done by comparing the growth in productivity
with the other large economic sectors. It can be
seen that the increase in the value of the produc-
tion of agriculture and stock raising and the min-
ing industry put pressure on the added value in
the manufacturing industry. This reinforces the
idea that, as well as added value losses for im-
ported production, there was possibly a transfer
of productivity gains due to the increase in opera-
tional costs for raw material production sectors.
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Graph 4 - Evolution of Productivity, Operation Costs and Average
Wage in the Manufacturing Industry (2000 = 100)
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Basically, the growth in productivity was lower
than the pressures on the structure of industry
costs in the last decade. Generally speaking, this
makes it more difficult to achieve larger growth
in terms of wages, as well as impeding the in-
vestment capacity of the industry itself, which is
largely financed by accumulated profits.

The results of the increase in productivity, in
this perspective, must be interpreted according to
the economic conjuncture that the industry went
through in the last decade. The growth in internal
demand that allowed the more intensive use of
productive resources and permitted an increase
in productivity in the latest period served, in part,
to ease the pressure of the high input prices on
the industry. However, in a slower growth period,
taking into consideration that economies of scale
tend to fall with the rise in capacity utilization,
the increase in productivity may not be enough
to either reduce pressure on costs or permit the
sustainable growth of wages in the manufactur-
ing industry.

2004

2005 2006 2007 2008

—O— Operating Costs (Cnae 2.0)
—0—  Avarage Wage (Cnae 2.0)

(ITV/People Employed) (Cnae 2.0)

Sustainable long-term growth that combines
industrial production growth with the generation
of more jobs and better wages will depend on a
more emphasized increase in productivity than
was verified in the last periods, which in turn make
it fundamental that investment in capacity expan-
sion, industrial modernization and product and
process innovation grow at an even faster rate.
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