
We’re going to estab-
lish a new relationship 
between fiscal and 
monetary policy. Fis-
cal policy will be more 
defensive while the 
monetary policy will 
be more active.”
Guido ManteGa 
Minister of finance
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The warning signs of some 
economic overheating are there, 
but experts are insisting that 
Brazil is undergoing a positive 
expansion, not a credit bubble.

Brazil may not have been 
known historically for its mac-
roeconomic brilliance, but it 
has done what many, only 15 
years ago, would have said was 
the impossible. 

A decade of growth has 
resulted in an enviable stability 
and progressive social policies 
that have allowed a wider dis-
tribution of wealth than ever 
before. 

Unemployment, for exam-
ple, by last April was at 6.4 per-
cent, the lowest on record for 
the gigantic country.

In fact, Brazil’s economy 
grew 7.5 percent in 2010, the 
fastest in a quarter century, 
while exports grew to a record 
$202 billion, exceeding the 
previous record set two years 
earlier. Imports also increased, 
though at a lower rate, giving 
the country a robust trade sur-
plus of more than $20 billion.

Its currency, the real, has 
also taken off, gaining over 40 
percent against the US dol-
lar over the last three years. 
Money, and investors, have 
poured into Brazil, where the 
main interest rate is above 12 
percent. The $35 billion in for-
eign direct investment in the 
first three months of 2011 was 
greater than total amount for 
2010, and is a testament to the 
fact that investors see a good 
rate of return in Brazil.

But, it is not just foreign cur-
rency that has seen an influx, 
since work permits for white-
collar jobs have risen 30 per-
cent, this year alone. Hedge-

fund managers, Wall Street 
bankers, and entrepreneurs 
are knocking at the door to get 
a share of the spoils.

China trade
One of the key sources of this 

growth, it is fair to say, has been 
the boom in trade with China. 

Trade between the two coun-
tries was worth well over $50 
billion in the last 12 months 
and, even though the overall 
economy may post a slower rate 
of growth this year, the China 
trade boom shows no sign of 
easing. 

In this, the government 
policies have not hurt. Brazil’s 
Finance Ministry says it has 
tried to ensure that macroeco-
nomic management is secure. 
The finance minister, Guido 
Mantega, has said that he now 
needs to keep an even tighter 
hold on the economic reins for 
the near future. 

The increased trade with Chi-
na has been a blessing indeed, 
but, while the trade balance has 

improved significantly, the lion’s 
share is from raw materials and 
commodities rather than high-
value goods. 

What this means is that the 
country needs to become more 
competitive and narrow the gap 
between exports of value-added 
goods and those of commodi-
ties. And, thanks to exports 
there is a great deal of excess 
cash and credit in the Brazilian 
economy, but this needs to be 
regulated and put to wiser use.

That cash, and easily available 
credit, cause inflation, which is 
another cause for higher inter-
est rates, further fuelling the 
currency valuation and hurting 
Brazil’s manufacturers. 

In August, the finance min-
ister emphasized his intention 
to keep a tight grip on spend-
ing, so he could find room to 
lower interest rates over the 
longer run. He also explained 
that he wants to change Brazil’s 
current spending habits and 
invest more in much needed 
infrastructure projects over the 
next few years.

Speaking to the Brazilian 
newspaper Folha de São Pau-
lo, Mantega explained, “We’re 
going to establish a new rela-
tionship between fiscal and 
monetary policy. Fiscal policy 
will be more defensive, while 
the monetary policy will be 
more active.” 

He said he also expects infla-
tion to ease off, taking some of 
the pressure off the economy.

The finance minister defi-
nitely does not want to risk 
Brazil’s growth and economic 
success. He says he believes 
he is right in reacting to the 
growing number of complaints 
about the rate of growth and 

credit availability and how they 
could ultimately create a new 
economic bubble. 

In spite of the optimism of 
many of his compatriots, Man-
tega simply acknowledged that, 
while there may be challenges 
ahead, he is sensibly preparing 
to deal with them. 

Powerhouse
One of the optimists, and a 

man in the know, is Mario Gar-
nero, of Brazil’s pioneer mer-
chant bank Brazilinvest. He has 
gone out of his way recently to 
insist that Brazil is in a strong 
position and not on the verge 
of a credit bubble. 

At the beginning of August, 
Garnero stated that Brazil, along 
with its fellow BRIC countries 
(Russia, India and China), will 
be a powerhouse in the global 
economy for years to come.

“It’s important that the mar-

kets see that Brazil is undergo-
ing a robust credit expansion, 
not a credit bubble,” Garnero 
commented in a speech to the 
2011 Congress of the Society 
for International Development, 
in Washington, DC. 

“When you consider that 
Brazilian households, on aver-
age, owe less than 50 percent 
of their yearly incomes, com-
pared to 120 percent in major 
developed economies, you can 
appreciate (the fact) that Brazil 
is indeed far from succumbing 
to the financial pressures that 
caused the global credit crisis. 
Brazil had also tackled the ques-
tion of reshaping its financial 
sector prior to the financial cri-
sis, giving it a vital advantage 
over much of the globe’s finan-
cial sectors,” he added.

Brazil’s banks will have to play 
a significant role in redirecting 
the country’s finances by help-

ing restructure those exports. 
To make the change, and 

improve the commodity-
goods mix, Brazil needs to get 
its manufacturers and investors 
to be more active overseas. 

In China’s case, the policy of 
investing in other economies 
and opening production lines 
abroad was aided by the fact 
that Chinese banks led the 
charge to new markets. They 
were already there, abroad, in 
situ, waiting to give the neces-
sary support to existing and 
new Chinese clients.

Following those moves, 
Bradesco, and its state-con-
trolled rival Banco do Brasil, 
have agreed to acquire stakes in 
Banco Espirito Santo Africa, a 
holding company that handles 
investments in Africa. 

This joint venture will 
expand Brazilian banks’ inter-
national operations and benefit 

Brazilian businesses operating, 
or wanting to operate, overseas. 

Such a move can only help 
shore up the Brazilian govern-
ment’s goals of strengthening 
the country’s multinationals 
and creating new markets for 
Brazilian products. And, one 
hopes this will be the start of a 
wider international push.

Domingos Figueiredo de 
Abreu, Bradesco’s executive 
vice president, said recently, 
“We want our international 
offices to be a point of con-
tact for Brazilian companies 
abroad, and for foreign inves-
tors looking at Brazil.” 

But they do not want to for-
get China: “Bradesco wants to 
be the home of Chinese capital 
in Brazil — for exporters and 
investors.”

Quality Communication Pro-
ductions contributed the story

Brazil’s Columbia Trading com-
pany, which has a presence in over 40 
countries, deals in commodities and 
manufactured products, export-
ing coffee, sugar and cotton from 
Brazil and importing manufac-
tured products from China.

It is also a provider of  logistics 
services for its parent company, the 
multinational Grupo Columbia, 
in its import and export business. 

Its expertise and nationwide 
network allow it to move goods 
to distributors and clients quick-
ly. The company says that this is 
what gives it an edge over its com-
petitors. 

Brazil has surpassed Russia to 
become the largest sugar producer, 
so Columbia Trading is ready to 
capitalize on this and work with 
Chinese investors and clients in the 

purchase and trading of sugar. 
The president of Columbia Trad-

ing, Rodrigo Somlo, has explained, 

“Today Brazil produces more than 
40 percent of the world’s sugar and 
will work to become the largest sup-
plier of sugar to China, in view of the 

increasing needs of its population. At 
Columbia Trading, we’re well posi-
tioned to meet this demand.”

Columbia Trading says that it 
is looking forward to an evolving 
relationship with China. Current-
ly, 20 percent of what it imports 
comes from China and, by 2020, it 
expects the figure to be much high-
er. Its imports include electronics, 
toys, tires, clothing, car parts and 
chemical products. 

“I’m a strong believer in this 
new Brazil-China relationship and 
I don’t believe it will slow down, 
although we’ll both have to be able 
to protect our interests and indus-
tries while remaining competitive,” 

said Somlo. 
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Decade’s growth beats all forecasts
It is fair to say that a key resource of growth
has been the boom in trade with China

Working with Chinese investors 
and clients to facilitate trade

Illustrating how Brazil’s export revenue has increased
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