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SUMMARY OBSERVATIONS

(1) Introduction
1. Since its last Review in 2000, Brazil has continued to liberalize, and enhance the transparency of, its trade regime.  Thus, the average applied MFN tariff has decreased to 10.4%, and licensing requirements have been considerably reduced.  These efforts have paid-off in the form of a more flexible economy, as evidenced by the resilience shown to a series of shocks during the period under review.  Trade has come to play an increasingly important role, and has been key in Brazil's rapid recovery from an economic recession in 2003.  Nevertheless, further steps appear to be required to accelerate and ensure the sustainability of growth, as Brazil still faces the long-term challenge of increasing its GDP per capita, which in real terms stagnated between 1999 and 2003.

2. Some barriers to market access persist in a few areas.  Tariffs hinder the access of domestic consumers and producers to some of the world's most competitive products, which Brazil has tried to offset through a range of tariff concessions.  Anti-dumping measures are used actively to protect domestic producers against imports deemed unfair.  Support, largely in the form of credit or credit facilitation, is granted to selected activities.  Also often taking the form of credit, export support programmes are another feature of Brazil's trade policy regime.  Targeted support risks distorting resource allocation and may burden taxpayers.  To the extent that such support is linked to the high domestic cost of capital, it would be important to take additional steps to lower the costs of financial intermediation.

3. Brazil has been an active participant in the WTO since the conclusion of the Uruguay Round, although it has not ratified the Fourth and Fifth Protocol to the GATS nor has it participated in the Information Technology Agreement negotiations.  Enhancing multilateral commitments would increase the predictability of its trade regime and make Brazil an even more attractive investment destination.  This could include narrowing the gap between applied and bound tariff rates, and expanding the scope of its GATS commitments.  An ambitious agenda in this respect would not only benefit Brazil but also help bring about a successful conclusion to the Doha Development Agenda, which Brazil has been instrumental in moving forward and in which it has a major stake in view of the increasingly global reach of its trade interests.

(2) Economic Environment

4. Economic growth has been modest during the period under review, reflecting a number of factors, including adverse international events and domestic difficulties.  Low GDP growth in 2001 was partly in response to energy supply shortages, while slow growth in 2002 reflected mainly weak domestic demand, particularly consumer spending.  In the second half of 2002 and the first quarter of 2003, growth was affected by capital outflows.  Growth resumed thereafter and is expected to exceed 3% in 2004, supported by exports and a strengthening of domestic demand.  

5. The Government's economic policy priority is to achieve a sustainable fiscal position.  To maintain fiscal discipline, fiscal targets are set;  these were fixed at 4.25% of GDP for the primary surplus of the non-financial consolidated public sector for both 2003 and 2004.  However, the surplus has not been sufficient to cover the increasing debt-interest payments, resulting in an overall non-financial consolidated public sector deficit of 5.2% of GDP.  Overall debt servicing amounts to over two thirds of the budget.  

6. The public debt to GDP ratio increased to 56% in mid 2004, from some 49% in 2000.  This has constrained policy choices.  It has also contributed to continued high interest rates, generated risk expectations, and made Brazil vulnerable to an increase in international interest rates.  The Brazilian authorities recognize the importance of redressing fiscal finances and reducing the debt burden to foster investment and resume self-sustained growth.  

7. Brazil has continued to seek low inflation, using inflation targeting as its main monetary policy instrument.  Although inflation targets have not always been met, this policy has resulted in lower inflation rates.

8. Brazilian exports performed strongly during the period under review, increasing by over 50% in U.S. dollar terms between 1999 and 2003.  This gain has been widely spread but has been more significant with non-traditional trading partners, such as China.  Reflecting a period of weak economic growth, imports of merchandise declined, although growth resumed in the last quarter of 2003.  The share of trade of goods and services in GDP rose to 30% in 2003, confirming Brazil's increasing integration into the world economy.  

9. Since 2001, a trade surplus has been posted, which almost doubled in 2003.  The bilateral trade balance with all the major trading partners improved, posting a surplus with most.  The improvement in the trade balance led to a turnaround in the current account, which, after deficits of 4% of GDP or higher during 1999-01, moved to a surplus in 2003 and the first quarter of 2004.  

10. After showing strong results in the late 1990s, FDI flows into Brazil declined over the period under review.  This reflects a number of factors, including reduced investor confidence, an unstable global economic environment, the deceleration of the privatization process, and the relatively weak performance of the Brazilian economy.  Investment in services has been the most important in value terms, much of it linked to privatization in telecommunications and financial services.  Investment in the industrial area was focused mainly in the automotive and chemical industries.

(3) Trade Policy and Investment 
Regime

11. Brazil sees the active use of trade policy as a means to foster sustainable economic growth and to reduce its vulnerability with respect to global financial markets.  Regional economic integration and export promotion and diversification are considered important policy targets.  With respect to the latter, Brazil considers it essential to obtain enhanced market access for its agricultural products through multilateral and regional negotiations, while seeking to maintain instruments to foster development in its manufacturing sector.  Brazil also considers it vital to improve its external balance, through competitive (market-based) import substitution and export growth.  

12. Brazil is an original Member of the WTO, and one of its most active participants.  It supports the strengthening of special and differential treatment for developing countries.  It has maintained a rigorous programme of notifications to the WTO, although notifications in some areas, such as agriculture and state trading enterprises are lagging.  Brazil is an active user of the WTO dispute settlement mechanism, having participated in 23 disputes as a complainant and 12 as a defendant since the creation of the WTO.

13. Brazil participated in the WTO Negotiations on Financial Services and in the Negotiations on Basic Telecommunications.  However, it has not ratified the Fourth Protocol on Basic Telecommunications services nor the Fifth Protocol on Financial Services.  In this respect, Brazil informed the Council on Trade in Services that the Fourth Protocol had to be withdrawn from Congress.  Subsequently, it submitted a new draft schedule to WTO Members, to which some Members objected, and, as a result, Brazil withdrew it.  Ratification of the Fifth Protocol is linked to the adoption of insurance legislation by Congress.

14. Brazil considers preferential agreements as a complement to the multilateral trading system.  Brazil is a participant in the Southern Common Market (MERCOSUR) and, through this participation, has concluded preferential trade agreements with Bolivia, Chile, and Peru (which are also associate members of the Common Market), and preferential agreements with the three other countries of the Andean Community.  MERCOSUR has also concluded framework agreements with India, Mexico and South Africa, is negotiating a preferential trade agreement with the European Union, and participates in the Free Trade Area of the Americas initiative.  Brazil also has a number of bilateral preferential agreements with other LAIA members.  

15. Brazil's investment regime is largely open to foreign investors and there are generally no restrictions for the remission of profits and the repatriation of capital that has been duly registered with the Central Bank.  However, a number of market access and investment limitations for foreigners remain in areas such as mining, financial services and transport.  The Federal Government does not grant special incentives to foreign investment.  Although Brazil has signed bilateral investment agreements with several countries, including within MERCOSUR, the Brazilian Executive decided to withdraw all of these from the consideration of the Congress. 

(4) Market Access in Goods

16. Since its last Review, Brazil has continued to enhance the transparency and reduce the complexity of its trade regime, including by streamlining its import procedures and consolidating regulations.  The main customs procedures have been codified under a single Decree and the principle import measures have been grouped in a single Ministerial Act.  The average time for customs clearances seems to have fallen significantly.  

17. Brazil applies the WTO Customs Valuation Agreement;  customs value is generally the transaction value, which is applied in over 99% of cases.  

18. The tariff continues to be Brazil's main trade policy instrument.  Brazil applies MERCOSUR's Common External Tariff (CET), with a number of exceptions.  The average applied MFN tariff decreased from 13.7% in 2000 to 10.4% in 2004, reflecting to a large extent the stepped elimination of the general tariff increase adopted in 1997.  Brazilian tariffs on agricultural goods are on average lower (10.2%) than on non-agricultural products (10.5%).  Tariff dispersion is relatively low, but the tariff shows signs of escalation in most industries.  Brazil has bound its entire tariff, mostly at ceiling levels.  

19. Brazil has in place a number of temporary tariff-concession schemes, mainly to reduce the cost of imported capital goods or goods not produced in the MERCOSUR area.  Tariff concessions are also granted through a number of customs regimes, which allow for the temporary importation or the warehousing of imports without prior payment of customs duties.  A similarity test to determine if comparable goods are produced domestically may be applied on imports on which tax, including tariff, exemptions or reductions are granted.

20. A value-added tax (ICMS) is applied by states at rates that in a limited number of cases may discriminate against imported or domestic products.  In 2002, Rio de Janeiro State imposed an ICMS of 18% on the temporary admission or importation of machinery and other items used in the extraction of petroleum and natural gas.

21. Prior to 2003, all goods imported into Brazil were subject to an import licensing requirement.  These requirements were modified in that year and, as a general rule, Brazilian imports are now exempt from import licensing.  However, some 35.8% of all CET tariff lines (eight-digit level) are at least partly subject to non-automatic licensing.  

22. Brazil remains an active user of anti-dumping measures, notwithstanding the fall in the number of investigations initiated since 2000.  As at 30 June 2004, 48 anti-dumping measures were in force, compared with 46 in December 1999.  In the period 1 January 2000 to 30 June 2004, Brazil initiated 43 anti-dumping investigations.  During the same period, Brazil imposed definitive anti-dumping in 26 new cases.  Most of the duties fell on steel products, chemicals, and cement.  

23. The six countervailing measures in place in 2000 had been eliminated by late 2003, and no new countervailing measures have been imposed.  Since the establishment of the WTO, Brazil has conducted two safeguard investigations, and applied measures on both occasions, affecting coconuts and toys;  both measures are still in place.  

24. A number of agencies issue technical regulations, both at the federal and at the state level.  At the federal level, authority to issue technical regulations lies with the particular ministry with competence in the specific area to be regulated.  There is no general rule for preparing a technical regulation;  each body has its own internal procedures in this respect.  Technical regulations take the form of laws, decrees or resolutions, as appropriate, and are published in the Official Journal.  

(5) Other Measures Affecting 
Trade

25. Since the last Review, export procedures have been codified in a single Ministerial Act but  no major modifications have been made.  Exports of certain types of wood are prohibited, suspended or subject to quotas.  Exports of a range of products are subject to licensing;  they wholly or partly represent some 10.7% of all tariff headings at the eight-digit level.

26. Export taxes are applied to cashew nuts, leathers and skins, and certain products exported to some countries in Latin America and the Caribbean.  Export taxes are zero-rated on all other exports, although the law allows for the application of an export tax of 30%, which can be increased to up to 150%.  

27. Export promotion remains a key element of Brazil's trade policy, which may well be needed to offset domestic inefficiencies such as expensive financial intermediation and, according to the authorities, to match the incentives provided by other countries.  The Export Financing Programme (PROEX), one of the main tools for export promotion, can be used for exports of goods, services, software and cinematographic works.  The amount to be financed depends on the percentage of domestic content.  The PROEX equalization modality as used for aircraft was challenged in the WTO and Brazil modified it twice during the period under review as a result of DSB recommendations.

28. The BNDES-EXIM programme also provides export credits for most of Brazil's export products, subject to a domestic-content requirement, in value terms, of at least 60%.  The Export Credit Insurance (SCE) scheme guarantees and covers losses incurred by exporters from non-receipt of foreign payments for their exports.  The Brazilian Export Programme (BEFIEX) was discontinued in 2002.

29. Brazil maintains an array of incentives and assistance schemes both at the federal and state levels to promote regional development, research or certain sectors.  There are also some general support schemes, such as Automatic BNDES and the FINAME, which are contingent upon domestic-content and/or local-ownership requirements.

30. Privatization was pursued actively until 2002.  The major privatization operations during the 2000-02 period affected petroleum and mining companies, and financial institutions.  Efforts have continued to apply competition policy legislation more extensively, make more assertive use of competition policy, and to bring increasingly important cases under the law.  

31. Brazil is not a party to the WTO Plurilateral Agreement on Government Procurement.  Although, in general, national treatment is afforded to foreign suppliers legally established or represented in Brazil, domestic law grants preferential treatment to telecommunications and informatics products developed within Brazil.  While fostering the development of the targeted industries, procurement preferences might increase the cost of government services.  

32. Since 2000, Brazil has revised or adopted new laws and regulations on intellectual property rights, in areas such as copyright, patents, compulsory licensing, information disclosure and trade mark legislation.

(6) Sectoral Policies

33. Since its last Review in 2000, Brazil has continued to promote greater competition and efficiency within sectors, notably in services;  although the State remains involved in production activities in some sectors, the extent of this involvement has continued to diminish since 2000.  At the same time, Brazil has maintained a tariff structure that protects a number of manufacturing activities while implicitly taxing agriculture and mining.  

34. Assistance to agriculture appears modest and, like in earlier years, mainly takes the form of minimum-price supports and rural credit at preferential rates.  These are complemented by marketing schemes, and market-oriented price and stabilization mechanisms.  Most rural credit is provided by private sources, but the Government intervenes by setting minimum credit requirements for banks, as well as regulating interest rates, or by assuming risk coverage.  As a large exporter of agricultural products, Brazil has much to gain from the reduction of distortions in world markets and, thus, has over the years been engaged actively in WTO negotiations, calling for the reduction of all trade-distorting domestic support measures on a product-specific basis. 

35. Although falling, state participation remains significant in the hydrocarbons industry, where certain policies are in place to favour domestic suppliers.  The alcohol fuel industry has been largely liberalized although alcohol-fuel stocks are financed by the Government for energy security reasons.  A crisis in the electricity sector during the second half of 2001 led to major policy changes to ensure the supply of electricity, and promote affordable tariffs and universal service programmes.

36. The manufacturing sector is highly diversified and has been one of the most dynamic areas of the economy.  However, while some industries have become world-class producers, others have sought contingency protection against import competition.  Protection through higher-than-average tariffs is provided to activities such as beverages, transport equipment, clothing and footwear.  As in the past, specific support programmes, particularly financing, have benefited the automobile, shipbuilding, and aircraft industries.  Brazil's industrial policy now emphasizes expanding the volume of exports, particularly by small and medium-size enterprises.  

37. Brazil has continued to liberalize its services sector in recent years, which in turn has promoted efficiency gains.  Liberalization has been particularly noticeable in telecommunications, financial services, and port and airport services.  The State is still an important supplier of banking and insurance services, but private participation, including foreign, has increased in these and other areas.  Moreover, the State may establish limits to foreign investment in telecommunications and financial services. 

38. Foreign-ownership restrictions remain in air transport services, and cabotage restrictions apply to both maritime and air transport.  Brazil applies a tax on freight with different rates for domestic or international cargoes.  A lighthouse fee is applied only to foreign flagged vessels.

39. Consolidation of the changes that followed the privatization of the state-owned system in 1998 has continued in the telecommunications sector.  As a result, competition in long-distance and mobile telephony is deemed to have emerged, but not in local fixed telephony.  Brazil has no specific GATS commitments on telecommunications.

40. Brazil has sought to enhance the effectiveness of supervision in financial services.  However, the cost of credit remains very high.  This represents a major hindrance to the development of other sectors and explains many instances of targeted assistance in Brazil.  In this respect, continuing to take steps to remove distortions and promote greater competition and efficiency in the financial sector would thus be important to reduce the need for state intervention, and promote greater policy neutrality across sectors.


