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Analysis

Manufacturing output grew steadily in the 2000s, 
but after experiencing a V-shaped contraction and 
rebound during the 2008-09 global financial crisis it 
has struggled to regain momentum. Levels this Au-
gust were 4% below the highs reached in May 2011, 
despite an upturn over the past six months. Manu-
facturing as a percentage of GDP has fallen from 
the equivalent of 17.3% on average in 1995-2005 
(a relatively large manufacturing base for an emerg-
ing economy) to 14.6% in 2011. Brazil now runs a 
massive trade deficit in merchandise goods, as local 
manufacturers struggle to compete with a wave of 
cheap imports, notably from China. 

What has caused manufacturing to falter?

Local industrialists maintain that they are inher-
ently competitive, but because of the ‘custo Bra-
sil’-- the age-old additional cost of doing busi-
ness in Brazil -- they struggle outside the factory 
gates to compete with overseas rivals, either in 
the domestic or export markets. The key obstacles 

are burdensome payroll-related costs, the heavy 
tax burden (and labyrinthine system), the high cost 
of credit, inadequate logistical infrastructure and 
expensive energy. Moreover, since 2003, when 
the previous president, Luiz Inacio Lula da Silva, 
came to power, rises in the minimum wage have 
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Key Judgements

•	Brazil’s manufacturers have underperformed, as currency appreciation and the ‘custo Brasil’, the extra cost of doing 
business in the country, have hit competitiveness.

•	To boost the flagging sector, the government has cut electricity tariffs as part of an industrial policy which includes 
reducing payroll taxes and improving transport infrastructure.

•	With interest rates down to historic lows and tight management of the floating exchange rate, macroeconomic 
adjustments are also designed to galvanize manufacturing.

•	Perhaps doubtful that these measures will work, the authorities have drawn on a long tradition of protectionism by 
raising tariffs on a wide range of imported goods.

•	A new automotives regime, coming into force next year, will offer tax breaks to foreign firms that set up plants in 
Brazil and meet certain production standards.

•	The government’s competitiveness agenda should benefit most manufacturing sectors and kindle renewed growth, 
albeit at a pace slower than that of the overall economy.

How is Brazil seeking 
to boost manufacturing 
industry?
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been linked to nominal GDP growth, rather than 
to productivity gains. 

Currency strength. The appreciation of the local 
currency, the real, from 2003 (up until recently) has 
exposed Brazil’s manufacturing to greater import 
competition. This has put manufacturers under 
intense pressure or out of business entirely up and 
down the production chains, notably in light-manu-
facturing segments. 

Tradition of statism and protectionism. After 
a focus on export commodities (such as coffee) in 
Brazil’s early economic development, the manufac-
turing sector emerged within the context of import-
substitution industrialization policies in the decades 
following the 1929 Wall Street crash. It has been 
viewed as central to the country’s development 
model ever since, supported by a large state devel-
opment bank, the Banco Nacional de Desenvolvim-
ento Economico e Social (BNDES). Although Lula’s 
presidency saw an expansion in exports for foreign 
markets (and particularly for processed and primary 
goods), the former metal workers union leader 
was open to the often protectionist instincts of local 
manufacturing lobbies and eschewed the cautious 
economic liberalization of his predecessor, Fernando 
Henrique Cardoso. 

How is the government seeking to invigorate 
manufacturing?

Since August 
2011 the Brazilian 
government has 
been engaged in 
a far-reaching and 
ambitious effort to 
boost the flagging 
manufacturing 
sector. Under a 

new industrial policy framework, the Plano Brasil 
Maior, the authorities have taken steps to reduce 
payroll taxes, overhaul transport and logistics infra-
structure through a mix of concessions and public-
private partnerships, and, recently, to cut electricity 
tariffs. Although these measures are likely to have 
some impact on the government’s fiscal targets for 
2012 and 2013, the additional room provided by 
sluggish economic growth gives the administration 

some breathing space to accommodate expansion-
ary policies. 

Macroeconomic context. Brazil’s macroeconomic 
policy framework has been undergoing a gradual 
change, apparently to support the emerging ‘com-
petitiveness’ agenda:

•	A more flexible approach to inflation-targeting by 
the Banco Central do Brasil (the central bank) has 
allowed policy interest rates to fall to historically 
low levels, paving the way for a reduction in 
commercial rates. President Dilma Rousseff is also 
putting pressure on the country’s banks to narrow 
spreads and lower costs. 

•	Brazil’s floating exchange-rate regime has become 
increasingly heavily managed, with frequent 
central bank interventions and the adoption 
of capital controls (with R2:US$1 set as the 
implicit floor for the time being). This reflects the 
government’s concerns over the spillover effects 
from excess liquidity creation by the world’s major 
central banks and over competitiveness in the 
domestic manufacturing sector. 

•	On the fiscal side, the authorities seem to be 
preparing a shift away from targeting the primary 
surplus (which excludes debt interest payments) 
towards focusing on the overall balance, but with 
the government forgoing revenue in exchange for 
a reduction in production costs.

Why is the government also opting for 
protectionism?

Among the G20 
countries Brazil is 
viewed as hav-
ing one of the 
most protection-
ist regimes. In a 
striking demon-
stration of this, the 
authorities recently 
produced a list of some 100 products that are now 
subject to higher import tariffs -- with an increase of 
up to 25% in some cases. Although products from 
fellow Mercosur countries are exempt, the list cov-
ers some 4% of Brazil’s total imports.  Plastics and 

Auto imports, heavily taxed
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plastic materials are the items most heavily affected, 
encompassing some 20 different products.  Other 
goods on the list range from mining and industrial 
equipment to tires, vehicle parts and components. 
More items may be added over the next few months. 

It is unclear what the government aims to achieve by 
resorting to further protectionist measures, particu-
larly given that efforts to boost manufacturing are 
already under way as part of the Plano Brasil Maior. 
The moves raise two suspicions:

•	either the authorities are unconvinced that their 
bold steps to date will yield the desired results on 
competitiveness and growth in industry; or

•	the administration is inherently willing to adopt 
protectionist policies as it sees fit.

In either case, the market signal is negative. Further-
more, by increasing inflationary pressures, protection-
ism may end up undermining the aim of policymakers 
to keep interest rates low for a prolonged period. 

How does state support aid autos and 
electronics? 

Currency appreciation and the attractiveness of 
the country’s expanding market lifted the ratio of 
imported combined vehicle sales to 27% of total 
sales in December 2011, compared with 7% in 
2006. However, the government then implemented 
a 30-percentage-point rise in the industrial produc-
tion tax (IPI) on automotive imports, reducing import 
penetration to 20% by mid-2012. This figure is likely 
to fall to 15% in the medium term. 

The government has incorporated this tax rise on 
imports in a new automotives regime for 2013-17, 
known as ‘Inovar Auto’ (Autos Innovation). It is essen-
tially a deal struck with incumbent automotive compa-
nies (nearly all of which are branches of multination-
als) as well as new players seeking to tap one of the 
top five global markets. The stated aim is that incen-
tives will be offered via substantial rebates in the IPI, 
provided that companies meet certain standards for 
fuel-efficiency and the introduction of modern models 
-- all in exchange for a large slice of the market. 

The government views the automotive sector, which 

accounts for around a fifth of manufacturing, as 
a central hub in industrial and services chains 
with an important impact on other areas, includ-
ing insurance, mechanical engineering, electricity 
and energy. According to the industry minister, the 
regime has already attracted foreign manufacturers 
that were not previously established in the country, 
including two Chinese companies, JAC Motors and 
Chery, and potentially also Germany’s BMW. Other 
firms are expected to announce plans soon to build 
production plants in Brazil. 

Electronics sector. Successive governments in Brazil 
have also regarded electronics as a strategically 
important sector, providing a series of tax breaks to 

boost production for the local market. Much attention 
was paid to the courting of Taiwan’s Foxconn, which 
has begun to assemble Apple’s tablet computer, the 
iPad, in Brazil (for the domestic market). In September, 
Foxconn announced another $500m investment in a 
plant in the country. 

However, there is no reason to expect a ‘brand’ in 
electronics manufacturing to emerge that can com-
pete and dominate in the global market in the vein 
of companies like Samsung (South Korea). Simi-
larly, in the automotive market, while Brazil exports 
light and heavy vehicles to countries with which it 
has special trade regimes, namely Argentina and 
Mexico, trade with other states is limited. Brazil’s 
main focus is on building manufacturing around the 
domestic market. 

Outlook

The government’s competitiveness agenda should 
serve to prop up most manufacturing sectors and 
set the stage for renewed growth, albeit at a more 

Foxconn, expanding in Brazil
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moderate pace than that of the overall economy. 
Manufacturing’s share of Brazil’s GDP will therefore 
continue to diminish. 

Industrial policies are unlikely to spur the emergence 
of more than a handful of internationally competi-
tive manufacturing segments, unless policymakers 

do more to reduce the ‘custo Brasil’ --a move that 
could take a long time to materialize. Moreover, 
Brazil will remain reluctant to emerge from the shel-
ter of Mercosur and instead strike out to compete in 
larger overseas markets -- a path successfully pur-
sued by Chile and now being followed by Mexico, 
Peru and Colombia.


