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Our economy will growth, however we are not going back to sustained development

When the globd financia crisis broke out in October 2008, | predicted that its effects onthe
real economy would be smdler than those of the 1929 crash, because the governments
monetary and fiscal reaction would be much stronger and more decisive than it was 80 years
before. This actually happened, unemployment increased far less than in the 1930s and now
midde-income countries such as Chinaand Brazil have dready overcome the crisis, whereas
rich countries start to do it. However, nobody can say for sure what will happen with the
recovery. Nothing indicates that it will be strong and steady it may be dow and hesitant, and it
may be followed by anew criss. | bet on the firgt dternative. Since rich countries were those
whose enterprises and households went mostly into debt, they will need ardatively longer
timeto get out of it. In thisStuation, invesment and private consumption will remain
depressed. The hugefisca effort achieved by the countries had the expected effect of
remedying the shortage of aggregate demand, but it wasnt able to relaunch private spending,
and therefore recovery shal be dow, teking the form of awide U.

Inrich countries, therefore, the probability of anew criss bresking out is small. Commodities
and stock markets are picking up as a consequence of the high increase in internationa
liquidity, but thisincrease in the price of assets is not enough to creste a new bubble: in the
United States, the stock market is just 15% above its September 2008 leve.

Y et in middle-income countries there is a stronger recovery. In Brazil, the action of both the
Finance Ministry and the public banks was successful, trust was restored, and stock investors
dready recovered agood part of their losses. Y et, would there be room for anew financid



crisgs? In the short run, | dont think so. Speculative bubbles are rare in middle-income
countries, and they usudly are not strong enough to give rise to banking crises, anong other
reasons because loca banks are not willing to finance the necessary speculation for an asset

bubble to result in their own criss.

What we have to fear in Brazil are exchange rate crises or baance- of-payment crises,
resulting from trying to grow with foreign savings: thisis what hagppened in 1982 and in 1998.
Since the funding of current account deficits is made in foreign currency, the country is
aways subject to the loss of trust of the foreign creditors and to a "sudden stop”, followed by
aviolent depreciation of the loca currency. We are heading that way, since the tendency to
overvauation of the exchange rate is once again present, and the country is aready back to a
current account deficit Situation, but we shouldnt fear acrissin the next two years because
Brazilian reserves remain very high. Instead, we should expect that Brazilian economy picks
up again and that, in 2010, we should have arddively high growth rate, to compensate for
the low 2009 growth. However, we are not going back to sustained development. Our average
growth rates will remain modest - gpproximately haf what they could be if we decided to
follow the example of Asan countries and combine fiscal responsibility with an exchange

policy that could guarantee a competitive exchange rate.



