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Analysis: Brazil's middle-class
economic miracle at risk

By Raymond Colitt

BRASILIA (Reuters) - They were the big winners in
Brazil's economic boom: nearly 40 million people
who joined the middle class since 2003 and went on
a shopping spree, many of them buying televisions,
cars or air conditioners for the first time.

Yet there are signs that some of these Brazilians --
known here as the "new C Class" -- are in danger of
sliding back into poverty.

The consequences are potentially dire for President
Dilma Rousseff, some of Brazil's major companies,
and an economy that has in recent years been one
of the world's few powerful engines of growth.

There are several causes behind the incipient
reversal of fortune, including an economy slowing in
tandem with the rest of the world, rising inflation and
high household debt.

While it inherited the problems, Rousseff's
government has struggled to limit the fallout -- and has arguably made some of them worse.

"If we don't watch out, a worsening of the international scenario can cause a setback," said Strategic
Affairs Minister Wellington Moreira Franco, who is charged with coordinating long-term planning.
"What we want is a type of brake to prevent these Brazilians from falling back into poverty."

That "brake" could take several forms, and
Rousseff and senior economic officials have
repeatedly said they have policy tools available
to protect the gains of recent years.

During the last crisis in 2009, Brazil responded
to a fall in consumer demand with a massive
fiscal stimulus program.

Yet its options are much more limited this
time, since it is still suffering side effects from

Bus Tech Game
Changers

World's Oldest Car
Sold

October 13, 2011

 

EDITION: U.S.

PRIX FIXE PROBLEM Growing Number Of U.S. Homes
Entering The Foreclosure Process

JPMorgan Chase's Net Income Takes
A Hit Over Summer

First Posted: 9/23/11 10:26 AM ET Updated: 9/23/11 11:07 PM ET

Read more , Business News

SHARE THIS STORY

Like Sign Up to see what your friends like.

Submit this story

Get Business Alerts
 Sign Up

PHOTO GALLERIES

CONNECT    

Collect articles and browse other
HuffPost members' collections.
Learn More >

Add to collections

FRONT PAGE POLITICS BUSINESS ENTERTAINMENT TECH MEDIA LIFE & STYLE CULTURE COMEDY HEALTHY LIVING WOMEN LOCAL MORE

Like 456K

Deficit Goldman Sachs Unemployment Foreclosure Crisis Game Changers 2011  More Log in

converted by Web2PDFConvert.com

http://www.huffingtonpost.com/
http://www.huffingtonpost.com/news/deficit/
http://www.huffingtonpost.com/news/goldman-sachs/
http://www.huffingtonpost.com/news/unemployment/
http://www.huffingtonpost.com/news/foreclosure-crisis/
http://www.huffingtonpost.com/news/2011-game-changers
http://www.huffingtonpost.com/big-news/#business
javascript:void(0);
http://www.huffingtonpost.com/business/
javascript:void(0);
http://www.huffingtonpost.com/social/join.html?autojoin=1
http://www.huffingtonpost.com/social/join.html?autojoin=1
http://www.huffingtonpost.com/
http://www.huffingtonpost.com/politics/
http://www.huffingtonpost.com/business/
http://www.huffingtonpost.com/entertainment/
http://www.huffingtonpost.com/tech/
http://www.huffingtonpost.com/media/
http://www.huffingtonpost.com/style/
http://www.huffingtonpost.com/culture/
http://www.huffingtonpost.com/comedy/
http://www.huffingtonpost.com/healthy-living/
http://www.huffingtonpost.com/women/
http://www.huffingtonpost.com/local/
javascript:void(0);
http://www.huffingtonpost.com/business/
http://www.huffingtonpost.com/small-business/
http://www.dailyfinance.com/
http://realestate.aol.com/
http://www.huffingtonpost.com/news/thewatchdog/
http://www.huffingtonpost.com/tech/
http://www.techcrunch.com/
http://www.autoblog.com/
http://www.huffingtonpost.com/2011/10/13/visa-mastercard-atm-group_n_1008669.html
http://www.huffingtonpost.com/2011/10/13/visa-mastercard-atm-group_n_1008669.html
http://www.huffingtonpost.com/2011/10/13/foreclosure-third-quarter-default_n_1008602.html
http://www.huffingtonpost.com/2011/10/13/foreclosure-third-quarter-default_n_1008602.html
http://www.huffingtonpost.com/2011/10/13/jp-morgan-chases-q3-earninings_n_1008543.html
http://www.huffingtonpost.com/2011/10/13/jp-morgan-chases-q3-earninings_n_1008543.html
http://www.huffingtonpost.com/2011/10/13/goldman-sachs-employees-occupy-wall-street_n_1008698.html
http://www.huffingtonpost.com/2011/10/13/goldman-sachs-employees-occupy-wall-street_n_1008698.html
http://www.huffingtonpost.com/2011/10/13/debit-card-fees-wall-street-investigation_n_1008206.html?ir=Business
http://www.huffingtonpost.com/2011/10/13/debit-card-fees-wall-street-investigation_n_1008206.html?ir=Business
http://www.huffingtonpost.com/2011/10/12/florida-attorney-general-pam-bondi-investigation_n_996541.html
http://www.huffingtonpost.com/2011/10/12/florida-attorney-general-pam-bondi-investigation_n_996541.html
http://www.huffingtonpost.com/2011/10/12/more-americans-than-chine_n_1007845.html
http://www.huffingtonpost.com/2011/10/12/more-americans-than-chine_n_1007845.html
http://www.huffingtonpost.com/2011/10/13/jobless-benefits-october_n_1008676.html
http://www.huffingtonpost.com/2011/10/13/jobless-benefits-october_n_1008676.html
http://www.huffingtonpost.com/2011/10/13/simon-johnson-can-tax-cut_n_1008691.html
http://www.huffingtonpost.com/2011/10/13/simon-johnson-can-tax-cut_n_1008691.html
http://www.huffingtonpost.com/2011/10/12/walmart-associates-presen_n_1006875.html
http://www.huffingtonpost.com/2011/10/12/walmart-associates-presen_n_1006875.html
http://www.huffingtonpost.com/2011/09/23/analysis-brazils-middle_n_977700.html?view=print&comm_ref=false
http://www.huffingtonpost.com/business
javascript:void(0);
javascript:void(0);
javascript:void(0)
javascript:void(0);
http://reddit.com/submit?url=http%3A%2F%2Fwww.huffingtonpost.com%2F2011%2F09%2F23%2Fanalysis-brazils-middle_n_977700.html&title=Analysis%3A+Brazil%27s+middle-class+economic+miracle+at+risk
http://www.stumbleupon.com/submit?url=http%3A%2F%2Fwww.huffingtonpost.com%2F2011%2F09%2F23%2Fanalysis-brazils-middle_n_977700.html&title=Analysis%3A+Brazil%27s+middle-class+economic+miracle+at+risk
http://www.reuters.com/
http://www.huffingtonpost.com/news/slidepollajax
http://www.huffingtonpost.com/2011/10/04/who-is-the-ultimate-busin_n_995146.html
http://www.huffingtonpost.com/2011/10/04/who-is-the-ultimate-busin_n_995146.html
http://www.huffingtonpost.com/2011/10/10/worlds-oldest-car-price-auction_n_1004021.html
http://www.huffingtonpost.com/2011/10/10/worlds-oldest-car-price-auction_n_1004021.html
http://www.web2pdfconvert.com?ref=PDF
http://www.web2pdfconvert.com?ref=PDF


53 Year Old Mom Looks 25
The Shocking Results of Her $4 Wrinkle Trick Has
Botox Docs Worried
www.LifestylesAlert.com/MUST-SEE

  Buy a link here  

that budget splurge -- including inflation that
now sits at about 7.3 percent on an annual
basis, well above-target.

Any erosion of the gains in Brazil's fight
against poverty would weaken Rousseff's

political base, and her response may determine her chances for re-election in 2014.

It would also hit Brazilian and multinational companies. For example, car manufacturers such as
Hyundai <005380.KS> and Fiat <FIA.MI> came to depend on Brazil -- now the world's No. 5 auto
market -- in recent years to help fuel sales growth. At the first signs of a weakening market in Brazil,
Fiat shares slumped in August [ID:nLDE77H09N].

Economic growth is expected to slow to at least half last year's 7.5 percent rate amid a menacing
global scenario.

MAKING ENDS MEET

Consumer debt defaults jumped 3 percent in August and are now up 29.2 percent from a year ago
[ID:nS1E78B0KR]. Credit demand is slowing from last year, in part because the central bank hiked
interest rates 175 basis points through August.

At the lower end of the "C" income category, which ranges from 1,200 to 5,174 reais ($656-$2,827)
per month, credit growth is half the national average.

Experts say most at risk are those who for the first time have disposable income to consume
beyond basic needs.

"People have been dazzled by the consumption craze; they need financial education," says
Alessandra Ninis, who runs the "new middle class" project at the strategic affairs ministry.

So far, neither tighter monetary nor fiscal policy have been able to tame above-target inflation of 7.3
percent per year, which hits particularly lower-income households. The lack of structural reforms to
tackle price-indexed salaries and utility prices have compounded the problem.

"There are signs the emerging middle class is stagnating - that's bad news for Brazil. If it contracts,
it would be a disaster," says Professor Marcelo Neri, an expert on social mobility at the FGV
business school's Center for Social Policies in Rio de Janeiro.

People say they are feeling the effects.

"The budget is getting tight. Food and clothing is going up and I've got those car payments," said
Edinaldo dos Santos, who works at a catering company in Brasilia. "Many of my neighbors are
struggling with debt."

If, as some economists forecast, economic growth slows more sharply in the short term and
unemployment begins to rise, the government may have to take aggressive measures to protect the
lower middle class.

"Right now they're looking more at trampolines into the middle class but soon they may have to look
at parachutes for those falling out," said Neri.

Rousseff has already launched a micro-credit program designed to lower capital costs for small
entrepreneurs and a job training program designed to form future professionals who will continue to
fuel consumer demand.

Another measure the government is eyeing is a monthly stipend for employees receiving on-the-job
training and earning up to 1,100 reais, the strategic affairs ministry said.

Rousseff also moved to liberalize the cable TV market, expand low-cost Internet coverage, and
improve private health care -- all concerns to Brazil's new upwardly mobile.

ELECTION INTERESTS

Roughly 55 percent of Brazil's population now belongs to the middle class, nearly the same amount
that was classified as poor when former President Luiz Inacio Lula da Silva took office in 2003.

Rousseff was Lula's hand-picked successor and it was his government's achievements in attacking
poverty that carried her to power in last year's election.

But Lula's high spending has forced Rousseff into austerity measures and they have hit her
popularity. Her disapproval ratings doubled in August, partly because of frustration over slow progress
in improving public services [ID:nN1E7791S8].

"Demands on policy-makers have shifted; people care about more than just jobs and income," said
Christopher Garman, Latin America analyst with Eurasia Group consultancy in New York.

"The new public agenda is the quality of public services and that's what's going to drive the next
elections."

Rousseff has recently shifted from poverty-eradication talk to a focus on middle-class issues. "When
people surge into the middle class, they demand quality public services: education, health,
security," she said at a recent ceremony.

But with economic and political constraints, such as a tight budget and volatile support for her
policies in Congress, it will be difficult in the short term for Rousseff to significantly improve long-
neglected public services or boost the living standards of the new middle class.

"It's hard to see Rousseff's approval ratings not falling more in coming months," said Garman.

(Editing by Brian Winter and Kieran Murray)
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YgorCoelho

11:17 PM on 9/24/2011

The report also exaggerates a lot about the fall of Dilma's approval rate. There's no undeniable sign
they are falling down fast or especifically due to a supposed decay of part of the "new middle
class". Many experts have said in August that the approval rates were just "settling down" to a
reality level, since people tend to have their highest hopes for change and a new government during
the first months of a new President's job. Afterwards, approval rates tend to fall and then settle down
to more realistic terms.

Indeed, Dilmas Rousseff's approval rates are the highest ever in Brazil, even higher than Lula's when
he was first elected in 2003 and certainly much higher than Fernando Henrique Cardoso's rates. In
strict numbers, according to CNT/Sensus in August, 49.3% of Brazilians considered the
government good or excellent; 37.1% considered it regular, so they don't really disapprove it, but
also don't think it's quite the "real thing"; and only 9.3% consider Dilma's government bad or awful.
That hardly shows the people is "surging" against what they would perceive as a decadent
government. As for Dilma's work as a President, 70.2% of Brazilians approve her, while less than
1/4 (21.1%) disapprove her (the rest didn't answer or didn't have an opinion formed about her). And
pay attention: those are the "bad news" for Dilma Rousseff, because her approval rates in March
were tremendously high, even surpassing the ultrapopular President Lula.

YgorCoelho

11:16 PM on 9/24/2011

While I'd broadly agree with the idea that more and more risks are visible in Brazil's road to being a
middle-class country, I think the report was focused mostly, if not only on the bad signs and
especially on the bad data that would confirm the authors' opinion. After all, if inflation has jumped
out of the target, it's been showing signs of slowing down since May or June, and both IMF and
Brazil's Central Bank think that it'll be at about 5.8% a year by the end of 2001, hardly a desperatel
y high inflation. Besides, according to the data from July and August, unemployment keeps going
down and is now at a record low 6.0%. Granted, the creation of jobs is now about 30% lower than
last year, but 2010 was an unusual year for Brazil with almost 3 million jobs created (this year we'll
have about 2 million new jobs). Besides, yesterday new data were published that indicated the
average income of Brazilians keeps growing and is now at a record high. The Gini index also kept
falling down last year. So, while there are some signs of overheatin in some measures, I don't think
the whole situation is already clear enough to allow us to say the "new middle class" is already
coming back to poverty.
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