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SUMMARY OBSERVATIONS

1. Since its last Trade Policy Review in 2004, Brazil has continued with the gradual modernization and streamlining of its trade regime, while also increasing average tariff protection.  Building on sound macroeconomic policies and previous and recent reforms, Brazil was able to take advantage of a favourable global economic environment to achieve solid economic growth but the current world economic slowdown presents new challenges.  In order to meet these, Brazil needs to press on with its efforts to give additional impetus to trade and investment, including lowering effective tariff protection, reducing the use of import prohibitions, and providing greater predictability to the foreign investment regime.  Solving the long-standing problem of high domestic interest rate spreads would also encourage trade and investment, and thus productivity.  These and other steps to promote market competition and an efficient allocation of resources would help Brazil sustain economic growth and continue improving the living standards of its population.

(2) Economic Environment

2. After expanding by just 1.1% in 2003, the Brazilian economy grew at an annual average rate of 4.5% during 2004-07, which reflected strong domestic demand and a favorable external environment.  Growth attained an annualized rate of 6% in the first half of 2008;  however, it is expected to have slowed since, as a result of weaker global activity.  Brazil's macroeconomic policies have continued to focus on achieving primary fiscal surpluses and inflation targets.  Despite posting a primary surplus and reduced interest payments, the overall consolidated public sector has remained in deficit (2.1% of GDP in the first half of 2008).  The inflation rate decreased until 2007 but picked up in 2008, to 6.4% in the twelve months to October.  Brazil maintains a floating exchange rate regime, with the exchange rate fluctuating significantly in both directions during 2003-08.  Foreign exchange regulations were liberalized although without resulting in a full convertibility of the Brazilian real.

3. During the review period, Brazil posted deficits in its services and income balances, which were more than offset by trade balance surpluses.  Brazilian merchandise imports take mostly the form of manufactures.  Brazil is an important exporter of both manufactured and primary products and has benefitted considerably from strong global demand and high commodities prices.  Reflecting this, Brazilian exports performed strongly during the review period, increasing at a nominal average annual rate of almost 22% in U.S. dollars terms between 2003 and 2007;  imports grew even faster, attaining a rate of 26% during the same period.  Nevertheless, Brazil's trade in goods and services as a proportion of GDP fell slightly during the period under review, to about 26% in 2008.
4. Brazil is a genuine global trader, with considerable diversification in the geographic distribution of its exports and imports.  During the period under review, the shares of Brazil's two-way trade with the European Communities and the United States decreased, while increases were recorded in exports to Argentina and China and imports from China and certain African countries.  
(3) Trade Policy and Investment 
Framework

5. Brazil considers the multilateral trading system to be at the core of its trade regime.  It is an original Member of the WTO, and an active participant.  As such, Brazil has submitted numerous proposals to various WTO bodies and took part in the GATS negotiations on telecommunications and on financial services.  In contrast, however, Brazil did not ratify the Fourth Protocol, on telecommunications, and, as at November 2008, was still in the process of ratifying the Fifth Protocol, on financial services.  Brazil has made a large number of notifications to the WTO but as at end 2008 certain notifications were yet to be submitted, for instance under the Agreement on Agriculture.  Since its last Review, Brazil had recourse to the WTO dispute settlement mechanism on one occasion as a complainant and on two occasions as a defendant.  Brazil has been participating actively in the development of the Aid-for-Trade process, playing a twofold role, both as recipient and as donor.

6. Brazil considers preferential trade agreements as a valuable complement to the multilateral trade system.  It is a full member of the Southern Common Market (MERCOSUR).  Although this is by far Brazil's most important preferential agreement in terms of value of trade, only some 10% of its merchandise trade takes place with MERCOSUR members.  

7. As part of MERCOSUR, Brazil has preferential trade agreements with Bolivia, Chile, Colombia, Cuba, Ecuador, Mexico, Peru, and Venezuela.  Brazil also has bilateral preferential agreements with a few LAIA members.  Also as part of MERCOSUR, Brazil is at different stages of negotiating or ratifying preferential trade agreements of diverse scope with Egypt, the European Union, the Gulf Cooperation Council, India, Israel, Jordan, Morocco, the Southern African Customs Union and Turkey.

8. No major changes have been introduced to Brazil's foreign investment regime during the period under review.  Foreign and Brazilian investors receive in principle the same treatment but specific laws may impose restrictions on foreign investment;  thus, foreign participation is restricted in areas such as rural property, health, the mass media, as well as maritime and air transport.  

9. Brazil has signed bilateral investment agreements with several countries, including within MERCOSUR;  however, none of these agreements is in force due to concerns expressed in Congress about their constitutionality.  In view of the scope in the national legislation to restrict foreign investment, and Brazil's limited international obligations in this area, accepting new GATS commitments would allow Brazil to enhance the predictability of its investment regime.

(4) Market Access for Goods

10. Brazil has continued to take gradual steps to simplify and modernize its customs procedures.  For example, it introduced an express import declaration regime for frequent importers, and streamlined inspection procedures. 

11. Brazil increased overall tariff protection;  the simple average applied MFN tariff rose from 10.4% in January 2004 to 11.5% in January 2008.  This was mainly due to an increase of 1.1 percentage points in the average tariff of non-agricultural products to 11.6%;  the average for agricultural products (WTO definition) remained practically constant, at 10.1%.  The highest rate of 35% applies to 4% of all tariff lines, including tyres, textiles, clothing, and motor vehicles.  Brazil's tariff structure still shows low dispersion but the presence of tariff peaks and escalation increases the effective rates of tariff protection.  All tariffs applied by Brazil are ad valorem.  

12. Brazil's entire tariff schedule is bound at an average of 30.2%.  Reducing bound rates to close the gap between them and applied tariffs would further increase the predictability of Brazil’s trade regime.

13. Brazil continues to be an active user of anti-dumping (AD) measures.  At end-October 2008, it had 63 AD measures in force, affecting the exports of 23 trading partners.  Most of these measures take the form of specific duties;  the average duration of an AD measure in place is some 6.4 years.  The number of AD investigations initiated and of provisional AD measures applied since 2004 has increased compared with the previous review period, but the number of new definitive AD duties (28) was only marginally higher.  Brazil also has two countervailing measures in force.  Since 2002, it has applied one safeguard measure, on grated coconut;  this safeguard is not applied to MERCOSUR members nor to most developing countries.  

14. Brazil imposes import prohibitions on virtually all used consumer goods, including motor vehicles, as well as on certain grapes and grape juices to be used in the production of wine, and wine transported in containers larger than five litres.  Brazil uses both automatic and non-automatic licences;  the latter affect slightly more than one third of all tariff lines.  Licences are not issued for the importation of retreaded tyres, except from MERCOSUR;  this exception was found inconsistent with multilateral rules by a WTO Panel.

15. Since Brazil's last Review, there have been only a few changes in the legal and institutional framework governing technical regulations and sanitary and phytosanitary (SPS) measures;  among other changes, guidelines were introduced for the adoption of technical regulations and new rules issued for genetically modified organisms.  The authorities indicated that they are taking steps to ensure that notifications for both technical regulations and SPS measures are made within the multilaterally recommended periods.

(5) Measures Affecting Exports

16. No major modifications have been made to Brazil's export procedures since its previous Review, except for the abolition of the need for exporters to engage in foreign currency sale contracts.  Brazilian legislation allows for the application of an export tax of 30%, which can be decreased or increased (up to 150%).  Taxes may in principle be applied to all exports, but in practice are levied only on leathers and skins, arms and  ammunition, and cigarettes.  Exports of dual-use goods are subject to non-automatic licences.  

17. Brazil seeks tax neutrality for its exports through schemes such as drawback systems, and no indirect taxation on exports.

18. Brazil implements a number of financing, insurance, and guarantee schemes aimed at promoting exports.  The Export Financing Programme (PROEX) is one of Brazil’s main tools to support exports.  The Programme is aimed at providing access to credit to companies that would otherwise have difficulties obtaining it, or would be able do so only at the high market interest rates prevailing in the domestic economy.  The manner in which PROEX was applied to aircraft exports was challenged in the WTO, and its procedures were modified twice during the period under review after the DSB determined that they constituted an export subsidy.  In certain cases, the BNDES-EXIM programme provides preferential export credits linked to domestic content.
(6) Other Measures Affecting 
Trade

19. Assistance to production and investment in general is granted mostly through official credit.  Some 30% of total credit in 2008 went to earmarked activities, with the national development bank (BNDES) managing more than half of it.  Such credit is made available at rates significantly below the interest rates prevailing in the domestic market;  in some cases official credit is linked to local‑content requirements.  

20. Brazil has notified to WTO that a number of regional assistance programmes provide subsidies for the development of particular regions, and for research and development.  Incentives for regional development are also provided through the free-trade zones regime.

21. During the review period, Brazil has strengthened its competition policy regime, but challenges remain in its implementation.  New legislation is under consideration to enhance the powers of the competition authority, including to conduct pre-merger examinations.  The legal framework for production and investment is somewhat complex due to the large number of taxes, incentive schemes, and procedures.  Measures to reduce tax complexity and to eliminate distortions and fiscal competition, among other tax reforms, could produce large economic gains.

22. The State controls a significant number of entities covering a wide range of activities.  State ownership reflects a policy decision that government control is appropriate to accomplish strategic objectives while not excluding privatization.  

23. Brazil has taken steps to increase transparency in its government procurement regime.   Procurement is based on best-price criteria when tendering is used, although in practice over 40% of procurement contracts take place under some kind of waiver from tendering requirements.  In general national treatment is afforded to foreign suppliers legally established or represented in Brazil except when deciding between identical offers.  A preference margin of up to 10% for micro and small enterprises was introduced in 2006.  Brazil is a not a party to the GPA;  joining it would increase the predictability of its trade regime and could result in benefits to taxpayers by reducing procurement costs, and to the domestic producers that could realistically compete for contracts in foreign markets.  

24. Brazil's legislation covers all the major aspects mentioned in the TRIPS Agreement.  In 2007, Brazil passed new legislation on layout designs of integrated circuits.  Parallel imports of goods embodying IPRs covered by the Industrial Property Law are not allowed, while decisions on parallel imports covered by the Copyright Law are taken on a case-by-case basis.  Brazil issued one compulsory licence for an anti-HIV drug, which allows the importation of generic versions of the drug or the manufacture of a domestic version at government laboratories.

(7) Sectoral Policies

25. Agricultural production has a relatively low level of tariff protection but is supported through several domestic assistance programmes, with many aimed at providing low cost credit, especially to small-scale farmers.  Guaranteed prices for a number of products are also used to support agriculture.  Although the value of assistance to agriculture in Brazil is low compared with the average in OECD countries, the interventions in both the credit and agricultural domestic markets are distorting forms of support.  Moreover, this assistance could affect global markets of agricultural products for which Brazil is a large exporter.

26. Private companies established in Brazil are allowed to take part, through concessions, in the petroleum and gas sector.  In practice, state-controlled PETROBRAS has a dominant position in the sector, holding virtually all of Brazil's refining capacity and being the key price-setter for petroleum-based fuels in the domestic market.  The granting of exploration and extraction concessions, and the construction of PETROBRAS' new oil platforms are contingent upon local-content requirements.  Discussions are under way on possible changes to the sector's regulatory framework in the light of recent petroleum discoveries.  The State also has a dominant presence in the electricity sector.

27. Brazil has historically given priority to the development of its manufacturing sector.  To this end, it provides favourable conditions for long-term financing as well as assistance through border measures, such as tariff peaks and tariff escalation, and internal instruments like tax concessions.  It would be important to ensure that industrial policy does not make it more difficult for other sectors to attract factors of production, thus hindering their growth.  Moreover, reducing the levels of effective tariff protection would help reduce consumer prices, and encourage greater productivity, in particular in industries where Brazilian producers are already world-class players.  

28. The services sector accounts for almost two thirds of Brazil's GDP.   Brazil is a net importer of services, and runs a traditional deficit in the services account.  Brazil's specific commitments under the GATS cover only 38 of the 160 services subsectors or 7 of the 12 broad areas defined in the Services Sectoral Classification List. 

29. As noted, Brazil has not ratified the Fifth Protocol but amendments made in 2007 to its insurance legislation may make this possible.  Among other things, the amendments allow, under certain conditions, the cross-border supply of insurance services, which was forbidden before.  Although in practice the establishment of new foreign financial institutions is allowed, this requires approval by Presidential Decree.  

30. The degree of financial intermediation in Brazil increased during the period under review.  Interest rates spreads were reduced but, at some 28 percentage points in November 2008, remain wide.  Moreover, medium and long-term financing in Brazil is available almost exclusively from state banks, at interest rates considerably below those that would likely prevail under free-market conditions.  These palliative measures are no substitute for identifying and correcting the causes of the high cost of credit in Brazil.  

31. Brazil has no GATS specific commitments in the telecommunication sector.  Although the Executive Branch has the right to limit new foreign participation in telecoms, in practice any company regardless of the origin of capital has been allowed to invest in the sector.  Foreign participation in paid cable television services is limited to 49% of voting shares.  Brazil's telecom regulatory structure follows international best practice, and during the review period the authorities aimed to improve it by introducing several changes.  Strengthening the regulatory agency would consolidate this process.

32. Brazil's air transport sector continued to face problems during the period under review.  Market concentration remains high, which may reflect in part the requirement that domestic air transport be provided only by companies managed by Brazilians and in which 80% of voting rights are in Brazilian hands.  All major airports are owned and operated by the State.  Moreover, in spite of revisions to make them more flexible, Brazil's bilateral air agreements establish relatively strict conditions for the provision of services.  Consumers may, benefit from measures to foster greater competition and service quality, including the relaxation of existing restrictions on foreign investment.

33. In principle, only Brazilian flag vessels may engage in cabotage activities or in the transportation of:  public entities' cargoes;  goods benefiting from official fiscal or credit programmes;  and imports and exports of crude oil and derivatives produced in Brazil.  Brazil requires reciprocity in international maritime transportation services.  Brazil applies a tax, the AFRMM, on the cost of maritime freight;  the rate applied on international routes is 25% while that on cabotage is 10%, with exports excluded from the tax.  The tax does not apply to operators from countries with which Brazil has agreements in this respect.  Proceeds from the AFRMM are used to finance the domestic shipbuilding industry, with financing subject in some cases to local-content requirements.  Brazil collects a lighthouse fee (TUF) exclusively on foreign flag vessels.
