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DECISION BACKGROUND:

Interest rate is a key issue in Brazilian politics and economics.

High interest rates were used as the key factor to control hyperinflation. High inflation rates are a shadow in Brazilian recent past and still are a major concern to Brazilian governments.

In 1994, setting the interest rate at 44% a year - the highest rate in the entire world – was the way chosen to control inflation rates that, at that time, reached 42% a month. In that year, Brazilian currency was changed to Real, which had its value attached to the US dollar.
Despite the decrease in interest rates occurred after the change in the currency policies (Brazilian Real is not attached to US Dollar since 1999, when the exchange rates began to be allowed to flow according to the market forces), the interest rates in Brazil are still one of the highest in the world (17,5% a year today). 

President Lula was elected in 2002, promising to decrease interest rates in order to promote country development and economic recovery (Brazil has been unable to achieve any real economic growth in the last decade). 
Facing threat of inflation increase, caused by lack of market confidence in political stability after President Lula election, Brazilian government increased interest rates during the first year of the president mandate (to 26,5% a year). This increase helped to increase external flow of capital and to decrease international country risk ratings. However, it caused decrease of productive investment and helped to increase unemployment rates and harmed population income levels.

After the interest rates peak in June 2003, the interest rates began to be progressively decreased in Brazil 

At the present time, Brazilian Government faces the decision of what to do in 2004 concerning interest rate setting – increase, keep or decrease interest rates. 

MODEL STRUCTURE:

Our model construction was oriented towards the consideration of objective as well as subjective criteria (such as inflation risk and people self-esteem). This, in fact, was a way to test the Saaty decision model, and to try to evaluate our capacity to use the model to make complex decisions, using criteria generally hard to estimate in numerical terms.

Briefly explaining what are the alternatives, and since Brazilian interest rates are currently set in 17,5% a year, the alternatives as appearing in the model are to:

· Increase interest rates (to take the interest rates to someplace above 20%)

· Keep interest rates (interest rates between 15 and 20%)

· Decrease interest rates (interest rates below 15%).

With the inflation forecasts for 2004 in 7%, the real interest rates will be around 7% below the nominal rates stated above.
The alternatives consider the decision on what would be the best interest rates by the end of 2004 (one year to implement the best alternative).

After considering social, political, economic aspect of risks, opportunities, benefits and costs the model best alternative was to decrease interest rates.
Keep and increase interest rates had very close scores, with keep slightly ahead. 

Normalized scores for the alternatives were Decrease .42, Increase .27, Keep .31. 

Despite the complexity of the issues involved in a decision about interest rates, the model developed, in our opinion, came out with an alternative priority rank which is pretty much adjusted to what we consider to be the best choice to Brazil. 
PERSPECTIVE CONCERNING THE ALTERNATIVES:

At the last Economics Policies Committee – COPOM meeting (in January), Brazilian government decided to keep the interest rates at 17,5%, frustrating the expectations for the beginning of 2004. 
Economic annalists, however, believe that, despite the results of the first meeting of the year, COPOM will start to decrease interest rates progressively during the year, being the forecasted rates for the end of the year very similar to those of the model’s “Decrease” alternative. 
