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Brazilian New Government Starting Point on Macro Fundamentals 
Couldn’t Have Been Better 

The Positive side:

Balance of Payments & Reserves
• Brazil remain with a strong balance of payments with an elevated trade balance, small current account deficit easily financed by FDI 

(foreign Direct investments) & portfolio investments.
• Strong reserves of USD 370 billion approximately

Monetary Policy
• We have now the lowest SELIC Rate (6.5%) in history,
• An Almost independent Central Bank (acts independently but not legally independent)
• An Inflation Target regime that has increased confidence in Central Bank and has gained over inflation expectations

Inflation
• Inflation and inflation expectations in Brazil is well anchored with both expectations for 2019/20
• below Central Bank target of 4.25% and 4.15% respectively.
• Last Focus survey are showing inflation expectation for 2019 and 2020 at 3.87% and 4.0% respectively
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The Negative Side:

Fiscal Deficit & Problems
• The fiscal situation in Brazil is a dire problem from past Governments and a reality check for the new one
• The main causes are: Large and growing Social Security deficit; Higher mandatory (current) expenses that even led to spending cap 

during Temer; Budget rigidity
• The main consequences are: low levels of public investments, crowding-out of private investments and fiercely dispute and fiercely 

dispute for scarce resources within Government
• Elevated Debt/GDP (78%)

Growth
• Lackluster growth due to low levels of investments and a recession that stills weight down on consumption and labor, but
• Economic growth is resuming at low pace with markets projecting between 2.5 to 3% for 2019 and 3% for 2020

Solution = Reforms
• Social Security reform is probably the most important and the government proposal is probably the one who addresses the problem 

seeking for savings above R$ 1 trillion in 10 years
• And the others reforms like taxation, political
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A Strong Economic Central Bank Teams are Supportive for a Road of Recovery

Monetary Policy
• SELIC rate at the lowest level in Brazilian history and expected to remain at 6.5% in 2019 and 7.25% for 2020. 

Is it too low or still room to fall? 
First copom meeting with Roberto Campos (new CB president) was neutral but markets was implying and pricing the possibility of 
lower rates. 

• Inflation Expectation below Central bank targets for the next few years
• Wide output gap implying that growth can resume without being inflationary
• New Government agenda of reforms should support lower level of Interest rates for longer

Brazilian Foreign Exchange – A Struggle Between Flows & Fundamentals
• Foreign Direct Investments (FDI) remains strong but with lesser quality due to higher intercompany loans. Nevertheless, it still a higher 

percentage of GDP and easily financing Brazil current account needs
• Portfolio Investments is on a waiting mood not adding to inflow at the moment. Reforms are key to the return of foreign investors
• External scenario is still the main risk but level of FX is positive for trade balance and reduced current account deficit
• High levels of reserve has been a safety protection on global crises
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The worst for Brazilian Corporations is Over After Years of Recession and Commodity 
Slump

The Positive side:
• The worst of recession has been left behind with high level of production slack a positive for future growth without risk of elevated 

inflation
• Corporate debt levels have been mostly addressed in the past few years leaving major companies well postioned and capitalized for 

a “secular” growth
• Credit Cycle – There are positive signs for credit growth:

Lower utilization of credit for both consumption and investments offer an opportunity in several sectors to lead growth   based on 
credit: Real Estate, Infrastructure, and energy 
There is availability of credit as well as growing capital markets and well capitalized bank system

The Negative Side:
• Growth potential due remains low due to lower capacity utilization (economic slack) and productivity
• Growth expectation around 2.5% for 2019 and 3% for 2020 are still far from what is needed to recover the 8% of GDP lost in the 

previous recession (2015-2017)
• Uncertainty about the reform agenda by the new government still delaying the economic recovery
• Growth is of key importance for Brazil
• Quality of growth – credit vs investments
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Government Focused on The Right Agenda but Delivery of It is of Maximum 
Importance

Government:
• There are 3 major support for the new government: The economic team; The justice & corruption agenda led by Sergio Moro and the 

military group
• What are the real agenda of the new Government? 

An economic one with focus on fiscal sustainability, growth and corruption, or
The Social & Cultural agenda focused on conservative approach

• Does the Government have enough support to tackle both?

Political:
• The political agenda may not necessarily be the Government one. Could it pose a treat to reforms?

On the positive side, there is overall support for Government agenda of reforms, but coordination of a strong party base is of KEY 
importance
The opposition is far from being cohesive and organized to pose a significant treat to government proposal

• The beginning of new Government has been somewhat problematic with disperse agenda, lack of leadership in congresss, and 
difficulty in agglutinate the center toward its cause

• New Congress:
There was a significant renewal of congressmen in both lower and upper houses. A new congress can make more difficult to 
coordinate a supporting base for the Government. 
There was a significant change in how the Government was constitute and how it intend to negotiate with Congress
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A STRUCTURAL CHANGE IN GOVERNMENT:
From State Intervention TO a Liberal Agenda
Strong Economic Team TO Deliver Reforms Needed

A POSITIVE AGENDA: 
Fiscal & Tax Reforms
Privatizations
Fiscal Decentralization
Deepening Role of Private sector in the Economy

A GROWING DEMAND FOR CHANGES
Bolsonaro Elected TO Implement Changes
New Politics vs Old politics



THANK YOU
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