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e The Brazilian spot FX market recorded net inflows of US$6.3 billion in February 2022, with both the
commercial and financial segments having a relatively equal contribution to the positive outcome. The
former registered net inflows of US$3.0 billion and the latter recorded net inflows of US$3.3 billion during
the month.

e Curiously, February’s result is similar to the amount that the Brazilian spot FX market witnessed on a 12M
basis (net inflows of US$6.8 billion), which reinforces the idea that the recent global asset reallocation wave
responded to a big chunk of the BRL strengthening. In year-to-date terms, this assumption gets clearer,
with the US$1.1 billion net outflows in the commercial segment being more than compensated by the US$9.0
billion net inflows in the financial segment.

e In seasonally adjusted terms, both segments improved last month, but the financial segment continued to
outpace the commercial segment. The latter recorded daily average inflows of US$186 million, while the
former printed daily average inflows of US$247 million. However, we think it is important to note the strong
recovery seen in the commercial segment in February 2022, which may hint at a stronger appetite for
exporters to repatriate their money.

e The gap between the shipped and financial trade balances is still hovering around US$50.0 billion and
indicates that the commercial segment may improve further ahead. Although the Brazilian Central Bank
(BCB) has already stated that part of this money was used to settle external obligations—i.e., the potential
amount to be repatriated is smaller than US$50.0 billion—we believe it will reinforce the BRL strengthening
trend if the repatriation materializes.

e Allin all, the short-term outlook for the BRL remains positive in spite of geopolitical jitters around the globe.
However, we continue to believe that a lasting strengthening of the BRL will hinge on overcoming
uncertainties related to political and fiscal issues on the domestic front.

Figure 1. Spot FX Flows Figure 2. Net Spot FX Flows
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The Brazilian spot FX market recorded net inflows of US$6.3 billion in February 2022, with the US$3.0 billion net inflows
in the commercial segment accompanied by financial segment’s net inflows of US$3.3 billion. Taking a look at the recent
data for seasonally adjusted daily average flows of the different components of the spot FX market, we note that the
anticipation of import payments stalled last month, while the anticipation of export proceeds recovered sharply, which led
to an improvement in the commercial segment’s recent performance. Regarding the financial segment, we witnessed an

expansion in the volume of inflows in February 2022 in seasonally adjusted terms, which outpaced the volume of outflows
in the same terms.

Figure 3. Spot FX Flows — Commercial Segment Figure 4. Spot FX Flows — Financial Segment
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In our view, the improvement observed in both segments may be an indication that prospects for a more protracted
monetary tightening cycle in Brazil has finally started luring exporters to the domestic fixed income market and that the
recent global asset reallocation wave has benefitted financial transactions. However, we think it is also important to note
these prospects have not prevented financial outflows to increase recently in seasonally adjusted terms and have not led
yet to a shrinkage in the gap between the shipped trade balance and their financial settlements—which remains hovering
around US$50.0 billion. In our view, it is likely a reminder that uncertainties persist on the domestic front may also either
drive investors out or keep exporters afraid of repatriating their money into the country—although the trade balance results
continue to surprise on the positive side. Hence, even though we believe the BRL strengthening should remain in the

short term, despite fluctuations wrought by geopolitical issues abroad, we also think that uncertainties on the domestic
front should continue to prevent the move to become a long-lasting trend.

Figure 5. Trade Balance Shipped vs Financial
(USD billion, 12M-to-date)
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