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Upcoming Data: The Final Cut 

Goodbye monetary easing: The Brazil Central Bank (BCB) meets next week to decide on its policy rate (Selic). We 
maintain our call for a 25-bp cut (to 6.25%), which, in our view, will be the last one in a long (19 months) and deep 
(800 bps, if we are proven right) monetary easing cycle. The recent deterioration in financial markets moved the 
embedded probability of a 25-bp cut in the futures market from almost consensus to around 72% and triggered a 
discussion about the adequacy of a new rate cut amid growing uncertainty and risk aversion (see the table below). 
Nevertheless, we believe that the BCB can still follow the flight plan it traced in the minutes of its March meeting, where it 
affirmed that, for the following meeting, it “views an additional moderate monetary easing as appropriate”. Inflation 
indicators and expectations remain well-behaved (see “What’s New” below), whereas the recovery in economic activity 
has been looking weaker than previously expected. Moreover, Governor Ilan Goldfajn, in an interview with GloboNews 
last Tuesday night, downplayed the recent BRL weakness (saying that it is more of a matter of a global USD 
strengthening) and highlighting that “in an inflation target regime, the Central Bank looks at inflation, expectations, and 
economic activity”, adding that “this is what matters for the decision”.   

Selected Financial and Economic Indicators, Behavior Between Copom Meetings 

Market prices 20-Mar 11-May Change 

BRL/USD rate 3.30 3.56 8.0% 

5-year CDS  161 181 20 bp 

1-year rate 6.60% 6.52% -8 bp 

1-year breakeven inflation 4.07% 4.45% 38 bp 

5-year rate 9.22% 9.48% 26 bp 

Crude oil WTI (USD) 63 71 12.7% 

Crude oil WTI (BRL) 209 254 21.7% 

CRB Food (USD) 341 356 4.5% 

CRB Food (BRL) 1,124 1,268 12.8% 

Market expectations* 20-Mar 04-May Change 

2018 CPI inflation (12m, year-end) 3.62% 3.49% -13 bp 

2019 CPI inflation (12m, year-end) 4.20% 4.03% -17 bp 

12-month CPI inflation, year ahead 3.99% 4.12% 13 bp 

2018 GDP growth 2.83% 2.70% -13 bp 

2019 GDP growth 3.00% 3.00% 0 bp 

* Median of expectations in the Focus weekly survey. Sources: Brazil Central Bank, Bloomberg, Anbima, Santander. 



 

 
 

Hello exchange rate pass-through: Following a 7.8% rise in the BRL/USD exchange rate since the beginning of the 
year, we economists are revisiting our exchange rate pass-through models, trying to evaluate to what extent rising import 
prices could contaminate current and expected future inflation. Perhaps not coincidentally, in its latest Quarterly Inflation 
Report (published in the week after the March rate decision), the BCB itself proposed a model to assess the impact of a 
weaker BRL on CPI inflation. For a 10% permanent nominal depreciation in the nominal BRL/USD exchange rate, the 
BCB estimated a 0.9% price increase at the end of the first year following the currency movement. Estimates for that 
coefficient from our (simpler) models are significantly lower, ranging from 0.5% to 0.6%. In the aforementioned interview , 
Governor Goldfajn also mentioned that the impact on inflation of rising oil prices and USD depends on economic activity 
and how well-anchored expectations are – indeed, in our view, an abnormally deep output gap, a feeble demand 
recovery, and inflation expectations still below the target midpoints for 2018 and 2019 should give the BCB decent 
leeway to focus on the second-order effects of the currency depreciation to core inflation readings. We keep our 
forecasts for year-end 2018 and 2019 12-month inflation at, respectively, 3.5% and 4.0%, which, in our view, will lead the 
BCB to hold the Selic rate at 6.25% until 2H19 (see our report, Lower for Longer: We Expect 2019 Year-End Selic at 
7.5%, from April 12 for more details). 

During the recent bout of market price volatility, BCB has been consistent with the floating exchange rate 
regime, reaffirming that it will only act to avoid distortions in the market, not targeting any particular FX level. 
We continue to believe that a BRL/USD rate at 3.50 is compatible with Brazil’s (rather strong) fundamentals. That level is 
still our year-end forecast, though we must recognize that the combination of rising global risk aversion, low interest rate 
differentials, and the proximity of an uncertain election can keep the real under pressure over the next few months (see 
our report Falling Interest Rate Differentials Leading to BRL Weakness, from March 28). Hence, exchange rate pass-

through is likely to remain as a latent concern. 

Also next week two relevant data points will be added to the final 1Q18 GDP growth estimates: on Tuesday, IBGE 
releases its monthly volume of services survey (we expect a -1.5% m/m change); on Wednesday, the BCB publishes its 
monthly GDP proxy (IBC-Br – we expect a -0.6% m/m change).   

What’s New: April Inflation Below Expectations 

April CPI inflation came in below our expectations, at 0.22% m/m (2.76% y/y). Most of the surprise was explained by 
meals at restaurants (within the services sub-index), whose prices fell 0.22% in the month. Foodstuff continues to drag 
headline inflation down (at -4.7% y/y), but in-line with our forecast. Core inflation remains around 3% y/y, still comfortably 
below the target midpoint. We project May headline inflation at 0.34% m/m (2.79% y/y) and maintain a 3.5% y/y forecast 
for year-end – recent surprises (-22 bps between March and April) should offset the exchange rate pass-through so far, 
in our view. 

March core retail sales surprised to the upside, growing 0.3% m/m and 6.5% y/y. Household consumption should, in 
our view, continue to be the main driver of growth on the demand side, and this indicator was a relief to a string of 
disappointing 1Q18 economic activity indicators. We still attribute a downside risk to our 2018 GDP growth forecast, 
currently at 3.2%.  

In-Depth Research: Time for a Lower Inflation Target 

In Monetary Policy: The Good Convergence (May 9, 2018), we defend that the National Monetary Council should set a 
significantly lower inflation target for 2021, around 3% (the decision is due next June). BCB’s renewed credibility on the 
back of a successful disinflation process should reduce the cost of the convergence towards an inflation target close to 
the average of other upper-middle income countries, with the benefit of reducing nominal interest rates. Additionally, a 
permanently lower inflation would be a step toward the goal of removing inflation from the decision-making processes of 
people and companies. 

Political Agenda: No Country for Outsiders 

Former Chief Justice Joaquim Barbosa announced this week on Twitter that he is out of the presidential race, 
significantly reducing the possibility of a strong candidacy from an outsider (potential candidates should have joined a 
party by April to be allowed to run). Barbosa had between 9% and 10% in the latest Datafolha poll (April 13). Even with 
such strong contender out, we believe that polls over the next couple of months are unlikely to bring any significant 
change to the current (fragmented) scenario: it’s not evident that someone could capture most of Barbosa’s spoils, and 
coalitions should only start to be formed closer to the beginning of the party conventions/primaries period, on July 20. 



 

 
 

After several delays, the Lower House approved last Wednesday night a core version of the cadastro positivo 
(credit bureau) bill, which allows banks to share information on their costumers’ creditworthiness and enables the 
creation of a credit score system. The bill can still amended (thus significantly modified) by the Lower House next week 
before returning to the Senate, which is responsible to revise it before sending it to presidential sanction. The vote on the 
amendments is scheduled for next Tuesday, according to the Speaker of the House. 

Chart of the Week: BRL Valuation 

The recent BRL weakening moved the currency back to the undervalued territory against the USD, considering the 
deviation from the long-term average of the real effective exchange rate index calculated by BCB. Among a sample of 
other EM and major currencies, only the Turkish lira, the Polish zloty, the Mexican peso, and the Argentine peso 
devalued against the BRL since the latest DXY trend started, on April 16. 

Real Effective Exchange Rate Index BRL/USD -- % 
Deviation from Long Term Average 

BRL Crosses, % Change Since April 16 

  

Grey lines: +/- 1/2 standard deviations. Sources: Brazil Central Bank, 
Santander. 

A positive change indicates that the respective currency strengthened 
against the BRL. Sources: Bloomberg, Santander. 

 

Number of the Week  Quote of the Week 

73.6% 

The share of Argentina in Brazil’s 
exports of light vehicles over the 
past 12 months was 73.6%, 
according to data from the 
Ministry of Industry, Foreign 
Trade, and Services. The auto 
sector is likely to be one of the 
most affected should the 
neighboring country dives into 
recession. 

 

The Brazilian citizen will constantly be 
hostage of that [political] system. You 
cannot change it. That system contains 
blocking mechanisms that serve to curtail 
the citizen’s choices. 

— Joaquim Barbosa, former Chief Justice, in 
interview with Valor (May 9, 2018), after 
announcing that he gave up on running for 
president. 

What We’ve Been Reading 

 “Former Chief Justice withdraws from Brazil election,” by Joe Leahy and Andres Schipani (Financial Times). Some 
opinion on the key political event of this week. 

 “Will Brazil’s Crackdown on Corruption Continue?,” by Eduardo Mello and Matias Spektor (Foreign Affairs). The 
authors believe that the October elections can either reform or perpetuate the old political system, with institutional 
arrangements favoring the latter. 
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 Fiscal Adjustment in Latin America and the Caribbean: Short-Run Pain, Long-Run Gain? (Semiannual Report, Office 
of the Regional Chief Economist, The World Bank). Though it is not surprising to see the World Bank recommending 
fiscal prudence, it’s interesting to see their results, which include suggesting tax hikes to countries with low initial tax 
rates (unfortunately not the case of Brazil). 

 Corporate Debt in Latin America and its Macroeconomic Implications, by Esteban Pérez Caldentey, Nicole Favreau-
Negront, and Luis Méndez Lobos (Levy Economics Institute Working Paper No. 904). An analysis of firms’ leverage 
using a Minskyan framework. 

Recent Publications (Available on Our Website) 

 Monetary Policy: The Good Governance (May 9, 2018) 

 Infinite (Trade) War: Does It Matter for Brazil? (May 2, 2018) 

 Stickernomics – What Do the Prices of Soccer Stickers Around the World Tell Us About Exchange Rates (April 24, 
2018) 

 Lower for Longer: We Expect 2019 Year-End Selic at 7.5% (April 12, 2018) 

 Falling Interest Rates Leading to BRL Weakness (March 28, 2018) 

 NPLs Improving More Than Meets the Eye (March 26, 2018) 

  



 

 
 

CONTACTS / IMPORTANT DISCLOSURES 

Macro Research 
Maciej Reluga* Head Macro, Rates & FX Strategy – CEE maciej.reluga@bzwbk.pl 48-22-534-1888 
Sergio Galván* Economist – Argentina sgalvan@santanderrio.com.ar 54-11-4341-1728 
Maurício Molan* Economist – Brazil mmolan@santander.com.br 5511-3012-5724 
Juan Pablo Cabrera* Economist – Chile jcabrera@santander.cl 562-2320-3778 
Diana Ayala Economist - Colombia diana.ayala@santander.us 212-350-0979 
Tatiana Pinheiro* Economist – Peru tatiana.pinheiro@santander.com.br 5511-3012-5179 
Piotr Bielski* Economist – Poland piotr.bielski@bzwbk.pl 48-22-534-1888 
Marcela Bensión* Economist – Uruguay mbension@santander.com.uy 5982-1747-5537 

Fixed Income Research 
Diana Ayala Macro, Rates & FX Strategy – Latin America diana.ayala@santander.us 212-407-0979 
Juan Arranz* Chief Rates & FX Strategist – Argentina jarranz@santanderrio.com.ar 5411-4341-1065 
Juan Pablo Cabrera* Chief Rates & FX Strategist – Chile jcabrera@santander.cl 562-2320-3778 
David Franco* Macro, Rates & FX Strategy – Latin America david.franco@santandergcb.com 44-207-756-6633 
Aaron Holsberg Head of Credit Research aholsberg@santander.us 212-407-0978 

Equity Research 
Christian Audi Head LatAm Equity Research caudi@santander.us 212-350-3991 
Andres Soto Head, Andean asoto@santander.us 212-407-0976 
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564 
Nicolas Schild* Head, Chile nschild@santander.cl 5622-336-3361   
Valder Nogueira* Head, Brazil jvalder@santander.com.br 5511-3012-5747 
Pedro Balcao Reis* Head, Mexico pbalcao@santander.com.mx 5255-5269-2264 

Electronic Media 
Bloomberg SIEQ <GO> 
Reuters Pages SISEMA through SISEMZ 

 

This report has been prepared by Santander Investment Securities Inc. ("SIS"; SIS is a subsidiary of Santander Holdings USA, Inc. 
which is wholly owned by Banco Santander, S.A. "Santander"), on behalf of itself and its affiliates (collectively, Grupo Santander) and is 
provided for information purposes only. This document must not be considered as an offer to sell or a solicitation of an offer to buy any 
relevant securities (i.e., securities mentioned herein or of the same issuer and/or options, warrants, or rights with respect to or interests 
in any such securities). Any decision by the recipient to buy or to sell should be based on publicly available information on the related 
security and, where appropriate, should take into account the content of the related prospectus filed with and available from the entity 
governing the related market and the company issuing the security. This report is issued in Spain by Santander Investment Bolsa, 
Sociedad de Valores, S.A. (“Santander Investment Bolsa”), and in the United Kingdom by Banco Santander, S.A., London Branch. 
Santander London is authorized by the Bank of Spain. This report is not being issued to private customers. SIS, Santander London and 
Santander Investment Bolsa are members of Grupo Santander. 

ANALYST CERTIFICATION: The following analysts hereby certify that their views about the companies and their securities discussed 
in this report are accurately expressed, that their recommendations reflect solely and exclusively their personal opinions, and that such 
opinions were prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and 
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or 
views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates is not 
pegged to the pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from the 
businesses and financial transactions carried out by Grupo Santander and any of its affiliates: Luciano Sobral*. 

*Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under 
FINRA rules, and is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2242 and 
Incorporated NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held 
by a research analyst account.  

The information contained herein has been compiled from sources believed to be reliable, but, although all reasonable care has been 
taken to ensure that the information contained herein is not untrue or misleading, we make no representation that it is accurate or 
complete and it should not be relied upon as such. All opinions and estimates included herein constitute our judgment as at the date of 
this report and are subject to change without notice. 

Any U.S. recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to 
effect any transaction in any security discussed herein should contact and place orders in the United States with SIS, which, without in 
any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the U.S. 
Securities Exchange Act of 1934) for this report and its dissemination in the United States. 

© 2018 by Santander Investment Securities Inc. All Rights Reserved. 
 

 

 

 


