& Santander

Macroeconomic Research

BRAZIL MACRO January 4, 2023

DATA ANALYSIS — EXTERNAL SECTOR

Jankiel Santos*

W AITING FOR A NSWERS jankiel.santos@santander.com.br

+5511 3012-5726

e The Brazilian spot FX market registered net outflows of USD12.5 billion in December 2022, stemming from
negative figures in both the commercial and financial segments (net outflows of USDO0.5 billion and USD12.0
billion, respectively). Despite the negative performance last month, the country managed to register net
inflows of USD9.6 billion for full year 2022—the largest amount since 2012 (USD16.7 billion)—as net inflows
of USD34.3 billion in the commercial segment more than offset net outflows of USD24.7 billion in the
financial segment, a replay of the mix recorded in 2021.

e However, the annual positive result masked a change in the seasonally adjusted trend for the segments at
the margin: the commercial segment has lost steam since 2Q22, while the financial segment has
strengthened. We consider this is a curious development, especially given that (i) the Brazilian trade
balance reached a record surplus last year, which should have led exporters to repatriate export revenue
into the country, and (ii) electoral uncertainty increased between 3Q22 and 4Q22, which should have curbed
foreign investors’ interest in putting money into Brazil. Regardless of this oddity, the upshot is that spot
FX flows continued to point toward a positive balance, when we consider the aggregate trajectory of their
3MMA-saar gauges.

e Thecommercial segment’s loss of steam has also translated into a deceleration in the shrinkage of the gap
between the shipped trade balance and its financial settlements in 12-month terms. According to our
calculations, after declining to USD27.2 billion in October 2022 from USD55.7 billion in March 2022, the gap
ended 2022 at USD28.0 billion.

o Will exporters cause the gap between the shipped trade balance and its financial settlements to resume
shrinking? Will foreign investors continue to put money into the country? We believe the answers to these
guestions will require a clear picture of the economic measures that the newly-sworn-in administration
could announce in the coming weeks.

Figure 1. Spot FX Flows Figure 2. Net Spot FX Flows
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The Brazilian spot FX market recorded net outflows of USD12.5 billion in December 2022, with both the commercial and
financial segments registering negative figures in the period (USDO.5 billion and USD12.0 billion, respectively). Hence,
for full year 2022, the country registered net inflows of USD9.6 billion, which was the largest volume since 2012, when
the Brazilian spot FX market reported net inflows of USD16.7 billion. Looking at the recent data for seasonally adjusted
daily average flows of the different components of the spot FX market, all of them receded last month, but the commercial
segment managed to eke out a still positive result, while the financial segment swung back into negative territory after a
two-month streak of net inflows. Despite the divergent figures in December, they indicate to us that the 3MMA-saar gauges

of the commercial and financial segments’ daily averages continued to imply a declining trajectory for the former and the
opposite trend for the latter.

Figure 3. Spot FX Flows — Commercial Segment Figure 4. Spot FX Flows — Financial Segment
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In our view, this dichotomy could indicate on the one hand that the prospect of continued high interest rates in Brazil has
stopped luring exporters to the domestic fixed income market and kept the gap between the shipped trade balance and
its financial settlements at its recent lows—the gap ended 2022 at USD28.0 billion, barely changed compared with the
USD27.5 billion reported in November. On the other hand, it could also indicate that foreign investors have become more
confident in the prospects for the Brazilian economy in the near future. In our view, this backdrop could provide some
insulation against episodes of extreme BRL weakening in the coming months. Nonetheless, will exporters cause the gap
between the shipped trade balance and its financial settlements to resume shrinking? Will foreign investors continue to
put money into the country? We believe the answers to these questions will require a clear picture of the economic
measures that the newly-sworn-in administration could announce in the coming weeks. Hence, as uncertainties on the

domestic front and turbulence on the international front persist, we still see limited room for the BRL to show durable
strengthening anytime soon.

Figure 5. Spot FX Flows Figure 6. Trade Balance Shipped vs. Financial
(USD billion, BMMA-saar) (USD billion, 12M-to-date)
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