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Brazil Macro: External Sector

Balance of Payments — September 2020

Current account balance vs Direct investment in the country
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continuation of the Brazilian economic recovery that we
expect in the coming months should lead to some
deterioration in that pace, and September data seems us
to have been a turning point in the recent trajectory of
improvement.

Despite the positive indications shown by the continuation
of the adjustment in the current account balance, we
highlight the behavior of direct investments in the country
(IDP, in the Brazilian acronym), which came in short of our
estimate (USD1.6 billion vs USD2.0 billion) and led volume
in 12-month-to-date terms to decline to USD50.0 billion,
compared with USD73.5 billion in December 2019,
reflecting market participants’ skepticism concerning the
prospects for the Brazilian economy. It is true that IDP
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The release of Brazilian sector data for September 2020
indicates that the current account balance registered a
USD2.3 billion surplus in the period, which was below our
estimate (USD2.7 billion) and the market median forecast
(USD3.0 billion). The outcome reinforces our assessment
that the current account deficit is likely to continue to
shrink in 12-month-to-date terms, as this gauge receded to
USD20.7 billion last month compared with USD50.9 billion
in December 2019. When we adjust figures for their
seasonal pattern and annualize the average of the last
three months (3MMA saar), we get an indication that the
current account balance is running at a rate that indicates
the possibility of generating a USD26.4 billion annual
surplus. However, it is important to bear in mind that the
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volume remains more than enough to finance Brazil's
current account deficit, thus indicating a comfortable
situation regarding Brazilian external financing needs, in
our view, but the downward trajectory is also an indication
to us that the Brazilian economy needs to improve its
business environment in order to lure international
investors. The 3MMA saar outcome indicates that IDP is
running at a rate compatible with a USD19.3 billion inflow,
a level not seen since 2006.

On the other hand, September was the fourth month in a
row in which foreign investors have increased their
portfolio of Brazilian financial assets in the domestic
market (USD1.2 billion), with fixed income bonds
accounting for the bulk of that (USD2.2 billion), whereas
the equity portfolio registered a USD1.0 billion outflow. In
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our view, that is a signal that the risk premium implied in the domestic fixed income market has reached an attractive
level. Curiously, Brazilian investors have also increased their portfolio of foreign financial assets by the same amount
(USD1.2 billion), with a more balanced distribution between equities and mutual funds (USDO0.5 billion and USDO0.6
billion, respectively). That amount is in line with the average monthly flows observed this year, and, in our opinion, it is
not evidence that Brazilian citizens are sending their money out of the country in an uncontrolled fashion.
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