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Brazil Macro: External Sector
Weekly Spot FX Flows: November 23-27
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Based on that, the Brazilian spot FX flow has registered a
total net inflow of USDO.3 billion so far this month, which
meant a net outflow of USD19.7 billion in year-to-date terms
at the end of last week.

The breakdown of this result shows that the two segments
that compose the spot FX flow have amassed positive
USD27.1 billion (commercial) and negative USD46.8 billion
(financial), respectively, since the beginning of the year.
These figures contrast with those observed a year ago,
when the balance of FX flows in the commercial segment
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The Brazilian spot FX market recorded a USDO.9 billion net
outflow between November 23 and 27. The commercial
segment—which refers to trade-related flows—posted a
net exit of USD1.2 billion in the period, whereas the
financial segment recorded a net inflow of USDO0.3 hillion.
With just one piece of information left for completing the
whole month (figures for November 30 will be released only
on December 10), available data adjusted for the number
of trading days show us the average net balance of the
commercial segment (negative USD300 million) running
lower than the level observed a year ago (positive USD81
million), with financial average flows following the opposite
pattern (positive USD315 million vs. negative USD365
million in November 2019).

Brazilian Spot FX Flows
(USD million, last 12M)
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was positive USD15.1 billion year to date on November 27,
2019, whereas for the financial segment the balance of FX
flows was negative USD39.8 billion in the same terms (total
net outflow of USD24.7 billion year to date on November 27,
2019).

In the last 12 months ended last Friday, total spot FX flows registered an exit of USD39.8 billion based on a net inflow of
USD29.4 billion in the commercial segment and net departure of USD69.3 billion in the financial one.
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Source: BCB, Santander.

Taking a look at the behavior of the daily average flows of the different components of the spot FX market in seasonally
adjusted terms, the anticipation of import payments outpaced the anticipation of export proceeds, which reinforces our
view that the bulk of the good results observed in the sales performance of Brazilian products abroad have already been
anticipated, while the ongoing economic recovery is now causing outlays for foreign products to increase. However, since
we think the outlook for the trade balance for the next year remains positive, we believe that trade flows should become
more balanced in the coming months, thus helping to partially curb pressures on the FX market.

Regarding the financial segment, while the declining trend in outflows seems to us to indicate that most of the exodus of
money from the Brazilian market may have already happened, the reversal in the downward trend observed in the
financial flows supports our call for the strengthening of the BRL in the coming months. All in all, these data suggest to
us more balanced results for the financial segment than those observed in 1H20. For instance, considering the annualized
balance of three-month moving averages in the commercial and financial segments, we come to an indication of an
annual outflow of USD11.0 billion in November 2020, compared to an exit of USD87.4 billion in December 2019.

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DISCLOSURES” SECTION OF THIS REPORT.
U.S. investors' inquiries should be directed to Santander Investment at (212) 350-0707.
*Employed by a non-US affiliate of Santander Investment Securities Inc. and is not registered/qualified as a research
analyst under FINRA rules, is not an associated person of the member firm, and therefore may not be subject to FINRA
Rules 2241 and 2242 and incorporated NYSE Rule 472 restrictions.
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Based on these data, we calculate the banks’ net spot FX exposure was USD28.3 hillion short on November 27, which,
combined with banks’ estimated FX derivatives long exposure of USD23.0 billion as of yesterday, led them to open
today’s session with a total FX short exposure of USD5.3 billion, according to our calculations. That compares with FX
derivatives long exposure of USD28.1 billion held by non-residential investors and FX derivatives long exposure of
USD?7.7 billion held by domestic institutional investors on December 1. Because of the roll-over of open interests in FX
derivatives, market participants are accustomed to witnessing some distortion in their exposures, but not as large as the
one observed this time. This may be linked to the so-called “over hedge” theme, so we think it is an issue to keep an
eye on in the coming days. (Please refer to the charts below for our assessment of how these exposures have evolved
lately.)
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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: Jankiel Santos*.

*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.
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