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 The local curve continues to steepen, with short rates making new lows (on the back of mild inflation 

and downward revisions to growth) and the long end widening. This movement is not set for a reversal 

in the short term, in our view. 

 The February 2020 IPCA-15, which is the mid-month preview of the officially targeted inflation index, 

printed a 0.22% MoM change, thus below market consensus but above our forecast (0.24% and 0.17%, 

respectively). In YoY terms, inflation receded to 4.21% from 4.34% in January, thus getting closer to the 

level targeted by the Brazilian Central Bank (BCB) for 2020 (4.00%). 

 Although the largest deficit of the historical series for the month of January, the negative imbalance of 

USD11.9 billion registered by the current account balance last month came in line with our expectation, 

owing to the concentration of interest payments and the remittance of profits and dividends. For 2020, 

we keep our assessment of a gradual deterioration that should lead the current account deficit to reach 

USD56.7 billion from USD49.5 billion in 2019. 

 We estimate that the unemployment rate is likely to continue on a gradual downward trend throughout 

this year, gaining momentum especially in the second half. For January 2020 figures, we estimate a fall 

to 11.5% from 11.6%—after seasonal adjustment—which should have meant an increase to 11.3% from 

11.0%, considering the original series. 

 We expect the public sector January 2020 fiscal accounts to show a primary result significantly higher 
than that observed in the same month of the last few years, due to both the strong federal tax collection 
and a slow pace of expenditure execution. Despite this, the 2020 public sector primary deficit tends to 
be larger than that recorded in 2019, underlining that the fiscal adjustment is incomplete. To contain the 
unsustainable growth in mandatory expenditures and ensure compliance with the constitutional 
spending cap, Congress needs to approve further fiscal reforms.  

This week we highlight two developments in the local rates market: the continuing rally in short term rates (tenors up to 

Jan. 23) and the steepening in the long end of the curve. In the first case, DI contracts made fresh historical lows, with 

DIs Jan. 21, Jan. 22, and Jan. 23 narrowing, respectively, by 4 bps, 7 bps, and 5 bps. The market now prices in a Selic 

rate virtually flat until the end of this year, with hikes from 1Q21 until 5.75% by YE2021. Since we expect a less 

aggressive (to 5.5% at YE2021) and delayed (starting in 2Q21) hiking cycle, we still see residual value in receivers up 

to Jan. 22, especially in contracts maturing from Jul. 21. At current prices, further compression in the very front end 

(Jan. 21) seems conditioned to the market expecting the BCB to resume cuts still this year, which is not compatible with 

our inflation/growth expectations or with the recent Copom speech. On the other hand, the inflation outlook remains 

comfortable enough for the market to keep postponing the expected beginning of a new hiking cycle. 

As for the curve slope, the Jan.23/Jan. 27 spread hit a new high since September 2018, at 120 bps (14 bps up this 

week). Despite the apparent stretched level, we do not see any short-term triggers for a reversal of the recent trend, 

with the potential for more compression in the short end still not exhausted, a new hiking cycle still too far in the future, 

challenges in the continuation of the fiscal consolidation agenda, lack of interest from foreign investors and locals rotating 

portfolios into equities. Therefore, we still see more potential in outright receivers in the short end than in flatteners. 
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Inflation: The IPCA-15—which is the mid-month preview of the officially targeted inflation index—printed a 0.22% MoM 

change in February 2020. At last, the IPCA-15 was based upon the new weighting structure for its components and, 

consequently, bore a bearish bias. Nonetheless, we witnessed some negative surprises such as gas prices, which 

showed an acceleration in the period, notwithstanding the several downward adjustments in fuel costs announced in 

January. On the other hand, we continue to see a drop in prices of animal proteins, health and personal care items and 

foodstuff products. These groups had a downward impact of 13 bps, 7 bps and 4 bps, respectively, on the headline 

change.  

Overall, the February index unveiled a quite favorable composition, which led its underlying gages (core and dispersion 

indices) to print lower readings than the average historical data. The three-month moving average of the IPCA EX-3 (the 

core inflation gauge most sensitive to the economic cycle) in seasonally adjusted annualized terms receded to 2.8% 

from 3.0% in the previous reading, while services also retreated to 3.5% from 3.7% in the same comparison, thus 

suggesting the absence of demand pressures on inflation dynamics for 2020. 

As some items of this mid-month preview will be repeated for the February IPCA, we expect the officially targeted index 

to increase 0.14% MoM, which would mean a 3.89% YoY change if our estimate proves right (the IPCA for February 

will be released on March 11). We forecast lower prices for animal proteins and, especially, administered items—e.g., 

for gasoline, due to downward adjustments in January and February, and for electricity, due to the lack of additional fee 

usually charged in dry periods (the so-called “green flag”). All in all, inflation continues to hint at a quite comfortable 

backdrop for the current year. 

External sector data: The current account balance registered a USD11.9 billion deficit in February 2020, which was in 

line with our estimate of a USD11.7 billion deficit. The result led the current account deficit to USD52.3 billion in 12-

month-to-date terms (or 2.9% of GDP). The outcome is compatible with our forecast for a USD56.7 billion deficit in fiscal  

2020 (3.0% of GDP), thus underpinning our expectation for a slower deterioration of the current account balance than 

the trajectory suggested in the aftermath of the reviews that the BCB carried out in 2019. 

Regarding the components of the current account balance, we learnt the trade balance posted a USD2.6 billion deficit 

last month, while services account registered a USD2.7 billion shortage—net tourism outlays reached as high as USD0.9 

billion and equipment rental net payments amounted to USD1.3 billion in the period—and the primary income account 

recorded a USD6.8 billion negative imbalance—net interest payments totaled USD4.0 billion and the remittance of profits 

and dividends tallied USD2.8 billion. The USD0.1 billion surplus that the secondary income account showed in February 

2020 concluded the list of contributors to the result of the current account balance last month. In 12-month-to-date terms, 

trade balance surplus shrank to USD37.2 billion from USD40.8 billion in the previous reading, while services shortage 

reached USD35.0 billion (USD35.1 billion in the previous month) and the primary income negative imbalance totaled 

USD55.6 billion (USD56.1 billion a month ago). As compared with the levels observed in December 2019—trade surplus 

of USD40.8 billion, services shortage of USD35.1 billion, primary income negative imbalance of USD56.1 billion—

January 2020 figures underpin our assessment that dynamics of current account balance are likely to be set by the 

trajectory of the trade balance rather than other items. 

Regarding the financial account, the net inflow of foreign direct investment reached USD5.6 billion last month—we 

projected a USD6.0 billion net inflow—which translated into a USD78.3 billion contribution in 12-month-to-date terms. 

Hence, the most important external funding source shows that is more than sufficient to finance the gap observed in the 

current account balance, a backdrop that reinforces our perception that the Brazilian balance of payments is not likely 

to turn into a thorny issue in the coming months. 

Economic activity: Next week, the first labor market data for 2020 will hit the wires. We expect the net creation of 

formal jobs to continue improving and estimate that 70,000 posts were created in January 2020. Regarding the national 

unemployment rate, we forecast a fall to 11.5% from 11.6%—after seasonal adjustment—which should have meant an 

increase in the original series to 11.3% from 11.0%. We believe that the unemployment rate will continue to decline 

gradually over the course of this year, gaining momentum especially in the second half in the wake of laggard effects of 

recent monetary incentives granted by the BCB. 

Fiscal policy: Important publications on Brazilian fiscal policy will hit the wires next week. On Thursday (February 02), 

The National Treasury Secretariat (STN, acronym in Portuguese) will release the central government’s primary result 

for January 2020. We estimate a monthly surplus of BRL41.5 billion, significantly above the balance registered in the 

same month of last year (BRL30.0 billion). This expectation is due both to the strong performance of tax revenue and 

low execution of expenditure earlier this year. With regard to revenue, we highlight the significant expansion in income 

tax (from companies and individuals) and contribution on net profits in January—as published yesterday by The Federal 



 
 

 

Revenue of Brazil—in the wake of corporate reorganizations carried out by state-owned companies and net individual 

gains from trading on the stock markets in the recent period. Concerning the expenditure side, the pace of execution of 

discretionary spending in January 2020 was well below that observed in the same month of the last few years, mainly 

reflecting the changes related to the public budget management in a context of greater control by Congress: 2020 will 

be the year of implementation of the so-called “imposing budget”, in which the Legislative Branch (in the form of 

parliamentary amendments) has greater control over the pace and priorities of the primary expenses execution. 

Remaining doubts about the actual amount of budgetary resources to be made available through amendments (mainly 

amendments defined by the Budgetary Law’s Rapporteur, which are expected to be resolved only in early March), added 

to the adaptation of the Executive and Legislative branches to the new budget management framework, explain the slow 

pace of expenditure execution earlier this year, in our opinion.  

Hence, the strong primary result to be presented by the central government next week should be taken with a grain of 

salt, in our view. Although we expect higher growth in tax revenues this year, in line with the ongoing recovery in domestic 

activity, we expect the central government’s 2020 primary deficit to be worse than that observed in 2019. We project a 

negative balance of BRL107.5 billion (-1.4% of GDP) in the current year (budget target: -BRL124.1 billion, or -1.6% of 

GDP); last year, the large amount of non-recurring revenue, especially from oil auctions (for example, BRL23.7 billion 

from the Transfer of Oil Rights [ToR] auction), meaningfully contributed to the reduction of the primary deficit (actual 

primary result: -BRL95.5 billion, or -1.3% of GDP; budget target: -BRL139 billion, or -1.9% of GDP). 

STN will also publish next week (on Friday, February 28) its Four-Month Public Debt Projections Report, which we 

expect will unveil more favorable expectations for Brazilian government debt. We have emphasized in our reports (for 

details, see Still on Track, but More Gradually, February 14, 2020) that the downward trend in gross public debt started 

last year: the indicator ended 2019 at 75.8% of GDP, below the level 76.5% of GDP registered at YE2018. However, 

this movement is also partially related to non-recurring factors, such as the advance payments of state-owned banks 

(notably BNDES) to the National Treasury and the sale of international reserves in the spot FX market carried out by 

the BCB in 2H19; hence, unlike the gross debt, the gauge of net debt (it excludes credits from the non-financial public 

sector) has not yet started to fall. Another reason behind the more benign trajectory of the gross public debt-to-GDP 

ratio, nevertheless, corresponds to the adoption of fiscal adjustment measures in recent years, which has reduced the 

perception of sovereign risk and has contributed to the decline in the cost to roll over the debt. In other words, Brazilian 

government's willingness to seek the sustainability of public accounts has been effective, though it is always important 

to point out that the fiscal adjustment is incomplete, which requires further advances in the reformist agenda.  

Finally, the BCB is set release (also next Friday, on February 28) the consolidated public sector’s fiscal accounts for 
January; it includes the federal government, regional governments and state-owned companies. We expect a monthly 
primary surplus of BRL55.7 billion, with the following breakdown: BRL45.8 billion for the federal government; BRL9.7 
billion for states and municipalities; and BRL0.2 billion for state-owned companies. As already mentioned, the magnitude 
of the improvement in fiscal accounts in January should not be extrapolated for the rest of the year. We forecast a 
negative primary balance of BRL98.5 billion (-1.2% of GDP) for the public sector in 2020, following the primary deficit of 
BRL61.9 billion (-0.9% of GDP) recorded in 2019.  

Recent Publications (Available on Our Website)  

 FX Compass – BRL: They Have Not Got It (Yet) (February 20, 2020) 

 Macroeconomic Scenario: Still on Track, but More Gradually (February 14, 2020) 

 FX Compass – BRL: We Hope They’d Got It (January 23, 2020) 

 Brazil Macro Propositions for 2020 (January 13, 2020) 

 Macroeconomic Scenario: A Better Outlook (December 13, 2019)  

 



 
 

 

CONTACTS / IMPORTANT DISCLOSURES 

Macro Research 
Maciej Reluga* Head Macro, Rates & FX Strategy – CEE maciej.reluga@santander.pl 48-22-534-1888 
Juan Cerruti * Senior Economist – Argentina jcerruti@santander.com.ar 54 11 4341 1272 
Ana Paula Vescovi* Economist – Brazil anavescovi@santander.com.br 5511-3553-8567 
Juan Pablo Cabrera* Economist – Chile jcabrera@santander.cl 562-2320-3778 
Guillermo Aboumrad* Economist – Mexico gjaboumrad@santander.com.mx 5255-5257-8170 
Piotr Bielski* Economist – Poland piotr.bielski@santander.pl 48-22-534-1888 
Marcela Bensión* Economist – Uruguay mbension@santander.com.uy 598-1747-6805 

Fixed Income Research 
Juan Arranz* Chief Rates & FX Strategist – Argentina& FX 

Strategist – Argentina 
jarranz@santanderrio.com.ar 5411-4341-1065 

Luciano Sobral* Senior Economist/Strategist – Brazil lusobral@santander.com.br 5511-3012-6209 
Juan Pablo Cabrera* Chief Rates & FX Strategist – Chile jcabrera@santander.cl 562-2320-3778 
Aaron Holsberg Head of Credit Research aholsberg@santander.us 212-407-0978 

Equity Research 
Miguel Machado* Head Equity Research Americas mmachado@santander.com.mx 5255 5269 2228 

Christian Audi Head LatAm Equity Research caudi@santander.us 212-350-3991 
Andres Soto Head, Andean asoto@santander.us 212-407-0976 
Claudia Benavente* Head, Chile claudia.benavente@santander.cl 562-2336-3361 
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564 
Daniel Gewehr* Head, Brazil dhgewehr@santander.com.br 5511-3012-5787 

Electronic 
 

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: Ana Paula Vescovi*. 
*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. 
© 2020 by Santander Investment Securities Inc. All Rights Reserved. 

 

 
  

 
 

 

mailto:maciej.reluga@santander.pl
mailto:anavescovi@santander.com.br
mailto:jcabrera@santander.cl
mailto:gjaboumrad@santander.com.mx
mailto:piotr.bielski@santander.pl
mailto:mbension@santander.com.uy
mailto:jarranz@santanderrio.com.ar
mailto:jcabrera@santander.cl
mailto:aholsberg@santander.us
mailto:caudi@santander.us
mailto:asoto@santander.us
mailto:wchiarvesio@santanderrio.com.ar

