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 The global sell-off this week led the DI curve to steepen further, with the short end no longer pricing 

Selic hikes this year. Nonetheless, the possibility of a resumption of the easing cycle will probably 

remain alive in the next couple of months, in our view, especially if economic activity continues to 

disappoint. 

 Next Wednesday 4Q19 GDP data will be released, and we believe it should confirm the frustration 

reflected by the coincident indicators in the period. We expect 1.5% growth compared to 4Q18 and 

disappointing 0.4% growth compared to 3Q19 (after seasonal adjustment), implying 1.1% full year 

growth in 2019. Despite this, we believe that the composition of the modest Brazilian GDP growth will 

be quite encouraging. 

 Once again, we expect the trade balance outcome to be affected by imports of oil platforms, as indicated 

by weekly figures. Were it not for that factor, imports would be growing around 6.0%, which is 

compatible with our estimate of a USD38.0 billion surplus in the trade balance for the year. 

 The public sector primary surplus in January 2020 was the best result for the first month of the year in 
the entire historical series (started in 1997). However, we think this figure should be taken with a pinch 
of salt, in view of the large contribution from atypical and temporary factors.  

Brazil local rates performed relatively well during the global sell-off this week—evidence, in our view, that markets see 

the net effect of the coronavirus shock as deflationary and that positioning, especially among foreigners, has been 

relatively light. The curve continued to follow this month’s steepening trend: short tenors (up to Jan. 22) tightened (with 

Jan. 21 now trading at the same level of the overnight rate), whereas the long end widened about 10 bps. The most 

important driver from now on, in our view, will be the BCB’s reaction in setting monetary policy. The possibility of a 

resumption of the easing cycle will probably remain alive in the next couple of months, in our opinion, especially if 

economic activity keeps disappointing. We continue to believe that, in that scenario, outright receivers in the short end 

are preferable to the long end and slope trades. 

Brazilian GDP 2019: Next Wednesday (03/04), 4Q19 GDP data will be released, and we believe it should confirm the 

frustration reflected by the coincident indicators in the period. We expect 1.5% growth compared to 4Q18 and 

disappointing 0.4% growth compared to 3Q19 (after seasonal adjustment), implying 1.1% full year growth in 2019. The 

preliminary expectation was for strong GDP growth in the last quarter of 2019, due to the temporary increase in income 

owing to withdrawals from FGTS (private workers’ mandatory savings fund). However, activity indicators for this period—

notably November and December—were notably disappointing for most economic sectors. In our view, the impact of 

the FGTS stimulus must have been less than expected, for two main reasons: (i) some of the expected increase resulting 

from this temporary incentive was anticipated in 3Q19; and (ii) only about 75% of the available funds were withdrawn, 

whereas we expected the withdrawal of almost the entire available amount. 

Despite this, we believe the composition of the modest Brazilian GDP growth will be quite encouraging. We estimate 

that household consumption and investments grew 2.0% and 2.1%, respectively, in 2019. In addition, in line with current 

fiscal constraints, government consumption decreased by 0.6% in the same period, according to our estimates. All in 

all, we believe the growth observed last year was based on the private sector, with domestic absorption growing 1.5%. 

On the other hand, on the external front, last year was marked by a slowdown in global growth, trade wars, and a series 

of crises in South American countries (an important destination for Brazilian exports), especially in 4Q19. Hence, we 
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estimate a considerable negative contribution from the external sector both for 4Q19  

(-1.2%) and for 2019 as a whole (-0.6%). 

After the release of 2019 GDP data, we believe market participants will be focused on the pace of growth in the current 

quarter (which includes the months of January, February, and March). 

The first 2020 economic activity indicators support our proposition that, once the impact of the temporary income 

stimulus has ended, we will see a GDP slowdown in 1Q20. Moreover, we consider that the effects of the one-off 

slowdown in global growth—resulting from a halt in the supply chain due to the coronavirus outbreak—could hurt Brazil’s 

economic activity. However, the extent of the negative impact depends on the intensity and duration of the outbreak. As 

this remains uncertain, we believe this risk factor requires careful monitoring. 

Despite the recent increase in uncertainty regarding global and local economic growth, we continue to expect faster 

growth in Brazilian economic activity this year compared to last year. 

Labor market: According to the PNAD household survey, the national unemployment rate stood at 11.2% (of the 

economically active population) in the three-month moving average ended in January. This result was in line with 

consensus (and our) estimates. The outcome was 0.8 p.p. below the reading seen in the same period of 2019, 

suggesting a certain acceleration in the decline in joblessness in YoY terms. The seasonally adjusted and sequential 

jobless rate also moved lower, reaching 11.5%, according to our own calculations—the lowest level since 2Q16. 

Nonetheless, the unemployment rate remains high, standing well above the natural (or structural) level for the Brazilian 

economy, which we estimate at approximately 9.5%. 

Regarding the composition of this job recovery, we see signs of improvement. First, the data shows some (slight) 

acceleration in the pace of expansion of the employed population in the last few months, with YoY and QoQ growth of 

2.0% and 1.5%, respectively (seasonally adjusted, annualized rate). This pace tops the expansion rate of the labor 

force. The labor market participation rate has been stable, remaining close to the historical average (62.0%). Second, 

the informality rate reached 40.7% of the employed population, compared to 41.2% in the previous quarter. 

In terms of wages, the survey shows stability in real income growth (adjusted for inflation). The real wage bill adjusted 

for inflation grew at a clip of 2.2% YoY in Jan/20. Given that the unemployment rate remains moderately above the 

natural level, we continue to project moderate growth in real average income. 

Like the rest of the economy, the labor market should continue to recover gradually, according to our forecast. While an 

excess of labor tends to keep a lid on the expansion of average income, a greater share of formal employment tends to 

prop up consumption. We expect to see further declines in the unemployment rate (notably in the second half of the 

year), increasingly favored by formal jobs. 

Trade balance: The Foreign Trade Secretariat—dubbed SECEX in the Portuguese acronym—usually carries out 

revisions in the figures of the trade balance, which are released on a weekly basis in Brazil. This time, the release of 

third week data included a significant revision in import outlays, which led to an increase of USD1.2 billion in those 

expenditures. A more thorough assessment of data unveiled that that increase was related to imports of oil platforms, 

which has more to do with the end of fiscal incentives than with the sheer growth of imports resulting from an economic 

recovery. When one factors out that influence, imports are growing in line with our expectation, which points to a 

USD38.3 billion surplus in 2020, vs. USD46.7 billion in 2019. Therefore, although below the USD3.3 billion surplus 

registered last year, the USD1.3 billion positive trade balance in February 2020 still implies less dramatic dynamics of 

foreign trade for the current year, in our view. 

Fiscal balance: As published by The National Treasury Secretariat (STN in the Portuguese acronym), the Brazilian 

central government recorded a primary surplus of BRL44.1 billion in January 2020, significantly higher than the positive 

balance registered in the same month of last year (BRL30.0 billion). This result came in above our expectation (BRL41.5 

billion) and market consensus (BRL38.0 billion). 

Both the strong performance of tax collection and the low execution of expenses explain the notable increase in the 

primary result earlier this year. With respect to the revenue side, we highlight the sharp expansion in income tax (from 

companies and individuals) and the contribution from net profits in January—as released by The Federal Revenue 

Service of Brazil last week—in the wake of corporate reorganizations (asset sales) carried out by state-owned 

companies and net individual gains from trading on the stock markets in the recent period. 

On the expenditure side, the pace of execution in January 2020 was well below that observed in the same month in the 

last few years, mostly reflecting the changes related to public budget management in a context of greater control by 

Congress: 2020 is to be the year of implementation of the so-called “mandatory budget,” in which the legislative branch 



 
 

 

(in the form of parliamentary amendments) has more control over execution of primary expenses. Remaining doubts 

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

defined by the Budgetary Law’s Rapporteur), combined with political friction between the executive and legislative 

branches related to the new budget management framework, explain the slow pace of expenditure execution. 

Thus, the central government’s primary result in January 2020 should be taken with a pinch of salt, in our view. Although 

we foresee stronger growth in tax revenue 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 registered in 2019, which was highly influenced by 

a large amount of nonrecurring revenue. We forecast a negative balance of BRL107.5 billion (-1.4% of GDP) for the 

current year (budget target: -BRL124.1 billion, or -1.6% of GDP). 

Lastly, the consolidated public sector unveiled a primary surplus of BRL56.3 billion in January, with the following 

breakdown: BRL45.5 billion for the federal government; BRL10.1 billion for states and municipalities; and BRL0.7 billion 

for state-owned companies. As aforementioned, the magnitude of the improvement in fiscal accounts last month should 

not be extrapolated for the rest of the year—we anticipate a negative primary balance of BRL98.5 billion (-1.2% of GDP) 

in 2020, following the primary deficit of BRL61.9 billion (-0.9% of GDP) seen in 2019. 
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