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 Jitters on the international front continued to weigh on the USDBRL cross this week, especially on the back 

of developments related to Argentinean politics and frustration with economic activity indicators abroad. 

 On top of that, the Brazilian Central Bank (BCB) announced a change in its way of intervening in the FX 

market, which added some noise to an already nerve-wracking environment. 

 Not even the release of the timeline for the pension reform bill in the Senate and the beginning of 

discussions regarding tax reform were able to bring any respite to market participants. 

 However, the release of the IPCA-15 for August 19 (next Thursday) may play such a role, as we expect it to 

point towards more benign inflation dynamics than BCB’s Focus report has shown lately. 

International environment: plenty of news has surfaced abroad recently and, unfortunately, most of it has negatively 

influenced market participants’ sentiment regarding Brazilian financial assets. We started the week with Argentinean 

primary elections revealing that the opposition had managed to win by a unpredicted large margin—while President 

Macri got 32% of votes, Mr. Alberto Fernandez obtained 47%—thus signaling that the presidential race due to start next 

October 27 may not require a run-off to be decided. Given that Mr. Fernandez’s running mate is former president Cristina 

Kirchner—who pursued a heterodox approach in economic terms during her previous mandate—market participants 

fear that this potential change in Argentinean federal administration may lean once again toward a more populistic policy, 

which could include review of IMF negotiations and, more important, the just-reached trade agreement between the 

European Union (EU) and Mercosur, which Mr. Fernandez has already partially criticized. As this possibility may hinder 

Brazilian intentions to become a more open economy, we saw the Economy Minister, Mr. Paulo Guedes, stating that 

the country would leave Mercosur if this delay were to materialize, adding a new source of concern for Brazil regarding 

international issues. 

On top of these jitters, we also witnessed the release of several economic activity indicators in important economies, 

reinforcing the widespread perception that global economic growth is likely to slow down further. For example, German 

GDP receded 0.1% QoQ in seasonally adjusted terms in 2Q19, which translated into a 0.7% expansion for the last four 

quarters ended in June 2019—(versus a 2.4% increase in the four quarters ended June 2018). Additionally, Chinese 

industrial production and retail sales figures for July 2019 in YoY terms have both fallen short of market median 

expectations (4.8% vs 6.0% and 7.6% vs 8.6%, respectively), thus hinting at more deceleration in 3Q19 in that country. 

Finally, industrial production in the US for the same month also fell short of market consensus (-0.2% vs 0.1%) and 

added to evidence that, wherever one looks, there are mounting signs of economic slowdown around the globe. There 

is little doubt in our minds that uncertainties regarding how long this process will endure are likely to keep market 

participants uneasy, and hence one should expect price volatility to continue for a while. However, as the deceleration 

has been gradual so far, the Brazilian economy has been able to get along with it. 

Changes in FX intervention: The last time the BCB intervened in the spot FX market was in 2012, when the level of 

international reserves amounted to approximately US$239 billion. Since then, whenever it was necessary to step in the 

FX market, the Brazilian monetary authority resorted to derivatives instruments or USD repo lines and refrained from 

selling greenbacks in the spot market—which allowed international reserves to reach roughly US$389 billion and FX 

swaps to amount to some US$69 billion (i.e., net long FX exposure of US$320 billion for the BCB). Last Wednesday, 

the Brazilian monetary authority announced that it will resume interventions in the spot FX market in tandem with tender 
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offers of reverse FX swaps—equivalent to a buyback of former FX swaps—as it has identified a greater demand for 

greenbacks and a smaller one for FX derivatives. At the end of the day, the net FX exposure of the BCB remains the 

same, which tends to be neutral for the final level of the Brazilian currency as compared to other currencies, while 

eliminating an artificial source of short-term pressure on the FX rate derived from the fact that the BRL is not a fully 

convertible currency. As explained by the BCB deputy governor, Mr. Bruno Serra, in his request to the board of the 

institution for this change in the way of intervention ‘…it does not aim, necessarily, to reduce the outstanding 

amount of FX swaps in the BCB’s balance sheet, let alone to cease resorting to this instrument, it aims to match 

larger demand for greenbacks in the spot market thus ensuing the undistorted functioning of the FX market as 

a whole…’ (our translation). Therefore, despite market participants’ initial daze, in our opinion the measure should not 

interfere in the underlying trajectory of the FX rate regardless of the direction it pursues, but rather, should increase the 

range of ways through which the BCB can stabilize the FX market in moments of great tension.  

Pension reform in the Senate: The speaker of the Justice, Constitutional and Citizenship Commission of the Senate 

(CCJ), Mrs. Simone Tebet, released a timeline for the pension reform bill in the Senate that indicated the process should 

be concluded by October 10 instead of late September as we expected. In our view, it is not a bad omen for the progress 

of the bill in that chamber, but rather an indication that senators will not speed up the pace in the coming weeks, 

especially as they seemingly want to include a clause aiming to extend the changes to states and municipalities’ pension 

systems. Although this clause will need to return to the Lower House to obtain representatives’ approval, it should not 

hinder the remaining items to be ready for presidential sanction by mid-October, because the extension should come 

through a new and independent constitutional amendment. 

Tame inflation dragon: Next Tuesday we will have the release of IPCA-15 for August2019, which is a mid-month 

preview of the officially-targeted IPCA. We expect the gauge to show an acceleration to 0.20% compared with the 0.09% 

registered in July 2019, which—if our forecast proves right—should translate into a 3.4%YoY change in the period, just 

a tad higher than the 3.3% seen in the previous month. 

The main reason for the expected acceleration is the behavior of managed prices, which should more than offset the 

slowdown in free market prices. Administered prices should increase due to adjustment in tariffs of inter-municipal 

transportation and higher electricity rates on the back of the drought observed this month. However, as we expect the 

latter’s influence to dissipate in coming months, this should be just a temporary hiccup in the inflation of administered 

prices. Another item that we believe may push headline inflation up is apparel, whose prices have increased as major 

winter fire sales have ended. Despite of that, oil and non-durable prices should help keep inflation at well-behaved 

levels, which should lead market participants’ inflation forecasts for 2019 to continue receding in coming weeks. 

 

Number of the Week  Quote of the Week 
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Daily volume of USD the BCB will offer in 
the spot market from August 21 to 30 in 
tandem with the supply of the same 
amount in reverse FX swaps. 

 “If that happens, we’ll leave Mercosur.” 

— Paulo Guedes, Economy minister, answering what 
will happen if Argentina’s post-election situation 
starts jeopardizing the trade agreement between the 
European Union and Mercosur. 
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Chart of the Week: The net FX exposure  

Our “Chart of the Week” displays the evolution of Brazilian international reserves net of the outstanding amount of FX 
swaps offered by the BCB, which illustrates the neutral impact the new intervention scheme in the FX market should 
have. 

Brazilian international reserves vs BCB’s FX short exposure 

 
Source: Banco Central do Brasil, B3, elaborated by Satnander. 
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 Fiscal Policy: Climbing the Cliffs in Bad Weather (June 18, 2019) 
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 Economic Activity: No News Is Bad News (April 22, 2019) 

 

 

0

50

100

150

200

250

300

350

400

450

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

J
a

n
-2

0
1
8

F
e

b
-2

0
1

8

M
a
r-

2
0
1
8

A
p

r-
2

0
1
8

M
a
y
-2

0
1

8

J
u

n
-2

0
1
8

J
u

l-
2
0

1
8

A
u

g
-2

0
1

8

Intl. Reserves Net of FX swaps



 
 

 

4 
Friday, August 16, 2019 

  

CONTACTS / IMPORTANT DISCLOSURES 

Macro Research 
Maciej Reluga* Head Macro, Rates & FX Strategy – CEE maciej.reluga@santander.pl 48-22-534-1888 
Sergio Galván* Economist – Argentina sgalvan@santanderrio.com.ar 54-11-4341-1728 
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 jarranz@santanderrio.com.ar 5411-4341-1065 
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 
Christian Audi Head LatAm Equity Research caudi@santander.us 212-350-3991 
Andres Soto Head, Andean asoto@santander.us 212-407-0976 
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564 
Valder Nogueira* Head, Brazil jvalder@santander.com.br 5511-3012-5747 
Cecilia Jimenez* Head, Mexico mcjimenez@santander.com.mx 5255-5269-2228 

Electronic Media 
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. 

© 2019 by Santander Investment Securities Inc. All Rights Reserved. 

 

 

  

 
 

 

 


