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AMC on a GPS Brazilian Equity Portfolio
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International risk assets recovered partially in September as the main drivers of risk aversion showed signs of improvement last month. Notably, after a series of trade war escalation episodes in August, leaders from US and China agreed to meet again in October in order to advance in trade negotiations. We also point good developments in European politics, as Britain parliament showed high resistance to a hard Brexit and a surprising alliance in Italy avoided another snap elections. In general, economic indicators released in September were a bit more positive, sufficient for markets to doubt about another rate cut by the Fed in its October meeting. The combination of cooling geopolitical risks and better economic data was a good vector for emerging economies markets last month, including Brazil. Brazilian macro scenario has been slowly strengthening, adding up to last month’s better external scenario. The main event was the monetary policy meeting on September 18th, when Brazilian Central Bank cut the benchmark Selic rate by 50 bps to 5.50% p.y., and also suggested another cut by the same magnitude on October’s meeting. Odds of Selic rate reaching as low as 4.50% in the end of the cycle have been growing since then. We stick to the view that this extra monetary stimulus will be effective to give additional boost to economic recovery. Furhermore, the economy is showing tenuous signs of acceleration, and we highlight upside surprises in industry and construction, sectors that underperformed during this already very tepid recovery.In the political front, pension reform was approved in a 1st round vote in Senate (still has to be voted in a 2nd round), and even though the fiscal impact over the next 10 years was surprisingly trimmed to BRL 800 billion, it is still a great achievement and a big step towards fiscal consolidation. So far, economic debate regarding fiscal adjustment has evolved in a positive fashion, as politicians are resisting the temptation of easy solutions to boost growth by rising expenditures. The next big challenge to complete fiscal adjustment is the administrative reform, which could be addressed by a lower house proposal to reform earmarked and mandatory spending rules.  
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