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BRAZIL: A NEW FRONTIER?
Jair Bolsonaro’s election as Brazil’s president in October 2018 was momentous: this was the first time since 
the establishment of the country’s 1988 constitution that a clear right-leaning mandate had won a national 
vote. Many market commentators have recognized that his appointment has the potential for positive 
economic transformation, however, we expect President Bolsonaro and his team to face some challenges 
in attempting to achieve their goals. 

Brazil has experienced one of the most severe recessions in its history with three years of uninterrupted 
economic decline. While the economy has been able to register a moderate recovery, this remains well 
below expectations, with unemployment remaining in excess of 10% and the recovery to date has been 
narrow in nature, with the country’s agribusiness the key contributor. Corruption has also featured 
predominantly in recent years with the “Lava Jato” (translated as car wash) bribery scandal which 
embroiled successive governments under the leftist Workers’ party, or PT, whose founder and former 
president Luiz Inácio Lula da Silva was jailed for corruption earlier in 2018.

Cabinet nominations so far have showed promise with notable selections for the Ministries of Finance 
(Paulo Guedes) and Justice (Sergio Moro). Guedes, a University of Chicago PhD economist, takes inspiration 
from the reforms instigated in Chile during the 1980s, pledging to reduce Brazil’s legacy of overbearing 
bureaucracy while ushering a more American style of capitalism to South America’s largest economy. 
Moro is a prevalent and well respected judge who has led the “Lava Jato” investigations, placing former 
president Lula in jail for corruption. We believe his appointment is intended to send a clear message that 
this administration wants to rebuild trust with voters.

The most immediate task for the administration is successfully addressing the economy, with the country’s 
sizeable fiscal deficit standing at 7% of GDP. The economic recession, together with ill-managed policies 
from the previous administrations, allowed the primary surplus to sink into a deficit in 2014. Given such high 
level of spending, net debt as a percentage of GDP has almost doubled from 30% in 2014 to 54% in 2018. 

SOURCE: IMF. AS OF OCTOBER 31, 2018.

GDP GROWTH IN BRAZIL IS STARTING TO RECOVER FROM A DEEP RECESSION (%)
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Reform of the country’s pension 
system remains a central issue, with 
the system allowing many people to 
retire in their mid-50s, especially career 
public servants. Social security and 
continuous cash benefit programs 
currently represent nearly 50% of all 
primary expenditures and are expected 
to continue growing. Outgoing President 
Temer had attempted to pass pension 
reform, however, as with other previous 
attempts, he was unsuccessful in getting 
Congressional approval. Speculation 
that President Bolsonaro may succeed 
where others have failed takes hold 
from the view that he was voted into 
government under a reformist mandate. 
It is also expected that Bolsonaro will 
attempt to pass these reforms in his first 
year of government when success rates 
for reforms are by far the highest, and 
his congressional representation is at its 
most robust.

If reforms are enacted, these positive 
changes could revert a current trend of 
decreasing foreign direct investment 
(FDI) in to the country, in our view. This 
in turn, could be the catalyst needed to 
reignite economic growth and revive 
capital markets that are poised to grow 
following a period of stagnation. The 
recession has had some positive effects, 
however, with companies adapting 
their business models to be increasingly 
efficient and cost effective, while 
deleveraging balance sheets to be able 
to navigate through the cycle. This has 
enabled many companies to be well 
positioned for growth from increasing 
consumer demand, while benefiting 
from margin expansion from their 
leaner operations. 

SOURCE: IMF. AS OF OCTOBER 31, 2018.
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BRAZIL SUNK INTO A PRIMARY DEFICIT IN 2014 AS TAX RECEIPTS DIDN’T 
MATCH SPENDING

SOURCE: IMF. AS OF OCTOBER 31, 2018.
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BRAZIL’S NET DEBT AS A PERCENTAGE OF GDP HAS SURGED ABOVE 50% 

SOURCE: BRAZILIAN MINISTRY OF FINANCE. AS OF DECEMBER 31, 2017.

47.8%

(%
, 2

0
17

)

100%

80%

60%

40%

20%

20

DiscretionarySocial Security Personnel Mandatory

22.2%

10.3%

19.7%

MOST OF BRAZIL’S PRIMARY EXPENDITURES COME FROM SOCIAL  
SECURITY SPENDING 



BARINGS  VIEWPOINTS   |   January 2019

3For investment professionals only

January 2019

3

The last 12 months have proven to be a challenging period in the global equity markets and we recognize 
the potential for this to extend into 2019 given the macro headwinds. Nevertheless, at Barings, we continue 
to unearth exciting opportunities in companies which exhibit unrecognised growth with well-established 
or improving business franchises, balance sheets and management. 

SOURCE: CENTRAL BANK OF BRAZIL. AS OF DECEMBER 31, 2018.

FOREIGN DIRECT INVESTMENT MAY INCREASE IF ECONOMIC REFORMS ARE IMPLEMENTED
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject 

to change without notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily 

indicative of the future or likely performance. Investment involves risk. The value of any investments and any income 

generated may go down as well as up and is not guaranteed by Barings or any other person. PAST PERFORMANCE IS 

NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples 

set forth in this document are provided for illustrative purposes only and are not indicative of any future investment 

results, future portfolio composition or investments. The composition, size of, and risks associated with an investment 

may differ substantially from any examples set forth in this document. No representation is made that an investment will 

be profitable or will not incur losses. Where appropriate, changes in the currency exchange rates may affect the value of 

investments. Prospective investors should read the offering documents for the details and specific risk factors of any Fund 

discussed in this document.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its global 

affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings 

Japan Limited, Barings Real Estate Advisers Europe Finance LLP, BREAE AIFM LLP, Baring Asset Management Limited, 

Baring International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) 

Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland 

Sarl, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC 

(each, individually, an “Affiliate”).

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale 

of any financial instrument or service in any jurisdiction. The material herein was prepared without any consideration of 

the investment objectives, financial situation or particular needs of anyone who may receive it. This document is not, and 

must not be treated as, investment advice, an investment recommendation, investment research, or a recommendation 

about the suitability or appropriateness of any security, commodity, investment, or particular investment strategy, and 

must not be construed as a projections or predictions.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made in 

good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual 

portfolio management teams may hold different views than the views expressed herein and may make different 

investment decisions for different clients. Parts of this document may be based on information received from sources we 

believe to be reliable. Although every effort is taken to ensure that the information contained in this document is accurate, 

Barings makes no representation or warranty, express or implied, regarding the accuracy, completeness or adequacy of 

the information. 

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or 

available in their jurisdiction. 

Copyright in this document is owned by Barings. Information in this document may be used for your own personal use, 

but may not be altered, reproduced or distributed without Barings’ consent.

Barings is a $310+ billion* global financial services firm dedicated to meeting the evolving investment and capital 

needs of our clients. We build lasting partnerships that leverage our distinctive expertise across traditional and 

alternative asset classes to deliver innovative solutions and exceptional service. Part of MassMutual, Barings 

maintains a strong global presence with over 1,900 professionals and offices in 16 countries.
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