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The past two years have made on-the-ground due diligence a challenge. 

We made up for the lack of physical visits with an uptick in virtual meetings 

and by leaning on our local regional offices, but missed out on first-person 

accounts of business activity. After visiting Mexico City and Monterrey in 

March, we were happy to return to São Paulo in April, where we met with 

20 companies along with various economists, consultants, and local fund 

managers to complement onsite visits and channel checks. From a market 

perspective, corporate management sentiment has improved given strong 

consumer demand, disciplined monetary policy, and political apathy, 

despite growing social inequality issues. 
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VIEWS FROM THE GROUND: BRAZIL

Past peformance is no guarantee of future results.

We heard a consistent message 

from consumer oriented manage-

ment teams around February and 

March demand trends are looking 

stronger than they’ve seen in years. 

Why have Brazilian equities rallied this year? 
With a long history of fighting inflation, Brazil’s central bank showed prudence in 

being the first major central bank to begin raising interest rates out of the last cycle. 

The Monetary Policy Committee (COPOM) raised the Selic rate from 2% to 12.75% 

in a year.1 Inflation currently hovers around 11%.2 Operators are sensing a peak and 

economists are expecting them to decline to around 8-9% by the end of the year, 

creating a powerful real rate situation in Brazil. This positive carry trade in combina-

tion with strong commodity prices has translated into a surprisingly attractive 

backdrop for Brazilian assets. Banks told us they had increased their gross 

domestic product (GDP) expectations from slightly negative to around +1% for this 

year. These numbers are low in absolute terms, but the market looks at “what’s 

next” and Brazil appears well positioned to be one of the first countries to benefit 

from potential forthcoming interest rate cuts.

How about the micro?
The nature of Brazil’s concentrated index creates a distorted picture on perfor-

mance. Vale, Petrobras, and Itau together represent more than 40% of Brazil’s 

market cap3 and each have done well because of commodity prices and interest 

rates. Brazilian value names have done about 18% better than Brazilian growth 

names, as Brazilian Financials are up about 17% and Energy companies are up 

about 27%, while Consumer Discretionary and Staples are down around 18% and 

10% respectively.4 However, this spread signals that there may still be opportunity 

in Brazil without chasing performance.

Management teams from consumer-oriented companies provided a consistent 

message that February and March demand trends were looking stronger than 

they had seen in years. January was slow due to Omicron, but consumption has 

come roaring back on (1) pent up demand, (2) the strong Brazilian Real, which has 

put a limit on the effects of inflation for consumer good prices, and (3) the con-

sumer class of the economy has retained relatively stable employment levels while 

increasing savings rates throughout the Covid-19 pandemic. Together, this has 

created a strong consumer environment in the reopening scenario playing out. 

Even airlines, who have ticket prices at historic highs, are seeing strong load 

factors and positive earnings revisions. 

The above is important when we remember that private consumption is vital for 

Brazilian GDP growth. Over the last twenty years, household consumption has 

been responsible for over 60% of GDP.5 The recent drop in government spending 

has made this figure rise closer to 70%.6

1Bloomberg, as of May 4, 2022
2Bloomberg, as of May 10, 2022
3Bloomberg, MSCI Brazil Index, as of May 10, 2022
4 Bloomberg, December 31, 2021-May 9, 2022, Brazilian Value: MSCI Brazil Value Index; Brazilian Growth: MSCI Brazil Growth Index; Financials: MSCI Brazil Financials Index; Energy: MSCI 
Brazil Energy Index; Consumer Discretionary: MSCI Brazil Consumer Discretionary Index; Consumer Staples: MSCI Brazil Consumer Staples Index.

5JP Morgan, Brazil 101, as of February 2022
6Ibid.
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Past peformance is no guarantee of future results.

Where do we go from here?
One interesting point we learned is that most of the year-to-date (YTD) buying has 

come from foreign investors. Many local managers have missed out on the rally, 

given the wave of redemptions to local funds after last year’s volatile performance 

and the new rising interest rate environment making equities less attractive to 

multi-asset allocators. Given the depth of the local market, this means there is 

still room for incremental buyers.

Historically, domestic cyclical names have performed well through rate-cutting 

cycles. These names have lagged commodity benchmark juggernauts in the YTD 

rally and could see interesting movements with a potential combination of recent 

earnings recovery followed by the potential end of the rate hiking cycle towards 

the middle or end of this year.
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Where is the pushback?
Brazil is still anything but a clear picture. Despite the opportunity for macro 

strength driven by a carry trade and eventual rate cuts, the current environment 

shows a low growth and high inflation environment.  Politically, on paper, the 

market is facing a binary presidential race with the leading party carrying a history 

of fiscal irresponsibility. In addition, Brazilian equities have historically been a 

volatile place to invest. The country has seen a minimum drawdown of 17% every 

year since 2000, even in years when returns were positive.

Conclusion
Though Brazil stands out from the rest of the world in the form of valuations, 

positive real interest rates, an advanced interest rate cycle, a positive consumer 

reopening environment, and near term catalysts, there is still a significant amount 

of uncertainty in the form of politics, inflation, commodity prices, and inequality. 

The lack of certainty creates interesting opportunities for stock pickers and we are 

optimistic about the prospects for our current holdings.

CYCLES
BRAZIL DOMESTIC 
CYCLICALS USD (%)

NUMBER 
OF DAYS

2003 Cut Cycle 79 366

2005 Cut Cycle 199 820

2008 Cut Cycle 46 365

2011 Cut Cycle -6 550

2016 Cut Cycle 68 546

Median 63 546
Average 80 529

MSCI Brazil (USD)
Max drawdown during calendar year

YEAR
DRAWDOWN 

(USD)
FULL YEAR 

RETURN

2000 -29 -14

2001 -51 -22

2002 -57 -34

2003 -19 103

2004 -33 31

2005 -17 49

2006 -32 41

2007 -27 78

2008 -73 -58

2009 -20 121

2010 -25 4

2011 -36 -25

2012 -31 -3

2013 -28 -19

2014 -37 -18

2015 -46 -44

2016 -18 64

2017 -18 21

2018 -34 -4

2019 -19 22

2020 -57 21

2021 -33 24

YTD 2022 -8 34

Worst -73
Median -32
Average -17
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Anecdotes

Pix
Last year, the Brazilian Central Bank 

created a national digital payment 

system called PIX. This system allows 

people, companies, and government 

institutions to send and receive instant 

payments to each other 24/7. This 

system links up across all banks in 

Brazil, so customers can open their 

normal banking app and click on PIX. 

Within that next page, customers can 

send or receive payments via QR code 

(more common for store or restaurant 

transactions) or instant payment (by 

putting in the receiver’s phone number, 

name, or tax number). This initiative 

could achieve the following goals: (1) 

increase competition and reduce fees 

from incumbent banks, (2) promote 

financial inclusion, (3) create more 

transparency and increase tax collec-

tion, and (4) increase convenience and 

security. Below is screenshot of what 

the page looks like from a local Itau 

account. This is an interesting govern-

ment-led initiative. 

Politics
Consensus shows a two person 

race with a polarized second round 

between Lula and Bolsonaro ultimately 

favoring former President Lula of the 

PT (Worker’s Party). However, despite 

Lula’s strong lead in the polls, momen-

tum is in Bolsonaro’s favor. Lula faces 

headwinds with recent public com-

ments about abortion (in a Christian 

country with many conservative social 

norms) and on his views that middle 

class families should not have more 

than one television. His choice for a 

running mate, Geraldo Alckmin, also 

presents a challenge. Though Alckmin 

is a market-friendly politician, there are 

hours of old video recordings of 

Alckmin calling Lula a criminal. Bolso-

naro, on the other hand, is benefitting 

from an improving economy and a 

stronger currency. He is also taking 

advantage of his presidential platform 

to campaign aggressively. Finally, there 

is a school of thought that the polls are 

incorrect in that many people who plan 

on voting for Bolsonaro won’t acknowl-

edge it in public (similar to Trump in the 

US presidential election of 2016). 

Overall, a Bolsonaro win is seen as a 

better market outcome, but most local 

management teams stated that it 

should not make a difference one way 

or another. Companies are adamant 

that true power lies in congress, where 

a coalition of centrist parties have 

taken control. 

Increasing inequality
On the negative side, Brazil seems to 

be continuing on a path towards 

extreme inequality. Despite strong 

market sentiment, the improving 

capital markets do not reflect the 

overall state of the country. I spoke 

with one non-profit executive who said 

that homelessness has tripled over the 

past three years, and it was evident in 

the streets. The combination of Covid’s 

impact on the informal economy and 

lack of government investment is 

leading to a significant drag on several 

segments of the economy.
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As of 4/30/20. Top 10 holdings % of the Emerging Markets Great Consumer Fund are BYD Company (7.6%), Li Ning Company (7.4%), Alibaba Group (3.7%), Kakao Corp. (3.4%), NAVER 
Corp. (3.4%), Reliance Industries (3.2%), Apollo Hospitals (3.1%), HDFC Bank (3.1%), XPeng, Inc. (3.1%), Tencent Holdings (3.0%). Top 10 holdings % of the Emerging Markets Fund are 
Taiwan Semiconductor (3.8%), ICICI Bank (3.6%), Tencent Holdings (3.5%), IHH Healthcare (3.5%), Meituan (3.4%), PT Bank Rakyat Indonesia (2.6%), Alibaba Group (2.5%), Reliance 
Industries (2.4%), Standard Chartered (2.3%), Shinhan Financial Group (2.2%). Holdings are subject to change at any time.

The views and information discussed are subject to change and may not reflect the current views of the writer(s). The views expressed represent an assessment of market conditions at a 
specific point in time, are opinions and may not be relied upon as investment advice regarding a particular investment or markets in general. Such information does not constitute a recom-
mendation to buy or sell securities or investment vehicles.

Bovespa Index, best known as Ibovespa, is the main performance indicator of the stocks traded in B3 and lists major companies in the Brazilian capital market.

Carry trade is a method of investing in which an investor borrows money at a low interest rate to buy an investment that is likely to produce a much higher amount of profit.

Drawdown is an investment term that refers to the decline in value of a single investment or an investment portfolio from a relative peak.

Gross domestic product (GDP) is the standard measure of the value added created through the production of goods and services in a country during a certain period. 

Market Capitalization is the value of a company that is traded on the stock market, calculated by multiplying the total number of shares by the present share price.

MSCI Brazil Consumer Discretionary Index captures large and mid-cap representation across Brazilian securities. All securities in the Index are classified in the Consumer Discretionary 
sector. You cannot invest directly into an index.

MSCI Brazil Consumer Staples Index captures large and mid-cap representation across Brazilian securities. All securities in the Index are classified in the Consumer Staples sector. You 
cannot invest directly into an index.

MSCI Brazil Energy Index captures large and mid-cap representation across Brazilian securities. All securities in the Index are classified in the Energy sector. You cannot invest directly 
into an index.

MSCI Brazil Financials Index captures large and mid-cap representation across Brazilian securities. All securities in the Index are classified in the Financials sector. You cannot invest 
directly into an index.

MSCI Brazil Growth Index captures large and mid-cap representation across Brazilian markets exhibiting overall growth style characteristics. You cannot invest directly into an index.

MSCI Brazil Index is designed to measure the performance of the large and mid cap segments of the Brazilian market. You cannot invest directly into an index.

MSCI Brazil Value Index captures large and mid-cap representation across Brazilian markets exhibiting overall value style characteristics. You cannot invest directly into an index.

Price-to-earnings ratio (P/E ratio) is the ratio for valuing a company that measures its current share price relative to its earnings per share.

Real interest rate is one that has been adjusted for inflation, reflecting the real cost of funds to the borrower and the real yield to the lender.

Selic interest rate is the monetary policy interest rate, i.e, the key tool used by Brazil’s central bank in the implementation of the monetary policy. 

Standard Deviation is a statistical measure of volatility and is often used as an indicator of the ‘risk’ associated with a return series. Standard deviation of return measures the average 
deviations of a return series from its mean. A large standard deviation implies that there have been large swings in the return series of the manager. 

Past performance is no guarantee of future results.
Investment Risk — There can be no guarantee that any investment strategy (risk management or otherwise) will be successful. All investing involves risk, including the potential of loss of 
principal.

Emerging Markets Risk — The risks of foreign investments are typically greater in less developed countries, which are sometimes referred to as emerging markets. For example, legal, 
political and economic structures in these countries may be changing rapidly, which can cause instability and greater risk of loss. These countries are also more likely to experience higher 
levels of inflation, deflation or currency devaluation, which could hurt their economies and securities markets. For these and other reasons, investments in emerging markets are often 
considered speculative. Similarly, investors are also subject to foreign securities risks including, but not limited to, the fact that foreign investments may be subject to different and in some 
circumstances less stringent regulatory and disclosure standards than US investments.

Market Disruption and Geopolitical Risk — Geopolitical and other events, including war, terrorism, economic uncertainty, trade disputes, natural and environmental disasters, systemic mar-
ket dislocations, public health crises and related geopolitical events have led, and in the future may lead, to increased market volatility, which may disrupt U.S. and world economies and markets 
and may have significant adverse direct or indirect effects on the value of a Fund and its investments.

An investor should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. This and other important information about the invest-
ment company can be found in the Fund’s prospectus and summary prospectus. To obtain a prospectus or summary prospectus, please contact your financial advisor or call 
(888) 335-3417. Please read the prospectus carefully before investing.
Mirae Asset Global Investments (USA) LLC is the investment advisor for the Mirae Asset Discovery Funds. The Mirae Asset Discovery Funds are distributed by Funds 
Distributor, LLC. Mirae Asset Emerging Market Specialists are registered representatives associated with Funds Distributor, LLC which is not affiliated with Mirae Asset Global Investments 
(USA) LLC or its affiliates.

Mirae Asset Global Investments (USA) LLC  n  625 Madison Avenue, 3rd Floor, New York, NY 10022  n  (888) 335-3417  n  investments.miraeasset.us  BRZ-SS-0522

Mirae Asset Discovery Funds are distributed by Funds Distributor, LLC.
Copyright © 2022 by Mirae Asset Global Investments (USA) LLC. All rights reserved.


