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 Quite possibly the best way to predict the future is to properly understand the present. In 

this sense, the current situation leaves no doubt that Brazil faces a very sensitive moment with 

various weaknesses exposed, ranging from the political to the economic realm. In addition, the 

international environment, as correctly and widely anticipated, has become increasingly 

challenging for emerging markets. It was with this scenario in mind that, about six months ago, a 

fair share of economists and of the financial market projected - with some parsimony in number 

crunching, it is certain - a much rosier future for Brazil than they would nowadays. In such a short 

time, what could have gone wrong? What variables have been neglected? What has changed so 

much? How can any investor, especially the foreign investor, ever trust the country anymore? 

What else are we to expect and how could and should the economic team pursue its economic 

policy? 

 Although the weaknesses that affect us were/are known, the probabilities attributed to a 

less optimistic scenario were not only anticipated but also intensified. This time the trigger was 

(e.g. the 2016 budget deficit proposed by the then Minister of Planning Nelson Barbosa in 2015 

and the subsequent Brazil's speedy risk downgrade) the truckers' strike and the impressive 

governmental inability to deal with the fact. This (and the previous) brutal incompetence in 

coordinating and managing the crisis (which could have been short lived) gave way to all sorts of 

speculation, contaminating hitherto "dormant" sectors, and put in check a whole sequencing of 

expectations that were crucial to that scenario at the beginning of 2018. This outcome was 

definitely not in the plans. 

 It is, however, worthy of note that the economic recovery expected at the beginning of the 

year would indeed come about (albeit slowly), that unemployment rates would improve, that SELIC 

rates could fall a little more or stabilize, that the political environment could have a quicker 

convergence toward a candidate fully committed with the reforms Brazil so much needs. In this line 

of consolidation of a credible baseline scenario, accountability with public finances was a certainty, 

and with it the unassailable premise that Social Security Reform would happen - at least to some 

extent. On the other hand, our Balance of Payments showed robust figures, with a promising inflow 

of foreign funds, and the country risk measured by the five-year CDS heading to 126.5 points of 

August 29 2014, before stoking to 545 points during the political crisis under Dilma Rousseff. 

Finally, although not very popular, the Temer administration put together a competent economic 

team and reversed the bleak predicament the PT administration had bestowed on us, and hence 

opened the door to some important reforms that, in the limit, seemed to justify more promising 

scenarios. 

 With the truckers' strike and notably the way it was conducted and the agreement was 

reached, the real DNA of how we are today with our convictions was uncovered, that is, how the 

politician overcame the technician and the latter succumbed to the first, translating the weakness 

of our purposes (as a society also!) and inviting an uncertain future. Yes, more than ever, there is a 

void, amid this vicious cycle combining politicians uncommitted with public values and frustrated 

economic growth, that can be filled by populism and the polarization of ideas couched on outdated 

economic programs. The ideas of the Center that could bring together the good proposals can’t 

seem to find a candidate for them, time is running out and the financial markets, once "aware" of it, 

factors in the risk. 
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 The truckers’ strike, with the support of the population, has far worse consequences yet to 

come. For the time being, we are witnessing an effect that resembles a supply shock, with ensuing 

shortages, increased demand and prices (albeit transient), but whose second and third order 

impacts can still be significant. A non-negligible effect will be the deterioration of confidence (by 

entrepreneurs and consumers), with considerable additional impacts on economic recovery, on the 

job creation, thereby affecting aggregate demand. However, the most important of all reflections 

will be, due to the government's willingness to resolve the crisis by quickly caving in to all 

demands, the inability to resist several other (equally "legitimate") demands likely to appear on 

judicial courts, which will impose even greater challenges to the already strained public finances. 

 Fundamentals do not change overnight. The rally of inflation this month, the dysfunctional 

foreign exchange market we have seen in recent weeks, and the heavier external environment 

may somehow be dodged, but there are limits to the capacity of fundamentals to absorb all these 

shocks. Balanced external accounts, anchored and on-target inflation rates and foreign reserves 

greater than USD 380 billion coupled with a binding Public Expenditure Cap can alleviate our 

situation. However, political and technical blunders such as the recent ones and the apparent 

advance of congressional projects with negative fiscal impact and losing of control over the 

solvency of public accounts, will bury any expectation of improvement. 

 Thus, it’s not about neglected variables or "scenarios" changing drastically. The likely 

outcomes were described six months ago; what has indeed changed (but not yet consolidated) is 

the probability allocated to each. At the moment, a more pessimistic scenario weighs in, as one 

should expect. Things evolve gradually, but there are deterministic facts that infuse a certain 

tendency. In this semester, the most important was the abandonment of the Social Security 

Reform (with the "excuse" of the intervention in Rio de Janeiro) as a mean to a serious fiscal 

adjustment. But the slips were not only in the political field; the economic team disappoints in the 

speed of adjustments to be promoted within the Executive branch and the BACEN itself has 

miserably erred in its communication. All this throws sand in the wheels, and a lot at that. 

 In this context, then, what should we expect? We should prepare ourselves for a more 

turbulent environment. The international scenario does not signal to any other, but rather a 

situation of normalization of the monetary policies of the developed countries and the escalating 

trade-related conflicts, with direct repercussions on Brazil. Domestically, the political uncertainty of 

the presidential race dominates the scene, and with it we need to evaluate the candidates' 

proposals, especially their commitment to reforms. We missed out on our homework, so our 

vulnerabilities will require "undesirable" short-term economic policy measures and responses, 

meaning interventions in currency market (swaps, useless), in bond markets (depending on 

volumes, types and timing, will prove irrelevant) and possibly interest rates (increases, nothing 

constructive). Also, a coordinated effort by TCU and the economic team is expected in order to try 

to halt Congressional attempts to approve projects that further compromise public finances; after 

all, it’s not because a few trucks have passed through the gate that the whole fleet should be 

allowed to. If they do not approve important bills in Congress, let them at least say “no” to a fiscal 

binge! 

 Finally, it is impossible not to recognize that there is currently a huge asymmetry between 

the possibilities for economic improvements and the deterioration of financial conditions. The giant 

Brazil is stumbling, although it is not yet in a situation of economic decline. Still, we will heavily rely 

on short-term management so that it does not compromise the near future. The diagnosis is thus 

set. With the convergence and alignment of purported challenges – both political and economic, 

internally and externally -, we need to act properly, for an overdose and/or mistiming of medication 

can be fatal. We are left with the hope that the eternal transience of the Brazilian “jeitinho” will not 

prevail this time around. 


