
 

MAY - 2021 

M O N T H LY  
S TAT E M E N T  



 

1 

MONTHLY STATEMENT  

MAY 2021 

 

There are really no arguments against facts and, in 

this line, the lack of commitment and coordination in the 

overall and unrestricted response to the epidemic makes, 

especially for the federal administration, a fallacy from top 

to bottom. The current tenant of the Government’s Palace, 

with his repeated statements of denial, is not bound by 

decency, on the contrary, he embarks on a circular 

reasoning that confuses, obscures and hinders the work of 

his advisors. Bolsonaro's Freedom Paradox confronts 

science, undermines any planning, and implements a 

blockbuster policy that does 

not stop COVID-19's growing 

death toll. Still, he doesn´t 

change his mind. 

This fundamentally 

subversive “doctrine”, coupled 

with the tantrum of the 

country's main ruler, which 

promotes and foments 

agglomerations, with equally 

despicable responses from its 

opponents, now finds the 

possible confrontation of a 

third wave of the pandemic. 

The protests in the streets by 

the left- and rightwing 

nutcases crosses the line. The 

science is there, the more than 460,000 deaths don't seem 

to trigger any disgust, and good syllogisms don't seem to 

save us. 

If the health, political and economic crises were not 

enough, the inescapable water crisis was added to the 

perfect storm. Once again, the lack of planning in the sector 

will give way to the villain to which we cannot impose any 

penalties: the climate. One way or another, the long-awaited 

recovery of economic activity will find this crisis with 

negative effects in the wake of recovery. The 

consequences of this crisis are enormous and predictable. 

Thus, to circumvent its effects, the Government issued for 

the first time, in 111 years of operation of the country's 

meteorological services, a water emergency alert. No 

wonder, the impact will affect states such as MG, GO, MS, 

SP and PR, all in the Paraná River basin, a center for 

agricultural production and hydroelectric power plants. The 

risk of the water crisis may not only be restricted to the 

increase in electricity prices, with higher tariffs and direct 

consequences on inflation, but also, in the limit, depending 

on the severity of the drought, rationing the energy supply, 

acting as an additional component of uncertainties in the 

process of economic recovery. 

On the other hand, it 

shows the resilience of the 

Brazilian economy. Some 

points are important and 

deserve to be highlighted, 

although the skepticism and 

pragmatism of the facts do not 

allow us greater joy, and keep 

us cautious. The fiscal numbers 

in May and the economic 

activity of the Q1 2021 surprised 

positively. Other indicators also 

showed some relief, but what 

was really encouraging, due to 

its “lead” feature, was the 

confidence index. Obviously, 

both on the side of the crises (with greater impact and 

already factored in), as well as the good news, they all need 

confirmation (to be verified in the coming months). 

The naked truth is that if we had a decent, 

aggregating leadership, uncommitted with mistakes and 

bearing humility of character to correct the course of the 

country, our recovery would be full and much faster. 

Lacking this essential ingredient, we go by leaps and 

bounds, dependent on our own luck. In this context, we are 

also at the mercy of externalities, which from now on will be 

more negative. The ignorant never changes his mind, 

anyway! 

“The wise man can change his mind; the stubborn one, never.” 

Immanuel Kant – Prussian Philosopher 
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The financial markets, as a rule and in contrast with 

the economists’ analyses (less) and political scientists 

(more) that signal the strong deterioration of the economic 

and political environment in Brazil, advances regardless 

these professionals´ remarks. The pandemic and politics, 

associated with the other crises mentioned, do not face, 

even with possible damage of the few and recent data, the 

unrestrained desire for refreshed expectations and, with 

these renewed hopes, this month culminated in festive 

optimism of fair share of investors. Is caution over? Have 

problems been solved? Absolutely not, but it is quite 

common for the market to overreact, be it up or down, with 

the gyrations sequentially reducing and correcting both 

routes and intensities. 

Thus, the Ibovespa once again advanced positively 

this month, changing 6.16% and reaching the historic mark 

of 126,216 points. The yield 

curve repeats last month's 

interest rate movement, 

with higher rates in the 

short term, and a slight 

increase for the longer 

vertices, with a clear 

distinction between what 

is priced along the curve – 

inflation and fiscal, respectively. The DI1F22 ended the 

month up in relation to April (4.67%), at 5.09%; and the DI1F25 

closed at 7.90%, practically in line with last month’s figure 

(7.80%). The fluctuations registered between the highs and 

lows showed important variations, corroborating this 

assessment, with DI1F22 going from 0.24 point in April to 

0.43 point in May. The DI1F25 maturity oscillated even more, 

but less sharply in May, at 0.61 point. BACEN's concerns in 

this segment continue, but they reinforce the market's 

reading of its stance on monetary policy. The behavior of 

the Brazil risk helps in this analysis, with its main indicator, 

the 5-year CDS, dropping 20 points, ending the month at 172 

points. The BRL/USD exchange rate, in the same direction, 

cooled from its peak at BRL 5.467, ending May with a -3.17% 

change at BRL 5.232 (Ptax) - an appreciation of the Real for 

the second consecutive month, a longed-for shift. 

The contrast of this month's landscape and 

expectations in the financial market was stark, we went from 

water to wine. Even the frustration of “no reforms” takes the 

form of “some” reforms, overshadowing the general 

pandemic-economic disarray and the government's 

betrayed liberal agenda. Some indicators support this shift, 

such as the Trade Balance projections (exports and 

commodities high up), the Confidence Indicators and, 

above all, the surprising result for the Q1 2021 GDP. As if by 

magic, a series of new projections, especially for economic 

activity, which envision up to a 6% growth in Brazil for this 

year. Obviously, all these good news have positive effects, 

and endorses further growth. However, market players that 

signal this embed very strong assumptions and, in our 

opinion, unsustainable in the medium and long term. The 

first of these is the strong statistical carry-over, 

accompanied by a 

rapidly-closing enormous 

output gap. On the supply 

side, the pace of 

economic growth is 

absolutely uneven (agro 

stands out) – sector-

specific recovery - and, 

on the demand side, 

negative household consumption is due to high 

unemployment (especially informal ones without 

government emergency aid). Furthermore, they disregard 

what epidemiologists already take for granted: the third 

wave of COVID-19 and its known consequences and its 

effects on the economy. It also seems to us to mitigate the 

effects of other crises, especially this last one: water. With 

respect to the effects coming from abroad, few admit a 

normalization of interest rates in the US and other 

government aid around the world. The control and recovery 

of developed economies will determine the end of the 

liquidity fest or, at the very least, the interruption of the 

growing liquidity and the various mechanisms implemented 

to boost economies. Thus, when we adjust our models, we 

do not see such an advance in the Brazilian economy. In 

fact, we have a delay in the resumption and an important 
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variation in the intensity of this growth. For these reasons, 

we will grow around 3.5% this year and just over 2% in 2022.  

In Monetary Policy, the 4.1% variation in the IGP-M 

corroborates concerns about inflation, especially given the 

level of indexation that still threats our economy. Thus, we 

remain confident that BACEN will continue with its policy of 

Selic rate hikes towards the “neutral interest” in the relevant 

horizon for Monetary Policy. The realignment of inflation 

expectations needs to happen, eliminating noise and 

showing absolute firmness of action. In the Exchange Rate 

Policy, the advance in the Selic rate may allow an 

appreciation of the Real, if fiscal matters and the rest of the 

world do not get in the way, but it is not advisable to bet as 

much, given the other 

variables that impact 

the exchange rate and 

the BACEN’s 

uncontrollable 

addiction to market 

interventions. On the 

fiscal side, April's 

primary result of BRL 

24.3 billion was a 

fantastic surprise – 

best April result of the 

series. The distribution of this result was the contribution of 

BRL 16.3 from the Central Government, BRL 7 billion from 

the states and municipalities and state-owned companies 

with BRL 1 billion. An improvement, without a doubt, of the 

verified trend. Gross Debt/GDP also improved, from 88.9% 

in March to 86.7% in April. But what is the reason? Do we 

have a trend reversal and can we expect new successive 

and growing surpluses? It won't be like that. The increase in 

tax revenue played some role, but fundamentally the 

results of the states and municipalities were “atypical”. 

Royalties on natural resources and revenues from 

privatization were possibly important. The reduction in the 

Debt-to-GDP ratio is due to the redemption of securities by 

the National Treasury and the growth of nominal GDP. Thus, 

reality shows that we still cannot expect major changes in 

the projections and solvency indicators, but we still expect 

to evolve with the reforms and the long-awaited 

reorganization of the State. We are sure that the country risk 

rating agencies think alike, and for that reason we should 

not expect any change to our rating now. 

Overseas, with large economies in full recovery, we 

have re-estimated global growth at 5.52% and 4% for 2021 

and 2022, respectively. The amount of stimulus has been 

enormous in these economies, although the need for 

pulling back is already identified, such as the retraction 

signaled recently by the PBoC. This is because this “excess” 

of aid has impacts that can economically and socially 

disorganize these countries. Thus, in general, the great 

concern today is the possible “overheating” of economies 

(notably the US), and 

consequently, its 

effects on the rest of 

the world. In Europe, 

the ECB should 

review its timing 

(2022/23) of reversing 

its expansionary 

policy, and start 

reducing its asset 

purchases. The 

reason being that the 

recoveries of the bloc's economies do not seem 

homogeneous, given Germany’s inflation rate, which 

advanced at a pace well above projections. The increase in 

reserve requirements in China is also an undisputed action 

of these effects. The PBoC raised its foreign currency 

deposit reserve requirements from 5% to 7%, in clear 

concern about the Yuan appreciation and its impact on the 

country's exports. The target is to reduce the foreign 

currency liquidity flowing in the domestic banking system. 

In the US, apart from the ongoing dismantling of Trump's 

legacy by the current administration, in the economy, FED 

Vice-Chairman Randal Quarles summed it up by saying: “I 

stick to assessment that the recent advance in inflation is 

something to be expected and does not require a tightening 

of monetary policy”. For those interested, reading of “The 

Ghost of Arthur Burns” is mandatory! 

https://www.project-syndicate.org/commentary/fed-sanguine-inflation-view-recalls-arthur-burns-by-stephen-s-roach-2021-05
https://www.project-syndicate.org/commentary/fed-sanguine-inflation-view-recalls-arthur-burns-by-stephen-s-roach-2021-05
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DISCLAIMER 

This material has been prepared by Redwood Administração de Recursos LTDA. (Redwood) and is for 

information purposes only and does not constitute a recommendation for investment, offer or solicitation of 

an offer to acquire securities or any financial instrument. The information, opinions, estimates and projections 

refer to the present date and may contain information about future events and these projections / estimates 

are subject to risks and uncertainties related to factors that exceed our ability to control or estimate accurately, 

such as market competitive environment, fluctuations of currency value and inflation, changes in regulatory 

and governmental entities, as well as other aspects that may differ materially from those projected without 

prior notice. The information herein contained is based on the best available information collected from public, 

official or credible sources, which we believe to be reliable and of good faith. However, they have not been 

independently verified and, neither express nor implied warrant is given as regards their accuracy. We are not 

responsible for any omissions or errors, and even as we have taken all precautions to ensure that the 

information contained herein is not false or misleading, Redwood is not responsible for its accuracy or 

completeness. The opinions expressed solely reflect our opinions at the moment. We reserve the right at any 

time to buy or sell such securities. These projections and estimates should not be construed as a guarantee of 

future performance. Redwood undertakes no obligation to publish any revisions or update such projections 

and estimates in light of events or circumstances that may occur after the date of this document. This material 

is provided for the exclusive use of its recipients and its contents may not be reproduced, redistributed, 

published or copied in any form, in whole or in part, without the express permission of Redwood. 

©2021 Redwood Administração de Recursos LTDA. All rights reserved. 
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