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Political apocalypse is coming. Yes, of course it can get 

much worse... in fact, all signs lead to this conclusion. The 

polarization and the temper inflammation are in perpetual 

motion and feed back on each other. In addition, relations 

among institutional entities continue to deteriorate and 

function very poorly, that is, on the way to disruption of 

institutional order. As if this Dantesque scenario were not 

enough, the so-called third way cannot organize itself; on the 

contrary, it seems to be completely shattered after the former 

judge Sérgio Moro stepped down from the Presidential pre 

candidacy. It is real bonfire of vanities. 

It is surreal to imagine that words and opinions of a 

congressman, no matter how misplaced, could (should!) not 

be “resolved” by his congress peers. There are no shortage of 

examples of “misconduct” or “break of decorum” – 

including our current president as a 

congressman or even the former President, 

currently ranked first in polls for this year’s 

elections, and the “condescension” 

prevailed. But no, it seems in everyone's 

interest to push one’s luck the furthest, to 

constantly strain relations, with excesses 

and advances far beyond what is reasonable, 

as if the country needed more of this tug of war. 

Anywhere else in the civilized world we wouldn't be 

experiencing this, not at this level of importance, the rank of 

actors involved and their reflexes. 

So our institutional and political guts are exposed, and 

they are horrible. There is no reason other than this explicit 

desire for extreme confrontation and overlapping 

responsibilities, combined with this year's elections to 

promote such dysfunctionality. Representative democracy 

will not be sustained for long, as the system of checks, 

balances and limits is not complete. In this way, the current 

President, "rightfully”, grants pardon to the dirty-mouthed 

deputy, in an attitude that consolidates the optics on him as a 

"bastion" of freedom of expression, but above all as an anti-

system politician when confronting the excesses of the 

Supreme Court (STF), thus tightening their allied base. It's all 

wrong and few of those who can really make a difference 

accept to call everyone to reason - soon we will be past the 

point of no return. 

As for the Democratic Center or third way, hope is 

diminishing. Undermining any initiative are the conspiratorial 

daydreams and the unbridled desecration of elementary 

principles that should guide at least a basic project of ideas 

for the country. With social networks stimulating 

antagonisms, in the absence of minimal coordination for a 

consensus name, chaos tends to reign. This dystopia, which 

is expected to end on May 18th with the nomination of a single 

name to represent the União Brasil, PSDB, Cidadania and 

MDB, may be too late if the project is not absolutely aligned, 

and the nominee does not enjoy minimum acceptance. 

Achieving some leading role in the midst of the 

current polarization presupposes a political-

party articulation with professionalism and 

structural pragmatism. Anything other 

than this high level of professionalism and 

organization (in itself already quite difficult) 

will be fulminating for this third way 

candidacy, as the poles will redirect, to 

annihilate themselves at the start, all sorts of 

defamation and disqualification possible. Why? 

Because the current clash is very comfortable for two current 

frontrunners’ onslaught. 

Meanwhile, in Brazil, the certainty that our problems, 

especially the economic ones, will be left to the next 

administration is settled. Thus, economic activity stagnates, 

unemployment remains high, incomes fall and inflation does 

not subside. As if all this were not enough, packages of 

goodness already heavily contaminate the battered public 

finances. Does it sound like nothing much? There is more! On 

both sides of the poles, we witnessed terrifying statements, 

either by the former President threatening to dismantle and 

review reforms, deregulations and privatizations, or by the 

Commander-in-Chief signaling the revision of the 

expenditure Cap without further explanation. 

We are really in a minefield of full inversion of values. 

“Politics is a minefield of inversion of values”. 
Álvaro Dias – Brazilian Senator (Podemos Party). 
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In the financial market, some of the expected stress is 

starting to appear. The contours of the war and its numerous 

effects on the economies and finances of several countries, 

combined with the incipient recovery of production chains in 

the post-Covid-19 period, have consequences that can be 

lasting. If some of the “bonanza”, especially the likely-to-be-

fading flurry of incoming Dollars due to the carry-trade, the 

domestic political situation serves as gasoline to put out this 

fire. The combination of the unsatisfactory external scenario 

with our socio-economic structural challenges, with the 

polarization of this year's Presidential election, guarantees 

the probable “perfect storm”. There are ways to circumvent 

this situation, but with low probability. 

Thus, in the opposite 

direction of last month, the 

Ibovespa closed the month with a 

strong drop of 10.10%, registering 

the mark of 107,876 points. A 

significant plunge, even when 

compared to other indices such 

as DAX (-2.20%), FTSE (+0.38%), 

S&P (-8.80%) and NIKKEI (-3.50%). 

All the main maturities of the yield 

curve showed positive variations, 

with the DI 2023 closing at 13.03% 

against 12.71% last month, and the 

DIs 2025 and 2031, longer contract 

lengths, rose ending the month at 

12.04% (compared to 11.38% in March) and 12.09% (compared 

to 11.49% in March), respectively. BACEN's signals for the end 

of the Selic high cycle were nothing more than a summer 

dream, and throughout the month statements here and there 

appeared in the opposite direction. Leaving the door open is 

always an effective policy.  

Along the same line, the Brazil risk, measured by the 5-

year CDS, rose to 230.01 points: an important variation and 

greater than last month's drop of 15.82 points. The 21.2 points 

increase meant an approximate 10.2% change! The Dollar, 

with a smaller but significant fluctuation, advanced 3.83%, 

closing the month at BRL 4.9191 (with a minimum of BRL 

4.6109). Therefore, we remain with our medium-to-long-term 

vision, but it is possible that this “window of optimism and 

opportunities” is shorter and more fleeting than we once 

imagined. The conditioning factors that we have reported 

here are potentially strong and the outbreaks of greater or 

lesser distress in the market, especially in the short term, 

without many controls. The focus therefore is to see the “big 

picture” and move, always, strategically, especially for 

moments like the current one. 

In the economy, the financial market started to 

“correct” its excessively pessimistic pricing for economic 

activity, with some players betting on negative growth rates, 

to something between 0.5% and 1% - a figure in line with our 

forecasts presented in the last edition of the Scenarios. On the 

other hand, consumer inflation 

projections, notably the IPCA, 

continue to grow and there’s 

lacking support for the 

expectation of sharper cooling 

starting in May. More than that, 

the improvement in GDP this year 

has been accompanied by a 

worsening prospect for 2023, and 

also by contamination beyond 

what was expected in the 

projections of State-regulated 

and free-floating prices for next 

year.  

An important counterpoint, 

also repeatedly interpreted by the market as a “surprise”, is 

the constant decrease in unemployment rates. Far from 

underestimating the 12 million unemployed and the very high 

rate of underutilization of the workforce, there is still a long 

way to go before we reach rates near “full employment” 

(≅4%). And inflation has a “strong” component in this observed 

phenomenon, as it has a negative correlation with the 

unemployment rate (see diagram above). It is not possible to 

be happy about this, for obvious reasons, but it seems that the 

government is enjoying the situation, including its effects on 

revenue. 

In Monetary Policy, there is already a high cost to 

BACEN's delay in raising interest rates with required intensity, 

https://www.planner.com.br/2022/03/22/macroeconomic-scenarios-1st-qtr-22/
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as we have repeatedly warned in this space. The persistent 

worsening of inflation for 2022 and the de-anchoring of 

inflation expectations for the coming years are all writings on 

the wall. However, the probability of this was not low. RCN’s 

“flight plan” to eventually stop the Selic at 12.75%, therefore, 

leads to the following dilemma: (i) if the monetary tightening 

is halted now, the commitment to the 2023 target will be 

seriously shaken, and (ii) if it proceeds with monetary 

tightening as far as it is necessary to have 2023 inflation on 

target, it will throw the economy into recession. But what is 

BACEN’s main goal? Independence, competence and 

courage with responsibility... soon we will know. 

In exchange rate policy, BACEN once again found itself 

dealing with the “need” to intervene in the spot exchange 

market, in addition to the usual Swap operations. “Volatility” 

frightens BACEN and “compels” it into action… nothing more 

ridiculous! Last year's newly 

proposed Foreign Exchange 

Law may provide some “relief” 

and advances in the entire 

segment, but since then it has 

been waiting for regulation. 

The public consultation to be 

conducted by BACEN is very 

much awaited, as the time for 

making progress in this field is 

long overdue. It is not known for sure how much this general 

reformulation could be of some reduction in the 

interventionist impetus by the BACEN trading desk. 

On the fiscal side, this month we had practically 

everything going on. Increase in Corporate Tax collection and 

decrease in revenues from tax on manufactured goods (IPI). 

One should remember that, if possible, cutting down the tax 

burden is good and its effects impact the entire economy. But 

this does not mean that they do not have short-term and 

sectoral effects. Recent measures show this, as in the first 

case the increase was to compensate for the loss of revenue 

due to the waiver on unpaid-tax-based public debt – dubbed 

REFIS (requirement of the LRF), and the second (with a 

potential benefit to companies in the manufacturing sectors), 

displeased the Manaus Free Trade Zone, whose state 

governor promises to go to the Supreme Court (STF) against 

the bill. Another highlight was the controversial issue of 

Court-mandated debt, but which the government finally 

proposed to remove such operations from the 2023 fiscal 

target. This primary expense, without much “forecast” by the 

government, will be out of the budget. Also, the BRL 400.00 

cash transfer will become permanent, and advances to reach 

the desired BRL 600.00 are not ruled out. Last but not least, 

the current President joins ex-President Lula and Ciro Gomes, 

all in support of changing the Expenditure Cap. It is difficult to 

believe that the downward trajectory of public Debt-to-GDP 

in the short term will be sustained for a long time. Hopefully! 

Around the world, the Russia-Ukraine war (with no end 

in sight) continues to devastate Ukraine (in many ways) with 

breeding impacts on the economy of several countries. First 

on the list, of course, is Russia, whose central bank has 

signaled a likely 10% 

contraction in its economy this 

year. As a highlight, Italy 

already recognizes a probable 

technical recession, and 

Germany, with the meager 

GDP growth in the Q1, also has 

growing idle capacity in the 

economy. Without any breaks, 

with the escalation of inflation 

in the Old Continent (a record-breaking 7.5% rate in the twelve 

months up to April), the ECB should end its QE and promote 

an increase in interest rates soon. In China, the situation is no 

less complicated, but with the additional comeback of Covid-

19 and extensive lockdowns. Expectations of Chinese GDP 

growth have plummeted to something near 4%, thus affecting 

the entire planet, notably emerging economies. 

In the US, the FED can no longer “elude” reality. 

Inflation is “speeding up” and now it remains to be seen not 

the number of increases, but the magnitude of these rises. 

The exchange rate is a rapidly “contaminating” variable, and 

the table above reflects this. The yield on a two-year Treasury 

was 0.7% last year and now reaches 2.7%. Higher risk aversion, 

flight to quality tends to impose itself. The monetary 

tightening in the US will be like haven’t seen in recent years. 
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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. 
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