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From Decoupling to Derailing



The Brazilian economy seemed to be decoupling at high speed…

Source: Central Bank of Brazil



...until it underwent a sudden stop
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Consumption and Investment - % cumulative growth in 4 quarters

Source: IBGE, Bradesco
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Still lack of traction during IQ09

Source: “The Wall”, Santander Brazil, 04/03/2009



An inventory adjustment was set in motion
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Trade as a channel of transmission

Source: IIF

Source:IDB



A Systemic Sudden Stop after mid-September
Spread to EMBIG
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Drought of foreign funding affecting domestic credit, although with 
a significance below than elsewhere

Source: BCB



Confidence shock on both external and domestic markets

Source: IIF, April 9, 2009 

Foreign demand

Domestic demand

Source: FGV, Bradesco



Sound domestic banking system –
but sudden liquidity hoarding

Source: BCB

Bottom line
Definitive review of expectations AND/OR Wait-and-see attitude (+) Credit crunch?
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First line of defense: international reserves

Reservas Internacionais
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Injection of Liquidity in Foreign Currency 
Market

o Sales of USD in spot market; 
o Sales of USD in repurchase agreement auctions;
o Reduction of reserve requirements for banks 

acquiring USD with repurchase agreement; 
o Sales of USD swap contracts;
o Export financing;
o Authorization for BCB to engage in currency 

swap transactions with other central banks (US$ 
30 billion swap line with Federal Reserve);

o Loans to rollover external debt of Brazilian 
companies



Mitigating lack of liquidity in the foreign exchange market



Injection of Liquidity in Domestic Credit 
Market

o Reduction in reserve requirements: R$ 99.8 
billion;

o Incentives for banks (including public 
banks) and the deposit insurance fund 
(FGC) to acquire portfolios of small and 
medium size banks (approximately R$ 35 
billion);

o Increase of funding to BNDES 
(Development Bank) and rural credit

o Guarantees for Certificates of Bank 
Deposits issues by small and medium size 
banks (up to R$500 mi



Monetary easing – low exchange-rate pass-through, output gap and 
expected inflation within target

Standard 
Deviation12-month 

Expected
Inflation



…but with higher spreads

Spreads

Corporate lending 
rates

Borrowing rates



Domestic credit starts to thaw – weight of public banks
and large companies as clients

Source: BCB



Savings accounts: a floor for basic interest rates



After improving in the recent past, public accounts face headwinds

Source: JP Morgan, 
GDW, 11/28/2008

Source: IIF, 04/09/2009

Source: “Exodus”, 
Santander Brazil,

04/09/2009



Limited scope for countercyclical increase of spending
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Labor market and wages: die hard?
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