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Over the past year, Brazil, along with other major Latin American countries, has seen extremely stable interest 
rates. Current economic weakness in Brazil in parallel with a slowing global economy, however, almost certainly 
spells impending interest rate cuts.  Interest rates in Brazil have remained historically low at 6.5 percent since April 
2018 – after multiple rate cuts in 2017 from double-digit highs. Brazil’s current rate is competitive with other Latin 
American economies such as Colombia at 4.25 percent, Chile at 2.6 percent and Peru at 2.75 percent. 
 
With Brazil’s central bank scheduled to meet in late July, several factors indicate a rate cut could be in the cards. 
May industrial production fell by 0.2 percent month over month, with the most dramatic slowdown being the 
production of consumer goods, which is evidence household spending is starting to lose steam1. May’s contraction 
is the second industrial production setback this year, after March production lost ground by 1.4 percent month over 
month following the Brumadinho dam tragedy.  
 
Brazil GDP ended a nine-quarter run of economic growth by contracting in the first quarter by -0.2 percent quarter 
over quarter, stoking fears of a slowdown and adding pressure on the Central Bank to prime the pump. A 
contributor to the economic outlook will be the progress of the pension reform bill, passed by the Chamber of 
Deputies of the National Congress of Brazil on July 10 and now awaiting a second vote by that chamber before 
heading to the Senate2. Internationally, the ground is being set for global interest rates to ease in the coming 
months. The U.S. markets anticipate the Federal Reserve will implement a rate cut at its July meeting. Several 
Latin American countries, including Mexico and Chile, are expected to follow suit, easing credit conditions in the 
coming months. 
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1Capital Economics, Latin America Data Response, July 2, 2019  
2Capital Economics, Latin America Economics Weekly, June 28, 2019 
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Brazil’s first-quarter GDP growth rate was 0.45 percent 
compared to the first quarter last year – 0.9 percent 
annualized growth over the past four quarters. First quarter 
economic growth contracted -0.2 percent from the previous 
quarter, bringing a halt to nine consecutive quarters of 
quarter-over-quarter growth. The Primary contributors to 
Brazil’s weak first quarter economic performance was 
sluggish industrial production related to curtailed mining 
activity as a result of the tailings dam accident and some 
uncertainty about the progress of pension reform as it 
moves through the legislature.      

Sluggish but Still Positive 
Figure 1: Quarterly Brazil Real GDP (Percent) 

With Inflation Flat, Borrowing Costs Remain Historically Low   
Figure 2: Quarterly Brazilian Interest and Inflation Rates (Percent per year)  

Sources: IBGE, Macrobond as of March 2019 
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Note: IPCA measures consumer price inflation.  The SELIC rate is the 
benchmark overnight bank rate calculated from daily rates for a quarterly average  

In March, Brazil’s annual inflation rate was the same as the 
previous quarter – 4.1 percent. Early June data suggests 
inflation is easing and second-quarter inflation may fall 
below the central bank’s target rate of 4.25 percent for the 
year3. June inflation is expected to decline compared to the 
same month a year ago, since last May and June’s supply 
chain disruptions related to the trucker strike drove a 
temporary upward tick in inflationary pressures. Interest 
rates remain at historically low levels – 6.5 percent through 
the first quarter of 2019. However we believe a number of 
factors will likely be critical to further reductions in the 
coming months: the Brazilian economy showing signs of 
distress; pension reform legislation advancing; the global 
economy slowing; and the U.S. Federal Reserve expected 
to lower the Fed Fund rate in July. 
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3.Capital Economics, Latin America data Response July 10, 2019 
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Foreign direct investment (FDI) in Brazil strengthened in the 
final quarter of 2018 to USD 16.6 billion, up 30 percent from 
the previous quarter, though 18 percent below the cyclical 
peak of USD 20.2 billion achieved in the first quarter of 
2017. Total FDI net flows over the 12 months to December 
2018 accounted for 4.7 percent of GDP, the highest 
contribution since June 2001 according to Brazil’s Central 
Bank4. While lingering economic uncertainty is a negative 
factor, the country’s sheer size gives it a huge advantage as 
a destination for FDI. 

Renewed Foreign Investment  
Figure 4: Quarterly Foreign Direct Investment – Net Capital Flows (USD Millions) 

The BRL made slight first-quarter gains against the USD 
(-1 percent), reflecting post-election optimism regarding 
the outlook for the Brazilian economy. The BRL 
strengthened against the Argentinean peso (-6 percent) 
and the Euro (-1 percent) but weakened slightly against 
the Chinese renminbi (1 percent), with the U.S.-China 
trade conflict impacting the Chinese currency’s strength 
against the USD. 

Brazilian Real Mixed  
Figure 3: Quarterly Brazil  FX 
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4https://www.reuters.com/article/us-brazil-economy-current-account/
brazil-current-account-deficit-doubles-fdi-inflows-rise-in-2018-
idUSKCN1PM1JZ 

https://www.reuters.com/article/us-brazil-economy-current-account/brazil-current-account-deficit-doubles-fdi-inflows-rise-in-2018-idUSKCN1PM1JZ
https://www.reuters.com/article/us-brazil-economy-current-account/brazil-current-account-deficit-doubles-fdi-inflows-rise-in-2018-idUSKCN1PM1JZ
https://www.reuters.com/article/us-brazil-economy-current-account/brazil-current-account-deficit-doubles-fdi-inflows-rise-in-2018-idUSKCN1PM1JZ
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In the forest product sector, Brazil exported 5.49 million 
metric tons in the first quarter of 2019, a 2-percent rise in 
total forest product exports from fourth quarter 2018, 
though a 1-percent dip from the record-high volume in the 
first quarter a year ago. Brazil’s chief forest product is 
pulp, and despite weaker global demand for market pulp, 
as well as declining prices for eucalyptus market pulp in 
China, Brazil pulp export volumes rose 7 percent this 
quarter over the previous quarter. But while pulp export 
volumes during the month of March reached new highs5, 
wood panel, lumber and paper product export volumes 
were down first quarter, falling almost 10 percent from 
volume levels shipped in the last quarter of 2018. At the 
same time, first quarter lumber exports rose 17 percent 
this year above lumber exports in the first quarter of 
2018.   

Steel production contracted, again, from 8.7 million metric 
tons in the fourth quarter to 8.4 million metric tons in the 
first quarter and was down 3 percent or 240 thousand 
metric tons compared to the first quarter of 2018. This first 
quarter decrease is the second consecutive quarter of 
production declines, with steel net exports falling 23 
percent from the high level achieved in the final quarter of 
2018. At the same time, Brazilian steel demand, 
measured by estimated consumption, rose 12 percent 
from last quarter’s low levels. 

Sources: Brazil Ministry of Industry, Foreign Trade and Services, March 2019 

Steel Production Declines for Second Consecutive Quarter   
Figure 5: Quarterly Brazil Steel Production, Exports and Domestic Production (Million MT)  

Pulp Export Volumes Move Higher  
Figure 6: Quarterly Brazil Forest Product Exports (Million MT) 
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5Pulpwatch, Volume 25 No. 10. May 3, 2019 
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Sawtimber Prices Lower Globally 
Figure 8: Quarterly Sawtimber Stumpage Prices for Timber (USD/m3) 

Prices for Bleached Eucalyptus Kraft Pulp (BEKP) and 
Southern Bleached Softwood Kraft (SBSK) turned lower 
in the first quarter of 2019. BEKP USD prices were down 
4 percent compared to the previous quarter and SBSK 
USD prices slipped 5 percent for the same time period. 
China imported record volumes of pulp over the past 
year, and this has swelled inventories and generated 
oversupply. Pine pulpwood delivered prices in the U.S. 
South rose 3 percent in USD over the previous quarter, 
largely due to the pervasive wet weather this past winter 
and spring, which restricted harvesting and in turn 
constrained supply. First-quarter gains in pulpwood prices 
in the U.S. South are nonetheless vulnerable, since 
southern pulp mills can access ample fiber supplies by 
tapping into the burgeoning production of manufacturing 
residuals generated by the region’s lumber mills. In the 
case of Brazilian eucalyptus pulpwood, delivered prices 
moved up 2 percent in USD from the previous quarter. 

First quarter Brazilian pine sawtimber USD prices rose 2 
percent from the previous quarter, though were down 13 
percent from the first quarter last year. Measured in local 
currency (BRL), Brazilian pine sawtimber prices were flat 
first quarter6. U.S. West Coast prices for softwood 
sawtimber continued to fall from the record highs reached 
in the second quarter of 2018, plummeting 42 percent 
year-over-year in the first quarter of 2019. The price of 
southern pine sawtimber in the U.S. South rose by USD 1 
per cubic meter (5 percent) in the first quarter over fourth 
quarter prices – an increase not seen since the first 
quarter of 2013. Extensive wet weather in the U.S. South 
hampered the region’s harvesting activity, which lifted 
prices. Finnish softwood sawtimber prices moved lower 
again first quarter, falling USD 4 per cubic meter (6 
percent) from last quarter as storm-damaged timber 
salvage continues to depress prices7.        

Sources: STCP, Timber-Mart South, RISI as of March 2019 
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Brazil Market Pulp Prices Turn Lower after Historic Run Up 
Figure 7: Quarterly Prices for Market Pulp and Pulpwood (USD/MT) 

Sources:  Hawkins Wright, STCP, and Timber Mart-South as of March 2019 
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6STCP Wood Price Outlook Jan/Feb 2019 and March/April 2019 
7Wood Resources Quarterly, 1Q 2019 
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Investing involves risks, including the potential loss of principal. Financial markets are volatile and can fluctuate significantly in response to company, industry, political, 
regulatory, market, or economic developments.  These risks are magnified for investments made in emerging markets. Currency risk is the risk that fluctuations in exchange 
rates may adversely affect the value of a portfolio’s investments.  
 
The information provided does not take into account the suitability, investment objectives, financial situation, or particular needs of any specific person. You should consider 
the suitability of any type of investment for your circumstances and, if necessary, seek professional advice. 
 
This material, intended for the exclusive use by the recipients who are allowable to receive this document under the applicable laws and regulations of the relevant 
jurisdictions, was produced by, and the opinions expressed are those of, Manulife Investment Management as of the date of this publication, and are subject to change based 
on market and other conditions. The information and/or analysis contained in this material have been compiled or arrived at from sources believed to be reliable, but Manulife 
Investment Management does not make any representation as to their accuracy, correctness, usefulness, or completeness and does not accept liability for any loss arising 
from the use of the information and/or analysis contained. The information in this material may contain projections or other forward-looking statements regarding future 
events, targets, management discipline, or other expectations, and is only as current as of the date indicated. The information in this document, including statements 
concerning financial market trends, are based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. 
Manulife Investment Management disclaims any responsibility to update such information. 
 
Neither Manulife Investment Management or its affiliates, nor any of their directors, officers or employees shall assume any liability or responsibility for any direct or indirect 
loss or damage or any other consequence of any person acting or not acting in reliance on the information contained herein.  All overviews and commentary are intended to 
be general in nature and for current interest. While helpful, these overviews are no substitute for professional tax, investment or legal advice. Clients should seek professional 
advice for their particular situation. Neither Manulife, Manulife Investment Management, nor any of their affiliates or representatives is providing tax, investment or legal 

advice. Past performance does not guarantee future results. This material was prepared solely for informational purposes, does not constitute a recommendation, 
professional advice, an offer or an invitation by or on behalf of Manulife Investment Management to any person to buy or sell any security or adopt any investment strategy, 
and is no indication of trading intent in any fund or account managed by Manulife Investment Management. No investment strategy or risk management technique can 
guarantee returns or eliminate risk in any market environment. Diversification or asset allocation does not guarantee a profit nor protect against loss in any market. Unless 
otherwise specified, all data is sourced from Manulife Investment Management. 
 
Hancock Asset Management Brasil  
Hancock Asset Management Brasil Ltda., a subsidiary of Manulife Financial Corporation, is accredited with the Brazilian Securities Commission (CVM) as a securities 
portfolio manager (administrador de carteiras de valores mobiliários) within the category of asset manager (gestor de recursos) and is legally authorized to perform such 
activities within the Brazilian territory.   
 
Manulife Investment Management 
Manulife Investment Management is the global wealth and asset management segment of Manulife Financial Corporation. We draw on more than 150 years of financial 
stewardship to partner with clients across our institutional, retail, and retirement businesses globally. Our specialist approach to money management includes the highly 
differentiated strategies of our fixed-income, specialized equity, multi-asset solutions, and private markets teams—along with access to specialized, unaffiliated asset 
managers from around the world through our multimanager model. 
 
These materials have not been reviewed by, are not registered with any securities or other regulatory authority, and may, where appropriate, be distributed by the following 
Manulife entities in their respective jurisdictions. Additional information about Manulife Investment Management may be found at www.manulifeam.com. 
Australia: Hancock Natural Resource Group Australasia Pty Limited, Manulife Asset Management (Hong Kong) Limited.  Brazil: Hancock Asset Management 
Brasil Ltda. Canada: Manulife Investment Management Limited, Manulife Investment Management Distributors Inc., Manulife Investment Management (North America) 
Limited, Manulife Investment Management Private Markets (Canada) Corp. China: Manulife Overseas Investment Fund Management (Shanghai) Limited Company. 
European Economic Area and United Kingdom: Manulife Investment Management (Europe) Ltd . which is authorised and regulated by the Financial Conduct Authority, 
Manulife Investment Management (Ireland) Ltd. which is authorised and regulated by the Central Bank of Ireland Hong Kong: Manulife Asset Management (Hong Kong) 
Limited. Indonesia: PT Manulife Aset Manajmen Indonesia. Japan: Manulife Asset Management (Japan) Limited. Malaysia: Manulife Asset Management Services Berhad. 
Philippines: Manulife Asset Management and Trust Company. Singapore: Manulife Asset Management (Singapore) Pte. Ltd. (Company Registration No. 
200709952G) Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife Investment Management (Taiwan) Co. Ltd. Thailand: Manulife Asset Management 
(Thailand) Company Limited. United States: John Hancock Investment Management LLC, Manulife Investment Management (US) LLC, Hancock Capital Investment 
Management, LLC and Hancock Natural Resource Group, Inc. Vietnam: Manulife Investment Fund Management (Vietnam) Company Limited.  
 
Manulife, Stylized M Design, Manulife Investment Management, & Design are trademarks of The Manufacturers Life Insurance Company and are used by it, and by its 
affiliates under license. 
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