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Investment Research — General Market Conditions   

   

Brazil was thrown into a fresh political crisis yesterday after fresh corruption charges 

hit President Michel Temer. The President has been accused in one of the biggest 

Brazilian newspapers of endorsing the payment of money to the imprisoned former speaker 

of the lower house of Congress, Eduardo Cunha, to ‘silence’ him in the ongoing corruption 

probe. On Thursday afternoon, the paper’s website posted an audiotape that purports to be 

of Temer discussing the alleged payoff. Yesterday, President Temer responded on Brazilian 

television that he vows to hold onto his power and prove his innocence. The opposition 

parties have called for Temer to step down and a public protest took place in several 

Brazilian cities.  

The fresh political crisis in Brazil could not come at a worse time for the Brazilian 

economy. The Temer government is in the midst of carrying out extensive fiscal reforms 

to address the significant fiscal challenges that have been accumulating over the past decade 

with the Lula-Rousseff governments, with the fiscal deficit hovering close to 9% of GDP 

and public debt levels at 70% of GDP. Late last year, the government adopted a spending 

gap and extensive pension reforms are currently being discussed in parliament. On the back 

of the government’s reform, a fragile recovery has started to take hold as business and 

household confidence have rebounded.  

The outlook for the BRL and Brazilian assets depends on the ability of the President 

to fend off the allegations over the next few days. The opposition parties will certainly 

maintain pressure on Temer to step down or start an impeachment process against him. The 

problem for the Temer government is that it is struggling with low approval ratings and 

eight of his cabinet ministers have been forced to resign over allegations of misconduct. 

Investors have bought into the ability of the Temer government to push through reforms 

and generally hold his economic team in high regard. However, although the market is still 

long the Brazilian real, it is not at the same stretched positions as a few months ago. 

However, the latest bout of political uncertainty creates upside risk to our forecast for 

USD/BRL of 3.30 by end-June.  

BRL and Brazilian stock market rocked by renewed political uncertainty 

 
Source: Bloomberg 
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Brazil rocked by renewed political crisis 

 

 

 

 

A fragile economic recovery has 

started to take hold… 

 
Source: Macrobond Financial 

 

 

…but Brazil faces daunting fiscal 

challenges… 

 
Source: Macrobond Financial, IMF 

 

 

…and the tailwinds from commodity 

prices are fading 

 
Source: Macrobond Financial 
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Disclosures 
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske Bank’). 

The author of the research report is Jakob Christensen, Chief Analyst. 
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Each research analyst responsible for the content of this research report certifies that the views expressed in the 

research report accurately reflect the research analyst’s personal view about the financial instruments and issuers 

covered by the research report. Each responsible research analyst further certifies that no part of the compensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 

in the research report. 
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Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject 

to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske 
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Financial models and/or methodology used in this research report 
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Risk warning 

Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis of 
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General disclaimer 
This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for 

informational purposes only. It does not constitute or form part of, and shall under no circumstances be considered 

as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments (i.e. financial 

instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or options, 

warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial Instruments’). 

The research report has been prepared independently and solely on the basis of publicly available information that 
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or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and 

subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation any 

loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts responsible for the research report and 

reflect their judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not 

undertake to notify any recipient of this research report of any such change nor of any other changes related to the 

information provided in this research report.  

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or 

the United States. 

This research report is protected by copyright and is intended solely for the designated addressee. It may not be 
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Disclaimer related to distribution in the United States 
This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske 

Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely 

to ‘U.S. institutional investors’.  

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of 

research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not 

registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a 

non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument 

may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial 

instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. 

Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. 

Securities and Exchange Commission. 

 


