
QBrazil's Bovespa stock index fell
into bear market territory last
week, driven down in part by
concern about falling metal

prices and rising interest rates. What fac-
tors will drive the Bovespa through the
rest of the year? How much might it
bounce back (or further decline)?

AGuest Comment: Emy Shayo: "We
think that the Brazilian market
will offer a 14 percent total return
in dollars over the next 12

months. The drivers for the market will be
names that are related to the domestic
economy (such as banks and real estate
companies) rather than commodities. In
the first half of the year, domestic names
have been punished due to the uncertain-
ties related to the interest rate cycle, as no
rate hikes were expected in the beginning
of the year. Today, the risks of higher inter-
est rates have been fully priced in, which
paves the way for a re-rating of domestic
sectors. In our view, large banks and real
estate companies can benefit from this
higher visibility in the interest rate front.
We highlight these sectors specifically as we
think the fundamental drivers for growth
are still intact, with bank credit low at 36
percent of GDP and a large housing deficit.
We think that commodity names will not
be as big a driver of the Brazilian equity
markets as they were in the last few years.
Higher global inflation and a sub-par
growth performance in G3 economies are
likely to provide for a less favorable envi-

ronment for commodities. Overall, we
continue to think that the Brazilian market
is well supported. Although the top down
story is somewhat less benign than over the
last several years, on a bottom up view,
most companies are well managed and
have good upside potential." 

AGuest Comment: Geoffrey
Dennis: "We expect the Brazilian
Bovespa to rebound by 10-15
percent to reach 66,000 by the

end of 2008. Global markets should recov-
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WTO Doha-Round Falls Apart
Celso Amorim, Brazil's Foreign
Minister, expressed incredulity
Tuesday that the trade liberalization
talks foundered in their ninth day over
a technical measure to restrict
imports. "I am extremely distressed,"
he told reporters.
Photo: WTO.



Economic News

WTO Talks Fall Apart, Likely Sink 
EU-Latin America Banana Deal

The Director-General of the World Trade
Organization announced Tuesday that
ministers have failed in their effort to con-
clude blueprint agreements in agriculture
and industrial products in the Doha
Round of talks in Geneva. Pascal Lamy
told a press conference after speaking to
WTO members that out of a critical "to-
do list" of 20 topics, 18 had seen positions
converge, but the gaps could not narrow
on the nineteenth—the special safeguard
mechanism for developing countries. "We
will need to let the dust settle. It is proba-
bly difficult to look too far into the future
at this point. WTO members will need to
have a sober look at if and how they bring
the pieces back together," Lamy said.

Observers say a split between industrial-
ized and large developing nations could
simply not be overcome. Developing
countries aim to protect workers and
farmers who are put at perceived risk by
trade, as the threat of food and energy
price riots have increasingly threatened
political stability in some countries. The
US and Europe also have domestic wor-
ries. The head of the Teamsters union in
the US, Jim Hoffa, said in a statement the
collapse was "a glaring sign that it is time
to finally let the World Trade Organization
negotiations officially end ... It is time to
replace the failed WTO model with a new
and fair model of trade that benefits the
majority of workers in the United States
and across the globe," Hoffa said. A deal
struck Monday, hailed by Latin American
leaders as "historic," to settle a longstand-
ing trade dispute over bananas between
Latin American exporters and the
European Union has been called off after
the failure of broader world trade talks on
Tuesday, Reuters reported. Ecuador, which

has a significant stake in concluding the
dispute, "reacted angrily" and demanded
the EU stick to its agreement to cut import
tariffs on bananas, Reuters reported.

Brazil Airport Workers 
Threaten Strike This Week

Brazil's airport workers were threatening
to start a general strike at midnight
Tuesday to demand a 10.56 percent wage
increase and other benefits, the Associated
Press reported. Francisco Lemos,
President of the National Airports
Workers Union, told the AP that an
"indefinite strike" this week could involve
thousands of workers and bring about
long delays. Brazil's airport system cap-
tured international headlines last year
over air traffic control and safety issues.
The government promised to invest heav-
ily in modernizing the country's fast-

growing airline system. Industry trade
newsletter AvNews reported Monday that
Brazil's state airports administration,
Infraero, has responded positively to a
request from the country's general avia-
tion association for improvements in the
national airports infrastructure in order to
handle the increased traffic that will be
generated by the World Soccer Cup in
2014. The airports administration stated it
will invest $2.4 billion on the 67 airports
in the country, and that the work is to be
concluded by 2010. [Editor's note: see
related Q&A in the December 15, 2006
issue of the Advisor.]

Political News

Venezuela Files Maritime Complaint
with Barbados Over Oil Drilling Plan

Venezuelan Minister of Energy and
Petroleum Rafael Ramirez on Tuesday
accused the Caribbean nation of Barbados
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Guatemala's Attorney General
Resigns as Crime Continues

Guatemala's attorney general
resigned Tuesday, Reuters reported.
Juan Luis Florido left halfway
through his term after complaints
he did not halt violence in the
Central American country, long
plagued by crime, public safety and
human rights concerns. "He present-
ed his resignation, which is routine
in institutions like this," an agency
spokesman told Reuters. The gov-
ernment has not given a reason for
Florido's decision to step down,
according to the report.

Banker Arrested in Buenos Aires
Accused of $5 Million Theft 

A banker was arrested Tuesday in
Buenos Aires on charges that he
stole $5 million from the accounts
of customers at UBS and JPMorgan,
the Associated Press reported.
Hernan Arbizu, who was responsible
for private banking relationships
with Latin American customers, was
fired in May by JP Morgan and is
accused of embezzling the money
between March 2007 and April
2008, prosecutors said.

Jamaica Sees Tourism Increase 
in First Half of Year

Over one million tourists flocked to
Jamaica in the first half of 2008, up
from 981,756 the previous year,
Reuters reported. The country’s
tourism minister Edmund Bartlett
called the period from January to
June 2008 the country's "best ever"
for tourist arrivals and revenue.
Industry revenues topped $1.19 bil-
lion dollars compared with $957.3
million for the previous year. The
new numbers come ten days after
Bartlett visited key cities in Europe
to drum up support from investors
and to attract European visitors.

Ecuador, which has a significant stake in ending the banana dispute,

"reacted angrily" and demanded that the EU stick to the 

agreement to slash its import tariffs, Reuters reported.

http://www.thedialogue.org/uploads/LAA/Daily/2008/LAA061215.pdf


of attempting to sell licenses for oil
drilling in Venezuelan maritime areas,
local daily El Universal reported. Ramirez
said that the Ministry of Foreign Affairs is
"in possession of the evidence" related to
the sale, according to the report. "This has

been the case in the
past, where coun-
tries, well, awarded
licenses for areas
that are beyond
their jurisdiction
and by talking,
directly speaking,
things are eventual-
ly placed where

they should be," Ramirez said, according
to the report. Barbados formally launched
its offshore oil and gas bid round in June
2007 for an area within the 200 nautical
miles that it considers its "exclusive eco-
nomic zone." Its government has main-
tained that the licenses do not infringe on
the "legitimate rights" of any other state,
the Barbados Advocate reported.

Company News

Santander Posts First Half Profit
Gain of 20 Percent in Latin America

Banco Santander announced Tuesday
that its Latin America region's earnings
helped it post a profit of 4.73 billion euros
(US$7.45 billion dollars) during the first
half of 2008. The Latin America region, in
which Santander is a major player, con-
tributed profit that was up 20.1 percent in
dollar terms, an increase of 24.8 percent
before taking into account discontinued
operations, the bank noted. Latin
American lending increased 9 percent in
euro terms and around 20 percent in local
currency in the first half of the year, with
lending in Brazil up 21 percent, Mexico up
16 percent and Chile gaining 21 percent.
Latin America accounted for 12 percent of
all Banco Santander's lending worldwide
in the first half of the year. The bank's
profits in the first half were also helped by
a 582 million euro gain from the sale of
stakes in Italy's Intesa Sanpaolo and
Portugal's BPI. Santander has forecast its
overall net profit will exceed 10 billion
euros this year, after posting a record prof-

it of 9.03 percent last year, a 19.3 percent
increase over the previous year. An eco-
nomic slowdown in its home market of
Spain has put pressure on the company.

MetLife Sees Strong Growth in Latin
America Amid Tough US Climate

New York-based insurer MetLife said
Tuesday that its international earnings
rose 26 percent in the second quarter of
this year, to $147 million. Its international
premiums, fees and other revenues were
up 15 percent on a comparable currency

basis compared with the second quarter of
2007. "Earnings results in the segment
were driven by strong performance in the
Latin America and Asia Pacific regions,"
the company said in a statement. MetLife
also on Tuesday adjusted its earnings out-
look downward in the face of a decline in
second quarter profits at the company
overall, however. The company's profit fell
19 percent in the second quarter, missing
Wall Street expectations and sending
shares down nearly 10 percent in after
market trading, the Associated Press
reported this morning.
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er from their first half losses as 20-year
valuation lows provide support, despite a
further slowdown in the global economy
and significant earnings downgrades.
Ongoing weakness in the US economy
will delay Fed tightening until early in
2009, another positive for global mar-
kets. If global markets rally to year-end,
Brazilian equities should enjoy the ride.
For sure, we remain concerned over the
interest rate cycle in Brazil, with the Selic
rate forecast to peak at 15.25 percent in
early 2009. However, this robust mone-
tary response to the inflation spike, com-
bined with the ongoing primary budget
surplus and the strong domestic econo-

my are all positive factors for higher
equity prices long-term. In truth, these
top-down market factors are less impor-
tant for the derivation of an index target
than a bottom-up assessment of the key
sectors in a market dominated by cyclical
stocks. Therefore, our end-year target
assumes: i) weakness in Energy as oil
prices fall further; ii) a strong rebound in
the oversold Materials sector, given
attractive valuations and a bullish view
of metals prices; iii) weakness of
Financials and Real Estate as rates keep
rising and iv) solid gains from other
domestic sectors. In short, the Bovespa
could fall sharply over the rest of 2008 if
commodity prices crash (not our view)
even if the domestic economy/sectors do
well. The Bovespa is really no longer
Brazilian."

AGuest Comment: Vinicius
Silva: "Our expected returns
for emerging market equities,
based on the broader MSCI

EM benchmark, is for 20 percent in US
dollar terms over the next twelve
months. We have an overweight recom-

mendation on MSCI Brazil and would
expect it to return more than that within
this time frame, which would approxi-
mately translate into the Bovespa poten-
tially reaching 72,500 points by June of
2009. We don't put targets for any local
emerging market index, however. On
July 17, Morgan Stanley upgraded
Brazilian equities to 'overweight', and
improved Brazil's model ranking from
twelfth to sixth place. Brazil has given
back all of the performance generated
since the country gained investment
grade status. Emerging market funds are
now underweight, in our view. Brazil's
average valuation ranking in the model
has improved while earnings growth
expectations (25 percent for 2008 on
Morgan Stanley estimates) remain
among the strongest in the asset class.
Brazil also ranks third on our composite
business cycle indicator. We favor
Energy, Materials and Financials expo-
sure within the Brazilian market and
prefer Brazil to Mexico. We are comfort-
able with our holdings in Brazil and our
preference for natural resource stocks,
represented via Petrobras and Vale. We
also hold Unibanco to capture our more
positive view on the sustainability of
domestic demand growth in Brazil and
the financial sector's positive track
record during interest rate hiking cycles.
Higher rates still present a risk to earn-
ings for domestic oriented sectors, in our
view. The other risk to our call is a sud-
den collapse in commodity prices, par-
ticularly oil. But we currently do not see
conclusive evidence to believe that the
likelihood for this scenario has material-
ly increased. "

Emy Shayo is the Brazil Equity Strategist
at JPMorgan.

Geoffrey Dennis is the Latin America
Equity Strategist at Citigroup.

Vinicius Silva is a member of the GEMs
Equity Strategy team at Morgan Stanley.
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Featured Q&A
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“ The Bovespa is really no

longer Brazilian.”
— Geoffrey Dennis


