
   

 

   

HIGHLIGHTS 

Equities and Rates 
were the main drivers 
of June’s returns. 

The FED under the 
market’s scrutiny. 

Latin America countries 
in diverging trends. 

Emerging economies 
recover from the 
trade war hit. 

  

Returns. The Blue Alpha fund posted a positive performance in December with 16bps coming 
from rates, 81bps from equities, and 32bps on fx. Cash and costs added 1bp.    
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International. In December, the USA reduced trade tariffs charged on Chinese products that 
were in place since September by 50%. This was the first reduction since the beginning of the trade 
war, which started in July 2018. The tariffs that were at 15% were applied on $120bi in Chinese goods 
and now stand at 7.5%. This was the big boost factor for global markets last month. We also had a 
more accommodative stance for the FED in its December meeting, which also supported the positive 
tone of the markets in this period. We remain positive on the external scenario but now we are 
monitoring geopolitical risks like the unexpected USA strike that killed Soleimani. 
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Brazil. November´s COPOM minutes were less dovish than previous ones. The emphasis given to the 
fact that monetary policy is now more efficient and some board members saying output gap may close 
faster than anticipated left the next decision as a close call. We understand that a 25bps cut or steady 
rates at 4.5% are events with similar likelihood of happening.  

Lula had his sentence increased to 17 years for the Atibaia case, reducing the risks he is eligible for the 
next presidential elections in 2022, a positive event that is worth highlighting.  

The stock market remains as our main bet following improving activity numbers in the last couple of 
weeks. We have reduced our exposure to rates since we think the curve seems fairly priced. In fx, we 
keep a more structural than technical positioning. 
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In Mexico, in December, Banxico cut rates by 25bps 
for the fourth time in a row, taking rates to 7.25%, with 
one member voting for a 50 bps rate cut. This 
information was followed by minutes that were also 
marginally less dovish. We also had the minimum 
wage readjustment announcement, which was set at 
20%, above market expectations that was calling for a 
16% increase. Given this, we think an acceleration of 
the cutting pace seems highly unlikely. We believe 
rates should fall below the 6% level that is currently 
priced in by the markets given benign inflation and 
weak economic recovery ahead. The approval of the 
USMCA trade deal was also very favorable news to 
Mexico in December. Our biggest conviction now is on 
the currency in the country and we are looking for 
better timing to trade rates. 

 

In Chile, as other Latin American currencies, the CLP 
appreciated in December, returning to the 750 levels 
and almost giving back the losses that happened after 
the social demonstrations in October. This was not 
only on the back of lower global risk but also due to a 
significant intervention from the part of the Chilean 
Central Bank (BCCH) last month since they 
announced a fx program that is expected to sell up to 
$20bi in the next couple of months. The next event in 
Chile will the referendum to decide on a new 
Constitution in April. In this occasion, Chileans will get 
to decide if they want a new constitution and how 
they will manage to design a new one. We remain 
with a negative view on the Chilean peso, based on 
remaining political and social uncertainty as well as 
the considerable current account deficit. 

 

In Colombia, differently from Chile, Colombia has a 
relatively new Constitution from 1991. Social unrest in 
Colombia seems less pronounced than in Chile and 
pension funds are already close to their limits in terms 
of foreign assets limits. This helped to prevent 
demonstrations like in Chile and a more pronounced 
deterioration of its financial assets. Minimum wage 
increase was set to 6% in December, something it can 
help to easy the least favorable ones in the country 

without adding pressure to the country´s fiscal 
accounts. Lastly, we had the approval of the Financing 
Law, but details on VAT, health and pension expenses 
still need to be decided. Despite the positive 
developments of recently, we still think the COP is 
vulnerable to external shocks given its fragile external 
position. It is not clear, at this moment, what would be 
the next move in terms of rates in the country. 

 

In Argentina, Martín Guzman is the new Finance 
Minister, which raises the risk of external and local 
debt renegotiation, as well as of expansionary 
monetary and fiscal policies. This is a key problem in 
the country, giving the lack of external funding, which 
exacerbates local vulnerabilities and amplifies risks for 
increasing inflation. Increase in taxes charged over 
wheat exports as well as penalty for dismissal are 
already heterodoxic signals of the new government.  

We stay concerned with Argentina and we remain 
with no strategic allocation in the country. 

 

In Peru, inflation in Peru closed the year at 1.9%, below 
the Central Bank´s target (2.0%, +- 1.0%). Even 
excluding volatile items like food and energy, inflation 
is at the comfortable 2.3% levels. This would help the 
Peruvian Central Bank (BCRP) to continue to cut rates 
in 2020, especially given the still tamed domestic 
demand. BCRP cut rates by 50 bps in 2019, ending 
2019 at 2.25%. Growth is roughly at 3%, below 
expected and leaving a negative output gap relative 
to potential. Currently, we have no strong conviction 
in Peru. 
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