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Figure1   International Reserves (US$ Billion)
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the largest country and economy in South 
america, is the world’s fifth-most populous  
nation and its tenth largest economy. Brazil 
shares borders with every other South  
american nation except for chile and ecuador.

Brazil,

Examining  
the Macro Picture 

Characterized by well-developed agriculture,  
mining, manufacturing and service sectors, Brazil’s 
economy has expanded its presence as a world 
market. While hard hit by the current global  
economic crisis that began to unfold in 2007,  
Brazil’s economy has seen dramatic improvement 
in stability during recent years on the back of 
domestic demand and a more active export policy. 
Sound macroeconomic policies have bolstered 
international reserves to historically high levels 
[FigurE 1], reduced public debt and allowed a 
significant decline in real interest rates.     

invEstMEnt casE For Brazil sMall-caPs 2

Unless otherwise indicated, the statements in this  
report are the product of Van Eck Associates Corporation 
research and reflect the opinions of Van Eck Associates 
Corporation. This report is not intended to be a forecast of 
future events, guarantee of future results or investment 
advice. Current market conditions may not continue. Past 
performance is no guarantee of future results.

Brazilian investments are subject to elevated risks, includ-
ing those associated with investments in derivatives and 
foreign securities. In particular, Brazilian investments are 
subject to elevated risks, which include, among others, 
actions taken by the Brazilian government, inflation, high 
interest rates, currency risk, less reliable financial infor-
mation, higher transactional costs, taxation, political insta-
bility and other risks associated with foreign investments. 
In addition, companies with small capitalizations are sub-
ject to elevated risks, which include, among others, greater 
volatility, lower trading volume and less liquidity than 
larger companies. Investors should be willing to accept a 
high degree of volatility and the potential of significant 
loss. The Fund may loan its securities, which may subject 
it to additional credit and counterparty risk. Please refer 
to the prospectus for complete risk information.

Please note that Van Eck Securities Corporation offers 
Market Vectors Brazil Small-Cap ETF (the “Fund”) that 
invests in the asset class included in this research report. 
This material must be accompanied or preceded by a pro-
spectus. An investor should consider a Fund’s investment 
objective, risks, and charges and expenses carefully before 
investing. The prospectus contains this and other informa-
tion. Please read it carefully before investing.

invEstMEnt casE For Brazil sMall-caPs 3



 

Figure 2   Select Macroeconomic Forecasts
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small-caps:  
a Better Way to capture 
Brazil’s secular trends? 

a Play on doMEstic invEstMEnt thEMEs—

While Brazil’s large-cap companies are more  
dependent on the global industrial cycle and  
other external factors such as oil prices and  
commodity demand from China, the nation’s  
small-caps are more dependent on real growth  
in the domestic economy. 

rising doMEstic consuMPtion— 

Rising domestic incomes are creating a growing 
middle class that is becoming increasingly  
consumer-oriented. This trend is likely to favor  
Brazil’s small-cap sector since many of these  
companies are in the consumer staples, consumer  
discretionary, health care and other sectors that 
directly or tangentially serve domestic consumers. 

young and groWing PoPulation— 

An increasing, modernizing population bodes  
well for the domestic economy, as Brazilians  
come to need cars, houses, furniture, cell phones 
and computers.
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Figure 3   diversified export Profile, exports by destination
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sMall-coMPany FundaMEntals— 

We believe that those Brazilian small-caps with  
less debt and stronger balance sheets than their 
large counterparts are well positioned for recovery 
once the global economy improves. Small-caps 
worldwide have historically underperformed large- 
caps during bear markets, but have tended to  
lead the way out of downturns. 

attractivEly PricEd— 

Accounting for over half of the nation’s IPOs in 
2006 and 2007, Brazil’s smallest stocks fell swiftly 
during the height of the global crisis and almost all 
newly-listed companies fell below their offer price.1 
These depressed prices may represent excellent 
value for opportunistic investors who believe in 
Brazil’s long-term growth prospects.
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figure 4   brazil GDp—Composition by sector
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in the driver’s seat  
this time around
During past economic crises, Brazil was severely im-
pacted by its high debt levels. In the recent past, how-
ever, the administration under President Luiz Inacio 
Lula da Silva paid down Brazil’s debt and placed tough 
regulations across many industries such as energy 
and finance. The result? While other emerging nations 
were funding growth by leveraging assets and creat-
ing massive debt, Brazil maintained a steady, stable 
growth rate of about 4.5% during recent boom years 
(2004-2007). Over the last ten years ending December 
2008, Brazil was the slowest-growing BRIC nation  
with average annual real GDP growth of 3.3%. 

Although most developing nations currently face 
significant challenges, Brazil may emerge from the 
global downturn in a stronger position than many  
of its counterparts. Why? Trade represents a small 
part of Brazil’s GDP, exports are diversified  
geographically [FigurE 3], there is low dependence 
on external financing and reserve accumula-
tion over the past several years has provided an 
important buffer to external shocks.3,4 In fact, Brazil’s 
international reserves currently cover the country’s 
sovereign and private external debt obligations. 
Importantly, Brazil’s economy is relatively insulated 
from changes in energy prices due to its energy 
exports and domestic hydroelectric energy sources.

Industry 28.7%

Services  65.8%

Agriculture 5.5%

Source: 8

figure 5   public sector net Debt (% of GDp)
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What’s more, Brazil’s banking system was not highly 
leveraged leading up to the current global financial 
crisis. This, along with the other strengths noted 
above, have allowed benchmark interest rates to 
decline from 26.5% in 2002 to 11.25% currently. While 
interest rates have come down sharply, they are still 
relatively higher than U.S. rates and have the ability 
to go even lower over the longer term. Brazil’s credit 
spreads have also proved less sensitive to global 
turmoil than those of its peers.

long perspective
Brazil small-cap stocks hold the potential to gener-
ate attractive relative returns for investors who are 
willing to accept high levels of volatility and the risk 
of significant capital loss. There are myriad factors 
supporting future growth in Brazil, but there are  
also characteristics of this market that warrant a  
cautious view. Slowing exports, political upheaval 
(the current administration will complete its maxi-
mum allowable term in October 2010), and the need 
for deeper fiscal reform may present significant 
hurdles to continued growth. Signficant risks are 
also presented by the recent global investment crisis, 
which may derail domestic growth in this emerging 
economy. Small-cap equities are typically more  
volatile than larger-cap stocks. 
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Source: Brazil Central Bank; Itau Europa, 2009 Brazil Outlook, January 2009
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