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InsIGht
Deepening Argentine recession threAtens BrAzil chems

Argentina’s worsening recession is dragging down 
Brazil’s chemical industry when it is already dealing 
with competition from US imports and slow growth 
domestically and around the world.

Recently, Brazil’s central bank lowered the nation’s 
benchmark interest rate to 5.50%, a new record low. 
Brazil’s economy still has slack, even after the end of its 
recession in 2015-2016, when GDP shrank by more than 
3% annually.

This year, the economy should grow by less than 1%, 
according to a weekly survey conducted by the central 
bank.

Chemical demand rises and falls at multiples of GDP, so 
slower economic growth will hold back the industry.

In the past, Brazilian chemical companies relied on 
exports to offset some of the weakness in domestic 
demand.

The global industrial recession will lower demand for 
several plastics and chemicals.

Brazilian companies will be competing for these foreign 
markets with US producers, who are targeting alternative 
destinations to China.

China has imposed retaliatory tariffs on US plastics and 
chemicals. US exports once destined for China are now 
flowing to other parts of the world.

In fact, US companies are competing in Brazil’s own 
backyard. US exports of low density polyethylene (LDPE), 
high density polyethylene (HDPE) and ethylene alpha 
olefin copolymers have all increased sharply in Brazil.

All of this is happening while one of Brazil’s largest 
trading partners is in a recession and teetering towards a 
financial crisis.

Argentina is Brazil’s third largest export market, as shown 
in the following table. The figures are listed in dollars on a 
free-on-board basis.

For many Brazilian plastic producers, Argentina is 
especially important because its automobile industry is 
tightly integrated with Brazil’s, said Jorge Buhler-Vidal, 
director of Polyolefins Consulting. The firm specialises in 
Latin America.

Indeed, Argentina is Brazil’s largest export market 
for several plastics such as polypropylene (PP) and 
acrylonitrile butadiene styrene (ABS).

Argentina’s automobile industry has struggled since 
the country entered a technical recession in the third 
quarter of 2018, when its economy shrank for the second 
consecutive quarter.

In January through August, Argentine automobile 
production fell by nearly 36% year on year, according 
to the country’s Association of Automobile Producers 
(ADEFA).

Brazilian producers noticed the decline in demand from 
Argentina’s auto sector back in April during the Feiplastic 
trade show.

The sector probably deteriorated even further following 
Argentina’s primary election in August, in which the 
challenger, Alberto Fernandez, beat the incumbent 
president, Mauricio Macri, by an unexpectedly large 
margin.

Markets fear that if Fernandez wins the general election 
on 27 October, he will bring back the policies of his 
running mate, former president Cristina Fernandez de 
Kirchner. Those polices include currency controls, energy 
subsidies and price caps.

BrAzil exports
country 2018

china 63,929,548,814 

United states 28,696,717,001

Argentina 14,912,606,660 

netherlands 13,059,580,944

chile 6,393,065,704

SOURCE: Brazil Ministry of Industry, Trade and Services
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Following the results of the preliminary election, 
Argentina’s stock markets crashed, inflation spiked and 
the peso weakened.

Macri introduced some of Kirchner’s policies that are 
disliked by investors. He imposed exchange rate controls 
to keep the economy from losing too many dollars. He 
imposed caps on fuel prices to win voter support in the 
upcoming election.

Despite Macri’s performance in the preliminary election, 
Buhler-Vidal said it is too early to predict whether he will 
lose in the general election.

Buhler-Vidal compared the preliminary election to a poll. 
Some voters use it as a way to protest the policies of the 
incumbent president. When the general election takes 
place, they will vote on who they actually want to be 
president.

Other voters choose minor candidates during the 
preliminary - even though the candidates have no chance 
of winning. The voters change candidates when the 
actual election takes place.

Buhler-Vidal said the ultimate victor in the general 
election is still a toss-up.

Judging by the reaction of the markets to the August 
vote, a win by Fernandez would be bad for Argentina’s 
economy. That, in turn, would be bad for Brazil.

The Brazilian business publication Valor Economico 
quoted a study from the Brazilian Economics Institute of 
the Getulio Vargas Foundation.

Last year, Argentina’s downturn shaved 0.2 point off of 
Brazil’s GDP. This year, it could be 0.5 point.
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