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 Allocation Brazil 
High Volatility Still Prevailing 
 

Suggested Portfolio – December/10 

 

LONG/OVERWEIGHT 

Stock Ticker 

Traded 

Vol.* 

Weight 

% 

Bradesco BBDC4 171.1  10% 

Hering HGTX3 29.2  10% 

Lojas Americanas LAME4 44.4 5% 

Lojas Renner LREN3 62.0  5% 

MRV MRVE3 52.3  5% 

PDG Realty PDGR3 95.7  10% 

Petrobras PETR4 850.3  20% 

Telesp TLPP4 4.6  5% 

Tiete GETI4 10.1  10% 

Vale VALE5 721.0  20% 

Total - - 100% 
Source: Banif - Ixe Securities Research 

*Average trading volume (R$ mn) in the past 90 days 
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Tension in Europe and USA likely to overshadow positive 
economic news 
While key indicators of economic activity in Europe, USA and Asia point 

to an acceleration of growth in 4Q10, prospects for the international 

environment up to the year-end cause concern, since chances are that 

the problems affecting some of the “peripheral” countries in the Euro 

Zone as well as the USA will continue to weigh on the financial markets. 

In the Euro Zone, Ireland is likely to remain a major source of volatility 

in the next few weeks due to the instability of its financial system and 

the political debility of its current administration.  

Nevertheless, even more relevant is the renewed market pressure on 

Greece, Portugal, Spain and Italy, which has led to the resurfacing of 

fears on the future of the Euro. Meanwhile, in the USA, legislation on 

temporary tax breaks to individuals expires at the end of this year and 

must be renewed. However, the Obama administration is likely to face 

difficulties in rapidly getting this from the new Congress. In all, despite 

the possible positive news from the economic front, the international 

environment is likely to weigh on the financial markets.   

Main local risk is the deterioration of inflation expectations, 
while doubts on the economic policy mix might bring volatility 
In Brazil, Dilma’s election was expected to maintain a high degree of 

economic predictability and indeed, the appointment of the new 

administration’s economic team underscores the perception of 

continuity. However, some contradictory signs have generated doubts 

regarding the economic policy mix in the new administration. For 

example, the pro-cyclical structure of government spending is not 

aligned with the supposed goal to reduce real interest rates to around 

2% to 3% in coming years. Another example of contradiction is Dilma´s  

commitment to control inflation vis-avis the pressure on the integration 

between the Central Bank and the other economic authorities, which 

might reduce the BCB´s autonomy.  

In this context, a decision on the minimum wage, to be taken by the 

end of the year, and the Central Bank´s attitude towards the 

deterioration of inflation expectations are key factors and could lead to 

an increase in market volatility.  Hence, from the point of view of the 

macro-economic agenda, prospects for the financial markets in the next 

few weeks appear more uncertain than usual. 

In the face of this, we have changed our portfolio by reducing its size by 

two names, eliminating CSN and Tractebel. We have also substituted 

Guararapes for Lojas Americanas so as to reap the benefits of Christmas 

more efficiently, and we have also increased the weights of Bradesco 

and Hering (both from 5 to 10%). 
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“LONG”/Overweight – Suggested Portfolio  

 
 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Bradesco BBDC4 33.57 37.2 25.3 12.9% 14.3% 

 Catalyst: We expect a continuation of the positive trend in 

results reported 9M10. ROE in 3Q remained high at 22% and 

insurance continued to contribute significantly to the bottom 

line (almost 1/3). We believe in a continuation of the high 

spread between the basic interest rate and rates passed 

through to clients. 

 

 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Hering HGTX3 30.19 30.8 8.8 214.5% 252.6% 

 Catalyst Hering has maintained impressive levels of sales 

growth and solid results since 2008, repeated in 3Q10 with an 

impressive SSS growth of 33.6%. Together with accelerated sales 

growth, margins for EBITDA and Net income are also presenting 

expansion, as new stores are maturing quickly. The company will 

finish 2010 with 337 Hering stores spread throughout 150 cities 

in Brazil. In addition, the company has recently reviewed its 

expansion plan, which now aims at reaching 405 stores by end 

2011, one year ahead of original expectations. Additionally, a 

recent market study conducted by the company indicates that 

the current level of demand could support at least 200 extra 

stores, without considering further economic growth. With a 

healthy cash position and stores in a format smaller than those 

of its competitors, we believe Hering is in a good position to 

achieve its objectives. Risk: The continued and high appreciation 

of the share over the last year poses a ST market risk. 

 

 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Lojas Americanas LAME4 16.25 19.3 11.2 5.2% 12.7% 

 Catalyst 3Q results surprised the market in a positive way, with 

a significant improvement in operational margins and a 

reduction of working capital needs, which boosted growth in 

earnings. The company has been presenting a solid level of SSS 

growth in 2010, despite last year’s strong comparison base and 

the current process of accelerated organic expansion. There will 

be 70 store openings during the year (35 in 4Q alone), at the top 

range of guidance and keeping the company on path to achieve 

its expansion plan of 400 new stores in the 4-year period of 2010 

to 2013. Moreover, positive factors such as i) low average sales 

ticket; ii) broad assortment of products; iii) penetration in all 

social classes and iv) nationwide presence; makes the company 

the best positioned in the sector to benefit from the Christmas 

season in the current buoyant economy. Risks: strong 

competition in e-commerce for its subsidiary B2W and P/E 

multiple higher than the sector average. 
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“LONG”/Overweight – Suggested Portfolio  
 
 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Lojas Renner LREN3 60.03 68.0 34.4 55.7% 61.6% 

 Catalyst: Currently, Lojas Renner’s main challenge is to bring 

sales growth back to higher levels whilst keeping margins stable. 

Third quarter results proved that this is feasible, with SSS 

returning to double digits and financial services helping to bring 

margins to a healthy level. Furthermore, new store formats are 

being launched, including compact street stores with around 

1,200 square meters of sales area (versus 2,100 in the traditional 

format) and even smaller women’s exclusive stores (around 700 

sqm), allowing a faster expansion to regions where the company 

is not yet present. Renner announced an ambitious expansion 

plan to open 30 stores in 2011 (20 compact) and 160 stores in 

five years (100 compact), more than doubling the 134 stores 

expected for the end of 2010. Finally, another good growth 

opportunity comes from the e-commerce platform, which 

started in 4Q to include apparel, accessories and footwear in 

addition to the existing mix of underwear, wristwatches and 

fragrances. Risks: execution risk related to the new compact 

store format and margin compression due to pre-operating 

expenses of new stores. 

 

 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

MRV MRVE3 16.95 18.68 9.66 22.3% 35.9% 

 Catalyst: In 3Q10, MRV reached all-time high results. The 

main highlights were: (i) Launches PSV at R$1 bn, up 58% YoY, 

(ii) Revenues at R$881 mn, up 96% YoY, (iii) EBITDA at R$270 

mn, up 115% YoY and (iv) Net Income at R$216 mn, up 110% 

YoY. Based on solid and consistent operational and financially 

performance and an encouraging outlook for 2011- 12, we 

keep MRV´s stocks in our suggested portfolio. Risk: rise in the 

price of raw materials. 

 

 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

PDG Realty PDGR3 10.39 11.43 6.16 21.4% 17.0% 

 

 

Catalyst: PDG released strong operational and financial 

results for 3Q10. Launched PSV was R$2.0 bn, reaching R$4.9 

bn in 9M10, achieving 70% of its total guidance for 2010 of 

R$7 bn. For 2011, the company already announced an 

aggressive guidance of R$9.5 bn, up 35% YoY. Speed sales 

were very good at 33%, 300 bps above 2Q10. The financial 

highlight was an EBITDA growth of 31% (22% above forecast). 

This impressive performance, coupled with a bold guidance, 

leads us to maintain PDG stock in our portfolio. Risk: possible 

additional working capital needed due to higher guidance of 

launches for 2011. 

 

 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Petrobras PETR4 24.59 38.8 23.8 -31.1% -34.5% 

 Catalyst: The share under performed the Ibovespa by 12% 

since the end of the capital increase. We believe that after this 

period, when prevailing negative views on specific terms of 

the operation dissipates, investors should focus on the 

company's low multiples comparison to peers and its long-

term prospects. Expectations are for oil production and 

refining to increase substantially, with a growing domestic 

market for its products. Risk: Political noise regarding the 

change in top management. 
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“LONG”/Overweight – Suggested Portfolio 

  
 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Telesp TLPP4 40.11 42.3 31.8 2.4% 3.4% 

 

 

 

 

 

 

 

Catalyst: We believe the news flow about the VIVO/Telesp 

merger could boost TLPP4. In our view, there is a very 

attractive potential gain between the companies not yet 

priced in. Telesp's shares continue to trade at attractive 

multiples and high upside potential to our fair value. Risk: The 

merger conditions could hurt minorities. 
 

 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Tiete GETI4 23.51 25.1 16.3 29.7% 36.7% 

 

 

 

 

 

 

 

 

Catalyst:  We maintain Tiete in our portfolio because we 

expect it to continue paying good dividends in the next few 

years due to its premium contract to sell most of its energy to 

Eletropaulo. Additionally, we believe that generators should 

continue to present better performance than distributors in 

coming years. Risk: In the long-term, the company will need to 

sell energy through regular auctions held by the government, 

which could mean lower prices than those obtained in their 

current contract with Eletropaulo, which ends in 2015. 
 

 

Company 

 

Ticker 

Current  

Price 

 52 - week 

High        Low 

Performance 

YTD       12M 

Vale VALE5 48.00 50.9 36.8 16.0% 15.6% 

 Catalyst: We continue to have a positive view on Vale and 

the iron ore market. 3Q results came in strongly with record 

volumes of iron ore and pellets, as well as record high 

revenues, EBITDA and Earnings. Operating outlook remains 

strong, as iron ore fundamentals are still in place with strong 

volumes and prices. The spot price for iron ore in China has 

shown an upward trend in the past month and we do not see 

prices below US$90-100/t, given that China's average cost of 

US$90/ton places a floor to prices. We believe that current 

measures in China to reduce energy consumption will push 

forward the demand for high-grade ores, increasing demand 

for Vale’s products. 3Q10 results showed an increase in 

revenues from non-ferrous operations but the full impact of 

the end of Strikes at the Canadian nickel and copper 

operations will show in 4Q10. In the 3Q10 conference call, the 

company announced its plans to invest US$24 bn during 2011, 

not including possible investments via acquisitions, used 

mainly in organic expansion projects. Risks: 1) Global 

economic slowdown; 2) increase in freight rates; 3) 

appreciation of the Real and 4) noise relating to possible 

change in Vale’s CEO. 
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Banif - Ixe (LONG) x Ibovespa 
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Source: Economática  

 

Weighted performance in November/10 
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Source: Economática. Weighted performance of the stocks from 

the recommended portfolio  

 

 
 

Banif-Ixe x Ibovespa Evolution 

-10% 0% 10% 20%

12M

In 2010

January

February

March

April

May

June

July

August

September

October

November

Banif-Ixe Ibovespa

 

2009 Banif-Ixe IBOV Banif-Ixe - Ibov 

Apr-09 16.17% 15.55% 0.62% 

May-09 9.64% 12.49% -2.86% 

Jun-09 -5.95% -3.26% -2.70% 

Jul-09 8.03% 6.41% 1.61% 

aug-09 5.72% 3.15% 2.57% 

Sept-09 9.75% 8.90% 0.85% 

Oct-09 0.57% 0.05% 0.52% 

Nov-09 8.83% 8.93% -0.10% 

Dec-09 1.05% 1.87% -0.82% 

2010 Banif-Ixe IBOV Banif-Ixe - Ibov 
Jan-10 -2.57% -4.65% 2.08% 

Feb-10 1.53% 1.68% -0.15% 

Mar-10 4.30% 5.82% -1.52% 

Apr-10 -3.37% -4.04% 0.67% 

May-10 -3.18% -6.64% 3.46% 

Jun-10 -0.25% -3.35% 3.10% 

Jul-10 12.13% 10.80% 1.33% 

Ago-10 0.42% -3.51% 3.93% 

Sep-10 7.01% 6.58% 0.43% 

Oct-10 3.67% 1.79% 1.88% 

Nov-10 -1.26% -4.20% 2.94% 

In 2010 18.76% -1.29% 20.05% 

12M 20.01% 0.55% 19.46% 

18M 54.84% 26.73% 28.11% 
 Source: Economática and Banif - Ixe Securities Research 

 

 

 

 

 

 

 

 



Allocation Brasil 

 

 

6Please refer to the end of the report to analyst and firm disclosures                                                                                                       Banif – Ixe - December 1, 2010| 

Analyst Disclaimer and Important Report Disclosures:  
The analysts mentioned in this report hereby certify that: 1) all of the views accurately reflect his or her personal views about any or all of 

the subject securities or issuers; 2) no part of any of the analysts compensation is or will be directly or indirectly related to the specific 

recommendations or views expressed by the analyst(s) in this research; and 3) they do not hold securities issued by the company (ies) 

mentioned in this report that exceed 5% of their assets. 

Investment ratings are a function of Banif Banco de Investimento and Ixe Casa de Bolsa’s expectations of a relative return to the expected 

performance of the main index of the country of origin. Ratings are: Buy for stocks viewed as having an upside 500 bps higher than the 

expected performance of the index; a Neutral for stocks expected to have an upside between -500 bps and +500 bps to the expected 

performance of the index and; Sell for those stocks expected to have a performance 500 bps below the expected performance of the index. 

It is important to note that a recommendation may differ from the rating system when the analyst believes that the stock may reach the 

appreciation / depreciation in the very short term. 

Banif Banco de Investimento and Ixe Casa de Bolsa are not currently having any investment banking or other business connections with the 

company (ies) mentioned in this report, however, investors should bear in mind that it is seeking or will seek to do so at any time and may 

receive compensation for services provided or have commercial relations with the company(ies) analyzed in this report, or with individuals, 

legal entities, funds, trusts or estates that act representing the same interest as the company(ies).  

Banif Banco de Investimento and IXE Casa de Bolsa, and/or its officers, directors, or shareholders, may from time to time have long or short 

positions in the financial instruments of the company mentioned in this document, or may serve in an advisory capacity with respect to 

such instruments. 

This document is for information purposes only and was made by Banif Banco de Investimento and Ixe Casa de Bolsa.  Under no 

circumstances should this document be used or considered as an offer to sell or a solicitation to buy the securities or other instruments 

mentioned in it.  The information in this document has been obtained from sources believed reliable, but both Banif Banco de 

Investimento and Ixe Casa de Bolsa makes no representations concerning the truth or accuracy of the content or substance of this report, 

or of the future market value of any securities, notes, or private claims mentioned within.  Opinions expressed herein constitute the 

current judgment of the author as of the date published and are subject to change without notice, and Banif Banco de Investimento and 

Ixe Casa de Bolsa makes no representations that they will endeavor to update their analysis upon any change of circumstances.  

The products mentioned in this document is not directed to, or intended for distribution to or use by any person or entity who is a citizen 

or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be 

contrary to law or regulation or which would subject either Banif Banco de Investimento or Ixe Casa de Bolsa, or its subsidiaries or affiliates 

to any registration or licensing requirement with such jurisdiction.  

Additional Information for US Readers: Banif Banco de Investimento and IXE Securities Inc., are registered broker-dealers. The research was 

prepared Non-US research analysts that are not registered or qualified as research analysts with the NYSE and or FINRA, but sarify the 

registration and qualification requirements or other research-related standards of a non-US jurisdiction. Any US Person receiving this 

report and wishing to effect any transaction in any security discussed in this report should do so with Banif-Ixe Securities, at 140 East 45th 

Street, 2
nd

 floor, New York, NY. 

Additional Information for European Readers: Banif Securities, a subsidiary of Banif Banco de Investimento S.A and Ixe Casa de Bolsa, an 

affiliate of Ixe Securities Inc., granted authorization to Banif Banco de Investimento S.A., to distribute this report through its London Branch 

to investors who are market counterparties and intermediate customers, pursuant to FSA rules and regulations. If you do not, or cease to, 

fall within the definition of market counterparty or intermediate customer, you should not rely upon the information contained herein and 

should notify Banif Banco de Investimento S.A., London Branch immediately. The information contained herein does not apply and should 

not be relied upon by, private customers. 
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Rua Tierno Galvan, Torre 3, 14º. 
Lisbon, Portugal 1070-274 
Tel : + 351 21 389 3326 
 
USA - Miami  
Banif Securities, Inc. 
1001 Brickell Bay Dr, Suite 2906 
Miami, FL 33131 
Tel: +1 305 416 9492 
 

Mexico – México City 
Ixe Grupo Financiero 
Paseo de La Reforma 505 Piso 48 
Col. Cuauhtémoc 
C.P. 06500, México, D.F. México 
Tel. +52 55 5268 9000 
 

Brasil - São Paulo  
Banif Banco de Investimento S/A 
Av. Juscelino Kubitschek, 1700 - 15º 
São Paulo, SP 04543-000 
Tel: + 55 11 3074 8000 
 
Brasil - Rio de Janeiro  
Banif Banco de Investimento S/A 
Praia de Botafogo 228 - 7º Andar 
Rio de Janeiro, RJ 22359-900 
Tel: + 55 21 3138 3100 

Argentina - Buenos Aires  
Prisma Investment 
Esmeralda, 1320 
Buenos Aires 
Tel: + 54 11 4393 1665 


