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COMMODITIES 

Iron ore adds more gloominess to Brazil’s outlook 
on the back of China woes  
Alicia Garcia-Herrero / Enestor Dos Santos / Carlos Casanova  

 

China slows, Iron prices fall, and Brazil takes the hit 

China’s slowdown puts downward pressure on prices, impacting iron ore exporters  

Iron ore spot prices continue their 2 year descent, plummeting by -48.8% y/y to 64.2 USD/dry MT in January, 

compared to 125.4 USD/dry MT in the same period last year. The fall in prices can be traced back to excess 

supply from mining projects that were already in the pipeline as well as weak global demand. In particular, 

China’s slowing growth is putting significant downward pressure on prices (Figure 1).  

China is the world’s largest consumer of iron ore, importing over 930 million tons in 2014. The country’s 

largely investment-led growth model through much of the last decade helped to fuel a global commodity 

super cycle, propping up iron ore prices and benefiting commodity exporters. Brazil, one of the largest 

producers of iron ore in the world, is a clear example. 

Increased dependency on China leaves Brazil more vulnerable to shifts in demand 

Brazil exported 170 million tons of iron ore to China in 2013, compared to 60 million tons in 2005. According 

to our Commodity Concentration Index (see our previous Economic Watch), this would imply that Brazilian 

iron ore exports’ dependency on Chinese demand increased by 48% between 2005 and 2013. Other iron 

exporters in the region also saw their dependency increase during the same period, including Chile (+37%) 

and Mexico (+113%).    

Naturally, these countries are feeling the hit, as China’s appetite for commodities dwindles dragging down 

prices. A slowdown of China’s economy will affect these countries, especially Brazil, in at least three ways: 

(1) lower external demand for iron ore exports; (2) lower commodity prices, putting downward pressure on 

iron ore prices by as much as -1.5% in 2015 according to our estimates; and (3) lower household and 

corporate confidence. The countries with a more pronounced export dependency on industrial metals, like 

Brazil, Chile and Peru, will feel the impact of China’s slowdown more strongly, while agricultural products will 

see less of a decline. Ongoing and prospective easing measures that stimulate investment (see our latest 

China Flash) may put some tailwind behind global iron ore prices, but we expect this impact to be rather 

nuanced.     

Iron ore: one more factors behind the ongoing deterioration of the Brazilian economy  

Brazilian iron ore exports to China reached USD12.3bn in 2014, 23% less than in the previous year and 38% 

less than in 2011, their peak. This decline has contributed to the 7% drop in total exports with respect to 

2013 and the 12% drop since 2011. On top of that, the decline in iron ore prices has been playing an 

important role in worsening Brazil’s terms of trade (i.e. the price of the country’s exports divided by the price 

of the country’s imports) and therefore on the deceleration of economic activity (see Figure 2). Anyway, this 

is not the single driver of Brazil’s slowdown. The moderation in other commodity markets (oil, soybean, etc.), 

ongoing tightening of monetary and fiscal policies, crisis in Petrobras, scarcity of water and electricity and the 

competitiveness problem faced by the manufacturing sector, among other factors, have also prevented the 

country from growing as fast as in the past. Looking ahead, we expect a further deceleration in Chinese 

demand to continue to weigh on iron ore markets and to keep economic growth below potential in Brazil (see 

our 1Q15 Brazil Economic Outlook for more details about our view on the country). 

https://www.bbvaresearch.com/en/publicaciones/chinas-trade-relations-with-the-south-what-can-africa-learn-from-the-latin-american-case/
https://www.bbvaresearch.com/en/publicaciones/the-pboc-cut-interest-rate-amid-dubious-signals-of-growth-recovery/
https://www.bbvaresearch.com/public-compuesta/situacion-brasil-primer-trimestre-2015/
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Figure 1 

Strong correlation between falling Chinese iron 
ore imports and falling global prices     

Figure 2 

Low iron ore prices, lower terms of trade and 
therefore lower GDP growth in Brazil   

 

 

 

Source: Bloomberg, CEIC and BBVA Research  Source: IPEADATA and BBVA Research 
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DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or 

based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorized by BBVA. 

 

 


