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Brazil is emerging from a substantial economic downturn thanks to the 
stabilisation in global commodity prices and a well-received change of government. 
However, capacity utilisation and inventories are low, unemployment is high, 
and money is tight. Giovanni Cataldi, the local CEO of operations in Brazil and 
also a board member of the Luxembourg based Prudent Investment Fund Family 
discusses the structure of the capital markets and examines the alternatives 
available to small and medium sized companies to source their working capital. In 
addition, he talks about the market opportunity for Prudent.

Brazil’s capital markets are relatively under-developed and have more of a European than 
American structure. Like in Europe, bank lending plays a more important role in Brazil than the 
securities markets do. Protected by the government, banks dominate short term collateralised 
financing with their huge supply of cheap deposits. As a source of capital, Brazilian banks 
dramatically outweigh the structured receivables funds (FIDCs), commercial paper (promissory 
notes) and debentures which are the principal instruments seen in the Brazilian capital markets. 
The Central Bank of Brazil reports that the general bank lending for working capital, with some 
kind of credit guarantee, is approximately R$500 billion. 

While these securities markets collectively can provide working capital of an estimated R$200 
billion in a R$6 trillion economy or just more than 3% of GDP, we estimate the banking industry 
can provide more than twice this amount or 6-8% of GDP. Banks are more than twice as 
dominant a source of collateralized working capital loans compared to the FIDCs, promissory 
notes (commercial paper) and debentures.

Our estimate of banks collateralized working capital loans (6%-8% of GDP or R$500 billion) 
comes from the Central Bank and seems a conservative one when you consider that banks do 
not have ample choices in terms of collateral. Property is the traditional collateral of choice for 
banks, however this only represents approximately 10% of Brazil’s GDP when looking at the 
loan data. Arguably, there is an insufficient amount for the Brazilian banks to rely on to finance 
the economy, and a much lower percentage than seen in the developed world. For example, 
the credit advanced against property is substantially larger in Germany (42%) and in the USA 
(67%). From a different angle, we know that private sector credit amounted to R$2.8 trillion 
or approximately 50% of GDP in 2014, according to the Bank for International Settlements. 
This consisted of loans, purchases of non-equity securities, trade credits and other accounts’ 
receivables. If we assume that approximately 20% of this number is represented by working 
capital loans, we get a number in the ball park of our estimate of R$500 billion.

So in a normal year, the Brazilian banks can provide R$500 billion in collateralized working 
capital loans to compete with FDICs. However, this is not a normal year and the question arises 
- can the banking industry finance recovery? Private banks are pulling back from SME lending 
while the public banks are constrained by inadequate capital. Again good data is unobtainable. 
Brazil is not transparent, similar to Japan in the 1990s. The Central Bank uses the principal of 
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‘too big to fail’, but at the same time, does not stress test the big banks. Accounting rules do not 
adopt transparency and the Central Bank of Brazil provides little in the way of concrete data. 

The anecdotal evidence suggests that this is not a normal year and that the public banks will 
need more capital to finance recovery while the private banks are pulling back. Although it 
seems clear that Brazil´s economy is set to stage a cyclical recovery, the capital markets will have 
to take on more of the burden and take market share from the banks. 

FIDCs have some advantages: They are faster and more efficient than the banks which are 
large, slow and bureaucratic. For a supplier who operates on short commercial cycles, this 
is an important point. Suppliers also like FIDCs because the companies which factor their 
receivables do not have to disclose on their financial statements that they are borrowing against 
the receivables. Factors can also charge slightly more for their services than the banks. This is 
because they have faster turn-around times and their lending is discreet.
 
Prudent has a unique capital markets solution and the FIDC industry is ready for it. FIDCs are 
highly regulated and have multiple service providers: an asset manager is separate from the 
credit consultant, an administrator and a custodian who has the responsibilities of a trustee. The 
industry of service providers is consolidating. The multi-cedent, multi-sacado market has seen 
the service providers consolidate to two main players: Socopa/Paulista and Banco Petra. Foreign 
banks have withdrawn after deciding the potential returns as a service provider did not offset the 
high cost of infrastructure to perform the business.
  
FIDCs have also benefited from a period where the Central Bank limited new issuance (2011 
to 2014) while studying reforms to strengthen the institutional quality of the market. This 
led to Rule 531, which was released in 2014. This rule has allowed for credit rights to be 
strengthened, furthering the factoring industry’s ability to execute the forced collection of debts; 
no commingling of risk as the receivables must be directed to the fund’s bank or escrow account 
as opposed to the supplier’s bank account and no more affiliated transactions.

So with the economy potentially heading for a cyclical upturn and the service providers to the 
FIDCs reformed and better regulated, Prudent is ready. There are some formidable competitors: 
Safra, Bradesco and Itau. Safra is privately held but has working capital loans equal to the whole 
FIDC industry. However, unlike the banks, who are generally satisfied in reducing the economic 
risk that they are taking, and enjoy investing in government bonds at rates around 14%, Prudent 
is excited by the opportunity to break new ground. 

Prudent´s Brazilian insured credit receivable facility with its AA- insurance wrap from a member 
of the Allianz Group, is well placed to take a meaningful share of the R$ 500 billion market for 
short term collateralized working capital loans. Prudent is positioned with a facility that can take 
market share from the Brazilian banks.
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In a special question and answer session, David Kallus, the CIO for Prudent 
Group in Brazil speaks to us about the company and the economic advantages of 
doing business in Brazil.

To start us off, could you please give us an overview of your company and what you are about?
The Prudent Group strives to provide the very best supply chain financing solutions to suppliers 
of well established, often globally, recognised companies. The firm’s ambition is to create long-
term relationships with counterparties that allow for highly predictable transaction patterns. We 
have implemented global standards and best principles in our São Paulo office. As global chief 
investment officer, I am based full time in São Paulo and have ample experience as a prior CBO 
manager.

How long has the firm been going for and where are your offices based?
Since the firm’s inception, the Prudent Group has remained focussed on Brazil, where the 
firm has operational offices in Sao Paulo and Porto Alegre. The team has been built up over 
several years with many of our colleagues bringing in more than twenty-five years of industry 
experience. During this time, different departmental teams have joined forces to form the firm’s 
current corporate family culture built up throughout 2009-2016.  Although Brazil is our prime 
area of interest, the administrative support functions and investor relations are spread out in 
Luxembourg, Vienna, Miami and New York.

Can you go into more detail about the areas your company specialises in?
Our company is firmly focussed on transaction flows that have predictable transaction 
patterns, such as a basic food supplier delivering truckloads of pasta every week to a chain 
of supermarkets. In general, Consumer Staples is a preferred sector over a heavily cyclical 
occasional delivery pattern. We prefer suppliers that have a proven long-term track records and 
who are familiar to our key team members. As such, clients that have better balance sheets, 
better payment track records and provide a good collateral are preferred.

What kind of clients do you serve and how do you approach them?
There is a market of about 150,000 companies in Brazil alone that use a product such as ours 
in one way or another. Our strong commercial team with 20 specialists is always out looking for 
new candidates. The Prudent Group are fortunate to have experienced colleagues with excellent 
networks to build from across most sectors, and geographical areas in Brazil. Typically, a client 
is a family-run business second or third generation with 50 to 2000 employees, and a long-term 
history that is familiar to our team.
 
On the subject of people, what role do your staff play in the successes of your firm?
The Prudent Group’s business model is built around the concept of a process type of operation, 
where each part plays a very important role. The different parts can be described as: commercial 
client acquisition, data review, credit analysis, transaction monitoring and collection. If one 
department fails, the whole process lingers. This is very much a people business where
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experience counts while we at the same time use sophisticated electronic transaction systems to 
handle the large volume of transactions. At the Prudent Group, we are however very fortunate to 
benefit from highly predictable and repetitive transaction patterns, which makes the task easier 
for our respective teams.

Can you tell me more about how the Prudent Group has remained focused on Brazil, and is a prime 
interest for your firm?
We have remained focused on Brazil because the demand for commercial credit has exceeded 
the amount of credit that the Brazilian banking system has been prepared to supply. This creates 
lots of opportunities for us. And from our perspective our focus on Brazil allows us to earn 
attractive returns on capital. The capital market in Brazil is under-developed and our expertise 
can be rewarded.

Of course, we believe first one needs to accept some of the basic challenges of doing business 
in Brazil and embrace the positive aspects of what the country has to offer. A very high portion of 
Brazil’s GDP is produced from the Sao Paulo Region, which to a large extend helps to subsidise 
the poorer areas of Brazil. In general, about 20% of the country produces about 80% of the GDP. 

As a politician, the easiest way to get elected is to offer a wide menu of free services to one’s 
voters. Once elected, it is difficult to increase the tax revenue to finance these promises. 
Especially if the global demand for many of the commodities Brazil has to offer, goes through 
a cyclical downturn. Broken promises combined with a few scandals, has opened the way 
for a swing in the other direction politically and for a more fiscally responsible policy to be 
implemented. As time goes by, the pendulum will swing back and forth around the middle. As 
our recent more conservative development continues, international trust and confidence in Brazil 
will be gradually restored, which will increase the inflow of foreign investment capital. We are 
positioned to capture a good portion of that inflow.

How do you view Brazil as an investment opportunity?
We look at Brazil as one of the few countries where a financial services firm can enjoy 
meaningful nominal and real returns on capital. In the developed world, risk free rates are zero 
and in some cases negative. In Brazil, the risk free rate is 14.25% and with an inflation rate of 
10%; this means that real rates are something like 4.25%. With the banking sector shrinking 
its loan books, we are positioned to gain market share and earn very attractive nominal and real 
rates of return. Prudent’s lending (we factor short term receivables with recourse) is collateralised 
and insured with our new fund so the risk reward ratio is very compelling.

What are the specific benefits of investing in Brazil?
Brazil has a stable core in its economy, with a backstop in the tremendous value of the 
commodity resources and much stronger industrial know-how than the rest of the world. Another 
benefit of Brazil is that it is a geographically perfect location for any company that wants to 
participate in the gigantic South American market. Brazil is a relatively peaceful nation where 
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there is a strong adherence to the democratic process. The political swings left or right from the 
centre are relatively small, with a strong social conscience underpinning the political movements 
in either direction. All of this means that our return on capital is a good one.

What are the benefits of being based in Sao Paulo and Porto Alegre? Why is now a good time for 
your business to be in Brazil?
In Sao Paulo, you find the industrial engine of Brazil and we have around two hundred clients 
in the greater Sao Paulo region, which generates a significant part of the Brazilian GDP. Brazil is 
a country with borders towards every country in South America, except for two. Due to its vast 
natural resources and geographical positioning, the southern part of Brazil and the countries in 
that region, are well serviced from Porto Alegre. The southern part of the country is also a part 
where many hard working European immigrants decided to settle and have helped to nurture a 
tradition of strong work ethics. We have close to seventy clients in the Porto Alegre area.

Now is a good time to be in Brazil because the country is coming out of a period of financial 
stress, bad publicity linked to various political scandals, and a recent change of political guard. 
All of this is positive, as it creates a strong foundation for future success and prosperity for 
Brazil as a whole. We believe that a cyclical recovery is beginning and we are positioned to 
supply Small and Mid-Sized Enterprises (SMEs) with the working capital that they will need to 
participate in this recovery, collateralised by receivables from Brazil’s leading companies. Many 
of these companies are also international and global well-known household names.

In the last few years, to what extent has Brazil emerged as a stronger and more attractive global 
player?
In the last few years, Brazil has gone through its worst recession in twenty-five years and a major 
political crisis. The country has shown that it is capable of political reform without bloodshed, 
and it has demonstrated that institutions like the media and the judiciary are independent 
and capable of encouraging necessary changes in the country’s governance. We believe that 
Brazilian companies are becoming more efficient and those that have survived the downturn 
will be more globally competitive. Over time, we hope and expect that Brazil’s political class will 
rely less on protectionism and more on global competitiveness to bring prosperity and a better 
standard of living to the country.  

For an investor looking to Brazil, what factors would they have to consider in their investment 
decisions?
As the investors work their way up the learning curve, it is always helpful to hold the hand of 
an experienced local partner to navigate the terrain correctly. To reduce their risk level, it is 
important to invest across a multitude of sectors. Furthermore, even better if there is a chance 
to invest collateralized or secured by Brazil’s leading companies. Of course, I am speaking from 
the perspective of the Prudent Group. We are investing in Brazil because the financial services 
market is under-served and we can continue to grow a successful business. It’s a win-win for 
everyone. SMEs in Brazil benefit as well as our investors.
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How is the Brazilian economy performing today and are there any particular strong sectors in it?
We believe the country is emerging from the recession led by companies that are benefiting from 
the devaluation of the Brazilian Real over the past three to four years. A number of domestic 
manufacturing companies in typically low cost labour industries such as textiles, shoes and 
agriculture are reaping the benefits from their cost advantage and are gradually increasing 
their exports. Brazil is no longer running a large current account deficit. With the change of 
government and recent more positive both domestic and international media coverage, we 
believe that consumer sentiment is also recovering and cyclical industries like retail will also 
begin to recover.

What is the business environment like in Brazil at the moment?
With the recent shift in the political leadership, the sentiment is shifting more towards growth, 
opportunities and prosperity once again. We sense an improved attitude towards: “roll up the 
sleeves and get back to work again”. The recent Olympic event unfolded better than most people 
had expected and helped to boost a level of pride and excitement around the future of Brazil.  

To what extent does Brazil welcome overseas investments?  
In general, I would say that Brazil is a paradox. On the one hand, it welcomes foreign 
investments and receives a meaningful amount of FDI every year. On the other hand, it protects 
its own industry with substantial real and hidden barriers to entry. It suffers from getting stuck 
at the political crossroad between which political direction to move, left or right. The impact that 
the chosen policy might have on capital movements is significant. It will take time for us to see 
policies towards deregulation and allow for a stronger move to embrace free market principles. 
The key to increase productivity lies in a simplification of the bureaucracy and the tax code, 
political stability and to regain the confidence amongst foreign investment capital. For Prudent, 
our secret sauce is that we are a local Brazilian firm and 64 of our 65-member staff in Brazil are 
Brazilian citizens.

Are there any specific investment incentives present in Brazil?
For different industries yes, but not for the type of business that we operate. We certainly would 
appreciate more deregulation for capital movements and a complete overhaul of the taxation 
system. Brazil has a complicated tax regime that makes life on a daily basis cumbersome for a 
typical small or medium sized business, as it requires significant resources spent on navigating 
the fiscal rule book. The socialistic control element from Brasilia has been large over the last 
5-10 years and has led to a number of dislocations in the economy. We are cautiously hopeful 
that the new government will turn towards less administrative controls on the economy and do 
less micro-management of industry. Most important of all, Brazil needs to open its economy to 
global competition. The political class will discover what we at Prudent have discovered. There 
are plenty of corporate “Neymar’s” who know how to win.
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We also got a chance to catch up with one of Prudent Investment Fund’s Board 
Member, Alfred Neimke, who shared his thoughts on a few issues.

As a group working in highly competitive industry, how do you stand out from the crowd?
Actually, what make us different starts with our basic beliefs. Firstly, we note that the traditional 
alpha pockets in most investment segments are overcrowded. Secondly, at Prudent we take 
our investment strategy and apply it on financing short-term transactions in low-risk market 
segments, thereby creating repeatable alpha. Thirdly, we are concentrating on a neglected part 
of the banking area, where we see these opportunities to take advantage of. Traditional banks are 
large and bureaucratic and often slow to react, which leaves many excellent companies without 
traditional bank financing to meet all of their financial needs. Lastly, we emphasise strong forms 
of collateral to back up underlying commercial transactions.

In our investment process, we have a special focus on risk management and compliance. 
Furthermore, to maintain a high level of security and minimise fraud risk, we are also using the 
services of an outside independent asset manager, in many ways similar to an AIFM manager in 
Luxembourg, while we concentrate on our role as credit manager / consultant. This is an optimal 
structure as there are different critical risk functions separated. All in all, Prudent is running an 
asset backed lending program with a full complement of sixty-five professionals. 
This infrastructure alone represents a barrier to entry for other competitors.

As an example, we emphasize the importance by the formalisation part of the process. We take 
it very seriously and have a staff of 6 people solely working on the legal aspects of processing 
the trade financing. Processing the trade means interacting with the administrator, the asset 
manager, and the custodian. It is a major operation, where the barriers to entry include the 
complexity of the transactions as well as the personnel cost and the complexity of running the 
credit consultant. We expect our staff in Brazil to grow to one hundred within a short space 
of time.

How do you distinguish your product offering in the local market?
Prudent is offering a mix of products that includes either insured and/or collateralized portfolios. 
The in-house investment team benefits from the combined know-how that both product types 
are generating. The existing product has done well and currently holds a local Investment grade 
A-rating. The insured new asset backed securitisation concept in Brazil is expanding into a 
space where bank capital is pulling back. Prudent is investing in portfolios of credit receivables 
covered by credit insurance. In conjunction with Euler Hermes, a member of the Allianz Group, 
we lend to suppliers and factor the receivables of these suppliers. The discount rate on high 
grade paper is often lower than on high yield collateral. But the returns are very attractive, even 
without leverage and a global AA- portfolio wrap in place.
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We are breaking new ground with a loan product which can increase the country’s access to 
capital. Global investors who are shying away from investing in an emerging economy, can now 
invest in an alternative fixed income instrument. Investors know that the asset backed security 
has the protection of a high grade European insurer with a global AA-investment grade rating 
in place. The global fixed income markets are efficient in the sense that high real returns are 
attracting global capital to capture the returns and overcome any spoken or unspoken barriers 
to entry.

Finally, do you have any plans for 2017 and beyond that you would like to share?
We are continuously pursuing new ideas and avenues to further improve our investment offering 
to meet investor’s appetite to seize new opportunities. Amongst other developments, in our 
Luxembourg based Prudent Investment Fund we have recently been approved to distribute 
our fund products locally in Germany and Sweden to well-informed investors. This is a market 
segment we only approach through regulated distribution channels. It is worth noticing that we 
do not engage in any direct Retail investments as we are not structured to facilitate the service 
needs of this market segment. 

In addition, the Prudent Group are opening up a new sub-fund, entitled the 
Prudent Enhanced Yield Fund, that will have an insurance wrapper from a leading 
Global AA- rated insurance company. This product will target very large corporate 
payees, often with their own investment grade ratings. This implies that we will 
provide investors with a chance to benefit from a more secure transaction model. 
Our target is to generate close to double digit annual interests (in USD or Euro) 
on an unleveraged basis with a high quality corporate grade receivable (Payee) 
backed by a global AA- insurance company guaranteeing the payments. We are 
also pursuing a Note-program offering for larger institutional mandates that 
includes both Senior and Junior Tranches. Finally, we are always interested in 
discussing separately managed accounts for more significant amounts. For any of 
your readers interested in learning more how they can join the Prudent investment 
family, feel free to reach out to info@prudentgroup.us.

PLEASE NOTE THAT WE DO NOT OFFER ANY INVESTMENT 
PRODUCTS DIRECTLY TO ANY RETAIL INVESTORS
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Fresh off the success of the 2016 Olympic Games, Brazil’s biggest challenge now is 
its economy, which after recent years of doom and gloom, a turnaround towards 
success may be on the horizon. We took a closer look at why Brazil has traditionally 
been so attractive for investment.

Although 2015 saw Brazil experiencing economic difficulties, the past two decades have seen 
an ongoing forward trajectory of growth and development. According to the World Bank, 2002 
saw Brazil experiencing a GDP of $508 billion, whereas in 2012 it skyrocketed to $2.6 trillion. 
Socially, the country has come on leaps and bounds during this period, where 26 million people 
were lifted out of poverty during the years 2003-2013. 

The country has been expanding its presence in international financial and commodities 
markets. Its growth since the 1990’s led it being labelled as a ‘BRIC’ country, with growth levels 
comparable to other economic heavyweight such as Russia, India and China.

According to the IMF, over two thirds of the world’s cane sugar is produced in Brazil, whereas 
other commodity exports, such as iron ore, the country is the second largest exporter of. Brazil 
has been the world’s largest producer of coffee for the last 150 years, and it has become the 
fourth largest car market in the world. Major export products of the country include aircraft, 
electrical equipment, automobiles, ethanol, textiles, footwear, iron ore, steel, coffee, orange juice, 
soybeans and corned beef. In total, Brazil ranks 23rd worldwide in value of exports.

As you may also be aware, Brazil has experienced a booming tourism sector, making it Latin 
America’s most visited destination. As the home of the Amazon rainforest, it contains one of the 
world’s most amazing wildlife destinations, and also exhibits some of the most beautiful beaches 
in Rio De Janeiro and Sao Paolo.

In addition, the country experienced an enormous number of visitors for the 2016 Olympic 
Games, as well as the 2014 FIFA World Cup. According to the official Rio 2016 website, 83.1% 
of foreign tourists and 98.7% of Brazilians said their experience of Rio 2016 either met or 
exceeded their expectations, so this trend is expected to continue in the coming years.

While the politics surrounding Brazil may not have been as stable as previous years, an air 
of optimism has surrounded the current government, with promising signs coming from their 
finance minister. According to Xinhua News Agency, the country’s finance minister Henrique 
Meirelles said “the historic trend of Brazil’s potential is to have substantially higher rates. We will 
work to bringabout fundamental reforms so that Brazil can return to annual growth rates of over 
4%, as it had in the past.” Furthermore, Brazil’s Reais has been one of the strongest performing 
currencies worldwide year to date in 2016 and is currently trading around 3.20-3.25 against 
the USD.

Ultimately, Brazil’s recovery will be no easy task, but there certainly does seem to be some green 
shoots springing up, which will hopefully bring Brazil back to continuing its ongoing success.

Overcoming 
the Hurdles 
- Investing in 
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For any general questions regarding any of the products offered by the
Prudent Group, please reach out to: info@prudentgroup.us

For more specific questions on how to invest with the Prudent Group, 
please address any questions to Dennis Klemming: 

dennis@prudentgroup.us

Thank you for taking the time to read more about the tremendous long 
term investment opportunities that lies ahead for the Prudent Group. 

We welcome you to become part of the Prudent Investment Family!
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