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After a three-year slump, residential property sales recovered moderately in 2017. Despite moderate growth
last year, the sector’s improvement was triggered by stronger results in the fourth quarter, mainly in the São
Paulo market. Better credit terms, lower real estate prices, and the higher real income and consumer
confidence were the main drivers behind the recovery in residential property demand. Data from the first
quarter of 2018 confirms the upsurge in sales. Despite some factors still holding back a full-fledged recovery
over the next few months, such as persistently high unemployment rates since the end of last year and the
recent fluctuations in consumer confidence, Brazil’s National Monetary Council (CMN) unveiled new measures
focused on expanding housing credit that will have a positive impact on the sector over the next few years. We
believe the housing market will picking up pace in 2019. Regional gaps may linger on in the coming months, as
some local economies are recovering faster than others.

Residential real estate sales fell to about half of their historical high during the recession of 2013.¹ Despite
recent improvements, sales are currently at just 60% of their 2013 levels. The sector has been gradually
recovering, with a 9.4% increase in sales in 2017, totaling a 22.3% year-over-year advance in 1Q18 (Chart 1).²
The recovery in sales was driven by several positive factors in the period. Expansion of aggregate real income,
linked to improvements in the job market throughout 2017 and lower inflation, lower interest rates and low
property prices are all positive drivers for this market. Households have also deleveraged in recent years, with
debt service burden declining since mid 2017. In addition, the improving economic environment allowed for a
gradual return in consumer confidence, leading to an upswing in the demand for long-term credit.
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Chart 1: Sales, new starts and housing inventory in Brazil², in units and variation %

Source: CBIC, Bradesco

[1] Calculated based on operating data from publicly traded companies.
[2] Based on data from the Brazilian Chamber of the Construction Industry (CBIC), referring to Cuiabá, Distrito Federal, Uberlândia, Rio de Janeiro, Joinville, Florianópolis, Porto Alegre, São Luís, Belém,

Manaus, and the metropolitan areas of Goiânia, Belo Horizonte, Vitória, São Paulo, Curitiba, Fortaleza, Natal, Recife, Maceió, and João Pessoa.
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Stronger demand resulted in an increase in new home starts, which grew 5.2% in 2017. However, new starts
retreated 30% in 1Q18 after the strong expansion observed in 4Q17.³ Since most of the sales deals are closed
during the planning stage (in São Paulo, for example, more than 65% of sales deals are historically closed before
construction works begin), the recovery of new starts was reflected in sales figures early on in the year. A point
of sale with brokers and decorated units significantly boosts new property sales. That’s how the new property
inventories dropped from 154,000 units in late 2016 to 123,000 units in 1Q18. Considering the sales levels for
each period since 1Q17, inventories shifted from the equivalent of about 23 months of sales to 17 months,
emphasizing the scenario of a housing market that is more in tune with the new level of demand. Better
adjusted inventories restore the market to a more favorable balance with companies, improving price outlooks.

The recovery of the real estate market has been asymmetrical across the municipalities surveyed. So far, new
property inventories have dropped in 13 municipalities/metropolitan areas of the 21 areas surveyed by the
CBIC, indicating a more adjusted scenario in these regions and therefore favoring the recovery of new starts
this year. Inventories in other cities/regions remain high. Regardless, concerns on the excess inventories should
be focused on the volume and share of the units that have already been delivered. An average of 31% of real
estate inventories in Brazil are ready, 50% under construction and 19% in the planning stage. It is important to
note that over 40% of the inventory in 10 of the regions surveyed consists of units that are ready, which leads
the developers to bear the property tax (IPTU) and condominium fees, as well as sales efforts, often without a
point of sale at the site (Table 1).

Table 1: Housing inventory, inventory to sales ratio (months) and by work phase (%)

Source: CBIC, Bradesco

[3] An injunction in Sao Paulo suspended the right to protocol prior to publication of the last Zoning Law, negatively affecting new starts between late
February and mid-May.

1Q17 1Q18 Ready Under Construction Planning Stage

Cuiabá 29.67 17.41 54.50 36.10 9.40

Distrito Federal 23.01 20.69 57.24 30.37 12.39

Goiânia Metropolitan Area 28.69 12.33 52.95 43.74 3.30

Belo Horizonte and Nova Lima 21.70 22.75 56.30 32.70 11.00

Belo Horizonte Metropolitan Area - - 22.30 51.30 26.40

Uberlândia - - 9.00 79.70 11.30

Vitória Metropolitan Area 29.02 40.87 31.45 41.22 27.33

Rio de Janeiro 13.81 18.49 47.00 43.00 10.00

São Paulo 27.62 10.00 11.50 50.70 37.80

São Paulo Metropolitan Area 34.10 - 11.70 65.80 22.50

Curitiba 29.58 - 49.80 34.60 15.60

Curitiba Metropolitan Area 22.83 22.09 11.60 71.50 16.90

Joinville 19.01 - 49.60 39.60 10.80

Florianópolis - - 43.30 39.50 17.20

Porto Alegre 12.96 17.17 34.20 60.00 5.80

Fortaleza Metropolitan Area 32.47 23.26 32.30 64.50 3.20

Natal Metropolitan Area 28.72 - 0.00 0.00 0.00

Recife Metropolitan Area 32.63 23.83 36.30 42.72 20.98

Maceió Metropolitan Area 20.37 21.87 13.00 62.00 25.00

São Luís 15.49 - 23.40 46.20 30.40

João Pessoa Metropolitan Area 22.23 17.33 0.00 0.00 0.00

Belém 9.21 8.89 40.70 45.30 14.00

Manaus 70.38 109.44 43.56 51.45 5.00

Total 22.77 16.71 31.43 49.52 19.05

Offer by construction phase (in %)Inventory/sales (in months)
Inventory
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When considering the months ahead, there are clear vectors tending towards moderation in the real estate
market recovery. The unemployment rate stopped dropping in an accentuated manner since November 2017;
the creation of new formal jobs (officially registered) has been disappointing in recent months; and real income
slowed down this year when compared to the expansion rate observed last year. The upward trend in
consumer confidence was also interrupted in May and June of this year, showing slight recovery in July, but still
well below the level observed in the first quarter.

On the other hand, measures were announced yesterday to stimulate housing credit, which should offset
these moderation vectors as of 2019. Among the changes unveiled, the CMN maintained the rule that 65% of
bank funding raised from traditional (tax-exempt) savings accounts be earmarked for housing loans, but
eliminated the rule that 80% of these resources must be used towards the highly regulated Housing Finance
System (SFH) – funded by savings accounts and FGTS – making the use of this funding more flexible. Interest
rates on loans funded by savings will be freely negotiated with the borrowers – the current rule requires the
use of the Reference Rate (TR) as the indexer. As a result, loans may be tied to inflation indexes, facilitating the
securitization of the assets and allowing for new loans to be granted. The limit on the value of property
financed with FGTS resources within the framework of the SFH also increased from BRL 950,000 to BRL 1.5
million on a national level. There is no longer a limit on the value of property financed by a loan funded by
savings accounts. Furthermore, banks will be allowed to apply a multiplier factor of 1.2 in real estate loans of up
to BRL 500,000 for the purpose of meeting the earmarking requirements, so the measure implies in a stimulus
for loans to finance lesser-value properties.

Finally, the CMN resolution limited the instruments that may be used for compliance to earmarking
requirements, particularly Real Estate Credit Bills (LCIs) and Real Estate Receivable Certificates (CRIs), which will
no longer be computed towards meeting the 65% requirement for loans funded by savings accounts. Since the
maturity term of these instruments is usually less than six years, the Central Bank of Brazil estimates that these
measures may add BRL 80 billion to real estate credit throughout this period. Overall, we believe the measures
will provide an important additional stimulus to the real estate market when they come into effect, as of
January 1, 2019.

Regional disparities will persist. In general, the northeast of Brazil and some southeastern states are
recovering at a slower pace than the national average. In particular, the recovery of job market conditions in
these regions is lagging behind the rest of the country. On the other hand, the Sourth, Midwest and North of
Brazil are recovering faster than average. Although credit conditions are similar across all regions (and the new
measures have national impact), differences in job market conditions will result in recoveries at different
speeds across cities and regions. As noted, excess new property inventories has not been adjusted in several
regions, requiring additional effort by property developers to sell remaining units.
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