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The residential construction sector may play a key role in the recovery of Brazil’s economy over the next few
years. In addition to construction being a job-intensive sector, it is also closely linked to several other economic
segments, including cement, glass, lumber, steels and durable goods. Residential construction generated a net
total of approximately 721,000 formal jobs between 2006 and 2013 – or 5.2% of total job creation in the
period. On the other hand, however, the sector shed nearly 450,000 jobs since the onset of the 2014 crisis,
accounting for 20.9% of the decline in employment in Brazil. Looking ahead, demand for new homes combined
with the expansion in housing loans should be important elements to help the country recover in the medium
term.

Several studies show that housing demand should continue to expand in the coming years. This demand
stems both from population growth and new household arrangements. According to an FGV1 study, the number
of households should reach 81.7 million by 2025 – almost 13.7 million more than in 2015. This forecast is based
on an average annual growth rate of 1.8% regarding the number of households, and the number of households
will continue to grow above the population2, despite the lower growth rate compared to the last 10 years
(annual average of 2.5%). In fact, new household arrangements – higher percentage of elderly living alone,
smaller families and a higher divorce rate, among others – point to a higher number of homes compared to
population growth.

Table 1 – Potential households in Brazil (in units)

2004 2015 2025* 2004-2015 2015 - 2025

North                        3.598                        5.095                  6.308,70                        1.497                        1.214 

Northeast                      13.374                      17.837                      21.820                        4.463                        3.983 

Southeast                      23.259                      29.473                      34.876                        6.214                        5.403 

South                        8.181                      10.417                      12.236                        2.236                        1.819 

Midwest                        3.784                        5.215                        6.484                        1.431                        1.269 

Brazil                      52.197                      68.037                      81.725                      15.840                      13.688 

IncrementHousing inventory – in thousands
Regions

Source: IBGE, FGV survey commissioned by Secovi, Bradesco

1 Study name: Housing Demand Scenarios in Brazil, commissioned by the Housing Syndicate (Secovi-SP).
2 The IBGE’s population growth projections point toward an average growth of 0.7% per annum between 2015 and 2025.
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In addition to the higher housing demand, other studies indicate that the housing deficit issue is still
relevant. A study by Fundação João Pinheiro (FJP) points towards a deficit of 6 million homes in 2014,
representing 9% of the number of residential units that year. It is important to note that the housing deficit
calculated by FJP considers the need to build new homes as a solution to specific housing and social problems,
which affect the quality of life of residents3. Nearly half of the entire housing deficit is attributed to excessive
rent charges4 – mainly concentrated among the income range of up to three minimum wages. However, the
housing deficit is also relevant among households with average income starting at five minimum wages, which
represent 6.4% of the total, or 4.3 million homes. Regardless, if the relative deficit stays at 9% until 2025, the
absolute housing deficit would be nearly 7.3 million households in that year, revealing the sector’s massive
expansion potential.

Another characteristic of the Brazilian market is that nearly 75% of households are resident-owned, and this
ratio has remained relatively stable since 2001. In other words, approximately 17 million households are
rented or transferred. If this ratio is maintained by 2025, 61.3 million properties would be owned by their
reisdent and approximately 20.4 million properties would be leased or transferred. This does not affect the
economy’s growth potential, since only the ownership status changes between owners, and not the actual
number of properties built, if tenants eventually acquire their own properties, in the event of more favorable
credit conditions in the future. Variations in this ratio tend to affect mostly the relative rent price compared to
the property value, rather than the total number of new properties available.

However, this potential housing demand has been around for quite some time in Brazil, and it does not
necessarily represent a safe indicator of greater economic growth. It is paramount to have a predictable
economic environment that favors investment, including major rules that currently only affect the disposition
to invest in the sector, such as negotiated terminations, and even earmarked assets, whose legal provisions are
currently being contested in court. But there is, in fact, a different perspective that was put aside after the
crisis, but which tends to confirm this potential demand, which is ultimately translated into effective growth
based on the expansion of housing credit in the coming years.

Chart 1 – Number of households and ownership percentage

47.422 

50.086 

53.373 

56.339 

59.252 

62.118 

65.130 

68.037 

73,44 

74,80 

 72,50

 73,00

 73,50

 74,00

 74,50

 75,00

 40.000

 50.000

 60.000

 70.000

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Título do Gráfico

Households

Household ownership percentage

Source: IBGE, Bradesco

3 Precarious housing conditions, family cohabitation, excessive urban rent charges, and surplus of rented households.
4 Excessive rent charges relate to the number of urban families with household income of up to three minimum wages, spending at least 30% of the
total income with house or apartment rental charges.
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Housing loans have become increasingly relevant in the Brazilian financial sector, but there still appears to be
growth potential considering the size of this market in other countries. Currently, these credit lines represent
nearly 20% of total loans, and approximately 80% of this amount is held by individuals (through housing loans).
In the last 10 years, home loans’ share of the GDP rose from 1.8% to 9.7%. Despite the strong expansion in the
last decade, home loans’ share of the Brazilian GDP still falls short compared to other countries. In some
emerging countries, such as South Africa, home loans account for 30% of the GDP, while this percentage
surpasses 60% in some developed countries. Judging by international metrics, we believe housing loans will
continue to grow in the coming years. In light of the prospects of a more stable macroeconomic scenario, there
are two important factors that may drive housing credit growth: (1) lower interest rates; and (2) higher average
loan to value ratios.

A permanent decline in interest rates implies that the potential number of households eligible to acquire a
property through home loans will increase significantly. A 100bps drop in the interest rate currently reduces
the minimum income required for home loans by 6% to 8%. Therefore, a 100bps decline in market interest rate
makes approximately 1 million households eligible to receive BRL 200,000 home loans. In fact, currently,
approximately 10% of Brazilian households are eligible to obtain a BRL 200,000 30-year housing loan –
compared to 7.5% just one year ago. In addition, the stronger economy will eventually translate into a stronger
job market and rising real incomes. If housing prices rise in line with incomes, the impact of lower interest rates
will be extremely relevant, considering how interest rates significantly affect each installment in long-term
loans. Note that we do not anticipate longer term loans to become a relevant factor, as 30-year housing loans
are already available5.

Chart 2 – Home loans in selected countries(in % of GDP; year of the latest data in parentheses)
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5 In the last decade, the expansion in loan payment terms was one of the main vectors driving the growth in home loans, since it allowed diluting
amortization for a longer period of time, ultimately reducing installment amounts. Therefore, a higher number of households became eligible to receive
home loans. In some countries, such as Spain, the average loan term reached 50 years, but the effective results were only considered positive by the
government, households and banks after the 2011 crisis.

Source: several, Bradesco
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Table 2 – Susceptibility of home loans to interest rates (BRL 200,000 in 30 years)

12,0% 11,0% 10,0% 9,0% 8,0% 7,0%

Loan installment 2.556      2.389      2.222      2.056      1.889      1.722      

Minimum income for loan 8.520      7.963      7.407      6.853      6.297      5.740      

Minimum income % var. -6,5% -7,0% -7,5% -8,1% -8,8%

Households eligible for loan – millions 4,85        5,37        6,16        6,95        8,12        9,31        

Households eligible for loan - % 7,1% 7,9% 9,0% 10,2% 11,9% 13,6%

BRL 200,000 Loans
interest rate

Source: BC, IBGE, Bradesco

This greater number of households eligible to home loans tends to reduce the ratio of properties purchased in
cash in the country, by enabling families to leverage their budget and ultimately boosting economic growth.
Properties can be purchased in four different ways: bank loans, consortium loans, direct/owner loans, and cash
payment. According to the Regional Board of Real Estate Brokers of São Paulo, 44% of properties acquired in
2017 in the state of São Paulo were paid for in cash, which seems like a very high percentage. Assuming that the
home loan pattern in the state of São Paulo may be a good proxy for the national housing market, there is an
expansion potential regarding property sales due to greater access to home loans. Our scenario assumes that
the banking sector’s involvement in home loans could return to the historical record of 70% in ten years. By
purchasing properties with loans, instead of paying cash, families absorb a much smaller impact on their savings
and consumption over time, which ultimately allows anticipating consumption and boosting economic growth.

Based on the experience of Brazil and other countries, as well as the possibility of lower structural interest,
there is also room for growth regarding the housing amount financed in the country. According to the
Brazilian Association of Home Loan and Savings Entities (ABECIP), Brazil’s Loan to Value (LTV) was 58.2% in the
first quarter of 2017. This percentage is far lower than the record 65.4% reached before the crisis, in 2014, and
the typical maximum amount financed, which is approximately 80%. Several developed countries show an
average LTV much higher than in Brazil. In the Eurozone6, for example, the average loan-to-value for the first
home is 79%, and can be can even be higher than 90% in some countries, such as France and the Netherlands.
We believe that a stable macroeconomic environment and lower interest rates could lead to a healthy
expansion of Brazil’s loan-to-value to around 70%.

Chart 3 – Real estate purchase: loan categories (State of São Paulo)
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6 According to the “Housing Finance in the Euro Area” report, dated March 2009.
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Chart 4 – Loan to value: bank loans (% of property value)
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In our simulations, the flexibilization of supply – either due to a higher loan-to-value or higher percentage of
properties acquired through loans – could lead to a growth rate of approximately 8% per annum in the home
loan portfolio. In addition, the expansion of the annual housing inventory forecast by FGV, combined with
higher prices based on the inflation target, could promote a growth of 6% per annum. Therefore, we believe
that the home loan inventory could grow by around 14% p.a. over the next five to ten years, helping boost the
economy’s recovery. Hence, according to our base scenario, we expect the home loan/GDP ratio to reach 15%
in ten years. In addition, despite the growth in the home loan portfolio, we have also seen a decrease in
household indebtedness in recent years (either regarding home loans or loans related to consumption).
Therefore, we believe that there is room for home loans to increase without immediately questioning family
indebtedness.

Despite this favorable outlook in the medium term, our short-term prospects (2017 and 2018) still reveal a
gradual recovery of the housing market. Despite the home loan portfolio reaching some of the top
performances in the market, the downturn seen in the last few years was considerable. Driven by rising income
and social mobility, the formalization of the job market and other factors such as more favorable regulations,
the home loan portfolio registered a strong growth rate of approximately 40% p.a. between 2008 and 2013. It is
very unlikely that we will see such high expansion rate again, due to the market’s maturity and fewer property
launches in recent years7. However, considering the end of job market adjustments and the possibility of a
sustainable reduction in interest rates, we expect that the home loan portfolio could reach a faster growth rate
in 2019.

Table 3 – Breakdown of the home loan portfolio growth - in % p.a.

Annual housing inventory growth 1,8%
Housing inflation 4,5%
Demand volume growth (% p.a.) 6,3%

Increased maximum loan percentage (50% to 70%) 4,1%
Increase in LTV (58% to 70%) 3,8%
Growth due to flexibilization of offer (% p.a.) 7,8%

Potential inventory growth per annum 14%

Demand (2015-2025 average)

Offer (next 10 years)

Source: Bradesco

7 Due to the lower number of property launches, fewer loans for new properties are expected in the next few years, due to the lower offer and fewer
transfer of units to banks compared to 2013 and 2014.
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Chart 5 – Forecast: home loan inventory (individual and legal entities, in % per annum)
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Therefore, we believe, there is a large potential for growth in the residential construction industry in coming
years, based on both supply and demand conditions. Other financing sources, besides savings, will naturally
become more necessary over time, in order to keep up with the growing volume of home loans. It is also our
opinion that the ongoing structural reforms will be important to promote a sustainable decrease in interest
rates, and allow a sustainable growth of the loan portfolio, which will yield several direct benefits, such as a
faster expansion of the housing sector, which is an important source of growth and job generation in Brazil.
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