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Household consumption growth will likely be positive but moderate this year. 1Q18 GDP data shows an
increase in household consumption lower than initially expected, partially reversing expectations from earlier in
the year.

Consumption accelerated in mid-2017 due to several different short and medium-term factors, including the
disbursements of so-called inactive FGTS accounts, lowering qualification criteria for elderly low wage-earners
to receive PIS/Pasep bonus payments, a decline in household indebtedness, lower precautionary savings by
households (on the back of stronger confidence), rising real disposable income (associated to falling inflation),
and stronger job market conditions. In our view, last year’s rebound in consumption was actually stronger than
what would have been consistent with economic conditions. However, this “over-performance” is being
reverted in 2018, as headline retail sales (excluding auto and building material sales) has experienced more
modest growth in recent months (Chart 1).
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Recent data point to moderation in household consumption in 2018
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Chart 1 – Restricted retail sales level
(in real and seasonally adjusted terms)

Source: IBGE, Bradesco
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Although growth in 2018 has been subdued, we believe there are factors that point to a stronger
performance in the coming months – especially the lagged effects of lower interest rates. Other factors
include: i) the strong performance of the durable goods sector – particularly auto sales (indeed, vehicle
registrations have accelerated – Chart 2); ii) Consumer lending is accelerating, and lending conditions have
become more attractive (Chart 3); iii) there was a significant decline in non-performing consumer loans; iv)
consumers have deleveraged considerably in recent years.
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However, household consumption this year will likely grow less than expected initially due to
slower wage growth and employment growth relative to 2017. Employment and the labor force
growth is slowing down (Chart 4), while the unemployment rate has stabilized in recent months,
falling less than one would expect by this stage of an economic recovery. This less positive labor
market dynamics will likely result in a more muted stimulus for consumption and encourage a modest
increase in savings. Real wage growth is slowing down further in 2018, reflecting the fact that
disinflationary surprises have been less significant, and nominal wage increases are now based on
inflation levels below 3%. Finally, household disposable income may suffer because of BRL
depreciation.

Chart 2 – Light Vehicle registrations
(in units)

Source: Fenabrave, Bradesco

Chart 3 – Non-earmarked individual consumer loans (excluding non-financed credit card) and Economic Activity 
Index of the Central Bank of Brazil (IBC-BR) 
(year-on-year variation of the 3-month moving average, in %)

Source: BCB, Bradesco
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First quarter GDP consumption data fell short of expectations. Despite the 0.5% Q/Q increase, the
recovery fell short of our forecast. Given all the FX volatility of recent weeks and the persistence of
uncertainty regarding the outlook for the reforms and of low levels of installed capacity utilization, we
believe fixed asset investment growth will be close to flat in 2018. This means that although
consumption growth will likely be moderate, it will be the only contributor for domestic demand.

Consumer confidence levels recently published by FGV are also consistent with some moderation in
consumption growth. Although consumer confidence remains high in absolute terms, it receded
slightly on the back of concerns about the outlook for the job market.

In 2Q as a whole, we forecast household consumption to expand by 0.5-1% relative to the first
quarter.

Chart 4 – Economically active population and employment
(3-month annualized moving average, in %)

Source: IBGE, Bradesco

Chart 5 – Aggregate Wages
(year-over-year variation – in %)

Source: IBGE; (p) Bradesco forecast
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2017: Wage bill +3,6%
Income +2,5%, Employment +1,1%

2018(p): Wage bill +1,2%
Income -0,3%, Employment +1,5%
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DEPEC – BRADESCO is not responsible for any acts/decisions taken on the basis of the information available through its publications and
projections. All data or opinions contained in the information herein is carefully checked and prepared by fully qualified professionals, but should
not be taken, under any circumstances, as a basis, support, guidance or standard for any document, assessment, judgment or decision-making, of a
formal or informal nature. Thus, we emphasize that all consequences and responsibility for the use of any data or analysis of this publication are
assumed solely by the user, exempting BRADESCO from all actions resulting from the use of this material. We also point out that access to this
information implies acceptance of this term of responsibility and usage. The total or partial reproduction of this publication is strictly prohibited,
except with authorization from Banco BRADESCO or full citation of the source (naming of the authors, the publication and Banco BRADESCO).
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