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Civil construction’s recovery in 2018 will be driven by the housing sector. After turning the corner at the end
of 2017, the housing sector will continue to expand. However, the commercial real estate and infrastructure
segments are expected to grow at a more moderate pace. Our forecast calls for a 4% increase in the civil
construction GDP in 2018, after dropping 5% last year. Unlike what we saw in other recovery cycles, we believe
that there is room for growth without any upward price pressures. On the one hand, slack in the construction
supplies industry should keep price increases in check. On the other, a gradual decline in unemployment,
combined with low inflation rates, suggest that wage growth will remain below the historic average. All of these
factors have caused our National Civil Construction Index (INCC) forecast to call for a 3.3% increase in 2018,
after the index rose 4.1% in 2017.

The housing sector looks poised to be the bright spot for the construction industry, after following a three-
year decline with some positive signs in 2017. Sales and new starts were up 9.4% and 5.2%, respectively,
causing the new homes inventory to drop, according to data gathered by the Brazilian Chamber of the
Construction Industry (CBIC). This year, an uptick in formal employment, real wage gains, and improving credit
conditions will continue to benefit the segment: new starts and sales are expected to grow by double digits in
2018, despite regional differences¹.

On the other hand, the commercial real estate market and the infrastructure sector remained on a weak
footing last year, and are likely to see that sluggish pace continue into this year. Commercial space
inventories are still high, which pushes recovery further into the future, at what is likely to be a gradual pace. In
turn, the fiscal adjustments currently underway by federal and state governments will make room for
significantly higher investments in infrastructure by the public sector. Nonetheless, we expect that the
concessions that have already been granted for infrastructure projects—as well as other partnerships
scheduled for this year—will improve the outlook for the sector, especially from 2019 onwards.

Lagging indicators of the housing market delayed the recovery of the construction supplies industry until the
second half of 2017. The average gap between the start of projects and new homes hitting the market is
approximately six months, but demand for materials starts heating up during this period. Accordingly, we saw
an increase in constructions supplies demand between the end of 2016 and the start of 2017 , while industrial
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Chart 1 – Civil Construction GDP – annual change

Source: Ibge, Bradesco
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1 For more information about the regional outlook for the housing market, see Industry Outlook published on in 03/16/18, under the Industry Focus
section.
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production of typical building materials did not improve until the second half of last year, as can be
seen in Chart 2. In this sense, the significant increase in the number of new starts at the end of 2017,
and the growth expected for this year, will drive up demand for construction supplies in the months
ahead.

The cement and long steel industries still face a high level of slack. while cement orders have been
basically flat since early 2017, and 20% lower than 2013-14 levels, when the series reached an all-time
high. Long steel production showed signs of a recovery in 2017, but remains 15% below the 2013-14
average. Thus, we do not expect a significant increase in the price of materials, despite improving
demand from homebuilders. In fact, installed capacity utilization for the overall sector reached 75% in
March, about 6 percentage points below the historical average.

Likewise, wage increases are likely to be limited in 2018. A large part of collective bargaining
agreements in the construction industry expire between May and June, meaning that negotiations will
not be concluded in the second quarter. The moderate pace of wage growth is explained by two
factors. For starters, negotiations will be based on historically low consumer inflation rates. In
addition, unemployment remains high, at over 12% for the last few months, and the job markets still
face excess slack.
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Chart 2 – Total demand and production of typical building materials

Source: FGV, IBGE, Bradesco

Chart 3 – Capacity Utilization Level – building materials industry
(in %)
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Buildings segment 297      320      339      376      403      416      424      435      418      403      405      

Infrastructure 160      168      164      168      181      184      189      186      183      176      169      

Specialized service 317      323      325      336      345      351      353      355      352      340      335      

Construction sector 774      810      828      880      929      950      966      977      953      919      908      

4.7% 2.2% 6.3% 5.6% 2.3% 1.6% 1.1% -2.4% -3.6% -1.1%

The construction sector lost 1.2 million formal jobs between 2013 and 2017. The number represents
a 37% decline in formal jobs since the end of 2012, when 3.1 million people worked in construction. In
the buildings segment (both residential and commercial enterprises), which is expected to underpin
the civil construction recovery, formal jobs are down 42% over the past five years. Infrastructure cut
41% of its labor force, and the specialized service segment lost 24% of its formal jobs, using the same
comparison period.

In addition, the construction industry continued to shed jobs over the last three months, after
adjusting for seasonal factors. This is partly explained by the fact that the number of projects that
have been completed outweighs the number of new starts. But it is also related to the industry’s
underwhelming performance in regions where new property inventories remain high, which should
continue to drive regional disparities in the civil construction job market. Going in the opposite
direction, the infrastructure and specialized service segments have already started to regain jobs,
albeit at a gradual pace. It is worth remembering that, in our opinion, infrastructure is still expected to
be on a moderate recovery path in 2018. Taking all of these factors into consideration, we believe in a
gradual recovery of jobs over the course of the year, as new construction will eventually outweigh
completed projects.

We believe that the labor component of the INCC will slow down, after growing 5% in 2017. In the
first quarter, the cost of labor as determined by INCC remained practically flat (+0.03%), compared to a
1.2% growth in the first quarter 2017. This stagnation can be explained by the high number of workers
in the market and negotiations based on low consumer inflation levels.

Table 1 – Formally employed workers in civil construction – in 1,000 jobs

Source: MTE, Bradesco

Source: MTE, Bradesco

Chart 4 – Net formal job creation in civil construction
In number of jobs – 3-month average – seasonally adjusted
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Finally, the 4.0% growth in construction GDP for this year is compatible with the addition of 350,000
formal jobs. This is the result of an exercise that takes into account the civil construction GDP at the
end of this year, which is expected to rebound to September 2016 levels. However, this exercise does
not factor in any productivity gains. Therefore, the civil construction industry will remain free of any
significant price pressures this year, despite increased demand for labor and materials. As mentioned
earlier, we expect the INCC to slow down from 4.2% in 2017 to 3.3% in 2018, which accounts for a
gradual acceleration of prices and moderating labor costs when compared to last year.

Chart 5 – INCC – % per year

Source: FGV, Bradesco
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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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