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Household debt has been on a downward trend over the past few years, fueling the recent recovery in
consumption. Meanwhile, households have been showing greater caution since 2014, when household saving
rates started rising for the first time in twenty years. As shown in the following graph, household consumption
(retail sales) has been outpaced by household income (aggregate income). This behavior can be seen in several
practical examples: while GDP (a proxy for income) fell 8% in the past few years, automobile or real estate sales
have dropped by approximately 50% over the same period.

Our assessment is that this caution is a reflection of the uncertain economic environment of the last few
years rather than of a change in consumer behavior. We believe that it is related to the downturn of the labor
market, which led to consumer retrenchment. Not only has the share of formal employment decreased, but
unemployment rose sharply during the recession — from 6.5% in mid-2014 to approximately 13% in 2017. In
addition, real wages declined for almost the entire period.

The main (positive) side effect of these precautionary savings was a significant decline in household debt.
Total indebtedness, measured as a percentage of annual income, is now at 2011 levels, and excluding housing
loans, is back to the same level as 10 years ago. This adjustment was one of the reasons for the low default
rates of the past few years – in fact, these low rates have been a bright spot for personal loans amid the labor
market downturn Judging by the magnitude of the downturn. Analysts expected default rates to rise above the
levels observed in previous cycles, but that did not happen. Reasons for these lower rates include precautionary
savings and the government’s decision to disburse the balance in so-called inactive FGTS accounts. The
composition of household debt has improved since 2008, with an increase in the participation of credit lines
associated to lower default rates and the lessons learned from the car-financing credit crisis of 2012, which led
to a more cautious stance by consumers and financial agents – and which, nowadays, kept the personal loan
portfolio from deteriorating. This is a rather peculiar aspect of the Brazilian crisis when compared to other parts
of the world, such as the U.S. and Europe, where household balance sheets took significant hits. Here, they
have actually improved during the crisis.
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Chart 1 – Evolution of retail sales and aggregate real income

Source: IBGE, Bradesco
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Table 1 – Assessment* of the unemployment rate during default cycles - individual loans, non-earmarked

Source: BC, Bradesco

Chart 2 – Indebtedness vs. household income used towards paying debt, in % of monthly and annual income

Source: BC, Bradesco

Change in default 

rate (p.p.)

Change in 

unemployment 

2001-2002 2,8 1,1

2008-2009 1,4 0,5

2011-2012 1,7 -0,6

2015-2016 1,0 2,7

(*) Difference between lowest and highest default rates in each cycle, and 
unemployment rate during the same period

Another evidence of these precautionary savings is an increase in financial investments. Even though these
investments have been partly spurred by FGTS benefits, we have seen a substantial increase over the past
few months. After remaining practically flat for an entire year, the total balance of savings accounts and
financial services – especially investment funds – finally bounced back up.

Chart 3 – Total of savings accounts in billions of BRL, seasonally adjusted and deducted from the effect of CDI 
(Interbank Deposit Certificate rate)*
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(*) Financial services represent the sum of investment funds – net worth (71%), savings accounts (13%), time (14%) and 
demand deposits (3%) at the July 2017 CDI rate. 
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However, we believe that the factors behind this increase in savings have begun to fade. The disinflation of
food items has led to significant real income gains (especially among lower income households, which allocate a
greater share of their income to supermarket sales); unemployment began to rise more slowly (and has actually
started to fall over the past few months); and the fear of unemployment has subsided, as net jobs lost/created
(according to the Caged survey) has stabilized. Therefore, we can now reasonably expect greater synchronicity
between consumption and aggregate income.

This process will also be spurred by the lagged effect of interest rate cuts by the Central Bank and the
increase of real incomes relative to monthly consumer debt service payments. Despite lower debt levels, the
sharp rise of the benchmark rate and falling real income had prevented families from reducing the share of
income used towards paying interest and debt principal, which remained around 22% (Chart 2). With the
deleveraging process well under way, lower interest rates to the end borrower will reduce the amount of
income dedicated to paying off debt, which in turn should serve as an additional factor to a recovery in
consumption over the coming quarters. Our estimates show that lower interest rates could free up as much as
BRL 40 billion in income (previously used to paying off debt) for Brazilian households until December 2018.
Combined with the reduction in amortization payments due to deleveraging, we could see an addition BRL 70
billion in household income available by the end of 2018, which amounts to almost 1.0% of GDP.

Therefore, looking ahead, we believe that a combination of factors point towards stronger consumption and
GDP growth. Interest rates are already on the decline, fear of unemployment has subsided and real income
gains have started to impact the economy. The upward shift in demand tends to produce an increase in
manufacturing, since inventories are down and employment levels are more compatible with the current
output level. If final demand accelerates, output is likely to grow as well. After falling 4.2% in 2015 and 6.2% in
2016, restricted retail sales should grow 2.5% in 2017 and 3.0% in 2018, while the GDP is expected to grow
0.7% and 2.5%, respectively, in 2017 and 2018.
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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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