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Investment expected to rebound in the third quarter

Investments took a major hit over the last few years of the latest recession, reaching their lowest level since
IBGE began tracking the current series in 1996. Gross fixed capital formation (GFCF) reached 15.8% of GDP in
the four quarters before June 2017. However, increasing business confidence, an improving economic
environment and better financial conditions make room for new investments, despite significant slack in the
Brazilian economy. Therefore, we forecast a 2.0% increase in gross fixed capital formation (GFCF) in 3Q17,
kicking off a rebound in investment, the figures for which will be announced next Friday (December 1st), when
IBGE releases the national accounts.

We have already started to see businesses express greater intention to invest, which has been evidenced by
the recovery in the number of investments announced by the media, and by FGV’s investment intention
survey. Another element that highlights this more favorable investment backdrop is the result of business
confidence surveys, which have suggested that outlook is improving for the current situation and for the near
future is improving in several industries. The fact that businesses intend to invest more reinforces our forecast
for a gradual recovery in investments over the next few months, and especially next year, when we expect the
GFCF to rise 6.0%.

Early signs of recovery can be found in investment announcements in the Brazilian press, which we have
tracked since 2006. After four consecutive downturn years, we registered 590 announcements in the first ten
months of 2017, surpassing the 512 announcements in the same period of 2016. The numbers rose in the
second half, with the monthly average jumping from 44 announcements per month between January and June
to 82 announcements between July and October. In October alone, we recorded 125 new investments. The
increase was widespread, but manufacturing and retail saw a significant increase, while the service industry saw
investment announcements rise marginally.
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Chart 1 – Investment announcements in the press
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A breakdown of the data shows that the increase in the number of investments announced in the second half
of the year was concentrated on manufacturing and retail, as manufacturing output bounced back and retail
sales grew. While manufacturing received a boost from an accelerating global economy, retail benefited from
unemployment fund (FGTS) withdrawals and the fact that the labor market recovery, which was more
widespread and earlier than previously anticipated. Meanwhile, the services sector saw an above-average
number of investment announcements, but its acceleration was more modest than other industries, which is
compatible with the evolution of gross service revenue, whose recovery has been more lagged when compared
to IBGE’s surveys for other industries.

It should also be noted that, while investments announcements are rebounding, they are mostly
concentrated on modernization and expansion, especially on increasing process efficiency. During high-growth
years, greenfield projects saw a larger chunk of investments, accounting for over 50% of all announcements.
Some years, these projects represented more than 70% of announcements. In the second half of 2017,
however, these projects have received less than half of investments, continuing a steady decline that dates back
to 2015. Therefore, the recovery trend for investments is compatible with the level of slack in the Brazilian
economy – the amount of excess production capacity used in the last few months has been around 74%, well
below the 85% seen during high-growth periods.

Chart 2 – Investment announcements – monthly average by industry
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Chart 3 – Investment announcements by project type
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Faced with this low level of production capacity utilization but a gradual recovery in end-user demand, we
have started to see the estimated monthly GFCF start to bounce back. It is true that investments remain low,
as mentioned above, since the investment/GDP ratio has sunk to 15.8% in the four quarters ended in June.
However, we believe that recovery is already underway, especially since August, with an increase in domestic
consumption of capital goods and goods typically associated with construction, as shown in the following graph.

In addition, the positive outlook for the domestic economy is expected to drive new investments over the
next few months. After GFCF was estimated to grow 2.0% in the third quarter, we forecast a 1.0% growth in the
fourth quarter. However, we still expect GFCF to end the year down 3.0%, before finally growing again in 2018
by 6.0%. In addition, the rebound in investment spending will continue to be concentrated on modernization
and expansion, as was the case in 2017, given the level of slack in the Brazilian economy and the need to
increase process efficiency.

Chart 4 – Quarterly GFCF and monthly proxy
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Chart 5 – GFCF – annual change
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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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