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Drivers of widespread growth in different sectors of the economy persist in 2018 

Industry Outlook

Growth across different industries seems to be picking up steam in 2018. The recovery of the job market
has strengthened the retail sector as a whole, consequently driving up industrial demand. Meanwhile, a
rebound in formal employment is expected to boost household services and home-building sectors. The
latter has also been bolstered by lower home financing rates. In fact, lower interest rates will be a major
driver for the consumption of durable goods and new investments—especially in infrastructure and to
upgrade machinery and equipment, as investment to increase capacity will likely take longer to recover
given the significant slack in the economy.

An expanding global economy is positive for exports. In addition to higher volumes shipped, the moderate
increase in the price of metal and agricultural commodities will likely boost the profitability of exports.

On the other hand, spending constraints imposed on federal and regional governments will likely slow
down infrastructure investment growth. The effects of concessions granted in 2017 will start to materialize
this year, but will be limited to airports and to the electricity, oil and gas sectors. In 2018, the government
expects to hold bid auctions for highway and railway concessions, but the impact on economic activity
should only pick up strength in 2019.

Wage bill gains and an increase in formal employment will boost the retail and service sectors

Consumer spending will likely continue to rebound in 2018 on back of a wage bill expansion, which will be
positive to retail. Wage increases are expected to be lower, but will be offset by rising employment levels,
keeping the wage bill growing at a similar or slightly lower rate than last year. It should be noted that, in
2017, consumer spending was boosted by the withdrawal of funds from Guarantee Fund for Length of
Service (FGTS) accounts, and by the impact of falling inflation over real wages. These factors will not be
repeated in the months ahead. Thus, the factors that drive household spending will remain positive, but are
expected to be more moderate in 2018. We forecast a wage bill increase of approximately 2.5% in 2018.

On the other hand, we expect a rise in formal employment in 2018, which should boost the consumption
of durable goods and some household service sectors. If last year most employment gains were driven by
self-employed individuals with informal jobs, we expect formal employment to rebound over the course of
2018. Our forecast calls for 700,000 new jobs being created this year, after the Caged report showed that
123,000 jobs were lost in 2017.

Even though we expect only a gradual decline in the unemployment rate—from an average of 12.7% in 2017
to 12.4% this year—formalization will benefit some service segments that saw a contraction last year. The
healthcare segment will benefit directly, since group health plans account for a significant share of private
healthcare treatments. In addition, services related to product purchases (such as telecommunications) and
planned services (such as education, language courses, etc.) also tend to benefit from a recovery in formal
employment.
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Durable and capital goods and home-building will be boosted by a lower base interest rate

Lower interest rates should boost the acquisition of higher-added value goods, on the consumer side, as
well as investments by companies. Combined with an improving labor market, the fall in the base interest
rate—with the Selic rate likely to fall from 6.75% to 6.50%, according to our forecast—will benefit credit-
related sectors. On the household side, the recovery should be led by durable consumer goods segments,
such as automobiles, home appliances and computers. Likewise, real estate—and especially the residential
segment, whose market has undergone an inventory adjustment—is another sector that will benefit from
low interest rates, since a significant share of purchases are made through bank loans.¹

On the business side, low interest rates will drive investment growth. Given the significant slack in the
economy, the Brazilian manufacturing industry will concentrate its investments in machine and equipment
upgrading to obtain efficiency gains in order to meet rising domestic and foreign demand.

Rising foreign demand will continue to boost the export industry and the agribusiness sector

The export industry will benefit from an accelerating global economy, which will grow 3.8% this year
according to our forecast. The recovery of Latin American economies, our main market for manufactured
products, will keep demand high for vehicles, household appliances, pharmaceuticals and machinery and
equipment. Meanwhile, the expansion of developed countries will boost steel exports, with some
uncertainties concerning the US, which recently raised import tariffs for steel and aluminum. For China,
despite the ongoing slowdown in the infrastructure sector, demand for iron ore continues to grow, largely
due to the shutdown of local mining companies. In addition, demand for pulp remains on an upward
trajectory in China, the world’s largest producer of paper.

Global demand for food will keep the agricultural and livestock outlook positive for 2018. With grain
production falling in Brazil and around the world, international prices for agricultural commodities will see a
moderate recovery (approximately 5% on average), which, combined with a stable exchange rate, will keep
farmers’ revenues on a high level. In the meat sector, demand continues to grow and will bolster the
domestic industry, despite uncertainties arising from the start of the third phase of the federal police
operation known as “Weak Meat” (Operação Carne Fraca) earlier this month.

Government budget restrictions will limit recovery prospects for infrastructure

Unable to increase expenditures given its need to stay under the spending cap, the federal government
turned back to private-sector concessions in 2017. Last year, however, auctions were restricted to airports
and the oil and gas and energy sectors. Highway and railway concessions are expected for 2018, increasing
the range of segments that will see private-sector growth in the next few years.

The public sector’s share in infrastructure, which has averaged 43% over the past fifteen years, leads us to
believe that recovery will be slow and depend on the future pace of auctions. Therefore, we estimate that
the sector will not see a major recovery until 2019, even though we expect some growth for this year on
back of auctions held in 2017.

1 Approximately 60% of real estate properties sold in the state of São Paulo are acquired through bank loans, according to figures from CRECI-SP. For
more details on the residential real estate market, please see our Industry Focus section at the end of this publication.
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Widespread growth will have a positive impact on service demand

The growth of manufacturing, retail and agribusiness industries will benefit the entire chain of services
that support these sectors. This group will be led by the computer and communications sectors, as well as
professional, administrative and supplementary services. In addition, transport will build on the growth
recorded last year and stay on a positive trend in 2018. As a result, the service sector will go from a 2.8%
retraction in 2017 (Monthly Service Survey) to record a 3.0% expansion in 2018.

GDP should grow 2.8% and more evenly across all sectors in 2018

With several growth drivers in place for this year, we forecast a GDP growth of 2.8%. We expect growth to
be spread across different industries, although it should be led by the segments mentioned so far. On the
demand side, the 2.0% growth in consumer spending will be driven by both the acquisition of consumer
goods and household services. Gross fixed capital formation, which is expected to grow 6.0%, will be driven
by home-building and capital goods, both of which will benefit from lower interest rates, while
infrastructure will continue on a positive albeit more moderate trend, due to the spending cap on the
federal government’s budget. As result, government spending will remain low. In the balance of trade,
exports will continue to grow (our forecast is 4.0%), boosted by global growth.

On the supply side, growth will be mainly driven by a stronger service GDP, which should come in at 2.2%.
The highlight of the service sector will be the retail industry, which we expect to grow 5.0% in its expanded
composition (which includes vehicles and building supplies). Household services will be another key growth
sector. Synchronous growth at home and abroad will drive a recovery in manufacturing, with our forecast
calling for a 3.2% growth in manufacturing GDP. Capital goods, durable consumer goods and civil
construction will be the fastest-growing segments within manufacturing. Intermediate products will follow
the same positive trend as manufacturing in general, as will the transportation sector. Despite an estimated
fall in grain production, we expect increases in the coffee harvest and meat production, keeping the
agricultural GDP outlook positive for 2018, with our forecasts calling for 4.0% growth. The outlook for
growth in the manufacturing, retail and agricultural industries will drive the recovery of transport services,
as well as other business support services. Even though the recovery has become increasingly widespread,
the economy is expanding less than expected since the end of 2017, which has raised concerns about
whether the pace of recovery will be slower than previously estimated.

Table 1 – Annual change in GDP, from the demand and supply sides

2013 2014 2015 2016 2017 2018

GDP 3,0% 0,5% -3,5% -3,6% 1,0% 2,8%

Consumption 3,5% 2,3% -3,9% -4,2% 1,0% 2,0%

Investment 5,8% -4,2% -13,9% -10,2% -1,8% 6,0%

Government 1,5% 0,8% -1,1% -0,6% -0,6% 1,5%

Exports 2,4% -1,1% 6,3% 1,9% 5,2% 4,0%

Imports 7,2% -1,9% -14,1% -10,3% 5,0% 5,0%

2013 2014 2015 2016 2017 2018

GDP 3,0% 0,5% -3,8% -3,6% 1,0% 2,8%

Agriculture 8,4% 2,8% 3,6% -6,6% 13,0% 4,0%

Manufacturing 2,2% -1,5% -6,3% -3,8% 0,0% 3,2%

Services 2,8% 1,0% -2,7% -2,7% 0,3% 2,2%

Source: IBGE, Bradesco Forecast
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Residential real estate: recovery should spread to all Brazilian regions in 2018

The residential housing market showed the first signs of recovery in 2017. Sales were up 9.2% while new
starts rose 5.2%, causing inventory levels for new properties to drop 12.3%². However, this shift did not
affect all locations evenly. Only 5 cities/metropolitan regions of 21 surveyed sales outpace new starts,
leading to a fall in inventory. In 5 other regions, inventories shrank due to rising sales and declining new
starts. Declining inventories in these regions suggest a tighter market, which is favorable to the prospects of
a recovery of new starts in 2018. Going in the opposite direction, there are 9 regions where sales went
down. These are clearly areas lagging behind in the recovery cycle for the housing sector.

The economic outlook has remained positive in 2018, with falling interest rates, an increase in formal
employment and income gains. Lower rates will be one of the main drivers of real estate growth, given the
sector’s sensitivity to the cost of financing. Considering the current income level, we estimate that a 1 p.p.
decline in interest to the end borrower will allow 1 million new families to finance BRL 200,000 on a 30-year
mortgage. More formal employment and real income gains are also positive to the housing funding scenario.

Prices should rise over the next few months, given the tighter level of real estate inventories. We have
already seen: i) a fall in the number of real estate transactions at discounted prices; and ii) lower discount
percentages, which suggest that real estate prices will stabilize in the months ahead. Investors are returning
to the market, contributing to an increase in demand. Finally, the stability of housing prices should reduce
the number of defaulted homes. The combination of these factors should lead to another year with rising
sales and new starts for residential real estate, increasing the cash flow for developers and builders.

Finally, we believe in a more widespread recovery across all major cities in 2018, albeit at different paces.
Those markets whose inventory levels have been more tightly adjusted to the new sales levels are expected
to see a stronger recovery of new starts, as well as a real increase in prices. Markets where inventory is still
high will be slow to recover and prices should see only a nominal increase, which should not be higher than
consumer inflation. Rio de Janeiro, Recife and Maceió will see a slower recovery due to still high inventories,
while São Paulo and the Curitiba metropolitan region, which have already lowered their inventories, should
continue to see positive results in 2018.

Chart 1 – Performance of housing market in 2017

Source: CBIC, Bradesco
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2 Consolidated data provided by the Brazilian Construction Industry Chamber (CBIC), covering the cities of Manaus, São Luís, Cuiabá, Uberlândia,
Belo Horizonte and Nova Lima, Rio de Janeiro, Joinville, Florianópolis, Porto Alegre and Belém, as well as the Federal District and the metropolitan
regions of Fortaleza, Natal, João Pessoa, Recife, Maceió, Goiânia, Belo Horizonte (excluding the capital city), Vitória, São Paulo and Curitiba.
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