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This year’s industry highlights include a record grain harvest, growth in industry exports, and 
greater demand for durable goods

Source: IBGE, Funcex, Bradesco

Industry Outlook

Economic cycle reversions are typically not spread uniformly across different sectors of the economy.
Currently, we are seeing a stronger recovery in some industrial segments and in retail, as well as
agribusiness. During the first seven months of this year, industry and retail grew by 1.2% and 1.1%,
respectively, mainly driven by external demand, real income gains and the impact of the disbursement of so-
called inactive FGTS accounts. In agribusiness, the 2016/2017 grain harvest is forecasted to total 238 million
tons, up 28% from the previous year, reflecting an increase in acreage and favorable weather conditions. On
the other hand, the services sector is still contracting (-4.0% between January and July of this year). Business-
related services in particular have shown negative performance, reflecting the companies’ expenditure
adjustments to the new levels of final demand.

We believe this return should spread to other segments in the coming months, due to signs of improved
economic activity. The industry’s sluggish growth rate and unemployment stabilized at high levels will maintain
a moderate recovery pace. Regardless, domestic consumption of capital goods and the building industry will
experience gradually returning growth, due to reduced interest rates, improved expectations, the need to
modernize manufacturing units and resumed infrastructure projects through public concessions to the private
initiative. As a result, returning investments should occur throughout 2018.

A 1.2% industrial production growth in the first seven months did not occur in a widespread manner
throughout the sectors. The positive highlights came from the computer equipment, vehicle, mining,
metallurgy, machinery and equipment, pulp and paper, textiles and clothing and footwear segments. Exports
provided the main leverage for production in most of these segments, favored by the positive dynamics of
foreign demand. The industry accumulated a 5.3% increase in exported volume for the period. Automotive
and mining sector performance stands out, with export increases of 34.0% and 22.8%, respectively, during the
first seven months of the year. The increase in shipped volume for these sectors was widespread across the
countries. Nevertheless, Latin America stands out as the destination for our exports – especially Argentina –,
considering the size of this market. Although exports in the clothing and footwear sectors grew earlier on in the
year, their shipment volumes lost relevance in recent months, offsetting the positive performance seen in the
first few months of the year.

Table 1 – Changes in industrial production and exports by sector –%

Industrial 

production

Accum. until July Coefficient Accum. until July

Computers and electronics 19,2% 3,3% -5,7%

Motor vehicles 11,5% 23,3% 34,0%

Mining 5,7% 53,3% 22,8%

Textiles 5,6% 4,2% -32,6%

Clothing and accessories 4,7% 3,0% 2,5%

Machinery and Equipment 3,6% 20,3% 4,1%

Misc. products 3,5% 6,4% -6,1%

Metallurgy 3,0% 43,5% -1,9%

Footwear and leather 2,9% 24,3% -8,3%

Pulp and paper 2,7% 30,0% 4,8%

Rubber and plastic 2,1% 8,9% 6,2%

Sectors
Exports

Industrial 

production

Accum. until July Coefficient Accum. until July

Overall industry 1,2% 19,6% 5,3%

Wood -0,7% 29,0% 10,6%

Chemicals -1,0% 4,6% 3,4%

Food -1,1% 20,4% -5,9%

Metal products -1,3% 5,7% 0,1%

Beverages -1,4% 3,4% -1,8%

Furniture -1,4% 5,4% -0,1%

Non-metallic minerals -4,4% 8,4% 1,3%

Pharmaceuticals -5,4% 7,2% 2,3%

Electrical materials -6,9% 12,5% -1,3%

Fuels -6,9% 6,0% -11,8%

Other transportation eq. -11,8% 37,9% -24,9%

Sectors
Exports



Macroeconomic Research Department 2

Industry Outlook

-2,0%

0,0%

0,9%

1,0%

1,2%

2,5%

2,6%

3,0%

3,0%

6,8%

7,9%

8,0%

-5,0% 0,0% 5,0% 10,0%

Books, newspapers, magazines and stationery

Fuels and lubricants

Pharmaceutical, medical, orthopedic, perfume and cosmetic articles

Others

Hypermarkets, supermarkets, food prod, drinks and tobacco

Restricted Monthly Retail Survey (PMC)

Office, IT and communications equipment and materials

Vehicles, motorcycles, autoparts and pieces

Amplified PMC

Building material

Furniture and Electrodomestic appliances

Textiles, clothing and footwear

Variação das vendas setoriais no comércio varejista - 2017 Fonte: IBGE Elaboração: Badesco

In the coming months, export sectors should stand firm, favored by the positive international economy and
by the efforts of several companies boost their exports. Also, our forecast that the BRL will end at 3.10/USD, if
confirmed, would support export profitability. In this scenario, exporters industries will likely sustain a positive
performance in the coming months. Overall, we forecast manufacturing to expand by 2% in 2017.

Domestic demand is also improving, although not as quickly, reflecting rising real income, lower interest
rates, increased consumer confidence and withdrawals from inactive FGTS accounts. Retail sales grew led by
durable and semi-durable goods, recovering from three years of recession. Highlights include sales of home
appliances, apparel , footwear and building materials. According to Anfavea, light vehicle sales rose 5.9% in the
first eight months of the year. Used vehicle sales grew 8% in the same period, according to Fenauto, with sales
of automobiles up to 3 years old growing by 22.5% year-to-date.

The recovery of consumer demand is partially related to the availability of funds from FGTS accounts
(disbursements totaled BRL 44 billion). However, job market conditions are also improving, The real income
gains guaranteed by slowing inflation and improved credit conditions provided a suitable environment for this
to occur. Given the favorable prospects ahead for the job market and for credit conditions, we can expect a
3.0% growth in expanded retail this year.

Chart 1 – Expected commercial change by segment – 2017

Source: IBGE, Bradesco

Despite the gradual recovery of industry and retail, agriculture is expanding at a very strong pace. The
2017/18 crop harvest is in its final stages, with a record 238 million tons of grain, up 28% relative to last year.
This volume is the result of greater acreage, stimulated by the profitability of last year’s harvest and also from
the recovered productivity level, which surpassed the level registered last year, when drought affected the
crop. Record volumes of soy, corn, rice and bean production are causing much lower prices than those
recorded last year, positively contributing to this year’s reduced inflation. Despite this price drop, the high
productivity of the crops is allowing for expanded agricultural income, benefiting the regions with strong
concentrations of agribusiness. Sowing for the next 2017/18 crop begins in September and may repeat a good
harvest, given the extent of soil fertilization in recent years and the neutral weather conditions forecasted by
meteorological services.
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As mentioned above, the services sector continued to retreat this year, indicating slower recovery ahead.
Services rendered to companies have shown more intense declines, while those linked to households and
transportation have done better. Cost cutting by corporates appears to have weighed on the sector’s recovery.
As for services to households, income gains and the improvement in job market conditions have provided some
support, although consumers remain on a cost-cutting mode, seeking to reduce spending on non-essentials.
Furthermore, lower interest rates and funding from the FGTS did little to support consumer demand for
services. The transportation sector is doing better, favored by this year’s record harvest. Also, the demand for
air transportation is recovering, especially for international travel. In addition to airlines offering new
international routes, the current exchange rate also contributes to the positive trend, since it is more
appreciated than in the last two years. The telecommunications sector also stands out for its distinct behavior
among the segments; postpaid mobile phones and broadband internet are growing, while pre-paid mobile and
paid TV continue to retract.

Finally, the construction industry and domestic capital goods consumption continue to show poor
performance. The residential housing sector has registered significant adjustment in inventory, with sales
expanding faster than housing starts. In fact, the housing starts growth rate has been more moderate, but
considering that construction normally begins six months after their release, the production of construction
inputs should start to recover in 2H2017. Developers already announced they would increase supply, which
may also support demand for building materials in 2018. Real estate prices, however, will probably continue to
rise below inflation into next year.

Low capacity utilization rates suggest there is little need for firms to expand capacity in the short term,
suggesting fewer greenfield investment projects. However, firms have been cutting fixed asset investment for
several years, and we expect them to adjust their investment decisions in response to stronger domestic
demand as we move into 2018.

Chart 2 – Services sector change by segment – YTD – in %
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Chart 3 – Typical construction inputs and capital goods consumption – seasonally adjusted data
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Finally, the second half of the year will be marked by privatization auctions. Asset sales in electricity
distribution and generation, concessions of transmission lines, auctions for oil areas and logistical concessions
(airport, ports, highways and railroads) are scheduled for the coming months. Last month, the government
unveiled the third block of investment projects for public-private investment partnership program (PPI), which
includes 57 new infrastructure projects, mostly to be auctioned in 2018, reinforcing the positive scenario for
the infrastructure segment in the next few years. Even if the practical effect in terms of activity (construction)
only occurs as of next year, the monitoring of these events will be crucial not only for government revenues,
but also to gauge the magnitude of investment growth in Brazil in the coming years, with significant multiplier
effects on infrastructure investments for the economy.
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Industry focus

Steel industry: positive performance this year reflects an increased demand for flat steel in the 
domestic market and semi-finished product shipments

Production: in the first seven months of the year, crude steel production grew 10.6%, compared to last
year. The two main drivers for the Brazilian steel industry came from the recovery of the automotive sector,
with increased domestic sales and exports, and from home appliances, with rising domestic sales. We also
observed a significant advance in exports of semi-finished steel in recent years.
Flat Steel: the production of flat steel, which is mostly concentrated in vehicle assembly plants, appliances and
capital goods, grew 14.5% this year.
Semi-finished products: production grew 7.6%, with an increase of 16.1% in shipped volumes, mostly destined
for the USA.
Long Steel: continues with weak unemployment – retraction of 6.1% of its production – reflecting low dynamics
from the construction industry and from infrastructure investments. Regardless, long steel production has
already presented some accommodation in recent months.

Distributor inventories: distributor inventories increased this year. With more attractive international prices,
imports grew 66% in the first seven months of the year, raising distributor inventories. Nevertheless, the
inventory in sale months (current at 3.4 months) is close to the historical average of 3.1 months.

Prices: we have been observing higher steel prices on the international market, due to the closing of capacity
in China, movement that has also been gradual. We should observe a reflex in domestic prices in Brazil, due to
the increased volume of steel imported this year. As such, the premium between the domestic and
international prices will remain positive.

We project gradual acceleration in demand, resulting in an increase in crude steel production of around 8%
this year. The positive performance of durable consumer goods should continue to favor the production of flat
steel, whether from automobiles or electronics. At the same time, we foresee an increase in the demand for
long steel as of the end of 2017 in response to the recovery of real estate new starts. The stabilization of the
housing market in the USA will maintain semi-finished steel exports at a high level, even if the growth rate is
lower for the coming months. Inventories should remain close to the historical average due to recovery in
domestic demand. Finally, the reduction of the premium in international prices and the prospect of new
impositions/limitations on steel exports in the coming months should lead to both a reduction in the imported
volume and a new round of increased domestic prices.

Chart 4 – Production of laminated flat and long steel and semi-finished products, seasonally adjusted data
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